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SPENDING REDUCTION PROPOSALS

THURSDAY, MARCH 26, 1981

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D.C.
The committee met, pursuant to notice, at 10:08 a.m., in room2221, Everett McKinley Dirksen Office Building, Hon. Robert J.

Dole (chairman of the committee), presiding.
Present: Senators Dole, Packwood, Armstrong, Grassley, Moyni-

han, and Baucus.
The CHAIRMAN. We can go ahead and start. We have other

members coming and going this morning, as we have in the past.
Our first witness this morning on the administration's spending

reduction proposal is Gregory Ahart, Director of Human Resources
Division, General Accounting Office, Washington, D.C.

As I say to other witnesses, you may proceed in any way you
wish. Your entire statement will be made a part of the record.

There probably will be some questions from members.
STATEMENT OF GREGORY AHART, DIRECTOR, HUMAN RE.

SOURCES DIVISION, GENERAL ACCOUNTING OFFICE, WASH.
INGTON, D.C., ACCOMPANIED BY ANDREW KULANKO, AREA
MANAGER, HUMAN RESOURCES DIVISION; LARRY ALDRICH,
GAO EVALUATOR, LOS ANGELES REGIONAL OFFICE
Mr. AHART. Thank you, Mr. Chairman.
I have with me this morning Mr. Larry Aldrich from our Los

Angeles Regional Office and Mr. Andrew Kulanko on my staff in
the Human Resources Division.

I have a relatively short statement, but I will summarize it in
the interest of time.

We have been asked to discuss principally today the minimum
social security benefit reduction. We issued a report on this provi-
sion in December 1979, which recommended that the minimum
benefit be repealed.

We have also reported on other provisions of the Social Security
Act which, if modified or eliminated, could result in significant
savings to the trust fund.

We would be happy to share with you our thoughts on these, if
time permits, and if the committee desires.

I would like to explain briefly what our 1979 study encompassed,
what the results showed, and why we believe the minimum benefit
should be eliminated.

I should point out that the President's proposal to eliminate the
minimum benefit differs from ours in that it applies to people on
social security, as well as people who will become entitled to bene-

. (1)



2

fits in the future. Our recommendation applied only to future
beneficiaries.

We found that the minimum benefit provision, which was intend-
ed to help the poor, has in recent years mainly benefited retired
government workers with pensions and homemakers supported by
their spouses' incomes.

Ironically, most needy people receive no additional income from
the minimum benefit because they are covered by the SSI program
which requires a dollar-for-dollar offset for other income received.

Updated estimates show that eliminating the minimum for new
beneficiaries would save $405 million during fiscal years 1982
through 1986, net of a $245 million increase in supplemental secu-
rity income.

The Social Security Act has always had a provision for a mini-
mum benefit. Its original purpose was to aid administration and to
avoid paying benefits that would be of little value to the benefici-
a initially, the lowest monthly benefit possible was $10.

The Congress increased the minimum benefit over time because
it believed most of the benificiaries were poor and needed assist-
ance. In recent years, the Advisory Council on Social Security and
others have pointed out that increasingly the minimum benefit is
being paid to people who have not relied on their covered earnings
as their primary source of income.

The Council labeled the minimum benefit a windfall when paid
to these people. By its very nature, it does provide an unearned
bonus or windfall. It establishes a minimum whenever the regular
formula for computing benefits results in a smaller amount.

The phrase, "eliminate the minimum benefit," is somewhat mis-
leading implying that minimum beneficiaries will no longer receive
social security benefits. This is not the case. They would receive the
payment resulting from applying the regular benefit formula to
their work history of earnings.

In our study, we wanted to determine the income characteristics
of the people who received the minimum benefit. We analyzed
selected Federal records on a random sample of beneficiaries who
were awarded minimum benefits during 1977.

We found three distinct minimum beneficiary groups. First,
those who generally received no additional income from the mini-
mum provision. That accounted for 44 percent of our sample. Those
with other primary income, which accounted for 30 percent, and
those for which there was insufficient data to determine the indi-
vidual's financial status, the remaining 26 percent.

Included in the 44 percent, who receive no additional income
were 18 percent who were supplemental security income recipients.
As I have previously mentioned, there is a do lar-for-dollar offset
required under this program.

about 23 percent of our sample were dually entitled. That
is, they were entitled to social security on either their own or their
spouse's account, and the spouse's account provided the higher
payment.

Of the 30 percent of our sample for which Federal records
showed other primary sources of income, half received a Federal
pension averaging $900 a month, and one-third depended primarily
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on their working spouses, who were earning an average of at least
$13,700 a year.

We were unable to determine from Federal records the extent to
which the 26 percent depended on social security for their support.
However, a more limited detailed analysis of a sample of beneficia-
ries in the Los Angeles area showed that most had some other
primary means of support, such as State or local pensions.

Turning now to the characteristics of minimum beneficiaries, we
found that most minimum beneficiaries were part-time or intermit-
tent workers, never a permanent part of the labor force covered by
social security.

Generally, they could not have depended primarily on the cov-
ered earnings because they were too low. Their average covered
earnings were only about $22 a month for the period 1953 through
1976.

Only 3 percent had covered earnings of as much as $4,000 during
any single year and only one-third had covered earnings of as
much as $2,000 in any year.

Contrary to the concept of partially replacing covered earnings
upon retirement, they received benefits that were about four times
larger than their average monthly covered earnings.

Many persons had not worked in covered employment for several
years before receiving social security. For these people, social secu-
rity was a new source of income rather than a replacement for lost
covered earnings.

Social security amendments in 1977 froze the entry level of mini-
mum beneficiaries at $122 a month as of January 1979.

According to the Social Security Administration it would take
more than 30 years for the freezing action to eliminate minimum
benefits. Recognizing this and considering the financial condition of
the social security trust funds, we recommended that the Congress
repeal the minimum social security benefit provision for new bene-
ficiaries.

That concludes my summary with respect to the minimum bene-
fit provision, Mr. Chairman.

As I mentioned earlier, there are additional areas we have re-
ported on where savings could be realized. Phasing out student
benefits could save about $5 billion over a 5-year period.

Phasing out the death benefit could save about $2 billion during
a 5-year period. Rounding benefit payments to the nearest penny,
rather than the next highest dime, as is done now, would save
about $390 million over the next 7 years.

Also, in a few weeks we will report that revising the benefit
formula to stop the advantage it now provides to workers who
worked for only short periods in covered employment could reduce
expenditures by an estimated $11 to $15 billion over the next 10
years.

That concludes a summary of my statement, Mr. Chairman. We
would be pleased to respond to any questions that you or other
members of the committee might have.

The CHmAmAN. I think with reference to that last statement,
that report, you say, will be available soon?
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Mr. AHAT. That report will be available. I think we would be in
a position to make a draft of it available most any time, Mr.
Chairman.

The CHAIRMAN. It might be helpful because we are looking for
some flexibility, I guess is the best way to put it, as we soon start
trying to find some savings for this committee's jurisdiction. Thatbe very helpful.

AHAT. Let us see if we can make a draft available to the
committee for its use.
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BY THE COMPTROLLER GENERAL

Report To The Congress
OF THE UNITED STATES

Revising Social Security Benefit
Formula Which Favors Short-Term
Workers Could Save Billions

People who have worked for only a short
period under social security receive propor-
tionately more for their social security tax
dollar than lifetime workers In this- report,
GAO presents two alternative formulas for
computing benefits which would end this
favorable treatment. Adoption of either alter-
native could save the overburdened social
security trust funds from $11 billion to $15
billion over the next decade, depending on
the method used.

HRO-81-53
APRIL 14, 1961
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CCP. ,TROLLER GENERAL OF THE UNITED STATES

WA.HiNOTON DC.

B-202579

To the President of the Senate and the
Speaker of the House of Representatives

This report discusses an idiosyncrasy of the social security
benefit formula. It *v' vs how people who have worked for only a
short period under social security receive proportionately more
for their social security tax dollar than lifetime workers. The
report also identifies two alternative formulas for computing
benefits that would end this advantage for the short-term worker
and discusses the estimated savings that would result by imple-
menting either alternative.

We recomend that the Congress consider these alternatives
for ending this advantage to the short-term worker. The Social
Security Administration has estimated that such action could save
the social security trust funds as much as $15 billion over the
next decade.

We are sending copies of this report to the Director,
Office of Management and Budgets the Secretary of Health and
Human Servicest and the Commissioner of Social Security.

Act ingiCo dro Ge
of the United States
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COMPTROLLER GENERAL'S REVISING SOCIAL SECURITY BENEFIT
REPORT TO THE CONGRESS FORMULA WHICH FAVORS SHORT-TERM

WORKERS COULD SAVE BILLIONS

D I a E\ S T

The social security benefit formula ensures
that low wage workers receive a proportionately
higher return on their payroll tax contribution
than workers with higher wages. This favorable
rate of return is based on a "social adequacy"
or welfare objective. The formula also provides
this advantage to average or high wage earners
who work for only short periods under social
security (short-term worker advantage), although
such an advantage may not be warranted for them.
This advantage is created by spreading the
worker's covered earnings over a lifetime (in-
cluding many years with no or only noncovered
employment) and applying the resulting artifi-
cially lo* average wage to a benefit formula
that, for social adequacy purposes, is favorable
for low wage earners. (See pp. I to 4.)

Short-term workers have contributed a relatively
small amount of social security tax because they
have had little work in covered employment. They
receive, however, a higher return on their con-
tribution than the average wage earner because of
the benefit formula used to attain the program's
social adequacy objective. In many instances,
short-term workers have substantial income in
addition to their social security. (See pp. 3# 4,
and 9.)

Adverse economic conditions currently threaten
the financial stability of the social security
program. According to the Social Security Ad-
ministration, stopping the short-term worker
advantage could save as much as $15 billion
over the next decade. Stopping the short-term
worker advantage could also end "windfall"
social security benefits to retired government
(Federal, State, and local) workers who also
receive a pension from their noncovered employ-
ment. (See pp. 7 and 15.)

ra sea Uonrooab. th rptt
io dat Soud e nte53ro
i HRD)-81-53
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Because a social adequacy benefit seems inappro-
priate for the average or high wage earner, and
in view of the concern about the financial
stability of the social security program, the
Congress should consider revising the social
security benefit formula to remove the advantage
that it provides to the short-term worker. (See
p. 19.)

GAO identified two methods of removing the
short-term worker advantages

--The contintion factor approach would alloy
full benefits only to people who have worked
a lifetime in covered employment by adding a
step to the benefit computation process which
applies a factor based on the portL6n of a
person's lifetime spent in covered employment
to the computed benefit amount. (See pp. 10
to 12.)

--The bend point method would limit the amount
of each year s earnings that may be applied
against the highest rate of the benefit for-
mula. (See pp. 12 to 15.)

MEEXCY C01900?

The Department of Health and Human Services had
no comment on GAO's report. (see app. 1.)

ii
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CHAPTER I

INTRODUCTION

The social security benefit formula is weighted in favor of
the low wage worker. Such workers get greater social security
payments relative to payroll taxes paid than do average or high
wage earners. Because this formula is applied to a "lifetime"
average wage in employment covered by social security, the weight-
ing not only helps the lifetime or long-term low wage worker, but
also favors the high or average wage earner who had only short-
term or sporadic work covered by social security taxes. The
weighting advantage is based on a social adequacy or welfare
objective which may not be warranted for short-term workers.

HOW BENEFITS ARE COMPUTED

A worker's social security benefit is determined by a multi-
step process. First, the worker's covered earnings are updated
(indexed) to reflect increases in the average wage of people work-
ing under covered employment. These indexed earnings, expressed
as a monthly rate, are called average indexed monthly earnings
(AIME). The worker's AIME is applied to the benefit formula to
determine the individual's primary insurance amount (PIA). The
PIA is the monthly amount payable to a worker retiring at age 65
or upon disability. It is also used to determine benefits for
workers retiring before age 65 and for dependents and survivors
of insured workers. For workers initially qualifying for benefits
in 1979, the 'formula l/ for computing the PIA is

90 percent of the first $180 of AIME, plus
32 percent of the next $905 of AIME, plus
15 percent of the AIME above $1,085.

The PIA computed under this formula, however, cannot be less than
the minimum PIA of $122, or the special minimum benefit calculated
by multiplying $11.50 by the number of years of covered employ-
ment 2/ in excess of 10 (and up to 30).

1/This formula was established by the Social Security Amendments
of 1977. It is adjusted automatically as average wages in-
crease. For example, the formula for a person becoming eligible
in 1980 ist 90 percent of the first $194 of AIME, plus 32 per-
cent of the next $977, plus 15 percent of the AIME above $1,171.
Transitional provisions of the 1977 amendments allow workers
attaining age 62 in 1979-83 to elect benefits based on the for-
mula existing before the amendments.

2/A year of covered employment for this provision generally re-
quires earnings in that year equal to or greater than one-fourth
of the social security tax base.

I

80-480 0 - 81 - 2
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THE BENEFIT FORMULA IS WEIGHTED
FOR SOCIAL ADEQUACY

The social security benefit formula is a compromise between
the objectives of individual equity and social adequacy. Individ-
ual equity is a reasonable relationship between taxes paid and
benefits received. Social adequacy is a welfare objective which
attempts to assure everyone of a basic income level. The benefit
formula provides individual equity by relating benefits to the
earnings on which taxes are paid. This relationship is modified
to achieve social adequacy goals by weighting the formula in favor
of workers with low average earnings and by a minimum benefit
provision.

LOW WAGE WORKERS RECEIVE
SIGNIFICANT ADVANTAGE

The weighting of the social security benefit formula and the
minimum benefit significantly favor the low wage worker. For
example, compare the return of benefits on payroll taxes paid for
the average wage earner with that of a low wage earner and that
of a beneficiary with the $122 minimum benefit.

Comparison of Return on Taxes Paid

Average Low wags Minimum
Description wage earner earner beneficiary

AIME (note a) $ k/817 $ 248 $ 100

Lifetime social security
taxes paid (note c) 5,186 1,578 635

January 1, 1979, PIA 366 184 122

Social security benefits 3,716 1,867 1,239
for 1979 (note d)

Portion of taxes returned
by 1979 benefits (percent) 72 118 195

a/Earnings indexed to 1977.

b/AIME of a career average earner, age 62 in 1979.

c/This is an estimated tax based on a method discussed on page 6.
Actual tax can vary significantly.

d/Based on the January 1979 PIA reduced for retirement at age 62
and increased by the 9.9-percent cost-of-living adjustment
effective for the June 1979 benefit.

2
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The effect of the weighted benefit formula and the minimum
benefit is evident when comparing the return of the three
beneficiaries--the lower the covered earnings, the greater the
return on taxes paid.

SHORT-TERM WORKERS ALSO
RECEIVE A HIGHER RETURN

I The social security computation method allows people who
worked intermittently under covered employment the same favorable
return on payroll taxes as those who worked under social security
throughout their lives at low wages.

For example, assume that three workers retire at age 62 in
1979t a short-term worker who earned average wages while working
and two career workers--a low wage earner and an average wage
earner. The short-term worker has covered earnings in 7 of the
28 possible years since 1950 (one-fourth of that time) at indexed
monthly earnings of $817 during the covered earnings period. The
low wage earner has covered earnings in 23 years since 1950 (or
the full computation period 1/) at indexed monthly earnings of
$248. The average wage earner has the same indexed monthly earn-
ings as the short-term worker ($817), but worked at that wage
throughout the period used to compute social security benefits.
The following table shows the return on taxes paid for the three
workers under the social security computation method.

1/The computation period for social security benefits is generally
defined as the number of years between 1950 (or the year the
worker turns 21, if later) and the year that the worker attains
age 62, becomes disabled, or dies, excluding the 5 years of
lowest covered earnings.

3
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Return on Taxes Paid by Short-Term and Career Workers

Short-term Career workers
worker Average

Average wages Low wages wages

Monthly indexed earnings
While working $ 817 $ 248 $ 817
Used in formula

(AIME) (note a) 248 248 817

PIA (note b) 184 184 366

Taxes paid (note c) 1,578 1,578 5,186

1979 benefits 1,867 1,867 3,716

1979 benefit per tax dollar 1.18 1.18 .72

a/The AIME is based on the total indexed earnings of the highest
23 years since 1950 divided by 276 months (12 x 23).

b/For illustrative purposes in this report, we do not show the
effect on PIA of the transitional provisions of the 1977 amend-
ments.

!,/This is an estimated tax based on a method discussed on page 6.
The actual tax can'vary significantly.

The short-term worker with average wages received the same
favorable return as the career low wage earner--$1.18 for every
dollar in taxes paid. Although the short-term worker's earnings
while working were the same as the average wage earner, his or
her return was greater ($1.18 for each tax dollar versus $0.72).

The short-term worker advantage may account for as much as
two-thirds of a person's benefit.. In the above-mentioned example,
it is 39 percent--$0.46 ($1.18-$0.72) of each $1.18 of benefits.
This advantage is created by spreading the worker's covered earn-
ings over a lifetime l/ (including many years with no or only non-
covered employment) and applying the resulting artificially low
average wage to a benefit formula that, for social adequacy pur-
poses, is favorable for low wage earners.

1/A lifetime is considered as the computation period used in the
social security benefit formula. See the footnote on the pre-
vious page for the general definition of the computation period.

4
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OBJECTIVE, SCOPE, AND METHODOLOOY

During our recent review of minimum social security bene-
fits, I/ we became aware of the advantage that short-term workers
receive from the benefit formula. We believed that this advantage
was equal to or greater than the advantage of minimum social
security benefits and that stopping this advantage could help the
financially troubled social security trust funds. Therefore, we
initiated this review of the short-term worker advantage to deter-
mine its significance and identify alternative benefit formulas.

Our minimum benefit study and the Advisory Council on Social
Security's December 7, 1979, report indicated that individuals
who work under social security for short periods often have sub-
stantial retirement income other than social security, and that
those without additional income may be better served through such
means-tested programs as Supplemental Security Income. We did not
seek new information on the needs of short-term workers because we
believed that the primary issue was that people should not derive
an advantage from the benefit formula solely because they had not
worked much of their life under social security. Therefore, we
sought to identify alternatives to the present benefit computation
method and the savings that could result.

We reviewed the legislative history of the benefit formula
and studies by various groups, such as the Advisory Council on
Social Security and held discussions with Social Security Adminis-
tration (SSA) officials. Based on this research, we identified
two methods of stopping the short-term worker advantage, both of
which preserved social adequacy objectives for low wage workers
under social security for all or most of their working life.
Although there could be many alternatives for stopping the short-
term worker advantage, the alternatives we chose will not require
significant modification to the benefit formula and will not alter
the basic structure of benefits to workers with many years of
employment under social security.

We discussed the two alternatives with social security ac-
tuaries and asked them whether they had the data base on which to
estimate the potential saving to the social security trust funds
if either method was implemented. They responded that the data
base that they used to estimate the impact of the 1977 amendments
to the Social Security Act could be used for this purpose and
later gave us the requested estimates. We did not verify the
validity of these estimates because of the extensive effort that
would be required.

1/"Minimum Social Security Benefits: A Windfall That Should Be
Eliminated" (HRD-80-29, Dec. 10, 1979).

5
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In this report, we use the "return on social security taxes"
as an indicator of the relative equity between lifetime and short-
term workers. While it is useful as such, it should not be used
as an indicator of the value of a participant's taxes relative to
the value of benefits received. This "return" does not consider
the time value of money, future benefit increases, life expectancy
of beneficiaries, the insurance value of social security coverage,
and many other factors.

The method we use to illustrate the inequity of the short-
term worker advantage has pitfalls as any method illustrating this
inequity will. This is because we are dealing with an issue that
has many variables because it involves both the benefit formula
and a person's work history. First, there is not just one social
security benefit formula, but rather a basic formula with several
alternative formulas. Second, the characteristics of individual
work histories are numerous and varied, including some who work
in covered employment during only their early working career and
others who join the system at an older age, while others have
erratic earnings over their lifetime. Finally, the formula that
is required in a specific case may not include all of a person's
work history.

While we believe that our illustrations are useful in dis-
cussing the short-term worker advantage, the method we use to com-
pute a person's "return on social security taxes" is not designed
for the analysis of specific individuals. For example, to compute
a person's "lifetime" social security taxes we used an estimated
tax rate derived from the indexed earnings and social security
taxes paid each year by a worker reaching age 62 in 1979 who had
earnings equal to the maximum tax base for 1951-78. Then, we
applied this single rate to the indexed earnings in only those
years that were included in the computation of benefits. The
actual lifetime tax for an individual might be quite different
than what we would compute with this method because many people
have covered earnings in years that are not included in the com-.
putation of benefits, and the actual tax rate has not been con-
stant, but has increased over the years.

Our work was done principally at SSA headquarters in
Baltimore, Maryland.

6



CHAPTER 2

CAN SOCIAL SECURITY AFFORD THE SHORT-TERM WORKER ADVANTAGE?

The Advisory Council on Social Security and the Congress have
expressed concern over the short-term worker advantage, asking
such questions ass (1) do beneficiaries with a few years of
covered employment often have other primary means of support and
(2) can the trust fund afford to favor beneficiaries who have done
little to earn social security? In 1949 the House passed legis-
lation that proposed using a "continuation factor" to remove the
short-term worker advantage. The Senate rejected this proposal.
However, today circumstances are different, particularly in regard
to the solvency of the social security program.

SOCIAL SECURITY FUND FACES
AN IMPENDING SHORTAGE

The Board of Trustees for the Federal Old-Age and Survivors
Insurance and Disability Insurance trust funds projects that the
old-age and survivors fund will be exhausted in late 1981 or early
1982. In its 1980 report, the Board recommended that the shortage
be addressed in part by adopting legislation which would allow any
of the three social security trust funds I/ to borrow from each
other. While the Board's report projectea adequate combined trust
fund balances through the end of the 1980s, it warned that revised
short range estimates would probably be necessary because of recent
adverse economic changes.

Recent SSA estimates show a precariously low combined trust
fund balance by the end of 1984. According to these estimates,
the balance of the combined funds will be 7.5 percent of antici-
pated 1985 expenditures. This is less than 1 month's outgo. If
this occurred, SSA could not make full payments in January 1985.

The assumptions on which these estimates are based appear
optimistic, and if so, the combined funds could run short before
1985. The assumptions include consumer price index (CPI) in-
creases in 1981 and 1982 of 9.7 and 8.9 percent, respectively--low
compared to the 1980 increase of 14.3 percent. This tends to show
lower benefit increases than would be expected with higher CPI
increases. On the other hand, average covered wage increases of
9.7 and 9.8 percent are assumed for the same period. These rates
are higher than ever experienced before and tend to show higher
revenues than might be expected.

I/Old-Age and Survivors Insurance, Disability Insurance, and
Health Insurance trust funds.

7
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The financial stability of the trust funds is more than a
short range problem. The Board's 1980 report indicated that inter-
fund borrowing would assure long range (through 2054) solvency of
the combined funds only under optimistic assumptions. These as-
sumptions include annual, long range CPI increases of only 3 per-
cent and long range unemployment rates of only 4 percent.

CONCERN OVER THE ADVANTAGE
FOR SHORT-TERM WORKERS

The Advisory Council on Social Security expressed concern
about the short-term workers' advantage in the social security
benefit formula. In its December 1979 report, it stated

"* * * people who spend only a relatively small portion
of their working lives under social security will
generally have been supported at least in part by
other sources of income during their lives. Because
most such workers will not have relied solely on
their own covered earnings during their potential
working lives, a benefit that replaces those ldst
earnings can similarly not be expected to be their
sole support in retirement. Attempting to provide
a poverty-level benefit to people with a history of
less than full-time attachment to the labor force
would seriously erode the wage relatedness of bene-
fits and would significantly increase program costs.
The job of assuring a minimally adequate income to
those part-time workers who are in need is more
properly the role of means-tested programs, such as
supplemental security income."

Our minimum benefits study j/ supports the Advisory Council's
belief that many people who spend only a relatively small portion
of their working lives under social security generally have been
supported by other, income. Our report showed that most minimum
beneficiaries awarded benefits in 1977 had little work in covered
employment. Most of those beneficiaries were supported by other
income. For example, about 15 percent were retired Federal civil
servants supported by Federal pensions and 35 percent were home-
makers depending primarily on either their spouse's income or
their spouses's social security benefits.

The short-term worker advantage has been labeled a "windfall"
when paid to retired government (Federal, State, and local) em-
ployees who also receive a pension from their noncovered employ-
ment. This is because many government retirees receive a social

l/"Minimum Social Security Benefits, A Windfall That Should
Be Eliminated" (HRD-80-29, Dec. 10, 1979).
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security benefit that in weighted in favor of the low wage workers
and their low covered earnings are not representative of their true
earnings considering covered and noncoverod employment. Such an
advantage to retired government employees with substantial pensions
is particularly inappropriate because the weighting is based on the
social adequacy or welfare objective of the social security pro-
gram. Stopping the short-term worker advantage would eliminate
this "windfall" to retired government employees.

Stopping the short-term worker advantage would not affect
the "windfall" to retired government employees who had-part-time
work in employment covered by social security throughout their
government career. However, there is no. consensus as to what
this "windfall" is or even as to whether such a part-time worker
receives a "windfall."

In the past, the Congress has been concerned about benefit
advantages to short-term workers. In 1939, the House Ways and
Means Committee reasoned that an advantage or bonus to workers
with few years of covered employment was justified in the early
years of the social security program because people had had in-
sufficient time to earn substantial benefit rights. However, the
Committee believed that in the long run such bonuses were unwise
and endangered the solvency of the system. The formula estab-
lished in 1939 was designed to increase the adequacy of the
system during its early years as well as relate benefits to
length of covered employment.

In 1949, the House passed leagtlation to modify the social
security benefit formula. The proposed computation method was
similar to the 1939 method excapt that it used a "continuation
factor" to establish a ressonable differentiation between the
benefits of short-term a'd lifetime workers.

The Senate Finance Comnittee rejected the continuation factor
as well as the feature of the formula that related benefits to
length of covered employment--a 1-percent increment in the benefit
amount for each year of covered employment. The Committee believed
that basing benefits on lifetime average earnings provided "suffi-
cient differentiation" between the short-term and lifetime worker.
Short-term workers' benefits were smaller because periods without
covered employment lowered their average earnings.

Circumstances which may'have a bearing on the question of
sufficient differentiation are different now than when the con-
tinuatLon factor was rejected. At that time, there was no fed-
erally guaranteed minimum income level for aged, blind, and dis-
abled, such as provided by today's Supplemental Security Income
program. Also, the Congress had not expressed a concern about
social security "windfall" to retired government workers. Perhaps
more'important, the social security program was not in danger of
insolvency.

9
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CHAPTER 3

STOPPING THE SHORT-TERM WORKER

ADVANTAGE COULD SAVE BILLIONS

Restructuring the social security benefit formula to remove
the advantage provided to people with few years of covered employ-
ment could save social security trust funds as much as $15 billion
over the next decade.

We identified two methods of removing the short-term worker
advantage. One is the "continuation factor" adjusted for use with
the current social security benefit formula. An SSA actuary sug-
gested the other method called the "bend point" method.

CONTINUATION FACTOR

The continuation factor removes the short-term worker advant-
age by allowing full benefits only to people who have worked a
lifetime 1/ in covered employment. It does this by adding a step
to the benefit computation process, which applies a factor--based
on the portion bf a person's lifetime spent in covered employment--
to the computed benefit amount. For example, persons who worked
throughout their lifetime in covered employment would receive all
of their computed benefit and those who worked only half of their
lifetime would receive 50 percent of their computed benefit.

The following example illustrates how the continuation factor
would be applied to a short-term worker whose indexed earnings
were $817 a month during the period that he worked. Assume that
a worker retires at age 62 in 1979 with indexed wages of $68,628
earned during 7 (84 months) of the 23 years used in computing
benefits. Under the 1979 formula, this worker's PIA is $184.

.Using the continuation factor, the worker's PIA would be $111,
computed as follows

1/A lifetime is considered as the computation period used in the
social security benefit formula. See the footnote on page 3
for the general definition of the computation period.

10



21

Step 1 Average indexed earnings in years worked:

84 months - 6817

Step 2 Application of the 1979 benefit formula to average
earnings

90 percent of $180 - $162
32 percent of 637 - 204

$817 $366

Stop 3 Continuation factor for portion of period worked.

28 quarters (note a) (7 years) - .304
92 quarters (23 years)

Step 4 PlAs $366 x .304 .: b/$il

a/See the footnote on page 16 for the definition of quarters of
coverage used in the continuation factor.

b/For illustration, we are showing the computed PIA. Under law,
however, a worker's PIA cannot be lower than the $122 minimum
benefit. Also, transitional provisions discussed in I/ on page
1 have not been applied.

The continuation factor is designed to equalize the return on
social security taxes for workers who have had equal earnings dur-
ing the period that they have worked. To illustrate, compare the
return under the 1979 formula to that with the continuation factor
for (1) the above short-term worker, who had indexed earnings of
$817 a month while working and (2) a lifetime worker with the
same monthly wage.

11
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Illustration of Continuation Factor
Equalizing Return on Taxes Paid

With
continuation

Under 1979 formula factor
Short-term Lifetime Short-
worker worker term worker

Monthly indexed earnings $ 817 $ 817 $ 817
Lifetime social security
taxes 1,578 5,186 1,578

PlAi 184 366 a/111
Monthly benefits

(note b) 147 293 89
Total 1979 benefits

(note c) 1,867 3,716 1,131

Yearly benefit for
taxes paid 1.18 .72 .72

a/For illustration, we are showing the computed PIA. Under current
law, however, a worker's PIA cannot be lower than the $122 mini-
mum benefit.

b/Reduced for early retirement.

c/Benefits for January through December 1979 adjusted for the
June 1979 benefit increase.

With the present formula, this short-term worker received
$1.18 in 1979 social security benefits for each $1 of lifetime
social security tax. The person who worked a lifetime at the
same wage received 46 cents less. The continuation factor eli-
minates this inequity and provides the same rate of return to
each.

BEND POINT METHOD

The bend point method removes the short-term worker advantage
by limiting the amount of each year's earnings that may be applied
against the highest rate (90 percent) of the benefit formula to
12 times the first "bend point" of that formula. The first bend
point is the AIME above which the benefit formula rate changes from
90 to 32 percent. (See p. 1.) The bend point is $180 for a person
retiring at age 62 in 1979. Under this method, the 1979 PIA for
the person who had indexed monthly earnings of $817 for each of
7 years would be computed as follows:

12
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Step 1 Lifetime indexed earnings $68,628
7 years at $817 a month

16 years at $0 earnings

Step 2 Limit for maximum rate
7 years at $180 a month
(7 x 12 x $180) $15,120

Step 3 Computation period
(23 years) 276 months

Step 4 AIME
($68,628 divided by 276) $ 248

Step 5 Amount of AIME at maximum rate
($15,120 divided by 276) $ 54

Step 6 Amount of AIME at lower rate
($248 minus $54) $ 194

Step 7 PIAt 90 percent of $ 54 - $ 49
32 percent of $194 - 62

$111 a/$1l1
a/Without considering the $122 minimum benefit.

The bend point method gives the same PIA as the continuation
factor except when a worker's monthly indexed earnings fluctuate
above and below the bend point. For example, assume that the
worker used to illustrate the continuation factor on page 11 had
monthly indexed earnings of $147 for 2 years and $1,085 for 5
years. The bend point PrA is computed as follows:

13
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Step I Lifetime indexed earnings
2 years at $ 147 a month $ 3,528
5 years at $1,085 a month $65,100 $68,628

Step 2 Limit for maximum rate
2 years at $147 a month $ 3,528
5 years at $180 a month 10,800

$14,328 $14,328

Step 3 Computation period
(23 years) 276

months
Step 4 AIME

($68,628 divided-by 276) $ 248

Step 5 Amount of AIME at maximum rate $ 51
($14,328 divided by 276)

Step 6 Amount at lower rate
($248 minus $51) $ 197

Step 7 PIA: 90 percent of $ 51 - $ 46
32 percent of $197 - 63

$109 a/$109
a/Without considering the $122 minimum benefit.

Using the continuation factor, this person's PIA would be
$111. The bend point method gives a smaller PIA of $109 because
the monthly indexed earnings of each year subject to the 90-percent
rate is limited to $180 a month; whereas under the continuation
factor, the 90-percent rate is applied to the first $180 of the
average indexed monthly earnings during the period worked which
alIows earnings from years when the monthly indexed earnings were
above the $180 bend point to compensate for years when they were
below. When a worker's earnings fluctuate like this, the bend
point method produces a smaller PIA. Otherwise, the two methods
result in about the same benefit.

Some may argue that the continuation factor or bend point
method unfairly discriminates against women, because many of them
were not working during their childbearing and childrearing years.
The continuation factor or bend point method, however, does not
unfairly discriminate against women. Either of these changes
eliminates an inequity in the social security formula that pays
higher benefits to anyone, female or male, who has worked sporad-
ically. The SSA estimates on page 16 indicate that nearly half
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of the benefit reduction would apply to male workers or their
families.

One possible explanation for why women may be less affected
than some might expect is that many retired women who were occa-
sionally employed during their childbearing years are "dual bene-
ficiaries." That is, they are entitled to social security benefits
on either their own account or their husband's account, whichever
is higher. In such cases, it is less likely that a woman's benefit
would be affected by either of the revised computation methods if
the benefit from her husband's account was higher than that from
her account.

ESTIMATED SAVINGS

BSA estimates (see next page) show potential trust fund sav-
ings for the next decade varying from $11.4 billion to $15.6 bil-
lion, depending on which method is used. Since the short-term
worker advantage cannot be totally removed without eliminating the
effect of the $122 minimum benefit provision, the estimates show
the potential savings both when the minimum benefit is retained
and when it is eliminated in conjunction with the introduction of
the new method of computing benefits.

This SBA estimate is based on the assumption that the new
method would have applied to workers who attained age 62, became
disabled, or died after 1980. Because of inflation, later imple-
mentation of the new formula would result in greater savings during
the first 10 years. This savings, of course, would continue beyond
the 10-year period and most likely, at an increasing amount. While
the total savings are significant, SSA believes that stopping the
short-term worker advantage alone would not prevent depletion of
the social security trust funds.

15
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Estimated Impact of Restructuring Benefit Formula

Trust fund savings
With continuation

Fiscal factor With bend point
year With No With No

(note a) minimum minimum minimum minimum

(millions)

1 $ 41 $ 47 $ 48 $ 55
2 146 166 171 194
3 291 328 341 382
4 490 567 574 661
5 768 911 896 1,057
6 1,094 1,312 1,270 1,515
7 1,481 1,780 1,706 2,043
8 1,905 2,294 2,181 2,622
9 2,358 2,833 2,690 3,233

10 2,839 3,397 3,233 3,874

10-year
savings $11,413 $13,635 $13,110 $15,636

Beneficiary data

Portion of beneficiaries 24 29 28 33
awarded lower benefits
(percent)

Portion of benefit
reduction from:

Female workers 52 54 53 55
Male workers 48 46 47 45

a/This savings will vary depending on how quarters of coverage are
defined. For this estimate, quarters of coverage were derived
from the indexed earnings in the years used to compute benefits
(computation years) with a quarter deemed to be equal to the
earnings required for a quarter of coverage in the indexing year.

NEAR MAXIMUM SAVINGS WITHOUT
ELIMINATING THE MINIMUM BENEFIT

The greater savings under both methods (see table above) in-
clude both (1) eliminating the $122 minimum benefit and (2) remov-
ing the short-term worker advantage. Savings near this amount are
possible without eliminating the minimum benefit if the continua-
tion factor is required only when the beneficiary has less than
full coverage--fewer quarter years of covered employment than

16
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there are in the worker's benefit computation period. When the
continuation factor is required, the factored benefit would prevail
over the minimum provision; if the factor is not required, the
minimum would apply. Using this method, the minimum benefit provi-
sion would not be eliminated. It just would not apply to the short-
term worker.

Requiring a person to have full coverage before receiving full
benefits is not as severe as it may seem. First of all, the 5
lowest years of earnings are not included in the benefit computa-
tion. Thus, a worker can have 5 years with no covered employment
and not have his or her benefits reduced. Also, a person can earn
1 year of coverage in 1 or 2 months of covered employment (since
under the 1977 Social Security Amendments, coverage is based on
yearly earnings--in 1978, $1,000 in covered wages earned a year of
coverage). Finally, when computing benefits any covered employment
after age 62 replaces periods without employment before age 62.

SUBSTANTIAL SAVINGS POSSIBLE
WITH LIMITED APPLICATION

To reflect the traditional compromise between social adequacy
and individual equity objectives the continuation factor's "full
coverage before full benefit" requirement could be modified and
still achieve substantial savings. The following schedule shows
SSA's estimate of the savings possible by requiring the continua-
tion factor at different covered employment levels.

Savings With Limited Continuation Factor (note a)

Level of employment required to avoid
Fiscal continuation factor (more than)

yer342/3 1/2 1/3

(millions)

1 $ 36 $ 31 -$ 17 $ 5
2 129 109 59 17
3 254 215 121 34
4 440 374 228 80
5 712 613 385 154
6 1,031 894 569 248
7 1,405 1,218 784 354
8 1,824 1,581 1,027 470
9 2,262 1,963 1,277 600
10 2,714 2,351 1,528 736

10-year total $10,807 $9,349 $5,995 $2,698

a/Data presented under the assumption that if the continuation
factor is required the minimum benefit provision does not apply.

17
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The schedule shows, for example, $10.8 billion savings during thedecade if the factor were applied only to people who had coveredemployment in no more than three-fourths of the computation years.

Limited implementation of the continuation factor has a disad-vantage in that it introduces some significant differences betweenthe benefits of people who have just enough quarters to avoid ap-plication of the continuation factor and those who fall just alittle short. Such a sharp distinction between these people maynot be desirable. Also. some of the savings shown on page 17 maynot be achieved because of the relatively modest effort requiredof some people to attain the additional coverage necessary toavoid application of the continuation factor.
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CHAPTER 4

CONCLUSION AND MATTER FOR

CONSIDERATION OF THE CONGRESS

CONCLUSION

The social security benefit formula favors not only people
who have had low earnings over a lifetime of continual employment,
but also those whose average earnings are low because of many years
without covered employment. While the importance of providing
greater replacement of preretirement earnings to those who worked
at low wages for a lifetime is well recognized, one could question
whether intermittent workers should get a similar advantage. They
have not relied on their earnings covered by social security before
retirement and often have other primary means of support after re-
tirement. Such an advantage for those with other income may be an
unnecessary drain on the social security trust funds. Needy short-
term workers could be cared for through a means-tested program,
such as Supplemental Security Income.

We identified two methods of removing the short-term worker
advantage. SSA estimates that removing the short-term worker
advantage could save up to $15 billion during the next decade de-
pending on which method is used and how it is implemented. SSA
believes, however, that these savings alone would not prevent de-
pletion of the social security trust funds.

MATTER FOR CONSIDERATION
OF THE CONGRESS

Because a social adequacy benefit seems inappropriate for the
average or high wage earner and in view of the concern about the
financial stability of the social security program, the Congress
should consider revising the social security benefit formula to
remove the advantage that it provides to the short-term worker.

AGENCY COMMENTS

The Department of Health and Human Services, after reviewing
a draft of this report, said in a March 2, 1981, letter to us,
that it had no comment. (See app. I.)
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APPENDIX I APPENIDX I

DEPARTMENT OF HEALTH & HUMAN SERVICES Office of WIwsto Geea

Washington. D.C. 20201

Mr. Gregory J. Ahart
Director, Human Resources

Division
United States General

Accounting Office
Washington, D.C. 20548

Dear Mr. Aharti

The Secretary asked that I respond to your request of Jan-
uary 30, for our comments on your draft report entitled,
"Social Security Benefit Formula Favors Workers Who Paid
Social Security Taxes Only a Short Period--Revising the
Formula Could Save Billions." We have carefully reviewed
your report and have no comments at this time.

Program officials did note some technical questions relating
to definitions of terms and computation methodology however,
these problems have been resolved informally with your office
and appropriate clarification will be reflected in the final
report.

Thank you for the opportunity to comment on this draft
report before its publication.

Sincerely yours,

r BMitchell
Acting Inspector General

Enclosure

(105086) 20



31

The CHAIRMAN. Now, you indicate that your proposal is some-
what different from the President's. The President's is about a
billion dollars, and yours, you say, was 400--

Mr. AHART. I think the difference, of course, is that the Presi-
dent's proposal would apply the elimination of the minimum bene-
fit to those people now on the rolls, as well as to those coming on
the roll.

The CHAIRMAN [continuing]. Right.
Mr. AHART. That makes a difference when you net out against

the supplemental security income program. I think the President's
figure was about $5.2 billion, as against our net figure of $400-some
million over that 5-year period. So, it is quite a difference.

The CHAIRMAN. Do you have any information-did your survey
uncover any information on the age distribution of minimum bene-
fit recipients? -

There has been some concern that a great many of these recipi-
ents are quite elderly and are drawing the minimum benefit for a
number of years.

Mr. AHART. This was not included in our study, Mr. Chairman,
because we were looking only at people that had just come on the
rolls in 1977, and our recommendation only went to eliminating
the benefit for new beneficiaries.

Now, obviously, if you eliminated the benefit for people already
on the rolls, you would, obviously, get some of those beneficiaries
who are quite elderly and probably need that income.

I don't know what that breakdown would be by age. We have not
studied it. I suspect that the Social Security Administration could
provide that kind of information.

The CHAIRMAN. Could you explain to me, maybe I missed the
point on the 44 percent of the sample generally receive no addition-
al income.

Will you spell that out for me?
Mr. AHART. Well, the two largest parts of that fraction, Mr.

Chairman, are, first, 18 percent who are eligible for, and are receiv-
ing supplemental security income. What happens in that program
is that they have a supplemental security income entitlement of,
say, $300. Anything that they receive from other sources, including
minimum benefits under social security of, say, $122, is offset
against that. So, if they are eligible for SSI and are receiving the
minimum benefit, they would receive the full amount-of $300, but
they would receive $122 of that from the trust funds and the
remaining $178 from the SSI program. If the minimum benefit
were eliminated, they would get some lesser amount from the trust
funds and a greater amount from general revenues, but their net
take would be the same.

Now, the other part of that fraction, the main part, I should
mention--

The CHAIRMAN. That would be 26.
Mr. AHART [continuing]. Well, the 23 percent, included within

the 44 percent is made up of people that are dually eligible. These
are generally people whose spouse is eligible and they are entitled
under their spuse's social security account to so much.

They are also in their own right entitled to a minimum benefit.
What happens in that situation is that under the social security
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accounting method they get a benefit which is higher than the
minimum, but the $122, or whatever the minimum benefit portion
is, is shown as being drawn on their account. The remainder is
being drawn on their spouse's account.

But, if you eliminated the minimum benefit, they would get less
on their own account, more on their spouse's account, but still get
the same check ever month.

The CHAIRMAN. There is some reference to Los Angeles here,
let's see, you indicate that you couldn't determine from the Federal
records the extent to which the 26 percent depended on minimum
social security benefits for their support.

As I understand the finding in Los Angeles indicated that most
of those people had some other primary means of support?

Mr. AHART. Yes. What we did there, Mr. Chairman, was that in
our main study and our main sample, we looked only at Federal
records, the information that is already available in the Federal
record system. In Los Angeles, we decided to supplement that by
going out with questionnaires to beneficiaries and getting informa-
tion from them as to what their financial situation was. And by
that device we were able to narrow that fraction for which we
didn't have sufficient information down from 26 percent in our
main sample to 15 percent in our Los Angeles sample and learn
more about it.

We considered going with a questionnaire on a nationwide basis,
but that was a little bit too expensive for our purposes. However,
from the Los Angeles experience we do know that a substantial
part of that 26 percent are people who do have other sources of
income, but which cannot be identified in the Federal record
system.

The CHAIRMAN. Senator Packwood.
Senator PACKWOOD. I have no questions, Mr. Chairman.
The CHAIRMAN. Senator Armstrong had a couple of questions,

but he may have gotten called away.
Let me see if I can ask the questions that Senator Armstrong

had in mind.
Probably one that has been raised-raised earlier a couple weeks

ago, and we discussed this-was elimination of this minimum bene-
fit would be administratively expensive.

Do you have any cost estimates on what it would cost to elimi-
nate the provision and implement the proposal?

Mr. AHART. I would have to break that down two ways. Again, I
think you have to talk separately about what the President has
proposed and what we have recommended.

As far as our recommendation is concerned, since it applies only
to new beneficiaries, it should not result in any additional adminis-
trative expenses because you still have to make the computation
for people coming on the rolls.

Now, the President's proposal would require a recomputation for
all those people now receiving minimum benefits that are already
on the rolls. I think that could get rather expensive administrative-
ly.

If I understand that proposal correctly, what would be required
would be that for each one of those people that are now receiving
minimum benefits, Social Security would have to go back and
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recompute what they would have been entitled to under the regu-
lar formula and then bring that up to date with the cost of living
increases that have been made since they went on the rolls to come
up with a new benefit amount.

That would be a rather major administrative undertaking and I
would guess quite expensive. Again, not for the ones coming on the
rolls, but rather for those on the existing rolls.

The CHAIRMAN. Senator Moynihan, do you have any questions?
Senator MOYNIHAN. No, thank you, Mr. Chairman.
The CHAIRMAN. Senator Armstrong was called away and if he

has additional questions, I might-would it be all right if he sub-
mits those in writing and you can respond to the record?

Mr. AHART. Certainly, Mr. Chairman.
The CHAIRMAN. Thank you very much. I appreciate it.
[The prepared statement of Hon. Gregory J. Ahart follows:]

STATEMENT OF GREGORY J. AHART, DIRECTOR OF HUMAN RESOURCES DIVISION

We are pleased to be here today to discuss the Minimum Social Security Benefit.
As you know, we issued a report in December 1979 recommending that the Congress
eliminate the minimum for new beneficiaries.

In addition to that report, we have also identified and reported on other provi-
sions of the Social Security Act which if modified or eliminated could result in
significant savings to the social security trust funds. I will mention these later in
my testimony and we would be happy to share with you our thoughts on each of
these if time permits and the Committee is so inclined.

You have asked, however, that today we focus our attention on the minimum
benefit provision. I would like to now explain briefly what our 1979 study encom-
passed, what the results showed, and why we believe the minimum benefit should
beeliminated.

At the outset, I should point out that the President's proposal to eliminate the
minimum benefit differs from our recommendation in that it applies both to people
on social security as well as people who will become entitled to benefits in the
future, while our recommendation applied only to future beneficiaries. Also, our
study was directed at beneficiaries just coming onto the rolls-not those already on
the rolls for an extended period of time.

We found that the minimum benefit provision, which was intended to help the
poor, has in recent years mainly benefited retired government workers with pen-
sions, and homemakers supported by their spouses' incomes. Ironically, most needy
people receive no additional income from the minimum provision because they ar'
already covered by the Supplemental Security Income program, which require0 a
dollar for dollar offset for other income received.

Since our report, the Social Security Administration has provided updated esti-
mates showing that eliminating the minimum for new beneficiaries would shve the
Government $405 million during fiscal years 1982-1986. This figure is the net of a
$650 million savings in social security and a $245 million increase in Supplemental
Security Income.

THE MINIMUM BENEFIT PROVISION

Before discussing our study, I would like to comment on the purpose and nature
of the minimum benefit. The Social Security Act has always had a provision for a
minimum benefit. Its original purpose was to aid administration and to avoid
paying benefits that would be of little value to the beneficiary. Initially, the lowest
monthly benefit possible was $10.

Over a period of several years, the rate of increase for minimum benefits was
more than twice that for other social security benefits. The Congress increased the
minimum benefit because it believed most of the beneficiaries were poor and needed
assistance.

In recent years, however, the Advisory Council on Social Security and others have
pointed out that, increasingly, the minimum benefit is being paid to people who
have not relied on their covered earnings as their primary source of income. Such
people include government workers who received substantial income from their
government pensions. Also included are homemakers whose spouses have substan-
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tial income. The Advisory Council on Social Security labeled the minimum benefit a
"windfall" when paid to these people.

The minimum benefit, by its very nature, provides an unearned bonus or windfall
to people who have had very low lifetime earnings covered by social security. It
establishes a minimum for all eligible beneficiaries that is used whenever the
regular formula for computing benefits results in a smaller amount. For example, if
the worker's benefit as computed by the formula was only $40, he or she would
receive the higher minimum benefit of $122. The difference of $82 is an unearned
bonus created when the Congress raised the level of the minimum benefit to assist
people who-had little or no other income.

The phrase "Eliminate the minimum benefit" is somewhat misleading, implying
that minimum beneficiaries will no longer receive social security benefits. Of course,
this is not the case. When the minimum provision is repealed, these people will
receive the payment resulting from applying the regular benefit formula to their
work history. They would no longer receive a bonus if the application of this
formula resulted in a lower amount.

INCOME CHARACTERISTICS OF MINIMUM BENEFICIARIES

In our study, we wanted to determine the income characteristics of the people
who receive the minimum benefit. We analyzed selected Federal records on a
random sample of beneficiaries who were awarded minimum benefits during 1977.
The selected Federal records analyzed included, for example, payment data on the
Supplemental Security Income program and Federal pensions. They did not includeISdata.

The results of this analysis showed three distinct minimum beneficiary groups:
(1) Those who generally receive no additional income from the minimum provi-

sion-44 percent of the sample were in this group.
k (2) Those with other primary income-30 percent were in this group.

(3) Those for which there was insufficient Federal data to determine the individ-
ual's financial status-26 percent.

As I said, about 44 percent of our sampled beneficiaries received no additional
income from the minimum provision, primarily because of offsets required in other
Federal benefits. For example, 18 percent of sampled beneficiaries were Supplemen-
tal Security Income recipients. Generally those who receive the social security
minimum benefit and also qualify as Supplemental Security Income recipients do
not receive any increase in their overall monthly income from the minimum benefit
provision because of the dollar for dollar income offset required under the Supple-
mental Security Income program. Also, about 23 percent of our sampled minimum
beneficiaries were "dually entitled." That is, they were entitled to social security on
either their own or their spouse's account, and their spouse's account provided a
higher payment. Under the law, the dually entitled person is paid the higher of the
two entitlements. Consequently, the minimum benefit provision does not increase
the benefits of the dually entitled person.

Of the 30 percent of our sample for which Federal records showed other primary
sources of income, half (or 15 percent of the sampled beneficiaries) received a
Federal pension averaging $900 a month, and one-third (or 10 percent of the sample)
depended primarily on their working spouses who were earning an average of at
least $13,700 a year.

We were unable to determine from the Federal records the extent to which the 26
percent of the sample depended on the minimum social security benefit for their
support. However, a more detailed analysis of a sample of beneficiaries in the Los
Angeles area showed that most of these people had some other primary means of
support, such as state or local pensions.

WORK CHARACTERISTICS OF MINIMUM BENEFICIARIES

Much discussion has been focused on the minimum beneficiaries retirement
income needs. But also important to the question of whether to retain minimum
benefits, are the minimum beneficiaries' work characteristics. We found that most
minimum beneficiaries were part-time or intermittent workers-never a permanent
part of the labor force covered by social security.

Sampled minimum beneficiaries generally could not have depended primarily on
their earnings from covered employment because they were too low. Their average
covered earnings were only about $22 a month for the period 1953-76. Only 3
percent of the minimum beneficiaries had covered earnings of as much as $4,000
during any sin le year in that time period, and only one-third had covered earnings
of as much as 12,000 in any one of those years.
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Contrary to social security's concept of partially replacing a person's covered
earnings upon retirement, sampled beneficiaries received benefits that were about
four times larger than their average monthly covered earnings before receiving
social security.

Many persons had not worked in covered employment for several years before
receiving social security. Nearly half had not worked in covered employment for 5
years, and about one-third for 10 years. For these people, social security was a new
source of income upon becoming eligibile for the minimum benefit, rather than a
replacement of lost covered earnings.

The Social Security Amendments of 1977 froze the entry level of minimum
beneficiaries at $122 as of January 1979, but allowed cost-of-living increases for
these beneficiaries after they become eligible for social security. Under these
amendments, anyone becoming eligible for the minimum benefit would initially
start drawing benefits based on the minimum primary insurance amount of $122,
but would thereafter receive benefit increases based on the Consumer Price Index,
as under the prior law.

According to the Social Security Administration, it will take more than 30 years
for the freezing action to eliminate minimum benefits.

Recognizing this and considering the financial condition of the social security
trust funds, we recommended that the Congress repeal the minimum social security
benefit provision for new beneficiaries.

That concludes my comments on the minimum benefit provision. As I mentioned
at the beginning of my statement, however, there are additional areas we have
identified and reported on where additional savings in the social security program
could be realized. These include the phasing out of both post-secondary student
benefits and the lump sum death benefit and rounding benefit amounts to the
nearest penny or nearest dime. Phasing out student benefits could save about $5
billion over a 5-year period. The Congressional Budget Office estimates that phasing
out the death benefit could save about $2 billion during the 1982-1986 period. In
1978, we estimated that rounding social security benefit payments to the nearest
penny rather than to the next highest dime would save about $386 million over the
next 7 years. Our reports on these and other matters were summarized in our
December 1980 report to the Congress "Implementing GAO's Recommendations on
the Social Security Administration's Programs Could Save Billions (HRD-81-37).

Also, we expect to issue a report to the Congress in a few weeks which will discuss
the need to revise the social security benefit formula to stop the advantage it
provides to short-term workers who work for only short periods in employment
covered by social security. Such a revision could reduce social security expenditures
by an estimated $11 billion to $15 billion over the next 10 years depending on the
method used and whether the minimum benefit is eliminated.

That concludes my statement Mr. Chairman, we would be happy to respond to the
Committee's questions.

The CHAIRMAN. Our next witness is Robert M. Ball, a former
Commissioner of Social Security, 1962 to 1973.

Mr. Ball, we are happy to have you before the committee again,
and you have had a lot of experience.

You may proceed any way you wish.

STATEMENT OF ROBERT M. BALL, FORMER COMMISSIONER OF
SOCIAL SECURITY, 1962-73, WASHINGTON, D.C.

Mr. BALL. Thank you, Mr. Chairman.
I have a rather long statement that I would like to have included

in the record with your permission.
The CHAIRMAN. Yes. It will be made a part of the record.
Mr. BALL. And, Mr. Chairman, I would also like to submit a two-

page memorandum supplementary to that statement which is re-
lated to a long-range cost estimating problem. This memorandum
was developed by Dr. Chen, who is the research director of the
McCahan Foundation for Research in Economic Security. I think it
is a major contribution to this subject.

The CHAIRMAN. Do we have that too?
Mr. BALL. I have not distributed it. I just have the one copy.
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The CHAIRMAN. Oh, I see, fine.
We'd like to have a copy of that. That will be made a part of the

record.
Mr. BALL. Thank you, sir.
[The information follows:]

SOCIAL SCUarrT COOfT AS REPREENTED BY THE PERCENTAGE OF TAXAnLE PAYROLL

(By Yung-Ping Chen)'
The cost of social security in a given year is generally expressed as a percentage

of the taxable payroll in that year. This study analyzes the relationship between the
cost of social security and the representation of that cost as a percentage of taxable
payroll. A given level of social security expenditures will be represented by a higher
percentage of taxable payroll if the taxable payroll declines as when the cash form
of pay becomes a smaller part of total employee compensation. With the assumption
of a continuous decline in wages and salaries as part of total compensation, the
OASDI cost in the year 2035 is estimated to be 17.17 percent of taxable payroll. If
the ratio of cash pay to total pay does not decline as assumed, the cost will be
represented by a smaller percentage of taxable payroll. What follows is a summary
of the analysis.

Based upon the latest official intermediate-cost estimates for the 75-year projec-
tion period 1980-2055, OASDI cost as a percentage of taxable payroll is estimated to
decline from 1980 to 2000, to rise from 2000-2035, and then to decline from 2035-
2055. There would be a 65-percent increase in cost from 2000-2035, reaching 17.17
percent of taxable payroll in 2035, the highest in the 75-year period.

Because these higher percentages imply very much higher social security tax
rates, it is important to recognize a very significant factor pertaining to the taxable
payroll itself.

orally practical pur , the taxable payroll can be thought of as analogous to
the cash component o employee compensation and self-employment earnings sub-
ject to social security taxes. Over the years, wages and salaries as a percentage of
total employee compensation have continually declined: 84.2 percent in 1980, com-
pared to 90 percent in 1970 and almost 96 percent in 1940 when social security first
began monthly benefit payments. During the last four decades, supplements to
wages and salaries (generally known as fringe benefits, though not all fringe bene-
fits) have grown substantially in both absolute and relative terms.

Significant but little-known about the projected percentages of taxable payroll is
the assumption of a continuous decline in the ratio of cash to total employee
compensation. The assumed decline is at the annual compound rate of .4 percent
from 1980 to 2055: from 84.2 percent in 1980 to 62.2 percent in 2055. According to
this trend, as supplements to wages and salaries grow, the taxable payroll shrinks
relatively because cash pay becomes a smaller part of total compensation. Conse-
quently, a given level of benefit payments will mean a higher percentage of taxablepayroll.

For example, suppose today out of $1,000 of employee compensation, $840 is cash
pay and hence is taxable payroll, and suppose $84 is required for pang social
security benefits. Taxing $84 out of $840 means a 10-percent tax on taxable payroll.
Now suppose in a future year, for every $1,000 of employee compensation only $620
will be in cash form and therefor is taxable payroll, and suppose the same amount
of social security benefit payment, $84, will be required. Taxing $84 out of $620 of
cash pay means a tax rate of more than 13.5 percent of taxable payroll.

Of course, the assumed trend toward increasing proportions of supplements (or
fringes) may or may not materialize. Because of the practice of expressing social
security cost in terms of taxable payroll, it is important to recognize that the
relative shrinkage of the cash versus noncash forms of compensation will raise the
percentage of taxable payroll required, even when the cost of social security stays
the same over time. For this reason, one must be careful about comparing the
percentages of taxable payroll required for OASDI costs over time.

Mr. BALL. Mr. Chairman, I've summarized, as the committee
requested, the major points that I'd like to make concerning the
President's proposals for the budget. The summary is on page 2 of
my statement and I would like to comment briefly on each of the
items. Hopefully, I can get through my original statement in 10

'Speaking for himself, Yung-Ping Chen is research director, McCahan Foundation for Research
in Economic Security, professor of economics of the American College, Bryn Mawr, and consultant
to the 1981 White House Conference on Aging.
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minutes or less, so we can have time for whatever questions the
committee has.

The first point that I would like to stress is that although social
security has turned out to be our most effective antipoverty pro-
gram, and that it keeps about 14 or 15 million people above the
poverty line who otherwise would be below it, that is not all it is.
Social security today is the base upon which all private savings for
these risks of retirement in old age, for total disability and for
death of a family breadwinner is built.

Every private pension in the country assumes that its pensioners
will be receiving social security. All savers assume that they have a
base of social security. This means to me that the most important
characteristic of the social security system is dependability. It must
be a system people can count on.

I distinguish sharply the social security contributory wage-relat-
ed program from other programs supported by the general rev-
enues of the Federal Government. Over the years, we have built
brick-by-brick a social insurance system in which people have a
compact with the government. They pay in earmarked social secu-
rity taxes in return for defined protection.

Now, I'm not one that says that that compact can never be
changed. Of course, the Congress can make changes, but I would
urge that they be made with care over a long period of time. It is
quite inappropriate as part of an annual budget process to make
long-range changes in the protection that people have been paying
toward and counting on in this program.

I feel it was a great mistake when the change was made after
fiscal year 1969 to include the social security system in the unified
budget. The two major committees of the Congress concerned with
social security have never proposed changes in the social security
system except changes that they felt were related to the internal
logic of the system and they were careful to recommend, to the
best of the ability of the estimators, full financing for the program.

Up until now, social security has not been considered a proper
subject for getting quick savings in a unified budget, and I hope it
won't be now. This is quite aside from the merits of any particular
proposal.

I would argue that with the benefit rights, based on past contri-
butions and earnings, with the promises stretching into the distant
future that the annual budget process is not the way to handle this
program.

Second, Mr. Chairman, the unprecedented proposal to reduce
benefits for people already on the rolls seems to me a kind of
action that can undermine the sense of dependability that pension
plan managers need, that individuals need, and that the country
needs to have about a contributory social insurance program like
this.

If I could just take the example of the minimum benefit, which
Mr. Ahart was commenting on. It so happens that I have never
been enthusiastic about the regular minimum benefit. I have con-
sistently argued against increasing the minimum benefit through-
out the years, but it seems to me that to take people already
receiving it and recomputing their benefits is the wrong way to go
about modifying any benefit. If I'm right, as I think I am, that the
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most important characteristic of the program is dependability, such
a proceedure is very harmful to social security.

It also seems to me that the action which the Congress took in
1977 of gradually phasing out the minimum benefit was just right.
It may take 30 years to get completely rid of it that way, but it has
major effects quickly. And as you remember, the action of the
Congress was to freeze the minimum at $122 and since all other
benefits and the insured status requirements are related to wages
and brought up to date as average wages increase, the $122 mini-
mum just phases out and without making people feel that they
have had promised benefits taken away from them.

I think that is an excellent example of how direction should be
changed in this long-range social security system, just what you did
in 1977.

Senator, did you want me to proceed?
The CHAIRMAN. Go ahead.
Mr. BALL. It is not enough, in my view, to merely not change the

benefits for people already receiving them. To stick with the mini-
mum benefit: a person now 60 or 61 who expects the payment, I
think, also has a serious grievance- against the program if the
benefit is suddenly taken away.

Phasing out or modifying the general direction of a provision
seems to me, completely appropriate.

I will skip, Mr. Chairman, in the interest of time, to just a touch
on the financing of the program. Underlying many of these recom-
mendations has been the idea not solely of savings in the short
term unified budget, but a kind of pervasive feeling that we need
to cut back on social security somehow because of the difficulties in
financing it.

_ I would like to separate out, just for quick comment, three peri-
ods of financing social security.

The CHAIRMAN. Did you, by chance, see the proposal that Con-
gressman Pickle-he didn't introduce it yesterday but at least he's
chairman of the Social Security Subcommittee of Ways and Means.

I think there was some story in the paper this morning about
some suggestion had been made. Have you had a chance to lok at
that?

Mr. BALL. Yes, Mr. Chairman, though Mr. Pickle was very care-
ful to indicate it was not his proposal--

The CHAIRMAN. Right.
Mr. BALL [continuing]. Or the committee's proposal. It was just

for discussion and there are possibly many modifications that will
be made in it. I am aware of the general provisions.

The CHAIRMAN. I didn't want to interfere, but I think you pre-
sented it properly. It is not his proposal, but one of the better ones
that he has seen in the past years.

Mr. BALL. I like many things in that proposal and disagree
profoundly with many others, as I am sure you would expect.

One thing they've come up with, I think, is very interesting and
that is their suggestion that the States and localities pay the
Federal Government more promptly by having the money flow to
the Federal Treasury with the same speed that is required of other
employers.
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That doesn't sound like much. It actually turns out to save the
social security system something over $1 billion in fiscal year 1982
because of the speedup in collections, with additional interest earn-
ings for social security in later years. That doesn't hurt anybody's
benefit.

Mr. Chairman, just very briefly, on the general financing situa-
tion, there is a very short-term problem in the Old Age and Survi-
vors Insurance Fund, which you are fully aware of and I'm not
going to take time on it, except to distinguish it from what might
be called the middle-range problem.

This very short-range problem can be dealt with, if you wish, by
relatively minor measures such as interfund borrowing and a real-
location of rates if you are willing to accept quite optimistic eco-
nomic assumptions, particularly if accompanied by moving the
scheduled 1985 increase up to 1984.

My own view on the very short-term problem is that it would
probably be better to take somewhat more pessimistic economic
assumptions and do a more fundamental type of restructuring the
financing as in Mr. Pickle's draft bill. He suggests that one-half of
Medicare be financed from general revenue and that you move
over to the cash program the social security contribution rate that
you free-up from that change.

I think we need to build back a major contingency fund in social
security. We need to make sure that if the projections turn out to
be wrong in two or three years that social security is not back on
the front pages. I believe we should have a conservative financing
plan.

So, as I say, it would be possible under optimistic economic
assumptions to get by with relatively minor changes for short term
financing.

Now, middle-range financing, say the next 25 years-I think the
situation here is very much misunderstood. Under the official esti-
mates of the trustees, cash social security benefits actually decline
as a percentage of payroll during this period. There is not a con-
tinuing increase in cost arising from an older and older population
during the next 25 years.

The aging-of-the-population problem for social security, insofar as
it exists, is a next century problem. It occurs, if at all, when the
baby boom generation reaches retirement age, say from about 2005
to 2030.

Although we do have an increase in the number over 65 in the
next 25 years, this increase is balanced by an increase in the
people paying in. During this period, the baby-boom generation is
of working-age. So, the demography question is really the long-
range question in my statement. I have many comments on the
assumptions used in making the long range cost estimates.

In summary, I'd say, it seems to me a mistake to cut back on
long term protection in social security on the theory that we know
what is going to happen some 50 to 75 years from now and to take
action, such as increasing the first age of eligibility for full bene-
fits, as if we did. I go into that question in some detail.

So, to conclude, Mr. Chairman, I have not commented individual-
ly on the President's proposals because they are fairly technical
and it would take time. I think it is clear to you already, but let me
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make it very explicit: I oppose each one of the cuts on the merits,
as well as opposing the use of the budget process to set social
security policy. I would hope that the most objectionable feature,
which is to cut benefits for people on the rolls-not just the mini-
mum, but student benefits, too-would be changed by this commit-
tee at the very least. This committee and the Ways and Means
Committee have acted like a board of directors for the social secu-
rity system over the years and have given social security policy
continuity. I hope you will reject these sudden, unprecedented
policy changes.

Thank you very much.
The CHAIRMAN. Thank you, Mr. Ball.
In case Pat has to leave early, I am going to be here in any

event, I'll yield to Senator Moynihan.
Senator MOYNIHAN. Oh, no, Mr. Chairman, I am going to be

here.
Mr. Chairman, I think it would be best if the Republicans be

allowed to plan the budget.
The CHAIRMAN. Senator Packwood had to leave temporarily and

he said if he didn't return, he wanted to have this question asked.
As I understand it, the administration has recommended repeal

of the medicare payment for pneumococcal vaccine. Do you have
any policy observations you can share with the committee regard-
ing this recommedation?

Mr. BALL. I like the way you passed it last year and I see no
reason to withdraw on that, Mr. Chairman.

The efficacy of the pneumococcal vaccine is well established. The
Office of Technology Assessment went into this very thoroughly, as
well as outside groups. This is not an expensive benefit. I believe,
however, that it was a real breakthrough to add a preventive type
of benefit to the medicare program. I

Up until now, Medicare has been almost entirely payment for
curative services. I think it is great to start thinking about at least
a limited number of services that are of proven preventative value,
as a way of, in the long run, saving money, as well as, of course,
promoting health.

So, to repeal the provision that would encourage people to get
the pneumococcal vaccine, which is very important because it is a
disease that affects older people in very large numbers, would seem
to me a mistake.

The CHAIRMAN. As I recall, we had quite a struggle over that
amendment. We finally, in the last hours of Congress, as I recall,
attached enough savings to pay for the amendment and that was
accepted by the House with some reluctance. So, we thought we
had it paid for.

Well, in any event, I appreciate that comment.
Now, as I understand, you wouldn't at thigh time do anything to

social security based on the reasons set fefth including not enough
notice to those who may be affected. Do you have any comments-
and you may have made recommendations in your statement-on
cost-of-living adjustments?

This has been an area where the President says he will not
tread. In fact, he has told members of both parties that he does not
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want to tamper with that area. Do you think that's an area that
should be addressed in the future by the Congress?

Mr. BALL. Senator, if a technical review of the cost-of-living
provision on an objective basis by the experts that work in this
area-and I'm not one of them-demonstrated that the. cost-of-
living measure now used, the CPI, was not the best measure of a
true increase in the cost-of-living, I think, of course, it should be
changed.

I would be opposed, however, to arbitrary changes which are
designed in such a way that the people who get social security
benefits and the other people whose benefits are tied to the cost-of-
living do not have their benefits kept up-to-date as prices rise.
Retired people are very vulnerable to inflation with no bargaining
power to make up for the situation later.

So, it seems to me very, very important to protect the concept of
the cost-of-living. I would not, certainly, hold-I'm not capable of
judging; I'm not expert enough-to hold that the exact way the CPI
is now constructed is correct.

Many economists have been saying things like the mortgage
interest rate part of the CPI has created a situation in which
people have been over-compensated in the past. But, of course, it's
true that it you were to change it, and mortgage interest rates
started to go down-since you are just measuring the difference-
you would be taking the action just at a time when you might have
saved money from doing nothing. Also there is considerable lag and
the benefits are not fully kept up to date with the CPI.

So, I think there are complications.
The CHAIRMAN. So, as I understand, you would not touch the

student benefits either. In any event, you would make it prospec-
tive and not impact on anyone currently receiving these benefits.

Mr. BALL. Mr. Chairman, my own view is that the benefits
payable to the sons and daughters of deceased people, retired and
disabled people who are attending school is a perfectly legitimate
part of this social insurance system. That to many, many workers
it is important to leave when they die, for example, money that
can help their children as long as they are in school, so that I
dislike the idea of getting rid of this part of social security. But it is
certainly true that I dislike some part of the proposal more than
others, and the idea of affecting people who are either already
getting it, or just about to get it seems U, rtWe particularly damaging
to people's faith in the program to which they have been contribut-
ing.

It undermines faith in the dependability of the benefits.
The CHAIRMAN. But as I understand, that benefit is based on the

earnings record; it doesn't have much to do with the educational
needs--

Mr. BALL. Right.
The CHAIRMAN [continuing]. Or the cost of education, or the

financial status of the student.
Mr. BALL. Absolutely. You are absolutely correct, Mr. Chairman,

and I think that is the way it should be. Consistent with the
concepts of social insurance, this benefit is a partial substitute for
parental support. It is trying to put this motherless or fatherless
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child in a position similar to those who still have parents to depend
on.

The other programs, such as the Basic Opportunity Grant pro-
gram is supplementary to either parental support or to the social
security benefit for those people who are truly in need. Social
security does not have, and shouldn't in my opinion, the idea of
directing the benefit just to people who can meet an income or an
asset test.

I'm particularly disturbed, Mr. Chairman, by the fact that in the
budget recommendations, it is argued, in effect, that there is a
better way to meet the purpose of the students benefits, while at
the same time there isn't additional money allowed for people who
would turn to Basic Educational Opportunity Grants if the social
security benefit were cut, or to turn to the loan program-as a
matter of fact, as you know, it is now suggested that the loan
program should have an income test. So, on principles, I dislike to
change in general. I particularly dislike applying it to people al-
ready getting a benefit, or, those about to get it, say, a widow with
a 16-year-old son or daughter who has been counting on this help
for the child when he or she goes to a technical school or wants to
finish high school and go on to college.

I had thought this was a settled issue. I remember the President
in the debate with President Carter made a strong point that any
proposals that would come out of the task force that he said he was
going to set up would not pull the rug out from under people who
were already receiving benefits.

So, I find proposals or the minimum and the student benefits
something of a surprise and in disagreement with the position
which he took in that debate.

The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. Thank you, Mr. Chairman.
One of the things I would like to ask our distinguished witness

are just twofold. It seems to me in discussing, for example, the
student benefit we are always-you know, you have the mother-
less, the fatherless child, and so forth. What proportion of the
people receiving this benefit are, in fact, children of a mother who
has died and continued to be supported by a perfectly well em-
ployed father; it is fairly high is it not?

Mr. BALL. I don't have the figures, Senator, but I would suspect
that it was the smaller proportion, and relatively small.

The children of retirees are also eligible, and that would be quite
small. On the other hand, the children of the disabled might be a
fairly sizable number.

Senator MOYNIHAN. Yes.
Mr. BALL. I think the reason people tend to use the motherless or

fatherless child is that taken together they make up the bulk of
this beneficiary category.

Senator MOYNIHAN. I guess I have just the simple view that we
have never yet found an increase in this program that wasn't
warran"d, necessary, and untouchable. We now have, I guess, for
every person receiving retirement benefits, there are three people
in the work force; is that not right?

Mr. BALL. Well, three covered workers under social security, yes.
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Senator MOYNIHAN. In the year 2000, there will be two. It is
getting to be-we thought we had taken care of this for the next 25
years in 1977, and it seems we took care of it for about four. I
wanted to ask this: the thing that I am surprised, Mr. Chairman, I
even note today the most striking the proposals the President has
sent us have to do with children in the AFDC program where has
been cutting and cutting and cutting.

We don't even have anybody here to talk about children, save,
Mr. Smith who will speak to some of the medically-children who
need medical treatment of special kind.

Mr. Ball, I wonder if you have some comment on-the children
are left out of this; they are not indexed; they are not fully sup-
ported by the Federal Government and when we talk about their
program, we talk about it in terms of behavior of adults.

The Washington Post, as you know, has proposed that the AFDC
program be abolished so people could stop bitching about it. It
becomes such a symbol of things. If you listened to Presidents and
Secretaries, and so forth, it's not just this one, at least, you would
think that the population of the AFDC program consisted entirely
of adult males.

What do you think-I've observed in the President's budget that
it is the children who are going to find themselves most reduced.
The retired people aren't going to be touched at all, and how did
we get into this situation? Why did we-first, you are a repository
of national memory here, how come the AFDC was made a State
sharing program and the retirement system was not?

Mr. BALL. Senator, I don't-just before I directly answer your
question-I don't think it is quite right to say that retired people
aren't touched by the President's proposals.

In the minimum benefit proposal he would reduce benefits for 2
million people now receiving those benefits. But leaving that aside,
I certainly agree with the general position from which you are
asking your question: the reductions in the AFDC program seem to
me extremely bad. This program, which, of course, is a r'eans
tested program operated by the States-they, by and large, deter-
mine the level of payment with the Federal Government putting
up more than half the money-goes to the poorest of the poor. It is
very, very largely for women who have small children. It should be
one of the last places, it would seem to me, to be cut.

Now, I don't want to put it in competition with the social insur-
ance program. The reason that the retirement benefits under social
insurance are treated quite differently, I believe, is because as you
know so well, social insurance has quite a different purpose and is
structured very differently. Social insurance is contributory, is
based on past earnings, and is not, by any means, just for low-
income people, but is the base on which everybody builds protec-
tion. Every pension plan in the United States is built on the idea
that their pensioners can also expect a social security benefit.

So, you have a different kind of support for social security. The
AFDC program doesn't have a broad constituency; it isn't based to
the same degree on a sense of right, and I deplore that.

Senator MOYNIHAN. May I just make-my time is up and I don't
want to keep you, Mr. Chairman, but I just want to make one
point.

80-480 0 - 81 - 4
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After the last election when there was-it didn't seem that it
was necessary to spend too much time planning the new Democrat-
ic legislative program, we set to work doing some, well, scholarship,
if you might say, and we worked out a set of projections starting on
these matters that go back from a series that we developed from
1940, 1950, 1960, 1970 and, Mr. Chairman, you would be particular-
ly sensitive, I think.

We can establish at a very high order or probability now, that
means it is on the curve, that as of today a cohort of children born
in 1980, 52 percent will live in a single parent female-headed
family before they are 18. And of the children born in 1980, 32
percent-we round it to a third because we're not that hard-one-
third will be supported by the AFDC program.

It is next to the public school, clearly the most important public
program for children the country has and the President's proposals
reduce it-I'm not saying they are all wrong at all, but I mean, you
know, it is fundamentally important that no one comes up here to
speak about the subject.

If we don't do it, no one will, and particularly the groups who
might most be expected to be here aren't.

But that is a striking figure, a third of the children. And that is
the one that's not indexed, and in the new proposals would take all
the work incentives out. It would make a difference between a
mother working and a mother not working practically zero in net
income, which seems not to be the way our committee has tried to
work in the last 15 years or so.

I thank you very much.
The CHAIRMAN. Thank you.
Mr. BALL.' Senator, Mr. Chairman, could I comment on one other

point that Senator Moynihan made as he was giving preparatory
remarks to a question? I don't want to leave the record with the
implication that I agreed with his statement that we now have
three workers contributing to one person retired and we would
later have two contributing for one. It is correct that we have
approximately three to one now, and it is projected by the official
cost estimates that sometime about 2025 it will turn out to be two
to one. But I want to throw some doubt on that. That depends upon
a whole series of assumptions about the payers-in. It assumes, for
example, that we will continue to have a smaller proportion of
older people employed than we do today. That instead of reversing
that trend after the baby boom retires when there well may be
more opportunities for older people to work.

It assumes that immigration will not grow any faster than the
present legal limit. One response to a labor shortage situation in
the early part of the next century might be increased immigration.

It assumes that fertility rates will not rise above the replacement
rate. I think these assumptions can be defended, but I think they
can also be challenged. It is not a certain thing. The long-range
actuarial deficit in the official cost estimates for social security
depends largely on what happens from 50 to 75 years from now.

Now, another very important point is that in addition to the
number paying in and the number paying out, the high cost that
the social security actuaries get 50 to 75 years from now is based in
part on the assumption that total compensation for workers will be
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less and less made up of wages and salaries in the future and more
and more in fringe benefits. Wages and salaries, of course, are all
that are subject to social security taxes so this assumption in-
creases the estimate of the needed rate of social security taxes.

Now, to some extent, I think it is justified, to assume some
increase in the proportion of compensation represented by fringe
benefits. But their present projection just takes the past trend of
four-tenths of 1 percent a year, projects it indefinitely for 75 years
in the future without ever coming to a leveling off place. It does
not seem to me reasonable to think that workman's compensation,
unemployment insurance, social security, private pensions are all
indefinitely going to keep increasing at the expense of wages and
salaries paid currently. So, I think that is something worth looking
into, too.

Senator MOYNIHAN. That is a fair point, thank you.
The CHAIRMAN. Do you have any other questions, Senator Moyni-

han?
Senator MOYNIHAN. No. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much, Mr. Ball.
We will probably be asking you for additional advice when we

get into the nitty-gritty of this.
Mr. BALL. Than you, Mr. Chairman.
The CHAIRMAN. Thank you.
Mr. BALL. It is a pleasure to be here again. I have spent many

days in this room.
[Statement follows:]

STATEMENT OF ROBERT M. BALL, U.S. SENATE, COMMITrEE ON FINANCE

Mr. Chairman and Members of the Committee: My name is Robert Ball. From
April 1962 until March 1973, I was Commissioner of Social Security and prior to
that served for approximately 20 years in various positions in the Social Security
Administration and its predecessor organization, the Sociroi Security Board. Since
leaving the government, I have continued my deep interest in social security and
have written and lectured extensively on the subject. I wao a member of the most
recent statutory Advisory Council on Social Security, which reported to the Execu-
tive and the Congress in 1979.

I am testifying today, however, as an individual, and my opinions do not necessar-
ily represent those of the Advisory Council or any other organization with which I
am or have been associated.

I appear today to oppose the social security recommendations in the budget. I
want to make six points:

(1) Because social security is a self-financed social insurance system, with rights
r oWing out of past earnings and contributions and with benefit promises coming
ue many years in the future, the annual budget is not the appropriate mechanism

for considering program modifications.
(2) It will undermine people's faith in social security to take the unprecedented

action of reducing the social security benefits of those already receiving them.
(3) The individual proposals for modification of the social security system are, in

my opinion, undesirable.
(4) If any of these modifications are to be made, ample notice should be given so

that people who now have reason to count on the promised protect.on are not
adversely affected.

(5) To strengthen public confidence in the system, rather than chipping away at
benefit protection, there should be an increased allocation of social security taxes to
the cash benefit program.

(6) It is not necessary or desirable to cut benefit protection because of a fear that
social security costs in the next century will be increasingly difficult to bear.

(1) The nature of social security makes the budget process an inappropriate vehicle
for considering program chanqes.-The purpose of the annual budget is to make
choices among expenditures, giving preference in the budget period to one expendi-
ture over another, and also to determine who pays what and how n.uch for the
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expenditures. Social security promises-stretching into the distant future, resting on
past earnings and contributions, and with separate financing-are not a proper part
of this essentially competitive process. The obligations of social security result from
an agreement to furnish certain protection in return for certain payments by
workers and employers and the self-employed. The agreement can, of course, be
changed. But the changes need to be made with great care, with respect for accrued
rights, and for reasons that relate to the internal logic of the program. Otherwise,
popular support, which rests on the dependability of program promises, cannot be
maintained.

Thus, it seems to me that social security policy decisions need to flow, as they
have in the past, from the careful consideration of program modifications by this
Committee and the Committee on Ways and Means in the House of Representatives
and not be dictated by overall budget policy in a particular year.

Perhaps it is worthwhile to summarize, for the record, some of the characteristics
of social security that distinguish it sharply from most other programs of govern-
ment. The details of the social security law are so complicated, and the rules and
regulations so numerous, that sometimes one forgets that the basic idea is very
simple. All there is to it is that, while people work and are earning, they pay social
security taxes on their earnings, with their taxes matched by the employer, and
with the self-employed, too, paying in while they work. When earnings stop or are
greatly reduced because of retirement or because one is too disabled to work, or
because a family has suffered an income loss when a wage earner dies, then benefits
are paid by the system to partly make up for these lost earnings. The cash benefit
part of social security is "income insurance"-protection against the loss of income,
just as other insurance protects against the loss of a house through fire or the loss
of an automobile in case of an accident. It is a social insurance program, similar in
many respects to a huge group insurance and retirement program. It is based on a
compact between the contributing worker and the government, which promises to
pay benefits under defined conditions in return for earmarked social security taxes.

The program affects just about every American family. Today it provides monthly
benefits to 35,000,000 people-one out of every seven Americans. Another 115 mil-
lion Americans are building protection through payments into the program. Social
security is self-financed by the contributions of these covered workers and their
employers and the self-employed.

There is not only a legal right to the defined benefits-a denied claimant can go
to a Federal court for redress in the event of improper denial-but the right to
protection is an earned right, earned by the work and contributions of those who

nefit from the system. The payments reflect the beneficiaries' previous levels of
living and thus serve in some measure as a reward for diligence, and the benefits
are payable without the scrutiny of individual means and needs and so permit
supplementation by the recipients' savings. Because they are payable as an earned
right, the benefits accord with the self-respect of people accustomed to providing for
themselves.

Social security is built on the conservative principle of self-help, with the protec-
tion growing out of past work, but it has, nevertheless, created a revolution, trans-
forming life for millions of people from poverty and in security to relative economic
well-being.

In 1935, when the Social Security Act was passed, less than 15 percent of the jobs
in the United States were covered by any sort of retirement, disability, or survivors'
insurance system, and only a tiny proportion of those over 65 were drawing retire-
ment benefits. Many people ended their lives in a now almost forgotten institution,
the "county poorhouse." This year 95 percent of the people reaching age 65 will be
eligible for social security payments, and most of those who are not will be eligible
for retirement pay from some other government system, such as railroad retire-
ment, Federal civil service, or a state or local plan. Social security and other
government retirement plans are now providing just about universal protection.
This is a remarkable achievement of just the last generation, and it has been built
carefully, block by block.

Everyone knows how important social security is for the elderly, but it is also of
great importance to earners who are middle-aged and younger, not only because
they are building protection for themselves when they retire-no one stays young-
but because they have protection currently against the risk of becoming totally
disabled and because their families have protection against the loss of income due to
their deaths. Increasingly, too, middle-aged and younger workers understand the
importance of social security as a better way of supporting the older generation
than the direct support that they would otherwise have to provide to their own
parents and relatives.
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Recent polls show much appreciation of the importance of social security protec-
tion, but at the same time they show concern abut its dependability. Given the
importance of social security to just about everyone, I believe we must do everthing
we can to strengthen public confidence in the dependability of social security
promises. This requires considering program modifications from the standpoint of
long-range desirability of the change rather than from the standpoint of the current
status of the unified budget.

Although social security is our most important anti-poverty program-keeping
some 13 to 14 million persons above the poverty line-it is much more than that.
Today, social security is the base on which just about everyone builds protection
against income loss. In one way or another, all private pension systems, for exam-
ple, count on the fact that the pensioner will ac receive social security benefits,
and the individual saving on his own for supplemental protection counts on social
security as the base. The most important characteristic of this basic system of social
security must be dependability. How else can individuals and private pension man-
agers plan how to supplement the program?

(2) Reducing Benefits for Those Now Receiving Them Is Unprecedented and Will
Undermine Confidence in the System.-The worst feature of the social security
budget recommendations is that they provide for cutting the benefits of those who
have met all the requirements in present law, have submitted proof that they meet
the requirements, have received and award letter signed by the Commissioner of
Social Security certifying their entitlement to benefits of a certain amount, and are
actually receiving such benefits. It is now proposed that the law be changed and
that the benefits already awarded to some three million persons receiving the
minimum benefit and 800,000 persons receiving the benefit payable to young survi-
vors and dependents attending school be cut substantially.

Quite aside from the merits of modifying or not modifying the program to elimi-
nate particular benefits in the future, Ibelieve it would greatly undermine faith in
the general dependability of social security to lower benefits for those already
receiving them. If such cuts can be made for minimum beneficiaries, for example,
who is safe?

I had thought this was a well agreed upon point. For instance, in the debate with
President Carter on October 24, 1980, President Reagan said, in proposing a new
task force on social security, ". . . with the premise that no one presently dependent
on social security is going to have the rug pulled out from under them and not get
their check." Later in the same debate he said that beneficiaries"... must contin-
ue to get those checks."

(3) IDisagree with the Individual Proposals on the Merits.-(a) The elimination of
the minimum benefit. I am not one of those who belie-e that no deliberalizing
changes can ever be made in social security, but I do believe that such changes
should be made gradually, with respect for accured rights, and with due notice.

I do not favor the retention of the regular minimum benefit for social security
over the long run. I believe such a minimum provides too large a benefit return for
workers with relatively slight attachment to social security coverage, and I have
consistently opposed increases in the minimum benefit for many years.

However, it seems to me that the gradual phase-out of the minimum benefit, as
provided for by the 1977 amendments, was exactly right; it is unfair to change the
rules in the middle of the game and tell people who have been counting on these
benefits that they will get much less than they have been told they would.

Under present law, as a result of the 1977 amendments, the initial value of the
primary insurance amount is frozen at $122; in the future, an age 65 retiree will
receive no more than $122 unless his or her preretirement earnings justify a higher
benefit. Over the years-since all other benefits are updated to current earnings-it
%ill become increasingly unlikely that workers with sufficient earnings to be in-
sured will be eligible at age 65 for a benefit of as little as $122. Thus, over time, the
regular minimum benefit will gradually phase out. This seems to me a very good
example of how a modification in social security policy can be made without risking
the loss of public confidence that comes from recomputing benefits for those now
receiving them, or changing the rules for those who are counting on getting certain
benefits in the future.

(b) Elimination of benefits for young survivors and dependents attending school.
Since the social security amendments of 1965, the life insurance protection that

workers have been paying toward has included the continuation of survivors' bene-
fits to children after age 18 and through 21 if the child attends school full time. The
full-time school attendance requirement may be satisfied in high school, technical
school, junior college, or regular college. Such benefits are also payable to sons and
daughters of retired or disabled workers under. the same conditions. Some 800,000
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young people attending school are now receiving social security benefits to partly
make up for the loss of parental support due to death, retirement, or total disability.

The ability-to provide at least some help toward the continued schooling of one a
children in the event one dies, retires, or becomes disabled has seemed an important
protection to many, many workers. The Administration argues, however, that these
social security benefits should be dropped and that the sons and daughters of
deceased, retired, or totally disabled workers should look instead to the Basic

- Educational Opportunity Grant Program for low-income students and a revised
student loan program that would have income limitations. Yet, the gant program
has not been fully funded in the past, and, under the budget prooas, the funding
is not increased to make up for the elimination of the social security benefit.

Given the current cost of higher education, very frequently, in any event, the
social security benefit needs to be supplemented by the other programs, just as
parental support from those who have not died, retired, or become totally disabled
needs frequently to be supplemented by the grant and loan programs. The partial
replacement of parental support by the social security benefit helps to equalize
educational opportunity for these young survivors and dependents of retired and
disabled workers. It is not in conflict with programs designed to supplement paren-
tal support.

This partial replacement of parent support for youths attending school seems to
me a legitimate use of social insurance funds, but in the event the Congress decides
otherwise, I would hope that, at least, it would not reduce benefits already being
provided or eliminate the benefit for those who have had every reason to count on
its later receipt. But let me return to that issue in a minute.

(c) Elimination of the lump-sum death benefit for insured workers who do not
have a surviving spouse or child eligible for monthly benefits.

Social security pays a lump-sum benefit when insured workers die. The benefit is
paid t, the spouse who was living with the deceased worker. If the worker has no
spouse, or if the worker's spouse was not living with him, the benefit is paid to the
person(s) who paid the funeral expenses. The benefit is the lesser of: (a) three times
the worker's primary insurance amount; or (b) $255. The dollar ceiling has been
$255 since the early 1950s. In recent years, three times a worker's primary insur-
ance amount has, in every case, been more than $255 so that all lump-sum pay-
ments have been for $255.

It is very important to many people that they leave enough insurance to provide
for their burial and to pay for the expenses of their last illness. They are greatly
concerned that their death not be an expense to friends, family, or relatives or that
they not be buried at public expense. The current payment of $255 is clearly
inadequate for this purpose, and I would favor raising the ceiling to at least $500, as
proposed by the last Advisory Council. To move in the oppite direction and drop
the benefit, except where there is a surviving spouse or child eligible for monthly
payments, would lead many people to buy the most inefficient type of private
insurance-the so-called "industrial" policies which are sold door to door, with
premiums collected weekly or monthly. Because administrative expenses for such
policies are very high compared to their low face value, only about one-half or even
less of the premium revenues are ever paid to claimants.

Protection against the costs of last illness and funeral expenses seems to me a
legitimate objective of social insurance and an efficient way of providing the protec-
tion. I believe the benefit should be improved somewhat rather than reduced in
scope.

(d) Adding currently insured status to the eligibility requirements for disability
insurance.

When the program was first passed, in addition to meeting the present test of
fully insured status, plus having worked 20 quarters of coverage out of the 40
calendar quarters ending with the quarter in which the individual becomes disabled,
a worker had to meet a test of working in 6 quarters out of the last 13. This test of
recency of work was removed from the program by the Congress in 1958 because
this test was preventing many totally disabled workers from getting benefits, even
though they had paid into the system for a long period of time.

Many total disabilities do not occur at a precise moment in time. Unlike the
person disabled in an automobile accident or by a stroke, say, a worker may suffer
from a degenerative illness that just gets gradually worse. Since the definition of
disability for social security purposes is very strict-inability to engage in any
substantial gainful activity-a worker may be significantly disadvantaged in the
labor market for a considerable period of time before he meets the definition. Thus
it is not unusual to find workers with a mental illness or any one of a number of
progressive diseases, such as emphysema, who have a history of intermittent em-
ployment for a considerable period before a final determination of disability can be
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made. Thus under the 6 out of 13 test, by the time the individual was "disabled
enough" to meet the strict definition in social security, he or she was no longer able
to meet the test of recent employment.

I believe the decision to remove the test of recency was the correct one, and I
believe that, if it were once again included in the program, many deserving people
would be made ineligible for benefits.

The Congress made a very thorough review of the disability provisions of social
security over a period of several years prior to the 1980 amendments. I see no
justification for opening up this program for reexamination so soon again. Many of
the provisions of the 1980 amendments have not even been given 6 chance to
operate.

Present cost projections for the disability program show the system to be well
financed, and there seems to be no good reason for cutting down on the protection
now provided in order to save money.

Al in all, I do not think social security policy should be made in order to gain
short-term advantages for the unified budget, and this proposal seems to have no
other merit.

(e) Providing that combined disability benefits from various Federal and State
programs should not exceed a worker's previous earnings.

Under present law, the combined amount payable by social security and by
workmen's compensation cannot exceed 80 percent of the average of the highest five
years of the worker's earnings since 1950, or the earnings in the highest year out of
the five years preceding the year in which the worker became disabled, whichever is
higher. The earnings in these tests are automatically updated as average wages
covered under social security rise. The states are given the opportunity to reduce
their workmen's compensation benefits to a point where the combined workmen's
compensation and social security benefits do not exceed the 80 percent test, and
many states have taken advantage of this provision to do so. However, if the states
do not act, then the social security benefit is reduced to accomplish the samepuroe

There are no other provisions in the Social Security Act for adjustment because of

the payment of other disability benefits, but a high proportion of private pension
plans do adjust their disability benefits if a social security disability payment is
being made. I think they all should, but it would be a considerable departure from
previous Federal policy toward private pension plans to require them to do so by
Federal law, and this has not been proposed.

There is an argument from the standpoint of incentives to have an overall cap on
government benefits paid for the same disability, but there is certainly also a strong
point to be made on the other side-that is, the most important benefits affected by
such a proposal would be veteran's compensation (not proposed for inclusion under
the cap by the Administration) and payments to miners who are disabled because of
lung disease. In both of these cases the argument is made with considerable merit
that the payment is designed not only to make up for a loss of earning capacity, as
social security is, but is also an indemnity payment for an injury. If it is thoug t of
as an indemnity, there is not the same problem in getting more in total benefits
than one might have been able to earn while at work.

In any event, if such a cap were to be considered, it seems to me of great
importance that the test of earning capacity be similar to that in the present law
governing the total of workmen's compensation and social security benefits rather
than a test of a career average of earnings, as is used in the new provision limiting
family benefits under the disability program. What counts from an incentive stand-
point is the worker's demonstrated recent capacity to earn, with this test kept up to
date as wages move up. An average of lifetime earnings, or even the highest
earnings, stated in terms of wage levels of many years ago, is hardly a fair measure
of what would currently be a level of benefits affecting incentives to work. It also
seems to me that if any such cap were to be considered, the contributory social
security benefit is the one that ought always to be paid in full, and that any
adjustment should be in the smaller, noncontributory programs paid from general
revenues. Thus, even if such a cap were to be considered, if done in the most logical
way, it would have no effect on social security costs.

(9 Elimination of the provisions for reimbursing state agencies for the vocational
rehabilitation of social security disabilit, beneficiaries.

Beginning in 1967, the disability insurance fund began reimbursing the state
rehabilitation agencies for the cost of rehabilitating social security beneficiaries.
The provision for paying for rehabilitation out of the disability trust fund was
adopted because, with limited funds available from regular rehabilitation programs,
the state agencies tended to avoid the very seriously disabled social security benefi-
ciaries in favor of those with only partialdisabilities, who were easier to rehabli-



50

tate. From social security's viewpoint, paying for rehabilitation is a good business
proposition. Every beneficiary who goes to work saves the program money.

My own view is that social security should probably spend more to get its
disability beneficiaries into productive employment. I agree with the last Advisory
Council's suggestion that a study should be made of using not only the state
agencies but possibly private rehabilitation agencies as well.

(g) The budget also calls for stepped-up review of the continued eligibility of
disabled beneficiaries.

Such stepped-up review, which I support, was provided for by the 1980 amend-
ments to the Social Security Act. I think the Social Security Administration should
be allowed to fully implement the new law without still further mandated reviews
at this time.

(t4) Any changes that are made should be graded in over time and not take away
from those who have every reason to believe they are currently protected.-It is not
enough simply to protect the rights of those already receiving benefits, although
doing this would be a big improvement over the proposals of the Administration. In
the case of benefits for surviving and dependent children attending school, for
example, there are large numbers of widows and children who are now counting on
the continuation of the child's benefit when the child goes to technical school or
college. Millions of pamphlets have been sent out explaining their rights under the
law. To eliminate this benefit, for say a child now 16 or 17 years old, or to eliminate
the minimum benefit for a 61-year-old, say, who is counting on it next year seems to
me very likely to undermine confidence in the general dependability of the system.

If such changes are to be made, and I am against them, then at least make them
in a way that will cause the least resentment. Give people a chance to adjust, to
make other plans. Rushing the proposals through in a way to get quick savings for
the unified budget would, I believe, weaken confidence in the dependability of social
security as a whole. If the government can so easily change its compact with the
contributing worker without notice and without lead time in regard to these bene-
fits, it might in future years decide to make other changes affecting millions of
other contributing workers. Yet, dependability is the most essential characteristic of
the system if it is to retain public support. And why should state and local employ-
ees or Federal employees want to come into social security unless they can count on
the stability and predictability of the benefit promises?

(5) There should be an increased allocation of social security taxes to the cash
benefit program.-The financing of social security is on a pay-as-you-go basis with
most of the funds collected in a given year being paid out in benefits in that year. It
is intended that there should be a contingency fund sufficient to tide the program
over periods in which fluctuations in economic conditions may cause a temporary
imbalance between income and outgo. While the interest earnings on such a contin-
gency fund are useful, they do not form any substantial part of the long-range
financing of the social security program.

This pay-as-you-go system can ordinarily be expected to work well. As long as
increases in wages exceed increases in prices, the income to the system (determined
as a percentage of payrolls) will usually be enough to cover the cost of benefit
increases, which are tied automatically to price increases. Pay-as-you-go financing is
also sensitive to the rate of unemployment, which, of course, also affects ayroll
size. Recently, the contingency funds have been drawn below a reasonably safely evel
because we have had the unusual combination of prices rising faster than wages
and, at the same time, a relatively high unemployment rate.

It is clear that some congressional action will be needed shortly to avoid a short-
term financing problem in the old-age and survivors' insurance part of socal secu-
rity (the disability insurance program and the hospital insurance part of Medicare
are not in difficulty). The reallocation of rates between old-age and survivors'
insurance and disability insurance signed into law on October 9, 1980 was intended
as a stop-gap measure and is probably sufficient only through calendar year 1981.
The action required can be quite minimal, or we can take the occasion-as I think
we should-to make rather fundamental changes in financing.

The Carter Administration proposed borrowing among the three social security
funds-the old-age and survivors' insurance fund, the disability insurance fund, and
the hospital ;nsurance fund-as a way of meeting the short-term problem in old-age
and survivors' insurance between the end of 1981 and the point at which the
presently scheduled 1985 contribution rate increases take hold. If the economy
improves rapidly and substantially, this provision alone might well make the pres-
ent financing of the cash benefit program sufficient for the next 50 years andthe
financing of the hospital insurance program under Medicare sufficient at least into
the 1990s. Under other economic assumptions, however, this plan would be inad-
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equate in the 1984-1985 period, and Congress would once again need to address the
question of social security financing.

My own view is that it would be desirable to make fundamental changes in social
security financing right away so that financing of the cash benefit program would
be assured at least into the next century and without having to raise the tax rate
for old-age, survivors' and disability insurance for at least the next 25 years. It is
very disturbing to beneficiaries and contributors alike to keep running into these
short-term crises because of an insufficient margin in the short-term rates. And it is
disturbing to contributors to keep facing a series of rate increases.

What I would propose is that beginning in 1982 the rate for cash benefits, OASI
and DI combined, be set at 6 percent of earnings rather than the presently sched-
uled 5.4 percent. During 1982, hospital insurance under Medicare could be financed
by the present contribution rate of 0.65 percent for the employee, 0.65 percent for
the mployer and a drawing down of the hospital insurance trust fund, making the
overall social security tax rate for 1982 6.65 percent (the same as 1981), rather than
6.70 percent, as scheduled for 1982 in present law. Beginning in 1983, general
revenues would be introduced to pay half the cost of hospital insurance. The
contribution rate for hospital insurance would stay at 0.65 percent through 1984,
and would be increased to 0.80 in 1985 (present law calls for an increase in the HI
rate of 0.05 in 1985 and an additional 0.10 in 1986).

The 6 percent rate proposed for the cash benefit program would stay at that level
for at least the next 25 years. It is to be compared with the present schedule for
cash benefits of 5.35 for 1981, 5.40 for 1982-84, 5.70 for 1985-89, and 6.20 for 1990
and thereafter. The scheduled 1990 rate of 6.20 is estimated to produce very large
excesses of income over outgo for at least 15 years or so after 1990, and the proposed
6 percent rate, starting in 1981, would finance the cash benefit program from 1981
well into the next century.

The idea of financing half of hospital insurance under Medicare out of general
revenues is not original with me, but has been advocated for some time by Congress-
man Barber Conable, the ranking Republican on the Ways and Means Committee,
and has now been endorsed by the National Commission on Social Security.

Perhaps because Part B of Medicare already has the major part of its cost covered
by general revenue financing, and perhaps also because the benefits in both parts of
Medicare are not geared to past earnings as they are in the cash benefit program,
there has been less reluctance to move away from total reliance on an earnings or
payroll tax in the Medicare program as compared with the cash benefit part of
social security.

At the present time, the hospital insurance part of Medicare (Part A) is financed
almost entirely from a tax on employers' payrolls and deductions from workers'
earnings, as in the case of cash benefits under social security. The exceptions are
minor: contributions from general revenues, for example, to pay for non-contribu-
tory credits for military service, and for hospital insurance benefits paid to people
uninsured under social security at the time the hospital insurance program began.
On the contrary, about 70 percent of the costs of Supplementary Medical Insurance
(Part B) under Medicare, which reimburses for the cost of physicians' services, is
paid from general revenues, and the rest of the cost is met from premiums paid
currently by those insured under the program. If both Parts A and B of Medicare
are looked at together, about 20 percent of the revenues for Medicare comes from
general taxes.

Although what I have described is my preferred plan, there are, of course, others:
The very minimal change of inter-fund borrowing proposed by the Carter Admin-

istration would, under optimistic economic assumptions, get the cash benefit pro-
gram through the next 50 years (and the hospital insurance program into the 1990s)
under the contribution schedules provided by present law. If necessary, this ap-
proach could be supplemented by some advances from general revenue during the
1984-85 period, should they be needed.

Another approach would be to provide for inter-fund borrowing as proposed by
the Carter Administration, but, at the same time, move the 1985 scheduled increase
in the contribution rate for cash benefits to 1984. This again would be sufficient
only under optimistic economic assumptions.

A plan which would have the same result for social security financing as the one I
propose but which would not depend on any general revenue financing for hospital
insurance, would be to provide for a direct increase of 0.65 percent in the cash
benefit rate in the near future. Such an increase would, of course, take the place of
the various scheduled increases for the cash benefit program in present law.

In any event, there is no need to turn to cutting benefit protection to meet the
short-term financing problem in the OASI part of social security; there are any
number of satisfactory ways of financing the benefit protection promised by present
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law. What I have proposed has the advantages, as compared to the first two of the
proposals I have just described, of not depending on either the realization of optimis-
tic economic assumptions or an infusion of general revenues for the cash benefit
program. Compared with the third proposal, it would not require an increase in
social security taxes for the cash benefit program until at least well into the next
century.

(6) Neither Demogmphy Nor the Economic Future of the United States Requires
Cuts in Social Security Protection.-In discussing the social security cost implica-
tions of the future demography of the United States, it seems to me of the first
importance that we be clear in distinguishing between those matters we can be
quite certain about and those matters which are more speculative. The broad
outline of the growth in the absolute number of the elderly population over the next
50 years is quite certain-perhaps a 600,000 a year average increase in the number
of those over 65 for about 15 years in the future, then a considerable slowing down
in the rate of increase for 10, followed by a huge increase, averaging well over a
million a year, for the following 25 years, and then a more or less leveling off for
many years after 2030. The people who will become 65 between now and 2045 have
already been born, and the application of expected mortality rates (which include a
substantial allowance for improved mortality) to the existing population produces
the results described. In other words, give or take a few million, the number of
people over 65 will rise from 26 million today to 35 million by 1995, rise relatively
slowly for the next 10 years, and then be followed by a huge increase in just a 25-
year-period from about 37 million in 2005 to 65 million in 2030, with the number
over 65 leveling off after that.

It is a fact that, for approximately the next 15 years, large numbers of people will
be reaching age 65 because birth rates were relatively high in the period from 1915
to 1930. It is also a fact that the number over 65 will not increase as much for the
10 years after 1995 because of the low birth rates during the great depression. And
it is a fact that the baby-boom generation of post World War 1I starts to reach 65 in
the early part of the next century.

Much less certain is the widely held belief that shortly after the turn of the
century, just at the time the number of elderly starts to increase so rapidly, the
growth in the 20 through 64-year-old population-ordinarily thought of as the
working age population-will come to a virtual halt and remain stable for many
years. It is the possibility of the relative growth in the number of retirees compared
to those at work that causes concern about long-range financing of social security.
Between now and about 2005, there continues to be a major growth in the 20 to 64-
year-old group-again a near certainty-so that the ratio of those over 65 to this
younger age group changes relatively little during this period. Thus, there is no
significant demographic problem for social security for the next 25 years at least.
The proportion taking out and the proportion paying in will probably change very
little.

In the longer run, however, there could be sizeable increases in the cost of social
security cash benefits if we continue to have low birth rates, immigration rates
limited to the present legal level, a substantial increase in the rate of disability, a
work force that retires about as early as today, and a continued long-range decline
in the proportion of workers' compensation paid in wages as compared to fringe
benefits. These are the assumptions made in the last Trustees' Report, and on
strictly a pay-as-you-go basis (no reserves) these assumptions produce a need for a
contribution rate from 2025 on of about 8'/2 percent of earnings as compared to 6
percent or less for the rest of this century. If this turns out to be the case, however,
it is of great importance to recognize that the very assumptions which produce an
increasing ratio of older people to those at work also result in a declining ratio of
children to those at work. If, instead of the ratio of those over 65 to those 20
through 64, we take what has been called a total dependency ratio, the ratio of
those over 65 plus those under 20 to the group 20 through 65, we get a much
different picture than if we look only at the elderly. It just isn't true that reason-
able demographic assumptions show a larger number of dependents for each worker
after the early part of the next century. Instead, what they show is a shift in the
composition of the dependency group-fewer children, more elderly.

Today we have about 75 people either over 65 or under 20 for every 100 in the age
group 20 through 64. Over the next 25 or 30 years, this proportion drops steadily
until it reaches a low point of 68 per 100 around 2010. In other words, up to that
year, there are actually fewer dependents per worker than we have now, and it
takes until about 2020 to get back to where we are today. Even at the high point in
the total dependency ratio in 2035, we get a ratio of only 86 per 100, as compared to
90 in 1970 and 95 in 1965. In the future people may need to shift some of the
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resources that were once spent to raise children to building the kind of world they
want for themselves and others in retirement.

In spite of the relative stability of the total dependency ratio, under the Trustees'
assumptions the percentage of covered payroll needed to support the social security
system would increase. This is true, in part, because about 80 percent of the cost of
social security is for the elderly. Under the central set of assumptions used by the
Trustees, some 50 years from now only two covered workers per beneficiary will be
paying into the system as compared with 3.2 today. As stated earlier, this depends
on assumptions that include fertility rates not rising above the rate necessary to
replace the population, continuation of retirement at approximately the same early
age as today, immigration held to the present legal limit of 400,000 a year, and an
increase in the incidence of total disability to a level substantially higher in the
future than it is today.

Another powerful assumption in the long-range cost estimates is that the percent-
age of payroll to cover social security costs will continually have to rise because a
smaller and smaller proportion of workers' compensation is assumed to be in the
form of wages as compared to fringe benefits. Yung-Ping Chen, the Research Direc-
tor of the McCahan Foundation for Research in Economic Security, has pointed out
that, if wages and salaries were to remain at 84.2 percent of total employee compen-
sation as they are today, then the pay-as-you-go social security tax rate would be
considerably less than presently estimated. This is true because the official esti-
mates assume that wages as a proportion of total workers' compensation will have
dropped from 84.2 percent in 1980 to 71.5 percent in 2020, to 67.4 percent in 2035,
and to 62.2 percent in 2055.

All of these assumptions can be defended with varyingdegrees of persuasiveness,
but they can also be questioned. If one goes along with what has been assumed, then
the cash benefit program, kept up to date with wages and prices, can be financed
well into the next century for a 6 percent contribution rate or less. In the longer
run, on a strictly pay-as-you-go basis, a self-financed system would require about an
8Y2 percent contribution rate.

Such a rate would not be an overwhelming burden. German workers already pay
8 percent for old-age, surviviors' and disability insurance protection, and, in addi-
tion, the general revenues of the German government pay for 19 percent of the cost
of the system. But I am not at all sure that such a rate will be needed. No matter
what assumptions are made about fertility rates, immigration, retirement age, etc.,
it does not make startling differences in the estimated cost of the social security
system for the next 25 years. In the near term, financing problems, if any, arise
from the lack of an adequate contingency reserve to see the system through major
economic fluctuations. The important factors in the short run are the depth and
length of recession periods, the level of unemployment and inflation, and the
relation of price increases to wage increases, and the variations should be manage-
able with adequate contingency reserves. But for the next century, predicted costs
vary widely, depending on demographic factors, whether the proportion of worker's
compensation subject to social security taxes continues to decline more or less
indefinitely, and on many other unpredictable trends. We just don't know very
much about what will happen on many of these crucial factors some 25 to 50 years
from now. We can be quite certain about the large increase in the absolute numbers
of the elderly, but we really don't know very much about future fertility rates, the
extent to which women in the future will work in the paid labor force rather than
as homemakers, the extent to which, under conditions of fewer new entrants to the
labor force, employers will offer inducements to older workers to stay on at their
jobs longer than they do today, what our immigration policy will be, all the other
factors which will affect the ratio of "payers-in" to "takers-out" and whether at
some point workers will seek increases in current wages rather than more and more
fringe benefits. We just don't know whether social security costs measured as a
percentage of payrolls will significantly increase in the next century or not.

In any event, it can be expected that, over the long run, productivity increases
translated into higher levels of living will make any increase in contribution rates
that might be necessary easier to bear. Most people do not question some increase
in productivity in the future. The argument is mainly over how large these in-
creases will be. Even modest increases of 1% percent a year, on the average-for
example, the Trustees' assumptions of a 4 percent annual price increase and a 5%
percent wage increase over the long run (a much lower percentage increase than
the 2 to 2.5 percent which, up until recently, has been the historical average)-
translate into a doubling of real wages after social security taxes by about 2025. As
a percentage of GNP, social security cash benefits, according to the intermediate
estimates of the Board of Trustees, gradually drop from 5.05 next year to 4.30 by
2003, and then rise to a peak of 6.36 in 2030, falling again to 5.82 in 2055. It seems
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to me quite wrong to consider making reductions in social security protection now
based on the notion that in the distant future the costs of the present social security
law will somehow become much more difficult to support. This is not likely to be
the case.

In summary, there is no reason to expect that in the long run the economic
burden supporting the present social security law will be greater than it is today: (1)
It is not at all clear whether, and to what extent, there will actually be an increase
jn the ratio of those drawing benefits to those paying in. (2) In terms of the basic
economic situation in the future, there will not be more dependents per worker
than there were, say, in 1970-there will be more older people but fewer children.
(3) It can be expected that the real wage level will be much larger in the long-range
future than it is today-perhaps about twice as high by 2025 after social security
taxes-so that any increase required in social security contributions would be much
easier for workers in the future to bear. (4) Under present law, social security
benefits as a percentage of gross national product (using the assumptions in the
middle-range estimates of the latest Trustees' report) show a considerable drop
between now and the early part of the next century and a relatively small increase
thereafter-in the range of 5.05 next year, 4.30 shortly after the turn of the century,
6.36 in 2030, and 5.82 in 2055. (5) Finally, the decrease in the part of workers'
compensation subject to social security taxes may well have been exaggerated.

CONCLUSION

All in all, I believe that the social security system that emerged from the 1977
amendments is a good one. The most recent polls show clearly that social security is
a popular program, that the majority of people do not favor cuts in benefits, and
that, if necessary, they are willing to pay higher social security taxes to support the
level of protection now provided. People just do not react to social security taxes as
they do to other taxes since social security taxes are earmarked for specific protec-
tion, and they do not react to social security benefits as they do to other government
expenditures because they see the benefit resulting from a compact between the
government and the contributor.

The major task in legislation for social security is to strengthen public confidence
in the system's financing, in the dependability of the benefit payments, and in the
intention of the government to honor the commitments that have been made. Social
security continues to be immensely popular, but the reports of fiscal crisis and
bankruptcy, the proposals to suddenly cut back on benefits that people have been
counting on, and the failure of government to make clear that the self-financed
system of social security cannot appropriately be manipulated for short-term budget
objectives are contributing to weakening the public s confidence in the system.

The CHAIRMAN. I am going to ask, if no one objects, that the next
witness by Jan Deering, board of directors of the Association of
Junior Leagues.

Jan, are you prepared and ready to go?
Following that, we will have a panel consisting of Mr. Hacking

and Mr. Clayman.
I might indicate as I have to other witnesses, your entire state-

ment will be made a part of the record.
You may proceed in any way you wish.
We are happy to have you here.

STATEMENT OF JAN DEERING, MEMBER OF BOARD OF DIREC.
TORS, THE ASSOCIATION OF JUNIOR LEAGUES, INC.; ACCOM-
PANIED BY SALLY ORR, DIRECTOR OF PUBLIC POLICY OF
THE ASSOCIATION OF JUNIOR LEAGUES, INC.
Ms. DEERING. Thank you. It is a pleasure to be here and a

privilege, particularly in light of the support that you have shown
the children of our State of Kansas, as well as those throughout
the Nation.

Accompanying me this morning is Sally Orr, director of public
policy for the Association of Junior Leagues.
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I am here today on behalf of the association to request your
continued support for the child welfare reforms and subsidized
adoption provisions included in the Adoption Assistance and Child
Welfare Act of 1980, Public Law 96-272, passed by the 96th Con-
gress.

We strongly urge you to maintain titles IV-B and IV-E of the
Social Security Act separate from the block grants for social serv-
ices proposed by President Reagan.

We also ask that you recommend adequate funding for these
programs. Specifically, we urge you to recommend an appropri-
ation of $220 million for title IV-B for fiscal year 1982.

The Association of Junior Leagues is an international women's
volunteer organization with 235 member leagues in the United
States, representing approximately 132,000 individual members.

The junior leagues promote the solution of community problems
through voluntary citizen involvement, and train their members to
be effective voluntary participants in their communities.

The association's commitment to the improvement of services for
children is long standing. Junior league volunteers have been pro-
viding services to children since the first junior league was founded
in New York City in 1901.

Many of the experiences of individual junior leagues advocating
for reforms in their communities made them aware of the need to
move for reform at the Federal level.

Often the difficulties that junior league advocates encountered
were caused by Federal fiscal policies that encouraged family
breakup by providing easy access to foster care funds while provid-
ing little or no funding for preventive programs that would help
families to remain together.

There were also no Federal funds available to encourage adop-
tion of children with special needs.

The growing awareness for the need for change at the Federal
level led the delegates to the association's 1978 annual conference
to vote that the association should advocate to see that opportu-
nities and services essential for the optimal, physical, intellectual,
emotional, mental and social growth of children are provided.

In 1979, the association moved to fulfill this mandate by voting
support of legislation in child welfare reform and child health and
establishing a legislative network to secure passage of legislation in
these areas.

To date, 194 junior leagues, 21 State public affairs committees
and 1 regional council have joined the network.

Junior leagues across the country continue to work for foster
care reform and the development of subsidized adoption programs.

Their support of child welfare reform and a subsidized adoption
program at the Federal level stems from their knowledge of the
stimulus that carefully targeted Federal programs can be for
needed reforms at the State and local level.

My own junior league, the Junior League of Wichita, completed
an extensive survey of community services for children in 1975,
subsequently focusing on the need for foster care reform.

A position statement on foster care adopted by the Junior
League of Wichita in 1978, and reaffirmed annually since then by
the league, calls for many of the reforms mandated by Public Law
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96-272. Similar position statements have been adopted by the two
other junior leagues in Kansas, Topeka and Kansas City, Kans., as
well as the State public affairs committee of the Junior Leagues of
Kansas, which represents the approximately 1,500 junior league
members in the States.

I have copies here with me of these position statements should
you be interested in seeing them.

In 1978, the three junior leagues of Kansas joined with the
Kansas Children's Service League, a statewide not-for-profit agency
that provides a wide range of services to children, to establish the
Kansas Action for Children, a statewide advocacy group.

The Kansas Action for Children monitors the delivery of services
to children and publishes "Action for Children's Sake," a weekly
legislative news sheet focusing on legislation affecting children,
that is sent to over 3,500 individuals and organizations in the State
of Kansas.

All three junior leagues in Kansas worked actively for the pas-
sage if Public Law 96-272. Our experiences have shown the need
for the reforms mandated by the child welfare and adoption assist-
ance sections of that legislation.

Of the more than 4,700 children in foster care in Kansas, 402 of
these children have been in foster care for more than 8 years.

I was amazed at the difficulty I had getting these statistics and I
personally feel that this information should be for public record.

Although Social and Rehabilitative Services of Kansas adopted a
permanency planning project in January 1980 for children in place-
ment over 1 year, the opportunities for the type of permanency we
seek for children are very slim for older children in our State.

In fact, caseworkers speak of a stagnant population that was
passed over 10 years ago. We know from the work of national
groups that homes can be found for children, including those with
special needs.

In Kansas, however, of the 201 children placed for adoption in
1980, less than 10 percent were over 11 years old. Furthermore,
intake for the State's 9-year old adoption sibsidy program was
closed last month because of lack of funds.

At this very moment in Kansas, 10 children for whom adoptive
families have been approved remain unadopted and in foster care
because there are no funds for subsidy.

Implementation of the subsidized adoption program mandated by
Public Law 96-272 would give these children permanent homes and
permanent families.

Kansas has no regular judicial or independent review for chil-
dren in foster car.. Experiences with foster care review systems in
other States indicate that regular reviews such as those required in
Public Law 96-272 result in achievement of permanency for chil-
dren either by reuniting families, or when this is not possible,
terminating parental rights freeing the child for adoption.

We are certain that many of tlose children who have been in
foster care for the past 8 years would be in permanent homes today
if Public Law 96-272 had been enacted earlier.

Kansas Social and Rehabilitative Services is predicting a 300-
percent increase next year in confirmed child abuse cases. If serv-
ices are not available to help these families, the children inevitably
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will end up in foster care at considerable expense to the taxpayer
and emotional distress to the child.

The work of other junior leagues has highlighted the need for
the development of the prevention and reunification required by
the child welfare reform sections of Public Law 96-272.

For instance, eight junior leagues in California played an active
role in the passage of their State's family protection act, legislation
that provided for a 4-year demonstration project involving State
and county financial cooperation to provide services to prevent the
removal of children from their homes either voluntarily or by the
juvenile court.

Demonstration projects have been established in San Mateo and
Shasta Counties.

Representatives of the San Francisco and Palo Alto junior
leagues, two of the eight junior leagues that supported passage of
the FPA, serve on the evaluation committee for the project. The
effects of the demonstration project have been dramatic in San
Mateo County.

According to a member of the Palo Alto Junior League who
serves on the evaluation committee, there was a 33-percent de-
crease in the admissions to foster homes and institutions in the 3-
year period from September 1977 to September 1980.

This significant drop came at a time when the reduction in out-
of-home placements statewide was only 1 percent.

One of the services offered by the San Mateo project is respite
care.

My experience, as a speech pathologist during the past 20 years,
has made me acutely aware of the critical need for respite care. I
have known many caring parents of handicapped children who,
because they have never been able to be away from their children
for any length of time, have broken under the daily strain. They
either become abusive or found it necessary to place the children in
foster care, or both.

Advocacy groups across the country can also attest to the need
for the type of subsidized adoption programs provided by the new
title IV-E of the Social Security Act.

Junior leagues in New Jersey have played key roles in securing
the passage of these programs which promise to provide permanent
homes for some of this country's neediest children.

The support provided by the junior leagues of Oregon for a
national subsidized adoption program predates the association's
support for such a program.

The two junior leagues in Oregon, Eugene and Portland, worked
for the passage of H.R. 7200 in the 95th Congress. The junior
leagues of Oregon also have worked actively to increase the finan-
cial support of their State's subsidy program.

.In summary, the child welfare and subsidized adoption programs
provided by Public Law 96-272 provide a cost-effective method of
providing permanency for children.

The programs mandated by the new law are among the most
supportive family measures before the Congress.

They offer services to prevent family breakup and to reunify
families that have been separated.
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When reunification is impossible, they offer a subsidized adop-
tion program to provide permanent homes for children who would
otherwise be homeless and for whose care and support the Govern-
ment would otherwise be responsible.

This landmark piece of legislation passed by the House by a vote
of 401 to 2 and received unanimous approval in the Senate only 8
months ago. We urge you to give it a chance to prove itself by
keeping titles IV-B and IV-E of the Social Security Act out of any
block grant and by calling for funding adequate to trigger the
reforms mandated in the law.

Many have spoken of children as our Nation's most precious
resource. We firmly believe they are.

Further, we know that children toward whom the reforms in-
cluded in Public Law 96-272 are directed are among our Nation's
neediest.

They are not only needy, but they are without a vote and a voice.
We urge you not to abandon the reforms that would make it
possible to provide permanent homes for them.

Please do not let the brunt of budget cuts fall on the neediest of
our Nation's children.

Thank you, again, for the opportunity to appear before you.
The CHAIRMAN. Well, I would just say that in light of the legisla-

tion passed last year, we are certainly sympathetic. In fact, I think
I asked Secretary Schweiker, when he was here, to take a look at
eliminating this from the block grant proposal.

I have not yet had a response from the Secretary.
On the other hand, we are caught in a budget crunch here that

makes it very difficult. I wouldn't anticipate any new programs
passing the Congress this year. I think there may be certain efforts
to ease the impact some. But, again, at this point, I'm not certain
just what the committee may finally do.

There is a lot of support of this program obviously in that it
passed the Congress with the lopsided margin it did, but there is
also a lot of support for ending 17-percent interest rates, 12-percent
inflation, overregulation, and high unemployment. You can't have-
it both ways, but we will do the best we can.

I'm certain that Senator Moynihan will do the same.
Ms. DEERING. There are 500,000 children in foster care in the

United States of America. I hope that we will all consider what the
implications of this might be if permanent homes aren't found for
most of these children in the future in regards to unemployment in
our country and a lot of other welfare problems.

The CHAIRMAN. How much are we spending on a State level?
Ms. DEERING. Which particular State are you referring-to?
The CHAIRMAN. Kansas.
Ms. DEERING. In Kansas, can you address that point?
Ms. ORR. I do not have the figures on that. We will check, but,

Jan, as she said, had quite a bit of difficulty finding out how many
children are in foster care and so we will do the best we can on
getting the statistics to you.

Ms. DEERING. I do know that once the children are placed, the
cost in placing them in permanent homes is much less than being
in foster care for 8 years or 10 years, or 3 years, or whatever, as
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well as those children that end up in incarcerating institutions and
we are spending our money that way.

The preventive medicine is so vital here.
Ms. ORR. Subsidized adoption program, for instance, always the

payment is less than the foster care rate.
Ms. DEERING. Absolutely.
Ms. ORR. Plus there is no supervision of the social worker once

the adoption is finalized.
Second, if the child should go into an institution, of course, it

goes to $18,000 to $30,000 per year.
Senator Moynihan spoke eloquently of the AFDC children. Many

of these children who are in AFDC foster care would not have to go
under foster care if some of these services were available, and they
are cheaper in the long run.

The four Republicans on the Public Assistance Subcommittee
and Congressman Conable, in their letter to Secretary Schweiker,
spoke eloquently of this. That it is often cheaper for a State to put
a child in foster care if they aren't planning past the next year,
and they are worried, so in a crisis crunch, they don't do the long-
range planning.

But these services, as we spoke in our testimony, for instance, for
California are proving cost-effective in the long run because if you
can get a homemaker in, or as Jan mentioned that she has found
in her work as a speech pathologist that a family that can get
respite care can stay together sometimes. But if everything goes to
pieces and the children are taken out, it is much more expensive.
And once the family breaks up, it is much harder to get the family
back together.

The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. Thank you, Mr. Chairman, and let me thank

you, Ms. Deering.
I just want to repeat that I am surprised how few persons come

forward to speak to this matter. We have an empty press table, of
course, and practically an empty room. I thought I had come to the
wrong place this morning when there were no lines outside.

We are not dealing with commodity tax squabbles, so there is no
possible interest of the lobbyists, but good for the junior league.
You won't mind my saying that I was the author of the Child
Adoption Act and I did so out of a certain amount of experience in
the State of New York.

We have had adoption support for about 16 years and it works,
but it is, at some measures, sweeping back to sea. You might have
heard from the chairman that we have now got perfectly-I mean
as good as numbers as you are likely to get, typically HEW or
HHS, whatever it is now, would do. About a third of the children
born today will be living on AFDC before they are-reach their
maturity.

That, obviously, means the social system is not working very
well. It's not working. And, I think, it is only as we begin to
perceive how badly it's working, that the only people still willing to
come here and talk about it are like the junior league, who have
been at it a long time.

An awful lot of people just stay away from it now. It is just too
much of a problem-too big.

80-480 0 - 81 - 5



60

But what kind of a society is it in the wealthiest society of the
history of the world in which a third of the children will be on
public assistance before they are 18?

I mean, you know, what happened here?
Well, we will do our best for you. As I said, the chairman has

problems, of course, and it is not the easiest thing to have a friend
and a constituent from Kansas come in here and tell you: stop that
crazy administration before it does all these awful things.

But, you know, you have a very humane and a very wise man as
Chairman--

Ms. DEERING. He cares about children.
Senator MOYNIHAN [continuing]. And he cares about children

very much.
We thank you, Ms. Deering.
Ms. DEERING. Thank you very much.
The CHAIRMAN. Thank you very much. We are happy to have

you and have a good trip home.
[Statement follows:]

SUMMARY

The Association of Junior Leagues urges that the Senate Committee on Finance
keep Titles IV-B and IV-E of the Social Security Act separate from the block grants
for social services proposed by President Reagan and recommend funding for these
9,o2grams that will enable states to implement the reforms mandated by P.L. 96-

I. The Association:
(A) International women's volunteer organization;
(B) 235 Junior Leagues; 132,000 members in the United States;
(C) Promotes solution of community problems through voluntary citizen in-

volvement and trains Junior League members to be effective voluntary partici-
pants in their communities.

II. Association's Child Advocacy Program:
(A) Junior Leagues in 214 communities surveyed the state of children's needs

- and services available to them in 1975-1976;
(B) National Training Institute on Child Advocacy held in Baltimore in 1976;
(C) Junior League experiences at local levels led to decision to support legisla-

tion at national evel in child welfare and child health.
III. Association Support of Child Welfare Reform:

(A) Experiences of Junior Leagues across the country attest to need for
reform of foster care system, development of preventive and reunification serv-
ices and subsidized adoption program;

(B) Individual Junior Leagues and Association support child welfare provi-
sions of Title IV-B of the Social Security Act and subsidized adoption portions
of Title IV-E;

(C) Legislative Network established-194 Junior Leagues, 22 State Public
Affairs Committees and one Regional Council belong to network.

IV. Association Opposes Block Grant Approach for Titlec IV-B and IV-E of Social
Security Act:

(A) Block grant approach would destroy reforms mandated by child welfare
services sections of P.L. 96-272 and terminate subsidized adoption program;
- (B) P.L. 96-272 received strong bi-partisan support, passing the Senate unani-
mously and the House by 401 to 2 after five years' effort by child advocates.
Proposed reforms deserve chance to be tested.

I am Jan Deering, of Wichita, Kansas, a member of the Board of Directors and
incoming Public Policy Chairman of the Association of Junior Leagues. I am here
today on behalf of the Association to request your continued support for the child
welfare reforms and subsidized adoption provisions included in the Adoption Assist-
ance and Child Welfare Act of 1980 (P.L. 96-272) passed by the 96th Congress. We
strongly urge you to maintain Titles TV-B and IV-E of the Social Security Act
separate from the block grants for social services prop by President Reagan. We
also ask that you recommend adequate funding for these programs. Specifically, we
urge you to recommend an appropriation of $220 million for Title IV-B for Fiscal
Year 1982.



61

The Association of Junior Leagues is an international women's volunteer organi-
zation with 235 member Leagues in the United States, representing approximately
132,000 individual members. The Junior Leagues promote the solution of community
problems through voluntary citizen involvement, and train their members to be
effective voluntary participants in their communities.

THE ASSOCIATION OF JUNIOR LEAGUES AND ADVOCACY FOR CHILDREN

The Association's commitment to the improvement of services for children is long-
standing. Junior League volunteers have been providing services to children since
the first Junior League was founded in New York City in 1901. Through the years,
Junior League volunteers have provided a variety of direct services to children,
including the establishment of settlement houses, emergency shelters and day care
centers, and have served in a variety of positions such as tutors, case aides and
counselors.

In the early 1970's, a decision was made to supplement the Junior Leagues'
services by broadening the Association's activities to include advocacy on behalf of
children. As a first step in its advocacy efforts, the Association, in 1975, developed a
study to be conducted by Junior Leagues in their own communities to determine the
state of children's needs and the services available to meet them. Surveys were
conducted in 214 communities by Junior League members trained in interviewing
techniques and educated in the five focus areas chosen for the Association's Child
Advocacy Program: child health, child welfare, special education, day care and
juvenile justice.

In the area of foster care, a compilation of 70 completed surveys revealed an
urgent need to overhaul the system that administers foster care in order to provide
a sense of permanency in chilar'en's lives. The survey results highlighted the need to
provide services designed to help reunite children in foster care with their families
or, when reunification with natural parents was not possible, to move toward
termination of parental rights so that a child may be freed for adoption. Firsthand
foremost, of course, was the need to provide services to keep families together and
to avoid the use of foster care whenever possible.

The Association's child advocacy program was officially launched at a four-day
national training institute on child advocacy in Baltimore in 1976. With technioal
assistance from the Association, individual Junior Leagues developed a 'ariety of
advocacy programs ranging from the design of parenting courses and educational
campaigns on child abuse to supporting legislation for subsidized adoption and
foster care review systems.

At the request of their local judges, several Junior Leagues initiated Children in
Placement Projects (C.I.P.) in their communities. C.I.P. is a program sponsored by
the National Council of Juvenile and Family Court Judges that utilizes volunteers
to screen foster care cases for the courts. The goal of the program is to ensure that
the case of every child in foster care is reviewed by a court at least once a year. The
annual reviews are designed to end the "drift" of foster care by either reuniting the
child with his family, or if this is not possible, freeing the child for adoption.

Among the Junior Leagues that have assisted in developing and staffing C.I.P.
projects in their communities are the Junior Leagues of Brooklyn, New York;
Oklahoma City, Oklahoma; Providence, Rhode Island; Wilmington, Delaware; and
Raleigh, North Carolina. In addition, the Junior League of Wilmington, Delaware
and the eight Junior Leagus in New Jersey played key roles in securing passage of
legislation mandating the establishment of citizen foster review boards in their
states.

Many of the experiences of individual Junior Leagues advocating for reforms in
their communities made them aware of the need to move for reform at the federal
level. Often the difficulties that Junior League advocates encountered were caused
by federal fiscal policies that encouraged family breakup by providing easy access to
foster care funds while providing little or no funding for preventive programs that
would help families to remain together. There also were no federal funds available
to encourage adoption of children with special needs.

ASSOCIATION SUPPORT OF CHILD WELFARE REFORM

The growing awareness of the need for change at the federal level led the
delegates to the Association's 1978 Annual Conference to vote that the Association
should advocate to see that opportunities and services essential for the "optimal
physical, intellectual, emotional mental and social growth of children" are pro-
vided. In 1979, the Association moved to fulfill this mandate by voting support of
legislation in child welfare reform and child health and establishing a legislative
network to secure passage of legislation in these areas. To date, 194 Junior Leagues,
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22 State Public Affairs Committees and one Regional Council have joined the
network.

The Association presented written testimony on behalf of child welfare reform to
this committee in the 96th Congress and testified before the Subcommittee on
Public Assistance and Unemployment Compensation of the House Ways and Means
Committee in both the 96th and 97th Congress (March 12, 1981).

JUNIOR LEAGUES SUPPORT CHILD WELFARE REFORM

Junior Leagues across the country continue to work for foster care reform and the
development of subsidized adoption programs. Their support of child welfare reform
and a subsidized adoption program at the federal level stems from their knowledge
of the stimulus that carefully-targeted federal programs can be for needed reforms
at the state and local level.

Testifying before the Subcommittee on Public Assistance and Unemployment
Compensation of the House Ways and Means Committee in the last session of
Congress, a representative of the Junior League of Wilmington, Delaware stated:
"Lobbying experience with Delaware's General Assembly has taught us that our
state legislators look first to the federal government for procedural guidelines and
availability of funds in deciding the validity of proposed legislative reforms. In the
area concerning the achievement of a permanent home for children in foster care,
there are no federal precedents which would serve as incentives and models for
states.

"We need these procedural reforms to alleviate foster care 'drift', to stop unneces-
sary and inappropriate placements, and to end the unnecessary years spent in care
by hundreds of thousands of foster children."

"We need federal fiscal incentives for states to provide reunification-of-family
services, programs emphasizing prevention rather than crisis intervention, review
and tracking systems, and adoption subsidies."

The Junior League of Wilmington reviewed the cases of 650 children in New
Castle County, Delaware. Their profile of "Jenny", the average child in foster care
in New Castle County, is illustrative of the findings about the approximately
500,000 children now in foster care in this country.

Statistics on "Jenny"
Age upon entering care: 5.8 years; Reason for entering care: neglect; Father:

unknown, or not living with family; Mother: between 26-40 years of age, unem-
ployed, emotionally troubled; Siblings: at least one brother/sister, also placed in
care, but not in the same foster home with "Jenny".

Services offered to mother: a variety but she either did not take advantage of
them, or discontinued them, possibly due to a transportation problem Qr the inap-
propriateness of the services available; Mother's visits with "Jenny": ranging from
infrequent to no contact; Current age of "Jenny": 13 years: "Jenny" has spent in
foster care: 7.2 years; Number of moves by "Jenny" in foster care: 2.9, which means
that "Jenny" has had to adjust to three different homes and families--statistically,
she will be moved again in two months' time.

Initial placement goal: return to own mother; Current placement goal: permanent
foster care.

SUPPORT OF KANSAS JUNIOR LEAGUES FOR CHILD WELFARE REFORM

My own Junior League, the Junior League of Wichita, completed an extensive
survey of community services for children in 1975, subsequently focusing on the
need for foster care reform. A position statement on foster care adopted by the
Junior League of Wichita in 1978, and reaffirmed annually since then by the
League, calls for many of the reforms mandated by P.L. 96-272, including the
development of subsidized adoption programs, regular case review of children in
foster care and the development of services to prevent the removal of children from
their homes as well as services to help reunite families that have been separated.
The Junior League of Kansas City's position statement on children, enacted in 1979,
and the position statement on child abuse and neglect, adopted each year since 1977
by the Junior League of Topeka, call for similar reforms. In addition, the State
Public Affairs Committee of the Junior Leagues of Kansas, representing the ap-
proximately 1,500 Junior League members in the state, has adopted a position
statement calling for appropriate temporary and long-term foster care facilities, the
expansion and upgrading of services for abused and neglected children and their
families and, because we are well aware that services do not come free of charge,
adequate funding for these services.
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In 1978, the three Junior Leagues in Kansas joined with the Kansas Children's
Service League, a state-wide not-for-profit agency that provides a wide range of
services to children, to establish the Kansas Action for Children, a state-wide
advocacy group. The Kansas Action for Children serves as a neutral monitor of
existing and non-existing systems in the delivery of services to children and pub-
lishes 'Action for Children's Sake," a weekly legislative newssheet focusing on
legislation affecting children that is sent to 3,500 individuals and organizations in
the State of Kansas.

All three Junior Leagues in Kansas worked actively for the passage of P.L. 96-
272. Our experiences have shown the need for the reforms mandated by the child
welfare and adoption assistance sections of that legislation. Of the more than 4700
children now in foster care in Kansas, 402 have been in foster care for more than
eight years. Although the Focial and Rehabilitative Services of Kansas adopted a
permanency planning project in January 1980 for children in placement over one
year, the opportunities for the type of permanency we seek for children are very
slim for older children in our state. In fact, caseworkers speak of a "stagnant
population that was passed over ten years ago." We know from the work of national
groups such as the North American Center for Adoption of the Child Welfare
League of America that homes can be found for older children, including those with
special needs.

In Kansas, however, of the 201 children placed for adoption in 1980, less than ten
percent were over 11 years old. Furthermore, intake for the state's nine-year-old
adoption subsidy program was closed last month because of lack of funds. At this
very moment in Kansas, ten children for whom adoptive families have been ap-
proved remain unadopted and in foster care because there are no funds for subsdimplementation of the subsidized adoption program mandated by P.L. 96-272 wou
give these children permanent homes and families.

Kansas has no regular judicial or independent review of children in foster care.
Experiences with foster care review systems in other states indicate that regular
reviews such as those mandated byP.L. 96-272 result in achievement of permanen-
cy for children either by reuniting families or, when this is not possible, terminating
parental rights, freeing the child for adoption. We are certain that many of those
children who have been in foster care for the past eight years would have perma-
nent homes today if P.L. 96-272 had been enacted earlier.

NEED FOR PREVENTIVE/REUNIFICATION SERVICES

The work of other Junior Leagues has highlighted the need for the development
of the preventive and reunification services required by the child welfare reform
sections of P.L. 96-272. For instance, eight Junior Leagues in California played an
active role in the passage of their state s Family Protection Act (FPA), legislation
that provided for a four-year demonstration project involving state and county
financial cooperation to provide services to prevent the removal of children from
their own homes either voluntarily or by the Juvenile Court. Demonstration proj-
ects have been established in San Mateo and Shasta counties.

Representatives of the San Francisco and Palo Alto Junior Leagues, two of the
eight Junior Leagues that supported passage of the FPA, helped develop and contin-
ue to serve on the FPA Evaluation Committee of the San Mateo County Department
of Health and Welfare's Family and Children's Services Advisory Committee. Mem-
bers of the committee are charged with evaluating the act and reporting to the San
Mateo Board of Supervisors. The effects of the demonstration project have been
dramatic in San Mateo County.

According to Ann Latta, the Palo Alto Junior League member who serves on the
evaluation committee, there was a 33 percent decrease in the admissions to foster
homes and institutions in the three-year period from September 1977 to September
1980. This significant drop came at a time when the reduction in out-of-home
placements state-wide was only one percent. Most importantly, in 1975, before the
project was initiated, 47 percent of the children placed out-of-home that year were
still in placement two years later. Of the children placed in 1978, only 23 percent
were still in placement.

Mrs. Latta states that the story of Sheila represents the type of services that the
demonstration project has used to prevent the removal of children from their
homes. Sheila was reported as an abused child to the San Mateo Social _')rvices
division of the Department of Public Health and Welfare. Investigation showed that
both she and her brother were abused by their father and mother. Before the
project was established, both children would have been placed out of their home.
Te provision of marital counseling and after-school respite care allowed Sheila and

her brother to stay at home. After six months, the family was able to manage
without additional social services.
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Respite care and marital counseling are just two of the preventive services offered
by the San Mateo project. Other family support services include: in-home caretaker,
homemaker, emergency housing, parent support groups, legal representation for
children in abuse and neglect cases, and emergency medical care and diagnosis.

The Junior League of Oakland-East Bay, another of the eight Junior Leagues that
supported passage of California's Family Protection Act, was instrumental in the
development of the Family Stress Center in Contra Costa County. The center,
founded in 1978, provides parent education classes, family therapy, counseling,
respite care and parent aides. The Junior League of Oakland-East Bay provided
approximately $36,000 in seed money for the establishment of the center and Junior
League members serve on the center's board and as volunteers in all the center's
programs. Approximately one-quarter of the 1300 individuals who participated in
the center's programs since it was officially established in June 1979 were referred
by the children's protective services of Contra Costa County.

A significant number of those persons participating in the programs have chil-
dren in foster care and are working with the center to prepare for their children's
return home.

The reforms mandated by P.L. 96-272 will help California and other states devel-
op and expand the type of reforms made possible by the San Mateo demonstration
project and will stimulate the development of projects such as the Family Stress
Center. Advocacy groups across the country also can attest to the need for the type
of subsidized adoption program provided by the new Title IV-E of the Social
Security Act. In state after state, subsidized adoption programs have provided the
means for finding permanent homes for children with special needs. Junior League
advocates have played a key role in initiating and securing passage of those pro-
grams which promise to provide permanent homes for some of this country's need-
iest children.

In fact, the support provided by the Junior Leagues of Oregon for a national
subsidized adoption program p re-dates the Association's support for such a program.
The two Junior Leagues in Oregon-Eugene and Portland-worked for passage of
H.R. 7200 in the 95th Congress. The Junior Leagues of Oregon also have worked
actively to increase the financial support of their state's subsidy program. A study
of the adoption subsidy programs in 27 states completed by the Junior League of
Eugene, Oregon and presented to the Oregon State legislature found significant cost
savings in the subsidy programs and also revealed that the subsidized adoption
programs were providing permanent homes for many children who otherwise would
remain in foster care for years.

NEED FOR TITLE iV-B AND IV-!

In summary, the child welfare and subsidized adoption programs provided by P.L.
96-272 provide a cost-effective method of providing permanency for children. The
programs mandated by the new law are among the most supportive family meas-
ures before this Congress. They offer services to prevent family breakup and to
reunify families that have been separated. When reunification is impossible, they
offer a subsidized adoption program to provide permanent homes for children who
would otherwise be homeless and for whose care and support the government would
otherwise be responsible.

This landmark piece of legislation passed the House by a vote of 401 to 2 and
received unanimous approval in the Senate only eight months ago. We urge you to
give it a chance to prove itself by keeping Titles IV-B and W-E of the Social
Security Act out of any block grant and by calling for funding adequate to trigger
the reforms mandated in the law.

Many have spoken of children as our nation's most precious resource. We firmly
believe they are. Further, we know that the children toward whom the reforms
included in P.L. 96-272 are directed are among our nation's neediest. They not only
are needy, but are without a voice. We urge you not to abandon the reforms that
would make it possible to provide permanent homes for them. Please do not let the
brunt of budget cuts fall on the neediest of our nation's children.

Thank you for the opportunity to appear before you today.
JAN DEERING,

Member, Board of Directors,
The Association of Junior Leagues, Inc.

The CHAIRMAN. Mr. Hacking, Mr. Clayman, and anyone else you
may have with you. If it is all right with Senator Moynihan, I need
to step outside just for a minute. Could you please take over?

Senator MOYNIHAN. Good morning.
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Mr. Hacking, we welcome you, and Mr. Clayman. Do you have
two associates with you, or one each, or would you introduce them
to the committee?

Mr. HACKING. Yes, Mr. Chairman, on my left is my colleague,
Mr. Ron Hagen. He is our association's health policy expert.

Senator MOYNIHAN. Good morning, sir.
Mr. Clayman, have you an associate?
Mr. CLAYMAN. Oh, excuse me. I was looking at my notes to be

prepared.
Senator MOYNIHAN. Would you introduce your associate?
Mr. CLAYMAN. Betty Dustin, our research director for National

Council of Senior Citizens.
Senator MOYNIHAN. Good morning and welcome.
Mr. Hacking, I think you appear first.

STATEMENT OF JAMES M. HACKING, ASSISTANT LEGISLATIVE
COUNSEL, NATIONAL RETIRED TEACHERS ASSOCIATION AND
THE AMERICAN ASSOCIATION OF RETIRED PERSONS, WASH-
INGTON, D.C., ACCOMPANIED BY RON HAGEN, HEALTH
POLICY EXPERT OF THE ASSOCIATIONS
Mr. HACKING. Thank you, Mr. Chairman.
I am here representing both the National Retired Teachers Asso-

ciation and the American Association of Retired Persons.
As I am sure you are aware, these organizations are affiliated

and have a combined membership in excess of 12'/2 million older
persons.

I would like to have my statement included in the record of the
hearing. There is a summary of that statement and I'd ask that
that, too, be included.

Senator MOYNIHAN. Of course, we will do that. You proceed in
your manner.

Mr. HACKING. I would like to proceed from an outline that I have
prepared. I would begin by saying here, as we have been saying in
every forum available to us, that the chief concern of the elderly
today, as it has been for some years, is inflation.

High rate, sustained inflation has been rapidly eroding all of the
income components that comprise the elderly's total income, espe-
cially those components that are not indexed. As a result, the
elderly over the past several years have been gradually pushed
down the income distribution scale and are now, I think as Mr.
Ball described quite accurately earlier, in a very, very vulnerable
situation-hovering just above the poverty line and likely to be
very harshly and seriously impacted by any kind of cap or limit
that might be imposed on the indexing provisions of the major
entitlement programs.

Over the past decade, again as I am sure you are aware, Mr.
Chairman, the elderly have become increasingly dependent on Gov-
ernment programs that provide them with income support and
health care protection.

That trend is very ominous, especially if it continues on out into
the future given the demographic shift in the population.

So, given that situation, these associations have been very sup-
portive of efforts of bringing the inflation rate down to tolerable
levels. We think a multifaceted approach to the problem is neces-
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sary, and in that approach we see a role for balancing of the
Feral budget. We support bringin the Federal budget into bal-
ance in the near term, but we also think that that effort has to be
complemented by a number of other essential elements.

We think that the money supply growth, for example, has to be
brought into line with realgrowth in the economy. We still see a
need for a tough "incomes" policy to complement these other fea-
tures of an anti-inflation program to deal directly with the wage-
price spiral that is the major factor right now contributing to the
aggregate double digit inflation rate.

I would like to turn now to the issue of the budget and, specifi-
cally, to the administration's proposals that impact upon the pro-
grams that serve the elderly.

First, with respect to the social security cutbacks that the admin-
istration has advanced, I would just have to say, in agreement with
Mr. Ball, that regardless of the merits of each of these particular
cutbacks, we have to oppose them because their effect would be
immediate. They are not proposed to be introduced or implemented
on a prospective basis; rather they are proposals that would impact
upon people who are already on the rolls and to us that amounts to
a change-in-the-rules-of-the-game on people at the last minute with-
out giving them sufficient time to prepare themselves and accomo-
date themselves to the changes.

We cannot accept proposals that have this sort of immediate
impact. However, we do see, as part of a comprehensive long-range
restructuring of social security, a role for these kinds of proposals.
We think they ought to be considered on their merits in that
context.

As a matter of fact, our associations have long advocated a major
long-term structuring of social security to deal with the economic
and demographic trends that confront the system now and that
combine to produce a very large and significant long-range finan-
cial imbalance in the programs.

So, we would not oppose these proposals if they were introduced
on a prospective basis and were part of a long-range restructuring
of the programs.

Having said that, I would also like to add that even if this
package of short-term social security cash benefit program cuts
were enacted, we do not by any stretch of the imagination believe
that the "savings" they would effect would be sufficient to get the
programs through the near term.

We think that social security is faced with a very serious short-
term financial problem, as well as a very serious long-term prob-
lem and that much more is going to have to be done beyond what
the administration has advanced to Oste just to deal with what
confronts the system in the immediate uture.

Now, with regard to the curtailments in the health program
area, I would have to say that we have no choice but to oppose the
so-called medicaid ca .We find that if the States can't make up a
shortfall in funding from their own resources-and we understand
that about 26 of the States already have deficits in their medicaid
programs-they are going to be forced to cutback on eligibility
criteria, benefits, and/or reimbursement rates. That is simply going
to deny access to needed services, or cause a further deterioration
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in the quality of care that is being received by elderly people who
are part of the medicaid population and who reside in nursing
homes.

The cap is going to make it also less likely that the States,
through their medicaid programs, will be in a position to promote
the growth and expansion of community-based means of delivering
health services, especially home health services and other kinds of
services that represent a less costly alternative to
institutionalization.

With regard to the administration's proposals in the medicare
program area, we are opposed to the administration's proposed
recisions with respect to the home health care liberalizations that
were part of last year's Omnibus Budget Reconciliation Act.

Recision of these home health benefit improvements, we think,
goes in the wrong direction. We need to start to develop a viable
long-term care program that will provide a complete continuum of
services, especially home health and other community-based serv-
ices that will represent less costly alternatives to the institutions
and give people the option of remaining in their homes.

This is why we supported last year the bill introduced by Sena-
tors Packwood and Bradley to establish a new title XXI, 10-State,
6-year demonstration project. We hope that legislation will be rein-
troduced and that it will be favorably considered by this commit-
tee.

Senator MOYNIHAN. Now, Mr. Hacking, you were doing very well
until you got there. It is a problem of credibility in a witness if you
think that there is going to be any new legislation out of this
Congress. [Laughter.]

Mr. HACKING. Well, Senator, the emphasis in health care right
now is on acute care intervention and on institutionalization.

We need to know what would happen in terms of overall cost if
we put a focus on case management and assessment and utilize
community-based services that would represent, we hope, less
costly alternative to institutionalization. If we can do this on a
demonstration project basis, then-at very modest cost, we will
have the data which we must have before we can go on to imple-
ment something on a nationwide basis.

But the point here is this: We have to find some means for
setting up some alternatives to the current structure of the means
by which we deliver health care services in this Nation if we are
going to achieve long-term cost savings. That is why our organiza-
tions continue to support these kinds of demonstration projects
that put a focus on service delivery mechanisms that represent
meaningful alternatives to the institutions, the hospitals, and the
nursing homes.

Senator MOYNIHAN. I happen very much to agree with you. I
think you are right and we are going to go through a period for a
little bit perhaps, but that doesn't mean we shouldn't be thinking
about what ought to be done.

Precisely, I couldn't more agree with you.
Mr. HACKING. I would like to indicate that, on the other side of

the coin, our associations can support, and do support, the adminis-
tration's proposed elimination of the 81/2 percent inpatient nursing
salary cost differential. Also, we support the proposal to create



68

authority for civil money penalties for medicare fraud and the
proposal to institute competitive contracting for medicare carriers
and fiscal intermediaries.

With respect to the the administration's proposed phaseout fund-
ing for the health systems agencies, we have to say that we view
health planning, certificate of need, and section 1122 review as
viable State and local decisionmaking processes with a record of
demonstrated success.

The health planning network, as far as we can see, is the only
tool presently available on a nationwide basis to control the rate of
increase in health care costs.

The planning agencies are currently disapproving about 20 per-
cent of the $5 billion in capital projects they're reviewing each
year. We are afraid that without health planning, there is going to

an explosion in capital construction for health care facilities
that will mean that the Nation will end up spending a good deal
more for these facilities than it will spend with a health planning
system in place.

The CHAIRMAN. You are talking about the tax program?
Mr. HACKING. Mr. Chairman, I am talking about the administra-

tion's proposed elimination of funding for health systems agencies.
The CHAIRMAN. Oh, I see.
Mr. HACKING. We bring it up before the committee because it is

tied in with section 1122 review.
The CHAIRMAN. Well, there is another problem on accelerated

depreciation. One problem they have had with the faster writeoff.
Mr. HACKING. Well, we certainly don't want to see more hospital

beds in areas where they are not needed.
The CHAIRMAN. I just got out of one of them. [Laughter.]
Senator MOYNIHAN. Mr. Chairman, while you were out a vote-

rollcall vote has been called.
The CHAIRMAN. If you can just excuse us for'a minute. We want

to vote and be right back.
Mr. HACKING. Surely.
[10:28 a.m. to 10:45 a.m. recess.)
Mr. HACKING. Another point I wish to make with respect to the

administration's recommendations with regard to the medicare
program is that our associations are opposed to the proposed reci-
sion and repeal of medicare's coverage of pneumococcal pneumonia
vaccine. We think that proposed repeal goes in the wrong direction.
We supported medicare s coverage of the vaccine because it puts an
emphasis on preventive medicine and, in the process, begins to
deemphasize the present emphasis on acute care intervention.

The proposed recision and repeal is shortsighted because ulti-
mately the Medicare program will accrue significant amounts of
savings as a result of reduced hospitalization.

Finally, I would like to offer for the committee's consideration
two of our own proposals. Since we've opposed some of the things
the administration has advanced, we feel it necessary to suggest
some cost saving alternatives. Certainly savings need to be effected
in order to bring the Federal budget intc balance.

We would like to suggest that the committee begin to examine
the tax expenditure subsidy that promotes the growth and expan-
sion of hospitals. The tax-exempt status of hospital bonds, which
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finances about 50 percent of hospital construction, is going to cost
the Federal Treasury about $700 million in lost revenue in fiscal
year 1982.

To the extent that this kind of provision is promoting the expan-
sion of hospital construction and additional hospital beds in areas
that are now overserved, it goes in the wrong direction, and ought
to be sharply curtailed.

We would hope that the committee would review that. We also
think--

The CHAIRMAN. I think your time expired sometime ago, so if
you could just wrap it up.

Mr. HACKING [continuing]. I have just one more point to make.
We also like to suggest a means for reducing the rate of increase

in health costs and especially hospital costs. The Federal Govern-
ment should provide the States with financial incentives to pro-
mote the expansion and development of mandatory rate review
programs that we think have been rather successful in holding
down the rate of increase in hospital cost at the State level. Suc-
cess in reducing the rate of increase in hospital costs will also help
hold down the rate of increase in Medicare and Medicaid program
costs.

Thank you.
The CHAIRMAN. Thank you.
[Statement follows:]

SUMMARY STATEMENT OF THE NATIONAL RETIRED TEACHERS ASSOCIATION AND THE
AMERICAN ASSOCIATION OF RETIRED PERSONS

The Associations strongly support federal efforts aimed at reducing the rate of
inflation since the elderly population in particular would benefit from such action.
In supporting these objectives we also realize (as does the Administration) that it
will take some time for anit-inflation policies to be effective. Until they do begin to
take effect, however, we will continue to see a decline in the elderly's real income
and, specifically, an increase in the rates of poverty and near-poverty among them.

The 1976 poverty data, revealed that the poverty rate for the elderly jumped from
13.9 percent in 1978 to 15.1 percent in 1979 which is the largest rate increase since
the Census Bureau began collecting statistics. While the aged poverty rate escalated
in 1979, the rate for persons under 65 remained static at 11.1 percent. Furthermore,
the rate of near poverty (125 percent of poverty) for the elderly also rose to 24.7
percent as compared to 15.2 percent for the under age 65 population.

Given the deterioration that is occurring in the elderly income situation, it is
unfortunate that programs which serve the elderly-particularly the poor and near
poor among them-are being slated for substantial and immediate reductions.

SOCIAL SECURITY

With regard to social security, the Association's are firmly opposed to any attempt
to reduce the cost-of-living protection provided by this program which is the corner-
stone of the elderly's income security. While the Administration has opposed such
action, proposals to cap or otherwise reduce social security COLA's have been
surfacing during Congress' deliberations on the Administration's proposed budget
reduction package.

As the elderly's participation in the labor force continues at low levels and as the
real income derived from their private sources of income falls, the responsibility for
an increasing portion of their income support is being shifted to the public programs
like social security and Supplemental Security Income which provide some measure
of inflation protection. But these public programs do not fully compensate recipients
for the inflation losses. Although social security benefits, and those of other public
programs, are indexed to the Consumer Price Index, they are not fully protected
against inflation for two reasons: first, benefit adjustments occur long after the
inflation has had its effect on the purchasing power of the benefits; and second, the
standard used in making the adjustments, the CPI itself, we believe may understate
the true impact that inflation is having on the budgets of the elderly.
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We consider proposals to cap or reduce social security's cost-of-living increases to
be the major threat to the elderly's income security. Social security cost of living
curtailments will dissipate whatever shred of income security they have left and
cause increasing numbers of them to be pushed into the lower reaches of the income
distribution and, in many instances, even below the poverty threshold.

Other areas of possible benefit deliberations have been suggested for the purpose
of reducing the cost of the social security program. The Administration has suggest-
ed eliminating minimum and student benefits even for individuals currently on the
benefit rolls. Our Associations would flatly oppose any consideration of benefit
deliberalizations in the short term even if these deliberations are imposed only upon
new beneficiaries. To produce near-term saving, any benefit cut would have to be
imposed immediately with no transitional period-a method of deliberalization we
vehemently object to because it would defeat persons' reasonable benefit expecta-
tions and allow them no time to adjust their retirement plans accordingly.

With respect to the proposal to eliminate the minimum benefit, the argument is
often made that the primary recipients of this benefit are retired federal, state or
local retirees who are considered to be reaping a windfall from this benefit. Al-
though many minimum benefit recipients are receiving an unintended advantage
from the minimum provision, there would still be many low-income individuals who
would be left with no assistance-not even SSI assistance-if the minimum were
abruptly eliminated. This group would include early retirees between ages 62 and
65, widows and widowers between ages 60 and 65, and many other low-income,
elderly persons who meet the SSI income test, but not the very restrictive assets
test.

Reform is needed in the minimum benefit as well as the student benefit area;
however, reform should not be achieved by a precipitous cutback of benefits for
current and/or newly eligible recipients who have reasonably worked for and
planned on this source of income. Time needs to be provided for a gradual, thought-
ful and fair phase-out of these benefits as part of a comprehensive restructuring of
the social security programs.

MEDICAID

The Administration proposes a cap on Federal expenditures which would reduce
outlays by $100 million in the current fiscal year, allow an aggregate increase of
only 5 percent in fiscal year 1982, and thereafter limit the increase in Federal
matching payments to no more than the rate of inflation. Our Associations oppose
this "interim" measure because we believe that strong Federal support of the
Medicaid program is an essential component of the "social safety net" for the poor,
especially the most vulnerable of this group, the elderly poor. Expenditures for
nursing home care constitute the single largest health care liability for persons over
the age of 65 and are the major source of catastrophic health expenses for this
group-of which over 20 percent will at some point in their lives need to enter a
nursing home. In 1979 Medicaid represented a full 49 percent of all spending for
nursing home care.

The implications of this "capping" proposal are serious. Current trends toward
dual systems of care for Medicaid beneficiaries will intensify, and access to care
become even more difficult. Indeed, the $1 billion in savings projected for fiscal year
1982 (with savings exceeding $5 billion by fiscal year 1986) represents a false
economy, as the demand for long-term care services is already creating a substantial
back-up in our acute-care hospitals. Our Associations believe that the "capping" of
the Medicaid program alone without taking effective, across-the-board measures to
restrain the uncontrolled escalation of health care costs represents an abrogation of
responsibility on the part of the Federal government as the primary purchaser of
health care. The course of action recommended by the Administration will seriously
impact the availability of quality care for man, elderly Medicaid recipients. In lightof the dependency of the elderly on the Medicaid program for essential long-term
care services and the nonavailability of meaningful alternatives, our Associations
oppose this "interim" capping of the Federal portion of Medicaid. Medicare and
Medicaid are and should remain complimentary components of any "social safety
net" the Congress and the Administration construct beneath needy older Amen-
cans.

M DICARM

There is evidence that the Congress is supportive of an incremental, systematic
evolution in the delivery of home health services. In the closing days of the 96th
Congress, a number of liberalizations in the Medicare home health program were
approved as part of the Omnibus Budget Reconciliation Act of 1980 (P.L. 96-499).
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Our Associations, like most of the members of this Committee, strongly supported
these changes (such as removal of current 100-visit limits under Parts A and B of
Medicare and removal of the 3-day prior hospitalization requirement under Part A).
The Administration now proposes to repeal or rescind these "low priority" reforms
along with provisions in P.L. 96-611 which provide coverage for pneumococcal
pneumonia vaccine under Medicare. To repeal these needed changes in the home

ealth program, costing an estimated $35 million in fiscal year 1982, is not only ill-
timed but extremely shortsighted. At the same time our "at risk" population of
older Americans with chronic degenerative conditions is mushrooming, our various
public and private home health programs are meeting the needs of only some 25
percent of those in need of such long-term care services.

To not allow these reforms to be implemented (effective July 1, 1981) would reflect
an inadequate understanding of the dilemma this nation faces in the delivery of
long-term care and preventive health services to an aging population.

THE LOW INCOME ENERGY ASSISTANCE PROGRAM LEAPA)

The Associations have serious concerns about folding the LIEAP objectives into
an omnibus social service block grant to the States and funding it at substantially
reduced levels. Because States would establish their own priorities and exercise
total program control over resources, we are concerned that the purpose of this
program will be "lost in the shuffle."

Currently the program is funded through the Windfall Profits Tax which in
essence redistributes the taxes levied on the high profits oil companies are experi-
encing due to oil price decontrols to low-income households which can ill afford the
skyrocketing costs of home energy. The States do not receive revenue from this tax
and may therefore be reluctant to pick up their share of the costs for this assist-
ance. It is important to note that under the current program, 95 percent of the
monies are already in the form of block grants to States which drew up their own
plans, subject to HHS approval, for dispersing available funds. Currently, Federal
guidelines do allow States some flexibility in determining local needs.

Oil price decontrols (and expected gas price decontrols) are Federal initiatives. It
is incumbent upon the Federal government, therefore, to continue to provide energy
assistance to those in need. We would suggest that it would make more sense for the
various energy assistance programs to be consolidated at the Federal level rather
than continuing the current fragmented approach of placing some at the State level
(through the massive block grant) and keeping other initiatives in various agencies
in Washington. Such a coordination of programs would make current benefits more
accessible, eliminate duplication or overlap, and fill in the gaps to meet needs where
current programs do not. Furthermore, streamlining programs would reduce admin-
istrative costs, and within budgetary constraints, make it possible to reach more
needy persons.

In our view, this consolidated national energy assistance program would have
three major components: direct assistance, weatherization, and outreach. Each State
would have the flexibility to determine how best to meet these three goals. Thus the
States would have greater flexibility and be better able to consolidate fragmented
energy assistance programs within their jurisdiction.

TITLE XX SOCIAL SERVICES

The Administration is seeking new legislation which would consolidate some 40
categorical grant programs (with fiscal year 1981 funding of $9.1 billion) into 4
major block grants. Funding for fiscal year 1982 would be 75 percent of the current
(fiscal year 1981) base, or $6.8 billion. Beyond our criticism of the philosophical
underpinnings of this proposal, we are particularly concerned about the impact of
reduced Federal funding on Title XX Social Services, one of the programs targeted
for consolidation, which will represent nearly a third of total outlays for all the
targeted programs in fiscal year 1981.Substantial assistance is provided through the "Core Services" of this program for
homemaker/chore and other in-home services that serve to prevent premature and
oftentimes unnecessary institutionalization. The State of California, for example,
utilizes over a third of all its Title XX funds for this purpose. Also, this program is
essential to many older Americans since it provides access (i.e. transportation) to
service providers, daycare, counseling, meals-on-wheels, needs assessment, and
health related services. In essence, the Title XX program provides the States a
highly flexible funding source which enables many elderly individuals to achieve or
maintain independent living and economic self-support. A substantial reduction in
Federal financial support is likely to force many elderly beneficiaries into higher
cost institutional settings.



72

SUMMARY

In summary, until government indicates it will pursue an effective, multi-
pronged, anti-inflation program that includes not just fiscal and monetary restraint
but also a touh "incomes" policy that will bring down inflation rapidly and spread
the "pain" of curing inflation in an equitable manner, organizations that know
what the real economic situation of the dderly is, and that represent their interests,
will not be willing to accept proposals that would chip away at the minimal cost-of-
living protection and general economic security the elderly have, but otherwise
leave double-digit inflation largely unchecked. The proposed cuts in health and
human service programs we have described will only serve to further exacerbate the
increasingly serious problems the elderly face in coping with inflation and receiving
quality health care and other essential human services.
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STATEMENT OF THE NATIONAL RETIRED TEACHERS ASSOCIATION AND THE AMERICAN
ASSOCIATION OF RETIRED PERSONS

ABSTRACT

OVERVIEW OF THE ELDERLY'S INCOME SITUATION
Largely due to inflation, the poverty rate for the e. derly increased
substantially from 13.9% in 1978 to 15.11 in 1979, representing the
largest increase since the Census Bureau began collecting statistics.
Inflation is severely eroding the elderly's "real" income received
from private sources (such as private pension payments and income
from savings) since those sources provide little or no compensation
for inflation losses and is making the elderly depend more heavily
on public programs (social security and SSI) which do provide a
better measure of inflation protection.

SOCIAL SECURITY
* The Associations vehemently oppose capping or otherwise reducing social

security's cost-of-living adjustment on the grounds that any cutback
in the elderly's inflation protection would further jeopardize their
rapidly eroding real income situation.

* We are opposed to funding HI (Part A Medicare) out of general revenues
as a response to the short-term financing dilemma of the social security
program; instead, we recommend a limited and temporary infusion of
general revenues into the cash benefit program during times of adverse
economic conditions (high rates of inflation and high unemployment) in
order to directly address the cause of short-term imbalances.

* Although we recognize that reform in the minimum and student benefit
areas is needed, it should not be accomplished by an immediate elimi-
nation of these benefits which would defeat persons' reasonable
benefit expectations.

* To ensure the solvency of the longer-term social security system, the
Associations recommend a comprehensive restructuring of the social
security benefit and financing structures which would encourage employ-
ment of older workers and sort out its social adequacy functions from
its earnings replacement (pension) function.

HEALTH PROGRAMS

* The Associations oppose the proposed Medicaid "cap", as the projected
savings represent a false economy -- leading to increased hospital
back-up, increased Medicare costs, and a serious impact on quality of
care. Without effective, across-the-board measures to restrain the
uncontrolled escalation of health care costs, the elderly will continue
to bear a disproportionate burden as a result of health care cost
inflation due to their relatively inflexible consumption patterns. The
Medicaid program is an essential part of the "social safety net" the
Congress has constructed beneath the truly needy elderly.

* Significant increases in cost sharing liability on the part of Medicare
beneficiaries should be avoided since the health care cost spiral
continues to push the total cost of health care for older Americans well
beyond their growth in income and increasingly into poverty and near-
poverty status. Besides being cost promoting in the long run, such
efforts to reduce utilization of services inadequately recognize the
rising portion of total health care costs that are paid out-of-pocket
by older Americans.

continued
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In light of the fact that the revenue losses from tax expenditures
continue to exceed the annual rate of increase in direct Federal
outlays, our Associations urge this Committee to seriously consider
(in tandem with budget cuts in these programs) such items as the
tax-exempt status of hospital bonds and the exclusion from taxable
income of employer-paid health insurance premiums which together will
cost the Federal government in FY1982 over $29 billion in direct
revenue losses.

THE LOW INCOME ENERGY ASSISTANCE PROGRAM
The Associations have grave concerns about the Administration's
proposal to consolidate LIEAP and AFDC emergency assistance into a
block grant which would be funded at 25% below current levels. With
energy prices continuing to skyrocket, low income elderly can ill
afford to be "lost in the shuffle" of a program which would allow
states almost total flexibility in dispersing the monies.

ANTI-INFLATION STRATEGY MUST BE COMPREHENSIVE AND MULTI-FACETED
Controlling inflation is the first priority of older Americans. While
the Associations recognize that spending restrairtis one part of the
strategy necessary to curb inflation, a comprehensive and multi-faceted
anti-inflation strategy must be employed which also includes: a strong
incomes policy; control of toney supply growth; and promotion of
competition in the economyy using regulation or deregulation as appropriate.
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I. INTRODUCTION

Our Associations are pleased to present our views on

the budget cuts affecting our nation's elderly that the

Administration has proposed in their Program for Economic

Recovery. Our Associations strongly support the Adminis-

tration's promised efforts to combat inflation, revitalize

the economy, and balance the federal budget. Regarding

the federal budget, we continue to advocate that it be

balanced over the business cycle. However, we have reser-

vations as to how the Administration proposes to achieve

this balance. Specifically, we would contend that sudden

and drastic reductions in federal support for certain in-

come, health and human service programs would leave gaping

holes in the "social safety net" that the Administration con-

tends it has created for the truly needy, dependent and vul-

nerable among our elderly population.

In keeping with the purpose of this hearing, we would

like to comment on those budget cuts that disturb us most,

the reasons for this concern, and the consequences of such

reductions. In addition, we will provide you with a number

of alternative recommendations for reducing federal spending

in these areas.

80-40 0 - 81 - 6
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II. OVERVIEW OF THE ELDERLY'S INCOME SITUATION

A. Income Gains Made in the Past are Being Eroded

Rapid growth and expansion of government income support

programs during the late 1960's and early 1970's caused the

elderly's average income to rise over the past decade in real

terms and in relative terms (relative to the income of the

younger population). This trend was confirmed by a 1980

study entitled "Inflation and the Elder4y", which was pre-

pared for NRTA-AARP by Data Resources, Inc. (DRI).

According to the DRI study, average elderly income (in

aggregate terms) managed to keep pace with, and slightly

exceed, the inflation rate from the late 1960's into the

late 1970's. Taking into account the incomes of elderly

persons newly retiring during this period, as well as elder-

ly persons already retired, aggregate elderly incomes rose

at an average annual rate of 7.7% versus an annual CPI rate

of 6.1% over the period of 1967 through 1976. As a result,

the average incomes of those over age 65 increased from

about 48% of the average incomes of the non-elderly in 1965,

to about 55% by the end of the 1970's -- just about where

the elderly's average incomes had been in the mid-1950's.
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A recent study, authored by Bridges 6 Packard of the

Social Security Administration (published in the January 1981

.Social Security Bulletin), refines this analysis by examining

what has happened to the average incomes of one cohort or

class of families headed by elderly persons over the 1970-77

period. It was found that despite the large social security

benefit increases that were provided in the early 1970's, average

real incomes of this cohort of families tell by 4%. This occurred

for two reasons: first, the earnings component of their income

dropped significantly as their advancing age decreased their

labor force participation; and second, their private sources of

income (namely, private ensions, savings and assets) declined

in value since these private sources have little or no inflation

protection.

The incidence of poverty among the aged steadily declined

from the late 1960's, when one quarter of them lived in poverty,

through to 1978 when the rate had declined to 13.9%. Despite

this substantial progress in reducing poverty, there is mounting

evidence that inflation has begun (and will continue) to wipe

away that progress. After this decline in aged poverty rates,

the rate increased substantially from 13.9% in 1978 to 15.1%

in 1979, representing the largest increase since the Census

Bureau began collecting statistics. Again we believe the fixed

nature of many of the elderly's income components contributed

to this poverty increase.
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The 1979 poverty data also revealed the degree to

which the elderly, relative to other population groups,

are vulnerable to the effects of inflation. While the

aged's poverty rate escalated, the rate for persons under

age 65 remained static at 11.1%. Additionally, elderly

near-poverty rates (defined as the percentage of households

having incomes within 125% of the poverty threshold) rose

and are disproportionately high; in 1979, 24.7% of the

elderly were concentrated in this income category, compared

with 15.2% of the under 65 population.

Despite the limited, progress that the elderly achieved

in terms of income during the last half of the 1960's and

during the 1970's, other statistics demonstrate how economically

disadvantaged the elderly continue to be relative to the rest

of the population. In 1979, while only 9% of nonelderly-

headed households had annual incomes below $5,000, and only

21% of them had incomes under $10,000, 31% of elderly-headed

households found themselves in the former category while 62%

were included in the latter. Even adding the cash-value of

the in-kind benefits the elderly receive to their income levels

cannot change the fact that the elderly, as a group, generally

subsist on low and, in many cases, extremely inadequate incomes.
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B. Future Prospects Poor

As for the future, the income situation for the

elderly appears bleak. In the study previously cited,

Data Resources, Inc. (DRI) forecast that even if current

government programs remain in place with no legislated

cutbacks, the elderly's share of income relative to that

of the nonelderly will decline sharply'beginning in 1981.

This decline is illustrated by the figure on the next page.

While the reasons for this decline are complex, the major

factor remains the continuing high rate of inflation.

Although, in the past, much progress was made in

reducing poverty and improving the income status of the

aged, these recent statistics and forecasts indicate that

the elderly are most vulnerable to inflation, that they

are sustaining disproportionately larger losses as a result

of it, and that a rapid erosion of progress made in the past

has already begun. In short, continued high eate inflation

could reduce the elderly to an ece nomic situation worse than

that which prevailed a decade agt when nearly one-fourth of

them were poor.
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AVERAGE INCOME OF THOSE OVER AGE 65
RELATIVE TO THOSE UNDER 65

1950 1960 1970 1980 1990 2000

- Source: "The Aged & the Future Economy: An Interactive
Analysis", Data Resources, Inc., November 1980, page 19.

,52

* 50

.48
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C. Inflation and the Elderly's Income Components

Inflation is significantly altering the balance and

relative importance of the various components of the elderly's

income. Public programs are bearing an increasing portion of

the income support responsibility as inflation constricts the

"real" income received from private sources (such as private

pension payments, income from savings, etc.) since those

sources provide little or no compensation for inflation losses.

Private pensions, for example, are generally not in-

dexed. A Bankers Trust study of private pension plans cited

an average benefit increase of 16% in the period 1969-79,

compared to a CPI increase of 47%. A 1970 retiree with a

non-indexed private pension is now receiving a real income

from that source of less than one half the 1970 value.

With respect to savings, not only has the rate of in-

terest income not kept pace with the rate of inflation

(largely because interest rates have been limited to 5-6%

by Regulation 0), but the real value of savings accounts has

also been eroding rapidly. According to DRI's calculations,

$1,000 invested in a savings account in 1967 would have been

reduced to $667 in 1978 if the saver decided to divide the

interest between current income and reinvestment. These

lsses are common to most of the aged and are dispropor-

tionately borne by the low-to-middle income elderly (as

this is often their only form of financial savings). It
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is estimated by Professor Kane of Ohio State University

that Regulation Q has cost older consumers almost $20

billion over the past ten years.

Those elderly who invested in stocks and bonds to pro-

duce retirement income have sustained not only real capital

losses over the past decade but also low rates of return

on investment. Because stock prices (as measured by Standard

& Poors) have not risen over the past ten years, inflation

has cut the real value of the equity in most stocks in half.

Dividends, which are taxable, have averaged 4% over the ten-

year period, compared to an average 6-7% rise in the CPI.

A typical pattern for many elderly households is to

save for retirement, and at retirement, convert their savings

to "secure" forms (such as money in the bank, or corporate

bonds), sell their homes to clear themselves of any mort-

gage debt and to gain additional liquid resources, and then

rent. A retiree of ten years ago, following this pattern,

would have been impacted quite severely by the recent infla-

tion since the real value of their retirement savings would

have likely been cut in half.

As the elderly's participation in the labor force declines.

and as the real income derived from their private sources of

income falls, the responsibility for an increasing portion of

their income support is being shifted to the public programs

like social security and Supplemental Security Income
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which provide some measure of inflation protection. Table I

(shown below) demonstrates this trend.

TABLE I
INCOME SHARES BY

1967

Age 55-61

Wage arnd Salaries
Social Sec irity
Asset Income
All other

Age 62-64

Wages and Salaries
Social Security
Asset Income
All other

Ate 65-71

wages and Salaries
Social Security
Asset Income
All other

Age 72 & over

Wages and Salaries
Social Security
Asset Income
All other

76.6
1.6
5.2

16.6

67.3
7.6
7.9

17.2

34 . 3
27.6
14.2
23.9

10.9
43.0
19.,
26.6

SOURCE

1977

70.9
3.1
7.6

13.4

30.0
15.3
11.3
23.4

20.9
33.0
17.0
24.9

5.7
43.3
22.9
23.1

Source: Inflation and the Elderly
report prepared by Data Resources,
NRTA-AARP, January, 1980.

- Part I,
Inc. for

In 1976, it was estimated by the Social Security Administration

that two-thirds of the elderly depended-on social security for at

least one-half of their income and for 28% of the aged, social security

amounted to 90% or more of their total income. In 1976, 11% of
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persons age 65 and over reported public assistance as an income

source; 321 said such assistance represented one-half of their

total income and 22% said it represented 90% or more of their

income.

Given the deterioration that is occurring in the elderly's

income situation even with increased reliance on government pro-

grams, it is unconscionable that programs which serve this vul-

nerable segment of our population are being slated for substan-

tial and immediate reductions.
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III. SOCIAL SECURITY

A. Social Security: Cornerstone of the Elderly's Income

A 1977 Congressional Budget Office (CBO) study isolated

thq impact of various government programs on the incidence of

elderly poverty. The study showed that, were it not for income

from social insurance programs, 59.9% of all families headed

by an elderly person would have fallen below the subsistence-

based poverty line in fiscal 1976. Soci-Al insurance programs,

primarily social security and including federal pensions, sub-

stantially reduced that elderly poverty rate from 59.9% to

21%. Cash assistance programs, such as Supplemental Security

Income (SSI) and veterans' pensions, reduced the rate even fur-

ther to 14.1%. Of significance is the finding that social

insurance programs, dominated by social security, were respon-

sible for lifting an overwhelming 70% of the elderly out of

poverty.

The social security system obviously represents the corner-

stone of the elderly's income. Given its significance, improve-

ments in social security's benefit and financing structures

must be considered in order to insure its short and long term

financial viability as well as insure that it will be able to

continue to serve the present generation of older Americans and

accommodate what will be the different needs of the future elder-

ly population.
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B. Causes of Short-Term Problem: Adverse Economic Conditions

Over the past eight years, the financial well-being of

the system has proven to be extremely vulnerable to the effects

of high inflation, high unemployment, and declines in the rate

of productivity growth and real wage growth. Inflation has

consistently been much higher than expected and we have exper-

ienced periods of practically negligible growth or actual

decline in real wages. According to Social Security Adminis-

tration, calculations (using average social-security-covered

wages and salaries), in 1979, prices rose faster than wages,

yielding a -2.1 real wage differential; in 1980, the differential

was -4.6; and in 1981, it is projected to be -2.2. Because of

declining real wages, revenue for the system has not increased

sufficiently to cover the cost of inflation-induced increases

in social security expenditures.

High rates of unemployment for extended periods have also

severely reduced tax revenue to the system. At the same time,

high unemployment can cause increased costs for the system

because it causes workers--particularly older, unemployed

workers--to be attracted into retirement or disability status.

It is these trends that are largely responsible for the

unraveling of the 1977 financing package in spite of the large

payroll tax increases scheduled by that legislation. Congress

should recognize that the current payroll tax mechanism can no
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longer be relied upon to meet fully and consistently the short-

term financial needs of social security. In addition, we have

come to realize that over-reliance on the payroll tax structure

to fund the massive social security system has, in and of itself,

become a contributing factor to our economic problems, especially

inflation. The Congressional Budget .office estimated last

this year that the 1981 payroll tax increase would increase the

CPI by 0.2% in 1981 and increase unemployment 0.2% by 1983.

C. Associations' Recommendation: Limited and Temporary Use
6T General Revenues

Violently fluctuating economic conditions produce a great

deal of uncertainty for the social security system and make

sound financial planning utilizing the payroll tax extremely

difficult, if not impossible. Given the current economic

climate, some flexibility to use alternative revenue sources

should be built into the system. For this reason, our Associ-

ations recommend use of two counter-cyclical general revenue

devices specifically designed to offset some of the financial

impact that high rates of inflation, low rates of productivity

and economic growth, and high unemployment have on the program.

For over five years we have espoused these types of economic

safety nets for the system and we are convinced that only

through use of such devices can we ever expect the system to

be permanently rid of short-term imbalances caused by unfore-

seen adverse economic conditions.
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Specifically, we propose that federal general revenues

be used to defray partially the cost of automatic benefit

increases when these increases exceed a certain percent per

year--perhaps 6% or 8% could be selected as a realistic trigger

figure.

To complement this proposal, our Associations also recom-

mend use of another counter-cyclical general revenue financing

device to replace payroll taxes lost to the system as a result

of unemployment rates in excess of six percent. This device

would act as another automatic stabilizer -- this time on the

revenue/income side of social security -- and would assist

Congress in predicting future payroll tax needs of the system

by curtailing another area of uncertainty. However, this

device cannot stand alone as the only counter-cyclical device.

It is not likely to produce sufficient revenue to avert the

short-term imbalance the system faces, because high rates of

inflation combined with low real wage growth are more likely

to be the conditions which will more severely damage the

system's financial structure in the near term.

To those who have been adamantly opposed to use of general

revenue financing for the system out of concern that this could

lead to unrestricted benefit expansions, we would point out

that our proposed mechanism is designed solely to compensate

the system for adverse economic conditions and would be trig-
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gered only by such events. Once adverse economic conditions sub-

side, this mechanism would automatically be phased-out. Since

it is clear that an infusion of additional revenue is needed

to stabilize the cash benefit programs, the mechanism we are

recommending is one of the most conservative and restricted

in design.

We do not wish to leave this topic without some comment

on the source of the general revenues which we propose to use

for social security purposes. In our view, these general

revenues can come from: (1) increased and non-earmarked

revenue derived from existing or new taxes; (2) increased

revenue flowing from inflation throwing individuals and

corporations into higher tax brackets; (3) deficit financing

during periods of recession; (4) the shifting of expenditure

priorities within the context of the federal budget process;

and (5) the fiscal dividend that real economic growth will

yield when it resumes.

To the extent that general revenues are needed in any

year, the choice of source(s) for those funds should be made

through the Congressional budget process in the light of the

needs of the economy at that time. We hasten to add that since

our Associations want the federal budget brought into balance

when the economy emerges from the recession and that balance

maintained over the business cycle, in coming years, no single

source for the general revenues needed should be relied upon

year after year.
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D. Alternative Short-Term Proposals

1. General Revenue Financing of Part A Medicare

Several public policy experts and advisory bodies (in-

cluding the 1979 Advisory Council) have recommended either

partial or full financing of the HI Program out of general

revenues (with an accompanying shift of part of the HI tax

rate to OASDI).

NRTA-AARP believe it is inappropriate to consider fund-

ing HI out of general revenues as a response to the short-term

financing dilemma. This'proposal would make a major change

in the social security system and therefore necessitates more

careful deliberation and future planning. General revenue

financing for HI should be considered on its own merits--not

for the amount of short-term revenue it would generate for

the cash benefit programs. We hope Congress will not seize

upon the proposal solely to avert a short-term crisis in the

cash benefit programs or to roll back part or all of the 1981

payroll tax increase.

The first drawback of the proposal relates to its cost.

Financing half of the HI out of general revenues would neces-

sitate a large ($14 billion) expansion of the federal budget

and this amount can be expected to grow rapidly in future years

since uncontrolled hospital costs will continue to rise in

excess of the overall inflation rate.
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More importantly, however, shifting payroll taxes from

HI to OASDI does not respond to the specific cause of the

short-term problem and therefore would not really provide

the kind of automatic protection for the cash benefit programs

that they need; it merely provides more payroll taxes in the

short-term with absolutely no assurance that future economic

downturns will not again upset its financial balance. Over

the longer-term, the general revenue foz. HI proposal may end

up doing more harm than good. Severing the payroll tax con-

tribution/entitlement concept of the program, coupled with

the large, on-budget costs of this proposal, could invite a

means-test of program benefits as well as preclude enactment

of some long needed reforms in Medicare.

We acknowledge the argument that it is more appropriate

to put general revenues into the HI portion of social security

than the cash benefit programs because HI benefits are unrelated

to contributions and life expectancy. The cash benefit programs

are thus said to be "actuarial" and therefore suited for pay-

roll tax financing.

There are problems with this line of argument. HI payroll

tax payments are supposed to be analogous to insurance premium

payments to establish eligibility for benefits. If this is

eliminated, then something else--a means test perhaps--may end

up being used for determining eligibility. Furthermore, the

size of OASDI benefits is not strictly and solely related to

earnings records and life expectancy; the number of dependents

a worker has is also an important determinant.

80-480 0 - 81 - 7
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2. Capping or Reducing Cost-of-Living Increases

In'reaction to the historically large automatic

social security benefit increase in 1980, several pro-

posals have surfaced that would reduce the size of the cost-of-

living adjustments provided by the social security program.

These proposals have taken several forms: (1) capping the

increase at 70% or 80 % of what would- otherwise be the full

adjustment; (2) altering the construction of. the Consumer

Price Index (CPI) in a way that would yield a lower increase;

and (3) using either a price or a wage index, whichever yields

the lower benefit increase. These proposals have been con-

sidered quite attractive since, of all the possible benefits

cuts, reducing the social security cost-of-living protection

would produce relatively large and immediate savings for the

program and for the federal budget.

NRTA-AARP urge Congress to reject those proposals on

the grounds that any cutback in the elderly's inflation pro-

tection would further jeopardize their rapidly eroding real

income situation. It should be clear from the above discussion

that because they are a low-income group, the elderly represent

one segment of society that should not be singled out for any

curtailment in the only inflation protection which government

provides them.
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The inflation trend, by rapidly dissipating the

real value of many of the elderly's fixed income components,

is driving increasing numbers of them into the lower reaches

of the income distribution.

Even the social security cost-of-living increases which

the elderly receive do not maintain benefit purchasing power

because these increases are provided long after risinq prices

affect recipients' budgets, and they are measured by the

general CPI. With respect to the first-point, a January 1981

OMB study (entitled Report on Indexing Federal Programs)

indicates that, since 1975, social security recipients

have experienced a 3.41 decline in real benefit levels

due solely to the lengthy lag time in adjusting benefits

and the accelerating inflation rate.

Although it has been argued that the current CPI, at

times, overstates the inflation rate for the general public,

most detailed studies of this issue show that the experience

has been the opposite for the elderly. A study prepared for us

by Data Resources, Inc. (DRI) on the elderly's expenditure pat-

terns indicates that the general CPI tends to understate infla-

tion's impact on elderly budgets. This occurs because the

elderly, as compared to younger consumers, spend more of their

income in three categories of expenditures which are experi-

encing the most rapid price inflation--food at home, fuel and
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utilities, and out-of-pocket medical expenses. Because the

general CPI is not specifically weighted to reflect the

elderly's expenditure patterns# it has distorted and under-

stated the true impact of inflation on their budget.

Statistics from the DRI Study indicate that, since 1970,

the cost of living for the elderly has risen faster than the

cost of living for younger consumers. Between 1970 and 1979,

the Bureau of Labor Statistics all-urban CPI rose an average

7.2% rate compared to 8.3% for food at home, 9.4% for fuel

and utilities, and 7.9% for medical care. These costs have

risen at a composite rate of 8.4% per year versus a CPI in-

crease since 1970 of 7.2% per year. The DRI Study further

indicates that the adverse effects of this high inflation

rate among the core necessities are greater for the poorest

and the oldest of the elderly who, because of their lower

incomes, have less flexibility in altering their spending

patterns in response to higher prices.

Since higher inflation in the core necessities is ex-

pected to continue in the 1980's, the CPI's understatement

of inflation's impact on elderly budgets will continue as

well. For 1979 through 1985, DRI has forecast an 8.7% rise

in food at home, 9.9% for fuel and 10.1% for health care,

compared to an 8.7% rise in the overall CPI.

ta
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The Bridges G Packard study (previously cited) found that,

over the 1967-79 period, an index, specially constructed for

older consumers (CPI-O) to reflect more accurately their ex-

penditure patterns, grew slightly faster than the economy-wide

or general CPI-W. 'Their findings are consistent with the find-

ings of other recent studies on this subject. The following

table reflects their research.
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(Source: Bridges, Benjamin and Packard, Michael n.,
"Price and Income Changes for the Elderly", Social
Security Bulletin, January 1981, page 4.)

Bridges & Packard, however, acknowledged the inherent weak-

ness of their specially constructed CPI-O. In constructing this

index, the authors merely reweighted the seven major expenditure

categories of the general CPI to reflect the elderly's different

expenditure patterns in these seven aggregate categories. In order

to produce a more accurate and valid older persons index, these

seven expenditure categories must be pulled apart -- or disaggre-

gated -- into more expenditure classes and then reweighted to
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resemble the elderly's spending patterns. At the present

time, an economist, Dr. Thomas C. Borzilleri, is conducting

this type of research for our Associations. We would be

pleased to share with the Comittee the results of his re-

search when they are available in the near future.

3. Coments on Proposals that Would Alter Current Indexing

Our Associations urge Congress to reject proposals that

would alter the construction of the CPI solely for the purpose

of moderating the rate of increase it registers. The public

would quickly perceive this as either an underhanded attempt

to curtail the growth of indexed entitlement programs or an

attempt to lower fictitiously the inflation rate.

Some have endorsed the use of the CPI-X-l, recently

developed by BLS, because it would remove the current

CPI's flaw related to the treatment of homeownership. We agree

that the current CPI tends to overstate increases in housing

costs. From the point of view of the elderly, however, for

every overstatement in the general CPI, there is probably

at least one understatement in another expenditure category.

The current CPI must be more closely examined than it

has been to date. If Congress wishes to change the CPI used

to index the entitlement programs benefiting the elderly,

then it ought to develop an index which will accurately re-

flect their expenditure patterns.
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Another prominent proposal to alter indexing would limit

cost-of-living increases (especially those provided by the

social security program) to either the average rise in wages

or the average rise in prices, whichever is lower. This

"wage cap" would result in a severe downward ratcheting of

real benefit levels particularly if imposed over a number of

years. For instance, the CBO has estimated that this pro-

posal would reduce social security benefits alone by $26

billion over the 1981-86 period.

Some proponents of the wage cap proposal seem to be ad-

vocating it on the grounds of equity -- in other words, it is

inequitable to allow the incomes of retirees to rise more

rapidly than the incomes or wages of workers who must support

government programs through taxes.

Unless Congress is willing to adjust benefits according

to the rise in wages on a permanent basis even when wages

begin to outpace prices in the future, then the wage indexing

cannot be sold on the grounds of equity. Beneficiaries will

feel -- and rightfully so -- that they will always be getting

the "short end of the stick.* The overall rationale for cost-

of-living adjustment mechanisms must be consistent. These

mechanisms are not for the purpose of passing along to current

retirees increases or decreases in the standards of living of

current workers, but rather for the purpose of maintaining bene-

fit purchasing power.
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In several years over thn past decade, prices have in-

creased at a faster pace than wages. This trend, however,

is projected by most economists to reverse itself within

the next two years. Workers can have reasonable expecta-

tions over their future working lives of making up any real

income loss they are currently suffering as a result of low

growth, the recession and high inflation. Retirees, because

they are'not wage-earners and have many fixed components to

their income, have no expectations for recouping the infla-

tion losses they have already incurred and will continue to

incur as long as inflation is with us.

The elderly's real .income situation and their standards

of living are declining. Poverty rates among them are rapidly

escalating. All this deterioration is occurring despite the

provision of relatively "full* cost-of-living increases by

the major income support programs. If these increases are

curtailed in any manner (especially in a relatively perma-

nent manner through use of a wage cap or CPI-X-l, which would

curb benefit growth into the future), then the nation's

elderly could easily be reduced to the economic level that

prevailed a decade ago, when one out of every four of them

were below the poverty level.
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4. Other Potential Benefit Cuts

Other areas of possible benefit deliberalizations have

been suggested for the purpose of freeing up or generating

revenue in the short term.The Adminis;tration has suggested

eliminating minimum and student benefits even for individuals

currently on the benefit roll. Our Associations would flatly

oppose any consideration of benefit deliberalizations in the

short term even if these deliberalizations are imposed only

upon new retirees. To produce near-term savings, any benefit

cut would have to be imposed immediately with no transitional

period -- a method of deliberalization we vehemently object to

because it would defeat persons' reasonable benefit expectations

and allow them no time to adjust their retirement plans accord-

ingly.

We would add that some of these benefit reforms have

some merit. However, these are major changes that should be

phased-in over a long period of time and considered only in

the context of long-term, comprehensive restructuring of

the entire income support structure, not with a view toward

improving the short-run financial status of the system.

With respect to the proposal to eliminate the minimum

benefit, the argument is often made that the primary recip-

ients of this benefit are retired federal, statesor local

retirees who are considered to be reaping a windfall from

this benefit. This argument is made based on a 1979 survey

of minimum beneficiaries done by the GAO. This survey is
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far from comprehensive, since no information (regarding

degree of income dependence on the minimum benefit) was

obtained from 261 of those surveyed.

Although many minimum benefit recipients are receiving

an unintended advantage from the minimum provision, there

would still be many, low-income individuals who would be

left with no assistance--not even SSI assistance--if the

minimum were abruptly eliminated. This group would include

early retirees between ages 62 and 65, widows and widowers

between ages 60 and 65, and many other low-income, elderly

persons who meet the SSI .income test, but not the very

restrictive assets test. Even the GAO Report recognized

the potential hardship to this group of recipients and

recommended the following:

"To minimize the hardship of the few needy
beneficiaries who would not be eligible for
SSI, the Congress could authorize a limited
SSI payment which would replace a portion
of the social security benefit lost when
the minimum provision is eliminated."

Reform is needed in the minimum benefit as well as the

student benefit area, however, reform should not be achieved

by a precipitous cutback of benefits for current and/or

newly eligLble recipients who have reasonably worked for

and planned on this source of income. Time needs to be

provided for a gradual, thoughtful and fair phase-out of

these benefits.
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The Administration has also proposed to tighten up

the disability insurance program by improving its admin-

istration, providing a stricter recency-of-work test and

imposing a "megacap" which would limit total disability

benefits so that they would not exceed a worker's orior

after-tax earned income.

While we support more uniform administration of the

DI program to reduce the error rate (with the increase in

personnel necessary to carry this objectilve out), we oppose

.the reduction in the recency-of-work test and the megacap.

Tightening the recency-of-work test may deny benefits to

persons who gradually become disabled and unable to work.

The "megacap" drastically changes the entitlement concept

of the DI Program because it would introduce a "means toot"

into the program. Also, it should be noted that Congress

already moved last year to tighten up the DI program.

Further cuts are unjustified and would be overly severe

in their impact on this group of persons.

L, Fundamental Reform of Socia l Security Benefit
and Financiag Structura3 Ndeeded

The convergence of demographic, employment and economic

trends will make it impossible to continue the system as

presently structured into the next century. If perpetuation of

social security in such a form is attempted, either a massive

payroll tax increase (a near doubling of current rates)
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or benefit cuts of equal magnitude (through such steps

as raising the retirement age and/or price indexing of

the benefit formula) will be necessary. Any large pay-.

roll tax increase would.be incredibly disruptive not only

to our economy but also to our political and social fabric.

And, if benefits are substantially cut, the elderly will

inevitably be forced to sustain a significant deterioration

in their living standards and perhaps face the high poverty

rates that prevailed in the 1950's and 1960's.

To avoid the unhappy choice between large 2ayrolL

tax increases and a piecemeal dismantling of the system's

benefit protections, we recommend comprehensive reform

of the system's benefit and financing structures. This

reform must respond to the trends cited above,

particularly the adverse economic trends consisting of

a high, hard-core inflation rate, low real economic growth

and sluggish prod-_ *ivity gains. These economic trends are

financially detrimental to the system because they greatly

restrict the resources available to finance social security

and, at the same'time, certain featuresof the system (particu-

larly its over-reliance on payroll taxes) exacerbate rather than

help alleviate many of these economic problems. This situation

dictates that we begin now to rationalize the social security

financing and benefit structures to insure that scarce resources
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are not wasted and that the financing mechanism used contrib-

utes to, rather than detracts from, our future economic

health.

Briefly, to achieve these objectives, we suggest that the re-

vamped social security system include the followings

* a benefit structure that would

- strongly encourage employment on

the part of both younger and older

workers;

* a more diverse and less infla-

tionary financing structure that
would use separate and appropri-

ate tax mechanisms to finance social
security's divergent functions of

earnings replacement and social
adequacy;

* a benefit structure that is equit-

able in its treatment of individual
workers (particularly working wives

and single individuals); and

* a benefit structure which pro-

vides benefits in a cost-effective

and target-effecient manner and which

does not overlap or duplicate the bene-

fits provided by other government

income support programs.

The details of our Associations' comprehensive long-term

restructuring plan for the social security system goes beyond

the scope of this hearing. We would be pleased to provide you

with a detailed statement on our position upon request.
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rv. HEALTH PROGRAMS

The Administration's budget cuts in health programs.are

based upon the contention that Federal and State regulatory

efforts have failed to contain the rising tide of health

care costs due to the underlying cost-promoting bias in

the financing of services. Therefore, a number of interim

measures have been proposed by the Administration prior to

the adoption of comprehensive legislatio; to remedy market

distortions and encourage competition in the delivery of

health care. Our Associations believe that the elimination

of certain programs and the devastation of others through

reduced federal support is at best shortsighted; We believe,

as many of the members of this Committee must, that the

transformation of the health care marketplace contemplated

by the Administration is not possible in such a short time

frame. While developing meaningful (price) competition in

this market is indeed a desirable goal, we hardly think it

justifies the extreme interim spending reductions proposed

by the Administration In certain programs.

A. Medicaid

The new Administration states that the Medicaid program

contains excessive benefit provisions, overly generous eligi-

bility criteria, and is poorly mangaged - all leading to ex-

cessive cost increases. The complaint is expressed as to the
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15% a year growth in total Medicaid spending over the past

5 years (as hospital costs continue to escalate at annual

rates of 16-18%). As an interim measure, therefore, the

Administration proposes a cap on Federal expenditures

which would reduce outlays by $100 million in the current

fiscal year, allow an aggregate increase of only 5% in

FY 1982,.and thereafter limit the increase in Federal

matching payments to no more than the rate-of inflation

measuredd by the GNP price deflator). The Administration con-

tends that this can be done"without reducing basic services

for the most needy"-- though there is some question as to

how or by w= "basic services" and the "needy" would be defined. Further-

more, during the 1983-86 period the Administration expects

to institute comprehensive health financing and Medicaid

reforms, as yet unspecified, to reduce the rate of health

care cost inflation and to improve Medicaid.

Our Associations oppose this "interim" measure because

we believe that strong Federal support of the Medicaid pro-.

gram is an essential component of the "social safety net"

for the poor, especially the most vulnerable of this group,

the elderly poor. Approximately one in five older Americans

are Medicaid recipients. Currently, 411 of total Medicaid

expenditures are going to nursing home care. Expenditures

for nursing home care constitute the single largest health

care liability for persons over the age of 65 and are the

major source of catastrophic health expenses for this
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group - of which over 20% will at some point in their lives

need to enter a nursing home. The importance of the Medicaid

program to the elderly is further highlighted by the fact that

87%. of all public expenditures for nursing home care ($8.8

billion) and 49% of all spending for nursing home care in

1979 were Medicaid dollars.

The Administration's proposal is expected to reduce the

total federal payment to State Medicaid programs' in FY 1981

by $300 million and in FY 1982 federal spending would be re-

duced from $18.2 billion to $17. 3 billion as a 5% cap is

implemented ,resulting in all but three States receiving re-

duced (federal) payments. The implications of such action are

serious. Current trends toward dual systems of care for Med-

icaid beneficiaries will intensify and access to care become

even more difficult. Indeed, the $900 million in savings pro-

jected for FY 1982 (with savings exceeding $5 billion by FY

1986) represents a false economy, as the demand for long-term

care services is already creating a substantial back-up in

our acute-care hospitals. The impact of this "capping" proposal

on the Medicare program, therefore, deserves immediate action.

Our Associations believe that the "capping" of the Medi-

caid program alone without taking effective, across-the-board

measures to restrain the uncontrolled escalation of health

care costs represents an abrogation of responsibility on the

part of the Federal government as the primary purchaser of
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health care services. In this instance, taking the expedient

course of action recommended by the Administration will seriously

impact the availability of quality care for many elderly

Medicaid recipients, the most vulnerable and dependent of

allgroups. This seems to be in stark contrast to the

avowed purposes of the Administration's budget proposals and at

variance with his repeated pledge to protect those truly

needy individuals dependent on Federal assistance.

Our Associations believe that the Administration's Medicaid

"capping" proposal deserves serious and thoughtful considera-

tion and that all alternative proposals should be carefully

evaluated.- This is not to say that we do not share the

Administration's view that the entire Federal mandating

process should be reviewed. The States clearly should main-

tain and perhaps even be allowed to expand their authority

to restructure Medicaid benefits to most appropriately meet

local needs. However, in light of the dependency of the

elderly on the Medicaid program for essential long-term-

care services and the nonavailability of meaningful alter-

natives, our Associations oppose the capricious reduction

of Federal support for the Medicaid program and urge you to

reject this portion of the Administration's budget package.

The Congress has expressed a desire to see that cost

effective alternatives and options to nursing home care

are developed (most recently in the Medicare home health

80-480o - I -
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care liberalizations of P.L. 96-499, the Omnibus Budget

Reconciliation Act of 1980). Yet p-lacing an "interim cap"

on the Federal matching payment to already severely strapped

State Medicaid programs would only cause further restric-

tions to be placed on the availability of mandatory home

health services and (optional) community-based personal

care services.- Currently, access to home health care

is at best difficult in those many States where

reimbursement levels are far below even the Medicare rates.

Instead of moving to dismantle the semblance of a fully

integrated national health care program for the poor, the

Administration and Congkess should be working (through appro-

priate incentives) to obtain State-to-State uniformity in

the range and scope of benefits that are available- with

obvious concerns as to the availability and need for par-

ticular service mixtures.

Additional and significant reductions in Federal support

for the Medicaid program as proposed by the Administration

will have a serious impact on the availability of quality

health care services, particularly institutional long-term

care services. State Medicaid rates for nursing home care

are clearly inadequate in most cases and Medicaid patients

are often only maintained because facilities' private pay

patients subsidize their care. Further reductions in Federal

support will undoubtedly make what is at present a bad situa-

ation worse.

1/ Only 4 States offer personal care services to their cate-
gorically needy under Medicaid while 10 provide such benefits
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In addition, in light of the severe reductions that are

scheduled in Federal matching payments for the Medicaid program

andthe untenable situation many States face in funding this

joint Federal-State program, eliminating the 50% Federal minimum

matching rate, as proposed by the Finance Committee staff, would

be unnecessarily extreme and have a serious impact on those

elderly so dependent on the Medicaid program (i.e. the poor,

frail elderly in nursing homes). We are al-so curious as to the

rationale behind requiring a Onominal"copayment (only) for

patient initiated services. We would remind the Congress that

Medicaid covers only approximately one-third of those individuals

below the poverty level and that the median income of Medicaid

households is $5,990. Frankly, we do not believe even "nominal"

copayments on mandatory or optional services are justified under

these circumstances.

B. Medicare

There is evidence that the Congress is supportive of an

incremental, systematic evolution in the delivery of home health

services. In the closing days of the 96th Congress, a number of

liberalizations in the Medicare home health program were approved

as part of the Omnibus Budget Reconciliation Act of 1980 (P.L.

96-499). Our Associations, like most of the members of this
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Committee, strongly supported these changes, which included (Section

930): the removal of current 100-visit limits under Parts A and B

of Medicare; removal of the 3-day prior hospitalization requirement

under Part A; the inclusion of occupational therapy as a qualify-

ing (Oskilled") service; the nonapplicability of the Part B

deductible for home health services; the elimination of discrimina-

tory licensing requirements based on the tax status of a home health

agency (as a qualifying condition to receive provider status under

Medicare); the establishment of an HHS-approved training program

for home health aides; and (Section 931) the establishment of

regional intermediaries for home health care. The Administration

now proposes to repeal or rescind these "low priority" reforms

along with provisions in P.L. 96-611 which provide coverage for

pneumococcal pneumonia vaccine under Medicare. To repeal these

needed changes in the home health program, costing an estimated

$35 million in FY 1982, is not only ill-timed but extremely short-

sighted. At the same time that our "at risk" population of older

Americans with chronic degenerative conditions is mushrooming,

our various public and private home health programs are meeting

the needs of only some 25% of those in need of such long-term

care services. In FY 1978 Medicare home health expenditures

($520 million) constituted only 2% of total program outlays
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while hospital care amounted to 74% of expenditures. As for

Medicaid, only 1% ($211 million) of total Medicaid dollars was

spent on home health - and three-fourths of this in New York

State. In the absence of public policy changes, estimates are

that in the year 2000 some 2 million persons - 89% of them over

the age of 65 - will reside in a nursing home, an increase of

54%; by the year 2030 there will be nearly 3 million nursing home

residents, a 132% increase. Yet even these projections do not

reflect likely increased utilization due to changes in family

structure. Expenditures for nursing home care are expected to

more than triple by the year 1990 (reaching $76 billion) and

remain the fastest growing area in the health sector. Further

compounding this problem are other ominous trends. :These include

the fact that the growth in the number of nursing home residents

continues to outpace the growth of the elderly population in

general and, as the growth in nursing home outlays continues to ex-

ceed the growth in the elderly's income, that private pay nursing

home residents will exhaust their resources, and "spend down" to

Medicaid at an even faster rate in the future.

Our Associations believe that current efforts to scale back

Federal spending in this area deserve thoughtful consideration

and that this Committee should not foreswear innovative approaches.

It is within this context and out of concern for long as well as
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short term public spending that we have supported Senator

Packwood and Senator Bradley's Title XXI legislation, "Non-

institutional Long Term Care Services for the Elderly and

Disabled Act." We hope that this Committee and the Congress will

carefully consider this legislation when it is reintroduced.

The information that this six year demonstration project will

generate is. needed before we can begin to effectively meet the

long term care needs of our rapidly growing aging population.

Although a program to provide pneumococcal pneumona

vaccinations to the elderly under Medicare would entail a net

cost of ;43 million in the first year, a recent study by the

Congressional Budget Office shows that the inclusion of this

service under Medicare would actually save the program $6 million

in the fourth year and $11 million by the fifth year as a result

of a reduction in costly (hospitalization). In addition to its

cost effectiveness, it is estimated that 5,500 lives would be

saved over a five year period. To start to counter these trends

our Associations strongly recommend that the aforementioned

amendments to the Medicare program be reaffirmed. To not allow

these reforms to be implemented (effective July 1, 1981) would

reflect an inadequate understanding of the dilemma this nation

faces in the delivery of long-term care and preventive health

services to an aging population, as well as being pennywise but

pound foolish.
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In addition, the Administration has proposed the elimination

of the 8 1/2% inpatient nursing salary cost differential (saving

$200 million in FY 1982) and the authority for civil money

penalties for Medicare fraud. We support both of these cost

savings measures as well as the Administration's proposal to

institute competitive contracting for Medicare carriers and inter-

mediaries. We oppose, however, for reasons already outlined less

frequent surveys of skilled nursing facilities. This latter pro-

posal would only serve to further exacerbate the already serious

quality of care problems public pay patients encounter in

participating nursing facilities.

At the same time, our Associations support a number of

provisions recommended by this Committee during the 96th Congress,

including: payments to promote the closing and conversion of

underutilized facilities ($2 million in FY 1982 savings); and

the limitation on reasonable costs and reasonable charges for •

hospital outpatient reimbursement.

However, a number of additional items have been proposed

as alternatives or supplements to the Administration's proposed

FY 1982 reductions which we find objectionable. The Senate Finance

Committee staff has formulated several options for additional

savings in the Medicare program - most of which are troubling.

For the most part, these options would call for significant in-
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creases in cost sharing liability on the part of beneficiaries.

One type of proposal would increase the Part B deductible to as

much as $100, index the deductible to reflect increases in program

costs, and/or require that it be satisfied on an annual basis. One

senses from these alternatives a conviction on the part of Committee

staff that the elderly should bear a greater portion of the burden

of these programs. To us this seems rather incongruous since the

health care cost spiral continues to push the total cost of health

care for older Americans well beyond their growth in income. The

intent of such a proposal seems clear - to reduce utilization of

Part B services on the part of the most vulnerable of the elderly,

those in poor health and needing treatment. Older Americans

already pay 3.4 times ($2,026/ CY 1978) the $596.82 per year an

under - 65 individual spends on health care and 43% moreco! their bud-

gets on out-of-pocket health care. A total of 37% ($746) of per

capita outlays are from private funds -- exceeding the total per

capita amount paid by those under the age of 65. When one factors

in the deductibles, coinsurance, and premium payments required

under Medicare, direct expenditures for health care services on

the part of the elderly exceed the portion of their annual health

bill covered by Medicare. Considering (Part B) physician services

alone, beneficiary liability is approximately 69% of total

physicians' charges due when deductibles, coinsurance and
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unassigned claims are included. And as we know all to well, on

only 45.8% of services do physicians accept Medicare payment as

full reimbursement.

Furthermore, requiring coinsurance (we assume 20%) for home

health benefits undor Part A and B or Part B alone will only serve

to further deny access to community based alternatives to nursing

home care. As we have noted, access to home health care is

already severely limited. Moreover, over half of all individuals

with annual health expenditures exceeding $5,000 are institu-

tionalized in long-term care facilities. Supplementing this

Finance Committee staff proposal for home health as well as the

increased Part B deductible solely for budgetary reasons is

extremely ill-advised. It would represent a significant re-

gression on the part of the Congress at the very time the elderly

can least afford it. In combination with severe restrictions in

Medicaid funding for FY 1982, any hope for progress in the

development of a meaningful and cost effective continuum of

long term care services will be lost.
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C. Health Plannina

Another area of concern to our Associations is the pro-

posed phasing out of health planning over the 1981-83 period,

supposedly in concert with the Administration's 2-year time-

table for the development of a comprehensive package of health

care financing reforms aimed at encouraging competition in.

the health sector. Frankly, to us this is not a "quid pro

quo." It is highly unrealistic to expect such comprehensive

reforms aimed at constraining the health care cost spiral

to be implemented within this period. At the same time, the

Federal government would be dismantling the only national

cost containment program it has in place - and one with a

proven track record of broad-based community involvement

and success in containing health care costs.

The Administration proposes a reduction of $28 million

in FY 1981 funding for State and local health planning

programs, $100 million reductions in FY 1982, and a ccmplete phase-out

by FY 1983. Unfortunately, the Administration's view of

health planning is unidimensional; that is, it serves

merely a public utility function. To the contrary, our

Associations view health planning and the certificate-of-

need process as a viable State and local decision-making
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process with demonstrated successes. It remains one of

the few tools government and health care consumers have

in the battle against rising health care costs.

While many speak of the well recognized need to change

our inadequate and cost promoting reimbursement system,

this alone will not solve the problem. We have to look

at the supply side, and through the health planning process,

continue to discourage, disapprove, or modify capital pro-

jects that are not effective. It seems ill-advised to jetti-

son federal financial support for local health planning at

the very time it is needed most and when our growing senior

population is most vulnerable to the health inflation spiral.

Health planning is impossible to evaluate on the basis

of outcome measures alone. In fact, in terms of its clearest

objectives the performance of the planning process J. .est

reflected in things that did not happen or in things that

happened in a qualitatively better or more responsive fashion.

For example, annual expenditures for health facilities con-

struction has continued to decline in constant dollar terms

since the early 1970's, falling 26% in the last four years

(1976-79). Planning agencies have also disapproved approxi-

mately 20% of the $5 billion per year reviewed by local

planning agencies. This process, in successfully avoiding

capital expenditures where demonstrated surpluses already
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exist, help reduce Medicare and Medicaid outlays otherwise

expended to maintain unnecessary and costly beds, facilities,

and equipment. And yet, the real dollar savings-in public

programs and systemwide come with projects that are delayed

or modified as a result of Health System Agency (HSA) review

prior to formal submission of the project under either CON

or 1122 review. In part as a result of health planning,

hospitals'own institutional planning - as reflected in the

quality of their capital expenditure proposals -has improved

dramatically in the last five years. In a 1979 national sur-

vey of hospitals 64% said they had expansion plans and 211

of these indicated that..they had postponed or dropped such

plans due to the need for planning agency approval.

It is also interesting to note that on a per capita basis

more expenditures are being approved in rural areas than in

urban areas and that planning agencies are approving much

higher net increases in hospital beds in areas of high popu-

lation growth while fostering net decreases in areas of popu-

lation loss. At the same time,approval rates have increased

sharply for needed alternative, new, or "other facilities

and services"when compared to approval rates for hositals and nursing

homes. This would seem to counter the arguments being advanced

by the Office of Management and Budget (OMB) that market

access (and thus competition) is being unwisely restricted

by CON, 1122 review and the health planning process in general.

Other positive changes at the local level, readily discern-



119

able but not easily quantifiable, include the timely alloca-

tion of new resources into underserved areas, educating the

public about health and health care problem and creating

new coalitions of business and labor to tackle health care

costs. The cost -- less than one dollar per year per capita

for all health planning in an industry costing more than

$1,000 per year per capita and the elderly more than $2,500

per year -- is relatively small. Should health planning be

eliminated it has been estimated that there would be a 50%

increase in capital construction over the next 4 years, or

$10 billion more than under the current system.

Our Associations believe that the health industry's

Voluntary Effort (VE) to contain health care costs offers

older Americans very little in the way of relief. We are

disturbed at what seems to be a growing tendency on the

part of the Federal government to eliminate or de-emphasize

its own capacities as a prudent buyer in the name of market

forces and to back off from its responsibility to constrain

our rapidly rising national health bill (and the Federal

share of it).

Simply stated, the alternative advanced by the

Administration, implementation of pro-competition legislation,

is not a near-term possibility. Dy the same token we would

note that planning is and will remain an essential to the

implementation of any competitive health system. Local
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planning agencies are well positioned to provide.major

consumers and purchasers of health care information that

is needed in order to make those informed and price con-

scious choices that are basic to the effective functioning

of a competitive system. We believe that organizations

such as ours must work with the Congress and the planning

community? to strengthen the local health planning process,

making it even more effective and responsive to Jocal needs.

At the same time we must realize that health planning

is a recent development and must have time to develop.

Results cannot and should not be expected overnight. To

eliminate Federal expenditures for health planning only

2 or 3 years after much of the machinery for this process

was put in place would epitomize "waste" in government

spending. To quote from an unexpected source, Congressman

David Stockman said during the debate on funding for health

planning in the 96th Congress, "if funding reductions are

to be made, it seems far more sensible to me to channel the

bulk of available. funds to the local health planning effort,

rather than to State or Federal health planning administrators

who are further removed from the immediate needs of the com-

munity." We agree with Mr. Stockman's assessment and we'hope

you will when the Administration's proposed phase-out of local

health Flanning is considered.
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D. HMO_ s

Starting with rescissions of $37 million to the loan

fund in FY 1981, the Administration proposes completely

phasing out Federal support ($54 million in FY 1981) for

the development of Health Maintenance Organizations (40's)

by the end of 1983. We find this proposal inconsistent

with the stated intent of the Administration to encourage

the development of alternative health care delivery systems,

the necessary lead times required of most HMO's to become

fully viable, the demonstrated cost savings HMO's generate,

and the significant financial support State and Federal

government provides (primarily through tax expenditures)

to such high-cost institutional providers as hospitals and

nursing homes. We would contend that these modest levels

of Federal financial support are needed to expand access to

the HMO alternative in those many areas of the country where

private ventured capital has not been invested in HMO development

yet where therp is significant potential for growth and

where health care costs are out of control. Indeed, the

major impediment to H140 development is not overly restric-

tive requirements for Federal qualification found in the

2IMO Act but the inadequacies of our reimbursement system.

Should the Congress decide to further limit access to HMO's

by eliminating Federal support during the initial years of

development,we would hope that the Congress would act to

provide elderly Medicare beneficiaries equal access to HMO's
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through changes in the way HMO's are reimbursed for ser-

vices. As individuals, the elderly for the most part can

not enroll in HMO's. Changing reimbursement from a cost

plus to a prospective, pre-payment basis for Medicare ben-

eficiaries with required open-enrollment periods would act

as a powerful incentive for the development of the HMO option

for all segments of the population. Clearly, retrospective,

cost based reimbursement is not financially attractive nor

viable for all but the largest and most capital-rich HMO's

(e.g. Kaiser Permanante).

While our Associations' contention that. Federal financial

assistance should be maintained at current levels is, for the

most part, the product of our deep concern over escalating

health costs, we do believe that the current support pro-

gram should be more carefully targeted and selective. The

focus of thiq program should be on areas with high growth

potential as well as on HMO's serving special or otherwise

unserved population groups. The latter goal may not be as

easily a subject of prescriptive financial analysis, and HMO's

serving such high risk groups are likely to find initial

private financing unavailable without early F. eral financial

support in the form of loans, loan guarantees and grants.
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E. Alternative Suggestions for Reducing Federal Health Care Outlays

Our Associations have a number of suggestions to make

for reducing Federal outlays for health care that we believe

are preferrable to those being advanced by the Administration.

First of all, as we all know hospital costs (which repre-

sent some 40% of all health care costs) continue to increase

at rates far in excess of the general rate of inflation,

driving up Medicare and Medicaid costs. In January of this

year alone, hospital-costs (CPI-U) increased 2% while the

all items CPI rose 0.7%. Our Associations have long

urged the Congress to place federal limits on increases in

hospital revenues per admission. Such an across-the-board

approach would not single out Medicaid or Medicare bene-

ficiaries for special restrictions.

Since the Congress has rejected such a uniform imposi-

tion of limitations on the rate of increase in hospital

costs,we believe as an alternative it should encourage the

adoption of State rate setting programs (a total of seven

States already have mandatory rate review programs). This

would reduce Federal and State outlays as uell as payments by pri-

vate purchasers of hospital care. We would also suggest

80-480 0 - 81 - 9
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that the Congress direct the Federal government to share a

greater portion (e.g. one-third) of the savings in Medicare and

Medicaid costs that are achieved through such rate review with

the States. Providing financial incentives for additional States

to initiate effective rate review is in concert with the goals

of H.R. 2626, the Hospital Cost Containment and Reporting Act of

1979, as approved by the 96th Congress. Based on rather conserva-

tive assumptions, the Congressional Budget Office (CBO) estimates

five year (1982-86) savings of $2.4 billion to the Federal govern-

ment from such. an initiative (assuming 25% of costs are reviewed

and 1/3 of Medicare savings passed on to the States).

Since 1975 revenue losses from tax expenditures have been

rising at a rate of 14% per year while the annual rate of increase

in direct federal outlays has been about 11% over the same time

period. Therefore, in the area of tax expenditures, our Associa-

tions believe that the exclusion from taxable income of employer-

paid health insurance premiums deserves the Congress' attention.

This exclusion of subsidy will reduce tax revenues by $21.4

billion and social security trust fund revenues by another $7

billion in FY 1982. Our Associations support limiting this

exclusion to a fixed, regionally determined monthly dollar

figure (e.g. $1201 if, as a "quid pro quo; some form of

catastrophic or stop-loss protection was adopted as a required
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part of all qualifying health plans and if such benefits were

conveyed to individuals upon retirement. This minimum, catastroph-

ic protection should include some degree of protection against

long-term care costs. Cumulative five year savings from the

imposition of such a ceiling would approximate $17.9 billion.

On the supply side, severe and immediate limitations should

2/be placed on the tax exempt status of hospital bonds? Approxi-

mately half of the funding for hospital capital projects comes

from tax-exempt bonds ($3.4 billion of these bonds were issued

in 1979). The direct Federal revenue loss from all outstanding

hospital bonds in FY 1982 will be $700 million. We seriously

question the efficacy of this subsidy which allocates resources

on the basis of a hospital's financial standing rather than the

need for such facilities. Also, the magnitude of the subsidy

promises to increase greatly should local health planning and the

certificate-of-need process be phased out as the Administration

has proposed. Such tax-exempt status for hospital bonds in those

many areas of our country which are overbedded also further

escalates Medicare and Medicaid reimbursement levels for empty,

unneeded beds. Every $1 saved by borrowing hospitals costs

$1.33 in lost Federal revenue. -

2/For hospitals able to demonstrate the need for new construc-
Eion in a growth area, this subsidy could be retained.

3/CBO, Reducing the Federal Budget: Strategies and Examples,
Y1982-86, February 1981.
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V. THE LOW INCOME ENERGY ASSISTANCE PROGRAM (LIRAP)

The Associations have serious concerns about combining the

LIKAP program and the AFDC emergency assistance program into an

Emergency Energy block grant to the States and funding it at

substantially reduced levels. Because States would establish

their own priorities and exercise total program control over

resources, we are concerned that the elderly's energy needs will

be "lost in the shuffle."

Currently the program is funded through the Windfall

Profits tax which in essence redistributes the taxes levied

on the high profits oil companies are experiencing due to

oil price decontrols to low-income households which can ill

afford the skyrocketing costs of home energy. The States
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do not receive revenue from this tax and may therefore be

reluctant to pick up their share of the costs for this

assistance. It is important to note that under the current

program, 95 percent of the monies are already in the form of

block grants to States which draw up their own plans, sub-

ject to HHS approval, for dispersing available funds.

Currently, Federal guidelines do allow States some flexibility

in determining local needs.

Oil price decontrols (and expected gas price decontrols)

are Federal initiatives. It is incumbent upon the Federal

government, therefore, to continue to provide energy assistance

to those in need. We would suggest that it would make more

sense for the various energy assistance programs to be consoli-

dated at the Federal level rather than continuing the current

fragmented approach of placing some -at the State level (through

the massive block grant) and keeping other initiatives in

various agencies in Washington. Such a coordination of programs

would make current benefits more accessible, eliminate duplication

or overlap, and fill in the gaps to meet needs where current

programs do not. Furthermore, streamlining programs would re-

duce administrative costs, and within budgetary constraints,

make it possible to reach more needy persons.

In our view, this consolidated national energy assistance

program would have three major components: direct assistance,

weatherization, and outreach. Each state would have the

flexibility to determine how best to meet these three goals,
which would give them more flexibility and allow them in

turn to consolidate fragmented energy assistance programs

within their jurisdiction.
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ij. CONCLUSION:

Anti-Inflation Strategy Must Be Comprehensive and
Multi-Faceted

Our Associations have been observing inflation closely

for over a decade. In the process, we have come to recognize

the commonly accepted myths concerning the origins and

nature of modern inflation. These myths are still prevalent

in the press, in the minds of the public, and in the minds

of many policymakers. We will not gainjauch ground in the

battle against inflation unless these myths are abandoned.

Federal deficit spending is blamed by a large proportion

of the public as the entire and sole cause of inflation.

Without dispute, it is an important factor in inflation, but

mathematically it cannot remotely account for the large price

rises in the economy, which are now over $250 billion a year.

The-printing press, the public's shorthand expression for

expansive monetary policy, is probably the number two whipping

boy for inflation. Labor unions' "excessive" wage demands are

blamed. Administered prices are blamed. The OPEC cartel has

also been held solely reponsible for recent inflation.

In our view the wage/price spiral represents the backbone

of our current inflation problem. A study made in 1980 by DRI

mathematically established the wage/price spiral as the largest

component of modern inflation. If inflation is running between

12% and 13% a year, the wage/price spiral is probably contributing

about 8% to 10% to the rate, representing what is commonly labelled

the "hard-core" rate.
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Some policymakers have argued that the elderly should

share, along with other groups of society, in government

spending restraint necessary to help bring inflation under

control. Since it is impossible to make the elderly inflation-

proof, we agree that controlling inflation must be our priority

concern and recognize that spending restraint is one part of the

strategy necessary to curb inflation. However, before enlisting

the elderly in any inflation battle and accelerating the rate of

decline in their real incomes and living standards, we would

want reasonable assurances that government will pursue an

effective anti-inflation strategy that would bring down the

rate in a short period of time and also provide for an equita-

ble sharing of the "pain" such a strategy must inevitably en-

tail.

Although no one can accurately predict to what extent

balancing the budget will dampen the public's inflationary

expectations and help to unwind the wage/price spiral, some

economists estimate that, at most, balancing the federal

budget will shave a few percentage points off the aggregate

inflation rate. Without specifically dealing with cost-push

factors, we do not expect inflation to be radically slowed

in the coming months. Supply-side economics; based on a

revival of savings and investment in new capital facilities,

is inherently a longer-term, anti-inflation strategy.
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To deal with inflation in the short-term, our Associations

recommend the following combination of policies:

First, a strong incomes policy must be pursued;
the President should be given standby authority
to impose wage/price controls on a selective
basis. I

Second, the federal budget should be brought
into balance over the next two or three years
and maintained in balance over the business
cycle.

Third, money supply growth must be gradually
reduced and ultimately kept in line with real
growth in the gross national product.

Fourth, competition in the economy should be
furthered by deregulation where appropriate,
removal of import quotas and refraining from
further government and private actions which
increase prices.

We would like to emphasize the importance of using a

strong incomes policy to attack the wage/price spiral.

Incomes policies can range all the .way from exhortations

(or "jawboning") by the President or other leading public

figures to a full-blown program of monetary wage/price

controls modeled after the programs in effect during World

War II and the Korean War.

In our opinion, in order to deal effectively and resolutely

with the wage/price spiral and inflationary expectations, the

President should be given standby authority to impose price

and/or wage controls in those sectors of the economy that are
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leading the inflation parade. The health care industry is

an outstanding example of just such a sector; the rate of

escalation in health care costs has been clearly out of

control for some time.

Standby authority for the implementation of controls and

an expressed willingness to use them, if and when necessary,

will immediately alert the public to the fact that the govern-

ment is serious about reducing inflation to tolerable levels

within two to three years. The more forcefully it is indicated

to the various groups that they must cooperate in the common

effort, the less likely it is that the standby authority will

have to be exercised in more than just a few cases.

We would like to stress that although we support a gradual

reduction in the rate of growth in the money supply and fiscal

restraints, we cannot depend on these policies to dampen

inflation in a reasonably short period of time. While these

policies take time to be effective, inflation will be doing

great harm to the economic and social fabric of the nation.

Dependence on restraining monetary and fiscal policies alone

to reduce inflation has ldd Great Britin into exceptionally

high unemployment and costly industrial stagnation. In the

United States, we must deal directly with structural "imper-

fections" in the economy, which are not going to disappear by

waving "macroeconomic" wands or by repeating incantations of.

the virtues of.supply-side economics.
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In summary, our Associations support the Administration's

effort to reduce Federal expenditures, balance the budget, re-

duce unacceptably high rates of inflation, and revitalize the

economy. However, we do not ascribe to the theory that such

fiscal restraint in tandem with massive tax cuts will abate the

inflation spiral - the paramount concern of older Americans.

Until government indicates it will pursue an effective, multi-

pronged anti-inflation program that includes not just fiscal

and monetary restraint but also a tough incomesm policy that

will bring down inflation rapidly and spread the *pain' of

curing inflation in an equitable manner, do not expect the

elderly to be willing to accept proposals (such as reducing

social security's cost-of-living adjustment) that would re-

duce the only inflation protection they have, but otherwise

leave double-digit inflation unchecked" and be assured that

cuts in health programs we have described above will only serve

to further exacerbate the increasingly serious problems the

elderly face in coping with inflation and in receiving quality

health care. There are numerous alternatives to the Administra-

tion's proposals we have discussed that would act to constrain

on-budget expenditures of the Federal government while maintain-

ing a "social safety net" for the truly needy. We hope this

Committee and the Congress fully realize the importance of such

programs as social security, Medicare and Medicaid to the

elderly so that you will seriously and carefully explore other

options prior to supporting the Administration's proposed budget

reductions entoto".
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STATEMENT OF JACOB CLAYMAN, PRESIDENT NATIONAL
COUNCIL OF SENIOR CITIZENS, ACCOMPANIED BY BETTY
DUSKIN, RESEARCH DIRECTOR FOR NATIONAL COUNCIL OF
SENIOR CITIZENS
Mr. CLAYMAN. Mr. Chairman, Senator Moynihan, earlier in the

proceedings Senator Moynihan indicated a concern about the lack
of public interest. He was particularly worried when the press
wasn't here. That is a concern that I have too, not about the press,
but the plain fact is that the American people really don't know
what this is all about yet.

There is great confusion. The facts are never laid out straight
and clear and understandable to the ordinary public. But it will
come ultimately, and I assure, at least in my humble judgment,
Senator Moynihan, in the not too distant future that there will be
an understanding of this total program.

And it may very well be that the necessities of procedure, con-
gressional procedure, demanded haste but in our judgment it is an
unseemly haste and action on the budget cuts.

I come from a senior citizens organization which represents basi-
cally the poor and the moderate income segment of our society, and
so I have a very special interest in those people, and I keep repeat-
ing almost ad nauseam a few facts generally not comprehended
yet. In much of our society, particularly in the last couple of years,
Senator Moynihan, academia and others have been obsessed with
the notion that in the main the senior citizens of America are in
good shape.

They don't need much help. There are a few at the bottom of the
barrel that may need assistance, but quickly I repeat these figures;
they must be kept in your mind; if I had a brand, I'd brand them
on everybody's memory.

In 1979-it is a little higher now-the poverty level was $3,479, a
single person, that means $66 a week. For a family of two, it was
something like $4,394, or a weekly salary or weekly income of $84 a
week.

And when you also include in that category, as per necessity, the
near poor, literally one-forth of all the elderly in America, roughly
6 million people live in poverty. And if there is an assumption that
there is a safety net under these 6 million, I'm afraid we who work
with the elderly do not discern it at all.

For example, and I'll do this quickly, you can't break the fall of
hundreds of thousands of people in poverty with these cuts. In the
low-income energy assistance program, when you cut it fully by a
fourth and add double jeopardy by sending the three-quarters to
the States, it just won't work. Hundred of thousands will fall
through that fragile net.

Housing: We in the National Council of Senior Citi 3ns are very
much concerned with this problem. We have been working with it
for years now, and the suggestion is being made, whereas it is as of
now and heretofore that an aged occupant would be required to
pay 25 percent of his income for rent, the balance subsidized by the
Government.

This will go to 30 percent. It has been rationalized by some; I
trust the figures are correct, that there will be 730,000 elderly who
will pay $202 more per year in rent.
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Now, that doesn't sound like much, I suspect, to those of us who
are in the so-called middle class; we can manage $202 a year quite
easily, but to an elderly couple or an elderly person, that means
another form of deprivation, whether it is food, whether it's cloth-
ing, whether it's health care, whatever. And if I didn't know that it
wasn't intended as such, I would almost call it rather mean spirit-
ed.

Medicaid: In some of the areas of health services to the elderly-
medical services to the elderly would be cut by 25 percent and,
again, shipped to the tender care of the States, and the care will
vary from State to State.

legal services: 1980, about 400,000 elderly people were assisted by
the Legal Services Corporation. That means that finally, at long
last, these people who pretty much have been outside of the law in
terms of receiving the benevolent protection of the law, and only in
recent years have had the opportunity, on a free basis, to present
their grievances to the courts to defend what they conceive to be
their rights. It is their only chance at what we call justice. And
this is going to be eliminated if the will of the administration
becomes the law of the land.

Well, there are other things that I would have talked about, but
I don't want to abuse that red eye that is staring at me and so that
is our case, except as we presented some written testimony and
trust it will become part of the record.

The CHAIRMAN. The entire statement will be made a part of the
record.

Senator Moynihan.
Senator MOYNIHAN. Thank you, Mr. Chairman.
I would like to thank both our witnesses. They have. prepared

very careful testimony.
We are running a little bit late this morning, so I won't ask

questions, but to tell you that you have raised questions, and you
certainly have my sympathy in most of the matters you've done,
and, more importantly, we are in your debt for laying out some of
the facts of these subjects for us, because we have to take them up
in actual legislation.

The CHAIRMAN. I didn't have an opportunity to hear Mr. Hack-
ing in full, but I appreciate the comments I did hear.

Senator MOYNIHAN. It was very fine work.
If you are ever looking for-if you ever get tired downtown, we

could use you on Capitol Hill
The CHAIRMAN. can't quarrel with anybody who says we

shouldn't do anything, but we are in the fix we are now because of
past policies, in part.

I would guess one thing that affects people you represent is
inflation and high interest rates, and all the other things that go
with it, and if we just say, well, we are not going to cut any of
these programs, or any other programs, I don't kow what the
alternatives are, and I think we are going to have to make some
hard decisions.

For 26 years we have followed one course, maybe it is time to
look at another.

Mr. CLAYMAN. I'm moved to make a response, but maybe we
don't have the time.
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The CHAIRMAN. We have a couple of other witnesses. I know you
were not a strong supporter of candidate Reagan, but I hope that
there is some area since he is now the President, you may see fit to
support him.

Thank you.
[Statement follows:]

STATEMENT BY JACOB CLAYMAN, PRESIDENT, NATIONAL COUNCIL OF SENIOR
CITIZENS

Mr. Chairman, Members of the Committee, I am Jacob Clayman, President of the
National Council of Senior Citizens. The National Council represents over 3.5 mil-
lion older Americans through 4,000 senior citizens clubs and councils located in
every state of this nation. As the largest organization of clubs representing low- and
moderate-income elderly, NCSC is concerned about the detrimental impacts that the
President's proposed budget will have on elderly people.

We feel that something ominous is happening in America. For the first time in
over fifty years-since the administration of Herbert Hoover-a President of the
United States has announced a complete faith in the ability of private industry to
restore the economic health of the count ry, coupled with a significant rejection of
the government's responsibility for the well-being of its citizens.

As an indication of this dual principle, the Administration has submitted to
Congress a budget that would markedly reduce or drastically cut back on many of
the programs created over the years to assist the poor. At the same time, it would
provide tax breaks forwealthy individuals and corporations. Cuts would be made in
programs providing health care, nutrition, legal services, day care, transportation,
job training and employment, and senior services. The elimination of these services
would create a severe hardship for tens of thousands of Americans, many of whom
are elderly.

The philosophy behind the current proposals for the budget is that if we cut
federal spending for the poor, and allow tax breaks for the rich, we will reduce
inflation and create full employment. There are economists on every side of this
suggested strategy, including those who believe it will work, and others who believe
it won't. But one thing is clear to everyone: The new strategy will be carried out at
the expense of the poor and the disabled in our society.

These observations on the budget should be immediately apparent:
Firstly, there is no serious evidence that the prescription of reduced government

spending to achieve a balanced budget will actually end inflation in America.
Secondly, most of the budget cuts are aimed at those in society who are generally

voiceless, defenseless, and unrepresented.
Thirdly, the Administration's call for a ten percent cut in taxes for each of the

next three years, for a total cut of thirty percent, is designed to benefit wealthy
individuals. There is no evidence that these generous tax breaks for the rich will
create more jobs or end inflation.

It should be noted that one of the stated aims of the Administration's economic
plan is to end unemployment in America. It has been estimated, however, that if
the Reagan plan is enacted, one million, one hundred thousand new jobless will be
added to the rolls. There will be other impacts as well.

The National Council of Senior Citizens has carefully examined the President's
budget proposals. We have concluded that many of the proposals threaten the
income security of the elderly and that they are being asked to shoulder a bitter
burden. Whether the proposed actions are to decrease cash income or to reduce
services and supports, the end result will be a loss of income. The elderly will have
less money to purchase the basic necessities most people take for granted, and they
will have to. use their reduced incomes to purchase even more necessities than
before because of the potential losses in food stamps, in energy assistance, and in a
host of services.

Millions of senior citizens already have inadequate incomes. Fourteen percent of
the people over age 65 have incomes below the poverty level, and 25 percent of the
elderly live a tenuous existence just above poverty. The slightest loss of income will
plummet many people into the pain and humiliation of poverty in spite of their

aving worked hard throughout their lives. If not for the development of social
welfare programs, many more older persons would live in poverty. Yet, these very
programs are about to be placed on the budgetary chopping block.

I am here today to discuss how the proposed budget will impact the income
security of the elderly. It has not been difficult for us to understand how the cuts
will reduce or eliminate the programs which help the elderly. However, it is exceed-
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ingly difficult to understand why our President would sacrifice the well-being of so
many people for budgetary short cuts which may ultimately have more costs than
benefits.

The budget proposals do not just represent the ways our government will try to
save money. They represent the insensitivity of our new Administration to the basic
rights and needs of individuals who, through no fault of their own, depend on
others. These proposals also represent an insensitivity to the consequences of policy
decisions made solely on the basis of dollars.

Our public policy-makers must be reminded that on the other side of every budget
cut there are people many of whom are dependent upon the government, not
because they want to be, but because they have no alternatives: Many of these
dependent persons are low-income elderly whose meager incomes are devastated by
the cost of the basic necessities of life-housing, food, medical care, and home
energy. The federal government has interceded on behalf of these people in an
attempt to assure that they do receive these necessities, and can lead reasonably
comfortable lives.

If the elderly lose access to these basic elements, many of them will be forced to
make trade-offs. For example, some may have to decide between keeping warm or
eating adequately, between buying prescription drugs or paying rent. This is not
belt-tightening; it is not simply doing without. This, gentlemen, is forcing people to
accept conditions which threaten their very survival. In good conscience, can you
accept this as a consequence of budget cuts?

Many of the budget proposals will impact the income of elderly people, particular-
ly since they will have to stretch their incomes to pay more for the basic goods and
services. I will now discuss some of the particularly significant proposals.

SOCIAL SECURITY

Proposals to eliminate the minimum benefit, and to reduce disability and survivor
benefits, all have implications for the elderly both today and in the future. Social
Security is a system. It is compose of many parts, all of which are essential,
legitimate functions of the nation s social insurance program.

This concept is paramount in considering the impact of any of the Social Security
proposals on the elderly's income security. We must ask ourselves: Do we want to
nibble away at the vital components of the system, pretending we are seeking
budgetary savings, when we are in fact eroding the whole system and the public's
confidence in it? Is that not really the greatest threat to income security?

There may be no system left if we start attacking the income of poor elderly
widows for the sake of what is thouht of as a "windfall" for a small few; if we
deprive the disabled, deceased, or retired beneficiaries' children of a better chance
at productive lives through education by regarding them only as "students"; or if we
forget that 75 percent of disability beneficiaries are over age 50, and most have
chronic disabling diseases that eliminate work as an alternative.

What comfort can the elderly take from being told that "basic" benefits will not
be cut when they know in their heart that it only means that they are second in
line for the guillotine instead of first?

FOOD 8TAMES

Almost 2.5 million or ten percent of all food stamp recipients are elderly people.
This is close to ten percent of the total elderly population, and many more are
eligible. Thirty-four percent of the food stamp recipient households derive their
income from Social Security and Supplemental Security Income for the blind, aged,
and disabled.

The proposal to reduce eligibility for recipients by setting gross income eligibility
at 130 percent of the poverty line would remove five percent of total recipient
households from the food stamp programs, and it would reduce benefits for many
others. Among these household and individuals would be many elderly people.
Current eligibility is based on net income, acknowledging, correctly in our view,
that a family's ability to buy adequate food depends on its discretionary income, not
on income that it is forced to spend in order to have a roof over its head or the
carfare to get to the doctor.

The other proposals would have the effect of reducing disposable income since the
shelter and standard deductions would be frozen. Food stamp benefits would not be
adjusted to reflect income loss as inflation causes the price of other necessities to
rise. The elderly also would not be allowed a larger medical deduction to reflect
their inordinately high medical expenses. This would erode disposable income as
well. The loss of food stamp benefits has more than income effects. It also has
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serious health implications, and potential public and private medical expenditure
increases which should be considered.

LOW-INCOME ENERGY ASSISTANCE

The Low-Income Energy Assistance Program has been set up to help people meet
the rising cost of home energy. Forty-two percent of the people who benefited from
this program in 1980 were elderly. This year the program will provide $1.85 billion
to eligible consumers for the payment of heating bills during the winter and cooling
bills or the summer.

This program operates through state welfare offices or economic opportunity
offices. Although eligibility levels vary, generally speaking, an individual with a
monthly income under $395 or a couple with an income under $522 will qualify for
aid.

How much help each person can receive depends upon a number of factors, but
the most important one is the amount of energy a home or an apartment uses
compared with household income. Most states are providing a maximum of $750 per
eligible household, although the actual benefit is usually between $100 and $200.

The budget proposal for the program could end this assistance for 25 percent to
100 percent of the elderly now on the program. They will be placed in "double
jeopardy" along with the other recipients. The proposal is to slash the program by
25 percent and to place it into one large block grant to each state for emergency
assistance. Not only will about 25 percent of current eligibles be declared ineligible,
but it is possible that the entire program will be eliminated by many states.

For the elderly, the loss of assistance in paying energy bills will have serious
health as well as income impacts since the elderly are at high risk of complications
such as hypothermia and pneumonia.

The threats to income security of the elderly does not stop with these three
proposals.

HOUSING

Nearly one-half of all publicly subsidized housing is used by the elderly. The
budget proposals for housing programs would require that the elderly pay more for
this housing, if it is available should the proposals be approved.

The Administration's proposed budget cuts will have a profound effect on at least
three major programs which provide affordable housing for lower income elderly
persons.

The Section 8 rental subsidies and Public Housing Program are the major housing
program now available to lower income persons living in rental housing. They do
not have to pay more than 25 percent of their income for rent; the remainder of the
fair market value for the rental unit is the Section 8 subsidy amount.

Forty-one percent of the 1,744,805 households currently receiving rent subsidies
are elderly households. People receiving these subsidies reside in either existing
rental units covered by the program or in newly constructed and rehabilitated
rental housing built as a result of this program.

There are two ways in which the Administration's proposal will drastically affect
this program. The first way is to raise the rents of all present and future partici-
pants in the program from the present 25 percent of their income to 30 percent of
their income. The second way is a drastic reduction in funding which will lower the
number of households participating in the program.

The proposed cut would eliminate as many as 34,850 of the 722,415 elderly
households from the program in the future, as well as raise the rents of all.
Considering that the program has never received sufficient funding to meet housing
needs, the cuts proposed by the Administration will virtually eliminate this pro-
gram's ability to provide affordable housing for the elderly.

Section 202/8 Direct Loan Program for Housing for the Elderly and Handicapped
makes available to non-profit sponsors 40-year mortgages at U.S. Treasury interest
rates for new construction or substantial rehabilitation of housing for use by lower
income elderly and handicapped people. Section 8 rent subsidies are provided for all
residents of the buildings constructed under this program.

To date the Section 202/8 program has provided new affordable housing for some
105,722 lower income elderly households, but there are strong indications that
attempts will be made to eliminate or radically restrict the program in the future.

Another threat to the Section 202 program is the potential ineligibility of the
Section 8 Rent Subsidies. The rents necessary to support the Section 202 projects-
even at Treasury interest rates-would be above the allowable maximum rentals to
which the Section 8 -can be applied. In any case, the appropriation requested
includes no increase in funding, so the number of households served by this pro-
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gram (now approximately 17,500 new households per year) will be cut by 10-15
percent as construction and maintenance costs rise.

Farmers Home Administration 515 Rural Rental Housing Program: This is for all
intents and purposes the only program providing for the construction of affordable
rental housing in rural areas. Since twice as many rural elderly as non-rural elderly
live in deficient housing, and the rural elderly pay more for their housing, continu-
ation of this program is especially critical. This program provides for 40-year mort-
gages and rent subsidies similar to Section 202.

Since the program's inception in 1961, it has provided new affordable housing for
approximately 191,578 households, of which at least 65,416 (one-third) are elderly
households. Currently, of the 30,000 units built each year under this program,
10,000 are specifically designated for the elderly.

The Administration is calling for an 11.5 percent cut in the program for fiscal
year 1982. Since the rent subsidies used in the program are usually Section 8
subsidies, reductions in that program will also severely affect the Section 515
program.

HEALTH CARE

The President has proposed major reductions in funding for Medicaid and pro-
grams which meet distinct health and social service needs. These cuts will seriously
threaten the health of the elderly, the poor, and the disabled. They will have to pay
more money from their already-strained pocketbooks, and may find that the only
medical facilities to which they have access will be closed.

Low-income elderly, with or without Medicare, need Medicaid. It buys basic
health care and service, such as nursing home care, not covered or insufficiently
covered by Medicare. Since the elderly's health care expenses are three-and-one-half
times greater than those of any other group, and since Medicaid pays 57 percent of
all nursing home stays, losing Medicaid coverage could be disastrous to senior
citizens. They will pay more for health care or will be deprived of this basic humanright. ,-The proposal is to "cap"the federal Medicaid contribution. In fiscal year 1981,
$100 million would be cut from the funds the states need to continue their present
programs through September. In fiscal year 1982, this contribution would increase
only five percent over 1981. (In 1980 alone, medical inflation was ten percent.)
During 1983-1986, the federal contribution would increase no more than the annual
inflation rate. Funding would not change even if the states' costs increase. The cap
would be in effect for as long as it takes the Administration to formulate, legislate,
and implement health care reforms.

The President has proposed to give the states more flexibility to administer their
Medicaid programs. However, since the states would be less accountable to the
federal government, they could use the federal money for Medicaid services that are
currently paid for from local monies. Fewer services will be provided and fewer
people who need medical care will receive it.

The proposals will have income effects on the elderly. Those who can pay for
medical care will spend more of their income on medical care. In addition, thesavings" will become costs in some areas and will raise prices in others. Some of
these consequences can be expected:

Benefits and eligibility levels under Medicaid will be restricted. Recipients will be
removed from current rolls. The states will have less Medicaid money. Since few
states can put more money into their programs, they will provide fewer benefits to
fewer people instead.

State and local taxes are likely to increase to allow for even modest growth or to
avoid denying benefits.

The poor will become ill from lack of early treatment and require more expensive
care. People will receive inadequate medical attention, and they may postpone
seeing the doctor until they are seriously ill, needing hospitalization. Not only will
this endanger health, it will result in higher Medicaid costs rather than savings.

Health care costs will rise. Without Medicaid, people will be unable to pay their
medical bills. The community or people with Medicare and other health insurance
will pay higher fees to absorb these costs.

Health facilities will close. Inner-city or low-income community hospitals and
clinics in low-income areas primarily serve Medicaid recipients. These institutions
will be forced to shut down if they lose Medicaid revenue.

Finally, the problems of high cost in medical care will not be solved. The price of
health services for all people is high, and yet this proposal does not offer any
remedies. To cap the federal funding of Medicaid without solving these problems is
unjust and counterproductive. It is not a vicious attack on the budget but on those
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whom the President described as "those who through no fault of their own depend
on the rest of us."

The health and social services grant consolidation proposal threatens many pro-
grams which service the elderly: senior centers, visiting nurse and homemaker
services, meals-on-wheels, low-income energy assistance, community health centers,
and mental health services.

These programs, plus 33 others, are now separately funded because there was a
time when the states were unwilling or unable to finance them in spite of a
nationally recognized need. The proposal will return us to that time.

All 40 programs would be consolidated into four cateories. Funding would be cut
by 25 percent and given to the states in "block grants. The states, in effect, would
have four large pots of money to use as they please, with virtually no federal
constraints to assure that the money benefits people in need. If a state places low
priority on caring for sick older persons or on helping low-income persons pay their
igh utility bills, the block grant money will oe spent elsewhere. Some programs

will cease to exist.

LEGAL SERVICES

During 1980, about 400,000 elderly people were assisted by Legal Services Corpo-
ration (LSC) lawyers. Now the Administration has asked Congress to cut off all
future federal legal aid for the poor, thereby totally eliminating the LSC which has
been in existence since 1974. It receives funds from Congress and in turn distributes
the money to local, community-based programs that provide direct legal services tothe poor.LSC lawyers generally handle routine civil cases: utility cutoffs, housing, Medic-

aid and Social Security complaints.
LSC is currently funded at $321.3 million for fiscal year 1981. There-are about 320

legal services projects presently operating in more than 1200 neighborhood offices
and serviced by500 lawyers.

There are a ut 30 million low income persons nationwide who are financially
eligible to receive corporation-funded legal assistance. During fiscal year 1980, LSC
grantees handled approximately one million legal matters for the poor. While legal
services to the poor have greatly expanded in recent years, it is estimated that still
only a small percentage of the legal needs of the poor are presently being met.

During 1980, about 400,000 elderly were assisted by LSC lawyers. In addition, the
elderly benefit from LSC through the efforts of the two branch offices of the
National Senior Citizens Law Center, in California and in Washington, D.C. which
provide back-up support for lawyers in the field and represent the elderly's legal
concerns to relevant parties in Washington. Termination of LSC would not only
mean that the elderly poor would have to pay for legal services (though few could
afford to), it would also mean they would lose access to legal means of assuring their
income when they experience problems receiving their entitlement and support
services. It would leave a huge gap in legal representation for the elderly.

TRANSPORTATION

The Reagan Administration has asked for substantial reductions in funds for
public transportation which, if approved, would mean drastic cut-backs in service on
ocal transit systems as well as on commuter trains and Amtrak.

Federal mass transit operating subsidies would be phased out gradually, with a
$.3 billion budget cut in 1981, leading to complete elimination of such subsidies by

Uner current law a mass transit system receiving federal subsidies may not
charge more than half-fare for senior citizens or the handicapped during off-peak
hours. An end to federal subsidies could very likely mean an end to guaranteed
senior discount fares.

In submitting its proposal on mass transit, the Administration said that it would
be up to state and local governments to decide "whether to (1) raise State and local
subsidies, (2) increase transit fares, or (3) reduce services."

Budget cuts proposed for Amtrak would be $431 million in 1982, increasing to $1.1
billion in 1986. Amtrak fares would be raised to cover the loss of current federal
subsidies, raising the current fare to approximately double on short distance trains,
and by approximately 50 percent on long haul trains. The financial burden will be
shifted to either Amtrak passengers or State governments or certain trains will be
eliminated.

What should now be clear is that the threats against the income security of the
elderly are not confined to just a small portion of the President's budget proposals.
In addition, it should also be clear that if the proposals are approved, the elderly

80-480 0 - 51 - 10
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living in or near poverty will be confronted with spending a greater proportion of
their incomes on basic needs or struggling to survive with these needs unmet.

In the view of the National Council of Senior Citizens, therefore, budgetary
savings which reduce programs that benefit the poor should not be approved. These
programs were created to fulfill a national priority and I see no evidence that this
priority has or should change. In this time of economic instability, these programs
need to be reinforced-not cut-to help those without sufficient resources or alter-
natives to protect themselves from the ravages of inflation. To cut the programs
may, in fact, lead to greater social costs or increased federal expenditure in other
areas such as health care.

This government help need not be passive. There are current programs which
encourage employment of low-income elderly people. One of these programs-the
Senior Community Service Employment Program-exists under Title V of the Older
Americans Act. This program, which is an important source'of income to approxi-
mately 70,000 low-income elderly citizens with poor employment prospects, has
many secondary benefits. It brings the elderly back into the mainstream of life,
restoring dignity and returning mature minds and skills to the service of the
community. It fills jobs that need doing, satisfying unmet needs in the local commu-
nity. It also provides wages instead of public assistance programs which otherwise
would be needed by these people. Finally, the high employability of many older
persons and the useful part-time work they can per form benefits the elderly and the
community.

Although the success of this program has been widely recognized, it too is being
exposed to the vicious cycle of budget cuts. The Department of Labor, under an
OMB directive, is requesting only a one-year extension of Title V at current levels.
If the current services level is not maintained, some enrollees will lose jobs and be
forced to rely on the income maintenance programs which are threatened by budget
cuts. There will be no social welfare program to pick up the slack created by the
loss of Title V jobs. Former enrollees will not even be eligible for SSI since Adminis-
tration proposals are calling for retrospective accounting as a means to determineeli ability.

mKere are also other ways that money can be saved in fiscal year 1982 and beyond
without reducing benefits to poor people. Here are a few suggestions:

Reduce the administrative costs of social welfare programs:
Review eligibility and reporting requirements and eliminate those which do not

serve useful purposes. For example, instead of having itemized deductions from
income to determine eligibility, use a standardized deduction as is done in the Food
Stamp Program. This streamlining would eliminate administrative expense without
sacrificing the benefits to the poor.

Eliminate the isset test in Supplemental Security Income (SSI) where the cost of
administration probably exceeds the savings to the program. SSI recipients are
generally those who have no work history and who have had bad luck throughout
their lives and no opportunity to save at all. If this were not true, they would be
getting most of their income from Social Security and other sources, not from SSI-
a program of last resort!

Reevaluate the size of the proposed tax cut: We may not be able to afford to
reduce taxes to the extent discussed in current proposals.

In closing, I would like to say that the National Council of Senior Citizens is
sincerely committed to the goal that one day no American, regardless of age or
income, will have to live with his or her basic needs unmet or basic rights denied.

We have carefully examined the budget propoals with this goal in mind. We have
concluded that the proposed budget's treatment of dependent Americans will push
this goal even further out of reach than it is today.

The CHAIRMAN. Mr. Marion Smith, chairman of the Governmen-
tal Affairs Committee, National Association for Retarded Citizens.

STATEMENT OF MARION SMITH, GOVERNMENTAL AFFAIRS
COMMITTEE, NATIONAL ASSOCIATION FOR RETARDED CITI-
ZENS, ACCOMPANIED BY MYRL WEINBERG, GOVERNMENTAL
AFFAIRS OFFICE
Mr. SMITH. Mr. Chairman, Senator Moynihan, I am a volunteer

from Clearwater, Fla., speaking to you toay for the eight organiza-
tions listed on the first page of our testimony, representing over
2,000 chapters of our organizations in all of the States.
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I would like to add that I am a parent of a severly retarded child.
Therefore, I have consumer experience both in community care
and in the institutional realities in our land.

Senator Dole, as past president of our national organization, I
recall very clearly your very excellent address to our national
convention in Denver some 8 years ago. We appreciated that mes-
sage and your work to bring the food stamp action through last
year.

In the interest of time, of the committee's time today, I will
summarize verbally the four key points of our written testimony,
which, I believe, you have before you.

My first, of the four points, deals with the proposed action on
block grants. We submit to you that there is a considerable and
severe impact, financially speaking, on both State and local govern-
ments who must take up the slack of the 25-percent cutback and
related dollars which will no longer be available.

It is clear to us, from our national overview, that my State
government and yours are poorly prepared to take up this slack
and, therefore, needed programs now will either have very restric-
tive requirements or will be eliminated in their entirety.

We see that the block grant proposal, as recommended, would
increase the cost of services to disabled persons, because, as I will
point out, the limitation on availability of needed health services to
those who are now disabled may increase the extent or severity of
their disability and result in both short and long-term increased
cost to our Nation.

We think that the proposal, which states that services would be
provided by the States is not well founded. As noted on page 2 of
our statement, we submit that many of the Federal services now
provided through categorical grants were not provided in the past,
and we have no confidence that in many of the States many of the
programs will be picked up in the future.

For example, the justice standing bill, which our organization
supported last year, was brought about by the necessity to bring in
the Justice Department with the right to intervene in cases of
abuse of institutionalized persons.

The action being proposed now to assist in zoning-removal of
zoning impediments in States and localities is an action very un-
likely to be taken at the local level.

We note on page 4 of our testimony that the block grant proposal
reductions will very likely result in a significant reduction in com-
munity care and service funds for disabled people. A transition has
been taking place in America up to this point, that is, the shift of
persons who are needlessly in institutions to more normalized lives
in the community. However, with the States budgets alined behind
institutions, and with the difficulty in finding new funds to provide
community care and services, we see a very real danger of a
reversion to more than 20 years ago and a reinstitutionalization of
disabled people.

Disabled persons for whom we speak cannot fight back. We ask
that you join us in being their champion. They are not letter
writers. You haven't received many letters from persons in this
category, and so we are here to speak for them today.
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Our second point: In the medicaid arena, we note on page 5 of
our testimony that some 77 percent, Senators, or 18 of the 23
million people eligible for medicaid are dependent children or aged,
blind or disabled adults.

We feel that the arbitrary limit on Federal expenditures under
medicaid rips the social safety net which we understand was not to
be removed. The cap endangers, to a very great extent, the pro-
gram of intermediate care facilities for mentally retarded persons
and emphasizes our concern that reinstitutionalization may occur
since funding may not be available for the ICFMR program.

Indeed, the absence or the threat of removal of Federal regula-
tions, or softening of these, to me, from direct experience, poses a
real danger because we have seen that the regulations to date have
not been enforced. Unwarranted extensions have been requested,
life safety codes are not present-may I continue, sir?

The CHAIRMAN. Another minute or two.
Mr. SMITH. I will summarize briefly. My third point: On social

security disability insurance-we see this as a disaster for the
younger disabled person. A key sample is on page 7, that is, the
recency of work test requiring employment for 6 of the last 12
quarters. This should remain at the present test of 20 of the last 40
quarters.

Disabled people may have erratic work patterns because of their
disabilities. A pregnant woman who had contributed into the fund,
Senator, for 10 years, and then left work in the 6th month of her
pregnancy, stayed home for a year and a half, and then became
disabled would get no return from the 10 years she put into the
program. We feel this is totally unfair.

Secretary Schweiker talked, I believe, to this committee and said
if the administration's proposals are harmful, it would look at
alternatives. We believe this is a key example.

And, finally, my fourth area, medicare, there are two issues
relating to cost-effectivity. The Reconciliation Act of 1980 provided
that outpatient providers under part B could be funded. This is a
cost-effective action that the last Congress took. It is dollar foolish-
ness to eliminate that provision and require persons to go to inpa-
tient services instead of the less costly outpatient services.

And, finally, on page 11 we note that home health services
provisions, under that act, should be continued for the same cost-
effective reasons.

One quick example, Senator. In Clearwater, where we are train-
ing mentally retarded people to be office cleaning service nightime
workers, the owner, Senator, of the local cleaning service came to
us and said, "I'll take all your graduates for the next 3 years
because they are dependable workers and if you can train them, I'll
take all you can supply me for the next 3 years."

So, we submit to the committee that this illustrates that these
persons can be taxpayers and not tax burdens, and we ask you to
join us in being their champion.

The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. Mr. Chairman, we have heard capable and

important testimony. I would like to thank Mr. Smith for this. It
confirms what I have felt to be the case that the 25-percent cut-
back in health and social services, combined with medicaid cap,
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have a severe impact on the availability of community care for the
mentally retarded.

And the point, Mr. Chairman, that there has been an enormous
social movement in America to get people out of asylums, as they
were called, and it is a movement comparable to the onset of the
public schools. I think it involves you people and it involves people
everywhere in communities who sense that there is something-a
better way to do this, and we have been working on it, and we've
been having success, and now it looks like we are going to be losing
it all.

I have faith, and I think I sometimes bore this committee-
sometimes I get the impression that. this committee thinks I'm
thinking about the State of New York more than one should, but
the fact is that most of social services the Federal Government
provides today, the State of New York used to provide on its own,
the adoption services, we've had them for 15 years.

One way or another we will try to keep up our levels, but there
are many parts of the country that won't. As you said, sir, had
none of these services until the Federal Government came along to
fund them, and, in some cases, even required them.

Mr. SMITH. Yes.
Senator MOYNIHAN. You make the point, and I end where I

began, the children are the people, and there is nobody here-a lot
of the people who should be here, aren't here. It is a scam the
organizations that present themselves being concerned about the
poor who are not present, but are here at all of our hearings, but
you are, and others have been, of course. But 45 percent, you say,
of the persons receiving medicaid are dependent children and we
are interested, as I said earlier, weren't you struck by these figures
that we developed, and they certainly struck us.

Before reaching the age 18, a third of the children in the United
States will be on public assistance.

Mr. SMITH. Yes.
Senator MOYNIHAN. Well, then if we start tampering with that,

is to start tampering with our children, our population, not a
subgroup.

I hope you will help us, sir. I mean, the people who have made
these proposals haven't done. so out of animosity against your
purposes, but I think they-there is, as yet, a lack of awareness of
much would happen and could happen to people-to people very
helpless, who are being helped.

I thank you, that is all I can say, and you are not forgotten in
this committee and the chairman has to make the case he's made
and he does it well, but you know that he is a person who cares a
very great deal.

Mr. SMITH. Thank you very much.
The CHAIRMAN. Well, thank you, Mr. Smith, I can't quarrel with

the statements-I wouldn't quarrel with the statements that were
made by my colleague from New York.

Many of us have voted for and supported these programs and
now they are up against the wall. I think that is the problem. It is
not that we will want to do anything that has been suggested. I
think we could make a case, as you have, for every single program
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be spared reducton, but I have got to say, in all honesty, that some
will not be spared; some may be spared.

You didn't give me a priority list, but it might be helpful. You
know, if some have to go, I assume there are others--

Mr. SMITH. Yes.
The CHAIRMAN [continuing]. I don't ask you to do that now. It

might not be fair, you represent so many different groups. You
have as many constituents as we have. It makes it difficult when
you start trying to single out this group over that group, but we
will do the best we can, and we appreciate your testimony.

Mr. SMITH. We could submit a few recommendations-some rec-
ommendations for modification, which might be effective.

The CHAIRMAN. That would be helpful. If I take the President at
his word, if we don't like what he has suggested, if we can find
alternatives that still meet the general goals, we're not here to
rubber stamp any President. I haven't known any Congress to do
that. This Congress is no different.

Mr. SMITH. Thank you, sir. We will submit a followup statement
with some recommendations.

The CHAIRMAN. Thank you.
[Statement follows:]

STATEMENT OF MR. MARION P. SMITH, CHAIRMAN, GOVERNMENTAL AFFAIRS
COMMITrEE ASSOCIATION FOR RETARDED CITIZENS

TESTIMONY ON FISCAL YEAR 1982 PROPOSED BUDGET FOR THE DEPARTMENT OF
HEALTH AND HUMAN SERVICES

Disability organizations recognize the need for fiscal restraint and reduced federal
spending. Given the current economic dilemma, allowing disabled people to become
tax payers instead of tax burdens clearly should be a very high priority. Yet, the
new Administration seeks to reduce or eliminate funding for the very programs
which make this goal possible for do many disabled people. We are frankly puzzled
by this short-sighted policy. A summary of our testimony is as follows:

1. The disability organizations represented by this testimony reject the Reagan
Administration Block Grant proposals. The withdrawal of educational, rehabilita-
tion, housing, health, social and other services would significantly enhance the
likelihood of additional, much more costly, lifelong services for disabled people.
Without federal programs, quality control mechanisms and funding, experience had
shown that many disabled persons are inappropriately served or underserved and
forced to lead unproductive lives in unsafe, even dangerous, living conditions, fre-
quently in the confines of an institution (pages 1-4).

2. Our organizations strongly oppose the Administration's proposal to impose and
arbitrary limit on federal expenditures under Medicaid. Medicaid is an essential
component of our country's "social safety net." Without the basic health services
funded through Medicaid many disabled persons will unnecessarily lead lives of
dependency often becoming more severely disabled, will be unable to enter the
workforce and will be inappropriately institutionalized (pages 5 and 6).

3. A change in the recency-of-work test for the Social Security Disability Insur-
ance program to six out of the last twelve quarters, in our opinion, would be among
the worst forms of discrimination against disabled people. It represents a total
misunderstanding of the life experiences of the disabled population (pages 6-8).

4. Our organizations also oppose recalculating the Consumer Price Index and
other similar proposals which would have the effect of establishing a continued
erosion of the Disability Insurance benefit levels. We believe all methods which
have been proposed to date will fail to take account of the real inflationary costs of
items and services especially needed by disabled citizens (page 9).

5. We support Section 933 of the Reconciliation Act of 1980, P.L. 96-499, which
recognizes outpatient rehabilitation facilities as providers under Medicare. We are
opposed to the repeal of this provision as called for in the Reagan Administration's
budget for fiscal year 1982. Section 933 does not add new benefits to Medicare but
simply authorizes certain benefits to be provided in another setting-a setting
which is less costly than hospital care. We ac oppose the repeal of the home health
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provisions contained in P.L. 96-499. These provisions will result in a more respon-
sive home health system for disabled people, which will help to avoid more costly
service delivery mechanisms (pages 9-12).

Mr. Chairman and distinguished members of the Finance Committee, I am
pleased to have this opportunity to speak to you today on behalf of the eight
organizations listed on the front page of our testimony. As will be demonstrated
throughout the body of this statement our organizations maintain a keen interest in
a number of federal programs including Medicaid, Medicare, Social Security, Com-
munity Mental Health Centers, and Vocational Rehabilitation. We believe that all
of these programs serve many of the unmet needs of handicapped children and
adults. Yet, in light of the President's fiscal year 1982 budget, all are at risk of
serious funding cutbacks, limited elgibility and program access, or total repeal.

BLOCK GRANT PROPOSALS

President Reaaii's "America's New Beginning A Program for Economic Recov-
ery" calls for a wholesale and indiscriminate consolidation of federal social pro-
grams. Though the plan, if enacted, might save the federal government money in
the short run, it does not address either the fiscal impact on state and local
government nor the impact on the lives of persons with disabilities whose quality of
life depends on these benefits and services.

Before your Committee wholeheartedly endorses President Reagan's proposals, we
ask you to document answers to the following questions:

(1) Where has a block grant/umbrella agency experience resulted in improved
services to persons in greatest need?

(2) Can you ensure/guarantee to persons with severe disabilities that the benefits
and services they now depend upon will continue under a block grant/umbrellaagency approach(3) Can you ensure/guarantee that a block grant/umbrella agency approach will

not result in an end to deinstitutionalization and start the reinstitutionalization of
people with disabilities?

We ask you, cannot the cost and burdens of government be reduced without the
total elimination of federal programs targeted on persons in need, such as those
with severe disabilities? Are ou willing to gamble with the lives of persons with
severe disabilities because of the current drive to balance the federal budget?

Although our organizations clearly recognize the need to solve the economic ills of
our nation, we cannot understand how the Administration expects to succeed by
abolishing its commitment to programs and services for disabled persons. Someone
must realize that the withdrawal of educational, rehabilitation, housing, health,
social and other services will significantly enhance the likelihood of additional,
much more costly, lifelong services for these people. The effects on future Federal
budgets will surely be negative, to say nothing of the impact on the lives of the
disabled individuals and their families.

Our organizations strongly reject the Reagan Administration Block Grant propos-
als. President Reagan tills of returning programs or the responsibilities to the
states. This line of argument is inaccurate and deceiving since the states never had
many of the programs or never assumed the responsibilities in the first place. Many
of the categorical programs earmarked for consolidation into block grant programs
were created precisely because the states were not providing the services the grant
programs pay for, and more importantly they did not intend to provide those
services. As a result, the national government, in bipartisan efforts which included
the Executive Branch and Congress, created programs to provide services that were
not being provided in the states.

We believe that without many of the categorical programs now being considered
for consolidation the health and well-being of the dibled population will be at risk
and, I might add, at considerable cost to the Federal government.

Let me give you one example. A 25% cutback in health and social services
combined with the proposed cap on the Medicaid program can be expected to have a
severe impact on the availability of community care for the mentally retarded, the
mentally ill and other disabled populations frequently served in large institutional
settings. The very real possibility exists that we are going to see extensive reduc-
tions in community care, while institutional services must still be paid for. Even as
the community care movement has progressed over the last twenty years, state
institution budgets have also increased despite the great reductions in the number
of institutional clients. This clearly shows that state funding patterns foretell a
retrenchment in community care if drastic federal cuts are made in community
service programs. This trend will be unintentionally strengthened because public
and private third party payments emphasize institutional care and because there
remains a substantial stigma on disabled people. Many communities still object to
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having disabled persons, especially mentally disabled individuals, living near them.
Thus, there will be economic, political and public pressure to return these people to
the institutions.

States and localities are clearly not in any condition, economically, to pick up the
slack if the Federal government's commitment is so suddenly and dramatically
reduced. Yet, ironically, costs to society as a whole increase when insitutional care
is substituted for community care. Costs accrue to the unemployment system, public
assistance and welfare, criminal justice system and the general health system. We
fear that the economic models used by the Administration may not have accounted
for these future costs to the federal government. Furthermore, affected Americans
have not had an adequate opportunity to express their concerns about these issues.

With major program consolidation through block grant to states, increasing num-
bers of vulnerable people will be pitted against one another in competition for the-
same, limited resources. One group of vulnerable and needy people will expend their
energies and attention fighting with other groups of vulnerable and needy people.

Experience with the Title XX Social Services, housing and other noncategorical
programs has demonstrated that disabled people and their organizations often are
not equipped to compete for scarce funds and services at the state and local level.
Other, more powerful groups with larger voting constituencies have been able to
garner the lion's share of funds and program activity under these programs. If
disabled people are faced with the necessity of fighting over large block grant funds,
it is very likely that they will not emerge victors.

MEDICAID

Our organization stongly opppose the Administration's proposal to impose an
arbitrary limit on federal expenditures under Medicaid. President Reagan has said
he will not cut "social safety net" programs. The Medicaid program is an essential
component of our country's "social safety net." More than eighteen million of the
twenty-three million people eligible for Medicaid are dependent children or aged,
blind or disabled adults. Forty-five percent of all Medicaid eligible individuals are
children.

A quickly enacted cap will not result in long-term "real" cost savings. It will
merely shift costs to state and local governments which will be forced to either
absorb the increased costs or deny eligiblity and services. The corresponding reduc-
tion in preventive and primary care services will produce greater health problems
and higher costs later on.

Without the basic services funded through Medicaid many disabled people will
become more severely disabled. Many children will lead lives of almost total depend-
ency-unnecessarily. Disabled persons who are working or have the potential to
work will no longer be able to afford to work and the Federal government will lose
their contributions as productive employees.

Cutbacks in the Medicaid program would play a primary role in the process of
reinstitutionalizing mony disabled persons. The Medicaid program, through the
Intermediate Care Facilities for the Mentally Retarded program, finances state-
operated institutions and small community residences for mentally retarded and
certain other developmentally disabled persons. This ICF/MR program is optional.
Given states' ongoing financial obligations to the operations of state institutions-
large mortgaes, bond debts, increased capital expenditures required to meet the life
safety code for Medicaid certification-it is likely that some state will choose to
curtail, if not altogether, halt, the development of small community living arrange-
ments.

I would like to make one additional point relative to the ICF/MR program. Along
with the cap on Medicaid, President Reagan is proposing, wherever possible, the
elimination of regulations in order to reduce administrative costs for the programs
and to provide the states more flexibility in program administration. This may very
well mean the elimination of all or most of the minimum staffing standards, life
safety code requirements and other quality control regulations for the ICF/MR
program. Combined with the known lack of enforcement at both the state and
federal level, this elimination of critical governing regulations may lead to unsafe,
even dangerous, living conditions for mentally retarded individuals.

SOCIAL SECURITY DISABILITY INSURANCE

The financial stability of the Social Security trust funds has been a nagging
problem for Congress and the various Administrations since 1975. Actuarial esti-
mates have been given, legislative "remedies" passed, and revised estimates pro-
vided ever since passage of the 1977 Social Security financing amendments.
Throughout this process, Social Security disability insurance recipients have borne
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the brunt of efforts both to restore fiscal balance to the system and to slow the
growth in demands upon the social security, program. The Social Security amend-
ments of 1980 (P.L. 96-265) placed a "cap' on maximum family benefits for DI
beneficiaries and reduced the number of dropout years allowed for younger workers.
The Association for Retarded Citizens opposed these cuts which were, in our opin-
ion, based on faulty assumptions. Now, much to our dismay, we see some of these
same assumptions operating as the basis for additional changes to the Disability
Insurance program.

Let me first address the President's proposal to change the "recency-of-work" test
by requiring disability insurance beneficiaries to have worked one and one-half of
the three years (or six out of the last twelve quarters) preceding disability in order
to be eligible for the DI benefits which replace lost wages.

While it may not have been intended, this proposal, if it became law, would be
among the worst forms of discrimination against the disabled. It represents a total
misunderstanding of the life experiences of disabled persons. For example, many
mentally retarded people, many of whom have physically handicapping conditions,
have fluctuating work histories depending on their abilities, employers' attitudes,
the rate of unemployment, etc. If at the time they needed to apply for DI benefits
they had not -worked one and a half out of the last three years, they would be
denied coverage under the Social Security Disability Insurance program even
though they had contributed to the system in earlier years.

Two other examples will help illustrate the potential impact of the Reagan
proposal. Under the proposed "recency-of-work" test, a woman who left the work-
orce temporarily, after ten straight years of contributing to Social Secuity, during

her sixth month of pregnancy and sil3nt one and a half years totally dedicated to
child rearing, and then became disabled by a disease or trauma, would not be
eligilble for benefits. Likewise, persons with types of disabilities which exacerbate
and remit in unpredictable patterns including arthritis, forms of cancer, multiple
sclerosis, some types of mental illness, etc., would be faced with new disincentives to
returning to work. Many would be caught in the trap of quarters-counting and
betting on the odds of whether they will be able to work for the next several
quarters.

The complications of life activities for persons with disabilities suggests .that a
recency-of-work test of such short duration would not be fair to those who have
contributed substantially in previous years. We intensely favor retaining the pres-
ent eligibility requirements with respect to fully insured status. Current law re-
quires beneficiaries to have worked five out of the last ten years (or twenty out of
the last forty quarters). We were glad to hear HHS Secretary Schweiker say before
your Committee on March 17 that if the proposed change in the recency-of-work test
would be harmful to persons with disabilities, especially those with degenerative
diseases, the Administration would be more than willing to look at alternatives. We
believe the proposed change would be extremely harmful and ask you to look for
alternative ways to save money in order to stabilize the Social Security system.

Various proposals which have emerged during discussions of ways to help the
financial problems of the system would have the effect of establishing a continual
erosion of benefit levels. Less than 100% of CPJ increases, the lesser of wage or
price increase, and other adjustments which would over a period of years reduce
the benefit levels in real dollar terms, assume that benefit levels for the vast
majority of DI recipients and their families are overly generous. We do not believe
that to be the case. Likewise, recalculating the CPI is not something we can support;
we believe all those methods which have been proposed so far will fail to take
account of the real inflationary costs of items and .services especially needed by
disabled citizens. Any fair analysis of the resources available to disabled individuals
and families receiving DI as compared to other citizens would demonstrate the
extreme financial restraints under which most disabled persons and their families
live.

MEDICARE

In our testimony today we would like to address only two issues relative to the
Medicare program.

Late last year, the Congress passed and President Carter signed the Reconcili-
ation Act of 1980, P.L. 96-499. Section 933 of that Act recognizes outpatient rehabili-
tation facilities as providers under Medicare. The provision is effective on July 1,
1981. The effect of this provision is to make all of the services which these facilities
provide, including physical therapy, occupational therapy, speech pathology services
and respiratory therapy, reimbursable under Part B of the program.

The Reagan Administration's budget for fiscal year 1982 proposes repeal of this
provision (and many other Medicare provisions which were contained in the Recon-
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ciliation Act). We are opposed to the repeal of this provision and believe that
President Reagan's position ignores the need for less costly ambulatory alternatives
to hospital care.

Since the beginning of the Medicare program, all of these services have been
covered under Part B when provided by hospitals, either on an inpatient or an
outpatient basis. However, freestanding outpatient rehabilitation centers could re-
ceive Part B reimbursement only for physical and speech therapy services. This
policy promoted the use of hospital-based services, despite the fact that the services
provided by freestanding centers are less costly and frequently more accessible than
those provided by hospitals.

In the Reconciliation Act, the Congress acted to rectify this problem by allowing
reimbursement under Part B for all comprehensive outpatient rehabilitation serv-
ices, whether provided by a freestanding outpatient center or by a hospital. Section
933 does not add new benefits to Medicare but simply authorizes those benefits to be
provided in another setting.

The provision in question was first proposed in the late 1960's. During several
previous Congresses, it was included in legisation which was approved by one
House but not the other. In 1978, for example, it passed the House almost unani-
mously as part of H.R. 13097, the Medicare Amendments of 1978, but died in the
Senate because of the lateness of House passage. Enactment by the 96th Congress
concluded a ten-year effort by various national organizations, most notably the
National Easter Seal Society, the National Association of Rehabilitation Facilities,
the American Occupational Therapy Association and the American Association for
Respiratory Therapy. Furthermore, the language of Section 933 was worked out
over considerable time with a large number of people in the rehabilitation commu-
nity to insure that the covered services were sufficiently defined and subject to
adequate quality controls.

When Section 933 is implemented, many of your constituents will have greater
access to these benefits. In many cases, individuals who are being treated in a
hospital will be able to receive these medical services in a freestanding outpatient
clinic at a lower cost to the Medicare Trust Fund.

The Reconciliation Act also changes the home health provisions under Medicare.
It provides Medicare coverage for unlimited home health visits; eliminates the
three-day prior hospital stay requirement under Part A of Medicare; eliminates the
$60 deductible for home health benefits under Part B; and includes several other
provisions aimed at improving home health benefits and the delivery and adminis-
tration of such benefits. Each of these provisions will result in a more responsive
home health system for disabled persons. Unfortunately, President Reagan also
proposes to repeal all the home health provisions in P.L. 96--499.

We urge you to oppose any efforts to repeal the home health provisions or Section
933 of the Reconciliation Act of 1980.

In closing, let us again reiterate our recognition of the need for fiscal restraint
and reduced federal spending. However, we also recognize the ongoing needs of
persons with disabilities and we accept the need for federal assistance to these
persons.

Given our current economic dilemma, allowing disabled people to become tax
payers instead of tax burdens clearly should be a very high priority. Yet, the new
Administration seeks to reduce or eliminate funding for the very programs which
make this goal possible for so many disabled people. We are frankly puzzled by this
short-sighted policy! In our zeal to straighten out our economy, we must carefully
assess the implications on the future. Caution must be exercised to insure that the
lives, freedom and independence of millions of people are not destroyed or disregard-
ed.Disabled people and those representin them are deeply concerned that the total

level of support for primary programs tiat benefit them will be reduced and that
backup and support programs will also be reduced or eliminated. When taken in
their entirety, the cumulative effects of President Reagan's proposals spell disaster
for the disabled population in our country.

Your thoughtfulness regarding the complexity of these issues is appreciated.

The CHAIRMAN. Our final witness is Fred Barrett, chairman,
Unemployment Insurance Commission of the Interstate Conference
of Employment Security Agencies, Inc.; administrator, Employment
Security Division, State of Montana.

If Senator Baucus arrives, he may want to add to your introduc-
tion.

In the meantime, you may proceed.
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TESTIMONY OF FRED BARRETT, CHAIRMAN, UNEMPLOYMENT
INSURANCE COMMITTEE OF THE INTERSTATE CONFERENCE
OF EMPLOYMENT SECURITY AGENCIES, INC., ADMINISTRA-
TOR, EMPLOYMENT SECURITY DIVISION, STATE OF MON-
TANA
Mr. BARREwT. Thank you, Senator, Mr. Chairman and members

of the committee.
The Interstate Conference of Employment Security Agencies is

composed of the 53 State administrators involved in the adminis-
tration of the unemployment insurance program and job service
operations.

We strongly support the unique Federal/State arrangement and
partnership in the employment security system, and, accordingly,
oppose Federal standards which limit the State's ability to operate
these programs efficiently and to tailor programs specifically to
local and State needs.

My views today will be in four different areas. First, the modifi-
cations of the extended benefit program, which provides benefits to
workers who have exhausted their regular benefits during periods
of higher than normal unemployment.

Second, the modification of the regular unemployment insurance
program requiring claimants who have collected 13 weeks of bene-
fits to accept available work which meets certain minimum re-
quirements.

Third, the modification of unemployment insurance benefits for
ex-military personnel, and, finally, modifications to the worker
trade adjustment assistance program.

On the- fist area under consideration, modification of the ex-
tended benefit program, we support these proposals in the large
part. We support the elimination of the national trigger, which at
present requires many States to pay benefits despite local or
statewide excellent economic conditions.

We also believe that States should be allowed to set the optional
State trigger higher than the current 5-percent level.

Our membership has not established a specific position on the
trigger change from 4 to 5 percent, plus the existing 20-percent
increase from the prior 2 years. We do believe, however, that the
States would welcome this on an optional basis.

Third, we support the exclusion of extended benefit claims from
the calculation of the trigger rates. Including extended benefit
claims results in a different definition of high unemployment for
purposes of trigering "off' extended benefits than was in effect for
triggering "on' and creates inequities among the States.

The final proposal concerning extended benefits is a requirement
for 20 weeks of work in the base period as a qualifying criterion.

The additional weeks of benefits are justified by high unemploy-
ment levels, and if the individual qualified for regular benefits, we
feel that he should also qualify for extended benefits.

Going into another area, we strongly oppose the proposal requir-
ing claimants who have drawn unemployment insurance benefits
for 13 weeks to accept available work at certain minimum stand-
ards.

This proposal, apart from appearing contrary to the administra-
tion's stated intention to return responsibilities to the States,
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would be a significant departure from the principles which have
governed the unemployment in.srance system for the last 40 years.

Each State currently defines suitable work in a way which re-
flects its own labor market conditions, the views of the employers
who finance the program, and the needs of unemployed workers.

We strongly urge you to reject this proposal.
Next, we have some questions regarding the third area under

consideration, that is, the elimination of unemployment insurance
benefits for those who have completed their term of voluntary
enlistment and choose not to re-enlist for military service. It is not
clear to us whether this means that the ex-servicemembers mili-
tary wage credits would be arbitrarily canceled by failure to reen-
list, and whether there is any determination of good cause for
voluntarily leaving the military.

We believe that this proposal should be examined more closely
and the treatment of former military personnel compared to that
of workers in the private sector who voluntarily leave employment.

Our membership has not established positions concerning the
specific changes in the trade adjustment programs, which have
been proposed by the administration. We do believe, however, that
any special assistance provided for permanently displaced workers
should be determined by the potential benefit to the individual and
the economy rather than solely by reason for the worker's unem-
ployment.

Lastly, Mr. Chairman, we would like to emphasize two points
that are mentioned in passing that we feel should be considered in
connection with any unemployment proposals which come before
this committee.

First, any modifications made to the State or extended benefit
programs will require the 53 jurisdictions to enact their individual
laws to conform to the Federal legislation.

We urge you to allow sufficient time for State legislatures to act.
The imposition of heavy penalties on a State-a tax penalty on
State employers-simply because the State did not have time
enough to act would certainly be unfair.

Second, the Interstate Conference understands that recommenda-
tions to modify and reduce benefit outlays in the regular benefit
program are very attractive to the Congress, especially now when
the Nation faces substantial pressures to balance the Federal
budget.

However, we would emphasize the point which was made earlier
by another witness regarding the social security program, that the
inclusion of State unemployment insurance trust funds in the Fed-
eral unified budget, accomplished through Executive order, creates
an artificial sense of fund availability.

State unemployment insurance trust funds financed entirely
through each State's employer taxes are dedicated solely to the
payment of regular unemployment insurance benefits to qualified
workers in each State.

State trust funds cannot be utilized for any other purpose or be
borrowed by the Federal Government or State governments. There-
fore, we urgently request that the committee reaffirm basic princi-
ples of the Federal-State partnership by rejecting proposals which
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disrupt the integrity of the regular unemployment insurance
system in each State.

We certainly appreciate this opportunity to have our views
before the committee. I have presented to the committee a full
statement which we would request be included in the record.

The CHAIRMAN. It will be made a part of the record.
Mr. BARRETF. Thank you, sir, and we would be glad to answer

questions now or in writing that the committee members might
have.

The CHAIRMAN. I would just say that I appreciate very much
your excellent statement, which is made a part of the record.

[Statement follows:]
STATnEMNT BY FRED E. BARRrrf, ADMINISTRATOR, MONTANA EMPLOYMENT SECU-

RITY DIVISION AND UNEMPLOYMENT INSURANCE COMMrTIE CHAIRMAN OF THE
INTERSTATE CONFERENCE OF EMPLOYMENT SEcuRrry AGENCIES

SUMMARY

The Interstate Conference of Employment Security Agencies (ICESA) is an organi-
zation of all 53 state administrators responsible for unemployment insurance and
job service operations. We strongly support the unique federal-state partnership in
the employment security system, and accordingly oppose federal standards which
limit the states' ability to tailor programs to local needs. Outlined below are our
positions, determined by a majority vote of the members, concerning the administra-tion's spending reduction proposals in unemployment benefits.

1. Extended benefit.--(a) We support elimination of the national trigger, which at
present requires many states with excellent economic conditions to pay additional
weeks of benefits; (b) We support the exclusion of EB claims from the calculation of
trigger rates. Including EB claims results in inequities among states; (c) We also
believe that states should be allowed to set the optional state trigger higher than
the current 5 percent level. Out membership has not established a position regard-
ing the increase in the required state t er from 4 to 5 percent (pus a 20 percent
increase from the prior 2 years). We do believe, however, that states would welcome
this on an optional basis; (d) We stronly oppose a federal standard for 20 weeks-of-
work in the base period to qualify for EB. Benefit qualifying requirements should be
determined by each state to meet individual state needs.

2. Federal suitable work requirement after 13 weeks of benefits.-We strongly
oppose this significant departure from the principles by which the unemployment
insurance system has served us well for over forty years. Every state currently
defines suitable work in a way which reflects its labor market conditions, the views
of employers who finance the program, and the needs of unemployed workers in the
state.

. Denial of benefits to those who voluntarily leave the military.-We believe that
this proposal should be examined carefully and its treatment of former military
personnel compared with that of workers in the private sector.

In conclusion, we would like to emphasize two points. First, any modifications to
the state or extended benefit programs will require conforming state legislation. We
urge you to allow sufficient time for state legislatures to act. Second, while state
trust fund monies are included in the federal unified budget, those funds are state
employer taxes and are dedicated solely to the payment of unemployment benefits
to qualified workers in each state. A reduction in benefit outlays will not free funds
for any other purpose.

Mr. Chairman, Committee members, my name is Fred E. Barrett. I am Adminis-
trator of the Montana Employment Security Division and Unemployment Insurance
Committee Chairman of the Interstate Conference of Employment Security Agen-
cies. We welcome the opportunity to come before you today and present our views
on the several proposals for reducing costs related to the unemployment insurance
program.

The Interstate Conference of Employment Security Agencies (ICESA) is an organi-
zation whose members include the state administrators from the fifty states, Puerto
Rico, the Virigin Islands and the District of Columbia. As the individuals responsi-
ble for administering the unemployment insurance program, the Employment Serv-
ice as well as other employment and training programs in the states and jurisdic-
tions, we are dedicated to the continued review and improvement of the programs
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we operate. The positions we will present to you today represent those approved by
a majority vote of our membership, unless otherwise indicated.

As a beginning point, the Interstate Conference always encourages reviews of the
unemployment insurance program which are intended to improve its quality and
services to the unemployed, while insuring its costs are reasonable and fairly
distributed. We are reminded, when reviewing measures which will change the
program that the balance between the state and federal governments in creating
and administering the unemployment insurance system is unique in all the many
arrangements that exists in our nation. The Interstate Conference is convinced that
it is the very uniqueness of the federal-state partnership which has *iven the
unemployment insurance system its strength to withstand the demands that it has
faced for the past 45 years. At the same time, the nature of the partnership requires
careful consideration of the federally mandated changes in the program which will
then have to be enacted by the 53 states and jurisdictions. The original notion that
the states must each knowledgeably review their own special labor market configu-
rations and enact unemployment compenetion laws, within broad federal guide-
lines, which best serve the unemployed workers and the employers in that labor
market, still must be considered by each of us when recommending modifications to
the unemployment insurance system. It is in light of the special relationships
between the states, the Congress, and the federal executive branch that we present
our views to the Committee.

MODIFICATIONS TO THE EXTENDED BENEFITS PROGRAM

The first group of proposals we will address are those involving modifications to
the extended benefits program which provides payments to workers who have
exhausted their regular unemployment insurance benefits during periods of higher
than normal unemployment. The Interstate Conference supports continuation of the
extended benefits program but believes that some improvements can be made. We
believe that eliminating the national trigger and allowing states to set the optional
state trigger higher than five percent will target extended benefit payments to
locations where they are most needed. We also favor the exclusion of extended
benefit claims frcm the calculations which determine the beginning and ending of
extended benefit periods. We oppose the establishment of a federal requirement for
20 weeks of employment in the base period in-order to qualify for extended benefits,
believing that benefit qualifying requirements are best left to the states.

Our members believe that the sound and efficient administration of a federal-
state partnership requires the states to share equally in the responsibility for
decisions which directly affect the costs of the program. In the case of unemploy-
ment insurance benefits paid after the exhaustion of regulation benefits, the state is
responsible for financing 50 percent of the costs and the federal partner is responsi-
ble for the remaining 50 percent of the costs of these benefits. Under current law,
the national trigger requires many states to pay extended benefits when unemploy-
ment levels in that state do not warrant the continued payment of benefits beyond
the regular 26 weeks. The elimination of the national trigger returns the responsi-
bility and basis for determining the beginning of an extended benefit period to the
state.

Another proposal for modifying the extended benefit trigger mechanisms would
increase the required state trigger from four percent to five percent insured unem-
ployment (the rate must also represent a twenty percent increase over the prior two
years) and the optional state trigger rate from five percent to six percent. When
Senator Boren proposed last year that the states be allowed to increase the optional
state trigger level, a poll of our membership resulted in support for that concept.

Many states believe that the decision to define the level of the state extended
benefit trigger should be made at the state level. Since the decision to raise the
state's trigger level would occur through consultation with the state's employer,
workers and citizens, and since the state is responsible for assuming the cost of 50
percent of extended benefits, the Interstate Conference believes it is important for
the states to have the option of increasing the level at which extended benefits
become available in each state. We would, therefore, urge the Committee to recom-
mend that states be provided the option of raising the state's trigger levels, rather
than making this mandatory change in the federal unemployment insurance law.

While there has been a great deal of confusion about the inclusion or exclusion of
extended benefit claimants in the calculation of the extended benefit trigger, the
ICESA Unemployment Insurance Committee makes the following observation and
recommendation:

The inclusion of extended benefit claimants in calculating the EB trigger rates
actually creates two definitions of high unemployment. One definition is for trigger-
ing "on" and one for triggering "oF In order to trigger "on" 4 percent of those
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covered by unemployment insurance in a state must be collecting regular UI bene-
fits, disregarding the number who may have already exhausted benefits. In order to
trigger "off' there must be less than 4 percent collecting both regular and extended
benefits. Because both types of claims are counted when triggering "off" less than 4
percent must be collecting regular benefits in order to offset those collecting ex-
tended benefits. Therefore, among several states with the same rate of unemploy-
ment based on regular claims, some may be paying extended benefits and others
would not be. The UI Committee believes that the same populations should be used
to calculate both the "on" and "off" triggers.

The recommendations of the ICESA Unemployment Insurance Committee reflect
and earlier position adoption by the membership which supports the exclusion of
extended benefit claimants from the calculation of triggers for beyond 39-week
benefit programs. Therefore, the Interstate Conference concurs with the proposal to
exclude extended benefit claims from the calculations for all program triggers.

The fimal proposal concerning extended benefits would establish a federal require-
ment of twenty weeks of employment in the base period in order to qualify. We
oppose this and other federal qualifying requirements for both regular and extended
benefits. States have developd many different measures of labor force attachment as
qualifying requirements for UI benefits. Some use weeks of employment, others use
various wage formulas. Even though the Administration's proposal is said to allow
for a wage equivalent, this standard still preempts the states ability to establish
qualifying requirements which reflect the state's own labor market conditions. We
would like to point out also that unemployed workers who meet only the minimum
requirements generally qualify for a small amount of benefits for only a short
period of time.

MODIFICATION TO THE REGULAR UNEMPLOYMENT INSURANCE PROGRAM

The second major proposal under consideration today would require claimants
who have collected 13 weeks of benefits to accept available work which meets
certain minimum requirements. Suitable jobe would be those that pay at least
minimum wage or the equivalent of the claimant's weekly benefit amount, that
meet basic health and safety requirements, and that meet other existing federal
standards. As we understand this provision it is identical to one of the newly
enacted re uirementsfor the receipt of extended benefits contained in the Omnibus
Reconciliation Act of 1980.

The Interstate Conference urges the Subcommittee to reject this proposal. A
federal mandate defining suitable work in the regular state program would be a
significant departure from the principles under which the federal-state unemploy-
ment insurance systen has served us well for over 40 years. This proposal also
appears contrary to the Administration's stated intention to return responsibilities
for programs to the states in order to better serve local needs.

As you know, the regular benefit programs are administered under state laws
which both define the benefit qualifying requirements and the conditions under
which they may be received. The states are responsible as well for financing the
costs of these benefits. All state laws currently include requirements that claimants
be available for and seeking suitable work during their benefit eligibility. Further-
more, each state has determined definitions of suitable work which reflect that
state s labor market conditions, the views of the employers who finance the pro-
grsm, and the needs of the workers who benefit from the program.

Particulary in the regular benefits program, the theory of suitable work recog-
nizes that each claimant has some skills which were utilized during the period of
employment which qualified the individual to receive unemployment insurance
benefits. States determine what is suitable work for an individual claimant based on
his skils past earnings, the loc l labor market conditions and the length of his
spellof unemployment. State attemit to provide the cl ant with guidance to jobs
wich will utilize his skills and wich will pay wages similar to his last employ-
ment. This strategy means that claimants are encouraged to continue using the
skills they have develop and have an oppott to continue to earn the highestwages possible. When it becomes clear that a claimant will not be able to obtain
employment commensurate with his or her last job, then energies are directed
toward locating other types of suitable work, which may pay lower wages.

Automatic referrals to low and minimum waqe. jo at the 13th week essntialy
short-circuits the state's opportunity to work with the claimant and to seek p lace-
ment opportunities for individuals at the highest possible skill and wage level. The
impact of this proposal on employers should also be considered. Many employers
may not wish to receive referrals of individuals who are over-qualified or job
openings. Employers who do hire over-qualified workers may find that these individ-
ual seek other job opportunities resulting in increased turnover for the employer.
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Finally, we should consider the overall economic impact: When lower paying jobs
are filed with higher skilled individuals, those with lower skilll levels are faced
with fewer job opportunities and potentially must turn to welfare or other income
maintenance programs for survival.

The Interstate Conference understands that recommendations to reduce benefit
outlays in the regular benefit programs are very attractive to the Congress when
the nation faces substantial pressures to balance the federal budget. However, we
would only point out that the inclusion of state unemployment insurance trust
funds in the federal unified budget, accomplished through Executive Order, creates
an artificial sense of fund availability. The state unemployment insurance trust
funds, financed entirely through each state's employer taxes, are dedicated solely to
the payment of regular unemployment insurance benefits to qualified workers in
each state. The state trust funds cannot be utilized for any other purposes or be
borrowed from by the federal government or other states. Therefore, we urgently
request that the Committee reaffirm the basic principles of the federal-state part-
nership by rejecting proposals which disrupt the integrity of the regular unemploy-
ment insurance p programs in each state.

Additionally, as the Committee considers these proposals, we urge you to remem-
ber that any modifications made to the state or extended benefits programs will
require 53 jurisdictions to enact conforming legislation. Effective dates for proposals
requiring state authorizing legislation which are less than two years beyond the
date of enactment for federal legislation do not provide states with sufficient time to
secure state authorizing legislation. Several state legislatures meet only in alternate
years. We hasten to remind the Committee that the penalty for failure to conform
to federal laws results in an almost five-fold increase of the federal unemployment
tax for employers in decertified states. The impositions of this heavy tax burden on
a state's employers simply because the state did not have sufficient time to act
would certainly be unfair.

MODIFICATION OF UNEMPLOYMENT INSURANCE BENEFITS FOR EX-MILITARY PERSONNEL

A third area under consideration today proposes the elimination of unemploy-
ment insurance benefits for military personnel who voluntarily leave the service.
We understand this recommendation to mean that military personnel who fail to
accept a reenlistment offer will be denied unemployment insurance benefits.

Basically, military personnel can be thought of as workers who are earning
wages. If military personnel who fail to reenlist have earned sufficient wages to
qualify for unemployment insurance benefits, denying those benefits arbitrarily
eliminates their wage credits. The Interstate Conference has consistently opposed
proposals which would either eliminate wage credits or remove a group of individ-
uals from coverage. If the intention of this propoal is to eliminate wages earned as
a member of the armed services from consideration for unemployment purposes
when an individual fails to reenlist, the Interstate Conference would oppose this
recommendation.

If the intent of this proposal is to treat failure to reenlist for military service as
voluntarily leaving employment is treated in the private sector we would like to
emphasize two points. First, all state laws recognize and define the notion of "good
cause" for voluntarily leaving employment. Normally, good cause is defined in
terms of the decision a reasonable and prudent person would make when faced with
a particular employment situation. If good cause is established, benefits would be
paid. Second, wages paid for employment which as individual leaves voluntarily
may be used in determining his labor force attachment and qualification for bene-
fits if he later becomes unemployed through no fault of his own.

The Interstate Conference recommends that the Committee consider the implica-
tions of the proposal to eliminate benefits to individuals who fail to reenlist. Should
it become clear that this proposal amounts to an arbitrary elimiration of wage
credits for a class of workers, the Interstate Conference urges the Committee to
reject this proposal. If the intent of the proposal is to consider voluntarily leaving
the military as voluntarily quitting employment, then some other considerations
may be required to determine if there are any situations which should be considered
as good cause for not reenlisting. In either event, the Interstate Conference would
be delighted to work with the Committee and its staff to explore possible options for
clarifying the intent and direction of this recommendation.

MODIFICATIONS TO WORKER TRADE ADJUSTMENT ASSISTANCE

The state employment security agencies act as paymaster for trade adjustment
assistance benefits to workers unemployed due to imports. While our membership
has not established positions on the specific proposals of the Administration con-
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cerning these benefits, ICESA's Unemployment Insurance Committee has made
some comments concerning special worker protection programs. Those comments
reflect the philosophy that these programs create inequities in the treatment of
unemployed workers by providing more generous benefits for those covered by
special proams than are available to other unemployed workers. We do recognize
that skilledworkers who are permanently displaced from their jobs need special
assistance in making the transition to new careers. We believe that the assistance
provided should be determined by a variety of factors including the potential bene-
fits to the individual and the economy rather than solely by the reason for an
individual's unemployment.

SUMMARY

In summary, the Interstate Conference concurs with the recommendations to
eliminate the national extended benefit trigger and to exclude extended benefit
claims from trigger calculations. We favor a provision which would permit states to
increase the optional state trigger from 5 percent to 6 percent and believe that our
members would support an optional increase in the required state trigger from 4
percent to 5 percent (plus a 20 percent increase in unemployment). We urgently
request the Committee to reject the proposed federal standard requiring unem-
ployed workers to accept any work meeting minimum requirements after 13 weeks
of benefits. We ask you to carefully consider the implications of excluding ex-
military personnel from unemployment compensation coverage. Finally, we ask that
you consider both the equity of special worker protection benefits as well as the
needs of displaced workers as you consider modifications to Trade Adjustment
Assistance.

We remain fully available to work with the Committee and its staff to assist in
developing improvements to the unemployment insurance program. I will be de-
lighted to answer any questions that you may have for us, either in writing or at
this time. Thank you very much for this opportunity to present our views.

The CHAIRMAN. I would yield to Senator Baucus for questions or
comments. I told him that you were on the way.

Senator BAUCUS. Thank you, Mr. Chairman.
Fred, I want to thank you very much for coming.
Mr. Chairman, I might say that I have known Fred Barrett for

some time, in fact, for all the years that I have been in public life.
Fred, frankly, has served our State of Montana years before that

and if Fred, in my judgment, presents a viewpoint that States can
handle a lot of these problems, that the States should be able to
continue those traditional rights and generally handling unemploy-
ment compensation programs.

I strongly suggest that the committee listen to him very closely.
There is no reason for me to think that other States can't do as

well and handle the area as well as Fred has, but, believe me, in
my judgment, he has done so well that we would be well-advised
here in Washington if we had administrators who handled, .you
know, Federal programs as well as he has handled ours in Mon-
tana.

There have been no problems in Montana, no scandals, no com-
plaints, no criticisms over the years and I want to thank you, Fred,
first, for the service you provided, but, second, for coming here to
give us the benefit of your views, and particularly giving Washing-
ton the benefit of the views of somebody west of the Hudson River.

There is a bit of parochialism in this-pait of this country, and
certainly in this city, and it is helpful for you to come and help
clear the air a little bit.

I want to thank you very much for coming.
Mr. BARRETF. Thank you, Senator, and fr those kind remarks.
The CHAIRMAN. Well, I share that last view. I think as you look

down the witness list, almost daily, you find most of the witnesses

90-480 0 - 81 - 11
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are Washington, D.C. They are all great people, but many of them
have never been out of the city and it is nice to have somebody
come in. We've had somebody as far as Kansas today and, nov,
Montana out there where people still like to think for themselves
and react for themselves and make their own judgments, and I
think your statement reflected that.

I mean, you agree in some areas with the administration's pro-
posals and you disagree with others, and that is certainly the way
it should be.

We will probably have disagreements on this committee. Your
suggestions will be most helpful.

Mr. BARRETF. Thank you, sir.
The CHAIRMAN. Any other questions?
Senator BAUCUS. No, thank you, Mr. Chairman.
The CHAIRMAN. If there are no other questions or no other

witnesses, the full committee will recess until 9:30 on Tuesday.
There will be a subcommittee hearing tomorrow morning chaired

by Senator Wallop on energy and on Monday, Senator Packwood at
9:30 will chair his Subcommittee on Taxation on a number of
taxation annuities, taxation of private foundations, a number of
other bills introduced by Members of the Congress.

Thank you very much for coming, aiAd we will be in recess of the
full committee until 9:30 Tuesday.

[Whereupon, at 12:20, the hearing was adjourned subject to thecall of the Chair.]



SPENDING REDUCTION PROPOSALS

TUESDAY, MARCH 31, 1981

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D.C
The committee met, pursuant to notice, at 9:35 a.m., in room

2221, Dirksen Senate Office Building, Hon. Robert J. Dole (chair-
man of the committee) presiding.

Present: Senators Dole, Chafee, Heinz, Durenberger, Grassley,
Long, Byrd, Baucus, and Bradley.

Senator DURENBERGER. The hearing will come to order.
I am pleased to welcome all of our witnesses today at what is the

fifth day of public hearings on the administration s budget reduc-
tion proposals.

As many of you know, the focus of today's hearing will be on the
medicaid program. Tomorrow's hearing will include testimony on
the title V program and Thursday's witnesses will include Dave
Stockman, Director of the Office of Management and Budget, and
Governor Matheson from the State of Utah.

A lot of questions have been raised in response to the proposal to
place a cap on Federal spending for the medicaid program. The
questions include those regarding the impact on the elderly and
the poor and those relating to the alternative proposals available to
us as a substitute for the the cap.

I have, like many of my colleagues, some very serious concerns
that, in our legislative efforts to reduce Federal spending, we don't
place individuals, particularly those who are poor or elderly at
inordinate risk.

So I am hopeful that our witnesses today will provide us with
their suggestions, now that they have all had 6 weeks or so to deal
with our problem, as to how we might achieve our goal of control-
ling Federal spending and what they believe to be the benefits and
the drawbacks of the administration's proposal in that regard.

I am also eager to hear comments on possible modifications of
the medicare program, both long range and short range, so I thank
you all for your willingness to be here today for any comments you
would like to make.

Our first panel is stretching the definition of "panel"; it's two
people, Mr. Paul M. Allen, director, Medical Services Administra-
tion, Michigan Department of Social Services, and chairman, State
Medicaid Directors Association, Lansing, Mich.

Paul, welcome.
Mr. ALLEN. Good morning.
Senator DURENBERGER. And Gerald Reilly, who is deputy com-

missioner, New Jersey Department of Human Services, and chair-
(157)
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man of the Health Care Committee of the National Council of
State Public Welfare Administrators. Gerald is from Trenton, N.J.

We welcome you both.
Do you want to position yourself in the middle or wherever you

are comfortable. Just make sure you have a mike.
Paul, are you going to start, or Gerald?
Mr. ALLN. Gerry is going to start.
Mr. RILLY. I will start.
Senator DURENBERGER. Great.
Please go right ahead.

STATEMENTS OF PAUL M. ALLEN, DIRECTOR, MEDICAL SERV-
ICES ADMINISTRATION, MICHIGAN DEPARTMENT OF SOCIAL
SERVICES, CHAIRMAN, STATE MEDICAID DIRECTORS ASSOCI-
ATION, LANSING MICH., AND GERALD REILLY, DEPUTY COM-
MISSIONER, NEW JERSEY DEPARTMENT OF HUMAN SERV-
ICES, CHAIRMAN, HEALTH CARE COMMITTEE, NATIONAL
COUNCIL OF STATE PUBLIC WELFARE ADMINISTRATORS,
TRENTON, NJ.
Mr. REILLY. Mr. Chairman, Senator Long, we appreciate very

much this opportunity to testify before you today.
I am Gerry Reilly, chairman of the Health Care Committee of

the American Public Welfare Association and deputy commissioner
of the New Jersey Department of Human Services.

In addition, I was director of our State medicaid program for 2
years.

I intend to briefly outline some views of State human service
commissioners who are directly responsible for managing the med-
icaid program at the State level.

Mr. colleague, Paul Allen, is vice chairman of the health care
committee and is chairman of the State Medicaid Directors Associ-
ation. Paul is going to describe some of our specific proposals for
program inprovement.

The States have an enormous stake in medicaid cost contain-
ment. We will pay $12.9 billion, or 44 percent of the cost, in the
current fiscal year. Therefore, we strongly support efforts to re-
strain costs in the health care sector.

Such efforts, however, must not be restricted to medicaid alone,
but must include, in a balanced way, medicare and other federally
financed health care programs.

Efforts restricted to medicaid will not be effective and will lead
to an erosion of health care access to the poor and to many elderly
people.

The administration's proposed 5-percent cap for fiscal year 1982,
with a GNP deflator index to govern the growth of the program
thereafter, raises several important questions.

Will differences in State management efforts to date be taken
into account?

Will provisions be made for low-benefit States to improve access
over time?

Will legitimate health care needs of a rapidly growing elderly
population be considered?

Will Federal financial support continue at a level sufficient to
avoid a shift in the proportionate burden to States and localities so
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as to avoid any even more pronounced two-tiered system of health
care?

Based upon preliminary information now available to us, the
answers to these questions are not encouraging from either a bene-
ficiary or a State perspective.

Because of these concerns, our recommendation is to postpone
consideration of any medicaid cap proposal and proceed instead
with an evenhanded course of cost containment in all federally
financed health care. Such a course should include, at least, the six
following elements:

One, significant statutory grants of program flexibility to State
medicaid programs;

Two, retention of congressional oversight with regard to access
and State maintenance of effort;

Three, application to medicare of the principles of prospective
rate setting in hospitals;

Four, use of prudent buyer concept in both medicare and medic-
aid;

Five, aggressive promotion of the proven success of the HMO
approach for all federally financed health benefits.

And, finally, six, streamlining, but retention of health planning,
certificate of need, and utilization review processses.

In our view, this six-part program will be much more effective in
controlling health care costs than the proposed cap, and does not
contain the compound risk of further limiting access to health care
for poor people while at the same time encouraging rampant in-
creases in the broader health economy.

Thank you.
Senator DURENBERGER. Thank you very much.
Mr. Allen.
Mr. ALLEN. Mr. Chairman, members of the committee, I support

strongly the statement of the APWA. Further, on behalf of the
medicaid directors, I strongly support the statement that Mr.
Reilly has made about objecting to the administration's cap of
medicaid next year.

There are a lot of misconceptions about what medicaid is and
what it isn't, and I think these misconceptions are a function oi
misunderstanding. We, in the States, view medicaid as a form of
national health insurance for the indigent, the poor. It serves the
most needy in our population. The vast proportion of the money we
spend on medicaid is spent on the aged, the blind, the disabled.
Very little is spent on the classic AFDC welfare case.

And, yet, there is a body of opinion in this Nation that there is a
lot of fraud, there's a lot of abuse, and we submit, as State medic-
aid directors involved in administering these programs, that that's
not true.

The primary problem is that medicaid is a health program in a
very expensive marketplace. Inflation is the problem, and until we
V et a handle on inflation, then we can't contain medicaid costs.

utting a 5-percent cap on it will in no way allow us to achieve
cost control as the Congress of the United States wants it, and as
we want it, too.

In fact, the 5-percent cap has a more severe impact on thoe
States that are experiencing financial stress. This is because we
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who have been in this position have been trying for several years
to contain costs, and the 5-percent cap will just exacerbate the
problem.

Related to specific recommendations as an alternate to the 5-
percent gap, we strongly feel that somebody has to get a handle on
medicare costs.

Medicare is the largest Government health entity and third-
party payment system in the health field. In our State, for exam-
ple, they are about 25 percent of the hospital's budget. They are
under a reasonable cost formula, which has a tendency, and has for
years, to inflate costs in that very expensive sector at A greater
rate than a perspective system, for example, would.

On the other hand, medicare seems to be exempt from the many
rate setting methodologies that medicaid States have experimented
with to control this very expensive sector.

In the same area, medicare tracks physicians' fees using a usual
and customary prevailing fee approach. That, in and of itself, will
cause rates that are paid to physicians for services to rise at a
faster rate than normal inflation, because the marketplace is con-
trolled by the provider.

In both of these areas, we feel that a lot more can be done in
controlling total health costs than any arbitrary cap of 5 percent
on medicaid only.

By the same token, we strongly recommend-and I understand
the administration has promised a relaxation of rules concerning-
the use of prepaid health plans, HMO's, for example; and utiliza-
tion controls over what services you can and cannot provide. The
use of PSRO's, for example, as determinants of utilization review
has not been a cost effective exercise. Relaxation of controls on all
of these items would assist us immensely in controlling costs in the
States.

And, finally, I guess-we've submitted a separate statement
which details some suggestions more clearly, and I ask your staff's
attention to those because we think that is the way to go if you
really want to contain medicaid costs.

Senator DURENBERGER. OK. Thank you very much for your testi-
mony.

Do you agree with the list that Mr. Reilly gave us of the five
broad areas of cost containment: State flexibility, oversight of
maintenance ai' effort, prospective reimbursement for medicare,
prudent buyer on both, greater utilization of HMO's and some
change in, but a maintenance of our utilization review, health
planning, and PSRO effort?

Mr. ALLEN. Very definitely. I didn't repeat them because-I do
strongly support them and we have used them effectively in Michi-
gan within the law.

Senator DURENBERGER. Now, you also made the observation, I
think, in your testimony that the cap is tougher on States that
have been trying to do something to get more quality of service for
the dollar.

Could you elaborate just a little bit on that?
Mr. ALLEN. Well, I guess the best way to do it is to use Michigan

as the example.
Senator DURMBERGER. Please, I'd appreciate it.
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Mr. ALEN. Michigan has the highest unemployment rate in the
Nation. Our unemployment rate, statewide, is over 13 percent. I
think the national average is around 7.8 percent.

Now, we have, for about 18 months, been trying very hard to
contain costs within Michigan in the medicaid sector particularly
because medicaid also happens to be 13 percent of our State s
budget. Last year in the State of Michigan for the first time since
1932, our budget was lower than the prior year and medicaid was
one of the main reasons that we've had this problem between low
revenue and high expenditures. So, we have been using every
imaginative initiative to contain costs in health care. To the extent
that next year's medicaid budget is only a little over 6 percent
increase over this year's budget and with the rising case load and
15 percent inflation in the health care field, you can see that we
have had to address the problem.

On the other hand, if you put a 5-percent cap on our efforts, you
are just going to heighten our problem.

Mr. RsILLY. 1 would like to follow on that one brief point. In New
Jersey, for example, with our prospective rate reimbursement, we
have trailed the Nation by better than 3 percent a year over the
past 3 or 4 years in the rate of increase in hospital costs. So that
we have had benefit from that cost containment effort.

With a 5-percent cap, we will not have the opportunity to take
up that slack because that slack is already very, very taut in our
State. So, relative to a State that has not been aggressive in hospi-
tal cost containment, we are disadvantaged.

Senator DuRMnBERGR. On the issue, for both of you, of participa-
tion rate of physicians in medicaid, I guess, my impression is that
it has been fairly low.

If we give you freedom of choice with regard to hospitals, it is my
impression that you already have a certain amount of flexibility in
setting reimbursement rates in a nonhospital setting. What else do
we need to do to get greater physician participation in medicaid?

Mr. ALLm. Well, there are conflicting opinions on that the effect
of physician participation and reimbursement techniques. Never-
theless we have in Michigan fostered the use of HMO's in order to
obtain health care services for a large segment of the medicaid
population. At this time I have 6 percent of my medicaid popula-
tion, some 60,00X people in an HMO setting.

Senator DURENBERGER. In one?
Mr. ALLEN. In five HMO's, and that's the largest medicaid per-

centage in the Nation. And it is a cost-effective way to go. Now, if
we had more latitude in reimbursing physicians, then we could
increase the use of prepaid health ideas, not necessarily the HMO
structure.

Senator DURENBERGER. Go ahead.
Mr. REILLY. We have about 70 percent physician participation,

but that figure is somewhat distorted because you will find that 20
percent of that participation accounts for 80 percent of the care
rendered. So, a small percentage provide most of the care.

We had a hard time getting physician fees up. We are anomalous
in that we think that we should pay greater fees in our State.
We're less than 40 percent of usual and customary. One reason
that we can't is that we are so constrained on the inpatient side in
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terms of long-term care and hospitals. And so much of our money
goes there that we don't have any to reinvest or invest in the
preventive sector or the ambulatory sector, and I think we would
like to do that.

Senator DURENBERGER. Thank you very much.
Senator Long.
Senator LONG. Thank you, Mr. Chairman.
With regard to States paying usual and customary charges, for

many years we used to operate our system in Louisiana on that
basis. We still do to a certain extent, but I recall a great number of
years when the State never considered paying a doctor his usual or
customary charge-for example, at the New Orleans Charity Hos-
pital. Incidentally, the hospital is named "New Orleans Charity"
because of the Sisters of Charity, a Catholic order, that provided
the nursing care there. They provided a very high quality of care
there.

The death rate there was the same as it was in a private hospital
when they had the proper administration under my father, and
that was how it was from that point forward. You had the same
doctors performing operations there that were performing oper-
ations in those private hospitals. They were willing to do that, and
I believe that for many years it was done without compensation.
They were performing a service for their fellow man, but they were
also getting a lot of valuable experience.

Would you have to pay the same fees for doctors to care for the
indigent as are paid these doctors when they treat a wealthy client
who can pay a large amount?

Mr. REILLY. I don't think we have to, and I don't think the
medical community expects it, at least in our State they don't, but
when we're paying less than 40 percent of the normal fees, there
are some significant problems. I think if we were in the ball park
of 65 or 70 percent, we would get much wider physician support.

They recognize that it is a public program with tax dollars, and
that we can't pay what the private market can pay.

The problem with the charity medicine, however, if you look at it
over 10 or 15 years, is that while in many cases it was quite
excellent, and the care was very good, it did tend to be acute care,
and it didn't tend to deal very well with the ambulatory preventive
sector.

And I think if you look at the health statistics for the poverty
population in the United States, you can see the remarkable bene-
fit of both medicare and medicaid by opening up that issue of
access. Not to say that good care didn't occur in some cases before
that.

Senator LONG. Do you want to comment on that?
Mr. ALLEN. I was going to support the idea that charity should

be used wherever practical. However, in our State we have over a
million people on medicaid out of a 9.2 million population. Because
of high unemployment it would be very difficult for us to get access
to charity health care for a million people.

To echo Mr. Reilly, we are paying very low ourselves. We are not
even covering the overhead in a doctor's office at the present time,
and we should.
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Senator LONG. Well, I can rememer a time when one of the
nicest things you could do for someone was to get him admitted in
New Orleans Charity Hospital where he could get himself some
free hospital care and it was a great favor if you could get some-
body in New Orleans Charity to be treated.

But then we got this effort by the bureaucrats in Washington
who wanted to fix it so that the indigent have a choice.

Now, outside New Orleans you have the Oschner Foundation
Hospital. Dr. Oschner was at one time the chief surgeon at New
Orleans Charity and a great doctor. I mean, he's a little old now,
but back in the time when he was making his famous reputation,
he was a house surgeon at New Orleans Charity.

Nowadays, the Federal bureaucrats want to offer people the
choice of going to the Oschner Foundation Hospital or to New
Orleans Charity.

Now, I have been in both. I am familiar with both of them. I've
been all through both of them, and Oschner is great, but it is very
expensive. It's a topnotch hospital, there is no doubt about it. I
think it can compete with any hospital anywhere in the world.

But when we're talking about spending the taxpayer's money, is
it appropriate that we would have to let patients choose some very
expensive places that provide about everything one could ask for?
We also have very fine hospitals that treat large numbers of people
that can't quite meet the same degree of sophistication as
Oschners. Is it reasonable to try to offer every patient the choice,
especially when the taxpayers are paying for it, of having the most
expensive that the good Lord can offer?

Mr. REILLY. We agree that unlimited freedom of choice has actu-
ally become a barrier to access to good health care simply because
we can't afford it. However, in limiting freedom of choice, we think
that it has to be done carefully, because, we think, in general it's
better to have access to as broad a mainstream of health care as
you can.

One classic example is laboratory service. No person chooses
their clinical laboratory. There is no reason why we shouldn't be
able to bid on a competitive basis five or six regional clinical
laboratories in New Jersey or in Michigan and get the benefit of
competition and competitive purchasing because you don't choose
your clinical laboratory and I don't either.

Senator LONG. I just wanted to get this matter straight that
when the taxpayers are paying for it, I don't think we have to offer
people who are getting something for free, at taxpayers' expense,
the most expensive care that you can find anywhere in the area.

But hasn't that been about the way it's been working?
Mr. AuLN. The problem is real and I think we should in some

cases limit their choice to ambulatory care. However, when it
comes to where we spend most of our money, you have got to look
at the anatomy of the medicaid expenses. We spend 70 cents of
every dollar on institutional care. And medicaid clients don't
choose their hospital or their nursing home overtly. Somebody
usually chooses it for them. And freedom of choice is a two-edge
sword because the most expensive hospitals in our State, and I
think it is true in New Jersey and others, are teaching institutions.
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One of the most expensive in the State is the University of Michi-
gan Hospital.

it is a the largest Medicaid hospital provider in the State, and
it is also State supported. And so you get in this circle where you
are State supporting an institution that is very high cost. If you
buy the service from a $200-a-day hospital down the street, you will
dry up the cash flow of this expensive teaching institution and you
find yourself in a box. This is true of public hospitals also.

Senator DURENBERGER. Thank you.
Senator LONG. Could I just ask one further question?
Senator DURENBERGER. Yes.
Senator LONG. Well, can't we separate out the expense that has

to do with teaching and pay for that separately, apart from the
expense for the care of the patient?

Mr. ALLEN. Yes; I think there is potential to do that, but I have
never seen it done.

Senator LONG. Well, it seems to me logical that we ought to do
that.

Senator DURENBERGER. You will see it sooner or later.
Senator Grassley.
Senator GRASSLEY. Mr. Chairman, I don't have any questions, but

I would like to comment in a little more general fashion than the
questions so far have been pointed toward.

I think I sense the frustration of people who are in charge of
programs within the States and the State Governors and some of
the State legislative leaders, and particularly those people who are
in charge of hospitals that there will probably be some readjust-
ment if a cap is put on. And maybe it is not realistic to think that
there will be a cap put on. Maybe it can't get through the congres-
sional process here.

But some compromise of the existing setup where there is no
necessity forprioritizing claims on the Federal Treasury as with no
cap and the States decide what they want to spend and the Federal
Government will match it, it seems to me to encourage a lack of
discipline because the people that are making the decisions on
what to spend and where are not the ones that have the responsi-
bility for raising the money like we do here. At least, somewhere
between 53 and 83 percent of the money, I guess, for medicaid
comes from the Federal Government varying from State to State.
And, so we bear that responsibility for raising it, giving it to the
States, but obviously with some guidelines, but almost to a point
where there is no incentive to police. So, it does violate that one
principle that somewhere along the line those that have the re-
sponsibility for spending it-have the right to spend it, ought to
have some care that it be spent wisely.

In other words, the level of government that spends it ought to
have some of the responsibility.

I don't know how that is going to come other than more Federal
regulation, which we don't want, because that is going to federalize
it totally, or else through such a cap.

The second point is that just basically medicaid is an example of
some Federal programs that kind of view the Federal Treasury as
a bottomless pit where there doesn't need to be any prioritizing of
claims upon the Federal Treasury and that just doesn t square with
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the basic facts of economic life-that there is a limit on what
people will pay in taxes. There is a limit on what public officials
can do with that money, and when there isn't, there isn't disci-
pline.

If we would adopt a philosophy that is involved with medicaid on
a whole vast array of Federal programs, and there are only a few
that don't have a cap, there wouldn't be any end to what we would
be doing here, and, of course, with our unwillingness to raise taxes
through a vote, and otherwise raising the money through the infla-
tion or else raising the money by devaluing the dollar by running
the printing presses to a greater extent, then there is no fiscal
discipline here either, and so we have to institute that fiscal disci-
pline.

You not only have to institute it on the tax end, but you have to
institute it on the spending end as well. So, you know, I suppose
hospital officials, Governors, administrators of State programs, as
you are, look at this as an effort of Congress to punish you. It is
not that at all. It is an effort to punish ourselves for our prolific
spending and to reestablish some-or force some priorities here
within the decisionmaking process in Washington.

Mr. ALLEN. Mr. Chairman, may I respond?
Senator DURENBERGER. Yes; go ahead.
Mr. ALLEN. The States are as interested as the Federal Govern-

ment in containing costs, particularly those States like New Jersey
and Michigan that spend 50 cents for the 50 cents the Federal
Government spends.

So, a 5-percent cap really hurts a State that is trying cost-
containment initiatives, or only gets 50 percent match. it is more
to the advantage of those that get a 70-percent match not to
contain costs and that isn't what you are trying to do. You are
trying to take the ones that are more conscious of the problem and
cut them down.

So, there needs to be some evening process in lieu of a 5-percent
across-the-board cap. We suggest that there should be some incen-
tives built into the system that would encourage the States to
establish cost containment initiatives. For example, in nursing
home care, coming up with alternatives to institutions. Coming up
with rate-setting methodologies to constrain hospital costs where
we are really spending a lot of money. These kinds of things-
because we don't think it's a bottomless pit, believe me. Our legis-
lature is very uptight about every dollar we spend on this program.

Senator GRASSLEY. I don't reject your suggestions. I, in fact,
encourage them. All I am simply saying is that we have to depart
from the 1V decades practice that there isn't any limit to what we
can spend.

Mr. REILLY. Senator, the way to depart, we would suggest is to
permit us to be aggressive in cost containment. We have felt over
the years that when we turn to the Federal Government for sup-
port, that is where the problem came in with the bias toward cost
reimbursement at institutional settings. And we are as much, or
more interested in trying to control this budget as is the Federal
Government. We need some help in that direction giving us those
grants of authority to get tough and bring competition into the
system.
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Senator GajmmsS . Less Government regulation, or less Federal
regulation in the program is going to help or hurt in your judg-
ment?

Mr. AtUZ. It's going to help.
Senator GRAWmZY. It is going to help.
Mr. Aluz. Right.
Senator Gwzsxy. Do you agree with that, sir?
Mr. Ramuy. Yes.
Senator DURENBRGE. Thank you very much, Senator.
Senator Byrd.
Senator By"n. Mr. Allen, both you and Mr. Reilly in your collo-

uy with Senator Long admitted that there should be a limit to the
freedom of choice, so to speak?

Now, how is it limited now? How do you limit it, Mr. Reilly?
Mr. RaLLY. At the present time it is unlimited. It is virtually

open ended. Any health care provider who is licensed and has not
been barred from the program for a program integrity offense is
permitted to provide services. It is unlimited at the present time.

Senator BYRD. Well, I gathered from what you said that you felt
there should be a limit and that you had a limit?

Mr. RmLLY. No; I feel there should be a limit but the limit does
have to carefully weigh how far the limit goes before it begins to
impede beneficial and reasonable access to service and takes us in
the direction of a two-tier or a two-class system of health care.

I think we can make a lot of progress in efficiency and economy
before we cross that line.

Mr. AUZN. Senator Byrd, there are two parts to the freedom of
choice issue. One, is freedom to choose a provider and then there's
the provider's freedom to choose us.

The provider, at the present time, assumes the right to do busi-
ness with us, and the recipient assumes the right to do business
with any provider they want to because they have a credit card to
d jus that.dOhat we would suggest is that as a prudent buyer of services, if

we had the latitude, we could deal with certain providers that were
more cost effective than others. That is freedom of choice on the
provider's side. And on the recipient side, we could perhaps chan-
nel the recipients' health care services to cost-effective providers,
such as prepaid health plans, and the like.

Senator BYRD. And you cannot do that now?
Mr. ALUN. We can t do that now.
Mr. RrLLY. We do limit people if they have a record of abuse.

Michigan has a lock in program, I believe, and so do we in New
Jersey where we can give them a limited eligibility card to tie
them into certain physicians and certain pharmacists only, but
that is only a small percentage of the people who participate in the
program.

In general, people have universal access.
Senator BYRD. You can't direct which hospital they go to?
Mr. Rmuv. No.
Mr. ALLEN. No.
Mr. RjuLLY. Or which doctor.
Senator BYRD. And you feel that the law should be changed to

permit that?
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Mr. ALLEN. Under certain controlled circumstances, yes.
Senator BYRD. Now, you mentioned in your dialog with Senator

Grassley that less Government regulation would be helpful and
could you indicate what chages should be made in the law?

Mr. ALLEN. We have submitted a list of specific parts of title
XIX, which governs medicaid, that should be liberalized or modi-
fied concerning the reimbursement mechanisms. What we should
pay a hospital, reasonable costs, for example; what we should pay a
doctor, both for medicare and medicaid; how we should negotiate
contracts with prepaid health plans; the freedom of choice issue we
just talked about; client cost sharing. We're severely limited on the
client's ability to share costs. So, we have submitted a list of
specific laws and regulations that need to be loosened up.

Senator BYRD. Just one last question. I was intrigued with what
you mentioned, Mr. Allen. I'm not sure whether I heard you cor-
rectly. Did you say that the State of Michigan has actually reduced
its budget for the current year, vis-a-vis as compared with the
previous year?

Mr. ALLEN. Yes, sir.
Senator BYRD. Actually reduced it below what it was last year?
Mr. ALLEN. Last year the State's part of the budget, you know,

there is a State and Federal part, the State's part of the budget
last year was $300 million more than this year.

Senator BYRD. That is for all services?
Mr. ALLEN. That is for all services. So, it is an absolute reduction

over the prior year.
Senator BYRD. That shows that there can be a reduction in

Government spending if there is a will on the part of those who
operate the particular State, or the Nation, or the locality?

Mr. ALLEN. That's true. And the people of Michigan have bitten
the bullet. Unfortunately, I think if you put a 5-percent cap on us
for Federal support, we'll break our teeth because we just can't go
further-it will push us underground.

Senator BYRD. I think the Federal Government has got to bite
the bullet and the Members of the Congress have got to bite the
bullet, too.

Mr. ALLEN. Yes, sir.
Senator BYRD. Thank you, sir.
I congratulate Michigan.
Senator DURENBERGER. Thank you, Senator Byrd.
Senator Bradley.
Senator BRADLEY. Thank you, Mr. Chairman.
I'd like to say a special word of welcome to Mr. Reilly who is

here today sharing with the committee his view of this issue, which
I think is one that should be instructive.

I wonder if you could walk through the steps that you go through
in New Jersey in order to insure that you have some incentive
systems to control costs and that you do, in fact, control costs.
Explain how your approach works and how the situation might be
different in a State that didn't have a rate-setting commission.

Mr. REiLLY. The principal tool in controlling costs in the medic-
aid program is to limit the rate of growth in your institutional
providers, be they hospitals or long-term care facilities, nursing
homes. That is because they will constitute between 60 and 70
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percent of your program expenditures and the most effective way I
kow of doing that is to have a cost based reimbursement system
that is prospective in nature and not retrospective. So that an
institution knows what it can count on from support at the outset
of the year and knows that it cannot come in with a blank check at
the end of the year and expect to be reimbursed.

There are various levels of sophistication in that process. We are
now trying in New Jersey something called the diagnosis-related
group system that hones in on the specific illness and tries to set a
rate for that. And framers of that system believe that it is the state
of the art and the most effective way to deal with hospital costs.

Beyond that, it is terribly important in an entire medical assist-
ance program, particularly your large State, to have a very effec-
tive claims payment review and monitoring process, and that
means you must run on computers when you are dealing with 12
or 14 million bits of information in a period of a month.

You must also have a well-developed program integrity effort to
deal with those few individuals who will attempt to defraud the
program or abuse the program. You have to have a good relation-
ship with the criminal justice system in order to prosecute people
when that becomes necessary.

Senator BRADLEY. Since you have set up this kind of system,
could you tell us how the proposed medicaid cap would affect you
differently than it might affect a State that hasn't done this?

Mr. REILLY. We don't have the opportunity now to do those
things because we have already accomplished it. Our system, we
think, is as tight as we can reasonably make it although we are
always trying to improve.

The State that has not had an aggressive cost containment and
has not had aggressive program integrity; .has not had aggressive
claims management, has some opportunities to get by with less
money.

Senator BRADLEY. So, you argue that States that have actually
put into place these mechanisms to control costs should have some
relief from the cap; is that correct?

Mr. REILLY. There ought to be some way to factor in program
performance in setting a cap if we get to a cap.

Senator BRADLEY. Mr. Allen, did you want to say something on
that?

Mr. ALLEN. Well, I'll give you a specific figure. We have totted
up this year all the cost containment initiatives that we have
accomplished in the past couple of years, and on an annual basis,
we have reduced our budget this year $238 million in medicaid
from what it would be if we hadn't put these initiatives in place.
That is 17 percent of my budget. Now, that was done without any
great Federal impetus. It was done because the State of Michigan
recognized the problem and had to move out. That's a lot of dough.

Senator BRADLEY. It sure is and I think it speaks well of your
efforts. We should try to take into consideration those States that
have actually succeeded in keeping these costs down.

Mr. ALLEN. Amen.
The CHAIRMAN. Do you have a record of that in your statement?
Mr. ALLE. Sir?
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The CHAIRMAN. Is that in your statement the things you did to
achieve that savings?

Mr. ALLEN. No, but I have it here. I can add it to my statement. I
have a complete list by item.

The CHAIRMAN. Why don't you make that a part of the record?
Mr. ALLEN. Yes, sir, I will.

MICHIGAN MEDICAID COST CONTAINMENT PROGRAMS

Poky ___ k $IMF

Year) Fi y Amount
_____)_____ _(nuihOft )

Alternate s to institutional and nursing home care .........................................................
Third-party ty .......................................... ..............................................................

Fra ud and a b use .............................................................................................................
Outa e lab ................... ..............................................................................................

R outine testing .................. ............................................................... .............................

A utom a ted lest .......................................................................................................

Recpet montoring
P illot ................. ................... .... ................. ........ .... .... .... . ..... ............. ........... .

Ex p andie d ................................... ....................... .... .. .... .. ... . ... ..... ........... . ....
Secow surgical opin ......................................................................... .....

Volume purchase eyewea .............................................................................

Henes .. s s....................... . . ..............
Genw ali s versus speca sts fees ......... .......... ...... . ... .. . ....

Phmacy copayment.
Prosetre reimr t/log term care ......
Prospctive re ihursement/hosptals.
Ambulatory fee diffefentW .............. . .. .....

Total fi al year 1980- 81 w ings..... ............ ......

1975-76 11981
1977-18 1978

1979
1980

'1981
1978-79 '1980-81
1919-80 1919-80

11980-81
1979-80 1979-80

'1980-81
1977-18 1977-78

1978-79
1919-80

'1980-81

$150.0
18.0
27.3
39.5
46.0
4.0
1.0
2.1
.5
.5

1.3
1.3
1.3
1.3

1978-79 1979-80 . '.5
1979-80 '1980-81 1.0
1979-80 1919-80 2.0

'1980-81 4.0
1979-80 1979-80 .25

11980-81 .50
1974-75 11980-81 4.5
1978-79 1978-19 1.0

1979-80 2.0
'1980-81 2.0

1980-81 '1980-81 3.0
1978-79 '1980-81 15.0
1979-80 '1980-81 5.0
1979-80 1.1980-81 1.0

............. I..... .. .. .... .... . 2 38 .2

,ProWed

The CHAIRMAN. Senator Baucus.
Senator BAUCUs. Thank you, Mr. Chairman. Actually, these last

two requests are the area that I want to focus in on.
You said Michigan achieved 17 percent savings; is that correct?
Mr. ALLEN. Seventeen, yes.
Senator BAUCUS. Seventeen percent.
Mr. ALLEN. Right.
Senator BAucus. And my understanding is that New York also

has experienced significant medicaid savings; is that correct?
Mr. ALLEN. They have had great improvements in the past

couple years, yes.
Senator BAucus. Do you know roughly what their savings are?
Mr. ALLEN. No. But knowing the magnitude of their problem, it

is two to three times ours.
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Senator BAUCUS. Do you know-I'm sure that is true on an
absolute basis, do you know what their saving has been on a
percentage basis?

Mr. ALLkN. No, I do not.
Senator BAucus. You apparently are somewhat familiar with the

Michigan savings, and I appreciate the request of the chairman
who asked for a submission of an itemized statement.

Could you just generally indicate now, to the degree that you
can, where those savings occurred?

Mr. ALLZN. Yes. The majority of the savings accrued in long-
term care-nursing home care. The alternatives to institutional
care that we have are quite extensive. To the extent that we have
more people receiving help in their home or in a congregate living
situation than we do in nursing homes.

We only have 30,000 people in nursing homes in the State of
Michigan, which, as a dollar percentage, means it is only 30 per-
cent of the medicaid budget. Nationally, long-term care is about 45
percent of the medicaid budget. So, our biggest effort in cost con-
tainment has been in not letting people go in to nursing homes
when they can he kept in their own homes more economically.

That is the major one and amounts to $150 million.
Senator BAUCUS. Out of what? $300 million?
Mr. ALLEN. Out of $238 million. So, it is almost 60 percent of the

total.
The next largest one is in the area of third-party liability. There

are a lot of people in Michigan that have other insurance because
they are the products of divorces involving UAW people who have
a strong health plan as part of employment contracts. In this
respect there are a lot of people in this Nation that have other
insurance coverage but are on medicaid. We have identified 35
percent of our medicaid population as having other insurance. So,
this year we are collecting in cash, or sending bills back to insur-
ance companies to the tune of $46 million.

Senator BAucus. Are there any people in Michigan who com-
plain about fewer people going into extended care, I guess, nursing

omes, and so forth?
Mr. ALLEN. Yes.
Senator BAucus. What's the complaint in Michigan?
Mr. ALLEN. Well, we hear periodically, in isolated instances, that

they are being kept in hospitals too long because they can't find a
bed or that the bed is not close enough to their home, and so forth.
But it is not what I would call a loud outcry, it's an episodic thin.

Senator BAucus. Is there any reason why other States couldn t
achieve the same savings as Michigan?

Mr. ALLEN. Not at all.
But there has never been an impetus, you know, in either the

Federal or the State law to do this.
Senator BAucus. Do you have any idea as to how much more

savings Michigan could achieve if Congress were to allow the great-
er flexibility that you request?

Mr. ALLZN. Well, that s our problem. We have been working so
hard at this issue, we are up against the wall. We are getting to
the marginal return and I am tal king now something less than 5
percent of my budget could be saved, if we had mo,-e flexibility.
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This further savings would be primarily in the hospital area where
we would be able to get more for the dollar. Also perhaps in the
ambulatory prepaid system, though there are no big dollars left
there now.

Senator BAUCUS. What would it be in the hospital area?
Mr. ALLEN. Well, I would estimate possibly as much as next year

with our budget of $500 million, close to $25 million.
Senator BAUCUS. And what would you do to reduce hospital

costs?
Mr. ALLEN. Well, I think we could go to a more stringent cost-

related formula so that we wouldn't recognize excessive inflation-
ary expenses.

Senator BAUCUS. Thank you very much.
Senator DURENBERGER. Thank you.
Senator Dole.
The CHAIRMAN. I have no questions, I was just interested-I was

wondering how we could save some money. If we can find some
better way than the cap, I'm certainly willing to listen. That is why
I asked if you had the list with you.

Mr. ALLEN. Yes, I do.
The CHAIRMAN. It is probably a big list.
I appreciate your testimony.
Senator DURENBERGER. Could I ask each of you just one question

that I've been asking at all of these hearings and that is on the
future role of Federal and State government in the provision of
health care to those who depend on some subsidy for their health
care. And the suggestion is being made that as we look at the
appropriate roles or functions of the various levels of government,
that it might be appropriate for the Federal Government to fi-
nance-fully finance health care, for example, both medicare and
medicaid and, in effect, at some point to arrange a swap with the
State, where we give them back what they used to have in educa-
tion, highways, and housing, and a variety of things, and take over
medicaid.

What is your opinion as to what might happen both to the issues
of access to quality care and the cost of care if we were to move in
that direction and, in effect, federalizing medicaid?

Mr. REILLY. Initially it strikes me as a very attractive proposal. I
think that there would be some problems in sensitivity of adminis-
tration at the local level in a federalized health care program
because of distance and bigness and how hard it is to change the
computers in social security, and very practical reasons like that.

I think it would free up a good deal of State money, depending
upon what maintenance of effort was required, in order for us to
operate at the local level in many of the traditional functions. I
think that in the long run it would probably better serve access
than going in the other direction of decentralizing the health care
to the States.

Senator DURENBERGM. Mr. Allen.
Mr. ALuzi. As might be expected when you have 49 States and

five territories involved in the issue you will get several opinions. I
have a feeling that the higher you escalate management of a
program like this, the more expensive it is going to be. If you make
the Government-the central government responsible for health

90-40 0 - 81 - 12
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care for the poor in Michigan, I know that your unit cost is going
to go up, because the people of Michigan currently have a very
stewardship oriented approach to administration of medicaid. It is
their money. It is their physicians; it is their community hospital.
So, they are interested in making sure that they get the most for
the dollar, the tax dollar that they contribute to the income of
those places.

On the other hand, remote management of a program by the
Federal Government is expensive. I think medicare is a classic
example of an expensive program that is just going to get more so
because of the very nature of its structure. There is a difference of
opinion on federalizing medicaid.

Senator DURENBERGER. But that is true insofar as government,
however, you define it, as making the decisions for people relative
to where they are going to get their health care and how it is going
to be paid for.

If the providers of health care and the consumers of health care
were making those decisions in some way, might we then look to a
federally financed system?

Mr. ALLEN. Possibly in a concept sense, but most of the people
who need health care that are poor, are disadvantaged, probably
mentally as well as physically, and I don't think that they are
capable of making that kind of a reasonable choice.

Senator DURENBERGER. I hate to let it go at that, but I think it is
time.

Thank you both very much for coming.
Mr. ALLEN. Mr. Chairman, I have one more concern.
Senator DURENBERGER. Yes.
Mr. ALLEN. The issue is a rather parochial one. We are con-

cerned in Michigan with our high unemployment rate that the
Federal match of 50 percent just doesn't realize our unemployment
situation. The current formula just doesn't do it. And we are in
great difficulty because of it. There is a flaw in the 50 percent
formula.

Senator DURENBERGER. And quotas on Japanese cars aren't going
to help you either.

Mr. ALLEN. No, none of those things.
Senator DURENBERGER. Senator Baucus.
Senator BAUcus. Thank you, Mr. Chairman.
The one thing that strikes me is the anomaly in placing a cap on

medicaid and not a cap on some other entitlement programs that
are going up at as great a rate perhaps than medicaid expendi-
tures, and what, in your view, is the reason why the Administra-
tion poses a cap on medicaid, but not, say, a cap on medicare?

Mr. AuEN. Well, you know, I read an article in the Wall Street
Journal the other day and the lead line was, "We've got to do
something about this medicaid mess." And, I think, like I said, my
comments earlier there is a preconceived idea that medicaid is a
mess. It is not cost effective, and I submit, and all of us medicaid
directors submit that that's not true.

Senator BAucus. That it is more cost effective than, say, medi-
care?
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Mr. ALuzN. Oh, definitely. Definitely. It gets more attention both
at the local scene and at the Federal level than medicare will ever
get.

Senator BAUCUS. So why do you suppose the administration puts
the cap on medicaid?

Mr. ALLEN. Because--
Senator BAUCUS. Because they don't know that, or what is the

reason?
Mr. AuxN [continuing]. It is somebody else's responsibility to

administer, that's why.
Mr. REiLLY. It may be lack of information. It may be the nature

of the beneficiary, either of those reasons, or both.
Senator BAucus. Thank you very much.
Senator DURENBERGER. Thank you for the question. And that

accents something we asked earlier in the hearing and that is for
your ideas on changes in medicare, and I hope that you can get as
much information in that area to us as possible.

We thank you very much.
Mr. REILLY. Mr. Durenberger, I would also like to submit for the

record a statement by Tom Russo, our medicaid director in New
Jersey, if that would be permitted?

Senator DURENBERGER. That is fine. We will accept that as part
of the record and appreciate it very much.

[The statements of Mr. Reilly, Allen, and Russo follow:]

STATE' JRNT BY T1ioMAS M. Russo

SUMMARY OF PRINCIPAL POINTS

The Medicaid poor and needy require a program of full benefits for health care
services.

The State of New Jersey is unable to provide full .dedic,.d benefits with the
administration's proposed drastic spending reductions.

Many Medicaid persons will be seriously hurt and will face life threatening
situations with the proposed Federal reductions.

A less severe and traumatic Medicaid reduction program should be followed by
the Federal administration and legislature.

The "cry of the poor" must be heard and heeded for the ultimate benefit of the
nation.

Mr. Chairman and members of the Finance Committee of the United States
Senate, I am Thomas M. Russo, Director of the Medicaid program in the State of
New Jersey. Thank you for the opportunity to make this presentation concerning
the administration's spending reduction proposals relative to the Title XIX Medicaid

Gentlemen, I am certain that you have heard the phrase and I quote "The Lord

hears the cry of the poor. Blessed be the Lord." In the context of the hearing today,
I might paraphrase that quote by saying "The Lord hears the cry of the poor.
Blessed be those in the Congress who hear and heed this cry."

As the Director of the Medicaid program in one of the big ten Medicaid States, I
know both personally and professionally of the tremendous need for and the good
that the Medicaid program does for the poor, the elderly, the disabled, the blind, the
needy and the children in the State of New Jersey. We all too often hear charges
concerning waste, inefficiency, and fraud and abuse in the Medicaid program, often
without ample supporting documentation to categorically uphold such allegations.

We all too seldom, however, hear about the tremendous benefits derived by our
citizens because of the very existence of the Mediciad program. Very few people in
high places, except when there may be a crisis such as the one I truly believe we
are facing today, will or do recite the thousands of daily occurrences supported by
Medicaid funds for our poor and needy people whose very lives and existence have
been saved because they received the operation that was required, because they
were able to obtain the expensive life sustaining drugs that are needed, because
they could obtain renal dialysis services regularly, because prosthetic and orthotic
devices and medical supplies were readily available to help them sustain them-
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selves. In short, because there is a Medicaid program and a caring government that
has recognized and provided for these needs for the millions of our citizens.

Many of these citizens, I might add, are the very ones who in the past have fought
America's battle on foreign soil, who have provided the productive capacity that ha
helped to make America great and who have reared the generations of children who
are now making America's basic decisions. The Congress cannot turn its back on
these people and on those who in future generations America must in large part
depend, these of course being the children of the poor and the needy.

There are those who say that the proposed reductions in funding for the Medicaid
program will not hurt those who are truly in need. This I can assure you is not true.

e needy will be hurt and in some cases will be hurt very badly, to the extent that
their very existence may be in danger.

Based upon my current knowledge of the proposed Federal capping formula for
the Medicaid program, the State of New Jersey will receive 2.86 percent of the -otal
national funding or the Medicaid program. If the figure of 17.2 billion dollars at the
national level for fiscal year 1982 is correct, this will mean that the State of New
Jersey will be provided with 492 million dollars to run its Medicaid program for
fiscal year 1982. That amount, standing alone, represents a potential loss of 37
million dollars in the amount of Federal money required to fund New Jersey's
Medicaid program with its current benefit packages and reimbursement levels.
Coupled with State-Federal matching funds, the reduction represents a potential
loss of 74 million dollars in fiscal year 1982 for medical services, pending possible
offsets from other programs that might affect Medicaid eligibility.

There are some areas in which a re-emphasized cost containment program can
save some of this money without materially affecting benefit packages. However,
gentlemen, I can assure you that those areas in an efficiently operated Medicaid
program, such as that exists in New Jersey, are very few without either reducing or
eliminating reimbursement to providers or services to recipients. Even with abso-
lute flexibility on the part of the State to operate its Medicaid program free from
any Federal restraints it is absolutely imp..ossible to realize within one fiscal year a
total sa equal to 14 million dollars without adversely affecting the health care
of the neey and the poor. Of necessity, some program must be sacrificed.

In this regard, there are no low priority services, nor are there optional services
in the eyes of those for whom a previously available benefit has been curtailed,
withdrawn or is no longer available. To obtain such a benefit once it has been
eliminated, the Medicaid recipient must find the means to obtain that service from
an already meager subsistence allowance. Such choices only make the poor poorer
and the ney more needy.

I truly believe that the State of New Jersey and all the other states in this great
nation are as interested as is the Federal Government in economy and efficient
operation and in beating back the ravages of inflation. However, this should not be
accomplished at the expense of those most needy in our society. A total Federal cap
on expenditures at the State level should not be considered by the Congress at this
time. At the most, a partial Federal cap, possibly at one half of the current proposed
level or as proposed by the National Oovernors' Association, should be considered
while at the same time giving the states the full flexibility that they need to
independently operate their Medicaid programs and to initiate their own cost con-
tainment programs. Anything less, in my opinion, will leave totally unmet the full
range of health care services required by our needy people.

Gentlemen, I could provide you with a litany and a i of those areas and items
that should not be touched by the proposed capping program and could provide you
with a similar enumeration of alternatives. However, many of those who are ap-
pearing at today's hearing are providing such documentation. My simple purpose is
to urge that you not turn your back on the poor and the needy or the handicapped
and on children by taking needed Medicd money away from the States. Do not
take medical and health care away from the sick. Give them the means to have
their medical bills paid and to free their shoulders of this burden. I urge that you
hear the cry of the Medicaid poor.

Thank you again for the opportunity to express these views on behalf of New
Jersey's Medicaid program.

TwnMoNy or GzRAL J. RELY

Mr. Chairman, members of the Committee my name is Gerald J. Reilly and I
serve as Health Care C, mmittee Chairman of the National Council of State Public
Welfare Administrators of the American Public Welfare Association. I am also
Deputy Commissioner of the New Jersey Department of Human Servwcw

f will discuss the views of the people, who are actually meponsit' for the State
Medicaid programs, with regard to President Reagan's Medicaid reccnnmendation&
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My colleague, Mr. Paul Allen, will then describe our specific proposals for program
improvement.

Attached for your consideration is a resolution approved by the National Council
of State Public Welfare Administrators on President Reagan's Medicaid proposal.

State Medicaid managers want the most effective and efficient program. We
already have sufficient impetus to perform effectively, but we lack sufficient author-
ity to manage efficiently.

States are paying 44 percent, or $12.8 billion, of the program cost in 1981. For
most states, Medicaid is their single largest expenditure. Our own efforts to contain
program costs have become more intensive and innovative as state and local budget
limitations tighten. The existing authority in federal law and regulation for prudent
program operation has become extensively used for beneficial and responsible pur-
poses. As a result, Medicaid appears to be the msot cost efficient federal health
services program.

The program certainly has problems, but the easy solutions have long been
implemented. The major barriers to further improvement are in federal law and
regulation. Greater administrative authority and flexibility for states, as well as
fewer and simpler federal requirements, are essential to meet federal and state
budget objectives with minimal adverse impact.

Accordingly, we support the President's intention to eliminate or reduce excessive
federal constraints upon efficient service delivery and effective administration. How-
ever, we must raise serious concerns about the multi-year cap on federal Medicaid
spending increases as it is unnecessary, inappropriate and unreasonable. Adjust-
ments in federal spending for health services can be more equitably balanced
between Medicare and Medicaid than has been proposed and, in so doing, the so-
called "social safety net" features of both programs can be maximized.

Concern must be expressed that the magnitude of the President's proposed cuts in
the federal commitment to Medicaid cannot be met, especially in later years, with-
out serious dismantling of the program. The full impact of the cuts cannot be
absorbed by state and local budgets, even with new program flexibility and deregu-
lation. Major reductions would have to be made in eligibility, services, or reimburse-
ment. Furthermore, the states have very limited capacity to respond immediately to
such a drastic program change. Aside from the expected legal challenges to the
state adjustments necessitated by the cap, such immutable factors as the planning
and implementation of changes, notice requirements, and state legislature schedules
hinder a state's ability to act quickly. In fact, 40 state legislatures will be out of
session for the year by June 30.

A critical issue for states is the extent to which flexibility is provided by specific,
permanent changes in statute and regulation, rather than by congressional delega-
tion of greater discretionary authority to the Department of Health and Human
Services. The more the changes are specific and permanent, the easier it will be for
states to plan; to undertake long-term, cost-effective initiatives; to moderate provid-
er and citizen demands; and to avoid legal challenges to the exercise of discretion.

The spending cap in the President's proposal poses major problems for state
Medicaid programs. First, the cap is not necessary for meeting much of the Presi-
dent's targets for spending cuts. At the very least, states should have adequate
opportunity to employ any new flexibility given to them, before imposition of an
inflexible cap.

The cap is not an appropriate response to the underlying problems of health cost
inflation and an aging population. the cap is directed at the consequences, rather
than the causes of increased spending on health care for the poor. Medicaid merely
buys services from a sector of the economy driven by cost increasing factors, notably
cost and charge reimbursement methods and technological imperatives. Medicaid is
expensive because medical care is expensive. Medicaid, by itself, can have little
positive impact on provider practices. In fact, attempts to exert leverage often have
the perverse effect of decreasing provider participation and quality of care. Medicaid
should not be further weakened, while other federal programs, particularly Medi-
care, are allowed to continue unchecked spending.

Plans for eventual fundamental and comprehensive re-structuring of health care
have been heard many times. States are seriously concerned that once in place the
long-term effect of the cap will be to accelerate withdrawal of the federal govern-
ment from the Medicaid program, and with it our national commitment to equal
access to health care for poor Americans.

In addition, the proposed cap, is not fair in its impact on states. It fails to reflect
fundamental differences among states, their varying Medicaid programs, or their
individual records of performance. In particular, the cap does not distir.guish be-
tween fat and lean programs. A program, in fact, which is relatively basic, efficient,
and tightly administered would be worse off with its lower base of expenditures.
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Ironically, as the President proposes to move the health system toward more compe-
tition, his first initiative would have the opposite effect.

Two issues with regard to the cap for which there is no apparent indication as to
how they will be handled are the possible reallocation of unused federal funds and
the specific GNP deflator applied. The first issue arises because some states may not
be able to use all of their Medicaid allocation owing to insufficient state funds with
which to match.

Several questions need to be answered about the GNP deflator. The GNP deflator
is calculated quarterly, announced initially about 20 days after each calendar quar-
ter, and revised several times as more complete numbers are available. Since the
GNP deflator is computed on past information, would the caps be indexed on a
projection or an actual figure? Will the cap be adjusted for actual experience in the
year involved and for revisions in the GNP deflator itself? How soon in advance will
states be notified of the applicable figure? We oppose the cap, but if one is to be
imposed, these questions must be answered first.

Finally, as you consider the budget, please do not lose sight of the fact that the
Medicaid reduction is but one aspect of a series or proposals that will deeply hurt
low income people in America. In my statia alone, approximately 700,000 people will
be affected by the withdrawal of over $600 million in aid in a variety of programs,
including home health services, child abuse, income support, food stamps, unemploy-
ment compensation, and housing assistance. This set of proposals should not be
evaluated piecemeal but rather in their overall interactive impact on our people.

RESOLUTION ON PRESIDENT REAGAN'S MEDICAID PROPOSAL

Whereas, the Reagan Administration has proposed that the medical Assistance
program be reduced in Fiscal year 1981, and capped at a 5 percent growth level in
fiscal Year 1982; and

Whereas, the Administration incorrectly attributes rapid cost increases to alleged
State management shortcomings, rather than extreme inflationary pressures in the
health sectm, especially in the Medicare program; and

Whereas, the Administration has not taken into account the significant cost
containment efforts undertaken by States, despite present rigidities in Federal
Medicaid policy, as recently documented by the National Governors' Association;
and

Whereas, the Administration proposal calls for radical policy changes but fails to
provide specific information on many significant State concerns; and

Whereas, the Administration proposal does not take into account differences in
State medicaid programs with regard to program benefits, eligibility, and previous
management and cost containment efforts; and

Whereas, State recommendations for important changes in Medicaid policy, for-
mulated in 1976 and earlier, which had they been adopted would have slowed the
upward spiral of program costs, were largely ignored by the Federal government;
therefore, be it

Resolved, that the National Council of State Public Welfare Administrators of the
American Public Welfare Association makes the following recommendations:

1. In accord with the National Governors' Association position, the Medicaid
program should not be subject to an arbitrary cap of 5 percent growth in Fiscal
Year 1982.

2. Prospective reimbursement policies should replace the inflationary Medicare
principles for hospitals.

3. States should be accorded flexibility in administration of the medicaid program
consistent with recommendations of the National Governors' Association.

4. The concept of a long term care block grant should be carefully considered, but
any such grant must be reasonably indexed for inflation and age specific demo-
graphic changes.

5. The authorizing committees in the U.S. Congress should carefully review the
administration proposals and seek more time for public hearing and comment than
is possible under the budget reconciliation process and schedule; and be it further

Resolved, That the Council instructs its Health Care Committee to continue
working with the National Governors' Association and other related organizations
in carefully reviewing specifics of the Administration proposal as they become'
known, and in articulating to the Administration and the Congress our questions
and comments on the proposals.

Passed by the National Council of State Public Welfare Administrators
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TzSmMONY OF PAUL M. AUzN
Mr. Chairman, members of the Committee, my name is Paul M. Allen, and I serve

as Chairman of the State Medicaid Directors Association of the American Public
Welfare Association. I am also Director of the Michigan Medical Services Adminis-
tration.

I appreciate the opportunity to present the views of the state administrators
about how the Medicaid program can ba improved by opportunities for greater state
flexibility. The following ideas are suggestive of what might be done with this
flexibility.

Allow states to be "prudent buyers" of certain services-The single most important
change toward a more cost-effective Medicaid program would be to allow states to
selectively buy services from cost-effective providers. At present, the Medicaid re-
cipient has unrestricted freedom to choose among providers in the program. Wheth-
er an institutional provider or individual practitioner participates is almost solely
their decision. The states, who after all must pay the cost, may not delete costly or
poor quality providers or give incentives for patients to use inexpensive ones.

States should have the authority to restrict recipient choice of hospital and other
institutional services, laboratory tests, and medical devices. States should have the
ability to engage in cost saving arrangements that assure reasonable patient access
to services and maintain quality care. Costs for these types of services vary greatly
within localities with no discernable in quality. Substantial savings would accrue
from utilization of economical providers, volume discounts, and an indirect control
on provider waste, fraud, and abuse. Also, states could increase use of health
maintenance organizations and other provider organizations to manage a recipient's
overall health services on a prepaid, per capita basis. The quality of highly special-
ized services, such as open heart surgery, would be increased by directing recipients
to experienced providers.

We appreciate the efforts of the Finance Committee to make such a change in last
year's budget reconciliation act (Section 562 of S. 2885) and believe it should be the
basis for action now. This change would greatly advance the "competitive" health
care model.

Allow prospective budgets and "reasonable and adequate" payment for hospital
services.-Hospital service cost increases are the greatest contributor to health cost
inflation. This occurs mostly because the dominant method of hospital reimburse-
ment is inflationary retrospective cost reimbursement. Hospitals have no incentive
to hold down costs which are almost always reimbursed. This adversely impacts
Medicaid, which spends about 37 percent of its funds for hospital services. It must
be noted that Medicaid has little leverage on hospital costs, only paying about one-
tenth of the nation's hospital bill.

Medicaid payments to hospitals must follow the Medicare method, or an alterna-
tive method based on Department of Health and Human Service specifications and
requiring HHS approval. Only 12 states have undertaken the alternative route.

States would like greater flexibility such as provided for nursing home reimburse-
ment in the so-called Boren amendment enacted in the Omnibus Reconciliation Act
(Section 962 of P.L. 96-499). This provision requires payments "reasonable and
adequate to meet the costs of efficiently and economically operated facilities." As
you know, states have an excellent record using the flexibility already provided for
innovative and constructive methods to finance nursing home services.

It is essential for states to accommodate any sizeable budget cut by being able to
reduce excessove hospital pa ments. In a small way, it would also make hospitals
cost conscious and competitive. Congressional Budget Office estimates savings of
about $250 million in FY 82 if states were successful in reducing Medicaid hospital
reimbursement levels by 5 percent.

Allow greater innovations for practitioner reimbursement.-Under current law,
Medicaid practitioner payments are limited to no more than Medicare fee levels, as
determined by a variation of the traditional "usual, customary, and reasonable"
(UCR) method. States would like the linkage to Medicare eliminated and to begin to
re lace the common, but inflation encouraging UCR reimbursement.

States could use the extra flexibility to correct urban-rural disparities in Medicare
fees, provided incentive payments for cost effective practices, increase payments for
priority services, and more easily pay for managing health services to a recipient.

Permit service targeting bydiagnosis, illness, or condition--Currently, states
cannot limit the amount, duration, or scope of service because of the diagnosis, type
of illness, or condition. In addition, all services must be equal in amount, duration,
and scope for all recipients within the group (categorically needy or medically
needy.

States should be provided the flexibility, to establish coverage limits based on
diagnostically related groups. Such restrictions would be preferable to dropping
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many of the present services. A state would be able to target services, establish
normative standards for services, and limit delivery of services to the least expen-
sive setting.

A related problem affecting states is broad judicial interpretation of the "medical
necessity" of services. States may place limits on services based on medical necessi-
ty. Some court decisions basically say that if a doctor orders a service it is medically
necessary. A clear, firm definition is needed. This restricts states ability to stay
within budget.

Allow localities to provide additional coverage-At present, a state's Medicaid
services and eligibility requirements must be uniform throughout the state. State
programs include special local coverage of services and eligibility groups with the
matching funds provided by a political subdivision. This would enable targeting of
coverage to meet local needs and conditions.

Encourage greater recipient enrollment in HMOs-Health maintenance organiza-
tions are one of the most effective and positive arrangements for the economical
delivery of service. However, there are some provisions which unduly limit their
utilization under Medicaid.

Federal law limits an HMO's enrollment to 50 percent from Medicare and Medic-
aid after three years of operation. This barrier was imposed in response to some
problems in 1972 with California prepaid health programs being too heavily en-
rolled with Medicaid recipients. Subsequent legislative safeguards and changes in
HMO practices have largely removed any need for this policy. States would like for
the HHS Secretary to have authority to waive the enrollment limitation for HMOs
in medically underserved areas.

Another problem is that the recipients unrestricted choice of providers enables a
very high turnover of Medicaid enrollers in HMOs (as much as twice the non-
Medicaid enrollees), thus discourage marketing by a plan. Limitations on a recipient
choice of providers or providing a guaranteed period of premium payment would
ease this marketing problem.

Permit broader use of economic incentives and disincentives for service utiliza-
tion.-States would like the flexibility to discourage unnecessary utilization of serv-
ices and use of services in inappropriate settings (e.g. routine care in hospital
emergency rooms). Currently, cost-sharing is only allowed for optional services and
for medically needy recipients. States should have the added authority to levy
nominal cost-sharing (deductibles, co-insurance, and co-payments) on mandatory
services to the categorically needy. Cost-sharing should also be allowed for selected
services, diagnostically related groups, and provider settings.

It must be mentioned that proposals to require cost-sharing should be rejected.
The imposition of cost-sharing should be left for state adaptions.

Conversely, states should have the option of sharing savings from cost-effective
services with a recipient in the form of expanded benefits, extended eligibility, or
cash payment.

Permit family supplementation of nursing home costs.-Despite state laws about
family responsibility for nursing home expenses supplementation is effectively pro-
hibited by court decisions and Supplemental Security Income policy. There is a
belief that policies need to allow a reasonable supplementation for the nursing
home care of a family member. The purpose of this provisions would be to discour-
age institutionalization where family supports exist and to simply save Medicaid
money. Voluntary contributions could either be made to a special nursing home
financing fund or to the providing facility.

Provie authority to terminate recipients who abuse the program.-Under present
law, recipients who are convicted o program fraud or who abuse the program by
chronic and willful overutilization must be allowed anyway to receive Medicaid
benefits as long as they meet eligibility requirements. Currently, only providers may
be subject to suspension or termination from the program. States should also have
sanctions, including eligibility termination, available to impose on recipient abusers.

Simplify eligibility determinations.-In general, Medicaid eligibility requirements
are unmanageably complex. Three particular problems are the spend-down provi-
sions in the medically needy program, determination of the personal needs allow-
ance for institutionalized recipients, and extensions of eligibility to some recipients
for three months prior to application and four months after AFDC termination.

Give states responsibility for utilization review of Medicaid services.-The process
of reviewing the medical necessity and appropriateness of services is essential.
However, professional standards review organizations (PSROs) in many areas
simply replaced successful state utilization control programs. States are concerned
that PSROs do not have fiscal responsibility for their decisions and even more so
about the delegation of review to hospitals. To facilitate decisions consistent with
state needs, the states would like a restoration of their authority to review and
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control utilization. At the very least, states would like to have the PSRO's flexibility
to do focused review.

I would like to bring to your attention, also, two areas in need of strong legislative
oversight-the Early Periodic Screening, Diagnosis, and Treatment (EPSDT) pro-
gram and long-term care.

Deregulate EPSDT.--Current EPSDT regulations place heavy emphasis on admin-
istration processes to the detriment of the goal of delivering health services. The
penalty requirements distort the program's goals and increase a state risk in serv-
ing difficult to reach children. The most frequently heard recommendation of state
Medicaid directors is that process-oriented regulations and penalty requirements berepealed.The program operates without consideration of existing, effective health delivery

systems and the unique needs of different areas. Benefits have been expanded for
such services as orthodontics without regard to state priorities. States should have
the authority to develop their own child health strategies. The program should be
developed to complement, not replace, other children's health services available in
the state.

Simplify regulation of nursing home care.-The most important issue here is the
completion of the study on facilitating dual certification for skilled nursing facilities
under Medicare and Medicaid. The study was required to be conducted in one year
by HHS as part of last year's reconciliation bill.

We welcome President Reagan's proposal to certify skilled nursing facilities for a
period longer than the present 12 months. This will relieve an unnecessarily heavy
burden on state survey programs.

Other areas for attention are the definitions of institutions for mental disease, the
restrictive regulations for intermediate care facilities for the mentally retarded, and
the meaningless process of physician recertification of the services needed for long
term nursing home residents.

There are two program changes proposed by President Reagan which we must
oppose: accelerated collection of disputed Medicaid expenditures and repeal of the
one year time period, 1981, for states to enter or modify agrrements to "buy-in"
Medicare Part B. On both issues, the reconciliation bill conference committee craft-
ed reasonable compromises which should not be overturned.

The American Public Welfare Association is currently under contract with the
Health Care Financing Administration to survey state Medicaid directors about
federal statutory and regulatory provisions which act as barriers to more efficient
Medicaid program operation. The project will conclude next month. The project is a
valuable opportunity to specify problem areas. The final results, and to the maxi-
mum extent feasible, preliminary findings, will be presented for your consideration
soon.

We look forward to working with you in considering Medicaid changes and stand
ready to assist you in whatever way we can.

Senator DURENBERGER. Our next panel is Mr. Robert Stone,
chairman, Hospital Association of New York State; president of
Blythedale Hospital, Valhalla, N.Y. He is accompanied by Monsi-
gnor James Fitzpatrick, Albany, N.Y., who is vice president of the
Hospital Association of New York State.

And, Mr. Larry S. Gage, president, National Association of
Public Hospitals, Washington, D.C.

Larry, it is nice to have you back again.
Welcome, Mr. Stone, you may proceed with your testimony.

STATEMENTS OF ROBERT STONE, CHAIRMAN, HOSPITAL ASSO-
CIATION OF NEW YORK STATE; PRESIDENT, BLYTHEDALE
HOSPITAL, VALHALLA, N.Y, ACCOMPANIED BY MSGR. JAMES
FITZPATRICK, ALBANY, N.Y., VICE PRESIDENT, HOSPITAL AS.
SOCIATION OF NEW YORK STATE, AND LARRY S. GAGE,
PRESIDENT, NATIONAL ASSOCIATION OF PUBLIC HOSPITALS,
WASHINGTON, D.C., ACCOMPANIED BY ROBERT JOHNSON, EX-
ECUTIVE DIRECTOR OF D.C. GENERAL HOSPITAL
Mr. STONE. Thank you, Mr. Chairman.
I am Robert Stone, chairman of the board of trustees of the

Hospital Association of New York State and the executive director
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of Bylthedale Children's Hospital in Valhalla, N.Y., which is a
children's rehabilitation center for handicapped children where we
have 75 percent covered by medicaid.

The Hospital Association of New York State represents over 300
not-for-profit acute and long-term health care institutions in New
York State.

In the interest of time, I will briefly summarize our prepared
statement, but I request that our full testimony be included in the
hearing record.

Let me say at the outset, Mr. Chairman, that we very much
appreciate this opportunity to appear before the committee and
share with you our views and recommendations on the administra-
tion's proposed health spending reductions for fiscal year 1982.

While we have attempted to analyze these proposals carefully,
our efforts were limited to broad considerations because of the
specific legislative proposals on which major portions of the pro-
posed budget are based were not available to us.

We would like the opportunity to comment in more detail on
such legislation when it is considered by this committee.

We join the President and the Congress in the hope that the
state of the Nation's economy can be improved by the policies
outlined in the administration's plan for economic recovery. We
are all victims of the rampant inflation which is eroding our stand-
ard of living and putting more and more of our citizens at risk for
the basic necessities of life.

Government spending and tax policy must be changed and we
support the thrust of the administration's plan to reduce Federal
spending and to encourage growth and productivity in the private
sector.

As health care providers, we are acutely aware of the conse-
quence of double-digit inflation and rising unemployment.

Without restating the various reasons for the present crisis in
the health care financing, suffice it to say that the burden is placed
on the two major public health financing programs, medicare and
medicaid are increasing much more rapidly than the resources
available to support them.

We agree that cuts in the rates of increase in spending for these
programs must be achieved. While we support these objectives, we
are concerned that specific actions to implement them should be
taken wisely because false steps may put the entire strategy into
question.

The fact is that we take specific exception to some of the pro-
posed means for achieving these goals for the health function 550,
an area in which we have considerable knowledge and experience.

In our statement, we have sought, first, to provide a context for
understanding and analyzing the medicaid program.

Then, we recommend a series of fundamental principles to be
applied in the process of adopting spending cuts.

Lastly, adhering to these principles, we critique the administra-
tion's proposal and provide our recommendations for legislative
change.

The principles we recommend to the committee are, one, that
savings should be obtained from sources that can realistically and
equitably bear the burden.
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Two, that changes made in fiscal year 1982 avoid unnecessary
risks and be consistent with the future direction intended for
health care systems.

And, three, that a stable health care system be established now
and in the future to assure proper transition without unacceptable
disruption in service to the poor.

Applying these principles, we recommend that the committee
take substantially less savings from medicaid substituting selected
medicare cost-sharing alternatives such as listed in page 70 of the
committee's fiscal year 1982 report under the Budget Act, together
with one or more of the tax revenue proposals listed on page 71 of
that report.

We also recommend that care be taken to provide essential
rights of due process for those affected by changes made in title
X , especially changes made by secretarial waiver that certain
provisions of title XIX, including reasonable cost not be waived or
amended.

In this regard, we urge that freedom of choice provision in title
XIX should be amended with great sensitivity, balancin the need
for fiscal restraint with proper concern for the needs of the poor.

Lastly, we urge close scrutiny of the formula used to allocate
Federal medicaid expenditures to assure that States with either
deteriorating economies or good cost containment track records are
not unfairly penalized.

Thank you, Mr. Chairman.
Senator DURENBERGER. Thank you very much.
Larry, I don't know, so I introduce earlier your associate, who I

understand is Robert Johnson, D.C. General Hospital.
Mr. GAGE. Yes.
Senator DURENBERGER. Bob, welcome to the panel.
Larry, would you proceed?
Mr. GAGE. Thank you, Mr. Chairman, Senator Long.
My name is Larry Gage and I am president of the National

Association of Public Hospitals. I'm accompanied this morning by
Robert Johnson, who is executive director of D.C. General Hospital,
who was able to fit the hearing at the last minute into his busy
schedule, and he will be able to comment on the specific problems
that individual public hospitals face.

In my prepared testimony this morning, which I will briefly
summarize, I make four points which are relevant, I believe, to
your consideration of the administration's medicaid cap and other

ealth care budget proposals.
First is that the one consistent element in our health care deliv-

ery system in most metropolitan areas today is the public hospital
system.

These hospitals are unique in several respects. First, they al-
ready receive a significant portion of their revenues from city,
county and, in some cases, nonmedicaid State sources.

In addition, they also provide many essential services to all
people who live in their areas of operation, not just the poor.

Moreover, these hospitals also train nearly half of all medical
and dental interns and residents trained in the country. In cutting
the Federal health budget, we believe it is essential that you do not
damage the important and unique role of these institutions.
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Second, any new medicaid flexibility Congress chooses to adopt
will inevitably take longer for the Federal Government to imple-
ment and save less money in the near future than the administra-
tion suggests.

These changes, whatever their substantive nature and we
haven't yet seen the administration's bill-will be changes in statu-
tory rights, both of States and of beneficiaries.

States may require their own statutory changes. Even if accom-
plished entirely through waiver authority, we can expect substan-
tial administrative delays and conceivably legal challenges by var-
ious parties. For this committee to rely on this flexibility for sig-
nificant short-term savings in fiscal 1982 would, therefore, be a
mistake.

Third, and I would refer you to the charts that 1 brought with
me today which were the best and most accurate we could come up
with, based on the available administration information, even if
Congress can enact medicaid legislation and the administration
produce regulations by October 1 if an arbitrary cap is included,
most States will find short-term savings only through the most
simplistic cuts in eligibility, benefits, or provider payments.

For urban public hospitals, the results could include a shift of
many of their current patients from medicaid to so-called free care
status.

In addition, while some private hospitals might pick up part of
this new free care load, many newly ineligible patients will simply
be dumped on the public hospital stoop.

In addition, they will be getting less money in many cases for
patients they continue to serve under medicaid, and the real result
will be significant demand for new city or county revenues to
replace medicaid losses.

Where those revenues cannot be found, public hospitals will be
forced to curtail or eliminate services, or postpone needed mainte-
nance or renovation in order to pay for this additional free care.

Finally, we agree with the committee that the goals of health
cost containment in medicaid reform are clearly appropriate.

But Congress must rely on the reforms themselves to save money
rather than on arbitrary caps, and these reforms must include
medicare, as well as medicaid.

If additional short-term savings are required, we believe the
committee can and should lcc-k for better ways to achieve them
and as an association, and speaking for the members of the associ-
ation, we would be delighted to help you come up with some
additional ways in medicare and medicaid. We will prepare a list,
which we will submit over the next few days and we will continue
to work with the committee in this regard.

Thank you.
Senator DURENBERGER. Thank you very much.
Mr. Stone, in your prepared statement you talked about not

changing the reimbursement concepts that we're using, particular-
ly for acute care services, but I guess I've been under the impres-
sion that a lot of hospitals in the country have been-and some
9 revious witnesses here have testified in favor of prospective reim-

ursement?
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Is there a distinction between acute care services and others for
some reason or other, or what is your position on prospective
reimbursement?

Mr. STONE. Well, we have been living with prospective reim-
bursement in New York State for quite some time, and all in the
hospitals in New York State are in significant financial problems.
There is nothing per se that is wrong about prospective reimburse-
ment if it is handled in an equitable fashion. If prospective reim-
bursement is a mechanism for just arbitrarily providing a hospital
with inadequate financing to do the job, obviously, we could not
support that.

We think that prospective reimbursement could be studied and
carefully analyzed, and we think it can be made to work, but it has
to be on an equitable basis.

Senator DURENBERGER. That sounds a bit like your statement
with regard to the elimination of freedom of choice where you talk
in terms of needing some sensitivity.

I am curious to know where that sensitivity-that responsibility
for that sensitivity is best placed. Is it in policy changes we make
here? Is it in State government, or is it somewhere in the market-
place out there?

Mr. STONE. The problem with respect to freedom of choice, Sena-
tor, is that frequently people-and certainly, I think, it is true
about medicaid beneficiaries, choose hospitals on the basis of geog-
raphy more than anything else.

And if freedom of choice inhibits the ability of a beneficiary to'
receive care in an accessible hospital or receives care in a second-
class hospital, or of poor quality, we would find that a highly
undesirable feature. But we think that there can be some examina-
tion of the issues of the freedom of choice and there can be some
regulations made on that.

Whether those have to be done here in Washington, or whether
they have to be within the States, we think we have to study that a
little bit.

The key issue, it seems to me, is the issue of accessibility at
quality service, and within that framework, we think that there is
room for freedom of choice.

Senator DURENBERGER. Thank you.
Larry, just so that I know it's the same Larry Gage who was here

last year, could you explain the difference between the cap on
hospital revenues and the cap on medicaid?

lr. GAGE. Well, Mr. Chairman, I just happened to be present
last week, I guess it was, when David Stockman was testifying and
Senator Bradley, in fact, asked him that precise question. And as
he is always well able to do. he provided a long-winded answer that
really was only half of the truth.

Senator DURENBERGER. Are you going to shorten your wind and
get to the truth.

Mr. GAGE. Yes. [Laughter.]
I think there is one similarity, from the point of view of Con-

gress. This committee rejected the Carter administration cost con-
tainment proposal because it was an arbitrary cap on hospital
reimbursement which did not tell the hospitals how to work within
that cap. The same thing is true for States with the medicaid cap.
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This cap tells all States they will have to save a certain amount
of money without differentiating between efficient and inefficient
States, and I think in that respect it is quite analogous to early
versions of the across-the-board cap on all hospital costs.

I would say that an across-the-board cap on all hospitd revenues
is far more equitable than a ca only on medicaid, however. In fact,
in talking with a number of the hospitals in the association, they
agree that an across-the-board cap would be a far more equitable
way to save money for the health care system and will prevent
shifting of costs on to other payers and other institutions.

Mr. Johnson, would you comment on that?
Mr. JOHNSON. Mr. Chairman and Serator Long, I guess my con-

cern about a cap comes from the perspective of a hospital that has
a significant dependence on medicaid and since we don't have any
place to pass along the cost to, as private hospitals have some
margin of benefit to at least raise their charges and expect possibly
to receive payment from those able to pay, public hospitals really
have no place to pass the cost on.

If you assume that nothing is free; that all costs must be borne
by someone, having a cap is artificial and, therefore, really puts
unfair burden on the hospitals that provide the care-most of the
care to the poor and, therefore, penalizes those who have assumed
that responsibility or mission, or are mandated by law to do so.

There must be a way to meet the health needs of the entire
population and to attempt to control cost to some degree.

I am a believer that the approach of incentives to all, that is,
incentives to the providers and incentives to the consumer, incen-
tives to third-party payers is the approach to find that common
ground where we all can come together and benefit from lesser cost
care.

But I think in the reality of day-t-day operation of an institu-
tion, there are tremendous demands to provide more services,
better services and all that means more cost and not less cost. So, I
think, the question is: Where do we find that middle road that
provides incentives for individuals to behave in a way that is more
cost effective.

Senator DURENBERGER. Thank you very much.
Senator Long.
Senator LONG. Thank you, Mr. Chairman.
Mr. Gage, maybe you or one of the other witnesses can answer

what I might have in mind here.
When you add up what is being paid for hospital care on a

private prepaid basis, and then you add medicare and then you add
medicaid, what percentages of all hospital care does that amount
to?

Mr. GAGE. Well, when you say on a prepaid basis-
Senator LONG. I mean, private insurers and group health plans,

and all that.
Mr. GAGE. I would like to-I can respond on behalf of several of

the hospitals in our association. I think that they have a very
unique situation, however, and I think that perhaps the private
nonprofit hospitals have a different situation. In the case, for in-
stance, of Boston City Hospital with a total budget of $102 million,
private insurance and self-pay comes to about $12 million, or 12
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percent, medicare pays for 21 percent; medicaid pays for about 29
percent and the city, county, and State appropriations outside of
those programs pays for the rest, 39 percent.

Bob, did you want to comment on behlf of D.C. General?
Mr. JOHNSON. We have fairly similar breakdowns. Approximate-

ly 26 percent of our patients have medicaid; about 25 percent have
medicare; something less than 8 percent have Blue Cross, commer-
cial insurance, and other forms of third-party payer, and approxi-
mately 40 percent of the operating budget of the hospital, D.C.
General Hospital, is borne by the District of Columbia governntcnt
through a direct appropriated subsidy. In fact, of the population
that we care for, probably closer to 5 percent are uninsured, but
the subsidy covers about 40 percent of our costs-40, 41 percent.

Senator LONG. Here is a thought that strikes me and I just
wonder if this is perhaps one alternative way of looking at it,
keeping in mind that I didn't create any of this problem, but I am
going to live with it just like you are. I've beeen voting to provide
more medical care down through the years. Now, we are asked to
cut back to save some money and to look at all the different
programs and see where we can save some.

Some of the insurers made the point that appears togo to
catastrophic care many times that most of that problem would be
solved if we required the companies to find a way to do it, because
there are ways you could do it with taxes, policies, and other ways.
The catastrophic thing would be insured first ahead of these other
costs that people might be better L a position to bear.

Now, I'm led to believe that about 90 percent of hospital care is
paid on a prepaid basis by Federal programs, medicaid, private
insurers and patients. The other 10 percent is paid by State and
local agencies.

It seems to me though if we just target that 90 percent where we
ought to target it, certainly in the voluntary area, the States and
counties ought to be able to take care of the other 10 percent.

Mr. JOHNSON. Senator Long, if I could just respond. It is my
understanding that approximately 20 million people in this country
have absolutely no insurance, hospital or health insurance. About
another 23 million have inadequate insurance and there lies the
problem. That is, and many of those individuals may be financially
indigent, but not categorically qualified for medicaid by virtue of
either not having dependent children, or being categorically quali-
fied disabled, or lind, or aged. So, that large 43 million people isfled~~~o 

eiald or orsgd
where the problems lies, and I think that is part of the problem.
That is, the fact even some people who are employed are not
insured, represents a good part of the problem of people who need
some form of assistance for f cing their health care.

Senator LONG. Well, here is a table, for example, as shown me by
one of our staff members, indicating the percentage distribution of
who is responsible for the Nation's personal health expenditures.
For hospital care, all but 10.7 percent of the expenditures are paid
by the Federal Government, medicaid or private sources. The chart
that is shown me in this publication here is from the social secu-
rity bulletin, a Government publication. If the prepaid amount for
hospital care is that high-9 percent-you would think that if we
could target this public and insurance spending i the areas where
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people ordinarily could not pay, you would think certainly that the
system could carry that.

Mr. GAGE. Senator Long, I believe the chart you are referring to
comprises the universe of the people who pay or who receive care
and who pay for their care. Of that population, 95 percent, or
whatever, is paid for by third-party programs, whereas 5.5 percent
pays for themselves. I think that leaves out a large number of
people who, in fact, don't pay anything, who either go to the public
hospitals or who are picked up by private nonprofit hospitals as
uncompensated care or bad debts.

I think the point to make is -chat under our current system
today, we have what I might c'li a closet national health insurance
program. There are very few people in the country who actually
fall through the cracks and don't receive acute care when they
have a medical emergency.

There are an awful lot of them who never get preventive care;
who never get care that would keep them from needing acute care
later in their lives, but these are paid for, as I pointed out, in
public hospitals, where as much as 40 percent of the tab is now
picked up by city, or county revenues or in some cases, State
revenues. With regard to private nonprofit hospitals, I think you
should receive a response from th2 New York witness about other
ways in which it is picked up, or shifted to third-parties, or simply
absorbed.

Mr. STONE. Senator, in New York State, the figures we have for
1979, 42 percent of the patient days were covered by medicare; 23
percent by Blue Cross; almost 17 percent-16.7 percent medicaid,
and the remaining were made up with workers compensation, com-
mercial insurance, self-pay and free patients.

So, the vast majorh'y, actually greater than 50 percent in New
York State were eith3,r medicare or medicaid payment in 1979.

Senator LONG. Now, I haven't made up my mind what my posi-
tion on this ought to be. I'm listening to witnesses and learning
from you and trying to decide what I ought to do about it.

I know in Louisiana where we have always had a very big
program, we could save a tremendous amount of money if we
really went to work and required those people who are obtaining
free medical care, and who can pay, to pay for it.

For example, the time I look back and think in terms of all the
people we're treating in our public hospital systems and those who
could have paid, frankly, my impression is that about half of them
could have paid something.

I recall one time in a political campaign, and being on the side
that's always been for providing care for the poor, our side would
actually go out and hold up some bills that the State was paying
without ever for a moment discussion with the person whether he
might have been able to pay something. But if we really insisted on
bearing down on it, I think that there are a lot of people in our
State, and I think in most other States, who could be expected to
pay for care that they now get free of charge.

Would you say that in New York that you don't have a lot of
people coming in and getting service at Government expense who
could pay if you really had to find some money somewhere?
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Mr. STONE. Well, I don't think that there is a great number of
people that could pay. I would certainly endorse the concept that if
somebody can pay, they should pay. I certainly would not want to
be in a position of saying otherwise. However, the concept of coin-
surance or the concept of partial payment is frequently ended up
meaning that the hospital has a nice piec-, of receivables that it
will never be able to collect on. But the fact of the matter is that
particularly in medicaid coverage of ambulatory care is extremely
difficult to get partial payment, most particularly around the work-
ing poor.

And adding the medicaid recipient to that is probably just going
to deceive the problem because it is just going to mean that the
hospitals are going to be in greater jeopardy on this.

Mr. JOHNSON. Senator Long, if I could just add a comment to it.
Just to give you an example. When given the incentive to collect,
District of Columbia General Hospital used to have a totally appro-
priated budget and because of a Local Law that is set aside as an
independent entity within the District Government, over the past 4
years we have changed the proportion of collection where we used
to collect approximately 34 percent of our operating budget, we are
now collecting 57 percent. And the proportion of the District's
contribution has gone down in reverse proportion as well. So, I
think, there are opportunities where that exists, but I would sug-
gest that we probably have gone to the limit. That we are maximiz-
ing probably the collection from medicaid and medicare and Blue
Cross because we benefit from it. That is, we are able to upgrade.
the institution because of having additional cash collections to do
so.

But I would also just make the point that within Washington,
D.C., of the 14 hospitals, even though we provide over $30 million
worth of uncompensated care, the other private hospitals in the
city provide over $50 million collectively of uncompensated care.
So, there are a lot of people within this jurisdiction that simply
cannot afford to pay for the their services.

Senator DURENBERGER. That last statement may be an indication
that part of the answer of the issue we were exploring earlier in
terms of incentives lies in the fact that locally collected taxes
provide a substantial incentive to pull together some of the things
we've been asking about here in terms of discipline on the system.

Mr JOHNSON. Even though I think Washington, unfortunately, is
probably at the point of some financial difficulties that go much
deeper in its' deficit to finance some of these problems, and I
suspect other cities are in better shape financially, but many are in
similar shape, or will be soon. So, I'm not sure at the local level
there is much additional tax monies to draw from, heavily taxed
citizens.

Senator DURENBERGER. Monsignor Fitzpatrick, let's give you a
chance to summarize your observations before we excuse the panel.

Msgr. FITZPATRICK. Thank you, Mr. Chairman.
I would like to return for a moment, Mr. Durenberger, to the

topic of freedom of choice. I think what we are espousing, of course,
we feel that there is a tremendous amount of duplication of care, a
lack of continuity of care, which is efficient delivery of care, I
might add, in the way freedom of choice is presently exercised.

80-480 0 - 81 - 13
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What we are recommending, sir is that basically a medicaid
recipient would have the freedom of choice to designate a provider
for a specific period of tim so there would not be a duplication of
laboratory, of X-ray, and a whole series of other things that add
immeasurably to the cost, of the medicaid program, especially in
the ambulatory care side.

They shop a bit; they go around; they go around from one place
to another place and this is what we are talking about when we
say that there should be some limitation on the freedom of choice,
not denying freedom of choice to the poor, and having them make
a judgment on where they want to get their care and save their
money through the efficiency of delivery and the lack of duplica-
tion of services.

Senator DURENBERGER. Thank you for that statement. And
before I pass you all off to the chairman of the committee, I would
like to accent what we've said here earlier in terms of getting your
more specific recommedations on changes in medicare.

We obviously want to stay within the limitations that are going
to be provided to us this week on the floor of the Senate, but we
also want toio it right, and that is the purpose of these hearings,
and, particularly we need your advice on the specifics.

The list on page 70 and 71 were sort of a summary of a variety of
suggestions that have been made, but they're put there primarily
to encourage you to respond with your own suggestions and per-
haps s)me prioritization within those recommendations.

So, whatever you can get to us, and as soon as possible, we would
appreciate it.

Senator DOLE.
The CHAIRMAN. Senator Long, do you have any other questions

at this time?
Senator LONG. No, Mr. Chairman.
The CHAIRMAN. I have no questions. I appreciate very much your

testimony, and, as was indicated by others, we are looking for waysto comply with-maybe comply is not the right word, but we are
looking for ways to save some money. The votes we have had these
past days which indicate that the majority, probably in both par-
ties, share that view.

So, if you can give us alternatives, we would appreciate it very
much.

This committee has jurisdictions-Senator Long knows the pot of
spending. I think it is $375 billion of the total budget. Take away
the interest, that lowers it about $100 billion, but it is still a pretty
good sum of money. We ought to be able to save a little out of that
amount without doing violence to anyone.

Thank you very much.
Mr. St0Nz. Thank you.
Mr. GAGE. Thank you.
[Statements follow:]

STATZMErNT OF THz HoemAL ASsoCIATION OF Nzw Yox SmAE

I am Robert Stone, Chairman of the Board of Trustees of the Hospital Association
of New York State and Executive Director of the Blythedale Children's Hospital in
Valhalla, New York. The Hospital Association of New York State represents over
300 not-for-profit acute and long term health care institutions in New York State. In
the interest of time, I will briefly summarize our prepared statement, but I request
that our full testimony be included in the hearing record.
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SUMMARY STATEMENT

Let me say at the outset, Mr. Chairman, that we very much appreciate this
opportunity to appear before the Committee arid to share with you our views and
recommendations on the Administration's proposed health spending reductions for
fiscal year 1982. While we have attempted to analyze these proposals carefully, our
efforts were limited to broad considerations because the speci;ic legislative proposals
on which mvasor portions of the proposed budget are based were not available to us.
We would like the opportunity to comment in more detail on such legislation when
it is considered by this Committee.

We join the President and the Congress in the hope that the state of the nation's
economy can be improved by the policies outlined in the Administration's plan for
economic recovery. We are all victims of the rampant inflation which is eroding our
standard of living and putting more and more of our citizens at risk for the basic
necessities of life. Government spending and tax policy must be changed, and we
support the thrust of the Administration's plan to reduce federal spending and
encourage growth and productivity in the private Aector.

As health care providers, we are acutely aware of the consequences of double digit
inflation and rising unemployment. Without restating the various reasons for the
present crisis in health care financing, suffice it to say that the burdens placed on
the two major public health financing programs-Medicare and Medicaid-are in-
creasing much more rapidly than the resources available to support them. We agree
that cuts in the rates of increase in spending for these programs must be achieved.

While we support these objectives, we are concerned that specific actions to
implement them should be taken wisely because false steps may put the entire
strategy into question. The fact is that we take specific exception to some of the
proposed means for achieving these goals for the health function 550 an area in
which we have considerable knowledge and experience. In our statement, we have
sought first to provide a context for understanding and analyzing the Medicaid
program. Then we recommend a series of fundamental principles to be applied in
the process of adopting spending cuts. Lastly, adhering to these principles, we
critique the Administration's proposal and provide our recommendations for legisla-
tive change.

The principles we recommend to the Committee are: (1) that savings should be
obtained from sources that can realistically and equitably bear the burden; (2) that
changes made in fiscal year 1982 avoid unnecessary risks and be consistent with the
future direction intended for the health care system; and (3) that a stable health
care system be established now and in the future to assure proper transition
without unacceptable disruption in service to the poor.

Applying these principles, we recommend that the Committee take substantially
less savings from Medicaid, substituting selected Medicare cost-sharing alternatives,
such as listed on page 70 of the Committee's Fiscal Year 1982 Report under the
Budget Act, together with one or more of the tax revenue proposals listed on page
71 in that Report. We also recommend that care be taken to provide essential rights
of due process for those affected by changes made in Title 19, especially changes
made by Secretarial waiver, and that certain provisions of Title 19, including"reasonable cost," not be waived or amended. In this regard, we urge that the
freedom of choice provision in Title 19 should be amded with great sensitivity,
balancing the need for fiscal restraint with proper concern for the needs for the
poor. Lastly, we urge close scrutiny of the formulae used to allocate federal Medic-
aid expenditures, to assure that states with either deteriorating economies or good
cost containment track records, are not unfairly penalized.

- FULL STATEMENT

Let me say at the outset, Mr. Chairman, that we very much appreciate this
opportunity to appear before the Committee and to share with you our views and
recommendations with respect to the Administration's proposed health spending
reductions for Fiscal Year 1982. While we have attempted to analyze carefully these
proposals, our efforts were limited to broad considerations because the specific
legislative proposals on which major portions of the proposed budget are based were
not available to us. We would like the opportunity to comment in more detail on
such legislation when it is considered by the Committee.

All of us share with the President and you in the Congress a fervent hope that
the state of the nation's economy can be improved by the policies outlined in the
Administration's plan for economic recovery. We are all victims of the rampant
inflation which is eroding our standard of living and putting more and more of our
citizens at risk for the basic necessities of life. Government spending and tax policy
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must be changed, and we support the thrust of the Administration's plan to reduce
federal spending and encourage growth and productivity in the private sector.

As health care providers, we are acutely aware of the consequences of double digit
inflation and rising unemployment. Without rehearsing the various reasons for the
present crisis in health care financing, suffice it to say that the burdens placed on
the two major public health financing programs-Medicare and Medicaid-are in-
creasing much more rapidly than the resources available to support them. We agree
that cuts in the rates of increase in spending for these programs must be achieved.

While we support these objectives, we are concerned that specific actions to
implement them should be taken wisely because false steps may put the entire
strategy into question. The fact is that we take specific exception to some of the
proposed means for achieving these goals for the health function 550 an area in
which we have considerable knowledge and experience. In our statement, we have
sought first to provide a context for understanding and analyzing the Medicaid
program. Then we recommend a series of fundamental principles to be applied in
the process of adopting spending cuts. Lastly, adhering to these principles, we
critique the Administration's proposal and provide our recommendations for legisla-
tive change.

Changes in Title 19 cannot be discussed without an understanding of certain facts
about Medicaid. First, Medicaid is a program in which the majority of expenditures
are made in a relatively few urban industrialized states. Only ten states, including
New York, California, Michigan, Ohio, Massachusetts, Illinois, account for approxi-
mately 60 percent of total expenditures. Approximately 40 percent of all Medicaid
expenditures are made for long term care; acute hospital care accounts for approxi-
mately 30 percent of Medicaid outlays. Hospital expenditures are in turn concen-
trated in relatively few hospitals typically located in core urban areas. In New
York, for example, only 26 of 284 community hospitals provide more than 50
percent of all Medicaid days of inpatient care.

Another important point is that inflation in Medicaid expenditures in recent
years has been subjected to state initiated cost containment efforts that have
already saved the federal treasury billions of dollars. The social cost of this effort
has been substantial, however, leading to deterioration of Medicaid's effectiveness
particularly in making acute care available to the poor. In New York, the hospital
industry suffered an operating deficit in 1979 in excess of $250 million. Since 1975,
operating losses have exceeded $1 billion. Losses of this magnitude have forced
bankruptcy, closure or debilitation of numerous hospitals, especially among those
with heavy responsibilities for Medicaid patients. A closely related aspect of the
deterioration of Medicaid as an effective program is that a relatively smaller
number of poor people are eligible for Medicaid now than in 1975; and many of the
poor excluded from the program cannot afford private insurance. In New York, for
example, bad debt and charity care losses incurred by hospitals amount to some
$330 million a year.,

What is suggested by these points is that Medicaid, especially for acute care, has
already been subjected to severe cost constraints; that the burden of these on any
future cuts in Medicaid are borne by relate, lv few states and, in those states,
relatively few hospitals; and that cuts already effected in Medicaid have caused a
severe deterioration in the program, reducing the access of the poor to decent
hospital care. We suggest to the Committee that the problems posed by the in-
creases in Medicaid expenditures are complex problems. Necessarily, the solution
will not be simple. Accordingly, changes in the Medicaid program must be ap-
proached with sensitivity. It is from this vantage that the Association has analyzed
the President's proposal for savings in health function 550.

Our'analysis has proceeded on the basis of three principles, which we commend to
the Committee as providing a proper basis for budget reductions. The first principle
is that savings should be obtained from sources that can realistically and equitably
bear the burden. If this principle is not followed, then there is a risk that paper
savings may not in fact be achieved or, alternatively, may be achieved only through
unanticipated and unnecessary hardship beyond what Congress or the Administra-
tion intended. The second principle we urge is that changes made for fiscal year
1982 avoid excessive risks, and be consistent with the future direction intended for
the health care system, recognizing the present limits of our knowledge about the
most effective design for our health delivery system. Lastly, we believe it essential
to stabilize the health care system now so that it can accommodate needed change,

'The statistics in this a h do not include the deficits incurred by the Health and
Hospitals Corporation in New York City-a major Medicaid provider. The Health and Hospitals
Corporation deficits over 1975-1979 aggregated more than $1.8 billion.
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but on an incremental basis, so that change is achieved without unacceptable
disruptions in service to the poor.

Applying these three principles to the Administration's proposal for savings in
the health function 550, as it has so far been presented in the fiscal year 1982
budget documents, the Association believes the proposal is deficient in several
respects. First, and most important, we do not believe that the Medicaid program is
a realistic or equitable source for the level of savings in fiscal year 1982 contemplat-
ed by the budget.

The billion-dollar slash-more than 5 percent of program outlays-estimated for
Medicaid is unduly severe. However, this figure is based on an assumed current
budget increase of only about 10.5 percent. If inflation in health costs were estimat-
ed more accurately at 13 percent for 1982, the cut resulting from limiting the
increase to 5 percent would yield a cut of about 8 percent from Medicaid in real
terms on a national basis. In individual states which experience above-average
inflation or which have increases in the eligible population, their ability to care for
the truly needy would be significantly impaired. The potential impact of the possi-
bility-perhaps likelihood-of higher inflation than assumed in the light of a 5
percent limit should not be dismissed lightly.
-While we agree that some Medicaid savings can be achieved in fiscal year 1982,

and additional savings in future years, the Administration's target is too high.
Instead, serious consideration should be given to several alternatives already out-
lined in the Committee's Report for 1982 under the Congressional Budget Act.

Medicaid savings obtained by limiting federal expenditures must come from three
possible sources. Either providers can cut their cost of services or states can change
their Medicaid programs so as to pay less for services, or to reduce eligibility or
benefits, or states can pay for the shortfall in federal contributions out of general

Sstte-and local tax revenue.
Unfortunately, the most promising of these potential sources are unlikely to

produce significant savings in fiscal year 1982. It is not reasonable or prudent to
assume that the provider community in fiscal year 1982 will have a rate of inflation
appreciably less than general inflation. This particularly true in those states that
account for the largest share of Medicaid expenditurds-like New York-because
much of-the potential cost-reducing change has already occurred. If future reduc-
tions oifsignificance occur, they will have to come through more fundamental health
system organizational reforms. Most proponents of new and arguably more efficient
forms of health care organization recognize, however, that fundamental structural
reform will take several years to achieve on a large scale. similarly, most states
cannot be expected to implement dramatic cost-saving changes in state programs in
the near future. Many states, especially those with large Medicaid responsibilities,
have already been changing their programs to contain costs, in some cases for years.
Additional large savings will not be obtained in these states during fiscal year 1982.
Indeed, many states would need to amend state law which cannot be done until the
State Legislature reconvenes next January or in January of 1983. thus, neither
provider reorganization nor major state program changes are realistic sources of
substantial Medicaid savings for fiscal year 1982.

It should be understood that cuts in benefits are not free. Either eligible poor
people would be the source of savings by going without care, as a result of reduc-
tions in eligibility that increase the pool of non-paying patients, or through Medic-
aid payment reductions, providers would be required to pay the addition costs. But
while the poor and providers can afford to shoulder some of the burden of federal
savings, the Association does not believer that they can afford, either realistically or
equitably, the full billion dollar burden proposed for Medicaid in the budget.

The remaining source of medicaid savings are state tax payers who could be asked
to produce a federal budget savings. However, tax increases at the state level seem

- as unlikely as at the federal level. Ten states account for 60 percent of total
Medicaid expenditures. Assuming the savings is distributed on this basis, they
would account for over $600 million of the total. Yet almost without exception these
states are already experiencing severe economic distress as revealed in various
indexes of economic condition. New York's flirtation with bankruptcy is well known.
Michigan and Ohio have unemployment in excess of 10 percent. Massachusetts and
California have imposed limits on their rates of taxation. The taxpayers in these
few troubled states simply cannot take on the disproportionate burden of the full
proposed savings in Medicaid.

Needless to say, most Medicaid beneficiaries are the poorest of the poor. They
cannot bear further loss of benefits. As for Medicaid providers of hospital care in
the heavy Medicaid states, their situation has already deteriorated to a level of
genuine crisis. Not-the-least of the causes of this crisis is the considerable burden of
cost containment they- already shouldered and the significant costs of providing



192

needed care for the growing number of unsponsored patients. In New York, our
most recent survey of the financial condition of our institutions reveals that 80
percent operated at a deficit in 1979, including the major Medicaid providers.

The Association does not suggest that the level of savings sought by the Adminis-
tration overall in health function 550--some $2 billion- should not be maintained.
Nor do we believe that some savings cannot or should not be taken from Medicaid.
Incremental program and service delivery changes can be made and savings
achieved. But there are additional sources of savings within budget function 550
that are, in our opinion, more realistically and equitably available. By adopting
some of these alternatives, the level of savings from Medicaid can be reduced to
realistic levels and the savings burden more equitably distributed without reducing
overall savings in health function 550. For example, on page 70 of the Data and
Materials for the Committee's Fiscal Year 1982 Report under the Congressional
Budget Act, the Committee staff has listed several changes in the Medicare Part B
deductible that could provide hundreds of millions of dollars in savings in fiscal
year 1982. These savings would be achieved through imposition of very small
additional costs on the many millions of Medicare beneficiaries. Asking those Medi-
care beneficiaries who are relatively well-off to contribute a few dollars each is
certainly not unthinkable.

Another simple and equitable option would be to coordinate the benefits of
employed Medicare beneficiaries with their employer's group health insurance, with
the private insurance providing first dollar medical insurance coverage. Savings in
excess of $200 million would be obtained from this proposal, through very small
increases in group insurance premiums spread ultimately across a very large
number of employers and the employed middle class.

A third and similarly equitable distribution mechanism would apply in the case of
the tax revenue proposals listed by the Committee on page 71 of its Data and
Materials. The Association also supports these proposals as realistic and equitable
sources of savings in health function 550.

In short, Mr. Chairman, we believe it is possible to achieve savings in health
function 550 that are consistent with those proposed by the Administration. We
believe, however, that it is neither realistic nor equitable to seek savings of a billion
dollars from the Medicaid program, especially when fair and reasonable alternatives
are so readily available.

Applying our second principle, caution and consistency with future goals, the
Association believes the Administration's proposal to provide enhanced flexibility to
the states as outlined in the budget document gives reason for concern.

It is imperative, in the absence of acceptable alternatives, that the underlying
E urposes of Medicaid-provision of health care to the poor--continue to be served.

nhanced flexibility must not lead to premature dismantling of an essential service
program. Moreover, providers and beneficiaries have developed through the years
many legitimate expectations in reliance on Title 19. If the law is to be changed,
and it must, it cannot be amended casually. The consequences of proposed changes
for those who have properly relied on Title 19 in the past must be considered and
fully understood.

Two provisions in Title 19 seem especially crucial. First, we believe that the
concept of paying reasonable cost for acute care services should not be changed.
There is much evidence that in every case in which reasonable cost has not been
paid, fewer providers than are needed have been willing to participate in the
program. In the case of acute illness, the incidence of which is uncontrollable, the
social and health consequences of long queues of needy patients waiting to be
treated by too few providers would be disastrous. Moreover, there is ample evidence
that states have sufficient flexibility to modify reimbursement within the latitude of
the existing reasonable cost provisions in Title 19.

A second sensitive provision in Title 19 is the so-called "freedom of choice"
requirement, which was considered by this Committee last fall. The Association
strongly supported the freedom of choice provision. However, we do not believe it
necessarily must be left totally unchanged. On the contrary, the present provision
may cause Medicaid eligibles to be less cost conscious in seeking care than is
appropriate. For example, the Association would certainly endorse a program that
requires eligibles to make a choice between accessible providers of quality service
and then to stick by that choice for a specified period of time. Indeed, if such a
limitation were accompanied by the guaranteed eligibility of the beneficiary for the
established time period, such a provision would greatly enhance the ability of
providers to plan for care. Certain types of Medicaid services such as laboratory
services for outpatients and durable medical equipment and applies are also exam-
ples of opportunities to achieve program savings in a reasonable manner.
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On the other hand, an approach to freedom of choice that allows individuals to be
sent to inconvenient, inaccessible, or poor quality institutions, offering the person
no choices whatsoever, would be grossly undesirable. If the requirement is changed,
it is important to assure that Medicaid eligibles be given proper access to good
quality care and not simply consigned to a second class health delivery system.

The Committee should exercise sensitivity in changing these two provisions of
Title 19, or indeed any provisions in that statute. On the other hand, if the
Administration does not seek to change Title 19 in fiscal year 1982, but only to
allow its provisions to be waived by the Secretary, then even greater caution must
be exercised. Certainly neither the reasonable cost requirement nor an appropriate-
ly limited freedom of choice provision nor a mandatory minimum benefit package
should be allowed to be waived. Moreover, certain minimum due process rights
should be accorded, at both the state and the federal level, to any parties affected by
a proposed waiver. As in the case of rulemaking-although perhaps more in this
case because statutory rights are being abridged-providers, eligibles and others
should be given formal notice of a proposed waiver, an opportunity to express views
and to have those views considered, and a rational decision that is consistent with
the purpose of strengthening Medicaid. Title 19 represents a national commitment
to our poorest citizens that their medical care needs will be met. Waivers should be
granted only if they further this purpose, and should otherwise be withheld. Re-
duced inflation in the cost of caring for the poor is appropriate; reduced care to
those who are eligible and need it is not.

The third principle that the Association urges this Committee to adopt in respond-
ing to the President's proposals for Medicare and Medicaid in fiscal year 1982 is
that such proposals serve to stabilize the acute care delivery system, and foster
more efficient care for all our citizens including the poor. In regard to this principle,
we feel that several steps might be taken by the Committee in legislation proposed
for this year.

First, it may be appropriate for the Committee to consider whether the present
federal formula for matching state expenditure under Title 19 properly takes into
account the economic condition of the states, including both their levels of need and
their capacity to finance. The states most inequitably treated now are those urban
industrial states with high Medicaid populations, declining tax bases and rising
unemployment. These states have in many cases experienced severe economic dis-
tress and the present formula for allocation of the federal share of Medicaid does
not fully and fairly take account of this distress.

The Association would look forward to working with this Committee toward the
identification of measures which fairly represent a State's capacity to finance medi-
cal assistance. Alternatively, even if the basic methodology for calculating the
federal share does not change, we feel that any allocation of the limited federal
dollars for medicaid should be done on the basis, among other things, of how well
states have done in recent years in containing year-to-year inflation to medicaid
expenditures. Using a 1981 base for calculating the cap rewards the profligate and
penalizes those who have exe-cised restraint. Certainly it would be ironic to penal-
ize New York or any other state' for having contained the increase in medicaid costs
to levels far below what other states have achieved and indeed far below the
national average.

A second means for stablizing the health care system in the short run would be to
create a special fund for distresed hospitals, perhaps through the accumulation of
savings in health function 550 in excess of what the Administration seeks. This fund
could be made available for payment. to needed hospitals and other facilities that
have reached a point of terminal financial distress . The need for such payments is
dramatically illustrated by the bankruptcy or near closure in recent years of such
vitally needed urban hospitals as Homer Phillips in St. Louis, Brooklyn Jewish,
Metropolitan and Bronx-Lebanon in New York. Such institutions exist in every
large urban area in this country, frequently in the neighborhoods that most need
their presence. If these health care facilities could be saved through special federal
funding, there would be a dramatic increase in the stability of the acute care system
and in the ability of that systin to meet the needs of the poorest and sickest of our
citizens: In addition, the grant could be conditioned to require recipients to make
desirable changes in the way care is delivered.

While the Association is very sympathetic to the concept of "competition" and"consumer choice," we are concerned that too little is now known about how to
implement these concepts in practice: What types of organizational structures will
be needed to assure efficient provider and beneficiary behavior, what tax and
insurance machinery will be needed, how can we change behavior without undue
regulation? The Association suggests that the Congress, anticipating the need for
change and the Administration s intention to introduce its proposals for fiscal year
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1983, establish a national commission to study these and the numerous related
issues and to obtain further information about tax incentives, reimbursement tech-
niques, insurance mechanisms, and other matters underlying these issues. Further,
Health and Human Resources Secretary Richard Schweiker has recently indicated
his desire to initiate demonstration pro ects testing the concepts of competition and
consumer choice. These projects should be undertaken only on the basis of defined
critera and controlled evaluation mechanisms subject to review by this Committee.

In summary, Mr. Chairman, the Association supports the goals of the Administra-
tion's budget. We believe, however, that the specific details of a legislative package
should be considered carefully. To that end, we have offered a simply legislative
program for the health area that would achieve the economic benefits sought by the
President in that area while distributing the burden of savings more equitably and
assuring continued access for the poor to high quality health care. We will look
forward to working with the Committee on implementation of ou1 proposals.

SUMMARY OF STATEMENT OF LARRY S. GAGE

Mr. Chairman, members of the Committee, my name is Larry Gage and I am
President of the National Association of Public Hospitals. This new organization
was founded late last year to provide a voice in national health care policy-making
for our large, urban public hospitals-institutions which are the health "safety
nets" in most of our metropolitan areas. In my prepared testimony this morning, I
make four points relevant to your consideration of the Administration's health-care
budget proposals:

1. The one consistent element in our health care delivery in most metr'.,,olitan
areas today is the public hospital system. These hospitals are unique ii, several
respects. First, they already receive a significant portion of their revenues from city,
county, and non-Medicaid state sources. In addition, they also provide many essen-
tial services to all people who live in their area of operations-not just the poor.
Moreover, these hospitals also train nearly half of all medical and dental interns
and residents. In cutting the federal health budget, it is essential that you do not
damage the important and unique role of those institutions.

2. Any new Medicaid "flexibility" Congress chooses to adopt will inevitably take
longer or the Federal Government to implement, and save less money in the near
future, than the Administration suggests. These changes-whatever their substan-
tive nature-will be changes in statutory rights, both of states and of beneficiaries.
States may require their own statutory changes. Even if accomplished entirely
through waiver authority, we can expect substantial administrative delays and
conceivably legal challenges by various parties. To rely on this flexibility for sigifi-
cant short-term savings in fiscal 1982 would be a mistake.

3. Even if Congress can enact Medicaid legislation and the Administration pro-
duce regulations by October 1 of this year, if an arbitrary cap is included, most
states will find short term savings only through the most simplistic cuts in eligibil-
ity, benefits or provider payments. For urban public hospitals, the results could
include a shift of many of their current patients from "Medicaid" to "free care"
status. In addition, while some private hospitals may pick up part of this new "free
care" load, many newly ineligible patients will simply be dumped on the public
hospital stoop. The real result will be a significant demand for new city or county
revenues to replace Medicaid losses. And where those revenues cannot be found,
public hospitals will be forced to curtail or eliminate services, or ,postpone needed
maintenance or renovation, in order to pay for this additional "free" care.

4. Finally, we agree that the goals of health cost containment and Medicaid
reform are clearly appropriate. But Congress must rely on the reforms themselves
to save money, rather than on arbitrary caps. If additional short-term savings are
required, we believe the Committee should look for better ways to achieve them.

STATEMENT OF LARRY S. GAGE

Mr. Chairman, members of the Committee, thank you for giving me this opportu-
nity to testify on the Administration's proposed Medicaid cap and other health-
related block grants.

My name is Larry Gage and I am President of the National Association of Public
Hospitals. This new organization was founded late last year to provide a voice in
national health care policy-making for our large, urban public hospitals. We have
approximately 20 member hospitals or hospital systems today, from 20 of our
nation's most populous cities and counties. Far more than any single federal pro-
gram, the institutions I represent are the health "safety nets" in our metropolitan
areas-the providers of last resort, for the eligible medicaid recipient and illegal
alien alike. In other words, the very existence of these large urban hospitals, funded
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by state and local tax revenues, already provides a form of national health insur-
ance in the cities and counties where they exist.

In my prepared testimony this morning, I would like to make four brief points
which are relevent to your consideration of the Administration's health care budget
proposals:

1. While our health-delivery systems for the poor vary markedly around the
country, the one consistent element in most metropolitan areas is the public hospi-
tal system. These hospitals are unique in several respects. First, they already
receive a significant portion of their revenues from city, county and non-medicaid
state sources. Thus, for many purposes they already labor under a "prospective
budgeting" system. In addition, they also provide many essential services to all
people who live in their area of operations-not just the poor. Moreover, these
hospitals-fewer than 100 of the 7,00 in this country-also train nearly half of all
medical and dental interns and residents. In undertaking to cut Federal expendi-
tures for health, it is essential that you recognize and do not damage the important
and unique role these institutions now play.

2. Any new medicaid "flexibility" Congress chooses to adopt will inevitably take
longer for the Federal Government to implement, and save less money in the near
future, than the administration suggests. These changes-whatever their substan-
tive nature-will be changes in statutory rights, both of states and of beneficiaries.
States may require their own statutory changes. Even if accomplished entirely
through amendments to State plans, by giving the Secretary of Health and Human
Services open-ended waiver authority, we can expect substantial administrative
delays. Moreover, legal challenges by various parties to the final result may in
many cases be inevitable. To rely on this flexibility for significant short-term
savings in fiscal 1982 would be a mistake.

3. Even if Congress can enact Medicaid legislation and the Administration pro-
duce regulations by October 1 of this year, if an arbitrary cap is included, most
states will find short term savings only through the most simplistic cuts in eligibil-
ity, benefits or provider payments. Such an approach will severely disadvantage the
poor and the institutions that serve them. For urban public hospitals, the results
could include a shift of many of their current patients from "Medicaid" to "free
care" status. In addition, while some private hospitals may pick up part of this new
"free care" load, many newly ineligible patients will simply be dumped on the
public hospital stoop. And while part of this burden may be shifted to other payors,
such as for Medicare eligibles, the real result will be a significant demand for new
city or county revenues to replace medicaid losses. And where those revenues
cannot be found, public hospitals will be forced to curtail or eliminate services, or
postpone needed maintenance or renovation, in order to pay for this additional
'free" care. In all likelihood, this process will thus destroy any realistic prospects

for meaningful, long-term reform.
4. Finally, we agree that the goals of health cost containment and Medicaid

reform are clearly appropriate. But Congress must rely on the reforms themselves
to save money, rather than on arbitrary caps. If additional short-term savings are
required, we believe the Committee should look for better ways to achieve them.
You should look at Medicare as well as Medicaid, and you should also seriously
consider cutting or slowing the rate of increase in our tax expenditures for health
care. Even fairly minor changes in our health-related tax laws can greatly enhance
the Committee's bottomline impact on the Federal deficit and begin to have long-
range competitive effects as well. NAPH will be happy to assist you and your Staff
in this process.

Let me elaborate on each of these points.
1. The health care delivery system for the poor in this country is as fragmented as

you might expect in a nation where the federal government has consistently de-
ferred crucial administrative and fiscal decisions to state and local governments.

One.constant in this system in most large cities is the public hospital, owned
primarily by local governmental entities, which serves as the hospital of last resort
for all the poor, regardless of eligibility for governmental programs. It is important
to realize that, while Medicaid differs markedly from place to place in the role it
plays in financing health care for the poor, Cuyahoga County Eospital, for example,
with over $100 million in total costs, received only slightly more last year from
Medicaid ($94,323,886) than from local appropriations ($24,184,992). On the other
hand, the bexar County Hospital District, in San Antonio, with a total budget of $57
million, received just $3.8 million in Medicaid revenues last year, as compared with
over $30 million in local tax support.

It is also important to note that, while some Medicaid programs may be relatively
sound, many states are already implementing large cutbacks in Medicaid, even
without a federal Medicaid cap, forcing public hospitals to contemplate significant
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cuts. Los Angeles County, for example, may have to consider closure and sale of
three of its seven hospitals, curtailment of out-patient facilities and transportation
services, and refusal to accept many kinds of transfers from private hospitals.

Many public hospital systems also provide essential, specialized area-wide services
to all the people-not just the poor. These often include around-the-clock emergency
services, shock-trauma units, burn centers, poison control, drug abuse and alcohol-
ism services, medical-social health programs, and high-volume ambulatory care
facilities. Public hospitals are also the principal training grounds for our nation's
physicians, training nearly half of all medical and dental residents in the country.

Finally, many public hospital systems often also run or coordinate cloely with
many Public Health Service Act programs, such as alcoholism and drug abuse
treatment, community and migrant health centers, emergency systems, and mater-
nal and child health programs. As a result, from the local perspective, the Medicaid
cutbacks will be greatly amplified and exacerbated by short sighted cuts in those
programs as well. At the very least, if the Congress enacts health block grants, you
must also take the essential step of guaranteeing that such grants will be passed
throught to those cities and counties which currently administer most of these
programs. Otherwise, in addition to achieving the desirable goal of eliminating
unnecessary overlap, we might also see a significant reduction in necessary, non-
duplicative prevention, out-patient and other public health programs with far great-
er potential for long-range health cost containment than arbitrary caps.

2. There is little doubt the Administration could draft an overly simplistic Medic-
aid cap bill quickly and have it on the desks of the authorizing Committees by the
end of this month, as they have indicated. All they would need to do is repeal most
of the current state plan requirements in the name of increased flexibility, or
perhaps give the Secretary of Health and Human Services some sort of blanket
authority to waive any or all current Medicaid requirements.

However, as you will no doubt recognize even if you support every aspect of the
President's plan, what is involved here is nothing less than a complete rewrite of
the essential nature of Medicaid and other health programs which in some cases
date back to the 1930s. When Congress takes a more responsible and less simplistic
look at this proposal, I believe you are going to find more substantive problems than
the Administration envisions. To give you a few examples:

How do you fairly and equitably apportion the effects of the cap among states
whose support for Medicaid and previous record in holding down costs has varied so
widely over the years?

If "flexibility" is to be accomplished through waiver authority, who will make
these determinations? How much time will states have to make their requests,
especially if they must also change their laws? Will there be time limits for Depart-
mental decisions? How will due-process be protected in the event of an adverse
determination on State's application for a waiver?

How do you determine (in a system involving millions of pieces of information)
when the State or Federal limit has been reached? What do you do about state or
federal funds inadvertently obligated in excess of the cap?

How do you design new systems which cost less and reduce the regulatory burden,
but which nevertheless insure greater provider efficiency, more appropriate utiliza-
tion, more careful eligibility determination, and less fraud and abuse, while guaran-
teeing protection of at least the basic rights of those who remain covered by the
program?

As you can see, the issue is far more complicated than the Administration would
have you believe. And at the very least, if true reforms are to result, time must be
allowed for a careful legislative and regulation-writing process at the federal level.
This is particularly true in determining whether tb s process is to be driven by an
abritrary cap which would go into effect in a fiscal year that begins in just 182 days.

3. Even if Congress, by some legislative miracle, were to enact a Medicaid bill by
this summer, its implementation by the states by the beginning of fiscal 1982 under
an arbitrary cap would force most states to adopt crude "slash 'and burn" cost
cutting techniques in lieu of sensible long-range reforms.

"Increased flexibility," with an October 1 deadline, will be a sham. Few states are
prepared at this time to implement true Medicaid reforms. Instead, most states will
simply reduce eligibility levels, eliminate benefits, adopt administratively burden-
some copayments, or reduce payments to providers.

Further reductions in Medicaid eligibility levels or provider payments will sim ly
shift more patients into "free care" categories. But there is no such thing as "free
care." To the very limited extent private hospitals agree to absorb some of these
people, they will pass the costs on to their private paying patients. And most of the
rest of these patients will simply be dumped on the public hospital systems-and
thus onto local, rather than Federal, taxpayers.
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Some states may well figure out how to shift some of these costs back to the
federal government, of course. For the 4 million or so beneficiaries eligible for both
Medicare and Medicaid, for example, increased Medicaid deductibles or copayment
can simply be written off as Medicare bad debts. Since Medicare pays for its own
bad debts, the federal government will pay 100% of such costs rather than its
relevant Medicaid share. But these techniques will pick up only a small part of the
new costs. The rest of the burden will fall on local taxpayers often substantially
involved already in the funding of care.

4. In summary, while Medicaid reform can produce savings and is a desireable
goal, an arbitrary Medicaid cap will have a significant adverse impact on the poor
and the "safety net" institutions which serve them. Certainly, there are problems
with waste, duplication, and overregulation in our Federal health programs. We
agree that some of these problems may well be susceptible to legislative solutions,
and will try hard to help you find some of those solutions. We will also-as the
governors suggest-help in your effort to provide considerably greater long-term
flexibility in the Medicaid program. But simply shifting the entire health cost-
containment burden at this time to local taxpayers and public hospitals through an
arbitrary Medicaid cap-or indiscriminately "block granting" all categorical health
programs with no determination of which ones are truly duplicative or in need of
substantive change-will seriously impede any efforts for long-term rational reform.

The CHAIRMAN. Our next speaker is William Felch, vice chair-
man of the American Medical Association Council on Legislation.
STATEMENT OF WILLIAM FELCH, M.D., VICE CHAIRMAN,

AMERICAN MEDICAL ASSOCIATION COUNCIL ON LEGISLA-
TION, WASHINGTON, D.C., ACCOMPANIED BY HARRY N. PE-
TERSON, DIRECTOR OF AMA'S DIVISION OF LEGISLATIVE
ACTIVITY
Dr. FELCH. Mr. Chairman and members of the committee.
I am William C. Felch, a physician in the practice of internal

medicine in Rye, N.Y. I am the vice chairman of the AMA Council
on Legislation.

With me is Harry N. Peterson, director of AMA's Division of
Legislative Activity.

AMA is pleased to discuss the President's proposed health
budget.

The medicaid program was enacted in 1965 to provide medical
services to needy individuals. Since its enactment, that program
has experienced steadily rising costs as a result of many factors.

Mr. Chairman, medicaid is only one of the many programs con-
tributing to the record level of Government spending, which is now
recognized as a core problem in our country's economic difficulties.

The AMA supports the overall initiatives of the President as he
seeks to restore some measure of fiscal stability and integrity to
our Government budget policies.

Our association expects that when cuts are made across the
board to reduce deficit spending, some reductions in the Federal
health spending will also take place. Deductions in health spending
should not impair the provisions of necessary services to the Na-
tion's poor.

We are pleased that the President has given assurance that the
so-called safety net programs, those designed to protect persons in
need will be maintained.Since the beginning of the medicaid program, the AMA has
encouraged coverage of high-quality care for all beneficiaries.

The administration proposes to alter the present system under
which States are automatically entitled to open-ended Federal med-
icaid matching funds by establishing a closed-end system designed
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to prevent Federal expenditures from going beyond a certain level
regardless of State spending.

The AMA recognized the need for such an action to gain control
of the rapid growth in medicaid expenditures. We believe that the
overriding concern at this time must be to take steps necessary to
improve the Nation's economy.

Unless reversed, economic hard times, factory closings, and in-
creased unemployment would only exacerbate the problem and
increase the financial burdens on medicaid.

We endorse the cap'concept as a part of the President's program
for improving the overall economic situation.

In conjunction with the proposed medicaid cap, the administra-
tion has indicated that it will seek legislation to give the States
greater flexibility in administering medicaid benefits. This will give
the States additional flexibility to target necessary services to the
truly needy.

Such flexibility will be essential to the States in their efforts to
achieve desired economies to offset the cut in Federal assistance.

It is difficult to predict just how the States will respond should
the proposed cap be enacted. We hope the States may be able to
effect significant savings in their program so that they can offer a
medicaid program under the cap without decreasing the quality of
care.

And achieving economies in the medicaid program will not be an
easy task. There can be no question, however, that much can be
done to help assure that medicaid achieves a greater cost effective-
ness while still maintaining the availability of quality care.

States should be able to maintain essential services through
greater efficiencies in administration by elimination of fraud and
abuse through vigorous enforcement of the law and by judicious
cutbacks where eligibility has become overextended.

Some States may have to examine the priorities expressed in
their benefit package and shift their priorities to adequate funding
of basic and essential services.

Now, we have not had any opportunity to examine any legisla-
tive provisions for the administration's medicaid cap proposal, but
we can at this time offer a suggestion for consideration in develop-
ing such legislation. We are concerned about the ability of many
State health departments to handle the additional reponsibilities
resulting from these changes.

- While the easing of arbitrary Federal requirements will tend to
make adminstration somewhat easier, many States may lack the
proper health organization and staff to perform in a way that will
assure essential preventive and medical delivery services to those
who need them.

So, because of these uncertainties, we suggest that a provision be
included to monitor the effects of the cap after its enactment.

In addition, Congress might also consider establishing a special
medicaid safety valve that might be triggered to assist States
which, because of severe local economic problems, suffer major
dislocations in their medicaid program as a result of the imposition
of Federal limitations.



199

Moreover, Congress should examine whether the specific increase
limit of 5 percent for 1982 and the GNP detlater for future in-
creases are appropriate devices.

As Congress considers the administration's medicaid proposal
and as the States implement program changes, we must caution
against adoption of the view that medicaid cutbacks can be easily
absorbed merely through decreasing the level of reimbursement to
providers of medical care.

In most States, drastic limitations in provider reimbursement
have already been in place for some years. The State cannot reduce
reimbursement levels and expect to maintain the current quality of
care under the medicaid program.

Mr. Chairman, we intend to work closely with our State medical
societies to monitor future developments. The medicaid program,
with all its faults and limitations, must be supported with the
necessary resources to furnish adequate services to those in need.

Mr. Chairman, the next couple of pages has to do with maternal
and child health. In general, we support the notion of block grants.
We would suggest that the committee might wish to consider
whether or not two is the right number for block grants. Perhaps,
three or more would be an appropriate number.

Maternal and child health programs, which the AMA has always
supported and continues to support under the administration's pro-
posal, are divided within the two blocks, with part of those mater-
nal and child health programs going to the basic services block,
and part of them going to the preventive services block.

The committee and Congress might wish to consider the possibil-
ity to grouping all maternal and child health programs in a single
block, or somehow otherwise making sure that more efficient distri-
bution of those services would be achieved.

But we support the general block grant approach as a way of
giving the States greater flexibility to determine their own public
health priorities and address State needs.

So, in conclusion--
Senator HEINZ. Well, without objection, Dr. Felch, your entire

testimony will be part of the record.
Dr. FELCH. Very good. Thank you.
Senator HEINZ. Do you have any concluding comments you would

like to make?
Dr. FELCH. The administration's proposals for a medicaid cap and

for block grants for categorical maternal and child health pro-
grams reflect a significant shift in the relative responsibilities of
the Federal and State governments toward health programs.

The proposals represent the view that States are better able to
determine the needs of their citizens and to target program fund-
ing to better meet local needs.

The proposals also reflect the potential cost savings that can be
achieved through an end to rigid, expensive, and complex Federal
requirements.

The AMA, in supporting the thrust of the adminstration's pro-
posals intends to encourage State and local medical societies to
continue and increase their activity in their States as advocates for
maternal and child health programs and for proper medical care of
individuals.
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Mr. Chairman, I would be please to respond to any questions
that the committee may have.

Senator HEINZ. Thank you, Dr. Felch.
Senator Long.
Senator LONG. I have no questions, thank you.
Senator HEINZ. Senator Dole, do you have any questions?
The CHAIRMAN. I have no questions.
Senator HEINZ. Dr. Felch, I have two questions.
You indicated in the paraphrase of your statement that you

support the current maternal child health program under title V
and that title provides for a good deal of discretion to the States in
targeting of that program to meet local needs. In a sense, title V is,__
already a block grant.

Is it your suggestion that the kind of framework in title V be
used as the framework for a larger block grant, which would
include various categoriical programs for health services for moth-
ers and children and, if so, which of the categorical programs
would you include with title V in such a block grant?

Dr. FELCH. Yes, sir, I think we do support the idea of having the
title V kind of structure as part of the--

Senator HEINZ. That is to say a block grant--
Dr. FELCH. A block grant.
Senator HEINZ. Aimed at mothers and children?
Dr. FELCH. That is correct.
Senator HEINZ. What other categorical programs would you like

to see included in that block grant, if any?
Dr. FELCH. Under the adminstration's proposal, the block relat-

ing to preventive services includes the adolescent pregnancy pro-
grams, programs to deter smoking and alcohol use, genetic disease
programs, family planning services. The maternal and child health
grant program of title V, as far as the delivery of services is
concerned, and a sudden infant death program are under the direct'
services grant.

Our suggestion to you is that you might want to consider linking
those programs, since they deal with the same population of benefi-
ciaries.

Senator HEINZ. I see
Now, in the Special Committee on Aging, vhich hearings I

chaired last week, we are examining the question of the medicaid
cap. Specifically as it will affect senior citizens nonetheless we have
addressed some broad questions regarding the medicaid cap that
really'hit in two areas.

One is: What is likely to be the impact of such a cap, which you
touched on in your statement, on medicaid reimbursement rates? If
the effect is to further reduce reimbursement rates to physicians,
obviously the result would be fewer physicians participating. The
indigent would seek different kinds of health care, principally
emergency room, hospital-based care, as opposed to services pro-
vided in less costly clinic or physican office setting.

It is my understanding that some 30 percent of all physicians do
not participate in medicaid.

Second, that there is another 40 percent for whom medicaid
patients only represent 10 percent of their entire practice. So, that
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means that approximately 30 percent of the physicians in this
country treat most of the medicaid patients.

Now, is there any reason to believe that if we impose a medicaid
cap, States might increase physican reimbursement rates in order
to reap some savings by replacing some care now obtained in
emergency rooms with office or clinic base care?

Dr. FELCH. Yes, sir. Some of the use of medicaid services, accord-
ing to physicians, is a matter of geography, of course. In my partic-
ular community, the potential population of medicaid patients is
less than 10 percent. So, my practice is made up of about that
proportion.

As far as reimbursement is concerned though, I think you are
absolutely right. Many physicians choose not to see medicaid pa-
tients because the medicaid reimbursement schedule is less than
the cost of doing business in their offices, and I would think it
would make good sense to suggest that if that amount were in--
creased even modestly that more doctors would be willing to see
medicaid patients.

Senator HEINZ. Well, my question is not so much whether it is a
good idea or not. My question is: If we impose a medicaid cap, will
or will not States increase the medicaid reinbursement rate to
physicians? Or are they going to reduce it? How are States going to
react, in your judgment, to a medicaid cap on this issue?

Dr. FELCH. I imagine the 50 States will all react differently to it,
but I would hope that some of them would see fit to try the
experiment of increasing the physician fees to see whether or not
the cost-their total cost would not decrease because of lesser
emergency i-oom and more ambulatory care.

Senator HEINZ. So, you think that increasing reimbursement
rates is a more likely response by the States than further reducing
physician reimbursement rates?

Dr. FELCH. I am of an age where I am skeptical that State
bureaucrats are likely to leap on anything that smacks of being a
little bit venturesome. So, do I think it's likely, the answer is no.

Senator HEINZ. The answer is "no."
Dr. FELCH. Do I think it would be advisable; the answer is "yes."
Senator HEINZ. Well, in the light of the current reimbursement

rates, there's an irony. The irony is that although we have a so-
called freedom of choice provision under medicaid, indeed, that
freedom of choice-because of the relatively low participation of
physicians in medicaid-is relatively limited. If we do allow States
to contract for services on a bid basis of some kind in order to
further reduce costs, it seems to me that this would further limit
the number of physicians that would participate under medicaid.

Is that a reasonable scenario?
Dr. FELCH. I missed the last part. It would further the number.
Senator HEINZ. It would seem further to restrict-
Dr. FELCH. Oh, to restrict.
Senator HEINZ [continuing]. The number of physicians that

would, in fact, be participating in the medicaid?
Dr. FELCH. I would agree with that. I would agree with that. It

would restrict it more.
Senator HEINZ. All right. Thank you very much, Doctor.
Dr. FELCH. You are welcome.
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Senator HEINZ. I appreciate your being here.
Senator Long, do you have any other questions?
Senator LONG. No, thank you.
[The prepared statement of Dr. William Felch follows:]

STATEMENT OF THE AMERICAN MEDICAL ASSOCIATION PRESENTED BY WILLIAM C.
FELCH, M.D.

SUMMARY STATEMENT

The American Medical Association supports the overall initiatives of the Presi-
dent as he seeks to restore some measure of fiscal stability and integrity to our
government budget policies. Where cuts are made across the board to reduce gov-
ernment spending, our Association expects that some reductions in federal health
spending will also take place. The AMA supports the Medicaid cap in principle and
the block grant concept as part of the President's program for improving the overall
economic situation.

We recognize that the proposed cap on federal Medicaid expenditures might result
in some decrease in overall Medicaid services in a state if the state does not
increase its funding efforts to offset decreases in federal Medicaid payments. We
hope that states may be able to effect significant enough savings in their programs
to enable them to offer a Medicaid program under the cap without decreasing
quality of care.

The AMA strongly supports maternal health programs and the provision of high
quality prenatal care for all mothers. The AMA supported the maternal health
program under Title V of the Social Security Act as a program that provides states
with discretion in targeting resources to meet local needs.

The AMA supports the concept of block grants. However, the Congress should
carefully consider the assignment of the programs into the two proposed general
blocks and also consider whether more than two block grants should be created.
Maternal and child health categorical programs are split between the two proposed
blocks. The Congress may wish to consider grouping maternal and child health
programs into the same block or, perhaps, into a separate block.

The AMA supports the concept of permitting states limited fund transfers be-
tween the block grants.

STATEMENT

Mr. Chairman and Members of the Committee, I am William C. Felch, M.D., a
physician in the practice of internal medicine in Rye, New York. I am the Vice-
Chairman of the AMA Council on Legislation. With me is Harry N. Peterson,
Director of AMA's Division of Legislative Activity.

The American Medical Association is pleased to discuss the President's proposed
health budget, particularly the proposals to place a "cap" on federal Medicaid
expenditures and to place the maternal and child health program, established under
Title V of the Social Security Act, into a proposed health services block grant.

MEDICAID CAP

The Medicaid program was enacted in 1965 to provide medical services to needy
individuals. Since its enactment, that program has experienced steadily rising costs.
The costs have resulted from many factors-expanded numbers of beneficiaries,
increased benefits, and general increases in costs of administration and services.
Program costs have been further aggravated by the effects of a depressed economy
and double-digit inflation which pervades the entire economy. In 1979 some 22
million persons were eligible for Medicaid, and during the last decade the costs of
the program have risen over 400%. Expenditures in 1979 reached approximately
$21.7 billion of which some $11.8 billion were federal funds and $9.9 billion state
funds.

Mr. Chairman, Medicaid is only one of the many programs contributing to the
record level of government spending, which is recognized as a core problem in our
country's economic difficulties. The American Medical Association supports the
overall initiatives of the President as he seeks to restore some measure of fiscal
stability and integrity to our government budget policies. There can be littel ques-
tion that the American people wish to have the government do whatever it can to
stem the rapidly rising cost of living. The nation requires a commitment by govern-
ment, the private sector and the individual household to do what each can-
individually and collectively-to hold down the recent dramatic increases in the cost
of living. Where cuts are made across the board to reduce deficit spending, our
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Association experts that some reductions in federal health spending will also take
place.

We are concerned-as are you, Mr. Chairman and Others on the Committee-that
the reductions in health spending should not impair the provision of necesary
services to the nation's poor. We are pleased the President has given assurance that
the so-called "safety net" programs, those designed to protect persons in need, will
be maintained. Since the beginning of the Medicaid program, the American Medical
Association has encouraged coverage of high quality care of all beneficiaries.

The Administration's Medicaid Proposal.-As the Medicaid program is currently
structured, states may enter into agreements with the Secretary of Health and
Human Services to finance health care services for public assistance recipients and
certain other low income individuals and families. The amount of federal expendi-
tures is in effect controlled by the states. The federal government is obligated to
match a state's Medicaid expenditures according to a percentage formula which
varies from state to state. This had posed a basic dilemma for the Administration's
effort to control federal spending.

The Administration proposes to alter the present system under which states are
automatically entitled to open-ended federal Mediciad matching funds by establish-
ing a closed-end system designed to prevent federal expenditures from going beyond
a certain level, regardless of state spending. The proposal would impose a ceiling, or
"cap," on federal Medicaid expenditures at a level $100 million below the Office of
Management and Budget current base estimate for Medicaid outlays in fiscal year
1981. Federal expenditures would be allowed to increase by 5 percent in fiscal year
1982 and, in fiscal years thereafter, the federal ceiling would increase only with the
rate of inflation as measured by the GNP deflator. Under the proposal each state
would have a ceiling allocation based on its current relative share of total federal
Medicaid expenditures.

The AMA recognizes the need for such an action to gain control of the rapid
growth in Medicaid expenditures, where the federal ,osts are tied to independent
state actions.

We believe that the overrinding concern at this must be to take steps necessary to
improve the nation's economy. Unless reversed, economic hard times, factory clos-
ings, and any resulting increased unemployment would only exacerbate the problem
and increase the financial burdens on Medicaid. We endorse the cap concept as a
part of the President's program for improving the overall economic situation.

This proposal has been described as an interim measure to limit costs pending the
enactment of comprehensive legislation designed to resolve health care cost prob-
lems. The Administration plans to introduce such legislation later this year, but
details of the proposal are not available at this time.

In conjunction with the proposed Medicaid cap, the Administration has indicated
that it will seek legislation to give the states greater flexibility in administring
Medicaid benefits. According to the March 10 budget message, this will give sates
additional flexibility to target necessary services to the truly needy. States deem
such flexibility essential to their efforts to achieve desired economies to offset the
cut in federal assistance.

It is difficult to predict just how the states will respond should the proposed cap
be enacted. We recognize that the limit on federal Medicaid expenditures might
result in some decrease in overall Medicaid services in a state if it does not increase
its funding efforts to offset decreases in federal Medicaid payments. We hope that
states may be able to effect significant savings in their programs so they can offer a
Medicaid program under the cap without decreasing the quality of care.

Achieving economies in the Medicaid program will not be an easy task. There can
be no question, however, that much can be done to help assure that Medicaid
achieves greater cost-effectiveness while maintaining the availability of quality care.
States should be able to maintain essential services through greater efficiencies in
administration, and by elimination of fraud and abuse through vigorous enforce-
ment of the law and judicious cutbacks where eligibility has become over-extended.
Some states may have to examine the priorities expressed in their benefit package
and place priorities on adequate funding of basis and essential services.

We have not had an opportunity to examine any legislative provisions of the
Administration's Medicaid cap proposal, but we can at this time offer a suggestion
for consderation in developing such legislation. We are concerned about the ability
of many state health departments to handle the additional responsibilities resulting
from these changes. While the easing of arbitrary federal requirements will tend to
make administration easier, many states may lack the proper health organization
and staff to perform in a way that will assure essential preventive and medical
delivery' services to those who need them. -Because of the uncertainties involved in
the ability of the states, we suggest that a provision be included to monitor the
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effects of the cap after its enactment. In conjunction with the federal monitoring of
the cap effect on the states, Congress might also consider establishing a special
Medicaid "safety valve" that might be triggered to assist states which, due to severe

.- local economic problems, suffer extreme dislocation in their Medicaid programs as a
result of the imposition of federal limitations Moreover, Congress should examine
whether the specific limit of 5 percent for a 1982 increase and the use of the GNP
deflator future increases are appropriate as the cap.

As Congress considers the Administration's Medicaid proposal and as the states
implement program changes, we must caution against adoption of the view that
Medicaid cutbacks can be easily absorbed merely through decreasing the level of
reimbursement to providers of medical care. In most states drastic reductions in
provider reimbursement have already occurred over recent years. A state cannot
reduce reimbursement levels and expect to maintain the current quality of care
under the Medicare program.

Mr. Chairman, we intend to work closely with our state medical societies to
monitor future developments. The Medicaid program-with all its faults and limita-
tions-must be supported with the necessary resources to furnish adequate services
to those in need.
Maternal and child health

The importance of maternal and child health care cannot be over-estimated.
Access to high quality prenatal, postnatal and pediatric care has profound impact
upon the outcome of pregnancy and the lives of children. Any investment in these
new and young lives will inure to the benefit of this and future generations. Our
children do represent our future. They deserve a national commitment and effort
directed toward their health.

The AMA strongly supports maternal health programs and the provision of high
quality prenatal care for all mothers. The AMA has supported the maternal and
child health programs under Title V of the Social Security Act and has recommend-
ed improvements and modifications in those programs. We have long viewed Title V
favorably as a program that provides states discretion in targeting resources to meet
local needs.

No discussion of federal programs in the maternal and child health area can take
place outside of the general context of the Administration's overall proposal of
transferring present categorical health programs into two block grants, one for basic
health, mental health and substance abuse services, and the other for preventive
health services.

The AMA supports the concepts of block grants. The present system of some 26
separately mandated and funded categorical health programs for grants to states
has resulted in excessive federal regimentation of resources. This has resulted, in
effect, in a determination of local needs through decisions made in Washington with
a concomitant lessening of state responsibilities in the public health area.

We support the consolidation of present programs into block grant programs. We
must raise, however, certain concerns with regard to the proposed block grant
program.

Two bills have been introduced to establish two block grants in the health area:
the basic health services block grant, and the preventive health services block
grant. It will be important to examine not only the assignment of the programs into
these two general categories, but also whether more than two blocks should be
created.

Programs affecting maternal and child health have been split between the two
blocks. Thus, one finds the adolescent pregnancy programs, programs to deter
smoking and alcohol use among children and adolescents, genetic disease programs,
and family planning services included in the preventive health services while the
maternal and child health grant program under Title V of the Social Security Act
and Sudden Infant Death program are included under the Basic Health Services
Block Grant.

We recognize that the block grant concept could be eroded if each health interest
seeks its own separate block grant. The end result could be little more than a minor
variation from the present categorical grant system. However, for the block grant
program to be effective, we believe that there should be a rational connection
between the programs that are being subsumed into each of the block grants so that
overall parameters for the states can be more clearly delineated.

Accordingly, the Congress may wish to consider a reordering of the programs now
assigned to each of the health blocks. Specifically, Congress may wish to consider
grouping maternal and child health programs into the same block or, perhaps, into
a separate block.

In its discussion of the block grant proposals, the Administration has indicated
that additional flexibility would be granted the states by permitting each state to



205

take up to 10 percent of federal money from one block grant and use it in the other
block grant category. While we have not seen this proposal spelled out in legisla-
tion, we support the concept of permitting states limited fund transfers between the
block grants.

Mr. Chairman, we support the block grant approach as a way of giving the states
greater flexibility to determine their own public health priorities and addressing
state needs, provided that the state health departments are so structured and
organized to effectively administer the programs to assure proper recognition of all
public health priorities. Likewise, we believe that major economies will be available
because of a major reduction in federal administrative expenses and also in state
and provider costs incurred in meeting federal regulatory requirements.

CONCLUSION

The Administration's proposals for a Medicaid cap and for block grants for cate-
gorical maternal and child health programs reflect a significant shift in the relative
responsibilities of the federal and state governments toward health programs. The
proposals represent the view that states are better able to determine the needs of
their citizens and to target program funding to better meet local needs. The propos-
als also reflect the potential cost savings that can be achieved through an end to
rigid, expensive and complex federal requirements.

The AMA, in supporting the thrust of the Administration's proposals, intends to
encourage state and local medical societies to continue and increase their activity in
their states as advocates for maternal and child health programs and for proper
medical care of individuals, and to encourage cost savings in those programs with-
out a reduction in quality of services. The AMA, along with state medical societies,
will seek the establishment of appropriate priorities for health care.

Mr. Chairman, we will be pleased to respond to any questions the CommitLee may
have.

Senator HEINZ. The next witness is Mr. Charles V. Womer.
Mr. Womer, you may proceed.

STATEMENT OF CHARLES B. WOMER, PRESIDENT, UNIVERSITY
OF CLEVELAND, CLEVELAND, OHIO, ON BEHALF OF THE
AMERICAN MEDICAL COLLEGES, ACCOMPANIED BY DR.
JAMES BENTLEY, ASSISTANT DIRECTOR, DEPARTMENT OF
TEACHING HOSPITALS, ASSOCIATION OF AMERICAN MEDI-
CAL COLLEGES, WASHINGTON, D.C.
Mr. WOMER. Mr. Chairman and Senator Long, I am Charles

Womer, immediate past chairman of the Association of American
Medical Colleges and a former chairman of the Association's Coun-
cil of Teaching Hospitals. I am accompanied this morning by James
Bentley, associate director of the AAMC Department of Teaching
Hospitals.

We are pleased to have this opportunity to testify on the impact
of the administration's proposed medicaid reductions on the Na-
tion's teaching hospitals

Teaching hospitals both publicly and privately owned are major
sources of the care provided to medicare recipients.

This reflects the innercity location of many teaching hospitals
and the intensive tertiary care services they provide.

University Hospitals of Cleveland, of which I am president, is an
independent hospital affiliated with Case-Western Reserve Univer-
sity and is located on Cleveland's near eastside.

In 1979, the hospital cared for 32,000 inpatients and had 51,000
emergency room visits and 163,000 outpatient visits.

Medicaid recipients were 15 percent of our inpatients and ap-
proximately 35 percent of our outpatient and emergency visits.

In addition, the hospital provided over $7 million o uncompen-
sated charity care to patients unable to pay for the care they
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required. This heavy involvement in medicaid services in the addi-
tional charity care is characteristic of many teaching hospitals.

In 1977, 25 percent or more of the patients admitted to the 65
members of the Council of Teaching Hospitals were medicaid recip-
ients.

Recently it has been estimated that charity and uncompensated
care provided by 270 major teaching hospitals currently amounts to
approximately $2 billion a year.

I cite these statistics to emphasize four points to our written
testimony.

One, medicaid expenditures underwrite the costs of medical care,
including hospital services provided our needy citizens. Their medi-
cal needs and the resulting costs incurred by hospitals will remain
even if the Federal Government reduces medicaid funding.

Two, because of the geographic location and health service needs
of medicaid recipients, their hospital services are disproportionate-
ly concentrated in a relatively small number of major teaching
hospitals.

Three, hospitals providing substantial amounts of medicaid serv-
ices are already incurring significant additional amounts of charity
and uncompensated care to patients not meeting the categorical
requirements of medicaid.

And, four, medicaid spending reductions which further limit eli-
gibility, reduce the scope of services for hospital payments will
increase the financial instability and distress of major urban teach-
ing hospitals in areas which already are impacted by high unem-
ployment.

In the hope of reducing some of the impact of its proposal, the
administration has promised, but not specified, increased adminis-
trative flexibility for the medicaid program. It has been suggested
that the administration might increase program flexibility by being
more lenient in its approval of medicaid waivers allowing States to
reduce payments.

If .his committee is asked to consider expanding the Secretary's
waiver authority, the AAMC strongly urges the committee to
insure, one, that due process and appeal provisions are included for
both providers and recipients, and, two, that the Secretary must
monitor and regularly report upon the impact of altered State
policies on recipients' access to care.

Another program change that some are advocating is amending
the law to give the Secretary authority to permit States to man-
date on a least-cost basis a recipient's physician and hospital.

Teaching hospitals, because of their multiple missions, incur
higher average costs than community hospitals.

As described in the written statement, the AAMC strongly op-
poses a denial-of-choice provision for medicaid; however, if this
committee seriously considers such a change, we strongly urge you
to add legislative language insuring that the denial-of-choice
amendment will not adversely effect recipient's access to hospitals
having graduate medical education programs and tertiary care
services.

Secretary Schweiker and others proposed health care financing
changes to promote provider competition. This long-term policy
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interest in competition is inconsistent with and will be undermined
by reduced medicaid expenditures.

Medicaid cutbacks in eligibility and/or benefits will increase hos-
pital bad debts and charity care. Hospitals with significant uncom-
pensated care will be severely handicapped in their ability to com-
pete with hospitals serving primarily paying patients.

If this administration wishes to pursue a more competitive
health care service system, then it is essential that it not cripple its
own long-term objective with a short-run program of medicaid cuts.

The AAMC strongly urges this committee to reject the proposed
medicaid budget reductions, and the Congress to look at other
areas of the proposed Federal budget where reductions would not
have the devastating impacts which cutbacks in the medicaid pro-
gram will have.

Thank you for permitting me to testify before you. I would be
happy to respond to any questions you may have.

Senator HEINZ. Senator Long.
Senator LONG. I have no questions, Mr. Chairman.
Senator HEINZ. I have one question.
You mentioned that you wanted to see due process incorporated

into any expanded waiver authority for the Secretary of HHS; is
that correct.

Mr. WOMER. Yes.
Senator HEINZ. Now, there are two methods of exercising that

due process. One is at the Federal level where you can have a
period of public comment, and so forth.

The other is to mandate that, when waivers are taken advantage
of at the State level, that there be a good deal of State-oriented due
process. Which is it that you are advocating?

Mr. WOMER. I think I would urge that at least the beginning
steps be at the State level, but I do think that there has to be a
final step at the Federal level. In other words, the State--

Senator HEINZ. You want both?
Mr. WOMER [continuing]. No. I'm taking steps just such as going

from the district court to the court of appeals.
It does seem to me that as a last resort, the Federal Government

has to be there to keep the States honest. If the State appeal-if
the final step in the appeal is at the State level, it is questionable
to me that in some instances, there would be really objective due
process.

So, I think I'd say it is much like as the Federal health planning
legislation now in which the appeals are at the State level, but
there is a final recourse to the Federal level. And as I have no
information on it, but it is my general understanding that that has
been rarely used.

Senator HEiNZ. Mr. Womer, thank you very much. We appreciate
your testimony.

Mr. WOMER. Thank you.
[The prepared statement of Mr. Charles Womer follows:]

STATEMENT ON THE ADMINISTRATION'S MEDICAID BUDGET REDUCTIONS, MADE BY
CHARLES B. WOMER ON BEHALF OF THE ASSOCIATION OF AMERICAN MEDICAL
COLLEGES

Mr. Chairman and Members of the Committee, I am Charles Womer, immediate
past chairman of the Association of American Medical Colleges and a former
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Chairman of the Association's Council of Teaching Hospitals. I am accompanied this
morning by James Bentley, Associate Director of the AAMC's Department of Teach-
ing Hospitals. We are pleased to have this opportunity to testify on the impact of
the Administration's proposed Medicaid reductions on the nation's teaching hospi-
tals. Teaching hospitals, both publicly and privately owned, are major sources of the
care provided to edicaid recipients. This reflects the inner-city location of many
teaching hospitals and the intensive tertiary care services they provide.

University Hospitals of Cleveland, of which I am President, is a independent
hospital affiliated by mutual agreement with Case-Western Reserve University.
Located on Cleveland's near eastside, the hospital has 982 beds. In 1979, the hospital
care for 32,000 admissions, 51,000 emergency room visits, and 163,000 outpatient
visits. Medicaid recipients were 15 percent of our inpatients and approximately 35
percent of our outpatient and emergency visits. In addition, the hospital provided
over $7 million of charity and uncompensated care to patients unable to pay for the
care they required. This heavy involvement in Medicaid services and the additional
charity care is characteristic of many teaching hospitals. In 1977, 65 hospitals
belonging to the Council of Teaching Hospitals had at least 25 percent of their
admissions who were Medicaid recipients. Recently, it has been estimated that
charity and uncompensated care provided at 270 major teaching hospitals currently
amounts to approximately $2 billion a year.

I cite these statistics to emphasize four points in our written testimony:
1. Medicaid expenditures underwrite the costs of medical care, including hospital

services provided our needy citizens. Their medical needs and the resulting costs
incurred by hospitals will remain even if the federal government reduces Medicaid
funding.

2. Because of the geographic location and health service needs of Medicaid recipi-
ents, their hospital services are disproportionately concentrated in a relatively small
number of major teaching hospitals.

3. Hospitals providing substantial amounts of Medicaid services are already incur-
ring significant additional amounts of charity and uncompensated care to patients
not meeting the categorical requirements of Medicaid. And,

4. Given the concentration of Medicaid recipients and their continuing needs for
hospital care, Medicaid spending reductions which further limit elgibility, reduce
the scope of services, or cut hospital payments will increase the financial instability
and distress of major urban teaching hospitals.

In the hope of reducing some of the advance impact of its proposal, the Adminis-
tration has promised, but not specified, increased administrative flexibility for the
Medicaid program. State governors and Medicaid program directors have supported
this ill-defined flexibility. The AAMC is seriously concerned about a reduction in
program requirements. Medicaid physician fee schedules are already significantly
below Medicare levels. A recent AAMC study shows Medicaid fees for four common
services are frequently less than 50 percent of the allowable Medicare payment.
Further reducing them threatens the limited physician acceptance of patients. For
hospitals, medicaid program policy requires states to follow Medicare s cost reim-
bursement rules. Significant variations from this policy require a program waiver
from the Secretary. It has been suggested that the Administration might increase
program flexibility by being more lenient in its approval of Medicaid waivers. If this
Committee is asked to consider expanding the Secretary's waiver authority, the
AAMC strongly urges the Committee to ensure (1) that due process and appeal
provisions are included for both providers and recipients and (2) that the Secretary
must monitor and regularly report upon the impact of altered state policies on
recipients' access to care.

Another program change that some are advocating is amending the law to give
the Secretary authority to permit states to mandate, on a least cost basis, a recipi-
ent's physician and hospital. Teaching hospitals-because of their multiple missions
including medical and allied health manpower education, the introduction of new
patient care services, and the provision of tertiary care services-incur higher
average costs than community hospitals whose mission is only primary and second-
ary patient care. As described in the written statement, the AAMC strongly o opposes
a denial-of-choice provision for Medicaid; however, if this Committee seriously con-
siders such a change, we strongly urge you to add legislative language ensuring that
the denial-of-choice amendment will not adversely effect recipient's access to hospi-
tals having graduate medical education programs.

When Secretary Schweiker testified before your Committee on March 17th, he
stated that Administration would be proposing health care financing changes which
promote provider competition. This long-term policy interest in competition is incon-
sistent with and will be undermined by reduced Medicaid expenditures. Medicaid
cutbacks in eligibility and/or benefits will increase hospital bad debts and charity
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care. Hospitals with significant uncompensated care will be severely handicapped in
their ability to compete with ho' itals serving primarily paying patients. If this
Administration wishes to pursue a more competitive health service system, than it
is essential that it not cripple its own long-term objective with a short-run program
of Medicaid cuts.

The Administration's proposal will have several adverse hospital outcomes: in-
creased hospital bad debts and charity requirements, increased hospital financial
distress, increased hospital prices for charge-paying patients, a reversal of hospital
accomplishments in providing a one-class standard of care, and a serious barrier to
the Administration's interest in competition. Therefore, the AAMC strongly urges
this Committee to reject the proposed Medicaid budget reductions, and the Congress
to look to other areas of the proposed federal budget where reductions would not
have the devastating impacts which cutbacks in the Medicaid program will have.

Thank you for permitting me to testify before you on this important Administra-
tion proposal. I would be happy to answer any questions you have.

SUMMARY OF WRITTEN TESTIMONY ON THE ADMINISTRATION'S MEDICAID BUDGET
PROPOSAL

1. The Administration's proposal does not challenge the Medicaid program's ac-
complishments in improving the health status and service utilization gains of the
needy.

2. The Administration has asked Congress to make decisions about Medicaid
financing policy now and health service policy decisions later. The AAMC believes
health service decisions should precede program expenditure decisions. The AAMC
further believes that the Administration's program to get our nation moving again
must invest the funds necessary to maintain the health of its population, including
its needy citizens.

3. The Administration's proposed Medicaid cutbacks are dramatic reductions-an
18.8 percent reduction by fiscal year 1986.

4. It is unlikely that the states will increase their Medicaid expenditure to offset
the reduced federal Medicaid expenditures. Therefore, reduced federal funding will
lead to significant cuts in Medicaid benefits and/or exclusion of larger numbers of
the poor from the program.

5. Because the medical service needs of the poor will remain despite Medicaid
cutbacks, hospital costs for charity and uncompensated care will increase. Increases
will b -ignificantly concentrated in the nation s teaching hospitals.

6. MtMdicaid reductions which increase the demand for charity care will increase
the financial instability and distress of major urban teaching hospitals.

7. The AAMC believes the non-economic costs of a denial-of-choice policy for
Medicaid greatly outweigh the allegedly higher economic costs of maintaining a
recipients's freedom to select his/her physician and hospital.

8. Because the Administration's proposed Medicaid budget reductions are likely to
increase economically segregated charity care and to undermine the financial stabil-
ity of urban teaching hospitals, the AAMC strongly urges:

The Committee to reject the proposed Medicaid budget reductions; and
The Congress to look to other areas of the proposed federal budget where reduc-

tions would not have the devastating impacts which cutbacks in the Medicaid
program will have.

TESTIMONY SUBMItrED ON THE ADMINISTRATION'S MEDICAID BUDGEr REDUCrION
PROPOSAL

The Association of American Medical Colleges (AAMC) is pleased to have this
opportunity to testify on the Administration s Medicaid Reduction Proposal. In
addition to representing all of the nation's medical schools and 71 academic soci-
eties, the Association's Council of Teaching Hospitals (COTH) includes 328 state,
municipal, and not-for-profit hospitals. These hospitals account for 18 percent of the
admissions and 32 percent of the outpatient visits provided by all non-federal, short-term hospitals. Many of these hospitals are located in the inner-cities of our nation's
urban areas and provide health care services to large Medicaid populations residing
in their local neighborhoods. Others, regardless of their location, provide intensive
tertiary care services to significant numbers of Medicaid patients. In fiscal year
1977, a survey of the COTH membership identified 65 major teaching hospitals
whose admission included at least 25 percent Medicaid patients. As a result of
teaching hospital care of Medicaid patients, the Adminstration's proposal to limit
federal funding for the Medicaid program is of vital concern to the Association and
its members.
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In 1965, our nation committed itself to a program providing mainstream, high
quality, up-to-date medical services for its poorer citizens. Under Title XIX, millions
of needy Americans have acquired financial assistance for their medical care costs.
While the Medicaid program has had implementation and operational problems, it
is accomplishing many of its objectives.

The Administration's budget documents and Secretary Schweiker's March 17th
testimony before this Committee do not challenge the medicaid program's accom-
plishments. Significantly, both documents ignore the health status and service
utilization gains which Medicaid has helped our poorer citizens achieve. Thus, the
Administration is not asking for a reduction in the program's budget because of its
ineffectiveness. Rather, the Administration is looking at the program solely in
terms of its expenditures. This financial focus is clearly demonstrated by the avail-
ability of documents detailing proposed Medicaid spending reductions and the ab-
sence of documents specifying either how such reductions would be distributed to
the states or what added program flexibility would be granted the states. Put
simply, the Administration is asking the Congress to make medical and social
welfare decisions on an expenditure basis, rather than on the basis of program
accomplishment or social policy. You have been asked to make decisions about
dollars now and currently unknown program policies later.

The Association supports President Reagan's objectives to get our nation moving
again, to increase its productive capacity and employment, and to expand our
national wealth. The Association disagrees, however, with an implementing stategy
which implies we can get America going without maintaining and enhancing the
health of its needy citizens. To have a more productive nation which emphasizes the
initiative of its citizens, the United States must invest the funds necessary to
protect its most crucial asset-the health of its population. Providing the needy with
the services to restore and maintain their health enables them to contribute to our
national revitalization. As a result, the AAMC has a fundamental philosophical
disagreement with this proposal of the Administration. The AAMC believes that
health service decisions should precede, not follow, program expenditure decisions.

The Administration proposes (1) a $100 million expenditure reduction in the fiscal
year which is already half over, (2) a five percent increase to cover both additional
Medicaid recipients and price increases in fiscal year 1982, and (3) an expenditure
cap limited by the increase in the Gross National Product deflator in subsequent
years. In presenting this proposal, the Administration has not asked for a sunset
provision for the proposed cap. If accepted and enacted, the cap would run indefi-
nitely.

The magnitude of the proposed cap should not be ignored. In his February 18th
address to a joint session of Congress, President Reagan specified in dollar terms,
for fiscal years 1981-1986, the impact of the proposed cap. Translated into percent-
age reductions, these figures become the dramatic cutbacks presented in Table 1. By
1986, the projected cap would reduce projected federal Medicaid funding by 18.8
percent. From a somewhat different perspective, if total Medicaid spending in-
creased throgh fiscal year 1986 as projected by the Administration, the federal share
of total program expenditures would decline from 54.28 percent in fiscal year 1979
to 44.08 percent in fiscal year 1986, as shown in Table 2. This dramatic reduction in
federal support suggests that the health care "safety net" for the poor will be
loosely woven at best.

TABLE 1.-PERCENTAGE REDUCTION IN FEDERAL MEDICAID OUTLAYS PROPOSED BY THE
ADMINISTRATION ON FEB. 18, 1981

Outlays (in mil s)

Current base' Polcy reduction n Percentage change

1981 ................................................................................................ 16,480 - 100 - 0.6
1982 .................................................................................................. 18,2 13 -- 1,0 13 - 5.6
1983 .................................................................................................. 20,44 1 - 1,986 - 9.7
1984 .................................................................................................. 22,529 - 2.930 - 13.0
1985 .................................................................................................. 24,593 - 3,9 16 - 1 5.9
1986 .................................................................................................. 26,732 - 5,021 - 18.8

'Source. Feb 18, 1981, "America's New Begmnng: A Program for Ecoo ic Recoery."
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TABLE 2.-ESTIMATING STATE AND LOCAL EXPENDITURES RESULTING FROM THE PROPOSED
REDUCTION IN FEDERAL EXPENDITURES

FCurrent,01 W1,7 Estimated tot rooe edral Percentage of Federal(percent) program ou ou4ys

1981 ................ 1 6,480 54.28 $30,361 $16,380 53.95
1982 .............................. 18,213 54.28 33,554 17,200 51.26
1983 ............................. 20,441 54.28 37,658 18,455 49.00
1984 ............................. 22,529 54.28 41,505 19,599 47.22
1985 .............................. 24,593 54.28 45,308 20,667 45.61
1986 .............................. 26,732 5428 49,248 21,711 44.08

Note AssumptJos-1 1919 Federal sae of medaid exnditures (5428 would app t
maintain proected medicaid expenditures by rr "g reduced eal e et uureswtlhrstate a fZ 11 f cal Year 1986;2 States would

Despite its accomplishments, the Medicaid program is not a comprehensive, con-
sistently available program. Aside from the mandatory benefits, services provided
by the states vary substantially. The number and mix of eligible beneficiaries also
varies. It does not cover all of the poor. In 1979, the Department of Health and
Human Services estimated that more than 10 million individuals with incomes
below 55 percent of the official poverty standard were not covered by Medicaid.
And, those who are covered often have significant benefit limitations. Despite the
exclusion of many genuinely poor and the limited coverage provided to those includ-
ed, the Administration proposes to reduce federal Medicaid expenditures.

It would be reassuring if the states would be able tc make up for the proposed
reduction in federal expenditures, but this is unlikely:

The limited coverage currently available testifies to the inability or unwillingness
of some states to provide increased Medicaid support,

Some states, especially those in the Northeast and Great Lakes regions, have
experienced a severe economic recession in the past two years which has reduced
expected tax receipts and increased governmental expenditures,

Some states have experienced sharp increases in unemployment which are in-
creasing the number eligible for Medicaid, and

Some states and local areas have already stretched their taxing authorities to the
limit.

While the Administration has promised, but not specifically proposed, increased
state program flexibility in the hope of reducing the adverse impact of reduced
federal funding, the flexibility is already severely constrained by past actions and
present circumstances.

States providing only the minimum of services to a small percentage of the poor
will be faced with further reductions of services and/or limiting program eligibility.

States which have undertaken significant cost containment programs have al-
ready squeezed out any "fat" in the system.

Medicaid recipients are geographically concentrated in urban areas where many
hosptials currently are in financial difficulty and could face bankruyptcy if pay-
ments are reduced.

Medicaid physician fee schedules are already significantly below Medicare levels.
Further reducing them threatens the limited physician acceptance of patients. For
example, a recent AAMC study shows Medicaid fees for four common services
(comprehensive hospital visit, dilation and curettage, gastrointestinal x-ray series,
and right inguinal hernia) are frequently less than 50 percent of the allowable
Medicare payment.

Medicaid program policy requires states to follow Medicare's cost reimbursement
rules for hospitals unless a specific alternative has been approved by the HHS
Secretary. This has helped provide Medicaid recipients with access to hospitals. If
states respond to reduced federal funding with cutbacks on hospital payments,
many hospitals will have to reconsider acceptance of Medicaid patients.

Given these circumstances, reduced federal funding undoubtedly will result in
significant cuts in Medicaid benefits, exclusion from the program of larger numbers
of the poor, and increasing difficulties in obtaining access to necessary and covered
services.

Reducing the number of Medicaid recipients or their covered services will not
decrease hospital operating costs. Illness and injury are not limited to well-insured
and financially independent patients. Our poor citizens have significant and justifi-
able needs for medical services. They will continue to present themselves to hospi-
tals for this care. While some hospitals may be unable or unwilling to meet these
needs, teaching hospitals have a long tradition of caring for patients who are unable
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to pay for their care. But, this tradition is limited by the hospital's ultimate need to
obtain sufficient revenues to meet operating expenses.

At the present time, it has been estimated that major teaching hospitals provide
at least $2.0 billion in charity and uncompensated care.' This charity care increases
the average costs to all other paying patients by an estimated $34.03 per adjusted
patient day 2 and $18.29 per clinic visit.3 Reductions in the services provided and
the people assisted by the Medicaid program will increase charity and uncompensat-
ed care for many of the nation's major teaching hospitals. Because of their locations,
surrounding neighborhoods, and readily accessible ambulatory care services, many
teaching hospitals are major providers of services to patients covered by Medicaid.
Medicaid cutbacks undoubtedly would also increase the number of patients who are
(1) transferred to teaching hospitals when their benefits are exhausted, (2) referred
to the teaching hospital because their care is expected to be more expensive than
the allowed Medicaid payment, or (3) sent to the teaching hospitals ambulatory
clinics because of their accessibility. Governmentally sponsored hospitals and spe-
cialty hospitals (e.g., children, cancer, and rehabilitiation) are particularly suscepti-
ble to this patient "dumping". Thus, a proposal to decrease Medicaid funding and
services promises to increase already significant charity and uncompensated care.

Medicaid payment for hospital services generally pays the "reasonable costs" of
caring for program benficiaries. Medicaid payments do not help underwrite bad
debts and charity care. Reductions in Medicaid funding, however, will increase bad
debts and charity care, and hospitals will either have to charge paying patients still
higher prices or the hospital's financial stability will be undermined. A number of
hospitals have already reached or exceeded the practical limit in their ability to
increase their charges to cover indigent care losses and are experiencing strong
resistence to their high charges from HMOs, commercial insurers, and business andindustry.The Congress should not assume that other revenues are available to underwrite
the costs that would remain if Medicaid funding were reduced. The Medicare
program is not allowed to assist hospitals with the costs of their charity care. And
the networks of municipal hospitals that once provided a major share of charity
care have been reduced in capacity and are often chronically underfunded. Medicaid
reductions undoubtedly Will increase the financial instability and distress of major
urban teaching hospitals.

One proposal that could reduce Medicaid recipients' use of teaching hospitals is
amending the law to give the Secretary of HHS authority to permit states to
mandate, on a least-cost basis, a recipient's physician and hospital. The AAMC
opposed such a denial-of-choice in the last Congress and would vigorously oppose
such a proposal again this year. The expectation of some who advocate this proposal
is that Medicaid patients currently cared for in relatively high-cost teaching hospi-
tals would be cared for in less costly hospitals. The AAMC seriously questions
whether adopting this proposal will decrease either Medicaid program costs or total
societal costs To date, many of the less expensive hospitals have not attempted to
attract Medicaid patients. In fact, some hospitals adopt strategies to avoid them.
Many of these hospitals are already operating at high occupancy and in locations
unaccessible to Medicaid patients. Moreover, if those lower cost hospitals do accept
increasing numbers of Medicaid patients, those hospitals will have to duplicate the
extensive-medical, nursing, patient education, and social services costs which urban
teaching hospitals have found necessary to care for Medicaid patients. Finally, while
a denial-of-choice provision might remove some of the more routine Medicaid pa-
tients from teaching hospitals, the intensely ill patients requiring tertiary care
services will remain. With only these sicker Medicaid patients remaining, average
costs per Medicaid patient in tertiary care teaching hospitals will increase.

In addition to its questionable economic impact, a denial-of-choice provision
threatens to institutionalize a two-class system of medical services by separating
hospitals into those for public, charity patients and those for private, paying pa-
tients. Simultaneously, it communicates a dangerous perception to students in train-
ing which could seriously impair our national efforts to obtain a more even geo-
graphic and specialty mix of physicians and other health professionals. As a result,
the Association believes that the non-economic costs of a denial-of-choice police,
greatly outweigh the allegedly higher economic costs of maintaining recipients
freedom to select his physician and hospital.

'John W. Colloton, "An Analysis of Proposed Competitive Health System Plans and the
Implications for Teaching Hospitals," presented at the Sixth Private Sector Conference, Duke
University Medical Center, March 2.3, 1981, Page 25.2Ibid, Exhibit 1-5.3Ibid, Exhibit 1-3.
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Hospitals traditionally have attemped to meet the medical needs of their patients.
Since 1965, hospitals servingthe poor have made major gains in implementing a one
class standard of care. With funds available from Medicaid and Medicare, charity
wards have been dismantled, and many charity clinics have been terminated. In-
creasingly, patients are seen, cared for, and treated without regard to their ability
to pay. Substantial reductions in the Medicaid program will reverse these accom-
plishments. As uncom pensated care increases, charity clinics, charity wards, and
charity hospitals are likely to return. The poor and near poor will again be offered
econmically segregated medical care. This would be a dramatic change in social and
public policy.

Given this adverse outcome, the AAMC strongly urges this Committee to reject
the Admistration's Medicaid cutbacks. The Association urges the Committee to
remove this issue from the budget process. The Association urges the Congress to
look instead to other areas of the proposed federal budget where reductions would
not have the potentially devastating impacts which cutbacks in the Medicaid pro-
gram will have. If the Committee wishes to modify significantly the Medicaid
program, the AAMC urges the Committee to introduce a complete proposal as a
major legislative bill, to hold full hearings with opportunity for Medicaid providers
and recipients to testify, and to act only after the implications of the proposal are
full known and considered.

Senator HEINZ. Our next panel of witnesses will consist of Dr.
David Fedson, Dr. Jack Gamble, and Mr. James Kerrigan.

I am going to ask Mr. Gamble to be our first witness. Senator
Long particularly wanted to hear your testimony. I gather he has
some questions and I am going to accord Senator Long the opportu-
nity to question you, Dr. Gamble, before the other witnesses have
had a chance to give their statements.

I thank the other witnesses for their willingness for us to go a
little out of sequence.

STATEMENTS OF: DAVID FEDSON, M.D., ASSOCIATE PROFESSOR
OF MEDICINE, UNIVERSITY OF CHICAGO, CHICAGO, ILL., ON
BEHALF OF THE AMERICAN COLLEGE OF PREVENTIVE
MEDICINE, ACCOMPANIED BY DENNIS BARBER, DIRECTOR
OF THE AMERICAN COLLEGE OF PREVENTIVE MEDICINE;
JACK W. GAMBLE, M.D., MEMBER, AMERICAN ASSOCL'TION
OF ORAL AND MAXILLOFACIAL SURGEONS, ACCOMPANIED
BY EDWIN S. COHEN, PARTNER, COVINGTON & BURLING,
WASHINGTON, D.C.; JAMES P. KERRIGAN, COUNCIL ON LEGIS-
LATION, AMERICAN DENTAL ASSOCIATION, WASHINGTON,
D.C., ACCOMPANIED BY ROY BRETTER, SECRETARY, COUNCIL
OF LEGISLATION OF THE AMERICAN DENTAL ASSOCIATION
Dr. GAMBLE. Good morning.
My name is Jack Gamble, I am an oral and maxillofacial surgeon

practicing in Shreveport, La., and the past president of the Ameri-
can Association of Oral and Maxillofacial Surgeons, on whose
behalf I appear today.

Accompanying me is Edwin S. Cohen, of Covington and Burling,
counsel to the association.

The association is the official organization for the dental special-
ty of oral and maxillofacial surgery and represents approximately
3,800 oral surgeons.

Following extensive consideration during three Congresses, the
1980 Reconciliation Act corrected two important inequities affect-
ing the patients of oral surgeons in the reimbursement provisions
under medicare.

The administration has proposed repeal of these provisions as
part of its program for budget austerity.
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The administration has not questioned the merits of these provi-
sions and they were not considered controversial by Congress.

The first of these two corrections of inequities that were made in
the 1980 law was to permit a patient to be reimbursed for a
covered service when he is treated by an oral surgeon if he would
be reimbursed for the service if he had been treated by a physician.

For example, when a patient needs diagnostic care or treatment
of oral infections prior to the 1980 amendment, the patient was
reimbursed only if the services were performed by a physician and
not if performed by an oral surgeon. There was no warrant for this
untenable distinction in the statute.

The 1980 amendment did not extend the coverage of medicare; it
merely provided that the patient would not be denied reimburse-
ment for a covered treatment solely because he was treated by an
oral surgeon who specializes in these services.

The second inequity for medicare patients, which was corrected
by the 1980 amendment concerns reimbursement for hospitaliza-
tion required by the severity of the patient's dental procedure.

Prior to the 1980 amendment, the medicare statute, as interpret---
ed by the Social Security Administration, reimbursed inpatient
hospital expenses in the case of a noncovered dental procedure
such as multiple or complex extractions and other complex surgery
only if hospitalization was required on account of a preexisting
medical condition, such as a 'patient with a history of repeated
heart attacks.

I can sit here before you and tell you that I have had patients
that have been denied reimbursement that have exactly that type
of problem. And the Senator from Louisiana has those cases in his
office.

The effect was to preclude hospitalization coverage if, in the
judgment of the patient's dentist, the severity of the dental proce-
dure, taking into account the patient's age and general physical
condition, requires hospitalization for its safe performance.

As the 1980 amendment provided, medicare should permit the
dentist responsible for the patient's care to exercise his profession-
al judgment as to when the risk from the procedure and the
patients' circumstances requires hospitalization.

We urge the committee to retain these 1980 amendments and not
to restore the unfortunate and inequitable distinctions of the prior
law.

Gentlemen, I appreciate the privilege of appearing before you
and would be happy to answer any questions.

Senator HEINZ. Senator Long.
Senator LONG. Thank you, Mr. Chairman.
If I recall correctly, we were talking about a situation where the

law was completely arbitrary.
If work was done by a dental surgeon, he was not permitted

reimbursement. This might be work that must be done in a hospi-
tal, but the dental surgeon was not permitted to be reimbursed.
However, if the same service were performed by a physician, he
was permitted reimbursement. That is completely arbitrary. There
is no logic to it except that it just happens that wa'.

When we put the law together, we just weren t sufficiently in-
formed to look at all aspects of the problem and, therefore, we
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provided something very discriminatory. We straightened that out
in the reconciliation bill last year where we were trying to save
money overall.

We did make a big overall saving. We would have saved more
than a billion dollars more if the House had gone along with our
amendments. But in reducing Federal spending, we thought it only
fair to take care of a discrimination that existed.

Now, it is being proposed that the discrimination start all over
again just on the basis that it would save money. Your view, as I
understand it, is that this would not be right, that this would not
be fair, and that it would be completely discriminatory both to the
patient and the dental surgeons involved. We shouldn't reenact
what amounted to an injustice, and it is really an outrage, just to
save some money.

Have I stated your position?
Dr. GAMBLE. That is the basis of our position and we would even

go further to state that there are actual cases-as you are well
aware, because we have discussed them before-there are cases in
our elderly population that require surgery that cannot be done
outside of the hospital setting. These people must be hospitalized
and they are penalized, if you will, because they are healthy and
because they are not utilizing medicare funds. They are denied
hospitalization. The oral surgeon is not reimbursed and we are not
here asking to be reimbursed. We are asking that these patients
have their hospital bills reimbursed when it is absolutely necessary
that they be hospitalized.

We are asking that if I treat an oral infection-and I am'sup-
posed to be a specialist at treating oral infection-that the patient
be reimbursed, if I treat them, the same as if a physician treats
that infection.

We feel we have some suggestions how to overcome some of this
budget austerity and not repeal these laws. These good laws that
have been passed by the 1980 reconciliation bills should not be
repealed and we feel, as the Senator from Louisiana suggested
earlier, there are some people able to pay a certain amount for
their medical care.

We are not all things to all people. We know this is a fact
,because of our programs in Louisiana. We feel that there's a possi-
bility of upping the deductible on medicare. We feel that it can be
budgeted for, and these people can afford it and can do quite well.
This would be a tremendous savings.

We feel that there are means tests that could be used, such as
need. Some things have to be put on a need basis. Some things
have to be put on a can-you-afford-basis, and a tremendous savings
could be made.

Don't rpeal good laws and then come back 5, 6, 7 years and put
them back in. Keep the good laws in and make arrangements to
save money in other ways.

Thank you very much.
Senator HEINz. Thank you, Dr. Gamble.
Dr. FEDSON. Mr. Chairman, members of the committee, I am Dr.

David Fedson, associate professor in the Department of Medicine at
the University of Chicago.
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I am pleased to be here today on behalf of the American College
of Preventive Medicine. Accompanying me is Mr. Dennis Barbour,
the college's director of prevention policy.

Last year Congress took a major step forward when it passed
Public Law 96-611 authorizing medicare to pay for pneumococcal
vaccine and its administration.

We urge that this law not be repealed. Pneumonia is the fifth
leading cause of death in the United States and the sixth most
common cause for hospitalization among the elderly. A substantial
portion of all pneumonias are caused by pneumococcal bacteria and
over 97 percent of the cost of treating pneumococcal pneumonia in
the elderly is spent on hospital care.

It costs $3,300 to treat an elderly person with pneumococcal
pneumonia in the hospital. The cost of immunizing a person with
pneumococcal vaccine is $13.

With Public Law 96-611, the Congress extended to the elderly
the ongoing Federal support it has provided to immunization pro-
grams for children since 1962. If this law is in jeopardy, we must
ask why should the support which is extended to children in the
prevention of major infectious diseases be denied to the elderly.

Now, one argument might be that the vaccine has not been
shown to be effective in the elderly, and while it is true that most
of the clinical studies of the vaccine have been conducted in youn-
ger individuals, at least three studies have suggested that it is
effective in older persons.

More important is our knowledge that 90 percent of the elderly
will show a good antibody response following vaccination and, on
average, this response is well above the threshold necessary for
protection.

Antibody response is a scientifically accepted criterion for deter-
mining the efficacy of vaccine. Some critics have argued that we
still need a randomized controlled clinical trial proving the efficacy
among the elderly before embarking on a major immunization
program.

Let me point out to the committee that such a study would be
extremely difficult and costly to conduct and, more important,
would pose serious ethical dilemmas for the invistigators. Half the
subjects in such a study would be exposed to the risk of serious
pneumococcal infection, which in the elderly may carry a mortality
of 25 to 30 percent despite the best of antibiotic therapy.

A second argument would suggest that if the vaccine is of value,
the elderly should be willing to pay for it, and a few persons, if
they know enough about it, might do so. But I think it unfortunate
that a high level of awareness among the elderly about the value of
pneumococcal vaccine is unlikely to develop over the next few
years.

Given this, perhaps physicians should be counted on to persuade
their patients to be immunized, but the sad fact is that informed
physicians consistently fail to immunize their patients.

The third argument questions whether or not medicare reim-
bursement would be cost effective. Now, this problem has been the
subject of an extraordinarily extended study by the congressional
Office of Technology Assessment and by the Congressional Budget
Office.
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As this committee knows, the net cost to the medicare program
for pneumococcal immunization in the first 3 years would be $43
million, $22 million, and $18 million respectively.

But in the fourth and fifth years, this pattern would be reversed,
resulting in net savings of $6 million and $11 million. Over this 5-
year period, 5,500 lives would be saved. This program would not
only improve the health and well-being of elderly Americans, it
will also, within a few years, permanently improve the financial
health and well-being of the medicare program itself.

Pneumococcal vaccine is not one of the costly halfway technol-
ogies which characterize so much of medical care today. It is one of
the very few genuinely decisive and, therefore, inexpensive technol-
ogies of modern medicine.

Its effectiveness will solely depend upon the intelligence with
which it is used. Congress will choose to either continue to pay for
the treatment of this disease or to prevent it.

We urge the committee and the Congress to retain the medicare
pneumococcal vaccine program.

Thank you. I would be happy to answer any questions.
Senator HEINZ. Dr. Fedson, thank you.
Dr. Kerrigan.
Dr. KERRIGAN. Mr. Chairman and Senator Long, I'm Dr. James

P. Kerrigan of Washington, D.C. I am a member of the Council on
Legislation of the American Dental Association, which I am repre-
senting today.

Accompanying me is Mr. Roy Bredder, secretary of that council.
We are pleased to have the opportunity to outline the concerns

of the association with the potential impact of two of the budget
proposals offered by the administration.

With respect to the proposed repeal of the dental amendments
only recently included in Public Law 96-499, we are submitting a
statement for the record and we fully endorse the position stated
by Dr. Gamble On behalf of the American Association of Oral and
Maxillofacial Surgeons.

Those amendments to correct basic inequities in the medicare
program were adopted after several years of consideration by Con-
gress. Their cost is inconsequential and should be retained.

Our second concern is with the potential consequences of placing
a cap on Federal contributions to the medicaid program. The asso-
ciation has longstanding policy favoring the inclusion of dental
care benefits for all person eligible under medicaid. The policy
stems from the association's belief that dental care is an integral
part of total health care and that indigent persons should have
equal access with the rest of the population in needed dental care
services.

While we have not yet had the opportunity to see the actual
legislation which will be introduced on behalf of the administra-
tion, we are concerned over the effects that an abrupt shift of
medicaid financial responsibility may have. If experience can be
used as a guide, the States might be expected to reduce or elimi-
nate the adult dental programs that now exist.

Many of these programs, even now, are inadequate and very
often only render emergency services, and these are the only ones
that many States provide.
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Medicaid's early and periodic screening, diagnosis, and treatment
program requires that dental benefits be provided to children of
medicaid-eligible families. This mandate is important in attempting
to assure these children receive the dental care necessary to form
the basis of good oral health.

We assume this mandate for children will continue. We believe
that this same mandate should also apply for all medicaid-eligible
individuals.

We also view, with concern, recent reports that the administra-
tion is willing to adopt a policy which would limit individual free-
dom of choice of providers under the medicaid program. We think
that the elimination of the freedom of choice concept can result in
a second level of health care for the individuals who are eligible.

Freedom of choice is basic to the health care delivery system. An
individual should be able to receive his health care services where
he desires.

We understand that the status of the economy makes difficult
decisions necessary and support the overall objectives of the Presi-
dent's financial program. However, our commitment is to insure
the availability of proper dental care for medicaid-eligible individ-
uals.

We believe that it is important, and we would like to point out to
you the effect which this proposal could have on the dental health
care of 7 million needy individuals who are on medicaid benefits.

I would be pleased to try to answer any questions you may have,
Mr. Chairman.

Senator HEINZ. Thank you very much, Dr. Kerrigan.
I don't have any questions for you.
I think your testimony has helped us very much.
Dr. KERRIGAN. Thank you for your time.
[The prepared statements of the preceding panel follow:]

SUMMARY OF STATEMENT OF JACK GAMBLE ON BEHALF OF THE AMFRICAN
ASSOCIATION OF ORAL AND MAXILLOFACIAL SURGEONS

L-_The_ 1980 Reconciliation Act corrects, effective July 1, 1981, two important
ineqtrities affecting the patients of oral surgeons. These amendments-

(ii permit an oral surgeon's patient to obtain reimbursement under Part B if the
same services would be covered if they were provided by a physician, and

(ii) provide reimbursement under Part A for inpatient hospital stays that are
required because of the severity of the patient's dental procedure.

2. The Administration has proposed repeal of these provisions as part of its
program for budget austerity and has estimated the aggregate savings for the two
provisions to be $2 million for fiscal 1981 and $17 million for fiscal 1982 when they
are fully effective. The Administration has not questioned the merits of these
provisions.

3. These two inequities were corrected following careful consideration during
three Congresses. They were not considered controversial and the amendment to
Part B was passed in the Senate during the 95th Congress as well as being enacted
together with the amendment to Part A by the 96th Congress.

4. To restore these inequities is unfair to Medicare patients and detrimental to
their health. The corrections carefully made in 1980 should not be repealed in 1981.

STATEMENT OF JACK GAMBLE

My name is Jack Gamble. I am an oral and maxillofacial surgeon practicing in
Shreveport, Louisiana and the Past President of the American Association of Oral
and Maxillofacial Surgeons ("AAOMS"). I am accompanied by Edwin S. Cohen, a
member of the law firm of Covington & Burling, the Association's counsel.
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AAOMS is the official organization for the dental specialty of oral and maxillofa-
cial surgery. AAOMS represents approximately 3,800 oral surgeons from all fifty
states, the District of Columbia and Puerto. Today all members must complete three
or more years in an accredited surgical residency in a hospital following completion
of four years of dental school. Members practice oral and maxillofacial surgery in
offices and in hospitals as medical staff members.

Following extensive consideration during three Congesses, the 1980 Reconcili-
ation Act corrected two important inequities affecting the patients of oral surgeons
in the reimbursement provisions under Medicare. The changes are not effective
until July 1, 1981. One correction permits an oral surgeon's patient to obtain
reimbursement under Part B if the same services would be covered if they were
provided by a physician. The other correction provides reimbursement under Part A
for inpatient hospital stays that are required because of the severity of the patient's
dental procedure.

The Administration has proposed repeal of these provisions as part of its program
for budget austerity. The Administration's cost estimate for these provisions is $2
million for fiscal 1981 and $17 million for fiscal 1982 when they are fully effective.

The Administration has not questioned the merits of these provisions, and they
were not considered controversial by Congress. Indeed, the amendment to PartB
was passed in the Senate during the 95th Congress as well as being enacted together
with the amendment to Part A by the 96th Congress.

To restore these inequities is unfair to Medicare patients and detrimental to their
health. AAOMS urges that the corrections which were carefully enacted in 1980 not
be repealed in 1981.

The professional practice of oral surgeons overlaps with that of physicians to a
significant extent. Both perform surgery and reduce fractures related to the jaw.
Both also perform nonsurgical functions, including, for example, diagnostic care and
treatment of oral infections. All of these services are covered if the provider is a
physician. However, under the law as now in effect, only surgical services are
covered if an oral surgeon is the provider. The 1980 amendment would correct this
discrepancy, effective in July 1981. The amendment does not change the present
exclusion under Medicare of regular dental services.

To reinstate a discrimination based solely upon the academic degree of the provid-
er has serious consequences for the patient, and is important to the professional life
of the oral surgeon. If the patient is aware of the discrimination, his freedom of
choice of provider between a physician and an oral surgeon is prejudiced. If he is
not aware of this legal pitfall when he is treated by an oral surgeon, he will be
deprived of reimbursement for what surely must appear to him to be a completely
arbitrary distinction.

I want to emphasize that the 1980 amendment, which the Administration pro-
poses to repeal, does not add coverage for any services not presently covered in the
case of physicians. The Administration's cost estimate treats correction of the dis-
crimination in the overlapping area of practice together with the 1980 amendment
for inpatient stays for dental patients, and it is not possible to ascertain how much,
if any, of the proposed savings is allocable to the overlap amendment. The actual
cash outlay which may be saved by repeal of the overlap amendment will likely be
small and is not an appropriate target for an austerity program. Its repeal would
not curtail or eliminate a benefit; it would only perpetuate a discrepancy in a
patient's access to the services which remain covered.

The second inequity for Medicare patients which was corrected by the 1980
amendments concerns reimbursement for hospitalization required by the severity of
a patient's dental procedure. This correction does increase benefits and thereby the
cost of the program.

Prior to the effective date of the 1980 amendment, coverage under Part A of
inpatient hospital expenses in connection with services provided by a dentist de-
pends largely upon whether or not the dental service itself is covered under Part B.
If the dental procedure is covered under Part B, the inpatient hospital expenses are
also covered under Part A. Most dental procedures are not under Part B, however,
pursuant to the general exclusion for dental services. The present Medicare statute
as interpreted by the Social Security Administration severely restricts the payment
of inpatient hospital expenses in the case of dental procedures which are not
covered under Part B. Coverage of the hospital expenses is permitted only if per-
formance of the dental procedure risks aggravation of a specific, pre-existing medi-
cal impairment to the extent that hospitalization .would be required for proper
management, control or treatment of that pre-exiting medical impairment. The
only example of a medical impairment justifying the hospitalization of a patient for
a noncovered dental service given in the Social S. purity Administration's "Interme-
diary Manual". is "a patient who has a history of repeated heart attacks who must

80-480 0 - 81 - 15
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have all of his teeth extracted." No weight is given to the severity of the dental
procedure alone or in conjunction with the patient's age and general health.

The effect of existing law has been to preclude hospitalization coverage where, in
the judgment of the patient's dentist, the severity of the dental procedure alone
requires hospitalization for its safe performance. Professional opinion establishes
that many relatively healthy, aged individuals should have available the sophistica-
tion and immediacy of a hospital, inpatient level of t.2 e when undergoing extensive
or serious dental procedures. In these cases, however, the patient must find his own
means of payment for the hospital expenses.

AAOMS strongly disagrees with the Administration's characterization of inpa-
tient care in these circumstances as a low-priority benefit expansion. Permitting the
1980 amendment to become effective will not increase the coverage of dental fees. It
will only permit the dentist responsible for the patient's care to exercise his profes-
sional judgment as to when the risk from the procedure in the patient's circum-
stances requires hospitalization.

STATEMENT BY DAVID S. FEDSON, M.D., FACP
Mr. Chairman, members of the Committee, I am Dr. David Fedson, Associate

Professor in the Department of Medicine at the University of Chicago. I am pleased
to be here today on behalf of the American College of Preventive Medicine. Accom-
panying me is Dennis J. Barbour, the College s Director of Prevention Policy.

we are here today to discuss some of the important scientific and policy consider-
ations which led to Congressional passage of Public Law 96-611 authorizing the
Medicare program to reimburse the costs of pneumococcal vaccine and its adminis-
tration. We urge that this important preventive health care measure not be re-
pealed. Retention of Public Law 96-611 is also strongly supported by the American
Association of Retired Persons, American Lung Association, Association of Schools
of Public Health, Association of State and Territorial Health Officials, Association
of Teachers of Preventive Medicine, Consumer Coalition for Health, National Coun-
cil of Senior Citizens and the National Retired Teachers Association.

The American College of Preventive Medicine is one of 22 recognized medical
specialty societies composed of over 2,000 physicians. Its members are teachers,
researchers, administrators, and practitioners in preventive medicine, a specialty
which has four sub-areas of board certification: general preventive medicine, public
health, occupational medicine, and aerospace medicine. Now in its 28th year, the
College was founded to provide a forum for the advancement and dissemination of
knowledge in the field.

Two of the College's highest priorities are our prevention policy and education
programs. The prevention policy program is responsible for formulating broad na-
tional policies for improving the nation's health and the advancement of prevention
as a science, while the education program provides support for undergraduate,
graduate, and continuing education for prevention practitioners.

In his essay on the technology of medicine written ten years ago, Lewis Thomas
provided the context within which the issue before this committee should be consid-
ered [1]. I would like to paraphrase his remarks.

Thomas said that when we measure the cost and effectiveness of what is done in
the management of disease we must recognize that there are three quite different
levels of technology in medicine. First there is the large body of what might be
termed "nontechnology." This is the supportive care which tides patients through
diseases that by and large are not understood. It is indispensible, but its cost is very
high and getting higher all the time.

At the next level is something best termed "halfway technology." This represents
the things that are done after the fact; it makes up or disease or postpones death.
Chronic dialysis and organ transplants are examples of halfway technology. This
level of technology is, at the same time, highly sophisticated and profoundly primi-
tive. It costs an enormous amount of money.

The third type of technology is the kindthat is so effective that it often attracts
little public notice. Yet this is the genuinely decisive technology of modern medi-
cine, and it is exemplified best by modern methods of immunization. The point to be
made about this kind of technology is that it comes as a result of a genuine
understanding of disease mechanisms. When it becomes available it is inexpensive
and easy to deliver. When medicine possesses the outright capacity to prevent
human disease, the cost of the technology itself is never a major problem. The price
is never as high as the cost of managing the same disease during the earlier stages
of nontechnology or halfway technology.

Last year, Congress took a major step forward when it passed Public Law 96-611
authorizing Medicare to pay for pneumococcal vaccine and its administration. This
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benefit is scheduled to take effect on July 1st. Pneumococcal vaccine promises to
have its greatest effect in the prevention of pneumococcal pneumonia among the
elderly.

It is important to recognize that pneumonia remains the fifth leading cause of
death in the United States. In 1977 pneumonia caused the deaths of almost 39,000
elderly persons [2]. In addition, it was the sixth most common cause for hospitaliza-
tion among the aged, accounting for 2.2 million days of hospital care. The Medicare
program has in the past and will continue to pay for much of the medical care costs
due to pneumonia. Projected outlays in 1981 are expected to exceed $600 million.

A substantial portion of all pneumonias are caused by pneumococcal bacteria.
Persons above the age of 65 are particularly susceptible. Death rates are 2.5 times
higher for persons aged 65 to 74 and 10 times higher for those over 75 compared to
rates for the population as a whole. Over 97 percent of the cost of treating pneumo-
coccal pneumonia in the elderly is spent on hospital care. The average episode of
hospital care for an elderly person costs $3300 and can be expected to increase
substantially, because inpatient hospital care is one of the most rapidly rising costs
in the Medicare program. The total cost of immunizing a person with pneumococcal
vaccine is $11.50.

The principle that pneumococcal infections could be prevented was discovered
almost 100 years ago. Crude vaccines were tested in the early part of this century.
Stimulated by the need to prevent pneumococcal pneumonia in the military, an
effective vaccine was developed during World War II [3], only to fall by the wayside
with the introduction of penicillin, an effective treatment for most pneumococcal
infections. Penicillin, however, did not eliminate the problem of pneumococcal pneu-
monia. Dr. Robert Austrian's pioneering studies demonstrated that many persons
died of the disease despite penicillin therapy (4]. More recently the disturbing
discovery has been made that certain strains of pneumococcal bacteria have become
resistant to penicillin and other antimicrobial agents (5].

These observations led to a renewed effort to develop an effective vaccine, a $12
million effort supported in part by Federally funded programs of the NIH. These
studies determined that a vaccine containing 14 of the 83 serotypes of pneumococci
would cover 75 to 80 percent of the organisms responsible for serious pneumococcal
infections [6]. Before the vaccine was released on the market, clinical and epidemi-
ologic studies involving more than 40,000 persons both here and abroad demonstrat-
ed its immunogenicity, safety and efficacy [7]. Overall, the vaccine was shown to
reduce the incidence of pneumococcal pneumonia due to serotypes in the vaccine by
approximately 80 percent. Immunity following vaccination lasts at least five years
and probably much longer.

Before pneumococcal vaccine was licensed for general use, these clinical and
epidemiologic studies were extensively reviewed by the Bureau of Biologics and the
Advisory Committee on Immunization Practices of the Public Health Service. The
vaccine was recommended for use among individuals who are at high risk of
developing serious of fatal pneumococcal infections [8]. All persons over the age of
65 are included in this high risk population.

In passing Public Law 96-611 Congress extended to the elderly the ongoing
Federal support it has provided to immunization programs for children since 1962.
The importance of this support is best illustrated in the control of measles. A decade
of experience has shown that when Federal funds were made available to immuniza-
tion programs the incidence of measles fell dramatically. When support was cut
back or eliminated, the number of cases increased [9]. The history of measles control
strongly suggests that Federal financing may be necessary to effectively control
certain infectious diseases. Such support may be even more important for the two
preventable infectious diseases of adults-pneumococcal pneumonia and influenza.
in general the combined mortality from these two diseases exceeds that due to all of
the immunizable diseases of childhood by a factor of approximately 200 [10]. Three-
fourths of this mortality occurs among the Medicare population.

The serious question which must be asked here today is this-should the elderly
be denied the Federal support which is extended to children in the prevention of the
major infectious diseases which threaten their well-being and their very lives? And
if so, on what basis can withholding such support be justified? At least three
arguments might be advanced to defend the position that Federal support is unwar-
ranted.

The first argument says that although pneumococcal vaccine has been shown to
be protective, the convincing studies have been conducted in generally healthy
young adults, and there are no data proving vaccine efficacy among the elderly. It is
true that most of the subjects in the clinical trials of pneumococcal vaccine have
been younger adults, but a study dating back to the 1940's suggested that vaccine
wouldbe effective in preventing pneumococcal pneumonia in the elderly [11]. More
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recent clinical trials among older persons in North Carolina and in the Kaiser
Health Plan in San Francisco have produced results consistent with the level of
efficacy shown in studies in younger individuals.

Just as important are indirect studies which indicate that immunization of the
elderly with pneumococcal vaccine should be highly effective. It is clear that among
the elderly, 90 percent will show a good antibody response to the vaccine and that
on average this response is well above the threshold necessary for protection [12,
14. Antibody response is a scientifically accepted criterion for determining the
efficacy of vaccines and is the standard generally used by the Bureau of Biologics.
Only a few persons who receive pneumococcal vaccine fail to develop an adequate
antibody response and it is in these patients that pneumococcal infections have been
observed despite previous immunization [12]. Most of these patients have serious
underlying medical conditions which preclude an adequate response to the vaccine
[13]. It is important to remember, however, that such patients constitute only a very
small fraction of the high risk population for whom the vaccine is recommended.
Although a carefully controlled randomized clinical trial might settle once and for
all the question of vaccine efficacy among the elderly, such a study would be
extremely difficult end costly to conduct, an perhaps more important, would pose
serious ethical dilemmas for investigators. Such a study would force investigators to
withhold from half the study subjects a demonstrably safe vaccine and expose them
to the risk of serious pneumococcal infection which in the elderly may be accompa-
nied by a mortality rate of 25 to 30 percent despite antibiotic treatment.

When pneumococcal vaccine was licensed, it was the consensus view among
experts both within and outside the Government that available information on the
efficacy of the vaccine in various high risk groups was adequate [15]. Since then no
evidence has appeared that would challenge the view that pneumococcal vaccination
of the elderly should be effective. This view was reaffirmed by a group of experts
convened by the Bureau of Biologics three months ago.

The second argument would accept the vaccine's efficacy and say that, given its
demonstrated value, the elderly should be willing to pay for it themselves. Certainly
among the very well informed, one might find many who would gladly pay to be
immunized. However, we have no information on the extent to which the elderly
recognize their susceptibility to pneumococcal infection, its seriousness should they
become ill and the safety and efficacy of the vaccine. Based upon my personal
experience as a practicing general internist, I belii,.ve that it would be most unwise
if we were to anticipate a high level of awareness developing on this matter over
the next few years. We know that despite more than a decade of repeated Federal
recommendations on the value of influenza vaccine, a survey among the elderly in
1973 revealed that approximately half had no appreciation for the severity of the
illness or the value of the immunication, and four out of five were unaware that the
Federal government recommended they be immunized [16]. Given this, however, it
might be argued that knowledgeable physicians should be able to persuade their
patients to accept and pay for pneumococcal vaccine. Again we have little informa-
tion of physicians' perceptions regarding the value of pneumococcal immunization,
but I can say with a confidence based upon my own studies regarding influenza
vaccine that for the most part well-informed physicians will consistently fail to
effectively translate their knowledge into clinicalpractice [12]. Since few individuals
may be expected to come forth on their own and ask for pneumococcal vaccine, we
must continue to rely upon physicians and other health providers to actively offer
vaccine to their patients. In the three years since pneumococcal vaccine became
available only five million doses have been distributed. If we are to improve upon
this record and successfully immunize the elderly, we may require the kind of
incentive that would be provided by Medicare reimbursement.

The third argument, or perhaps it is better termed a question, is the one which in
all likelihood is uppermost in the minds of the members of Congress, and that is the
issue of whether or not Medicare reimbursement for pneumococcal immunization
will be cost effective. This problem has been the subject of an extraordinarily
detailed study by the Congressional Office of Technology Assessment [7, 18]. Under
base case assumptions, it was found that the net cost to Medicare would come to $5
per person, and with a vaccination rate of 21.5 percent net discounted expenses
would total $26 million. The analysis was quite sensitive to changes in the variables
used. Using less conservative assumptions (which many would regard as more
realistic) the amalysis predicted savings of $5 per person and $14 million for the
Medicare program as a whole.

A second study which speaks to this question is the recent analysis of the direct
and indirect costs and benefits of pneumococcal immunization among high risk
persons enrolled in a health maintenance organization in Utah [19]. In this study,
the benefit-cost ratio was determined to be 2.32, suggesting that a program which



223

immunized all persons over the age of 50, as well as younger persons with chronic
high risk conditions, could be justified on a cost-benefit basis. Although the use of
more conservative assumptions in this analysis might reveal that the costs of
immunizaton would outweigh the benefits [20], in all likelihood the benefits of
immunizing persons over the age of 65 years would still exceed the costs.

A third study which suports Medicare reimbursement for pneumococcal immuni-
zation has been prepared by the Congressional Budget Office [2]. In the main case,
the costs of vaccination would initially exceed savings in medical care costs for
pneumococcal peneumonia. First, second and third year net costs are projected to be
$43 million, $22 million and $18 million, respectively. But after only three years, the
pattern is reversed and savings exceed costs. Fourth and fifth year net savings to
Medicare are projected at $6 million and $11 million, respectively. Over a five year
period, an estimated 5,550 lives would be saved. In this analysis the number of lives
saved and the net costs to Medicare would vary depending upon vaccination rates
and limits on the maximum allowable charge that would be reimbursed. But one
fact is strikingly evident from this study: regardless of which assumptions are used,
after three or at most four years an ongoing program of support for pneumococcal
immunization would each year result in a net reduction in Medicare outlays for the
treatment of pneumococcal pneumonia. One can only conclude that an investment
in this program will not only improve the physical health and well-being of elderly
Americans, it will also within a few years permanently improve the financial health
and well-being of the Medicare program itself.

Soon after pneumococcal vaccine became available, the failure to immunize more
than small numbers of high risk individuals suggested that immunization was at a
crossroads [21]. Today we remain at that crossroads. In pneuniococcal vaccine we
have in hand one of the genuinely decisive technologies of modern medicine. It
effectiveness will depend soley upon the intelligence with which it is used. This is
an issue which the Congress cannot avoid, for whether or not the vaccine is used,
the problem of pneumococcal pneumonia among the elderly will continue to draw
upon Federal funds. Pnumococcal vaccine is safe and will undoubtedly be life-
saving. The case for Medicare reimbursement of pneumococcal immunization is
compelling and the need is great. Congress has the rare opportunity both to save
lives and money. We urge this Committee to reaffirm its wise decision and not
repeal this humane and fiscally responsible program.
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STATEMENT OF THE AMERICAN DENTAL ASSOCIATION ON THE DENTAL:
CONSEQUENCES OF THE ADMINISTRATION'S SPENDING REDUCTION PROPOSALS

Mr. Chairman and Members of the Committee, I am Dr. James P. Kerrigan of
Washington, D.C. I am a member of the Council on Legislation of the American
Dental Association which I am representing today.

We are pleased to have the opportunity to outline the concerns of the Association
with the potential impact of two of the budget proposals offered by the Administra-
tion.

With respect to the proposed repeal of the dental amendments recently included
in Public Law 96-499, we are attaching a separate statement and endorse the
position stated by the American Association of Oral and Maxillofacial Surgeons.
Those amendments to correct basic inequities in the Medicare program were adopt-
ed after several years of consideration by Congress. Their cost is inconsequential
and they should be retained.

Our second concern is with the potential consequences of placing a cap on federal
contributions to the Medicaid program. The Association has long-standing policy
favoring "the inclusion of dental care benefits for all persons eligible under Medic-
aid". The policy stems from the Association's belief that dental care is an integral
part of total health care and that indigent persons should have equal access with
the rest of the population to needed dental care services.

While we have not yet had the opportunity to see the actual legislation which will
be introduced on behalf of the Administration, we are concerned over the effect that
an abrupt shift of Medicaid financial responsibility might have. If experience can be
used as a guide, the states might be expected to reduce or eliminate the adult dental
programs that now exist. Many of these programs even now are inadequate.

Medicaid's early and periodic screening, diagnosis and treatment program re-
quires that dental benefits be provided to children of Medicaid eligible families. This
mandate is important in attempting to assure that these children receive the dental
care necessary to help form a basis of good oral health. We believe this same
mandate should apply for all Medicaid eligible individuals.

We also view with concern recent reports that the Administration is willing to
adot a licy which would limit individual freedom of choice of provider under the
Medicaid program. We think the elimination of the freedom of choice concept can
result in a second level of health care for individuals who are eligible for Medicaid.
Freedom of choice is basic to the health care delivery system. An individual should
be able to receive his health care services where he desires.

We understood that the status of the economy makes difficult decisions necessary.
Our commitment is to assuring the availability of proper dental care for Medicaid
eligible individuals. We believe it is important that we point out to you the effects
which this proposal could have on the dental health of the more than 7 million
needy adults who are eligible for Medicaid benefits.

I would be pleased to try to answer any questions you or the other members of
the Committee may have.

STATEMENT OF THE AMERICAN DENTAL ASSOCIATION ON THE PROPOSAL To REPEAL
PROVISIONS OF PUBLIC LAW 96-499

The Association appreciates the opportunity to present its views to the Commit-
tee, but in all candor we regret that it is necessary to comment on a proposal to
repeal certain amendments to the Medicare law that have been extensively consid-
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ered and acted upon by the Finance Committee and Senate on several prior occa-
sions.

Briefly stated, the amendments that have been targeted for repeal were designed
simply to eliminate some long-standing inequities by clarifying the law so that an
aged beneficiary would not be denied a benefit (1) where a dentist, acting within the
scope of his license and training, performed a service that would be reimbursed if
performed by a physician or (2) where hospital expenses necessitated by the severity
of a dental condition are incurred.

We thought that when the above amendments were included in Public Law 96-
499 just a few months ago the problem had finally been laid to rest. Instead, with
the ink barely dry on that law, we are confronted with a recommendation that the
amendments be repealed (and the inequities continued) because they are of "low
priority".

We respectfully submit, Mr. Cht irman, that while the continuation of the inequi-
ties may be considered by some to .'e of low priority because of the small number of
Medicare beneficiaries who would be affected, they are of high priority to those few
elderly persons who find that reimbursement for a covered service has been denied
because a dentist rather than a physician performed the service. Likewise, it is a
matter of high priority to those elderly persons who find out after the fact that
hospital expenses necessitated by the severity of a dental condition do not qualify
for reimbursement.

These are the inequities that last year's amendments were designed to remedy. It
could be argued, which we have done on numerous occasions, that the amendments
would not have been necessary had the Medicare administrators made a reasonable
interpretation of prior law. We have not found any evidence that it ever was the
intent of Congress to deny a covered benefit simply because the site of a severe
condition is in the oral, maxillofacial region and an aged beneficiary elects to have
treatment given by a duly licensed and qualified dentist who has full hospital
privileges and the same accountability as his physician colleagues. The same is true
of the limited and circumscribed instances where the serverity of a dental procedure
itself, when combined with the overall condition of a particular patient requires
hospitalization for the safe performance of the procedure and the proper manage-
ment and control of the patient.

Mr. Chairman, we hope you would agree that the amendments cannot realistical-
ly be viewed as providing for "expanded Medicare coverage" when their whole
intent and purpose is to give clear direction to the administrators and at the same
time eliminate a discriminatory and arbitrary denial of benefits at minimal, if any,
additional cost to the government.

In this latter connection, we challenge the cost estimates that have been given to
this Committee by the Department of Health and Human Services. We emphatically
do not agree that an amendment recognizing the right of a dental practitioner to
provide already covered services can have a noticeable impact on Medicare expendi-
tures. Nor do we agree that legitimate hospital expenses for severe oral conditions
should be set apart.

To put this aspect of the matter in further perspective we would point out that
the exclusionary language in Section 1862(aX12) of the law remains so broad that
the amendments we are discussing cannot reasonably be considered as significantly
expanding benefits or increasing costs.

Mr. Chairman, the American Dental Association is sympathetic with many of the
efforts that are being made to contain federal expenditures but we do not believe
the correction of the inequities we have described can properly be placed in this
category. In the interest of fairness and administrative clarity, we strongly urge
that .the Committee stand behind its recent action and reject the recommendation to
repeal the amendments.

Senator HEINZ. Our next witnesses are Mr. David Crowley and
Dr. Thomas Bell.

Mr. Crowley, would you please proceed.

STATEMENTS OF DAVID C. CROWLEY, EXECUTIVE VICE PRESI-
DENT, AMERICAN ASSOCIATION OF HOMES FOR THE AGING,
WASHINGTON, D.C.; THOMAS G. BELL, EXECUTIVE VICE
PRESIDENT, AMERICAN HEALTH CARE ASSOCIATION, WASH-
INGTON, D.C.
Mr. CROWLEY. Senator Heinz, good morning.
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Mr name is David Crowley. I am the executive vice president of
the American Association of Homes for the Aging.

Senator HEINZ. Might I say that the two of you look very famil-
iar. [Laughter.]

If I had known that I would be presiding over a duplicate hear-
ing, I don't know that I would necessarily have volunteered for it,
but knowing how good you both are as witnesses, I'm delighted.

Dr. BELL. Well, Senator, if consistency is any virtue, I want you
to know that we are going to be very virtuous.

Senator HEINZ. Without objection your entire statement will be
made a part of the record. [Laughter.]

Mr. CROWLEY. I will add brevity, Senator Heinz, since we basical-
ly are saying the same thing today that we said Friday before your
Senate Committee on Aging. I would just like to add as I men-
tioned to your staff director, and I'm quite sincere in saying it, that
our hearing last week was one of the most probing and beneficial, I
think, that I have participated in since I have been in Washington.

I appreciate your taking the lead as chairman of that committee
in your role here this morning to give us the opportunity again to
make a few points about the proposed medicaid cuts.

I would merely say, Senator, you know, our association repre-
sents nonprofit homes providing a range of services to approxi-
mately a quarter of a million older people.

We have prepared for you, and for the committee an extensive
testimony that delineates some 25 different proposed cost savings
that I would like, with your permission, to submit for the record.

I would like just to make a few comments from that testimony
this morning.

In terms of the approach we took, we were very cautious and
took a very detailed look at the interaction between medicare and
medicaid, and -our remarks are guided by three key principles.

No. 1, that public assistance should be provided to individuals
who are in the greatest need and that need has both a functional
and an income definition.

No. 2, that medicaid, in fact, constitutes a catastrophic health
program for older Americans. It is an integral component of the
social safety net protecting the general welfare of the elderly.

Third, that major systemic changes in the structure of the medi-
care and medicaid programs should not be made in the haste of the
budgetary debate.

Cost savings should be extracted from incremental program
changes. Major program reforms should be deferred until a com-
plete analysis can be completed and considerations can be given to
the implementation strategy.

Let me make it very clear for the record, Senator, if I might,
again, that our position of our association is one of opposition to
the cap on medicaid and one of opposition to the idea of block
grants for long-term care.

We do believe that savings can best be secured in the short run
from incremental changes in the medicare and the medicaid pro-
gram.

Changes only in medicaid will have the greatest impact on those
most in need and might lead to an exploitation of medicare to
assume responsibilities beyond its program resources.

4.
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The best protection for older Americans comes from a balanced
approach which makes incremental changes in both medicare and
in medicaid.

In fact, we would argue that given the catastrophic protection
afforded to older persons through the interaction of medicare and
medicaid that program reductions in medicare will have the least
devastating effect.

Senator, as I mentioned before, we have 25 separate cost-saving
suggestions, some of which deal with program implementation and
some of them deal with provider reimbursement. They are delin-
eated in our testimony. Our major point is that we are concerned
about the lowest income people, the increasing number of elderly
who are dependent on the medicaid system for the purchase of
long-term care.

We are concerned about the whole system of long-term care in
this country and the detrimental effect that will occur should the
cap be placed on medicaid or should medicaid be, in long-term care,
subject to block grants.

So, our testimony delineates our concern for that and the inter-
active analysis that we see between the two major health pro-
grams.

I will be happy to answer any questions that you might have.
Senator HEINZ. Mr. Crowley, thank you.
Dr. Bell.
Dr. BELL. Mr. Chairman, I respectfully request that my written

remarks be accepted for the record.
Senator HEINZ. Without objection.
Dr. BELL. I will summarize the key points of my testimony..
The American Health Care Association endorses the following

amendments in the medicaid program which would reduce expendi-
tures without damaging delivery of basic services.

First, provide the States with authority to develop cost-effective
reimbursement policies for all providers similar to the recent
changes in nursing home reimbursement adopted in Public Law
96-499.

Second, permit States to achieve greater program savings in
purchase of health care services and medical equipment by amend-
ing the present law. For example, amend the freedom of choice
provision.

Third, encourage the States to reasonably restrict medically
needed eligibility by withholding Federal payments for higher
income recipients.

Fourth, amend Federal laws to permit States to develop innova-
tive cost-savings programs, such as copayments and family supple-
mentation.

The American Health Care Association endorses the following
initiatives to achieve efficiency in medicaid long-term care services:
First, redesign federally mandated survey and certification proce-
dures for maximum efficiency.

Second, revise regulations and eliminate those that are not cost
effective or do not relate to patient care.

Third, simply utilization review.
Fourth, develop programs to place patients in the least costly

setting that meets their health care needs.
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The American Health Care Association opposes the proposal to
give States flexibility to achieve program savings through waivers,
which are arbitrary and bureaucratic.

The American Health Care Association recommends that the
Congress enact statutory changes to allow States to realize reduc-
tion of expenditures.

The American Health Care Association supports the National
Governors Association's initiative to obtain some of the savings
earmarked for medicaid by implementing perspective reimburse-
ment policies in medicare.

We strongly oppose the National Governors Association's propos-
al to cap only long-term care in title XIX.

Thank you.
Senator HEINZ. Dr. Bell, thank you.
There is a question that I would like to submit to you for your

response in writing and it will be made a part of the record.
[The information was subsequently submitted to the committee:]

QuEsTIONs ASKED BY SENATOR HEINZ AND DR. BELL'S ANSWERS

Questions. Dr. Bell, in Attachment A to your statement you indicated that many
nursing home operators have dropped out of Medicare because of excessive adminis-
trative and other requirements.

As you may recall, the 1972 Social Security Amendments prqvided for a simplified
Medicare reimbursement procedure in order to avoid these problems. Under the
procedure the Medicare program can simply pay up-to 10 percent over and above
the State Medicaid rate for purposes of Medicare reimbursement.

If this provision were properly implemented, would skilled nursing facilities be
more receptive to accepting Medicare patients?

Answer. The American Health Care Association maintains that many nursing
home providers have dropped out of the Medicare program or chosen not to partici-
pate because of two key factors: an inappropriate reimbursement formula and
excessive administrative requirements.

The current retrospective reimbursement formula used by Medicare is inflation-
ary and contains neither incentives for efficiency nor incentives for participation.
AHCA proposes that the best approach to remedy the situation is for Congress to
enact Medicare legislation to implement a prospective reimbursement system for
skilled nursing facilities (SNF), which includes incentives for efficiency and cost
containment. This approach would encourage SNF participation and could result in
savings to the program of at least $300 million annually through (a) a reduction in
the provision of unnecessary and expensive hospital services to patients awaiting an
available nursing home bed, and (b) a reduction in the growth of nursing home
costs. Additionally, beneficiaries will be able to recieve the appropriate services in
the least costly setting.

The lack of participation by long term care facilities in the Medicare program is
widely acknowledged. The effect of the severe shortage of available Medicare long
term care beds is that beneficiaries are not able to receive the services they require
and the program is incurring expenditures of around $200 per day for these benefi-
ciaries while they are "backed up" in hospitals. Numerous studies and reports
indicate that patients are forced to remain in hospitals simply because nursing
home beds are not available. This costs the program billions of dollars annually
because the rate of a hospital day is typically over four times larger than the rate of
a day in a long term care facility. If Medicare certified SNF beds were available, the
program would significantly reduce expenditures.

The National Governors' Association has recently addressed this issue and recom-
mended that Medicare's retrospective reasonable cost reimbursement for hospitals
should be replaced by prospective reimbursement that encourages efficiency and
does not subsidize waste. The NGA appropriately noted that Medicare's "full cost
retrospective reimbursement policies are inflationary, and contribute significantly
to medical care inflation."

AHCA believes that the implementation of a prospective reimbursement system
would lead to increases in the participation of skilled nursing homes in Medicare,
reductions in program expenditures, cost containment, and the provision of services
in the least costly setting. AHCA therefore has recommended that the statute be
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amended to provide for a Medicare reimbursement system for SNFs which includes
prospective reimbursement rates, incentives for efficiency, opportunities for profit,
and fair recognition of property costs.

The alternative you have raised-implementation of section 249(b) of Public Law
92-603 (1972 amendments to the Social Security Act), i.e. reimbursing Medicare
services on the basis of the Medicaid rate-might also encourage more skilled
nursing facilities to participate in Medicare because they would be spared the
cumbersome cost reporting requirements currently required of participating SNFs.
This inducement, however, could be offset by federal and state efforts to reduce
Medicaid payment rates, which in turn would reduce Medicare rates under this
payment methodology.

Section 249(b) gave HHS the discretion to reimburse participating SNFs on the
basis of the State Medicaid rate. Essentially, rather than computing a Medicare rate
for facilities based on thier costs as reflected in the Medicare cost report, the rate
paid to a provider would be established based on the Medicaid rate adjusted upward
by a percentage factor (not to exceed 10 percent to account for di fferent require-
ments between Medicare and Medicaid. The intent of the provision was to simplify
the Medicare reimbursement mechanism.-

The amendment provided that HHS would be responsible for promulgating regu-
lations in order to implement the provision. It also provided that the Secretary of
HHS would have the authority to elect whether to use the Medicaid rates of the
normal Medicare reimbursement formula. Although the law was enacted in 1972,
the Secretary has never issued proposed regulation of final regulations to imple-
ment this provision.

AHCA believes that Congress must ultimately consider fundamental reform of
Medicare reimbursement for long term care services. We would support implemen-
tation of 249(b), as an interim measure, if the statute were amended to provide each
participating SNF the option of being reimbursed for services to Medicare beneficia-
ries based on either (a) the Medicaid rate (as appropriately increased to account for
Medicare services and requirements not included in the calculation of the rate) or
(b) the normal Medicare reimbursement formula. This recommendation, in effect,
would shift the option of utilizing the simplified reimbursement alternative-Medic-
aid rates as a basis for Medicare reimbursement-from HHS to each individual
skilled nursing facility. In addition, AHCA recommends that HHS be instructed to
issue regulations implementing this provision within 120 days of enactment. It is
our view that if the objectives sought (i.e. increased SNF participation in Medicare)
are ever to be realized, the authority for exercising the reimbursement options
contained in the provision must be removed from HHS and shifted to the provider.

AHCA has engaged the services of a consulting firm to examine the effect of the
enactment of prospective reimbursement for skilled nursing services on Title XVIII,
particularly on overall program costs and participation of providers. When the
study is completed, we will forward it to you and other members of the Senate
Finance Committee for your review.

Dr. Bell. Thank you very much, Mr. Chairman, we will be glad to
do so.

Senator HEINZ. Dr. Bell, Mr. Crowley, thank you very much.
You were not asked to answer any questions today, but you were

last week and you were superb.
Mr. CROWLEY. Thank you, Senator.
I'll rest on that one.
Senator HEINZ. Thank you.
[The prepared statements of the preceding panel follow:]

WRITTEN TESTIMONY OF THE AMERICAN HEALTH CARE ASSOCIATION

The American Health Care Association (AHCA), which represents 7,500 nursing
homes nationwide, supports the efforts of the Administration and the Congress to
restore the viability of the American economy by reducing the growth of the
Federal budget. Our members, their employees and the residents that they serve,
have felt the sting of inflation. We are committed to working with the Administra-
tion and the Congress to find a cure for this economic disease.

Nursing home providers, however, like the members of the Senate Finance Com-
mittee, also have a duty to assess the impact of budget cutting on the elderly and
handicapped-our mutual constituents. The President has proposed to reduce Med-
icaid fun in by $1 billion in fiscal year 1982 and to cap Federal Medicaid expendi-
tures in future years. Nearly 50 percent of the residents of nursing homes are
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supported by the Medicaid program nationwide. Sustained budget reductions of the
magnitude proposed by the Administration may have a harmful impact on the
availability and quality of long term care services for the poor, unless they are
carried out in a responsible and equitable manner.

AHCA believes that any reduction of Medicaid funding should adhere to the
following basic principles, which are more fully developed in Attachment A:

The Federal government must not abrogate or transfer to the states its responsi-
bility for the long term health care needs of Medicaid recipients as part of a Federal
budget reduction without developing adequate assurances that those individuals will
receive the services they need.

Action to reduce the growth of Medicaid expenditures should be equitable. No
group of beneficiaries or providers should be unfairly singled out to absorb dispro-
portionate loss of Federal support.

The budget reductions must be accompanied simultaneously by supportive legisla-
tive and regulatory changes which allow state governments and providers greater
flexibility in providing more cost-effective care and minimize adverse effects on
beneficiaries.

In developing specific proposals for implementing budget savings, attention should
initially be focused on regulatory reform proposals, i.e., elimination of current
requirements (1) where the costs of compliance outweigh the benefits, (2) which do
not relate to patient care, or (3) which restrict the state's ability to develop cost
effective programs to meet their needs.

The Federal government must seek budget savings in the Medicare program
which absorbs a much greater share of the Federal budget than Medicaid and
employs less efficient reimbursement policies.

The Administration's proposals, as we understand them, fail to adhere to these
principles in two important areas. Medicare, particularly Medicare reimbursement,
an inherently inflationary mechanism, is exempted from budget savings. Also, the
Department of Health and Human Services has eschewed overhaul of the statutory
and regulatory obstacles to efficient management of the program by state govern-
ments in favor of a liberal blanket waiver of state initiatives.

AHCA endorses the National Governors' Association's call for reform of Medicare
reimbursement. We agree with the governors that the Federal government could
limit the spiraling growth of health care costs by the employment of a well-designed
prospective reimbursement methodology in Title XVIII. AHCA is currently conduct-
ing a study of the potential impact of the use of prospective reimbursement for
skilled nursing facilities participating in Medicare. As you know, Medicare utilizes
an inefficient and inflationary retrospective reimbursement system. We believe we
can prove that a prospective system will expand skilled nursing services, reduce the
need for patients to remain in a costly hospital bed because a SNF bed is not
available, and limit both the cost of the individual's care and the overall expense of
the Medicare program.

AHCA is surprised that the Administration is apparently attempting to live up to
its promise of greater state flexibility in the Medicaid program by reliance on
waivers, rather than by specific statutory and regulatory amendments. While the
Secretary of Health and Human Services appears to be genuinely committed to
more autonomy for the states, the waiver authority he envisions will counteract this
freedom by re-establishing the authority of Federal governments to veto state initia-
tives. Moreover, it would appear to exclude the Congress from a role determining
which aspects of the program are to be eliminated and which are to be retained in
the interest of efficiency.

AHCA believes that the Administration and the Congress should directly address
the programmatic aspects of the Medicaid cuts, rather than promising the states
sympathetic consideration of their initiatives. We recommend that the following
proposals be adopted by the Congress to achieve savings in Federal outlays for
Medicaid:

Provide the states with authority to develop cost-effective reimbursement policies
for all providers similar to the recent changes in nursing home reimbursement
effected by Public Law 96-499.

Curtail "Freedom of Choice" legislation, permitting states to achieve greater
program savings in purchase of health care services and medical equipment.

Encourage the states to reasonably restrict "medically needy" eligibility by with-
holding Federal payments for higher income recipients.

Amend Federal laws to permit states to develop innovative cost savings programs
such as co-payments and family supplementation.

We also recommend the following initiatives for achieving greater cost savings
and efficiency in the long term care component of Medicaid:
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Redesign Federally mandated survey and certification procedures for maximum
efficiency.

Revise regulations and eliminate those which are not cost effective or do not
relate to patient care.

Simplify utilization review.
Develop programs to place patients in the least costly setting to meet their health

care needs.
(Note: The above described in more detail in Attachment B.)
We believe that the above would provide maximum freedom for the states to

achieve savings in the Medicaid program without curtailing basic entitlements or
services.

AHCA opposes the National Governors' Association's (NGA) alternative proposal
to restrict Federal Title XIX expenditures for long term care services. The NGA
bases its initiative on the inaccurate assumption that nursing home services are the
most rapidly growing component of Medicaid costs.

Data of the Department of Health and Human Services contradict the NGA
assertion that nursing home services are the most rapidly rising component of
Medicaid costs and indicate that the growth is attributable to treatment of the
mentally ill and retarded in Intermediate Care Facilities for the Mentally Retarded
(ICF-MR). The data indicate that in 31 states the estimated percentage of the
Medicaid budget consumed by nursing home services (other than ICF-MR) will
decline during the period from fiscal year 1978 to fiscal year 1982. However, if ICF-
MR services are included only 19 states decrease the percentage of the budget which

oe to long term care services. Moreover, the estimated nationwide percentage of
medicaid expenditures going for nursing home services will decline slightly (2.8

percent) during the same period if ICF-MR is excluded but will increase 1.7 percent
if ICF-MR is included. The states are largely responsible for this increase as a
result of their policies to "deinstitutionalize" state supported mental institutions
and to place these individuals in ICF-MRs and nursing homes funded by Medicaid.

Studies have indicated that growth of nursing home expenditures are also due
primarily to increased utilization and general inflation. Nursing home services are
one of the few services covered by Medicaid which can attest to the increased
utilization as having a significant impact on the growth of expenditures. The elderly
population in need of these services has been increasing and is projected to expand
in future years.

AHCA maintains that Medicaid nursing home care is very cost effective. It should
be noted that states have successfully employed prospective reimbursement systems
for nursing homes for several years in order to contain costs. Medicaid reimburse-
ment to nursing homes is unique in that historically states have a considerable
amount of flexibility and latitude in developing payment methodologies for nursing
home services. Since the inception of the program, states have had the great
flexibility to develop efficient nursing home reimbursement methodologies.

As a result of this flexibility, in 1977 states began developing and implementing
prospective reimbursement systems with built-in cost containment mechanisms and
incentives, such as cost center limits and ceilings on payment rates. Currently,
thirty-eight states employ prospective reimbursement; forty-eight states establish
various ceilings on costs; twenty-four states impose overall rate limits; thirty-three
states have cost center ceilings; and thirty-four states offer incentives for efficient
providers.

These systems have been successfully employed to contain nursing homes' costs
and typically result in payments to providers that are lower than their costs of
serving needy Medicaid patients. As a result of these systems with their cost
containment mechanisms, payments to nursing homes have been restrained. It
should also be noted that a recent amendment to the Medicaid law provides states
additional flexibility and latitude in establishing prospective reimbursement sys-
tems and determining payments to nursing homes.

Medicaid nursing home cost increases have been limited to increases attributable
to inflation, greater utilization and costly state regulations. These costs have grown
ar oximately 15 percent per year in recent years largely because of inflation. The

maintains, however, that the state governments could convert a block grant
for the long term care portion of the Medicaid program, capped at 7 percent in
fiscal year 1982, into a more comprehensive system of services, including non-
institutional care.

To apply a cap and block grant solely on long term care would be to single out
one group of beneficiaries to bear the burden of reduced Federal support which is
contrary to the Administration's objective of equitable sacrifice. In addition, to the
extent that nursing home services are not provided and non-institutional services
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are not available, recipients will be forced to remain in more costly hospitals which
will increase expenditures in that area.

(Attachment A]

IMPLICATIONS OF THE BUDGET REDUCTIONS ON LONG TERM CARE PROGRAMS

NEEDS OF BENEFICIARIES

AHCA believes that it would be tragic for the Federal government to abrogate or
to transfer to the states its responsibility for the long term health care needs of
Medicaid recipients as part of a Federal budget reduction, without developing ade-
quate assurances that these individuals will receive the services they need.

Nursing homes are the principal institutions for delivery of long term care for the
elderly and handicapped. Home health and support services are an alternative to
institutional care but these programs are haphazardly funded by the Federal gov-
ernment and are unavailable in many parts of the country. Medicaid and to a much
less degree, Medicare, are the principal Federal funding mechaniSms for care inside
a nursing home. Federal support of home health and support services is less exten-
sive and less concentrated, involving Titles XVIII, XIX and XX.

We advocate the development in the community of a mix of facility and home
based services tht will permit delivery of care in the most appropriate setting. We
are concerned, however, that some states will leap into lower cost home health
programs and withdraw funding for care in long term care facilties to the detriment
of Medicaid recipients of institutional care, if Federal funds are cut back and states
are given discretion to do so. Perhaps 10 percent of all residents in nursing homes
could be cared for in a community based setting if appropriate services were
available. Many residents in nursing homes, particularly those covered by Medicaid
do not have homes or living relations that would permit them to take advantage of
home health care programs. An increasing number of residents supported by Medic-
aid are the "frail elderly" who are severely debilitated and could not function
outside an institutional setting, except through massive expenditures for care.

The Federal government established the patterns of long term care delivery by its
categorical requirements in both Title XVIII and XIX. If the patterns of delivery are
to be restructured, the states must be given maximum flexibility to assess needs and
package delivery systems, but the Federal government has a responsibility to insure
that current recipients are not disenfranchised and that long term care services are
available to entitlement recipients who need thm.

REQUIREMENTS OF PROVIDERS

Both the Federal and state governments have a stake in maintaining the viability
of health care providers when they cut back on Medicaid funding. Hospitals, physi-
cians, nursing homes, home health agencies-all provide necessary services to the
community.

Modern nursing homes are largely the product of a public demand, generated by
the creation of Title XVIII and Title XIX. Nearly 50 percent of all long term care
facility residents are funded by Medicaid. Another 4 percent are funded by Medi-
care. Nursing home construction, life and fire safety devices, staffing, and adminis-
tration are mandated by Federal or supplementary state regulations.

Unlike hospitals, nursing homes are primarily (80 percent) for-profit corporations.
They are labor intensive businesses with a median size of 100 beds and employing
over one hundred staff members as an average. General inflation and Federally
mandated requirements such as minimum wage increases and compliance with life
safety codes have greatly increased the cost of maintaining a nursing home.

Despite the increases in expenses, the cost of nursing home services (i.e. nursing
care, social programs, room and board) have been held to a reasonable level in
recent years. The expansion of nursing home costs in the Medicaid program is a
result of increased utilization resulting from a growth of the elderly population
needing long term care, eligibility criteria adopted by the states and a shift of
expenditures for the care of the mentally ill and retarded from state programs to
Medicaid, as well as the proliferation of excessive government regulations unrelated
to patient care. Despite these increases, most state Medicaid plans have stringent
controls on the per-patient charges for Medicaid nursing home services through the
use of prospective reimbursement methods with built-in containment features, plus
incentives for efficiency. A provision in the recently enacted 1980 Omnibus Recon-
ciliation Act (Public Law 96-499) was specifically designed to increase state flexibil-
ity for developing cost-effective Medicaid nursing home rates.

Drastic reduction in Medicaid reimbursement to nursing homes will have the
effect of lowering the quality of care or restricting bed availability for Medicaid
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tients, unless the administrative and regulatory requirements required by the
federal government are simplified and streamlined. Providers can furnish care at

lower costs if they are given freedom, within reasonable limits, to produce cost
savings. Expansion of prospective systems to all state Medicid programs would
further reduce program costs, particularly if providers are permitted to keep part of
the cost savings as an incentive for efficiency.

THE MEDICARE-MEDICAID CONNECTION

The Reagan Administration has targeted Medicaid for reduction of Federal out-
lays, but has exempted Medicare as part of the social safety net. Federa! Medicare
outlays are projected at over $40 billion in fiscal year 1982; Medicaid outlays at
$18.2 billion. AHCA agrees that Medicare benefits are an essential component of the
well-being of our senior citizens. We also point out that Medicaid coverage for long
term care services, particularly for those recipients without families or other means
of support, is an equally valuable component of the social safety net.

AHCA does not believe that current Medicare reimbursement or regulatory poli-
cies are efficient vehicles for the delivery of care to beneficiaries needing acute or
long term care. Medicare's retrospective "reasonable-cost" reimbursement policies
are inflationary and do not impose either incentives or disincentives for cost-effec-
tive delivery of care.

Title XVIII policies have had a pernicious effect on long term care. Nursing home
operations have dropped out of Medicare in droves because of excessive administra-
tive requirements, low utilization created by arbitrary Federal policy, and retrospec-
tive denial of reimbursement. Medicare policies have also had a harmful effect on
the Medicaid program. Several states have adopted Medicare principles of reim-
bursement with little opportunities for cost savings by the government other than
ruthless denial of charges for service rendered and concomitant provider uncertain-
ty and resentment.

AHCA implores the Administration and the Congress not to uncritically reject
Medicaid and endorse Medicare. Medicaid long term care reimbursement and regu-
latory policies are more cost-effective than their Medicare counterparts. Adoption of
the former for all institutional providers participating in either Title XVIII or XIX
programs would drastically reduce Federal health care expenditures without affect-
ing benefits for recipients.

[Attachment BI

SPECIFIC BUDGET REDUCTION RECOMMENDATIONS

DEVELOPMENT OF COST EFFECTIVE PROVIDER REIMBURSEMENT POLICIES

AHCA believes that the recent changes in nursing home reimbursement effected
by Public Law 96-499 can serve as a model for removal of impediments for states to
develop cost effective reimbursement methodologies. Section 962 of Public Law 96-
499 often referred to as the "Boren Amendment," provides that states must reim-
burse nursing homes based on rates that are adequate to meet the costs which must
be incurred by efficiently and economically operated facilities in order to provide
care in accordance with mandated requirements and standards. Within this broad
statutory requirement, states have the flexibility to develop their own methodology
for establishing rates based on the unique needs within the characteristics of the
state. In fact, the principle purpose of the amendment was to provide states addi-
tional flexibility in determining reimbursement to nursing homes.

Although states have been given considerable flexibility and latitude, the amend-
ment also requires that states provide assurances to the federal government that
the rates are adequate and satisfy the statutory requirement. Thus, the states have
obtained sufficient flexibility while the federal government has retained appropriate
authority to ensure that its minimum requirements are met. This approach to
reimbursement for nursing homes could serve as a model for other providers and
other aspects of the program as well as fitting within the overall framework of the
Medicaid program AHCA recommends-retain Medicaid as an entitlement program
but permit maximum state flexibility in determining eligibility, services, and reim-
bursement.

Medicaid reimbursement to nursing homes is unique in that even prior to the
additional flexibility provided by the "Boren Amendment," states had a consider-
able amount of flexibility in developing reimbursement methodologies for nursing
homes. For several years states have used this flexibility to control the per patient
day costs of nursing home services through the employment of prospective reim-
bursement plans with built in cost containment mechanisms, such as cost center
limits and ceilings on payment rates. AHCA earnestly believes that as a result of
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these systems with their cost containment mechanisms and the unrealistically low
reimbursement rates which preceded these systems, payments to nursing homes are
not excessive and contain "very little fat" controllable by a facility. To assume that
payment rates to nursing homes could be significantly reduced without having a
detrimental impact on quality of care would be a tragic mistake.

CURTAILMENT OF FREEDOM OF CHOICE

Under the existing freedom of choice statutory provision and implementing regu.
lations, the only services which are amenable to volume purchasing are eyeglasses,
hearing aids, prescribed drugs and durable medical equipment. Last year, a provi-
sion was introduced (and subsequently dropped) in the omnibus reconciliation bill
limiting freedom of choice for beneficiaries obtaining services and supplies under
Medicaid. The intent of this provision was to enable states to achieve greater
savings through bulk purchases of services. The states were to be limited in this
only to the extent that the restrictions on freedom of choice were cost-effective,
assured reasonable access to services, and avoided substantially adverse effect on
access to teaching hospitals.

AHCA supports curtailment of freedom of choice to permit state governments the
opportunity to negotiate competitive prices for provider services and vendor goods,
provided there are safeguards to prevent the use of this provision to exclude partici-
pation by providers or vendors for any other reason than non-competitive prices.

GREATER STATE COST SAVINGS FLEXIBILITY

Federal laws should be amended to permit states to develop innovative cost
savings program.

Several states have sought authority to introduce cost savings measures in the
Medicaid program. Last year the Alabama Congressional delegation introduced
legislation permitting family supplementation, copayments and greater authority to
crack-down on program abusers. Massachusetts is currently exploring a negotiated
rate purchase system with groups of providers.

The Administration has promised to develop a comprehensive health care reform
package which would reduce the growth of health care costs. While work on that
initiative goes on, states should be permitted maximum flexibility to develop cost-
effective systems by the elimination of Federal legislative and regulatory restric-
tions.

RESTRICTING ELIGIBILITY

One approach to reducing Medicaid expenditures is to address the issue of in-
creasing utilization by imposing stricter limits on eligibility for benefits. Eligibility
could be tightened up in an effort to ensure that only the "truly needy" are
receiving benefits.

For example, the income standard to qualify as a "medically needy" recipient
could be reduced. The medically need are generally people whose incomes are too
high to receive cash assistance (e.g., SSI, AFDDC) but who cannot afford to pay their
medical bills. The amount of their incurred medical expenses must equal or exceed
the amount of income they have above the state income level. Each state with a
medically needy program (over half the states) sets income levels for determining
eligibility of the medically needy. The level at which these income standards are set
could be reduced so that only the "truly needy" are covered.

Another approach, which has been proposed by the Congressional Budget Office,
is to eliminate from coverage as "categorically needy" individuals who only receive
optional state supplements. The categorically needy are generally individuals who
are eligible for Medicaid because they can meet the income requirements for cash
assistance, regardless of the extent of their medical bills. However, thirty-four states
also have, elected to include in the categorically needy group persons whose income
disqualifies them for federal SSI payments but who receive state supplements. That
is, these individuals do not receive federal cash assistance, but receive state supple-
ments and are entitled to Medicaid benefits as the categorically needy group. The
Congressional Budget Office has estimated tha q savings of $320 million could be
realized in the first year if these individuals no longer receive Medicaid benefits as
categorically needy. The five year savings was es,nated to be almost $2 billion. It
was further estimated that elimination of this coverage would eliminate or reduce
Medicaid benefits for about 600,000 persons. However, the "truly needy" would
continue to receive benefits because those individuals living in states with coverage
for the medically needy could continue to receive benefits if they had sufficient
medical expenses.
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SURVEY AND CERTIFICATION REFORM

A poll of AHCA members last year revealed that long term care facilities are
surveyed an average of ten times each year. Each survey involved approximately
three government inspectors and takes the full time of three to five facility staff
members. We believe that the survey process is an expensive administrative process.

Immediate changes could save program administration costs, free facility staff for
patient care activities, and reduce expenditures for unneeded correction plans. Such
changes include:

Combining all the federally mandated surveys into one. We see no reason why an
inspection of care team, certification team, Professional Standards Review Organiza-
tion team and Health Planning team (for appropriateness review) all must review
essentially the same components of long term care facilities.

Extend provider agreements. Facilities performing well could be reviewed every
two years rather thnn annually if provider agreements could be made for twenty-
four months. This way, survey teams could concentrate their efforts of facilities
having numerous deficiencies.

Revise the survey report form. Currently, inspectors survey five hundred twenty
separate items in skilled nursing facilities. We suggest that this form be cut back to
only statutorily required and other elements critical to the provision of health care.

Improve survey training so that all inspectors know the standards and can recom-
mend cost effective corrections. Misinterpretation and surveyor private interpreta-
tion of rules account for large expenditures, eventually billed to the Medicaid
program. One AHCA facility replaced five doors five times because each successive
inspector had a different idea of fire door requirements.

REVISE REGULATIONS AND ELIMINATE THOSE WHICH ARE NOT COST EFFECTIVE OR DO
NOT RELATE TO PATIENT CARE

The skilled and intermediate care facility conditions of participation contain
numerous provisions that are either not cost effective and/or not related to patient
care. These rules relate to committee meetings, recordkeeping requirements and
other activities. The interpretive guidelines accompanying the nursing home stand-
ards frequently impose additional requirements. For example, regulations requiring
"timely visits by consultants are translated in the guidelines to five hours per
week. We suggest that the conditions of participation and guidelines be reviewed
and rewritten in an outcome oriented, rather than process oriented fashion. This
regulation reform would result in more efficient use of nursing home staff.

ome examples of rules wi believe should be reviewed include:
Frequency of physician visit-Regulations mandate that physicians must visit

patients every 30 or 60 days, whether or not the patients' conditions warrant a
physician visit. We suggest rules be revised to require visits based on patient need,
an allowance of nurse practitioner and physician assistance visits (under general
physician supervision) in lieu of physician visits. This change would reduce physi-
cian Medicaid costs, not facility costs.

Committees: The pharmaceutical, infection control and utilization review commit-
tees, each necessitating numerous professional's attendance, could be eliminated if
their functions could be accomplished more efficiently.

Consultants: Highly qualified consultants are required in skilled facilities whether
or not department performance shows a need for consultants. These includes: medi-
cal records administrators, social workers, dieticians, advisory dentists, activity
consultants.

Patients' rights-Interpretive guidelines far exceed the regulations. For example,
guidelines require that patients who are wearing safety devices be observed every 30
minutes and that observation must be documented.

Since federal nursing home rules apply to facilities with both Medicare and
Medicaid patients, the potential savings realized would apply to both the Medicare
and Medicaid programs. We believe that these measures would effectively control
the growth of long term health care costs (but not necessarily lead to immediate
cost savings).

A second step-in regulation reform must be directed at the state level. The federal
overrrnent portion of Medicaid payment must cover state as well as federal rules.

These stale standards often far exceed federal rules, especially in the areas of staff
qualificatin, numbers of staff, and reporting requirements.

Two approaches could be directed at curbing the growth of health care costs as a
result of state rules:

Disallow costs related to state requirements from the federal Medicaid match. In
this option, the federal government would not pay for state imposed standards
beyond federal requirements.

80-480 0 - 81 - 16
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If federal payment for state standards is continued, reguire states, as a condition
of being part of the Medicaid program, to establish mechanisms to review the cost
and necessity of their rules. These mechanisms could be similar to those mandated
on the federal level by Executive Order 12291, (regulation reform), the Regulatory
Flexibility Act (for small entities), and the Paperwork Reduction Act.

SIMPLIFIED UTILIZATION REVIEW

Utilization review in long term care facilities, the system of assuring that each
Medicare and Medicaid patient needs the services being given, is an expensive and
burdensome Medicaid requirement. We believe it is not worth the Medicaid dollars
now spent. Typically, it involves three activities: (1) Each attending physician must
visit Medicaid patients either monthly or bimonthly in order to certify the need for
continued care, (2) Facilities hold monthly meetings with administrative and nurs-
ing staff and three private physicians in attendance to review physician certification
and continued need for care; (3) At least annually, an inspection of care team visits
each facility to inspect the record of each public pay patient. (These visits often
involve several weeks of daily facility attendance with three or more health profes-
sionals. This survey is paid in full by the Federal government.)

This process could be greatly simplified and made less costly to the Medicaid
program if:

Greater attention was given to patients entering the long term care system and
less attention to those already placed in facilities. A good assessment prior to
admission could reduce unnecessary placements.

Patients with little discharge potential were reviewed less frequently than is now
required. If discharge is not expected for at least six months, review should not be
necessary for six months.

Patients with no discharge potential were not reviewed. In some instances, espe-
cially in the case of the terminally or progressively ill, utilization review is only a
paper exercise.

Mail, telephone and other expedient review procedures replaced physician visits,
meetings, and on-site review. The Iowa Professional Standards Review Organization
has found these procedures to be extremely cost efficient.

Physician assistants and nurse practitioners las well as physicians) could certify
the need for care.

Combine the three review activities into a single, binding review process.

CONSIDER SHINING PLACEMENT OF PATIENTS FROM MORE COSTLY TO LESS COSTLY
HEALTH CARE SErlNG

Nursing home Medicaid expenditures must not be viewed in a vacuum. The
provision of long term care is actually performed along a continuum, in various
locations-from services rendered in the home to services provided in acute care
hospitals. These services may be paid for by the Medicare, or by other federal
programs. We believe that services should be delivered in the most cost effective
setting that meets the patient's needs. We suggest that funds expended through
Medicaid be viewed in relation to the overall government dollars spent in providing
long term care. Reduction of Medicaid nursing home disbursements will have the
effect of raising Federal long term care costs in other programs, usually at a higher
level of expenditure.

The community long term care facility is the most cost-effective source of health
care for individuals in need of the services provided in these facitilities. We wish to
bring to your attention:

When the Veterans Administration places a veteran in a community nursing
home, the cost of that care is less than over half of what it would cost in a long
term care Veterans Administration facility. Still the VA is planning on converting
or building thirty-two nursing home facilities in the near future.

State mental institutions cost two to four times as much to care for a patient as
would a community long term care facility. Some chronically mentally ill patients
currently in state institutions could be adequately cared for in general community
nursing homes. Others could be cared for if community long term care facilities
were permitted to specialize in the care of the chronically mentally ill. However,
present law excludes Medicaid reimbursement for certain age groups when such
specialization exists.

Likewise state institutions for the mentally retarded are far more costly than
most long term care facilities. Current rules require that facilities for the mentally
retarded all have similar program standards, whether or not all patients could
benefit from such programs. If program requirements were based on the patient
needs and potential rather than blanket standards, cost savings would be realized.
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Some hospitals are gradually becoming long term care facilities because communi-
ty nursing home placement for patients is not available. Large numbers of patients
are receiving acute care (at acute care prices) when they need long term care (at
approximately a quarter of the cost). During 1980, the American Association of
Professional Standard Review Organizations conducted a one day survey of patients
awaiting nursing home placement. The 101 PSROs reported a total of 17,783 pa-
tients awaiting placement on one single day. A reason for this "back-up" is resist-
ance of long term care providers to participate in the Medicare program because of
numerous problems inherent in this program.

We believe that the hospital back-up problem will continue and that its toll on
Medicare and Medicaid programs will escalate. A rerson is that many states are
trying to control (or cap) their long term care expenditures by prohibiting the
building of long term care facilities and the addition of beds. We see this as a short-
sighted solution to a complex problem.

TESTIMONY OF DAVID C. CROWLEY, EXECUTIVE VICE PRESIDENT OF THE AMERICAN
ASSOCIATION OF HOMES FOR THE AGING

Mr. Chairman, I am David C. Crowley, Executive Vice President of the American
Association of Homes for the Aging. Accompanying me this morning is Laurence F.
Lane, Director for Public Policy of the association.

The American Association of Homes for the Aging represents the not-for-profit
providers of facility-based services to older Americans. Among our nearly 2,000
members are facilities which participate in the Title XVIII (Medicare) program as
skilled nursing facilities and in the Title XIX (Medicaid) program as skilled nursing
facilities and intermediate care facilities. A number of our member homes are
involved in housing, health-related shelter and community outreach services which
include day care, home health and nutrition services.

We come before this committee today to address the impact of the proposed
budget reductions in the Medicare and Medicaid programs and to suggest alterna-
tive approaches which should be carefully considered by members of the committee.
Our association has an extensive statement which I request permission to enter into
the Record. I shall read a synopsis highlighting the key areas.

At the outset, let us emphasize that our remarks are guided by three key princi-
ples:

Public assistance should be provided to individuals who are in the greatest need.
Need has both a functional and an income definition.

Medicaid in fact constitutes a catastrophic health program for older Americans. It
is an integral component of the social safety net protecting the general welfare of
the elderly.

Major systemic changes in the structure of the Medicare and Medicaid programs
should not be made in the haste of the budgetary debate. Cost-savings should be
extracted from incremental program changes. Major program reforms should be
deferred until a complete analysis can be comple and consideration can be given
to the implementation strategy.

I. IMPACT OF THE MEDICAID REDUCrIONS

Among the most important of the proposed budget revisions recommended by
President Reagan in his program for economic recovery are limits on the Meeicaid
program. Stringent restrictions of Medicaid expenditures will undermine our efforts
to improve the quality of life for older persons. While supportive of our President's
promised efforts to revitalize the economy, AAHA questions whether the "social
safety net" for the elderly, unemployed and poor can be secured without vigorous
federal support of Medicaid. While changes must be made in both bledicare and
Medicaid to make them more responsive to the needs of older Ariericans and
controllable as government expenditures, we strongly believe that tht dismantling
of Medicaid would be a counter-productive policy.

There is false economy in advocating reductions in Medicaid without considering
the eventual impact upon Medicare. Demand for long term care services already has
created a tremendous backlog in hospitals. Medicaid reductions will further encour-
age providers not to serve the poor, thereby putting greater strain upon the social
services system to support individuals not being assisted otherwise. Health policy
should not suggest that Medicare meets the needs of the elderly and Medicaid does
not. Both programs are complementary components of the "social safety net."

While it is difficult to project the response of the states to a specific cap on
expenditures for Medicaid, it is fairly clear that sizable program reductions would
be required. It seems somewhat ironic that the current director of the Office of
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Management and Budget responded to a proposed limitation on hospital expendi-
tures during the past Congress by pointing out:

Attempting to cap the system without changing the fundamental incentives of
patients and physicians ordering services will only ensure that the quality of the
product declines.
. On this particular point, we find ourself in agreement with Mr. Stockman, and we
suggest that a closed-end approach to Medicaid will only translate into a deteriora-
tion of services to indigent persons. Furthermore, because the proposed approach
does not carefully analyze the interactions between Medicare and Medicaid with
respect to the provision of services to the aged and the totally and permanently
disabled, there are numerous opportunities for costs to be passed back to the federal
government, thus circumventing the cost containment thrust.

11. COST-SAVING APPROACHES

As suggested above, we believe savings can best be secured, in the short-run, from
incremental changes in the Medicare and Medicaid program. We believe a balanced
strategy can equalize the impact of reductions without jeopardizing options for
significant policy reforms in the delivery of health care services. Changes only in
Medicaid will have the greatest impact on those most in need and might lead to an
exploitation of Medicare to assume responsibilities beyond its program resources.
The best protection for older Americans comes through a balanced approach which
makes incremental changes in both Medicare and Medicaid. In fact, we would argue
that given the catastrophic protection afforded to older persons through the interac-
tion of Medicare and Medicaid, that program reductions in Medicare will have the
least devastating effect.

In our written statement, we identify 25 areas for possible cost savings under the
Medicare and Medicaid programs. Our recommendations are set forth in five broad
areas:

Modifying reimbursement methods for providers
Increasing the share of costs borne by program beneficiaries
Reducing unnecessary utilization
Promoting more cost-effective providers
Improving program administration
Among the key areas for prudent reductions in the costs to the Medicare and

Medicaid programs are the following:
We believe that modest cost-savings can be secured through reasoned modification

of a number of reimbursement methods used in the current programs. As suggested
above, we believe a major weakness of the budget proposal advanced by President
Reagan is its failure to address the skewing of health care expenditures toward
acute care. As long as hospital reimbursement is based upon a cost-plus basis, and
containment is focused on all other components of the delivery system, there will be
an eve, -increasing bias to use the highest cost service.

We blieve there is merit in extending the provisions of Section 901 of Public Law
96-499 to all health services. Section 901 clarifies the incentives for hospital philan-
thropy. Clearly, the community involvement, especially in long term care services
sponsored by nonprofit organizations such as visiting nurse services and religious
sponsoid homes, could augment public expenditures through ambitious philan-
thropic campaigns.

While we emphatically oppose use of a means test for Medicare, we are mindful
that the utilization of Medicare benefits provides limited incentive for consumer
discretion. We believe it is possible to increase the Medicare Part B deductible in a
two-step process, from $60 to $75 in 1982 and then $100 in 1983, and cost-indexing
the amount for future years. The deductible has not been raised since the 1972
amendments. Costs of services have escalated significantly during that period, rais-
ing a number of beneficiaries beyond the Part B threshold. The increase in the
deductible could make Medicare users more cost-conscious. For individuals in the
greatest economic need, the Medicaid buy-in of Medicare services protects them
from the dollar increase of the deductible. Given a continuation of the cost-indexing
of income maintenance strategies and a continuation of the buy-in provisions under
Medicaid for Medicare recipients, we believe a modest adjustment of the Part B
deductible would not be a devastating policy course. To ensure that such a reduction
does not force hardship, we would prefer the continuing policy of considering
expenditures during the previous three months for carryover calculation of the
annual deductible.

As we have stated to Congress in previous testimony, one of the major weaknesses
of our current policy toward the elderly is our neglect to provide a realistic spec-
trum of living arrangements. We would encourage the Congress to increase the level
of significance given to Section 1616(e) of the Social Securty Act, encouraging states
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to stem the use of intermediate care facilities while expanding the use of "social
care" facilities providing protective oversight and congregate supports to persons
defined as at-risk and in need of specialized living arrangements. The SSI provision
could be expanded with a concomitant restructuring of the intermediate care facili-
ty benefit and intermediate/mental retardation benefit to more uniformly conform
service provision among the states.

Committee attention should be directed to the relationship of private insurance to
the public benefit. Neglect of this area at the federal level has permitted a shifting
of costs from the private sector to the public sector. Medicare has become the
primary insurer for the disabled and aged, with an abdication of responsibility by
the private market. Obviously, this abuse of the public sector should be stemmed.
We are supportive of approaches considered by the Finance Committee in past
sessions to ensure that primary coverage comes from insurance and third party
payers. A special case has been made for older workers who continue in their
employment. Perhaps the time has come for Congress to phase in requirements to
shift the first dollar health protection for such individuals to the private sector. A
phased-in transition should be implemented to ensure that the disadvantages of
underwriting such insurance protection do not become disincentives for an employer
to continue the services of an older worker.

For the elderly, the medically needy category is of great importance. It constitutes
the catastrophic protection which is a major component of the social safety net.
Under the Medicaid program, however, some states have abused the availability of
federal matching funds to expand their eligibility limits. Obviously, in a period of
retrenchment, there should be a move toward standardizing the parameters of the
categories and medically needy classifications. Rather than increase the state discre-
tion in this area, we believe the federal interest is better served by phasing in
standard limitations. States should be permitted to provide supports above limits at
their own expense. Such a uniform approach would be helpful in constructing a
public spending floor as a component of any competitive health care model. At the
same time, we point out to the committee that the budget information does not
indicate savings from changes in accounting for eligibility in the categorical pro-
grams. We seriously question whether a retrospective accounting methodology as
proposed might not be punitive for potential SSI recipients living in long term care
facilites. We believe only a prospective accounting system can prevent hardships
from occurring.

III. CONCLUSION

We believe these numerous options for containing escalating program costs are
preferable to a wholesale change in the framework of Medicare and Medicaid. Our
message is clear: we would prefer to see incremental changes now and a time
schedule established for reviewing systemic changes following the pressures of the
budgetary debate. There is a need to alter the Medicare and Medicaid programs and
to improve our service system to meet growing human needs in a cost-efficient
manner. However, to make those changes during these emotion-filled debates on
economic recovery is to shortchange the American public.

Our association stands ready to assist the committee in evaluating various ap-
proaches to cost savings and to work with members of the committee in improving
the responsiveness of our public programs to the needs of older Americans.

KEY PoINm OF AHCA's TEsIMoNY

AHCA endorses the following amendments in the Medicaid program which would
reduce expenditures without damaging delivery of basic services:

1. Provide the states with authority to develop cost-effective reimbursement poli-
cies for all providers similar to the recent changes in nursing home reimbursement
effected by Public Law 96-499.

2. Permit states to achieve greater program savings in purchase of health care
services and medical equipment by amending present law (i.e. amend freedom of
choice).

3. Encourage the states to reasonably restrict "medically needy" eligibility by
withholding federal payments for higher income recipients.

4. Amend federal laws to permit states to develop innovative cost savings pro-
grams such as co-payments and family supplementation.

AHCA endorses the following intitiatives to achieve efficiency in Medicaid long
term care services:

1. Redesign federally mandated survey and certification procedures for maximum
efficiency.
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2. Revise regulations and eliminate those that are not cost effective or do not
relate to patient care.

3. Simplify utilization review.
4. Develop programs to place patients in the least costly setting that meets their

health care needs.
AHCA opposes the DHSS proposal to give states flexibility to achieve program

savings through waivers, which are arbitrary and bureaucratic. AICA reommends
that the Congress enact statutory changes to allow states to realize reduction of
expenditures.

AHCA supports the National Governors' Association's (NGA) Initiative to obtain
some of the savings earmarked for Medicaid by implementing prospective reim-
bursement policies in Medicare. AHCA strongly opposes the NGA s proposal to cap
only long term care in Title XIX.

STATEMENT OF THE AMERICAN HEALTH CARE ASSOCIATION

The American Health Care Association (AHCA), which represents 7,500 nursing
homes nationwide, supports the efforts of the Administration and the Congress to
restore the viability of the American economy by reducing the growth of the
Federal budget. Our members, their employees and the residents that they serve,
have felt the sting of inflation. We are committed to working with the Administra-
tion and the Congress to find a cure for this economic disease.

Nursing home providers, however, like the members of the Senate Finance Com-
mittee, also have a duty to assess the impact of budget cutting on the elderly and
handicapped-our mutual constituents. The President has proposed to reduce Med-
icaid f,'nding by $1 billion in fiscal year 1982 and to cap Federal Medicaid expendi-
tures . future years. Nearly 50 percent of the residents of nursing homes are
suppo..ed by the Medicaid program nationwide. Sustained budget reductions of the
magnitude proposed by the Administration may have a harmful impact on the
availability and qua lity of long term care services for the poor, unless they are
carried out in a responsible and equitable manner.

AHCA believes that any reduction of Medicaid funding should adhere to the
following basic principles, which are more fully developed in Attachment A:

The Federal government must not abrogate or transfer to the states its responsi-
bility for the long term health care needs of Medicaid recipients as part of a Federal
budget reduction without developing adequate assurances that those individuals will
receivE the services they need.

Action to reduce the growth of Medicaid expenditures should be equitable. No
group of beneficiaries or providers should be unfairly singled out to absorb dispro-
portioi .te loss of Federal support.

The '.udget reductions must be accompanied simultaneously by supportive legisla-
tive and regulatory changes which allow state governments and providers greater
flexibility in providing more cost-effective care and minimize adverse effects on
beneficiaries.

in developing specific proposals for implementing budget savings, attention should
initially be focused on regulatory reform proposals, i.e. elimination of current re-
quiren. nts (1) where the costs of compliance outweigh the benefits, (2) which do not
relate .., patient care, or (3) which restrict the state's ability to develop cost effective
programs to meet their needs.

The .'ederal government must seek budget savings in the Medicare program
which absorbs a much greater share of the Federal budget than Medicaid and
emplo-i less efficient reimbursement policies.

The Administration's proposals, as we understand them, fail to adhere to these
principles in two important areas. Medicare, particularly Medicare reimbursement,
an inherently inflationary mechanism, is exempted from budget savings. Also, the
Department of Health and Human Services has eschewed overhaul of the statutory
and regulatory obstacles to efficient management of the program by state govern-
ments in favor of a liberal blanket waiver of state initiatives.

AHCA endorses the National Governors' Association's call for reform of Medicare
reimbursement. We agree with the governors that the Federal government could
limit the spiraling growth of health care costs by the employment of a well-designed
prospective reimbursement methodology in Title XVIII. AHCA is currently conduct-
ing a study of the potential impact of the use of prospective reimbursement for
skilled nursing facilities participating in Medicare. As you know, Medicare utilizes
an inefficient and inflationary retrospective reimbursement system. We believe we
can prove that a prospective system will expand skilled nursing services, reduce the
nee for patients to remain in a costly hospital bed because a SNF bed is not
available, and limit both the cost of the individual's care and the overall expense of
the Medicare program.
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AHCA is surprised that the Administration is apparently attempting to live up to
its promise of greater state flexibility in the Medicaid program by reliance on
waivers, rather than by specific statutory and regulatory amendments. While the
Secretary of Health and Human Services appears to be genuinely committed to
more autonomy for the states, the waiver authority he envisions will counteract this
freedom by re-establishing the authority of Federal governments to veto state initia-
tives. Moreover, it would appear to exclude the Congress from a role determining
which aspects of the program are to be eliminated and which are to be retained in
the interests of efficiency.

AHCA believes that the Administration and the Congress should directly address
the programmatic aspects of the Medicaid cuts, rather than promising the states
sympathetic consideration of thei- initiatives. We recommend that the following
proposals be adopted by the Congress to achieve savings in Federal outlays for
Medicaid:

Provide the states with authority to develop cost-effective reimbursement policies
for all providers similar to the recent changes in nursing home reimbursement
effected by Public Law 96-499.

Curtail "Freedom of Choice" legislation, permitting states to achieve greater
program savings in purchase of health care services and medical equipment.

Encourage the states to reasonably restrict "medically needy" eligiblity by with-
holding Federal payments for higher income recipients.

Amend Federal laws to permit states to develop innovative cost savings programs
such as co-payments and family supplementation.

We also recommend the following initiatives for achieving greater cost savings
and efficiency in the long term care component of Medicaid:

Redesign Federally mandated survey and certification procedures for maximum
efficiency.

Revise regulations and eliminate those which are not cost effective or do not
relate to patient care.

Simplify utilization review.
Develop programs to place patients in the least costly setting to meet their health

care needs.
(Note: The above are described in more detail in Attachment B.)
We believe that the above would provide maximum freedom for the states to

achieve savings in the Medicaid program without curtailing basic entitlements or
services.

AHCA opposes the National Governors' Association's (NGA) alternative proposal
to restrict Federal Title XIX expenditures for long term are services. The NGA
bases its initiative on the inaccurate assumption that nursing home services a)'e the
most rapidly growing component of Medicaid costs.

Data of the Department of Health and Human Services contradict the NGA
assertion that nursing home services are the most rapidly rising component of
Medicaid costs and indicate that the growth is attributable to treatment of the
mentally ill and retarded in Intermediate Care Facilities for the Mentally Retarded
(ICF-MR). The data indicate that in 31 states the estimated percentage of the
Medicaid budget consumed by nursing home services (other than ICF-MR) will
decline during the period from fiscal year 1978 to fiscal year 1982. However, if ICF-
MR services are included only 19 states decrease the percentage of the budget which
g to long term care services. Moreover, the estimated nationwide percentage of

medicaid expenditures going for nursing home services will decline slightly (2.8
percent) during the same period if ICF-MR is excluded but will increase 1.7 percent
if ICF-MR is included. The states are largely responsible for this increase as a
result of their policies to "deinstitutionalize" state supported mental institutions
and to place these individuals in ICF-MRs and nursing homes funded by Medicaid.

Studies have indicated that growth of nursing home expenditures are also due
primarily to increased utilization and general inflation. Nursing home services are
one of the few services covered by Medicaid which can attest to the increased
utilization as having a significant impact on the growth of expenditures. The elderly
population in need of these services has been increasing and is projected to expand
in future years.

AHCA maintains that Medicaid nursing home care is very cost effective. It should
be noted that states have successfully employed prospective reimbursement systems
for nursing homes for several years in order to contain costs. Medicaid reimburse-
ment to nursing homes is unique in that historically states have a considerable
amount of flexibility and latitude in developing payment methodologies for nursing
home services. Since the inception of the program, states have had the great
flexibility to develop efficient nursing home reimbursement methodologies.
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As a result of this flexibility, in 1.977 states began developing and implementing
prospective reimbursement systems with built-in cost containment mechanisms and

incent s, such as cost center limits and ceilings on payment rates. Currently,
thirtylht states employ prospective reimbursement; forty-eight states establish

variou ceilings on costs; twenty-four states impose overall rate limits; thirty-three

states have cost center ceilings; and thirty-four states offer incentives for eficient
providers.

These systems have been successfully employed to contain nursing homes' costs

and typically result in payments to providers that are lower than their costs of

serving needy Medicaid patients. As a result of these systems with their cost

,,,onlainment mechanisms, payments to nursing homes have been restrained. It

should also be noted that a recent amendment to the Medicaid law provides states

additional flexibility and latitude in establishing ,,rospective reimbursement sys-

tems and determining payments to nursing homes.
Medicaid nursing home cost increases have been limited to increases attributable

to inflation, greater utilization and costly state regulations. These costs have grown

approximately 15 percent per year in recent years largely because of inflation. The

NGA maintains, however, that the state governments could convert a block grant

for the long term care portion of the Medicaid program, capped at 7 percent in

fiscal year 1982, into a more comprehensive system of services, including non-

institutional care.
To apply a cap and block grant solely on long term care would be to single out

one group of beneficiaries to bear the burden of reduced Federal suport which is

contrary to the Administration's objective of equitable sacrifice. In addition, to the

extent that nursing home services are not provided and non-institutional services

are not available, recipients will be forced to remain in more costly hospitals which

will increase expenditures in that area.

[Attachment A]

IMPLICATIONS OF THE BuDGr REDUCTIONS ON LONG-TERM CARE PROGRAMS

NEEDS OF BENEFICIARIES

AHCA believes that it would be tragic for the Federal government to abrogate or

to transfer to the states its responsibility for the long term health care needs of

Medicaid recipients as part of a Federal budget reduction, without developing ade-

quate assurances that these individuals will receive the services they need.
Nursing homes are the principal institutions for delivery of long term care for the

elderly and handicapped. Home health and support services are an alternative to

institutional care but these programs are haphazardly funded by the Federal gov-

ernment and are unavailable in many parts of the country. Medicaid and to a much

lesser degree, Medicare, are the principal Federal funding mechanisms for care

inside a nursing home. Federal support of home health and support services is less

extensive and less concentrated, involving Titles XVIII, XIX and XX.
We advocate the development in the community of a mix of facility and home

based services that will permit delivery of care in the most appropriate setting. We

are concerned, however, that some states will leap into lower cost home health

programs and withdraw funding for care in long term care facilities to the detri-

ment of Medicaid recipients of institutional care, if Federal funds are cut back and

states are given discretion to do so. Perhaps 10% of all residents in nursing homes

could be cared for in a community based setting if appropriate services were

available. Many residents in nursing homes, particularly those covered by Medicai

do not have homes or living relations that would permit them to take advantage of

home health care programs. An increasing number of residents supported by Medic-

aid are the "frail elderly" who are severely debilitated and could not function

outside an institutional setting, except through massive expenditures for care.
The Federal government established the patterns of long term care delivery by its

categorical requirements in both Title XVIII and XIX. If the patterns of delivery are

to be restructured, the states must be given maximum flexibility to assess needs and

package delivery systems, but the Federal government has a responsibility to insure

that current recipients are not disenfranchised and that long term care services are

available to entitlement recipients who need them.

REQUIREMENTS OF PROVIDERS

Both the Federal and state governments have a stake in maintaining the viability

of health care providers when they cut back on Medicaid funding. Hospitals, physi-

cians, nursing homes, home health agencies-all provide necessary services to the

community.
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Modern nursing homes are largely the product of a public demand, generated by
the creation of Title XVIII and Title XIX. Nearly 50 percent of all long term care
facility residents are funded by Medicaid. Another 4 percent are funded by Medi-
care. Nursing home construction, life and fire safety devices, staffing, and adminis-
tration are mandated by Federal or supplementary state regulations.

Unlike hospitals, nursing homes are primarily (80 percent) for-profit corporations.
They are labor intensive businesses with a median size of 100 beds and employing
over one hundred staff members as an average. General inflation and Federally
mandated requirements such as minimum wage increases and compliance with life
safety codes have greatly increased the cost of maintaining a nursing home.

Despite the increases in expenses, the cost of nursing home services (i.e. nursing
care, social programs, room and board) have been held to a reasonable level in
recent years. The expansion of nursing home costs in the Medicaid program is a
result of increased utilization resulting from a growth of the elderly population
needing long term care, eligibility criteria adopted by the states and a shift of
expenditures for the care of the mentally ill and retarded from state programs to
Medicaid, as well as the proliferation of excessive government regulations unrelated
to patient care. Despite these increases, most state Medicaid plans have stringent
controls on the per-patient charges for Medicaid nursing home services through the
use of prospective reimbursement methods with built-in cost containment features,
plus incentives for efficiency. A provision in the recently enacted 1980 Omnibus

econciliation Act (Public Law 96-499) was specifically designed to increase state
flexibility for developing cost-effective Medicaid nursing home rates.

Drastic reduction in Medicaid reimbursement to nursing homes will have the
effect of lowering the quality of care or restricting bed availability for Medicaid
patients, unless the administrative and regulatory requirements required by the
Federal government are simplified and streamlined. Providers can furnish care at
lower costs if they are given freedom, within reasonable limits, to produce cost
savings. Expansion of prospective systems to all state Medicaid programs would
further reduce program costs, particularly if providers are permitted to keep part of
the cost savings as an incentive for efficiency.

THE MEDICARE-MEDICAID CONNECTION

The Reagan Administration has targeted Medicaid for reduction of Federal out-
lays, but has exempted Medicare as part of the social safety net. Federal Medicare
outlays are projected at over $40 billion in fiscal year 1982; Medicaid outlays at
$18.2 billion. AHCA agrees that Medicare benefits are an essential component of the
well-being of our senior citizens. We also point out that Medicaid coverage for long
term care services, particularly for those recipients without families or other means
of support, is an equally valuable component of the social safety net.

AHCA does not believe that current Medicare reimbursement or regulatory poli-
cies are efficient vehicles for the delivery of care to benficiaries needing acute or
long term care. Medicare's retrospective "reasonable-cost" reimbursement policies
are inflationary and do not impose either incentives or disincentives for cost-effec-
tive delivery of care.

Title XVIII policies have had a pernicious effect on long term care. Nursing home
operations have dropped out of Medicare in droves because of excessive administra-
tive requirements, low utilization created by arbitrary Federal policy, and retrospec-
tive denial of reimbursement. Medicare policies have also had a harmful effect on
the Medicaid program. Several states have adopted Medicare principles of reim-
bursement with little opportunities for cost savings by the government other than
ruthless denial of charges for service rendered and concomitant provider uncertain-
ty and resentment.

AHCA implores the Administration and the Congress not to uncritically reject
Medicaid and endorse Medicare. Medicaid long term care reimbursement and regu-
latory policies-are more cost-effective than their Medicare counter-pal.p Adoption
of the former for all institutional providers participating in either Title XVIII or
XIX programs would drastically reduce Federal health care expenditures without
affecting benefits for recipients.

(Attachment BI

SPECIFIC BUDGET REDUCTION RECOMMENDATIONS

DEVELOPMENT OF COST EFFECTIVE PROVIDER REIMBURSEMENT POLICIES

AHCA believes that the recent changes in nursing home reimbursement effected
by Public Law 96-499 can serve as a model for removal of impediments for states to
develop cost effective reimbursement methodologies. Section 962 of Pirblic Law 96-
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499 often referred to as the "Boren Amendment," provides that states must reim-
burse nursing homes based on rates that are adequate to meet the costs which must
be incurred by efficiently and economically operated facilities in order to provide
care in accordance with mandated requirements and standards. Within this broad
statutory requirement, states have the flexibility to develop their own methodology
for establishing rates based on the unique needs within and characteristics of the
state. In fact, the principle purpose of the amendment was to provide states addi-
tional flexibility in determining reimbursement to nursing homes.

Although states have been given considerable flexibility and latitude, the amend-
ment also requires that states provide assurances to the federal government that
the rates are adequate and satisfy the statutory requirement. Thus, the states have
obtained sufficient flexibility while the federal government has retained appropriate
authority to ensure that its minimum requirements are met. This approach to
reimbursement for nursing homes could serve as a model for other providers and
other aspects of the program as well as fitting within the overall framework of the
Medicaid program AHCA recommends- retain Medicaid as an entitlement program
but permit maximum state flexibility in determining eligibility, services, and reim-
bursement.

Medicaid reimbursement to nursing home is unique in that even prior to the
additional flexibility provided by the "Boren Amendment," states had a consider-
able amount of flexibility in developing reimbursement methodologies for nursing
homes. For several years states have used this flexibility to control the per patient
day costs of nursing home services through the employment of prospective reim-
bursement plans with built in cost containment mechanisms, such as cost center
limits and ceilings on payment rates. AHCA earnestly believes that as a result of
these systems with their cost containment mechanisms and the unrealistically low
reimbursement rates which preceded these systems, payments to nursing homes are
not excessive and contain "very little fat" controllable by a facility. To assume that
payment rates to nursing homes could be significantly reduced without having a
detrimental impact on quality of care would be a tragic mistake.

CURTAILMENT OF FREEDOM OF CHOICE

Under the existing freedom of choice statutory provision and implementing regu-
lations, the only services which are amenable to volume purchasing are eyeglasses,
hearing aids, prescribed drugs and durable medical equipment. Last year, a provi-
sion was introduced (and subsequently dropped) in the omnibus reconciliation bill
limiting freedom of choice for beneficiaries obtaining services and supplies under
Medicaid. The intent of this provision was to enable states to achieve greater
savings through bulk purchase of services. The states were to be limited in this only
to the extent that the restrictions on freedom of choice were cost-effective, assured
reasonable access to services, and avoided substantially adverse effect on access to
teaching hospitals.

AHCA supports curtailment of freedom of choice to permit state governments the
opportunity to negotiate competitive prices for provider services and vendor goods,
provided there are safeguards to prevent the use of this provision to exclude partici-
pation by providers or vendors for any other reason than non-competitive prices.

GREATER STATE COST SAVINGS FLEXIBILITY

Federal laws should be amended to permit states to develop innovative cost
savings program.

Several states have sought authority to introduce costs savings measures in the
Medicaid program. Last year the Alabama Congressional delegation introduced
legislation permitting family supplementation, copayments and greater authority to
crack-down on program abusers. Massachusetts is currently exploring a negotiated
rate purchase system with groups of provides.

The Administration has promised to develop a comprehensive health care reform
package which would reduce the growth of health care costs. While work on that
initiative goes on, states should be permitted maximum flexibility to develop cost-
effective systems by the elimination of Federal legislative and regulatory restric-
tions.

RESTRICTING ELIGIBILITY

One approach to reducing Medicaid expenditures is to address the issue of in-
creasing utilization by imposing stricter limits on eligibility for benefits. Eligibility
could be tighterided up in an effort to ensure that only the "truly needy" are
receiving benefits.
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For example, the income standard to qualify as a "medically needy" recipient
could be reduced. The medically needy are generally people whose incomes are too
high to receive cash assistance (e.g., SSI, AFDC) but who cannot afford to pay their
medical bills. The amount of their incurred medical expenses must equal or exceed
the amount of income they have above the state income level. Each state with a
medically needy program (over half the states) sets income levels for determining
eligibility of the medically needy. The level at which these income standards are set
could be reduced so that only the "truly needy" are covered.

Another approach, which has been proposed by the Congressional Budget Office,
is to eliminate from coverage as "categorically needy" individuals who only receive
optional state supplements. The categorically needy are generally individuals who
are eligible for Medicaid because they can meet the income requirements for cash
assistance, regardless of the extent of their medical bills. However, thirty-four states
also have elected to include in the categorically needy group persons whose income
disqualifies them for federal SSI payments but who receive state supplements. That
is, these individuals do not receive federal cash assistance, but receive state supple-
ments and are entitled to Medicaid benefits as the categorically needy group. The
Congressional Budget Office has estimated that a savings of $320 million could be
realized in the first year if these individuals no longer receive Medicaid benefits as
categorically needy. The five year savings was estimated to be almost $2 billion. It
was further estimated that elimination of this coverage would eliminate or reduce
Medicaid benefits for about 600,000 persons. However, the "truly needy" would
continue to receive benefits because those individuals living in states with coverage
for the medically needy could continue to receive benefits if they had sufficient
medical expenses.

SURVEY AND CERTIFICATION REFORM

A poll of AHCA members last year revealed that long term care facilities are
surveyed an average of ten times each year. Each survey involved approximately
three government inspectors and takes the full time of three to five facility staff
members. We believe that the survey process is an expensive administrative process.

Immediate changes could save program administration costs, free facility staff for
patient care activities, and reduce expenditures for unneeded correction plans. Such
changes include:

Combining all the federally mandated surveys into one. We see no reason why an
inspection of care team, certification team, Professional Standards Review Organiza-
tion team and Health Planning team (for appropriateness review) all must review
essentially the same components of long term care facilities.

Extend provider agreements. Facilities performing well could be reviewed every
two years rather than annually if provider agreements could be made for twenty-
four months. This way, survey teams could concentrate their efforts of facilities
having numerous deficiencies.

Revise the survey report form. Currently, inspectors survey five hundred twenty
separate items in skilled nursing facilities. We suggest that this form be cut back to
only statutorily required and other elements critical to the provision of health care.

Improve survey training so that all inspectors know the standards and can recom-
mend cost effective corrections. Misinterpretation and surveyor private interpreta-
tion of rules account for large expenditures, eventually billed to the Medicaid
program. One AHCA facility replaced five doors five times because each successive
inspector had a different idea of fire door requirements.

REVISE REGULATIONS AND ELIMINATE THOSE WHICH ARE NOT COST EFFECTIVE OR DO
NOT RELATE TO PATIENT CARE

The skilled and intermediate care facility conditions of participation contain
numerous provisions that are either not cost effective and/or not related to patient
care. These rules relate to committee meetings, recordkeeping requirements and
other activities. The interpretive guidelines accompanying the nursin# home stand-
ards frequently impose additional requirements. For example, regulations requiring
"timely visits by consultants are translated in the guidelines to five hours per
week. We suggest that the conditions of participation and guidelines be reviewed
and rewritten in an outcome oriented, rather than process oriented fashion. This
regulation reform would result in more efficient use of nursing home staff.

Some examples of rules we believe should be reviewed include:
Frequency of physician visit-Regulations mandate that physicians must visit

patients every 30 or 60 days, whether or not the patients' conditions warrant a
physician visit. We suggest rules be revised to require visits based on patient need,
an allowance of nurse practitioner and physician assistance visits (under general
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physician supervision) in lieu of physician visits. This change would reduce physi-
cian Medicaid costs, not facility costs.

Committees: The pharmaceutical, infection control and utilization review commit-
tees, each necessitating numerous professional's attendance, could be eliminated if
their functions could be accomplished more efficiently.

Consultants: Highly qualified consultants are required in skilled facilities whether
or not department performance shows a need for consultants. These include: medi-
cal records administrators, social workers, dieticians, advisory dentists, activity
consultants.

Patients' rights-Interpretive guidelines far exceed the regulations. For example,
guidelines require that patients who are wearing safety devices be observed every 30
minutes and that observation must be documented.

Since federal nursing home rules apply to facilities with both Medicare and
Medicaid patients, the potential savins realized would apply to both the Medicare
and Medicaid programs. We believe that these measures would effectively control
the growth of long term health care costs (but not necessarily lead to immediate
cost savings).

A second step-in regulation reform must be directed at the state level. The federal
government portion of Medicaid payment must cover state as well as federal rules.
These state standards often far exceed federal rules, especially in the areas of staff
qualification, numbers of staff, and reporting requirements.

Two approaches could be directed at curbing the growth of health care costs as a
result of state rules:

Disallow costs related to state requirements from the federal Medicaid match. In
this option, the federal government would not pay for state imposed standards
beyond federal requirements.

If federal payment for state standards is continued, require states, as a condition
of being part of the Medicaid program, to establish mechanisms to review the cost
and necessity of their rules. These mechanisms could be similar to those mandated
on the federal level by Executive Order 12291, (regulation reform), the Regulatory
Flexibility Act (for small entities), and the Paperwork Reduction Act.

SIMPLIFIED UTILIZATION REVIEW

Utilization review in long term care facilities, the system of assuring that each
Medicare and Medicaid patient needs the services being given, is an expensive and
burdensome Medicaid requirement. We believe it is not worth the Medicaid dollars
now spent. Typically, it involves three activities: (1) Each attending physician must
visit Medicaid patients either monthly or bimonthly in order to certify the need for
continued care; (2) Facilities hold monthly meetings with administrative and nurs-
ing staff and three private physicians in attendance to review physician certification
and continued need for care; (3) At least annually, an inspection of care team visits
each facility to inspect the record of each public pay patient. (These visits often
involve several weeks of daily facility attendance with three or more health profes-
sionals. This survey is paid in full by the Federal government.)

This process could be greatly simplified and made less costly to the Medicaid
program if:

Greater attention was given to patients entering the long term care system and
less attention to those already placed in facilities. A good assessment prior to
admission could reduce unnecessary placements.

Patients with little discharge potential were reviewed less frequently than is now
required. If discharge is not expected for at least six months, review should not be
necessary for six months.

Patients with no discharge potential were not reviewed. In some instances, espe-
cially in the case of terminally or progressively ill, utilization review is only a paper
exercise.

Mail, telephone and other expedient review procedures replaced physician visits,
meetings, and on-site review. The Iowa Professional Standards Review Organization
has found these procedures to be extremely cost efficient.

Physicians assistants and nurse practitioners (as well as physicians) could certify
the need for care.

Combine the three review activities into a single, binding review process.

CONSIDER SHIFTING PLACEMENT OF PATIENTS FROM MORE COSTLY TO LESS COSTLY
HEALTH CARE SETTING

Nursing home Medicaid expenditures must not be viewed in a vacuum. The
provision of long term care is actually performed along a continuum, in various
ocations-from services rendered in the home to services provided in acute care
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hospitals. These services may be paid for by the Medicaid program, by state funds,
through the Veterans Administrationm by Medicare, or by other federal programs.
We belieVe that services should be delivered in the most cost effective setting that
meets the patient's needs. We suggest that funds expended through Medicaid be
viewed in relation to the overall government dollars spent in providing long term
care. Reduction of Medicaid nursing home disbursements will have the effect of
raising Federal long term care costs in other programs, usually at a higher level of
ex penditure.

Ihe community long term care facility is the most cost-effective source of health
care for individuals in need of the services provided in these facilities. We wish to
bring to your attention:

When the Veterans Administration places a veteran in a community nursing
home, the cost of that care is less than over half of what it would cost in a long
term care Veterans Administration facility. Still, the VA is planning on converting
or building thirty-two nursing home facilities in the near future.

State mental institutions cost two to four times as much to care for a patient as
would a community long term care facility. Some chronically mentally ill patients
currently in state institutions could be adequately cared for in general community
nursing homes. Others could be cared for if community long term care facilities
were permitted to specialize in the care of the chronically mentally ill. However,
present law excluded Medicaid reimbursement for certain age groups when such
specialization exists.

Likewise state institutions for the mentally retarded are far more costly than
most long term care facilities. Current rules require that facilities for the mentally
retarded all have similar program standards, whether or not all patients could
benefit from such programs. If program requirements were based on the patient
needs and potential rather than blanket standards, cost savings would be realized.Some hospitals are gradually becoming long term care facilities because communi-
ty nursing home placement for patients is not available. Large numbers of patients
are receiving acute care (at acute care prices) when they need long term care (at
approximately a quarter of the cost). During 1980, the American Association of
Professional Standard Review Organizations conducted a one day survey of patients
awaiting nursing home placement. The 101 PSROs reported a total of 17,783 pa-
tients awaiting placement on one single day. A reason for this "back-up" is resist-
ance of long term care providers to participate in the Medicare program because of
numerous problems inherent in this program.

We believe that the hospital back-up problem will continue and that its toll on
Medicare and Medicaid programs will escalate. A reason is that many states are
trying to control (or cap) their long term care expenditures by prohibiting the
building of long term care facilities and the addition of beds. We see this as a short-
sighted solution to a complex problem.

STATEMENT BY DR. THOMAS G. BELL, EXECUTIVE ViCE PRESIDENT, AMERICAN
HEALTH CARE ASSOCIATION

Mr. Chairman, members of the committee, I am grateful for the opportunity to
communicate to you the position of the nearly 7,9W0 members of the American
Health Care Association on the President's budget proposals and to examine their
impact on older Americans. I will confine my remarks to the administration's
medicaid proposals.

The American Health Care Association today offers specific suggestions to help
the administration and Congress restore the viability of the American economy by
reducing the growth of the Federal budget. We recommend adoption of several
statutory and regulatory amendments to give State governments sufficient flexibil-
ity and incentive to achieve substantial savings in the medicaid program without
curtailing basic entitlements or services for those who need them:

1. Provide the States with authority to develop cost-effective reimbursement poli-
cies for all providers similar to the recent changes in nursing home reimbursement
effected by Public Law 96-499.

2. Permit States to achieve greater program savings in purchase of health care
services and medical equipment by amending present law.

3. Encourage the States to reasonably restrict "medically needy" eligibility by
withholding Federal payments for higher income recipients.

4. Amend Federal laws to permit States to develop innovative cost savings pro-
grams such as co-payments and family supplementation.

We also recommend the following initatives for achieving greater cost savings and
efficiency in the long term care component of medicaid:

1. Redesign federally mandated survey and certification procedures for maximum
efficiency.
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2. Revise regulations and eliminate those that are not cost effective or do not
relate to patient care.

3. Simplify utilization review.
4. Develop programs to place patients in the least costly setting that meets their

health care needs.
We understand that the Department of Health and Human Services has chosen

not to seek similar legislative and regulatory relief for State governments seeking to
implement cost savings initiatives in the medicaid program but has opted to provide
broad waivers to the States instead. We believe that this is a mistake because it will
permit the Department to exert bureaucratic controls over state initiatives and
would exclude the Congress from a role in determining which aspects of the pro-
gram are to be eliminated and which are to be retained in the interests of
efficiency.

I would also like to comment on the alternative health care budget savings
proposals developed by the National Governors' Association. AHCA endorses the
National Governors' Association's call for reform of medicare reimbursement. We
agree with the Governors that the current reimbursement method is inflationary
and inefficient. We maintain that the Federal Government could significantly
reduce the growth of the Federal budget and nationwide health care costs by
implementation of a well-designed prospective reimbursement system for all serv-
ices funded by title XVIII. The American Health Care Association is currently
conducting a study of the potential impact of prospective reimbursement on skilled
nursing facilities participating in medicare. We believe that it will expand skilled
nursing services, limit the need for patients to remain in a costly hospital bed
because a bed in a skilled nursing facility is not available, and reduce the cost of the
individual's care and overall expense of the medicare program.

AHCA opposes the National Governors' Association's second alternative to the
Administration's proposal to cut medicaid funding-that is the NGA's recommenda-
tion to cap Federal Medicaid expenditures for long term care services. AHCA
maintains that to single out long term care as the only vehicle for achieving savings
in the medicaid program would be ineuitable, would not achieve the savings sought
by the administration, and would inflict undue hardships on nursing home resi-
dents. Medicaid nursing home services in most States are extremely cost effective
thanks to the use of reimbursement methods with built-in cost containment fea-
tures. The growth of long term care costs in the various State medicaid programs
have resulted almost exclusively from inflation or from increased utilization in-
duced by State policies.

In particular, the States have shifted the responsibility for the mentally ill and
mentally retarded from State-run institutions outside the medicaid program to
intermediate care facilities for the mentally retarded and nursing homes that are
funded by medicaid.

Were it not for this shift, 31 States would show a decrease in the proportion of
medicaid in their budgets in fiscal year 1982 over fiscal year 1978. Instead, only 19
States will show such a decline. This is what is expanding medicaid costs: riot
normal nursing home services provided to all title XIX recipients, but the distortion
created by State decisions to transfer part of their health care responsibilities to
Federal expense.

Your consideration of these proposals not only will directly affect more than
three-quarters of a million nursing home residents presently on public support.
Your consideration not only will affect the Nation's 18,000 medicaid and medicare
nursing homes, almost half of which are our members, and the million constituents
who work in them. Your consideration will impact most significantly on the mil-
lions approaching 65 who will need and who deserve quality long term care.

Senator HEINZ. Our last witness today is David Gagnon.
Please proceed, Mr. Gagnon.

STATEMENT OF DAVID E. GAGNON, M.P.H., WOMEN AND IN-
FANTS HOSPITAL OF RHODE ISLAND, PROVIDENCE, R.I.;
PRESIDENT, NATIONAL PERINATAL ASSOCIATION
Mr. GAGNON. Senator Heinz, I would like to introduce myself. I

am president of the National Perinatal Association, which is a
multidiscipline organization of physicians, nurses, allied help per-
sonnel and consumers who are dedicated to the advancement of
perinatal care in the Nation.
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We represent more than 5,000 members nationally. I am also
vice president of Womens and Infants Hospital of Rhode Island.

I would like to summarize briefly my thoughts that were submit-
ted by written statement, and these overlap both in title V and
title XIX and, therefore, I would like to submit this as testimony,
both for today's hearing and tomorrow's.

Senator HEINZ. Without objection.
[The testimony to be included in April 1, 1980, testimony.]
Mr. GAGNON. Thank you.
The National Perinatal Association believes that all pregnant

women have a right to a basic level of obstetric care during the
prenatal period, and that through a coordinated system of health
care incorporating the private, as well as public sectors, advanced
facilities should be available to mothers at high risk, who are poor,
throughout the pregnancy.

The reason for this commitment derives from accumulated expe-
rience and the increasing evidence in the national and internation-
al literature which clearly shows that mothers' receipt of health
services during pregnancy is associated with survival and the qual-
ity of life of her infant.

Historically, there has been support in this Nation for policies
and programs related to maternal and child health and it has been
and remains rooted in basic human decency and the collective
social conscience of the Nation.

Indeed, the first Federal grants and the first office for maternal
and child health was created in 1912 and later supplemented by
the Sheppard Towner Act of 1921, which programs laid the founda-
tion for those later authorized under title V of the Social Security
Amendments of 1935 for maternal and child health and crippled
children services.

More recently, the title XVIII amendments passed in 1965 sup-
plemented these.

We believe that children matter for themselves and that families
are due the assistance that will enable them to sustain their integ-
rity.

On this account alone, we consider it necessary that programs
'or mother and children remain a distinct and visible entity. Nev-
eitheless, it is important to remember that many economic benefits
flow to the general well-being of the Nation from enlightened
public policies and programs designed to promote sound maternal
and child health. Not least among these are the reductions and the
need for long-term institutionalization and other costly rehabilita-
tive and maintenance services, as well as the economic returns
from adults whose health and vigor were spared from serious prob-
lems through these programs.

The effects of resources allocated to maternal and child health
programs, particularly those funded under title V of the Social
Security Act, are among the very few human and health services
that can be measured in real and quantitative terms. In effect,
these programs have been, and remain, testimony to how a few
well-placed Federal dollars can be the trigger to creation of State
and local health service delivery systems, which incorporate the
best this country had to offer in professional expertise.
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The effect and absence of this prenatal care is dramatically
demonstrated by an occurrence rate of 22 percent low birth weight
infants born to the approximately 60,000 mothers in the United
States who had no prenatal care in 1977.

The estimated cost of neonatal care care for these infants was
$90 million, to which must be added the untold billions that will be
spent on continuing care for long-term sequela.

To this end, in the creation of a medicaid cap, we believe that we
must exempt those young women who are presently in need of
medicaid coverage in those 33 States in which it is either optional
or not now present for their first pregnancy.

We also believe that title V should remain unchanged in the
States, and under the purview of this committee so as an authority
similar to the authority that was created by title V can continue in
existence to serve all pregnant women, including those under med-
icaid.

A title V maternal and child health administration should con-
tinue to care for the medically indigent and plan for all maternal
and child health programs in partnership with the States.

We believe that these services are so critical to the well-being of
mothers and infants that they should remain substantially the
same as now constituted.

Senator CHAFEE. Well, thank you very much, Mr. Gagnon. I
came down particularly to hear you and I am sorry that I missed
the first part.

We appreciate what you had to say here, particularly-well, the
thrust of your argument which is against block granting title V.

Well, you have come to the right place because this falls under
the jurisdiction of this committee and we will be wrestling with
those matters in the days ahead.

Thank you very much.
As I understand, you are the final witness.
I want to thank you for coming today.
[Statement follows:]
TESTIMONY OF THE NATIONAL PERINATAL ASSOCIATION BY DAVID E. GAGNON,

M.P.H., PRESIDENT

SUMMARY

The NPA believes that elimination of a designated federal-state authority as
embodied in Title V will endanger the progress that has been made in improving
care for mothers and children.

The NPA recommends that Title V be preserved as presently constituted under
the control of this Committee.

The NPA recommends creation of a National maternal and child health adminis-
tration in HHS.

The NPA recommends that those categorical programs related to Title V be
clustered and administered by the designated MCH agency in each state.

The foundation for child and mat -rnal health care programs go back to the first
three decades of this century with twe creation of a Children s Bureau in 1912 and
the promulgation of the Sheppard Towner Act in 1922. These entities created by
Republican administrations were committed to a national program to improve ma-
ternal and child health. The infrastructure of the Children's Bureau became the
designated agency for the administration of that money granted by Title V of the
Social Security Act of 1935. The organization of a governmental agency dedicated to
maternal and child health is now emulated in most countries of the world.

The reason for the creation of such an organization remains as relevant today as
it was in 1935. In 1935 120,000 infants did not survive their first year for a rate of
58/1000 live births. Oi some 3.3 million infants born annually in the United States,



251

approximately 500,000 are considered to be at risk. In this cohort, it can be expected
that 50,000 infants will die and another 250,000 infants will be born with congenital
anomalies. Additionally, 33,000 fetal deaths occur before or at birth. We have come
a long way since 1935, but we still have a way to go.

Many believe that our country should reduce its infant mortality to 9/1,000 live
births by the end of this decade. It is now at 12.8/1,000 live births. If we are to
reduce infant mortality, we must concentrate on reducing low birthweight rates in
all the states and within each state in those areas that experience the highest rate
for low birthweight infants. These infants represent 7.2 percent of all live births in
the US', as compared to approximately 3 percent in the United Kingdom and
several other European countries. The effect of the absence of prenatal care is
dramatically demonstrated by an occurrence rate of 22 percent of low birth weight
infants born to the approximately 60,000 ,or.hers in the United States in 1977 who
had no prenatal care.

The estimated cost for neonatal care for these infants was $90 million. To this
would be added the enormous cost for the long term care of these damaged infants.
The cost for adequate prenatal care for mothers is one of the most cost-effective
ways to reduce this toll. But to achieve this national commitment to improve care
requires a partnership between the federal and state governments. This partnership
has been effective for forty-five years as embodied in the Title V legislation. The
relatively small amounts of money committed to the designated maternal and child
health agency in each state have had an enormous impact on reducing infant
mortality andsickness. These agencies not only provide direct services for mothers
and children in their states, they have acted as the planning and evaluation arm of
the state health departments in developing programs for the coordinated care of all
mother, infants and children in their state. Let us not forget the impact they have
had on coordinating immunization and other health programs and in regionalizing
perinatal and genetics programs. The maternal and child health decisions of health
departments have also acted as advocates for services that would improve the care
of mothers and children in their states.

The administration's proposal to cluster categorical programs, including Title V,
into four generic block grants, our organization believes will endanger the progress
our nation has made in reducing maternal and infant mortality and morbidity. We
believe that it will not only reduce significantly that money which is now committed
for essential direct services as prenatal care but it will also destroy the key advo-
cates for maternal and child health in every state the division so designated in each
of the state and territorial health departments. With the elimination of these
designated organizations will go much of the effective planning that has gone on
over the years and, more importantly, the evaluative base which has monitored the
process of healthA care for mothers and children. Our organization acknowledges
that there have been deficiencies in the organization of these programs as indicated
in the report 'Better Health for Our Children: A National Strategy." We do not
believe, however, that these deficiencies merit the drastic step of destroying an
organization that has had such an impact on maternal and child health over the
past several generations. Elimination of Title V as presently constituted would leave
our nation as one of the few in the world without a national directing force to
improve the care of mothers, infants and children.

80-480 0 - 81 - 17
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We strongly recommend that the Title V SSA, MCH and CC programs that are
under the jurisdiction of this Committee retain their present statutory authority
and remain under the control of the Committee.

We further recommend the creation of a maternal and child health administra-
tion in the Department of Health and Human Services with sufficient stature to
develop a national strategy for maternal and child health through cooperative
planning with the designated agency in each state.

We also recommend that this Committee i', cooperation with the Senate Commit-
tee on Labor and Human Resources would attempt to cluster those programs that
are now administered for the most part in each state by the respective division of
maternal and child health in each health department. This block grant for maternal
and child health should be designated to go to the appropriate agency in each state
for central administration according to the plans developed to improve health care
for mothers and children.

It is our belief that with the core Title V money committed to each state comple-
mented by money from a maternal and child health block grant that the essentials
of a planned MCH national strategy could be substantially preserved even in light
of the severe cutbacks contemplated.

We very much urge your Committee to adhere to the substance of our recommen-
dations. Myself and my association stand ready to work with you and with other
concerned parties to develop a plan that will attempt to minimize the jeopardy in
which we see mothers, infants and children placed if the concept of block grants as
proposed by the Administration is implemented.
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FOREWORD

The Association's Ninth Annual Fiscal Pressures Survey represents the most dismal financial outlook
to date for New York's hospital system. The voluntary and public hospitals of the State have
incurred losses exceeding $1 billion since 1974. At the same time, this continuous record of
operating losses without major public calamity has dulled the sensitivity of State officials and
elected representatives to administrators' and trustees' often-stated concerns for the future well-
being of the hospital system.

To some degree, the size, support and momentum of a public service organization, such as a hospital,
enables it to avoid backruptcy - despite mounting losses and bad credit ratings - for a significant
period of time. However, in addition to relying on good will, what have hospitals done to survive?

" Hospitals borrow money. This increases the cost of health care because interest costs
will be calculated into future hospital rates.

" Hospitals have significantly ,xtended the time in which they normally pay their bills.
" Hospitals utilize philanthropic funds to reduce operating losses and pay expenses.
" Hospitals spend depreciation reserves, normally set aside for replacement of plant and

capital equipment in order to pay short-term debt.
' Numerous cutbacks are made in areas which do not directly involve patient care, such
as delaying purchases, reducing manpower, delaying routine maintenance, as well as elimi-
nating patient amenities.

' Many facilities are beginning to develop contingency plans or actually implement a re-
duction in services for their communities.

, Some critically needed hospitals have received emergency State and federal bail out funding.
Also, emergency appeals and "reimbursement experiments" have begun in order to avoid ad-
ditional losses inherent in the current system.

In spite of these stop-gap efforts and outstanding management initiatives, hospitals do go bankrupt
and hospitals do close. During the past five years, 47 New York State hospitals closed as a result of
financial problems. These closures, combined with decertifications and transfers of acute care beds
to long term care, have resulted in a reduction in the State hospital system capacity of over 10,000
beds.

Although the hospitals in New York State have fallen into a situation where their financial position
and credit worthiness are the worst in the nation, the most difficult test of their resourcefulness
may come. Governor Carey has proposed a series of reductior.s in Medicaid expenditures for Fiscal
Year 1981-82 amounting to $43.1 million. These reductions in State expenditures will trigger
additional losses of $46.1 million in federal funding and $43.1 million in county support, resulting
in a total reduction of $132.3 million. Compounding the cutbacks on the State level, President
Reagan is proposing a $100 million reduction in federal Medicaid spending for the current Fiscal
Year and a $1 billion reduction in Fiscal Year 1982 by placing a 51,1 cap on program growth.
Governor Carey estimates the loss to New York State at $300 million.

These federal and State curtailments in the Medicaid program will have a deleterious impact on Blue
Cross reimbursement, which by government edict, is tied to the Title XIX program. Further, should
the Statc proposal for takeover of the Medicare program succeed, the adverse financial plight of the
hospitals will intensify for it also would be linked to Medicaid reimbursement.

The fiscal viability of the hospital system in the Empire State has reached the crisis point. Those
committed to its survival -- government officials to private citizens - must meet the challenge. It is
hoped the statistics in this Survey will underscore this situation.

George B. Allen
President
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INTRODUCTION

The Hospital Association of New York State (HANYS) has been
analyzing the profits and losses reported by member hospitals in their
annual audited Financial Reports 'since its 1971 survey. Financial
reports refers to Uniform Financial Reports for the years 1975 through
1978 and to the Institutional Cost Report and the Blue Cross and New
York State Supplement to the Institutional Cost Report for 1979. This
ninth annual survey compares data for the five years 1975 through 1979.

This survey includes the reports of 220 voluntary and 25 public not-
for-profit hospitals. Every reasonable effort has been made to include
every member hospital. The only hospitals not included are those for
whom data was not available to permit a five-year comparison.

Because of accounting and reporting changes, data for the New York
City Health and Hospitals Corporation (NYCHHC) facilities could
not be included with the information of the 25 public hospitals
referred to above. Nevertheless, data for the NYCHHC are separately
reported in the vital signs section.

Amounts from the financial reports of voluntary hospitals and from
public hospitals have been separately analyzed to avoid the possibility
that government subsidy programs and/or policies might have yielded
misleading or noncomparable results. In fact, where included and
identified on public hospital financial reports, subsidies have been sub-
tracted from total revenues in compiling this study.
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SECTION I
VOLUNTARY AND PUBLIC HOSPITAL

HIGHLIGHTS

" 79.6% of New York's voluntary and public hospitals operated in the red in 1979.

" Average voluntary and public hospital net operating losses increased 3.4% from
$1.324 million in 1978 to SI.369 million in 1979.

" Aggregate voluntary and public hospital net operating losses increased over 10.1%
from $228 million in 1978 to $251 million in 1979.

• 110 voluntary and public hospitals operated in the red each year from 1975
through 1979 rolling up an aggregate S919 million loss - an average of almost S1.7
million per hospital each year.

* Total "bottom line" losses rose 9.8% from $183 million in 1978 to $201 million in
1979 for voluntary and public hospitals.

" Non operating revenues (including contributions, bequests, other philanthropy, and
income on endowments) of voluntary and public hospitals fell steadily from 2.0%
of expenses in 1975 to 1.6% in 1979.

" Only 8 hospitals had no losses in any of the 5 years from 1975 to 1979.
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245 VOLUNTARY AND PUBLIC HOSPITALS
NET OPERATING LOSS TREND

AGGREGATE HOSPITALS HOSPITALS
NET WITH NET WITH NET

OPERATING OPERATING OPERATING
LOSSES LOSSES PROFITS

(S Million) S Million Number S Million Number

1975 S160 S175 167 S 15 781

1975 to 1976:
Increase/ Decrease)

Amount $4) S(7) 28 $(3) (28)

Percent (3 Y (4)% 17% (20 )r% (36)"

1976 $156 S168 195 $12 501

1976 to 1977:
Increase( Decrease)

Amount S57 $62 3 $5 (3)

Percent 37",c 37% 2 ,C 42'1 (6 Y,,%

1977 S213 S230 198 S17 47 J
1977 to 1978:
Increase/( Decrease)

Amount $15 $18 (11) $3 II

Percent 7% 8' (6 r 181f 23

1978 $228 S248 187 $20 581

1978 to 1979:
Increase/ Decrease)

Amount $23 $19 8 S(4) (8)

Percent 10 81 4% (20)' ( 14y'c

1979 $251 S267 195 $16 50 J
4
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245 VOLUNTARY AND PUBLIC HOSPITALS
NET OPERATING LOSS TREND
($ MILLIONS)

$156
160

$213

$228

$251

1975 1976 1977 1978 1979

I

5
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VOLUNTARY AND PUBLIC HOSPITAL
PROFIT AND LOSS SWINGS

FIVE-YEAR IMPACT
1975 - 1976- 1977 - 1978- 1979

Aggregate Five Year
Net Profit or (Loss)

Cumulative Cumulative
Number Percent Percent S Million $ Million

Loss all 5 years
Loss 4 of 5 years
Loss 3 of 5 years
Loss 2 of 5 years
Subtotal of
Net Losses

Loss I of 5 years
Some profits
each year

Subtotal of
Net Profits

Net Losses

110
61
31
20

222

15

__8&

23

245

45,*
25

13
8

45 (
70
83
91

91 91

6

-3-

9

6

9

100% 100%

$ (919)
(94)
(37)
(2)

(1,052)

$ (919)
(I ,013)
(1,050)
(1,052)

20 (1,032)

24 (1,008)

44

o(1,_o8)

One hundred ten of the two hundred forty-five voluntary and public hospitals studied suffered a
loss for each of the five years - 1975 through 1979. Only eight hospitals (3%) were in the black
for every one of the five years.

The hospitals which had operating losses in every one of the five years accounted for 45% of the
total surveyed. Their aggregate five-year losses were $919 million - an average of more than $180
million every year.

On the average, each of the one hundred ten hospitals in the red each year lost more than $1.6
million every year from 1975 through 1979. Conversely, the average annual operating profit of each
of the eight hospitals in the black was only S .6 million.

The cumulative impact of these operating results for the five years 1975 through 1979 is illus-
trated by the accompanying graph.

6
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VOLUNTARY AND PUBLIC HOSPITAL
PROFIT AND LOSS SWINGS

FIVE-YEAR IMPACT
1975 through 1979

No Los

Lou I of 5 Years

Loss 2 of 5 Years

Loss 3 of 5 Years

Loss 4 of 5 Years

Loss All 5 Years

3%

6%

8%

13%

I I

25%

45%

7
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VOLUNTARY AND PUBLIC HOSPITAL
NON-OPERATING REVENUE

$ Million

$81
80
80
86
94

*NOTE: In 1978, one hospital reported receipt of
million. Due to the extraordinary nature of this
the year-to-year comparisons, the amount has been
table above.

the proceeds of a trust in excess of $9
transaction and tc avoid distortion of
excluded from the $86 million in the

Unrestricted contributions, bequests, and other philanthropy are reported in the special
"non-operating revenue" section of the financial reports. Unrestricted income earned on
the invested proceeds of such philanthropy plus unrestricted income earned on endoments
whose principal has been restricted as to use by the donor are also reported as "non-
operating revenue". Both philanthropy and the income earned on unconsumed, invested
philanthropy are important sources of revenue needed to defray expenses such as bad debts
and free care not reimbursed by Blue Cross, Medicaid, No-Fault, or Workers' Compensation
under New York State revenue controls.

EXPENSES

Expenses
(S Millions)

1975
1976
1977
1978
1979

$4,064
4,497
4,871
5,325
5,915

7c of Increase

11%
8
9

ll

New York's hospitals have contained the rate of increase in expenses for 1979 below the
general rate of inflation as measured by the Consumer Price Index.

8

1975
1976
1977
1978#
1979

% of Expense

2.0%
1.8
1.6
1.6
1.6
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A SECOND BASIS FOR ANALYSIS - "BOTTOM LINE" RESULTS

Profits and losses are analyzed on two bases. The first basis focuses on "operating" results by
subtracting total costs from total revenues exclusive of "non-operating revenue", which is
reported in a separate section of the financial reports.

The second basis is referred to as "bottom line" results. "Non-operating revenue" either
reduces the "operating" loss or increases the "operating" profit to obtain the "bottom line"
profit or loss.

This survey focuses analyses on "operating" results in the belief that operating information
more accurately reflects the consequences of management and/or regulatory initiatives
without adding other influences generally considered non-controllable.

However, it is recognized that some users of financial statements may look at the net results
after all revenues and expenses if for no other reason than that the number is readily obtained
and may seem to be more readily understandable. Because of their more limited utility,
"bottom line" results are not analyzed as extensively as "operating" profits and losses.

The effects of "non-operating revenue" on individual hospital results caused some hospitals
to change to "bottom line" profit from "operating" loss positions. Others remained in their
original profit or loss position with "bottom line" results which were more favorable than
their "operating" results. The summary below indicates a five-year comparison of"operating" losses and "bottom line" losses. A more detailed analysis of "bottom line"
results by geographic location follows the summary below.

VOLUNTARY AND PUBLIC HOSPITAL
COMPARISON OF "OPERATING" AND' BOTTOM LINE" LOSSES

"Operat in" Losses "Bottom Line" Losses
$ Million Number $ Million Number

1975 $175 167 $126 115
1976 168 195 115 132
1977 230 198 169 153
1978 248 187 183 138
1979 267 195 201 148

9
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VOLUNTARY AND PUBLIC HOSPITAL
ANALYSIS OF "BOTTOM LINE" RESULTS
(BEFORE IDENTIFIED GOVERNMENTAL SUBSIDIES)

"BOTTOM LINE" LOSSES
$ %ofNumbu

Million Number State Region

"BOTTOM LINE" PROFITS
$ % of Number

Million Number State Region

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

$ 53.1
18.9
12.8

1.7
3.5

10.6
8.3

16.6
$125.5

34
5

14
10
16
9
8

19
II5

14%
2
6
4
7
4
3
8

47%

59%
26
35
36
52
47
47
58

$13.1
7.6
6.1
7.1
3.4
3.4
1.7
3.8

S46.2

24
14
26
18
15
10
9

14
130

10%
6

11
7
6
4
4
6

53%

41%
74
65
64
48
53
53
42

New York City $ 44.1 33 13% 57% $18.2 25 10% 43%
Nassau-Suffolk 11.8 3 I 16 5.7 16 7 84
Northern Met. 19.7 22 9 55 3.1 18 t 45
Albany 3.1 15 6 54 3.4 13 5 46
Utica 2.5 19 8 61 1.4 12 5 39
Syracuse 7.9 11 4 58 2.7 8 3 42
Rochester 7.9 12 5 71 .8 5 2 29
Buffalo 18.4 17 7 52 4.5 is 7 48
State $I 15.4 132 54% $39.8 I13 46%

1

9

7

5

1

9

7

6

1

9

7

7

1

9

7

8

9

7

9

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

$ 81.0 43 18% 74%
17.9 8 3 42
28.3 28 11 70
4.2 16 7 57
3.8 20 8 65
7.5 8 3 42
6.4 9 4 53

19,7 21 9 64
$168.8 153 62%

$ 89.5
27.3
22.4

6.1
4.1

13.7
1.7

17.8
$182.6

$107.1
23.6
18.3
4.6
2.9

20.1
3.7

20.4
$200.7

41
8

25
17
17
8
3

19
138

41
I0
26
18
14
12
7

20
148

17%
3

10
7
7
3
S

56%

17%
4

II
7
6
5
3
8

60%,

71.I
42
63
61
55
42
18
58

71%
53
65
64
45
63
41
61

S 9.3
8.8
6.1
2.9
1.4
2.9
1.9
3.3

$36.6

$17.7
8.3
5.9
2.7
3.1
4.5
4.6
3.2

$50.0

12
II

12
12
!1
II

8
1292

17
II
15
I!

6%

4
5

4

3
5

38%

7%
4
6
4

26%
58
30
43
35
58
47
36

29%
58
37
39

14 6 45
II 4 58
14 6 82
14 6

107 44%

$10.5 17 7%
6.9 9 4
7.7 14 6
3.5 10 4
4.0 17 7
3.8 7 3
3.9 10 4

.JA6 13 5
$43.9 97 40%

42

29"7
47
35
36
55
37
59
39

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Bu ffa lo
State
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VOLUNTARY AND PUBLIC HOSPITAL
OPERATING RESULTS BY GEOGRAPHIC LOCATION

OPERATING LOSSES
$ % of Number

Million Number State Region

OPERATING PROFITS
S % of Number

Million Number State Region

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

New York City
Nassau-Suffolk
tNorthern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

$ 89.4
20.4
16.5
4.5
5.9

11.2
9.4

18.0
$175.3

$ 75.8
14.7
25.6
5.7
6.1
9.1

10.5
20.7

S68.2

45
9

27
21
23
1I
10
21

49
12
34
22
25
15

189(
4

11
9
9
4
4

9
68%

20%7

14
9

10
6

78%
47
68
75
74
58
59
64

84%
63
85
79
81
79

1

9

7

5

1

9

7

6

I

9

7

7

I

9

7

8

1

9

7

9

$ 4.4
2.6
I.I
I.I

.7
1.8
.9

13
10
13
7
8
8
7

5%
4
5
3
3
3
3

2.1 12 5
S14.7 8i 32%

22%
53
32
25
26
42
41
36

$ 3.5 9 4% 16%
1.5 7 3 37
1.0 6 2 15
1.4 6 2 21
.5 6 2 19

1.4 4 2 21
.4 3 I 18

2.5 9 4 27
S 22 5O 20%

$ 4.5
5.1
2.5

.5

.4
1.4
1.3
1.5

$17.2

4
II

4
2
4
7
6
9

47

2%
4
2
1

2
3
2
4

19%

7%
58
10
7

13
37
35
27

New York City $131.1 51 21% 88% $ 4.6 7 3% 12%
Nassau-Suffolk 30.9 12 5 63 3.6 7 3 37
Northern Met. 28.3 34 14 85 2.7 6 2 15
Albany 9.9 24 10 86 .4 4 2 14
Utica 8.1 23 9 74 1.3 8 3 26
Syracuse 14.8 8 3 42 3.5 11 4 58
Rochester 3.0 9 4 53 2.9 8 3 47
Buffalo 21.4 26 II 79 .7 7 3 21
State S247.5 187 76% $19.7 58 24%

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

$149.5
29.9
24.5
8.5
6.5

19.4
4.8

23.8$T6---

53
13
32
23
23
13
8

30
195

22%
5

13
9
9
5
3

12
80%

91%
68
80
82
74
68
47
91

$ 4.9
1.9
2.9
.8

1.0
2.2
1.7
.7

$16.1

5
6
8
5
8
6
9
3

50

2%
2
3
2
3
2
4
1

20%

9%
32
20
18
26
32
53

9

14 6 82
24 10 73

lT-5- 807

11

$118.9 54 22% 937
20.7 8 3 42
35.4 36 15 90

7.7 26 I1 93
8.3 27 i 87
8.5 12 5 63
7.9 I1 4 65

22.4 24 10 73
$229.8 198 81%
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SECTION II
VOLUNTARY 1[OSPITAL

HIGHLIGHTS

* 79.1% of New York State's voluntary hospitals operated in the red in 1979.

* Average voluntary hospital net operating losses increased 4.31 from $1.086
million in 1978 to S 1.133 million in 1979.

* Aggregate voluntary hospital net operating losses increased over 13.81 from $159
million in 1978 to $181 million in 1979.

* Adjusted per diem costs rose 8.6', from 1978 to 1979 compared with an 11.8'7e
increase for the nation.

95 voluntary hospitals operated in the red each year from 1975 through 1979
rolling up an aggregate $618 million loss an average of more than $1.3 million
per hospital each year.

Total -bottom line" losses rose 14.0", from $114 million in 1978 to $130 million
in 1979 for voluntary hospitals

Non-operating revenues (including contributions, bequests, other philanthropy,
and income on endowments) of voluntary hospitals fell steadily from 2.1% of
expenses in 1975 to 1.7% in 1979

$557 million of community equity in voluntary hospitals has been cannibalized to
underwrite losses from 1975 through 1979. If the 1979 rate continues in the
future, the $2 billion equity of the 220 %oluntary hospitals will be consumed in
13 years and 7 months.

Only 8 hospitals had no losses in any of the 5 years from 1975 to 1979.

13

80-480 0 - 81 - 18
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220 VOLUNTARY HOSPITALS
NET OPERATING LOSS TREND

AGGREGATE
NET

OPERATING
LOSSES

($ Million)

HOSPITALS
WITH NET

OPERATING
LOSSES

$ Million Number

HOSPITALS
WITH NET

OPERATING
PROFITS

$ Million Number

1975 $102 S116 146 $14 741 1

1975 to 1976:
1ncrease/(De crease)

Amount SI $() 28 $(2) (28)

Percent 1% ( )% 19% (14)% (38)%

1976 S103 $115 174 $12 46

1976 to 1977:
Increase/(Decrease)

Amount $50 $55 I $5 (1)

Percent 49% 48% 1% 42% (2)%

1977 $153 $170 175 S17 45 ]
1977 to 1978:
Increase/(Decrease)

Amount $6 $8 (i1) $2 1I

Percent 4% 5% (6)9 12% 24%

1978 $159 $i78 164 $19 56

1978 to 1979:
Increase/(Decrease)

Amount $22 $1) 10 $(3) (10)

Percent 14% 11% 6% (16)% (18)%

1979 $181 $197 174 $16 46

14
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220 VOLUNTARY HOSPITALS
NET OPERATING LOSS TREND
($ MILLIONS)

$102
$103

$153

1975 1976 1977 1978 1979

15
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VOLUNTARY HOSPITAL
PROFIT AND LOSS SWINGS

FIVE-YEAR IMPACT
1975 - 1976- 1977 -- 1978- 1979

Aggregate Five Year
Net Profit or (Loss)

Cumulative Cumulative
Number Percent Percent S Million S Million

Loss all 5 years 95 43% 43% S(618) S(618)
Loss 4 of 5 years 56 26 69 (87) (705)
Loss 3 of 5 years 27 12 81 (36) (741)
Loss 2 of 5 years 19 9 90 (2) (743)

Subtotal of
Net Losses 197 90 -90 (743)

Loss I of 5 years 15 7 7 20 (723)
Some profits each year 8_ -3 10 24 (699)

Subtotal of
Net Profits 23 10 10 44

Net Losses 220 100% 1009%0 W 9a_

Ninety-five of the two hundred twenty voluntary hospitals studied suffered a loss for each of the
five years - 1975 through 1979. Only eight hospitals (3%) were in the black for every one of the
five years.

The hospitals which had operating losses in every one of the five years accounted for 43% of the
total surveyed. Their aggregate five-year losses were $618 million - an average of more than $120
million every year.

On the average, each of the ninety-five hospitals in the red each year lost more than $1.3 million
every year from 1975 through 1979. Conversely, the average annual operating profit of each of the
eight hospitals in the black was only S .6 million.

The cumulative impact of these operating results for the five years 1975 through 1979 is illustrated
by the accompanying graph.

16
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VOLUNTARY HOSPITAL
PROFIT AND LOSS SWINGS

FIVE-YEAR IMPACT
1975 through 1979

No Loss

Loss 1 of 5 Years

Lou 2 of 5 Years

Loss 3 of 5 Years

Loss 4 of 5 Years

Loss All 5 Years

3%

7%

9%

12%

26%

43%

17

J

I I
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VOLUNTARY HOSPITAL
NON--OPERATING REVENUE

$ Million % of Expense

1975 $80 2.1%
1976 79 1.9
1977 79 1.8
1978" 85 1.7
1979 94 1.7

Unrestricted contributions, bequests, and other philanthropy are reported in the special "non-
operating revenue" section of the financial reports. Unrestricted income earned on the invested
proceeds of such philanthropy plus unrestricted income earned on endowments whose principal
has been restricted as to use by the donor are also reported as "non-operating revenue". Both
philanthropy and the income earned on unconsumed, invested philanthropy are important sources
of revenue needed to defray expenses such as bad debts and free care not reimbursed by Blue
('ross, Medicaid, No-Fault, or Workers' Compensation under New York State revenue controls.

While virtually every hospital surveyed reported some "non-operating revenue", twenty-nine hospi-
tals reported more than $193 million, over 457r, of the total $426 million "non-operating
revenue" for the five years 1975 through 1979. Nineteen of tile twenty-nine hospitals reported
"'non-operating revenue" of at least S million in more than one of the five years.

During the five years under study, after application of "non-operating revenue", hospitals with
"operating" losses still faced staggering "bottom line" losses. In order to meet payrolls and pay
bills. these hospitals were forced to consume equity capital which might have taken many years to
a,.cumulate. This is somewhat analagous to an individual raiding savings to pay rent or to buy
food. Many communities have relied upon these funds to assure (endow) the future of health
care delivery to their citizens. Over one-half billion dollars of community investments in their vol-
untary hospitals have been consumed to meet "bottom line" losses in just the five years under
study.

(OMMUNITY EQUITY CONSUMED
(S MILLION)

1975 $ 84
1976 8f
1977 123
1978 127
1979 142
Total $557

Many hospitals' governing boards look upon this erosion of equity as a form of involuntary conver-
sion or confiscation of assets. They view protection of these assets as one of their fiduciary respon-
sibilities. Many have questioned whether governmental actions which restrict reimbursement to
less than reasonable cost may be in violation of their constitutional rights. Certainly, these trends
seem to threaten the future of voluntarism in health care and to undermine capital financing
efforts through philanthropy. It is also notable that "non-operating revenues" represent an
eser-decreasing proportion of expenses each year. This phenomenon has led some to question
whether prospective donors may be discouraged in the belief that their philanthropy can do little
to help health care institutions which were once a prime object of their interest.

*NOTE: In 1978, one hospital reported receipt of the proceeds ). a trust in excess of $9 million.
)ue to the extraordinary nature of this transaction and to avoid distortion of year-to-year com-

parisons, the amount has been excluded from the $85 million in the table above.

18
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VOLUNTARY HOSPITAL
EXPENSES

Expenses
(S Million)

S3,752
4,161
4.510
4,919
5,458

New York's hospitals have contained the rate of increase
of inflation as measured by the Consumer Price Index.

in expenses for 1979 below the general rate

Changes in the rate of increase in New York, using the American Hospital Association's adjusted per
diem cost* statistical measure, seem to compare favorably with others in the nation. New York
bettered the U.S. percentages every year in cost containment results. New York's five-year
average was also lower than those of the nation, New Jersey and Pennsylvania. New York's
adjusted per diem costs* might even be lower than those of the nation and other regions if geo-
graphic and economic differentials could be applied.

VOLUNTARY HOSPITAL
ADJUSTED PER DIEM COSTS

New York
Adjusted
Per Diem %
Cost* Increase

United States
Adjusted
Per Diem %

Cost' Increase

New Jersey
Adjusted
Per Diem %

Cost 4 Increase

Pennsylvania
Adjusted
Per Diem %
Cost* Increase

$153.95
169.25
185.94
204.03
221.48

$133.36
9.9% 152.94
9.9 174.68
9.7 195.07
8.6 218.06

43.9%

14.7%
14.2
11.7
11.8

63.5%

S126.36
142.63
160.09
173.52
192.68

12.9%
12.2
8.4

11.0

52.5%

$123.67
141.45
162.15
184.89
208.89

14.4%
14.6
14.0
13.0

68.9%

*NOTE: Adjusted per diem cost is calculated by dividing total expenses by total adjusted patient
days which represent the aggregate total of inpatient days and weighted outpatient units of service.

19

1975
1976
1977
1978
1979

7 of Increase

11 7C
8
9

11

1975
1976
1977
1978
1979

1975 - 79
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A SECOND BASIS FOR ANALYSIS -- "BOTTOM LINE" RESULTS

Profits and losses are analyzed on two bases. The first basis focuses on "operating" results by
subtracting total costs from total revenues exclusive of "non-operating revenue", which is
reported in a separate section of the financial reports.

The second basis is referred to as "bottom line" results. "Non-operating revenue" either re-
duces the "operating" loss or increases the "operating" profit to obtain the "bottom line"
profit or loss.

This survey focuses analyses on "operating" results in the belief that operating information
more accurately reflects the consequences of management and/or regulatory initiatives without
adding other influences generally considered non-controllable.

However, it is recognized that some users of financial statements may look at the net results
after all revenues and expenses if for no other reason than that the number is readily obtained
and may seem to be more readily understandable. Because of their more limited utility,
"bottom line" results are not analyzed as extensively as "operating" profits and losses.

The effects of "non-operating revenue" on individual hospital results caused some hospitals to
change to "bottom line" profit from "operating" loss positions. Others remained in their
original profit or loss position with "bottom line" results which were more favorable than their
"operating" results. The summary below indicates a five-year comparison of "operating" losses
and "bottom line" losses. A more detailed analysis of "bottom line" results by geographic
location follows the summary below.

VOLUNTARY HOSPITAL
COMPARISON OF "OPERATING" AND BOTTOMM LINE" LOSSES

"Operatin2" Losses -_ "Bottom Line" Losses
$ Million Number S Million Number

1975 $116 146 S68 94
1976 115 174 63 114
1977 170 175 Ill 131
1978 178 164 114 116
1979 197 174 130 129

20
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VOLUNTARY HOSPITAL
ANALYSIS OF "BOTTOM LINE" RESULTS

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

"BOTTOM LINE" LOSSES
$

Million

S 47.9
3.0
2.3
1.3
2.7
1.1
6.2
3.1

S 67.6

% of Number
Number State Region

33 15% 58%
4 2 22

13 6 33
8 4 31

11 5 48
5 2 33
7 3 47

13 6 48
94 43%

"BOTTOM LINE" PROFITS
$ % of Numb.-r

Million Number State Region

S 13.1 24 11% 42%
7.6 14 6 78
6.1 26 12 67
7.1 18 8 69
3.1 12 5 52
3.4 10 5 67
1.6 8 4 53
3.8 14 6 52

S 45.8 126 57%

1

9

7

5

9

7

6

1

9

7

7

1

9

7

8

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

$ 96.4
4.1

10.1
3.8
1.7
1.2
3.2
9.3

$129.8

40
9

25
17
8
8
5

17
129

18%
4

11
8
4
4
2
8

59%

70%
so
64
65
35
53
33
63

S 10.5
6.9
7.7
3.5
3.5
3.8
3.9
3.1

$ 42.9

17
9

14
9

15
7

10
I0
91

8%
4
6
4
7
3
5
5

41%

30%
50

36
35
65
47
67
37

21

New York City $ 36.3 32 15% 56% $ 18.2 25 11% 44%
Nassau-Suffolk 1.3 2 1 II 5.7 16 7 89
Northern Met. 6.6 21 10 54 3.1 18 8 46
Albany 2.9 13 6 50 3.4 13 6 50
Utica 1.5 13 6 57 1.0 10 5 43
Syracuse 3.1 8 4 53 2.7 7 3 47
Rochester 6.5 11 5 73 .6 4 2 27
Buffalo 4.7 14 6 52 4.1 13 6 48
State S 62.9 114 52% $ 38.8 106 48%

New York City $ 75.0 42 19% 74% S 9.3 15 7% 26%
Nassau-Suffolk 3.5 7 3 39 8.8 11 5 61
Northern Met. 10.8 27 12 69 6.1 12 5 31
Albany 4.0 14 6 54 2.9 12 5 46
Utica 3.2 14 6 61 1.3 9 4 39
Syracuse .6 4 2 27 2.9 II 5 73
Rochester 4.8 8 4 53 1.8 7 3 47
Buffalo 8.6 15 7 56 3.3 12 5 44
State $110.5 131 60% S 36.4 89 40%

New York City S 82.7 40 18% 70% $ 17.7 17 8% 30%
Nassau-Suffolk 4.0 7 3 39 8.3 II 5 61
Northern Met. 10.6 24 II 62 5.9 15 7 38
Albany 5.1 15 7 58 2.7 II 5 42
Utica 2.4 II 5 48 2.1 12 5 52
Syracuse 1.0 4 2 27 4.5 II 5 73
Rochester .8 2 1 13 4.6 13 6 87
Buffalo 7.4 13 6 48 3.2 14 6 52
State $114.0 116 53% $ 49.0 104 47%

I

9

7

9
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VOLUNTARY HOSPITAL
OPERATING RESULTS BY GEOGRAPHIC LOCATION

OPERATING LOSSES

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

$
Million

$ 84.1
4.5
6.1
3.8
5.0
1.5
7.3
4.4

$116.7

Number

44
8

26
19
18
7
9

15
146

% of Number
State Region

20% 77%
4 44

12 67
9 73
8 78
3 47
4 60
7 56

66%

OPERATING PROFITS
Sfo of Number

Million Number State Region

S 4.4 13 6% 23%
2.6 10 5 56
1.1 13 6 33
1.1 7 3 27
.5 5 2 22

1.8 8 4 53
.8 6 3 40

2.1 12 5 44
$14.4 74 34%

1

9

7

S

9

7

6

1

9

7

7

1

9

7

8

I

9

7

9

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

$138.8
10.1
16.3
7.6
5.3
2.2
4.2

12.6
$197.1

52
12
31
22
17
9
6

174

24%
5

14
10
8
4
3

11
79%

91%
67
79
85
74
60
40
93

$ 4.9
1.9
2.9

.8

.7
2.2
1.7
.5

$15.6

5
6
8
4
6
6
9
2

46

2%
3
4
2
3
3
4
1

21%

9%
33
21
15
26
40
60

7

New York City $ 67.9 48 22% 84% $ 3.5 9 4% 16%
Nassau-Suffolk 4.1 11 5 61 1.5 7 3 39
Northern Met. 12.5 33 15 85 1.0 6 3 15
Albany 5.4 20 9 77 1.4 6 3 23
Utica 5.0 19 9 83 .2 4 2 17
Syracuse 4.0 I1 5 73 1.4 4 2 27
Rochester 9.1 13 6 87 .3 2 I 13
Buffalo 6.7 19 9 70 2.3 8 4 30
State $114.7 174 79% $11.6 46 21%

New York City $112.9 53 24% 93% $ 4.5 4 2% 7%
Nassau-Suffolk 6.0 7 3 39 5.1 II 5 61
Northern Met. 18.0 35 16 90 2.5 4 2 10
Albany 7.1 24 Il 92 .5 2 1 8
Utica 7.6 20 9 87 .4 3 I 13
Syracuse 1.4 8 4 53 1.4 7 3 47
Rochester 6.1 10 5 67 1.2 5 2 33
Buffalo 11.2 18 8 67 1.5 9 4 33
State S170.3 175 80% $17.1 45 20%

New York City S124.3 50 23% 88% S 4.6 7 3% 12%
Nassau-Suffolk 7.6 II 5 61 3.6 7 3 39
Northern Met. 16.5 33 Is 85 2.7 6 3 15
Albany 8.8 22 10 85 .4 4 2 I5
Utica 6.3 17 8 74 .4 6 3 26
Syracuse 1.8 4 2 27 3.5 Il 5 73
Rochester 1.9 7 3 47 2.9 8 4 53
Buffalo 10.9 20 9 74 .7 7 3 26
State $178.1 164 75% $18.8 56 25%

22
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SECTION III
PUBLIC HOSPITAL

HIGHLIGHTS

* 84.0% of New York State's public hospitals operated in the red in 1979.

• Average public hospital net operating losses increased 10.0% from $3.017 million
in 1978 to $3.319 million in 1979.

• 15 public hospitals operated in the red each year from 1975 through 1979 rolling
up an aggregate $301 million loss - an average of more than $4.0 million per
hospital each year.

. Total "bottom line" losses rose 3.4% from $68.6 million in 1978 to $70.9 million
in 1979 for public hospitals.

23
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PUBLIC HOSPITAL
PROFIT AND LOSS SWINGS

FIVE YEAR IMPACT_ i
1975 1976-- 1977 -- 1973 - 1979

Cumulative
Percent Percent

Aggregate Five Year
Net Profit or (Loss)

Cumulative
$ Million $ Million

Loss all 5 years
Loss 4 of 5 years
Loss 3 of 5 years
Subtotal of
Net Losses

Loss 2 of 5 years

Net Losses

* = Less than $500.000

15
5

4

24

--1

20
16

80
96

96 96

4

I O0,/

4

00,%

Fifteen of the twenty-five public hospitals studied suffered a loss for each of the five years - 1975
through 1979. No hospitals were in the black for every one of the five years.

The hospitals which had operating losses in every one of the five years accounted for 60% of the total
surveyed. Their aggregate five-year losses were $301 million -- an average of more than $60 million
every year.

On the average, each of the fifteen hospitals in the red each year lost more than $4.0 million every
year from 1975 through 1979.

24

Number

$(301)
(6)

AD
(308)

$ __*

S(301)
(307)
(308)

(308)
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PUBLIC HOSPITAL
ANALYSIS OF "BOTTOM LINE" RESULTS
(BEFORE IDENTIFIED GOVERNMENTAL SUBSIDIES)

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

"BOTTOM LINE" LOSSES
S

Million

$ 5.3
15.9
10.4

.5
.8

9.5
2.0

13.5
$57.9

% of Number
Number State Region

4%
4
4
8

20
16
4

24
84%

100%
100
100
100

63
100
50

100

2
5
4
1

6
21

"BOTTOM LINE" PROFITS
$

Million

.3

.1

$ .4

Number State Region

- _% -%

3 12 37

I 4 50

4 16%

New York City S 7.9 I 4% 100% $ - - -% -%
Nassau-Suffolk 10.5 1 4 100 - -.

Northern Met. 13.0 1 4 100 - -
Albany .1 2 8 100 - - -

Utica 1.0 6 24 75 .4 2 8 25
Syracuse 4.8 3 12 75 * 1 4 25

Rochester 1.4 I 4 50 .2 1 4 50
Buffalo 13.8 3 12 50 .4 3 12 50
State $52.5 18 72% $1.0 7 28%

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

$ 6.0 I 4% 100%
14.5 1 4 100
17.4 1 4 100

.2 2 8 100

.6 6 24 75
6.9 4 lb 100
1.6 I 4 50

11.1 6 24 100
$58.3 22 88%

$ 6.8 1 4% 100%
23.3 I 4 100
11.8 I 4 100

1.0 2 8 100
1.7 6 24 75

12.7 4 16 100
1.0 1 4 50

10.3 ( 24 100
$68.6 2?. 88%

$10.7 I 4% 100%
19.5 1 4 100
8.2 I 4 100

.8 1 4 50
1.2 6 24 75

18.9 4 16 100
.5 2 8 100

11.1 3 12 50
S70.9 19 76%

* = Less than $50,000.

$

.1

.1

S.2

1.0

$1.0

1

3

3

-% -%

8 25

4 50

12%

-% -%

8 25

4 50

12%

5- . .. .% -%

* 1 4 50
.4 2 8 25

.6 3 12 50
$1.0 6 24%

25

I

9

7

6

1

9

7

9
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PUBLIC HOSPITAL
OPERATING RESULTS BY GEOGRAPHIC LOCATION

$
Million

OPERATING LOSSES
% of Number

Number State Region

OPERATING PROFITS
$

Million Numbe
% of Number

rState Region

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

I

9

7

5

I

9

7

6

9

7

7

I

9

7

8

I

9

7

9

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

* = Less than $50,000.

,,I -
-

.2

.1

$ .3

$ -

.3

.1

.2
$ .6

3

4

2

I

-4

-%

12

4

16%

-%

8
4
4

16%

-%

37

50

25

50
17

New York City
Nassau-Suffolk
Northern Met.
Albany
Utica
Syracuse
Rochester
Buffalo
State

$ 5.3
15.9
10.4

.7

.9
9.7
2.1

13.6
$58.6

$ 7.9
10.6
13.0

.3
1.1
5.1
1.4

14.0
$53.4

$ 6.0
14.7
17.4

.6

.7
7.1
1.8

11.2
$59.5

S 6.8
23.3
11.8
1.1
1.8

13.0
1.1

$69.4

$10.6
19.8
8.2

.9
1.3

17.1
.6

11.2
$69.7

C:

4%
4
4
8

20
16
4

24
84%

4%
4
4
8

24
16
4

20
84%

4%
4
4
8

28
16
4

24
92%

4%
4
4
8

24
16
8

24
92%

4%
4
4
4

24
16
8

20
84%

I
1
1

2
5
4
1
6
21

1
1
I

2
6
4

15
21

1
1
1

2
7
4
1
6

23

1
1
1

6
4

6
23

1
1
1

6
4
2
5

21

100%
100
100
100
63

100
50

100

100%
100
100
100
75

100
50
83

1OO%
100
100
100

88
100
so

100

100%
100
100
100
75
100
100
100

100%/
100
100
50
75

100
100
83

-%

4

4

8%

S

-l

$.
12

50

25

so

25

17

2

2

-

2

1
4

.9

$ .9

C
$. -

-

.3

.2
$ .5

8

8%

-%

4
8

4
16%

26

It'

I

2

e
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SECTION IV

VITAL SIGNS

Selected statistics and financial information called "vital signs"
are presented in this section. The data is presented in a number
of ways to facilitate analyses according to the bases chosen.

Combined "vital signs" for the 245 voluntary and public hospitals
presented in Section I of this survey are reported here both in
summary for each of the five years 1975 through 1979 and also, by
region for 1979. Also, separate "vital signs" for the 220 voluntary
hospitals and for the 25 public hospitals are each reported by year
and by region.

Other "vital signs" presentations include:

* Shrinkage over five years - voluntary and

public hospitals

New York Health and Hospitals Corporation

27
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..VITAL SIGNS"
245 VOLUNTARY AND PUBLIC HOSPITALS*

ACUTE CARE
INPATIENT (Adult and Pediatric)

Beds
Average Beds Per Hospital
Discharges
Days
Occupancy Rate
Average Days Stay

INPATIENT (Total *)
Discharges
Days
Average Days Stay
Births

OUTPATIENT
Clinic Visits
Emergency Service Vists

HOSPITAL- BASED RESIDENTIAL
HEALTH CARE FACILITIES

Number of Facilities
Beds
Average Beds Per Facility
Discharges
Days
Occupancy Rate
Average Days Stay

PAYROLL
Employees (Full-tune Equivalents)
Salines (S Mdllon)
Salary Per Full-tune Equivalent
Salanwws Expenes

COMPOSITE STATEMENT OF
REVENUES AND EXPENSES

(S Milln)
Revenue from All Sources
lUi - Nonoperatmg Revenue

Expeanes
Net Opwatmg (Lovaca)

CHANGE
175 1976 1975 76

62.135
254

2.042,662
19,580.867

86-3%
96

2 1l3.127
19,979,02 1

95
194,282

62,807256
2.081.848

19.825,895
86 2%

95

2.153.330
20,239.894

94
193.517

I 1%.8
19
13

( 1)

19
1.3

(I I)
(4)

1977

62.813
256

2.103,986
19.418,979

84 7%
92

2.176,200
!9,826,772

91
198.348

5,163,271 5.137.831 (.5) 5.322.221
4.820.335 5.060.910 50 5,069,265

52
3.548

68
11,734

1,099.542
84.9%
937

57
3.734

66
11,992

1.278,395
93.5%

I066

199,474 202.557
$2.384 2 $2,550.1
S11,952 $12.590

587% 56.7%

$3.984.9

3,903.6

S (160.6)

$4,421 2

4.340.9

4,46.96
$0(55.9)

96
5.2

(2 9)

163
10.1
13.8

15
70
53

(34)

10.9
(1.2)

10.6
2.9

57
4.247

75
11,109

1,502.074
96.9%

135 2

207,621
$2.715.2
$13,078

557%

S4.739. I
804

4871 3

CHANGE
197o-77

CHANGE
1977-78

b2,768
256

I ! 2.103,820
(2 I) 19.449.261
(1 7) 849%
(3 2) 9.2

11
(20)
(3 2)
25

2,175,041
19.855.563

9.1
194,672

36 5.201,639
.2 5,113,575

137
136
(7 4)
175
36

26-8

2.5
65
39

(1.8)

57
4.238

74
9,481

1.511,317
97.7%

1594

210.622
S2.943 3
S13,974

55.3%

72 $5.191.9
95.2

8.3 53245
(36-4) $I

I )% 62,817
256

2.128.136
19.651.999

85.7%
9.2

(I)
.I

(1 9)

2.199.438
20,058.151

91
195.316

(2.3) 5.459,136
9 5,219.841

(2)
(I 3)

(147)
6
.8

179

14
84
69
( 7)

96
18.4

9.3
(7.1)

57
4,416

77
12,084

1.553,104
96.4%

128.5

216.586
$3,219.9
$14,867

54-4%

$5,757.9
93 9

5.6640
59147

AVERAGE% ANNUAL
CHANGE % CHANGE

t22&2 . 9

.1%

1.2
I0
.9

II
10

,3

.3%
II

(.2)012)(II)

tlOI

tI

5.0 14 0
21 2 1,M

424.1
27 5
28

(1 3)
(194)

2.8
9.4
6.4

(0.6)

10.9
(1.4)

11.1
(10.1)

246-1
33
.8

10.3
3.4
93

Does ot mclude New York City Health and Hospitals Corporation.
"Includes Routine Nursry at 1/3 and Premature Nursry.



SUMMARY OF VOLUNTARY AND PUBLIC* HOSPITAL
1979 "VITAL SIGNS" BY REGION DOWNSTATE

Total Northern Total
Statewide Downstate New York City Nasau-Suffolk Metropolitan Upstate

UPSTATE

Albany Utina Syracue Rochester Buffalo

NUMBER OF HOSPITALS

ACL'I CARE
INPATIENT (Adult and Pediatric)

Beds
Average Beds Per Hospital
Discharges
Days
Occupancy Rate
Average Days Stay

INPATIFNT (Total *i
Discharges
Days
Average Days Stay
Births

OUTPATIENT
Clinic Visits
Emergency Service Visits

HOSPITAL BASED RESIDENTIAL
HEALTH CARE. FACILITIES

Nunher of Facilities
Beds
Average Beds Per Facility
Discharges
Days
Occupancy Rate
Average Days Stay

PAYROLL
Employees (Full-tune Equivalents)
Salaries (S Million)
Salary Per Fuil-time Equivalent
Salaries. Expcnws

COMPOSITE STATEMENT OE
REVENUES AND EXPENSES

(S Million)
Revenue from All Sources
Less Non-operating Revenue

Expenses
Net Operating I Loswes)

25 117 58 19 40 128 28 31 19 17 33

62,817 39.399 25.683
256 337 443

2,128.136 1,279,200 799,773
19.651,999 12,420,49) 8.130,593

85.7% 864% 867%
9,2 97 10,2

219,438 1_324,081 828,66
20.058.151 12.714,345 8,338,165

91 96 101
195.316 120.236 75,641

5,459.116 4,282.900 3.691,823
5,219,841 3,023,936 1.768,609

57 9 6
4.416 1.177 1,062

77 131 177
12.084 3.473 3,272

1,553,104 396.389 354,973
064% 923% 91 6-

128 5 114 1 108.5

21( Ss 140.155 98.391
S3,219 9 $2.325 1 $1.704 2
S14.867 $16,589 S17.321

54-4% 55 8% 56 5%

15.-,57 9 14.0394 $2.921 8
939 11 _47

5,664.0 3.09 2 2.873 9
s9147 4-163 .L.
$2507) S1094.1) S(1445)

6.100 7.616 23,418 5.180 3,283 4,605 3.409 6,941
321 190 183 185 106 242 201 210

232.627 246,800 848,936 179,441 128,405 172,2F84 129,037 239,769
.. 037,687 2,252,219 7231.500 1.672,728 52.,476 1,399,726 1,064,551 2.142.019

91 5% 81 0% 846% 885% 79.5% 83 3* 85 6% 84.5%
88 91 85 93 74 8 1 8.2 89

241.423 253.990 875,357 185,041 132.210 177,898 134,130 246.078
2,092,850 2.283.330 7.343.806 1.704,031 966.572 1,419.908 1.085,809 2,167,486

87 90 84 92 73 80 8.1 88
23.709 20.88Rn 75.080 13.593 11.428 17,517 13.667 18,875

370,718 220,359 1,176,236 127,011 159,934
607,' l1 647,616 2.191.905 499.480 347.187

3 48
115 3,23Q
38 67

201 8,611
41,416 1.156.715

98 7% 978'%
200 0 1343

20.036 21,728
$3170 13039
15.822 $13,987

55 1% 53 3%

76,431
$894 8

S11.707
iI 1%

15584 $5592 11.7185
1 1 3 _l1 0 23 7

547.1 548 2 1.694-8
575 1 59 I714
$128 0) S{2~) 

1S,)

4 20
230 1,197
58 60

131 939
8,.550 432,580

995% 090%
637 8 460.7

16.939 10,851
1194.8 $1189

$11,500 110,958
529% 52.6%

1367 2 5227 I
6.6 -5

3 g])-; 220 6

368 3 2261
V,"r) sIrs1

212.505 379,634 297.062
428.764 295,890 624.584

7 9 8
391 1,025 396
56 114 50

2,531 1,467 3.543
140.491 359,686 140,408

984% 96.1% 97.1%
55 5 245.2 39.6

15.758 12.590 20,293
1189.4 $165,5 $226.2

112.019 $13,145 S11.147
50 8% 49 3% 50.4%

5356 6 $335.9
9 33

355 7 3VIY6
3729 335.7s .121) $13_I)

$431.7
644M3

448.4
su.l-b)

'Does not include New York City Health and Hospiials Corporaton.
"
5

Includes Routine Nursery at 1 '3 and Premature Nursery

ti



t.,i)

-VITAL SIGNS"
.20 VOLUNTARY HOSPITALS

%CHANGE
1975 1976 1975-76

'BCHANGE
192kZ7

CHANGE

.197-78

AVERAGE% ANNUAL
CHANGE % CHANGE

219-7 1975-79

ACUTE CARE
INPATIENT (Adult and Pediatnc)

Beds
Average Beds Per Hospital
Dtcliartes
Days
Occupancy Rate
Average Days Stay

INPATIENT (Total*)

Days
Average Days Stay

OUTPATIENT
Clinic Viits
Emergency Service Visiti

HOSPITAL- BASED RESIDENTIAL
HEALTH h CARE FACILITIES

Number of Facilities
Beds
Average Beds Per Facility
Discharges
Days
Occupancy Rate
Average Days Stay

PAYROLL
Employees ( Full-tnie Equivalents)
Salarw (S Million)
Salary Per Full-time Equivalent
Salares+Expenses

COMPOSITE STATEMENT OF
REVENUES AND EXPENSES

(S Million)
Revenue from All Sources
Less - Non-operating Revenue

Expenses
Net Operating (Losses)

57.545262
1.994.983

18.266.045
870%

9.6

1,962.054
18.641 559

95
183.919

58.164264
1.933,680

18.532.281
87 1%

96

, .001.30<)
18.920.003

95
183.734

I 1%.8
20
IS
.I

20

1.5

(I)

18.160,437
85 5%

93

,028.671
18.545.2S9

91
188,365

4.687,402 4.652.,687 ( 7) 4,.851.001
4,435.475 4.668.539 5.3 4,686.334

46

48
10,427

72.3985
893%
69.4

184737
S2,226.4
$1 2,052

59.3%

$3,730,0

3.649.5
3.751.8

5o2.672
53

10.832
906.365

927%
83 7

187,056
$2,383 7
$12,743

57.3%

$4,1370

72.0
4.058.0
4,161 I

S (103.1 )

8.720.3
104
3.9

25.2
3.8

20.6

1.3
7.1
57

(34)

10.9
(1,9)

10.9
(.8)

493.061
62

9.930
1,084.083

97.0%
109.2

192,283
S2.542.0
S13,220

56.4%

&4,435.6

4,356 5

S(153.2)

.1%.4
14

(20)
(1.81
(31)

1.4
(20)
(4.2)
2.5

58.223265
1,962,706

18,169.118
85.5%

93

2,030,359
18.553.387

9.l
184,911

43 4.741201.4 4,719.565

(20)146
170
(8.3)
196
4.6

305

2.8
66
37

(1.6)

493,052
62

8,466
1,091.634

980%
1289

194.861
$2.753 5
S14.131

560%

7 2 $4,3539.1 944
4,759 5

8.4 4_9188
(48.6) S (I 59,Y)

% 58.297-265

I 1,981,712
18-343.143

862%
93

I 2.049.354
18.726.098

91
(I 8) 185.366

(2.3) 4.976,087
7 4,825.224

(3)

(147)
-7

1.0
18.0

1.3
83
6.9
(.7)

9419.3

91
(4.0)

503,352
67

11,316
1.178,082

96.3%
104.1

200.258
S3.007,7
S15,019

55.1%

SS.371 4
94.6

5.276 8
5,458-3

*Includes Routine Nursery at 1/3 and Premature Nursery

1%

10
1.0

99

3%3
12

1
(2)
(18)

II

(I.1)

5.0 1.6

12.7
99
2-1

157
2.0

12,5

2.09.8
81

33,7
7.9
(1.7)

(19.21

28

92
6.3

(I 6)

10.7
.2

11.0
(139)



SUMMARY OF VOLUNTARY HOSPITAL
1979 "VITAL SIGNS" BY REGION

NUMBER OF HOSPITALS

ACUTE CARE
INPATIFNT (Adult and Pediatric)

Beds
Average Beds Per Hospital
Discharges
Days
Occupancy Rate
Average Days Stay

INPATII NT (Total 1°)
Discharges
Days
Average Days Siay
lirths

OUTPATIENT
(hni. Visits
Emegevnc) Service Visits

HOSPITAL BASED RESIDENTIAL
II-ALTI CARl- FACILITIES

Number of Faciliies
Beds
Average Beds Per Facility
t)s.harges
Days

1ccupan:y Rate
Average Dais St.A

PAYROLL
F mplovees (Full-time Iluivalents)
Salaries ($ MilIhn i
SAlAr-, Per Full-imue FquIvAint
Salaries. I spenses

(JMPOSITF STATEMENT OF
RItVINULS AND FXPFNSES

I Million)
Revenue from All Source
Ls %on-operating Revenue

F. xpenrs
Ne (fOl'rat.ig I Lvimses)

DOWNSTATE
Total Northern

Statewide Downstate New York City Naau-Suffolk Metropolitan

UPSI TATE
Total

Upstate Albany Utica Syracuse Rochester Buffalo

220 114 57 18 39 106 26 23 I5 25 27

58.297 38.006 25,311
265 333 444

1.981.712 1.238.126 787.682
18.343,143 I .99.56 , 8.012,176

862% 8e 5% 867%
93 97 102

2.049.354 1.281.525 x 16,007
18.726.098 12.278.294 8217.m3

91 96 101
185.366 116,805 73.788

4,976.087 3.989,984 3,634,581
4.825.224 2.915.653 .7t,609

,; 9 6
3.352 1.177 1,0(%2

67 131 177
11.31t 3.473 3,272

1.178.082 396.389 354.973
963% 92 3% 910%

1041 114 1 108 1

200.258 134.065 96.673
S3,0077 $2.2300 $1.6806
115.019 S16,634 $17.384

55 1% 562% 567%

$5,371 4 53,880 2 12.879 4
946 699 480

5.276 8 .1611 TA '1-4

S181 5) 1(155 5) S(1339)

5.494 7.201 20.-91 5.028 2.560 3.571 3.299 5.831305 185 191 193 i2 238 220 216212.951 237.493 743.586 174.521 98.616 137.417 127.427 .05.6051.853.533 2.133.857 6.343.577 1.627.863 754.733 1.112.742 1.039.411 1.808.828924% 81 2% 85 7% 887% 80.8% 854% 86.3% 85.0%8.7 90 85 9.3 77 81 82 88

220,836 244.683 767.828 180.059 101,412 142.370 132.520 211.4681.895.663 2.2 6 4,9h8 6.447.804 1,658,909 765,238 1.130.478 1.060.669 1,832,510R; 88 84 92 75 7.9 8.0 8.722.131 20.886 68,561 13.399 8,447 15.489 13,667 17.559

187.290 168.113 986.103
517.299 629.745 1,909.571

3 41
115 2,175
38 53

201 7.843
41,416 781,693

98-7% 985%
200 997

17.161 20.231 66.193
S271 9 1277 1 1777 7

$15,844 S13.717 111,749
5o 1, 53 8% 52 1%

$4878 $5130 $1,491.2
iLV

L9 T1_ -47
47h 9 5020 1.4665
4*0 5J. 5 142
$(8 2) 1(13.5) 14260)

127.011 159.934 139.446 371.615 18.097
482.250 276,929 320.220 292.358 538.814

4 I5
2.30 779
18 52

131 647
83.550 280,531
995% 987%

6378 433 6

7 8 7
392 451 324
16 56 46

2.531 1.087 3,447
140,491 161.955 115,166

984% 98 4% 97.4%
55 5 1490 334

00cn

16.522 8.656 1 2,223 11,797 16,995
191,0 $966 S1465 $156 7 128.9

$11.560 11,160 $11.986 S13.283 S10.997
53 1% 2 8% 52 2% 497% 52.8%

$3598 S1249
66 64

3532 2785S

39 8) $83-9
S068) 1(45)

1283 2 $3158 S347.5

2806 312 6 341.6
2x- 31252 3538

S(*) S12.5) 1(22 2)

*Lem than $50.000
"Iniludes Routine Nurne At I 3 AndI Premature Nursr-,



-VITAL SIGNS"
25 PUBLIC HOSPITALS*

ACUTE CARE
INPATIENT (Adult and Peditric)

Seds
Avelap Beds Per Hoap1taI
Dischames

Deys
occupancy Rate
Average Days Stay

INPATIENT (Total ")

Averap. Dy i Stay
Bwthl

OUTPATIENT
Chowe Vsuts
Emergecy "rvuVat

HOWITrAL-BASED RESIDENTIAL
HEALTH CARE FACILITIES

Number of Facilities

Avere Beds Per Facility
Dnchre
Days
Occupancy Rate
Average Days Stay

PAYROLL
Employees (Full-time Equivalents)
Salee (3 Million)
Salary Per Ful-tos Equwant
SslarsaExpossse

COMPOSITE STATEMENT OF
REVENUES AND EXPENSES

(3 M111o)
Revesue from All Sours
Law - Nonoperati s Reveue

Expeme1
Not Operatin (Loom)

CHANGE
1975 19. _19 5-7

4.590 4.643 1 2%
184 186 1 I

147.679 14.168 3
1.314.822 1.293.614 (3.6)

785% 76.1% (33)
59 5.7 (2 2)

151.073 152.021
1,337.462 1.319.892

89 87
10.363 9.783

.6
(I 3)
(2 2)
(5.6)

1_22

4.595
184

143.904
I .595.542

750%
57

147.525
1.213.512

87
9.983

475.569 485.144 3 9 471,220
34.860 392,371 2.0 382.931

6
1.326

221
1.307

375.557
776%

257 3

14,737
$157.8

$10,708
50.5%

S254.9

254.1
e 5(_4-p $. .3

7 167
1.062 (19.9)

152 (31 2)
1.160 (1.2)

372.030 (9)
95.7% 23.3

320.7 136

135,501 5.2
$166.4 5 4

$10.735 .3
49,6% (3.8)

S284.2 I.s
S 62.5

282.9
1a 7.5

$i" 9.4

8
1,186

148
1,179

417,991
96.6%

354 5

15.338
$173.2

47.9%

%
CHANGE CHANGE

1977-7

(0)% 4.545
( ) 182
(2 9) 141.114
(27 3,1.280.143
(34) 77-2%

9.

(3-0)
(29)

144.682
1.302,176

90
9,761

(2 9) 460,438
(2 4) 394.010

14.3
11.7
(2.6)
1.6

12.4
.9

10.5

(1 )
4.1
S.2

(3.4)

a

348
1.015

419.683
96.9%

413.5

15.761
51895

S12.042
46.8%

S303.5 6.8 &33.0

302.2 337.2
S 6I 41 it U7..

s 9.4 (32.5) s

( 11%
01 1)
(33)

46

(39)
16
3-4

(2 2)

4.520
131

146.424
1.306816

74-3%
5

1350.084
1.332.053

89
9.950

(213) 483.049
29 394.617

+4

3
16,6

2.8
96
66

(2.3)

7
1.064

352
768

375.02'

4N11.3

16.328
$2122

12.996
46.9%

11.4 S3865
(38.5) _.J.)

387.2
12.2 4b4

(15.3) s (49.21

AVERAGE.
% ANNUAL

CHANGE S CHANGE
&Z 195-79

(6)% -
( St
3.8

(2 2)

37
23

0 1)
1.9

49

(32 SI
(303)

27
(243)
(10.6)

(3)
81I

3.6
!1.8
7.9
(.6)

14.3

12.5
(1.0)

( 4Y%
(4)
(.2)

3

(.I)

(31.0)

-4
6

42
(5.0)
(7.8)

(10.3)

63
175

*Does not include New York City Hu ad Hostahs Corporation.O"In uduis Routie Nursery at 1/3 ad Premature Nursey.



SUMMARY OF PUBLICa's HOSPITAL
1979 -VITAL SIGNS" BY REGION

NUMBER OF HOSPITALS

ACUTE CARE
INPATIENT (Aduft and Pediatric)

Beds
Average Beds Per Hospital
Dischages
Days
Occupancy Rate
Average Days Stay

INPATIENT (TotalJ)
Discharges
Days
Average Days Stay
Biths

OUTPATIENT
Clinic Visits
Emergency Service Visits

HOSPITAL BASED RESIDENTIAL
HEALTH CARE FACILITIkS

Number of Facilities
Beds
Average Beds Pet Facility
Discharges
Da) %
Occupanc;y Rate
Average Days Stay

PAYROLL
Employees (Full-l ime Equ i alents)
Salaries (S Million)
Salary Pew Full-time Equivalent
Salaries. Expenses

COMPOSITE STATEMENT OF
REVENUES AND EXPENSES

($ Million)
Revenue from All Sources
Les - Non-operattng Revenue

Expenses
Net Operating (tosces)

372
372

12,091
118,417

87.2%
9.8

606 415
606 415

19.676 9,307
184,154 118,362

83.3% 78.1%
9.4 12.7

12.661 20.587 9,307
120.502 197.187 118,362

9.5 9.6 12.7
1,853 1.578 -

DNTAT ~
Total 

Noithen

Stitewie New York gt Neueu-Suffolk Mempobtm

25

4.520 1.393
18: 464

146,424 41,074
1.308.856 420933

79 3% 82.8%
8.9 10.2

150,084 42,555
1.332.053 436.05 I

8.9 102
9.950 3.431

483.049 292,916
394.617 108,283

7
1,064

152
768

375,022
966%

488 3

16.328 6.090 1.718
$212.2 $95.0 $23.5

$12,996 $15,599 $13,679
465% 481% 443%

$3865 $159 3
._L2) 3

387 2 TU
4jt6 4 1978
U6892) S(386)

$42.5

42.5
13.1

S00.6)

2.875 1.497
$45 I $26.4

$15.b87 $I 7.f35
50 1% 48.5%

U3TATE
Total

U~pstate !I-c 11!! Rochaiw Bufd

22

3.127
142

105,350
887.923

77.8%
8.4

107.529
896,001

8.3
6.519

8 2 6

152 723 1,034 Ito 1.108
76 90 259 55 185

4.920 29,739 34.867 1.610 34,164
44.865 197.743 286.984 25.140 333.191

80.9% 74.9% 76.0% 62.6% 82.4%
9.1 6.6 8.2 15.6 9.8

4.933 30.798 35.527 1.610 34.611
45,122 201.334 289.429 25.140 334.976

9-1 6.5 8.1 15.6 9.7
194 2.981 2,028 - 1.316

57,242 183.428 52.246 190.133 - - 73,149
- 90.412 17,871 286.334 18,230 70.258 108,54

7
1.064

152
768

375,022
96.6%

488.3

10,238
$1172

$11,448
45.3%

$706 $462 $227-2
-- I_ - (.
70.3 46.2 228.2
901 54.4 258.8

$19.8) S(8.2) 5(30.6)

- S
- 418
- 84
- 292
- 152.049
- 99.7%
- 520.7

8.019 10,965
3.532 85,770

- !
- 574
- 574
- 380
- 197.731
- 94.4%
- 520.3

417 2.195 3,535 793
$3.9 $22.3 $42.9 $8.8

$9,353 $10,159 $12,136 $11,097
47.6% 51.7% 46.5% 42.7%

$7.4 $42.3
-j -2
7.3 42.1
8.2 43.1
!W 9--

I
72
72
96

2S,242
9&.1%

262.9

3.298
$39.3

$11,916
41.5%

$73.3 $20.1 $84.1
I1-us .1 4
75.1 20.0"
92.2 206 29X

*Less than $S50,000.
*Does not include New York City Health and Hospitals Corporation-

***Includes Routine Nursery at 1(3 and Premature Nursery.

I



"VITAL SIGNS-
SHRINKAGE OVER 5 YEARS
VOLUNTARY AND PUBLIC HOSPrTA L%
Including New York City Health and Hostp Corporation

NUMBER OF HOSPITALS

ACUTE CARE
INPATIENT (Adult and PedfatrK)

Beds
Average Beds Per Hospital
D, shares
Days
Occupancy Rate
Average Days Stay

INPATIENT (Tot*al)
Dicharges
Days
Average Days Stay
Births

OUTPATIENT
Clinic Vimts
Emergency Service Visits

HOSPITAL-BASED RESIDENTIAL
HEALTH CARE FACILITIES

Number of Faciities
Beds
Average Beds Per Facility

Days
Occupancy Rate
Average Days Stay

PAYROLL
Employees (Full-tune Equpvalents)
Salares ($ Million)
Salary Per Full-time Equivalent
Salary. Expenses

COMPOSITE STATEMENT OF
REVENUES AND EXPENSES

(S Milo)
Revenue tfeam All Sources
Len - Non-operatig Revenue

Expeas
Net Operating (Losen)

'1
CHNG

CHANGE
197S 1976 1975-76

215 271 (I 5)%

74.279
270

2.322.383
23.034.630

850%
99

2.404.449
23.519.822

48
221.306

74.380
274

2.346.570
23.098.319

848%
98

2.429.793
23,596.419

97
20.004

I
L.5
IO
.3

(2)
(1-0)

I1
.3

(10)
(6)

1977
CHANGE
1976-77

265 (2 2)%
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SECTION V

NOTES

MEDICAID SETTLEMENT - JAMAICA HOSPITAL vs BLUM

On December 3, 1979 settlement was ordered in the Jamaica Hospital vs Blum lawsuit. HANYS'
member hospitals in 1976 sued the Commissioner of Health in HANYS vs Toa on his implemen-
tation of 1976 reimbursement rates prior to approval by the Secretary of the United State De-
partment of Health, Education and Welfare. On November 9, 1976 in the so-called Lasker de-
cision, the Commissioner of Health was ordered to recalculate rates for the period from January I
to August 15, 1976. The additional monies were paid in 1977. The United States Congress then
retroactively repealed the statute that had given the federal court jurisdiction to award relief to the
hospitals. The federal court then vacated its prior judgment and directed, in September 1977, that
hospitals promptly refund the money they had received earlier in 1977. The hospitals then com-
menced action in Jamaica liospital vs Blum to seek relief in regard to the recoupment.

Under terms of the December 3, 1979 settlement, new rates for the years 1976, 1977, 1978 and
1979 were published at various times in 1980 to reflect the agreement and the resolution of
outstanding appeals as of July I, 1979 as part of that agreement. It is not known whether hospitals
accrued the additional monies in 1979 or whether revenues were recorded in the years in which
they were received. Because of differences in timing, separate identification of their impacts on the
1976, 1977, 1978 and 1979 financial reports was not undertaken.

ECONOMIC STABILIZATION PROGRAM LITIGATION SETTLEMENT

The federal Economic Stabilization Program (ESP) was imposed on August 15, 1971, and expired on
April 30, 1974. HANYS' menber hospitals sued the Commissioner of Health on his imposition of an
ESP ceiling in the 1973 Medicaid rate formula. Also, hospitals in the seventeen downstate counties
sued Blue Cross and Blue Shield of Greater New York on a similar ESP ceiling in its 1973 formula.
Decisions for the hospitals in both actions resulted in additional payments to those hospitals whose
original 1973 rates had been held to the ceilings. It is not known whether any hospitals anticipated
the payments or the court victory by accruing the additional revenues in 1973 or in 1974 or whether
revenues were recorded in the years in which they were received.

The additional Medicaid payments attributable to 1973, estimates of which aggregated as much as
$41 million, were added to each affected hospital's 1975 inpatient and outpatient reimbursement
rates to be paid based upon 1975 utilization. Downstate Blue Cross made lump-sum payments at the
end of 1974. It had been estimated that 1974 Downstate Blue Cross payments to hospitals in the
New York City, Nassau-Suffolk, and Northern Metropolitan areas might have aggregated $10 million.
Because of differences in the timing and in the manner of payment of the Medicaid and Downstate
Blue Cross settlements, separate identification of their impacts on 1975 financial reports was not
undertaken.

36
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ALLOCATIONS TO DIFFERENT SERVICES OR LEVELS OF CARE

Amounts reported on the financial reports combine those attributable to acute inpatient, residen-
tial health care, rehabilitative, ambulatory, home health, and all other hospital-based services. The
financial reports do not provide the means to identify or to segregate or to allocate revenues, ex-
penses, assets, liabilities, and fund balances by service on a direct or consistent or comparable
basis. Therefore, this study treats the financial report data on a total institutional basis for dollars
and for statistics except where separately and consistently identified.

COMMON FISCAL YEAR

State regulations were amended on October 9, 1975, to require that all Uniform Financial Reports
(UFR's) be on a calendar year basis starting January I, 1977. Hospitals in the seventeen counties
served by Blue Cross and Blue Shield of Greater New York already had been reporting on a calen-
dar year, so the rule change only affected a number of upstate hospitals. In order to include as
many hospitals as possible in this survey, UFR data for fiscal years ending in either 1975 or 1976
but on dates other than December 31 of those years have been included.

AMOUNTS AND ROUNDING

A primary goal in preparing this survey was that it be easy to read and to grasp. We have rounded
to the nearest whole million dollars and/or whole percentage wherever possible and/or practicable
and/or appropriate. As a result, the sum of individual items may not add exactly to indicated
totals even though all calculations were verified for accuracy before rounding.

ACCRUAL ACCOUNTING

Generally accepted accounting principles require accrual of' unrecorded revenues and/or expenses
to match costs and revenues within the same accounting period. When the auditor's opinion
and/or the notes to the financial statements indicated circumstances requiring consideration for
purposes of this analysis, appropriate adjustments were made. In the absence of such indication
and because each financial report must have a CPA's opinion, it has been assumed that each finan-
cial report was prepared based upon generally accepted accounting principles. While subsequent
events may reveal items not adequately provided for, it is unlikely that they would be of such
magnitude to materially affect the overall significance of this study. It should be noted that the
New York City Health and Hospitals Corporation made a change in 1977 to the cash basis for re-
porting revenues from the accrual basis which had been used in 1976 and in prior years. The
amount of this change is not available from the Corporation.

UNREALIZED GAINS OR LOSSES ON MARKETABLE SECURITIES

A few hospitals have identified and reported as revenues or expenses unrealized gains or losses on
marketable securities in unrestricted investment accounts. Amounts so reported have been ex-
cluded from this study to insure comparability and to avoid distortions.
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GEOGRAPHIC REGIONS

Survey comparisons were based on the following Blue Cross regions:

New York City -
Nassau-Suffolk -
Northern Metropolitan -

Blue Cross of Greater New York

Albany -
Blue Cross of Northeastern New York

Utica -
Hospital Plan, Inc.
Hospital Service Corporation of

- Jefferson County

Syracuse -
Blue Cross of Central New York

Rochester -
Rochester Hospital Service Corporation

Buffalo -
Blue Cross of Western New York
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Senator CHAFEE. Well, I want to thank all the witnesses, and this
concludes the hearing.

Whereupon, at 11:50 a.m., the hearing adjourned subject to the
call of the Chair.



SPENDING REDUCTION PROPOSALS

WEDNESDAY, APRIL 1, 1981

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met, pursuant to notice, at 9:35 a.m., in room

2221, Dirksen Senate Office Building, Hon. Robert J. Dole (chair-
man of the committee) presiding.

Present: Senators Dole, Durenberger, Heinz, Armstrong, Grass-
ley, Long, Byrd, Bentsen, and Bradley.

Senator DURENBERGER. The hearing will come to order.
The Finance Committee today will continue its hearings on the

President's budget proposal. We will focus today on the specific
aspects of the budget that relate to maternal and child health
services.

The administration has proposed that title V of the Social Secu-
rity Act be repealed, that the programs that have been previously
funded by that section be included in one of four health block
grants and that the total Federal funding be reduced by 25 percent.

In addition, the administration has proposed that a cap be placed
on the Federal share of medicaid.

The committee heard testimony on medicaid yesterday, but I
believe this is an important part of what we are here to talk about
today.

It has been my impression that the combination of the repeal of
title V and medicaid cap would not be good for mothers and chil-
dren.

One of the areas that I would like to have us explore here today
are the issues raised by that particular approach.

We have a full morning ahead of us and I want to remind the
witnesses that we will be very strict on our time limit for oral
presentation. Your full statement in every case will be made a part
of the record.

Our first witness, a gentleman who has been before us before on
this health issue is Greg Ahart, Director of the Human Resources
Division of the U.S. General Accounting Office.

All right, Greg, would you proceed with your statement?
(295)
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TESTIMONY OF GREG AHART, DIRECTOR, HUMAN RESOURCES
DIVISION, U.S. GENERAL ACCOUNTING OFFICE, WASHINGTON,
D.C., ACCOMPANIED BY BERNARD UNGAR, SENIOR EVALU.
ATOR, HUMAN RESOURCES DIVISION; THOMAS DOWDAL,
GROUP DIRECTOR, HUMAN RESOURCES DIVISION; CARL
MAYS, ATLANTA REGIONAL OFFICE
Mr. AHART. Thank you, Mr. Chairman. I am pleased to be here

this morning.
I would like to introduce my associates. On my right, Mr. Ber-

nard Ungar of my staff; Mr. Carl Mays from our Atlanta Regional
Office, and on my left is Mr. Tom Dowdal of the Human Resources
Division, who has the responsibility for our work in medicaid.

We are pleased to be here today to discuss the need to improve
the maternal and child health program and to consolidate and
better coordinate like and similar programs aimed at mothers,
infants, and children.

Also, we would like to offer our observations on the administra-
tion's proposal to consolidate several categorical health programs,
including-those related to maternal and child health in the block
grants to the States.

On a separate, but related matter, which you have mentioned,
we have been asked to present our views on the administration's
proposal for the medicaid cap, including modification of Federal
requirements to provide more State flexibility in that program.

Sme of the details in that proposal are vague, but our initial
analysis indicates that you can make arguments on both sides of
that issue.

With respect to the increased flexibility, we are in the process of
developing an inventory of where State attempts to introduce cost-
saving initiatives have been blocked by present Federal require-
ments.

We will provide this material to the committee, hopefully, within
the next week or two.

Getting back to maternal and child health, during the past sever-
al years, we have issued several reports on Federal programs pro-
viding health and health-related services to mothers, infants, and
children.

Today, we would like to focus on our report of January 21, 1980
on improving Federal efforts to reduce infant mortality.

That report contained several recommendations to the Congress
and to the Department, many of which are supportive of the con-
ce pt of block grants.

Skipping over to page 5 of my statement, two of our major
findings prompted these and other recommendations.

First was the fragmented and unwieldy mechanisms of care for
mothers, infants, and children that evolved over the years as relat-
ed, but separate Federal programs were established.

Second was the inability of the maternal and child health pro-
gram at the Federal and State levels to deal with this fragmenta-
tion.

As a result, persons living in many areas did not have ready
access to health or related services, while some areas had a variety
of federally funded health care services.
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Also, pregnant women and infants, in some areas, received sup-
plemental food, but did not receive health services, while in other
areas the converse was true.

Efforts between public and private health care sectors were often
not coordinated or were duplicated and health planning activities
affecting mothers and infants were fragmented, uncoordinated, or
duplicated.

The State maternal and child health agencies have generally
been unable to overcome the problems resulting from this fragmen-
tation, and there are several reasons for that.

The maternal and child health legislation provides the States
strive to extend services to improve pregnancy outcome for moth-
ers and infants statewide. However, States have been unable to
extend such services to all people in need. In addition to limited
funding, contributing factors were the variety of activities that
compete for the use of maternal and child health funds and Feder-
al requirements that States continue to fund a series of activities
referred to as a program of projects in each of five areas: Maternity
and infant care, infant intensive care, family planning, health
services for children and youth, and dental health for children.

Although States do use a substantial portion of their maternal
and child health funds for the program of project activities, these
projects tend to serve relatively few communities.

We believe that the Congress needs to reassess the way in which
maternal and child health funds are to be used in view of the other
programs that have emerged.

We also believe that State agencies should develop comprehen-
sive plans for using the maternal and child health funds.

The authorizing legislation and the Department regulations pro-
vide the State agencies are to plan, coordinate and promote mater-
nal and child health care services and serve as a focal point for
developing and implementing comprehensive statewide or regional
systems of care for mothers and infants.

For the most part, State agencies have not fulfilled this intended
role. One of the major reasons for this inability has been that the
Department bypasses the State agencies and awards project grants
directly to private organizations as authorized by law under a
number of programs.

We think it is unrealistic to expect them to serve as an effective
focal r point without some input into these kinds of projects.

A more fundamental problem has been the lack of commitment
and attention by the Department during much of the 1970's to
meeting the objectives of the maternal and child health program.

Turning now to the administration's proposals, I would like to
point out that our comments are based on our quick analysis of
preliminary proposals, but we will be pleased to provide the com-
mittee with additional comments after those proposals have been
firmed up in final form.

We endorse the concepts underlying the administration's propos-
als. Our recent report on infant mortality and sudden infant death
syndrome and several other GAO reports illustrate the need for
action along the lines intended.

We have not sufficient time to fully evaluate the proposals, but
we do have several observations and comments that we believe
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that the Congress needs to consider. They relate primarily to the
need to group maternal and child health programs together in the
same block grant, the relationship between programs designated
for health block grants and other programs, and lessons that
should be learned from previous consolidation efforts, including the
need for accountability at Federal and State levels.

On page 11 of my statement, Mr. Chairman, I note that the
administration proposes to place several programs which generally
address the objectives of title V of the Social Security Act into
three different block grants rather than one, and I have listed
those there under the health services health grant that include
maternal and child health programs that address hemophilia,
sudden infant death syndrome and supplemental security income
as it relates to disabled children.

In the preventive health services block grant, they would include
family planning, genetic diseases, lead-based paint poisoning and
adolescent health services.

And under the social services block grant, they would include the
program for developmental disabilities well as the family planning
component of the social services program under title XX of the
Social Security Act.

We believe that the Congress and the administration need to
consider whether these programs should be grouped under the
same block grant.

They generally meet the criteria which has been set forth by the
Advisory Commission on Intergovernmental Relations for identify-
ing the most likely candidates for consolidation.

And consistent with these criteria, you can make several argu-
ments for consolidating the programs that are addressed and are
aimed at meeting the objectives of title V.

First, they are aimed at the same target population and at the
same overall objectives.

Second, the Federal Government has had a special interest in
and focus on mothers, infants, and children since 1912.

Third, the structure of the maternal and child health program
already provides a basis for a block grant program.

And, fourth, the States already have administrative units to
plan, coordinate, manage and evaluate State-based maternal and
child health programs.

Now, there is need for some improvement in the way they carry
out these functions, but we believe that can be done.

Block grant proposals that we have seen contain little informa-
tion on the relationship of the block grants to other programs, such
as the supplemental food program for women, infants, and children
administered by the Department of Agriculture. The early and
periodic screening, diagnosis, and treatment program under medic-
aid, or the education for all handicapped children program.

These are closely related to the health programs slated for the
block grants, particularly the maternal and child health program,
and our work has identified a need for closer ties between the WIC
program, that is a supplemental food program, and the health
programs in a number of areas. Also, we believe that the consolida-
tion of at least the outreach and screening components of the early
and periodic screening, diagnosis, and treatment program of medic-
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aid and the maternal and child health program, or a block of such
programs, should enhance the effectiveness of both.

Turning now to the lessons that have been learned from GAO
reviews, we've completed many during the last several years on
previous program consolidations, or the programs which are slated
for inclusion in the block grants.

These have identified problems and cautions which we believe
the Congress should consider in its deliberation on the administra-
tion's proposals.

First, conversion of the Federal categorical programs in the block
grants 'may not always result in improved program management
and funding allocations that better match needs and resources.

Second, in our opinion, block grant programs must include provi-
sions for insuring accountability for proper use of Federal funds,
achieving broad national objectives and priorities, and prohibiting
the substitution of Federal funds for State funds.

Third, the current funding allocations may not reflect'the need
or demand for services. We note that the administration proposes
that the allocations under the block grants will be proportionate to
the allocations presently under the programs that would be consioli-
dated.

That might not be a good match with the actual need, particular-
ly because some programs now bypass the State agencies.

Fourth, the States will need sufficient time to prepare for admin-
istering those aspects of block grants that they currently are not
involved in. Again, these include programs that have bypassed the
State agencies traditionally.

Fifth, and, finally, there is a need for a uniform definition, of
what low income means. The administration's proposals are aimed
particularly at helping low income persons.

The Congress should specify a uniform definition of these per-
sons applicable to the three different block grants. Lack of such a
definition has resulted in inconsistencies and inequities among ]Per-
sons receiving family planning services under maternal and child
health, under the title X family planning program, and under the
title XX social services program.

In summary, Mr. Chairman, we believe that the Congress will
need to provide for a special focus on maternal and child health
accountability requirements if it wants to assure that the objectives
of title V of the Social Security Act are effectively and efficiently
met.

This concludes the summary of my statement, Mr. Chairman.
I might note that we have appended to our statement a list of

GAO reports that the committee- might find useful, as well as some
reports produced by others that might be useful in considering the
administration's proposals.

Senator DURENBERGER. Thank you, Mr. Ahart, and thank you for
the completeness of your report.

I thank you also for the historical perspective that you put this
issue into.

I have just one main question to address to you, I guess, based on
that kind of perspective that you have put this in. One of the other
things the administration is doing as they make recommendations

80-480 0 - 81 - 20
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to us with regard to our present decisions regarding past programs
speaks to the issue of competition and health care.

They speak to it in the near term rather than in long term,
which I, as a champion of competition, believe is more appropriate.
But if you buy the competition theory, you also have to buy the
idea that the ultimate in competition is consumer choice. That
what we are about here is overcoming the greatest liability to
quality health care in this country which is an ill-informed con-
sumer of health care and you would also then have to buy the
theory that as consumer choice develops, there is an automatic
accent on prevention and wellness and a lot of these things that
much of maternal and child health is aimed at.

And you might also then have to buy the theory that our role
here at the national level is to make sure that nobody is deprived
of access to this system of wellness, prevention, health care deliv-
ery, that they have adequate information on which to base their
choices and that they have a. sense of income security so that
regardless of where they come from in our economic or social
system, they are not going to be deprived of access to the system by
reason of lack of income.

So, it seems to me that as we move down the line here, we are
not only talking about devolving more responsibility from a wide
ranging national categorical system that has a financial answer for
single health care in the country, and devolving some of that into
blocks and putting more responsibility out there with the States.
We are talking about an ideal system in which individuals are
making choices and Government is merely providing opportunities,
but not necessarily directly financing the delivery of those services.

So, having said that, I get to something. that has been bothering
some of us, I think, on this committee. The idea of taking title V
out of the Social Security Act, which is primarily aimed at the
income security issue, and where it has been since 1935, and send-
ing it over someplace else into a categorical-consolidated categori-
cal or block grant process, seems to be going in exactly the opposite
direction from which we should be going.

So, I would be curious to know your observations with regard to
the role that the Social Security Act, title V, and the other appro-
priate titles should play in the future of maternal and child health
care.

Mr. AHART. I think I might apologize. As I went through my
statement, I think I said title V of the Public Health Service Act.
You are right, it is the Social Security Act. I

On your general question, it seems to us that the mechanism of
the title V administrative structure and Federal-State cooperative
relationships have been in place for quite a long period of time to
operate the programs that have been sponsored and authorized
under title V.

It would seem to us that there needs to be a very good reason for
disturbing the existing structure rather than building on where
we're at. We think that based on our work, and particularly our
1975 report, which you will see referenced in the appendix to my
statement.

We found that even though there was a lot of flexibility, the
States were not going a good job of marshalling the resources made
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available to meet the needs. In that context, we think there is a
need to revitalize that program and make sure that States are
utilizing flexibility that's made available to better articulate the
resources against the needs of the people that they serve.

This can be done, to some degree, by perhaps removing some of
the restrictions from title V, particularly the one that calls for a
program of projects which tends to concentrate resources in partic-
ular areas of the State rather than trying to meet needs on a
broader basis.

It can be done also by perhaps folding into title V some of the
funds that are now available under other authorities, such as for
family planning, sudden infant death syndrome, and other pro-
grams. Such a consolidation would enable States to put resources

1-3Wgther in the context of a comprehensive plan that is well devel-
oped, and based on the assessed needs. Also, it could give them
more resources to better articulate against those needs and better
meet the needs of the people that they are trying to serve, keeping
in mind what you talked about relative to patient choice.

I think a lot of the people that we are talking about servicing
under these programs-the target populations-are people that by
necessity seek services from the public sector and that is at least
their entrance point into the health care delivery system. And I
think for you and I, and for all of us, we have some entry point
whether it be the family doctor, or whether it be the outpatient
clinic at the hospital, or whether it be a community health center,
or whatever. Once we have made a choice of that entrance point,
depending on what our means are and what options we have and
what financing is available, from that point on, I think, we are all
kind of captives of whatever is in the system. This is because most
of us tend to do and go to the next place that our doctor tells us to
go to because we have to put a lot of faith and trust into the
judgment of those professional providers who we contact at the
entry point.

That kind of gets to your overall statement on competition. I
think competition really, for the most part, goes to where you enter
the system rather than to what happens to you once you've entered
it, because, I think, at that point necessarily, the health profession-
als pretty much take control of what happens to you and, hopeful-
ly, in the best interest of the person involved.

I don't know, that's a rather long answer to your long statement
and your short question, but it is a very difficult thing to deal with,
I think. I think there are a lot of things that the Congress has to
consider in trying to deal with the polemic, if you will, of the
administration's proposal-trying to structure the resources that
will be available and the best way to meet the needs of the target
populations we are trying to serve.

Senator DURENBERGER. I think we take either blocking or con-
solidation for granted, I mean, as part of change in the system and
in your testimony, and that of others is helpful in telling us what
to consolidate or what to block, but then the second issue is that
one that I have just addressed and that is: what is the legalistic
mechanism, I guess, or the policy mechanism that is mo.it appropri-
ate to the future, and I appreciate your comments. -

Senator Byrd.
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Senator BYRD. I take it from your comments you feel that the
administration, generally speaking, is on the right track?

Mr. AHART. That's correct, Senator. I think for a lot of years we
have been impressed with the great deal of fragmentation that
there is in the structure of Federal assistance to States and local-
ities in providing all kinds of different services. As e general propo-
sition, we would favor consolidation. There are a lot of different
ways the pie can be cut. There are a lot of different ways it can be

ackaged. There are different mechanisms through which they
ave been made available, but certainly to go the direction of

reducing the number of authorities and giving flexibility to the
people that have to deliver the services, but with whatever
strings-the accountability strings-that the Congress deems
should be in place to make sure that those funds are serving the
national priorities that the Congress had in mind.

We think that is the proper direction to move in.
Senator BYRD. Very good. Thank you.
Senator DURENBERGER. Thank you very much, Mr. Ahart, we

appreciate your testimony.
[Statement follows:]

STATEMENT OF GREGORY J. AHART, DIRECTOR, HUMAN RESOURCES DIVISION

Mr. Chairman and Members of the Committee, we are pleased to be here today to
discuss the need to improve the Maternal and Child Health (MCH) program and to
consolidate and better coordinate like or similar programs aimed at mothers, in-
fants, and children. Also, we would like to offer our observations on the Administra-
tion's proposals to consolidate several categorical health programs, including those
related to maternal and child health, into block grants to the States.

Further, on a separate but related matter, we have been asked to present our
views on the Administration's proposal to limit or "cap" Federal contributions to
State operated Medicaid programs and, at the same time, to modify Federal require-
ments to provide States with more flexibility in managing programs. Although some
of the details of the proposal are vague, our initial analysis indicates that valid
arguments have been made on both sides of this issue.

With respect to possible modifications to existing Federal requirements, we are
currently developing an inventory of instances over the past 5 years where States
have attempted to introduce cost-saving initiatives to their programs but where
such efforts have been blocked as being inconsistent with Federal requirements. We
plan to provide this material to the Committee.

Getting back to Maternal and Child Health, during the past several years, we
have issued several reports on Federal programs providing health and health-
related services to mothers, infants, and children. Today, we would like to discuss a
number of these reports, but focus on our January 21, 1980, report to the Congress
on improving Federal efforts to reduce infant mortality.

Reducing infant mortality, promoting the health of mothers and children, and
locating and treating crippled children or children who suffer from conditions
leading to crippling are the major objectives of the Maternal and Child Health
program authorized by title V of the Social Security Act. With fiscal year 1980
funding of over $375 million, MCH is the major Federal health program aimed
specifically at mothers, infants, and children and at reducing infant mortality.

RECOMMENDATIONS FOR IMPROVING FEDERAL AND STATE EFFORTS

Our January report contained several recommendations to the Congress and to
the Department of Health and Human Services (HHS) aimed at achieving (1) a more
organized and systematic effort at Federal, State, and local levels, (2) greater flexi-
bility at the State and local levels to match resources with needs, (3) better coopera-
tion between public and private health care sectors, (4) more accountability for use
of Federal funds, and (5) better program monitoring and evaluation. Many of our
recommendations are supportive of the concept of block grants and should be useful
to the Congress in considering the Administration's proposals.

For example, our major recommendations to the Congress were:
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1. Over the long run consolidate Federal programs funding similar types of
activities, directed principally toward health care for women, infants, or children,
into one MCH program. We identified the MCH, Family Planning, Adolescent
Pregnancy, Sudden Infant Death Syndrome, and genetic disease screening and
counseling programs as candidates for such a consolidation. Our recently completed
review of the Sudden Infant Death Syndrome program reaffirmed our view that this
program should be consolidated with the MCH program, and our February 6, 1981,
report recommended that the Congress direct such a consolidation.

2. In those cases where consolidation is not feasible or might take a long time to
accomplish, require the administering agencies at the Federal, State, and local
levels to coordinate their activities. We specifically identified the Special Supple-
mental Food Program for Women, Infants, and Children (WIC) as falling into this
category.

3. Revitalize the MCH program by: strengthening the management role and
ability of State MCH agencies; giving States more flexibility consistent with nation-
al policy, goals, or guidelines in using MCH funds; and directing HHS to monitor
more closely MCI-I activities and use of funds and to take corrective action when
State MCH agencies are not complying with requirements or making satisfactory
progress toward achieving program goals.

Similarly, our recommendations to HHS for improving its and the States' man-
agement of maternal and child health efforts are also generally in-line with the
block grant concept. They do, however, call for somewhat more accountability and
Federal oversight than the Administration's proposals envision. Nonetheless, we
believe that this is not inconsistent with the notion of giving States more latitude
and flexibility in using Federal funds to meet broad national objectives for reducing
infant mortality and improving the health of mothers and children. -

We recommended, in part, that HHS:
Designate someone to be responsible for coordinating its various programs related

to maternal and child health;
Formulate national goals in the maternal and child health area;
More systematically use categorical programs to help States match available

Federal resources with unmet need in accordance with State priorities; and
More closely monitor State progress in meeting national objectives, giving assist-

ance to those States not progressing satisfactorily.
At the State level, we believe a comprehensive, multiyear, statewide maternal

and child health plan is needed. The purpose of such a plan would not be to satisfy
a Federal requirement, but would be to stimulate the development of a working
document that could be used to allocate funds and measure progress. Also, we
believe that the States should be more aggressive in promoting the concept of
regionalized perinatal care. This concept is aimed at improving the quality and
reducing the cost of medical care by providing the most appropriate level of care to
mothers and infants. -

Two of our major findings prompted these and other recommendations. First was
the fragmented and unwieldy mechanisms of care for mothers, infants, and children
that evolved over the years as related but separate Federal programs were estab-
lished. Second was the inability of the MCII program at the Federal and State levels
to deal with this fragmentation.

NEED FOR A BETTR PLANNED, MORE SYSTEMATIC APPROACH

Since establishing the MCH program in 1935, many other programs have been
created that provide access to the same or related types of services or activities
funded by MCH. These programs include, but are not limited to, Medicaid, including
Early and Periodic Screening, Diagnosis, and Treatment; Community Health Cen-
ters; National Health Service Corps; Family Planning; and Special Supplemental
Food. For the most part, these programs have been administered independently and
frequently without coordination with the MCH program at the Federal, State, or
local levels.

Some of the consequences of this fragmentation were:
Persons living in many areas did not have ready access to or had difficulty

obtaining health or related services that could help reduce infant mortality, while
some areas had a variety of federally funded health care services.

Pregnant women and infants in some areas received supplemental food under the
WIC program but did not receive health care services, and persons in other areas
received health care services but not supplemental foods even though WIC's author-
izifg legislation requires WIC and health care services to be linked.

Efforts between the public and private health care sectors were often not coordi-
nated or were duplicated.
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Health planning activities affecting mothers and infants were fragmented, not
coordinated, or duplicated.

State MCH agencies have generally been unable to overcome the problems result-
ing from this fragmentation for several reasons, including restrictive Federal re-
quirements and lack of commitment or support at the Federal and State levels.

MCH PROGRAM HAS NOT MET EXPECTATIONS

Historically, MCH funds have enabled States to extend health services to women,
infants, and children in urban and rural areas and to improve the mangement and
promotion of MCH activities. However, MCH funds have not been sufficient to
enable States to extend services to all those in need or to extend services to the
extent envisioned in authorizing legislation or program regulations. In addition,
State MCH agencies have had only limited effectiveness in their intended role as a
planner, coordinator, overseer, evaluator, or focal point for MCH activities.

Use of MCH funding needs reassessment
MCH authorizing legislation provides that States strive to extend services to

improve pregnancy outcome for mothers and infants statewide. However, States
have been unable to extend such services to all areas or to all women and infants in
need. In addition to limited funding, the factors that have contributed to this
situation were (1) the variety of activities that compete for use of MCH funds (such
as in-hospital care for mothers, infants, or children, well-baby care, prenatal care,
dental care, and family planning) and (2) Federal requirements that States-using
MCH funds-continue to fund a series of activities referred to as the "program of
projects."

States must have a program of projects in each of five areas-maternity and
infant care, infant intensive care, family planning, health services for children and
youth, and dental health for children. Although States use a substantial portion-
about 54 percent-of their Federal MCH formula grant funds for program of project
activities, these projects serve relatively few communities. For example, 30 States
reported having on y one maternity and infant care project and, in the m ate,
States report that maternity and infant care projects serve only about 240 of the
3,100 counties in the Nation.

We believe that the Congress needs to reassess the way MCH funds are to be
used, including the program of projects concept, in view of the other programs that
have emerged. We believe that State MCH agencies should develop comprehensive
plans for improving pregnancy outcome and using MCH funds. These plans should:

Identify and rioritize unmet needs;
Identify available resources, including other Federal project grant programs,

and the ability or inability of these resources to meet unmet needs; and
Describe how MCH funds will be used to fill gaps which cannot be met

through other programs because of insufficient funds, lack of an area's eligibil-
ity for such programs, or other reasons.

MCH management needs improvement
MCH authorizing legislation and/or HHS regulations provide that State MCH

agencies are to plan, coordinate, and promote maternal and infant care services and
serve as a focal point for developing and implementing comprehensive statewide or
regional systems of care for mothers and infants. For the most part, State MCH
agencies have not fulfilled their intended role as a focal point for improved manage-
ment of MCH activities. This has contributed to slow progress in developing and
implementing comprehensive statewide or regional systems of care for mothers and
infants. For example, none of the States we visited had current, comprehensive, or
action-oriented plans for reducing infant mortality.

State MCH agencies in some cases have not served or have not been able to serve
as a focal point for improving pregnancy outcome for several reasons. These include
their failure to have assumed or been given this role in their States, their heavy
emphasis on service delivery, and the little emphasis given to the MCH program by
H1HS for several years.

One of the major reasons State agencies have been unable to serve as a focal
point is that HHS bypasses State MCH agencies and awards project grants directly
to private organizations. State MCH agencies we visited usually had little or no
information on or influence over project grants-such as for Community Health
Centers-made by HHS directly to local organizations. It is unrealistic to expect
State MCH agencies to plan, develop, or promote an integrated system of care for
mothers, infants, and children without some input into the planning, placement,
and operation of such projects.
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An even more fundamental problem, however, has been -the lack of commitment
and attention by HHS during much of the 1970s to meeting the objectives of the
MCH program. The need for better management, including improved planning, of
maternal and child health activities at the Federal and State levels was stressed by
representatives from several organizations in connection with June 30, 1980, over-
sight hearings by the Subcommitt-e on Child and Human Development, Senate
Committee on Labor and Human Resources. These organizations included the
American Academy of Pediatrics, the American Association of State and Territorial
Health Officers, and the March of Dimes Birth Defects Foundation.

COMMENTS ON BLOCK GRANT PROPOSALS

Our testimony today is based on our quick analysis of the preliminary Adminis-
tration proposals for repealing title V and creating block grants. We will be pleased
to provide the Committee with additional comments after we have had a chance to
more fully evaluate the Administration's final proposals.

We endorse the concepts of (1) consolidating separate categorical programs having
related objectives and serving similar target populations, (2) placing management
responsibility for similar programs in the same agency, (3) giving the States greater

flexibility to match resources with needs and priorities, and (4) resolving the prob-
lems frequently created when Feeral project grants are awarded directly to local
organizations, bypassing relevant ltate agencies. Our recent reports on infant mor-
tality and Sudden Infant Death 1,yndrome clearly illustrate the need for these
actions as do several other GAO reports, such as our January 1977 report on
Federal efforts to help mentally disabled persons return to communities from insti-
tutions.

While we have not had sufficient time to fully evaluate the Administration's
specific proposals for establishing block grants, we have several observations and
comments that we believe the Congress needs to consider in its deliberations. These
relate primarily to (1) the need to group MCH programs together in the same block
grant, (2) the relationship between programs designated for health block grants and
other programs, and (3) lessons that should be learned from previous consolidation
efforts, including the need for accountability at the Federal and State levels.

Need to group MCH programs together t
The Administration proposes to place several of the programs which generally

address the objectives of title V into three block grants to the States rather than
one. These are:

Health service: MCH hemophilia, sudden infant death syndrome, and supplemen-
tal security income/disabled children.

Preventive health service: family planning, genetic diseases, lead-based paint
poisoning prevention, and adolescent health services.

Social services: Developmental disabilities.
The Congress and the Administration need to consider whether these HHS pro-

grams should be grouped into the same block grant.
These programs generally meet the criteria set forth by the Advisory Commission

on Intergovernmental Relations for identifying the most likely candidates for
consolidation. According to the Commission, programs to be merged should be, or be
capable of being made:

Closely related in terms of the functional area covered;
Similar or identical with regard to their program objectives; and
Linked to the same type of recipient governmental jurisdictions.
Several arguments can be made for consolidating programs addressing the objec-

tives of title V. These arguments are generally consistent with the Commission's
criteria set forth above as well as other criteria, such as strong and continuous
congressional support, established by the Commission for the design and use ofblock grants.

First, these programs are generally aimed at the same target population and at
the overall objectives of reducing infant mortality or morbidity, improving the
health of mothers, infants, and children, or locating and treating crippled children.
Separation of these programs has led to fragmentation of effort at Federal and Statelevels and has seriously impaired the ability of Federal and State agencies to
develop and administer well-planned and organized efforts. These problems have
been amply demonstrated in our October 1977 report on Federal and State efforts to

I A national bipartisan organization representing the executive and legislative branches of
Federal, State, and local government and the public. It was created by the Congress to monitor
the operation of the Federal system and to recommend improvements.
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prevent mental retardation and, again, our January 1980 report on Federal and
tate efforts to reduce infant mortality.
Second, the-Federal Government has had a special interest in and focus on health

care for moth*r, infants, and children since 1912. This focus and interest developed
because of particular problems these group had, especially in low-income and rural
areas, gaining access to health care and because of the variety of needs and organi-
zations involved, including educational, health, nutritional, social services, and wel-
fare. Although much progress has been made in reducing infant mortality and
improving the health of mothers and children, these groups continue to experience
access to care problems. Efforts to deal with these problems continue to be disorga-
nized and fragmented among different programs and organizations.

Third, the structure of the MCH program already provides the basis for a block
grant program. The bulk of MCH funding is distributed to the States through a
formula grant. With some exceptions, it appears that the activities carried out
under these separate programs are already authorized by the title V formula grant
program. Accordingly, the authorizing legislation for these programs could lapse
and funding could be transferred to title V. Also, title V could be modified to
eliminate those provisions which are considered too restrictive, such as the program
of projects requirements, and to authorize any additional activities the Congress
believes are desirable.

Fourth, States already have administrative units to plan, coordinate, manage, and
evaluate State-based maternal and child health programs. Although these units
have varied in the degree to which they have fulfilled their responsibilities, their
capacities could be improved and they could either assume additional responsibil-
ities for other programs or be merged into a larger organizational unit having
responsibilities for basic health services. In several cases, State MCJ-i agencies
already administer several different Federal programs in the maternal and child
health area, such as MCH, Sudden Infant Death Syndrome, Family Planning,
Genetic Diseases, WIC, and Early and Periodic Screening, Diagnosis, and Treat-
ment.

Relationship between programs designated for health block grants and other pro-
grams

The block grant proposals we have seen contain little information on the relation-
ship of the block grants to other programs, such as WIC, Early and Periodic
Screening, Diagnosis, and Treatment under Medicaid, or Education for All Handi-
capped Children. These are closely-related to the health programs slated for the
block grants, particularly the MCH program. Both our January 1980 report on
infant mortality and our Februar 1979 report on the WIC program identify the
need for closer ties between WIW and health programs in a number of areas.

The December 1980 report of the Select Panel for the Promotion of Child Health,
"Better Health for Our Children: A National Strategy," reaffirms the problems
identified in our January-1975 report on Early and Periodic Screening, Diagnosis,
and Treatment. We and the Panel reported on the failure of the program to reach a
large segment of the target population. Major impediments to accomplishing pro-
gram objectives have been the lack of organized, aggressive efforts to reach, screen,
and followup on eligible children and lack of participation by physicians because of
low Medicaid reimbursement rates or other factors.

Consolidation of at least the outreach and screening components of Early and
Periodic Screening, Diagnosis, and Treatment and the MCH program, or a block of
MCH programs, should enhance the effectiveness of both. Health departments have
traditionally sponsored child screening programs. The additional funding and impe-
tus of such a consolidation should put them in a position to improve and enlarge
their efforts.

Lessons learned from previous GAO reviews
Many GAO reviews completed during the last several years on previous program

consolidations or the programs slated for inclusion in block grants identified prob-
lems or cautions whic we believe the Congress should consider in its deliberations
on the Administration's block grant proposals. Some of these are that:

All expected benefits may not materialize;
Provisions for accountability are necessary;
The proposed funding allocation formula may not accurately reflect need;
States will need time to prepare for block grants; and
A uniform definition of low-income among the health and social service blocks

may be desirable.
Following is a discussion of these.
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All expected benefits may not materialize
Conversion of Federal categorical programs into block grants may not always

result in improved program management and funding allocations that better match
needs and resources. For example, in our December 1975 report on how States plan
and use formula grant funds for maternal and child health and comprehensive
public health services (section 314(d) of the Public Healtlh Service Act which consoli-dated 16 cate*orical programs), we stated that the three States we studied had
neither established adequate planning procedures to identify needs nor gathered
sufficient data to establish priorities or measure program results. Also, the health
services provided were fragmented and not well-managed. The same activi'tes were
continued each year, with little management review, while major unmet needs
existed in many areas. Similar problems were reported in our January 1980 report
on efforts to reduce infant mortality.
Need for accountability

Our studies have repeatedly shown that lack of focus and emphasis on maternal
and child health at the Federal and State levels has resulted in diminished efforts;
ineffectiveness; lack of meaningful planning, needs assessments, prioritization, co-
ordination, and change; or lack of accountability. In our opinion, block grant pro-
grams must include provisions for ensuring accountability for proper use of Federal
funds, achieving broad national objectives and priorities, and prohibiting substitu-
tion of Federal funds for State funds. We believe that such provisions are consistent
with and should enhance the Administration's goals of (1) improving health service
delivery effectiveness, (2) giving States greater control over resources, and (3)
making more efficient use of resources.

Some of the accountability provisions we recommend are:
Clearly stated Federal objectives and priorities, phrased in a manner so that

results can be objectively measured.
Preparation of a State plan setting forth needs, priorities, objectives, and intended

use of funds.
Periodic financial management monitoring and programmatic evaluation. Audit

requirements should be in accordance with Office of Management and Budget
circulars and "Standards For Audit of Governmental Organizations, Programs, Ac-
tivities, & Functions."

Reasonable State reporting on use of funds and accomplishment of Federal and
State objectives.

Maintenance of effort requirements with waiver authority to allow for bona fide
State spending reductions.

Again, these provisions are consistent with the design features suggested by the
Advisory Commission on Intergovernmental Relations for developing block grant
legislation.

Current funding allocation may not reflect need or demand for services
The Advisory Commission on Intergovernmental Relations recommends that block

grant funding be distributed to the States based on need. We understand that the
Administration, after considering several alternatives, plans to allocate block grant
funds based on the amount of funding currently being given to each State under the
programs slated for block grants. However, current funding allocations may not
accurately reflect need, particularly with respect to project grant programs, such as
Community Health Centers or Family Planning.

For example, Federal funds for Community Health Centers generally bypass State
agencies and are awarded to private local organizations. Our recently completed
review of this program, as well as some of the other programs proposed for consoli-
dation, showed major problems in the mechanisms used to determine the need for
program funds and location of projects.

In our view, States will need sufficient time to evaluate their needs and priorities
in relation to the projects funded by HHS.

States need time to gear-up for block grants
States will need sufficient time to prepare for administering those aspects of block

grants that they currently are not involved in. For example, our June 1972 report
on the conversion of the MCH project grant program to formula grants pointed out
that it took several years for the States to plan and prepare for the conversion.

Consolidating programs currently administered by State MCH agencies should not
pose major startup problems for most States. However, transferring other programs
to State control that HHS currently administers as project grants may be a differ-
ent story. States will probably need sufficient time to prepare for administering
funds from such project grant programs as Community Health Centers and Migrant
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Health. This is particularly true in view of our findings that current funding
allocations in the former program may not reflect need.

Need for uniform definition of low income
The Administration's proposals for health, preventive health, and social services

are aimed particularly at helping low-income persons. The Congress should specify a
uniform definition of low-income persons applicable to the three different block
grants. Lack of such a definition has resulted in inconsistencies and inequities
among persons receiving family planning services under the MCH, title X Family
Planning, and title XX Social Services programs. MCH and title XX Social Services
programs permit, but do not require, collection of fees from persons with the ability
to pay, while title X requires collection of fees from persons who are not from low-
income families. These programs do not use the same definition of low-income
families. Each program is designated to be included in a separate block grant under
the Administration's proposals.

In summary, we believe that the Congress will need to provide for a special focus
on maternal and child health and accountability requirements if it wants to ensure
that the objectives of title V are effectively and efficiently -met nationwide under
block grants. This concludes our statement. Mr. Chairman, we would be pleased to
answer any questions you or other Members of the Committee may have.

SELECTED GAO AND OTHER REPORTS THAT MAY BE USEFUL TO THE COMMITTEE

GAO reports
"Better Management and More Resources Needed to Strengthen Federal Efforts

to Improve Pregnancy Outcome,"' (HRD-80-24, Jan. 21, 1980).
"The Sudden Infant Death Syndrome Program Helps Families But Needs Im-

provement," (HRD-81-25, Feb. 6, 1981).
"Evaluating Benefits and Risks of Obstetric Practices-More Coordinated Federal

and Private Efforts Needed," (HRD-79-85, Sept. 24, 1979).
Letter Report to the Director, Department of Human Resources, Government of

the District of Columbia, on infant mortality problems in the District (Oct. 31, 1978).
"The Special Supplemental Food Program for Women, Infants, and Children

(WIC)-How Can It Work Better?" (CED-79-55, Feb. 27, 1979).
"Preventing Mental Retardation-More Can Be Done," (HRD-77-37, Oct. 3, 1977).
"How Federal Developmental Disabilities Programs Are Working," (HRD-80-43,

Feb. 20, 1980).
"HUD Not Fulfilling Responsibility to Eliminate Lead-Based Paint Hazard in

Federal Housing," (CED-81-31, Dec. 16, 1980)."State Programs For Delivering Title XX Social Services to Supplemental Secu-
rity Income Beneficiaries Can Be Improved," (HRD-79-59, Apr. 11, 1979).

Federal Assistance System Should Be Changed to Permit Greater Involvement By
State legislatures," (GGD-81-3, Dec. 15, 1980).

"Proposed Changes in Federal Matching and Maintenance of Effort Requirements
for State and Local Governments," (GGD-81-7, Dec. 23, 1980).

"Returning the Mentally Disabled to the Community: Government Needs To Do
More," (HRD-76-152, Jan. 7, 1977).

"Administration of Federal Assistance Programs-A Case Study Showing Need
for Additional Improvements," (HRD-76-91, July 28, 1976).

"How States Plan For And Use Federal Formula Grant Funds to Provide Health
Services," (MWD-75-85, Dec. 9, 1975).

"Fundamental Changes Are Needed in Federal Assistance To State And Local
Government," (GGD-75-75, Aug. 19, 1975).

"Improvements Needed to Speed Implementation of Medicaid's Early and Periodic
Screening, Diagnosis, and Treatment Program," (MWD-75-13, Jan. 9, 1975).

"Review of Selected Communicable Disease Control Efforts," (B-164031 (2), June
10, 1974).

"Maternal and Child Health Programs Authorized by Title V, Social Security
Act," (B-164031 (3), June 23, 1972).

Other reports
"Better Health For Our Children: A National Strategy, The Report of the Select

Panel for the Promotion of Child Health: 1980" (DHHS (PHS) Publication No. 79-
55071).

"Hearing Before the Subcommittee on Child and Human Development of the
Committee on Labor and Human Resources, U.S. Senate, Oversight on Efforts to
Reduce Infant Mortality and to Improve Pregnancy Outcome," June 30, 1980.
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"Summary and Concluding Observations, The Intergovernmental Grant System:
An Assessment and Proposed Policies," Advisory Commission on Intergovernmental
Relations, June 1978.

Senator DURENBERGER. Our next witnesses are a panel of two-
Dr. Herbert J. Cohen, president of the American Association of
University Affiliated Programs for the Developmentally Disabled;
vice chairman of the President's Committee on Mental Retarda-
tion; director, University Affiliated Facility at the Albert Einstein
College of Medicine, New York, and Pat Klauck, association chair-
man and executive director, Minneapolis Children's Health Center,
Minneapolis, Minn., on behalf of the National Association of Chil-
dren's Hospitals and Related Institutions, Inc.

Welcome both of you and we appreciate the opportunity to have
you share with us your thoughts on a subject that I know concerns
you as much, or more than it does us.

Dr. Cohen, are you going first?
Dr. COHEN. Yes; thank you.

STATEMENTS OF HERBERT J. COHEN, M.D., PRESIDENT, AMERI.
CAN ASSOCIATION OF UNIVERSITY AFFILIATED PROGRAMS
FOR THE DEVELOPMENTALLY DISABLED; VICE CHAIRMAN,
PRESIDENT'S COMMITTEE ON MENTAL RETARDATION; DIREC.
TOR, UNIVERSITY AFFILIATED FACILITY AT THE ALBERT
EINSTEIN COLLEGE OF MEDICINE, NEW YORK, N.Y.; PATRI.
CIA KLAUCK, ASSOCIATION CHAIRMAN AND EXECUTIVE DI.
RECTOR, MINNEAPOLIS CHILDREN'S HEALTH CENTER, MIN-
NEAPOLIS, MINN., ON BEHALF OF THE NATIONAL ASSOCI-
ATION OF CHILDREN'S HOSPITALS AND RELATED INSTITU.
TIONS, INC.
Dr. COHEN. Good morning, Mr. Chairman.
The Association of University Affiliated Programs is a 16-year-

old national network, 47 university-based programs in 34 States.
Our principal purpose is to train personnel who will provide serv-
ices to the mentally retarded, developmentally disabled, particular-
ly the more severely handicapped children.

People who are trained, work and are still unquestionably
needed to man a $12 billion national program for the mentally
retarded, developmentally disabled. That program is supported by
$5 billion in Federal funds, of which the training component is a
very small one.

The UAP's develop model service programs to serve the develop-
mentally disabled and we are very out front in applying the latest
technology in terms of helping the States in their maternal and
child health effort and work with crippled children.

We work closely with the directors of those programs in States
and train personnel and provide a deep needed technical assist-
ance.

We are also very key tertiary care providers, Mr. Chairman, and
we ourselves provide 68,000 direct services to severely handicapped
children. My own program, we provide about 5,000 services to
children with very difficult and complex problems who under the
competitive system often do not have access services except those
that are supported by centers such as ours.
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UAP's have been integral to the national effort working in the
field of mentally retardation, developmental disability over the last
16 years working with the Federal Government, regions and States.

I might say that the previous speaker mentioned something
about special projects, and we have been involved with quite a
number of special projects over the year, and I think one has to
clarify what the impact of those are.

In our written testimony, we mention something about PKU as
an example., Through a special project that was given, and through
a number of other special projects, there have been a national
collaborative effort to combat phenylketonuria. A simple screening
test was developed which costs pennies and now is extended to
screen for a variety of metabolic disorders developed through that
national effort so that these special projects have had tremendous
impact in assisting the States, as well as regions. In fact, sonle of
our facilities actually provide genetic and metabolic screening pro-
grams to regions, which, of course, is somewhat counter .to the
block grant concept.

We worked in integrating handicapped children into Headstart,
and working with generic agencies in the kind of integration that
the previous speaker was mentioning, because of the absence of it
in the kinds of programs that now exist.

I would like to offer some data, Mr. Chairman, on the value and
cost-effectiveness of some of these programs.

I can give you an example of our own home program, which
serves 5,000 people in the Bronx. Over the last year, we have
detected 20 cases of fetal alcoholism syndrome, a syndrome which
was first discovered at one of our University Affiliated Centers at
the University of Washington.

We have been able to realistically get 10 of those parents for
help in combating the mother's alcoholism in family planning ef-
forts so that we have literally prevented the birth of 10 subsequent
children who would be mentally retarded with fetal alcoholism
syndrome.

The lifetime care of those children would be a million and half
dollars over their lifetime. We have made similar efforts in Down's
syndrome. In the past year, I have identified two instances where
we've prevented this problem from occurring.

Early intervention efforts also have a way of mitigating the
effects of disability and saving long-term costs. This is one UAF,
I'm mentioning, $250,000 maternal and child health investment
with 70-fold return preventing a minimum conservatively of $18
million in long-term costs.

Mr. Chairman, we believe very strongly that dollar savings are
very important in these days and consolidation of programs are as
well.

We believe the kinds of efforts that these special projects that
the University Affiliated Programs have contributed are very valu-
able ones to long-term effort in this country.

We believe that we are an important national resource and that
we have provided a very critical effort to the mission of the coun-
try, as well as provided needed training so that others could go out
and do similary as we do in providing services throughout the
country.
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We urge continuation of the title V program, a very valuable
program as a strong nationally directed program with continuation
of the essential research and training components, including the
UAP's.

I thank you.
Senator DURENBERGER. Thank you very much.
Pat.
Ms. KLAUCK. Thank you, Mr. Chairman, for the privilege to

present testimony on behalf of the National Association of Chil-
dren's Hospitals.

Our association is composed of 73 children's hospitals. These
hospitals admit 90 percent of the patients cared for in children's
hospitals and provide over 2.5 million days of care per year, and
experience about 4 million outpatient visits.

The annual expenditures on behalf of these children approach
$1.3 billion. No small amount of money.

These hospitals are well represented by other organizations
which can speak to their interests as hospitals. By their very
existence they are advocates for children. We come to you today in
that particular role.

We want to speak to three proposals contained in the program
for economic recovery, that of title V, title XIX and-the end stage
renal disease program.

We have furnished a detailed written statement to the commit-
tee, and I will just highlight some of the points in that statement.

In regard to title V, the Federal role of coordination, stimulation,
standard development and program assessment of the title V pro-
gram has been integral to its success.

The Federal-State-local partnership which has resulted is its
strength. Its incorporation into a block grant mechanism with un-
related programs will dilute its benefits to mothers and children
and reduce its funding to a purchase of services mechanism.

The proposed reduction in its funding, which in recent years has
not met the effects of inflation, reflects an unacceptable priority
for the needs of mothers and children. - o

The proposal to limit title XIX medicaid funding to 105 percent
of fiscal year 1981 expenditures, which in turn would be capped
$100 million below the projected fiscal 1981 outlays is independent
of the activities of many States which have already been planning
to limit medicaid eligibility and scope of benefits.

We must face the fact that a cutback in medicaid eligibility or
reduction in its benefits will not reduce children's needs for health
care services.

To the extent possible, all children's hospitals will continue to
serve patients who are in need, irrespective of their ability to pay.

I will refer subsequently to 30 hospitals. These hospitals provided
$16.7 million in charity care last year. The children's hospitals,
typically, are underfunded. We do not have a large cushion which
we can fall back on to meet the costs of the charity services.

Endowments of these 30 children's hospitals A'Vraged $2 million
each.

These hospitals, of course, have an obligation to all children,
including those who have been covered by medicaid.
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As a consequence, essential, but nonemergent services to those
who have no source for reimbursement may have to be curtailed.

To measure the effects of these cutbacks, we looked at data
obtained from these 30 children's hospitals. It is interesting to note
that in them, 35 percent of over 1 million inpatient days of care
were provided to medicaid patients. Nineteen of these hospitals
reported that 43 percent of their 727,000 outpatient visits were
medicaid patients, as was 41 percent of their 613,000 emergency
room visits.

Twenty-three of these children's hospitals were able to measure
the impact of the title XIX cutbacks, and report that the effect of a
15-percent reduction in revenue from a 5-percent cap would
amount to $23.7 million.

This is equivalent to the cost of 459,000 ambulatory care visits, a
reduction equal to 11 percent of all such visits in all children'shospitals.Mr. Chairman, a capping of medicaid funds will cause great

difficulties for these hospitals in funding the essential health care
needs of poor children.

If, in spite of this impact, there should be a cap, it is the recom-
mendation of the association that an appropriate historical per-
centage of medicaid funding be earmarked for children.

We have spelled out the rationale for this in our statement.
Finally, the association states that the proposed reimbursement

at the level of freestanding end stage renal disease programs does
not reflect the special needs of children, and proposes a tax incen-
tive to increase donations of kidneys for transplantation which can
reduce program expenditures.

The association states that the proposed elimination of the ESRD
networks will cause the special needs of children with ESRD to go
without the planning, coordinating, and quality control benefits
which the network can accomplish.

Mr. Chairman, we appreciate the opportunity to present our
views on the administration's spending reduction proposals and
their effect on the health care of children.

I would be pleased to answer questions.
Senator DURENBERGER. Thank you very much.
Dr. Cohen, would you address the figure 25 percent of the block

grant reduction. You talked about the administrative savings that
come from consolidating categoricals, is there 25 percent savings in
maternal and child categorical grant programs, which are blocked?

Dr. COHEN. Well, first of all, as presented, as I understand the
administration, we are opposed to the concept of block grants per
se. We are in favor of consolidation of programs.

Senator DURENBERGER. Consolidate them into title V?
Dr. COHEN. Consolidate them into a title V structure, which can

be more effectively administered and can bring together some of
the divergent elements that currently exist which were testified to
before.

I think we have a long way to go to make that program more
effective. I think these special projects represent the very impor-
tant investment in the long-range future and we're very upset and
concerned to see the elimination of that in the role of training and
the role of various successful university centers eliminated in that.
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I view that 25-percent cut, however, in a broader context as a
pediatrician who sees children three times a week, in addition to
my other administrative responsibility, and that is as someone who
is trying to help handicap children and see that these title V funds
being cut back across the board are literally taking crutches and
braces away from children who are now getting them through the
State aid program, and whose evaluations are being paid for in the
State aid programs that we are linked to.

So, I see that kind of reduction as having a very serious and
dramatic impact, and, in fact, 65-we are only serving, according to
current estimates, 65 percent of the handicapped children, which is
my own personal involvement and interest around the country.
Obviously, any 25-percent cut will decrease the amount of services
and in the context of your earlier question, will, in fact, not permit
the delivery of services to all those who require them.

Senator DURENBERGER. Thank you.
Ms. Klauck, a sort of a similar question of you, I guess.
I understand your testimony to be in opposition to the block

grant, and also to oppose the blocking of maternal and child with,
in effect, competing health care proposals; am I correct in that?

Ms. KLAUCK. That's correct, Mr. Chairman.
Senator DURENBERGER. OK.
Ms. KLAUCK. We really support the present structure and pro-

gram and see that it has done very good things. We would like to
see some changes in consolidation as the other two witnesses have
testified to, but, basically, the present structure is very good.

Senator DURENBERGER. What about the position on blending title
XIX and title V funding? Can you suggest an easy way to do that,
or a logical way to do that?

Ms. KLAUCK. How I wish I could. The concept, I think, is one
that's very valid and good because it would consolidate these var-
ious programs. As we have been discussing, so many of the pro-
grams are scattered throughout different titles and different ways
of administration so there possibly is duplication or waste, and by
organizing them into one system, I think we could do a better job,
be more efficient and save some money and give the kind of care
that mothers and children need, and cover all the various pro-
grams.

Senator DURENBERGER. OK. On the end stage renal disease pro-
gram, I know you were sort of consolidating your testimony, but
that is a big ticket item in this committee and one that is being
targeted for very close examination, and I think you have suggest-
ed that altering reimbursement of facilities and repeal of the provi-
sions regarding networks is not appropriate.

You mentioned something about tax incentives, and I don't know
to whom or how those tax incentives would be directed. One of the
suggestions that's been made is to encourage families with private
insurance to begin to shoulder part of the cost burden for the care
of children withend stage renal conditions.

Would you elaborate a little bit on just what your position is on
changes in this program?

Ms. KLAUCK. Well, one of the problems with the program, as we
understand it, is that it becomes very costly. The treatment proce-
dure is a very costly one.
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In the case of children, if they continue to be in the dialysis
program, the average cost of the dialysis per year is $22,000 and it
goes on through their entire life.

Over the number of years that a child is expected to live, that
becomes a very costly project.

The best treatment for these children would be transplant. And
one of the problems is the supply of kidneys. And if we could work
out a program whereby there would be a greater supply, possibly
an incentive program where people would receive a tax break if
they did donate their kidneys, these children would have the oppor-
tunity to have a transplant.

It wouldn't apply only to children; it would apply also to adults
and that means that their quality of life would be improved, as
well as that extended cost of $22,000 a year for the dialysis proce-
dure would be eliminated.

Senator DURENB.*EGER. Do you want to comment on that phase
of it at all, Dr. Cohen?

Dr. COHEN. As, ag-ain, a pediatrician, I think the end stage-any
-kind of chronic disease is costly and very difficult to furnish in a
competitive environment. I think that between handicapped chil-
dren and end stage renal disease, we are talking about two of the
most expensive items in long-range care for the children.

And I think what clearly has to be focused on, if I may presume,
Mr. Chairman, is what we are investing in prevention and how we
can use the maternal and child health program and title XIX as
well to try to identify these handicapping conditions as early as
possible. Develop our expertise and technology and try to prevent
these long-term costs, and that is what I am concerned about in
terms of those cuts which take out the funding for technology, for
training, for attempts at developing new preventive techniques to
prevent these long-term disabilities which are so difficult for chil-
dren and their families as well.

Senator DURENBERGER. Thank you very much both of you for
your testimony.

We appreciate it very much.
[The prepared statements of the preceding panel follow:]

STATEMENT OF HERBERT J. COHEN

SUMMARY OF RECOMMENDATIONS

I. Retain Title V with speciFw improvements and consolidations: The program was
created to exert Federal [eadership. The Title V program has had enormous impact
in promoting the health of mothers and children, reducing mental retardation and
other handicapping conditions, and rehabilitating crippled children. The Federal
program represents a fraction of the expenditures at the State level but has led, not
impeded, progress in the States.

II. Reduce Spending-SHORT TERM (A) Reduce Administrative expense at the
Federal and State levels by consolidating into an Administration for Maternal and
Child Health the following programs:

Sudden Infant Death Syndrome (SIDS), Genetic Diseases, Hemophilia, and the
non-financial portion of SSI Disabled Children's Programs.

(B) Reduce administrative expenses at the Federal and State levels by (1) use of a
more formal process of developing planning priorities for expenditure uf funds
which would allow for more formal State MCH/CC participation in the setting of
priorities, as well as comment by nationally recognized experts, and (2) expanded
use of a peer review process for individual project award.

III. Reduce Spending-Long Term. Adequate health care of expectant mothers,
newborn infants and high risk and disabled children reduces disabilities, and there-
fore public and private costs of treatment and welfare payments. Increased long
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term savings in Federal programs for the disabled will obviously be reduced as the
incidence and degree of disability is reduced. It is recommended that: (A) The MCH
program be recognized as a preventative program and continued at its current leveL
(B) Congress direct that the preventative aspects of this title be strengthened and
that State formula grant funds and Federal discretionary funds be targeted to a
greater degree on primary and secondary prevention. It is also recommended that a
greater portion of the funds be allocated to the development and implementation of
cost effective methods.

IV. Preserve Authority for Federal Leadership: The current discretionary authori-
ties under Title V (Mental Retardation projects, projects of national and regional
significance for maternal and child health and crippled childrens services, training
(including University Affiliated Facilities) and research) provide a fundamental tool
for Federal leadership in bringing technically adequate health practices to under-
served areas. The preservation of these authorities at the Federal level is essential
to accomplishment of the basic purpose of Title V programs. Authorization should
be made for discretionary projects in support of Federal leadership in approximate
proportion of 20 to 22 percent of the total appropriations for Maternal and Child
Health. Authorization at the current level of $46.8 Million for mental retardation
projects and MCH and CC projects of national and regional significance, and $30

million for research and training would satisfy this objective.

BACKGROUND: MENTAL RETARDATION AND DEVELOPMENTAL DISABILITIES

An estimated 3 percent of the U.S. population suffers from mental retardation or
other developmental disabilities. These conditions have a profound and often devas-
tatin* effect on both the directly affected individuals and their families. The divorce
rate is significantly higher for parents of children with developmental disabilities.
There are over 200 known causes of mental retardation, but the known causes

-- explain less than half the cases diagnosed. The cost to society of this disability is
enormous. It has been estimated that the Federal government alone is spending 4.6
billion dollars on the treatment and care of individuals with mental retardation.

The impact of research on cases, prevention, treatment, and the dissemination of
research findings to States has paid great dividends and offers great promise. It has
been estimated that for each case of severe retardation among males that is averted,
the undiscounted total gain to society is almost $900,000 (1970 dollars). The Presi-
dent's Panel on Mental Retardation in 1962 observed that "the Panel has been
mindful of the significant advances in the attack on mental retardation which have
taken place as a result of research findings. Such errors in inborn metabolism as
phenylketonuria, maple syrup urine disease, and galactosemia have been intensive-
ly studied and through the results of these studies, it has been possible to prevent
many causes of mental retardation." In recognition of the practical potential for
prevention and its importance in human and economic terms, President Nixon
established as a national goal reducing the incidence of mental retardation by one-
half by the year 2000. This goal, felt then and now to be a practical one which can
be achieved through research and the disseination of knowledge to states, will save
society and Federal and State governments billions of dollars.

Adequate prenatal health care and health care of infants and young children is
the single most important means of preventing and reducing mental retardation,
and other disabilities.
Program concept

Title V of the Social Security Act was established to enable "each state to extend
and improve (especially in rural areas and in areas suffering from severe economic
distress). (1) services for reducing infant mortality and otherwise promoting the
health of mothers and children; and (2) services for locating, and for medical,surgical, corrective, and other services and care for and facilities for diagnosis,
hospitalization, and after care for, children who are crippled or who are suffering
from conditions leading to crippling" (Sec. 501). The extension and improvement of
state services (in contrast to funding services per se) is and has been the basic
purpose of the Act. The accomplishment of this purpose has been well served by an
unusually able Federal administration of the program, demonstrating the impact of
true leadership at the Federal level, of a kind which could not be accomplished by
states alone. The component parts of the Title V legislation, in general, have
functioned together in an integrated fashion.
Program goals

An excellent perspective on the true Federal leadership nature of the Title V
program is gained through study of the Federal MCH objectives for fiscal year 1981
to fiscal year 1983. Note that every single one of the goals articulated has the

80-480 0 - 81 - 21
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following two characteristics (1) Prevention of crippling conditions (2) provision of
leadership to states (not to just fund state services, but to systematically get states
to strengthen services where they are weak in the preventative area.

Federal leadership in the prevention area is vital and so critically important
because at the state level states recieve pressure to respond to demands for direct
services with most of the state residents needing services being voters. With scarce
resources, states are hardly able to deal with direct demand. To divert service
dollars, where services are not being demanded and there is no immediately visable
need to the laymen, or to provide services to children who cannot vote, or to provide
services to prevent conditions from occurring at all calls for a national leadership.
history shows that states with severe pressures of their own have been unable
politically to make the choices necessary for preventative services so vitial to the
national interest.

In addition, because of the rapid rate of research discoveries and breakthroughs
over the last 2 decades, no state is in full possession of the technical know how to
plan, train service personnel, and provide technical facilities necessary to comple-
ment fully effective preventative services. Federal leadership is vital to accomplish
the technical transfer to the states.

MCH OBJECTIVES FISCAL YEAR 1981 THROUGH FISCAL YEAR 1983

Family planning
Increase the number of high-risk low-income women provided family planning

services in Title V supported programs by 10 percent.
Assure that mechanisms are in place so that 90 ercent of patients 19 years and

under who are receiving medical family planning services receive counseling prior
to or at the time of receiving any family planning method.
Services for handicapped children

Assure that the SSI/Disabled Children's Program becomes fully operational in all
50 States and the District of Columbia and that at least 65 percent of the eligible
children are under care.

Assure that the State Crippled Children's Program develops linkages for the
rovision of diagnostic and specialized services for handicapped children with at

least 25 percent of the BCHS-supported primary health care programs located in
the State.

Establish and implement interagency collaboration between MCH/CCS/SSI pro-
grams and:

(A) State Special Education Programs
(B) Title XIX
(C) Vocational Rehabilitation
(D) Other services, such as mental health, developmental disabilities, supple-

mental food programs, child deveopment (Head Start).
Adolescent Health

Assure that participation of 60 percent of all pregnant adolescents 19 years of age
and under in prenatal care during the first trimester of pregnancy in Title V and
related programs such as special programs for adolescents.

Increase by 15 percent the number of adolescents, including handicapped adoles-
cents, receiving comprehensive health services.
Prenatal care

Assure the participation of no less than 75 percent of all pregnant women 20
years of age and above in prenatal care during the first trimester of pregnancy in
Title V programs.

Assure that at least 70 percent of women receiving prenatal care in Title V
programs are screened for high-risk conditions by instituting a scoring system in
Title V programs providing prenatal care.

Assure the participation of 60 percent of all pregnant adolescents 19 years of age
and under in prenatal care during the first trimester of pregnancy in Title V and
related programs such as special programs for adolescents.
Perinatal care

Decrease the neonatal mortality rate by 10 percent in all States having neonatal
mortality rates above the national average (9.9 percent) in 1977. (22 States)

Achieve for every subgroup of the population as defined by socio-economic, ethnic
and geographic characteristics a rate of low-birth weight that does not exceed 10"
percent of all live births (1975-77 rate for whites is 6.1 percent, for blacks it is 12.9
percent).
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Assure that mechanisms are in place to screen 90 percent of all newborn infants
for metabolic disorders and that appropriate followup and management can be
provided for infants with positive findings.
Child health care

Assure that the Title V State Plan(s) for MCH and CCS include documentation of
the magnitude, nature and location of unmet need in the State's mother and child
population, including handicapped children, and that areas of need (geographic and
programmatic) are prioritized.

Assure that 90 percent of all medicaid eligible children served by the State MCH/
CCS programs are under continuing care. (Continuing care is defined as the provi-
sion to a child of preventive, acute, episodic and health assessment services by or
coordinated by a single primary care provider who maintains a consolidated medical
record for that child. More detailed guidance on continuing care will be available
from BCHS.)

Assure that at least one demonstration tracking and monitoring system is in at
least one geographic area of the State to assure that all infants and children,
particularly the newborn and those at high risk, are under supervision of a health
care service provider and receive periodic followup.

Assure that 30 percent of all children 12 years of age and younger are fully
immunized against preventable childhood diseases and establish systems in each
community to assure that all newborns are immunized at the earliest appropriate
time.
How Federal leadership is exercised to achieve goals

An example of how the various portions of Title V have worked together effective-
ly to improve prevention in the states is phenylketonuria (PKU), a metabolic disor-
er which if present at birth will invevitably lead to mental retardation. If detected

at birth, and properly treated, mental retardation can be completely prevented.
Before current treatment methods for PKU were developed, MCH at the Federal
level, using MCH projects of national significance funds (reserve B), organized a
large nationwide multistate screening and testing study known as the PKU Collabo-
rative Study. This study was of a scientific, geographical and financial scope such
that no single state could ever have undertaken it. The project was quite successful
and established PKU as an identifiable and treatable condition. However, the scien-
tific methodology used in the study was too expensive for use in the individual
states. To remedy this condition MCH then used the (Reserve B) mental retardation
funds and funded Dr. Robert Gutherie to develop an economical mass screening tool.
This also was a successful effort, resulting in the development of a single uniform
screening test for use on babies at birth, a test which now costs 33 cents per baby.
MCH then worked with the State MCH Directors and the University Affiliated
Facilities (UAF's) under the state MCH formula grant program and the 511 training
authority respectively to bring this technology to the states. This effort was success-
ful; 48 states now have mandatory PKU screening for all newborn infants. At
present the UAF's are working nationally to demonstrate within states proper and
effective methods for treatment of PKU. The treatment is technically complex and
the UAF's operating on a mulit-state regional basis are playing a vital role in
demonstrating to states how such treatment can be effectively offered. The current
MCH program provides for Federal leadership and a Federal/State partnership.
Continued Federal leadership, in partnership with States is vital for the continu-
ation of such programs.
Ongoing research offers great promise

Much is being done in the biomedical sciences. We are annually discovering new
applications of fundamental techniques developed in this field 20 years ago, such as
prenatal diagnosis through amniocentesis and karyotyping, with new capability of
diagnosing a wide variety of potentially retarding disorders. Such advances must be
followed up with appropriate treatment methods in order to forestall the consequent
mental retardation. Research on characteristics of cell membrane functioning and
malfunctioning promises to shed new light on a wide range of behavioral and
structural developmental phenomena. Similarly, basic research on neuronal growth
has reached a critical stage at which the promise of new understanding is great and
the need for uninterrupted research is compelling. New research on brain enzymes,
acting at the vital synaptic junction of neural cells, promises to provide extremely
important keys to both the understanding of brain functions andthe possibility of
enhancing brain functions through biochemical intervention.

An example of research in the mental retardation research centers co-located
with UAF's that has shown significant promise but is still going forward and will
require continued investment to complete follows: Research on the structure of the
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hypothalamus has revealed a group of cells that appear to act as "scavengers,"
pro tectfg the brain from viral infections by attacking invaders such as viruses. As
is true for other organs, there may be a critical period when these scavangr cells
are not fully developed or functioning. Identification of this critical period, now
under investigation, could help to prevent brain damage caused by a viral infection
in the mother or infant, and thus prevent a major source of mental retardation.

The rapid pace of research discovery defines a vital MCH Title V leadership role,
as the PKU example illustrates. Given continued Federal sponsorship of research
and Federal leadership in making these findings available to the States, the goal of
reducing the incidence of mental retardation by one half b the year 2000 can be
achieved. There is no way the states alone can accomplish this goal.
The importance of training and UAF's

"Training" is funded under Section 511, but the word "training" is a misnomer.
The authority is concerned with systematically making available to states the
technical knowledge developed through research in practical ways which can be
applied in the States. Among other projects, two national networks of University-
based centers have been created under Title V: University Affliated Facilities
(UAF's) and Pediatric Pulmonary Centers. These centers serve mulit-state regions
and have as a purpose bringing to the states technical knowledge needed but not
otherwise available in the states. Table 1 presents an activity summary for the
UAF's which tells only part of the story.

TABLE l.-UAF training program, fical 1979'

Category of participant: Participant,'
Intensive/long-term university training .................................................. 918
Form al university training ......................................................................... 17,995
Short-term university training ................................................................... 61,090
Technical consultation: Service providers, parents, others .................. 166,029

UAF Direct Client Services fiscal year 1979: The 47 UAF's provided direct services to 68,200
individuals with disabilities in fiscal year 1979.

Figures abstc, from "University Affiliated Facilities An Important Program for Develop-
mental Disabilitiesf. R. Lee Henney, Ph.D.; Institute for Comprehensive Planning, March 1981.
All data in this report was drawn from the AAUAP Database.

The UAF's demonstrate a full range of services which incorporate all the latest
research findings. (e.g. treatment of PKU). They thus serve as a resource for all
states to visit, study, and learn the latest and most effective methods UAF's train at
all levels professionals and practitioners in the latest methods. Two of the current
state MCH progrm Directors received intensive long term training at UAF's. Thus,
UAF's are directly contributing to the most effective possible technical leadership at
the state level. UAF's also tram faculty at Universities in their regions on what to
teach professionals in training in relation to latest methods (e.g. the UAF at Johns
Hopki University trains all medical students in mental retardation with the goal
of aving general practitioners and pediatricians able to recognize at the earls
possible time mental retardation danger signs, so referral to experts can be made).

UAF's also carry a large client load and Fenerally accept cases that no one else in
the states has been effectively able to diagnose or treat (tertiary diagnosis and
treatment). This service makes UAF's a national resources for treatment of complex
and complicated cases (68,200 cases were seen by UAF's in fiscal year 1979) which
would be lost if Sec 511 were not continued at its current level. Providing services to
these individuals allows UAF"s to learn about the problems in diagnosis and referral
that agencies within the state are having and alows the UAFs to work with the
state MCH programs to up-grade service within the state. Given the rapid rate of
research finding in the field, this process is not one that is in any way critical of
the states, but it is a natural, dynamic process in which the highly technical UF' s
work with states to apply in a practical way new and more effective methods.

This process has allowed UAF's to support pr outside the Title V field. For
example, UAF's have been analyzing referral from public schools operating under
Public Law 94-142 and have provided formal guidance to state and local education
agencies on how to operate state education programers for the handicapped more
effectively. UAF's are offering technical assistance to regional Headstart projects on
how to serve handicapped children in Head Start programs. ICFMR inspector train-
ing programs have been designed and offered by UAFs. UAF's also offer training to
state planners for Title XX services to the mentally retarded.
Cost effectiveness of UAF program

-Mental Retardation costs the nation 12 Billion Dollars a year (Copeland, 1981)
with $5 billion in Federal funds being used to serve this population. Statistics from
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one UAF (UAF at Albert Einstein College of Medicine) illustrate the cost effective
role of UAF's.

The Einstein UAF is a key tertiary care provider for over 5,000 severely handi-
capped children annually. Referred to this center are multiple handicapped individ-
uals with the most difficult and complex problems.

In the past year, 20 cases of fetal alcoholism (a syndrome first identified at a
UAF) were diagnosed in this clinic. In such cases, the children affected by maternal
alcohol intake are usually moderately-to-severely mentally retarded. Through suc-
cessful outreach and counseling efforts, we have succeeded in avoiding at least 10
subsequent pregnancies that would have resulted in affected offspring who would
require special services costing at least $1.5 million over their lifetime. The total
saving in these cases was $15 million. Early referral for genetic counselling of
parents with Down's Syndrome have avoided the birth of at least two Down's
Syndrome children in the past year-a total saving of $3 million.

Therefore, in but one UAF, outreach components of a $250,000 Maternal and
Child Health grant, without exaggeration, resulted in an $18 million long term
savings, over a 70 fold return on a one year investment. Added to this are substan-
tial savings from other program components resulting from outreach, early identifi-
cation and intervention activities for handicapped children. The gain from the
programs results in substantial cost saving, estimated at around half a million
dollars per child.

UNIVERSITY AFFILIATED FACILITIES-A CAPACITY BUILDING PROGRAM FOR THE
DEVELOPMENTALLY DISABLED

INTRODUCTION
Mental retardation and developmental disabilities have multiple causes, many of

which take specialized knowledge, skills and resources to diagnose; if detected early
many can be prevented or dramatically reduced in severity, with substantial savings
to government expenditure.

The University Affiliated Facilities (UAF's) form a national network of 47 facili-
ties in 35 States where children and adults, through high quality demonstration
programs, are provided diagnostic and other services. UAF's are responsible for:
serving individuals with complex disabilities for which services are not otherwise
available; training professionals in their States and regions to promote proper
diagnosis and treatment in statewide services; and, assisting state and local plan-
ning agencies to organize necessary services.

As a national network, UAF's work with National Institute for Child Health and
Human Development (NICHD) supported Mental Retardation Research Centers to
ensure that the latest possible knowledge is available throughout the service
system. The national UAF network also works with hospitals, well-baby clinics,
teenage pregnancy clinics and other programs to provide leadership to states and
local communities in applying knowledge, tests, and services to prevent the occur-
rence of mental retardation and other developmental disabilities.

LEGISLATIVE AND FUNDING BACKGROUND

Legislation signed into law in 1963 (Public Law 88-164) led to the development of
the University Affiliated Facilities. The passage of Public Law 88-164 signaled a
major breakthrough in bringing the resources of the Feeral government to bear in
the effort to more systematically address the manpower needs for care of this
nation's mentally retarded citizens. For the first time, the Congress and the Execu-
tive branches recognized the need for Federal funds to assist in establishing a
nationwide network of university affiliated interdisciplinary training programs cen-
tered on models of service. Implicit in this commitment was recognition of the need
to give high priority to training professionals in the theory and practice of interdis-
ciplinary programming for mentally retarded persons. With the passage of amend-
ments to the Developmental Disabilities Act in 1972 and 1978, the mission of UAF's
was expanded to include other developmental disabilities in addition to mental
retardation.

UAF's are now funded as follows: 23 programs were granted construction funds
under Public Law 88-164 during 1964 and 1968, when a 20-year )oint commitment
was made between the Federal government and participating Universities; approxi-
mately two-thirds of funds appropriated under Maternal and Child Health Research
and Training provide program support to UAF's; UAF fund under the Developmen-
tal Disabilities Act provide administrative support to the constructed UAFs and
fund UAF activities in states which did not receive construction funds. In addition,
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UAF's are heavily supported by state and university funds, with approximately one
half of UAF activities being funded by non-Federal dollars.

PROGRAM RATIONALE

Mental retardation and other developmental disabilities stem from many causes;
although 3 percent of the population is affected, the causes are so varied that many
are quite rare and therefore are harder to detect and identify. While most instances
of mental retardation related disabilities are present at birth, only 1 percent of
these cases are detected at postnatal medical examinations. Failures in detection
are unfortunate; with proper treatment many potential instances can be prevented
altogether, and other affected individuals treated so as to be indistinguishable from
the 'normal" population. In most cases, identification and treatment planning are
highly technical and complex; failure to detect potential disabilities can be attribut-
ed to lack of adequate training on the part of professionals who do come in contact
with newborn infants and pre- and school-age children. Dr. Hugo Moser, Director of
the Universtiy Affiliated Facility at Johns Hopkins, has estimated that the inci-
dence of mental retardation could practically and immediately be cut in half (with-
out abortion) if proper training was given to appropriate professionals. In severe
cases, as disabled children grow older, institutionalization or expensive community
services are often required with an overall cost to society running as high as
$1,000,000 per person. Denmark, in contrast, reports an incidence of mental retarda-
tion of 0.44 percent of live births.

Failing primary and secondary prevention, many studies show that, especially in
the context of mainstreaming and deinstitutionalization, proper training of profes-
sionals in mental retardation and developmental disabilities (MR/DD) is vital if
individuals with these handicaps are to be effectively served. For example, surveys
show that the lack of adequate specialized training is the' leading cause of problems
in serving developmentally disabled children in Head Start school programs under
Public Law 94-142 and in community living settings (citations on request).

UAF PROGRAM MISSION

The President's Panel on Mental Retardation in 1963 found that the entire field
of mental retardation had a great deal of difficulty in attracting senior profession-
als. Professionals in general at that time (including medical students deciding on
fields of specialty) tended to feel that: (a) specialization in mental retardation meant
contact with undesirable institutional settings; (b) the mentally retarded were
unrewarding to work with as clients; and (c) career prospects were unattractive.

A second finding of the President's panel was that the training given to the
various professionals was too narrow too single-discipline oriented. Mental retarda-
tion and developmental disabilities affect the whole child (or adult) and the family
in many ways, not just medical, for example.

To counter this, the UAF program was conceived, in part, to establish a highly
rewarding and attractive place for top quality professionals to work, thereby serving
to attract into the field of MR/DD the highest quality professionals. UAF's were
also created to correct the Panel's second finding in a two fold way: (1) by'develop-
ing and practicing interdisciplinary services, and (2) by helping to reform the
training of every relevant professional so that all professions would see the necessi-
ty of an interdisciplinary approach in dealing with mental retardation and develop-
mental disabilities.

The best diagnostic and treatment services for the developmentally disabled and
mentally retarded are, at the same time, the best economic policy for the United
States. When services are aimed at a rounded habilitation program with the goal of
independent functioning, three results are achieved:

1. The mentally retarded individual leads a more fulfilled and dignified life.
2. Stresses on families of the mentally retarded are relieved.
3. Economic resources required for expensive institutionalization and mainte-

nance (estimated to cost up to $1 million over the life of a mentally retarded
individual) are saved for more beneficial treatment and government savings.

When screening and diagnostic services achieve prevention of mental retardation,
savings are realized through the absence of costly programs resulting from faulty or
late diagnosis.

UAF's serve the Nation, their regions, states, and localities through exemplary
service, training working professionals and future leaders in the field, and through
research and dissemination of the latest knowledge on effective and efficient meth-
ods of treatment.

Through their innovation and leadership, UAF's have built the capacity of local
and state treatment systems and broken the barriers between states for effective
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and cost efficient regional treatment programs. Through their activities in actual
treatment and diagnosis, UAF's represent a bridge to bring about new program
development among relevant agencies within a state. Furthermore UAF programs
have been notable by accepting high standards as part of a national network and
organization (AAUAP) dedicated to developing and implementing new methods and
technologies. An outgrowth of the leadership role and demonstrated expertise,
UAF's are now regarded as the key source of tertiary care for mental retardation
and developmental disabilities in their communities, States, and regions.

On a national level, UAF's have the lead role in bringing new knowledge to the
field. This role is facilitated through the co-location of ten UAF's and Mental
Retardation Research Centers (MRRC). UAF's are able to stimulate MRRC research
based on real need and are further able to implement. the results of successful
research and spread those results to affiliated local and state agencies. In addition,
UAF's are able to serve a national role in evaluating other applied research and
implementing techniques at their facilities and affiliated agencies. .

The thorough and rapid translation of useful research to diagnostic and treatment
settings has the direct result of improving the quality of care for individuals and the
oprating efficiency of UAF treatment programs and those of surrounding agencies.
Through a leadership position in research and training, UAF's train individuals for
positions of leadership in national, regional, and state Developmental Disabilities
programs.

The second national function performed by UAF's is the development and imple-
mentation of state-of-the-art techniques and technologies that can be used by all
service providers for the developmentally disabled. UAF's pioneered the use of
telecommunications (audio conferencing, electronic mail, tele-lecturing) as a means
of extending needed service and training programs to underserved populations.
These efforts have placed UAF's in a leadership role for public and private sector
organizations in taking advantage of new cost efficient communications systems. In
addition, UAF's 7 years ago developed a comprehensive database system for docu-
menting and analyzing training and service activities to monitor current programs
and meet future needs (see I.C.P. Special Report for UAF database profiles). Other
national state of the art programs include prevention technology (regional PKU
screening programs), programs for the aging developmentally disabled, integration
of the developmentally disabled into Head Start settings, manpower planning, co-
ordination of services to the handicapped under Title XX, and new methods of
promoting effective and efficient service delivery.

The combined national efforts of UAF's translate directly into benefits for region-al, state and local agencies and services providers. The following two examples are
indicative of the regional focus of UAF's: (A) In the area of diagnosis and treatment,
UAF's play a key regional role. Many UAF's see clients from Furrounding states
and provide technical assistance to Agencies in surrounding states. (B) In the area
of screening and diagnosis, UAF's provide genetic services accessed by surrounding
states. The UAF's represent the only national network of genetic services specifical-
ly for the developmentally disabled.

UAF's extend their influence beyond their states of location through the active
outreach to surrounding state agencies and programs for training and necessary
support services. They offer the potential for rational, systematic resource use for
complex issues and conditions. In addition to the national role as innovators and
researchers, the regional role as providers of needed training and services, UAF's
serve their particular states and local communities in a broad range of activities.

(A) UAF's are often the key tertiary care providers for their local communities
and technical assistance resources for their states. A sample of twenty-one UAF's
indicated that together they provided full spectrum care for over 23,000 developmen-
tally disabled individuals. In addition, the 47 UAF's combined maintain coordina-
tion, technical assistance, and consultative relationships with over 1,200 local and
state agencies. (B) In the area of training, UAF's provide a key resource for in-
service and other special training for DD students, professionals, and paraprofes-
sionals (nearly 100,000 trained fiscal year 1979); extensive training for students in
DD related fields (over 14,000 trained fiscal year 1979); training for interdisciplinary
activities as required under the DD Act and Public Law 94-142; and special training
for State DD Councils. (C) Finally, UAF's provide valuable leadership in the coordi-
nation of state and local treatment programs by bridging the gap between state,
local, and voluntary agencies and service providers.

To understand the true strength and need for UAF's, it is only necessary to think
of the DD Community without UAF's. All treatment, training, and research activi-
ties indicated in the Institute for Conprehensive Planning Special Report to Con-
gress would be subtracted from the effort to provide effective and efficient services
to the developmentally disabled; and no national, regional, state/local resource
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would be available to provide an effective model and guide for the billions of dollars
spent each year by all government agencies on the developmentally disabled.

STATEMENT OF PATRICIA H. KLAUCK

My name is Patricia H. Klauck. I am Executive Director of Children's Health
Center, Minneapolis, Minn., and Chairman of the Board of Trustees of the National
Association of Children's Hospitals and Related Institutions, Inc. It is in this latter
role that I speak to you today. Our Association is composed of 73 Children's
Hospitals. These hospitals admit 90 percent of the patients cared for in Children's
Hospitals, provide over 2.6 million days of inpatient care per year, and experience 4
million outpatient visits. Their annual expenditures on behalf of children approach
$1.3 billion.

These hospitals are well represented by other organizations which can speak to
their interest as hospitals. By their very existence they are advocates for children.
We come to you today in that role.

We would speak to three proposals contained in the Program for Economic
Recovery; those on the Title V Maternal and Child Health Program, the Title XIX
Medicaid Program, and the End Stage Renal Disease Program. We have furnished a
detailed written statement to the Committee and I would touch very briefly on its
highlights.

First in regard to Title V. The Federal role of coordination, stimulation, standard
development, and program assessment of the Title V program has been integral to
its success. The Federal-State-local partnership which has resulted is its strength.
Its incorporation into a block grant mechanism with unrelated programs will dilute
its benefits to mothers and children and reduce its funding to a purchase-of-services
mechanism. The proposed reduction in its funding, which in recent years has not
met the effects of inflation, reflects an unacceptable priority for the needs of
mothers and children.

Mr. Chairman, in 1935 at the time the Title V program was enacted, the infant
mortality rate in this country exceeded 60 per 1,000 live births. In 1980, this figure
had dropped to 12.8. It is the view of the Association gained from the long years of
experience with the Title V program that this has not happened coincidental to the
Title V program. Rather it is a direct result. We are concerned that the states,
driven by fiscal and political pressures, will not sustain this momentum.

I would now speak to the Administration's proposal to limit Title XIX Medicaid
funding to 105 percent of fiscal year 1981 expenditures, which in turn would be
capped $100 million below projected fiscal year 1981 outlays is the States which
have already been planning to limit Medicaid eligibility and scope of benefits. A
recent survey of the American Hospital Association shows that 30 states are plan-
ning such cutbacks, The addition of the Administration's proposal will result in
further cutbacks in these 30 states, and reductions in benefits in eligibility in all the
other states as well.

We must face the fact that a cutback in Medicaid eligibility or a reduction in its
benefits will not reduce children's need for health care services. To the extent
possible all Children's Hospitals will attempt to continue to serve patients who are
in need, irrespective of their ability to pay. Indeed, 30 hospitals to which I will refer
provided $16.7 million in charity care last year. But the Children's Hospitals,
typically under funded, do not have a large cushion which they can fall back on to
meet the cost of services for which they are not reimbursed. Endowments of these
30 Children's Hospitals averaged only $2 million each. The hospitals, of course, have
an obligation to all children, including those who have been covered by Medicaid.
As a consequence, essential but non-emergent services to those who have no source
for reimbursement may have to be curtailed.

To measure the effect of these cutbacks we looked at data obtained from 30 of the
Children's Hospitals. 35 percent of over 1 million inpatient days of care were
provided to Medicaid patients. 19 of these hospitals reported that 43 percent of their
727,000 outpatient visits were Medicaid patients and 41 percent of their 613,000
emergency room visits.

Twenty-three of these Children's Hospitals who were able to measure the impact
of Title XIX cutbacks, report that the effect of a 15-percent reduction in revenue
resulting from a 5-percent cap would amount to $23.7 million. This is equivalent to
the cost of 459,302 ambulatory care visits, a reduction equal to 11 percent of all such
visits in all Children's Hospitals.
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SUMMARY OF THE STATEMENT OF THE NATIONAL ASSOCIATION OF CHILDREN'S Hos-

PrrALS AND RELATED INSTITUTiONS, INC., BEFORE THE SENATE FINANCE COMMIT-
TEE

The National Association of Children's Hospitals and Related Institutions, Inc. in
the interest of children's health care, addresses three proposals of the Program for
Economic Recovery.

TITLE V

It is the position of the Association that the federal role of coordination, stimula-
tion, and standard development of the Title V program has been integral to its
success. The federal-state-local partnership which has resulted is its strength. Its
information in a block grant mechanism with unrelated programs will dilute its
benefits to mothers and children and reduce its funding to a purchase of services
mechanism.

The proposed reduction in its funding, which in recent years has not matched the
effects of inflation, reflects an unacceptable priority for the needs of mothers and
children.

TITLE XIX

The proposed cap on Medicaid expenditures will result in a 15 percent reduction
in funds for children's health care services, given inflation, state cut-backs, and thecar itself.

n 23 Children's Hospitals, this will result in an expenditure reduction equivalent
to the cost of 459,302 children' ambulatory care visits-equal to 11 percent of all
such visits to all Children's Hospitals.

In the event of a cap, the Association proposes separate line item funding for
Medicaid for children, at the 20-percent level of Medicaid funding historically ex-
pended for children's health care, with a similar requirement of the states; with
subsequent development of program characteristics reflective of children's health
care needs.

ESRD

The Association states that the proposed reimbursement at the level of freestand-
ing ESRD programs does not reflect the special needs of children; and proposes a
tax incentive to increase donation of kidneys for transplantation which can reduce
program expenditures.

The Association states that the proposed elimination of the ESRD networks will
allow these special needs of children with ESRD to go without the planning, coordi-
nating, and quality control benefits which the networks can accomplish.

STATEMENT OF THE NATIONAL ASSOCIATION OF CHILDREN'S HOSPITALS AND RELATED
INSTITUTIONS, INC., BEFORE THE SENATE FINANCE COMMITTEE ON THE ADMINIS-
TRATION'S SPENDING REDUCTION PROPOSALS

Mr. Chairman, I am Patricia H. Klauck. I am Executive Director of the Minne-
apolis Children's Health Center, Minneapolis, Minnesota, and Chairman of the
Board of Trustees of the National Association of Children's Hospitals and Related
Institutions, Inc. It is in this latter role that I appear before the Committee today.

The National Association of Children's Hospitals and Related Institutions, known
by the acronym NACHRI is composed of 73 Children's Hospitals located throughout
the country, including the vast majority of the major teaching Children's Hospitals.
These hospitals admit 90 percent of the patients cared for in Children's Hospitals,
providing over 2.6 million days of inpatient care per year. Additionally they experi-
ence 4 million outpatient visits a year, and conduct extensive education and re-
search programs. Annual expenditures on behalf of their patients approach $1.3
billion.

The Association is organized in the recognition of the importance of child health
care, providing a forum of hospitals which specialize in the care of children. Its
main purpose is to promote thb quality of child health care through the dissemina-
tion cf information and the promotion of research and education programs related
to that care.

It should be noted that all members of NACHRI are members of other associ-
ations of hospitable, to which they look for articulation of their specific interests as
hospitals. Only when policies, regulations, or legislative proposals germane to pro-
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riders of health care reflect a particular impact on the needs of children, does
NACHRI speak to them, pointing out their effect on child health care.

Mr. Chairman, by their very existence, these Children's Hospitals manifest an
advocacy for the child. Unless it were felt that the child is different in his metabo-
lism, in his reaction to the disease process, in his social and emotional needs, in his
place in the family structure and in the organization of resources required to
maintain or restore his normal health status, the institution dedicated solely to the
care of children might be difficult to justify. The child is different, and we assume
willingly the role of his advocate. Since this Committee is the only Committee of the
Senate whose jurisdiction includes a program concerned solely with the health of
children, the Title V program, we recognize that you, too, are advocates for chil-
dren, and are pleased to join with you in considering their needs.

A little over one year ago, NACHRI testified to the Select Panel for the Promo-
tion of Child Health. It will be recalled that this Panel was chartered by the
Congress to report to the Congress and to the Secretary of the Department of
Health and Human Services the status of the health of America's children and to
recommend actions which would safeguard and enhance that health. At that time,
it was the Association's recommendation that the Select Panel call upon the Con-
gress and the President to exercise their ultimate leadership, by articulating a
National Policy on Child Health to which every segment of our society-commerce,
labor, farm, and city-can commit. This National Policy will place prime responsi-
bility for the health of the child in its most logical locus-the child's parents or
guardians and to the extent of his capability, the child himself.

Society as a whole will be charged to recognize its overall responsibility for the
health of all children, and should be challenged to be supportive of the efforts of
parents and guardians. For those unwilling or unable to do so, society will respond
with such resolve and resources as necessary to insure the health of their, and its
children.

Our position in this matter has not changed. All around us, within our individual
institutions and within our society at large, we see the effects of the lack of an
articulated national resolve concerning the health of children. The infectious dis-
eases of yesteryear which were so damaging to the children of this nation, polio,
diphtheria, tuberculosis, have been replaced in great measure by pathology Which is
well within the means of our society to reduce and indeed eliminate. We speak of
the scourge of teenage suicide, of pockets of regrettably high neonatal and infant
mortality, of substance and alcohol abuse, of child abuse and neglect, of environ-
mentally acquired disorders and diseases. A National Policy on Children's Health
will encourage us to address these needs.

Although those of us who staff these institutions dedicated to the care of children
have devoted our professional careers to that care, we do not, Mr. Chairman, live in
a children's world. We are extremely cognizant of the economic difficulties that
beset our nation, and we are pledged as individuals and in the conduct of our
institutions' affairs to contribute to the correction of these problems. Nor will we pit
ourselves against the needs of the elderly, nor of the poor for food and housing and
income maintenance. We recognize full well the importance of our country being
economically and militarily strong. We would suggest to the Committee, however,
that this nation's ultimate defense is its children, not so much in their ability to
bear arms, but in their ability to be productive, contributing, alert, responsive
citizens. To do this, first they must be healthy.

We do not believe that the American people in their overwhelming demonstration
last November for change in the economic direction. of our country said, "We can no
longer afford our children."

We would speak to three proposals contained in the Program for Economic
Recovery. These are the three which relate to the Title V Maternal and Child
Health Program, the Title XIX Medicaid Program, and the End Stage Renal Disease
Program.

We will not burden the Committee with recitation of the endless statistics -on
children's health care needs, gleaned from the same volumes and reports which are
available to the members of the Committee and their staffs. The institutions which
are members of this Association interact daily with thousands of children and their
families. They are staffed by dedicated, knowledgeable physicians and directed by
competent trustees, volunteers who give unselfishly of their time in the interest of
the children of their communities. When it comes to children's health care and
their needs, we would state with quiet certainty, Mr. Chairman, that we know
whereof we speak.
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TITLE V MATERNAL AND CHILD HEALTH PROGRAM

It is proposed that the Title V programs for Maternal and Child Health and
Crippled Children's Services be merged with 14 other categorical prorains into a
Health Service Block Grant Program for distribution to the states. It is our under-
standing that states would be authorized to transfer among program activities funds
within the block grant.

Were Title V a process for allocating federal funds to the states for the sole
purpose of the purchase of services provided mothers and children, a block grant
approach might be justified. Because of the Committee's long time jurisdiction of
Title V, its members know that it is not just a purchase of service mechanism, and
realize that judgments made as a consequence of such a misconception can retard
seriously the improvement of the health status of mothers and children.

Since its enactment in 1935, Title V's Maternal and Child Health, Crippled
Children's Services, Research and Demonstration projects have made a major contri-
bution to the well.being of this nation's mothers and children. In 1935, the infant
mortality rate in the nation was in excess of 60 per 1000 live births. In 1980, this
figure had dropped to 12.8.

In 1935, there occurred 50 maternal deaths per 10,000 live births among whites,
and 120 per 10,000 live births among non-whites. By 1972, the rate had fallen to 1.82
per 10,000 live births. By 1980 this figure was so low as not to be reported in
standard compilations, of health statistics.

In 1935, America's social conscience was just beginning to stir concerning the
plight of the crippled child. In half the states, no public funds at all were expended
or the care of handicapped children. In 1981, the handicapped child has available to

him a wide range of health, educational, and other services to help him achieve his
full potential in the nation's social structure.

The Title V program alone has not achieved this great progress. A variety of
forces, both public and private, tangible and philosophic, have led to these accom-
plishments.

Nor has the provision of direct service to patients Vr&vided by Title V funds been
the major cause of this improvement; for its funding levels have not and could not
ap proach the need.

The Title V program has been a major focal point around which those dedicated
to the improved status of mothers and children could coc'lesce. Through the creation
of a unique federal-state-local network aimed at not just provision but at the
improvement of care, it has in the 45 years of its existence resulted in benefits far
beyond the purchasing power of its funding. It has provided an infrastructure for
the identification, assessment, and addressing of needs of mothers and children. Its
research has not been in the laboratory, it has been in the field, encouraging
innovation in the delivery of services.

For this reason, the proposal to rescind $6 million in fiscal year 1981 Research
and Training funds and eliminate such funds in fiscal year 1982 with explanation
that such activities are funded in NIH does not seem appropriate. NIH Research of
course, is scientific and clinical in nature, and does not address the organization and
delivery of health care services. NIH training grants support the training of scien-
tists, not practitioners or deliverers of care. In short, it is not duplicative.

Had Title V funds been directed just at the "laying-on-of-hands" for high risk new
born babies, those funds would have been consumed with little appreciable effect.

- Rather this funding has been used in a variety of interrelated and successful steps:
effective prenatal care to minimize and identify high risk pregnancies; education
and counseling of mothers so identified; designation and stimulation of institutions
to meet the critical needs of these patients in the birthing process; encouragement
of development of high risk nursery services, including training of the variety of
specialized personnel needed to staff them; effective family planaling counseling
services to help such mothers, and others, to plan for subsequent pregnancies.

In short, through the stimulus of the Title V program, a process has been
developed which has the capacity to serve thousands and thousands of others, who
may never have heard of Title V, nor been a direct recipient of its services.

Similarly, the handicapped child has benefited from a program approach to his
needs. A comprehensiveness of care has evolved in response to the chronic nature of
his handicap, involving the variety of professional disciplines needed to guide the
child to his full potential. A case management conference for the child afflicted with
cleft palate, for example, brings together the talents of pediatrician, plastic surgeon,
oral surgeon, speech pathologist, otolaryngologist, social worker, and others con-
cerned with various aspects of the child's condition.

Were Title V merely a mechanism for payment of services, the child's treatment
could well be an uncoordinated, unrelated series of services with less than optimal
outcome.
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Nor should one suppose that the states, in administering this portion of any block
grant would give increased consideration to needs of mothers and children. In its
1977 report on the Maternal and Child Health Program (Title V), the American
Academy of Pediatrics has stated: "Generally speaking, the maternal and child
health programs of many of states do not reach high on the list of states' priorities."
The temptation to shift funds away from maternal and child health to other health
programs included under the block grant umbrella may well be fiscally and politi-
cally difficult to resist.

It is the position of the Association that the federal role of coordination, stimula-
tion, and standard development of the Title V program has been integral to its
success. The federal-state-local partnership which has resulted is its strength. Its
inorporetion in a block grant mechanism with unrelated programs will dilute its
benefits to mothers and children and reduce its funding to a purchase of services
mechanism.

The proposed reduction in its funding, which in recent years has not matched the
effects of inflation, reflects an unacceptable priority for the needs of mothers and
children.

TITLE XIX MEDICAID PROGRAM

The administration has proposed that funding for the title XIX Medicaid Program
for fiscal year 1982 be limited to 105 percent of fiscal year 1981, which in turn
would be capped $100 million below projected outlays. The resultant fiscal year 1982
outlays will be $1 billion below those projected by the previous administration.

Twenty percent of Medicaid expenditures are for the health care of children.
Since its inception in 1965, the Medicaid Program has had a major impact on the
health care needs of poor children by providing payment for services rendered by
health care providers. In so doing, the program has given them access to necessary
health services which the poor previously were either unable to obtain or unwilling
to seek out for their children. Prior to Medicaid, these children for the most part
were dependent on the charity of public and private health providers for needed
health and medical care. These private providers in large measure depended on
philanthropy and the willingness of their staffs to accept less than equitable salaries
to finance unreimbursed care. In spite of these contributions, funding generated was
not adequate to need; many children went without care.

Many children of the poor continue to go without care, dependent as they are on
the policies of the state in which they live as to whether they qualify for Medicaid.
Nationally, only 40 percent of families below the Community Services Administra-
tion poverty level income figure receive Medicaid benefits. The child in Missouri
whose family income is but $4,400 per year is not eligible; were he to live in
Minnesota, he would be afforded access to necessary health care services by that
state's Medicaid program.

Independent of the administration's proposed caps, states already have been plan-
ning to limit Medicaid eligibility and scope of benefits. Massachusetts plans a 20
percent cut-back in program. Kentucky and West Virginia may reduce eligibility;

Illinois and Michigan may eliminate those who are "medically needy", up to now
adjudged unable to afford the cost of health care. All told 30 states are reported in
an American Hospital Association survey to have been planning Medicaid cut-backs.

Addition of the administration proposal will exacerbate these States' difficulties,
reducing Federal participation in funding below anticipated levels. Further cut-
backs will result in the thirty states reported, and in all other states as well.

The impact on children served by Children's Hospitals will be heavy. A survey of
30 Children's Hospitals throughout the country reveals that in the pyear 34.74
percent of 1.072 million inpatient days of care were provided to Medicaid patients.
Nineteen of the hospitals report that of 727 thousand outpatient visits 42.8 percent
were by Medicaid patients; as were 41 percent of 613 thousand emergency room
visits. Reporting on utilization of the very high cost neonatal intensive care units,
14 of these hospitals show that 21 percent of patient days of such care is for
Medicaid patients.

The typical urban-core location of the Children's Hospital contributes to this
heavy Medicaid utilization. In addition to drawing patients with complex diagnoses
from a large referring region, these hospitals provide comprehensive primary care
to increasingly large numbers of inner-city children for whom other sources of such
care are not available. Total ambulatory care visits for all Children's Hospitals in
1979 was 4.2 million.

Unfortunately, cut-backs in Medicaid eligibility or reduction in benefits will not
result in an equal reduction in children's need for health care. It may cause parents
to postpone needed services, with the result that episodes of illness, made avoidable
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or easily treated by a routine outpatient visit, will be seen only when their acute-
ness prompts emergency room services or inpatient hospitalization.

To the extent that Children's Hospitals are able to do so, their dedication to the
well being of children will dictate that these children be provided care without
regard to their ability to pay. However, a 1978 national study by the association
showed that Children's Hospitals receive in payment but 93 percent of the cost of
provision of care; and that among third party payers, Medicaid payments were the
least adequate at 89 percent of' cost. If anything, with the deteriorated economy,
higher unemployment, and previous cut-backs in Medicaid programs, this situation
has worsened.

Of the thirty Children's Hospitals referenced above, 16 report operating expenses
in excess of operating revenues for the past year, totaling $18 million on revenues of
$238 million. The 14 reporting excess of operating revenue over operating expense
demonstrate on average a narrow margin of 3 percent. Any reduction in payment
for services rendered poor children in these hospitals, unless accompanied by a
similar reduction in the numbers of such children treated, clearly not in their
interest, will erode this narrow margin. These 30 hospitals provided services in the
amount of $16.7 million for which payment was neither expected nor received-the
traditional charity care.

Hospitals typically compensate for under-reimbursement or lack of reimburse-
ment by several devices; transfer of costs to other payers; seeking philanthropy;
application of endowment income or other non-operating income. In the extreme, in
a self-destruct action, endowment principal may be applied. In the thirty hospitals
studied, endowment averages $2 million per hospital. The sole remaining alterna-
tive is to turn away patients in need of care.

In the instance of Children's Hospitals, their high level of Medicaid utilization
indicates a smaller base of other payers to whom costs might be transferred; and
there exists a growing reluctance by other payers to fund these costs. As generous
as the public is in its charitable support of children's health services, in recent years
philanthropy has been on a downward trend in real dollar terms. There appears to

a growing public resistance to subsidizing the cost of patients for whom govern-
ment has assumed financial responsibility, and generated tax revenue.

The total available assets other than physical plant, including receivables of
Children's Hospitals, if devoted to operating costs would sustain these hospitals for
only 237 days. If applied totally to the under-reimbursement reported in 1978, by
1987 Children's Hospitals would be exhausted, empty buildings. Applied to income
production and presuming a 10-percent investment return, these assets would gener-
ate income of $76 million, an amount not even adequate to meet the operating
shortfall for all Children's Hospitals of $78 million computed conservatively on the
1978 reimbursement experiences, and with no capacity to allow for renewal and
updating of capital plant and equipment and to undertake new services for children.

The sample of 30 hospitals reported above typify other Children's Hospitals in
their concern for all children, for those 34 percent who are Medicaid eligible as well
as those 66 percent who are not.

Under any cut-back in Medicaid funding, in order to meet the acute immediate
needs of all children, Medicaid and non-Medicaid alike, essential but non-emergent
services to those for whom reimbursement is not available may have to be curtailed.
Twenty-three of these hospitals able to measure the impact of title XIX cut-backs
report the effect of a 10-percent reduction will be a revenue reduction of $16.1
million in the coming year. A 15-percent reduction-not an untoward projection,
given the combination of continuingly rising costs which hospitals must pay for
goods and services, the proposed cap, and State inititatives-will increase this to
$23.7 million. At this level, translated to the terms of essential children's health
services, inability to fund from other sources will force a service and expenditure
reduction equivalent to the cost of 459,302 ambulatory care visits to children-a
reduction equal to 11 percent of all such visits to all Children's Hospitals. This in
but 23 of the approximately 100 Children's Hospitals participating in the Medicaid
program.

Among reductions in services contemplated by these hospitals, the following are
reported:

"Restrictions on the number of non-paying patients";. .. "In each outpatient
clinic service will be limited to specific volume"; . . . "We will have no choice
but to restructure our outpatient services drastically"; . . . "Reduction in neo-
natal intensive care beds and cancellation of neonatal helicopter and ground
transport services";. . . "Out-reach and education programs will be substantial-
ly curtailed"; . . . "The number of beds for active pediatric rehabilitation will
have to be reduced."
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There are those who would suggest that hospitals can and should reduce costs by
eliminating unnecessary expenditures. We would suggest, in return, that Children s
Hospitals are engaged in a continuing effort to do just that; and that reimbursement
at 93 percent of the cost of provision of services is a compelling reason to do so.

The association has attempted to assess objectively the consequences to children
of capping Medicaid expenditures. Yet, as previously stated, the association and its
member hospitals recognize the importance to the Nation's children and the hospi-
tals which serve them, of a vital and stable economy.

If after assessment of these consequences, it is deermined that children's health
needs have no precedence over other needs and must share equally in the reduction
in Federal expenditures, these institutions will work to see that the last to experi-
ence the resulting deprivation are the children themselves. Indeed, all concerned
with the Medicaid program will be obliged to reascertain that the funds available
for children's health needs are used most effectively.

We would suggest that the Committee's long involvement with the title V pro-
gram brings to it a special knowledge and a special obligation, in the interest of
children. Members of the Committee from both sides of the aisle, in speaking to the
CHAP proposal in the last session of Congress, demonstrated an awareness of these
needs. None is recorded as having spoken in denial of them, although the effective-
ness and the cost of the legislative proposal then at hand was questioned.

It would appear that the imposition of any capping of Medicaid expenditures will
turn its funding from an entitlement process to an authorization-appropriation
process with finite dollar limits. In the event of the imposition of a cap, we would
urge the Committee's consideration of separate line item funding for Medicaid for
children, at the 20-percent level of Medicaid funding historically expended for
children's health care service, with a similar maintenance of effort requirement by
the states.

Good reasons argue for this. First is the Committee's interest in and knowledge of
children's needs, gained from its jurisdiction of the Title V program.

Second, it would insure that children, voiceless in the political process, retain an
appropriate share of the total funding in a future projected to experience increasing
needs among other segments of the population.

Third, it will permit the Committee to address a basic flaw in Medicaid for
children. Under existing law, regulation, and reimbursement practices formulated
for the episodic inpatient-oriented care of the elderly under Medicare, the compre-
hensive, preventive, ambulatory emphasis of appropriate child health care is com-
promised needlessly. It is the view of the Association that the uncoupling of chil-
dren's Medicaid from Medicare, with the development of program principles which
foster effective child health care, can begin to accomplish what all found desirable
in the CHAP proposal, while keeping costs within manageable levels.

Fourth, a central focus for child health care, to coordinate and insure the cost
effectiveness of child health programs could be created within the Department of
Health and Human Services. Good management technique alone argues for the
development of an entity similar to the Maternal and Child Health Administration
proposed in the report of the Select Panel for the Promotion of Child Health. As
dollars grow more scarce, their management must become increasingly effective, if
children are not to suffer needlessly from misapplication of resources.

Finally, a more appropriate blending of the funding mechanism of Medicaid and
the programmatic orientation of Title V can accomplish in far greater measure the
result cited for Title V's involvement in neonatal intensive care; widespread stimu-
lation of the voluntary provider and the private third party sector toward appropri-
ate patterns for child health care, without a concurrent requirement for federal
funding.

END STAGE RENAL DISEASE PROGRAM

The Administration proposes that reimbursement for hospital based chronic renal
dialysis treatment be the same as for freestanding ESRD providers, and that the
ESRD Network coordinating Councils be eliminated.

Freestanding ESRD programs do not offer the same range of services, nor treat
patients of equal complexity as do hospital based programs. Nor should they at-
tempt to. Hospital based programs are the appropriate locus for such activities.
Freestanding facilities' operating costs are, and should be lower. To establish a
reimbursement rate lower than the expected legitimate costs of programs of neces-
sarily greater complexity simply does not stand the tests of reason, if the quality of
care provided beneficiaries is a consideration.

To understand the impact of children of each of these proposals, one needs an
understanding of renal disease in children and their impact on the ESRD program.
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In 1978, 4.2 percent of patients receiving outpatient dialysis in the Medicare
program were under the age of 20. The relative impact of their care, in terms of
total program costs, was not great, particularly if that treatment allowed these
young people the opportunity to lead productive lives as contributors to the nation's
social structure. That this goal was accomplished is demonstrated by statistics
published by the Health Care Financing Administration for the fiscal year 1978
demonstrating survival rates for the end stage renal disease program participants.
Survival rates for patients 5 to 14 years of age were 97.9 percent and for those 15 to
24 years of age were 92 percent, as opposed to the 70.4 percent survival rate for
patients aged 65 to 74.

Treatment of children with end stage renal disease differs significantly from
treatment of adults in several ways.

1. Goals, program philosophy and modality of treatment for children differ from
those for adults.

2. Children have special needs related to physical, social, and emotional growth
and development.

3. Special technical considerations are involved in dialysis of children.
4. Low incidence of end stage renal disease in children results in trade-offs

between case load and catchment area size.
These differences result in higher costs for provision of dialysis services to chil-

dren.
It must be recognized that end stage renal disease, untreated, is a fatal disease.

Dialysis, if successful, ameliorates it to a chronic, life threatening disease. Only
kidney transplantation, to date, affords hope for "cure".

The goal of ESRD treatment for children is restoration of normal function
through transplant, as quickly as possible, so that the child may develop into a
healthy, productive adult. The Section on Nephrology of the American Academy of
Pediatrics has stated that virtually all children entering an ESRD program will be
candidates for transplant, and will receive a transplant within one year of entry
into the ESRD program. Dialysis then, is a temporary mode of treatment for
children. Conversely, the goal for many adults, particularly those in the 65-85 year
age range who constituted 21.7 percent of the 1978 recipients of Medicare outpatient
dialysis, is maintenance of function with dialysis.

This emphasis on transplant for children should be of special interest to the
members of the Finance Committee who have considerable and legitimate concerns
about the cost of the end stage renal disease program. Through transplant, the
ongoing cost of maintenance of the patient by renal dialysis can be eliminated.
Absent a transplant, the cost of sustaining the patient on renal dialysis continues
until the patient's death. There is no other known cure for the patient afflicted with
end stage renal disease.

Yet the low incidence of the disease among children, and this very emphasis on
early transplantation, so much in their interest and in the interest of the cost of the
end stage renal disease program, results in lower utilization in children's dialysis
Programs and in significant fluctuations in utilization rates. This in turn results in
higher costs of dialysis for children. The proposal for a lower reimbursement rate
will have the effect of penalizing children s ESRD programs for their emphasis on
transplantation. Children's programs' cost will be compared to costs of maintenance-
oriented adult programs for purposes of determining the Medicare reimbursement
limit. It could result in encouraging this maintenance-oriented treatment philos-
ophy which can be accomplished at a lower cost, rather than the current cure-
oriented philosophy extant in children's programs. The child who is a victim of such
a change in philosophy will continue to generate program costs for years to come.

The hosptial providers of these special children's end stage renal disease services,
unless they are able to generate subsidy of the end stage renal program from other
funding sources, may be forced to severely limit or even discontinue the services
now being offered because of the resultant inadequate reimbursement. Should such
be the case, these children would be much the worse for it.

Unless the proposed reimbursement system contains within it a prospective excep-
tion request mechanism, hospitals will be expected to incur the cost of quality
treatment with interim reimbursement at a rate much lower than costs, and then
seek additional reimbursement based on these program costs only after the comple-
tion of a fiscal year. The exception process has proved to be slow and cumbersome.
In the interim the provider of the service may experience a serious deterioration of
cash flow, to the point that the effort can no longer be sustained.

The Association would suggest for the Committee's consideration a proposal based
on the Finance Committee s jurisdiction of taxation. It speaks to the severe and
chronic shortage of kidneys for use in transplantation and the federal government's
ability to deal with this shortage through the tax process. In our view it would
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create an incentive for donation of kidneys which in turn could work to reduce the
numbers of persons dependent on dialysis for preservation of their lives.

We would suggest that the Internal Revenue Code be amended, to provide that a
refundable tax credit of $5,000 be granted on the final tax return of an individual
who has previously agreed to donate a kidney for transplantation upon his death, if
indeed such kidney is suitable and is made available for transplant. It would appear
that this would cause a reduction in tax revenues. In fact, if through the provision
of a kidney and an individual is successfully transplanted and removed from the
ESRD rolls, the $22,000 annual cost to the government of maintenance dialysis for
the individual will be eliminated. In the interest of equity, our proposal similarly
would include a refundable income tax credit to a family member who donates a
transplantable kidney to an ESRD program beneficiary.

A second administration proposalcalls for the elimination of the End State Renal
Disease Networks, justified by the proposed phase out of the PSRO program and
health planning. Resultant savings are projected at $6 million.

Were the Association's purpose to speak to the interest of hospitals, it would seem
strangely out the vogue to speak in favor of retention of a regulatory process.

We speak, however, to the needs of children, and in that context, to the important
role the networks can and should play to the benefit of children.

Only 4 percent of program beneficiaries are children. Their particular needs can,
and have been overlooked. Without the coordinating role played by the networks,
these very essential requirements of the child-patient could well go untended. For
example, ESRD Network 10 for Texas and Arkansas has adopted guidelines calling
for the child to be seen in consultation at a pediatric center within one month of
beginning dialysis; consideration of early transplantation; special technical consider-
ations in the dialysis of children; special dietary management; access to child
pychiatry and social work services; and maintenance of the child's school program.

ithout the coordinating role provided by the network, it is questionable that
ESRD programs providing care mainly to adults would be sensitive to or effective in
meeting these special needs of children. It is doubtful that program directives from
the federal level will accomplish this. At the regional level, the needs of the area
can be identified and addressed.

In our view, in the interest of children, the elimination of PSRO's and health
planning argues ior the strenthening of network coordinating councils, not their
elimination. If some of the networks have not performed at expected level, perhaps
it is their direction from the federal level which needs to be addressed.

Their $6 million cost, quite modest for the important role these Councils can plaT,
might be viewed in the perspective of the Health Care Financing Administration s
estimate of fiscal year '82 ESRD program costs of $2.065 billion.

The Association appreciates the opportunity to present its views on the Adminis-
tration's Spending Reduction Proposals and their effect on the health care of chil-
dren.

Senator DURENBERGER. Our next panel of witnesses will consist
of Dr. Mitzi Duxbury, dean of graduate programs, School of Nurs-
ing, University of Minnesota, Minneapolis, Minn., on behalf of the
American Nurses Association and Ms. Sally Tom, Government liai-
son, the American Association of Nurse Midwives, Washington,
D.C.

Welcome to both of you.
Do you want to go in the order I introduced you?
Go right ahead, Mitzi.
Thank you very much for being here.

STATEMENTS OF DR. MITZI DUXBURY, DEAN OF GRADUATE
PROGRAMS, SCHOOL OF NURSING, UNIVERSITY OF MINNESO-
TA, MINNEAPOLIS, MINN., ON BEHALF OF THE AMERICAN
NURSES ASSOCIATION; MS. SALLY TOM, C.N.M., GOVERNMENT
LIAISON, THE AMERICAN ASSOCIATION OF NURSE MID-
WIVES, WASHINGTON, D.C.
Dr. DUXBURY. Mr. Chairman, I am Mitzi Duxbury, I am a profes-

sor and assistant dean for graduate studies in the School of Nurs-
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ing at the University of Minnesota and I am testifying on behalf of
the American Nurses Association.

I appreciate the opportunity to appear before the committee and
I will present a summary of my remarks.

I ask permission for the full statement to be included in the
record.

Senator DURENBERGER. It will be.
Dr. DUXBURY. Thank you.
The ANA is deeply concerned with certain aspects of the admin-

istration's current budget proposals. We recognize the need to
reduce the Federal budget and provide for controls on spending.
However, the health of the Nation is often reflected in its infant
mortality rate.

The United States ranks 15th in the world. The health of our
children and their families is the key to the health of a Nation.
They are our most important natural resource. Without healthy
children and families we, as a country, have nothing.

Most high-risk children come from high-risk families, the poor
and the very young. Programs funded by title V have played a key
role in reducing maternal and infant mortality and morbidity in
establishing improved methods for the delivery of health care to
low-income mothers and their children.

We have serious concerns about the consolidation of vital health
service programs under block grants and the repeal of existing
authorizing legislation, including title V, Maternal and Child
Health.

Block grants for certain State-provided services may be appropri-
ate if there is assurance that the moneys will be utilized as intend-
ed and clearly earmarked for comprehensive maternal and child
health services.

Block grants to States are not appropriate for regionalized serv-
ices, demonstration projects, nor research and training.

Research and training have national impact and are primarily
our national responsibility. The administration has proposed a reci-
sion of $6 million from fiscal year 1981 training and research
programs and recommends the elimination of funding for these
programs in fiscal year 1982.

Funding for research under title V currently supports 46 proj-
ects, and only those projects that demonstrate the practical appli-
cation of research findings are funded.

My own research, funded through title V, examines causal fac-
tors of nurse turnover in neonatal intensive care units.

Well-prepared nurses are essential for the optimal outcome of
the high-risk mothers and babies. Preliminary analysis of the data
suggests a high and signficant correlation between nurse turnover
and neonatal mortality. Further studies are necessary to confirm
or refute these data. High nurse turnover can be prevented.

The NIH does not fund applied research and maternal-child
health.

In summary, I believe that research, training, regionalized pro-
grams aind demonstration projects are a federal responsibility.
Funding for these programs, although relatively small, have al-"
ready made a siga&ficant impact on the improvement of maternal
child health. V I

.4
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Thank you.
Senator DURENBERG. Thank you very much.
Ms. TOM. Good morning. My name is Sally Tom, and I am a

practicing certified nurse-midwife. I am representing the American
College of Nurse Midwives and I am also speaking today from my
experience as a nurse-midwife educator, and as a nurse and nurse-
midwife in title V programs.

The question of safety and of quality of care is often brought up
when the idea of nurse-midwifery is introduced. A considerable
body of research documents the safety of nurse-midwifery care. All
studies have shown that the risk to women attend by nurse-mid-
wives is equal to, or lower than the risk to comparable groups of
women attended by physicians. In fact, the literature reports strik-
ing reductions of infant mortality rates after the introduction of
nurse-midwifery care.

Available data and the characteristics of nurse-midwifery care
suggest that nurse-midwives are cost-effective. The characteristics
include the use of nonhospital facilities, shortened hospital stays,
nurse-midwives low salary relative to physicians', limited use of
expensive technology, low Cesarean birth rates, and reductions in
infant morbidity and mortality.

I would like to draw your attention to the cost analysis done by
the University of Mississippi on page 8 in my full testimony.

When Federal funds are removed and not replaced by the States,
nurse-midwifery schools will have to sharply cut the number of
students accepted each year, some will close, care to indigent popu-
lations will be reduced and health care cost will rise.

All of us in nurse-midwifery education are aware of the need for
dependable, renewable, financial resources.

Education program faculties are devising plans to shift their
funding bases from soft to hard money primarily through establish-
ing faculty practices as a source of faculty salaries and clinical
sites for students. There is a tension, however, between the need to
shift the funding base and the political reality of opposition to
nurse-midwifery practice.

The opposition is widespread, comes in many forms, and appears
to be motivated by a fear of the economic competition which nurse-
midwives bring to the obstetrical market.

This opposition was the subject of a December 1980 hearing by
the Subcommittee on Oversight and Investigation of the House
Energy and Commerce Committee.

Until nurse-midwives are able to establish self-supporting faculty
practices, nurse-midwifery education programs will need Federal or
State aid. Until this country no longer has citizens who lack access
to maternal and child health care and to safe options in maternity
care, the Federal Government will need nurse-midwives.

As is shown by the data presented today, funds invested in
nurse-midwifery education are moneys prudently invested and
many times returned.

There is a group of reconmendations on the last page of the full
text of my testimony, which I would be happy to discuss with the
committee. The American College of Nurse Midwives wishes to
thank the Committee on Finance for inviting the college to testify
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today. The members look forward to working with you in your
efforts to safeguard the health of mothers and babies.

Thank you.
Senator DURENBERGER. Thank you very much for your testimony.
I think it was the day after the President's televised budget

message that a group of people were sitting in my office reacting
to-I think it was the Toda Show or one of those morning shows-
in which five victims of the President hod been selected to talk
about the problems and I didn't see the show, but apparently one
of the victims was a nurse. One of the people in the office said, "I'll
bet she had 25 telephone calls offering her a job right after that
television program.'

I wonder, Dr. Duxbury, if you could tell us if there is a nursing
shortage in this country, and, if so, how we should deal with it?

Dr. DUXBURY. The American Hospital Association tells us that
there are over 100,000 budgeted unfilled positions in hospital care
today. We found a range in our own study as it relates to the
delivery of maternal infant care of crude turnover ranging between
5 percent per year, which is very low, to 88 percent crude turnover
a year, and hospitals we didn't pick up in our sample reported 130
and 180 percent crude turnover a year. This has a grievous impact
on the kinds of care that is delivered to the mothers and babies.

There is also a qualitative issue. We haven't kept up with the
appropriate levels of preparation to provide the knowledge and
skill needed in high technology hospital care. That is, there are not
enough baccalaureate prepared nurses in an appropriate ratio to
associate degree and licensed practical nurses which we seem to
overproduce.

The shortage is not a myth and it is partly a function of the
service sector and partly a function of the educational sector.

Senator DURENBERGER. In other words, the educational sector
hasn't quite kept up with the changes in the service sector; is that
right? Is that one way to put it?

Dr. DUXBURY. Yes. We haven't prepared enough people at the
appropriate levels to meet the service needs.

Senator DURENBERGER. Sally, do you have a reaction to that?
Ms. TOM. Well, there are approximately 2,200 nurse-midwives in

the country; and we feel that 80 percent at a minimum, some
people would say more, mothers have healthy Ofgnancies and
since many of them would want nurse-midwives, we have a severe
shortage of nurse-midwives.

Nurse-midwives in 1976-77, did an estimated 1 percent of all the
births-normal births in this country.

The GMENAC report would like to see us doing approximately 5
percent by 1990. At our current educational output, we could not
produce enough nurse-midwives to do that.

Senator DURENBERGER. I think your statement was that there
were six schools of midwifery receiving title V funds?

Ms. TOM. Yes, that's correct.
Senator DURENBERGER. What percentage is that of the total pro-

gram?
Ms. TOM. We have 25 schools, and of our 25 schools 3 are com-

pletely economically self-sufficient. The other schools which do not
receive title V funds receive division of nursing funds.
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Senator DURENBERGER. How many of those schools received State
funds?

Ms. TOM. About half of these programs are in private universi-
ties. The rest of our programs are housed in State universities.
However, in some of those State schools they are still largely
dependent on Federal funding. I will be glad to find additional
information about State support for the committee.

[The information was subsequently furnished to the committee:]
AMERICAN COLLEE or NURSE-MIDWIVES,

Washington, D.C., April 15, 1981.
HON. ROBERT DOLE,
Senate Finance Committee,
Dirksen Senate Office Building, Washington, D.C

DEAR SENATOR DOLE: At the recent hearing on the Maternal and Child Health,
Title V, programs Senator Durenberger asked for information about the involve-
ment of States in funding of nurse-midwifery education. I have now completed a
telephone poll of the nurse-midwifery education programs which are housed in State
universities and which receive Federal monies. Two programs, at the University of
Kentucky and the University of Illinois, receive no Federal funds.

Four programs, with a total yearly output of 56 students, receive no State funds
directly; one of these States waives the tuition for the nurse-midwifery students
(who sign one year commitments to work in that State after graduation if jobs are
available) and thus contributes student support indirectly. These 56 students repre-
sent roughly one-eighth of the total yearly output of nurse-midwives which is
between 200 and 250 annually.

Six programs, with a yearly output of approximately 75 students, receive both
Federal and Stte funds. In two of the six programs, the Federal money supports
half of the number of faculty supported by the State, in one the State and Federal
monies support equal numbers of faculty and in another the Federal money sup-
ports double the number of faculty supported by the State. It appears from the data
that in a fifth program the Federal moriey supports twice the faculty supported by
the State. In the case of the sixth program, the data suggest that the State supports
more faculty than does the Federal money.

The primary private contributor to nurse-midwifery education in State universi-
ties is the National Foundation/March of Dimes. Three of the programs housed in
State schools receive March of Dimes funding. In one the money supports one
administrative assistant position, in another it helps support a nurse-midwifery
service and in the third in provides aid to students. The March of Dimes does not
any faculty positions in nurse-midwifery education programs housed in State uni-
versities.

The faculty members, in most cases the program directors, with whom I spoke
expressed grave concerns about the potential decrease in Federal funds. Some find
it feasible to draw up plans to begin faculty practices, many are planning to reduce
the number of students enrolled in next year's class and several have applied to
State authorities for continued and increased financial support. Three programs
have indicated that they would be forced to close without further Federal support.
Two of these three programs threatened with closing already do receive some State
funds.

Twelve nurse-midwifery education programs are housed in private universities
and all but one of those rely heavily on money received from the Title V, Maternal
and Child Health Training funds or from the Division of Nursing, DHHS. Three of
those rely on Maternal and Child Health Training funds and the rest receive Nurse
Training Act monies.

The combination of the proposed cuts in the Nurse Training Act and the Title V
monies with the States' inability to assume increased funding of nurse-midwifery
education leads to severe cuts in the Nation's annual output of certified nurse-
midwives. As the record of the hearing on April 1, 1981, shows, nurse-midwives are
a valuable asset to the health of women and infants in this country. Nurse-midwives
are also a cost-effective tool in the Congressional efforts to care for mothers and
babies who depend on the public sector for health care.

Thank you for adding this information to the official record of the hearing. If you
have any questions, please feel free to contact the American College of Nurse-
Midwives.Sincerely, SALLY AUSTEN TOM,

Government liaison.
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Senator DURENBERGER. What are the licensure problems you
have? I mean, are there some States in which nurse-midwives are
not permitted to practice?

Ms. ToM. There is only one State in which nurse-midwifery ap-
pears to be restricted because of the legal situation, where we have
a restrictive Attorney General's ruling on the Nurse Practice Act
in that State.

Nurse-midwifery is not clearly illegal anywhere, and in all the
rest of the States, as far as we are able to tell, nurse-midwives can
practice fully, and in most they do.

Senator DURENBERGER. I thought when we got into the majority,
these things weren't going to happen.

Dr. Duxbury, your testimony relative to opposition of the block
grants, is your problem there with the administration's particular
suggestions regarding blocks, or just with the concept of blocks? In
other words, title V, at least to a degree, operates much like a
block would operate anyway with not an awful lot of Federal
involvement. Is it the problem that we're mixing maternal and
child with other health areas that you object to?

Dr. DUXBURY. Yes. I think we would be competing with-other
important programs through block grants, but we are in an unfair
position to compete. Children, fetus, babies don't vote, and I think
when we get at the State level and we are competing with orga-
nized lobbies that are more effective than children are perhaps, we
would lose the resources that must be allocated to maternal child
health.

Senator DURENBERGER. Let me ask you a question about the
research and training functions of title V. I think under the admin-
istration's proposal they would be carried out by NIH. What rela-
tionships have you had with NIH insofar as their support for this
particular kind of research?

Dr. J]9UXBURY. Yes. I noticed the administration's rationale for
the elimination of the research and training suggesting that funds
are available for NIH. That has not been my experience and I
think most nurse researchers in the country will attest to that.
They do not fund applied, that is, immediately practical kind of
research in maternal child health.

As far as nursing itself, I believe there are less than six nurse
researchers on all of the study sections in NIH which administers
over $3.5 billion.

Senator DURENBERGER. Thank you very much for your testimony.
[The statements of the preceding panel follow:]

STATEMENT OF MiTzi DuXBURY
The American Nurses' Association has serious concerns about the consolidation of

vital health services and the accompanying budget reductions as proposed by the
Reagan Administration in its block grant recommendations. The ANA is particuarly
concerned about the impact that these proposals will have on Maternal and Child
Health care services provided under Title V of the Social Security Act.

A reduction in services provided through this program will ultimately contribute
to higher health care costs by forcing patients to seek care from more costly acute
care facilities.

Existing maternal and child health care programs have played a key role in
reducing maternal and infant mortality and morbidity and in establishing improved
methods of delivering care to low income mothers and children.

The ANA is seriously concerned with the Administration's proposal to eliminate
clinical research and training in maternal and child health.
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The American Nurses' Association, the professional organization of registered
nurses in the United States, is deeply concerned with certain aspects of the Admin-
istration's current budget proposals. We recognize the need to reduce the Federal
budget deficit and provide for more controls on spending. But this must not be done
at the social cost of failing to care for those who are most in need and the least able
to obtain health care services.

We have serious concerns about the consolidation of vital health services pro-
grams under block grants and the repeal of existing authorizing legislation, includ-
ing Title V (Maternal and Child Health). The creation of the existing network of
categorical health programs was prompted by the inability of many states to provide
health services for certain high risk populations. Congress established and author-
ized these programs to deal with health problems which were national in scope.
Categorical programs, such as maternal child health services, mental health serv-
ices, and community and migrant health centers have effectively addressed the
needs of high risk underserved and unserved populations. There is no current data
to support the contention that the need for Federal focus and intervention on these
national health problems has simply disappeared.

The consolidation of these health service programs would be accompanied by a
substantial cut in Federal support. The Administration propose a funding level for
the block grants of 75 percent of the fiscal year 1981 fun ing levels. A 25-percent
reduction would impact negatively on the availability of health services and ulti-
mately contribute to higher health costs by forcing patients to seek care from more
costly acute care facilities.

In addition, the consolidation of services into block grants would eliminate those
quality control mechanisms which have been developed for categorical programs.
There would be no way to establish national data on need, services provided, or
their effectiveness in meeting national goals. Each state would have to develop and
maintain its own administrative system for doing the work that is now done at the
Federal level. Further, the block grant may lend itself to becoming a political tool
within the states dominated by the most powerful interest groups at the state level.
There is no guarantee that these grants would be used as intended.

REPEAL OF TITLE V

We have specific concerns about the block grant proposal as it relates to the
repeal of Title V, Maternal and Child Health services. These programs have played
a key role in reducing maternal and infant mortality and morbidity and in estab-
lishing improved methods of delivering health care to low income mothers and their
children. Title V of the Social Security Act has helped create programs at the state
.and local level throughout the country to improve the health of mothers and
children, particularly in areas with unserved and underserved populations. Priority
is given to states with the highest infant mortality rates. It is obvious that future
health core costs can be significantly reduced through the provision of comprehen-
sive health care services to mothers and young children by preventing the develop-
ment of serious illness and disabilities.

Services provided to states through ongoing projects funded through formula
grants include: preventive health care such as prenatal and postpartum care to
women, immunizations, vision and hearing screening and treatment services, and
growth and development counseling for children.

Other Federally funded health programs are required to be administered in
conjunction with Title V programs at the state level. These include: Sudden Infant
Death Syndrome, Genetic Diseases, Hemophilia, and the Supplemental Security
Income/Disabled Children's Program. Family planning services and adolescent preg-
nancy programs also have linkages with these delivery systems, in many states.
Special projects are also funded under existing authority. Thirty-four Improved
Pregnancy Outcome projects as well as other maternal andinfant care projects are
targeted to states with high incidents of infant mortality. Moreover, 13 Improved
Child Health Delivery Systems projects are targeted to areas with excessive infant
morbidity and mortality. The repeal of Title V of the Social Security Act would also
be highly disruptive to other programs currently requiring linkage with Title V
programs

Because certain maternal child health programs are regionalized block grants
could disrupt or eliminate services provided to children and families. This would
primarily affect the hemophilia program and the Pediatric Pulmonary Centers. For
example, the hemophilia program based in Minnesota serves Minnesota, North
Dakota, South Dakota, and parts of Wisconsin and Iowa. Another Minnesota based
program in pediatric cardiology serves the same geographic areas.

In addition the service area of a Colorado based pediatric pulmonary center
includes Wyoming, Utah, Nebraska, North and South Dakota which includes an
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interdisciplinary team which visits all patients every three months and trains
family physicians as well. These programs deal with low incidence disease, and it
would not be cost effective for each state to have a separate program. It is highly
questionable whether states would be willing to utilize the reduced funding allo-
cated under a block grant to support programs that are used by k.her states.

Although maternal child health services are targeted to low income, high risk
populations, many activities such as childbearing classes and prenatal care are open
and utilized by the community at large. Coordination of services and the identifica-
tion and referral to community resources, whether public or private, are usual and
customary practices of the public health nurse, nurse-midwife, and school health
nurse Publications providing general health information about specific health prob-
lems for consumers as well as specific information for health care providers have
wide distribution and are available to all upon request.

The decrease in services that will result from the President's budget request for
these programs will adversely affect the general population.

CLINICAL TRAINING AND RESEARCH

A final major concern for nursing is the clinical training and research programs
supported under Title V. The Administration has proposed a rescission of $6 million
from fiscal year 1981 training and research programs, and recommends eliminating
funding for these programs in fiscal year 1982. We oppose this proposal which would
reduce training support for the current year by 25 percent and by 100 percent for
the next fiscal year.

In the 1979-80 academic year, a total of 392 nurses received traineeships or
tuition assistance for advanced study in maternal and child health areas; 341 of
these were studying at the master s or post master's level. An additional 333
students attended these nursing programs without direct financial support. Title V
training funds are primarily provided for institutional support thereby affording
more nurses access to advanced study than could be possible if all monies were
directed to traineeshi alone. Less than 9 percent of all Title V funds are allocated
to nursing programs directl

The majority of Federal dollars are provided to programs which are interdisciplin-
ary by design and which are focused on the service needs of a state or region. These
programs emphasize clinical training in such area as: mental retardation, handi-
capped children, adolescent health, pediatric pulmonary problems such as cystic
fibrosis and asthma, neonatal intensive care, and community based health care for
mothers and children. Many of these programs, some of which are directly affiliated
with a school of nursing, are likely to be dropped by their sponsoring institution if
there is no Federal funding. Approximately 10 percent of the money allocated to
these programs is for direct student support.

Funding for research under Title V currently supports 46 projects. Only those
projects that demonstrate the practical application of research findings are funded.
it is important to note that applied research in maternal and child health is not
funded through any other existing Federal research program. Although the Admin-
istration has indicated that researchers in maternal and child health should com-
pete for funding through the National Institutes of Health, applied research in the
MCH area is not funded through NIH and non-basic science research has never
been a high priority for funding in any field.

Elimination of Title V research funds would mean that research designed to
influence the way services ae delivered to mothers and children would cease to
exist. Priorities for maternal and child health research include: delivery of health
care to mothers and children, habilitation and rehabilitation of handicapped chil-
dren, needs of high risk mothers and infants, adolescent health, nutrition, and
prenatal screening.

Special attention has been given to the followng areas: the consuences of illness
of either the parent or child on the functioning of the family; the evaluation of
intervention schemes involving children with developmental disabilties; the assess-
ment of the value of new tehnologies as they are introduced in the Neonatal
Intensive Care Units; and the processes of genetic counseling and psychological
support in prenatal and neonatal screening for genetic and birth acquired condi-
tions.

My own research, funded through Title V, has focused on the individual and
organizational factors which contribute to absenteeism and turnover of nurses em-
ployed in neonatal intensive care units in the Minneapolis area. This research
focuses on ways the health care system can deliver services more efficiently and
effectively and is essential in my view.

Research and training efforts in maternal and child health require a Federal role
in funding. It does not make sense to cut off funding for a program which although
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relatively small, has made a significant impact on increasing supply of nurses with
advanced education in the area of maternal and child health where shortages of
trained personnel clearly exist.

STATEMENT OF THE AMERICAN COLLEGE OF NuRSE-MIDWIVES

SUMMARY

1. A certified nurse-midwife is an individual educated in the two disciplines of
nursing and midwifery, who possesses evidence of certification according to the
requirements of the American College of Nurse-Midwives.

2. All certified nurse-midwives are nurses who have completed an accredited
program of education in midwifery, six of which are funded by the Title V MCH
Training monies.

3. Nurse-midwives have been in the U.S. since 1925 and have increased rapidly in
the last twenty years because the federal government and childbearing families
support nurse-midwifery care.

4. The federal government has a long history of support for nurse-midwifery
education and practice and nurse-midwives are an integral part of many health care
projects for the medically indigent.

5. Nurse-midwives have a demonstrated ability to reduce infant morbidity and
mortality and improve pregnancy outcome.

6. Nurse-midwifery care has been shown to be cost effective for a variety of
reasons.

7. Nurse-midwifery education programs are planning to become financially self-
sufficient but will need further federal help; considerable physician resistance to
expansion of nurse-midwifery services hinders these plans.

8. The American College of Nurse-Midwives is concerned that basic services to
women and children not be reduced in conjunction with changes in funding mecha-
nisms and offers recommendations for maintaining minimum levels of care for
mothers and babies.

Good morning. My name is Sally Tom and I am a practicing certified nurse-
midwife. I am representing the American College of Nurse-Midwives and am also
speaking today from my experience as a nurse-midwife educator. I am on the
faculty of Georgetown University's Graduate Nursing Program in the Growing
Family, Nurse-Midwifery Specialty Area. In addition, I am a graduate of a nurse-
midwifery edcuation program funded by Title V and have worked for or in close
association with several MCH funded programs.

The American College of Nurse-Midwives (ACNM) is the professional organization
of Certified Nurse-Midwives (CNMs) in the United States, representing 85 percent of
all CNMs. The ACNM is autonomous from all other professional organizations and
speaks for its membership on all issues affecting the practice, education, recogni-
tion, legislation and economics of nurse-midwifery. The ACNM collaborates with
other professional grups which share its primary concern of quality maternal and
infant health care for women and babies and is recognized as an advocate for
maternal and child health care issues.

According to the official ACNM definition, "A certified nurse-midwife is an indi-
vidual educated in the two disciplines of nursing and midwifery, who esses
evidence of certification according to the requirements of the American College of
Nurse-Midwives. Nurse-midwivery practice is the independent management of care
of essentially normal newborns and women, antepartally, intrapartally, postpartally
and/or gynecologically. This occurs within a health care system which provides for
medical consultation, collaborative management, and referral and is in accord with
the 'Functions, Standards and Qualifications for Nurse-Midwivery Practice' as de-
fined by the ACNM."

There are approximately 2,200 nurse-midwives in the United States and approxi-
mately 220 more graduate each year. Most nurse-midwives practice in association
with institutions such as hospitals, clinics, and birthing centers. A small number
offer home birth services. In 1976-1977, nurse-midwives did approximately one
percent of all births in the U.S. I

Because among the many programs of concern in today's hearing are six nurse-
midwifery education programs, I want to describe the educational route a nurse-
midwife takes. The first step toward becoming a professional nurse-midwife in the
United States is to study nursing, and then practice nursing in the field of maternal

'Research and Statistics Committee of the American College of Nurse-Midwives, Nurse-
Midwifer" in the United States: 1976-1977. (The American College of Nurse-Midwives, Washing-
ton, D.C.. 1978.)
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and infant health for at least one year. The future nurse-midwife then applies to a
nurse-midwifery educational program. Although all of these programs are associat-
ed with major universities, some are part of a Master's Degree program, and others
grant a certificate rather than a degree. Both kinds of programs offer nurse-
midwifery education which prepares the student nurse-midwife for clinical practice.
Students in Master's programs also receive further education in public health or
nursing. Students who successfully complete their educational programs are eligible
to take the American College of Nurse-Midwives' certification examination. Those
who pass the examination are certified as nurse-midwives-CNMs. All nurse-midwife-
ryprograms are accredited by the Division of Accreditation of the ACNM.

Until the last decades of the 19th century, childbirth was in the hands of women.
Midwives practiced an art and science passed from woman to woman. Mothers gave
birth at home, surrounded by female friends and relatives, attended by a midwife
who usually was also a friend or relative. A number of factors, including the rise of
the medical profession, the growth of the public health movement, a trend toward
limiting family size, the political vulnerability of midwives and their clients, the
high infant and maternal mortality rates, and the severe decrease of immigration
during and after World War I, combined to virtually eliminate traditional birth
attendants and to move birth from the home to the hospital by the early 1900s.

Maternal and child health became a national political issue when, during World
War I, one third of all men were found physically unfit for military service and one
half of those were thought to have suffered from poor maternal and child care. This
experience during World War I and the political strength of newly enfranchised
women brought about the passage of the Sheppard-Towner Act in 1921, creating the
first infusion of federal dollars into maternal and child health care.

In 1925, Mary Breckinridge, an American nurse educated in midwifery in Eng-
land, established the Kentucky Committee for Mothers and Babies. A native Kc.n-
tuckian, Mary Breckinridge became the country's first nurse-midwife and the com-
mittee became the Frontier Nursing Service, providing care for mothers and babies
in mountainous, isolated Eastern Kentucky. Like the earlier midwives, nurse-mid-
wives support the natural processes of healthy birth with watchful expectancy and
emotional support. Unlike the midwife of past centuries, the certified nurse-midwife
comes to her work after rigorous education offered by prestigious universities,
bringing a scientific basis to her practice and an ability to identify and respond to
deviations from the normal course of childbearing.

The number of nurse-midwives increased slowly between 1931, when the Materni-
ty Center Association in New York opened the first nurse-midwifery education
program, and 1970. By 1970, a pproximately 600 people had graduated from U.S.
schools of nurse-midwifery. In the last 10 years the number of schools has doubled
to more than 20 and an additional 1,600 nurse-midwives have graduated. The recent
rapid growth of nurse-midwifery is a response to both the desire of mothers and
their families for nurse-midwifery care and to federal support for nurse-midwifery.
Families want care which offers them decisionmaking power and reasonable options
in childbearing. Meticulous screening throughout pregnancy and birth, combined
with freely shared information and continuity of care, are the hallmarks of nurse-
midwifery care.

The traditional constitutents of the certified nurse-midwives are women and
children who live in poverty in both rural and urban areas. Only since the 1970's
have professional midwifery services, which have long been available to women of
all classes in other countries, been available to economically affluent women in the
United States. Nurse-midwives are responding to increasing demands for nurse-
midwifery care from affluent women by participating in a variety of private sector
settings.

The federal government has a long history of support for nurse-midwifery. Several
federal agencies rely heavily on nurse-midwives to provide care in their programs-
the Indian Health Service, Rural Health Clinics, the Maternal and Infant Care
Projects, the National Health Service Corps, Improved Pregnancy Outcome projects,
Adolescent Pregnancy Projects, and the Army, Air Force and Navy. Nurse-midwives
receive direct reimbursement for services to military families under the Civilian
Health and Medical Program of the Uniformed Services (CHAMPUS) and Medicaid.

Several recent federal government reports support nurse-midwifery practice. The
Graduate Medical Education Advisory Committee's report recommended that nurse-
midwifes be doing 5 percent of all normal deliveries in the United States by 1990
and that federal support for nurse-midwifery education remain at its current level.'
The current output of educational programs is not sufficient, however, to meet that

2Graduate Medical Education National Advisory Committee Report (DHEW, Washington,
D.C.: 1980).
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toal. The report on necessary maternal and infant health services prepared for the
Select Panel for the promotion of Child Health focuses on nurse-midwifery services.3

The General Accounting Office's report, "Better Management and More Resources
Needed To Strengthen Federal Efforts To Improve Pregnancy Outcome" describes
nurse-midwives' effectiveness in delivering care to low income families. The report
observes that "although HEW has endorsed use of nurse-midwives, the Health
Services Administration has not aggressively promoted use of nurse-midwives in its
P e GAO recommended that "... HEW encourage a greater use of nurse-mid-

wife obstetrician teams, help eliminate barriers which preclude nurse-midwives
from practicing in hospitals, and provide additional training funds for nurse-mid-
wives, by giving such training higher priority for use of existing funds and/or
seeking additional funds from Congress." 4 HEW agreed that better training and
practice opportunities are needed for nurse-midwives and promised to convene a
working group of HEW operating agencies to develop by March 1980 a plan to
promote greater use of nurse-midwives. This plan has not yet been developed;
however, the working group has held one meeting and two consultations with nurse-
midwives.

The safety of nurse-midwifery care has been well established. At a hearing held
December 18, 1980, by the Subcommittee on Oversight and Investigation of the
Interstate and Foreign Commerce Committee, noted epidemiologist, C. Arden Miller
said, "All of the studies I know confirm that the health benefits of care as rendered
by nurse-midwives stand up to scientific scrutiny exceedingly well." He added that
many of the interventions routinely used in obstetrics today have been subjected to
a scientific scrutiny which ". . . is in many respects less rigorous than the scrutiny
to which the midwife's services are subjected." A considerable body of research
documents the safety of nurse-midwifery care. All studies have shown that the risk
to women attended by nurse-midwives is equal to or lower than the risk to compara-
ble groups of women attended by physicians. In fact, the literature reports instances
of striking reductions in infant mortality rates after introduction of nurse-midwifery
care.

Since its beginning in eastern Kentucky, nurse-midwifery care has been intro-
duced to other medically underserved areas characterized by poverty, geographical
isolation and other social factors associated with poor obstetrical outcomes. Nurse-
midwives screen carefully for indications of medical problems and collaborate close-
ly with physicians when complications arise, thus identifying clients who are essen-
tially medically normal from among the population characterized by social risk
factors. Nurse-midwifery care has been shown to increase utilization of prenatal
care, lower infant mortality and morbidity and to increase maternal well-being
among these populations.

At the Frontier Nursing Service "... the maternal mortality rates averaged 9.1
per 10,000 births from 1925-1951; among white women nationwide the maternal
mortality rate was 34 per 10,000. Since 1951, the FNS has not lost a single mother
to birth related causes. FNS neonatal mortality rates in the years 1952-1954 were
17.3 per 1,000-less than the rest of Kentucky and the United States. Since 1971 the
FNS perinatal mortality rates have averaged only 6 per 1,000 which is less than
half the average of the rest of the country, even in its best year (14.5 in 1977), and
better than the best country in the world, Sweden. The Metropolitan Life Insurance
Company of New York estimated in a report in 1932 that if services like the FNS
were adopted nationwide, the perinatal mortalities of the time would be reduced by
60,000 per year.6

Nurse-midwifery services in other rural areas, especially in the South and South-
west, have produced similar improvements in pregnancy outcome. The Medical
Mission Sisters founded the Catholic Maternity Institute in 1943 to serve the impov-
erished mothers of Santa Fe County, New Mexico. The Sisters offered prenatal care
and birth at their Childbearing Center. Many births also took place in adobe homes
with no electricity or running water. Prior to the program, in 1939, perinatal death
rate of Santa Fe County were 87.6 per 1,009. By 1967 it had been reduced to 15.1, a

3S. Kessel, J. Rooks, I. Cushner, "A Child's Beginning," Report Prepared for the Select Panel
for the Promotion of Child Health (DHEW, Washington, D.C.: October 1980).4 General Accounting Office, "Better Management and More Resources Needed To Strengthen
Federal Efforts to Improve Pregnancy Outcome," (General Accounting Office, Washington, D.C.:
1979).

6C. Arden Miller, M.D., Testimony to the Subcommittee on Oversight and Investigation,
Interstate and Foreign Commerce Committee, U.S. House of Representatives, Washington, D.C.,
Dec. 18, 1980.

6 D. Stewart, "The Five Standards for Safe Childbearing" (NAPSAC Productions, Marble Hill,
Mo., anticipated publication spring 1981), p. 109.
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level of achievement not to be attained by the country at large until over 10 years
later. At that time, in 1967, the perinatal mortality rates of the United States were
22.1 per 1,000, while in New Mexico it was even higher at 24.8. .. "

In the early 1960's a CNM practice was established as a pilot project in Madera
County, California. Special legislation made nurse-midwifery legal for the duration
of the project. Certified nurse-midwives were introduced as the only new variable in
the medically understaffed county's health care system. The mothers served by the
project were primarily agricultural workers.

During the first 18 months of the project, the Madera County prematurity rate
dropped from its previous level of eleven percent to 6.6 percent and the neonatal
mortality rate dropped from 23.9 deaths per 1,000 live births to 10.3 deaths per 1,000
live births. There was a significant increase in attendance at prenatal clinics during
the pilot project. Mothers who had had no prenatal care and who were cared for
during labor and delivery by nurse-midwives experienced a neonatal death rate of
26.8 per 1,000 live births. The neonatal death rate for mothers who had no prenatal
care was 50.6 per 1,000 live births after the project ended and nurse-midwifery care
during labor was no longer available.

Despite these good results, the California Medical Society opposed legalization of
nurse-midwifery and the nurse-midwives had to leave at the end of the project.
After they left, the prematurity rate increased by almost 50 percent and the
neonatal death rate tripled.8

In Holmes County, Mississippi, in 1971 the infant mortality rates had dropped
from approximately 39 per 1,000 live births to 20 per 1,000 live births, two years
after certified nurse-midwives began providing primary care to pregnant women as
part of a community-wide focus on the health problems of mothers and babies.9

A study by the University of Mississippi Medical Center between October 1, 1971,
and April 30, 1973, showed that nurse-midwifery clients kept 94 percent of sched-
uled appointments, compared with 80 percent of visits kept by clients of the house
staff physicians. It should be noted that clients of both physicians and nurse-
midwives did not see the same care providers at successive visits.

Among the nurse-midwifery clients 82.6 percent had normal spontaneous vaginal
deliveries; 62.1 percent of the house staff clients had normal spontaneous deliveries,
with most of the difference found in the rate of low forcep deliveries by the house
staff. 1o

At Su Clinica Familiar, a nurse-midwifery childbirth center in southern Texas, all
maternity care for normal mothers is provided by certified nurse-midwives. The
prematurity rate in 1974, two years after nurse-midwifery began, was 3.5 percent. In
the same year in Texas the prematurity rate was 7.6 percent and for the nation it
was 7.4 percent. The nurse-midwifery service has been operating since 1972. The
clients are Mexican-American and Mexican women who are primarily migrant
workers. "

"In 1976 a nurse-midwifery program was begun in Mississippi County in north-
east Arkansas. In 1975, 80 percent of births had occurred under general anesthesia
in that county. In 1979 general anesthesia rates had fallen to 12 percent, while
perinatal mortalities also dropped dramatically. ' 2

"In 1941 the Tuskegee School of Nurse-Midwifery opened in Alabama offering
services to the area. During the five years of its existence, neonatal mortality rates
went from 46 per 1,000 live births to 14-more than a three-fold improvement." 13

Nurse-midwifery services have also resulted in lowered infant mortality and
morbidity rates among inner-city mothers.

In 1931, the Maternity Center Association (MCA) opened the Lobenstine Midwife-
ry Clinic to care for immigrant families in upper Manhattan tenements. Between
1931 and 1951, 5,765 mothers registered with the clinic, of which 87 percent gave
birth" at home attended by (nurse-)nidwives. Their maternal mortalities were less
than one-third the national rates of the time. Their average neonatal death rates
were only 15 per 1,000 while that of New York City as a whole ranged from 28.0 in

Ibid., p. 109.
'Barry S. Levy, Frederick S. Wilkinson and William M. Marine, "Reducing Neonatal Mortal-

t ate with Nurse-Midwives," American Journal of Obstetrics and Gynecology, 109 (Jan. 1,
971) 51-58.
'Marie C. Meglen, "A Prototype of Health Services for Quality of Life in a Rural County,"

Bulletin of Nurse-Midwifery, xvrI, No. 4 (November 1972. 103-113.
10C. Slone, H. Wetherbee, M. Daly, K. Christensen M. Meglen, and H. Theide, "Effectiveness

of Certified Nurse-Midwives," American Journal o/ Obstetrics and Gynecology, 124 (Jan. 15,
1976). 177-182.

" Sr. Angela Murdaugh, "Experiences of a New Migrant Health Clinic," Women and Health,
Vol. 1, No. 6 (November-December, 1976): 25-28.

"2 D. Stewart, op. cit. p. 112.
I3bid., p. 111.
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1931 to 18.4 in 1951." Kings County Hospital, New York City, opened a nurse-
midwifery service in 1976. In the first 884 births, they had a neonatal mortality rate
of 7.9 per 1,000, reflecting the deaths of 7 premature babies.14

At the North Central Bronx Hospital, whose clients come from one of New York's
most distressed areas, where every patient receives nursing care or nurse-midwifery
management from nurse-midwives in labor, from January 1 to December 31, 1979,
88 percent of the mothers experienced normal spontaneous vaginal deliveries. Less
than 30 percent of all mothers needed analgesia or anesthesia in labor. The neona-
tal death rate among infants 1,000 grams or over was 4.2 per 1,000.15

Since 1970, nurse-midwifery practice in the United States has expanded to include
two additional special populations, adolescents and economically affluent women.
Adolescent childbearing carries social and medical risks which can often lead to
poor obstetrical outcomes. Nurse-midwifery care, along with physician collaboration
has been effective, and has been shown to improve the outcomes of teenage preg-
nancy.

Between 1976 and 1977 at a clinic for teenagers in Lincoln Hospital in New York
City, nurse-midwifery care brought considerable improvement in outcome measures
such as maternal weight gain and hematocrit. The rate of low birth-weight babies
dropped from 18.1 percent to 6.3 percent. 16 The Office of Adolescent Pregnancy at
the Department of Health and Human Services has stressed inclusion of nurse-
midwifery services in the projects it funds.

The first part of this testimony documents the safety and high quality of nurse-
midwifery care. I would like now to open a discussion with the committee about how
Congress can pursue its goal of providing maternal and child health care in a cost-
effective way. The available data suggest that nurse-midwifery care is generally less
expensive than traditional obstetrical care.

A study conducted in rural Georgia showed significant improvement in infant
outcomes and a decrease in health care expenditures after introduction of nurse-
midwifery care."

Nurse-midwifery care often opens the door to lowered costs through the use of
non-hospital facilities, such as a birth center or the client's home, for normal births.
The Blue Cross/Blue Shield of Greater New York audited the Childbearing Center
started by the Maternity Center Association in New York City in 1976-1977. They
found that care at the Childbearing Center cost 37.6 percent of in-hospital care,
barring complications. The report also stated that the cost to Blue Cro~s/Blue
Shield of Greater New York for families delivering at the Center was 66.1 percent of
the cost to the plan had the family gone to the hospital, barring complications.

The cost to the health care system of full care at the Center has decreased each
year, from a high in 1976 of $2,016.46 to $1,046.17 in 1979 as utilization increased.
The Childbearing Center staff expect the Center to be self-supporting with 600
families in the program annually. In late 1980 the Center had over 500 families
enrolled and expected to meet their goal very shortly.

Medicaid is currently paying from $1,649.53 to $2,230.04 for normal care with a
three-day hospital stay in various New York hospitals. The Childbearing Center
currently charges $1,000 for its whole package of prenatal, intrapartum and post-
partum care; the Center receives $885 for total care from Medicaid and the Center
is appealing that rate.

The care at the Center is economical because clients have the opportunity for
prolonged contact with professionals, including the nurse-midwives who are with
them in labor and delivery. A client's stay at the Center is much shorter than the
typical three-day stay and she receives intensive, personalized care during that
time.

The Center is also economical because non-hospital facilities, the Center and the
client's homes are used as settings for provision of care. The Center's all inclusive
fee of $1,000 compares favorably with the $3,000 for hospital and obstetric fees
which private care in New York City can cost.'8

14Ibid., p. 115.
"Doris Haire, "Improving the Outcome of Pregnancy Through the Increased Utilization of

Midwives During Labor and Delivery," Testimony to the Mayors Blue Ribbon Commission on
Infant Mortality, February 14, 1980, Washington, D.C.

6M. Brenda Doyle and Mary V. Widhalm, "Midwifing the Adolescents at Lincoln Hospital's
Teen-Age Clinics," Journal of Nurse-Midwifery, Vol. 24, No. 4 (July-August 1979): 27-32.

Michael L. Reid and Jeffrey B. Morris, "Perinatal Care and Cost Effectiveness: Changes in
Health Expenditures and Birth Outcome Following the Establishment of Nurse-Midwife Pro-
gram," Medical Care, 5, Vol. XVII, (May 1979): 491-500.

is Ruth W. Lubic, CNM, Testimony to the Subcommittee on Oversight and Investigation,
Interstate and Foreign Commerce Committee, U.S. House of Representatives, Washington, D.C.,
Dec. 18, 1980.
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Another mechanism often associated with cost savings and midwifery care is the
shortened hospital stay for a healthy mother and baby. Midwifery care during
pregnancy and availability by phone or home visit during the early postpartum
period set the stage for the welt-prepared family to go home within 12 to 24 hours
after a normal labor and birth.

In Washington, D.C., the current cost of prenatal, delivery and postpartum care
with a nurse-midwifery service is $800 for each client planning to deliver in the
hospital. This includes prenatal care, labor management and delivery, postpartum
rare, a two week, six week, six months and one year checkup and three postpartum
classes. Physician's fees !ary from $800 to $1,200 and include prenatal care, labor
and delivery management, postpartum care, and a six weeks check-up. Hospital
costs for nurse-midwifery clients who spend 6 hours or less in the hospital after
delivering are around $600 for each woman. Clients who stay the traditional three
da*1swill pay close to $1,000 in hospital costs.

ost nurse-midwives are employees who have no control over prices charged to
clients. As more nurse-midwives go into practice with physicians and establish
private nurse-midwifery practices, we will begin to be able to assess the financial
impact of private nurse-midwifery practice. CHAMPUS began reimbursing nurse-
midwives within the past year and is conducting a study of the impact of nurse-
midwifery reimbursement on their maternity care costs.

While the data are limited, several characteristics of nurse-midwifery practice
suggest that nurse-midwives deliver cost-effective care. The average salary of a
nurse-midwife in clinical practice in 1976 was $16,200. Contrast this figure, which
has certainly improved somewhat since 1976, with the median income of an obste-
trician-gynecologist, which was $89,310 in 1979. Nurse-midwives' services have to
cost employing institutions less than obstetricians'.

As we have seen earlier, nurse-midwives have a proven record in reducing infant
morbidity and mortality. The reduction in prematurity and low birth weight rates
in the many places nurse-midwives have worked certainly must also have meant a
reduction in dollars spent by states and private companies on intensive care nurser-
ies. An official of the University of Mississippi, Peter H. Meyers, has compared the
taxpayers' cost for nurse-midwifery education with the savings reaped through
improved pregnancy outcomes.1'

Looking at 76 graduates over a three-year period, I found their median age to be
31. Assuming that on the average 75 percent of them work until age 65, delivering
15 babies per month and referring 5 others, I can anticipate that they will provide
primary care for 583,680 mother, delivering 437,760 babies.

Using a very conservative cost for lifetime institutionalization of $500,000 we can
say that if only 4 out of 583,680 babies have radically different outcome (family
support rather than lifetime institutionalization) the taxpayer breaks even. The
break-even point is reached if fewer than 1/1000 of 1 percent (.0000068) of "our"
babies avoid lifetime institutionalization. I would, more realistically I believe, pre-
dict a savings to taxpayers of many hundreds of times the program's cost.

Cost effectiveness includes other costs such as the cost of delivering care, and the
cost of nursing school; but these costs are often borne in large measure or entirely
by private parties.

None of this deals with maternal or infant mortality or maternal morbidity. What
are the social costs when a mother dies? How often do her children become tempo-
rary or permanent wards of the state? What does that cost the taxpayer? I can't
even guess.

Nurse-midwives are educated to use technology only when it is indicated by a
client's condition. Such limited, rather than routine, use of machines and laboratory
tests should result in savings for individual customers. Nurse-midwifery clients
often use less analgesia or anesthesia in labor.

A Cesarean birth can add as much as $1,000 to a physician's fee and as much as
$3,000 to hospital fees. Nurse-midwifery services have Cesarean birth rates which
are significantly lower than the U.S. rate which is approaching 30 percent in many
facilities. The Cesarean birth rate at the nurse-midwifery service at the North
Central Bronx was approximately 13 percent in 1979, for example.

A nurse-midwifery service would be less expensive for the federal government to
establish than a physician's practice because nurse-midwives need less complicated
equipment. They need only to have access to high technology through their collabo-
rating physician.

In addition to potential cost savings, nurse-midwives bring to each birth a concern
for the psychological and cultural factors which affect the birth experience of the
mother, family and infant. Ample research has shown that the nature of the birth

", Peter M. Meyers, University of Mississippi Medical Center, personal correspondence.
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and immediate post-birth experience have a strong impact on later infant-parent
relationships. The evidence suggests that positive birth experiences correlate with
lower incidences of child neglect and abuse. Nurse-midwives strive to help parents
create positive birth experiences and this must make an indirect contribution to
lowered financial and emotional costs to society as a whole.

The information available and the logical conclusions drawn from examination of
nurse-midwifery practice prove that nurse-midwifery care is a cost-effective means
toproviding safe, satisfying maternal and child health care.

An investment in nurse-midwifery education is then, one which brings good
returns to Congress and to American families.

Most nurse-midwifery education programs are currently strongly dependent on
Federal funding. Six programs receive Maternal and Child Health Training monies,
the University of Utah, Johns Hopkins University, University of Mississippi, Colum-
bia University, Emory University and the University of Illinois.

Several programs have estimated that if Federal funding were withdrawn, tuition
would have to rise to between $22,000 to $30,000 to compensate. Banks would
hesitate to give loans for such high tuition because nurse-midwives' salaries do not
make them attractive loan candidates. Other student aid resources are not sufficient
to cover student needs for current tuition costs; it seems unlikely student aid funds
would increase in proportion to tuition increases.

If Federal funds are removed and not replaced by the States, the numbers of
students admitted each year will be sharply reduced, the Nation's total yearly
output of nurse-midwives will be severely reduced, services created by educational
programs will be reduced or closed, care to indigent populations will be less availa-
ble and costs will surely rise.

Nurse-midwives are valuable enough to the Nation that a Federal priority to
continue educating nurse-midwives and to increase their utilization should be estab-
lished.

All of us in nurse-midwifery education are aware of the need for dependable
funding sources. Directors and faculties of nurse-midwifery education programs are
devising strategies for shifting their funding base from soft money to hard money.
All faculties would like to be fully supported on hard money by their universities, as
are the programs at St. Louis University and University of Kentucky. Since most
university budgets will not permit that kind of full support, nurse-midwifery educa-
tional programs are turning to developing self-su pporting nurse-midwifery services
as a means of finding financial support and clinical experience for students.

Nurse-midwifery education lends itself easily to this model because nurse-midwife-
ry is largely taught in the clinic and at the bedside. Faculty must practice in order
to teach nurse-midwifery; these same faculty, with accompanying students, could be
reimbursed either through Medicaid or through private insurance plans. A faculty
which had a practice large enough to offer students the necessary clinical experi-
ences would be supplying a substantial part of its own salary: The university would
then fund the non-clinical teaching activities, such as conducting seminars, curricu-
lum revising, student counseling and program administration.

Financing nurse-midwifery education through private faculty practice is a concept
which many programs are exploring. There is, however, a tension between the need
to shift the funding base and the political reality of opposition to nurse-midwifery
practice.

Among the six obstacles to greater Federal utilization of certified nurse-midwives
which the GAO report identifies, the limited supply, few training programs, reluc-
tance of some nurse-midwives to practice in less desirable areas, restrictive State;
licensing or third party reimbursement, non-availability of obstetricians with whom
to work, physician resistance is the most difficult problem.20 This problem was
recently the subject of an investigatory hearing held by the Subcommittee on
Oversight and Investigation of the House of Representatives' Energy and Commerce
Committee.

The resistance occurs despite the demand for nurse-midwives by consumers, State
governments and Federal agencies, despite the record of improved health for moth-
ers and babies, despite cost effectiveness and despite the widespread employment of
nurse-midwives through the country. Resistance to nurse-midwifery practice is
strong and seems to be gathering strength.

While I am describing this resistance in some detail, I hope you will keep in mind
the co-existing reality that in many communities nurse-midwives, physicians and
hospitals have formed mutually satisfying professional relationships. The ACNM
and the American College of Obstetricians and Gynecologists (ACOG) often work
together on issues of importance to mothers and babies. Nurse-midwifery practice

1o G.A.O., op. cit.
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was officially endorsed by the American College of Obstetricians and Gynecologists
(ACOG) and the Nurses Association of the American College of Obstetricians and
Gynecologists in a statement issued jointly with the ACNM in 1971 and in a
supplemental statement in 1975. The ACNM has benefited from and appreciated
ACOG's official support.

The incidence of resistance is widespread and has been found in recent months in
Massachusetts, New York, New Jersey, Pennsylvania, Washington, D.C., Maryland,
Delaware, South Carolina, Tennessee, Illinois, and South Dakota. Resistance comes
from many sources: individual physicians, professional organizations such as medi-
cal societies, hospital department of obstetrics, public bodies such as State boards of
health and State medical practice boards, insurance companies, and occasionally
nursing.

The form which the resistance takes varies as well. It includes refusal to provide
medical collaboration, refusal of permission or privileges for use of hospital facili-
ties, placement of unjustifiable restrictions on nurse-midwifery practice or settings,
refusal of third party payors to reimburse nurse-midwives, harassment of physicians
who support nurse-midwifery practice, request for unreasonable payments for liabil-
ity insurance and misrepresentation of the nature of nurse-midwifery practice to
the public.

In Washington, D.C., Georgetown University Medical Center has consistently
refused to allow nurse-midwives to practice in labor and delivery, even though the
school of nursing has had a nurse-midwifery education program for several years.

In New Jersey the Board of Medical Examiners has issued regulations which
restrict nurse-midwifery practice and which prohibit nurse-midwives from caring for
women under 16 and over 35 years of age. These regulations have a severe impact
on nurse-midwives and their clients, expecially adolescents, in New Jersey.

In Nashville, Tennessee the two nurse-midwife members of an obstetrician-nurse-
midwife team were denied privileges at three hospitals in which their physician
practiced. Their physician experienced such strong harassment from his colleagues,
including cancellation of his insurance by the physician owned malpractice insur-
ance company, that he has left Tennessee. No other physician in Nashville is willing
to collaborate with nurse-midwives in private practice. The nurse-midwives have
been forced to close their business and undertake expensive legal action. They will
be filing suit in a few weeks.1

When Maternity Center Association in New York City opened its Childbearing
Center, an out of hospital birth center, they did so despite the opposition of a wide
array of State agencies, State physicians' organizations and national physicians'
organizations.' 2

In Englewood, N.J., the Childbirth Center has struggled to survive in the face of
opposition from local physicians, the Board of Medical Examiners and a major
insurance company.2"

In Washington, D.C., a private group practice of three nurse-midwives who do-
home births embarked a year ago on a pilot experiment doing hospital births at the
Washington Hospital Center. In order to obtain privileges the nurse-midwives
became technical ly the employees of their collaborating physicians who already had
privileges. Although the first year went well, the hospital s Department of Obstet-rics and Gynecology voted to end the nurse-midwives privileges because they are
also doing home births. The decision has not been carried through by the hospital's
board of directors becauce of the large public outcry against the decision. The
department of Obstetrics has formed a committee to review the nurse-midwives'
charts. There are no nurse-midwives or pediatricians on the committee."

While scores of rationales for these obstacles exist, and each incident is flavored
with its own particular legal, administrative and interpersonal characteristics, two
themes emerge from the arguments against nurse-midwifery practice. The first of
these is the issue of quality of care and of patient safety. The rare, and often
preventable occurrence of a complication of pregnancy or birth if often cited as the
reason- for preventing nurse-midwives from practicing or for limiting the scope of
their practice to less than that for which they have been educated. Two assumptions

"Susan J. Sizemore, CNM, Testimony to the Subcommittee on Oversight and Investigation,
Interstate and Foreign Commerce Committee, US. House of Representatives, Washington, D.C.,
Dec. 18, 1980.

2 "Ruth W. Lubic, CNM, op. cit.
"Lonnie H. Morri, CNM, Testimony to the Subcommittee on Oversight and Investigation,

Interstate and Foreign Commerce Committee, U.S. House of Representative., Washington, D.C.,
Dec. 18, 1980.4 Marion McCartney, CNM, Testimony to the Subcommittee on Oversight and Investigation,
Interstate and Foreign Commerce Committee, US. House of Representatives, Washington, D.C.,
Dec. 18, 1980.
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underlie that rationale. The first is the idea that while nurse-midwives are better
than no prenatal or intrapartum care at all, the physician is always more desirable
because of his or her education in dealing with complications. The statistics refute
that claim. The record of nurse-midwifery care in the United States in reducing
infant mortality and morbidity shows that nurse-midwives are safe. Countries with
lower infant mortality rates than the United States' rely heavily on professional
midwives.

The second underlying assumption is that the speed with which severe complica-
tions arise is great enough to justify physician presence throughout labor and
delivery managed by nurse-midwives. It is important to remember that pregnancy
and childbirth are normal physiological practices. Normal, healthy pregnancy and
delivery are the predominant realities of childbearing. Complications are the excep-
tions, not the rule. Nurse-midwives, unlike most physicians, are able to be in
constant attention throughout labor. Thus, nurse-midwives detect problems at the
earliest moment and often avert them. Extremely serious complications which
develop rapidly are extremely rare. Many common complications of labor and
delivery result from the routine interventions of traditional medical care which do
not characterize routine nurse-midwifery care. Nurse-midwives are educated to
recognize the symptoms of complications, to begin the appropriate interventions and
to call for assistance immediately when complications arise.

The second theme which emerges in the resistance of nurse-midwifery practices is
that of "independent practice." Licensure, direct third party reimbursement, home
birth services and out-of-hospital birth centers all raise the question of whether
nurse-midwives are, or should be, "independent practitioners." "Independent prac-
tice" appears to mean a nurse-midwife hanging up her shingle in a solo practice
patterned after the independent business of the solo physician in private practice.
The implication of this model is that the nurse-midwife would be practicing without
back-up physician, without the system for consultation with physicians, referral of
clients to physicians and without the collaborative management of client care by
both a nurse-midwife and a physician which are an integral part of the dfinition of
nurse-midwifery practice. The record needs to be very clear on this matter. Nurse-
midwives do not practice midwifery in the "independent practice" model of the
private solo practice which characterizes much physician practice. The "Functions,
Standards and Qualifications for Nurse-Midwifery Practice" states that the nurse-
midwifery practice "Occurs interpendently within a health care delivery system.
Occurs within a formal written alliance with an obstetrician; or another physician,
or a group of physicians, who has/have a formal consultative arrangement with an
obstetrician-gynecologist; exists within a framework of medically approved proto-
cols." 25

The dictates of the "Functions, Standards and Qualifications for Nurse-Midwifery
Practice" are clearly explained by Helen Varney, the current president of the
American College of Nurse-Midwives in her recently released textbook of nurse-
midwifery. "' Independent management' refersi to the fact that a patient may never
see a physician if her course essentially is normal and she is managed by a nurse-
midwife. Thus, the practice of nurse-midwifery within the protocols for practice,
which define the practice and provide for medical consultation and referral is
independent . . . Independent practice means without medical protocols of formal-
ized physician back-up. A certified nurse-midwife always functions within a health
care system in a team relationship with a physician and is never independent of
physician back-up for consultation, collaborative management, or referral.".
Should a nurse-midwife be thought to be violating the principles established in
"Functions, Standards and Qualifications," she would be subject to investigation by
the American College of Nurse-Midwives and would be vulnerable to censure, sus-
pension, expulsion or decertification.

Nurse-midwives have always practiced and will continue to practice in collabora-
tion with physicians; that relationship will not change. What has begun to change,
however, is the employment relationship between the nurse-midwife and her col-
laborating phvpician. Nurse-midwives are now not always employees of physicians
or hospitals. In some cases the nurse-midwife has joined the practice of her physi-
cian partners. In other cases, nurse-midwives are employing physicians to provide
them with consultation and referral services. Nurse-midwives are increasingly eligi-
ble for direct third-party reimbursement. Many private insurance companies includ-
ing Connecticut General, Travelers, Aetna, and all union insurance programs, will
reimburse nurse-midwives in all states. New Mexico, Utah and Maryland have

"5American College of Nurse-Midwives, "Functions, Standards and Qualifications for Nurse-
Midwifery Practice" Washington, D.C., 1975."Helen Varney, CNM, Nurse-Midwifery (The C.V. Mosby Company, St. Louis, Mo., 1980).
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gse their insurance codes to include direct reimbursement to nurse-midwives.
US and Medicaid now reimburse nurse-midwives. All of these changes

mean there is substantially more competition in the obstetrical market place. All of
these changes mean that a nurse-midwife may become economictly independentt of
her physician or hospital back-up services. Her professional interdepeuwce with
physicians and hospitals remains and always will.

Until nurse-midwives are able to establish self-supporting faculty practice ar-
rangements which put education programs on dependable, renewable financial
bases, nurse-midwifery education programs will need federal aid.

Until this country no longer has citizens who lack access to maternal and child
health care and to safe options in maternity care, the federal government will need
nurse-midwives.

Nurse-midwifery services provide the federal government with a safety net upon
which to depend in a time of budget cuts. Certified nurse-midwives are in part an
antidote to the high cost of federal maternal and infant health care. Funds invested
in nurse-midwifery education are moneys prudently invested and many times re-
turned.

RECOMMENDATIONS

Many facets of the Maternal and Child Health programs were established in an
era which differs greatly, both economically and medically, from our current situa-
tion. There still are, however, mothers and babies who are urgently in need of
primary health care. The American College of Nurse-Midwives is concerned that, in
the midst of attempting to put our national economic house in order, minimum,
binding, national guidelines be developed to accompany funding mechanisms for
maternal and child health programs. These guidelines should stipulate the following
measures described below.

1. States must maintain basic services for prenatal, labor and delivery, post
partum, newborn in-patient care, well baby care, minimum levels for well child
pediatric care and family planning services.

2. States must find ways to decrease costs by using low technology health care
rather than high technology care, where appropriate.

3. States must expand the use of non-physician health care providers, such as
nurse-midwives, as a strategy for lowering costs while maintaining high quality of
care or improving on the care available.

4. The federal government and the states develop mechanisms to continue funding
of nurse-midwifery education programs, such as regional funding and regional de-
velopment of clinical practice and education sites in underserved areas.

5. The federal government and the states begin planning now to gather the data
necessary to measure the impact of changes in each state s programs and funding
mechanisms on health care costs and health care programs.

The American College of Nurse-Midwives is pleased to have been asked to testify
today before the Senate Finance Committee. The members of the College look
forward to working with you in your efforts on behalf of mothers and babies in the
United States.

Senator DURENBERGER. I am going to have to recess the hearing
then for approximately 7 minutes with apologies to the next panel,
particularly to the last panel.

We'll be right back.
- [Rolcall vote 10:30 a.m. to 10:45 a.m.]

Senator DURENBERGER. We will call the meeting back to order. I
apologize. I think I said 7 minutes, but I got trapped by somebody
out there who said that the chairman of the Health Subcommittee
should not be drinking coffee and smoking a pipe, so they made me
walk over to the Capitol.

We will next introduce a panel consisting of Dr. Judson Force,
State of Maryland; Dr. Richard P. Nelson from the State of Minne-
sota; Dr. Bob Goldenberg, State of Alabama; Dr. Gerold Schiebler
from Florida who is going to be introduced by his senior Senator,
Lawton Chiles, who is with us; Dr. Pat Schloesser from Kansas and
Mr. Vernon Smith who is the director of the Bureau of Medicaid
Information and Policy Development in Lansing, Mich.

80-480 0 - 81 - 23
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I welcome you all, and, Lawton, if you would do us the honor of
telling us why you think enough of Dr. Schiebler to be here today.

INTRODUCTION OF DR. GEROLD L. SCHIEBLER BY SENATOR
LAWTON CHILES OF FLORIDA

Senator CHILES. Thank you very much, Mr. Chairman and Sena-
tor Bentsen.

I am pleased to introduce Dr. Gerry Schiebler, the chairman of
the department of pediatrics of the University of Florida. He is one
of our leaders in child health in the State of Florida and he was
instrumental in setting up our State's highly acclaimed children's
medical services program; and the aim of that program is to pro-
vide all children in Florida with comprehensive health care.

I think that comprehensive system can be taken as a first-rate
working model for other States and the Federal Government.

I also want to take this opportunity, Mr. Chairman, to congratu-
late you on moving ahead with these hearings on child health care.
It has been clear to several of us that the current medicaid child
health program, early periodic screening, diagnosis and treatment
(EPSDT) has not been working. My personal feeling of the situation
is that there has not been a serious attempt to bring programs
which develop the service delivery system together with a fee-for-
service entitlement of medicaid.

I understand you are going to be exploring these problems with a
series of hearings, and I certainly wish you a great success.

I know Dr. Schiebler will bring you the value of his expertise and
experience and the experience that we have had in Florida; and so
I leave you in his care.

Senator DURENBERGER. Thank you very much, Lawton.
Senator CHILEs. Thank you.
Senator DURENBERGER. We will either proceed in the order that I

introduced you all, or unless you have caucused ahead of time and
decided on some other order, Dr. Force, you are the first witness.

STATEMENTS OF JUDSON FORCE, M.D., CHIEF, DIVISION OF
CRIPPLED CHILDREN'S SERVICES, MENTAL RETARDATION
AND DEVELOPMENTAL DISABILITIES ADMINISTRATION,
STATE OF MARYLAND; PRESIDENT, ASSOCIATION OF STATE
MATERNAL AND CHILD HEALTH AND CRIPPLED CHILDREN'S
SERVICES DIRECTORS, BALTIMORE, MD.; RICHARD P.
NELSON, M.D., DIRECTOR, SERVICES FOR CHILDREN WITH
HANDICAPS, MINNEAPOLIS, MINN.; ROBERT GOLDENBERG,
M.D., DIRECTOR, BUREAU OF MATERNAL AND CHILD
HEALTH, STATE OF ALABAMA DEPARTMENT OF PUBLIC
HEALTH, MONTGOMERY, ALA.; GEROLD L. SCHIEBLER, M.D.,
MILLER HEALTH CENTER, DEPARTMENT OF PEDIATRICS,
UNIVERSITY OF FLORIDA, GAINESVILLE, FLA.; PATRICIA T.
SCHLOESSER, M.D., DIRECTOR, BUREAU OF MATERNAL AND
CHILD HEALTH, KANSAS DEPARTMENT OF HEALTH AND EN.
VIRONMENT, TOPEKA, KANS.; VERNON SMITH, DIRECTOR,
BUREAU OF MEDICAID INFORMATION AND POLICY DEVEL-
OPMENT, LANSING, MICH.
Dr. FORCE. Mr. Chairman, members of the committee, the Associ-

ation of State MCH and CCS Directors appreciates the opportunity
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to appear before this committee and express our views on the
administration's spending proposals for title V.

MCH programs have long demonstrated an emphasis on preven-
tion, health promotion, and ambulatory care to reduce emergency
room use and hospitalization.

CCS has focused on reduction of long-term disability through
provision of specialized diagnostic treatment and case management
services of high quality.

We believe the title V mandate to be the cornerstone upon which
States and territories have been able to build the present safety
net.

This network provides preventive and specialized health services
for over 3 million of the most needy mothers, infants, and handi-
capped children.

Title V legislation provides a time-tested Federal-State-local part-
nership which has kept the needs of mothers and children para-
mount.

Mr. Chairman, we are particularly concerned about two aspects
of the administration's present block grant design proposals.

First, without a continuing congressional mandate for mothers
and children there can be no assurance that these populations will
receive priority in States.

Second, elimination of Federal-State-local matching will remove
the State incentive to continue their support in the future.

The combined loss of Federal and State matching funds could be
upward of 50 percent. To combine spending cuts with a repeal of
title V would place the patient population served by this entitle-
ment in double jeopardy. The MCH and CCS delivery system could
be devastated by an sizable displacement of the present State role.

Historically, women and children have had great difficulty in
competing for health care dollars at all levels of government.

Examination of MCH and CCS funding trends over the years
indicates that they continue to represent a disproportionately small
share of health care resources compared to other groups. However,
funds spent in this area have produced dramatic results made
evident in lower infant and mortality rates, reduced incidence of
mental retardation, and improved quality for millions of children.

Mr. Chairman, the association recommends that title V of the
Social Security Act be retained. The Nation's economic future and
security is very much dependent on the health status of its women
of childbearing age and their offspring.

We would like to say something about another social security
program and that is title XIX, and acknowledge the disastrous
effect that cappingmedicaid would have on our Nation's children's
hospital services. Highly specialized care could become unavailable
to thousands of infants and children, many of whom are identified
and referred for care through title V, MCH and CCS programs.

Finally, perhaps one of the most troubling aspects of the admin-
istration's block grant design is the elimination of existing mater-
nal and child health care standards as a condition for Federal
support.

These standards have been based upon national standards formu-
lated by the medical profession as a whole. It is important that
States provide services consistent with nationally recognized and
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accepted professional medical judgment regarding the types of serv-
ices which are essential and appropriate for mothers and children
with various kinds of health problems.

Thank you.
Senator DURENBERGMR. Thank you very much.
Dick Nelson.
Mr. NELsoN.. I am the director of the services for children with

handicaps program, which is the designated crippled children's
program in Minnesota.

Title V of the Social Security Act enabled each State to organize
a crippled children's services agency for locating and providing
diagnostic and treatment services to handicapped children. These
agencies are the only-and I would emphasize only-specific public
health agencies with the mandate to provide services to this group.
They function with considerable flexibility. No two State programs
are identical which we believe reflects the ability of programs to
respond to the needs in their States.

In fiscal 1979, the program served approximately 1.2 million
children and they expanded $86 million in Federal formula grants
to $275 with matching State and local resources.

We believe that the programs have, and are demonstrating, capa-
ble leadership and a representative example of this is the scoliosis
program in Minnesota.

In each of the past 5 years, 225,000 children in grades five
through nine throughout Minnesota have been voluntarily exam-
ined in their schools for curvature of the spine. The leadership for
this program, the training and the reporting is really accomplished
by a half-time public health nurse in our program, and since its
inception, we have been able to document a dramatic reduction in
the number of children requiring surgery as a result of early
treatment.

The health services block grant proposal will adversely affect the
capability of States to serve the health needs of handicapped chil-
dren. We believe that the abolition of title V would result in
several major jeopardies. States would no longer have an obligation
to maintain a OCS entity within their executive structures, which
would compromise public health services to these children.

States would no longer be required to match Federal funds which
-in these days would, we believe, diminish resources available. The
demand for public health dollars in States would undoubtedly
reduce the level of block grant funds eventually intended to pro-
vide services now supported by title V.

In addition, the reduction or elimination of the Federal office of
maternal and child health would result in the reduction in the
Nation's capability to serve handicapped children.

There would be no Federal agency with the specific capability of
providing technical assistance and consultation with regard to the
health needs of handicapped children.

There would be no Federal mechanism for a designation of funds
on emergent issues important to handicapped children.

The training of health care professionals crucial to provision of
services to handicapped children now funded by title V at schools
of public health and university affiliated facilities would be elimi-
nated.
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In addition, the Federal support of applied research would un-
doubtedly be curtailed.

We do believe that there is obviously a major need to control
burgeoning Federal spending, but that this budgetary concern
should not cast aside 70 years of thoughtful Federal involvement in
health care for handicapped children.

Justice for these children cannot be served by budgetary expedi-
ency.

Thank you.
Senator DURENBERGER. Thank you very much, Dick.
Dr. Goldenberg.
Dr. GOLDENBERG. Mr. Chairman, I am an obstetrician that came

to Alabama to work 5 years ago. Because prenatal care and appro-
priate hospitalization were less available to the poor then than
they are now, pregnant women and newborn infants often died or
were damaged in extraordinary numbers.

Many of these tragedies could have been prevented by assuring
access to appropriate medical care. The kinds of tragedies I am
talking about are cerebral palsy, mental retardation and things
like that.

Five years ago, it was obvious to us in Alabama that only the
State's title V agency had the power to do something about the
problem we're talking about.

Since beginning work with that agency approximately 3 years
ago, we have moved toward a statewide system of delivery care for
the poor and their children.

We have provided prenatal care to virtually every woman- in
need. We have substantially reduced the number of women deliver-
ing at home. During this last 4-year period, we have reduced infant
mortality at Alabama by nearly a third.

Potential savings from the reduction in the number of damaged
children requiring institutional care can be calculated in the tens
of millions of dollars for Alabama alone. Even these statistics don't
take into account the 300 or 400 children that are born normal
each year now that just 3 or 4 years ago would have been at least
mild or mentally retarded.

These statistics also don't take into account the changes that
these programs have made in the lives of low-income pregnant
women who, in the past, often went from hospital to hospital
trying to find a place to have their babies, or delivered at home
because funding was not available to them.

These changes that I'm talking about did not occur by chance.
They occurred because it was a single State agency, the title V
agency, which was able to direct its own resources and other re-
sources in the State toward solving a specific problem, the problem
of infant mortality.

Without this targeting at the Federal level, funds desparately
needed, and I believe intended by Congress to be used for women
and children will be likely used to satisfy other stronger more
vocal constituencies.

Specific examples will be found in the written testimony.
The proposed cap on medicaid will also decrease our ability to

maintain our progress in reducing infant mortality. In fact, we
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attribute a large portion of our success to the very vital relation-
ship between medicaid and the title V program.

As you are well aware, even at its current funding level, medic-
aid is not universally available to all poor pregnant women.

The utilization or the acceptance of medicaid patients by many
physicians is low. The system that has developed in Alabama
allows the title V programs to provide preventive care, prenatal
care, early infant care and lets medicaid pick up the more expen-
sive hospitalized care for many indigent patients.

Each Federal program, the medicaid and the title V working
together allows us to build a system of care that I believe that has
been so successful.

Removing the medicaid entitlements will likely have a profound
effect on the health care available to poor women and children in
Alabama.

At the same time, to not insure that there will be a title V
program will really do tremendous damage.

In summary, my recommendations include, No. 1, to preserve a
separate legislative authority for women and children. To develop
sensible programmatic requirements for State MCH programs. To
consolidate the many programs directed at reducing infant mortal-
ity into one legislative program. To continue the medicaid entitle-
ment and not implement the cap on the medicaid program and
then to maintain a centralized Federal MCH authority.

Thank you. I'm sorry, I ran over my time.
Senator DURENBERGER. Thank you very much for your testimony.
Dr. Schiebler.
Dr. SCHIEBLER. Mr. Chairman, Senator Bentsen, thank you very

much for the privilege of appearing before you and the members of
this committee. I am deeply honored by my esteemed friend and
Senator, Lawton Chiles, graciously introducing me.

Senator Chiles had mentioned to you, Senator Durenberger, that
I was involved in setting up in Florida what is now the highest
administrative level of any maternal and child health office in any
State government today.

My petition to you would be to consider, as you go through these
hearings, an equivalent high administrative office within the Fed-
eral Government to administer maternal and child health and to
develop appropriate linkages to other programs that impact on
maternal and child health.

I believe that this kind of position in the Federal Government for
maternal and child health will allow the integration of programs
that you desire, whether they relate to special entities, or for the
disease-a-week club, or for perinatal programs, or pediatric pulmon-
ary programs, or whatever. The development of such integration
requires that kind o -'evated locus in the State or Federal Govern-
ment. Included in .ach a perinatal/neonatal program in our State
is that such a program has made a commitment from day 1 for a 4-
year followup evaluation of what the program has done, asking
ourselves continuously what are we doing and how well are we
doing it?

That longitudinal assessment of these children is done by individ-
uals besides those who took care of the child in the neonatal
intensive care unit.
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As you look at all the various programs, whether they are SSI, or
DD, WIC, title V, title XIX, EPSDT, or programs relating to Public
Law 94-142 in order to fully coordinate those programs, you need
this kind of a lead agency, because you are dealing with parallel
power structures in HHS, in Education, and even in Agriculture.

In my county in Florida, there are 31 different ways a child can
get screened medically, often screened multiple times without find-
ing a home for treatment. The creation of such a lead agency
would address such overlap and duplication

Well, what has been the cost-effectiveness of the leadership of
this kind of agency? First, fetal mortality for the first time in
Florida is at or below the national levels; second, there has been a
decrease in maternal morbidity; third, in the 4-year longitudinal
assessment of children admitted to our statewide neonatal care
centers, 92 percent of those children have been assessed as having
superior or normal intelligence indicating a significant decrease in
mental retardation in various weight groups.

We have a statewide telephone system that allows any physician
anywhere in the State to get an infant in need into one of the
centers throughout the State.

Our scoliosis screening program in our public school system, the
children's kidney program, and the children's cardiac problems-
are all national models. We have found over 500 children in the
first year of the scoliosis screening program with significant curva-
tures of the spine that had not been previously detected.

Thyroid function screening as a component of our statewide
neonatal biochemical screening program has detected early, 30
children in the first year with abnormally low thyroid function-
again preventing significant mental retardation.

The children's regional diabetes program, has resulted in a 90-
percent decrease in inpatient hospitalization days for children with
diabetes.

Besides that, this kind of lead agency attracts other sources of
funding. Federal funds are the magnet, and indeed the seed for
other funding sources. The Federal funds for neonatal intensive
care are very small. We have attracted, from a variety of sources,
almost $50 million for our neonatal intensive care program.

We have attracted from the Robert Wood Johnson Foundation a
grant of $600,000 matched 3:1 with medicaid funds to bring in-
creased health care for children living in rural areas.

A lead agency also provides the leadership for a variety of pro-
maternal and child health legislation, such laws amplifying mater-
nal and child health programs.

So, in summary, I advocate a lead agency for maternal and child
health with an increased status in the Federal Government be-
cause first, it improves the integration of programs; second, pro-
vides that programs under its aegis have periodic evaluation; third,
it acts as a basis for attracting other sources of funds; and fourth,
it is a fulcrum for improved maternal and child health legislation.

Thank you, sir.
Senator DURENBERGER. Thank you very much.
Pat, I have an announcement for you, and that is that you are

not going to go next and that is because your Senator, who is also
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chairman of the committee, doesn't want you to go on until he gets
here, and he's on his way.

Dr. SCHLOESSER. Thank you.
Senator DURENBERGER. Especially now that the former chairman

of the committee is here. So, we are going to go to Vernon Smith
next and Vernon, I introduced earlier, I guess.

Mr. SMITH. Thank you, Mr. Chairman, I am Vern Smith, policy
director for the Michigan medicaid agency within the Michigan
Department of Social Services.

I have also served as budget director for the department. I cur-
rently serve as chairman of the national technical advisory group
for EPSDT.

I am pleased to appear before the committee today to summarize
the key points of my written testimony.

First, Michigan and other States have shown that title XIX, title
V cooperation within the current structure and without a block
grant can work effectively.

As one indicator, the medicaid program, which is fiscal interme-
diary for both titles V and XIX in Michigan, last year processed
$10 million of crippled children's claims and an additional $8 mil-
lion in title XIX claims for title V children who were also eligible
for title XIX.

Second, the EPSDT program achieves its purpose by providing a
focus and emphasis on preventive health care within the medicaid
program itself.

This is illustrated by the fact that last year of the total Michigan
medicaid expenditures of just over $1 billion, $8 million was spent
for EPSDT screenings, but $232 million was spent on diagnosis and
treatment for EPSDT eligible children.

Clearly, EPSDT is integrated into and an intrinsic part of medic-
aid and no proposal should be considered to separate either the
administrative or the financing responsibility for EPSDT from the
medicaid program.

Third, the results of a medicaid cap will be reductions in both
preventive and ongoing care. I can say that with confidence be-
cause it is already happening in Michigan.

In Michigan, the lack of State matching funds has served as a
powerful incentive to cut medicaid. We have moved well beyond
sensible cost containment into arbitrary cost-reduction actions to
constrain the program within State resource limits.

As Mr. Paul Allen testified yesterday, Michigan's actions are
saving $238 million this year. The point must be made that these
savings are shared equally with the Federal Government due to
Michigan's 50-percent Federal matching rate even though it has
been entirely at the State's initiative, and the State's effort
through which the savings are achieved.

Fourth, we have found it impossible to cut the program without
hurting recipients notwithstanding our best efforts to minimize the
harm.

For example, in the current fiscal year, 1981, we have cut the
number of funded EPSDT screenings by 8 percent, at the same
time the number of EPSDT eligibles has increased by 12 percent.
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We have reduced provider's fees, which were already too low, by
10 percent, and we have reduced the scope of coverage, for exam-
ple, for certain drugs.

Fifth, program cuts often are shortsighted, and result in in-
creased costs in other areas. This occurs as childhood conditions
are left undetected and untreated and as higher cost care is uised
because mainstream primary preventive care is restricted.

The recommendations which flow from this testimony may be
summarized succinctly. One, do not cap medicaid because it will
disproportionately hurt medicaid children, and second, provide
States the authority and the flexibility to manage the medicaid
program, including its EPSDT component in a prudent, effective,
and efficient manner.

I thank you.
Senator DURENBERGER. Thank you very much.
Pat, do you think you could go without Bob. I suppose he want

to hear you. You haven't given him your 5-minute lecture yet, so
maybe if you don't mind my asking some questions of other people
and then when Bob gets here, you can make your presentation at
that time.

Is there anybody out here on this panel that thinks that putting
a cap on medicaid, as proposed by the administration, is a good
idea?

[Dr. Goldenberg nodding head negatively.]
daughterr.]

nator DURENBERGER. Is there anybody in the group that likes
the proposal on the health services block grant as you have read
about it and heard about it so far? Anybody favor it?

L o response.]
nator DURENBERGER. Indications are "no" to both of those

questions.
My third question would be, is there anyone here that thinks

that we ought to get rid of title V or, I think, somebody referred to
certain sections of XV and there are certain sections of XIX, my
question being: Should we take some 40 or 50 years of history of
providing maternal and child care through the Social Security Act
out of the Social Security Act and put it into some forni of block
aid to the State?

Dr. NELSON. If I could speak to that. I think there is a feeling
that title V of the Social Security Act is not a peripheral to the
Social Security Act. It addressed the needs of very vulnerable
groups of our population, a core group of our population.

While title V is not chiseled on stone and it hasn't come down
from the mountain, there must be that kind of mandate for serving
this vulnerable population of mothers and children. The feeling is
not that title V is sacred, as written, but a title V written in some
fashion is extremely critical to providing important services.

Senator DURENBERGER. Could we start with you, Dick, and then
have other comments on possibly bringing in related maternal and
child sections from other parts of the Social Security Act into title
V and then perhaps also bringing in-we have heard about SIDS
earlier, and we heard about what the Department of Agriculture is
doing-bringing in other related programs from other program
grant areas into a revised title V.
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Would you start, react to that, and then maybe others could?
Dr. NEISON. I'll maybe address that from the handicapped child

side and then someone else from the maternal and child health
side.

I think on a State level, that this is really occurring in many
States. In our State, for example, the funds for the genetics pro-
gram, hemophilia, the supplemental security income, the disabled
children's program are all integrated at the State level with the
work of the basic CC agency, and so that if the Federal funding for
those programs were to be brought together in a consolidated fash-
ion, I think most States would deal with that very easily. In fact,
they would support that because it would enable them to coordi-
nate their efforts.

Dr. GOLDENBERG. I would agree with that, Senator.
The SIDS program, hemophilia, genetic diseases are generally

handled now through the maternal and child health agency, and
the fragmentation that comes down to us from the different Feder-
al entitlements of these different programs is a hindrance to us
providing the services.

Folding those into a single maternal and child health block grant
or title V program would be a tremendous help to us at the State
level.

Senator DURENBERGER. Dr. Schloesser.
Dr. SCHLOESSER. We were surprised that programs such as family

planning, which States had been administering under title V aus-
pices, were not folded into the title V legislation originally. A more
recent example was adolescent pregnancy, a concern of maternal
and child health for many years.

Senator DURMBERGER. Anyone else want to comment on that?
No response.]

nator DURENBERGER. My time has run out.
Senator Bentsen, you are next under the Senator Long Early

Bird Rule.
Senator BENTSEN. Thank you very much, Mr. Chairman. I am

really here to listen because I have a very deep concern about care
for mothers and children and I feel like it is such a major invest-
ment in the kind of productive life they are going to lead. My
concern, too, that if we get into one block grant in spite of my
concern for the elderly and their health care, political forces will
be such that you will see child health care and the care of the
mother really get the short end of the allocation of funds.

So, I was here really to get some additional arguments.
Senator DURENBERGER. Senator Long.
Senator LONG. Thank you, Mr. Chairman.
Let me ask a question here. Are there any witnesses who agree

with President Reagan's approach to the effect that States ought to
be permitted to have a great deal more latitutde in deciding how
they want to use their money, with less direction out of Washing-
ton for freedom of individual initiative and individual discretion at
the State and local level? How do you feel about that?

Mr. SMrrH. Mr. Chairman, if I might speak to that issue. From a
medicaid perspective, medicaid agencies have felt constrained in
many ways by the current Federal statute and regulations which
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constrain actions a State can take which a State would believe
would enable it to act in a prudent cost-efficient manner.

States are motivated, I believe, more by the participation of State
fund than by the availability of matching funds from the Federal
Government in their administration of the program.

The States have to face their own State legislatures and the
appropriations of those State funds which are matched.

Accordingly, therefore, it is one of the frustrations of a State
when a State has to cut back on a medicaid program. That for
every $2-in order to save $1 of State funds, it must cut the
program for beneficiaries in terms of reimbursement to providers
by $2 in order to save $1 of State funds. So, I think that States are
most interested in increased flexibility, which would allow them to
act in the public interest to administer the program in a prudent
and efficient manner.

Senator LONG. There are some people in the administration who
take the view that they are not going to find much sympathy for
what they are trying to do in welfare with the State administrators
because the State administrators have tended to like having a
large bureaucracy at both Federal and State level; they would like
to just stay with the status quo of big bureaucracy up here
matched by big bureaucracy at the State level under the existing
establishment.

I don't know whether that is right or not.
My impression has been that at the State level, most effective

administrators have been people who would look at their overall
problem and assign the money they had based on what they
thought reasonable priorities would be. But some of the very best
of them have taken the view that their agency has just so much
money and by the time the year is out, the program people had
better turn 5 percent of it back in or they were going to get
somebody else to run the program on the theory that any good
administrator ought to be able to keep track of what he has to
work with and find ways where he could be more effective in some
areas and where he could reduce expenses and personnel in other
areas and come back in here showing some economies by just doing
a better job.

If I understand what is being testified here, you people are
taking the view that no, it can't be done.

Dr. NELSON. If I might speak.
From a title V perspective, I think most State agencies feel

under current legislation they have a good deal of flexibility and if
anything, the formula grants, reflect much of the intent of the
Federal block grant proposals. However, without the mandate for
mothers and children to have identified programs and agencies to
carrry out the work, the competition for nondesignated funds will
be very, very severe for the maternal and child health agencies.

Senator LONG. The one thing that I don't think ought to be cut is
the funds for family planning. I happen to think that all you are
doing by cutting back there is just creating yourself a great big
welfare burden that need not be. A lot of young people don't know
anything about family planning-they think they know about 10
times as much as they really do know-and if they were better
educated about what life is all about, we just wouldn't have them
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presenting us with large numbers of children that they have no
way to support. I think putting up Federal funds for family plan-
ning was a very wise decision on the part of Congress.

My guess is tf:at. for every dollar we spend on family planning, if
it is spent effectively, it will save $10.

Do you people tend to agree with that?
Dr. GOLDENBERG. Absolutely.
Senator LONG. I see most of you nodding your heads.
Now, there is an area where I think that we ought to be more

effective and maybe even spend more of our funds. I don't see why
we can't do it be finding the money through savings in some other
area.

Frankly, if I had the hospital program that was operated in
Louisiana-not that I would like to do it-I know I could save a lot
of money in Louisiana by just saying that there are some people
who have been regarding themselves as eligible who would not be
eligible.

We have historically made those State hospitals available to all
kinds of people who can pay something, and I think that we could
save something by changing that if we had to do it.

Senator DURENBERGER. Well, thank you.
The CHAIRMAN. Mr. Chairman, I would like to call on Pat

Schloesser, she has been waiting for me to introduce her, and I
have been working on farm programs, maybe we have to shift price
supports to your program. So, if I get mixed up, you can give us
what you think the price of wheat ought to be. [Laughter.]

Senator BRADLEY. Mr. Chairman, could I inquire-
The CHAIRMAN. Yes.
Senator BRADLEY [continuing]. How long will the hearing contin-

ue would you estimate?
The CHAIRMAN. You mean, the full hearing?
Senator BRADLEY. Yes.
The CHAIRMAN. We have one other panel, I would say 45 min-

utes.
Senator BRADLEY. Thank you very much.
The CHAIRMAN. Pat, I guess you didn't have a chance to make a

statement. If you want to do that, and then we will get back to
questions.

Dr. SCHLOESSER. Senator Dole, Senators other and friends of chil-
dren, I am Dr. Pat Schloesser, Director of the Bureau of Maternal
and Child Health in Kansas. I have been associated with the title
V program since 1952, my full professional career.

A main charge of title V has been to look into causes of infant
mortality and apply measures to eliminate these.

When I look back to 1952, there were 1,200 babies who died that
year in Kansas, and perhaps another 1,200 babies were damaged by
improper care during pregnancy or bad timing of pregnancy.

Today, I would like to report that 400 babies died in Kansas last
year. A lot of those deaths still could have been avoided, but we
have come a long way in these 28 years.

So, naturally, we are mighty proud of the Kansas program. I
think if you have known Kansans, we Kansans do like to talk, not
only about our wheat, but about our people, our accomplishments
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in child health, in family health and giving Kansas families a
healthy start.

In a farm State like Kansas with a small population and a large
geographic area, from the very beginning of our economy, children
were important.

When my grandfather homesteaded to Kansas back in 1870, the
health of his 12 children was of primary concern. The same holds
true for Kansans today.

I think you know that Kansas is fiscally conservative as a State,
but progressive when it comes to people programs. Most maternal
and child programs developed before Federal !egislation. A 1915
law set up a unit in State government to look into the causes of
death and disease and apply measures to prevent these in both
mothers and children.

In 1931, a State law created the crippled children's program. In
1965, a law provided for family planning clinics statewide, the first
of its kind in the Nation.

Today, using the title V as a matrix, we have "umbrellaed"
allied health programs into one central operation. I would like to
name these off: Maternal and child health, crippled children's pro-
gram, SSI, WIC family planning, genetic disease, adolescent preg-
nancy, school health, new born visiting, migrant health, and licens-
ing of child care away from home. By consolidating programs, we
have kept our staff "lean", and moved most of the Federal money
out to communities.

There is a need to work closely with the private sector in Kansas
as we don't have clinics staffed with full-time public health physi-
cians. So, the private physician is a team member in all of our
programs.

One program I am particularly pleased with from a cost-effective
standpoint is in the area of adolescent pregnancy, a maternity and
infant program limited to the highest risk population. Such pro-
grams exist in nine Kansas counties and last year the Kansas
Legislature appropriated some State dollars for the first time to
assist the title V dollars.

Lastly, I would like to say that title V has been our friend. It has
been an assurance of basic support for child health-when political
forces in our State, such as a strong mental health lobby-inciden-
tally, my husband is a pyschiatrist-can influence State funding
priorities. Another year, the aged might have priority. Title V
legislation has assured that basic prevention dollars and treatment
dollars for mothers and children including the handicapped would
flow on a predictable basis so that programs could be planned over
10 to 20 years.

The CHAIRMAN. You indicated about a minute ago that you have
been able to coordinate a lot of programs in Kansas. Has that had
a direct impact on delivery of health services to mothers and
children?

Dr. SCHLOE8SER. I would like to give you one example. With
EPSDT, back in 1972 or 1973 when our State initiated this pro-
gram, the title XIX authority turned to the title V office and said
could you help us in working out a delivery system to carry out
this screening of all these children, and we said, yes, we think we
can help you on this.
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We initiated a training program of public health nurses
statewide and were able to certify some 400 public health nurses incommunities who could carry out the initial screening, followup
and referral to the private sector for treatment. This, then, led to
another spinoff.

We find today that the community health departments are
screening three to four times as many non-title XIX persons as
those who are receiving that benefit. So, working cooperatively
between XIX and V, we've generated more health services to all
Kansans.

The CHAIRMAN. Thank you, Dr. Schloesser.
Senator Grassley.
Senator GRAwS8zY. Thank you, Mr. Chairman.
For those of you who are fearful of the administration's approach

of block grant for maternal and child health care, and I think
when something new comes along, there is some legitimacy to that,
but most of the opposition has come from those, including, I think,
the feeling you reflect here today, that the State program will be
lost in the shuffle at the State level.

My question is: considering the fact that the States already have
had considerable experience in running programs like what you
administer regardless of where the funding comes from, it is still
State administered, what makes you think that the States will not
maintain their efforts in this direction?

Any of you want to respond.
Dr. FORCE. Senator Grassley, I think that one of the problems

that we are very concerned about right now, of course, are major
shortfalls in other programs. Major shortfalls are exited in other
Federal and State funded programs such as the medicaid program,
and in some States, programs for the aged. We feel that the lobby-
ing efforts for maternal and child health programs would be much
more difficult if we did not continue to have some sort of national
mandate to provide some basic services for mothers and children.

I think we really feel very strongly that there needs to be a
Federal role-a Federal presence to provide some structure
through which the States can meet-

Senator GRAwSSy. It is almost like saying-
Dr. FORCE [continuing]. Their basic mandate to mothers and

children.
Senator GRAwSSLzY [continuing]. Now, that is almost like saying-

if you would let me interfere and interrupt at this point-that
somehow we have a corner on all the concern here in Washington,
D.C. that State legislatures would not have that equal concern.

Do you have more confidence in those of us in the Congress than
you do in your own State legislatures-legislators?

Dr. FORCE. I think so. I will have to answer that affirmatively.
Senator GRALSSIn. You think you do?
Dr. FORCE. Yes.
Dr. SCHLOESSER. I would like to respond from the standpoint of

prevention and treatment. When you put even one a treatment
dollar on a child, a handicapped child, you get more of a return,
more preventive effort. I don t think nationally or in the States
that we have been committed the last 15 years to putting dollars
on prevention. Most of the health dollars have gone to treatment,
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primarily adults and even in our State, Kansas has been much
more willing to put health dollars on the treatment of the handi-
capped than on the broad area of promoting prenatal care and
primary prevention efforts. So, treatment versus prevention will be
of concern.

Senator GRASSLEY. If maternal and child health care programs
could be separated into their own block grant, and that has been
suggested. In fact, there was just this week a person in from State
to visit with me privately about the same issues that you are
discussing in this panel.

Would opponents of the administration proposal be willing to
take a 25-percent reduction in the dollar amount for maternal and
child health care programs?

I guess the obvious answer to that is that you would rather not,
but if you had your own block grant, the direction from Washing-
ton, D.C., would you be willing then to accept a 25-percent reduc-
tion and maintain your own identity.

Dr. NELSON. It may sound like heresy to some people in the
room, but I think the issue is more than dollars. The issue is
structure, the mandate. And the Federal mandate, it's viewed by
most of us as indispensable to overall direction of care for mothers
and children. Obviously, we feel that the 25-percent reduction
would translate into reduced services because in the maternal and
child health area, we are lean on many of the administrative costs
that some of the Federal agencies have. But that, I believe, is a
secondary issue.

The primary issue is maintaining a strong Federal presence to
help direct the States and assist States in serving its population of
children.

Dr. SCHIEBLER. Senator Grassley, I would say that the cardinal
tenet here is, as you discuss funding, that you can discuss a cre-
ation of an organization for maternal and child health at a high
enough level in the Federal Government that preserves the best
aspects of title V and its fundamental commitment to mothers and
kids.

Unless you give it that status where it can fend for itself, we can
acquire and coordinate problems, I think all funding mechanisms
may fail mothers and kids.

Senator GRASSLEY. I sense a fair unanimity, as I have seen heads
shake, on this particular question.

Is there anybody that takes exception to it? To the points that
have already been expressed?

Dr. SCHLOESSER. I would just like to reemphasize prevention. If
we cut back the prevention dollar, we are going to spend more
money on the treatment side.

Senator GRASSLEY. I can appreciate that. I realize that that is a
legitimate point of view.

The CHAIRMAN. Senator Heinz.
Senator HEINZ. Just one followup to another question. To follow-

up on what Senator Grassley is saying, where are you afraid the
money will go to if you lump them in block grants?

Dr. FORCE. We think the money will probably go to those groups
which have really the strongest advocacy in the State. Quite frank-
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ly, poor mothers and children do not represent a large advocacy
group.

Senator HEINZ. And specifically which groups?
Dr. FORCE. Well, I think this will vary from State to State,

Senator Heinz.
Senator HEINZ. Well, in your State.
Dr. FORCE. In our State it would be probably the medicaid pro-

gram which this year is facing something like an $85 million
shortfall.

We also right now have serveral class action suits going on in
the State relating to the institutionalization of the mentally retard-
ed and mentally ill. Litigation is costing the States millions in
terms of providing alternative living arrangements for these indi-
viduals.

These are all very justified causes. I don't mean to imply at all
that these aren't justified reasons to fund these services, but I am
just trying to point out that these groups do have, we believe, much
stronger advocacy for their programs than do poor mothers and
children.

Senator HEINZ. Very well.
Let me ask Mr. Vernon Smith a question.
Mr. Smith, I have been informed of some statistics that are kind

of alarming as to EPSDT programs, which are that approximately
60 cents of every EPSDT dollar goes to paperwork, administrative-
type activities, and the remaining 40 cents of every dollar is spent
on services. Furthermore, I am told that only 20 percent of chil-
dren eligible under the program are being reached and that 50
percent of those screened and found to need, did not get appropri-
ate followup services.

My question is: In this process of consolidation that occurs under
a block grant scheme, would you believe that the 60-cent paper-
work figure could be redirected to improving access to followup?
And if you do believe that is theoretically possible, can you provide
any specific suggestion as to how to insure that this would in fact
result?

Mr. SMrrH. Well, Senator, I will try my best to answer that very
complicated question. I am not specifically familiar with statistics,
which you have cited, but, in general, they seem to ring true with
the experience in the States. The EPSDT program by its very
nature involves a lot of outreach, seeking people, encouraging
people, directing people into preventive care.

The outreach is an expensive aspect of the program, but it is an
essential part of the program in terms of directing people into the
EPSDT system so that they can become screened and then from
there diagnosis and treatment can follow.

The EPSDT program right now is somewhat burdened by docu-
mentation requirements and other regulatory requirements in
terms of a specific process and methods by which outreach has to
be done and time frames within which treatment has to be initiat-
ed, documentation of that fact, documentation of social services
which might be offered, such as transportation in order to insure
that children are able to reach the screening site and that they can
achieve the necessary treatment.
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We are working on those cooperatively at this time with people
within the health care financing administration.

I believe we have a commitnnt to amend the regulations to
insure that the program can operate more efficiently. I believe this
is one of the singular issues with State medicaid agencies in terms
of streamlining regulations or streamlining a program. I think
EPSDT is clearly a program that State medicaid people believe in,
but at the current time there is an effort underway to give States
some of this necessary relief so that they can administer the pro-
gram more efficiently.

I don't think there is any question that the program is efficient
in terms of doing what it is doing within the medicaid structure,
but as I suggested in Michigan, we spend $8 million for screenings,
$232 million for diagnosis and treatment. The primary role of
EPSDT within the medicaid structure is to provide focus and em-
phasis on preventive health care for children.

In that regard, it is achieving its goal. And the figures that you
cited in terms of the proportion of money spent for documentation,
and paperwork, and so on, I think our proportion is a very small
amount, the $8 million, in relation to the larger am6unt which is
really the important part of the program, which is insuring that
the kids receive the care they need.

Senator HEINZ. Well, just so the record is clear. The information,
you may not have what I have, 60 cents out of every dollar is spent
on paperwork. Only 40 cents is spent on services.

Mr. SMITH. Well, I would not accept those numbers in the sense
that the EPSDT program is sometimes construed as a screening
program, and I believe the numbers that you have probably relate
to the screening aspect and not to the whole EPSDT, early and
periodic screening diagnosis and treatment. The whole program is
much broader than that and I don't think there is any conceivable
way that we could conclude that 60 percent of all of the dollars
spent on EPSDT eligible kids goes for paperwork.

I will grant you the point that there is at this point in time, from
a State perspective, an unnecessary level of paperwork and docu-
mentation associated with the program with the goal-it's a lauda-
tory goal-of providing a tracking mechanism so that we know
when children have been screened, and at the necessary periodicity
point they are recontacted so that every year or two, depending on
their age, they are called back in. This requires something of an
elaborate tracking mechanism, and because of that there are some
documentation and tracking requirements which take part of the
resources of the program.

Senator HEINZ. Mr. Chairman, let me say for the record that the
statistics that I have cited came from the Commonwealth of Penn-
sylvania medicaid program. They told my staff that represents
everything from the "E" to the "T," E-P-S-D-T.

Mr. SMITH. Yes.
Senator HEINZ. Other people have been saying that for the.

record.
Thank you.
Mr. SMITH. I'd appreciate reviewing the statistics, Senator, andi

my sense of things is that those certainly don't apply in Micfan ,
nor nationally.

80-480 0 - 81 - 24
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[The information was subsequently furnished:]
STATEMENT TO SUPPLEMENT THE TESTIMONY OF VERNON K. SMITH, PH. D., BEFORE

THE COMMITTEE ON FINANCE, U.S. SENATE

This statement is to provide a more complete response to the question addressed
to me by Senator Heinz regarding the cost of paperwork in the EPSDT program,
and how the costs of paperwork could be redirected to improve access to follow-up
care.

The question was framed to suggest that costs attributed solely and directly to
EPSDT "paperwork" are as much as 60 percent of total program costs, and that
only 40 percent of program costs are allocated for services such as outreach, inform-
ing, cas. management, screening, diagnosis and treatment. The implication was that
such paperwork was unnecessary and counter-productive, and that the proportion
was excessive.

Further research into the issue indicates that the referenced 60-percent figure
includes within the definition of "paperwork" the following elements of EPSDT
program and service delivery sy stem in Pennsylvania:

Outreach and informing.-The costs of caseworker time for outreach and explana-
tion of the program to eligible persons; plus the costs of an administrative fee paid
to a contractor for the recruiting and training of providers; processing of screening
results, quality control and other similar overhead activities.

Transportation.-The costs of providing transportation to the screening appoint-
ment and any subsequent appointments for treatment.

Scheduling.-The costs of caseworker time to schedule screening, dental and
medical treatment appointments.

Data processing and documentation.-The costs of tracking, matching follow-up
appointments with screenings, preparing reports and documenting when and which
services were provided.

It is found, therefore, that the term "paperwork" in this context is broadly
defined to include any non-medical costs of EPSDT.

Based on data provided to me by the Commonwealth of Pennsylvania EPSDT
program, it is found that such non-medical costs are 60 percent of the screening
component only. When compared to the full EPSDT program (including treatment
directly related to EPSDT screenings), it is found that such non-medical costs are
about 49 percent.

Although these percentages may sound excessively high, it should not be conclud-
ed that all non-medical components of EPSDT are unnecessary or counter-produc-
tive. Indeed, the service elements of the program (such as outreach, informing,
follow-up, transportation, tracking, etc.) are essential to the case management
aspect of a preventive health program such as EPSDT and cannot be dismissed
categorically as unnecessary or counter-productive.

Further, EPSDT administrative overhead is relatively expensive because it is
heavily labor intensive, reflecting a person-to-person, face-to-face method of service
delivery. However, administrative and other overhead costs, including the costs of
paperwork, are generally found to comprise a substantially lower percentage in
other states than those cited above.

For the Michigan EPSDT program, for example, direct administrative costs are
less than one percent of total costs of screening, diagnosis and treatment for EPSDT
eligibles. Total costs for administration, outreach, informing and all screenings,
total about 5 percent.

Over the first 10 days in April 1981, other states were polled by telephone to
obtain an indication of EPS DT administrative costs. The following question was
posed: "What proportion of EPSDT program costs are represented by the general
administration of EPSDT, including all costs associated with outreach and case
management." All states could not produce this statistic immediately, but the
following data are believed representative:

State responses.- Proportion of total EPSDT program costs allocated to
administration, including outreach and case management

C a lifo rn ia ........................................................................................................................... 46
F lo rid a ................................................................................................................................ 29
Id a h o ................................................................................................................................... 19
M a in e .................................................................................................................................. 8
M a ry la n d ........................................................................................................................... 3 0
M ich ig a n ............................................................................................................................ 5
N orth V irgin ia .................................................................................................................. 25
N ew J jersey ........................................................................................................................ 5
O h io .................................................................................................................................... 8 -9
W y o m in g ............................................................................................................................ 3
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Thedata obtained by plioie do not represent a scientific sampling and undoubted-
ly represent different definitions from state to state. The data nevertheless suggest
that the proportion of program costs allocated to administration depends on the
volume of services and on the approach used in each state in implementing the
program.

Senator Heinz' point remains well-taken that certain elements of EPSDT are
paperwork intensive and the certain elements of the federally imposed paperwork
requirements are unnecessary and even counter-productive. Specific reference is
made to: Mandatory procedures and processes for outreach and informing;, excessive
and inflexible documentation and tracking requirements; and mandatory and uni-
versal dental referrals.

The recommendation is reinforced to repeal Section 403(g) of the Social Security
Act, which provides the statutory basis for the above paperwork intensive require-
ments of the EPSDT component of Medicaid.

The repeal of Section 403(g) and associated regulations would substantially reduce
the proportion of EPSDT resources allocated to "paperwork," and would allow the
redirection of these resources to improving access to needed follow-up medical care.

The CHAIRMAN. Well, I want to thank the panel very much. We
appreciate your coming.

We are going to try to work out some of the problems you have
raised. I am not certain whether we can accommodate every ques-
tion, but we have some flexibility. We are not locked into any one
idea.

Thank you very much.
[The statements of the preceding panel follow:]

TESTIMONY OF THE CHILDREN'S DEFENSE FUND BZFoRZ THE FINANCE COMMITrrr
OF THE U.S. SENATE REGARDING THE IMPACT OF THE REAGAN ADMINISTRATION'S
BuDGrr REDUCTION PROPOSALS ON HEALTH CARE FOR MOTHERS AND CHILDREN

Based on research and extensive consultation with child advocates, the Children's
Defense Fund presents its analysis of the impact of the Reagan Administration's
budget pros on health care for mothers and children. The testimony discusses
the adverse impact of the budget reduction and consolidation proposals and sets
forth possible avenues of reform which would promote both program costsavings
and better maternal and child health care.

1. INTRODUCTION

Mr. Chairman and distinguished members of the committee: The Children's De-
fense Fund (CDF) is pleased to have this opportunity to submit testimony to your
Committee today on the implications for mothers and children of the Reagan
Administration's proposed health budget reductions and program consolidations.

CDF is a national public charity created to provide systematic and thoughtful
advocacy on a number of issues that affect children and families. Over the years,
CDF has produced lengthy reports on major health, social services, and education
programs affecting children. In each instance, we have not only reported on the
successes or failures of each program, but have also sought to develop a careful and
responsible agenda for reform that would help redirect public funds in a more
effective fashion.

In the area of health, we have extensively investigated the performance of the
major health programs for mothers and children, including Medicaid, EPSDT, and
the Title V Maternal and Child Health and Crippled Children's Program. On the
basis of expertise gained through our research, we have worked closely over the
years with Congress and Department of Health and Human Services staff members
to remedy progam inequities and improve program performance and accountability.

We come before you today, not to demand the unobtainable, but to share with you
our knowledge about health programs for mothers and children. While we have
deep concerns about the route for maternal and child health which this Administra-
tion proposes to chart, we also come prepared with an agenda that will both achieve
program cost savings and build on this Committee's already considerable commit-
ment to the cause of maternal and child health.
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Ii. THE ACHIEVEMENTS OF THIS COMMITTEE'S HEALTH PROGRAMS FOR MOTHERS AND
CHILDREN

The Medicaid and Title V Maternal and Child Health and Crippled Children's
Programs represent this Committee's longstanding concern about the availability of
accessible, high quality maternal and child health services for disadvantaged women
and children.

The Title V programs, enacted 46 years ago as part of the great wave of New Deal
social reform measures, provide state health departments with federal funds to
improve the health of mothers and children. In 1965, Congress enacted the Medicaid
program, and in 1967, added Early and Periodic Screening, Diagnosis and Treat-
inent services for Medicaid-eligible children. These programs, in combination, have
helped make dramatic improvements in the health status of low-income mothers
and children.

A. The impact of medicaid.
The major health insurance program for the poor, Medicaid has entitled millions

of impoverished families to the most basic health care services, including physician
and hospital care for pregnant women, and a broad array of health care for their
children. In fiscal year 1976, more than 23 million persons, 45 percent of them
children, received benefits under the program.

While Medicaid has existed only since 1965, its roots are found in the original
Social Security Act, which first established a public assistance program for those
who could not work. While the original Act did not provide direct aid for medical
expenses, the cost of medical care was included in determining the amount of
necessary support.

The Social Sucurity Amendments of 1950 and 1960 greatly expanded federal
involvement in medical assistance. By the time Medicaid was enacted in 1965, all
States participated in the Kerr Mills program, the predecessor of the present
assistance program for the poor.

Today, Medicaid reaches an extremely impoverished population-elderly, blind
and disabled persons, and mothers with dependent children, who do not have the
support of a spouse. To qualify for assistance, these families must, by definition, be
among the nation's most truly needy.

A sampling of the allowable income levels for Medicaid-eligible families aptly
underscores their need. 2

Maximum allowable' annual income for a family of 4 in 1980

C olorado ............................................................................................................................. $3 ,924
D ela w a re ............................................................................................................................ 3,444
H a w a ii ................................................................................................................................ 6,5 52
Id a h o ................................................................................................................................... 4,39 2
Io w a .................................................................................................................................... 5 ,0 28
K a n sas ................................................................................................................................ 4,200
L ou isia n a ........................................................................................................................... 2,244
M a in e .................................................................................................................................. 3 ,984
M in nesota .......................................................................................................................... 5,448
M issou ri ............................................................................................................................. 3,240
M on ta n a ............................................................................................................................. 3,972
N ew Jersey ........................................................................................................................ 4,632
N ew Y ork .......................................................................................................................... 5,172
O k lahom a .......................................................................................................................... 4,188
Oregon ........ ...... ... ......................... 5,472
P en nsylvan ia ..................................................................................................................... 4,476
R hode Island ..................................................................................................................... 4,668
T e x as .................................................................................................................................. 1,68 0
V irg in ia .............................................................................................................................. 3,156
W yom in g ............................................................................................................................ 4,080

'The official CSA poverty income guidelines for a non-facm family of 4 in all states, except
Alaska and Hawaii, is $8,450 per year. The guidelines for Hawaii allow $9,720 per year.

'Health Care Financing Administration, Data on the Medicaid Program (1979 Ed.).
'These financial eligibility levels essentially apply to medically needy families, as well. In

some states, medically needy families are permitted to retain a few additional dollars to meet
subsistence needs.
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Medicaid's achievements have been substantial:
Medicaid has markedly expanded minority families' access to essential health

services.
3

Medicaid, in combination with Medicare, is the primary cause for the declining
importance of income as a determinant of health care utilization in this country.'
MedicaW-as helped close the health care gap between the poor and non-poor.

Since 1967, there has been a slow but steady decline in the incidence of low birth
weight among disadvantaged and minority children in the United States.3 Low
birth weight has been determined to the be a mgor factor in the incidence of infant
mortality. Moreover, it has been estimated that for eve 3 infants who now survive
at birth, another 2, who might have been born so severely handicapped as to require
a lifetime of institutionalization, will have a chance to grow and thrive.6

Since the inception of Medicaid, 25 percent more minority, low-income women
have begun prenatal care during the first trimester of pregnancy.7 There is little
doubt that their ability to purchase these essential services has had a notable
impact on their access to care.

Medicaid has permitted states to markedly expand their public health activities in
rural communities and inner cities, where health manpower shortages are at their
greatest. Indeed, Medicaid is a major financing mechanism for public hospitals and
clinics.

Despite Medicaid's achievements, however, there are still millions of poor women
and children who fail to receive essential health care. The Department of Health
and Human Services estimates that Medicaid recipients comprise only about 59% of
the poverty population, with beneficiaries constituting less t an 20% of the poverty
population in eight states (Alabama, Arkansas, Mississippi, South Carolina, South
Dakota, Tennessee, Texas and Wyoming).' Because many states maintain low public
assistance standards and choose not to provide Medicaid to all needy families,'
million of the nation's poorest persons have no health insurance coverage.
B. The special mission of EPSDT

In 1967, after investigating the health status of the nation's poor children, Con-
gress enacted a special series of child health benefits known as the Early and
Periodic Screening, Diagnosis and Treatment Program. Realizing that good health
care for children necessitated a special type of commitment beyond simply paying
medical bills, Con mandated state medicaid and Title V agencies to actively
inform children of the importance of health care and to provide them with screen-
ing, diagnostic and treatment services.

Since its inception, EPSDT has slowly but steadily grown into a comprehensive
health program targeted to reach millions of children. Through EPSDT, children
can receive benefits not available to them through any other health programs
including comprehensive health assessments, vision, hearing, and dental care, and
the support assistance needed to actually receive services. Today, EPSDT services
are available from a wide range of health providers, including physicians, communi-
ty health centers, schools, Title V-funded clinics, and Head Start programs.

Studies of the effectiveness of the EPSI)T program have shown its success:
In North Dakota, children participating in EPSDT were found to have 40 percent

less expensive hospital bills than those who were not enrolled in the program.' 0

Physicians at the University of Maryland in Baltimore reported that after screen-
ing 361 children, 335 had referrable conditions. In their view, "not one of these
conditions would otherwise have been recognized so early in its course" without the
program.

In 1978, more than two million children received EPSDT screenings with at least
one previously undetected condition discovered in 48% of all cases. I

The EPSDT Demonstration Projects found that fewer than 17 percent of the
almost 7,500 children screened had had a previous examination comparable to what
is called for by the program. Sixty to eighty-five percent of the health problems

'APHA, Minority Health Chart Book, 1977 (pp. 80-81)
'PHS, Health, United States, 1979 (p. 132)
'Ibid p 112
e Gol~enberg, Robert, M.D. "Handicapping Conditions in Alabama" [Draft, 19801 p. 3.
'Health, United States, p. 112.
'Health Care Financing Administration, Data on the Medicaid Program, 1979 Edition (p. 62).
'For example, 19 states fail to cover low-income women pregnant with their first child, and

only 20 states cover all financially needy children under 21. Moreover, only 33 states have
chosen to provide coverage to medically needy families who do not qualify for public assistance
but have inadequate income and resources to pay for essential health services See, Data on the
Medicaid Program, op. cit., at p. 27.

1OApplied Mgmt. Sciences, 'Assessment of EPSIT Practices and Costs-Report on the Cost
Impact of the EPSD Program ", pp. 23,28.

'IData on the Medicaid Program, op. cit., at pp. 5-66.
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found in these children were previously unknown and untreated, even though 80
percent were chronic.

Although EPSDT still reaches only about one-fourth of all eligible children, the
program has substantially improved in size and quality since its inception. More-
over, the program has had "ripple effect" on other health programs for mothers and
children. In some states, for example, the nutritional assessment component of the
EPSDT health screen has allowed local health clinicians to more quickly and
effectively link nutritionally deficient infants to the benefits of the Supplemental
Food Program for Women, Infant and Children (WIC). In others, school systems in
impoverished areas have begun to participate in EPSDT in order to ensure that
developmental and physical problems of low-income children are detected and treat-
ed early before they interfere in the education process. Finally, some state Title V
agencies have used the EPSDT assessment package to establish a standard for
improving the scope and quality of health assessments provided to all children seen
at Title V-funded clinics.

C. The achievements of title V
The Title V Maternal and Child Health and Crippled Children's Programs repre-

sent the nation's most enduring commitment to the cause of maternal and child
health. In 1979, state health agencies combined nearly $400 million in Title V
appropriations with Medicaid and other federal, state and local funding to provide
health services to 13 million 12 of the nation's poorest and most medically under-
served mothers and children. Title V agencies have used their funds to provide
comprehensive prenatal and delivery services to high-risk women at Maternity and
Infant Care Projects; health examinations and treatment at Children and Youth
Projects; complete dental care at special dental care projects; intensive care services
for high-risk infants; and specialized diagnostic and treatment services for children
suffering from a wide range of crippling physical ailments.

The Title V programs, with their spec5ai maternal and child health mission, have
also served as a galvanizing and targeting force for these vulnerable populations.
Title V-funded clinics are, in many states, the primary providers of essential health
benefits, including WIC, EPSDT, genetic screening, family planning, and adolescent
health and immunization services. In other states, Title V agencies have worked
closely with health planning agencies to ensure that state health planning efforts
adequately reflect the needs of mothers and children. Finally, many Title V agen-
cies have played an important role in setting standards and training maternal and
child health personnel.

Title V maternal and child health projects, especially the comprehensive Materni-
ty and Infant Care and Children and Youth Projects, have been noted for their
impact on the populations they serve,1" and Crippled Children's clinics have gained
national respect for the quality of their medical work.

There have been problems in the administration of Title V, most notably because
the program's vague mission has allowed many states to expend funds in a non-
accountable fashion without improving service delivery to underserved populations.
However, the program has been beneficial. These strides have been possible in large
part because of Congress' longstanding commitment to a special legislative ,uthori-
ty that focuses exclusively on maternal and child health and harnesses an array of
maternal and child health resources to meet mothers' and children's unique health
needs. Without that particularized legislative focus, however, those needs are espe-
cially vulnerable because of the large financial demands of other populations who
need far more extensive and costly actue and longterm care services.

Indeed, although children comprise nearly 50 percent of the Medicaid population,
they use only about 19 percent of the program's dollars." In the absence of a
continued maternal and child health focus, there is a substantial likelihood that
increasingly scarce public health funds will be directed away from these silent
populations to meet the growing demands posed by institutional health care provid-
ers.

" PHS, Comprehensive Report-Services, Expenditures and Programs of State and Territorial
Health Agencies, fiscal year 1979 (p. 58).

"3 Davis and Schoen, "Health and the War on Poverty," (Brookings Studies, 1978). See general-
ly, Chapter 5.

", Data on the Medicaid Program, op. cit., at p. 65.
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III. THE IMPACT OF THE ADMINISTRATION 8 COSrSAVINGS PROPOSALS ON MATERNAL
AND CHILD HEALTH

A. Dfwription of proposed reductions
The Regan Administration has provided this Committee with a series of ambigu-

ous costsavings proposals in the area of health. Essentially, the Administration
prolosed that Congress take the following actions:

Place a cap on the Medicaid program and reduce expenditures for fiscal 1982 by
$1 billion. A formula for distributing the funds has not been finally resolved. But
federal funding would be kept to a level of $100 million below the spending for the
current fiscal year.

The Administration would allow a 5 percent increase in federal spending during
fiscal 1982 with an adjustment for inflation in subsequent years.

The Administration recommends that a cap be accompanied by "increased flexi-
bility" to the states, although that flexibility has not yet been defined for the
Committee.

Totally repeal Title V, along with approximately 25 other targeted public health
programs and replace them with 2 general purpose block grants to the states. Each
state in fiscal 1982 would receive 75 percent of the funds that currently flow to the
states, or entities located within that state, no matter what the state's unmet health
needs are and regardless of how seriously the state is affected by the Medicaid cap.
B. The proposed medicaid cap

Several serious consequences would flow from the Administration's proposed cap
on Medicaid:

First: Guaranteed coverage under the program will be threatened, and over 20
million beneficiaries-children, pregnant women, and aged, blind and disabled per-
sons-could be left without a health insurance guarantee for essential medical
services. Thirteen million Medicaid-eligible children would thus be vulnerable.

Second: State Medicaid programs, already operating under severe restrictions,
would be further reduced beyond even minimum acceptable levels.

This year, 28 states have already reported that they are considering, or have
already made, drastic program reductions. Some of those reductions include:

Proposed elimination of the program in Oregon and Alabama.
Total elimination of nearly all optical Medicaid services in Montana, including

drugs, intermediate nursing home services, eye examinations, clinic services, speech
and occupational therapy, hearing aids, psychological services, eyeglasses, and
dental services.

Severe reductions of coverage for hospital care in Maryland (allowing 20 days per
stay), Tennessee (14 days per year), Utah (26 days per year), Alabama (20 days per
year), Kentucky (10 days per year), Mississippi (12 days per year), and West ,'irginia
(30 days per year). Maryland hospitals that provide specialized services to high-risk
infants require hospital care beyond that which is allowed under the state's Medic-
aid program. Increasing numbers of hospitals in Maryland are refusing to admit
hgih-risk mothers and infants for fear they will require care beyond the amount
that Medicaid allows.

Elimination by New Hampshire, West Virginia, and Washington State of their
medically needy programs, which provide Medicaid for families rendered indigent
by the cost of catastrophic medical expenses.

Severe restrictions on outpatient hospital and physician care in Pennsylvania,
Mississippi, Tennessee, Utah, and Alabama.

Costsharing requirements on preventive health services, most notably prescription
d rufs, in Alabama, Connecticut, Indiana, Iowa, Kansas, Kentucky, Minnesota, Mis-
sisippi, Missouri, New Hampshire, Utah, Virginia, Washington, West Virginia, and
Wisconsin.

Given the enormous Medicaid reductions that states are considering, or have
already implemented, they have almost nowhere left to cut without eviscerating the
program. Past cutback trends indicate that once states have reduced their services
packages to skeletal proportions, they will then substantially cut back on the
categories of beneficiaries covered. Of the mothers and children presently covered
by Medicaid, nearly 1 million fall into optional coverage categories. These beneficia-
ries may be among the first to be eliminated from Medicaid if a budget cap is
implemented.

Who are these "optional" groups?
A woman in Alabama, pregnant for the first time, whose total monthly income is

less than $89.
A child in Washington State, whose parents, working full-time, bring home $5,796

a year.
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Third: The public and inner-city hospital and clinic system, on which million of
Medicaid beneficiaries depend for both hospital and outpatient care, will be fuld a-
mentally threatened.

Public and voluntary hospitals and clinics located in urban areas rely heavily on
Medicaid to finance services, available not only to Medicaid recipients but also to
the millions of persons served by the public health system who have no health
insurance at all.

The public health sector is already facing a crisis in health care financing, and a
cap on Medicaid will serve to heighten the disaster. From 1975 to 1977, 231 hospitals
serving the poor throughout the country closed or relocated. This phenomenon has
been especially acute in northeastern and midwestern central city areas inhabited
by large numbers of low-income families. Of 326 hospitals located in 18 northeastern
and midwestern cities studied over a several year period,15 95--or 30 percent-had
closed by 1977. These closures appear to have occurred disproportionately in the
most isolated and medically underserved neighborhoods in each city. The closings,
moreover, have had a profound impact on the availability of employment in these
neighborhoods.

As Medicaid funds grow scarcer, therefore, essential health services for the poor
will disappear. Moreover, in order to finance the remaining health care institutions
that serve the poor, state and county revenues will have to be substantially diverted
to health costs, and privately insured patients will have to absorb the cost of
uncovered health care costs through higher rates. The state of Maryland estimates a
25 percent rise in health insurance rates as a result of the cap.

Fourth: The increased program flexibility to states which a cap would provide will
threaten states' continued commitment to the essential primary and preventive
services which mothers and children need.

As institutional health care costs increase, states will be forced to adjust their
limited Medicaid programs to meet the continuing need for inpatient and institu-
tional care services at the expense of primary and preventive health care. To
accommodate rapid inflation in institutional care costs, states may be forced to
restrict access to primary and preventive services and will eliminate from Medicaid
high risk families in need of basic health care.

Ultimately, limitations on the availability of preventive health services have a
profound effect, not only on beneficiaries' health, but also on state health budgets.
Repeated studies on cost-sharing, for example,' 6 have demonstrated that by impos-
ing costsharing requirements on basic health services, states have actually forced
beneficiaries to go without essential health care until health problems became acute
and institutionalization was required, thereby raising the actual cost of a state's
overall Medicaid program.

If a state attempts to prevent this shifting of Medicaid utilization patterns by also
limiting access to institutional services, the cost of uncovered care will simply be
absorbed by localities and private insurers whose rates will increasingly be forced to
reflect the cost of serving the uninsured.

Fifth: Limitations on access to Medicaid may affect the general public health.
As health care programs for the nation's disadvantaged shrink, the possibility of

widespread disease increases. Indeed, revealing statistics from California indicate
that as increasingly scarce health dollars force states to leave greater numbers of
persons without essential health services, the incidence of communicable disease
rises dramatically. In Orange County, California, where restrictive health care
policies left thousands of persons without basic health care, public health data in
1977 showed:

A 57 percent increase in tuberculosis.
A 47 percent increase in salmonecillosis.
A 14 percent increase in infectious hepatitis.
A 153 percent increase in syphillis.' 7

C. The Proposed Repeal of the Title V Maternal and Child Health and Crippled
Children's Programs: If the Administration's proposed repeal of the Title V program
is adopted by this Committee, the already critical situation created by the proposed
medicaid cap will be worsened for several reasons:

"'Sager, Alan, "Urban Hospital Closings in the Face of Racial Change", (Testimony to the
Subcommittee on Health, Committee on Ways and Means [sic] United States House of Repre-
sentatives, 14 March 1980).

16 Roemer, et. al., "Copayments for Ambulatory Care: Penny-Wise and Pound-Foolish", Medi-
cal Care (Vol. 13, No. 6, June, 1975) at p. 457. Helms, et. al., "Copayments for Medical Care: The
California Medicaid Experience", Rand Corporation.

'Dallek, "Health Care for Undocumented Immigrants: A Story of Neglect", Clearinghouse
Review, August-September, 1980.
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First: The Administration's proposed bloc grant scheme will eliminate a separate
legislative authority for, and focus on, mothers and children, thereby further endan-
gering their access to essential health services.

The health care needs of mothers and children are unique and deserve special
attention-a fundamental public health tenet recognized by Congress since 1935.
Mothers and children require a special group of primary and preventive services, as
well as health-related support services; these services are often the most vulnerable
in a cutback situation, however. The vulnerability of the services is compounded by
the fact that the political voice of mothers and children is small and often not heard
when program cuts are made. If Title V is repealed, then the agency major function
to represent the cause of maternal and child health in the state health budget
process, and in service delivery, will be fundamentally threatened. The continued
existence of a separate maternal and child health authority within each state will
be left to the political process, where mothers and children historically have not
fared well.

Second: There bill be no guarantee of at least a minimum commitment of funds
and services in every state to maternal and child health.

A general purpose bloc grant, as envisioned by the Reagan Administration, per-
mits states to spend their funds on a great variety of health purposes. There is no
guarantee that adequate funds will be committed to maternal and child health
services that are crucial to the well-being of these groups. Many of the services
funded by the present program are delivered in areas that have no other maternal
and child health resources.

Third: A general purpose health bloc grant with no specific performance criteria
or reporting conditions will mean a complete loss of program accountability.

If funds are disbursed to the states for a variety of program purposes, without any
performance criteria or specific reporting requirements, the federal government will
have no way of verifying whether hundreds of millions of dollars in federal funds
are being spent in ways that work to improve the health status of mothers, children
and others who depend on the public health system.

In sum, we believe that a cap on Medicaid, accompanied by a repeal of Title V
and the creation of a general purpose health grant in its place, will spell the
undoing of over a half century of public commitment to the cause of maternal and
child health. A cap on Medicaid will virtually mean the end of an insurance
Program that has benefitted millions of families. A repeal of Title V, in addition, is
likely to mean the end of special efforts to secure a portion of scarce health dollars

for mothers and children and to develop resources to meet their needs.

IV. A MOTHERS' AND CHILDREN'S AGENDA FOR COSTSAVINGS AND PROGRAM
IMPROVEMENTS

We strongly believe that the proposed large-scale reductions in the federal health
budget will ultimately prove to be extremely costly to the state and to current
program beneficiaries. Across-the-board program reductions not targeted to control-
ling the high-cost elements in the nation's health care system will simply shift the
fiscal burden to the states and localities. Indeed, such wholesale reductions will
expand states' and localities' burdens, since more and more disadvantaged persons
may be forced to go without basic health care while overall health care costs
continue to rise more rapidly than the current rate of inflation.

If program reductions are to be made, then Congress must commit itself to
making costsaving changes that encourage fiscally sound health care practices while
preserving access to health care. We believe that the following directions are worth
exploring as ways to both save money and promote better health care for the poor.
Directions for change

A. Medicaid.-We believe the major challenge facing this Committee in control-
ling Medicaid costs is to develop a plan that controls the cost of institutional care
while enouraging the use of primary and preventive health services.

1. Altering the medicare and medicaid reimbursement methodology for hospitals
and longterm care institutions.

Reimbursement for hospitals, skilled nursing facilities, and intermediate care
facilities currently accounts for approximately 70 percent of the Medicaid budget.
Inflation in institutional care costs is the single greatest factor in the growth of both
the Medicare and Medicaid budget. P

A major reason for the high rate of inflation for institutional care services is the
retrospective cost reimbursement methodology which the Medicare and Medicaid
programs require. Retrospective cost reimbursement means that Medi.are and Med-
icaid must essentially pay for the cost of institutional care without controls to
assure more fiscally sound institutional expenditure practices. Currently, hospitals
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are paid for the cost of the services they provide, even if those services could have
been provided in a less costly fashion.

Congress should consider abolishing the current retrospective cost-based account-
ing system for institutional reimbursement under Medicare and Medicaid and per-
mitting states to negotiate reimbursement rates with institutional providers on a
prospective basis. States would be able to establish rates by institution class and size
and by the volume of patients served and could thereby take into account the
greater costs incurred by public institutions because of the number of patients they
serve who are not covered by insurance.

A prospective reimbursement system would have several advantages. First, it
would encourage more modest institutional growth by limiting in advance reim-
bursement for the cost of institutional care. Second, institutions would have an
incentive to control cost, since they could be permitted to retain the difference
between the prospective rate and the costs incurred. Third, the needs of special
classes of institutions, such as public hospitals, could be taken into account in
establishing reimbursement rates, thereby providing these facilities with a firmer
financial footing. Finally, by eliminating retrospective budgeting, both Medicare and
Medicaid might be able to save substantially on the amounts spent by both pro-
grams on provider preparation, and admininstrative review, of extensive cost re-
ports.

2. Encouraging provision and utilization of primary and preventive health serv-
ices.

Repeated studies have shown the beneficial impact on health care costs of ade-
quate access to primary and preventive health care, especially in the case of prena-
tal and early childhood care. We therefore recommend that this Committee explore
the following reforms:

a. Encourage greater physician participation in medicaid.-Currently, many Med-
icaid recipients rely heavily on costly hospital emergency rooms for basic health
care because of the lack of physicians who are willing to participate in Medicaid.
Physicians overwhelmingly report that the major reason for their failure to partici-
pate in Medicaid is the exceedingly low reimbursement rates paid by states. Often a
state's rate of Medicaid reimbursement is a fraction of the Medicare program's
reasonable charge reimbursement rate for the same service.

This Committee should consider requiring states to reimburse physicians under
Medicaid at a rate that at least equals the reasonable charge rate of reimbursement
under the Medicare Part B program. Higher physician reimbursement rates would
help encourage greater physician participation and reduce beneficiary dependence
on more costly emergency room care.

b. Encourage more comprehensive coverage of abmulatory health services, including
clinic services.-Many states erroneously believe that costsavings can be achieved
under Medicaid by limiting coverage for preventiv. services. One common limitation
is a prohibition on services rendered by freestanding health clinics, the major source
of economical and preventive health care for the pocr.

This Committee might consider providing states with fiscal incentives for offering
preventive health services by substantially increasing states' federal medical assist-
ance percentage for non-institutional care services.

3. Creating alternatives to institutional care.
A number of reports on longterm care estimate that a substantial proportion of

residents in costly longterm care facilities inhabit those institutions because there is
no other way for them to receive the relatively modest amount of services they
require. States could provide necessary services to these persons in a far less
restrictive and less costly outpatient fashion, but many states currently do not
include enriched home health services in their Medicaid programs.

We therefore recommend that the Committee consider coverage for increased
home health .care, especially for persons for whom the value of necessary home
health care would be less than the cost of institutionalization. This change would
not only encourage more fiscally sound utilization of skilled and intermediate
facility services but would also provide a far more humane treatment alternative for
program beneficiaries.

4. Costsharing for ambulatory care services.
Current Medicaid law protects categorically needy recipients (essentially those

persons who also receive aid under federal cash assistance programs) from costshar-
ing requirements for physician and hospital care and other mandatory Medicaid
services. Any copayments which are imposed on the categorically needy (for option-
al services, such as prescription drugs) must be nominal in amount, not to exceed 5
percent of the payment the state makes fr.r services. The Reagan Administration,

wever, proposed to allow states to impose costsharing requirements on all Medic-
aid beneficiaries for all services.
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To understand the devastating impact that wholesale costsharing would have on
beneficiaries' access to essential health services, take, for example, the case of a
pregnant woman living in Alabama with two children on approxiamtely $150 per
month. Under current federal costsharing guidelines, physician, EPSDT, and hospi-
tal services for the mother and her 2 children would be provided free of charge. She
would therefore be assured of adequate prenatal care, a safe hospital delivery, and
primary health care for her two children.

Under the Administration's proposal, however, the picture would be quite differ-
ent. The woman's costsharing obligations could easily add up to the following.'
H ospitalization (3 days) ..................................................................................... 1$9.00
Services of attending physician ..................................................................................... ' 3.00
EPSDT health assessment and treatment for each child ......................................... 4.00
Eyeglasses provided through EPSDT for one child ................................................... 3.00
Dental care for the other child ............................. 3.00
Sudden emergency physician visits for each child because of winter flu and

ear infections ................................................................................................................. 2.00

T otal .................................................................................................................. . . 24.00
1 $3.00 per day, asuming a normal delivery. If the deliveryy were complicated and additional

hospitalization was required for the mother and her infant, the cost would be much higher.
*Assuming the physician offers a prenatal/delivery care package and does not charge sepa-

rately for each service.
Out of the woman's $150.00 monthly income, an astonishing 16 percent at a

minimum might be spent on medical care in it month. Extensive costsharing re-
quirements might well deter her from obtaining most of the above services, but at
an incalculable cost to herself, her children, and ultimately, to the state itself.

We strongly oppose the imposition of costsharing requirements on program bene-
ficiaries. If costalhring prohibitions are to be imposed, however, we urge that this
Committee prohibit states form imposing any costsharing requirements on ambula-
tory services, since these are precisely the services that families should be encour-
aged to use. Congress should furthermore establish cumulative maximum limits on
costsharing so that no family is forced to use more than 5 percent of its monthly
income to meet copayment requirements.

Finally, we strongly urge that this Committee except pregnant women and chil-
dren from any costsharing obligations. To force an indigent mother to have to
choose between food or medical care for her children raises more questions beyond
the longterm fiscal wisdom of forcing the poor to forego basic services. We believe,
quite simply, that the choice is one that no civilized society should ask a mother to
make.

5. Prudent buyer programs for health services.
A frequently discussed reform possibility is enactment of a "prudent buyer"

program under Medicaid. We have dee p concerns about prudent bu er provisions
that would allow states to restrict beneficiaries' access to providers direct health
services, including hospitals, clinics, and physicians.

Prudent buyer restrictions are especially serious in the case of hospital care. By
their nature, public hospitals may be far more costly than private institutions
beause of the number of uninsured patients they serve. In a prudent buyer bidding
situation, these facilities would be at a distinct disadvantage because of their
heightened operational costs. Furthermore, if a prudent buyer contract is let to a
hospital with discriminatory staff privilege policies, there is a substantial likelihood
that physicians who serve the poor will not be able to admit their patients to a
prudent buyer facility. Medicaid beneficiaries would therefore be left without any
source of hospital care.

We do believe, however, that prudent buyer provisions for indirect health serv-
ices, including eyeglasses, durable medical equipment, laboratory services, and so
forth, may be a desirable costsavings device and should be explored further.

6. Preserve the Committee's commitment to EPSDT.
We believe that the EPSI)T program, with its mandate to do more than simply

pay medical bills, continues to be an essential and cost-effective health program
model for the 11 million children who currently receive Medicaid. It has been
indicated, however, that some thought is being given to repealing EPSDT's affinma-
tive program obligations of the EPSDT penalty statute.

We urge that the Committee consider the rationale for establishing EPSDT in the
first place, and Congress' earlier decision in 1967 to require more than a simple

"aUtlizing current costsharing guidelines specified by federal regulation, 42 CFR
} 447.54(aX3).
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health financing program for Medicaid-eligible children. We believe that repealing
the service requirements of the penalty statute would have serious consequences.
We therefore strongly urge the Committee not to repeal the penalty statute and
undo the years of work which states have invested in implementing its provisions.

B. Health program consolidation.-The critical maternal and child health task for
this Committee, as it identifies potential health consolidation plans, is to preserve
mothers' and children's access to essential health care.

1. Preserve a strong maternal and child health authority.
We believe that preservation of a separate legislative authority for mothers and

children, distinct from other health bloc grant programs, is absolutely essential. As
federal funds grow increasingly scarce, a strong state voice for mothers and children
will be critically important.

The Title V program represents a basis on which to build a separate maternal
and child health legislative authority and could be the focus of such an independent
authority. We believe that the key elements of an independent authority would
include:

An earmarked appropriation to be used solely for provision of maternal and child
health services, with some continued state financial matching requirements.

Authority to harness and direct the expenditure of that proportion of any other
health bloc grant which represents at least current service obligations for mothers
and children under health programs other than Title V.

Responsibility for planning for, and assuring the availability of, essential prena-
tal, primary, and preventive health services in all areas of a state, utilizing current
health resources where they exist and developing new services where they are
needed.

Development of minimum standards for basic prenatal and preventive services, so
that all mothers and children utilizing service sites developed by the agency are
assured of adequate care.

Development of minimum service performance criteria and program reporting
requirements that provide the federal government with an assurance that funds are
being appropriately spent.

Improvements in the relationship between state maternal and child health au-
thorities and state Medicaid agencies in the administration of child health pro-
grams. Specifically we recommend that the maternal and child health authority and
state Medicaid agency develop a joint child health plan. The plan would:

Identify current resources.
Measure unmet maternal and child health needs.
Commit program funds to geographic and functional areas where they are needed.
Develop a casefinding plan for all low-income and high-risk mothers and children.
Develop uniform assessment and case management protocols for all providers

participating in the program.
Implement minimum program reporting requirements on the numbers of women

and children served.
Report on program outcomes, including conditions disclosed and treated.
Finally, we believe that in assessing the impact of the Administration's program

consolidation proposals on mothers and children, this Committee should seek an-
swers to several key questions, including:

Will the proposal more effectively deliver maternal and child health services?
Will the quality and accessibility of health care be improved?
What type of health system will the proposal create or encourage? Will the

proposal place undue emphasis on the public health system, even when alternative,
existing resources are available and two-class care could therefore be avoided?

How will program beneficiaries react to the change?

V. CONCLUSION.

We have offered this Committee an analysis of the impact of the Reagan Adminis-
tration's proposed health budget cuts and have set forth an agenda for reform that
would provide costsavings while assuring essential program improvements for moth-
ers and 'children. We hope that this Committee will use the same methods as it
develops its reform package.

Thank you very much.



375

STATEMENT ON PROP09sD FEDERAL SPZNDmo REDUCTIONS AND BLOcx GRAr
FUNDING TO STATE

STATZMNT SUMMARY

1. Title V has been the cornerstone for state MCH and CCS preventive and
specialized care serving needy pregnant mothers, infants and handicapped children
for the past 45 years.

2. Formula grants through Title V are time tested and have been largely success-
ful as a Federal-State funding mechanism. The block grant design is untested on the
scale being proposed.

3. Substantially reduced funding and placement in unrestricted blocks will not
assure priority for the MCH and CCS patient populations.

4. Repeal of Title V could by itself produce up to a 30 percent reduction in
available funds for state Title V programs.

5. The combination of 3) and 4) above seems an unjust burden to place on those
least able already to compete for available health care dollars.

6. Title V supported programs by emphasizing prevention, early detection, and
specialized treatment have a high benefit-cost ratio yet continue to receive propor-
tionately less funding for services.

7. The Association submits that Title V should be considered an integral part of
the Social Security system and should be retained.

8. The GAO and other recent studies of Title V emphasize the need for maintain-
ing state MCH and CCS units around which other related programs could be
consolidated as has already taken place in many states.

9. Title V legislation includes, among other successful features, provisions for a
continuing authorization, a state plan, minimum of regulations, ongoing training of
health professionals and applied research, and an identifiable administrative unit.

10. The requirement that nationally recognized and accepted medical care stand-
ards be utilized as a condition for federal program support should be retained.

Mr. Chairman, members of the Committee, I am Judson Force, President of the
Association of State and Territorial Directors of Maternal and Child Health (MCH)
and Crippled Children's Services (CCS) programs. The Association appreciates the
opportunity to appear before this committee and express our views on the Adminis-
tiation's spending proposals for Title V of the Social Security Act.

The primary purpose of the Association is to assist persons responsible for admin-
istering State MCH and CCS programs toward continuous efforts to improve access
and quality of vital health services. MCH programs have long demonstrated an
emphasis on prevention, health promotion, and ambulatory care to reduce emergen-
cy room use and hospitalization. CCS has focused on reduction of long-term disabil-
ity through provision of specialized diagnostic, treatment, and case management
se -ices of high quality. We believe the Title V mandate to be the cornerstone upon
wnich states and territories have been able to build the present "safety net."

This network provides preventive and specialized health services for over three
million of the most needy mothers, infants, and handicapped children. Title V has
been the predominant expression of Congressional interest in the well being of
pregnant women and young children since 1935. It authorizes grants to each state to
(1) extend and improve services for reducing infant mortality and otherwise improv-
ing the health of mothers and children and (2) for locating and providing diagnosis,
medical, surgical and corrective care for children who are crippled or wo are
suffering from conditions leading to crippling. The legislation provides a time tested
Federal-state-local partnership which has kept the needs of mothers and children
paramount.

Although it may be in the national interest to reduce Federal spending, there is
no evidence to suggest that health services to mothers and children will be en-
hanced through the proposed policy of unrestricted block grants to states. Congres-
sional approval of the Adminitration's present HHS block grant proposals could
result in as large as a 50 percent reduction of Title V program support through the
combined loss of Federal and State matching funds. To combine spending cuts with
the repeal of Title V would place the patient populations served b this entitlement
in double jeopardy. The MCH and CCS delivery system could be devastatd by any
sizeable displacement of the present state role.

Historically, women and children have had great difficulty in competing for
health care dollars at all levels of government. Examination of MCH and CCS
funding trends over the years indicates that they continue to represent a dispropor-
tionately small share of health care resources compared to other groups. However,
funds spent in this area have produced dramatic results made evident in lower
infant and maternal mortality rates, reduced incidence of metal retardation, and
improved quality of life for millions of children. Hundreds of thousands of infants
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and children treated under Title V supported prcgranis have become productive
adults rather than dependent charges upon society. For too long these programs
have not been sufficiently funded to reach many needy mothers and children. The
humanitarian and economic implications are compelling.

Mr. Chairman, the Association recommends that Title V of the Social Security
Act be retained. The nation's economic future and security is very much dependent
on the health status of its women of child bearing age and their offspring. A
Congressional mandate for mothers and children seems appropriately included as
part of the Social Security system-a system that continues to be the major national
conscience and resource for those population groups in our society that can least
compete for basic medical and health care needs.

It is especially urgent that in a period when resources are to be reduced and
redistributed that advances made through improved state and local organization
and delivery of preventive and specialized care not be lost. Many states are present-
ly using the Title V mandate as the basis for consolidating programs focused upon
mothers and children. In several states there already exists a block of programs
administered by Title V Agencies including MCH, CCS, SSI to Disabled Children,
Sudden Infant Death Syndrome, Genetic Disease, WIC, Adolescent Health, and
Family Planning Services. A recent Comptroller General's Report to Congress enti-
tled, "Better Management and More Resources Needed to Strengthen Federal Ef-
forts to Improve Pregnancy Outcome," recommended that Congress consolidate
interrelated Federal programs and bring them under a single State MCH Direction.
Other recent studies of Title V programs all emphasize the continued need for a
strong state MCH and CCS focus.

Mr. Chairman, the Association would like to note certain legislative features of
Title V that have enabled states to successfully meet new and increasing program
responsibilities, namely (1) a continuing rather than short term authorization, (2) an
individual state plan through which states and local differences in needs and
resources can be expressed, (3) a minimum of Federal regulations and wide latitude
for states to set their own priorities, (4) basic program support through formula and
special project grant authorities, (5) ongoing training of professional health person-
nel and applied research in maternal and child health issues of national importance
and (6) an identifiable administrative unit within State government to be account-
able for MCH and CCS funded activities.

In closing, perhaps one of the most troubling aspects of the Administration's block
grant design is the elimination of existing Federal maternal and child health care
standards. These standards, a present requirement for federally financed services,
have been based upon national standards formulated by the medical profession as a
whole. It is important that states provide services consistent with nationally recog-
nized and accepted professional medical judgment regarding the types of services
which are essential and appropriate for mothers and children with various kinds of
health problems.

THE FEDERAL GOVERNMENT AND HEALTH CARE SERVICES FOR HANDICAPPED
CHILDREN

(Summary of Testimony by Richard P. Nelson, M.D.)

The Health Services Block Grant proposal will adversely affect the capabilities of
states to serve the health needs of handicapped children.

1. The abolition of Title V of the Social Security Act will:
Result in the diminution of state programs charged with serving this population

of children.
Eliminate "matching" requirements that currently result in a 3-fold increase in

resources compared to the basic Title V formula grants.
Inject handicapped child programs into competition for funds at a state level with

agencies that have vastly more powerful political constituencies.
2. The reduction or elimination -.-" 'he Office of Maternal and Child Health in

DHHS will:
Reduce the nation's capability to provide technical assistance and consultation to

states and target resources for emergent concerns.
Eliminate training of health care professionals necessary to serve handicapped

children in the community.
Abolish directed applied and clinical research necessary to improve the identifica-

tion and treatment of these children.
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A RIASONABIX AND JUST INVOLVEMENT

Children with chronic illness or disability are a valuable resource to our nation.
They are visable evidence of the fragile nature of our well-being. Their parents and
advocates have pursued necessary health care and social services to maintain the
integrity and self-capacity of the family.

Less than a century ago handicapped children were among the hopeless in Ameri-
can communities. Medical treatment could rarely restore lost function from with-
ered extremities or unremitting disease. Charitable organizations struggled to pro-
vide adequate care and services. Families suffered serve emotional and financial
burdens. The compassion of citizens induced the government to establish specialized
institutions and hospitals, generally funded with appropriations by State legisla-
tures.

The Federal government's role in assuring services for handicapped children
emerged when the Children's Bureau was created in 1911. The Bureau focused
Federal efforts on behalf of children.

In 1935 Title V of the Social Security Act became landmark legislation. The Act
enabled each state to organize a crippled children's services (CCS) agency for locat-
ing and providing diagnostic and treatment services to handicapped children.

In 1979 these agencies: Directly served approximately 1.2 million children and
youth. Expanded $86.0 million in Federal formula grants to $274.9 million by
matching State and local appropriations for services.

A representative example of the effectiveness of State crippled children's services
agencies ,it the Minnesota scoliosis program. In each of the past five years 225,000

dren in grades 5-9 have been voluntarily examined in their schools for curva-
ture of the spine, a condition that sometimes progresses to create severe deformity.
Since its inception the scoliosis program has documented a dramatic reduction in
the number of children requiring costly surgery as a benefit of early recognition and
treatment.

The Health Services Block Grant proposal will adversely affect the capabilities of
states to serve the health needs of handicapped children.

1. The abolition of Title V as a result of the block grant legislation will thrust
services of states for handicapped children into jeopardy:

States will no longer have an obligation to maintain a CCS entity within their
executive structures, thereby compromising public health services for handicapped
children.

States will no longer be required to "match" Federal grant funds with State or
local funds, thereby diminishing public health resources for these children.

The demand for public health dollars in most states, currently subject to unprec-
edented budgetary pressures, will undoubtedly reduce the level of block grant funds
intended to support services now provided by the Title V formula grants.

2. The reduction or elimination of the Office of Maternal and Child Health in the
Department of Health and Human Services as a result of the block grant legislation
will reduce the nation's capability to assure health services to handicapped children.

No Federal agency would have the capability to provide technical assistance and
consultation to states regarding the health need of handicapped children.

The Federal government would have no mechanism or designated funds to target
on emergent issues important to handicapped children.

The training of health care professionals crucial to services for handicapped
children, now funded by Title V at schools of public health and university affiliated
facilities, would be curtailed or eliminated.

Federal support of applied and clinical research important to improving services
to handicapped children would be abolished.

The intent to control burgeoning Federal spending should not cast aside over 70
years of thoughtful Federal involvement in health care services for handicapped
children. Justice for these children will not be served by budgetary expediency. Let
us not further validate the conclusion of Luther Burbank:

"If we had paid no more attention to our plants that we have to our children, we
would now be living in a jungle of weeds."

STATEMENT OF DR. ROBERT L. GOLDENBEzO

I came to Birmingham, Alabama, five years ago, to teach medical students and
provide obstetrical care at the major referral center for pregnant women and
newborn infants. At that time, because prenatal care and appropriate hospitaliza-
tion were less available to the poor than they are now, pregnant women and
newborn infants died or were damaged in extraordinary numbers. Many of these
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tragedies, such as mental retardation and cerebal palsy, could have been prevented
by assuring access to appropriate medical care.

Looking at this problem with many other concerned citizens, it was obvious that
it was only the state's Title V Maternal and Child Health agency which had the
potential power to make the necessary changes. I joined that agency nearly four
years ago and since that time we, working closely with the private medical commu-
nity and the state's universities, have provided prenatal care to virtually every
woman in need in Alabama. We have reduced the number of women delivering at
home to only a small fraction of the number of just four years ago. In the process,
infant mortality in Alabama has been reduced by nearly a third in just three years
(Table 1). This means that nearly 300 infants which would have died only three
years ago now survive. All available estimates show a marked reduction in handi-
capping conditions as well.

I want to emphasize that these changes did not occur by chance. They occurred
because there was a single state agency, the Title V Maternal and Child Health
agency, which was able to use its own and help target other resources toward
achieving a reduction in infant mortality. Recent similar success stories can be seen
in state after state and nearly always the Title V Program has been in the lead.

Despite Title V's achievements, the Administration nontheless proposes to totally
eliminate the program and bloc it with 25 other public health programs. Funding
for all programs would be reduced by 25 percent of the current expenditure levels.
The resulting bloc would be untargeted by popoulation and devoid of requirements
to assure programmatic responsiveness to specific population needs. This proposal is
further complicated by the Administration's prop cap on Medicaid.

I am gravely concerned about the demise of Title V because it would mean that
there would no longer be federal funds specifically targeted to improve the health
care of pregnant women and infants. Without this targeting at the federal level,
funds desperately needed for women and children, and certainly intended by Con-
gress to be used for health care for women and children, will very likely be used to
satisfy more vocal and more politically active constituences. o examples for
Alabama come very much to mind. First, faced with a threatened reduction in funds
for one of the optional Medicaid nursing home programs, the state's nursing home
operators deposited hundreds of elderly, often catheterized, people in wheelchairs
and stretchers on the steps of the state capitol. The administration backed off the
proposed reductions, but within a short time Medicaid funds for prenatal care for
women and hospital care for infants and children were reduced.

As another example, I note that the proposed bloc grant which is to include Title
V funds also will include mental health funding as well. In Alabama, the federal
judiciary has essentially taken over the mental health system and has mandated
increased spending in that area. Given the current limitation on funds available to
the state, one can easily project a sequence of events in which funds originally
intended by Congress to reduce infant mortality and handicapping conditions will be
virtually comandeered by the federal court system to be used for mental progr ams.
It is therefore ironic that while one branch of federal government is telling us "here
is the money-set your own priorities", another is directing the state to spend funds
in specific areas.

In addition to the loss of focus on mothers and children which the Administra-
tion's consolidation proposal would cause, the proposed cap on Medicaid would
significantly decrease our ability to maintain the progress in maternal and child
health which our state has demonstrated. Since 1965, infant mortality rates have
fallen from 30.7/1000 t) 14.3/1000. We attribute a large proprtion of this reduction
to the vital relationship established between Title V-funded prenatal clinics and
Medicaid.

As you may be aware, the Alabama Medicaid program, as in many states, pro-
vides no assistance for prenatal or delivery care for the married poor. In several
other states, prenatal care for the first pregnancy is not covered at all. As you may
also be aware, Medicaid alone does not assure access- to adequate care. Many
physicians will not accept Medicaid as payment for prenatal and delivery services.
n fact, in Alabama, we estimate that only one-third of indigent pregnant women

are covered by Medicaid and, of these eligible women, nearly two-thirds cannot
receive prenatal care in a private physician's office. In many counties, however,
physicians who will not provide office prenatal care to Medicaid-eligible women will
provide hospital delivery care.

The system that has developed across Alabama, therefore, involves utilization of
local Title V programs to provide basic prenatal and infant care and family plan-
ning services to all poor women and their children whether Medicaid-eligible or not.
Hospital care by private and university physicians and other personnel supported
by Medicaid, state, and local funds complete the system. Each federal program is
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essential because of the weakness of the other. Title V provides prenatal care to
low-income pregnant women who are ineligible for Medicaid, while Medicaid pro-
vides critical health insurance monies that allow our local clinics to arrange ade-
quate hospital care for their patients.

In many counties in Alabama, the only agency that is available to provide
prenatal care for poor women and follow-up care to their infants is the Title V
agency. Without this agency, in many areas, even the availability of Medicaid
funding would have little effect because there would be no one available to provide
prenatal services. As an example, in Jefferson County, Birmingham, Alabama, the
local Title V agency provides prenatal care for nearly 5,000 women per year.
Hospitalization is arranged through county, university, and private hospitals, and is
paidfor by a combination of Medicaid, Title V, local and Or5ce funds.

Finally, Title V has from its inception placed a major emphasis on overall preven-
tion efforts, including educational programs for providers of medical care for women
and infants, patient education emphasizing early prenatal care, decreasing alcohol
and tobacco consumption, immunization, outreach, and follow-up care-all impor-
tant components of our successful program to reduce infant mortality.

Therefore, for women and children in Alabama, Title V has provided the glue
which holds together a very tenuous but working medical care system for poor
women and children. Removing the Medicaid entitlements for the women and
children currently served will likely have a profound effect on the health care
available to poor women and children in Alabama. At the same time, not to ensure
that there will be a Title V program to advocate for women and children and to
provide a minimal level of care would be disastrous. Saving money is one thing.
Destroying a system which has grown up over decades and is now showing impres-
sive yearly reductions in infant mortality and handicapping conditions is clearly
another.

Recommendations for change
The progress we have made on maternal and child health in Alabama has been

dramatic, in relation to both the health status of our mothers and chil-Aren and the
fiscal health of the state. Each damaged child requiring institutional care will
require $500,000-$l million support over his or her lifetime. We estimate that over
the last 3 years we have been able to reduce the number of children who would
require such care by 100 or more children per year, at a cost of about $150 per
mother for prenatal care. We further estimate that for every dollar that Alabama
has spent on prevention through Title V and Medicaid, the state has saved between
$5 and $10. This does not even take into account the 300 babies who survive each
Kear now and who would not have 3 years ago. It also does not take into account the

0400 babies who would have been mildly retarded only 3 or 4 years ago. Finally,
these statistics do not begin to capture the changes that these programs have made
in the lives of low-income pregnant women who, until a few years ago, went from
hospital to hospital in labor, or had their babies at home unattended, because they
could not pay their hospital bills.

In order to maintain and preserve these advances, I recommend that the Commit-
tee do the following:

1. Preserve a separate legislative authority for mothers and children.-Title V has
been vital to the improved health care of mothers and children and represents a
sound base on which to develop strong state maternal and child health efforts.

2. Develop sensible programmatic requirements for state MCH authorities that (a)
emphasize delivery of needed services; (b) encourage thoughtful program planning (c)
consolidate a variety of smaller programs that also provide funding for MCH services
(such as SIDS, genetic screening, adolescent pregnancy, and so forth, and (d) elimi-
nate unnecessary program development or reporting requirements.-I believe that
these four programmatic requirements are important for assuring both state ac-
countability and increased state efficiency in the provision of health services for
mothers and children.

When I speak of consolidation of programs and reduction of unnecessary regula-
tion, I want to emphasize that I do not mean a decreased em hasis on service
delivery or program accountability. What I mean is best illustra by the followig.:

Title V Maternal and Infant Care Projects, by statute, prohibit services to chil-
dren over the age of 1, thereby fragmenting care of families served by the projects.

Improved Child Health grants made under Title V by the Department of Health
and Human Services are restricted by geographic location and have led to the
inefficient utilization of resources.

J. Maintain a central federal maternal and child health authority that provides
program guidance, technical assistance and maintains reporting sytems.-A strong
federal presence and guidance are important both to assist state health programs in

80-480 0 - 81 - 25
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policy and administrative issues and to assure that states spend their funds in an
accountable fashion.

4. Continue the Medicaid entitlement and do not implement a cap on the pro-
gram-Currently, mothers and children fare poorly under Alabama's Medicaid
program, whose funds are heavily directed to meet institutional care costs. As
pointed out earlier, mothers and children already have such minimal services under
Medicaid that a cap would be devastating.

Thank you for providing me this opportunity to testify.



INFANT P',",WrTAL! 

6 476 24.0

1139 20.0

Aaa.iu,,i 113,4 20.0

1977

I)nst. or c'ntumbia 49". 23.9

uisiana 1362 18.0

South Car"lina .156 17.8

misgis!ipvx 714 17.3

Alah an 10361 17.0

20

1 'I'S

Di . o. Colunibia 44(Z 27.1

SouLh CaoI na 371 1,8.5

Loti n iana 1343 17.S

Ali35Issippi 7776 17.1

,Ortli Carolina 1347 16.3

Ve w York 3736 16.3

Alaska 143 16.3

Tomc1.sve - 11 -.; 16.1

Alab,,:a 070 16.1

1979
# Hit o

Pint. of Colunhij 392 22.o

Aiss.1sSjppi S1y 17.8

.;outh Carolina 859 17.2

New York , 3661 15.8

lDg, Waru 14-1 15.8

A Mlaka 137 15.4

North C.rolina 1292 15.3

Rlx)oe Isiand 186 15.2

IIlin)iS 275) 15.2

1c9 1.
"T1tnlh *S' €

Fl Flrida

S~: M i '=,our i

•' louisiana

An.,u., •. " A ri zOns.

S A labank-

16

24

197/ 1978 1979

1094 15.
1811 15.0

1165 14.I

1177 14.S

A71 1 ,.7

S91 1-1.3

°I'A II I .I:
;A- .IiAMA

i



882

SUMMARY OF TYrATnYICr BY G03OLD L BCHIBLZR, M.D. F.A.A.P.

I. Organizational structure of Children's Medical Services of Florida. The stata of
Florida has addressed the problem of a diversified system of maternal and child
health care through a myriad of federal programs by the development of an organi-
zational structure for mothers and children at a high level within our state govern-
ment. Through the creation of Children's Medical Services (CMS) we have in fact
developed a state-wide based system of care besed on the Title V concept of thecrippled child.

II. Program included under CMS.
Ill. Success and effectiveness of CMS. The state of Florida's plan for the compre-

hensive care of children is a working model for other states as well as on the federal
level-a high administrative office within the state and federal governments to
-dminister maternal and child health programs and to develop apropriate linkagess
to ali other programs which impact upon maternal and child health. This model has
been successful because it has been based on the Title V program and has paid
particular attention to standards, quality of care, medical leadership and, above all,
the child and his or her needs.

RUOOMMZNDATION8

1. Preservation of the Title V Program.
2. Support a maternal and child health block grant approach.
3. Create an organizational structure for maternal and child health at a high level

within the federal government.
Mr. Chairman, I am Gerold L. Schiebler, M.D., Chairman of the Department of

Pediatrics at the College of Medicine at the University of Florida. The State of
Florida has addressed the problem of a diversified system of maternal and child
health care through a myriad of federal programs by the development of an organi-
zational structure for mothers and children at a high level within our state govern-
ment. Through the creation of Children's Medical Services (CMS) we have in fact
developed a state-based system of care based on the Title V concept of the "crippled
child." It is the Title V program which is the subject of these hearings today, a
program which must be preserved and expanded if this country is to continue its
commitment to mothers and children.

CMS was developed to create a high administrative position within the state
government to serve as an advocate for the child. Expanding upon the crippled
children's programs under Title V, its role has been modified to include an condi-
tion that potentially affect the overall well-being of the child. By design this

ce of CMS (originally designated the Division of Children's Medical
puts maternal and child health on an equal plane with other health units

The Director of CMS has direct access to the Secretary and the legislature which
has allowed us to effectively compete for resources and additional responsibilities.
This is indeed siificant in that heretofore children's programs and projects were
not afforded equivalent visibility, (i.e., program support, funding and personnel).

Actual profram administered by CMSinclude:
1. The original Title V crippled children's program.
2. The regional children's kidney program, which includes clinics, dialysis centers

and transplant centers. (There are two comprehensive children's kidney program
centers in the state.)

8. The regional children's cardiac program, including clinics, cardiac catheteriza-
tion labs, and cardiac surgery centers. Mere are 0-ur such surgery centers in the
state.)

4. The regional rheumatic fever program that includes clinics, a central labora-
tory center, professional guidance, state-yride education and evaluation and statisti-
cal data.

5. Liaison to the Title V pediatric pulmonary program.
6. State-wide perinatal/neonatal programs including transportation, treatment,

four year evaluation asesment after the wh from the neonatal program, and
the implementation of state-wide standard (There are nine centers thought the
state which encompm high risk mothers and children.)

7. Liaison to the perinatal intervention program, where, for example children
with handicaps discovered in the four year evaluation amen't are rapidly
triaged into the intervention program to minmis, their handicap

8. State wide screening program for bohemical defects Includig thyroid disease,
PKU ,omla and maple = o~ urine disease.

1. T wthil 1Abuse-w progrm sc eeng program.10. he hil abse rogam.(There are now five centers in the sate.)
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11. Regional medics purrm invosin a state-wide network of clinics. (There are
three dignostic and treatment centers, one at each of the state's medical schools
that are linked to the state-wide neonatal biochemical program.)

12. The REACH proJ*. This is a pilot project funded by Medicaid and the Robert
Wood Johnson Foundation to bring skilled professionals to rural areas. These pro.
fessionals live in the rural areas to provide a continuing advocacy of the child's total
he.kh care needs and act as a liaison to the educational system. This project allows
an increased measure of health care within the community, a decrease in the
number of emergency room visits, a decrease in number of days of hospitalization
and clinic visits and allows families with these handicapped children to remain in
their rural communities rather than feeling compelled to move their families to the
centers.

13. Regional diabetes program. This is a network of clinics about the state that
involves a summer camp for children with diabetes. There also is a CM8 liaison to
the diabetes and research education centers. (There are three such centers, one at
each medical school. CM8 has a member on the state advisory committe- advising
the three diabetes research and education centers.)

14. A CMS has a liaison to the state-wide cancer program for children. This
involves clinics and treatment centers funded by the National Cancer Institute.

15. Supplemental Security Income. CMS is the lead agency for the program.
16. Liaison to the Developmental Disabilities Council on which CMS has a repre-

sentative.
17. It is also designated as a provider under EPSDT to screen children.
As we look to the future, consideration should be given to many more programs

which can be grafted onto CMS, including the MCH component of Title V. I should
point out that MCH has made little or no advances in Florida in the past six years
whereas the Crippled Children's component has increased its role, function and
resources dramatically, which speaks to the value of its present organizational
position. In the future we should also consider such items as: a) increased liaison to
the school health services program; and b) a Medi-kid p&r am, in which an aliquot
of Medicaid funds would be given solely to children's health programs.

As we look back on the effectiveness of CMS, I would like to -highlight the
following achievements:

1. Decrese fetal mortality rate. For the first time, Florida is now at or below the
national average.

2. Decrias6d morbidity rate.
3. Amalgamation of miltiple local, state and federal screening programs which

has decreased the fragmentation of care and increased cost effectiveness.
4. Increased budget for children's programs.
5. As the fulcrum for much child-related legislation and regulation, the following

measures have been enacted: neonatal screening programs, neonatal health insur-
ance, regulation of hot water heaters, required pro-school physical- examinations,
and adoption of handicapped children.

6. Maintenance of the involvement of the private sector at the educational units
within the CM8 patient care structure even at significantly reduced, below standard
fees for the area. This has maintained the best qualified physicians in Florida
within the system. There continues to be a need to address the reimbursement
system that will allow the continuation of the private sector in its involvement.

7. The CMS allows for relation to education-85 percent of the children in the
program are utilized in the educational system relating to Florida's future health
professionals. The CMS law in Florida indicates that whenever feasible the CMS
progams should work with those centers that educate the future health profession-
als for children.

8. The establishment of state-wide standards. Ninety percent of the nation's
standards for cardiac programs were initially adopted in Florida by rule and regula-
tion. The Title V agency has always been linked to standards that assure a certain
quality of health care as opposed to the Medicaid entitlement programs in which
the individual may go through a whole series of health providers without any
coordination.

In addition to the MCH-CC program so important to child health care in Florida,
Title V also provides for the state's University Affiliated Facility at the University
of Miami. This rogram is responsible for the evaluation and care of thousands of
handicapped children and for the development of important prevention programs
through its training and applied research activities. These efforts require continued
support on the national level.

In conclusion, I offer to you the state of Florida's plan for the comprehensive care
of children as a working model for other states as well as on the federal level-a
high administrative office within the state and federal governments to administer



maternal and child health prgra and to) develop appropriate linkari to all
Other which lmCulpon maternal. and child alth. This mode has been

IM t hs --- basd on the Title V rOaMM and has paid particular
attention to stndards, quality of care medical leadeship and, Aov all the child
ad his orhr nes&
We are guilty of many errors and mowj faults, but our worse crime is abandoning

the chlret, ng nthe fo ndatO life.
[anv f weneed can wait. The child cannot

Rgtnow his boe are being fonned, his blood is being made and his senses are

Tohim we cannot answer '"Tomorrow."
His name is "Troday."
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TESTIMONY

A HEALTHY START - TITLE V PROGRAMS IN KANSAS

PRESENTED APRIL 1, 1981

to

U. S. SENATE FINANCE CONI TTEE

Since 1935, Title V legislation has furthered the Kansas effort
to assure a "Healthy Start" for Kansas families by promoting the
health of all mothers and children, including the handicapped. The
Kansas experience with Title V has been:

a A reliable continuing federal committment of resources in partner-
ship-with the state and its communities to promote optimal health
for all mothers, their infants and children.

a An annual federal allocation which allows the state flexibility
in determining its own programs, unencumbered by federal regula-
t ions.

* A sound strategy for targeting federal funds for preventive health
and treatment services for persons with handicaps and other high
risk mothers and children, the population which can most benefit.

* Within the Kansas Department of Health and Environment the Title V
CHO and CC Programs are the "matrix" for adding other federal and

state health programs including SS;, WIC, Genetic Disease, SIDS,
Family Planning, Newborn Home Visiting, Migrant Health, School
Health, and Licensing of Child Care Facilities. Also under this
"umbrella" cooperative programs with private medicine and public
agencies have been developed for Perinatal Care, Adolescent Pregnancy,
EPSDT, and Education of the Handicapped.

* A state unit. responsible for identifying health problems of mothers
and children, and for planning and coordinating health delivery
approaches nas played a significant role in decreasing maternal
and infant deaths, diseases, and handicaps in Kansas. It should be
continued to assure a Healthy Start for families.
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A HEALTHY START - TITLE V PROGRAMS IN KANSAS

APRIL 1, 1981

In Kansas the state's Healthy Start Program of health services for pregnant
women, their infants and children, including the handicapped, has been
furthered through the use of Title V funds. Within the Department of
Health and Environment, Title V funds have provided the matrix for planning,
promoting, and coordinating preventive health services, composed of a
myriad of federal, state, and community prevention and treatment programs
for mothers and children. The 193S authorizing legislation of Title V
has allowed sufficient flexibility for Kansas to determine its own
priorities for the use of these funds. Most Kansas programs evolved
prior to federal laws and funds. Prime examples include the following:

/ 1. 191$ - Establishment of a Division of Child Hygiene (one of the first
in the country) to investigate the causes of infant mortality, to
apply measures to prevent and suppress diseases of early childhood
and to issue information to parents on the care and rearing of
children.

2. 1919 - Licensing of maternity and child care facilities.

3. 1931 - Establishment of the Kansas Crippled Children's Commission
for the early recognition and treatment of crippling conditions of
children.

4. 1963 - Immunizations for all school enterers.

S. 1965 - Family Planning clinics to be established by the Kansas
Department of Health and Environment.

6. 1960'2 and 70's - Laws relating to specific genetic diseases such -
as PKU, Sickle Cell, Hypothyroidism.

The federal programs which are integrated under the state's Title V
authority include MCH-CC, SSI, Family Planning, WIC (Department of
Agriculture), and Migrant Health. Kansas also has programs for Genetic
-Disease and Adolescent Pregnancy funded by a fusion of state, local, and
Title V funds, with no separate federal project grants for these programs.
At different times in history special federal grants have been administered
by Title V in Kansas, such as E.M.J.C. (Emergency Maternity and Infant
Care Project) during World War II, a five year Hearing Conservation
Project (U.S.P.H.S.) during the 1960's, a Perinatal Casualty Research
Project (Title V) 1970 and 1971, and in 1978-80 a Newborn Home Visiting
Program funded by the National Center for Prevention of Child Abuse and
Neglect.

For the past three decades the Title V Office has worked closely with
other state agencies to extend preventive health services to all mothers
and children. Since 1951, the licensing of all child care away from
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home has been a joint effort of the Department of Health and Environment
and Department of Social and Rehabilitation Services. In cooperation
with the Department of Education, Title V coordinates school health
services in the 305 school districts and in recent years Title V staff
have assisted in developing delivery systems for the Title XIX EPSDT
Program and for the Department of Education's Child Find and education
for the handicapped (94-142). Close liaison exists between the Title V
and WIC Nutrition Programs and food. stamps, school lunch, and preschool
nutrition programs of other agencies.

A concerted effort has been made in Kansas to allocate Title V resources
through a system of grants to communities. Local public health departments
have mushroomed in Kansas during the past decade increasing from 50
county health departments to 100 of the 105 counties. Although local tax
dollars provide the major support for comunity maternal and child health
services these funds are supplemented by fees collected from private
patients, Title XIX EPSDT reimbursements, state funds, and state admini-
stered federal grants from Title V, Title X, and WIC.

A good illustration of a cooperative program between Title V and the
private sector of medicine is the Statewide Perinatal Program for high
risk mothers and sick newborns. Through its efforts a sharp decrease of
the state's neonatal mortality rate has occurred, from 12/1,000 births
in 1974 when the program was initiated to 7.7/1,000 births in 1979.
Close linkages exist with the two branches of the University of Kansas
Medical Schools, with the Program of Projects, the special crippled
children's clinics, and the University Affiliated Facility.

It has been traditional in Kansas to coordinate Title V program efforts
with the private sector of medicine at all levels. Private physicians
serve on advisory committees at the state level and provide medical
services to the M G I, WIC, C & Y, and Family Planning clinics at the
community level. By statute county health departments in Kansas are
headed by a physician in that community. In practice in all but three
urban counties the health officer is a practicing physician.

The Kansas Healthy Start effort described in the Department of Health
and Environment's public information leaflet is further described in
a report of the combined activities of Title V and allied programs for
1980, both attached to this testimony.
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PROGRAM HIGHLIGHTS - CHILDREN AND YOUTH - 1980

Kansas Department of Health and Environment

1. Perinatal Statistics

1979 data released during 1980 revealed an increased number of
births and a decrease of infant mortality rates.

Infant
Births Mortality Rate Perinatal Rate Neonatal Rate

1978 36,581 12 15.8 8.3
1979 38,916 11 1s 7.7

Preliminary data for 1980 reflects a further decrease of infant
mortality to 10.3/1,000 births.

The infant mortality among blacks however remains extremely high,
20.6 with Wyandotte County's rate of 26.2 even higher than the
nation's.

The number of births to young mothers under eighteen is decreasing
in Kansas from 7.2% in 1975 to 4% in 1979. Of the births to mothers
under 20 years of age 36.6% were out-of-wedlock. The number of
elective home births are small but increased from 147 in 1978 to
180 in 1979.

2. Family Planning

Family planning clinics are now located in 63 counties and during
1980 served approximately 41,000 persons, 32% being nineteen years
of age or younger. Barriers to service for minors exist in Sedgwick
and Johnson County as parental consent is required. During the
year natural family planning activities expanded with a grant to
St. Francis Hospital in Wichita with services in Wichita, Topeka,
and Hays.

3. Pregnancy Care

A. Maternity and Infant Care

Approximately 78% of Kansas women receive early pregnancy health
care, however, only 50% qf the very young and low income mothers
receive appropriate care. Nine counties have addressed this
problem with special maternity and infant care projects for
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for adolescents. Two new projects were authorized by the 1980
Legislature at the request of the Children and Youth Advisory
Committee. These programs are located in Shawnee, Sedgwick,
Wyandotte, Johnson, Saline, Geary, Riley, Leavenworth, and Reno.
For the year ending July 1, 1980, 840 pregnant adolescents and
451 infants received these comprehensive services. Only 2.S%
of the M 4 I infants required intensive infant care as compared
to the national average of 7% of infants born to young mothers.

B. Kansas Natality Survey

A sample (1,320) of the 38,000 women who gave birth in 1979
were surveyed to assess the prevalence of health risk factors
in pregnancies. Results: 32% smoked, 56% drank alcohol, 25%
were non-prescription drug users. The largest percentages of
smokers and drug users were black, unmarried, with less educa-
tion. The reverse was true of alcohol consumers who were most
often white, married, with more than high school education,
and earlier in obtaining prenatal care (83%, 1st trimester care
as compared to 78% for general population).

C. Prenatal Education Survey

Content and availability of prenatal education was studied in
a survey of 186 educators. Classes were identified in 82 of
105 counties, eighteen were early pregnancy classes.

D. State Perinatal Care Program

During 1980 there were 450 sick newborns transferred for
treatment to the Level III centers at KUMC, Kansas City,
and Wesley Hospital in Wichita. Also there were 126 high risk
.pregnant women who were transported to Wesley Hospital for
delivery. Increasingly, the Level II centers throughout the
state are providing consultation and referral sources from primary
care hospitals. Four quarterly meetings for perinatal medical
providers were sponsored during the year at Wichita, Parsons,
Junction City, and Shawnee Mission, with 331 professionals
participating.

4. WIC Program

During 1980 the monthly caseload for the supplemental food program
was 3,110 pregnant or lactating women, 3,778 infants, and 8,778
preschool children (July 1, 1979). There are 13 local agencies operat-
ing programs in 28 counties.

The state's computerized food voucher system has simplified the ad-
ministration by local programs. This has been a popular program
which has led to better utilization of preventive health services
for high risk mothers and children. The major problem is inadequate
coverage of the state and in some existing projects - waiting lists.
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S. F&Ily Centered Maternity Care

Consultation has been provided to approximately 45 hospitals on the
subject of family centered maternity care including the development
of ' oirthinjg" rooms. At present 36 hospitals have approved family
centered care plans with 10 hospitals including birthing room in
the plan.

Kansa is the first state to develop regulations for licensing
Maternity Centers, facilities for the delivery of low risk
women in a more homelike environment. One center in Topeka
was approved during 1980 for this care.

6. Pierre the Pelican

The Pierre the Pelican Prenatal Newsletter Series is smiled out to
expectant parents and parents of babies up to one year of age upon
request. The objective of the newsletters is to educate expectant
and new parents to have realistic expectations about pregnancy and
the normal development of infants. The series is extremely popular
with parents. Present total enrollment for the program is 3,287
prenatal and 8,986 postnatal. Mental Health Centers and Cooperative
Extension Offices are ailing the newsletters in 22 counties with the
Bureau handling the remainder.

7. Healthy Start - Home Visitor Program

The Healthy Start - Howe Visitor Program for families with newborns
provides primary prevention services and reduces the incidence of
serious abuse and neglect of infants and young children. During
1980, there were 5,546 births in the project area and trained lay
home visitors visited 2,865 mothers in the hospital and made home
visits to 3,139 families. Referrals for preventive health services
increased throughout tho area. Training programs for lay visitors,
using staff consultants from the Department of Health and Environment
and Social and Rehabilitation Services, were held quarterly.

8. Genetic Disease Programs

A. Phenylketonuria (PKU) and Hypothyroidism

There were 31,570 newborn screening tests for PKU and hypo-
thyroidisa performed by the Department of Health and Environment
laboratory.

Hypothyroidism: 512 infants were retested because the initial
test was positive. There were 9 infants identified as having
primary hypothyroidism and are under treatment to promote
normal development.
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Phenylketonuria: 2 infants were retested because of presumptive
positive tests. One child is still under observation for
Hyperphenylalaninemia. This was an usual year in which no
cases of PKU were identified.

Clinic services for these conditions, including dietary mange-
ment and genetic counseling, were provided at KUMC and UKMS-
Wichita for 92 persons. The dietary treatment product was
provided to 26 children with PKU.

B. Sickle Cell Anemia

The laboratory which performs sickle cell screening under a
contract with the Department screened 3,551 individuals during
1980. Of this number 260 tests were positive for the sickle
cell trait. These individuals received genetic counseling.
Education programs were carried out in several schools using
films, pamphlets, and speakers provided by the Department.
Medical and hospital care are provided by the Department for
persons with sickle cell disease.

C. Cystic Fibrosis

This program provided necessary drugs and inhalation equipment
for 226 individuals during 1980. Diagnostic and control clinic
services are offered at two locations (KUMC and St. Joseph
Medical Center in Wichita) for children with cystic fibrosis,
a life threatening genetic disease. The objectives of the program
are to prevent hospitalization and increased dependency with
home services to families with this disease. Genetic counseling
is a component service of the program. Fifty children were
approved for medical and hospital care by the Crippled Children's
Program.

D. Genetic Counseling

The Genetic Counseling Center of Topeka and clinics at KUMC
and UKNIS-Wichita receive funds from the Bureau to provide
genetic testing and counseling to Kansas families. This includes
premarital and prenatal services as well as services to families
who have experienced the birth of a child with a birth defect.

10. Licensing of Child Care Facilities

The 1980 Legislature revised the Child Care Licensing Act to permit
registration of day care homes caring for six or fewer children,
effective July, 1980. By January, 1981, 782 persons had applied
for registration through the use of a self-evaluation checklist. Also
by the end of the year there were 2,479 family day care homes licensed
or license pending. The revised law has resulted in extending



894

Page 5

protection to additional children with approximately 25,000 in
registered and licensed family hone care. Also, there are 869
child care centers, and 1,850 foster family hones under the
licensing program. Through licensing standards efforts are made
to promote optimal care outside of the child's hose and prevent
health problems and abusive or neglectful situations. The need
for safe day care will continue to grow with the increasing numbers
of working women. Foster family home regulations were revised during
the year with the legislative review committee rejecting the
prohibition of spanking. This past year there have been several
outbreaks of infectious diseases among infants in group day care
centers. A number of child care facilities have had to be closed
this year because of abuse or neglect of children in care.

11. Special Projects

A. Children and Youth Projects
The Kansas City and Topeka comprehensive medical care projects for
low income children 0-21 are providing services to 8,000"children.
The major problems are caused by yearly inflation with fixed
grant awards over the past several years.

B. Dental Projects

The two dental programs at KIMC and Wichita-Sedgwick County Health
Department are providing comprehensive dental services for 6,000
children.

C. Migrant Health

The Western Kansas Migrant Program operates in seven western
counties and due to budget limitations most of the health services
are preventive and for pregnant women and children. An associated
WIC program places strong emphasis on nutrition.

12. School and Preschool Health Programs

A. School Health

During 1980 a concerted effort was placed upon promotion of child
health assessments for school enterers as requested by the 1980
Legislature. A revised child health assessment form provided by
Department of Health and Environment has been well received and is
in use in most school districts. During 1980 a school health
services survey was made by the Department of Health and Environment.
Initial tabulations reveal that 77% of the school districts have
responded, which represents 89% of the school population, with 116
districts reporting that health assessments were required for school
entry. Additionally most schools encourage health assessments upon
school entrance. Of the districts reporting, 76% of children
entering school for the first time submit reports of child health
assessments. School health promotion efforts were facilitated
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during 1980 with the award by CDC of risk reduction grants to
schools in Lawrence and Topeka with health education consultation
provided by the Department of Health and Environment.

B. Imuunizations
The Department of Health and Environment conducts a regular
surveillance program on the status of immunizations in day cLe
programs, Kindergarten and schools. D4y Care Providers are
encouraged to review and update immunizations on each child
enrolled and provide the Department with a report. The immuni-
zation level has consistently remained above 90%." The Kindergarten
level has also been above 90% for the past three years.

C. Hearing Conservation

In addition to the regularly scheduled training programs for
personnel doing hearing screening on children, this Department
worked closely with the Department of Education on the Child
Find Program. The purpose of the program was to identify and
assess preschool children with handicapping conditions. Training
programs and continuing education courses were held for both lay
and professional people to increase their knowledge. Screening
programs were held to assess these children and identify the
types of handicaps. 1,386 children 0-5 years of age had hearing
screening with 746 being identified in need of follow-up.

13. Crippled Children's Program

The thrust of Kansas Crippled Children's Program in calendar year 1980
has included increased availability of diagnosis and treatment services
and increased interagency involvement. There are approximately 5,000
children in active treatment through KsCCP services. A branch office
of KsCCP in Wichita became fully operational and serves the population
of children receiving their health care in the Wichita area. There
have been regional staff contracted in Wichita, Kansas City, and
Parsons to serve the child population receiving KsCCP services with
focus on the children receiving SSI/Disabled Children's Program Unit
service.

In association with the Parsons University Affiliated Facility and
the Parsons State Hospital and Training Center, KsCCP sponsors a
clinic which meets every other month to provide diagnosis and treatment.
The health care disciplines involved in tis clinic are nursing, nutrition,
orthopedics, orthotics, pediatrics, physical therapy, physiatry, and
social work. The number of children seen at each clinic is between
45-65 and are referred by school personnel, public health personnel,
and private physicians. The pediatric cardiologist from the University
of Kansas Medical Center has conducted outreach cardiology diagnosis
and treatment clinics in Hays and Manhattan. The number of children
seen in each clinic is between 6-12 and are referred primarily by the
local medical community. Six otology clinics funded by KsCCP and

80-480 0 - 81 - 26
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conducted by staff of the Bureau of Maternal and Child Health were
held across the state. There were between 40-45 children seen at
each clinic site with referrals from school personnel, public health
personnel, and private physicians.

Increased involvement with the Department of Social and Rehabilitation
Services has resulted in a more active role to identify and refer
potential recipients for Title XIX services and the ability of KsCCP
staff to prior authorize Medicaid payment of a limited number of
durable medical equipment items.

The Department of Education, Special Education, and KsCCP jointly
planned two pilot projects at Garden City and Parsons using a multi-
discipline team to review findings, examine children, arbitrate on
certain issues and make recommendations for the educational plans of
children with complex problems. The multi-discipline team includes
health care and educational disciplines. The discipline components
of the team may vary with the needs of the children being evaluated.
Local medical and educational personnel are involved in selection of
the team members and participate in the evaluation. The first Special
Child Clinic will be held in January in Garden City. Referrals will
be made by school personnel, public health department personnel,
social service agency personnel, and the local medical community.

The calendar year 1981 focus of KsCCP will be to continue to in-
crease availability for diagnosis and treatment and to increase
interagency involvement. The activities discussed will be continued
as planned in addition to the development of a clinic in the North-
west similar to the ongoing Parsons clinic, is being planned.
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I. Introduction

Mr. Chairman and Members of the Committee: I am Vernon K. Smith, Ph.D.,
Director, Medicaid Policy and Provider Services, for the Michigan Medi-

caid agency (the Michigan Department of Social Services, Medical Services

Administration). I was the Budget Director for the Michigan Department

of Social Services.

I am also Chairman of the national Technical Advisory Group (TAG), composed

of state Medicaid Directors and state Program Managers for the Early and
Periodic Screening, Diagnosis and Treatment (EPSDT) program, which advises

the Health Care Financing Administration (HCFA) on all aspects of the

EPSDT program. The ESPOT Advisory Group has provided an excellent example

of how the state-federal partnership can work toward:

effective administration
improved performance

simplification of procedures

regulatory change

for the preventive child health component of the Medicaid program.

IT. Effects of a Federal Funding Cap on Medicaid

I am pleased to appear before the Committee today to discuss some of the

major impacts of a federal funding cap on Medicaid. -I would add my voice

to those from many other states who have supported the position of the

National Governors' Association (NGA) regarding the proposed five percent

Medicaid cap. Governor Hunt of North Carolina, Chairman of the Committee

on Human Resources of the National Governors' Association, has succinctly

summarized the NGA position on a Medicaid cap:

it is not acceptable."

Of the significant concerns that states have regarding the proposed cap,

those relating to child health are among the most important:

INEVITABLY, THE PROPOSED CAP WILL FORCE STATES TO PLACE LESS

PRIORITY ON CHILD HEALTH AND PREVENTIVE CHILD HEALTH PROGRAMS.
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INEVITABLY, THEREFORE, THE PROPOSED CAP WILL ADVERSELY AFFECT
THE CURRENT AND FUTURE HEALTH STATUS OF CHILDREN IN LOW-INCOME,

EDICAID-ELIGIBLE FAMILIES.

Allow me to illustrate how this will occur, using the State of Michigan
as an example.

Michigan was among the first of the states to fully implement the EPSDT
program in 1972-73. Our approach has been to fully integrate EPSDT into
the mainstream of the Medicaid program and into the range of other preven-
tive child health programs, such as the Title V Crippled Childrens program.
The Medicaid agency contracts with the Michigan Department of Public Health

for the screening aspect of EPSDT. The Department of Public Health, which

administers public clinics and the Crippled Childrens program, contracts
with the Department of Socfal Services, within which the Medicaid agency is
the fiscal intermediary for the processing of Medicaid claims, to be the
fiscal intermediary for Crippled Childrens claims. In this manner, there

is coordination at the state level among public health programs such as

Crippled Children, EPSDT and the entire Medicaid program for scope of
coverage, determination of eligibility, source of funding, common data base
management, unduplicated referrals, and processing of claims. Without

this coordination and focus, low income children in many instances would
be left on their own for preventive health treatment.

In Michigan, fiscal year 1979-80 expenditures for the full Medicaid program
totaled just over $1 billion. Of this amount:

EPSDT Screening (under contract with Department of
Public Health) ....... ..................... $ 8 million

Medicaid payments for EPSDT eligibles for physicians,
dentists, other outpatient and inpatient diagnosis

and treatment services ..... ................. $232 million

CLEARLY, THE EPSDT PROGRAM ACHIEVES ITS PURPOSE OF PREVENTIVE HEALTH CARE
BY PROVIDING A FOCUS AND AN ELEVATED EMPHASIS ON PREVENTIVE CARE WITHIN
THE MAINSTREAM OF THE MEDICAID PROGRAM ITSELF,

From a state perspective, the success of an EPSDT program can be measured
by the extent to which it is fully integrated with Medicaid. Indeed,
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EPSDT should be viewed less as a distinct program than as the mechanism

within Medicaid through which is achieved the entitlement promised by

Title XIX for access to preventive and acute health care for Medicaid-

eligible children.

Now, with this background, it can be shown with certainty that a cap will

adversely impact the availbility of preventive and .continuing care for
Medicaid children, because this has already occurred in Michigan.

The fiscal shortfalls caused by economic decline and unemployment in the

State of Michigan in the last three years have already forced Michigan to
make hard decisions to reduce program costs. The lack of state matching

funds has served as a state cap, and a powerful incentive to cut the pro-

gram. The depth of the fiscal shortfall has been so severe that the

Medicaid program has been forced to move well beyond reasonable "cost con-
tainment" policies into arbitrary "cost reduction" actions in order to

contain spending within available resources.

The cost-cutting and cost avoidance measures undertaken in Michigan have

an annual value of $238 million. (See Attachment A for a listing.) While

every effort has been made to minimize the impact on recipients, that

goal is simply not achievable when program savings of this magnitude are

necessary. Examples of Michigan's actions which affect children include:

Reduce the number of EPSDT screenings.

Reduce reimbursement levels for physicians, dentists and pharmacists.

Reduced reimbursement, together with other actions, has adversely af-

fected provider participation in Medicaid, making it more difficult

for child and adult recipients to locate and maintain continuing

medical care, and increasing the likelihood that a recipient may use

a hospital emergency room when a physician visit was more appropriate.

Elimination of certain drugs such as Valium from Medicaid coverage.
This has, in some cases, created financial hardship or added to health

risk, particulary among children whose spasticity, cerebral palsy or

seizure control is uniquely achieved through treatment involving one

of the drugs eliminated from coverage.

If it were possible for Michigan to live with the proposed cap, it would

only be because:
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" Cost reduction measures initiated over the past two years are just now
bearing fruit.

" The-state has responded, as a co-equal funding partner with the federal
government, to its own interest that funds be expended responsibly,
effectively and efficiently.

* Policies are adopted which adversely affect adults and children who rely

on Medicaid for both preventive and ongoing health care.

In Michigan, we recognize that cost containmenj;p6ihqies and program cuts
are forced upon us by the state's current fiscal emergency and by the
statutory formula for determining a state's Federal Medicaid Assistance
Percentage (FMAP).*

A mujor concern in Michiganf is that these policies and program cuts may
turn out to be short-sighted. Under current regulatory constraints, a state
which wishes to cut Medicaid costs has a limited array of options, most
notably including:

* reducing provider fees
* reducing optional benefit packages
* reducing eligibility
* imposing utilization controls

The statutory FMAP formula is completely unresponsive to the economic sit-
uation of a state such as Michigan, which last year had the highest unemployment
rate In the United States, and an actual reduction in state revenues. These -
circumstances have severely strained Michigan's ability to finance its share of
Medicaid expendituris. Yet, the Federal Medical Assistance Percentage for Michi-
gan is the minimum allowed under current statute, 50 percent.

This formula requires amendment. We would suggest, for example, a simple
*unemployment trigger," with a state's FMAP increased in relationship to each
percentage point a state's unemployment rate exceeded the national average.
Michigan is prepared to discuss the specifics of stch an amendment with the Com-
mittee and staff.

This amended formula would provide modest, equitable, timely and appropriate
relief for states which experience ext.deme economic downturns and consequent in-
ability to finance both state programs and state-federal programs such as Medicaid.

Part of Michigan's concern with the proposed cap Is that its historical base
for allocating funds to states will perpetuate the inequities of the existing FMAP
formula, and fall to offer credit to a state for cost containment and cost reduc-
tion actions already enacted and therefore included In the base.
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The ultimate result of cutting back on preventive, ambulatory services

through any of these options may well be to increase costs of the Medi-
caid program. Increased costs may occur because of:

Increased cost of future health care due to reduced preventive
measures currently delivered through EPSDT;

. Increased use of high-cost institutional services, such as in-
patient hospitalization or nursing home care; or,

. Increased use of emergency rooms where access to mainstream, primary

care is restricted.

Available evidence suggest. these results will in fact occur. A recent

study in North Dakota showoJ that children receiving EPSDT services used

up to 39 percent fewer inpatient services, and that per capita expendi-

tures for screened persons were 36 to 44 percent lower than for unscreened

persons. (See Attachment B for abstract.)

Further, it is likely that the proposed cap will force states into arbi-

trary reductions and exclusions which will fall more heavily on children

than on adults. This result will occur because children are less likely

to utilize hospital and nursing home care, which together account for 80

percent of Medicaid expenditures nationally. Under present statutory re-

quirements, costs for both hospitals and nursing homes are likely to in-
crease at a pace exceeding the increase in a Medicaid cap -- thus, further

increasing the share of total expenditures allocated to these areas.

Nationally, children comprise 47 percent of Medicaid eligibles, but account

for only 17 percent of Medicaid expenditures. Unless there is relief from

the "reasonable cost" principle of reimbursement for institutional providers,

it is inevitable that there be not just a reduced proportion, but a reduction

in absolute dollars, in the allocation of Medicaid funds for children and

preventive child health care. This result must indeed be regarded as short-

sighted.

In summary, key consequences of the proposed Medicaid cap upon preventive

and child health programs include:

. Reduced spending for preventive health services, especially for Medicaid-

eligible children.
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Reduced health screening of Medicaid-eligible children through EPSDT.

, Reduced access to primary, continuing medical care for Medicaid-eli-
gible children.

, State initiatives to eliminate coverage for certain optional services.

* Possible increases in Medicaid costs due to utilization of institutional
providers of health care.

• Long- and short-tern health consequences for children whose health care
is provided through Medicaid.

11. Recommendations

From the above discussions of the consequences upon child health, there are
several recommendations:

A. Do not cap federal Medicaid funding.

To do so will fundamentally alter the financing structure for Medicaid
to the detriment of children and adult Medicaid beneficiaries.

B. Remove constraints which impede the ability of states to rationally and
efficiently manage the EPSDT component of the Medicaid program.

1. Repeal Section 403 (g) of the Social Security Act. States do not
need the threat of fiscal penalties to achieve an effective program.
The repeal of this Section should not be interpreted in any way as
a lessening of emphasis or priority on child health or preventive
health programs.

2. In this regard, the national EPSDT Advisory Group has been working
closely with the Health Care Financing Administration to strengthen
EPSDT while removing counter-productive procedural requirements and
other regulatory restraints related to the penalty statute and
associated regulations.

C. Provide states flexibility to manage the Medicaid program, including
EPSDT, in a prudent manner.

It must be remembered that for more than one-fourth Of the states, the
state medical assistance percentage is the same as the federal medical
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assistance percentage.

Additionally, in many states (including Michigan), Medicaid is the

largest single program in the entire state budget.

In this context, a state's incentives for cost containment and pru-

dent program management reflect its own fiscal interest, and the
federal government reaps the benefits equally with the state when

cost savings are achieved.

However, current federal law and regulation constrain states from

adopting policies which would serve the public interest and reduce

overall state and federal costs. The specifics have been outlined

by the National Governors' Association and are listed for emphasis

below:

Law (SSA)

Reasonable Cost
Reasonable Charge
Prepaid Health Plans

Utilization Controls by Diagnosis

Client Cost Sharing

Freedom of Choice

PSRO as Determiner of MA Payments
Maintenance of Effort
Federal Medical Assistance Percentage
Eligibility Conditions (Buy-in)

Equality of Benefits
EPSDT Penalty

1902(a)(13)(0)

1902(a)(30)

1902(a)(4)

1902(a)(10)

1902(a)(14)

1902(a)(23)

1158(c)

1618

1905(b)

1837(e)

1902(a)(9)

403(g)

Reg (42 CFR)

447.261-62
447.341
431.565
440.230
447.51-59
431.51

433.10
435.501(c)
440.240
441.70-71

The ultimate effect of adopting these recommendations will be:

to enhance the priority of preventive and ongoing health care for
children;

to allow states to fund an equitable share of program costs;

to allow states the flexibility and authority needed to manage the
Medicaid program, including the child health component, in a cost-

effective, efficient manner.

1.
2.
3.
4.
5.
6.
7.
8.
9.

10.
11.
12.
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In sumry, the proposed cap on federal Medicaid expenditures will force
states, Michigan in particular, to reduce Medicaid expenditures for child
preventive care through EPSDT. This reduction in PREVENTIVE services will
no doubt increase future Medicaid costs because of health problems left
untreated or undetected in the child population.

Let us remeier that adage "an ounce of prevention is worth a pound of
cure" is nowhere more applicable, nor more critical, than in the case of
the health of a child.

VKS:tj
03/30/81

Attachments
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ATTACHMENT A

APPENDIX 2

SAVINGS TO MICHIGAN MEDICAID PROC-RAM, F-Y 1980-81

Medlfcaid Cost Containment
(In millions of dollars)

Irplementation
Policy Date Annual Savings

Third-party liability

Second surgical opinion program

Volume purchase of eyeglasses

Generalist vs. specialist fees

Routine testing

Outpatient hospital laboratory

Automated testing; laboratory

FY 77-78
FY

FY

FY 79-80

FY 79-80

FY 78-79

FY 79-80

FY 79-80

F'Y 77-78

78-79
79-80
80-8l*

Fly 80-81*

FY 80-81'

FY 79-80
F?80-82*

FY 80-81'

FY 80-81*

FY
FY
FY

7e-79
79-80
e-e1*

Pharmacy co-Fey

$38.0
27.3
39.5
46.0

$ 2.0
4.0

$ .25
.50

$ 1.0
2.0
2.0

$ .50
.50

$ 1.0
2.1

S 1.3
1.3
1.3
1.3

%"Y 8 0- IS3. 0
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Medicaid Cost Containinent, continued

1implementat ion
Date-4Pel icy Annuui Savlngs

Recipient monitoring FY 78-79 Pilot
FY 79-80 Expanded

FY 74-75

$ .0F?80-81" 1 .0

FY 80-81*
CHSD

FHCP
GHS
HAP

$ 2.2
1.3

.92
.05
.03
.008

Fraud and abuse FY 76-79

Alterrhives to institutional
and nursing home care

- Prospective reimbursement for
long-term care facilities

Prospective reimbursement for
hospitals

Inpatient/ambulatory fee
differential

FY 1978-79

FY 1979-80

FY 1979-80

FY 80-81* $ 4.0

EY e0-81* $150.0

FY 8O-81* $15.0

FY 80-81* $ 5.0

F? eo-1* $ 1.0

.T"AL FY 80-81 SAVINGS .................................. $238.2

*Projected.
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?,PPENDIX 3

MICHIGAN MEDICAID COST CONTAINK ,T MEASURES

Hospitals

1. "Prudent buyer" concept for outpatient laboratory services

The concept of "prudent buyer" means that given equal or comparable
quality standards, Medicaid reimbursenent for a service should be at the
lowest charge level at which the service is widely and consistently
available. This concept was applied to outpatient laboratory services
(federal regulations prohibited its ap;;icatbcn to Inpatient services) by
establishing a policy that all services included in the outpatient hospital
laboratory cost center will be reimbursed at icaid's prevailing
fee-for-service or the hospital's usual and customary charge, whichever is
less.

The impact of this policy was felt primarily by outpatient hospital
centers which previously had been reimbursed under the cost settlement
process; under that reimbursement approach, outpatient hospital settings
received a higher reimbursement rate than physicians and independent labs.

Cost Analysis:

-- Implementation 1979-80.
-$2.1 million saved in FY 80-81 under this policy (32% reduction

in OPH lab expenditures) ;
$1 million saved in FY 79-80.

2. Routine hospital laboratory and radiology testing policy

Many unnecessary and costly laboratory and radiology tests are
performed in hospitals because of existing general hospital policy or
because of an attending physician's standing orders. Such routine
administration attests to the fact that consideration has not been given to
the individual patient's condition or diagnosis. In order to avoid
unnecessary testing, the Medicaid program adopted a policy that, on elective
inpatient hopsital admissions, testing not specifically ordered by a
pt ysician not be reimbursed. Admission tests are defined as all those tests
which are directly related to an admission and are performed within the
first 48 hours of admission.

Cost Analysis:

-Irjlenentation FY !79-80.
-Michigan Medicaid saves $.5 million annually throwh this
program.
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3. Mandatory Surgical Second Opinion.Program

The Surgical Second Opinion Progran (SSOP) is designed to reduce
surgical utilization by reducing the numer of initial recommendations for

-surgery (referred to as the sentinel effect) and by reducing the number of
surgeries which occur after the second opinion. SSOP results not only in
cost savings, but has the additional benefit of protecting Medicaid
recipients from unnecessary surgery.

A Congressional Committee Report estimated that between 1.9 million and
2.4 million unncessary surgeries were being performed in this country,
resulting in an unnecessary cost of heteen $3.6 and $4.5 billion and
causing over 10,000 unnecessary deaths due to complications. Requiring a
second opinion for those non-emercjency cases of elective surgery which are
most prone to abuse should decrease the amount of surgery performed under
Medicaid by up to 20%. The decrease in surgery results from two sources: a
13% non-confirmation rate (the second surgeon says that surgery is not
needed), and a "sentinel effect" decreasing the amount of unneeded surgery
ordered because the doctor knows that he or she will be reviewed.

Under Michigan's program, eight surgical procedures are covered
(cholecystectorzy, dilatation and curettage, henorrhoidectony, hernia repair,
hysterectomy, meniscectomy, tonsillectomy and/or adenoidectomy, and urinary
system endoscopy). Tn order for a physician to be reinibursed for one of the
covered procedures, the recipient most have received a second opinon.

Cost Analysis:

-Implementation FY 79-80.
--In FY 1980, the program saved S2 million while operational only
* in the Greater-Detroit metropolitan area. The program is now

fully operational statewide and is expected to save $4 million
annually.

Laboratories

4. Automated testing policy

An investigation of laboratory billings showed that lab providers were
performing automated tests and billing them as manual tests ir, order to
receive higher manual rates, and that physicians wre performing lab tests
manually in their offices when it would be cheaper and more accurate to send
the tests to an inderene.ent tat i.t. *e v,.'.-e' to r-. -. :- :e .
In order to save costs, thse Me*dcai6 program revised its pa went mechanism
for automated lab tests by specifying 14 tests which are cos.only available
on automated equi-ent ane speci ;. &,a s,.ch costs W!11 e ;.aid only at
automated rates.

Cost Analysis:

--Implementation FY 77-78
-Prior to irnplenentation, an average of $3.31 was paid per

occurrerce on tie stciftoj .s:s. After ir.fleerntaton, tha
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average payment per individual test was $1.43. Michigan
Medicaid saves S1.8 million annually with this project.

Other Measures

5. Recipient monitoring project

The recipient monitoring project was designed to identify recipients
who are misutilizing Medicaid services. ajor areas subject to abuse
include office visits, addictive or psychotropic drus and emergency room
visits. Once the recipients are identified (by an edit on the computer
program), they are placed in a program designed to redce use to appropriate
levels. (Note: This program has also resulted in the identification of
abusive providers who are dealt with through Michigan's new provider fraud
law.) A combination of counseling, voluntary "contracts" to 'reduce usage,
prior authorization, and *lock-in" to a single provider are techniques
employed to reduce utilization.

Cost Analysis

-Implementation: FY 78-79 pilot; FY 79-80 expanded.
-Program saves $1 million annually.

6. Volume purchase of eyeglasses

In order to enhance the quality of eyewear available to Medicaid
recipients and to pursue cost savings, the Michigan Medicaid program
implemented a volume purchase of eyeglasses. This program eliminates the
price markups between manufacturers and wholesalers, and between wholesalers
and retailers. Prior to the est blisher.t of the program, a provider
procured eyewear from any source which he or she desired after receiving
prior authorization to furnish the glasses. Lenses were billed at the
provider's usual and customary charge. For frames and fitting services, the
provider billed his or her usual and customary charge of the acquisition
cost of the frames plus $7.00, whichever was less (the emnount not to exceed
$17.00).

Under the program, the state contracted with Bausch & L.b for a
variety of frames and spectacle lenses. Subsequent to receiving prior
authorization from the program, Froviders are reimbursed only for dispensing
the eyeglasses .... -rograr. is t'.21c e:. ,aac. a tc-,. for t-.e
materials. Medicaid recipients may choose any optometrist or other eye
professional for exams and fittings. Tnese providers, houever, rist order
eyewear from Bausch & Lo.b.

Cost Analysis:

-Inplementation FY 1979-80.
-The program has resulted in a savings of $500,000 in materials

(30% of the program costs).



411

-6-

7. Health Maintenance Organization (Ho) enrollment

Allowing the choice of HMO enrollment for Medicaid recipients results
in both cost savings to the state's program, as well as furthering the

.-----.ecipient's freedom of choice among providers and increasing access to
mainstream health care enjoyed by other .ichigan health care consumers.
Michigan has more Medicaid recipients enrolled in HM0s tran any other state
in the Union, with a 6% enrollment statewide and a 20% enrollment in the
Greater Detroit metropolitan area. lPIes provide an agreed-Lpon set of
health-care services (all Medicaid services except long-term care and
dental) to voluntarily enrolled recipients for a fixed periodic rate which
is prepaid on a monthly basis on behalf of each enrolled recipient.
Currently, there are five l1mOs serving six Michigan counties which have
contracted with the Medicaid program.

Cost Analysis:

-Implementation FY 1974-75.
-The HMO program saves 10% each year on each Medicaid recipient

enrolled. Total savings at current enrollment levels are $4.5
million annually.

Expansion of this program is inhibited by federal regulations setting
arbitrary limits on the nirrlber of Medicaid recipients allowed in each HJ10
(as detailed in Appendix I on regulations) and the scarcity of lMOs. It
will bd further hampered by the Administration proposal to end funding to
establish new HMOs.

8. Alternatives to long-tern-care
4

For the past five years, Michicar has committed itself to treating
patients in the least restrictive setting possible, while still maintaining
adequate care. This policy is both cost-effective and offers the patient
the best chances for recovery corcomitant with meeting the desires of most
persons to live as independently as possible.

Michigan provides Adult Hone Help Services to allow patients to stay at
home. .Several gradations of care are available i:, foster care settings. No
new Medicaid-paid nursing homre beds have been added since 1975. As a
result, Michigan spends just over half the national average on nursing
hones.

This success story require. Pich.ca- to ccnrmit monev =-for.t .c . :i
this progr&. (Under the propcse, . ca. c-p, such ffunsiing ..)uc* no: ce
available.) This effort has required th cor,.itent of a large part of
Michican's Title XX Social Services trres, -a::n; with so.- ?'edicaid r.es
for personal cre and hone Ie., servic.c.s. c-oa1.'1 -.n has ha.d .-- hire s:ff to
seek out and license priate Adult Foster Care homes and to screen ar.d place
clients i. tne homes. Even with these expreses, Michigan saves tremen6ously
with this program.

80-480 0 - 81 - 27
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If the maintenance-of-effort regulation in the SSI grant program were
relaxed as detailed in Appendix 1, further expansion and additional savings
%o--I poss I ble.

..do-Cbst Analysi s:

-Implementation FY 197S-76.
-Net savings from the deinstitutionalization program is $150

million annually, and grows each year. Michigan rays 33 cents
of every Medicaid dollar on long-term care compared with the
national average of 45 cents on the dollar.

9. Third-party liability

Medicaid is mandated to be the payer of last resort for medical
services. Clients with other insurance coverage which may cover medical
expenses should have their bills submitted to the private Insurer first.
Many Medicaid providers, unaware that private coverage exists, bill Medicaid
first.

With the aid of seed funding for programing and staff, Michigan
Medicaid has developed a computer system which keeps updated files on
clients' insurance coverage. Doctc * and hospital bills are screened before
payment; bills which should go to other insurers first are refused. In the
event ihat a bill is paid where other insurance exists, the program attempts
to collect the monies spent from the private insurer and has instituted
litigation to recover funds from other payers.

Cost Analysis:

-Implementation FY 1977-78.
-Savings for this program average S0 for every $1 spent. Sav-

ings in F 1981 are expected to be $46 million (FY 78, Sl8.0
million; FY 79, $27.3 million; ard FY 80, $39.5 million).

10. .Generalist versus specialist fees

1e availability of general practitioners who accept Medicaid clients
is a' fundamental factor in preventing over-utilization of specialists and
emergency rooms. Michigan Medicaid pays the same rate for the same service,
irrespective of whether it was provided by a generalist or a specialist.
This pol!cy is de.f;'ed to d!sL:uraqe .- e.-! spec!a2!sts fron doina
routine work and to encourage genera! p.actit.,-ners to particijite in tha
Medicaid program.

Ccst Analysis:

-Implementation Fl !97E-79.
-$2 million is saved annually through this program.
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11. Pharmacy co-payments

Recently Michigan instituted a Med.icaid reciFient co-paynent
requirement for certain pharmaceutical drugs. If a drug is prescribed for

-.--- ich a cheaper generic equivalent exists and if the generic drug is
utilized to fill the prescription, then no client co-payment is required.
If the druggist fills the prescription with the expensive "name brand," he
or she must charge the recipient a 50-cent co-payment and that amount is
deducted from the dispensing fee paid by the Medicaid program. Similarly,
if the client insists on the higher-cost drug, he or she mst pay the
50-cent co-payment.

This program is designed to educate the client to availability of
generic drugs. Druggists, generally desirous of avoiding collection of
co-paypents, find it to their advantage to use and explain the use of
generic drugs.

Cost Analysis:

-Implementation FY 1980-S1.
-This program is projected to save $3 million annually.

12. Control of provider fraud ard abuse

ieldicaid providers cost the medicaid program more in fraud and abuse
than do program recipients. Also, provider fraud and abuse has been more
difficult to prove in court (due to legal loopholes in the Medicaid
program). Finally, remedies to deal with abusive providers have been
l imi ted.

This is an area in which Michigan has again shown unique initiative in
addition to effective response to federal requirements. Fraud and abiss
cost the public a lot of money, an estimated $6 billion annually (National
Health Insurance Reporter, October 31, 1980, quoting Califano).

The State of Michigan both responded to federal initiatives and devised
its own -to deal with this pervasive, costly problem. Michigan's Medicaid
Management Information System gained a fully cert~ffed Surveillance and
Utilization Review Subsystem that is one of the most sophisticated tools
available to any health-care third-Farty payer anywhere.

The Michigan Legislature enacted the Medicaid False Claims Act, which
has assisted the work of the Medicaid Fr.uf Ccr.trol un it. Fr-.
Sej'te.ber 30, 1978 to Decemter 31, i ', iLs cc-ponent of the Attorney
General's Economic Crime Division expended a total of $1.3 million in state
and federal funds with which it saved the pram ah-.ut $.^ Million ir. costs
avoided by elimination of providers' fre,- arn with ohich it actual2,y
recovered $591,000 in restitution.

Most recently, michigan passed' a tough provider-fraud law designed to
close the more frequently used legal loopholes of fraudulent providers.
This bill was the result of several years of study and is quite complex.
Tie major provisions follow:
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(a) Providers are required to be responsible for their own billings.
(It will no longer be sufficient to blame consistent overbillirs or the
billing service.)

(b) Providers must personally sign their ow reimbursement checks.
(Previously, doctors would not sign their own checks and would assert in
court that they never received the overpayment.)

(c) Providers shall not bill Medicaid more than they bill any other
third-party payer or individual.

(d) Providers may be suspended from Medicaid; "limited sanctions" may
be applied whereby one area of practice, say, ::ec:r.g lab work, vould come
under continued monitoring and control (i.e., limited sanctions used to
pinpoint the problem); Medicaid's ability to recover overpayments is
increased by withholding a portion of current payments, Furthernore, the
increased range of sanctions should increase the number of cases brought to
a successful conclusion with fewer court appeals ensuing.

Cost Analysis:

-Implementation FY 1978-79.
-The provider-fraud bill is projected to save $5 million the

first year and progressively more in later years. Of tne
initial savings, about $1.0 to $1.5 million will result from
establishing a statutory basis for protection of activities
which the Department has already undertaken; $3.0 to $4.0
million from direct avoidance of costs, including savings from
modification in abusive providers' behavior; and an estimated
$1.0 million from deterrence, an annual s. vings which is
expected to rise over time.

13.. Prospective reimbursement for long-term care facilities

Michigan several years ago instituted a .holly prospective
reimbursement system for long-term care facilities. Historically, under a
cost reimbursement system, the rate of increase in the cost of long-term
care facilities approximated the inflation rate. Since the introduction of
prospective reimbursement (1978 in Michigan) the rate of increase for
long-t'erm care facilities has risen 5% less than the underlying inflation
rate.

Cost A lysis:

-Michigan is spending $15 million less each year for long-term
care than it would have spent tider the previous system as a
result of the prosrectiv rein'.urseer.nt roster,.
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14. Prospective reimbursement for hospitals

In 1980 Michigan introduced a prospective reimbursement system for
impatient hospital care similar in concept to our Frogram for long-term

-- care.

The reimbursement rate system was negotiated with the hospital
association at the end of the year tq, insure that reasonable cost is paid.

Cost Analsis:

-This program is expected to save $5 million this year.

15. Inpatient/ambulotory fee differential

Over the last two years, Michigan has created a fee differential for
services which could be rendered in an ambulatory setting as opposed to an
inpatient hosital setting. If the service can be rendered in ai outpatient
setting or in a doctor's office, Michigan wants to encourage that the
services be performed in the less expensive setting. Therefore, t~ichigan
Medicaid will pay more to the doctor if he or she orders that these services
be rendered in the ambulatory setting.

Cost Analysis:

--Cost savings for this program are estimated at $1 million
annually.
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ATTACHMENT B

ABS- FkCT June 1980

DiCIP.-.NT: .. Cdbt iljva4t Study of the North Dakota EPSDT Pro~ram, Community

Health Youndatio,., September 1977

IL J CAL FILING SEQLENCE: 50

N~i ER OF VOL71.S ;1 of 1

*UMER OF PAGES : 53

STATES OR ARIAS CO'.FZD : North Dakota

TIME PERIOD : 1977

PUrPOSE:

To assess the i-pact of the EPSDT proEra- on 11Wdicaid expenditures.

KEY FEATURES:

o Examines impact of EPSDT on utilization of medical services.

o Examines the extent to which EPSDT modified total Medicaid expenditures
for child health in one com-unity in North Dakota in one year.

PRINCIPAL FINDINGS:

o There are differences in the uti±iati:n of wedic.- services between
Medicaid recipients who participate in EPSDT and those who do not
participate. Screened persons used 21 to 39 pcrccrn fewer inpatient
hospital services. Screened persons used wre services in the physi-
cian, den:tl, and oitpatient hospital categories.

o There are also differences in evpendinures. Thc d-if!rLncts in
; ed"caid c:;,enc.dur:s are:

1. Total per capita expenditures (including screening costs) were
36 to 44 percent lower for the screened persons than for the
unscreened persons.

2. Per capita e:.-pnditures for inpacient hospital services were 47
to 55 percent lover for screened persons than for unscreened persons.

3. Per capita expenditures for phar-aceuticals were 18 to 21 percent
lower for screened persons than for unscreened persons.

4. Per capita expenditures for physician services were 6 to 65 percent
higher for screened persons tnan for unscreened persons.

5. Per capita expenditures for dental services were "7 percent higher
for screened persons th--n ft: unscreened per~c.-> in the test cotr;.u-
nlty. Hcb'ver, these expenditures were 2 percent lower for screened
;erscns than for unscreened pcrrcns in the ccrt:tr:l zo=: .nity.
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rage 2

PRINCIPAL FINDINGS: (Con tinutd)

6. Per capita e-penditures for optical services were 71 percc;,t
higher for screened persons than for unscreened persons in the
test community. However, these er penditures were 3 percent
lower for screened persons than for unscreened persons in' the
control cou~unity.

TOPICS COVERED:

Child Health/EPSDT Services

- Assessment/Screening

- Medical - physical examination - vision

- Hospitalization

Program Management Functions - State and Local

- Program De%'tlop=cnt

-- Evaluation - Cost

COY.XNTS:
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The CHAIRMAN. Our next panel consists of Dr. Comely, a profes-
sor of maternal and child health, John Hopkins University, Balti-
more, Md.; accompanied by Dr. Don Blim, the president of Ameri-
can Academy of Pediatrics, Kansas City, Kans.; Dr. John Gartland
chairman of the Department of Orthopedic Surgery, Jefferson
Medical College, Philadelphia, Pa., on behalf of the American
Academy of Orthopedic Surgeons.

I would just say at the outset that your entire statements, if you
have written statements, will be made a part of the record.

You can proceed in any way that you wish. We are having some
time problem this morning because of votes on the Senate floor.

Dr. Blim.
Senator HEINZ. Mr. Chairman, let me just say that I am delight-

ed to welcome Dr. John Gartland from Philadelphia, Pennsylvania
here.

Thank you for introducing him.
The CHAIRMAN. Oh, excuse me.
Senator HEINZ [continuing]. If you had not done so, I was going

to do so. You have given him a very fine, thorough, proper intro-
duction.

Dr. Gartland, I won't be redundant, but we welcome you to the
committee.

STATEMENTS OF DONALD CORNELY, M.D., PROFESSOR OF MA-
TERNAL AND CHILD HEALTH, JOHNS HOPKINS UNIVERSITY,
BALTIMORE, MD., ACCOMPANIED BY DON BLIM, M.D., PRESI-
DENT, AMERICAN ACADEMY OF PEDIATRICS, KANSAS CITY,
KANS.; JOHN GARTLAND, M.D., CHAIRMAN, DEPARTMENT OF
ORTHOPEDIC SURGERY, JEFFERSON MEDICAL COLLEGE,
PHILADELPHIA, PA., ON BEHALF OF THE AMERICAN ACADE-
MY OF ORTHOPEDIC SURGEONS; ACCOMPANIED BY DAVID
MURRAY, M.D.
Dr. BUM. I am Dr. Blim from Shawnee Mission, Kans., a practic-

ing pediatrician and president of the American Academy of Pediat-
rics.

I would remind you that pediatricians have long been involved
with the Federal Government in child advocacy programs dating
back to 1912 of the Childrens Bureau; 1921 of the Sheppard-Towner
Act; 1935, the Social Security Act. In fact, at that time over 50
years ago that was the genesis of the foundation of the American
Academy of Pediatrics. For the past 46 years, the Academy of
Pediatrics and pediatricians have been vigorously involved in ma-
ternal and child health, and specifically crippled children's pro-
grams.

Dr. Cornely.
Dr. CORNELY. Thank you.
I would just like to comment on the prepared work from the

American Academy of Pediatrics and draw the committee's atten-
tion to five issues which we highlight in our written testimony.

The first has to do with a request that the administration has
made to you that you set aside title V of the Social Security Act
and the academy recommends against that action.
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We suspect that the administration simply did not understand
the purpose that this committee has intended in sustaining this act
over four decades.

It is and has been the legislative base expressing this Nation's
recognition of the special vulnerability of children and their special
health needs.

If the purpose of block grants is to make it more efficient for
States to receive money, title V now says that 90 percent of the
money does go to the States so it is very efficient.

But also if it is supposed to draw attention to effectiveness, title
V does demonstrate effectiveness. Every State has an unquestion-
ing commitment and focused attention to mothers' and children's
health, and we believe that this effectiveness is due to structural
components in title V which you should not treat lightly.

One is that each State is required to have an administrative unit
distinctly concerned with the health of mothers and children; that
this unit in each State must develop a State plan for maternal and
child health; that this unit in each State must supervise the ex-
penditure of Federal and State funds for maternal and child
health.

We think that experience and that structure is critical. Without
the structure, we cannot understand how you are going to insure
any effectiveness.

Now, there are three components that will also be lost if you set
aside title V which we think are critical to a national direction of a
State-by-State effective maternal and child health program.

One has to do with some discretionary funds in title V which
give the Secretary the capability to explore special projects of
regional and national significance.

The second has to do with some training capabilities to prepare
people to implement the very services which you and the States
are expected to provide.

The third has to do with some reset rch on the delivery of serv-
ices, a research capability quite distinct from NIH, and it is a very,
very great oversimplification for the administration to say that we
will simply transfer those responsibilities to NIH.

We also make the point, Senator, that you should now take this
opportunity to consider a reorganization in the Department of
HHS, and put together maternal and child health administration.

This administration would, in our view, at this moment assign to
it the responsibility for the administration of title V and the
EPSDT portion of title XIX. That portion addresses 12 million poor
children. That is an exclusive audience of children, and it says to
get them into some continuing effective health care system. That is
the kind of talents that title V would bring to that.

We would think it would be logical thereafter to assign to that
office the administrative responsibility for the numerous disease-
by-disease type of projects which come out of other committees in
the Congress.

I finally would ask you to recognize that the administration
should be required to delineate before the fact what specific data
they are going to be able to provide you so that this time next year,
you are not faced with a situation where someone has to say we
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don't know what happehs to these moneys because every State
used them differently.

That is an intolerable situation.
As far as the block grants are concerned, we find that the block-

ing, as proposed by the administration, would further fragment a
maternal and child health program capability in the States. In one
block, called preventive block you have got six projects in there
where the exclusive audience is maternal and child population.

In the health services block, you have three that are exclusively
for maternal and child health population.

Putting them into two separate blocks, forcing them to compete
with the other components of those blocks makes no sense to us;
does not facilitate, as we see it, the State's capability of organizing
its services to mothers and children.

We would rather draw your attention to the opportunity to put
these things together so that you can forge an effective maternal
and child health program State by State.

Thank you.
Senator ARMSTRONG. Thank you, Doctor, I appreciate that very

much.
Dr. Gartland.
Dr. GARTLAND. Thank you, Senator, I would like to introduce Dr.

David Murray, who is with me today. He is a professor of orthope-
dic surgery at the Upstate Medical Center in Syracuse and will be
the next president of the American Academy of Orthopedic Sur-
geons.

I would like-to request that the written statement that we sub-
mitted be made part of the record.

Both Dr. Murray and I are practicing orthopedic surgeons in
addition to teaching it.

We are here on a rather small point compared to the testimony I
have heard this morning. We are here to specifically ask you not to
include the crippled children services in the single health services
block grant because we believe this will seriously impair the qual-
ity of the medical care that these children receive.

The children we are concerned with, through no fault of their
own, are born with or develop significant abnormalities of the
arms, legs, spine or joints which make it difficult for them to
become productive and independent.

As orthopedic surgeons, it is our responsibility to assist these
children become whole again. I would like to point out that this isa responsibility we take quite seriously. I am speaking today for
10,000 orthopedic surgeons in this country, many of whom will
provide the care for these children, but all of whom will take great

ride in the excellent programs of superb quality that have been
built in ever State of this country under the present funding
mechanisms through title V.

I have dealt with the crippled children services in Pennsylvania
and I believe I can point out to you and can predict what will occur
if these services are lumped together in a single block grant with
such programs as high blood pressure control, migrant health,
alcohol, and drug abuse.

We have in my State an orthopedic review panel which evaluates
physicians and hospitals seeking permission to start crippled chil-
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dren clinics. I have been a member of that review panel for years
and I can assure you that if the orthopedic surgeons' qualifications
are not of the highest order, and if the hospital and supporting
services are not first-rate, permission is denied. This is necessary
because specialized education and skills are required to perform
the type of reconstructive surgery that we do on these crippled
children.

The State of Pennsylvania also maintains a crippled children's
hospital near Harrisburg. The children with the most difficult or-
thopedic problems are sent there for treatment.

Along with other orthopedic surgeons, professors of orthopedic
surgery from three of the State's seven medical schools consult
there regularly, examine these children, plan their treatment and
perform much of the surgery. The hospital enjoys a nationwide
reputation for the quality of the care it provides.

Since 1974, we have been arguing with various secretaries of
health in Pennsylvannia who wish to close this facility because of
costs.

Their argument is that these children should receive their medi-
cal care, their orthopedic care in their home communities from
their own orthopedic surgeons.

This is a compelling argument if you look at it solely from the
standpoint of cost, and I think the block grant mechanism will
allow States to do just this.

In our State, if you look at it from the medical viewpoint, I
think our peer evaluation system will disappear. I think our crip-
pled children's hospital will disappear. I think that will happen in
other States.

Removing the crippled children's services from title V of the
Social Security Act and putting it under a single block grant
would, in our view, seriously impair the quality of the medical care
these children can receive.

All men are not created equal. All orthopedic surgeons are not
created equal. All hospitals and hospital supporting services are
not created equal and we need to maintain the quality that we
have now. The crippled children in this country deserve better
than that from all of us, and I would ask this committee not to-
allow this to occur.

On behalf of the orthopedic surgeons of this country, I would like
to thank you for the opportunity of presenting our views.

Senator ARMSTRONG. Thank you very much, doctor.
[The prepared statments of the preceding panel follow:]

STATEMENT OF JOHN GARTLAND AND DAVID MURRAY

Principal points
The Crippled Children's Program is the major nationwide health care delivery

system for handicapped children.
Merging this activity with programs for other population segments places the

health care needs of mothers and children in jeopardy.
Title V funds are distributed to states on a formula basis, and thus is currently a

block grant.
The states are required to match a portion of the Federal dollar and this may be

lost undey the President's proposal.
This pvigram has been effective and efficient with over 700,000 crippled children

receiving services in 1981.
Mr. Chairman and members of the Committee, I am John Gartland, M.D. I am

Chairman of the Department of Orthopaedic Surgery at the Jefferson Medical
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College in Philadelphia, Pennsylvania and a pst President of the American Acade-
my of Orthopaedic Surgeons. With me today is Dr. David Murray, Chairman of the
Department of Orthopaedic Surgery at the Upstate Medical Center in Syracuse,
New York and currently the First Vice President of the American Academy of
Orthopaedic Surgeons.

I am pleased to have this opportunity to appear before you today on behalf of the
10,000 members of the American Academy of Orthopaedic Surgeons to offer counsel
to this Committee regarding the Maternal and Child Health Programs under Title
V of the Social Security Act and, in particular, the Crippled Children Services
supported by that title.

Mr. Chairman, as orthopaedic surgeons, we spend a fair amount of our time
diagnosing and treating children afflicted with crippling disorders, such as congeni-
tal disclocation of the hip, club feet, spina bifida, and cerebral palsy.

The Administration is proposing to merge the Title V programs into a single
block grant along with such health service activities as alcohol and drug abuse
programs. We believe this is a serious mistake.

Title V has been the basic vehicle to promote and protect the health of mothers
and children in this country. The crippled children's programs currently constitute
the major nationwide health care delivery system providing services to handicapped
children. This program provides support for locating, diagnosing, treating and hospi-
talizing children who are crippled or suffer from conditions which lead to crippling.

In every state throughout the Nation teams of medical specialists, pediatricians,
nurses and allied health personnel work together to provide the special services
required by these children. In 1981 alone over 700,000 crippled children will receive
services under this program.

Our specific concern is that any merging of this program with programs aimed at
other population segments places the health care needs of mothers and children in a
position of jeopardy. Our concern simply stated is that mothers and children may
not be able to compete effectively with the myriad of programs proposed to be
included in the Administration Health Services Block Grant.

The present Title V program is, in our opinion, a block grant. The funds are
distributed to the States through a formula which relates the amount of the Federal
grant to an identified need within that State.

Also, under this Title, each state must identify a distinct administrative unit to
develop a State plan to extend and expand maternal and child health and crippled
children's services. Furthermore, that unit is required to supervise the utilization of
Federal and State funds in the implementation of the plan. Thus, the necessary
administrative controls are in place and working for the public.

Most importantly, the current Title V legislation requires the States to match a
portion of the Federal funds received. However under the administration's proposed
Health Services Block Grant, it is not clear to us whether or not the states would be
required to continue to match a portion of the Title V money. This potential loss of
frmancial support will, we believe, severely impact on the level of services that will
be available in the future to crippled children. If these children do not receive the
care they need, if they are not given the opportunity to become productive citizens,
then they will become burdens to society and we are simply shifting the cost and
responsibility from this title to some other government program-most likely wel-
fare.

Mr. Chairman, while we support the President's goal of reducing inflation, im-
proving the management of governmental programs and eliminating unnecessary
regulations which contribute to the spiralling cost of health care, we believe that
the proposal to merge the maternal and child health programs with other activities
is a step in a direction that is opposite to the one publicly chosen by the President.

We believe that Title V has been an efficient and effective block grant to the
States. It is helped those individuals in our society most in need of help. It is our
belief that the strengths of this program should be retained and built upon-and
not cast aside. Congress over the years has shown its wisdom in providing this type
of support for our children and we urge this Committee to continue that support.

Mr. Chairman, Dr. Murray and I will be happy to answer any questions you may
have regarding this program.
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STATEMENT OF R. DON BUM, PRESIDENT, AMERICAN ACADEMY OF PEDIATRICS AND
DONALD CORNELY, PROFESSOR OF MATERNAL AND CHILD HEALTH, JOHNS Hop-
KINS UNIVERSITY

AMERICAN ACADEMY OF PEDIATRICS-SUMMARY OF STATEMENT

I. A discussion of the Title V (Maternal and Child Health/Crippled Childrens)
Program-the intent of the law and scope of the programs.

Recommendation: The American Academy of Pediatrics finds that Title V has
been an effective and efficient program ani is needed as the basic underpinning for
a national focus to assist states in advancing the health of mothers and children. If
this program is set aside in favor of a block grant which does not contain the special
features of Title V, we cannot understand how the expressed intent Congress has
set forth for over four decades can be pursued, much less achieved. We strongly
recommend that you sustain Title V as a necessary component within the bloX
grant concept proposed by the Administration.

II. A discussion of Grant-in-aid to States-the need to combine compatible pro-
grams or projects into one package or block to the states.,

Recommendation: The development of a maternal and child health "block grant,"
based on the Title V program to encompass the following programs: MCH-CC
programs, genetic diseases, SIDS, S51, family planning, adolescent pregnancy, and
hemophilia. This would greatly facilitate the capacity to plan for and deliver health
care services for mothers and children and avoid the fragmentation and duplica-
tions the Administration intends to correct. It would be possible under this ap-
proach to have each state develop a maternal and child health plan were choices of
emphasis are related to the needs of this population in each state.

INI. A discussion of the need to reorganize maternal and child health services
within the Department of Health and Human Services, including the relationship of
Title V and Title XIX.

Recommendation: The creation of a single Maternal and Child Health Adminis-
tration within DHHS. Such an Administration would strengthen maternal and child
health programs, reduce fragmentation and duplication of efforts and would not
involve additional expenditures.

IV. A discussion of the need for a data base, including federal requirements and
state accountability.

V. A discussion of the need to recognize and support training and research as a
responsibility of the federal government.

The American Academy of Pediatrics, as the professional association of physicians
in this country who specialize in the health care of children and adolescents,
appreciates this opportunity to offer counsel to this Committee as you consider the
proposal of the Administration on federal-state relationships in the health carm of
children. We wish to draw yoar attention to five issues we judge of paramount
importance in the organization and administration of maternal and child health
services.

At the outset, we want to emphasize our vigorous support for the goals the
President has expressed to reduce inflation, to reaffirm the importance of the states'
role in the administration of local health services, to reduce the fragmentation of
efforts, and to eliminate unnecessary regulations which hamper the states in their
implementation of health programs.
1. Title V Social Security Act

The Administration proposal, as we understand it, would set aside Title V of the
Social Security Act and substitute as grant-in-aid to the states a basic health
services block grant which would incude maternal and child health services as one
of the group of health services. We would question the Administration's understand-
ing of the role and purpose of Title V at the national level and in the federal-state
relationships for maternal and child health services. We deem it most imprudent to
set aside Title V.

Your predecessors in every Congress since 1935, when the original Social Security
Act was passed, have exressed their support for Title V as the basic vehicle to
promote 'and protect the health of mothers and children in this country. Title V was
included in the original Social Security Act because Congress wished to acknowledge
the special vulnerability of children and their need for special attention in matters
of health services. This Committee has reaffirmed this commitment to children
continuously over the 46 years that Title V has existed and has been joined in this
effort by public and private groups across this country.

This Committee recognizes that Title V from its inception has been a block grant-
in-aid to the states for maternal and child health services. This mandate has
required that 90 percent of the Title V appropriation be utilized as grants to states
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through a formula which relates the amount of the federal grant to need as it varies
across the states. However, Title V has incorporated other features in this federal-
state partnership which have made this a most effective and efficient program.

Each state is required by the Title V legislation to identify a distinct administra-
tive unit to develop a state plan to extend and expand maternal and child health
and crippled children's services and to supervise the utilization of federal and state
funds in the implementation of the state plan. Each state is required to match a
portion of the federal funds awarded until Title V and it has been a fact for many
years that the states exceed their required match. The effect of these special
requirements in Title V has been to stimulate in every state an unmistakable
commitment to health services for mothers and children and to avoid the very real
risk that this segment of our population would receive insufficient attention. A
general health effort in which the vast bulk of expenditures is assigned to other
population segments places health services for mothers and children in a hopelessly
weak competitive position. This insistence on a distinct effort for the health of
mothers and children in each state is the heart of Title V and is what has been
responsible for its retention and splendid record of accomplishments over nearly
half a century. Removing these special features would place this dependent segment
of our population in competition with the needs and interests of the entire popula-
tion and repudiate the recognition that Congress has expressed for the mothers and
children. This Committee knows very well that while children constitute 50 percent
of the Medicaid enrollees, they command no more than 10 percent of Medicaid
expenditures. It is not difficult to understand the weak competitive position chil-
dren's health needs have under such circumstances.

Thus, the idea of a block grant-in-aid approach to the states for health services is
not new to this Committee or to those who administer Title V programs in the
states but the goal is to improve the health of mothers and children through the
means of a federal-state grant-in-aid. The grant-in-aid is not the goal. The recogni-
tion that each state can best decide its individual needs is also a means toward the
goal of improved health of mothers and children. The structural features of Title V
are also means which assure attainment of the goal.

The American Academy of Pediatrics is concerned that in making this current
proposal, the Administration did not appreicate what Congress intended in estab-
lishing and sustaining the Title V program. Congress expressed in Title V a clear
recognition that the health of mothers and children cannot be equated simply with
being ill, with being hospitalized, or even with being poor. Rather, it is the fact that
all children require special attention becaust they are growing and developing and
these unique characteristics of infants and children present a dimension of health
not seen in other segments of a population. So long as a society has children, it
must surround them with the minimum requirements to assure they progress
through childhood in a manner conducive to their functioning later as adults. Title
V is not a project limited in time, it is a health program that must exist simply
because children exist. The frequency of illnesses in children might change over
time, but there continues over all time and for all children a deliberate attention to
other aspects of their health. It is necessary that someone address the development
and promulgation of standards of care for women during their pregnancies and for
care of newborns in nurseries. Someone must be responsible to identify those
women who are pregnant and not receiving prenatal care and those children whose
access to or utilization of health services is compromised by factors of poverty,
rurality, unfavorable family conditions, or working parents. Someone must pay
attention not only to those mothers and children who are receiving care but those
who are not but who need health care. Someome must study the basis for inadequa-
cies in health care to mothers and children and propose solutions to such circum-
stances. In a word, the health needs of a maternal and child population cannot be
met simply by a series of disease directed projects. Maternal and child health
services in each state involve setting of standards, development and deployment of
resources, demonstrations of new and improved arrangements for assessment and
care, and the delineation of resources required in terms of facilities, personnel and
financing.

Title was never intended by Congress to be a separate health care system for
mothers and children. In fiscal year 1981, the total federal appropration for Title V
was approximately $400 M. That calculates out at an average of $5 per year for
every child and woman of childbearing age, and thus there is no ambiguity that
Congress never intended Title V to be a separate system or the means for financing
personal health care services to the maternal and child population. Rather, Title V
intends what the language of the Act states, "to enable each state to extend and
improve the health services." Title V has the mission to organize new and better
programs, to fill in gaps, to undertake demonstrations and to raise standards. The
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activities of a Title V program range from advocacy and case finding to education of
the public and the needs assessment for mothers, children and particularly for
children with special needs as represented by the original language of "crippled
children."

This Committee bears a special responsibility to these concepts of maternal and
child health. This Committee understands most vividly why the commitment of this
country to special attention for the health of mothers and children was included in
the Social Security Act rather than simply being pursued as a more circumscribed
health legislative effort. This Committee's heritage is a recognition of the special
vulnerability of children. The American Academy of Pediatrics has an equally rich
heritage on the specific issue now being considered by this Committee. You should
know that the American Academy of Pediatrics was founded in 1930 as a response
by this country's pediatricians to support a grant-in-aid concept for states to develop
a distinct unit and plan for the health of mothers and children (Sheppard-Towner
Act). We are as proud of that heritage as this Committee is of its special contribu-
tion over the ensuing half century and it is this common purpose which encourages
us to share our judgments with you at this time.

In addition to the 90 percent of Title V funds which are allocated as grants to the
states, there are three other components to this Act which you should preserve. The
Administration proposal would eliminate these components. I refer to the discretion-
ary funds available to the Secretary to support "special projects of regional or
national significance which may contribute to the advancement of maternal and
child health or services for crippled children." This is a very desirable and im r-
tant means to accomplish the basic purpose of Title V and should not be deleted, It
currently represents approximately $38 M and is used for a variety of efforts
ranging from assistance in developing transport systems for ill newborns to training
of nurse-midwives, nutritionists, social workers and physicians who choose to focus
their professional activities on implementing the Title V program in the various
states.

The second component the Administration proposes to eliminate is a very impor-
tant and small effort for training a variety of personnel for work with children with
mental retardation and also with children who have chronic pulmonary disorders
through University Affiliated Facilities. This component of Title V, Section 511, has
received $26 M in the current fiscal year. Finally, the third component that is
roposed to be eliminated is a very modest research effort being funded currently at
5. M. This research effort is ve distinct from that of the mission of N.I.H. since

its focus is on projects which show promise of substantial contribution to the
advancement of maternal and child health or crippled children's services. This
research effort attempts to improve the functioning of the Title V program in the
states and is a needed distinctive complement to the basic science research mission
of the N.I.H.

The American Academy of Pediatrics finds that Title V has been an effective and
efficient program and is needed as the basic underpinning for a national focus to
assist states in advancing the health of mothers and children. If this program is set
aside in favor of a block grant which does not contain the special features of Title
V, we cannot understand how the expressed intent Congress has set forth for over
four decades can be pursued, much less achieved. We strongly recommend that you
sustain Title V as a necessary component within the block grant concept proposed
by the Administration.
2. Grant-in-aid to States-Maternal and child health program

The Administration has proposed aggregating health projects and programs which
function in the states into two block grants as a means to make it more efficient for
states to obtain such federal grant-in-aid. The two health blocks proposed are the
Preventive and Health Services Blocks.

In each of the proposed Blocks there are categorical health projects which contain
both preventive and illness care components and thus the proposed assignments
into either Block are, at best, arbitrary. In each of the proposed Blocks, there are
projects in which the focus primarily is the maternal and child population. Such an
arrangement of projects spread over two Blocks will accentuate fragmentation of a
maternal and child health program in the states. In each of the proposed Blocks
there are projects which are not logical to be aggregated with others as it does not
facilitate the states in making choices of emphasis within a useful framework.
Finally, in each of the proposed Blocks there are projects which when authorized
and subsequently funded were never intended to be found in every State. It would
be possible for a state which did not previously have a given project in its health
program simply to avoid initiating such activities under the proposed block ap-
proach. However, there are also projects which should be in every state health
program even though they were not previously present. An example of the latter
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situation is the Adolescent Pregnancy Projects for which the authorization used a
competitive project approach and the appropriation permitted only a finite number
of project awards. Without additional funds, states would be required to develop
adolescent pregnancy projects at the expense of other existing projects. These cir-
cumstances prompt the Academy to consider the proposed Blocks an unsound ap-
proach to promote an appropriate health program for mothers and children in the
states.

We recognize that the process of federal grant-in-aid to the states involves actions
which have a tendency to develop imbalances over time. On one hand, regulatory
actions are required to ensure that the aid is effective in its use for the authorized
purpose. On the other hand, actions must also be taken to facilitate the states'
capacity to receive and apply the aid efficiently. While some grants-in-aid are
entitlement awards to all states, other grants are competitive awards and not found
in all states. These seemingly competitive components of the grant-in-aid process on
any issue or topic do necessitate adjustments from time to time lest imbalances
which develop frustrate the ability of the aid to achieve its purpose. Congress has
the capacity to make adjustments in every grant-in-aid it authorizes so as to strike
an appropriate balance between the forces of efficiency and effectiveness.

Combining several programs or projects into one package or block would improve
the efficiency of the states to receive grant-in-aid. Attention must be paid to the
projects chosen to be grouped into a block package lest the effectiveness of each
categorical project in the package is jeopardized. Six of the projects in the proposed
Preventive Health Block and three of the programs or projects in the Health
Services Block focus essentially and exclusively on the maternal and child po ula-
tion. These nine programs or projects are: maternal and child health (Title Vand
XVI, Social Security Act), hemophilia, sudden infant death, immunization, fluorida-
tion, lead-based paint poisoning prevention, genetic disease, family planning, and
adolescent pregnancy.

When one realizes that the maternal and child population constitutes just under
75 million individuals and is aware of the numerous categorical projects which focus
on some aspect of maternal and child health, what each state needs is the capacity
to develop a comprehensive program in maternal and child health rather than
fragments here and there.

The Academy recommends that the emphasis be on the development of the
appropriate maternal and child health program in each state with assignment of
authority for the administration of all categorical health projects whose focus is the
maternal and child population. This would greatly facilitate the capacity to plan for
health care services to mothers and children and avoid the fragmentation the
Administration wishes to correct. It would be possible under this approach to have
each state develop a maternal and child health plan where choices of emphasis are
related to the needs of this population in each state. Having a strong maternal and
child health plan and program will not lessen the capacity for integration and
coordination of all health services within a state health program. We are not
proposing a separate health system for mothers and children but rather an assur-
ance that the states can organize and execute these responsibilities to the entire
population. Separateness is not the emphasis, it is the attention to a logical aggrega-
tion of projects and programs where standards can be established and maintained.
It should ensure both effectiveness and efficiency.
3. Reorganization of maternal and child health services in DHHS

This Committee has responsibility for the Medicaid program which includes the
distinct component, EPSDT. The EPSDT effort focuses on the approximately 12
million poor children who are eligible to be enrolled in the Medicaid program. The
purpose of EPSDT is to recruit every child enrolled under Medicaid into a health
program which will provide an adequate continuing source of personal health care
and to promote periodic assessments of health status of these children. The tasks
involved in implementing the purpose of EPSDT are those implicit in the Title V
mandate. The Academy has endeavored for many years to cooperate with and assist
those responsible for the EPSDT Program and the history of our efforts will docu-
ment our good faith. To date, however, the EPSDT Program has. failed in its
objective of introducing children into the medical care system existing in their
communities to provide for their immediate and future health needs. Extensive
revisions must be made in this program and we would urge that this Committee
hold oversight hearings in this regard.

As you know, the administration of Title V and EPSDT while in the same
Department are in entirely different administrative units. The Academy judges it
would be both more effective and efficient to have these two programs administered
by the same staff. We recommend that this Committee develop legislation to estab-
lish a single Maternal and Child Health Administration within DHHS and assign
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this unit the responsiblity for administering Title V and EPSDT. Such a move
would strengthen both programs, reduce the fragmentation represented by the
existing administrative structures and would not involve additional expenditures.
Ultimately, this union for administering the Title V and EPSDT programs should
also occur in each of the states. We recommend this Maternal and Child Health
Administration be assigned to the Public Health Service where Title V now exists.
The financing responsibilities for Medicaid would remain in the Health Care Fi-
nancing Administration.

Once such a distinct unit is established, it would be logical to assign to it other
existing and new health legislation which focus on mothers and children. At this
time, the Genetic Diseases and Sudden Infant Death Syndrome projects under the
Public Health Service Act are assigned to the same office which administers the
Title V program in DHHS. There are additional project authorities being considered
by the Committee on Labor and Human Resources which would be desirable to
assign to the new Maternal and Child Health Administration. These projects in-
clude Immunization, Fluoridation, Lead-Based Paint Poisoning Prevention, Family
Planning and Adolescent Pregancy.

4. Data base for block grants to States
This Committee understands that it will be necessary to monitor not merely the

process by which federal funds are passed to the states bbt also what has been the
effect associated with the use of such funds. Your need for accountability of the use
of these funds is an important consideration when next year's budget proposal is to
be considered. Similarly, this Committee will need to know what needs have not
been able to be met with the block grant approach. You cannot risk simply being
told that it is not known what was accomplished by the appropriation because the
funds are used differently in each state. You cannot meet your responsibilities to
adjust those programs you set in place if the accomplishments and deficiencies
resulting from block grants are not provided. The Administration must be required
to identify before the fact its plan for assembling appropriate data relative to the
effect of the block grant authorized.

You must insist that you receive information on the services provided to women
surrounding reproductive health, including antepartum, intrapartum, postpartum
and family planning services. Similarly, you should require adequate information on
those women in need of such services who were not able to be served through the
block grant approach. You should insist that sufficient details be presented to
identify the circumstances which prevent these women from receiving needed
health services and what is proposed to meet such need. The same detailed informa-
tion should be required for infants, children and adolescents regarding health
services provided and where such services could not be provided. Since block grants
as proposed by the Administration are being combined with budget reductions, the
Administration must understand its responsibility to provide a comprehensive as-
sessment of their positive and negative effects.
5. Training and research

The Academy emphasizes the need to recognize that training and research sup-
port is a responsibility of a national program and not that of the states. In many of
the projects and programs proposed to be grouped into block grants there now exist
specific training and research components which Congress authorized because of the
special issues addressed in such projects and programs. It is not clear how these
efforts will receive appropriate attention under the proposal of the Administration.

In some instances, the Administration has simply indicated these efforts will be
the responsibility of the N.I.H. Adding these responsibilities to N.I.H. without
assurances that funds are earmarked for these specific purposes is not .ufficient. We
are concerned that training and research for the health services are b ng viewed as
expendable in the present budgetary climate. Reductions in the budget that are so
severe as to eliminate training and research components of health services pro-
grams, as is proposed for Title V for example, is not sensible. Many of the projects
in the proposed Preventive and Health Services Block Grants require personnel
with special preparation for intelligent implementation. Similarly, systematic study
of the problem to be addressed by projects and programs in the proposed block
grants is no less important than when the issues are energy or defense. The
training and research efforts require support at the national level.

Senator ARMSTRONG. Is Dr. MacQueen in the room?
Doctor, would you also please come up to the table?
I believe you are our last witness.

80-480 0 - 81 - 28
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Dr. MacQueen is the vice chairman of the select panel for the
promotion of child health, Washington, D.C.

Dr. MACQUEEN. Shall I continue now?
Senator ARMSTRONG. Please do.

STATEMENT OF JOHN C. MacQUEEN, M.D., VICE CHAIRPERSON
OF THE SELECT PANEL FOR THE PROMOTION OF CHILD
HEALTH, WASHINGTON, D.C.
Dr. MACQUEEN. Mr. Chairman, 2 years ago the Congress charged

the Secretary of Health to create a select panel for the promotion
of child health. The panel was charged to formulate specific goals
for national health for the Nation, develop a comprehensive plan.

We spend some 18 months. We interviewed representitives of the
various professional societies, studied reports. We held studies
around the Nation. The select panel gave particular attention to
this matter of the Federal programs, particularly, the title V pro-
gram.

This is included in one of the chapters, chapter 2 of the four
chapters that were developed by this panel.

Rather that attempting to summarize this report, since it is
essentially telephone books in size, I would just like to comment on
three major issues that show a difference between the opinion of
the panel and the proposed legislation.

Generally speaking, the administration's proposal to repeal the
authorizing legislation, such as title V for the various Federal child
health programs, and to enact new legislation creating unrestricted
health service blocks would represent, in our opinion, a radical
departure-a radical departure from a long and well-established
Federal policy to protect children and mothers.

I would like to speak about three issues-three major issues. The
first of these, the select panel identified the need for a strong
Federal leadership role in improvement of child health services,
and this is in contrast to the position that is taken by the adminis-
tration policy.

The select panel found that the Federal Government has, in fact,
exerted a very beneficial role vis-a-vis the States and localities in
improving the delivery of maternal and child health services. And
that the administration proposal to establish unrestricted health
service block grants for the States would essentially eliminate,
certainly substantially reduce that Federal leadership role.

The second of the major issues concerns the one of targeting
funds. The select panel studied and decided not to support the
creation of unrestricted block grants for basic health services
during our studies.

It can be found that experience shows that, children and infants
who have no political voice, cannot compete successfully at the
State level with other interests.

I would take you to yesterday when I was in my State with a
task force called by my Governor to look for the first time at how
our State would respond to this decision.

I would describe that meeting as one of, at least, confusion, if not
alarm, and a great concern of what this would mean.

Senator ARMSTRONG. Your State is?
Dr. MACQUEEN. Iowa.
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Senator ARMSTONG. Iowa.
Dr. MAcQuEzN. Who was there in numbers, particularly mental

health. It would be very difficult, the group that gathered there, to
expect that children and mothers Would have a fair shake or an
equal shake, and the political decision was made in the framework
of who was there.

So, we are very concerned about that.
The third issue that the select panel found was the need to

return more strength to the communities and to the States.
We propose a redefining of responsibilities, establishment of a

true balance between Federal, State and communities. And this is
in conflict with the administration's policy that would return es-
sentially all the responsibilities to the States.

Thank you.
Senator ARMSTrONG. Thank you.
[Statement follows:]

STATEMENT OF JOHN C. MACQUEEN, M.D., VIcE CHAIR, THE SELECT PANEL FOR
THE PROMOTION OF CHILD HEALTH

Two years ago, Congress charged the Secretary of Health to create a Select Panel
for the Promotion of Child Health. This charge is included in Section 211 of the
Health Services and Centers Amendments of 1978 (P.L. 95-626).1

The law stated that the Panel should be composed of fifteen members, not less
than three nor more than five employed by the Department of Health, Education,
and Welfare. The remainder of the members will be representatives of the scientific
medical, dental, allied health, mental health, preventive health, public health, and
education professions as well as consumers and representatives of state and local
agencies.*The specific charge to the Select Panel was as follows:

"1. The Panel, after reviewing all the significant medical, scientific, behavioral,
and epidemiological studies concerning the promotion of maternal and child health
... shall:"A. Formulate specific goals with r.nsect to the promotion of the health status of

children and expectant mothers in the United States;
"B. Develop a comprehensive national plan for achieving these goals and other-

wise promoting the health of children in the United States..."
The law further stated that the Panel should report to the Secretary and to the

appropriate committees of Cone its recommendations for administrative, legis-
lative, and other actions to im element the plan

To respond to its charge, the Select Panel studied all aspects of maternal and
child health. This was done by requesting recognized experts in the field to develop
background papers, by studying available literature and reports, and by conducting
public hearings in cities througout the nation. The result of this eighteen month
effort is recorded in four volumes that are no doubt the most comprehensive current "
statement about the health status of the nation's mothers and children.

The Select Panel gave particular attention to federally funded health programs
for mothers and children. One major focus of the Panel s report is Title V of the
Social Security Act, over which your Committee has jurisdiction . As you are aware,
the title V Maternal and Child Health Program provides health services to indigent
pregnant women, mothers and small children. The Title V Crippled Children's
Program provides specialized health services to handicapped children who would
not otherwise have access to such services because of their unavailability in a
particular geographic area or because of poverty. Another component )f Title V is a
research and demonstration project and training program aimed at the improve-
ment of the delivery of child health services.

In addition to the Title V prograres, the Panel reviewed in detail the following
federal child health programs: Title XIX of the Social Security Act (Medicaid) and
the Early Periodic Screening, Diagnosis and Treatment (EPSDT) Program; the Sup-
plemental Food Program for Mothers and Children (WIC); the Education for All

'The panel is governed by the provisions of Public Law 92-463, the Federal A, tvisory Commit-
tee Act, which sets forth standards for the formation and use of advisory committees.

SThe Committee on Interstate and Foreign Commerce of the House of Rep:esentatives and
the Committee on Human Resources of the Senate.
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Handicapped Children Act (P.L. 94-142); and the Mental Health Systems Act. The
Select Panel also looked at other child health programs such as the National
Genetic Diseases Programs, the Sudden Infant Death Syndrome (SIDS) Program, the
Family Planning Services Program, and the Adolescent Pregnancy Program.

I would like to submit for the record, the Select Panel's report entitled, "Better
Health For Our Children: A National Strategy," which contains the Panel's findings
and recommendations. Rather than summarizing this report, I think perhaps what
might be most useful to the Committee would be for me to comment briefly on the
Administration's proposals with respect to federal child health programs.

The Administration's proposal to repeal authorizing legislation, such as Title V,
for the various federal child health programs and to enact new legislation creating
an unrestricted health services block grant would represent a radical departure
from a long and well established federal policy to protect a very vulnerable segment
of the population, namely infants and children with actual or potential health
problems. These proposals are contrary to and inconsistent with the Panel's findings
and recommendations.

The Select Panel identified a need for a strong federal leadership role in the
improvement of child health services. The Select Panel found that the federal
government has, in fact, exerted 9 beneficial leadership role vis-a-vis the states and
ocalities in improving the delivery of maternal and child health services. This

leadership role has been facilitated by the existence of the Office of Maternal and
Child Health in the Department of Health and Human Services, which has served
at least in part as the locus of responsibility for federal child health activities. The
Office has performed the valuable function of disseminating to states and localities
for their guidance, child health care standards based upon national standards
formulated by the medical profession as a whole. Moreover, much of the progress in
recent years in the improvement of the delivery of maternal and child health
services at the state and local level is attributable to the Title V research, demon-
stration projects, and training programs which are administered by the Office and
which have provided child health service delivery models and trained personnel for
states and localities. In addition, the Office has provided technical assistance to the
states in formulating and implementing a state plan for maternal and child health
services.

The Reagan Administration's proposal to establish an unrestricted health services
block grant for the states would essentially eliminate or substantially reduce the
aforementioned federal leadership role. No provision is made under the Administra-
tion proposals for an Office of Maternal and Child Health at the federal level, which
would formulate national child health goals and standards, organize research, dem-
onstration projects, and training activities and provide technical assistance to states
and localities. It should be noted that every other industrialized country in the
world has a governmental unit charged with carrying out national policy with
respect to child health.

The loss of federal research, demonstration projects, and training activities is
particularly troublesome inasmuch as most states do not have either the resources
or expertise to undertake such activities on the needed scale. Even assuming that
such activities are continued in some form at the federal level, it is unlikely that
these activities will be organized so as to give adequate prominence and visibility to
child health care without a distinct and separate federal funding stream for mater-
nal and child health services. Under Title V, such activities at the federal level can
be directly integrated and coordinated with maternal and child health programs at
the state and local level.

The Panel's findings dictate the conclusion that the Administration's proposed
block grant for health services without any targeting of monies for child health
would also have a devastating impact upon the accessibility to needed health
services of mothers, infants, children, and adolescents. The Panel report documents
the contribution which federal child health services, especially Title V Maternal
and Child Health Services and Title V Crippled Children's Services have made to
the betterment of the health status of our nation 's women and children. The Panel
found that these services, which emphasize prevention, have been instrumental in
reducing infant and childhood mortality, morbidity, retardation, and handicapping
conditions. Hundreds of thousands of infants and children have grown up to be
productive citizens rather than dependent charges upon society because of these
services.

The Select Panel did not support the creation of an unrestricted block grant for
basic health services which includes child health services like the one which the
Administration proposes because this type of a block grant would compel child
health programs to compete for funds at the state level with many other unrelated
adult health programs. Experience has shown that helpless infants and children
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who have no political voice, cannot complete successfully at the state level with"concentrated' interest groups for limited public dollars. Moreover, there is no
assurance that the allocation of funds to the states under the proposed block grant
would fairly reflect in the future, the differing maternal and child health needs of
different states.

It must be borne in mind that the Administration's proposal for the creation of an
unrestricted health services block grant would not only eliminate the existing
targeting of federal funds for child health services, it would also eliminate any state
financial match requirements. At the present time, states receiving Title V monies
for child health services must share in the funding of such services. The Select
Panel found there to be a great value in a strong state/federal partnership in the
area of child health which involves a contribution on the part of state government
as well as the federal government to the funding of child health services. Without
such a state financial match requirement or state maintenance of effort require-
ment, the states would have no direct financial stake in the cost-effective manage-
ment of federally funded child health programs. And, there is reason to believe that
without a match or maintenance of effort requirement, many states, which are
presently hard pressed financially, would reduce considerably their current finan-
cial contributions to federally funded child health programs.

Furthermore, the Administration proposes to reduce overall federal funding for
health services by approximately 25 percent. The Administration's proposed block
grant which eliminates targeting of monies for child health and eliminates state
financial match requirements for federally funded child programs, coupled with the
Administration's proposed funding reduction for health services, will inevitably and
tragically mean a severe decrease in essential health services for women, infants,
children, and adolescents. It should be mentioned in this regard that a significant
number of mothers, infants, children and adolescents do not receive even minimal
basic health services at the present time and concluded that federal funding for
child health programs of demonstrated cost-effectiveness should be increased, not
decreased.

I would like to call your attention at this point to the Panel's recommendations
for changes in the existing federal child health programs. I believe that the Panel's
recommendations reflect a thoughtful approach to the problems associated with
these programs that hold out the potential of building upon and reinforcing the best
elements of these programs and of eliminating, or at least reducing, their worst
elements. One cf the Panel's chief recommendations is that Title V be continued as
the cente-piece of federal child health policy, that the Title V programs, which have
a proven and successful track record, be expanded, and that these programs be used
as a core around which other smaller child health programs, can be consolidated. I
refer you to the Panel's report for specific and detailed recommendations relating to
the reorganization and restructuring of the federal child health effort.

The Panel, in formulating its recommendations was mindful of the fact that the
major dilemma of state/federal relations today is insuring appropriate state auton-
omy in the control and organization of federally funded programs while at the same
time insuring state accountability for the expenditure of federal funds, equality of
access to services across states, and appropriate service quality. The Panel found
that the Title V programs, which it recommends be the major vehicle for federal
efforts to improve child health, allow substantial state initiative and authority to
determine program content and scope. Thus, Title V requires states to formulate
and obtain approval of a state plan for maternal and child health services but it
specifies in only the most general terms, the type of services which must be
provided and it leaves to the states, the determination of eligibility criteria and
method of service provision.

In conclusion, I would like to reiterate that the fundings and recommendations of
the Select Panel-based on its 18 month study of child health programs-suggest
that enactment of the Administration's proposals with respect to federal child
health programs would be a tragic mistake. The future health of the nation depends
on the health services provided today's mothers and children. Dollars spent to
prevent and treat health problems of mothers and children will determine the
ealth of tomorrow's work force and even the ability of the population in the future

to defend itself. The nation can make no better investment than an investment in
federal child health programs. As Vice Chairperson of the Select Panel, I sincerely
hope that you will give very careful and thoughtful consideration to the Administra-
tion's proposals with respect to federal child health programs, and I sincerely hope
that you will continue your long standing support of effective and efficient federal
efforts to improve child health.

Senator ARMsTRONG. I thank all the witnesses.
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I have one question that I would like to throw out.
I am going to address it first to Dr. Comely because he first

raised the issue, but I would be happy to have the other witnesses
respond as well if they wish.

The question is this: You mentioned that one of your concerns
about the block grant approach, we wouldn't know how the money
was spent. All we would know is how much money went out in the
States, and that would be intolerable.

I would be glad to have you amplify that, particularly, in light of
subsequent testimony because in some degree that is the point of
what all the witnesses said is that really, they just don t want
those decisions made at the State level.

I'm speaking only for myself, really, but I think it is a fairly
general belief that most decisions are better made at the local
level. I don't mean decisions about medicine or decisions about any
particular subject, but just a general idea that decisions which are
made by people closest to the problem, that is, social welfare or
where highways ought to go, or you name it, but in general, there
is greater wisdom in this county level or the State level than there
is in Washington, D.C.

I take it, in essence, the witnesses do not agree with that?
Dr. CORNLEY. I think you misunderstood us, Senator. I think we

are emphasizing that-title V now says that the States must make
a plan to demonstrate the needs and how it is going to use its
money State-by-State. But in order to insure that each State ad-
dresses that, and in order to insure that when you appropriate
money, that it goes to serve those mothers and children, as opposed
to black lung disease for miners, or something else, that you need
some structure in the Federal Government.

Senator ARMSTRONG. I don't want to quibble, and I don't want to
be argumentative, but it seems to me that that's exactly what you
are saying is that local control, but with guidelines that say that
you have got to treat specific concerns, but are the concerns of this
committee or the concerns of the Congress.

Maybe in West Virginia the belief would be that black lung was
the problem of overriding significance. I don't believe it would be
in Colorado where I am from.

I doubt if it would be in Iowa, but it seems to me that that's
really the issue that we are addressing, not only in this particular
program, but in the entire concept of block grants. Either we trust
people at the local jurisdiction, or we don't.

Is it your testimony that you really don't think they would make
good decisions? that the allocation of resources is something that
really ought to be done by this committee or by the Congress?

Dr. CORNELY. Senator, I'd say that if you would look at your
medicaid program and realize that half of the number of people
who are enrolled are children, and they consume about 10 percent
of your money, what kind of a competitive position do you think
that population group is in? I think if you turn aside title V, you
repudiate what this committee has stood for 46 years. It says:
"Children need some special protection because they are not all
sick; they are not all poor, but they are growing and developing
and they need special attention."

Senator ARMSTRONG. OK. Fair enough. That is not my question.
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You are saying tbat tbis committee for 46 years-I have only
been a member of this committee 2 months, so my experience is
limited. You are saying that this committee or the Congress is
more likely to adequately protect the interest of some people than
our State legislatures or Governors, who are more likely to respond
to other pressure? In other words, they just won't make as good a
decision as we will here in Washington?

Dr. MACQUEEN. I think that is the Federal role, to give that
leadership, yes, sir. I think there is history that that is true. That
the initiatives have come from the Federal Government. That the
wisdom must come from the Federal Government. I'm a little
reluctant to speak in the absence of Senator Grassley, but the
truth of the matter is that the total budget of the MCA's program
in the State of Iowa is a Federal program and that I have partici-
pated in efforts throughout the years to try to have our State
legislature create programs, and without success.

The only program that we have that we have created in the
last--

Senator ARMSTRONG. Why is your State legislature so insensi-
tive? You have now characterized your State in most uncomplimen-
tary terms. Why is that?

Dr. MACQUEEN. Well, I'm loyal to my State, but I would say that
that issue is-well, that's a fact, OK?

Senator ARMSMRONG. Well, why? Why is it so much easier to
persuade people in this hearing room that the need is great if you
can't persuade the people at home?

Dr. MACQUEEN. I think there is a division of responsibility that
is natural. I think at the State and local level to say how to do
things is understood, and I think that responsibility should reside
with them, but I think there are overriding national goals that are
not undertaken by most State legislatures. I have not seen it in my
profession.

Dr. GARTLAND. Senator, I would agree philosophically with your
earlier statement about most decisions being made, and probably
best at the local level. I find that philosophically I am in agree-
ment with that. I think there are some concerns though, and I
think health is one of them. I think taxation is one of them. I think
education is one of them that transcends this type of geographic
distribution or division, and I think some structure or guideline
must come down from the Federal Government, and I believe
health is a thing apart from the highways.

Senator ARMSTRONG. In other words, you think it is more impor-
tant?

Dr. GARTLAND. I believe it is more important.
Senator ARMSTRONG. Or that the States are least capable of

planning highways, but not planning--
Dr. GARTLAND. Well, I don't want to get into a State discussion

because we are not as bad as Iowa; we're not confused, but-
[Laughter.]"

But my experience with the State health people has been not very
reassuring.

Senator ARMTONG. What State are you from?
Dr. GARTLAND. Pennsylvania.
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It has not been very reassuring, and I think unless they are
directed to do something, the crippled children's services in Penn-
sylvania will be of historical moment only.

Dr. MACQUEEN. I respectfully say that they haven't held their
first meeting yet to decide how they are going to respond to block
grants because I would expect that their reaction would be the
same. That is a tough nut. Who is going to be responsible? How are
you going to divide that up?

Senator ARMSTRONG. Well, gentlemen, I am grateful for your
testimony and I, for one, am certainly going to keep what you said
in mind when we get around to this issue for a decision. In general,
I do not share your point of view, but the fact that you have
expressed it, cautions me that I should reconsider my own position,
and I shall do so.

I should also tell you this: that in a very general sort of way,
justification that you have advanced to support Federal leadership,
or for those of us who don't care for such leadership, in general,
Federal control as you call it, the same argument that you would
use, has been used to advance every known kind of Federal regula-
tion and regimentation of the State and local jurisdictions.

We can hear that argument advanced in highways; you can hear
it advanced in education, in law enforcement, health care. There is
scarecely a field of human activity which somebody doesn't think
that if left to their own decision, the States will make a mess of it.
That may be true. It is not my experience.

While I am new to this committee, this is my ninth year in the
Congress of the United States and I served a decade in the State
Legislature for Colorado.

I will just tell you that if Washington doesn't have the monopoly,
we have certainly got the major U.S. franchise. There isn't any
more wisdom here.

In fact, my experience is just the opposite. Decisions made, at
least in my State, tend to be less political, less subject to irrational
pressure, or keyed to the real needs of the public. I can't say that
for every State. In fact, I have a hunch my State is a bit more
progressive in that respect than most, but it is a basic philosophical
question, but, of course, it is also a practical question of whether or
not block grant proposals will fairly meet the needs of crippled
children and the other interests that have been represented here
today.

Thank you so much. I compliment you for coming.
We are going to adjourn this hearing, but I am asked to an-

nounce that the last day of hearing on the administrative budget
reduction is scheduled tomorrow at 10 o'clock.

The witnesses will be David Stockman, Director of OMB and
Governor Matheson from the State of Utah.

Thank you all.
The meeting is adjourned.
[Whereupon, at 12 noon, the hearing adjourned, subject to the

call of the Chair.]
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The committee met, pursuant to notice, at 9:30 a.m., in room

2221, Dirksen Senate Office Building, Hon. Robert J. Dole, presid-
in'resent: Senator Dole, Senator Roth, Senator Durenberger, Sena-
tor Symms, Senator Grassley, Senator Bentsen, and Senator Brad-
ley.

The CHAIRMAN. Let me day that we're happy to have Mr. Stock-
man back, the OMB Director. You are here primarily because at
the last session you had to leave for another engagement and a
number of Senators indicated they would like to have you back.
because they didn't have sufficient time to ask questions.

I hope some of those Senators will appear. But, in any event, I
know you must leave no later than 11:30 and we can proceed if you
wish-I assume you don't have a statement. Do you have anything
you would like to say?

STATEMENT OF HON. DAVID W. STOCKMAN, DIRECTOR OF
OMB

Mr. STOCKMAN. Well, Mr. Chairman, I appreciate the chance to
come back. I understood this was primarily to continue the round
of questioning that was--

The CHAIRMAN. A cleanup session.
Mr. STOCKMAN. A cleanup session; that's correct.
I also understand that a number of questions have been raised

about certain of our proposals by witnesses who have appeared in
the intervening time, and I would be very happy to try to respond
to some of those statements as well.

The CHAIRMAN. Right. We operate under the early-bird theory
and the first bird here this morning was Senator Roth. So, Bill, do
you have any questions?

Senator ROTH. Thank you, Mr. Chairman. Yes, I do.
I was very much concerned about some of the things I read in

the paper this morning. It seems to me that, again, some of the
faint-hearted are beginning to raise their voices with respect to the
tax cut.

Now, the thing that bothers me, this is the same old refrain that
we've had the past several years. By that I mean what we're
hearing again and again is that we're going to balance the budget
on the backs of the American taxpayer.

(435)
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Frankly, I look upon the idea of a 4-year Kemp-Roth in that vein.
I would just like to call to your attention, if I might, the two charts
over there. I think too many people are forgetting what's happen-
ing.

What's happening to the working people of this country is shown
in these two charts.

On the right, it shows that by 1985, that if we don't do something
about tax cuts, the individual income tax plus employee social
security is going to go up 76 percent. And, the faint-hearted are
beginning to say we should defer the individda-tax cuts.

I would just like to point out, Mr. Stockman, that even if we
adopt President Reagan's proposal, the Roth-Kemp tax cut, that
the working people of America still face a 44 percent tax increase.
- Now, it seems to me that if there is any criticism to be made

about that tax cut, it's that it's not enough.
I wonder if you would care to comment?
Mr. STOCKMAN. Senator Roth, let me say first, that we haven't

changed our position. We believe that a 30-percent cut in a margin-
al rate staged in over the next 3 years is essential if we're to get
the recovery and growth and expansion in our economy in which
the whole program is premised.

Second, we very strongly share your view that tax reductions
have to apply to individual taxpayers as well as corporations, and
it seems to me that if you just examine the Federal revenue data,
the tax collection data, that's pretty apparent.

If I recall the figures right, in 1982 we will collect about $70
billion from corporations in corporate profits tax. Most of the re-
mainder of that $700 billion in revenues will be collected from
individuals in one way or another; through individual income
taxes, through payroll deductions. Many economists believe that
the business share of the payroll tax is actually just shifted back to
wages, so it's a form of personal taxation.

Excise taxes are obviously paid by individuals, and I believe very
strongly that the windfall profits tax is passed forward in price and
paid by individuals as well.

So, the point is, you cannot have an effective or a balanced tax
reduction unless you deal with well over 80 percent of total Federal
revenues that you're pointing to there in your chart, that are
collected from individuals.

As I have said on many occasions, if we simply lower taxes on all
the corporations chartered in Delaware and don't do anything
about individuals who work for those corporations and manage
them; the scientists, the production workers and everybody in be-
tween, in terms of their incentives we simply aren't going to get
the kind of expansion and prosperity in our economy that we want.

Senator RoTH. I couldn't agree more strongly with you. I would
just like to underscore, again, what's happening to the working
people of America, which a number of people in Congress seem to
be willing to overlook.

The fellow who made $15,000 or $16,000 in 1976 is going to have
to earn roughly $24,000 or $25,000 today to have the same purchas-
ing power. His taxes have gone up roughly a total of $1,400 over
the last 4 years.
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As I've said before, that's bad enough, but what's going to
happen in the future is outrageous. If we don't turn this economy
around, that guy who has a family of four is going to have to make
roughly $35,000 or $36,000 to buy the same food, same shelter and
same clothes, and his taxes are going to go up from $4,500 to
$8,000.

I think it's important that we get home to every working family
in America what's happening to them, because if we don't enact
these tax cuts, there is no question that what we're doing is, in
effect, voting for a major tax increase for the people of America.

I was a little bit shocked yesterday. It was April Fools' Day. A
report was issued by the Joint Economic Committee, of which Iam
a member. Last year and the year before I was very encouraged
that we had a unanimous report talking about the supply side tax
cuts. The Keynesian concept has not died. Big government, big
spending, has many heads.

I just wonder if you're familiar with this report of the Joint
Economic Committee and would like to comment on it?

Mr. ST CKMAN. Yes, I am familiar with it and I would like to
comment on it.

Essentially, that report was based on a forecast done by Data
Resources, Inc. It suggested two things: One, rather than having a
balanced budget in 1984, as we project and believe we can achieve,
there will be a $100 billion defict, a radical difference.

Second, rather than having inflation rates come down to the 5-
percent range, they would still be embedded, as they call it, near
double digits. But, instead of having interest rates come down so
that people could borrow, so that small businesses could survive, so
that farmers could survive and so forth, that the prime rate by
1984, even after our entire program of $100 billion worth of spend-
ing reductions, increasing tightness of monetary policy, that even
after all that, the prime rate would be in the 16-percent range.

Therefore, a radically different picture was presented.
Of course, you have to ask, "Do these econometric models ade-

quately forecast the future? What is their track record?"
I was able to get a hold of a forecast, a 3-year forecast done by

this same econometric model, DRI, in 1977. And, I asked the ques-
tion, "What did they forecast for 1980 and what turned out?"

What they forecasted for 1980, 3 years earlier, was a real GNP
growth rate of 4.7 percent. It turned out to be negative .2.

What they forecasted for 1980, 3 years earlier, was an inflation
rate of 5.4 percent. It turned out to be nearly 10.

What they forecast for the Consumer Price Index for 1980 was
5.3 percent. It turned out to be 13.5 percent in 1980.

Now, with a track record like that on the 3-year forecast, why
should anybody pay attention to the numbers that they put out for
1984? It's beyond me.

So, therefore, it's an interesting forecast, but it's mostly noise, in
my view, and I would hope the committee wouldn't be too dis-
turbed or troubled by the results.

Senator Rom. I would say, Dave, as I read what's going on here
on Capitol Hill and in Washington, that Carterism is not dead, that
there are still the advocates of the old economic policy, and I must
say that we have a strong, new voice in President Reagan. He's the
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one voice-of course, you have been a strong supporter, too, but he
has been a consistent strong supporter for major tax relief for the
working people, for major supply side tax cuts.

A lot of people asked me what difference I think the incident of
last Tuesday makes. I can say that I think there is no factor more
important in turning this country around than getting the Presi-
dent back in full health so that he can provide leadership. I would
like to ask just one final question, if I may, Mr. Chairman.

A lot of talk has come up concerning fraud, waste and abuse in
Government. As chairman of Government Affairs, we are going to
be looking at some of these areas of waste and abuse. I am one
that's been very concerned about travel and filmmaking. These
don't seem to be the most critically important.

I would ask that you and the others look at how we can make
greater savings. For example, there is something like $7, $8, $9
billion in that range, for travel, including military.

Has any thought been given that instead of requiring the mili-
tary to change bases every 2 years, perhaps extending that to 3
years?

Mr. STOCKMAN. Well, that is one question that's being looked at.
That is part of the travel amount. But the permanent change of
station amount in that $9 billion, if I recall correctly, is only a
little over $2 billion.

So, outside of that, which really has to do with management of
military forces, deployment of forces and so forth, which I believe
defense wants to look at, you still have about $7 billion worth of
other travel, both in defense and in the civilian agencies that I
believe could be reduced.

Now, we did put a 15-percent reduction in travel in force on
January 20. It was one of the first acts that the President under-
took in order to squeeze excessive overhead out of the Federal
Government. That is still in force today and it will remain in force,
with further reductions, in 1982.

Senator ROTH. I think that is a major step forward. I would like
to advise you that we will be holding special hearings in the near
future in these areas, as a means of making greater savings, at
which time we would hope that you would be able to come and
testify.

Mr. STOCKMAN. Well, I might just say on that whole range of
matters: publications, filmmaking, travel, personnel, administra-
tive overhead of questionable necessity or character; those things
are hard to put in a budget in terms of something you can vote on
to reduce, but they are a very important priority to this adminis-
tration.

In our budget for fiscal year 1983, we have multiple billions of
dollars worth of savings anticipated from a variety of initiatives in
those areas, and we believe that's only the first installment; that as
we get a better fix on this problem, define it more clearly, isolate it
and locate it within the agencies and programs, that we can find
substantially more.

Senator ROTH. Well, we look forward to working with you in
these areas.

Mr. STOCKMAN. Thank you.
Senator ROTH. Thank you, Mr. Chairman.
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The CHAIRMAN. Senator Bradley?
Senator BRADLEY. Thank you, Mr. Chairman.
Mr. Stockman, I am curious about your reaction to the new Joint

Economic Committee study. The study was undertaken in response
to a request that I made to the Joint Economic Committee asking
that they simulate the full assumptions of the President's economic
program, assuming Kemp-Roth, all the budget cuts that have been
asked for as well as the unspecified ones for out years, and the
money supply assumptions that have been indicated by the admin-
istration.

I had no idea what the result would be, and the result was
astounding to me. Frankly, even if it was not the JEC number of
over a $100 billion deficit in 1984, but the CBO number, it's consid-
erably different than the numbers that the administration has put
forward, indeed the administration's numbers are considerably dif-
ferent than not just the JEC numbers, but also those of Wharton,
by Chase Econometrics, and Data Resources. In fact, of the major
macroeconomic model, only Merrill Lynch forecasts numbers as
optimistic as those of the administration.

So, I think that you have to take these things into some consider-
ation. You can't dismiss all these studies by simply saying,
"They're a lot of noise."

The assumptions governing these models are based on historical
experience. The assumptions underlying the administration's, are
not based on any experience. We're charting new territory.

So, I would just like to point out that I think your criticism of
this is certainly logically inconsistent.

It is not enough to dismiss these forecasts by saying they have
been inaccurate before. For example during and then also to say
that taking the specifics, which there were a few things that hap-
pened between 1977 and 1980 that no econometric model could
have factored in, things such as the Iranian Revolution, the Iraq-
Iran War, food shortages. Just the price of oil went from about $11
a barrel to close to $40 a barrel.

So, I think that you can't dismiss another voice out there by
simply saying it's noise if that voice arrives at a different conclu-
sion by factoring in the same assumptions and the same numbers
that you have offered.

My question to you is: In your assumption, what have you as-
sumed about the money supply, and have you worked those as-
sumptions through in your analysis?

Mr. STOCKMAN. The answer is: We have assumed that the money
supply will grow at increasingly smaller rates along the lines pro-
jected by the Fed over the next 4 years, such that by the end of the
period, the money supply, however you measure it-Mi-B the mon-
etary base, Federal Reserve credit outstanding, will be growing at
roughly half the rate it is today and substantially lower than the 8
percent or so Mi-B rate that we've had in the past.

Now, our difference with DRI, and I think that this is fundamen-
tal and material, is that we believe a steady reduction in the
growth rate of money supply will result in a lowering of interest
rates, of inflation, and of inflation expectations. DRI, essentially,
assumes the opposite; that if you tighten monetary policy, that
interest rates will remain very high: in the 16-percent range on the
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prime. That will retard investment; that will slow down the growth
of output. It's a fundamental difference as to the relationship be-
tween monetary policy, interest rates and the real economy.

The other point I would like to make here is, I brought up that
record from 1977 to 1980, that forecast, to make a rather different
point than I think you have implied.

The point that I was trying to make is that as big and complex
and awesome as these models appear with their 800 equations,
what they essentially do is extrapolate from the recent past. And,
if you were making a forecast in 1975, 1976, 1977, you could very
easily have seen an economy growing about 5 percent in 1980, an
inflation rate of about 5 percent, and an unemployment rate at
about 51/2 percent, because that's precisely the condition that exist-
ed at that time.

Now, what DRI, in my view, is doing today is taking current
conditions which weigh heavily into the equations out of which
these forecasts are generated, and projecting them forward almost
on a steady state over the next 4 years, regardless of the major
policy changes that we have injected into the equation.

I disagree with that strongly because I think the economy does
respond to policy, and that if we cut the growth trend of spending
substantially, if we bring the deficit to a close, if we steadily reduce
the rate of money supply growth, that is going to change the
performance and behavior of the economy.

We can argue about the magnitude, but I think we ought to
grant the premise that it will change things. My difficulty with
this study in this forecast is that essentially, if you look at the
numbers for 1984, they are exactly what they are today; that the
policy will be fully implemented, and like a tree falling in an
empty forest, it will have no impact.

I can't accept that and I have to respond fairly strongly, the way
I did, in describing the results of their earlier forecasting efforts.

Senator BRADLEY. Well, what do you say to those people who look
at-before I ask that I'll ask, how do you respond to people who say
that you have made the assumption that fiscal policy will affect the
growth by expanding it and it will also have a retarding effect on
inflation. Meanwhile, monetary policy will have only a downward
effect on inflation.

Why won't monetary policy also do what it has always done?
When interest rates go up, economic activity falls into slack. There
is unused capacity. There is higher unemployment. That's a natu-
ral response to higher interest rates.

Again, you have kind of selectively picked what the effects will
be, and since you have basically dismissed any empirical evidence,
and you have dismissed all of--

Mr. STOCKMAN. I don't believe so, Senator. I understand the point
you are making--

Senator BRADLEY. We cannot accept the econometric model, be-
cause they only give us the recent past.

Mr. STOCKMAN. All right.
Senator BRADLEY. If we can't use the recent past as evidence,

what do we use? And the answer is: We either use selected facts,
since we don't use the comprehensive facts of the recent past, or we
use belief; one of the two.
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I think this same selectivity, I would suggest the same selectivity
is used when you imply that fiscal policy will have a retarding
effect on inflation and a growing effect on growth-a positive effect
on growth, but monetary policy will have only a negative effect on
inflation, and it will not have a negative effect on growth.

What comes first here?
Mr. STOCKMAN. Well, let me try to respond to that.
First, I would say very strongly that an econometric model is not

a scientific calculating machine. It embodies a system of beliefs
about relationships in the economy, including the one you are
raising; the relationship between monetary policy and prices and
output.

The DRI model is a Keynesian model. It believes the economy
generates basicaly from the demand side.

Senator BRADLEY. Could I interrupt you? Just 1 minute.
Mr. Roberts was up here. Mr. Roberts happens to be the Assist-

ant Secretary for Economic Policy for the Treasury Department,
and I asked him directly, as I've asked most-"What is a supply
side model," and he said, "There is no supply side model. Most
models today include the basic assumptions about supply and
demand, and if you have labeled something Keynesian, what you
have done is put yourself in a historical period several years ago
and you have not recognized either the change of economic theory,
the evolution of economic theory, nor have you accepted the evi-
dence of facts of the past 5 or 6 years."

Mr. STOCKMAN. So, I'll retract the label and try to make my
point, nevertheless.

Senator BRADLEY. OK.
Mr. STMCXMAN. You are correct that in the very short run a

sudden surge or runup in interest rates does have a retardingimpact on the real side of the economy on output.
o, it may well be that we will have a soft economy in the second

and third quarters due to the enormous explosion of interest rates
and financial instability that we had last fall.

But, we believe that is a very temporary effect. We believe, in
the longer run, the relationship reverses and that the major efect
of continued monetary restraint, steadily reducing the rate of mon-
etary growth, will be primarily on the price side as inflation expec-
tations change and as financial markets adjust.

Now, my quarrel with this forecast is that they assume the short
run relationship persists indefinitely, and that if you have a steady
tightening in monetary policy over 31/ years, the major effect is on
interest rates and that then feeds back into the output side, the
investment side, and retards the growth.

Now, I would suggest to you that the historical record is very
J ifferent. Over longer periods of time, there is a clear relationship
between the level of interest rates and the level of price change or
inflation and the growth rate of the money supply, however you
measure it.

We believe, over a 3 V -year period, what you are going to primar-
ily get out at the end of that period is gains on the financial price,
and interest side while your fiscal policy, in terms of tax incen-
tives, tax reduction, and regulatory relief, will be providing stimu-
lus on the production or output side of the economy. That's a belief.

. J .



442

Someone is absolutely entitled to the inverse point of view.
My point, this morning, is that the DRI model largely embodies

in its equations and in the interactive effects of that model the first
point of view, and our economic forecast is based on the second
point of view. It's a theoretical argument; it's an empirical argu-
ment, and you can go around and around a circle all day. But, that
is, essentially, the difference.

But I have to stress once again, I do not buy the view, which is
implicit in this forecast, that somehow inflation is embedded at 9
percent. We don't know where it came from, but it's there and it
won't go away no matter what you do to change fiscal and mone-
tary policy, and by that I mean budget policy and monetary policy,
in a more sound direction.

I can't accept that premise. I can't accept that assumption, but
it's implicit in this forecast and in this study outcome.

Senator BRADLEY. Mr. Chairman, I have some more, but I heard
the bell.

The CHAIRMAN. Go ahead.
Senator BRADLEY. Well, what if wages and prices are sticky?
Mr. STOCKMAN. Well, that's the--
Senator BRADLEY. If wages and prices are sticky, what happens

to growth then? Tight money means growth is sapped because
inflation continues and you have the higher interest rates. And,
what happens when you have very high interest rates? One possi-
bility is the influx of billions of dollars from abroad, a rush that
can prevent the Fed from controlling the money supplies effective-
ly.

Have you accounted for these possibilities in your projections for
budget figures and for tax figures?

Mr. STOCKMAN. Well, it is a complicated set of relationships that
you are raising, but to just take them one at a time, on the sticky
wage and price question, that is a hypothesis. There are some
people who believe they can demonstrate that wages are sticky in
that sense and they continue to rise at 8 or 9 percent and, there-
fore, the price level will reflect that the next year or the year after.

I don't think there is a good case for that. I would recall, for
instance, in 1974 in the latter part of the year, the GNP deflator
was running about 10 to 11 percent. By the end of 1976, it was
running at 5 percent and heading lower. After 1976, we had a
change in both fiscal and monetary policy, a very stimulative
budget, if you recall, in 1977, a $30 billion stimulus program as the
first initiative of the previous administration.

Then, over the course of the next 2 years, as the dollar weakened
internationally, we attempted to stem that by increasing the
growth of the money supply. That further built inflationary mo-
mentum into the economy, and you move back up to the plateau
that you are at today.

But, it's very clear that prices and wages will adjust in response
to changed policy. So the idea that they are stuck there at a
certain rate that happens to exist today indefinitely, I think is
wrong for two other reasons:

One, the area of--
Senator BRADLEY. Let me just interrupt you there.
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Also, if you look at the unemployment rate, during he time th*
the GNP deflator went down, the unemployme was the
highest it's been since the depression. N

So, yes, I don't disagree that ~ges will go dow , ut they are
not going to go down without pin, and I think what this study
says is simply that inflation is going to go down, not as a result of"rational expectations," but as a result of a good old-fashioned
recession. It's going to be occasioned by tight money, and the tight
money will be precipitated by a fiscal policy that is too loose.

Now, maybe I have talked to Arthur Burns too much about this,
but he certainly feels that way about it, as do a lot of other, well-
respected economists in the country who see this tax cut as a form
of religion to its advocates and not something based on either
empirical evidence or a reasonable theory of how to produce the
kind of high growth and reduced inflation that the administration
expects.

Mr. STOCKMAN. Well, Senator, there is a lot of evidence around,
and I guess we all select that evidence that we think best suits the
case or is most appropriate, but I don't believe there is credible,
persuasive evidence that simply having a good old-fashioned deep
recession will solve the inflation problem.

Great Britain is going through that wringer, and their inflation
today is higher than it was when their industrial economy--

Senator BRADLEY. I certainly don't look at Great Britain as the
example that we have to follow. But, I'm asked the question about
where you factored in the stickiness of wages and prices?

Mr. STOCKMAN. We don't believe it's been demonstrated they are
sticky. You are simply asserting that, and I think you can make a
strong case that they are not.

Senator BRADLEY. But the example that you gave to demonstrate
that they are not sticky, was the 1974-76 period when wages came
down. They came down, they're not sticky. That was your argu-
ment. It's true, but they came down when unemployment was the
highest it's been since the depression.

Mr. STOCKMAN. I'll give you another example.
Senator BRADLEY. OK.
Mr. STOCKMAN. Throughout the course of 1976 and 1977, when

the economy was expanding at 5- to 6-percent rate, unit labor costs
were coming down and the price trend was favorable. It was not
until late 1977, primarily in 1978 and 1979, when this current bout
of inflation that we're suffering got underway.

I would suggest that there are historical observations at a whole
variety of points in time which suggest that strong output growth
and employment growth are fully compatible with stable or low
rates of inflation. And, we can argue about how we get there and
in what sequence and how policy variables work, but I hope we
wouldn't rule out either alternative; that you can achieve both over
a sustained period of time with the right mix of policy.

Senator BRADLEY. I won't rule out that alternative if you don't
rule out the possibility of our study.

Mr. STOCKMAN. I won't rule it out; I just won't accept it. I think
that's-

[Laughter.]

80-480 0 - 81 - 29
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Senator BRADLEY. Let me move off of this-let's try to push a few
angels off the head of this pin and go to another subject.

If we lost 3 to 4 million barrels of oil in the Middle East, what
monetary and fiscal policy would you recommend to help us
through this period? Say it wasn't a manipulated embargo, but say
it was a loss due to loss of production capacity.

Mr. STOCKMAN. I would recommend no change in fiscal policy,
because there would be a variety of offsetting effects which would
run to the budget. If that occurred Under existing policy, there
would be an enormous increase in Federal revenue, primarily be-
cause of vast additional yield on the windfall tax since domestic oil
prices would rise to the world level, which could be anywhere in
the stratosphere that you might want to put it.

On the other hand, there would be substantial increases in out-
lays, because we would have to provide some kind of adjustment to
people to pay their heating bills, to pay maybe even gasoline bills
and so forth.

So, I would-in terms of the preexisting fundamental fiscal
policy, I wouldn't change it.

Monetary policy, I think you would have to accommodate to
some degree this shock, real shock to the economy, and thereby
allow part of the price change for oil to be reflected in a higher
level of inflation. But, I don't think it ought to be accommodated
entirely or 100 percent, because then you just build in another
enormous surge of money supply growth, financial instability, in-
terest rate runup and a longer term wave of inflation that will
take you a few years to dig out from under.

So, I would say modest accommodation on the monetary side; no
change on the fiscal side, due to some automatic stabilizers that
just by happenstance are built in to our budgeting process today.

Senator BRADLEY. What would happen to unemployment?
Mr. STOCKMA-:,. If there is a real shock--
Senator BRADLEY. You have said that what you would do is let

inflation go, basically.
Mr. STOCKMAN. No, I did not say that. Absolutely not.
Senator BRADLEY. OK. Which would you attack first? The unem-

ployment or the inflation? It would be occurring simultaneously.
Mr. STOCKMAN. The mix of that, unemployment and inflation, in

response to this big price shock or production outage that you're
talking about, will depend almost entirely on the response of the
monetary authority, the Federal Reserve.

If they choose not to accommodate that price shock by increasing
money supply growth, then you would feel most of the impact on
employment and output. There would be a severe, sudden reces-
sion.

Senator BRADLEY. That's right.
Mr. STOCKMAN. If they chose to accommodate it partially by

temporary increases in the rate of money supply growth, then you
would take part of it in higher inflation; part of it in lower output.I would like to see a partial accommodation, and you can't pre-
cisely calibrate these things, but there would have to be some
accommodation on the monetary side, but not simply a validation
in the sense that you create enough money to finance the economy
with these huge increases in oil prices and everything else. Some of
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it would have to be taken on the output or real side; otherwise, you
build in a wave of inflation with all its wrenching effects through-
out the economy, the financial markets and everything else that is
probably more damaging than short run output and employment

But, what you ought to do, I might say finally, is have mecha-
nisms available to mitigate that oil shock and strategic storage,
obviously, is one of those things that could help prevent a runup of
world price suddenly, unexpectedly, with the impact that it invari-
ably has on the economy.

Senator BRADLEY. Only a stockpile? What about a demand-
restraint mechanism?

Mr. STOCKMAN. A demand-restraint mechanism?
Senator BRADLEY. Yes, I mean, you don't have rationing. You

have the disruption. It's clearly in the national interest to reduce
consumption of oil quickly.

What about another demand-restraint mechanism, emergency
tariff or tax?

Mr. STOCKMAN. I think you almost have that built in, Senator. I
think that if you had that big change-I'm not talking about
something like Iran where it's a 1 or 2 or 3 million barrel-a-day net
outage worldwide, but something major which I think you're talk-
ing about.

Even with the release of stockpiled oil, you would have a sub-
stantial runup in the price. There then would be a demand re-
sponse to that in the economy.

To take care of people who are suddenly faced with drastically or
radically higher prices for heating oil or gasoline, it seems to me a
far better approach is a direct income transfer, than trying to take
the price in the market, allocate the available supply, and go
through all of the turmoil and dislocation that we have experi-
enced on two occasions now, both 1979 and 1974 when we tried that
route.

So deal with the income effect with income transfer policies;
allow the price effects to work through the economy; maintain a
steady keel on fiscal policy and modest accommodation on mone-
tary policy; but foremostly, build up the supply as rapidly as you
can during slack periods so that the overall impact that we're
talking about will be mitigated in the first instance.

Senator BRADLEY. Where were you 2 days ago?
Mr. STOCKMAN. Well, the answer was: It seems to me there is

more than one way to achieve an objective, and it's pretty clear to
me that given the enormous budget pressure, fiscal pressure, on a
whole variety of domestic programs, that we're under today be-
cause of our effort to change the direction of budget and fiscal
policy, that there might well be better ways to insure financial
resources available to buy oil as we move through what appears to
be a glut or slack period in the world market.

We are working on those options now, and we will have them
available to the Congress in a relatively short period of time.

But, the main commitment remains steady and unchanged, and
that is that we must purchase at least 230,000 barrels a day in
1982, and if the market begins to work out the way some are
forecasting, probably even more, and we believe you can get a
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financing mechanism in place to do that without putting it in the
direct budget, given its vulnerability in terms of people looking for
altei native areas to cut spending.

Senator BRADLEY. Mr. Chairman, you have been more than gen-
erous with me and I will wait until another time.

The CHAIRMAN. I think maybe either Senator Bentsen or Senator
Symms have questions. I indicated at the outset, I think Mr. Stock-
man must leave about 11:30.

I just had a couple of questions. We've given your staff a copy of
our so-called Blue Book, and on page 70 we recommend a number
of potential savings that would increase-make a significant sav-
ings in medicare. Just to name three, if we increased the deductible
from $60 to $100, that would save about $530 million in 1982. The
required insurance for home health visits, that's another $230 mil-
lion, and mandatory coordination of benefits to private health in-
surance coverage is another $170 million.

We're going to be getting into the nitty-gritty of maybe making
some adjustments in recommendations made by the administration
and looking for other ways to come up with savings.

I guess what I'd like to know, if you know at this time, whether
or not the administration would object to savings in these areas?

Mr. STOCKMAN. Well, Mr. Chairman, I wouldn t be in a position
today to comment on any of these specific recommendations be-
cause we haven't fully evaluated them.

-But, I would say, as a general matter there are two basic ways to
save money under medicare. One is to accept the existing ineffi-
cient, excessively costly reimbursement system and delivery
system, and require the recipients to pay a larger share of the
services they receive from that system.

That's essentially what these measures do. Higher copayments,
higher deductibles, higher premium contributions, and so forth.

The other approach, which takes longer to accomplish, would be-
to attempt to bring about changes in the delivery system and the
reimbursement system in order to hold down overutilization, over-
treatment, overtesting, overstaying, or the placement of people in
the wrong facilities, hospitals instead of nursing homes.

You can't do that in 6 weeks or in one spring in terms of
legislative action, but I think that is the only way in the long run
that we really can bring this $50 billion program under control.

In the short run, there may be a few of these cost-sharing
changes that could be justified under present circumstances, but I
would only want to-i, personally, would see them only as an
interim way of saving money on medicare until we can deal with
the underlying problem, which is the cost structure and the deliv-
ery system.

But, we will evaluate each of these and try to have a response to
you-

The CHAIRMAN. We would appreciate it. I'm not suggesting
everybody would support those efforts, but we're going to have
some difficult choices to make.

So, if you could evaluate those and give us your views in the next
couple of weeks, we would appreciate it.

Another area that has been called to my attention by staff, and
has been called to their attention by others, and that we are
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looking at is the administration's depreciation proposal. We have
also been advised that we look into the high cost of hospitalization
over the years, that we have too much bed capacity.

Medicare and medicaid reimburse hospitals around $2 billion
annually. Now, under depreciation costs we are told by the GAO
that since they are not excluded from the administration's depreci-
ation proposal, that could rise to $4 billion annually.

I'm wondering if that was an oversight, if you intend to exclude
hospital facilities, because if we're going to phase out health plan-
ning and at the same time propose radically reducing the recovery
period for depreciable real property, it's going to really almost
double, according to GAO, that reimbursement expense. That's
another area I would like you to look at.

Mr. STOCKMAN. We would be happy to examine that. If those
facts are true, it's certainly an oversight. But, it seems to me
they're a little out of the range of the possible. Most hospitals are
not for-profit institutions. They are nonprofit or public hospitals or
community owned.

Obviously, depreciation schedules on the corporate income tax
would not apply to those hospitals. But, it wouldn't be our intent to
apply the depreciation reform features of the tax program to hospi-
tals and if that in fact is true, then I think there is some adjust-
ment warranted in that area.

The CHAIRMAN. The staff advised me it's treated as a cost, so it
doesn't make any difference about their tax status. But, anyway,
this is an informal GAO report. We will try to supply more infor-
mation, but it would appear that if there is some accuracy in their
informal report, it's something you might want to look at. It's a
rather large item.

Mr. STOCKMAN. We will.
The CHAIRMAN. Senator Symms?
Senator SYMMS. Thank you, Mr. Chairman.
Thank you, Mr. Director, for being up here. I want to compli-

ment you for the generally good job that I think you're doing. As I
told you personnally, I doubt if the administration is cutting fast
enough and deep enough but, nevertheless, you are off to a good
start.

I am very concerned about one thing that seems to be cropping
up here in this town, and that is that there is a great deal of talk
that the President's tax proposal and tax reform posture is not
going to be able to pass the House of Representatives.

What kind of a negative effect will that have on this overall
package if it doesn't pass?

Mr. STOCKMAN. Well, as we have said on many occasions, the
four parts of this package are interrelated. The marginal rate tax
reductions, the spending control plan over the next 4 years, the
continued tightening of money supply growth, and the regulatory
relief and reform efforts.

If one of those are dropped out of the equation then the accumu-
lative effects that we have projected in terms of better employment
and output growth, higher real wages and living standards, lower
inflation and interest, will be substantially affected, and we won't
get the kind of improvement that I think the American people
want.
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So, without that tax component, I think we would have a far less
encouraging, a far less promising economic picture in future years.

Senator SYMMS. Well, I guess what I'm getting at is: The reason
I'm making it is my concern-the reason I make the statement
that I think we need to cut deeper is because of the politics of-
many Members of the House and Senate for their own particular
reasons believe it's essential that we get spending cuts before they
vote for tax rate reductions.

With that in mind, I think just the politics to get the incentive
supply side tax system started, we have to have spending cuts, and
I'm very, very-I'm hopeful that the administration is aware of the
situation that appears to be shaping up; that we're not going to get
the kind of spending cuts or tax cuts we need, and I hope that you
are prepared later on this summer, when the appropriations season
starts, to have the President start vetoing bills that are overspend-
ing so that we can demonstrate to the American people that we are
ging to control spending, so there is no excuse for anybody in this

ngress not to reduce taxes on the overburdened people, because
the working people in this country are paying too many taxes and,
because of the way the whole package shapes down, I believe that
large segments of people aren t going to participate in biting the
bullet.

So, I would just leave that with you and pledge my support to
encourage you to continue your efforts, because we are starting, I
think, to see partisanship really become an issue in the House.

Mr. STOCKMAN. Senator, let me respond to that because I think
people are underestimating what we have accomplished already, or
proposed, and the Senate has largely endorsed.

Yes, for fiscal year 1982 we would save about $48 billion from the
current spending base. The Senate has endorsed, over the last 3 to
4 days, almost all of those major changes in policy entitlement
permanent law that would bring about those changes.

The thing that needs to be pointed out is that when you make a
permanent change in entitlement or other aspect of the spending
structure, those savings grow automatically without any further
votes or action by the Congress in future years.

What we have accomplished thus far will grow to $67 billion by
1983 to well over $80 billion in the 1984-85 period, and to $100
billion by 1986.

Now, in addition to that first installment of permanent reduc-
tions in budgetary outlays that the Congress has responded to very
favorably and the Senate has taken action on already, we have
suggested we will offer $30 billion in additional cuts beyond that
for the fiscal year 1983 budget, and $44 billion for fiscal year 1984.

We believe that that's achievable; that in a $700 billion budget,
there are plenty of places to find 5 percent more, and that those
who are worried about achieving the balanced budget in 1984,
about deficits that might possibly result from the tax program,
simply are underestimating the unnecessary expenditures in the
budget today and, I think, the willingness of the American people
and the Congress to take additional steps in the next two rounds to
bring about the saving that we require.

Senator SYMMs. I appreciate that, and I just want to make it
clear to you, David, that I'm not concerned about the-I'm con-
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cerned about getting the tax side of this thing passed, because I
think that's essential with having you achieve the other part of the
goal.

Mr. STOCKMAN. Right.
Senator SYMMS. One thing I might say, and I do agree we've been

successful thus far on the floor of the Senate, but you want to be
sure that either Howard Baker or somebody from the administra-
tion comes over there-I see Senator Garn just came in the room,
and to remind Senator Garn and Senator Dole that we need to vote
yes, because we have been voting no on so many amendments on
the floor and we might forget to pass the budget package.

The CHAIRMAN. Thank you. We haven't started to make a tax
policy yet in the committee that has jurisdiction. I think that's
something to keep in mind. There have been stories about the
Budget Committee proposal, and I understand their problems. But,
it would be my hope that even though they may disagree, that
we'll stick with the administration's numbers-and we're not
trying to do violence to the Budget Committee, but they can come
up with one set of numbers that may be in conflict with the
administration so far as the goal of a balanced budget for 1984.
That doesn't bother me because there will be additional cuts in
1983 and 1984 that have not yet been identified.

Mr. STOCKMAN. That's correct.
The CHAIRMAN. Senator Bentsen?
Senator BENTSEN. Thank you, Mr. Chairman.
Mr. Stockman, I certainly share with you the objectives that the

administration is trying to achieve, and I think that you have met
with great success, as you stated on the floor of the Senate, and I
certainly have seen in the aggregate the amount of cuts that you're
talking about, but you're talking about a deficit of $67 billion at
least, for 1982 and 1983, and I say at least because most of the
estimates I see, other than the administration's, are less optimistic.

When we get to the question of the pressure on the capital
markets, as I recall, you answered that by saying you would have
an increase of savings that would help ease that. I think that's the
real key to it.

You are projecting an increase in savings, as I recall, of about 7.5
percent by 1985, and we have only exceeded that about six times
since World War II.

I would like to see us achieve that objective, because I think it's
critical to us in this country, with probably the lowest rate of
savings today of any major nation in the world.

I would like to try to find a common ground we could work on, if
we could, toward that objective.

Is the administration just going to try to put some additional
incentives, direct incentives in there for savings?

Mr. STOCKMAN. Well, Senator, we're not unalterably opposed, I
can assure you of that. The real question is one of means, of
technique. What is the best way to get to the common objective?

There are some who believe that we can manipulate the tax code
in the right way so that we can cause income to flow toward
savings and away from consumption, and there are others of us
who believe that it is the high rates, especially in the upper end of
the income spectrum, distribution, that s primarily responsible for
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the lack of savings flow, or at least the most productive savings, in
investment-

Senator BENTSEN. Let me say on that one, I helped lead the fight,
I guess about 3 or 4 years ago, to try to cut investment income
down to the same so-called earned income. I felt if you could have a
country folk singer earn $12 million and work less than 6 pionths
in a year and pay a maximum 50 percent tax, that that ought to be
high enough, also, on so-called investment income, whether it's a
savings account or dividends off of something that creates jobs.

So, I share that thought in getting it equated, equal. But, I feel
that if you have some specific incentives in there for savings that
you are going to increase that percentage of savings in this coun-
try, and I think you are going to have to do the extraordinary to
try to get it.

Mr. STOCKMAN. Well, as I've indicated, I guess that really is a
technical, practical question of what is the best way, what is the
most efficient way to get it, and we are open to debate on that. I
think we have the same objective.

We are not presuaded, as of the present time, however, that you
can design an effective targeted savings incentive. Most of the
proposals that I've seen and that Secretary Regan has looked at
and the Treasury has looked at, will probably have a larger effect
in terms of moving savings from an advantage-from a disadvan-
taged to an advantaged type of instrument or institution or deposit,
rather than necessarily increasing the aggregate amount.

Now, we are not suggesting that there is no targeted savings
incentive that will mainly work toward increasing the aggregate
level of savings, but I think we have to be very careful about these
targeted savings plans, because many of them are pushed by insti-
tutions and by industries that would receive a major shift or substi-
tution of the existing saving going on in the economy today.

But, if it's carefully designed, you might make a strong case that
that would be the desirable thing to do, but it has to be carefully
designed and you don't want to clutter up the code with hundreds
and hundreds of pages of regulations in order to make sure that
that happens.

Senator BENTSEN. I understand that. But, we are running into a
problem where we have so homogenized the financial institutions
that we are resorting to arbitrage and that kind of thing to try to
stay alive.

Mr. STOCKMAN. Right.
Senator BENTSEN. And we have got to find some way to try

to--
Mr. STOCKMAN. Isn't that a different objective, though, Senator,

to say that money markets are a bad place to save and thrifts are a
good place to save and so we will give a-tax break if you deposit in
a thrift but we won't if you do in a money market? -

Senator BENTSEN. I'm not saying that.
Mr. STOCKMAN. No, but I'm saying that the objective of that

would simply be to strengthen an institution; not necessarily to
raise the level of savings to finance the economy. That's the danger
that I see in these proposals.

Senator BENTSEN. Well, I think we have to try to find a way, as
we've seen in many other countries Where they have given specific

9.~
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incentives for what, in effect, turned out to be long-term money,
and I would like to see us give some more attention to that and I,
for one, am going to be trying to bring that about.

The CHAIRMAN. You have about 2 minutes before departure time.
Maybe we can divide that between Bradley and Durenberger.

Senator BRADLEY. I'll be quick; just two questions.
A followup on your question about if there is a disruption, what

fiscal monetary policies that you would follow and you said basical-
ly we have enough in place to take care of that.

Let me point out that there is no rebate mechanism in place, and
that your answer doesn't address the enormous loss of wealth that
would flow out of this country to pay for the foreign oil. I would
hope that the administration would honor the letter that they
submitted to us in the Energy Committee that there would be a
statement by April 30 on the questions of supply disruptions, taxes,
tariffs, and rebate mechanism, because I think that your answer
has really overlooked the enormous outflow of wealth and does not
take into account the need to develop a rebate mechanism to make
sure that that wealth does not go all to OPEC.

My second point is, from 1965 to 1969 in this country, we expand-
ed our defense budget considerably, and we had guns and butter.
We didn't pay for it. We frequently look at that point in time as
the origin of our inflationary spiral.

If you take what we spend on defense and what we increased our
defense spending from 1965 to 1969, in real dollar terms the next 4
years we will be spending more on defense than we did in 1965 to
1969 in real dollars. I believe we may get into the same kind of
inflationary surge now as we did then, because we are not financ-
ing that expenditure.

Mr. STOCKMAN. There are two very good reasons. One, the econo-
my is twice as large in real terms today as it was then. Second, in
the 1965-68 period, when real defense was rising, so was the do-
mestic budget in real terms, at a rapid rate, as the Great Society
was implemented.

In contrast to that, over the next 5 years the domestic side of our
budget proposal would shrink in real terms, and the aggregate size
of the Federal budget would decline from 23 percent of GNP to 19.
That's exactly the inverse movement of the budget aggregate
during the 1965-69 period that you are talking about, in which it
increased from the 18 percent range, I believe, to substantially
higher.

The point is, the defense path is somewhat similar, but it occurs
in a much larger economy and as a share of the budget, even at the
end of that period, it's much smaller; 38 percent rather than 44
percent.

But, the more important point is, the budget as a whole, under
our fiscal plan, will be shrinking steadily in real terms, even with
the defense increase.

Senator BRADLEY. If you take the fiscal stimulus, defense budget,
tax cut, and balance those against fiscal restriction, budget cut,
over this period you are $100 billion on the side of fiscal stimulus.

Mr. STOCKMAN. I don't believe that that would be accurate, even
if you look at it in conventional terms. The fiscal stimulus has to
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be measured by the total size of aggregate spending and the size of
the deficit.

Clearly, aggregate spending growth rates are coming down dras-
tically and the deficit is disappearing.

Senator BRADLEY. Let me just say I don't think that's the way it
will work in macroecomomic terms.

The CHAIRMAN. Senator Durenberger has one question.
Senator DURENBERGER. It's a yes or no question, Dave. You know

how to answer yes to a question.
Mr. STOCKMAN. Some people doubt that. [Laughter.]
Senator DURENBERGER. The National Governor's Association has

been here a number of times and we have been looking at the
administration's health-related recommendations and express some
concern that they hadn't been involved extensively in the design of
the administration's block grant.

I just wondered if you would be willing to work with us and with
them in improving the recommendation? Is there room for im-
provement, and would you be willing to work with us in improving
the recommendation?

Mr. STOCKMAN. I think the answer would be yes to both ques-
tions.

Senator DURENBERGER. Thank you very much.
The CHAIRMAN. Thank you, Mr. Stockman.
I believe Senator Moynihan and Senator Long may have also had

atuestions, which I assume could be submitted in writing and also if
nator Bradley has additional questions.
I'm certain, before too long, you will be back, in any event, and I

appreciate your coming this morning.
Thank you.
The next witness we are honored to have with us today is the

Governor of the State of Utah, Governor Matheson, and we are
also honored to have to introduce the Governor to the Senate
Finance Committee, the senior Senator from Utah, the chairman of
the Banking Committee, the Honorable J. Garn.

Senator Garn?
Senator GARN. Thank you very much, Mr. Chairman. I appreci-

ate the opportunity of being here, and if I could take advantage of
a captive microphone before I introduce our Governor, I was very
interested in the conversation between Senator Bentsen and David
about incentive for savings.

So, if I could spread upon the record the comments of the chair-
man of the Banking Committee, that I do believe that that is one
area the administration or tax package has missed, is specific
incentive for savings.

I know very well, after being chairman of the Banking Commit-
tee for 3 months and on that committee for 6 years the problems of
the thrift industry and the problems of incentives for saving. I
would agree with Mr. Stockman that there are incentives in the
higher brackets for saving, but that is not addressing the problem
of small savers and the masses of working people who would like
an incentive to save in this country.

Last year we had the lowest rate of savings as a percentage of
our total income of any of the industrialized nations far, far below
it. There are a lot of so-called targeted proposals like allowing
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people to save money for the downpayment on a home. And, I
would say to Senator Bentsen that I do not believe that is the way
to go to try and design the regulations as David Stockman is
talking about, but certainly an expansion I think the Finance
Committee should consider of the 200 and 200 is expanding the
general savings, regardless of where you put it; whether it's in
money market funds or mutual savings banks or in S. & L. banks
or wherever. I think that is important if we are going to have
available capital, not only for home building and providing long-
term mortgage credit.

I agree with Senator Bentsen and I agree with David Stockman
that we should not get into a bunch of targeted but a general
incentive and tax code for small savers, I think, is imperative to
solving some of these problems of the financial industry.

Excuse me for taking advantage of what I would call a captive
mike, and now I will do what I was here to do. But, I couldn't resist
the opportunity, after hearing that conversation.

It is an honor for me to be here to introduce Governor Scott
Matheson of my.State. We have been friends since both of us had
hair, so that was a long time ago. We attended college to ether at
the University of Utah, and we are fraternity brothers. e have a
lot of similarities, except that he was one of the few Sigma Chi's
who became a Democrat. The rest of us would rather fight than
switch. We stayed loyal to the Republican Party; despite the fact of
that one discrepancy in his distinguished public career of being a
Democrat, I'm proud to be here to tell you that we are very proud
of him in the State of Utah for his achievements as our Governor,
for his work in the National Governor's Conference. He represents
them well as well as our own State, and so I'm pleased that he is
here to testify before you today.

I thank you very much.
The CHAIRMAN. Thank you, Senator Garn.
Your preliminary comments will be noted. We are looking for

ways, and if we could figure out where to find the revenue that we
would lose in increasing that exemption for interest and dividend
income, I think you are correct.

Some of us have some of those targeted savings: education, hous-
ing, individual retirement accounts, and I'm not certain what the
fate of those may be.

Thank you and thank you for introducing Governor Matheson.
Governor, you may proceed in any way you wish. I'm certain
you're accustomed to testifying and your entire statement will be
made a part of the record.

I might add, at the outset, that Senator Durenberger as chair-
man of the Health Subcommittee, as the rest of us do, he probably
has a more direct interest in many of the things you will be
touching on. I think he has questions.

So, you may proceed in any way you wish.

STATEMENT OF HON. SCOTT M. MATHESON, GOVERNOR, STATE
OF UTAH, SALT LAKE CITY, UTAH

Governor MATHESON. Thank you, Mr. Chairman.
I am very pleased to be here and would like to express my

appreciation to Senator Garn for that very gracious introduction.
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It's reached the point where I am the only statewide elected Demo-
crat from Utah. So, we may actually be an endangered specie out
there these days.

Nevertheless, my duties allow me the opportunity, occasionally,
to come to Washington and, today, to represent the National Gov-
ernors' Association before this committee and talk about some
concerns from the State's perspective and particularly about medic-
aid, and briefly about unemployment insurance and also briefly
about the administration's proposal to implement a number of

-lock grants, and indicate some concerns that we have about them,
although we do support the concept.

I appreciate having my testimony a part of the record. What I
would like to do is simply take a few moments to summarize what
is in that testimony so that we can discuss the issues in a question-
and-answer format which is much more productive anyway.

We are interested in two major budget proposals before your
committee: medicaid and unemployment insurance. I am here only
to talk about medicaid.

The Governor who has the assignment to speak to you on unem-
ployment insurance is Pete du Pont of Delaware who is the chair-
man of our Employment and Training Subcommittee of the NGA,
and I would request, Senator, that the record remain open for the
opportunity for NGA to submit what we think will be helpful
information for the committee.

Basically, our view is that the administration's proposal on UI
recipients to accept suitable work, which means any job paying the
higher of the benefit, or the minimum wage after 13 weeks of
benefits have been paid, and the standard which is being proposed
to be set, represents a Federal standard, and where we have unique
situations in the States which normally set that policy, we would
prefer to see the States having the flexibility to maintain the
integrity of doing it.

So, we hold a caveat about setting a Federal standard upon us in
the interest of uniformity and unity, and NGA will embrace that
cause fully when we present the testimony.

The CHAIRMAN. I might just interrupt there. That was the ques-
tion I intended to ask when Mr. Stockman ran out of time. That
will be addressed on Friday.

Governor MATHESON. I appreciate that very much.
The area in which I'd like to direct my comments, basically, is

medicaid. I had the opportunity to chair a task force with the
NGA. At the recent midwinter meeting, we came forward with a
proposal which is basically an alternative to that, which the admin-
istration has recommended. Basically, they are proposing a 5-per-
cent cap on the medicaid budget.

We came up with a slightly different proposal which actually, if
implemented, would reduce tax dollars to a greater extent than the
administration's proposal.

So, we're here, at least, with an alternative that we think is
viable.

The first thing that we proposed to Secretary Schweicker was an
8-point program of change in Federal statute and Federal regula-
tion which would allow the States managing the medicaid pro-
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grams to do so from the point of view of management control and
flexibility, rather than to be driven by the user of the service.

It seems that the power is in the hand of the user and not in the
hand of the States as a provider. And so, the thrust of those
recommendations, which I have picked off in my testimony, would
allow the States to grapple with good management practice.

As one example, I might indicate to you, the matter of being a
prudent purchaser of medicaid services and supplies. Currently, a
medicaid client is free to choose and the State is obligated to
reimburse any provider, who is qualified to give that service, and
to reimburse his cost.

I am constantly in court, as Governor of my State, to try to
determine what really is a reasonable cost. And so, we are request-
ing that that process be examined in terms of allowing the States
to design a method to do a good standard with some exceptions in
special cases, and not let the user drive the program. That's the
thrust of that proposal.

There are several items in the testimony, and I don't think that
it would be productive to tick them off, except to say that we
presented them to Secretary Schweicker at our midwinter meeting,
and he was gracious enough to respond to each of them. At the end
of that meeting, he indicated that basically he felt comfortable
with them, and in my testimony today I indicate that the adminis-
tration seems to be supportive of the concepts proposed thereby.

So, we ran over to the office in the hall of the States and
prepared a list of the statutes and the specific regulations we
wanted to get at and delivered that to the Secretary that same
afternoon, just to let him know we were serious about how we have
looked at this proposal.

So, I think, perhaps, that is going forward through the adminis-
trative process, but I think it's important this committee be aware
of the fact that we worked very diligently and it looks like we may
be able to come up with an agreed approach on that portion of our
medicaid policy.

The CHAIRMAN. Am I correct? Were there originally 10 recom-
mendations?

Governor MATHESON. The group which I'm mentioning to you
now are the eight. I think we are going to move over onto the cap
issue as one of the last two, and that s where we have our basic
difference of opinion about what would be a good policy to follow in
the next fiscal year with respect to the capping.

We have studied that matter in some depth and reached the
conclusion that the States and the Governors will oppose the 5-
percent cap, but we think that in view of the fact that we have also
gone on record of supporting cutbacks and balancing, and I think
we're all in it together, it would be less than suitable for Governors
to say no here and not come up with some alternative.

What the alternative would be is to provide a 10-percent interim
limitation on medicare hospital reimbursement rates for the next
fiscal year.

Incidentally, if our figures are correct, that would decrease the
Federal medicare expenditure by about $1.7 billion, and taking our
programs and putting the net savings below it and the administra-
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tion's proposal by rejecting the 5-percent cap and using the 10-
percent interim limitation on medicare, you save a lot more money.

So, we thought that that would have some attractiveness to
Senator Symms, indicating his views on cutting the budget. So, I
hope someone will pass that on to him.

The CHAIRMAN. Yes, the staff will pass it on to him.
Governor MATHESON. As a part of that recommendation, we also

believe that we could and do support a 7-percent interim limitation
on the medicaid expenditures for nursing home services for 1982.
That's the area which would save about $400 million, and the
reason why that makes sense to us is that is the long-term care for
the institutionalized patient, often the elderly citizen, which is a
predictable, manageable part of the medicaid budget.

The rest of it is victimized by what happens in the economy. One
of the reasons that we are very concerned about a cap on medicaid
is that the costs of that program are out of the management of the
States, and if a cap goes on it, the States will be the beneficiary of
responsibility absolutely without economic vitality to meet the
standard.

I happen to come from a State where the cost of that particular
type service has gone up 18 percent in the last year, and I was
looking over some statistics about the caseload. It's gone up over 20
percent in 1980, and I'm in a depression, too. We are just being
whipsawed with that proposal in terms of caseload and unmanage-
ment cost over which we have no control, if we wish to be a part of
the medicaid program.

Obviously, when you have become a part of the medicaid pro-
gram-and there is only one State that has not-it is one in which
commitments almost require that you maintain your service withinit.

That is the basic reason we think the other approach is more
advantageous. What it really comes down to to me is the medicare
budget is really driving the budget in terms of inflation in hospital
costs, particularly when we negotiate payment after the event,
which is one of the requirements we ask you change. That is the
basic part of the program that drives the medicaid up, and that's
the place where we think that the control on the inflationary
aspect of it would be the most advantageous.

I don't think the hospital administrators will be pleased to hear
that. But, nevertheless, if you're going to have cost containment on
health care, it seems to us that is the productive place to actually
begin that proposal.

inally, after fiscal year 1982, we would support a block grant
authorization for the long term care portion of the medicaid pro-
gram, which is the predictable, manageable caseload expected, part
of the medicaid program, and we think we can manage that and
have demonstrated that in the past.

Now, last and the third element of my testimony today, it's a
related issue, basically, but it isn't exactly a medicaid issue.

That is the administration proposing eight new block grants
which would reduce Federal aid to State and local governments.
Governors like that; States like that because we foresee that if we
can get the big dollars without the categorical strings, even if it's
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reduced, we can still do the job and get perhaps even a better job
done. I think all of us pretty much have that feeling now.

One of the concerns we have is that the proposed cut by the
administration is at 25 percent. We think that we can save 10
percent.

So, there is an area that I think we all have to let our hair down
and get some good technical analysis and make certain that if the
block grant is going to drop, that it ought to drop in a manageable
way, but recognizing, I think, that most people are interested in
going the block grant approach.

There are two problems with those block grants, even though we
would support them. The first is time. We are looking at October 1,
6 months from yesterday, and most of the State legislatures have
already packed up and gone home. Thank goodness in my State,
but they ve gone home. And so, timing on the Congress addressing
whether we are going to go that route and what kind of a cut it
will be priced at is basically critical to States. We are very con-
cerned about that.

The second part of that concern is this: We can see the cuts
coming. I'm not sure we see Federal standards being relaxed as a
part of the cut.

All of the Governors came back here last month to find out how
is this budget going to affect my State? How can I continue to
manage my responsibility when I'm in a recession?

The concern we left with was that the package of cutting has to
include flexibility at the same time, and so-I think Governors are
very paranoid about that. I guess I'm expressing that from my
personal point of view and I'm sure all of the Governors have that
same perspective.

So, we need the flexibility and the standard reduced if we're
going to reduce the capability to meet it by reduction in budget.

So, with those remarks, Senator, I will conclude my comments
and I would be pleased to respond in any way I can.

The CHAIRMAN. I appreciate that very much.
Are you in session, your legislature in 1982? Do you have a

budget session?
Governor MATHESON. I have a 30-day budget session in January

of next year.
The CHAIRMAN. I don't know how many States have that.
Governor MATHESON. Almost all-the only State that meets only

once every 2 years, I believe, is Nevada.
The CHAIRMAN. We appreciate what I think are good suggestions.
Governor MATHESON. Thank you very much. I'm advised by Rick

here that Texas has a biennial session as well, so there are a
couple of States.

The CHAIRMAN. Senator Durenberger?
Senator DURENBERGER. Thank you very much, Mr. Chairman.
I just want to say for the record that the chairman has certainly

a much longer and deeper interest in the health care issue than I
and he is to be complimented for that.

Let me start with the issue of the cap. I think the theory that
was put forward for the cap in order to save money, was that it
would provide incentives for the States to control medicaid costs.
But, it seems pretty clear that when you're putting in close to half
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the money already, it would appear that there are already pretty
strong incentives at the State level to control cost. Am I correct in
that assumption?

Governor MATHESON. That is certainly true from the experience I
have had personally and the experience that other Governors have
imparted to me.

We ended up with a budget this year which was I think-a
recommended $120 million, and that budget is about one-third in
our State supplied by State funds, and two-thirds by Federal, but
the average State contribution is higher.

In the last 3 years, just looking at the $1 out of $3, my budgeting
people have whittled and beaten that down to the point where if
we can squeeze another dime out of it and I can find it, I'll take it.
I think we've done that.

Then the legislature, incidentally, knocked off another $10 mil-
lion off the top. So, I think our medicaid budget is about as tight as
it possibly could be.

As a matter of fact, I don't think we can meet the nursing home
concerns with that $10 million cutback.

Senator DURENBERGER. I think I heard your statement to say
that if you got the kind of flexibility that you are looking for
without a cap, that you could save at least as much or more than
the administration will save with a 5-percent cap. Did I hear you
correct?

Governor MATHESON. I do not have an analysis of what the eight
points of flexibility would do in terms of reducing the cost, and I
don't know that we've done an analysis of whether that would
meet the 5-percent cap.

I don't think it would be appropriate for me to say that it would.
I think you have got to kind of bet on the come on that kind of a
deal and give us the chance to show you that the flexibility will in
fact save money.

How much it will save I think will be substantial, but I don't
think it's appropriate for me to say it would equal the 5-percent
ca-nator DURENBERGER. Would you explain to us, briefly, why

long-term care, specifically, nursing services, is acceptable to the
Governors while they---

Governor MATHESON. Medicaid is a mixed bag of concerns. All of
the concerns that make us reach the conclusion that we would
prefer not to have a cap on medicaid are those areas of funding
which are outside of the management and control of the State
government. We are victimized by whatever the economic season
brings us, and it's been a very bleak season, I might add to you,
Senator.

So, we are not capable of predicting or managing the economics
of that system and the long-term nursing care situation, however,
is one in which we can predict the case load. The block grant
makes more sense there.

Also, we believe that income assistance type programs of which
we put the other medicaid-other than long-term nursing care in
that category, is an area which we think is more appropriately
managed by the Federal Government, along with other programs
that fit in that category.
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The States ought to do the traditional type things and pay for
them and get block grants, or however we fund them, in the
predictable areas such as; law enforcement, and frankly, the best
example is public education where we still pay a lot of property
taxes to take care of those kids and the Federal Government puts
in a pretty small percentage.

So, it's within that philosophical context and that lack of control
over those dollars and those other programs that drew that divid-
ing line for us.

A good point. I have a very capable young man who has remind-
ed me of my No. 1 priority in Utah which I've been working on,
and that is alternatives to institutional care. I

I have spent more time with the Department of Social Services
on trying to keep people out of nursing homes than I have on all of
the programs in the entire Department of Social Services, because
once they are institutionalized, it's over. They are there, the ex-
pense is unbelievable, and ultimately the institutionalization,
whether right or wrong, becomes a need.

So, the flexibility of alternatives is a key factor in the position
we have taken because, in my opinion, we can continue to do
community-based alternatives for nursing homes. I mean, we have
got a pretty good track record and I'd like to get the flexibility to
continue to do that, and that's the way, in my State at least, I can
put some management on that cap for the long termers.

Senator DURENBERGER. I'm glad to hear you say that, but I'm
going to warn you of one thing. Some television network either has
or is about to do some kind of an expos6 on some home health care.
That will be followed immediately by the Permanent Subcommit-
tee or. Investigations and Government Affairs in which I sit investi-
gating that.

I have a real concern that the net result of all of that is going to
be to set back nationally some of the kinds of efforts that yu
obviously are putting forth in Utah.

Let me ask you about the issue of medicare reforms. I would be
curious to know what specific reforms, other than the one that yov
mentioned, would have how much tax savings for medicaid or
public charities and so forth. You don't have to do that today, but I
think probably that's the kind of information that we are working
to get from the Governors' Association anyway.

The one you did mention was a 10-percent interim limit on
medicare hospital reimbursement which, I think, you said would
net about $1.7 billion in savings.

But, wouldn't it also just transfer the financing of hospital care
to the private need for services?

Governor MATHESON. There is a risk. I think that if we were to
take and implement the eight flexible changes which I have indi-
cated-let me just give you one example applicable to the medi-
care, and that's the retrospective reasonable cost hospital reim-
bursement policy.

Boy, that is a bad policy. And you end up negotiating the price
after you've provided the service. We find out that there is no
competition in the hospital business with that kind of a 0i.

So, what I think-if we had that flexibility, plus the opporti
to make hospitals compete for the use under those prograto-

80-480 0 - 81 - 30
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gether with competitive bidding for services, I think using the
results of what we're doing in our state, interestingly enough, we
have a public entity which is examining cost containment policies
through the whole health care field, and they keep telling us that
there are driving forces such as competition, in terms of hospital
payments, that can reduce your costs enormously.

Now, if you will just give us relief from that one retrospective
reasonable cost negotiation, we'll show you some dramatic savings
on the other side. Frankly, I think we are going to get in a little
squeeze with the 10 percent, but I think that's kind of a nice place
to be battling in the next year. Let's see how it works out.

I can't guarantee that we can save all of that, but I know there
is a dramatic front-end capability to do that.

Senator DURENBERGER. Will that take care of the problem that I
think I heard you speak to in terms of the 20-percent increase in
utilization, or is it your opinion, based on your experience in Utah,
with which I'm not personally familiar, that we still need for some
period of time some form of utilization review, PSRO, maybe some
revised form of health planning?

Governor MATHESON. I'm not sure that I can give you a good
technical answer about that, Senator. I think I prefer to think
about it and give you a written response.

Incidentally, I've got the NGA staff that does all this work for
us, and they're pretty good. We'll get that to you.

Senator DURENBERGER. Thank you.
On the issue of the block grants, we have heard a lot of testimo-

ny in the last couple of weeks about-and I think you heard my
last question to Dave Stockman about how we can change some of
these blocks. Yesterday I think we spent a good part of the morn-
ing on child health care, for example.

It seems to me that you make a good case for a reduction in
funding when we do consolidating or blocking, that's realistic, be--
cause we reduce too far, if 25 percent is.to far and 10 percent is
realistic, that extra 15 percent, in effect, puts people with needs,
but who fall in different categories, either age or income, in compe-
tition with each other for these suddenly limited funds.

When that happens, they come to us and either argue against
blocking or they tell us that we have to keep in place a lot of the
regulatory process, a lot of the mandate that you say impede the
efficient delivery of service, that add cost to the services. And so,
we do that to you and we have accomplished nothing.

Would you agree with that?
Governor MATHESON. I would agree with you, and may I just give

you another prespective? That of a Governor who is the recipient
of the block grant, let's say with 25-percent cut from the tradition-
al funding through the cagetorical avenue. And it is not enough to
meet the minimum standard of the service which we are obligated
to provide.

I can tell you, that gives Governors heartburn, because now we
have to look at either dramatically reducing services, and if it's a
Federal standard we can't without your help, or second, we have
got to go out and raise taxes of people in our States, and that is not
a very happy thing for Governors to do either.
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So, we're kind of feeling like we might be getting scissored a
little on that issue and, from my perspective, I hope that that will
be a part of the decisionmaking process so that we all get conforta-
ble, that we want to cut back, but let's go to a point where we can
still provide the services and not get singed in so doing. There is
economy to be found there.

Senator DURENBERGER. Thank you.
Senator Grassley?
Senator GRASSLEY. I don't have any questions because, quite

frankly, I wasn't able to be here for your testimony because of
being a member of the Budget Committee and we had a hearing
today as well.

I wanted to make this comment because I think that we some-
times lose the perspective of where authority has been in this
country and I think, for a long period of time, throughout the
development of our country, the position of Governor has been one
of the most powerful positions in the country. O course, we have
seen an erosion of that as the Federal Government usurp certain
authority in the last 30 or 40 years, and I think now, as I view the
Government programs in the economy, there is going to be more
emphasis upon the Governor's role and it's probably going to be the
toughest position in the three layers of government in the next
several years, particularly early on when there is an adjustment of
these programs in the Federal decisionmaking to put more empha-
sis on their decisionmaking.

I frankly think that all of you are capable of meeting the
demand, and I encourage you to only ask us for help from the
standpoint of making it easy as much as we can for you. But, I
think that we have tried for too long to pour this country in one
mold where all the decisions were made here in Washington. We
tried to solve the problems in New York and Utah the same way
and I don't think we've done a very good job of it. I don't think we
have been capable of it, and I think the Federal Government gives
that opportunity to respond to the geographical masses of our
population, to State government.

Quite frankly, just once again, assuming what our constitutional
writers had in mind. I want to congratulate most of the Governors
who have responded favorably to these programs and I understand
that you have responded in the same way.

I want to thank you and wish you luck.
Governor MATHESON. I appreciate very much your comments. I

do believe your projection of what will happen to Governors in the
States in this decade, I think it's real.

I also want to see if we can invite you to come and speak to the
Governors and give that same speech. I loved it.

Thank you very much.
Senator DURENBERGER. Thank you very much, Senator Grassley.
One last-two last questions. One reflected Senator Grassley's

comments.
The one concern that's been expressed here of those who oppose

the cap is that if we try to figure out how to do this blocking
business, that we might give a State the same proportion of the
total funds that are received in some base year, and that that
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won't always reflect the State's current needs, the ebb and flow
that's going on.

Do you see that as a problem?
Governor MATHESON. I do see it as a problem. The variation level

is there across the country, but I think that we are going to have to
try something on for size for 1 fiscal year and give us a chance to
get enough experience to see if it's close to the mark. This is not an
exact science.

I think we have got to try the-I hope we try the 10 percent on
the medicare and let us see if we can do that. And, if we can't
prove that we've done a good job, you can get us next year. But, I
do think there is enough optimism and enough data now to indi-
cate that it's got a reasonable chance of succeeding.

So, we are hopeful that we can decide its success by experiment-
ing with it, and I feel pretty good about it. I would at least like to
try it out for size.

Senator DURENBERGER. Let me just get you on the record with
something I think you were alluding to in your oral statement and
something I feel very strongly about and I've asked a number of
witnesses about, and that is the idea of getting some definition now
to what needs to be the future of the functional relationships
between the State, Federal Government, and the local government
meeting the needs of the people.

How would you feel about a proposition in which the Federal
Government takes on responsibility for subsidizing the access of
the disabled and so forth of the health care system? In other words,
takes on medicaid, and in exchange gives the States the responsi-
bility for, I think you mentioned education, highways is always a
possibility. There is a whole raft of these programs that we are
now proposing to block to the States that might be included in that
kind of a swap.

Have you given that some thought and would you have some
recommendations for it?

Governor MATHESON.' I have thought about it a great deal, as
have all the Governors with whom I have spoken. There are some
absolutists who want to get into the swapping business and do it
full swing. There are some who don't want to touch it, and there
are several who want to try some of it on for size.

Conceptually. I think it's time to sit down and start talking
about that approach and pick out a couple of areas. Again, we can't
give any lead pipe cinch how successful it's going to be, but we
ought to try it. We ought to be bold enough to try it on and see if it
won't work.

The beauty of the system is we can tune it up later if we find
that we didn't do as good a job. So, I'm certainly in tune with the
concept. I guess maybe I'm not speaking for the Governors' Associ-
ation. I don't know if the Governors support that. I am told NGA
does support that. It's nice to know that the Governors support
what I believe in occasionally.

Yes, we would want to look at that favorably, Senator.
Senator DURENBERGER. Do you find-you commented on the ab-

solutists and so forth-do you find that those who have some
concern about the slots motion come from States in which cities
play a very substantial role in the financing of a variety of needs?
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Governor MATHESON. You've hit into it, Senator. That's a very
good place to zero in.

Senator Duwm iGz. I want to thank you very much for your
testimony and for the time that you have taken. Let me just say,
the association has been extremely cooperative. It wasn't just the
Governors coming in here for 2 days and sitting down with Secre-
tary Schweiker, but the association staff here has been very, very
helpful to us in these hearings and in working, in effect, behind the
scenes to formulate alternatives that are more realistic for every-
body; not just for us who sit here and have to make decisions.

governor MATHESON. Thank you.
[The prepared statement of GOv. Scott M. Matheson follows:]

TwrmoNY sy UTAH Govwaoa Scorr M. MATHEON

I am testifying here today for the National Governors' Association; I am the
Association's lead Governor on health policy issues.

President Reagan's budget recommendations represent a dramatic attempt to cut
government spending and to undertake a fundamental change in federal state and
local government relationships. The nation's governors support both of these broad
goals, although we disagree with some aspects of the Administretion's proposals.

Our views and concerns best can be understood in the context of the budget's
overall impact on state and local governments. Of the $48.6 billion in fiscal year
1982 outlay savings proposed by the President, state and local grant will bear $14.6
billion, or about 30 percent, of the cuts. If enacted, the Reagan budget would reduce
grants to state and local governments in real terms for the fourth consecutive year.
The Administration's projections show grants to state and local governments falling
from 15.8 percent of the federal budget in fiscal year 1980, to 12.4 percent in 1982,
and to 9.7 percent in 1986. We estimate that federal grants would drop, as a result,
from 26.3 percent of state and local spending in fiscal year 1980 to about 15 percent
in fiscal year 1986.

These impacts will fall on state budgets that already are strained by the 1980
recession. As of the end of last year, 21 states were experiencing revenue shortfalls,
17 states had imposed across-the-board spending cuts (reductions ordered in Michi-
gan were 20 percent; in Oregon, 10 percent), 14 states had imposed hiring freezes, 12
states had frozen capital projects, and 19 states had imposed a total of 28 tax
increases in 1980 (10 of them motor fuel tax increases).

Despite these difficulties, the governors support the need for substntial federal
budget cuts for two reasons: first, cuts are essential to combat the current inflationary
psychology and to return our nation to a course of economic growth.and stability; and
second, the Administration has proposed a substantial increase in flexibility that
would allow state and local governments to mitigate, but not eliminate, the harmful
impact of the cuts.

But we also have conceis with the budget proposals, including Medicaid and
Unemployment Insurance. On behalf of Governor Pete du Pont of Delaware, who is
Chairman of the Employment and Training Subcommittee of the National Governors'
Association I request that the record be held open for the National Governors'
Association's written testimony on the Administration's proposals concerning unem-
ployment insurance. I also would like to mention specifically our position on the
Administration's proposal to require UT recipients to accept suitable work (meaning
any job ig the higher of the benefit amount or the minimum wage) after 13 weeks
of benefisUhave been paid. The regular UT program is determined by each state's laws
and financed by taxes assessed on employers and collected within each state. This
proposal, and any other that determines the makeup of the basic UI program,
represents a "federal standard" that iRie on each state's right to va y program
components to respid to their[fifiiidg social, econoinicn polucal climate. TheNational Governors' Association urges this Committee to recognize the inappropriate-
ness of such federal standards.

The budget proposal that is of the greatest concern to the nation's Governors is the
recommendation regarding Medicaid. We cannot support a nationwide cap of 5
percent on federal Medicaid funding as proposed by the Administration. This un-
doubtedly would shift significant federal costs to many states that already are unable
to afford their Medicaid progams.

As you know, many states budgets are affected severely by Medicaid costs. The
recession has caused reductions in state revenues, while Medicaid caseloads and
medical care costs have risen dramatically. Our caseload in Utah has increased 20
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percent during the past 11 months. This is associated with the downturn in the
economy. Utilization of health care services over the same period has increased 34
percent due to the caseload increase and the Bangkok influenza epidemic that hit us
and other states this past winter. Even with substantially enhanced latitude to
manage their Medicaid programs, states will experience such unexpected cost in-
creases that are beyond their control.

Three out of every five states currently are facing significant difficulties in
funding the Medicaid program. Many states are finding that despite cutbacks in
Medicaid, the program s cost increases are forcing reductions in state education
funds and other important state responsibilities.

We want you to know that the states believe we do and will manage Medicaid
costs and meet the reasonable needs of Medicaid recipients effectively within the
present federal law and regulations which govern the program. If we are to do
more, there must be changes in federal requirements which prevent the states from
being prudent purchasers of care. We must have changes that give us more adminis-
trative flexibility.

The National Governors' Association has prepared the Medicaid Reform Recom-
mendations I will present to you today.

We strongly recommend the following:
L States need much greater flexibility to act as prudent purchasers of Medicaid

services and supplies
There is a lack of discipline in the health care market. States are precluded by

federal law from acting as prudent purchasers of care. Under current Medicaid law,
clients are free to choose, and states are obligated to reimburse, any provider who is
qualified to provide a covered service, regardless of cost. States must pay a hospital
its "reasonable" costs-costs largely determined by the hospital itself. In addition,
states are limited to two basic financing approaches: fee-for-service and a heavily
regulated capitation approach. These restrictive policies increase state and federal
costs. States should be given the latitude to:

(a) Restrict or preclude the participation of providers whose costs are excessive,
with some specialized care exception; why must we pay the higher charges of one
hospital when we can purchase the same quality care for the same service at
another hospital in the same area at lower costs?

(b) Contract with physicians, hospitals, and other providers in a manner that
achieves responsibility and accountability for total medical costs;

(c) Use competitive bidding and negotiated contracts for the purchase of services
and devices;

(d) Adjust reimbursement rates consistent with the availability of resources;
(e) Limit reimbursement for certain complex medical procedures of a highly

specialized nature-heart surgery, for example-to hospitals that have the appropri-
ate expertise and volume; and

(f) Establish prospective hospital reimbursement rates based upon the cost of care
in efficiency-run hospitals, and to establish prudent rates for hospital admissions
involving frequently performed and relatively simple procedures.
II. Medicare retrospective reasonable cost hospital reimbursement policies must be

replaced by prospective reimbursement policies that encourage efficiency. We
should not subsidize waste

In our State and others, Medicaid purchases about one-tenth of the private
medical care provided. Medicare purchases approximately 25 percent. Medicaid
programs are impacted directly by Medicare full-cost retrospective reimbursement

o licies and contribute significantly to the current annual inflation of 20 percent in
hospital costs. Medicare reimbursement policies must be revised completely if Med-

icaid programs and other small payers are to realize expenditure reductions.
III. States should have the latitude to enhance the role of Medicaid clients as

consumers of care, and to share the savings of cost-effective care with clients in
the forms of increased income, expanded benefits or extended eligibility

Existing federal regulation provisions tend to discourage rather than encourage
Medicaid clients to seek care from efficient providers or to act as prudent users of
Medicaid care.
IV. States need greater latitude to reduce unnecessary utilization of health care

services. This should include
(a) Wider authority to impose realistic and appropriate sanctions against recipi-

ents who willfully overutilize Medicaid services. The Utah experience has demon-
strated that Medicaid recipients tend to overutilize services because the delivery
and reimbursement systems stimulate increased utilization;
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(b) Authority to establish utilization review programs and policies consistent with
state needs and perspectives; and

(c) Nominal copayments on mandatory services for categorically eligible Medicaid
recipients should be allowed. Application can be selective as to services, groups, and
settings.
V. States need greater flexibility to selectively provide services where the need is

greatest andlor resources will allow
Federal regulations require Medicaid programs to provide covered services to all

Medicaid recipients on a statewide basis. The needs of all states vary in providing
services to low-income recipients. States need flexibility to adopt reasonable eligibil-
ity and program policies to best meet client needs. We request the authority to
provide certain optional services to selected diagnostic groups with the greatest
need. States should have the authority to allow local political subdivisions to pro-
vide matching funds to receive federal participation for optional services and eligi-
bility groups not covered statewide.

V. Procedural requirements associated with fiscal penalties in the early and periodic
screening, diagnosic, and treatment (EPSDT) program should be repealed

Current Federal EPSDT requirements are directed toward how the job is done,
not the impact. These requirements limit States in the most efficient administration
of EPSDT. Current regulations tend to penalize the States for problems beyond
their control.

VII. Federal laws and regulations should be amended to allow the Secretary to waive
the 50 percent medicaid/medicare enrollment mix requirment for health mainte-
nance organizations (HMOs) in medically-underserved areas

We must be more effective in stimulating innovative health care delivery and
financing. The health maintenance organization (HMO) option can assist States in
reaching that goal. Existing Federal requirements tend to be counter-productive.
The regulations require that clients be no more than 50 percent Medicaid and
Medicare. This hampers HMO growth, particularly in areas where a large segment
of the population is poor. Further, HMA tend to stop marketing Medicaid clients
and expansion when the 50 percent threshold is reached.

VIII A maximum 90-day limit should be established for Federal approval of pro-
gram changes proposed by States. There should be a 30-day limit on Fderal
requests for additional information. The proposed change should be approved
automatically after the 90-day limit, unless disapproved specifically

We have been forced into unreasonable delays in the implementation of policy,
program, or system changes because of delays in Federal-level reviews and approv-
als. These delays have hampered greatly the State's effectiveness in cost manage-
ment and program efficiency. Utah is not alone in being put at risk in receiving
Federal funding participation from the date of change.

We understand that the administration generally supports the flexibility em-
bodied in our eight recommendations. We urge you to enact specific statutory
changes to accomplish our recommendations.

The 5 percent cap on the Medicaid program is unacceptable. We believe that we
have developed an alternative mechanism to achieve even greater Federal savings.
Our proposals focus on hospital and nursing home costs because they constitute 75
percent cfprogram expenditures. We recommend that Congress enact the following:

1. The Medicaid program reforms recommended by the National Governors' Aso-
ciatien that I have described previously States will use their new authority aggres-
sively to reduce costs, and the Federal government will realize, thereby, substantialsav

T 10 percent interim limitation on Medicare hospital reimbursement rates
fiscal year 1982 that would decrease Federal Medicare expenditures by approximate-
ly $1.7 billion; this action also would make it far more feasible for Medicaid
programs to impose similar restrictions;

3(a). A 7 percent interim limitation on Federal Medicaid expenditures for nursing
home services in fiscal year 1982 that would save $400 million in Federal costs; and

(b) After fiscal year 1982, a block grant authorization for the long-term care
portion of the Medicaid program (appropriately indexed for inflation and each
State's weighted growth in the elderly population) that allows States complete
flexibility to use alternative, community-based services which maximize personal
independence and minimize unnecessary institutionalization; this both would reduce
Federal expenditures and provide for bitter and more appropriate care for Medicaid
clients.
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Finally, on a different but related issue, the administration is proposing eight new
block grants that would reduce substantially Federal aid to State and local govern-
ments and increase flexibility in adjusting to the cuts. Our analysis shows that
flexible funds, represented by revenue sharing and block grants, accounted for 16.6
percent of fiscal year 1982 State and local grants under the Carter budget, but
would rise to 38 percent under the Reagan budget.

Because of the tight schedule on which the administration developed its budget
recommendations, neither State and local officials nor members of the Congress
have been involved extensively in the design of the administration's proposed block

, grants. We, therefore, view the administration's forthcoming block grant bills as a
starting point. Because we jointly fund these programs with you, administer them
on your behalf, and share your concern about such issues as equity, access, and
protection of individual rights, we intend to work with the Congress in determining
the final design of the block grants.

There are several observations that can and should be made at this point. Gover-
nors w-ill support block grants in areas other than income assistance and medical
care financing. We long have argued that such an approach would allow states not
only to meet federal goals more effectively but to target their own resources, often
skewed and dissipated by the categorical grant system, to meet the most pressing
needs of their citizens.

The Governors have estimated the administrative savings of block grants at about
10 percent; the Administration is proposing cuts of 25 percent, not including infla-
tion, in fiscal year 1981. There is thus little doubt that the block grants will result
in reduction of services, although the extent of this reduction is difficult to estimate
without specific legislation on which to base judgments.

Congress should take two major steps, apart from adjusting funding levels, to
minimize service reductions. First, it should maximize flexibility and insure that the
flexibility and the funding cuts arrive simultaneously. Second, it should move as
quickly as possible on the block grants to insure that state and local governments
will have maximum lead time for implementation.

If action on the block grants is not completed until shortly before the federal
fiscal year begins next October 1, most state governments will be three months into
their fiscal year without firm knowledge on how these important programs will
operate. Most state legislatures will have adjourned, and will either have to be
called into special session or will have to return in January to rewrite state budgets
and state laws governing the operation of these programs.

Although these problems are substantial, Governors believe that the long-range
benefits that block grants offer in terms of increased efficiency and healthier
balance among federal, state and local government responsibilities makes tackling
the block grant issue now well worth the effort. The alternative is reduced federal
funding with proportionately higher overhead costs across a broad range of activi-
ties, thereby insuring that services to people bear the full brunt of the budget cuts.

Having been forced in recent months to impose substantial budget cuts them-
selves, the nation's Governors fully understand the serious problems now facing
Congress. We are committed to work cooperatively with you in achieving the sav-
ings you desire and in minimizing the impact on the people that we represent and
serve.

We appreciate the opportunity to present the specific views and recommendations
of the National Governors' Association concerning Medicaid reform and an overview
of the states' perspective on block grants. The states and federal government are at
a critical crossroads in providing medical services to a large segment of our nation's
population. We commit our cooperation and willingness as states to work as part-
ners with the Administration and Congress in resolving the great problems of
meeting the recognized needs of the disadvantaged in our nation and doing so in the
context of reduced state and federal resources. It will require imagination, creativ-
ity, and skill on the part of all concerned.

Thank you.

Senator DURENBERGER. I think the hearing is adjourned.
[Whereupon, at 12:14 p.m., the hearing adjourned, subject to the

call of the Chair.]
[By direction of the chairman the following communications were

made a part of the hearing record:]
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THE AMERICAN ASSOCIATION OF NEPHROLOGY NuRsEs AND TECHNICIANS, COM-
MENTS FOR THE RECORD, REGARDING PROPOSED BUDGET CUTS TO THE MEDICARE/
ESRD PROGRAM

Mr. Chairman, members of the committee, our Association is a four-thousand
member group of Registered Nurses, Licensed Practical Nurses, and Dialysis Tech-
nicians involved in the delivery of hands-on care to the end-stage renal disease
patients in all areas of nephrology (renal) care: conservative management, hemodi-
alysis, peritoneal dialysis, and transplantation. This includes, of course, both adult
and pediatric.

Our Association has three major areas of concern. They are: (1) The effect of
elimination of Networks; (2) the effect of a single rate reimbursement for out-patient
dialysis; (3) the effect of lengthening the time between, or eliminating altogether,
the State Agency survey process for dialysis/transplant units.

ELIMINATION OF NETWORKS

It is generally agreed among many groups of providers that the ESRD Networks
have not been totally effective in their mission. It is also generally agreed that the
vital component of Network operations that must be preserved is that of data
collection. It is unfortunate that it was not until 1980 that the Networks finally
began to make some impact on the local dialysis/transplant units compliance with
the annual request for data.

Another good result of Network operations was that it did set up a communica-
tiors system between dialysis/transplant units, between dialysis/transplant profes-
sionals (nurses, physicians, technicians, social workers, dietitians, etc.) and in some
Networks, between dialysis/transplant patients. Observing interactions between
other professionals in working through planning activities and review activities ha;
been a learning experience for all involved.

We are generally hopeful, that if these activities are given to the individual States
to administer, there may be less chaos than at present. We are aware that Michigan
and New York State are presently searching for other funding to keep their Net-
work activities going on a more volunteer basis rather than through regulations.
This may be appropriate, but there will still be a need for a national clearinghouse
for all information to sift through. A single reimbursement center or intermediary
has also been suggested for all ESRD billing. These ideas both make sense. Some
method of regional implementation is also possible.

SINGLE RATE REIMBURSEMENT FOR OUT-PATIENT DIALYSIS

Our major concern in moving to a single rate of reimbursement (possibly $125.00/
treatment, instead of the present $138.00) is that the number of professional nursing
personnel will be drastically reduced to help maintain the present operational costs.
This is a very serious issue in terms of patient outcomes and general level of
functioning among dialysis patients who have the advantage of all Registered Nurse
staffing versus those units, which for cost saving reasons, rely almost entirely on
inadequately prepared technical assistance. We would suggest that some research
money be allocated for study of the nature of the difference between these two
different delivery systems.

Our Association has had Standards of Clinical Practice for the care of the
nephrology patient since 1974. The ESRD patients have altered physiological status,
altered psychological status, as well as increased learning needs, as a result of their
renal condition. These professional Registered Nurses on dialysis/transplant units
are prepared to assist patients and their families in adapting to their situation
according to their strengths.

STATE AGENCY SURVEYS FOR MEDICARE CERTIFICATION

It is generally felt the survey process as presently conducted in dialysis/trans-
plant units is not sufficient. However, if this process is eliminated those only
marginally safe units will become even more unsafe. It has been suggested that this
part of the budget cut not be implemented until the effects of the previous two
areas be evaluated.

Our suggestion is that an across-the-board peer review system be implemented for
dialysis units, with separate components, of course, for all the professionals involved
in the delivery of ESRD patient care; nurses, physicians, technicians, social workers,
dietitians, etc. Each group implement their own review mechanism to insure compe-
tency of its practitioners. As previously stated, our Association has Standards of
Practice from which a system of peer review could be developed. By implementing a
systematic, deliberate mechanism for peer review, the gaps in knowledge or per-
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formance could be identified, and attempts made to rectify them before any harmful
omissions occurred in patient care.

ADDITIONAL ISSUES OF CONCERN

1. It has been suggested that 911 potential renal dialysis patients be evaluated for
home dialysis training (either hemodialysis or peritoneal dialysis) and transplanta-
tion before they embark on a long-term course of in-center dialysis. Only those
patients who have been justifiably evaluated as unsuitable for one of the other two
options, would be directed to participate in a long-term, in-center dialysis program.
The treatment of choice, therefore, would be home training or transplantation.

2. Disability. -There has been an unfortunate misinterpretation of the term dis-
ability. Our goal is to rehabilitate these patients as fully as possible. However, our
labelling of the patients and our treating them as disabled individuals has, in many
cases, hindered their efforts to lead a useful life around their dialysis treatments.
The whole aspect of rehabilitation needs careful scrutiny immediately.

3. Reuse.-Until the U.S. Food and Drug Administration, the American Associ-
ation for Medical Instrumentation, and the National Center for Health Care Tech-
nology develop standards for reuse methodology, we suggest that the patients be
informed of the use of reuse procedures and sign a consent form.

4. Trans lants.-It is unfortunate that at the present time there is not much in
the way offacilitating the process for the patient wishing to explore the process of
obtaining a transplant. Work needs to be done in that area. In addition, continued
funding needs to be appropriated for additional research into successful transplanta-
tion.

Thank you for the opportunity to comment on these proposed budget cuts to the
Medicare/ESRD program. We are available at any time to assist you with your
questions.

STATEMENT BY AMERICAN ASSOCIATION FOR RESPIRATORY THERAPY

The American Association of Respiratory Therapy welcomes the opporunity to
comment on certain provisions of the Reagan Administration to modify t he Medi-
care program through the budgetary process. The AART is a professional associ-
ation based in Dallas, Texas, representing close to 20,000 respiratory therapy profes-
sionals across the country.

Of particular interest to the AART is the proposal to repeal Section 933 of Public
Law 96-499, the Budget Reconciliation Act of 1980. The section establishes compre-
hensive outpatient rehabilitation services as a reimbursable component of the Medi-
care program. And while the Administration has tacked a $13 million price tag onto
this program, that figure is terribly misleading. This statute does not authorize any
NEW medicare benefit. It merely takes certain Medicare benefits currently paid to
hospital outps'4 ient departments and encourages the establishment of free standing
health care abilities to deliver those same benefits. Importantly, there is no compu-
tation of reduced institutional costs in the $13 million figure, and the AART firmly
believes that such reductions may more than cover any potential cost increases.

There is another issue at hand here that is more important to the AART. There
appears to be a movement to reduce the size of the Medicare benefit package
without consideration of the possibility to modify the administrative side of the
Medicare program. Rather, a meat ax approach to benefits is suggested. We believe
that many areas of the Medicare program can be fine tuned to result in significant
savings, more than offsetting any possible cost implied by this legislation. We have
attached a basic shopping list of proposals which affect the administration of Medi-
care but do not affect the benefit package. We would hope you would see that
hundreds of millions of dollars can be saved, and the actual services to beneficiaries
will not be diminished at all. We strongly support any movement of the Congress to
take such administrative actions rather than to make an unwarranted repeal of
benefits already being administered by the government. Ironically, it seems much
wiser politically to keep the benefit package intact and to improve the Administra-
tion of the program. We hope that you will act this way.

Home Health deductible: Under current Medicare policy there is no deductible for
home health benefits under Part B. Establishment o a $10 or $20 deductible, either
per year, or per episode, would result in savings.

Physician Fee Schedules: The formula by which Medicare increases reimburse-
ment to physicians could be modified. Time spans between each revision could be
lengthened, and the indexing formula which takes various economic indicators into
consideration could be changed.
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Competitive bids: The degree to which Medicare seeks competitive bids with
intermediaries and carriers ought to be expanded. This would result in cost savings
as well as more incentives by the intermediaries and carriers to manage effectively.

Determining reasonable charge: Current Medicare policy utilizes more than 200
localities in determining reasonable charge for physicians. It would be possible to
establish statewide median charges, in addition to prevailing local charges. To the
extent that any prevailing charge in a locality was more than 25 percent higher
than the statewide median, it would not be automatically increased every year.

Consolidation of Medicare inspections: Currently Medicare inspects and certifies
hospitals, nursing homes, home health agencies, laboratories, and other providers.
Better coordination of these duplicative processes should reduce costs.

Percentage contracts: All provider contracts for services under arrangements
should expressly prohibit percentage basis reimbursement.

Reimbursement for durable medical equipment: Reasonable charge for DME
should be calculated on a prospective basis and will take into account, in addition to
customary charges, the acquisition costs, appropriate overhead, and a reasonable
margin of profit.

Home health agency limits: No home health agency should be permitted to
maintain a patient load exceeding 85 percent Medicare beneficiaries. Currently
many home health agencies, known as 100 percenters, handle only Medicare pa-
tients and, because of a quirk in the reimbursement formula, are able to escalate
charges unreasonably.

Medicare coverage for the working elderly: Make Medicare the payor of last
resort for the working aged.

Hospital purchasing practices: For most frequently purchased supplies, establish
maximum allowable costs essentially based on median prices at which those items
may be procured in given quantities. Costs in excess of allowable amounts would not
be reimbursed.

Elimination or reduction of return on equity capital of proprietary providers:
Proprietary providers are, in addition to compensation for other costs, allowed a
return on equity capital. Nonprofit providers are not. While the rationale for this
distinction is based on the theory that nonprofit providers have received significant
Federal assistance while proprietary providers have not, Federal programs for con-
struction of hospital facilties and other health care institutions have been terminat-
ed or sharply reduced. This distinction is now questionable under present economic
circumstances.

If the return is not eliminated, it should be reduced to a level no greater than the
cost of money to the U.S. Treasury. This would save one-third of the payments now
being made.

STATEMENT OF THE ALLIANCE OF METALWORKING INDUSTRIES

The Alliance of Metalworking Industries is composed of six national metalwork-
ing associations who together represent 20,000 manufacturing plants employing
880,000 individuals with combined annual sales of over $34 billion. The six member
associations are the American Metal Stamping Association, the Forging Industry
Association, the Metal Treating Institute, the National Screw Machine Products
Association, the National Tooling & Machining Association, and the Spring Manu-
facturers Institute.

The industries represented by AMI consist principally of independently owned
and operated contract manufacturers of component parts, produced to consumer
specification. While some companies produce end products and/or catalogue items,
most companies are suppliers to a wide variety of manufacturers whose products
are found in practically every market in this country.

Major customers include industries such as aerospace, defense, automotive, appli-
ance, construction equipment, energy, electronics, agrcultural equipment, nuclear,
transportation, and recreation.

Member companies average 46 employees per plant and $1.8 million in annual
sales. Thus, the typical company can be truly considered as a small business.
Together, these small businesses represent a far-reaching influence on the manufac-
turing capability of the country, and have a major impact on this Nation's economy.

Mr. Chairman and members of this committee, to emphasize the commitment of
our industries to the entirety of the President's economic program, AMI would like
to include in the hearing record the following resolution. This resolution was unani.
mously adopted on March 11, 1981, by the 220 chief executives of small metalwork-
ing companies who attended AMI's sixth annual Washington conference.
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This resolution sincerely expresses the sense of urgency with which the members
of the Alliance of Metalworking Industries implore the Congress to act favorably on
the President's program for economic recovery for our country.

ALLIANCE OF METALWORKING INDUSTRIES, RESOLUTION IN SUPPORT OF THE REAGAN
ADMINISTRATION ECONOMIC PROGRAM, MARCH 11, 1981

Whereas the growth of the federal government, increased deficit spending, and
excessive taxation have led the United States to the brink of economic calamity,
and

Whereas the American people have expressed their will, in the November 1980
elections, to have the scope and costs of government vastly reduced, and

Whereas President Reagan has pro posed a comprehensive program to reduce the
growth of government spending and the proliferation of federal regulations, coupled
with individual and business tax reductions, and

Whereas immediate action by the Congress is necessary to deal with this situa-
tion;

Therefore be it resolved, That the Executive Council and Members of the Alliance
of Metalworking Industries endorses, in total, President Reagan's economic pro-
gram; and

Be it further resolved, That the Alliance of Metalworking Industries urges imme-
diate Congressional approval of this economic program.

TESTIMONY OF THE AMERICAN COLLEGE OF CARDIOLOGY, SUBMITTED BY DAN G.
MCNAMARA, M.D., F.A.C.C., PRESIDENT

Mr. Chairman and members of the committee, I am Dr. Dan G. McNamara,
Professor of Pediatrics and Chief of the Cardiology Section, Baylor College of Medi-
cine and Texas Childrens Hospital in Houston. I am also President of the Americm
College of Cardiology, a professional medical specialty society with membenrhip
numbering just over 11,000 physicians, scientists, and educators who specialize in
diseases of the heart and circulatory system. It is in this latter capacity that I
submit this testimony for inclusion in the formal hearing record.

The purpose of this testimony is to express our opposition to the Administration's
proposal to repeal the Maternal and Child Health and Crippled Children's Servicce
Act (Title V of the Social Security Act), and to replace these vital programs with an
unrestricted health services block grant.

As a pediatric cardiologist, I spend a good portion of my time diagnosing and
treating children afflicted with crippling heart disorders such as congenital and
rheumatic heart diseases. With our current knowledge of the causes of coronary
heart disease in the adult, I am convinced that our chances to reduce the prevalence
of this type of cardiovascular disease is highest when our prevention efforts include,if not focus on, children. In fact, as I not in my convocation remarks presented to
the American College of Cardiology at its Annual Scientific Session last month,
"The pediatric oriented message that you will hear in the coming year is as follows:
(1) the time has come for physicians, parents, school teachers, lawmakers-all-to act
upon the knowledge that both coronary heart disease and hypertension start in
childhood and (2) the acquired habits that aggravate, if not initiate, these diseases
are learned from adult models during the impressionable period from infancy
through early adulthood." I can only reiterate this here by urging the Members of
this Committee to look carefully at how far we have come under current law in
terms of improving child health, and to consider how substantial the setback might
be if we risk this progress by repealing Title V.

For over 45 years, the Title V programs have played a key role in furthering the
national commitment to improving the health of our infants, children, and pregnant
mothers. The relatively small amounts of money committed to the states have had
an enormous impact on reducing infant mortality and morbidity. Title V services
place a heavy emphasis on prevention, and the program has been highly successful
in turning scores of children into productive adults rather than dependent charges
upon society because of these services. The program has proved that there is no
more coseffective use of monies than on the health of our children.Of particular concern and interest to the American College of Cardiology is the
Crippled Children's Programs under Title V, which currently constitute the major
nationwide health care delivery system providing services to handicapped children.
Under Title V, each state has organized a crippled children's services agency for
locating, diagnosing, treating, and hospitalizing children who are crippled or suffer
from conditions which will lead to crippling. Currently, every state hCs chosen to
use these funds to cover cardiac services for children who otherwise would not
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receive health treatment because of lack of access to adequate health care for
geographic or other reasons.

The repeal of Title V as proposed in block grant legislation would have a severe
impact on the capabilities of states to serve the needs of crippled children. States
will no longer be required to maintain a special agency for crippled children or to"match" Federal grant funds, thus diminishing public health resources available for
these children while compromising the whole system of services for handicapped
children. Additionally, the diminished or non-existent Federal presence as a result
of the repeal of Title V will reduce the Nation's capability to assure health services
to ci ppled children. The Federal Government would no longer have the ability to
provide technical assistance and consultation to the states regarding the needs of

handicapped children, nor would it be able to support the applied and clinical
research or the trair.ing of health care professionals that are so important to
improving the services to handicapped children. Moreover, crippled children and
their.families are probably the least able to compete effectively with other groups
affected by the block grant. All of these factors combine to severely limit the level
of services that will be available to crippled children.

Let me illustrate this point from my vantage point as a pediatric cardiologist.
Title V crippled children's funds have been used to support regional cardiac centers.
These centers provide cardiac services to children with complicated cardiac condi-
tions and to those from states with inadequate cardiac facilities of the own. This
longstanding and successful system of coordinated services and regionalized care for
children with heart disease will be wasted, because the states will not have the
resources to continue this effort on their own.

The American College of Cardiology supports the Administration's efforts in
reducing Federal costs, but we believe that the proposed reduction in funding levels
for the Title V programs will defeat the intent of Congress to meet the needs of our
country's children. Accordingly, we recommend that current Title V authorities be
funded at levels of $411 million, which represents no increase over the fiscal year
1981 appropriation levels. Also, the College supports this Committee's efforts to
modify the Title V programs in ways which will increase the overall effectiveness
and efficiency of Federally subsidized child health services. For instance, Title V
may provide a good vehicle for the consolidation of various smaller categorical child
health programs to alleviate the problems of fragmentation and duplication of
services.

In summary, the Administration's proposal to create a large unrestricted block
grant to the states for basic health services represents a marked and potentially
devastating, departure from the long-established and successful Federal policy to

protect and to provide for needed cardiac care and treatment services for a very
vulnerable section of the population. Given the proper medical and surgical care,
fully 85 percent of the 26,000 children born each year with serious congenital heart
disease can reach adult life and contribute to society and to the gross national
product. To merge the activities currently conducted under Title V with other
programs would place the health care status of our infants, our crippled children,
and our pregnant mothers in jeopardy. We cannot afford to take that risk.

Accordingly, The American College of Cardiology supports the continued reten-
tion of the Title V health programs, at current funding levels, with such modifica-
tions as will increase their cost-effectiveness and efficiency.

Thank you for providing the American College of Cardiology with an opportunity
to present our views on this important matter. If I, in an individual capacity, or the
College, can be of further assistance to this Committee in these vital deliberations,
please let us know.

STATEMENT OF THE AMERICAN DENTAL ASSOCIATION ON THE DENTAL
CONSEQUENCES OF THE ADMINISTRATION'S SPENDING REDUCTION PROPOSALS

Mr. Chairman and members of the committee; I am Dr. James P. Kerrigan of
Washington, D.C. I am a member of the Council on Legislation of the American
Dental Association which I am representing today

We are pleased to have the opportunity to outline the concerns of the Assoc-ation
with the potential impact of two of the budget proposals offered by the Administra-
tion.

With respect to the proposed repeal of the dental amendments recently included
in P.L. 96-499, we are attaching a separate statement and endorse the position
stated by the American Association of Oral and Maxillofacial Surgeons. Those
amendments to correct basic inequities in the Medicare program were adopted after
several years of consideration by Congress. Their cost is inconsequential and they
should be retained.
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Our second concern is with the potential consequences of placing a cap on federal
contributions to the Medicaid program. The Association has long-standing policy
favoring "the inclusion of dental care benefits for all persons eligible under Medic-
aid." The policy stems from the Association's belief that dental care is an integral
part of total health care and that indigent persons should have equal access with
the rest of the population to needed dental care services.

While we have not yet had the opportunity to see the actual legislation which will
be introduced on behalf of the Administration, we are concerned over the effect that
an abrupt shift of Medicaid financial responsibility might have. If experience can be
used as a guide, the states might be expected t6 reduce or eliminate the adult dental
programs that now exist. Many of these programs even now are inadequate.

Medicaid's early and periodic screening, diagnosis and treatment program re-
quires that dental benefits be provided to children of Medicaid eligible families. This
mandate is important in attempting to assure that these children receive the dental
care necessary to help form a basis of good oral health. We believe this same
mandate should apply for all Medicaid eligible individuals.

We also view with concern reports that the Administration is willing to adopt a
policy which would limit individual freedom of choice of provider under the Medic-
aid program. We think the elimination of the freedom of choice concept can result
in a second level of health care for individuals who are eligible for Medicaid.
Freedom of choice is basic to the health care delivery system. An individual should
be able to receive his health care services where he desires.

We understand that the status of the economy makes difficult decisions necessary.
Our commitment is to assuring the availability or proper dental care for Medicaid
eligible individuals. We believe it is important that we point out to you the effect
which this proposal could have on the dental health of the more than 7 million
needy adults who are eligible for Medicaid benefits.

I would be pleased to try to answer any questions you or the other members of
the Committee may have.

STATEMENT OF THE AMERICAN DENTAL ASSOCIATION ON THE PROPOSAL TO REPEAL
PROVISIONS OF PUBLIC LAW 96-499, CORRECTING INEQUITIES IN MEDICARE,
MARCH 31, 1981
The Association appreciates the opportunity to present its views to the Commit-

tee, but in all candor we regret that it is necessary to comment on a proposal to
repeal certain amendments to the Medicare law that have been extensively consid-
ered and acted upon by the Finance Committee and Senate on several prior occa-
sions.

Briefly stated, the amendments that have been targeted for repeal were designed
simply to eliminate some long-standing inequities by clarifying the law so that an
aged beneficiary would not be denied a benefit (1) where a dentist, acting within the
scope of his license and training, performed a service that would be reimbursed if
performed by a physician or (2) where hospital expenses necessitated by the severity
of a dental condition are incurred.

We thought that when the above amendments were included in Public Law 96-
499 just a few months ago the problem had finally been laid to rest. Instead, with
the ink barely dry on thot law, % a are confronted with a recommendation that the
amendments be repealed (and the inequities continued) because they are of "low
priority".

We respectfully submit, Mr. Chairman, that while the continuation of the inequi-
ties may be considered by some to be of low priority because of the small number of
Medicare beneficiaries who would be affected, they are of high priority to those few
elderly persons who find that reimbursement for a covered service has been denied
because a dentist rather thrin a physician performed the service. Likewise, it is a
matter of high priority to those elderly persons who find out after the fact that
hospital expenses necessitated by thc severity of a dental condition do not qualify
for reimbursement.

These are the inequities that last year's amendments were designed to remedy. It
could be argued, which we have done on numerous occasions, that the amendments
would not have been necessary had the Medicare administrators made a reasonable
interpretation of prior law. We have not found any evidence that it ever was the
intent of Congress to deny a covered benefit simply because the site of a severe
condition is in the oral, maxillofacial region and an aged beneficiary elects to have
treatment given by a duly licensed and qualified dentist who has full hooptial
privileges and the same accountability as his physician colleagues. The same is true
of the limited and circumscribed instances where the severity of a dental procedure
itself, when combined with the overall condition of a particular patient, requires
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hospitalization for the safe performance of the procedure and the proper manage-
ment and control of the patient.

Mr. Chairman, we hope you would agree that the amendments cannot realistical-
ly be viewed as providing for "expanded Medicare coverage" when their whole
intent and purpose is to give clear direction to the administrators and at the same
time eliminate a discriminatory and arbitrary denial of benefits at minimal, if any,
additional cost to the government.

In this latter connection, we challenge the cost estimates that have been given to
this Committee by the Department of Health and Human Services. We emphatically
do not agree that an amendment recognizing the right of a dental practitioner to
provide already covered services can have a noticeable impact on Medicare expendi-
tures. Nor do we agree that legitimate hospital expenses for severe oral conditions
should be set apart.

To put this aspect of the matter in further perspective we would point out that
the exclusionary language in Section 1862(aX12)of the law remains so broad that
the amendments we are discussing cannot reasonably be considered as significantly
expanding benefits or increasing costs.

Mr. Chairman, the American Dental Association is sympathetic with many of the
efforts that are being made to contain federal expenditures but we do not believe
the correction of the inequities we have described can properly be placed in this
category. In the interest of fairness and administrative clarity, we strongly urge
that the Committee stand behind its recent action and reject the recommendation to
repeal the amendments.

STATEMENT OF THE AMERICAN OCCUPATIONAL THERAPY AsOCAT'AON, INC. ON
PRoPoSED BuDGrr CuTs AFFECING THE MEDICARE PROGRAM

The American Occupational Therapy Association, Inc. (AOTA) appreciates the
opportunity to submit this testimony in conjunction with the Committee's hearings
on the Administration's budget proposals.

With the enactment of the Omnibus Reconciliation Act (P.L. 96-499) last Decem-
ber, several important changes in the Medicare law were finally accomplished.
Many of these changes had for several years been the subject of serious congression-
al discussion and debate. Their adoption marked the end of a well considered and
conscientious effort to improve the quality of care supported under the Medicare
program in as cost-effective and reasonable fashion as possible. The current Admin-
istration has now requested that this congressional decision, reached after years of
thoughtful consideration, be suddenly reversed barely four months after its adop-
tion. The Association urges the Committee to reject this Administration request.

Two of the proposals enacted in P.L. 96-499 affect occupational therapy directly.
One of these permits coverage of occupational therapy as a primary or qualifying
home health service. The other establishes comprehensive outpatient rehabilitation
facilities as Medicare providers. Occupational therapy is among the services usually
furnished in such facilities. By reducing barriers to the provision of service in less
costly outpatient settings, both of these provisions represent an important cost-
effective step towards shifting the primary focus of Medicare coverage away from
institutional care.

With regard to the second of these provisions, that affecting comprehensive outpa-
tient rehabilitation facilities, the Association joins in support of the testimony
submitted by the National Easter Seal Society and the National Association of
Rehabilitation Facilities in conjunction with these hearings. There is no reasonable
justification for the failure to permit coverage for these facilities. This is especially
true in light of the fact that the services furnished in these facilities are covered
when provided on an outpatient basis by a hospital. Whether the setting is the
hospital outpatient clinic or the comprehensive outpatient rehabilitation facility,
the same service is provided under the same coverage criteria to a patient with the
same level of medical need. Before enactment of P.L. 96-499, however, only the
hospital qualified for reimbursement. Now that this unnecessary and wasteful dis-
tinction has been removed, it should so remain and the provisions of P.L. 96-499
should be left intact.

The provision in P.L. 96-499 establishing occupational therapy as a primary home
health service should likewise remain in the law. The remainder of the Associa-
tion's statement will focus on this issue.

Occupational therapy is a health profession which has its foundation in the
medical management of patients. The service is provided to persons of all ages who
are physically, psychologically, or developmentally disabled. It includes the function-
al evaluation and treatment of several different types of patients including those
suffering from strokes, heart attacks, arthritis, diabetes, serious burns, spinal cord
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injuries, and psychiatric disorders. The purpose of occupational therapy is to direct
these patients to achieve a maximum levrd of independent living by developing
those capacities which remain after disease, accident, or deformity.

Besides the home setting, occupational therapists provide services in rehabilita-
tion centers, in acute care hospitals, long and short-term psychiatric facilities,
skilled nursing facilities, outpatient clinics, community mental health centers, tu-
berculosis hospitals, day care centers, and private and public school systems.

For many patients, the continuation at home of the specific occupational therapy
program begun in the hospital or other inpatient setting is a critical factor in their
full recovery or the prevention of further disability. A patient who has suffered a
stroke and has residual paralysis in his arm needs a home-based occupational
therapy program of remedial tasks to increase range of motion and maximize
muscle tone, to encourage sensory integration and coordination, and to decrease
painful debilitating contracture. The occupational therapist may also design or
prescribe assistive devices to allow purposeful movement.

An occupational therapist is also needed to train the patient in essential activities
of daily living, such as feeding, dressing and personal hygiene, and to teach the

atient safety techniques to avoid accidental injury. Patients with sensory loss may
ump into objects and sustain fractures, or burn themselves with household appli-

ances. Patients with visual perceptual loss (such as a loss of vision in one half of the
visual field) may fall out of bed or off a commode, or walk into a wall and severely
injure themselves.

Occupational therapy is also essential treatment for a homehold patient with
severe arthritis. An occupational therapy home program would include instructing
the patient in manual tasks to improve joint mobility and muscle strength and
decrease the affects of degenerative joint disease, so as to sustain the patient's
ability to perform the crucial tasks of daily living. The occupational therapist would
also teach energy conservation and joint protection and provide instruction in the
use of assistive devices to minimize the stress on joints and develop independence.
Instruction in methods of protecting joints will help keep the patient independent
by inhibiting further deformity, and reducing the need for rehospitalization or
corrective surgery.

Occupational therapy may be the only service required for the stroke and arthrit-
ic patients described above, as well as for other diagnosed conditions, at the time
when the treatment program can be safely shifted from the hospital to the home. At
this time the physician prescribed treatment plan will still be in process. Comple-
tion of this program through the provision of occupational therapy in the home
setting will ensure continuation of the functional improvement begun in the hospi-
tal. Without such follow-up the patient's rehabilitation would regress and the value
of the time and money expended on the provision of the inpatient services would be
greatly diminished.

Occupational therapy is also frequently required to reduce the need for institu-
tional care. If a person is living at home with a diagnosed condition which is prone
to deterioration, therefore increasing the possibility of the need for institutional
care, home care service provided by the occupational therapist can frequently
eliminate, or certainly delay, the onset of such need.

For example, older persons with rheumatoid arthritis, a progressive degenerative
disease affecting the joints and surrounding tissues, are often hospitalized because
they can no longer care for themselves. Ixss of a few degrees of motion or flare-up
in just one joint can cause a rheumatoid patient suddenly to become dependent. In
many cases an occupational therapist can come into the home and assess these
patients to determine whether new techniques need be learned to accomplish pTper
self care or whether new equipment is necessary. When access to occupationa!
therapy in the home setting is afforded, hospitalization need not be the only option
available for proper treatment of such patients.

When the Medicare law was revised to permit coverage for occupational therapy
as a primary home health service, Medicare beneficiaries were given improved
access to a form of care which is more appropriate, humane, and productive.

Home care is more appropriate because it is more reality oriented than care
provided in an institution. The home is the primary place where the patient must
successfully adapt the treatment received in the hospital to the daily life environ-
ment. The sooner the individual's rehabilitative program can be implemented
within the home setting, the better will be the chances for the success of that
program.

Home care is also frequently more appropriate because many individuals are
simply unable to travel to outpatient treatment facilities. The nature of the individ-
ual's condition, the absence of suitable means of transportation, or even certain
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weather conditions, all can serve to reduce the person's access to care outside the
home.

Home care is more humane precisely because the individual is psychologically
more comfortable in the familiar setting which the home affords. The disorientation
and insecurity which frequently result when a person is transferred into an institu-
tion can be avoided when care is provided at home. Individuals are, therefore, better
able to learn the compensatory skills required to make them as independent as
possible within the limits which their sickness or illness has imposed.

In general, then, home care is more productive. The personal and environmental
factors involved in the treatment of persons at home effectively complement the
actual provision of service in a manner which greatly increases the chances of
successful rehabilitation.

Of special importance in this regard is the effect which institutional care can
exert on the person's sense of independence. The routine of institutional care
frequently fosters a sense of dependency which can significantly undermine the
progress of rehabilitation. Rehabilitation requires the patient's active involvement.
Even during a relatively brief institutional stay, the unfamiliar setting, particularly
with elderly persons, can produce confusion and disorientation which interferes
with their progress toward independence in daily life activities such as eating,
dressing, and bathing. To resolve these confusion problems, patients will frequently
rely to an unneccessary degree upon the supports which the institution provides.
Their motivitation to learn the adaptive skills needed to increase their independ-
ence will diminish and their rehabilitation will be slowed, if not delayed indefinite-
ly. Proper and timely care in the home setting offers a greater opportunity for
maintaining that degree of initiative required to make rehabilitation productive.

The Association believes, therefore, that the establishment of occupational ther-
apy as a primary home health service represents a significant and reasonable
improvement in the Medicare program. This change removes an unnecessary bar-
rier to the provision of quality and cost-effective care. The Association also realizes
the Committee's serious concern for cost savings. The remainder of this statement,
therefore, will address this issue of cost as it relates to the occupational therapy
home health provision.

In general, the Association believes that the initial cost estimates assigned to this
proposal are inaccurate, primarily because there are not, nor will be in any immedi-
ate future, sufficient numbers of occupational therapists available to provide the
quantity of service which would support such estimates. The Association further
believes that no consideration has been given to the cost savings which will result
from reduced institutional care or reduced utilization of other services. Finally, the
Association Lelieves that removal of this arbitrary barrier to access to home care
represents at least some evidence of a sound policy shift away from excessive
reliance on costly institutional care.

The initial cost estimates assigned to the occupational therapy provision demon-
strate a se-",,us neglect of the actual numbers of personnel available to provide this
service. They likewise indicate no awareness of the fact that occupational therapy is
already a covered home health service now being provided under established crite-
ria and patterns of practice. The occupational therapy provision is not a "new"
home health service, coverage for which must be developed in embryo.

The Association has calculated a more reasonable, but by no means conservative,
cost estimate. The Association's calculations assume that without implementation of
the occupational therapy provision the Fiscal Year 1982 Medicare home health visit
charges will be approximately $900 million. The Association further projects that
occupational therapy visit charges will constitute approximately 2.2 percent or $19.8
million. The number of therapists required to provide this quantity of service will be
approximately 1,200,

It should be noted that these figures are based on a straight line projection from
1976 data. They assume a continued growth of occupational therapist involvement
in home health care, even without any change in the Medicare law. This assump-
tion can be seriously questioned in light of the comprehensive occupational therapy
personnel situation, as described below. If anything, therefore, these numbers might
reflect a higher cost and degree of involvement than will actually occur.

Using these projections, the Association has calculated that, at most, the in-
creased costs which could be attributed to the establishment of occupational therapy
as a primary home health service is $9.9 million. This figure would represent a 50
percent increase in the use of home health occupational therapy. It would likewise
involve the addition of approximately 600 new therapists into the home health area,
an increase of from 6 percent to 9 percent of the total occupational therapy work-
force involved in home health care.

80-480 0 - 81 - 31
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Although the Association believes these estimates represent the outside limits of

what the actual costs will be, they are certainly more realistic than other estimates
assigned to the provision. These other estimates would show an increase of any-
where from 100 percent to 300 percent of the occupational therapy home health
cost. They would likewise require the percentage of therapists working in home
health to rise to anywhere from 12 percent to 24 percent of the total workforce.
Without even addressing the question whether the beneficiary need for such in-
creases can be documented, the Association contends that, even if the need exists,
there are not sufficient numbers of therapists to provide such a substantial increase

Review of the supply and demand status of occupational therapy personnel indi-
cates that there will not be sufficient numbers of therapists available to provide the
service required to meet these cost estimates. In brief, the current demand for
occupational therapists substantially exceeds the supply. Moreover, there is no
evidence to indicate that the growth rate of the profession will change sufficiently
in the near future to remedy these shortages. Therefore, there is no reason to
believe that establishing occupational therapy as a primary home health service
will occasion a massive rush of therapists into home care delivery.

In recent years data collected from a variety of diverse sources clearly indicates
that the supply of occupational therapists has failed to meet existing demand.

Critical shortages of occupational therapists exist in long-term care facilities. The
1975 "Long-Term Care Facility Improvement Study" of the Department of Health,
Education and Welfare (DHEW) reported that 35 percent of the people in nursing
homes need occupational therapy services and only 10 percent were receiving them.
Moreover, a 1977 DHEW survey of nursing homes reported that 23 percent of the
fall-time occupational therapists positions were vacant.

The Bureau for the Education of the Handicapped (DHEW) reported that a 1978
survey of state school systems showed that 1,700 occupational therapists were em-
ployed during Fiscal Year 1978 and that 2,400 occupational therapists would be
needed for Fiscal Year 1979. This represents an increase of approximately 40

Three of the nine state-operated MEDIHC (Military Experience Directed Into
Health Careers) programs, which place "allied health" personnel in shortage areas
and occupations, listed occupational therapy as a shortage occupation in their states

In a 1979 survey of state occupational therapy associations conducted by The
American Occupational Therapy Association, Inc., 58 percent of the state job place-
ment services reported that there were more jobs than available personnel. A
number of state-operated manpower programs have found the same situation. The
State of Maryland, for example, reports that 35 out of 100 budgeted positions in the
State Department of Health and Mental Hygiene are currently vacant.

As for the future, the Bureau of Labor Statistics (BLS) of the Department of
Labor (DOL) in May, 1980 published projections of growth for different occupatio s
in "Occupational Projections and Training Data" (Bulletin 20,58). BLS projected tha
over the next ten years, there will be an average of 2,500 openings for occupationa
therapists each year, consisting of 1,300 new and 1,200 replacement openings. By
1990 this will represent a 100 percent increase in positions available for occupation-
al therapists, a greater increase than for any other occupation or profession studied.
As now below, the capabilities of the present educational system fall far short of
meeting this increased demand. /

There is, moreover, no evidence to indicate that the demand for occupational
therapists in other traditional settings, such as general and psychiatric hospitals,
and rehabilitation facilities has declined or will do so in the immediate future.

In the context of these indicators of present and continuing demand for occupa-
tional therapists, consideration should also be given, on the supply side, to the
capacity of the educational system.

The occupational therapy educational system adds approximately 1,700 new
therapists to the workforce each year. This figure has remained constant for the last
four years and falls approximately 800 therapists per year short of the 2,500
number needed to match the demand identified by BLS through 1990.

The occupational therapy educational system, moreover, shows no growth pat-
terns which would immediately remedy this supply shortage. Over the past five
years the numbers of faculty in the educational programs has remained constant.
Over the last six years student enrollments have increased by only 4.2 percent.
Since 1976, only six new educational programs have been opened. Existing occupa-
tional therapy educational programs have reached saturation, with the numbers of
graduates leveling off at approximately 1,900 for each of the last several years, 1,700
of whom enter the workforce.
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In this context, it should also be noted that, for 90 percent of the profession, close
to five years of education and training is required before an individual can become
an occupational therapist. For the other 10 percent, entry into the profession can be
achieved within approximately three years, but only if a baccalaureate program has
already been completed. Therefore, even if some unforeseen expansion of the educa-
tional system should occur immediately, the vast majority of the new therapists
would not enter the workforce for another five years.

The Association believes, therefore, that an objective review of the occupational
therapy personnel situation demonstrates the inaccuracy of the cost estimates at-
tached to the home health provision. Even if the patient need for this degree of
increase exists, there are not sufficient therapists available to meet it. We, there-
fore, believe the cost estimates cited above represent the outside limits of what this
provision might actually cost. No estimate beyond these limits would accurately
reflect a careful analysis of the occupational therapist workforce.

The Association further believes that in assessing the cost of the occupational
therapy home health provision some consideration should be given to the cost
reductions it will generate. It is not uncommon for an institutionalized patient to
progress to a point where only the occupational therapy treatment is contributing to
his or her continued rehabilitation. This person could be sent home provided he or
she continues tc receive occupational therapy, usually for some brief time. It is
knowrn, however, that the Medicare reimbursement restriction will ultimately mean
that the needred treatment will not be continued. The person, then, is either dis-
charged without the needed therapy, or, as frequently occurs, the costly institution-
al care is continued.

There are also instances when a person who resides at home and otherwise
qualifies for home health care has a diagnosed condition which requires only occu-
pational therapy. The Medicare restriction, however, precludes coverage for the
service. The service is not given; the individual's condition deteriorates; and eventu-
ally institutional care is required.

Finally, an individual may be receiving home health occupational therapy on a
covered basis "ether with other services. The need for the other services ends, but
the occupational therapy treatment has not been completed. As a practical matter,
the other services will be continued for the usually brief time required to complete
the occupational therapy program.

In all of these instances the very unwise restriction which has been placed upon
reimbursement for home health occupational therapy only adds to the total cost of
the health care bill. Removal of the restriction, as Public Law 96-499 has effected,
will eliminate these unnecessary costs, and therefore serve to offset somewhat the
total cost of the provision.

Finally, the Association believes that retention of occupational therapy as a
primary home health service provides at least one example of an appropriate and
needed shift in the emphasis of health care policy. Individuals with first hand
knowledge of health care practice frequently witness the pervasive reliance on
institutional care which characterizes this policy. Although many factors contribute
to the continuation of this reliance, none is more causative than the structure of the
reimbursement system. The fact that at most only 2 percent of the total Medicare
budget is spent on home care is certainly noteworthy in this regard. The removal of
this and other barriers to the provision of home health care can only serve to
encourage public and private reimbursers, practitioners, patients, and administra-
tors to rely less on costly inpatient care as the dominant mode of service delivery.

In summary, then, the Association urges the Committee to retain occupational
therapy as a primary Medicare home health service and comprehensive outpatient
rehabilitation facilities as Medicare providers. The Association believes these provi-
sions respond appropriately to the serious need to improve access to outpatient care.
The Association urges reassessment of the initial and unreasonable cost assigned to
the occupational therapy provision. Finally, the Association suggests that increased
utilization of outpatient and home health care will ultimately reduce the size of the
health care budget.

CHILDREN'S HOSPITAL AND HEALTH CENTER, SAN DIEGO, SUBMITTED BY BLAIR
SADLER, PRESIDENT, CHILDREN'S HOSPITAL AND HEALTH CENTER

I am Blair Sadler, President, Children's Hospital and Health Center, San Diego. It
is in this capacity that I submit for the hearing record this testimony regarding the
Administration's proposal to repeal Title V of the Social Security Act dealing with
child health programs.

Children's Hospital and Health Center, San Diego (CHHC) is a 158-bed tertiary
care regional pediatric center serving two million people in San Diego and Imperial
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Counties. The Institution has many special programs, including a hospital based
child protection program and one of the largest speech, hearing, and neurosensory
centers on the West Coast. CHHC also conducts a substantial amount of research in
many aspects of children's health.

From the outset, may I emphasize that CHHC opposes the Administration's
proposal to repeal Title V of the Social Security Act dealing with child health
programs and to create an unrestricted block-grant to the states for health services.

While it has been said by some in the Administration that no one has a r;ght to
particular services, we believe that the adult population does have the obligation to
provide the basic fundamentals of nourishment, education, guidance-and good
health care-to enable each child to have the potential to emerge as a productive
and responsible member of society. The Federal government can and does play a
role in this process. Unfortunately, in the competition among interest groups for
those resources which Congress allocates for health services, the voices of children
may be crowded out. For that reason we believe that those with the special responsi-
bility to children, such as children's hospital, must take an active role. In this case,
the role is one of urging that Federal dollars that are currently being appropriately
and effectively spent for the health of our children not be dissipated without regard
to the merits of the individual programs affected.

Since 1935, the maternal and child health programs authorized by Title V of the
Social Security Act have been the major Federal health endeavor aimed specifically
at reducing infant mortality, promoting the health of mothers and children, and
locating and treating crippled children or children who suffer from conditions
leading to crippling. These provisions were contained in the original Social Security
Act because Congress recognized the special vulnerability of children and their need
for special consideration in matters of health services.

It is no mere act of oversight that has led Congress to reaffirm its commitment to
this program repeatedly since 1935. Rather, the Title V program has been highly
successful in reducing infant mortality, decreasing the incidence of mental retarda-
tion, and improving the overall health of children. These services place a heavy
emphasis on prevention, and hundreds of thousands of infants and children have,
because of these services, become productive adults rather than dependent charges
upon society. This national commitment to improve child health has been achieved
through a partnership between the Federal and state governments, a partnership
that recognizes the states own particular needs while coordinating immunization,
cardiac, perinatal, and genetic health programs, to name a few, on a regionalized
basis. As the Select Panel for the Promotion of Child Health recently concluded in
its report entitled Better Health for our Children: A National Strategy, the Federal
government has, in fact, exercised a beneficial and irreplaceable leadership role vis-
a-vis the states in improving the delivery of maternal, child health, and crippled
children's services.

The proposed repeal of Title V and the substitution of an unrestricted health
services block-grant to the states would have a devastating effect on the longstand-
ing maternal and child health services and crippled children's programs. Some
illustations of this negative impact are as follows:

1. LOSS OF FISCAL COMMITMENT BY STATES

Under the current legislation, states are required to match a portion of the
Federal funds and to identify a distinct administrative unit to develop a state plan
to implement maternal and child health and crippled children's services. Under the
Administration's proposal, however, it appears that states would no longer be re-
quired to continue to match the child health funds or to develop and implement a
state child health plan. This potential loss of financial and administrative support
will severely impact on the scope and breadth of services that will be available in
the future for child health.

2. IMPAIRMENT OF PROGRESS IN CLINICAL RESEARCH AND TRAINING

Under the Administration's proposal, the Office of Maternal and Child Health in
the Department of Health and Human Services would be eliminated. This would
mean that the valuable Federal role in providing technical assistance to states
regarding the health needs of children, in training health careprofessionals crucial
to services for impaired children, and in supporting appli and clinical research of
regional and national significance important to improving health services to chil-
dren would be abolished. Although the Administration has suggested that child
health researchers could compete for funding through NIH, this is not a viable
alternative since NIH itself is undergoing cutbacks, and since nonbasic science
research is not a high funding priority within NIH.
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3. ELIMINATION OF QUALITY CONTROL MECHANISMS

The consolidation of child health services into a block-grant would eliminate those
quality control mechanisms which have been developed for categorical programs
based upon national standards formulated by the medical profession as a whole. It
would be difficult to establish national data on children's health needs, on the
services provided, or on their effectiveness in meeting national goals. The loss of the
Federal role as a model, a resource, and a guide in the development of standards for
child health services could not be compensated for by the individual states or by the
private sector.

In order to avoid the likelihood of these harms, the Children's Hospital and
Health Center urges this Committee to support the retention of Title V child health
programs which have a proven record of providing the resources necessary to
improve the health of children in a cost-effective manner. We cannot afford to lose
the benefits of these programs by abolishing the Federal role at a time when
budgetary constraints foreshadow a loss of funding for Federal programs based not
simply on their benefits to society but on the ability of their beneficiaries to
organize effective lobbying campaipus for their retention. To take the risk is to
jeopardize the health of our country s most valuable resource-our children.

Although CHHC recognizes and supports the Administration's mandate to reduce
Federal outlays, it believes that assistance for the health of our children should not
be sacrificed. Thus, we support the continued retention of the Title V child health
programs at their current funding levels of $411 million. We also recognize that
although Title V programs are successful and necessary, they can and should be
modified and improved in ways which will increase the overall effectiveness and
efficiency of federally subsidized child health services. For example, Title V offers
an appropriate vehicle for the consolidation of various small categorical child health
programs to meet the problems of fragmentation and duplication of services. Ac-
cordin ly, we look forward to reviewing and commenting on the legislation to be
prop by this Committee.

It is our hope that this Committee will favorably consider these recommendations.

TESTIMONY OF THE COUNCIL OF HOME HEALTH AGENCIES AND COMMUNITY HEALTH
SERVICES, NATIONAL LEAGUE FOR NURSING

The Council of Home Health Agencies and Community Health Service (CHHA!
CHS), one of five membership councils of the National League for Nursing, is a
coalition of 450 providers participating in the Medicare and Medicaid programs.
These home health agencies offer preventive, supportive and health education pro-
grams along with the basic home health services. We are pleased to have the
opportunity to present our views on the President's budget and its effect on home
health services and financing.

CHHA/CHS believes that home health services must be further expanded to
assume their rightful place as an integral part of the health care system and to
assure access to such care for those who need it. We supported passage of those
provisions in the Omnibus Reconciliation Act of 1980, now Public Law 96-499,
which made significant and needed changes to the home health benefits covered
under Medicare. We are here today to urge that this Committee and the Congress
not support the Administration's proposal to repeal those provisions.

The Administration's proposed budget for fiscal year 1982 recommends repeal of
the provisions of P.L. 96-499 which would remove the 100-visit limit on home health
services and add occupational therapy as a qualifying home health benefit. We are
here today to speak against repeal of these provisions and to suggest that repeal in
the long run would be counterproductive of the Administration s goal of making
Medicare and Medicaid more cost effective programs. Further, we also want to
comment on the staff proposal to impose coinsurance on Medicare home health
visits which is included among a list of additiona.l savings options presented to the
committee last month.

ELIMINATION OF 100-VISIT LIMITATION UNDER PARTS A AND B

According to the latest data available from the Health Care Financing Adminis-
tration, fewer than oneopercent of the beneficiaries using Part B home health
services exhausted the 100 visits and less than two percent of those using Part A
services received more than 100 visits. The average number of annual visits per
person served was about 23.

These data indicate that eliminating the 100 visits limitation will increase Medi-
care cost by only $6.9 million in fiscal year 1982. On the other hand, retaining this
amendment willIprovide needed service to the small percentage of individuals who
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do need them-visits that may prevent or delay need for more costly
institutionaitzation.

COINSURANCE FOR HOME HEALTH VISITS

We note that the Finance Committee staff has identified alternative savings
options in a report to the Senate Budget Committee. Among the alternatives are
two proposals for coinsurance on home health visits under Medicare which we
oppose. As you know, in 1972 Conptess repealed the 2 percent coinsurance provi-
sion applicable to home health visits covered under Part B. To reinstate a coinsur-
ance requirement for home care services under Part A or Part B or both would be
counterproductive--cost-inducing. rather than cost-reducing.

We recognize that the imposition of coinsurance on health services can reduce
utilization-both inappropriate and needed utilization. While we understand that
this device can be a deterrant to excessive utilization, we do not believe that its
application to home health services is appropriate. As the statistics cited earlier
reveal, home health services constitute a relatively small portion of Medicare cov-
ered services and expenditures. In fact, a strong case can be made that such services
are underutilized. In significant part, the underuse denies the program economies
that result from postponement of or reduction in the need for more costly forms of
care, post-hospital nursing facility care, for example.

The costs of administering a coinsurance requirement could signficantly reduce or
eliminate any projected program savings. Specifically, the agencies would incur
additional costs associated with necessary modifications in their billing systems .and
submitting a statement to the carrier or intermediary and the beneficiary. In
addition, expenses associated with collection activities and with an increase in bad
debts would be borne in whole or in part by the Medicare program. A substantial
portion of the users of home health services cannot afford to pay the coinsurance
and the coinsurance would become a bad debt covered b Medicare or would be paid
by Medicaid, which is, of course, financed in part from Federal funds.

For these reasons we urge the Committee not to adopt this alternative as a cost-
saving measure.

OCCUPATIONAL THERAPY AS A QUALIFYING HOME HEALTH SERVICE

The addition of occupational therapy as a qualifying home health service removes
another arbitrary barrier to access to home health services. There are situations
when occupational therapy is the only service needed. Indeed, we know of cases
where patients are kept in hospitals for the sole purpose of obtaining occupational
therapy services, while in some home health agencies it may create an incentive to
continue qualifying services beyond the point they are required so as to assure
coverage _or occupational therapy. Addition of occupational therapy as a primary
home health service would allow transfer of those patients to the home when it is a
less costly service setting and would remove any incentive for the provision of
unneeded qualifying services. Moreover to the extent that patients forego occupa-
tional therapy because it is not covered at home, they are likely diminishing the
opportunity to be self-sufficient.

According to information from our members, the numbers of patients who would
benefit from this provision is modest. While the CBO has estimated that this
provision would cost $35 million in fiscal year 1982, more difficult to quantify, but
nonetheless real, is the potential savings in hospital days and other forms of
institutional care. We believe over the longer term that this provision could save
scarce program dollars. The costs could be more than offset and thus the net effect
could be a substantial cost savings.

The enactment of P.L. 96-499 recognized the cost effectiveness of adding OT
services to the other qualifying or primary home health services. We hope this
Committee will not support efforts to repeal the provision.

PROPOSALS FOR REDUCING MEDICARE PROGRAM COSTS

In addition to the proposals included in the Administration's pro budget,
there were some provisions approved by this Committee during the 96th Congress
some of which have recently been recommended by the Senate Budget Committee.
One which causes us particular concern is the limitation on home health agency per
visit reimbursement.

Under current regulations, home health agency cost limits are based on the 80th
percentile of average agency costs with separate schedules for facility based (i.e.,
hoital-, SNF-, or rehab-based) agencies and for free-standing agencies.

e Budget Committee recommendation would revise the cost limits on home
health agencies by lowering the percentile and by further limiting reimbursement
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to the maximum of the per diem Medicaid rate paid to a skilled nursing facility for
each covered visit.

We support use of weighted (by number of visits) average costs rather than
unweighted costs in computing limits so that the lower costs of more efficient large
agencies would have greater weight and thereby constrain or reduce the increase in
cost limits. Also, we encourage the use of a single schedule for all agencies rather
than separating facility-based and free-standing agencies. An effect of the dual set
of cost limits has been an increase in the nL'mbers of hospital- and other institution-
al-based agencies that have become Medicare-certified in the past year. Since these
types of agencies tend to have higher costs than the free-standing agencies, the use
of dual limits increases the total cost to the Medicare program.

We do not support, however, changing the percentile from the 80th to the 75th.
Lowering the cost limit from a base of the 80th percentile of average agency costs
(as in current HCFA regulation) to the 75th percentile of average visit costs (ai
recommended in the 96th Congress by the Finance Committee and now by thk
Budget Committee) will have a serious effect on between 30 and 50 percent of
agencies. According to HCFA data an estimated 50 percent of agencies will be
reimbursed at less than actual costs if the limits are figured at the 75th percentile
and are applied on a discipline by discipline basis. Fewer agencies (30 percent) will
be negatively affected if the limits are applied on an aggregate (average visit cost),
rather than individual discipline, basis.

The imposition of limits at the 75th percentile will reduce the number of finan-
cially viable agencies which in turn will mean diminished access to home health
services by program beneficiaries. Lowering the percentile will result in an initial
loss of reimbursement to those agencies falling between the 75th and 80th percen-
tile, but the shortfall in payments to agencies above the 80th percentile will be
substantial, likely forcing some to close. No real savings will accrue if scores of
agencies are forced out of business and Medicare beneficiaries have to forego needed
services which can lead to more costly alternatives to home health services.

Perhaps the most devastating portion of this proposal is the link between home
health agency costs and Medicaid per diem payments to skilled nursing facilities.
The arguments against this proposal set forth last year when the matter was before
the budget reconciliation conference committee were apparently convincing inas-
much as the final bill did not include the provision. The following is excerpted from
a telegram sent to all members of the Finance Committee last June from several
state and national home care organizations outlining the concerns regarding the
SNF linking:

"The coupling of home health reimbursement tv that of SNF's does not take into
consideration the frequent significant differences in the level of care required by
home care patients and by those patients occupying Medicaid SNF beds. The two
should not be compared because of key differences in both the types of patients and
the preparation of staff involved. Home health agency patients typically require a
higher level of care- and more complex services than those in Medicaid SNF beds.
The home health agency care givers, in turn, must employ a broad array of profes-
sional skills to meet the plethora of health and related needs of patients in an
isolated health care environment. Indeed, on an hourly or per diem basis, the
professional services rendered by HHSs combined with travel and other related
expenses may appropriately cost more than 24 hours in a SNF.

"On the surface, coupling the two would suggest that home health services are
more costly to the taxpayer. In most instances this is not the case because Medicare
home health services are, by definition, intermittent. The only proper way to
measure comparative costs is by looking at a time interval greater than one day. On
average, a month of SNF care costs the taxpayers 300 percent more than a month of
home health care."

We hope this Committee will support our contention that linking the cost of home
health visit with Medicaid per diem SNF payments is inappropriate and that this
position will be brought to the attention of HCFA.

SUMMARY

CHHA/CHS appreciates the Administration's attempt to control the spiraling
inflation and unconstrained growth in federal expenditures. And we recognize that
limits on health and social programs are necessary to accomplish these goals. It is
our hope that the Congress will achieve appropriate savings in a reasonable and
equitable manner.

We believe that appropriately utilized home health services can help in the long
run to make federal health spending more cost effective. We urge this Committee to
reaffirm its position of last year and reject the proposals to repeal the elimination of
the 100 visits limitation and the addition of occupational therapy as a qualifying
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home health service. Further, we urge you to oppose reimbursement proposals that
would link home health services to SNF payments or lower the percentile limit at
which home health costs are computed.

We appreciate the opportunity to present our views and we welcome any com-
ments or questions. Thank you.

STATEMENT OF NATIONAL ASSOCIATED BUSINESSMEN, INC.

National Associated Businessmen, Inc. (NAB) appreciates this opportunity to ex-
press our support for the President's proposed spending reductions. NAB is a non-
partisan business league organized in 1946 to promote sound fiscal and economic
policies.

BIG GOVERNMENT IS WRECKING OUR ECONOMY

Today nobody would deny we face a deteriorating economic situation character-
ized by galloping inflation, high interest rates, stagnating productivity growth,
increased unemployment, and grossly inadequate capital formation. The underlying
forces causing these problems have been building up for many years and unfortu-
nately cannot be dissipated instantly or painlessly.

Nonetheless, although our economic problems are serious as well as complicated,
we are confident that reformed government policies can eventually solve them. The
President's proposed spending reductions certainly move in the right direction and
mark a decisive break with the past.

NAB does not subscribe to the view that these ills are unrelated products of
mysterious or obscure origin. To the contrary, as the President has pointed out,
government is the source of most of our economic maladies. The economic policies of
interventionism and inflationism initiated at the federal level have resulted in just
that state of affairs conservative economists predicted long ago: planned chaos.

The liberal program of biggovernment, confiscatory taxation, deficit spending,
and easy money have been fully implemented with a vengeance over the last 15
years, at least. From 1965 to 1980 federal transfer payments jumped from $32.5
billion to $271.2 billion, an increase of 739 percent. The federal budget leapt from
$118.4 billion to over $579 billion. In the same period federal spending as a percent-
age of GNP increased from 18 percent to over 22.5 percent.

Meanwhile we were assured that the bureaucrats could "fine-tune" the economy,
and that the skyrocketing federal debt was of no concern since "we owe it to
ourselves." If economic activity slowed, all we had to do was print money to perk
things up a bit and ensure full employment. If monetary growth caused rising prices
the solution was clear-increase government power further with higher taxes and

-wage and price controls. In retrospect it seems evident that these doctrines have
failed miserably, and served only as a rationale to justify more encroachments on
the private sector.

For a long time the conservative view has emphasized the self-aggrandizing
nature of the welfare state, demonstrating its tendency to corrupt representative
government and undermine the private sector. According to this interpretation, the
expanding welfare state would sap the productive vitality of society with confisca-
tory taxation, and in all probability eventually resort to monetary expansion to
finance its ever-extending program.

The central issue is that the unrestricted welfare state generates strong political
and economic forces for more government-and that these forces are capable of
destroying the market economy. Government promotion of subsidized consumption
at the expense of investment has now reached critical proportions.

THE PRESIDENT SPENDING REDUCTION PROPOSAL

It is clear that the President is determined to turn the tide in this process. The
Administration calls for slashing projected spending increases by about $51 billion,
resulting in a fiscal year 1982 budget of $695.5 billion. Unfortunately, even after
this action federal spending would still rise about 6 percent over fiscal year 1981,
producing a deficit estimated at $45 billion. NAB fully supports all of the proposed
reductions and urpes that deeper cuts be made. We favor acceleration of the effort
to abolish the Cabinet-level Departments of Energy and Education.

In an ideal political environment all kinds of subsidies and income redistribution
programs (and the bureaucracies that administer them) could be sharply slashed.
These federal activities not only increase spending but also distort efficient resource
allocation and eonomic incentives. Federally-owned businesses should be sold to

rivate enterprises and thereby become taxpayers instead of tax consumers. The
federal postal monopoly should be eliminated and its facilities sold to private
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companies. The pay scales and retirement benefits of federal employees could be
adjusted downward to achieve parity with the private sector. Double indexing of
federal pension payments should be ended. Other government related cost of living
adjustments are also obviously very expensive and deserve close scrutiny. An over-
haul of sacred cows such as Social Security ($140 billion) and Medicare ($45 billion)
will likely become necessary.

Deeper cuts in multilateral development assistance might serve to highlight the
important connection between development and capitalism. Until Third World na-
tions give up socialism for capitalism there is little the United States or anyone else
can do to help them achieve industrial and economic progress. Funds provided by
the United States will be wasted and probably strengthen the position of bureau-
cratic forces with a vested interest in the bankrupt ideology of socialism.

EXCESSIVE SPENDING GROWTH INDUCES DEFICIT FINANCING AND CREDIT EXPANSION

NAB does not accept the notion that a direct mechanical link between deficit
spending in a given fiscal year and monetary expansion exists. However, recurring
deficits boost the federal debt and the amount of government securities offered on
financial markets. Rapid growth of government debt without commensurate in-
creases in the amount of savings will crowd-out private investment, exert upward
pressure on interest rates, and undermine capital formation, with particularly
disruptive effects in capital intensive industries or other interest rate sectors such
as small business and housing.

To accommodate this pressure and prevent a credit crunch the Federal Reserve
often feels obliged to monetize federal debt by open market operations. This proce-
dure normally augments the reserve accounts of member banks, fueling a substan-
tial expansion in the quantity of money and credit. Repeated injcc'tions of this high-
powered money is the primary cause of the enormous credit expansion and inflation
of the last ten years.

Between 1970 and 1980 the federal debt rose 138 percent, from $382.6 billion to
$914.3 billion. In this same period Federal Reserve credit jumped 94 percent, from
about $67 billion to almost $130 billion. Meanwhile M2 more than doubled, from a
little over $400 billion to $950 billion, reflecting a startling expansion in the quanti-
ty of money and credit. The resultant calculation of an inflation premium by
lenders has forced nominal interest rates soaring to record highs, choking off
economic recovery and strangling entire industries. Furthermore, indices of banking
and corporate liquidity have plummeted to potentially dangerous levels.

Accelerating inflationary expectations have deprived monetary expansion of any
stimulative impact that may have existed and also destabilize financial markets and
investor confidence. It is unnecessary to discuss in detail the other profoundly
destructive effects of inflation with respect to economic calculation, efficiency, sav-
ings, and investment. Suffice it to say that economic conditions are sufficiently
unsettled to warrant deep concern about the future.

Consequently, we fully concur with the President's appraisal that the only alter-
native to deep budget cuts is economic calamity. The President's program will
ultimately increase incentives for savings, capital formation, and productivity
growth by trimming government and facilitating tax relief. Inflationary forces and
the encroachment of government on the private sector must be halted swiftly to
preserve our way of life.

Thank you.

MARCH OF DIMES,
Washington, D.C., April 21, 1981.

Hon. ROBERT DOLE,
Chairman, Senate Finance Committee,
Washington, D.C.

DEAR SENATOR DOLE: It is my present understanding that the block grant' relating
to health matters is now going to be considered in the Senate Finance Committee.
For this reason and because the development of genetic services is a major concern
of the March of Dimes, I am enclosing a statement on behalf of our Foundation
concerning the continuation of the National Genetic Diseases Act.

We would greatly appreciate the inclusion of this statement in the record relating
to the preventive health block grant.

Thank you very much for your consideration.Sincerely,
CLYDE E. SHOREY, Jr.,

Vice President for Public Affairs.
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STATEMENT OF CLYDE E. SHOREY, JR., VICE PRESIDENT FOR PUBLIC AFFAIRS,
MARCH OF DIMEs BIRTH DEFEC FOUNDATION

Mr. Chairman and members of the committee, my name is Clyde E. Shorey, Jr.
and I am Vice President for Public Affairs of the March of Dimes Birth Defects
Foundation. I am pleased to present this statement concerning the reauthorization
of the National Genetic Diseases Act.

The March of Dimes opposes the inclusion of genetic services in a block grant as
proposed by the Administration. Only 34 states have been able to start genetics
programs with Federal funding. In many of these states this new program, which
has become tremendously cost effective, has not had time to become an established
part of the health system. In these Stateb and in those without a federally funded
genetics program the futtire of genetic services would be jeopardized if this program
were included in the propxed block grant.

The National Genetic )iseases Act was first passed in 1976 and reauthorized in
1978 as Part A, Title XI of the Public Health Services Act. Funds were first
appropriated for fiscal year 1978 so there have been just over two years of-experi-
ence in the operation of the program. The primary objective of the program is to
deliver genetic disease information and to provide education, testing and counseling
services and medical referral for all persons seeking information who are suspected
of having or transmitting a genetic disorder.

During the first two years the funding for this program was limited to $7.567
million which covered both grants for genetic services at $4 million and $3.567
million for sickle cell screening and education clinics. With this level of funding
grants were made to 21 states for genetic services and to 18 sickle cell clinics. In
fiscal year 1980 the level of funding was increased to $11.567 million resulting in
grants to 34 states for genetic services and to eleven sickle cell clinics. Seven sickle
cell clinics were consolidated into full genetic service clinics. For fiscal year 1981 the
level of funding has been increased to $13.145 million and it is estimated that the
number of grants to states can be increased to approximately thirty-eight.

In the United States, one child in every 150 to 200 live births-or 15,000-20,000
infants per year-have a major genetic anomaly. It has been estimated that 12
million Americans carry true genetic diseases; 36 percent of all spontaneous abor-
tions are caused by chromosomal defects; 80 percent of the incidence of mental
retardation in this country is genetically related. Estimates have been made that at
least one-quarter of all hospital beds and places in institutions for the handicapped
are occupied by persons suffering from conditions that are wholly or partly genetic
in nature.

Reduction of damage from genetic disease in most cases is dependent on identify-
ing carriers of genetic disease traits through evaluation of family history and
screening and diagnostic procedures. Carrier detection of such genetic disorders as
thallasemia, sickle cell anemia and Tay-Sachs disease is possible.

Newborn screening of all live births can detect at least six different conditions
causing mental retardation including PKU, hypothyroidism and galactosemia. If
promptly detected at birth, severe mental retardation can be avoided and the baby
will be able to lead a substantially normal life. All states are currently testing for
PKU but substantially fewer are testing for the other conditions. The same blood
sample can be used to detect all these conditions and in addition now can be used to
detect sickle cell disease.

The Center for Disease Control has estimated that a nationwide hypothyroidism
control program added to PKU screening should cost less than $5,900,000 and
should produce a savings to society of $52 million a year. The State of California has
estimated that adding hypothyroid and galactosemia screening of newborns to its
present PKU screening program would increase its total costs of screening and
treatment for victims of the three diseases from its present cost of $3.8 million to
about $4.7 million. At the same time the long term costs averted by such a program
for all three diseases would total aii estimated $169 million-producing a cost
benefit ratio of 36 to one. But the cost benefit ratios are not as important as the 35
treated PKU, galactosemia and hypothyroid cases in California each year that
would lead healthy normal lives instead of being mentally retarded.

In addition to the identification of carriers of genetic disease traits and the testing
of newborns so that those with a genetic disease may be identified for prompt
treatment, genetic service centers also provide prenatal diagnosis to determine
whether a fetus believed to be at-risk for a particular birth defect is or is not
actually affected. Prenatal diagnosis is performed through the use of sonography,
fetoscopy or amniocentesis. Through sonography high frequency sound waves pro-
duce a picture of an in utero fetus. By means of fetoscopy it is possible to obtain a
direct view of the fetus and obtain fetal blood and skin cells. Amniocentesis is the
process of withdrawing amniotic fluid for study of fetal cells. Through these tech-
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niques it is possible to determine the presence or absence of all chromosome disor-
ders, some malformations and approximately 90 biochemical disorders in utero.

There are many benefits to be realized from prenatal diagnosis, some of which are
now existent and some of which are soon to be realized through rapidly developing
progress in research. With the assistance of prenatal diagnosis deliveries can be
planned to occur in hospitals staffed and equipped to begin immediate treatment of
the defect. Some birth defects are best managed by inducing early labor and begin-
ning treatment to limit the extent of damage. Infants with some birth defects
should be delivered by Caesarean Section to prevent increased damage to fetal
organs during the birth process.

Prenatal diagnosis permits treatment in utero of some conditions characterized by
destruction of fetal red blood cells and of a growing number of disorders which can
be treated by administering massive doses of specific vitamins to the mother during
pregnancy.

The provision of genetic services information, education, testing and counseling
therefore produces the following benefits: a reduction in the number of severely
handicapped and dependent individuals and of the tremendous costs to society;
relieving the anxiety of parents during pregnancy who are bearing normal children,
or giving them the opportunity to prepare for the arrival of a child with defects;
identification of treatable disorders so early intervention can be initiated; counsel-
ing prior to pregnancy so that informed decisions on pregnancy can be made; and
early identification of major defects that result in a fatal outcome, severe mental
retardation or crippling conditions so that parents may make informed decisions.

The funds made available under the National Genetic Diseases Act are used to
support and expand statewide and regional genetic services delivery systems by
building on state health departments, specialized service centers in universities and
hospitals, together with voluntary and community service organizations and private
physicians. Grants are made to state health departments and university or commu-
nity centers in accordance with a state plan. The grants are coordinated and linked
to other federal health care programs including Maternal and Child Health Pro-
grams, Crippled Children's Services Programs, Hemophilia Treatment Centers andMedicaid.

Few states have laws mandating genetic service programs other than require-
ments for newborn screening for PKU and, in a smaller number of states, newborn
screening for hypothyroidism, galactosemia and several other similar genetic condi-
tions. Funding for enetic services is extremely limited since only a frattion of the
costs are covered by third party payments, including Medicaid. Except for the
addition of federal funding under the National Genetic Diseases Act, most of the
delivery of genetic services is limited to approximately 100 major medical centers in
which genetic service clinics were established with the individual institutions' own
source of funding and often with the assistance of the March of Dimes.

Program service grants under the federal program are used to supplement exist-
ing genetic service centers and to initiate satellite clinics in an effort to expand the
services to all the people in each state. With the limited amount of funding availa-
ble in fiscal year 1980 for this program ($11,567,000), grants could be made to only
34 states for areawide genetic services and to 11 sickle cell screening and education
clinics. Seven sickle cell clinics, previously funded independently, are now merged
with and funded through genetic service grants. These 45 projects are located in 37
states and their funding totals $10,800,573.

The balance of the appropriation is used to fund various support services. A
nationwide education in formation program includes the National Clearinghouse for
Human Genetic Diseases, the development of educational curricula for junior high
schools and the initiation of training programs for health professionals. The federal
program provides laboratory support to the states in the areas of hemotology,
cytbgenetics and biochemistry for genetic services through an interagency agree-
ment with the Center for Disease Control. These are highly technical areas requir-
ing the most advanced procedures. CDC services to the states include development
of laboratory standards, training manuals and laboratory courses, bench training,
proficiency testing and evaluation of state laboratory operations. Technical assist-
ance is also provided for the development and operation of the statewide genetics
projects.

The Administration has proposed inclusion of funds for genetic services in a block
grant to the states. One of the major reasons, besides a cut in funding, for the block
grant proposal is to allow the states to plan their own health service programs. This
objective already exists under the National Genetic Disease Act as all grants are
required to be made in accordance with a state genetics plan.

The 25 percent reduction in funding would result in only $9.75 million being
allocated to the block grant based on current genetic services funding. This is more
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than $1 million less than the current level of the 34 grants to genetics clinics and in
addition does notprovide for administrative costs at the federal and state level or
the current cost of support services provided by the federal government.

Because of the newness of these health services and the consequent delay in
establishing the structure for administering them, most states are not ready to
provide and administer genetic services without the supporting services from the
federal level. The services would suffer severely if the laboratory services, the
education program and the technical assistance were lost. Furthermore, in the
competition for funds at the state level, genetic services would get lost since-it is
generally not an established part of the health system.

In addition, the existing proposal for block grants would separate genetic services
from Maternal and Child Health and Crippled Children's funds, an error which
would fragment services and result in increased administrative costs.

We believe that it is important to advise this Committee of the strong support for
this program by Secretary Richard S. Schweiker during his years as Senator.
Attached to this statement is a letter from then Senator Schweiker dated August
13, 1979, after the-Senate Appropriations Committee, in which he played an active
role, had doubled the appropriation for genetic services for fiscal year 1980.

The March of Dimes opposes the inclusion of genetic services in a block grant as
proposed by the Administration. We urge this Committee to maintain the National
Genetic Diseases Act as part of a separate legislative authority which assigns
responsibility at both federal and state levels for services for mothers and children.
We believe it is essential to maintain a federal role which includes program develop-
ment and standard setting, research and training, technical assistance and labora-tory services.

We appreciate your consideration of our views.
Enclosure.

U.S. SENATE,
COMMITTEE ON LABOR AND HUMAN RESOURCES,

Washington, D.C., August 18, 1979.
Mr. CLYDE E. SHORE, Jr.,
Vice President for Public Affairs,
The National Foundation March of Dimes, Washington, D.C.

DEAR MR. SHOREY: I appreciate your letter and kind remarks regarding our recent
action in the Appropriations Committee on behalf of Genetic Information and
Counseling. As you know this has been an activity for which I have long been in
support: The sizeable increase which the Appropriations Committee a proved re-
flects the Congressional concern and priority which has been placed on these activi-
ties. From my own perspective I strongly believe that these types of screening and
counseling programs will play an important role in not only preventing serious
birth defects but also averting a greater number of abortions.

Your foundation should be commended for the marvelous work it has done
informing the Congress of the importance of these activities.

Thank you for contacting me and I appreciate your continued support.
Sincerely,

RICHARD S. SCHWEIKER.

NATIONAL CATTLEMEN'S ASSOCIATION STATEMENT FOR SENATE FINANCE COMMITTEE
HEARINGS ON ADMINISTRATION'S SPENDING REDUCTION PROPOSALS

The National Cattlemen's Association-some 300,000 strong-are in agreement
with the Administration's economic goals. They support the Administration's efforts
to return our economy to a non-inflationary growth path. Cattlemen have not asked
for and, in fact, have discouraged increased government intervention in the cattle
industry. Cattlemen have, moreover, worked for a lower level of government spend-
ing and reduced and more cost effective regulation because we believe this would
lead to a strong economy and provide the setting for a profitable cattle industry.

In general there are five areas we believe will be beneficial to the economy and to
the cattle industry:

1. Taxes.-Current tax laws are biased toward consumption at the expense of
investment and savings. The high rate of inflation has compounded ,this problem. If
agriculture is to meet future demands, a reduction in income taxes is essential.
Efforts are also needed to simplify the tax law and to increase certainty as to tax
consequences.

Tax laws should encourage capital formation and NCA supports laws providing
for speedier depreciation and a broadening and liberalization of the investment tax
credit.
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Estate taxes must also be modified to allow for orderly transfers of family operat-
ed farms and ranches. This would reduce disruptions and loss of output typically
associated with death and breakup of efficient operations.

2. Regulations.-Both producers and processors in our industry are suffering
under excessive regulations in terms of coverage, cost and effectiveness. Because
many cattle operations are relatively small, administrative costs of regulations
frequently exceeding any potential benefits results only in losses or discontinuation
of cattle operations. On top of this governmental personnel too frequently ended up
interpreting and evolving regulatory goals not envisioned by Congress.

8. Agricultural research.-Support for research has declined in real terms over the
last decade. Research expenditures are investments which flow to the public. Cattle-
men need the benefits of accelerated research efforts to fully utilize the abundant
available supply of renewable resources (forage) in its conversion to high quality
protein beef.

4. Foreign markets.-While we know there is a great and growing demand for
quality beef in Europe and Japan, our product continues to be severely restricted by
their laws and regulations. By tariff and non-tariff means, foreign countries have
kept our beef from their shores while the U.S. market remains open.

5. Government policies.--Government statements and guidelines not supported by
scientific data on the health and nutritional value of meat and meat products have
raised unnecessary concerns in the minds of consumers. Reckless statements about
products used in producing beef have similarly caused concerns for consumers and
producers.

The National Cattlemen's Association will cooperate with government in modern-
izing beef grading standards in response to consumers desires and needs. At the
same time, it should increase efficiency of production which should keep beef prices
more competitive with other high protein foods. Similarly, the industry is working
toward a more wide spread use of the most efficient technology in producing and
processing b-ef.

Finally, last month, NCA's 142 member Board of Directors met in Washington
and spent two days visiting members of Congress and the Administration. The
major focus of these visits was. to encourage support for the Administration's propos-
als. Attached appendixes 1. Dealing with Inflation, 2. Dealing with Taxes and
Capital Formation, and 3. Dealing with Spending Cuts, were given to Board mem-
bers prior to their visits and stress the need to support the Administration.

APPENDIX 1

Inflation backgrounder
Few people have anything nice to say publicly about inflation. If it possessed

physical attributes, inflation would be public enemy No. 1 and no effort would be
spared to put it away. But, inflation can't be seen, held, smelled, or even described
to everyone's satisfaction. Yet, we appear to measure it and even forecast it.

Inflation doesn't mean all prices rise at the same rate. This variation in relative
price movements has caused an industry to grow up on how to beat inflation. From
gold sellers to realtors, and from participation in the underground economy to pet
government programs, the battle cry is heard on how to prosper with inflation.
Social security recipients, government -pensioners, those covered by cost of living
adjustments, introduction of escalating mortgages, etc., are tied to inflation and
provided protection, in part, from inflation.

On the other hand, economic growth is reduced and distorted by these efforts as
well as non-productive programs to protect assets from inflation. Everyone and no
one is held responsible for inflation and so attempts to rein it and meet criticisms
about who will pay and who will reap the benefits. While the causes and cures of
inflation remain elusive, the number of people who think they can or will benefit
from inflationary programs is large and possibly growing.

What then, is inflation's ontology-the nature of its existence? Why is it inflation
persists whether viewed temporally, over time, or spatially, around the world? How
does the fact of inflation fit with our feelings about inflation's consequences? A
review of employee compensation for seven countries during the last 12 years shows:

HOURLY COMPENSATION GROWTH
[li peRa]

Nomi Real

Uned States ..................................................................... 61.7
Canada ............................................................................................................................................................. 100.6

15.0
32.5
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HOURLY COMPENSATION GROWTH--Continued

,Ja w ............................................................. I................. .................. ................ I........................................... . 8 18.2 251.0
Franc ................................... , ............................................................................................................. ............ 424.,5 102.0
W est W M w 7 .............................. ................. ........... ................ I... .............................................................. 636.0 342.0
Ital ......... I.... ......................... .................................... ........................ .............................................. ............ . 48 2.0 80 .0
UW ed FIngd: m ................................................................................................................................................ 316.0 15.9

The United States has the lowest rate of increase in nominal or dollar wages (61.7
percent) as well as the lowest rate of inflation except for West German . However,
the United States also has the lowest wage increase in real terms (15.O percent)-
adjusted for inflation-and had, and has, the highest unemployment rate except for
Canada. Further, the United States has the poorest rate of economic growth except
for the United Kingdom. In short, the United States with a relatively good perform-
ance with regard to inflation, has failed in terms of income, employment, and
economic growth.

Over the last ten years, the United States manufacturers' share of World Market
has declined by 23 percent while imports of autos have grown from 8 percent to 30
percent, steel from 9 percent to 15 percent, and consumer electronics from 10
percent to 50 percent. Today, the United States has the highest percent of obsolete
plants and lowest percent of capital investment. Since 1970, Japan's relative pe.r
capita income has risen from 40 percent to 60 percent of the United States while
West Germany's has grown from 68 percent to 105 percent and Sweden's from 90
percent to 112 percent. The lower U.S. inflation rate has not prevented a relative
decline in United States efficiency.

Other factors affecting United States inflation and growth were: Defense expendi-
tures two to seven times that of other countries; days lost due to strikes at least six
times other countries; failure to promote and foster industries with competitive
advantage as do other countries; less dependence on oil imports and thus less
prepared for oil shocks of 1973 and 1979; a relatively high level of regulation
impacting environment, production, and marketing; labor force that includes 70
engineers and scientists per 10,000 versus 400 for Japan, while employing 20 law-
yers and 40 accountants versus Japan's one and three, respectively; service employ-
ment growing three and one-half times faster than manufacturing; speculation
(measured by futures contracts) up 458 percent over 1970; and white collar crime
costing business $44 billion annually.

Clearly, inflation is more complex and more individualized than most believed.
The economic structure, the social/political relationships, use and acceptance of
technology, labor/management relationships, position in the World among others
are important factors affecting inflation and in shaping policies to deal with it.
Thus, simple and one time solutions to reduce inflation such as balance the budget
or reduce monetary growth or end regulation or stimulate investment or lower
taxes, etc., isn't enough.

President Reagan's program, if nothing elEe, recognizes inflation's complexity and
necessity of dealing with the entire spectrum of probable causes. Inflation must be
attackedat its many sources while real economic growth is stimulated.

The President's program calling for a broad and balanced attack on the causes of
inflation and slow economic growth needs our stong support because it is right on
target. Failure to enact those measures because of special or provincial interests
could mean years of slow growth and continued inflation.

Cattlemen and inflation
Cattlemen are ill-equipped and ill-situated to deal with inflation. They are espe-

cially vulnerable to rapid price changes and/or volatility in prices as we've had over
the last 18 months. This vulfierability flows from the nature of the cattle business:

1. Long-term commitment.-The keeping of a heifer to breed and produce a calf
through feeding requires three years. Once the decision is made, there is little
opportunity to alter the process without significant sacrifice.

2. Perishable product.-Beef can't be stored for lengthy periods. Once a calf is
born, it goes to market 18 months later.

3. Sells in competitive market.-The cattleman sells in a purely competitive
market in which supply and demand are absolute. He has no control over the price
he receives.
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4. Buys in less competitive market.-Except for feed products, the cattleman buys
in a relatively less com petitive market than he sells in. Most sellers have some
control over supply and thus price.

6. Infrequently in market.-The cattleman is an infrequent participant in the
market as either buyer or seller. He is therefore adversely affected by costs and
prices fluctuating over short periods. Other producers who are in the markets
continuously are able to average costs and prices and offset short-term volatility.

6. Last place in credit market.-Because of risks (weather, uncertainty of supply/
demand factors, long-term commitment) cattlemen are considered relatively poor
creditors. Profits tend to be low and volatile and so they are the first to feel credit
rationing and/or high interest.

7. Unable to pass on cost.-While most suppliers to cattlemen can adjust prices
immediately to reflect rising costs, cattlemen can't and must wait for long-term
supply/demand adjustments.
*8. liquidity of cattlemen.-While inflation may increase equity of cattlementhrough higher land prices, it does not help in meeting cash flow because of slow

adjustment in cattle prices relative to costs. Volatility in costs and prices adds to
the problem.

9. Tax credits and depreciation.-Because prices do not reflect inflation as rapidly
as costs, cattlemen are less profitable and less able to use tax credits. Also, they find
depreciation of marginal cash value over short periods of time.

10. Distortion of beef demand.-Because of beers place in consumption, inflation
tends to lower spending on beef relative to other consumption (energy, interest, etc.)
over short periods.

11. Fixed assets.-The cattlemen has little alternative use for his assets (basically
land and cattle) other than producing beef over short periods. Much of his land has
no other use than raising cattle. He can neither stop the process of cow to beef or
significantly change the timing of producing beef. The value of his cattle assets
typically reflect the market for beef more so than assets such as tractors used in
other businesses. Thus neither additional borrowing or selling out is a good alterna-
tive during periods of stress.

12. Foreign agriculture markets.-Because of foreign restrictions imposed on im-
porting U.S. beef, cattlemen infrequently benefit from foreign agricultural trade.
They do, however, suffer the disadvantage of higher grain costs when exports
deplete domestic grain stocks or lower cattle prices when U.S. imports of beef
expand dramatically.

13. Regulation.--Cattlemen face a host of regulations impacting production (use of
land and water, chemicals, transportation) and marketing (health and safety, grad-
ing, processing) that raise costs and discourage consumption.

14. Government statements.-Adverse comments about the health and safety of
beef has raised unnecessary questions in the minds of consumers. Similarly, state-
ments about the cattle industry concerning methods of production, use of new
technologies and products, and treatment of land, water, and environment, have
lowered the perception of cattlemen in the public's mind.

APPENDIX 2

Capital formation
One of the major problems facing this Nation today is the built-in bias in the tax

structure against personal savings and business capital investment. The errors of
focusing on taxing income and investment are evidenced by lack of productivity,
heightened unemployment, raging inflation, unstable interest rates, and an alarm-
ing decline ia the competitive world pefitionr. of the U.S. industry and business.

Agriculture, and the livestock business in p ,-ticular, in its modern-day capital-
intensive position, shares heavily in the ills of discouraging capital formation
through the tax system.

The National Cattlemen's Association strongly supports the President's proposal
to cut taxes and to redirect the tax system toward encouraging capital formation
and investment, as a part of his overall economic package to curb inflation and spur
the economy.
President's tax cut proposal

The President's overall proposal calls for tax cuts in two stages. The first stage-
currently being considered -consists of two basic elements only: (1) Tax cuts for
businesses and individuals, and (2) Simplification and acceleration of depreciation
(commonly known as "Capital cost recovery").

Individual income tax rates would be reduced 10 percent per year for 3 years,
beginning July 1, 1981, (5 percent for calendar year 1981). Also, the top tax rate (70
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percent) on unearned income would be phased out over 3 years, and the top rate on
capital gains would be reduced from 28 percent to 20 percent.

The President's depreciation proposal follows the bill introduced during the previ-
ous Congress by Jones (D-OK) and Conable (R-NY), and is commonly known as the
"10-543 proposal. Depreciable property would be grouped into 3 useful life catego-
ries-3, 5, and 10 years. Cattle and equipment would be in the 6 year category, cars
and trucks-3 years, and structures-10 years.

In addition to faster write-off. (depreciation), investment credit would be in-
creased to 5 percent for assets with useful life of 3-5 years and 10 percent for those
with 6 years and over. NCA supports these efforts by the President.

The second stage of the President's tax proposal would include such reforms as
indexing the tax system for inflation and amending the estate and gift tax provi-
sions. NCA favors complete repeal of the latter, but has helped draft major amend-
ments which would greatly help the orderly transfer of farm/ranch property from
one generation to the next.

APPENDIX 3

Federal spending cuts
The National Cattlemen's Association strongly supports the President's proposal

to cut spending substantially, as a part of his economic package to curb inflation
and spur the economy.

Developments during this century are a sad commentary on the U.S. system of
government, and raise the very pertinent question of whether or not we are capable
of governing ourselves.

In 1973, the Congress started appropriating money for certain government func-
tions which were excluded from the Federal budget. This was purely and simply a
device to avoid the necessity for accounting for extra funds being spent and added to
the Federal debt-an outrageous deception, to say the least.

Coming into this century, in theyear 1900, Federal Government expenditures-
amounted to $521 million, and the Federal debt was $1.263 billion. By the end of
World War I, annual outlays had increased to $18.492 billion and the Federal debt
stood at $25.484 billion.

By 1929, annual outlays had been reduced to $3.127 billion and the debt had been
id down to $16.931 billion. From that time to the present, however, all figures

nave generally gone up, except for downward fluctuations in the late 1940's and
1950's.

The Federal Government spent its first $100 billion in 1962, at which time, the
debt had reached $303.291 billion.

It took only 9 years (1971) to double the expenditures to $200 billion (debt,
$409.467); and only 4 more years (1975) to go over $300 billion in Federal outlays-at
which time the debt reached $544.131 billion.

By the end of fiscal year 1980, Federal expenditures were nearly double the 1975
outlay ($595.111 billion) and the debt rose 70 percent in that 5 year -eriod to
$922.232 billion. The debt ceiling has now been raised to $975 billion-almost I
trillion dollars!!!

The annual Federal spending deficits are equally disconcerting. The following
table shows the spending deficits (the amounts expenditures have exceeded tax and
other income) for recent years, including the "off-budget" outlays:

Billions

1976 ......................................................................................................................... $8 7 .73 5
T ransition quarter ................................................................................................ 14.5 13
197 7 ......................................................................................................................... 62 .759
197 8 ......................................................................................................................... 7 1.287
1979 ......................................................................................................................... 58 .462
19 80 ......................................................................................................................... 83 .260
1981 estim ated ...................................................................................................... . 56.100

Note that the deficit figures in the table do not correspond to the deficits pub-
lished by the Government because the published figures do not include the "off-
budget" outlays.

President's proposed spending cuts

Fiscal year: Billions
198 1 ............................................................................................................................. $4 .8
198 2 ............................................................................................................................ 4 1.4
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Fiscal year: Billio.
19 83 .......................................................................................................................... 7 9 .7
19 8 6 ............................................................................................................................. 123 .7

NATIONAL EASTER SEAL SOCIETY,
Washington, D.C., April 7, 1981.

Hon. RoBERT J. DOLE,
Chairman, Senate Committee on Finance,
Washington, D.C.

DEAR MR. CHAIRMAN: I am writing with regard to the hearings that you recently
held on the Administration's spending reduction proposals.

I respectfully request that this statement be included in the hearing record with
respect to the hearings that your committee has been holding on this subject.

The National Easter Seal Society is the nation's oldest and largest voluntary
health agency serving the disabled.

During the year 1981, Easter Seal Societies across the country will provide a
comprehensive spectrum of services to more than 600,000 persons with disabilities.
Easter Seal affiliates offer a wide variety of services to persons disabled from afiy
cause. Our clients include victims of accidents, cerebral palsy, multiple sclerosis,
blindness and the whole range of birth defects.

In addition to providing direct services, the Society benefits the entire disabled
population of the nation by its legislative and other governmental activities. The
organization is also substantially involved in public education and research designed
to enhance the lives of people with disabilities.

In our dual role as a provider of rehabilitation services and as an advocate for
individuals with disabilities, we have a substantial interest in the Medicare pro-
gram, particularly as it relates to outpatient rehabilitation services.

We are opposed to the repeal of recently-enacted legislation which establishes
outpatient reabilitation centers as providers under Medicare.

Late last year, the Congress passed and President Carter signed the Reconcili-
ation Act of 1980, Public Law 96-499. Section 933 of that Act recognizes outpatient
rehabilitation facilities as providers under Medicare. The provision is effective on
July 1, 1981. The effect of this provision is to make all of the services which these
facilities provide, including physical therapy, occupational therapy, speech pathol-
ogy services and respiratory therapy, reimbursable under Part B of the program.

The Reagan Administration's budget for fiscal year 1982 proposes repeal of this
provision (and many other Medicare provisions which were contained in the Recon-
ciliation Act). This position ignores the need for less costly ambulatory alternatives
to hospital care.

Since the beginning of the Medicare program, all of these services have been
covered under Part B when provided by hospitals, either on an inpatient or an
outpatient basis. However, freestanding outpatient rehabilitation centers could re-
ceive Part B reimbursement only for physical and speech therapy services. This
policy promoted the use of hospital-based services, dispite the fact that the services
provided by freestanding centers are less costly and frequently more accessible than
those provided by hospitals.

In the Reconciliation Act, the Congress acted to rectify this problem by allowing
reimbursement under Part B for all comprehensive outpatient rehabilitation serv-
ices, whether provided by a freestanding outpatient center or by a hospital. Section
933 does -not add new benefits to Medicare but simply authorizes those benefits to be
provided in another setting.

The provision in question was first proposed in the late 1960's. During several
previous Congresses, it was included in legislation which was approved by one house
but not the other. In 1978, for example, it passed the House almost unanimously as
part of H.R. 13097, the Medicare Admendments of 1978, but died in the Senate
because of the lateness of House passage. Enactment by the 96th Congress conclud-
ed a ten year effort by various national organizations, most notably the National
Easter Seal Society, the National Association of Rehabilitation Facilities, the Ameri-
can Occupational Therapy Association and the American Association for Respira-
tory Therapy. Furthermore, the language of Section 933 was worked out over
considerable time with a large number of people in the rehabilitation community to
insure that the covered services were sufficiently defined and subject to adequate
quality controls.

When Section 933 is implemented, many of your constitutents will have greater
access to its benefits. In many cases, individuals who are being treated in a hospital
will be able to receive these medical services in a freestanding outpatient clinic at a
lower cost to the Medicare Trust Fund.

90-480 0 - 81 - 32
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We, therefore, urge you to oppose any efforts to repeal this legislation.Sincerely,
JOSEPH D. ROMER,

Director of Governmental Affairs.

STATEMENT BY DAVID J. STEINBERG, PRESIDENT, U.S. COUNCIL FOR AN OPEN
WORLD ECONOMY

Statement submitted by David J. Steinberg, President, U.S. Council for an Open
World Economy, to the Subcommittee on International Trade of the Senate Commit-
tee on Finance, in hearings on Fiscal 1982 budget authorizations for international-
trade functions March 31, 1981.

(The U.S. Council for an Open World Economy is a private, nonprofit organization
engaged in research and public education on the merits and problems of achieving
an open international economic system in the overall public interest. The Council
does not speak for any private interest or community of private interests. Its only
standard is professional excellence and the totality of the national interest.)

Although the Council favors adequate appropriations for all the government
oprations covered by these hearings, this statement is limited to the International
Trade Commission-specifically (1) the credibility and integrity of the import-relief
proceedings, (2) the structure of the Commission (the number of Commissioners,
etc.), and (3) the adequacy of ITC investigation and analysis in import-relief cases.

CREDIBILITY OF IMPORT-RELIEF "DUE PROCESS"

As the 96th Congress came to an end, the House Subcommittee on Trade, then
the Ways and Means Committee, then the House of Representatives, and finally the
Senate Finance Committee, all voted by huge majorities to empower (hence pres-
sure) the President to negotiate an "orderly marketing agreement" restricting for-
eign exports of automobiles to the United States. Only the end-of-session lo am
blocked final Senate action. Now the 97th Congress seems anxious to pick up where
the 96th left off-this time through bills to impose quota limitations on imports of
Japanese cars for several years.

These legislative maneuvers came soon after the International Trade Commis-
sion's 3-2 decision that imports were not a substantial cause or threat of serious
injury to the U.S. automobile industry, hence that, under the criteria established by
Congress, import restriction was not justifiable. No Congressional committee, nor (to
my knowledge) any member of Congress, has faulted the Commission for any
distortions of legislative standards or has documented any errors in its economic
analysis. Careful examination of the ITC report in this case would show that, but
for the minority's failure accurately to assess the cause of the rapid rise in auto
imports, the decision to reject the import-control petition would have been una.-
mous.

Yet Congress seems ready to turn its back on the Commission for the decision
reached in this case, indeed to give the back of its hand to orderly, objective "due
process of law" in this area of trade policy. Such treatment of an ITC judgment
which a Congressional majority may not find politically satisfying threatens the
stature and the very integrity of the import-relief process that Congress itself took
pains to establish. If Congress feels this way about import-relief judgments it
chooses to reject without probing analysis, how much confidence and credibility
remain foi otherr proceedings and decisions (e.g., injury judgments in dumping and
subsidy cases) which Congress has entrusted to the International Trade Commis-
sion?

If restriction of automobile imports gains majority support in the House and the
Senate, this properly may be interpreted as reflecting Congressional feeling about
the Commission and its judgment. The very future of the International Trade
Commission is called into question. Whatever the import-relief standards estab-
lished by Congress, ITC decisions in compliance with them should be respected by
Congress until Congress decides to change the criteria or Congressional investiga-
tions reveal serious faults in the Commission's analysis and judgment in particular
cases.

Congress created the Commission to remove government decisions in such matters
from the political caldron. If Congress is now bent on putting these issues back into
the political pot, it should terminate the Commission, saving the taxpayers millions
of dollars every year even after whatever Commission functions are still considered
essential are transferred to other agencies capable of handling them. In short,
Congress should respect the Commission or as a sort of sacred cow, especially if it
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treats politically controversial ITC decisions, reached in compliance with legislative
standards, as just so much "bull".

THE STRUCTURE OF THE COMMISSION

The Commission has not had its statutory complement of six Commissioners for
more than two years. President Carter's failure to appoint a sixth Commissioner
during that period may say something about the White House view of the ITC
during his Presidency. The fact that two Carter nominees for that post did not get
far in the Senate confirmation process is no excuse for the empty seat. Congress
itself seems not to care. Nor does any Congressional committee. Since the Commis-
sion seems to have got along reasonably well without a sixth Commissioner, why
not terminate the sixth seat (as I asked in an earlier hearing of this subcommittee)?
Is filling the fifth seat (recently vacant) really necessary? Congress should re-think
the structure of the ITC and, at an appropriate time, the overall role of the
Commission.

I question the automatic rotation of the Commission chairmanship. Each Commis-
sioner is not ipso facto qualified to be head of the Commission. I also suggest that
Congress look- into the need for the personal professional staff each Commissioner is
allowed te have even though the Commissioners have full access to -the Commis-
sion's formidable legal and economic staffs. Is it possible that these private staffs
have led to rivalries, including relationships with the main staff, that are less than
desirable? Have these ramifications adversely affected the quality and utility of
Commissioner opinions in import-relief and other cases?

SCOPE OF IMPORT-RELIEF INVESTIGATIONS

As I have argued in previous Congressional hearings, and most recently in testi-
mony before the ITC in the automobile case, the Commission is not fulfilling its
explicit and implicit obligations in import-relief investigations. The neglected provi-
sion of the current trade legislation is Section 201(bX5) of the Trade Act of 1974. The
Commission (a) is not fully assessing the adequacy of steps the affected U.S. indus-
try has taken toward becoming more competitive with imports, and (b) is not
assessing the extent to which government statutes and regulations may be impair-
ing the industry's adjustment capability. Also neglected is assessment of the differ-
ential impacts which import restriction may have on different sectors of the indus-
try. Windfall gains for some sectors that may not need government help may cause
additional problems for those that do.

Not all these factors may materially affect the Commission's decision in every
case, but all are important for the President to assess if he wishes-to develop a
coherent industry-adjustment policy whether or not the Commission finds serious
injury or threat thereof, but particularly if it does. Such a strategy should be the
framework for any resort to import control, and the trade law should so require.
However, the President is free to proceed along these lines even without a legisla-
tive mandate, and the ITC should want to help him in every way it can.

STATEMENT BY THOMAS M. Russo, DIRECTOR, DIvisION OF MEDICAL ASSISTANCE
AND HEALTH SERvicES, NEW JERSEY DEPARTMENT OF HUMAN SERVICES

SUMMARY OF PRINCIPAL POINTS

The Medicaid poor and needy require a program of full benefits for health care
services.

The State of New Jersey is unable to provide full Medicaid benefits with the
administration's proposed drastic spending reductions.

Many Medicaid persons will be seriously hurt and will face life threatening
situations with the proposed Federal reductions.

A less severe and traumatic Medicaid reduction program should be followed by
the Federal administration and legislature.

The "cry of the poor" must be heard and heeded for the ultimate benefit of the
nation.

Mr. Chairman and Members of the Finance Committee of the U.S. Senate, I am
Thomas M. Russo, Director of the Medicaid program in the State of New Jersey.
Thank you for the opportunity to make this presentation concerning the administra-
tion's spending reduction proposals relative to the Title XIX Medicaid program.

Gentlemen, I am certain that you have heard the phrase and I quote "The Lord
hears the cry of the poor. Blessed be the Lord." In the context of the hearing today,
I might paraphrase that quote by saying "The Lord hears the cry of the poor.
Blessed be those in the Congress who hear and heed this cry."
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As the Director of the Medicaid program in one of the big ten Medicaid States, I
know both personally and professionally of the tremendous need for and the good
that the Medicaid program does for the poor, the elderly, the disabled, the blind, the
needy and the children in the State of New Jersey. We all too often hear charges
concerning waste, inefficiency, and fraud and abuse in the Medicaid program, often
without ample supporting documentation to categorically uphold such allegations.

We all too seldom, however, hear about the tremendous benefits derived by our
citizens because of the very existence of the Medicaid program. Very few people in
high places, except when there may be a crisis such as the one I truly believe we
are facing today, will or do recite the thousands of daily occurrences supported by
Medicaid funds for our poor and needy people whose very lives and existence have
been saved because -they received the operation that was required, because they
were able to obtain the expensive life sustaining drugs that are needed, because
they could obtain renal dialysis services regularly, because prosthetic and orthotic
devices and medical supplies were readily available to help them sustain them-
selves. In short, because there is a Medicaid program and a caring government that
has recognized and provided for these needs for the millions of our citizens.

Many of these citizens, I might add, are the very ones who in the past have fought
America's battle on foreign soil, who have provided the productive capacity that has
helped to make America great and who have reared the generations of children who
are now making America's basic decisions. The Congress cannot turn its back on
these people and on those who in future generations America must in large part
depend, these of course being the children of the poor and the needy.

There are those who say that the proposed reductions in funding for the Medicaid
program will not hurt those who are truly in need. This I can assure you is not true.
The needy will be hurt and in some cases will be hurt very badly, to the extent that
their very existence may be in danger.

Based upon my current knowledge of the proposed Federal capping formula for
the Medicaid program, the State of New Jersey will receive 2.86 percent of the total
national funding for the Medicaid program. If the figure of 17.2 billion dollars at the
national level for Fiscal Year 1982 is correct, this will mean that the State of New
Jersey will be provided with 492 million dollars to run its Medicaid program for
Fiscal Year 1982. That amount, standing alone, represents a potential loss of 37
million dollars in the amount of Federal money required to fund New Jersey's
Medicaid program with its current benefit packages and reimbursement levels.
Coupled with State-Federal matching funds, the reduction represents a potential
loss of 74 million dollars in Fiscal Year 1982 for medical services, pending possible
offsets from other programs that might affect Medicaid eligibility.

There are some areas in which a re-emphasized cost containment program can
save some of this money without materially affecting benefit packages. However,
gentlemen, I can assure you that those areas in an efficiently operated Medicaid
program, such as that which exists in New Jersey, are very few without either
reducing or eliminating reimbursement to providers or services to recipients. Even
with absolute flexibility on the part of the State to operate its Medicaid program
free from any Federal restraints, it is absolutely impossible to realize within one
fiscal year a total saving equal to 74 million dollars without adversely affecting the
health care of the needy and the poor. Of necessity, some programs must be
sacrificed.

In this regard, there are no low priority services, nor are there optional services
in the eyes of those for whom a. previously available benefit has been curtailed,
withdrawn or is no longer available. To obtain such a benefit once it has been
eliminated, the Medicaid recipient must find the means to obtain that service from
an already meager subsistence allowance. Such choices only make the poor poorer
and the needy more needy.

I truly believe that the State of New Jersey and all the other states in this great
nation are as interested as is the Federal Government in economy and efficient
operation and in beating back the ravages of inflation. However, this should not be
accomplished at the expense of those most needy in our society. A total Federal cap
on expenditures at the State level should not be considered by the Congress at this
time. At the most, a partial Federal cap, possibly at one half of the current proposed
level or as proposed by the National Governors' Association, should be considered
while at the same time giving the states the full flexibility that they need to
independently operate their Medicaid programs and to initiate their own cost con-
tainment programs. Anything less, in my opinion, will leave totally unmet the full
range of health care services required by our needy people.

Gentlemen, I could provide you with a litany and a list of those areas and items
that should not be touched by the proposed capping program and could provide you
with a similar enumeration of alternatives. However, many of those who are ap-
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pearing at today's hearings are providing such documentation. My simple purpose is
to urge that you not turn your back on the poor and the needy or the handicapped
and on children by taking needed Medicaid money away from the States. Do not
take medical and health care away from the sick. Give them the means to have
their medical bills paid and to free their shoulders of this burden. I urge that you
hear the cry of the Medicaid poor.

Thank you again for the opportunity to express these views on behalf of New
Jersey's Medicaid program.

STATEMENT OF PROPOSED BuDGET AMENDMENT BY COUNCIL OF HEALTH CENTERS

The members of the National Council of Health Centers would like to take this
opportunity to offer our views on President Reagan's proposals for a program of
economic recovery including revisions in the Medicaid program.

The National Council represents investor-owned multifacility nursing home firms
which own or manage 130,000 nursing beds in 44 states. Our members also provide
many other essential health services such as home health, meals on wheels, and
adult day care.

The day following President Reagan's national address on the economy, the
National Council sent the President a telegram of congratulations stating, "A
restructuring of the financial supports of our health care system is long overdue."

During the past few-years, the American public has been led to expect that the
answers to their health and social problems are to be found primarily through
government support and intervention. Once a particular course of action is followed
for a number of years as has been the case in this instance, it is extremely difficult
to change from that course. Public expectation, vested interests, and demands grow
exponentially in direct correspondence to the expansion of the financial support
available for a program. In the name of uniformity, individual initiative and private
enterprise have been frowned upon and discouraged through the development of a
myriad of inflexible federal standards. These standards in many instances do not
relate to the direct delivery of patient care.

In the area of long term care, the New York Moreland Act Commission on
Nursing Homes and Residential Facilities found that state and federal regulatory
agencies, "... have not developed sensible and workable regulatory programs.
Regulation has been piled upon regulation in bewildering detail, with little attempt
made to determine which is essential and which is superfluous."

The new proposals offered by President Reagan offer fresh hope that we can
break away from the reliance on a process of writing a new standard to correct the
inherent deficiencies of the original standard rather than eliminating the original
contingent cause. We suggest that solutions to the growing demand for services may
indeed be found in the expanded application of the principles of the private market-
place and competition. We would propose that the long term health care sector of
the health industry would be extremely conducive to develop the expansion on the
principles of competition. We would submit that the forces of competition first, do
function currently in regard to long term care services. Second, they may be able to
function better and be implemented more quickly in that service area than the
acute sector given the facts that: I) the decision process may be more deliberative
and can be made over a longer period of time and 2) there are a number of
alternatives to select from among similar, yet distinctive, institutional and non-
institutional services. As a result, an individual has the ability to make informed
marketplace choices regarding his long term health care needs.

What is needed,' therefore, is an effort to inform the prospective patient, family,
and where applicable, the guardian of the various services, their cost, availability,
benefits, quality, and other items which affect the provider's ability to meet the
patient's needs. Indeed, we believe that there is already a highly competitive market
for private pay patients in nursing homes and that the quality and scope of services
have been greatly enhanced as a result.

We would strongly support the adoption by federal and state programs of the
principles of competition for the Medicare andMedicaid programs and the incorpo-
ration of the same competitive purchasing practices for their clients as presently
exist for private patients.

Long term care offers a unique set of problems, but those problems are not
insurmountable. Their resolution will require fresh thinking and new approaches-
several of which we will highlight later.

First, we would like to address the Administration's proposals for health budget
revisions including the imposition of caps on increases in Medicaid expenditures.

While it is true that Medicaid nursing homes' expenditures have significantly
increased over the last ten years, many factors have contributed to this rapid
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growth including increases in life expectancy of the aged, increases in utilization,
and minimum wage increases. It should be stressed that nursing homes have virtu-
ally no control over these factors. As a point in fact, the single greatest increase has
been in the services for the mentally ill which have directly resulted from the
federal government's policy of deinstitutionalization. For the most recent period of
time that HCFA has published data (1976-78), Medicaid payments for services to the
mentally ill increased 72.5 percent, 44.7 percent, and 53.6 percent; while those for
SNFs increased 1.7 percent, 8.0 percent, and 19.2 percent. Between 1975 and 1978,
total expenditures lor all Medicaid nursing home patients increased from $4.3
billion to $6.2 billion, yet the average daily Medicaid rate has remained under $30.

Because Medcaid recipients account for over 50 percent of the patients in nursing
homes, any cutbacks will be widespread and severely felt. Unfortunately, with
respect to these patients, nursing homes do not have the latitude of a hospital's
$200-250 daily rate within which to allocate any losses as a result of a cut in their
payments. The average Medicaid nursing home reimbursement rate is between $20-
30 per day, which covers the patient's room, three meals, laundry, 24-hour nursing
care, activities, social services, and use of specialized consulting services such as
dietitians, pharmacists, and medical directors in skilled nursing facilities.

Because of the necessity of protecting a facility's ability to meet the medical needs
of its patients, which by definition and statute is the primary basis of an admission,
the services most likely to first be affected by any cutbacks will be those which
enhance the social aspects of the patients' lives such as activity programs. Thus, we
would stress that while we are willing to do our part in absorbing a payment
reduction, neither nursing homes nor their patients will be able to withstand deeper
cuts if additional savings were determined to be necessary.

There is no doubt that our economy is in serious trouble and that extricating
ourselves will require considerable sacrifice on everyone's part. For that reason, we
can understand the necessity to consider such ideas as the President's proposed five
percent general ceiling on increases in total Medicaid expenditures for fiscal year
1982 as an interim measure to later major revisions and improvements to our long
term health care system. Acceptance of these caps, however, is conditional upon
other program changes which can provide added savings and reduce inefficiencies.

Some of these essential modifications are: supplementation, reducing administra-
tive costs, decreasing regulatory burdens, eliminating discriminatory practices
against proprietary organizations, and practicing prudent buyer concepts by not
paying significantly greater amounts to some providers for the same services pro-
vided by others at a lower rate (e.g., VA nursing homes, hospital-based SNFs, and
publically-run nursing homes . . . these facilities should have to compete for the
same rates or be closed down).

Finally, our acceptance of a cap and our willingness to make sacrifices is predicat-
ed upon the belief that these cuts will be made equally and will transcend all
benefits and providers.

THE GOVERNORS' PROPOSAL

The National Governors Association has singled to nursing homes and has pro-
posed that Medicaid nursing home expenditures be singled out for a cap within the
long term care field.

e National Council is unequivocably opposed to this prosl
First, this is exactly the kind of inequitable treatment of singling out one group

over all others for cutbacks that Presidert Reagan has promised to avoid. We would
draw your attention to our earlier comments as to the causes for the increase in
nursing home expenditures. It should also be noted that the General Accounting
Office has said that hospital costs have risen faster than any other component of
the health care system.

Further, it has been Medicare's costs that have increased the most, not Medicaid.
Much of the blame for Medicare's increased expenditures can be directly attributed
to two factors: (1) The program's retrospective cost reimbursement principles; .nd
(2) the process mentioned earlier of adding one regulation after another to correct
the inherent deficiency in the original standard.

The inflationary impact of these two factors on our health care system cannot be
ignored. If the Federal and State government truly wish to get a handle on health
care cost increases, then they should focus on Medicare, not Medicaid.

Second, it was precisely this same sort of cap which was proposed for hospitals by
the Carter Administration and which was resoundingly defeated. The movement to
defeat this legislation was spearheaded by former Congressman David Stockman,
now Director of the Office of Management and Budget.

Third, the Medicaid payment system already gives States more latitude to control
rates for nursing homes than for any other provider group. In addition, Federal
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statute specifically provides the States with the flexibility to adjust not only their
rates, but also any of their Medicaid program or eligibility requirements where they
supercede Federal standards. Thus, the nursing facilities need not shoulder the
entire burden of any reduction.

Fourth, as has been pointed out in previous testimony before this committee,
mandatory ceilings have a documented tendency to become floors. In so doing, they
become self-defeating and eliminate one of the stated goals of both the National
Governors Association and the Administration, instilling flexibility and innovation
into the administration and provision of Medicaid services.

And again, as pointed out earlier, the majority of cost increases experienced by
nursing homes are beyond their control which is why a cap on only the nursing
home portion of Medicaid expenditures cannot succeed in holding down total costs
of the program.

HEALTH PLANNING

The National Council supports the Administration's proposal to phase out Federal
expenditures for health planning. We firmly believe that the certificate of need
program has not only been costly, it has also created a serious shortage of nursing
home beds across the country. The difficulty and length of time required to obtain a
certificate of need has served to discourage capital investment and financing of
needed long term care beds. As a consequence, the U.S. is now spending over one
billion dollars a year for Medicare and Medicaid patients who are in hospitals
awaiting placement in nursing homes.

In September 1980, the American Association of Professional Standards Review
Organizations conducted a one-day study of the number of patients in hospitals
awaiting placement. Their survey covered only 4,131 of the 5,923 acute care hospi-
tals and found 17,783 such patients. Most hospitals are being reimbursed their full
rate for these patients, who really r, quire the less intense and less costly services of
a nursing home. It is both ironic and sad that we are paying so many millions of
dollars for these unnecessary stays yet the patients are not even getting the services
they need because acute hospitals are not equipped to serve the long term care
patients. Unlike nursing homes, they do not have activities programs with special
rooms set aside for them nor dining rooms where patients may eat. Many are not
prepared or able to offer the special rehabilitative therapies required, such as
physical, occupational, or speech therapies.

While there are additional reasons for this hospital "backlog"I health planning is
in large measure responsible for this unnecessary burden which is being placed on
our health care system. When one considers the elderly population explosion we are
experiencing, health planners have been myopic and costly and have become part of
the problem, rather than the solution.

PROFESSIONAL STANDARDS REVIEW ORGANIZATIONS

The National Council is supportive of the elimination of Professional Standards
Review Organizations as a federal program which has not proven cost effective.
Those PSROs which have gone beyond utilization review activities to look at nurs-
ing home quality have duplicated the efforts and conflicted with the existing state
survey and program review activities. The experience of our members with staff of
individual PSROs has generally been negative. We do not believe the diagnosis and
treatment of elderly patients can be categorized, numbered, and fit into neat little
boxes on a reviewer's chart. PSROs have become the intermediaries but without
exhibiting any flexibility in carrying out their tasks.

Our most serious concern if PSROs were to be eliminated relates to the problem
outlined earlier . . . the identification of patients in hospitals who need nursing
home beds. We feel that it is vital that the utilization review activity in hospitals
and nursing homes be revitalized and retained, particularly while there'is still the
incentive for the hospital to keep these patients.

NEW PAYMENT SYSTEM

We believe that significant savings can be achieved by changing Medicare's SNF
reimbursement to a prospective payment system. The savings would come by
making Medicare more attractive to nursing home providers, thus inducing them to
participate in the program. As a result, the thousands of patients who have been

I For example, there is presently no incentive for hospitals to dicharge these patients; Medi-
care eligibility for skilled nursing is so strictly defined that scarcely 3 percent of the nursing
home patients qualify; Medicaid reimbursement is below the nursing home costs, thus heavy
care patients are extremely difficult to place as the cost of their care is even higher.
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documented in hospitals as awaiting placement in nursing home beds would be
greatly reduced. The Medicare/Medicaid programs are spending nearly $1 billion
each year for expensive and unnecessary hospitalization of patients needing a lower
level of care.

In September 1980, the American Association of Professional Standards Review
Organizations conducted a one-day study of the number of patients in hospitals
awaiting skilled nursing placement. Their survey covered only 4,131 of the approxi-
mately 7,000 acute care hospitals and found 17,783 such patients. Most hospitals are
being reimbursed their full per diem rate for these patients, who really require the
less intense and less costly services of a nursing home. It is both ironic and sad that
we are paying so many millions of dollars for these unnecessary stays, yet the
patients are not even getting the services they need because acute hospitals are not
equipped to serve the long term care patients. For example, unlike nursing homes
they do not have programs for assisting long term care patients in their social
activities of daily living, nor the special rooms equipped and set aside for them.
Many are also not prepared or able to offer the special rehabilitative therapies
required such as occupational or speech therapies.

we believe that a prospective reimbursement system is inherently less difficult to
implement in nursing homes than in hospitals. Items of service, personnel needs,
equipment, and plant requirements are much easier to forecast and to control. The
accounting systems are also less complicated and are easier to adapt to the require-
ments of a federal program since the vast majority of the patients are supported
through Medicare and Medicaid.

Furthermore, the National Council would like to see a move away from allowing
a profit to be based only on a return on an owner's net equity as prescribed in the
Medicare program. Equity is not an appropriate basis to determine if a nursing
home is doing a good job. Instead, the National Council would propose an incentive
return for both proprietary and nonprofit facilities based on the quality of the
patient care and the efficient management of the facility.

Both proprietary and nonprofit facilities should not be guaranteed that the gov-
ernment will pay their full costs plus a growth allowance for nonprofit facilities or
profit for proprietary facilities. Instead, the payment system should provide the
opportunity for a return for all types of facilities if they provide services efficiently
and in conformity with the applicable federal and state regulations.

Inefficient providers should no longer be subsidized by government funds. There is
no reason that we should pay hospital-based SNFs $90-100 per day or public
facilities $50 per day for the same services that freestanding SNFs are providing for
$30-35 per day.

The National Council suggests that the introduction' of elements of competition
which have functioned so effectively in the private pay sector may work equally
well for Medicare. Just as the prudent buyer concept seeks the most efficient
providers or suppliers, so should Medicare nursing home reimbursement principles
be based on rewarding efficiency and quality.

ELIMINATION OF THREE-DAY REQUIRED HOSPITALIZATION FOR MEDICARE SKILLED
NURSING BENEFITS

Last fall, as part of the Onmibus Reconciliation Act, the Congress approved a
provision eliminating the requirement for a prior three-day hospitalization in order
to be eligible for Medicare home health benefits. At that time, the National Council
testified that this same requirement should also be eliminated for skilled nursing
facilities as it constituted an unnecessary and unfair barrier in the Medicare pro-
gram.

We again urge your consideration of the elimination of this costly and unneces-
sary requirement.

There is no logical reason why an elderly person who otherwise meets the Medi-
care criteria for a skilled patient should be denied skilled nursing facility benefits
merely because he has not been hospitalized. Fears that elimination of this provi-
sion would lead to great cost increases are unfounded. A demonstration project
conducted in two states under contract to HHS (then HEW, 1978-1979) found little
increase in program costs or utilization. Many of the patients were terminal cancer
patients who had remained in their homes but needed more nursing services during
their last few days. They did not need to be hospitalized. Yet Medicare eligibility
requirements would have forced them into a hospital were they, no doubt, would
have spent their remaining few days or weeks rather than in a less costly and less
intensive care skilled nursing facility.

A 1976 HEW report, Forward Plan for Health, endorsed elimination of the three-
day stay stating, ... Experience suggests that significant numbers of Medicare
beneficiaries are now receiving hospital care would benefit as much from SNF



499

care . . ." and " . .. It is probable that patients in need of only skilled nursing
care and who are now instead hospitalized are never subsequently transferred to an
SNF because of paper (eg, transfer of medical records, treatment plan) and the lack
of any financial incentive or disincentives (eg, no cost sharing is required after first
hospital day and until the 61st day)."

In discussing potential savings, the Foward Plan for Health goes on to say, "Since
the average Medicare cost of a covered day in an SNF is less than one-third the
routine cost per day in a hospital, the potential cost savings is obvious."

The savings in eliminating these unnecessary hospitalizations are too easily dis-
missed by many individuals. Even eliminating a relatively few number of such visits
could have a significant impact in terms of increased benefits for patients. The
funds used to keep a patient in a hospital for three days would pay for 20 days in a
skilled nursing facility. Considering that the average length of stay as a skilled
Medicare patient in a nursing home in 1979 was 24 days, the benefits of such a
trade-off are obvious. Further, with no incentive for the hospital to discharge the
patient to a less costly level of care, the advantages of direct placement of the
patient at the level of care appropriate to his needs are quite apparent.

While we realize that funds are limited for Medicare program improvements, we
believe that in eliminating the three-day stay requirements the savings in decreased
hospitalization will more than offset any additional program costs.

ADMINISTRATIVE CIVIL PENALTIES FOR FRAUDULENT MEDICARE/MEDICAID COSTS

During the previous Administration, authority was being sought from Congress
for HHS to impose financial penalties on providers determined by the Department
of HHS to have submitted fraudulent claims under Medicare or Medicaid. We have
been informed that the Department of HHS may again seek this authority by
proposing similar legislation.

We have serious reservations about this proposal, not the least of which is that it
would -circumvent the judicial process and establish an administrative review in
which the Department would become prosecutor, judge, and jury. This is an ex-
tremely dangerous precedent in what constitutes a determination of a provider's
culpability in acts which by statutory definition are criminal acts for which the
accused is constitutionally entitled to a formal trial to determine that person's
innocence or guilt. An administrative review before a board that is a part of the
complainant's agency does not meet the rights set forth under Article II, Fifth,
Sixth, and Seventh Amendments of the Constitution.

We believe that there will never be sufficient safeguards when the agency respon-
sible for writing, interpreting, and administering the law also sits as the judge. This
is especially disturbing in the context of a program of this size and complexity,
particularly given the constant confusion and uncertainty regarding interpretations
of regulations. Furthermore, it is important to note that there have been numerous
court decisions which have found that it is frequently a question of whether the
program itself contributes to this confusion.

Secondly, there is no doubt that the authority which would be conferred upon the
Secretary in such a proposal would duplicate already existing provisions which were
passed as part of the Medicare/Medicaid Anti-Fraud and Abuse Act as well as
Section 916of the Omnibus Budget Reconciliation Act of 1980. What the propal
does, in fact, is to allow the Secretary to duplicate, at an administrative level,
sanctions which should only be imposed after proper adjudication of fault by the
courts. We find no evidence that the Secretary needs this authority nor do we
believe Congress should make it easier for the Secretary to impose financial penal-
ties.

In continuing to advocate this proposal, it seems that HHS has chosen the path of
administrative expediency over the traditional constitutional protections of due
rocess and impartial trial by jury. The National Council cannot support any
egislation which would relegate the finding of wrongdoing to an administrative

level.
We do not believe that Congress would wish for any agency to have the broad

sweeping authority which would be afforded HHS in this proposal. The issues it
raises are much too important to be decided administratively and would, we believe,
be a serious deprivation of rights afforded to everyone under the previously cited
Article and Amendments to the Constitution.

SURVEY/CERTIFICATICN
The Department of Health and Human Services has under consideration major

changes in the federal survey/certification requirements for providers.

!
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We support a number of these changes and believe they will not only lead to
significant program savings but will have a positive impact on the quality of care.
The proposals include a modification in the annual survey process so that providers
who do well in their facility surveys are reviewed on an 18 month or 2 year basis
rather than annually. Further, the repetitive review of structural items which do
not change year after year may be eliminated. The National Council has suggested
many times in testimony before Congress and HHS that this was an unnecessary
waste of valuable surveyor time.

We have also noted that federal standards for nursing homes unnecessarily focus
too heavily on the credentials or years of experience of each and every staff member
as well as committee meetings, minutes, and bylaws. Rather, we believe that the
emphasis should be on the patients and on the quality of care they are receiving.

In short, we are encouraged by the efforts currently being considered by HHS and
propose that those efforts be part of an ongoing process with further modifications
focused on decreasing the unnecessary paperwork burden. Paperwork and reporting
requirements add many dollars to the cost of nursing home care while at the same
time detract from that care by taking scarce staff time away from the patient. This
we believe is an example of misplaced priorities.

The National Council proposes as an additional cost savings measure, that Con-
gress and HHS consider the granting of deemed status to skilled nursing homes in
the Medicare program that have received accreditation from the Joint Commission
on Accreditation of Hospitals (JCAH).

For a number of years JCAH has surveyed nursing homes, inde ndent of the
state and federal survey process. JCAH surveys are thorough andreffective and
should be permitted to take the place of the federal and state surveys rather than
duplicating that effort.

Nursing homes should be afforded the same opportunity as hospitals in being
granted deemed status. In many ways, the JCAH survey is superior to the federal
and state surveys as it places great emphasis on quality factors and the care that
the patient receives. Additionally, JCAH strongly blieves in its role as a consult-
ant/advisoi to nursing homes .. . a role that we greatly support and endorse.

We urge the committee to consider implementing this approach for facilities and
believe that significant cost savings could be achieved as a result, through reduced
survey expenditures which are currently federally funded.

LONG TERM CARE IN THE FUTURE

There is no doubt that we will need to make some far-reaching changes in our
long term health care system within the next few years and time is running out.
The number of Americans over age 65 is expected to increase from 24.1 million in
1980 to 51 million by 2050. According to a 1980 Rand Corporation survey, persons
over 65 will make up more than 12 percent of the population by the end of this
century, and almost half of those individuals will be over 75 years old.

With current demand for long term care services exceeding supply, we will need
to draw on every available resource, including the family, to provide the care or to
supplement its cost. In 1978, the Congressional Budget Office estimated that there
were 2.88 million severely impaired individuals who should be receiving nursing
home services but were not. Dorothy Rice, Director of the National Center for
Health Statistics, has recently estimated that 3 million more nursing home beds
will be needed by 2003 to serve the needs of the elderly.

We recognize that the government is faced with growing budget limitations which
will become even more severe as the number of elderly increases and the younger
population who will have to support them shrinks. Thus, we must move to a
pluralistic financial support system that encourages competition, private invest-
ment, and free entrprise. We must seriously consider additional funding and deliv-
ery models such as family responsibility, family supplementation, private insurance
for long term care, and HMOs for long term care.

We believe that significant cost savings and efficiencies can be gained through a
variety of such approaches. As an example, in 1976 when the eral government
ended the practice of allowing supplementation, Tennessee's intermediate care fa-
cility budget increased by 28 percent. Relatives of nursing home patients had been
allowed to pay a determined amount to the facility for the Medicaid patient's care.
The National Council supports the reinstitution of supplementation as a means of
alleviating some of the Medicaid burden and providing needed services to nursing
home patients.

Inefficient providers should not continue to be subsidized by government funds.
There is no reason that we should a hospital-based SNFs $90-100 per day for the
same services that free-standing SNFs receive $30-35 per day. Nor should county-
run facilities receive $50 per day for those sen ices.
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Government programs should concentrate their scarce resources on providing the
four fundamental long term care services to the truly financially destitute: (1)
physician services; (2) nursing home care; (3) home health services; and (4) pharma-
ceuticals. Supplementation and copayments could defray some of the costs of these
programs so that quality would not suffer in the face of diminished public funds.

We firmly believe that we should not be fostering programs that predicate them-
selves on the mandated economic dependence of their beneficiaries on the vagaries
of government program policies and funding. In effect, the current approach to
providing for the long term health care needs of our nation's elderly requires that
they divest themselves of their assets and become wards of the state. That is the
fallacy of the welfare approach and we vehemently object to it.

We would propose that we start, first, with the immediate steps suggested by
President Reagan on February 18th, and, second, that we establish a national policy
for long term care. We believe that competition can and must play an important
role in a national policy for long term care. There are a number of ways of instilling
competition at the consumer's point of purchase, such as the use of vouchers. Third,
we feel it is extremely important to restructure the financial support of long term
care into a more pluralistic system by looking at innovative and imaginative con-
cepts such as:

Tax incentives to encourage the development of private insurance plans for long
term care, including coverage of supplemental payments and coinsurance
premiums.

Inheritance tax policies which recognize individuals' financial commitments and
responsibilities in providing for the care of their elderly family members in their
homes and appropriate health centers.

Establishment of self-help programs such as subsidized reverse mortgages in
which individuals could borrow on the equity in their residence to assist in the
payment for their long term health care costs rather than being required to dispose
of their residence in order to qualify for any medical assistance.

Taxing programs with revenues being totally dedicated to long term health care
for the elderly such as excise taxes on liquor and cigarettes.

Tax credits recognizing the fees of condominiums dedicated to congregate living
under life health care plans.

These items are based on the thesis of preserving and vesting in individuals the
financial ability to decide on the services that they wish to purchase within certain
general guidelines. This is a reversal of the existing philosophy of the Medicaid
program which is based on the elderly divesting themselves of their assets and
becoming passive subjects in a government agency's decision as to the appropriate
purchase of services. It is our opinion that the former concept is much more in
keeping with the elderly maintaining their dignity and independence.., a public
policy. objective that must be paramount in our society whose population percent-
age-wise is growing older.

The National Council has embarked upon a project to examine these approaches
and to address the policy implications therein. Consideration will be given to the
many funding and service models which can and must be incorporated into the
resulting proposal. We would appreciate the opportunity to discuss the project and
our findings-with members of the Committee once the project is completed.

We appreciate this opportunity to submit our comments on the budget reductions
being considered at this time by the committee.

TESTIMONY BY ALICE SPORAR, NATIONAL SPINAL CORD INJURY FOUNDATION

My name is Alice Sporar. I have been disabled as a result of polio since 1949. For
the past ten years, I have been involved with the National Spinal Cord Injury
Foundation.

During this time, I have seen positive changes in attitudes toward disabled people
due to legislation, such as, the Rehabilitation Act of 1973, especially Sections 501,
502, 503, 504, the 1978 Amendments to the Rehabilitation Act, especially Title VII
Independent Living, the Education for All Handicapped Children Act of 1975, and
the newest 1980 Social Security Amendments. As a result, more disabled people are
completing high school, graduating from college, and holding responsible positions.

Federally funded independent living centers are the result of the 1978 Amend-
ments to the Rehabilitation Act of 1973. The Northeast Ohio Chapter of National
Spinal Cord Injury Foundation has developed one of these centers, Services for
Independent Living, which is completing its first year. The centers are funded for
three one year contracts by Rehabilitation Services Administration through the
State Rehabilitation Services Commission. During this time, it is expected that the
centers will have been able to tap local funding sources for continuing support. The
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goal of Services for Independent Living and other centers throughout the country is
to maximize the independent living skills of disabled people and allow them to
become contributing members of society through programs of peer support, housing
and attendant referral, and advocacy. The centers are managed and operated by
disabled people. Services for Independent Living is directed by a woman paralyzed
from the neck down who had not been employed since her accident twenty-five
years ago.

In Ohio, disabled citizens are working toward developing an in-home attendant
care program. The program will provide attendant care for severely disabled per-
sons i their homes vs. institution alization. This would allow disabled individuals to
be employed, thus becoming tan payers. In-home attendant care programs have
proven to be cost effective in Csi fornia and Massachusetts. In-home attendant care
is one of the programs being developed by the federally funded independent living
centers.

We understand that the Reagan Administration plans to repeal all of the Reha-
bilitation Act except Sections 501, 503, and 504. This means Title VII-Independent
Living Centers would be eliminated. Cutting funds for Independent Living, Voca-
tional Rehabilitation, the Education for All Handicapped Children Act of 1975, the
Social Security Amendments of 1980, which remove work disincentives, and Section
502 of the Rehabilitation Act, is a fall back into the Dark Ages. We do not want to
see Rehabilitation and Independent Living put into a block grant with Social
Service. Social Service stresses dependence. Rehabilitation and Independent Living
stress independence. These programs which the Reagan Administration plans to
eliminate are the ones needed to keep disabled people off of welfare rolls and allow
them the opportunity to be employed and to contribute to society.

We do not want to lose all we ve gained over the past ten years. We must
preserve the Rehabilitation Act of 1973, the 1978 Amendments, especially Title
VII-Independent Living Centers, funding for Vocational Rehabilitation, the Educa-
tion for All Handicapped Children Act of 1975, and the 1980 Social Security Amend-
ments. If the regulations are too complex and costly, then they can be amended, but
we must not eliminate entire laws.

It's ironic that this testimony is necessary in 1981, the International Year of
Disabled Persons.

STATEMENT OF JAMES ALLEN COX, JR.

Mr. Chairman, this statement is submitted by the National Association of Reha-
bilitation Facilities relative to your current hearings on the Administration's spend-
ing reduction proposals. The Association is the principal national organization of
rehabilitation facilities. Our membership includes over 800 medical and vocational
rehabilitation facilities. Because of pressure of the Committee's hearing schedule we
have not requested time during the hearings, but wish to have this statement
considered by the Committee and included in the record.

We wish to call your attention to two proposals of the Administration which are
counterproductive to the expressed goals of the President's program and, we believe,
conceived without a full recognition of their effect. It is hoped that the Congress in
its deliberations will render its own judgement on these items.

The first of the two is the proposal to repeal the recently enacted provision of the
Medicare Act to qualify outpatient rehabilitation facilities as providers under the
Medicare program and to cover the services they provide to Medicare beneficiaries.
This provision was enacted as Section 933 of the Reconciliation Act of 1980, only
four months ago. The language of the provision was drawn from a bill introduced by
Senator Ribicoff with the Chairman of this Committee as a cosponsor.

The Administration's Budget proposes repeal of this legislation, but with no
analysis or justification. The Budget justification prepared by the Department of
Health and Human Services does not address this item at all except to dismiss it
along with a variety of other provisions included in the Reconciliation Act, as "low-
priority benefit expansions." The Congress enacted this legislation to eliminate a
gross inequity in the Medicare program, both for comprehensive rehabilitation
facilities and beneficiaries, and to provide for the receipt of comprehensive out-
patient services in less costly settings than is now the case.

Presently, Medicare covers comprehensive outpatient services when rendered by a
hospital. This has been the law since the inception of the Medicare program in 1965.
Outpatient rehabilitation coverage is not a new benefit; it is as old as the Medicare
program. The change made by the Congress in the enactment of Section 933 was not
to add a benefit to the program, but rather to make it possible for Medicare
beneficiaries to receive the same allowed services in a different medical setting.
Section 933 is to become effective on July 1, 1981. At that time Medicare patients
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will be able to receive comprehensive rehabilitation services from outpatient cen-
ters-many associated with the Easter Seals organization-these will be covered
under Part B.

If this provision is not implemented, Medicare patients can still receive the same
services in hospitals, generally at higher costs. The effect is to discriminate against
fully accredited comprehensive outpatient rehabilitation facilities, often more acces-
sible to patients and certainly equally competent. More importantly it would dis-
criminate among beneficiaries in terms of their access to hospital and outpatient
centers. The Budget estimates that repeal of this provision will "save" a negligible
sum in the current fiscal year and $13 million in fiscal 1982. This ignores the fact
that patients can go to a hospital for exactly the same services and that any"savings" are therefore illusory. Moreover, there is a tendency for patients to
remain in hospitals as inpatients if Medicare does not provide for outpatient cover-
age through facilities accessible to them. This is certainly the case for the older
people covered by Medicare who typically suffer from stroke, arthritis, and similar
debilitating conditions.

Mr. Chairman, these facts were recognized by the Congress last year when it
passed the law (P.L. 96-499). Now it is proposed that this sensible action be re-
versed, not because of some analysis of rehabilitation and its costs and benefits, but
rather because it is a small provision which is vulnerable to offhand dismissal.
Repeal of this provision will not save any money. It will, we believe, cost the
Medicare Trust Fund money by promoting inpatient care and the use of hospitals
for outpatient service.

We ask that in your hearings these facts be explored with the Administration's
witnesses. You will find that there is no rational basis for repeal of outpatient
medical rehabilitation coverage even under the most stringent of fiscal conditions,
unless it is also proposed to repeal coverage for the same services when rendered by
hospitals. This is not the case, nor should it be.

Secondly, we wish to call to your attention the proposal to eliminate the Benefici-
ary Rehabilitation Program for Social Security Disability Insurance beneficiaries.
The Administration's proposal is to eliminate $87 million which was budgeted for
this program in 1982.

Under the BRP, Social Security Test Funds are used to rehabilitate people receiv-
in* Social Security by reason of disability with the objective of restoring them to
gainful employment and getting them off the Social Security roles. This program

received some criticism in recent years because of differing data about its costs
and benefits, but all of the analyses done of the program, including studies by GAO
and the Rehabilitation Services Administration, agree that it is cost beneficial. For
every dollar spent there is substantially more than a dollar saved in terminated
cash assistance. The most critical study on the program done by GAO found that
the cost/benefit ratio was 1:1.5, that is, for every dollar spent, the government saved
$1.15 in benefits which would otherwise have been paid. Other studies done by RSA
have indicated much higher cost benefit ratios.

In 1979, at the direction of the Congress, the Social Security Administration
began to reallocate these funds to states which showed the best track records in the
rehabilitation of SSDI recipients. There is little experience under this system, but it
can only improve the results which were already sufficient to justify this program.
The HHS budget justification indicates that services will be provided to the same
people from the social services block grant which is proposed to meet a large
number of needs with only 75 percent of current funding. The emphasis here is
benefits payments rather than removing beneficiaries from the SSDI by restoring
them thru rehabilitation-as the designated Beneficiary Rehabilitation Program
does. And, again, the government will be the loser by continuing to pay out social
security benefits.

Mr. Chairman, these proposals have not considered the detrimental impact on a
program which is cost effective and constructive, not welfare. They will increase
dependence and government spending.

We urge the Committee to retain the Beneficiary Rehabilitation Program.

STATEMENT BY JOHN J. HOULIHAN, PRESIDENT, AMERICAN DENTAL ASoClIATION

Hon. JOHN H. CHAFEE, "

Chairman, Subcommittee on Savings, Pensions, and Investment Policy, Senate Fi-
nance Committee, Washington, D.C.

DEAR SENATOR CHAFEE: The American Dental Association appreciates this oppor-
tunity to present its views on S. 243, the Savings and Retirement Income Incentive
Act of 1981 and other tax legislation designed to encourage long-term individual
savings and capital investment.
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As you are aware, this proposed legislation would expand eligibility for participa-
tion in individual retirement account plans (IRAs), increase the maximum tax
deductible contribution IRA limits, and make other equitable changes to encourage
participation in IRA retirement prams.

However, as presently drafted, the proposed legislation omits any reference to
making similar equitable changes to encourage participation in retirement pro-
grams for self-employed individuals and their employees, commonly referred to as
H.R. 10 or Keogh plans.

On behalf of the 130,000 dentists of our Nation, the Association would strongly
recommend that the proposed legislation be amended to include provisions designed
to encourage participation in self-employed individual retirement plans.

Under existing qualified Keogh retirement plans, self-employed individuals and
their employees are severely discriminated against by overlapping special limita-
tions and restrictions which are no longer necessary in light of comprehensive
requirements established by the Employee Retirement Income Security Act (ERISA)
of 1974. These restrictions relate to coverage, vesting, fiduciary responsibility, pro-
hibited transactions, benefits, and limits on tax deductible contributions.

As a result of these restrictions relating to H.R. 10 plans especially when com-
pared to comparable corporate pension plans, many self-employed individuals have
been induced to incorporate their practices to gain tax advantages. The Association
has no objection to dentists incorporating their practices, however, the Association
is convinced that many dentists would not consider incorporating their practices -if
they would obtain tax treatment of retirement benefits as self-employed persons
reasonably similar to those available to corporate entities.

Thus, the elimination of these special HR. 10 limitations and restrictions would
promote the goal of equity of tax treatment for similarly situated individuals. In
addition, it would also discourage the present trend of encouraging self-employed
persons to incorporate, and thereby, avoid these restrictions.

Moreover, elimination of the Keogh restrictions would result in a major simplifi-
cation of the present tax laws, while extending coverage of the private pension
system to many lower-income employees not presently protected.

At the very minimum, the Association would strongly urge that the present
$7,500 limit on deductible contributions by self-employed individuals should be
increased to $12,500 to reflect the cost of living increases that have occurred since
1974 when Congress last adjusted the present limit because of inflationary increases
based on the Consumer Index to protect the retirement funds of self-employed
persons and their employees.

Since the enactment of the Self-Employed Individuals Tax Retirement Act of
1962, Congress has adjusted the maximum deductible contribution limits on two
occasions to reflect subsequent inflationary increases based on the Consumer Price
Index to protect the retirement funds of self-employed persons and their employees.

The Association would also recommend consideration of a provision that would
allow self-employed individuals to act as their own trustees of their Keogh plans.
Such a proposed change would be consistent with possible trustee arrangements
under other pension plans covered by ERISA.

Mr. Chairman, the dental profession is supportive of your subcommittee's efforts
to adopt legislation designed to encourage long-term savings, to promote capital
formation, and to protect retirement plans from the adverse effects of inflation.

It is our hope that you and your subcommittee will apply these worthwhile public
policy principles not only to individual retirement account (IRA) participants, but
also to self-employed individuals and their employees, who are presently subject to
unnecessary restrictions and limitations that: have inhibited their participation in
retirement plans that would promote the same goals of encouraging long-term
savings and formation of capital for investment.

The Association appreciates your consideration of our comments, and urges Con-
gress to act on these recommendations at the earliest possible opportunity.

STATEMENT OF THE AIR TRANSPORT ASSOCIATION OF AMERICA

The Air Transport Association is pleased to submit the airline industry's views on
tax and spending reduction proposals in the Administration's program or economic
recovery. The airlines believe that an improved investment climate is essential to
reduce inflation, increase productivity, create jobs, improve energy efficiency, and
improve our ;bility to compete in the international marketplace. The questions you
are considering-the timing, nature and long run structuring of expenditures and
tax legislation-are crucial to the efforts to restore strong economic growth.

The U.S. air transportation system interacts with the nation it serves on several
levels: as a supplier of services that reduce production and distribution costs and
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stimulate market development; as a supplier of public service that uniquely meets
the requirements of the travel market for expedited and reliable transportation; and
as a market for products of U.S. high technology industries, which, in part, enables
the U.S. aircraft industry to maintain a position of supremacy in the world market.
This system produces substantial benefits-benefits that will be lost if the growth
and productivity of air transportation is curtailed or reversed. The nation more
than ever requires a fast, frequent and reliable air transportation system, and the
airlines must invest many billions of dollars to insure that this national need is
met.

Recognizing the importance of air transportation to the nation's economy, there
are three principal areas of the Administration's program for economic recovery
where the airlines would like to provide comments and views: (1) Taxes on the
transportation of persons and property by air-the area that relates to the airport
and airways development program and the trust fund provided for it; (2) The need
for effective capital recovery and related investment incentive legislation; and (3)
Federal border crossing requirements imposed on international air commerce.

TAXES ON THE TRANSPORTATION OF PERSONS AND PROPERTY BY AIR

An area of concern to the airlines is the level of taxes to be imposed on the
transportation of persons and property with regard to tie Airport and Airway
Development Program and the related Trust Fund. Congress has begun its delibera-
tion and the Administration has submitted its specific recommendations for this
important issue, including recommendations for program and tax levels.

On February 25, 1981, Mr. Paul R. Ignatius, President of the Air Transport
Association, testified before the Senate Aviation Subcommittee on Commerce, Sci-
ence and Transportation on reauthorizaton of the Airport and Airway Development
Act. Under consideration at that time was Senate Bill S. 508 reauthorizing the
important Airport and Airway Development Act of 1970 which had elapsed October
1, 1980. In the testimony, ATA provided estimated program costs for FAA budgets
through 1985, including ADAP, facilities and equipment, research and development,
and operations and maintenance. The ADAP estimates assumed that the larger
airports in the U.S. would not be defederalized, thus the necessary expenditures
would be larger than otherwise. All other program levels were the same as con-
tained in S. 508.

Using the above assumptions, the ATA testimony demonstrated that it would be
possible to maintain passenger and shipper tax levels in the future at 3 percent
domestic, 2 percent air waybill, and $2.00 international departure charge, and still
retain a surplus in the Trust Fund of over $500 million at the end of fiscal year
1985. Of course, if the larger airports were defederalized, the required ADAP
amounts would be less and, therefore, the tax levels could be even lower.

Since the February 25, 1981 testimony, the Administration has revealed its recom-
mendations regarding the FAA budgets for 1981 and 1982. Two principal character-
istics of the Administration's proposals are as follows: (1) Supporting defederaliza-
tion, the Administration would markedly reduce ADAP levels proposed earlier and
place them at the $450 million level in fiscal year 1982; and (2) The Administration
has proposed a sharp increase in the operations and maintenance levels taken from
the Trust Fund, raising them from a 1981 estimate of $525 million to a fiscal year
1982 estimate of $1.950 billion.

Having provided the Senate Aviation Subcommittee with the airline industry's
views on S. 508 and the commensurate funding and tax levels that might be
appropriate, we would also like to provide an evaluation of the Administration's
proposals on future FAA budgets.

The airline industry believes that the Administration's proposal to establish an
airport and airway system where users pay their fair share of system costs is a good
one. Each user should pay an allocated cost of the use of the system now and in the
future. The future taxes imposed on the airlines and their passengers and shippers
should be only as high as they need to be to fund the established program, while at
the same time reducing the very large uncommitted surplus in the trust fund.

Comprehensive government studies have been completed on financing the airport
and airway system and the percentage of user costs that should be allocated and
recovered from each user. When these percentage shares are applied to the Admin-
istration's proposed fiscal year 1982 FAA budget, the allocated cost to the airlines
would be approximatel $1.4 billion. This amount could be recovered in fical year
1982 with less than the 6.5 percent ticket tax proposed by the Administration.
Recognizing that airline passengers and shippers have contributed 93 percent of the
surplus in the Trust fund, it should be drawn down over the next several years to at
least a $500 million level from its 1980 level of $3.7 billion. Were that to occur, a
ticket tax level of 3 percent could cover the FAA's allocated share of the cost of the
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airrt/airway system to the commercial airlines. Of course, it is proposed under
defederalization that certain airports would gain authority to impose local taxes and
charges to replace former ADAP funding. Under this proposal airline passengers
would face a continuation of a federal ticket tax plus a local head tax.

We are in strong support of the Administration's position to implement a system
of users paying their allocated share of the airport and airway costs. Based on
recent comprehensive government studies, reliable information exists on allocation
of the fair share of cost of the use of the airport/airway system. If defederalization
of airports were adopted, the application of these data show that a reasonable ticket
tax applied to domestic commercial airline passengers should be at the 3 percent
level.

THE NEED FOR EFFECTIVE CAPITAL RECOVERY AND INVESTMENT INCENTIVE
LEGISLATION

Significantly improved airline industry earnings are dependent upon a healthy
and growing national economy, restored consumer confidence, increased employ-
ment and productivity, and lower inflation rates. Immediate, positive tax policy
changes are imperative in attaining these goals. The airlines believe there is an
urgent need for early enactment of effective capital recovery and investment incen-
tive legislation, both to enhance airline investment capability and to stimulate the
national economy.

The Administration's proposed Accelerated Capital Recovery System (ACRS) rep-
resents such a positive tax policy change and the airline industry endorses it. The
ACRS will do much to help solve the serious capital recovery problems facing
American businesses. However, it will do little to meet the current needs of those
business enterprises which are marginally profitable, intermittently operate at a
loss, or are newly developing companies. Nor does it meet the needs of industries,
like the airline industry, that experience wide cyclical variations in profitability and
have very heavy demands for capital investment. An improvement in the invest-
ment tax credit program is urgently needed to deal with the problems of these
companies and industries.

The investment tax credit program was designed to encourage business to invest
in new plant and equipment to enhance productivity and employment. The credit is
earned by making an investment. Credits earned are used to reduce taxes. Profit-
able companies have the cash benefit of the credit paid to them immediately
through a current reduction of income tax liabilities. On the other hand, unprofit-
able or marginal companies do not receive immediate benefit of the credit, and may
never receive it under existing law. Such companies need the benefit of the credit to
reduce the cost of acquiring capital equipment. Thus, the current investment tax
credit program should be modified in order to make it rore effective. For example,
the airlines stand to lose a substantial amount of earned credits as a result of the
current earnings outlook of the industry. The airlines need the ability to use both
prior earned credits and new credits as well.

The airline industry of the United States faces an $87 billion investment need in
the 1980's. An investment of this magnitude is essential to maintain an efficient and
reliable national air transportation system. Such an investment is entirely consist-
ent with several important national policy objectives, including energy efficient
improvements, greater productivity, meeting environmental concerns, and creating
employment. However, the required airlines investment will not be possible in the
absence of significant improvements in the national economy, airline earnings, and
investment incentive opportunities.

The airlines believe that effective capital recovery and investment incentive legis-
lation is needed and the proposed ACR represents a substantial step in the right
direction. However, a more complete and effective capital recovery' system should
incorporate investment tax credit improvements, including a provision providing for
the refund of earned but unused investment tax credits.

FEDERAL BORDER-CROSSING REQUIREMENTS IMPOSED ON INTERNATIONAL AIR
COMMERCE

The responsibilities of the U.S. Customs Service and the U.S. Immigration Service
have been established by the Congress. The resulting inspection requirements im-
posed on air commerce at our international airports apparently are considered
necessary in the broad national interest. They do not uniquely benefit airlines or
airline customers. So long as the national interest continues to require such inspec-
tion requirements, there must be a concomitant obligation to provide the necessary
means for their efficient accomplishment.
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Customs and Immigration inspector staffing has not kept pace with the growth of
air transportation and continues to be seriously inadequate at airports where inter-
national air travelers and freight enter the United States. There are severe bottle-
necks during the inspection process, and lengthy delays have been experienced at
such airports as Atlanta, Chicago, Honolulu, Houston, Los Angeles, Miami, Montre-
al, New York, and San Francisco. These already intolerable problems will worsen as
air traffic continues to grow, unless steps are taken promptly to assure adequate
inspector staffing resources and to simplify existing inspection requirements and
procedures.

Current federal employment resource planning and authorization proposals are
not encouraging in this connection. We are informed that at least 35 of today's
Immigration airport inspectors will be cut immediately, and that the number of
Immigration inspectors at airports will be further reduced on October. Similarly, we
understand that at least 80 Customs airport inspectors will be cut in October. Added
to the disruption and delay caused by the present shortage of airport inspectors,
these reductions will result in airport inspection chaos and may well force air
service interruptions. Congressional action is needed to prevent these unfortunate
consequences and to assure that the federal government's responsibility for carrying
out applicable Customs and Immigration laws is efficiently fulfilled.

While sign ificant airport inspector workload reductions may not be possible in the
absence of major changes in the underlying Customs and Immigration statutes,
opportunities exist for inspection simplification and modernization by administra-
tive action. Examples of such opportunities are set forth in the attachment to this
statement. If these and other changes to reduce and simplify the inspection process
are not forthcoming, action must be taken to permit the federal government,
through increased staffing authorizations, to carry out its statutory responsibilities
efficiently.

The airlines fully agree that determined efforts are necessary to reduce the
growth of federal spending in order to spur economic recovery and expansion. We do
not seek special treatment. We consider an effort to assure the availability of
resources adequate to administer efficiently laws enacted for the public good to be
consistent with that essential national economic objective. Our primary interest is
in seeking to assure that Customs and Immigration responsibilities, and the means
by which they are carried out, do not nullify or erode the benefits of air transporta-
tion-benefits which are wholly dependent upon the speed, efficiency, and reliability
of airline service, and are in closer harmony with the needs of millions of air
travelers and air shippers.

The Air Transport Association and its member airlines appreciate the opportuliity
to provide our views regarding tax policy and expenditure reductions for the United
States. We will be pleased to provide this Committee with any additional informa-
tion that may be desired.

Attachment.

INSPECMTON SIMPUFICATION AND MODERNIZATION OPPORTUNITIES

1. Extension of preclearance-inspection of passengers and baggage prior to de-
parture from a foreign country-to more locations abroad.

2. Introduction of a machine readable United States passport system at airport-of-
entry.

3. Extension of the one-stop inspection procedure now operational at Edmonton,
Houston, Los Angeles, Philadelphia, to other United States airports-of-entry and
preclearance airports.

4. Reallocation of headquarters and regional Customs and Immigration resources
to increase inspection agency manpower complements in the field.

5. Implementation of the red/green door inspection procedure-or a modification
of it-whereby the traveler determines whether or not he must go through Customs
formalities.

6. Adoption of a procedure whereby the passenger is inspected by Customs before
waiting to claim his checked baggage.

7. Consolidation of arrival and departure information required by Immigraton and
Customs.

8. Consolidation of the several inspection procedures required for the entry of
travelers into this country.

80-480 0 - 81 - 33
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STATEMENT TO THE

SENATE BUDGET COI41TTEE

AiD THE

HOUSE BUDGET CONI41TTEE

off

THE REVISED FISCAL YEAR 1982 BUDGET

BY

LEAGUE OF WOMEN VOTERS OF THE UNITED STATES

MARCH 13, 1981

The League of Women Voters of the United States is a citizen education and politi.-al

action organization composed of over 1350 Leagues in the 50 states, the Oi;.r~cf cF

Columbia, the Virgin Islands and Puerto Rico. Members of the League of Wonen

Voters are gravely concerned about inflation and unenloyment, as concerned a.s is

every member of the Senate and House Budget Comittees. Largely because of these

ecoi;omic problems, the prevailing mood of the country is one of rapidly wanirg

confidence in government and its ability to solve problems. It is our belief,

however, that the particular proposals of the Reagan Administration to reshape the

budget will neither make America stronger nor restore public confidence in

Washington.

The proposals do not set forth a period of belt-tightening shared by all, after

which America can again grow and prosper at all levels of our society. Instead,
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many vital social service programs are marked for extinction and others will be

hopelessly emasculated. These unwise and drastic cuts in the budget will have

disproportionately severe impacts on the poor and disadvantaged of this country.

America's impoverished minorities, women, seniors and disabled will be among

those drastically hurt.

Similarly, many of the announced budget cuts will adversely affect the poorest

of the poor in the nation's cities. Cities and towns in the industrialized

----heartland -- the most distressed areas -- will bear the heaviest burden in the '

so-called "across-the-board" budget cuts.

In additicn, the Administration recommends misplaced cuts which will un-Jcrmine the

progress this nation has begun to rake in protncting the enviror snt a,'d pcrOt>,ng

energy independence. We say misplaced, because there are some cuts wa be!evo

the Administration should have made ijut did not, e.g. reductions in .'2_ndnq for

synthetic fuel subsidies and new highway construction. Conx.crsely, t." LeAque

strongly opposes cutbacks in funding for conservation and solar energy programs;

such cuts belie the fact that the nation's dependence on foreign oil is a r.ajo:,

cause of today's inflation.

Looking beyond the domestic cuts, cuts made in the foreign assistance budget ae

equally myopic. The proposed reduction in US support for multilateral development

institutions will undoubtedly hold back development in Third World countries,

our largest and fastest growing export market. He also oppose the Administration's

emphasis on short-term military assistance at the expense of long-term economic

aid to the least developed countries.
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Because the League of Women Voters Is a diverse organization, we have looked at

a large number of the proposed budget reductions. Our comments will fall Into

roughly four basic areas: human needs, urban needs, natural resources and energy,

and international economic development asSistance. And, for those who would

criticize us and others as bleeding hearts who offer rhetoric and no solutions,

we will indeed offer ways in which we believe the federal budget can be cut.

While this statement reflects the national position of the League, attached is

a sample of the budget analysis being made by local Leagues across the country.

Ibis particular one, which appeared in the Congressional Record on Febvjruy Z4,

was sent by the League of Women Voters of Chicago, Illinois.

HUMAN NEEDS

Drastic budget cuts are being proposed for programs that are the backbone of

support for poor families. In addition to slashing funds for such programs as

food stamps, AFDC, and CETA, the Reagan Administration is also considering con-

solidating about 40 social services programs into a single block grant. Such

action would double, and in some cases triple, the hardships poor families are

facing because many of them depend on a combination of income mointen-nce and

social welfare program. The League is vigorously opposed to cuts in such programs,

and opposes the proposed social communi:. services and health program consolidation.

We believe that funding and services targeted to the poor and disadvantaged must

continue to be mandated at least at their current level of funding and directed

to those who need it most. Furthermore, funding of essential social welfare

services should not be left to the discretion of the states who have either had

insufficient will or resources to provide the services.

q
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Food Stamps

The Administration has proposed cutting close to $2 billion from the food stamp

program for Fiscal Year 1982. Four major changes to accomplish these cuts are

called for: (1) deducting the value of school lunches from a family's food stamp

allotment where children have access to a free school lunch program; (2) implex'r,-

Ing a 90 day retrospective accounting procedure, whereby a family's eligibility

for food stamps would be based on its average family income over a thrcc month

period before it applt4s for food stamps; (3) a reduction in gross income eligibility

levels; and (4) a change in the cost-of-living adjustment so that benefits lag

4 to 15 months behind the actual cost of the Thrifty Food Plan.

The nation's 22 million poor people who depend on food stamps would face deastic

reductions in their monthly coupon allotments as a result of tLese cuts. ChIit.en

make up 53% of all food stamp recipients, and the elderly constitute 8%. For

these people, the food stamp program constitutes a nutrition program as well as

an Income maintenance program.

Proposals addressing school lunch and the 90-day retrospective accounting proposal

are the most regressive. Because food stamp benefits average only 44t per person

per meal, they can be viewed only as a supplement not as three nutritionally

adequate meals a day. Therefore, the free school lunch should not be viewed

as duplicative. Thus, we are opposed to having its cost deducted from a family's

monthly food stamp allotment. The 90-day retrospective accounting proposal

would not only create a bureaucratic nightmare, but would also deny families

food stamps when they need them the most, and allow them to keep receiving

benefits when they no longer 1sed them. We must recognize that families who
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hover on the edge of poverty have no money to put away for food three months in

case they are suddenly struck by unemloyment.

AFDC

Food stamp Outs are only a part of the total package of cuts that will devastate

poor families. These families will suffer doubly because of proposed cuts in the

Aid to Families with Dependent Children (AFOC) Program of more than $520 million.

However, this could mean a realw AFOC benefit reduction of as much as $900

million in cuts with the additional loss of the state matching funds since the

federal government only pays about 52% of the national cost of AFOC benefits.

These proposals cannot achieve any savings without real benefit reductions.

Reductions would be particularly concentrated on poor working families who are

receiving AFOC to supplement eager earnings; and, reductions nean that children

would bear the brunt of the proposed cuts.

A particularly disastrous effect of the proposals to cut money from AFOC is the

recommendation to reduce the earned income that could be deducted or ndisregarded,

in determining a family's eligibility. Such a change would create serious

disincentives to work and would make it more difficult for recipients, particularly

single mothers, to ever get off welfare.

Retrospective accounting, another one of the tools proposed to accomplish budget

savings, could mean that a family would have to wait two months for a grant

increase to meet changes In circumstances such as the loss of a job. In addition,

the Congressional Budget Office acknowledges that part of the "savings" will
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result from non-payment of aid to families legitimately entitled to assiStance

who are unable to complete the more complicated forms required under this system.*

The League urges you to adequately fund the AFOC program and maintain it In its

present form.

CETA

The President's proposal to eliminate the Public Service Employment (PSE)

component of the Comprehensive Employment and Training Act (CETA) at the end

of fiscal year 1981 means the elimination of job and training opportunities

for over 340,000 persons. Virtually all of those who will be affected by the

cuts are economically disadvAntaged. Budget savings through cuts in CETA would

be illusory. Those affected by the cuts and, indeed, by the freeze on PSE

hiring already In effect, could be forced to turn to public assistance or

unemployment compensation. The Congressional Budget OfMice has estimated

that between 15% and 25% of the "savings" from cutting PSE would shnw up as

costs in the income transfer parts of the budget, so that a $1 billion cut in

PSE would result in an immediate $250 million increase in federal public

assistance accounts. Long-term joblessness would compound this amount.

Studies show that CETA PSE is the cheapest form of job creation. While the

net cost to the government of a PSE job slot in 1980 was approximately $7300,

it Is estimated that the same slot would cost between $30,000 and $40,000 In

tax incentives to private industry to encourage them to provide the same job

opportunity.

* (Z80 study Reducing the Federal Budget: Strategies & Examples, Fiscel Years
1982____ p. 176.
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Moreover, CETA PSE has been successful in moving the structurally unemployed Into

jobs in the private sector. Recent data from the Department of Labor indicates

that after one year, 64% of PSE participants were employed in the private sector.

In addition to the elimination of PSE, further cuts are planned in CETA which

would reduce the number of job training slots available to unemployed youth.

,,ese cuts would be achieved by merging two programs--the Youth Employment Training

Program and the Youth Community Conservation Improvement Program--with existing

labor training programs for adults, and by reducing the combined funding by

almost 20%. This comes at a time when unemployed youth, particularly minority

youth, face the highest unemployment rates in the nation.

It is inconceivable that effective job training programs which have provided

training and employment opportunities for millions of jobless people will be

virtually eliminated, particularly when this will make more people dependent on

income maintenance programs for survival. The League is opposed to the dispro-

portionate share of the budget cuts that CETA must bear.

Child Nutrition

The Administration has proposed deep cuts in child nutrition programs, while at

the same time maintaining that the free school lunch program will remain untouched.

However, the cuts proposed for the entire school lunch program are so substantial

that a number of schools would be forced to drop out of the program completely.

In the process, poor children would lose access to a free school lunch, thus

abrogating the President's claim that the free school lunch program will remain
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as part of the "safety net" for poor people. In addition, the proposed increases

in costs to children of the near-poor working families would make school lunches

prohibitively expensive for many families.

Cuts in the child care food program would also eliminate support for nearly one-

half of the food provided to very young children in day care centers.

Despite Administration assurances that Head Start will not be affected by the

budget cuts, Head Start centers in fact rely on this assistance, and any cuts

in the nutrition program will severely impact on their fragile budgets as well.

The League opposes the depth of the budget cuts in child nutrition programs--

cuts which literally take food out of the mouths of poor children.

Supplemental Food Program for Women, Infants and Children (WIC)

Budget cuts have also been proposed in the WIC program. This program provides

nutritional supplements for pregnant and nursing women and very young child-ren--

all of whom are poor. The proposed levels for fiscal year 1982 would cut $300

million from the program; this represents a 30% decrease from 1981 levels and

would eliminate 700,000 women and children from the program.

The WIC program is an integral part of the effort to improve this nation's infant

death rate (15th among industrialized nations) and to decrease birth defects and

infant health problems. Th,. federal government spends billions of dollars for

institutional care, special education and other services for individuals who
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suffer from the effects of inadequate nutrition before or just after birth. The

preventive effects of the VIC program are well worth the cost -- both in dollars

and in human terms.

Social/Community Services and Health Program Consolidation

As mentioned earlier, the League opposes the massive consolidation of a large

number of domestic, social and health programs, including such programs as Title XX,

the Community Services Administration (CSA), low income energy assistance, and

possibly Legal Services, into one block grant to the states. Along with consoli-

dation, the Administration proposed a 20% cut in the total amount of money

available for such programs. Such a cut would amount to a 30-50 percent reduction

in real support for such program, considering the impact of inflation and the

likelihood that a substantial amount of the funds would be required for admini-

stration at the state level.

Consolidation would mean severe cutbacks and reduced effectiveness in all of

these programs. The League is particularly concerned about reductions in two

of these programs. Cuts in day care, largely funded through Title XX, would create

a disincentive for single mothers to work, and would result in pushing more

women into a permanent underclass of poverty and public assistance., And, reduction

of funds for the low income energy assistance program would adversely affect the

poor who cannot absorb rising energy costs without seriously depleting their

resources for the other necessities of life.
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Legal Services

The League is also concerned about the rumors concerning continued funding for

the Legal Services Corporation. Inclusion of legal services in the social/

community services block grant would strip the Corporation of its independent

status and would mean that legal services to the poor would no longer be guaran-

teed. Even more distressing is the rumor that the budget contains no funds for

legal services whatsoever.

The mission of legal services is to ensure equal justice under the law for the

poor. Under the Constitution, due process of law is guaranteed to all. To

eliminate or drastically cut back on the provision of legal services to the

poor constitutes a denial of a constitutionally guaranteed right to a significant

segment of our population.

Housing

The National Low Income Housing Coalition estimates that some 500,000 low income

families are confronted by a serious housing shortage each year. The League has

been long committed to the dual objectives of providing fair housing and expanding

the housing supply for low income families. We have continuously urged that at

least 400,000 additional units of low income housing be provided each year to

help meet the critical housing demand. It is important to note that the provision

of 400,000 units would only begin to address the need. Therefore, the Reagan

proposal of 175,000 units of Section 8/public housing would be grossly inadequate

to meet the needs of low income families.
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The budget proposal would also eliminate two key housing programs: the

Section 235 Low Income Homeowners Program, which has enabled many low

income families to purchase their own homes, and the Section 312 Rehabili-

tation Loan Fund, which has enabled many low income families to make major

improvements in their homes. We believe both of these programs are

essential and should be funded at their present level because they pro-
vide low income families with the opportunity to secure decent and

liveable housing.

The Administration also proposes to save $9 million in FY '81 and $232

million in FY '82 by increasing the maximum allowable rent contributions

paid by tenants of federally subsidized housing from 25% to 30% of their

income. The League has consistently opposed such a change because of
the onerous burden it would place on low income people, whose budgets are

based entirely on necessities and thus have little or no flexibility.

Education

The Administration proposes not only to cut federal aid to elementary and

secondary schools by at least 25 percent, resulting in budget savings of

$3.6 billion, but also to consolidate 45 of the 57 existing programs into

two block grants, one to be administered by state educational agencies

and the other by local educational agencies. The LWVUS is opposed both

to the crippling cuts proposed and to the breadth of the consolidation.

Of greatest concern to the League are the cuts and consolidation for two

major programs aimed at providing assistance for the disadvantaged: Title I
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of the Elementary and Secondary Education Act and Education for All Handicapped

Children (PL 94-142). Another key program that would be folded into the

consolidation is Emergency School Aid Assistance Title VI,(ESEA), which provides

assistance to desegregating school districts.

The League has a long held position in support of equal access to education,

and has consistently advocated the need for the federal government to support

equal educational opportunities for disadvantaged children. We are concerned

that under the reduced funding level proposed, school districts would not

adequately serve target populations. We know, for example, that even under

existing levels of Title I funding, only 07 percent of the eligible children

are reached. But even if school districts choose to fund compensatory and

special education programs, there is no guarantee that resources would go

to the poorest schools or neediest children.

The consolidation plan would eliminate safeguards that enforce civil rights,

assure that funds are targeted to the neediest children, and weaken provisions

promoting parent and community involvement in educational decision making.

The state consolidation plan includes many programs that provide direct educational

services to handicapped, neglected and delinquent children, as well as support

services. It also includes two programs of special concern to the Leogue:

Title IV of the Civil Rights Act of 1964 and the Women's Educational Equity Act.

Title IV provides essential technical assistance on race and sex desegregation

to school districts; 1iEEA funds the development of model programs to promote

sex equity. It particularly makes no sense to include WEEA in a block grant
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to states, since Its primary purpose Is to develop programs that can be replicated

and disseminated for use around the country.

Under a system in which local educational agencies are free from all legislative

and regulatory prescriptions, they will tend to spend funds on politically

popular programs rather than on special aid for poor, handicapped and other

disadvantaged child?"e. It Is important to note that the statutory and regulatory

requirements of existing federal education laws were formulated in direct response

to a national mandate to overcome the history of inadequate attention on the

part of state and local education agencies to the special needs of the educationally

disadvantaged.

Surveying the education picture, we also want to reiterate our firm opposition

to tuition tax credits for the parents of children attending private elementary

and secondary schools. It Is estimated that adoption of tuition tax credits,

as advocated by the AinJstration, would cost approximately $4.7 billion.

We find It unconscionable that the Administration advocates tuition tax credits,

which would primarily benefit upper income families, at the same time that it

proposes making false economies at the expense of our neediest school children.

URBAN NEEDS

The proposed budget cuts in federal program designed to aid the poor and the

cities imply an urban policy of increasing the burdens on city budgets without

providing resources to meet them -- a policy of sheer neglect. The fate of

America's older urban areas, particularly those In the Northeast and Midwest,

is especially threatened by such cuts. The cities and towns In the nation's
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industrial heartland will bear the heaviest burden in these so-called "across-

the-board" budget cuts. This is because the categorical programs and, in

some cases, block grant programs that are going to be cut back are primarily

programs that serve distressed areas. These are the "people" programs that

serve those in need and the community programs that serve neighborhoods (see

Human Needs section above) as well as those urban programs initiated in the

last few years to target aid to economically distressed urban areas.

Economic Development Administration

The League is distressed to see that funding for all Economic Development

Administration (EDA) programs would be eliminated in the FY '82 budget. The

EDA, through a variety of loans, grants and other assistance, provides incentives

for community investments and helps create permanent private sector employment

in distressed areas. It is estimated that current EDA investments will create

or preserve more than 216,800 jobs and approximately $2.5 billion In private

investment. In the last few years, EDA concentrated on promoting small and

medium sized business -- the very type of businesses which have provided over

two"-thirds of all new net jobs in this country. The League was one of the groups

which sought to strengthen this program in the last Congress. The open market

place cannot and will not serve to substitute for the functions EDA provides.

UDAG/CDBG Merger

Another highly questionable proposal is the meshing of the Urban Development

Action Grant (UDAG) program Into the Community Development and Block Grant (CDBG)

program. Even if all of UDAG's program monies were to be added to the pot of
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the CD8G funds, it would not be possible to guarantee that UDAG's purposes would

be served. CDBG is basically a "no strings" block grant approach, while the UDAG

program was created specifically to address the economic and infrastructure

deterioration problems of severely distressed cities and urban counties. By

encouraging the private sector to invest in economically distressed communities,

UDAG has leveraged a commitment of almost six dollars in private funds for every

one dollar in federal funds, resulting in the creation of 178,000 permanent jobs

in the hardest hit areas alone.

As in the case of the EDA, it is not reasonable to expect that market forces,

devoid of special incentives that UDAG supplies, can provide the funds for

investments in the most distressed areas. Members of Congress need only go as

far as Baltimore, to the Harbor Place Market, to see an excellent example of

what UDAG can do. CDBG provides needed community services, but it does not

guarantee the targeted assistance provided by UOAG.

Urban Mass Transit

The cuts in urban mass transit programs have been called "draconian" -- not too

much of an exaggeration. They indicate an abrogation of federal responsibility

in public mass transit. The Administration would greatly curtail or indefinitely

postpone any federal financing for new mass transit rail systems and would

totally phase out operating subsidies by 1986. These proposals fly in the face

of the clear national interest in reducing dependence on foreign oil and reducing

air pollution caused by private automobiles. The idea that state and local

government or the farebox can absorb all financing responsibilities for mass
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transit is a misconception. The cities most in nee-a of help to construct and

operate reliable public transit systems are most often those cities which, for

a variety of reasons, are distressed.

The fare-hikes necessitated by these cuts will most likely have two results:

1) fares will be beyond the means of the most transit-dependent Americans --

the poor, aged, young and handicapped -- necessitating subsidies from the cities;

and 2) many of the more affluent, middle class riders will be lured back into

the private auto. A New York Regional Plan Association study indicates that

higher fares would reduce ridership by as much as 11 percent, exacerbating

energy conservation and air pollution problems.

Energy Assistance

Another area of federal responsibility and control that will be shunted off to

state and local governments is that of the burdens of energy problems caused by

escalating fuel prices and shortages. Emergency assistance monies for energy

emergencies and fuel assistance for low income persons will be abolished. These

cuts, like the cuts in mass transit, are in direct contravention of Congressional

intent in the passage of the Windfall Profits Tax to accompany decontrol of oil

prices.

NATURAL RESOURCES AND ENERGY

Energy

We believe national energy policy should effect a fundamental change in the

nation's use of energy to reflect the inescapable fact of diminishing resources

and rising prices. Thereforeusing energy more efficiently should be the central

80-480 0 - 81 - 34
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feature of U.S. energy strategy. Such a strategy must address the short-term

problem of dependence on imported oil and consequent vulnerability to potential

supply disruption, as well as the long-term problem of stretching out our finite

resources until we can tap into safe alternative sources. The proposed Admini-

stration energy budget favors expensive and environmentally destructive supply

projects -- requiring long lead times -- over more benign solar and conservation

programs which offer the greatest potential short-term energy supplies. The

proposal will lead the c6untry in the wrong direction.

Synthetic Fuels

Synthetic fuel commercialization programs should be totally cut. The Department

of Energy's fossil energy R & D program should not shoulder the financial burden

and risk for commercialization projects which are more and more attractive to

industry and more economically viable as decontrol of oil and new gas prices

proceeds. Large federal commercialization projects serve to subsidize expensive,

inefficient and perhaps environmentally dangerous technologies. Rather, the

program should be restricted to legitimate research and development targeted

on monitoring and evaluating existing technologies and study of the feasibility

of new technologies.

For this reason, we were heartened and were prepared to support the original

budget proposals from Mr. Stockman's 04B. But the Administration seems to have

backtracked. While four of the original five DOE supported "demonstration" plants

would be rescinded, only $300 million would be cut from the alternative fuels

program and $5 billion which was to be rescinded will be transferred to the



525

LWVUS
Page eighteen

U.S. Synthetic Fuels Corporation, an off-budget entity. Also the Administration

has apparently reversed its earlier decisiontto limit the Synthetic Fuels

Corporation to supporting $12 billion In smaller-scale demonstration projects,

and seemingly will instead allow the Corporation to push ahead with up to $20

billion in full-scale projects.

We believe the Synthetic Fuels Corporation program suffers the same infirmities,

on even a larger scale, as the DOE fossil energy R & 0 program which funds

commercialization projects. There are no real institutional barriers to the

use of these fuels.

Therefore we urge the Congrest to go ahead with the cuts in synthetic fuels

programs originally proposed by OMB.

Solar and Conservation

We are dismayed at the drastic cuts in both the solar and conservation budgets.

We oppose the Administration plan to slash over 77% from conservation and more

than 62% from solar. The Solar and Conservation Bank should not be strangled

Just eight months after its birth.

The Administration cuts are proposed on the assumption that higher energy costs

and tax Incentives alone will take care of energy conservation and encourage the

use of solar. Of course, higher prices will have, indeed already have had, a

significant effect; and for that reason we supported gradual decontrol of the

price of oil and new natural gas, But higher prices will not provide capital
to the vast number of individuals and businesses who can use conservation and
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solar. Higher prices and tax incentives will not enable tenants to control the

design and operation of the residences and office buildings they occupy and whose

energy operating costs they pay. Higher prices will not ensure that we achieve

the maximum cost effective improvements In efficiency, even though such improvements

are clearly in the national interest.

In sum, we believe that federally funded conservation and solar programs are

needed to expedite "market forces." They provide the diversity of approaches

needed to help break down institutional barriers to use of these resources. Th

Bank, for instance, was designed specifically to assist those who would not be

expected to benefit from tax credits. These programs can assist citizens in the

large number of small applications of solar and conservation technologies.

Ignoring all recent major energy studies and without new analysis, the Administration

axes the Solar and Conservation Bank, building and appliance standards, utility

audit programs, funds for state energy offices, and public outreach programs.

Crippling reductions for local school and hospital conservation programs are

Proposed. We submit that this is the wrong way to go.

Environmental Protection Agency

The municipal sewage treatment construction grants program is an important

element of the drive to clean up the nation's waters. It should not be zero-

funded or transformed Into a block grant program. Zero funding would kill

program momentum and would not serve to protect the federal investment. States

which operate the program cannot plan on the basis of abrupt funding shifts.
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Transforming the program Into block grants would terminate important cost control.

and would likely focus the program away from improving water quality.

Budget cuts can be made, however, without sacrificing clean water goals if

accompanied by reform of the program. Better targeting of the program, more use
of innovative and alternative technologies, less orientation toward new development,

Increased use of industrial and residential user charges, emphasis on decentralized
system in non-urban areas, separate treatmnt of waste by industry, better water

conservation efforts, more. effective training and technical assistance for operation
of plants -- all would make for a more cost-effective program.

Many other EPA programs are vit,il to protecting the nation's health and welfare.
For example, programs under the Clean Water Act, the Clean Air Act, Superfund,

the Resource Conservation and Recevery Act, the Toxic Substances Control Act,
and the Safe Drinking Water Act are designed to protect against tovic substances.
The public continues to strongly support environmental program, as indicated by
public opinion polls. These programs should not be gutted, either directly or by
turning responsibility over to states which don't have financial or technical

capacity to carry tlem out.

The new Superfund program must be maintained at the initial 1982 budget level.

PA must have sufficient personnel to fulfill its responsibilities to the American

people. EPA's public participation programs, mandated by law, are, in our

cpinion, a proven method of ensuring cost effective programs by enabling citizens

to bring their knowledge and concerns into the development and Implementation

of program.
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Council on Environmental Quality

The President's Council on Environmental Quality has proven its ability to call

attention to emerging environmental problems and to mediate conflicts among

federal agencies. Cutting this office would yield small savings and would be

short-sighted. Without this independent mediator, agencies involved in the issues

would have to mediate their own disputes, a situation not likely to achieve results.

Coastal Zone Manageent
The Administration proposes to totally eliminate funding to 25 states and terri-

tories which are in the early stages of implementing federally-approved Coastal

Zone Management (CZH) programs. Abrupt termination of these state grants is unwise

and irresponsible. Just last fall, Congress reaffirmed the nation's commitment

to the wise use and management of the coast by reauthorizing the CZM program for

five years. States are now looking to the federal government for direction In

considering new and specific national interest goals, such as energy production.

lhis program has made progress toward achieving many of its objectives: better

coordination between federal, state and local governments; planned rather than

haphazard economic development of much of the coastal zone; and greater predict-

ability for both public and private investments in industry, housing, recreation

and conservation. The budget proposal assumes that states have the capability

of fully financing their own CZM programs but most states have already indicated

this is an unlikely prospect. Premature termination of CZI funding is bad business

for the national interest and unfair to the states. We support full funding for

FY '82.



529

LWVUS
Page twenty-two

INTERNATIONAL ECON0O4IC DEVELOPMENT ASSISTANCE

Looking beyond the afore-mentioned cuts in the domestic budget, the League

vehemently opposes the proposed 26 percent reduction In the fiscal 1982 budget

request for foreign economic development assistance. The severity of these cuts

will reduce further an intolerably low level of US contribution to development

assistance. In addition, such cuts strike hardest at US contributions to multi-

lateral assistance programs, cut by 38 percent to the lowest level in American

history.

In this year of extreme budget restraint, the League of Women Voters is concerne!

that many important programs designed to benefit the poorest of the world's poor

will face devastating cutbacks in funding levels. Despite the miniscule allocation

of US dollars for foreign aid -- about 0.20% of the GNP, less than one percent of

the federal budget -- Congress has cut the Administration's request every year.

These cuts in spending indicate to the rest of the world, and the developing

nations in particular, a lack of US commitment to development. Thus, at the very

outset of the budget process, drastic cuts made in the level of US contributions

to International organizations and the multilateral development banks reflect a

serious weakening of the leadership necessary to keep the system of international

cooperation running smoothly and effectively.

Most importantly, League members firmly reject the rationale which clearly under-

lies these proposed budget cuts, i.e. that bilateral aid programs tied to narrow

American security interests should receive a higher priority than aid directed

through multilateral channels. Such a myopic policy will undoubtedly hold back
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development in the Third World, our largest and fastest-growing export market.

Furthermore, we oppose the Administration's predilection toward short-term military

and security supporting assistance at the expense of long-term development aid to

the least developed of Third World countries. We believe that US policies which help

developing world reach self-sustaining economic growth are an essential requirement

for world peace.

The LWl supports US development efforts aimed at addressing the needs of the poorest

countries, as mandated by Congress In 1973 and adopted by the Agency for International

Development (AID) in its New Directions "people oriented" programs. As a result,

the proportion of US development assistance going to the poorest countries has

increased, even though total US development aid has continued to decline to its

lowest level in history. The League Is concerned, therefore, that the new

Administration's budget cuts will severely undermine the achievement of this flew

Directions mandate for development assistance. lie are frankly appalled at the

Administration's callous acknowledgement that cuts in US aid to multilateral

organizations will "mainly affect the poorer countries of Africa and the Asian

subcontinent." Similarly, we take offense at the recommendation to concentrate

bilateral aid on countries of key importance to the US, perhaps to the detriment

of "lower priority recipients" in "countries of lesser importance." **

** From p. 3 of the OMB's "Foreign Aid Retrenchment" memorandum. January 27, 1981.
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Multilateral Aid

Because the League advocates that the proportion of US assistance given through

multilateral Institutions should be substantially increased, we are particularly

troubled by the proposed reductions in funding levels for:

-- the United ations Development Program, cut by $15 million or 101.

UNOP is the world's largest supplier of technical assistance grants

and the focal point of UN development efforts. Its achievements

continue to be exceptional; since 1959, UNDP surveys and feasibility

studies have yielded over $34 billion in development investments.

--the Voluntary Fund for the Uii Decade for Women, cut by 50%. from

$1 million to S.5 million. The Voluntary Fund was created by the

UN General Assembly following the International Women's Year, 1975.

The Fund supports innovative and often experimental projects aimed

at promoting the participation and integration of women in the

development process. However, pledges to the Fund have not kept

pace with demands, and notwithstanding the UN General Assembly's

pledge of support for a continuation of the Fund's activities beyond

the Decade for Momen (1976-1985), the question now is whether the

work of the Fund can continue even through 1985.,

-- the International Fund for Agricultural Development, cut almost

50% from 185 million to $45 million. IFAD is a specialized agency

of the UN charged with raising food production in the poorest

countries. As important as its mission, is the innovative financing

that shapes the organization's budget: a split among industrialized,

developing and OPEC contributions.
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--the International Development Association, full funding requested but

payments for fiscal 1981, which have not been appropriated, reduced from

$1.08 billion to $540 million. This month, IDA, soft-loan window to the

World Bank, runs out of money to provide new loans. The Administration's

proposal to defer US funding obligations for this vital development bank

signals to the 32 other IDA replenishment nations that the US cannot

be held accountable to an internationally negotiated pledge.

Bilateral Aid

The League of Women Voters also opposes the recoffeended 1600 across-the-board

cut in funding for the bilateral aid programs administered by the Agency for

International Development (AID). This reduction of approximately $500 million

from the FY 1982 Carter budget request for AID programs relegates bilateral aid

to roughly the same inadequate levels as under the continuing appropriations

resolution for fiscal years 1980 and 1981. But even more significantly, it is

accompanied by disproportionate funding increases for military assistance (up

$150 million) and the Economic Support Fund, ESF, (up $750 million). Although

the ESF meets a variety of needs and does support many development programs

which directly benefit the poor, it was established to promote economic and

political stability and, thus, the bulk of its resources now go directly to

Egypt and Israel.

In conclusion, the League of Women Voters strongly urges members of the Budget

Comittees to oppose the Reagan Administration's budget revisions for fiscal 1982

bilateral and multilateral economic development assistance. These harsh budget

cuts will undermine US relations with the developing world and run counter to
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the tangible benefits of development assistance to our economy. Moreover, such
cuts take money away from vital social and economic programs which have already
made significant progress toward mitigating world poverty and suffering.

BUDGET SAVINGS AND REVEDUD PM JRES-.

Enerqy/Synthetic Fuels
The LWY believes that a substantial budget savings could be attained by ending

federal subsidies for synthetic fuel programs. The League supports cutting off

DOE's synthetic fuels coemercialization program for a $275 million savings In
FY '81 and a $864 million savings in FY '82. See NATURAL RESOURCES AND ENERGY

section above.

Highways

We believe that federal funding for highway construction should be substantially

reduced. The interstate highway system is now-941 comlete and the estimated

cost of fully comleting the system is about $76 billion. We believe the inter-
state highway system should be considered complete and no construction funding

provided for 1982.

Similarily large cuts in the budget for construwtion'of primary and secondary

highway systems should be made. rIot only does new highway construction often

lead to unwise land use patterns, but in this age of budget austerity such fundr;,q

Is not as important as that for social programs.

Water Projects

The Carter 1982 budget for construction, operation and maintenance of Corps of

Engineer waLir projects is $3.08 billion, of which about $1.9 billion is for
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general construction. Four projects, Lock and Dam 26, the Red River Waterway, the

Richard B. Russell Dam, and the Tennessee-Tombigbee Waterway, account for $493

million of this construction. These four projects are economically unsound and

environmentally destructive. They should not be funded in 1982 and should be

phased out as soon as possible. In addition, we recommend that major cuts

be made in the remainder of the general construction budget of the Corps to weed

out economically unsound and environmentally destructive projects.

The budget for the Water and Power Resources Service in the Department of Interior

(formally the Bureau of Reclamation) provides other opportunities for large

savings. Four projects account for $297.8 million of the proposed 1982 construction

budget of $652.6 million. The Central Arizona Project, the Bonneville Unit of

the Central Utah Project, the North Loup Division (Nebraska) and the O'Neill

Unit (Nebraska) are of doubtful economic value. So, too, is the Garrison Diversion

Project. A major cut in the WPRS budget is advisable.

We believe the Reagan Administration misses significant needed budget savings
and opportunities to cut waste by only proposing a very small reduction In

water projects construction. The inequity of the Reagan budget Is shown by

these small cuts compared to major cuts in social programs.

User Charges

We support the Administration's proposal to Increase waterway user charges.

Charges should recover operating, maintenance and new construction costs. We

applaud the courageous step the Administration takes with this initiative.
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We believe user charges should also recover costs for expanding and maintaining

deep draft ports and channels; highway user taxes should be reallocated to

reflect the damage that heavy trucks inflict on the federal highway system.

Several public lands resource pricing policies should be changed to reflect the

fair market value of the resource and, in many cases, to ensure sustained yield.

These are: grazing fees, timber prices, coal and outer continental shelf oil

and gas leasing, hard rock mining, and federal power and Irrigation contracts.

Price and Loan Guarantees For Energy Inefficient and Environmentally Destructive

Federal price an4 loan guarantees often support Industrial and commercial

activities which could rely on private markets. The Treasury Department estimates

a $52.4 million revenue loss for every $1 billion in federal loan guarantees.

More efficient use of natural resources and less environmental destruction would

result if the Northwest Power Authority, the Tennessee Valley Authority, the

Rural Electrification Administration and the U.S. Synthetic Fuels Corporation

authority were trimmed.

CONCLUSION

In conclusion, the League of Women Voters of the United States vehemently opposes

the following cuts and consolitdations:

HUMAN NEEDS

--$2 billion in the food stamp program

-- $520 million in Aid to Families with Dependent Children (AFDC)
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-- elimination of 340,000 CETA jobs

--reduction of youth jobs and job training slots

--deep cuts in child nutrition programs and the supplemental food

program for Women, Infants and Children (WIC)

--consolidation of and 20% cut in social services programs

--consolidation of and 25% cut in education programs

--20% cut in FY '82 budget authority for public housing and Section 8

--elimination of funding for the Legal Services Corporation

URBAN NEEDS

--elimination of Economic Development Administration (EDA)

--merging the Urban Development Action Grant (UDAG) into the Comnunity

Development Block Grant (CDBG) program

--postponement of federal financing for new mass transit rail systems

and phase out of all federal operating subsidies by 1986

--termination of emergency low income fuel assistance

NATURAL RESOURCES AND ENERGY

--funding for the Environmental Protection Agency (EPA) and the

Council on Environmental Quality (CEQ)

--elimination of funding for the Coastal Zone Management (CZM) program

--budget reductions of 77% from conservation programs and 62% from

solar programs

--sewage treatment construction grants

INTERNATIONAL ECONOMIC DEVELOPMENT ASSISTANCE

--26% overall cut in US foreign economic development assistance

--38% cut in US voluntary contributions to international organizations
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--deferred US payments to several multilateral development banks

--16% across-the-board cut in funding for bilateral aid programs.

However, the League supports budget cuts and changes in the following areas:

--water projects funded by the Corps of Engineers and Water and Power

Resources Service

--increases in waterway user charges

--Federal price and loan guarantees for energy inefficient and

environmentally destructive projects

--synthetic fuel subsidies, which the Administration originally proposed

and then rescinded

--funding for new highway construction

The League believes that the pressures of inflation notwithstanding, only a

careful review of budget priorities that takes into account humanitarian,

environmental and global variables can ultimately lead to a fair and responsible

fiscal policy for this nation.
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they have done such an outstanding
job of analyzng the consequences-
most of them extremely harnful-of
Mr. Reegan's proposed cuts In social
programs, I wish to urge all my col-
leagues to closely study that memo. I
would al suggest to my fellow Mem-
bers of Congress tha they encourage
other civic croups aciom the country
to undertake silar analysis of Mr.
Reagan's Proposals. I think they willfpdL as, the Chicaglo League of Women
Voter found, that the budget cutsa Jre
a dMsater which must be prevented.

The text of the League of Women
Voters letter follws
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Dsa PmsansrT Raese We add the voice
of tM Chicaso Lesue of Women Voters to
the nationwide plea by lesues and other
concerned citizen groups th" your Adminis
tration's budget address 'he basic priority
needs of all Americans. In the immediate
context failure to do so ts inhumane; in the
longer prospect the result will be a costly

In Lhat vein we applaud the annouwe-
ment regarding -protected prOar par-
ticularly the aarmnce of continued funding
for School l and breakfasts. Head-
start, and summer youth Jobs, all of which
are preventive and supportive mmures doe-
signed to promote the health of both mod-
ety and Individuals.

As for the promise tza the proposed
budget cuts will not harm the "truly
nedy." we betleve that your Administration

mlsnsds both the current programs and the
plight of the poor. Th broad-gauged lWes-
lative vehicles like food stamps ad CTA
have already been strictly and narrowly tar-
geted to those most in need by restrictive
amedm ens In 1fil The determiningi co elisibilt regulation for most the
CZrA prUtclpsioa Is the poverty ln or
welfare status The allowable monthly
Income for a family of four on food stamps
is 5542 which Is below the poverty lne. Bow-
muh more truly needy must one be?

The harsh fact Is thK 57% of the cuts you
have proposed come from programs for the
por and unemployed.

It is noted with poignant Irony tha rent
mr attest to the sincess of CITA initial.

UtMv for example, over a.00 general aut-
ance recipients were move off welare rilt
In New York City ad into C/rA traing
and Jobs. proven a vital -maidl stoeo
those who havs littl chance without prepa-
ration. CrA Vl provides a further link to
unsubsidised work with the provision of tail-
ond training for privaU sectr jobe.

Thea -~ stongly urges vise, contln
umd public service emplorm.e hainabioa
would haves devastating effect on Chicago
mad Chi oo--t he Immedlate ks of over
SAN jobs.

There can be no doubt about th ea&*r-
neo for Wort. Th Opening of seventy
Social Security Administion entry level
Jobs tn Baltimore It fall resulted In a ine
of 10.000 people. id-off Wisconsin teel.
woke to Chicago have responded similar.
ly to job cpeUn far too fta for their
numbers. It is true that eventually despair
Lad bitters ualt In the -dmotu'agsd
wrker who finds himself outade the

martm system a, approxsately one
milon ouraged vorker are not counted
sm the Officialy defined unemployed,

in Chicago etaisium indicate that
MGM) prem are trapped inpemnn

deprivation with llU hope in the min
sim eonomy o1 earnings Incomas sove
the pover ty lne. The 1linob Bareau of e-
ploruent Secmty Year-end report amd it
had over 140.000 applicants and only 11,0
Jobs n ftle. a situation e lmly to be re
verned son by tax incentives and redue-
timo. CUTA program though shr i kim
and threatened & we an essntial retraining
mad Job resource when low-ekill jobes ae W
appearim

Tb. League Is especially concerned about
racial Inequity. Ugchty-flve percent of the
poor In Chicago are non-White. Unemploy-
mena In fact. exacerbates an tequkt-, for
evesy 1% Increase to unemployment there
Is a.% declne In Income equality: senior-
KY and hiring practices tend to leve the

E 639
black male. black female and white female
out In the cold. The median wage of black
men. age 20 to $3. is 50% of that of whites.
The party of iUncoln should view th % san
urgent, unfinishved agenda.

The Ide of shftLng social programs to
sate control t strongly opposed by the
L gue Tha result. the League belkves.
would be fifty welfare syteis and inevitt-
ble unfairns The probable net federal
cutb6ck implicit In the block grant a
proch would &train state budgets, pertlcu-
lty those beet by the 'Great Lake rtes-

son." The proJected food stamp cute will
cost the Illinois economy $0 millon-and
brine a ry premur to incress the
state's basic welfare grant level. (The Chica'
go rood Utamp Hotline averages 1$5 clls
per day.) Goveor Thompson has already
merted the need to cut Medicaid a has
reduced his original Increase In school aid.
desperstely needed by Chime, public
ecbooll

The shrinking supply of affordable houm-
ins and the rising cos of ma transit both
of which me sevee hardships on the.work-
Ing poo. are thrown Into deeper crisis by
Your budget. Of the highest aor of neco-
st. housing and trains ar also prime
surces of Jobs Your Piece In history would
be secured. Mr. Reagan. - U you would put
people to work rebuilding the railroef and
housing stockt Of this naioan.

The oft-cited psychological Imperative for
federal budget cutting Is ephral wh
compared with the plight of those affected
Further. contrary to the ctam of the
Office of Management ard 3udse the pro-
posed cuts camot be equitable we urge you
to not tha t the cost of nec@inte-food.
housi, ergy. health care--roas even
faster then the overall Inflation rame, 10%
compared with 12.3%. a blow wt com-
pound Impact on the owt ieommse. Re.
moval of aid In any' cateory Is a retreat
from humanew policy. The poor havit already
sacruifced.

U psychologicalte d Is a purnoe in the
Administration's proposed e cuj.
the L ogu Is mor concerned shout the ig-
ma sent to those who are left out of the
economic system. The connection between
Joblem. &ad rias crime is now wit doc-
ume8n0t. One 0 perenae pon Of tM-- imen Increases state prison admimalm
by four percentage point. With the Average
total ot of maintaining a Individual In
prio now approaching gum00 per year
(not to menUo the social cost). It Is clear
that mear that deliberately taos n-
employment-or cutting programs designed
to tain ad employ-are myopic and expen-
dye. Jobs programs now honed to rester
effectiveness, offer mesca from dependeny.
a tned work force, and an alternative to
crime.

R ]any. we respectfully qutokn the
matching of problem- and solution. By any
calculation the proposed budget cuts would
have a neglgble effect on Inflatio-a frac-
Uon of a pernt-too mall to justify the
removal of dd which "a a vta margnm on
the reviving eand. It Is at bes an unfair
gamble with rea suffering as e sde of
the equatiM
Eve*n the combination of Incentive and

spending reducton should restore America
prompeiy. we are wor about what could
be the prolonged Interm to which you ave
aihaded, the UMi Of hops for margia ful-
Me, and malsery-Wr exploslo

We hepe ha meanness win wet chase.
wimd yor AMetrM W6 Ptde
Reagn All Amirlesin would be dIminjhed

Pasetm PsX*Mi,
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