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HEALTH CARE COSTS AND THE FREE MARKET 

INTRODUCTION: 

In  recent  years  t he  American h e a l t h  ca re  system has become the  sub jec t  
of controversy.  Though nea r ly  a l l  c r i t i c s  agree t h a t  t he  q u a l i t y  of 
h e a l t h  care  has improved, many f i n d  t h a t  t he  improvement i n  q u a l i t y  has 
not been commensurate with t h e  Limcreases i n  costs.  In  1975 ,  t he  United 
S t a t e s  spent  $118.5 b i l l i o n ,  o r  8.2% of i t s  GNP, on h e a l t h  ca re ;  t h i s  
was an increase  from $38.9 b i l l i o n ,  o r  5.9% of t h e  GNP, i n  1965.  From 
1965 t o  1 9 7 4 ,  t he  per  capita expenditure f o r  medical care increased from 
$197.75 t o  $485.36, o r  by an annual average increase  of 9 .4%.  

These cos t  i nc reases  a r e  growing more andmoreburdensome both t o  t h e  
consumer and t o  t h e  taxpayer a s  t he  government assumes an increas ing  
sha re  of t he  burden. They have l e d  t o  a.':loss of f a i t h  i n  t h e  American 
h e a l t h  care  system and t o  proposals  which c a l l  f o r  v a s t  changes i n  i t s  
present ,  semi-pr ivate  s t a t u s  and funding. However, some argue t h a t  t h i s  
l o s s  of f a i t h  i s  misplaced and t h a t ,  i f  h e a l t h  care  were more responsive 
t o  market fo rces ,  i t s  c o s t s  would not  be a s  exorb i t an t  a s  they have be- 
come. They suggest t h a t  i n  p l ace  o f  government con t ro l  and funding of 
t h e  hea l th  ca re  s e c t o r ,  a f r e e  market approach Would be p re fe rab le .  

HEALTH CARE AND THE FREE MARKET: 

I n  economic theory,  p r i c e s  r i s e  and f a l l  i n  response t o  changes i n  the  
supply and demand f o r  goods and se rv ices .  I n  t h e  r e a l  world, and e s -  
p e c i a l l y  i n  regard t o  h e a l t h  ca re ,  a number of f a c t o r s  se rve  t o  i n s u l a t e  
t h e  costs of h e a l t h  care  from t h e . o p e r a t i o n  of t he  f r e e  market. I t  i s  
these  i n s u l a t o r s  t h a t  are the  primary cause of t h e  cos t  increases  i n  
h e a l t h  ca re .  

Crit ics of t h e  American h e a l t h  ca re  system (and of t he  f r e e  market) 
o f t e n  say t h a t  hea l th  care  cannot be responsive t o  t h e  market, t h a t  de- 
mand f o r  i t  i s  Lne la s t i c  because when people a re  s i c k ,  they must pur- 
chase hea l th  care  r ega rd le s s  of t h e  cos t .  Health providers ,  i t  i s  argued, 
t he re fo re  have a cap t ive  market which cannot exe rc i se  consumer p r e f e r -  
ences o r  simply r e fuse  t o  buy i f  they d i s l i k e  the  product.  Furthermore, 
because of t h e  highly t echn ica l  na ture  o f  h e a l t h  c a r e ,  the  average per-  
son lacks  the3nowledge t o  make i n t e l l i g e n t  choi-ces a s  he would i n  o t h e r  
a reas .  Because of these  . . .  p e c u l i a r i t i e s ,  say the  c r i t i c s , ,  .the government 
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should be respons ib le  f o r  see ing  t h a t  every American receivesproper  
h e a l t h  care a t  .'no-:.or very cheap c o s t '  and t h a t  such hea l th  ca re  i s  
a b a s i c  r i g h t  of a c i t i z e n  i n  an a f f l u e n t ,  i n d u s t r i a l  soc i e ty .  

There i s  some t r u t h  t o  the  charge t h a t  h e a l t h  care  cannot be responsive 
t o  the  market, but i t  i s  g r e a t l y  exaggerated.  The demand f o r  hea l th  
care  is  no more i n e l a s t i c  than the  demand f o r  food, which i s  a l s o  neces- 
sa ry .  I t  i s  t r u e  t h a t  people must have h e a l t h ,  but t h e r e  a re  any num- 
ber  of ways they can improve and p r o t e c t  t h e i r  own h e a l t h  i n  easy and 
inexpe.nsive ways. Furthermore, they a r e  j u s t  a s  capable of  exe rc i s ing  
a choice among doctors  and h o s p i t a l s ,  given d i f f e rences  among them of 
p r i c e s  and the  q u a l i t y  of s e rv i ces  o f f e red ,  a s  they a r e  of buying a c a r ,  
a t e l e v i s i o n ,  o r  of performing any o the r  economic t r a n s a c t i o n  t h a t  i n -  
volves t echn ica l  knowledge. I t  should a l s o  be pointed out t h a t  t echn i -  
c a l  cons idera t ions  a r e  not t h e  only c r i t e r i a .  involved i n  deciding which 
h e a l t h  providers  t o  purchase from. Considerations of  c leaniness ,  cour- 
t e s y ,  comfort, co.fivenience, and : t rus t ,  a s  wel l  a s  many o the r  f a c t o r s  
o f t e n  determine our choice of a doctor  o r  h o s p i t a l .  
l e c t s  t o  c a r e  f o r  h i s  hea l th  o r  f a i l s  t o  inform himself of ava i l ab le  
opt ions i n  buying h e a l t h  c a r e  can no more complain of i t s  c o s t s  than 
can a person who f a i l s  t o  e a t  f o r  a considerable  time complain about 
t he  high c o s t s  of food i n  t h e  expensive r e s t a u r a n t  i n  which he i s  
f i n a l l y  forced t o  seek sustenance. 

A person who neg- 

Nor can w e  be content  t o  l e t  t h e  advocates of National Health Care suc- 
ceed i n  pe.rsuading us t h a t  w e  have a r i g h t  t o  cheap o r  f r e e  h e a l t h  care .  
Health care  c o n s i s t s  of economic goods and s e r v i c e s ;  someone had t o  work 
t o  produce and d i s t r i b u t e  them. I f  we have a "r ight"  t o  these  goods and 
se rv ices  a t  f r e e  o r  .very cheap p r i c e s ,  then t h e i r  p roduce r s /d i s t r ibu to r s  
have a corresponding duty t o  provide them a t : . l i t t l e  o r  no charge.  The 
recogni t ion  of such a duty i n  law would be nothing l e s s  than a form of 
s l ave ry  o r  forced l abor ,  a concept aga ins t  which Americans have h i s t o r i -  
c a l l y  rebe l led .  Health ca re ,  i n  s h o r t ,  m i i s t  be pa id  f o r ,  and it must 
be pa id  f o r  a t  a p r i c e  which o f f e r s  adequate compensation and incen t ives  
t o  a t t r a c t  e f f i c i e n t  providers  . 
With these  p r i n c i p l e s  i n  mind, l e t  u s  examine some of t he  forces  which 
a r t i f i c i a l l y  i n s u l a t e  h e a l t h  care  from t h e  market and which a r e  respon- 
s i b l e  f o r  c o s t  increases .  Some of these  fo rces  a r e  the  r e s u l t  of govern- 
ment a c t i o n  which,intended t o  prevent a h e a l t h  c r i s i s ,  have a c t u a l l y  
cont r ibu ted  t o  the  growing problems of h e a l t h  care .  Other fo rces  a r e  
not  t he  f a u l t  of t h e  government ( a t  l e a s t  no t  d i r e c t l y )  but s t i l l  r e -  
f l e c t  s o c i a l  and economic t rends  which government sometimesencourages. 
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Three of these must be examined; t h e  reimbursement system by t h i r d  
p a r t i e s ;  t he  consequences of malpract ice  l i t i g a t i o n ,  and t h e  r i s i n g  bur- 
den of new and technologica l ly  advanced equipment and labora tory  t e s t s .  
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A. Third Party Reimbursement: Payment f o r  most h e a l t h  ca re  c o s t s  a r e  
borne not  d i r e c t l y  by the  consumer (pa t i en t )  but  a r e  apportioned out 
among t h r e e  d i f f e r e n t  s e c t o r s :  t he  :consumer, t he -p r iva t e  i n s u r e r ,  and 
the  government. This system of reimbursement inc reases  the  cos t  o f  . . 
h e a l t h  care  i n  seve ra l  ways. F i r s t ,  i t  r e l i e v e s  the  burden of payment 
f o r  any one of t he  t h r e e  s e c t o r s .  Thus, none o f  t h e  t h r e e  has -mucK-in- 
cent ive  i n  see ing  t h e  c o s t s  reduced o r  s t a b i l i z e d .  Secondly, cokerage 
by insurance serves  t o  s t imu la t e  demand, which i n  turn:forces p r i c e s  up 
(assuming no comparable increase  i n  supply).  Thirdly,  because the  
p a t i e n t  has a l ready  pa id  h i s  insurance premium, h e a l t h  providers  can 
r a i s e  t h e i r  charges (as wel l  as  t he  q u a l i t y  of t h e i r  s e rv i ces )  without 
p lac ing  t h e  burden on the  p a t i e n t .  

As of 1 9 7 4 ,  about 85% of t h e  American people had some form of  p r i v a t e  
hea l th  insurance (87.1% were covered f o r  h o s p i t a l  care  and 81.1% were 
covered f o r  s u r g i c a l  ca re ) .  The cos t  of  insurance Rr'emiums a s  a r a t i o  
t o  disposab1.e personal  income rose from 2.14% i n  1960 t o  2 .57% i n  1965 
and t o  3.59% by 1 9 7 5 ,  o r  by l i t t l e  more than 1% f o r  t h e  p a s t  t en  years .  

D r .  Martin Fe lds te in  of  Harvard Universi ty  has demonstrated t h a t  i n su r -  
ance coverage increases  demand fbr.-health services . .  Insured fami l ies  use 
h o s p i t a l s  and physicians more, s t a y  i n  h o s p i t a l s  longer ,  and have more 
a n c i l l a r y  se rv ices  ( t e s t s  and examinations) than do non+insured f ami l i e s .  
Thus, the e x t e n t  of  p r i v a t e  coverage may be counted a s  a f a c t o r  se rv ing  
t o  increase  demand, reduce t h e  burden of c o s t ,  and s t imu la t e  p r i c e  .:. '1 : ,  
increases .  

However, the f e d e r a l  government i s  respons ib le  f o r  encouraghg:?pr.iva-te 
coverage a s  w e l l  as  f o r  pub l i c  insurance.  The government subs id izes  
p r i v a t e  hea l th  insurance by o f f e r i n g  a deduction of up t o  $150 p lus  a l l  
medical expenses t h a t  exceed 3% of  income. The government a l s o  subs i -  
d izes  employers f o r  t h e i r  cont r ibu t ions  t o  t h e i r  employee's h e a l t h  i n -  
surance by no t  tax ing  these  cont r ibu t ions  a s  income. I n  1 9 7 4  t h e  govern- 
ment l o s t  i n  revenue about $3 b . i l l i on  f o r  employers' cont r ibu t ions  and 
about $2.6 b i l l i o n  f o r  personal  income t a x  deductions.  

The government a l s o  a c t s  a s  t he  l a r g e s t  s i n g l e  con t r ibu to r  t o  t h i r d  p a r t y  
payments. In 1 9 7 4 ,  64.6% of t h e  h e a l t h  ca re  burden was borne by t h i r d  
p a r t i e s :  25.6% by p r i v a t e  h e a l t h  in su re r s  and 37.6% by government (1.4% 
was borne by phi lanthropy and o ther  sources) .  From 1965 t o  1 9 7 0 ,  t he  
po r t ion  of h e a l t h  cos t s  c a r r i e d  by p r i v a t e  insurance f e l l  from 24 .7% t o  
2 4 %  (though i t  . increased again by 1974) and the  government po r t ion  i n -  
creased from 20.8% t o  34.2%. This increase  was due t o  the  implementation 
of Medicare and Medicaid programs i n  1966. 

The government po r t ion  of t h e  t h i r d  p a r t y  payments was no t  f e l t  a t  a l l  
by the  consumer (though it was c e r t a i n l y  f e l t  by the  taxpayer) and there .  
was no consumer incent ive  t o  hold down costs.  Nor do p r i v a t e  insuners  
f e e l  such an incent ive .  The higher  t he  c o s t  of h e a l t h  ca re ,  the  more de- 
pendent the  consumer i s  on h e a l t h  insurance,  and a s  a r a t i o  of .the.'c.o:n- 
gumer '.s- :dispos2ab1e in'cpme , . i.n$u-rance p.rem5.ums. have- iriC-i..eaS.e& .by: -oniy'.-T-%. 
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We may conclude then t h a t  t he  system of t h i r d  p a r t y  reimbursement i s  an  
i n f l a t i o n a r y  fo rce  on t h e  c o s t  o f  h e a l t h  care; t h a t  i t  acts  as an i n f l a -  I 

t i o n a r y  fo rce  because i t  se rves  t o  s t imu la t e  demand and i s  a d i s i n c e n t i v e  
t o  reduce o r  s t a b i l i z e  c o s t s ;  and t h a t  government i s  a primary cont r ibu-  I 
t o r  t o  t h i s  system through i t s  f i s c a l  and medical b e n e f i t s  p o l i c i e s .  

B. Malpractice L i t i g a t i o n :  Between 1 9 7 0  and 1975, malprac t ice  claims 
a g a i n s t  phys ic ians  grew s t 6 a d i l y  from l i s 3 8  t o  around 5,000--an inc rease  
of 225%. The s ize  of c1,aims increased  s i g n i f i c a n t l y  a l s o ;  i n  1 9 7 4 ,  i n  
C a l i f o r n i a  a lone,  t h e r e  were 15 s u i t s  wi th  claims of..over $1 mi l l i on .  
About 30% of claims reaching cour t  a r e  won by t h e  p l a i n t i f f s ,  but  l e g a l  
c o s t s  are  s t i l l  i ncu r red  by phys ic ians  and h o s p i t a l s  and t h e i r  i n s u r e r s .  
By 1975 malprac t ice  insurance had increased  i n  c o s t  by about 600% i n  t h e  
previous 3 o r  4 years .  I n  1975 f t s x o s t .  was es t imated  a t  $1 b i l l i o n :  
$3'5Omillion i n  premiums pa id  by doc tors  and $650 m i l l i o n  p a i d  by hospi-  
ta ls .  Some doctors  have s t a t e d  t h a t  they pay 1 0 - 2 0 %  of t h e i r  gross  i n -  
comes i n  malprac t ice  premiums;. 

The r e s u l t  o f  such inc reases  i n  malprac t ice  l i t i g a t i o n  and'ths c o s t  of 
insurance has been twofold: f i rs t ,  t o  inc rease  t h e  fees of  both doc tors  
and h o s p i t a l s  t o  cover t h e  c o s t  of  t h e  insurance;  and secondly,  t o  con-. 
t r i b u t e  t o  t h e  growth of !?defensive. aiedicinef1--i i-e. ,  - doctors  t ak ing  -_.: 
longer  and .making more c e r t a i n  of  t h e i r  diagnoses Se fo re - :p re sc r ib ing  
therapy o r  surgery .  According t o  fo rmer  Sec re t a ry  of  HEW Casper Wein- 
be.rger?, malprac t ice  l i t i g a t i o n  andlnsurance  c o s t  t he  country between $3  
and $ 7  b i l l i o n  i n  1975. 

The causes of t h i s  r a t h e r  sudden upsurge i n  malprac t ice  l i t i g a t i o n  are 
n o t  e n t i r e l y  c lear .  The most prominent cause i s  l i k e l y  t o  be t h e  i n -  
c r eas ing  estrangement between doctors  and h o s p i t a l s  on the  one hand and 
t h e i r  p a t i e n t s  on the  o the r .  The family doc tor  and t h e  g e n e r a l p r a c t i ;  
t5oner  have become v i r t u a l l y  e x t i n c t  as t h e  medical p ro fes s ion  becomes 
more s p e c i a l i z e d  and "professional.! '  Hence, p a t i e n t s  no longer  know o r  
t r u s t  t h e i r  doc tors  a s  f r i e n d s  o r  neighbors and are more w i l l i n g  t o  sue 
them f o r  what they be l i eve  t o  be negligence o r  incompetence. Also, a s  
medical care has  become more complex, i t  i s  probably eas ie r  t o  make m i s -  
t akes  i n  d iagnos is  and as s u r g i c a l  techniques have become more s o p h i s t i -  
ca t ed ,  t h e  r e s u l t s  o f  surgery have become more s e r i o u s .  

Government probably does l i t t l e  t o  encourage malprac t ice  l i t i g a t i o n ,  
though t h e  s i z e  o f  some o f  t h e  claims raises ques t ions  about t h e  respon- 
s i b i l i t y  of t h e  judges involved. However, an important a spec t  of .the 
propaganda f o r  n a t i o n a l  h e a l t h  insurance i s  t h e  gradual  discredi t i -ng-  of 
t h e  medical profess ion .  The le f twing  r a d i c a l  group, t h e  Medical Commit- 
tee  f o r  Human Rights ,  wi th  which D r .  Quentin Young (whom Pres iden t  Carter 
r e c e n t l y  considered f o r  t h e  p o s t  of Commissioner of t h e  FDA) has been 
a s soc ia t ed ,  has  r e f e r r e d  t o  the  AMA .as t h e  .".American Murder Association" 
and, indulged i n  extreme r h e t o r i c  about t he  medical profess ion .  Even more 
respons ib le  groups have f o s t e r e d  such propaganda which tends t o  b r i n g  -- 
d i s r e s p e c t  and d i s t r u s t  upon t h e  n a t i o n ' s  h e a l t h  providers .  

t 
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C .  Technological C o s t s  : Another f a c t o r  which increaseS':the4-:cost. of ' .  - - 1 
h e a l t h  care  i s  t h e  technologkcally advanced equipment which m h y  h o s p i t a l s  
i n s t a l l .  I t  i s  q u i t e  t r u e ,  a s  t h e  c r i t i c s  charge,  t h a t  such equipment i s  
very quickly outdated by even f u r t h e r  s c i e n t i f i c  advances; but  t h e i r  
o the r  charge,  t h a t  such equipment i s  unnecessary and:of only l i m i t e d  
usefu lness ,  i s  more con t rove r s i a l .  

Among t h e  more advanced techniques now being used a r e  t h e  Computerized 
Axial  Tomography (CAT) Scanner, used f o r  t h e  diagnosis  of cancer;  t he  In- 
tens ive  Care Unit (ICU) f o r  ca rd iac  problems; r ena l  d i a l y s i s  techniques 
f o r  t h e  t reatment  of kidney f a i l u r e s ;  and i s o l a t i o n  u n i t s  which dup l i ca t e  
l i f e - s u p p o r t  systems f o r  newborn ch i ldren .  There i s  no doubt t h a t  such 
techriiqu-es save l i v e s .  Renal d i a l y s i s  alone i s  est imated t o  have saved 
about-30,000 l i v e s .  However, t he  controversy a r i s e s  over whether t hese  
l i f e s a v i n g  machines a r e  worth the  cos t .  Crit ics charge t h a t  they a r e  n o t ;  
t h a t  t he  number of l i v e s  saved i s  n o t  enough t o  j u s t i f y  t h e  e x t r a  c o s t s .  
They a l s o  po in t  t o  t he  reduced q u a l i t y  of  t h e  l i v e s '  of many-patTents: who 
liaue to.depend on technology t o  e x i s t .  This argument, however, i s  a very 
sub jec t ive  one; those who face  death (o f t en  a p a i n f u l  one) without the  
new technology may not  agree t h a t  i t  i s  use l e s s  and should a t  l e a s t  have 
the  choice of using it o r  no t - -a  choice which many c r i t i c s  would deny 
them by discouraging the  purchase of advanced technology by h o s p i t a l s  o r  
doctors  . 
A.second reason why t h e  use of advanced technology i s  spreading among 
h e a l t h  providers  i s  t h e  f e a r  of malpract ice  l i t i g a t i o n  t h a t  they have. 
Advanced techniques of  diagnosis  and t reatment  (and labora tory  t e s t s  .. 
a l so )  se rve  t o  reduce t h e  e r r o r s  t h a t  h e a l t h  providers  make and many o f  
them f e e l  insecure  unless  they can take advantage of them. 

F ina l ly ,  i t  should be pointed out  t h a t  such new technology and medical 
ca re  tends t o  reduce t h e  length  of s t a y  i n  a h o s p i t a l .  According t o  
Blue Cross,  i n  1 9 4 7  hos i t a l i z a t i o n  f o r  pneumonia l a s t e d  f o r  an average 
dura t ion  o f  16 days a t  i 1 0  a day; by 1966 h o s p i t a l  charges had increased 
t o  about $ 4 0  a day, but the  dura t ion  6f a s t a y  f o r  pneumonia had dropped 
t o  5 days. Thus, though the  c o s t  of a day i n  the  h o s p i t a l  had increased 
by 4 ,  t he  cos t  pe r  s t a y  had increased by only 1 .25 ,  p lus  the  time saved 
by t h e  p a t i e n t  i n  r e tu rn ing  t o  work sooner. The reduct ion i n  time was 
due t o  the  improvement i n  techniques of t r e a t i n g  pneumonia. 

These a r e  the  p r i n c i p a l  forces  which serve  t o  i nc rease  the  costs of -._ 

h e a l t h  care  i n  t h e  United S t a t e s .  A s  we have seen, some, such a s  the  re- 
imhrsement  system, a r e  d i r e c t l y  r e l a t e d  t o  government in t e rven t ion  and 
serve  t o  i n s u l a t e  t h e  c o s t s  from t h e  exe rc i se  of consumer preference i n  
the  market. Others a r e  more d i r e c t l y  r e l a t e d  t o  s o c i a l  and economic de- 
velopments i n  American soc ie ty .  However, t h e r e  a r e  a broad range of s t i l l  
o the r  forces  which a r e  d i r e c t l y  o r  i n d i r e c t l y  r e l a t e d  t o  government i n -  
te rvent ion  which increase  t h e  cos t s  even more. 

D. Government: 

I .  Direct Causes o f  Health Care Increases  
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(a) Government Regulation: The Methodist Hospi ta l  of  Memphis, 
Tennessee, r ecen t ly  es t imated t h a t  it spends over $500,000 a year  i n  com- 
p ly ing  with government regula t ion .  A r e c e n t - e s t i m a t e  by P a t r i c i a  s. 
Coyne, wr i t i ng  i n  P r i v a t e  P r a c t i c e  magazine, of t h e  t o t a l  c o s t  of govern- 
ment r egu la t ion  t o  t h e  h o s p i t a l  s e c t o r  o f  h e a l t h  ca re  . p-laces i t  a t  $ 4  
b i l l i o n  o r  about 8% of t h e  t o t a l  h o s p i t a l  cos t .  This es t imate  includes 
no t  only the  cos t  of compliance with t h e  r egu la t ions  themsekves, but a l s o  
of-. the s a l a r i e s  of  t he  a d d i t i o n a l  employees necessary t o  adminis ter  com- 
p l iance .  

(b) Medicare.-. -'and Medicaid: In  1974 ,  Medicare programs spent  
$11.3 b i l l i o n  and Medicaid spent  $ 1 1 . 2  b i l l i o n ,  together,composing 55% 
of a l l  pub l i c  me.dica1 care  spending and nea r ly  2 2 %  of t he  t o t a l  cos t  of  
hea l th  care  i n  t h a t  year ($104.2 b i l l i o n ) .  This expense i n  i t s e l f  
amounted t o  about 2 %  of t he  GNP f o r  t h a t  year ,  but the c o s t  increases  
which t h i s  kind of expenditure causes a r e  a l s o  expensive.  The provis ion  
o f  h e a l t h  care  b y . t h e  f e d e r a l  government under these  two programs a t  
g r e a t l y  reduced c o s t s  t o  the  u t i l i z e r s  se rves  t o  increase  t h e  demand on 
hea l th  care,and t h i s  pushes up t h e  p r i c e  of theiremaining supply f o r  - 
o the r  consumers. A second aspect  of t he  programs which increases  costs 
t o  o t h e r  cons.umers i s  t h a t  .-:;%;:. . t h e  f e d e r a l  government compensates p a r t i -  
c i p a t i n g  h o s p i t a l s  f o r  Medicare expenses only f o r  a c t u a l  ca re ,  and not 
f o r  overload expenses ( the rapeu t i c  f a c i l i t i e s ,  equipment costs,  etc.J.  
The r e s u l t  i s  a gap between the  value of t h e  se rv ices  expended and the' 
value of t h e  reimbursements received from t h e  government, and 1io.spitals 
must pass  t h i s  discrepancy on"To;paying p a t i e n t s  by increased c o s t s .  In  
FY 1966-7 ,  h e a l t h  spending increased by 13.7% as  opposed t o  only an 8.3% 
increase  i n  1965-6 . :  The per  capita:-amount a l s o  increased from 7 %  i n  
1965-6 t o  1 2 . 5 %  i n  1966-7:. Nor d id  these  r a t e s  of increase  drop s i g n i -  
f i c a n t l y  u n t i l  the  imposit ion of wage and pr ice  con t ro l s  i n  the  e a r l y  
1 9 7 0 ' s .  Furthermore, between 1965 qd;1970, the  government po r t ion  of 
payment f o r  personal  h e a l t h  ca re  expenditures increased by 13 .4%, (as  
opposed t o  an increase  of only 1.1% i n  t h e  previous f i v e  yea r s ) .  In t h e  
years  from 1965-to 1 9 7 0 ,  the  cos t  of h o s p i t a l  c a r e  increased by $13.8 
b i l l i o n  (as  opposed t o  $4.5 b i l l i o n  i n  the  previous f i v e  yea r s ) .  Physi-  
c i ans '  s e rv i ces  a l s o  increased s t eep ly  i n . p r i c e  i n  the:same years .  From 
1960 t o  1965,  they increased by $3':'6i:lliO.n..:-:'. From 1965 t o  1 9 7 0 ,  physi-  
c i ans '  s e r v i c e s  increased  by ' 3  . - 

. .  

d'5.,6 b511T6firn. ..' 

The Medicare program served t o  increase  doc tors '  f e e s  i n  t h r e e  d i f f e r e n t  
ways. F i r s t ,  t he  program caused an increase: in the  overhead by r equ i r -  
ing add i t iona l  paperwork, o f f i c e  he lp ,  and adminis t ra t ive  equipment. 
Secondly, t he  s t a t i s t i c a l  average of doc tors '  f e e s  increased due t o  Medi- 
care  because under t h e  program some former c h a r i t y  p a t i e n t s  began t o  pay 
f o r  s e rv i ces  received. The f igu r ing  i n  of  these  new p a t i e n t s  thus i n -  
creased t h e  f i n a l  s t a t i s t i c a l  average of doc tors1 : fees .  The t h i r d  and 
probably most important increase  i n  doc tors '  f ee s  due t o  Medicare has de- 
r ived  from t h e  reimbursement procedures f o r  doc tors  under t h e  program. 

This procedure s t i p u l a t e s  t h a t  doctors  be pa id  on t h e  b a s i s  of t h e i r  
"usual,  customary, and reasonable" '(UC.R) f ees .  Physicians now began t o  
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pay much c l o s e r  a t t e n t i o n  t o  t h e i r  f ees  than they,,had before ,  t o  calcu-  
l a t e  c a r e f u l l y  what t h e i r  "usual" f ees  were, what those of t h e i r  c o l -  
leagues were, and what they had been i n  the  p a s t .  Ant ic ipa t ing  i n f l a -  
t i o n  o r  t i g h t e r  government contro1;of t h e i r  incomes i n  the  f u t u r e ,  some 
doctors  i n f l a t e d  t h e i r  repor t ings  i n  order  t o  cover f u t u r e  c o s t  .in- 
c reases .  Othersincreased t h e i r  f ees  i n . t h e  b e l i e f  t h a t  only by doing 
s o  f o r  the more a f f l u e n t  p a t i e n t s  could they a f f o r d  t o  t r e a t  poorer 
p a t i e n t s  under the  Medicare 0.r. Medicaid :programs. F ina l ly ,  a s  with 
h o s p i t a l  c o s t s ,  Medicare and Medicaid increased doc to r ' s  f e e s  by stimu- 
l a t i n g  the  demand f o r  doc tors '  s e rv i ces  without increas ing  the  supply of 
doctors .  The average annual increase  i n  doc tors '  f ee s  between 1960 and 
1965 was 2 .8%,  before  implementation o f  the.programs,  but af terwards,  
between 1965 and 1970 ,  i t  was 6 .6%.  

(c) Hospi ta l  Construction: Between t h e  passage of t he  H i l l -  
Burton A c t  of 1946 and..1974, t h e  f e d e r a l  government provided more 
than $2.8 b i l l i o n  f o r  t he  cons t ruc t ion  o f  about 370,000 h o s p i t a l  beds. 
About one - th i rd  of these  were in-new h o s p i t a l s  and t h e  o t h e r  i n  o lde r  
ones. This program has a l s o  served t o  increase  t h e  cos t  of h o s p i t a l  
care .  The poor and ind iscr imina te  planning of t hese  new h o s p i t a l s  has 

9 4 7 , 0 0 0  h o s p i t a l  beds, 200 ,000  a r e  empty a t  any given-time and'i-O0,000 
of them a r e  unnecessary.  According t o  Secre ta ry  of Health,- Education, 
and Welfare,Joseph Califano, each excess bed c o s t s  $ 2 0 , 0 0 0  a year t o  
maintain '-(a t o t a l  of $ 2  b i l l i o n  f o r  t h e  unnecessary beds).  Hospi ta l s ,  
of course,  a r e  very popular with p o l i t i c i a n s ,  s ince  they c r e a t e  the  il- 
l u s i o n - o f  concern with pub l i c  hea l th  and give employment both t o  con- 
s t r u c t i o n  workers and t o  the h o s p i t a l  s t a f f s  themselves. In  1 9 7 4 ,  t he  
Hil l -Burton A c t  was modified t o  requi re  c e r t i f i c a t i o n  o f  need by a s t a t e  
before  new cons t ruc t ion  i s  allowed. However, these  r e s t r i c t i o n s  have 
no t  been implemented f u l l y .  

r e s u l t e d  i n  an excess capac i ty .  HEW es t imates  t h a t  of t h e  n a t i o n ' s  -- 

In  a d d i t i o n .  t o  poor o r  p o l i t i c a l l y  i n s p i r e d  planning, another  f a c t o r  
i n  increas ing  t h e  costs of h o s p i t a l  care  due t o  h o s p i t a l  cons t ruc t ion  
has been t h e  improvement i n  h o s p i t a l  ca re  i t s e l f .  The average length  
of s t a y  i n  American h o s p i t a l s  has decreased from 8.3 days i n  1969 t o  7.8 
days i n  1973 ( t h i s  i s  the  same length  of s t a y  a s  i n  1965). A s  t he  length  
of s t a y  has dec l ined ,  two e f f e c t s  on p r i c e s  have occurred. Firs t ,  the  
same number-of s e rv i ces  i s  provided i n  a s h o r t e r  time, and thus the  c o s t  
pe r  day -h?isl increased(though the  t o t a l  c o s t  of t h e  s t a y  may remain the  
same). Secondly, dec l ine  i n  length  of s t a y  reduces t h e  growth of p a t i e n t  
days; a s  t h i s  dec l ines  a t  t he  same t i m e  t h a t  bed supply inc reases ,  oc-  
cupancy r a t e  a l s o  dec l ines .  The cos t  pe r  empty bed must thus  be spread 
among t h e  remaining p a t i e n t s ,  .and t h e i r  c o s t s  increase .  

I t  may seem t h a t  it i s  cont rad ic tory  t o  blame r i s i n g  cos t s  on both i n -  
creased demand (as  we have emphasized up til now) and a t  t he  same time 
on increased supply of  h o s p i t a l  beds. This apparent discrepancy i s  r e -  
solved when we r e f l e c t  t h a t  t h e  increased supply of beds would meet t he  
demand only f o r  increased demand of i n . a t i e n t  s e rv i ces .  From 1969 t o  
1 9 7 3 ,  ou tpa t i en t  v i s i t s  t o  community + -  o s p i t a l s  - . .  increased by an 
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annual average of  9.13%, while .-the-%.ccupancy rate~':.-in.-~~h~~~:s:am~- pe?i-dd de- 
c l i n e d  by an average o f  1.1%. There has thus  been a decreas ing  demand ? 
f o r  beds a t  t h e  same t i m e  t h a t  t h e r e  has been an increased  demand f o r  o u t -  
p a t i e n t  services. (Outpat ient  v i s i t s  have increased  from 328.9 p e r  1 , 0 0 0  
c i v i l i a n . : r e s i d e n t  popula t ion  i n  1955 t o  859.9 p e r  1,000 i n  1973.) 

11,. I n d i r e c t  Causes: Among t h e s e  might be included t h e  reimburse- 
ment system discussed  above, bu t  a l s o  t h e  c o s t s  of  l abor  and i n f l a t i o n ,  
f o r  which government bears  d i r e c t  r e s p o n s i b i l i t y .  

(a) Labor: Hosp i t a l s  are l a b o r  i n t e n s i v e  i n s t i t u t i o n s .  A hos- 
p i t a l ,  according t o  Blue Cross s ta t i s t ics ,  r e q u i r e s  1 4  times t h e  l abor  
used by a h o t e l  of comparable s i ze .  Moreover, un l ike  p r i v a t e  indus t ry ,  
h o s p i t a l s  cannot i nc rease  product ion and thereby avoid t h e  cost ' :  'prob- 
lems a s s o c i a t e d  wi th  l a b o r  c o s t  i n f l a t i o n .  Also, as a h o s p i t a l  improves 
i t s  s e r v i c e s ,  t h i s  i s  l i k e l y  t o  mean an increased  ..:.@mployment of l abor ,  . 
and n o t  t he  replacement of  l abor  by technology, a s ' . i n  o t h e r  s e c t o r s  of 
t h e  economy. . A s  hosp i t a l . . s e rv i ces  have become more s o p h i s t i c a t e d ,  t h e  
l a b o r  employed i n  them 1.h-a-i;: had t o  be more and more s k i l l e d ;  t h i s  t oo  has 
pushed up i t s  c o s t s ,  as has minimum wage l e g i s l a t i o n .  The number of  e m -  
ployees necessary t o  care f o r  t h e  average p a t i e n t  has increased  from 1.8 
i n  1950 t o  3.2 i n  1973. According t o  HEW, 

?'Demand f o r  h o s p i t a l  s e r v i c e s ,  e s p e c i a l l y  a f t e r  t h e  i n -  
t roduc t ion  of  Medicare and Medicaid, forced  h o s p i t a l s  
t o  compete f o r  s k i l l e d  labor  i n  inc reas ing ly  t i g h t  l abor  
markets. Co l l ec t ive  b a r g a h i n g  agreements, while  s t i l l  
n o t  pervas ive ,  have been inc reas ing  i n  t h e  h o s p i t a l  i n -  
dus t ry ,  adding t o  p re s su res  f o r  h igher  wages. F i n a l l y ,  
t h e  a p p l i c a t i o n  of t h e  minimum wage l a w  t o  h o s p i t a l  e m -  
ployees has helped t o  c l o s e  t h e  earn ings  gap':batween 
t r a d i t i o n a l l y  low-paid h o s p i t a l  workers and workers i n  
o t h e r  s e r v i c e  i n d u s t r i e s  . I t -  (Medical Care Expenditures,  
Pr ices ,  - and Costs:  Background 1, Boo< 1975, p.  4 0 )  

(b )  I n f l a t i o n :  Hospi ta l s  a r e  p a r t i c u l a r l y  exposed t o  i n f l a t i o n ,  
which i s  caused by excessive government spending, because they use i n -  
t e n s i v e l y  many goods and s e r v i c e s  e s p e c i a l l y  a f f e c t e d  by i n f l a t i o n :  
energy , for  hea t ing  and i l l umina t ion  above the  normal usage of  an i n s t i -  
t u t i o n  of comparable s i z e ,  food, and cons t ruc t ion  c o s t s .  D r .  Alexander 
MacMahon, P res iden t  of t h e  American Hospi ta l  Associat ion,  has r e c e n t l y  
s t a t e d  t h a t  1 0 %  of t h e  annual 15% increase  i n  h o s p i t a l  c o s t s  i s  due t o  
i n f l a t i o n  alone.  

CONCLUSION: 

A s  w e  have seen ,  t h e r e  are.a-numb.er of  f a c t o r s  t h a t  s e rve  t o  inc rease  
t h e  c o s t  of h e a l t h  care i n  t h e  United S t a t e s .  Severa l  important causes  
are due t o  the  e f f o r t s  of t h e  government t o  make h e a l t h  care a v a i l a b l e  
t o  more people a t  less  c o s t ,  t o  s t imu la t e  demand but  no t  n e c e s s a r i l y  t o  
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increase  supply o r  a t  l e a s t  no t  i n  the  r i g h t  s e c t o r s .  
mani tar ian po in t  of view, such p o l i c i e s  may seem commendable, a s t rong  
case can be made t h a t  i n  r e a l i t y  they a r e  c r u e l e s t  of a l l ,  s i n c e  they 
r a i s e  c o s t s  f o r  o t h e r s  who could previously a f f o r d  h e a l t h  c a r e  and a l s o  
f o r  those who now have t h e  expec ta t ion  of rece iv ing  h e a l t h  care  more regu- 
l a r l y .  For the  p a s t  s eve ra l  years ,  many d i f f e r e n t  n a t i o n a l  hea l th  ca re  
p lans  have been devised and submitted t o  Congress, and Pres ident  Car te r  
has promised t o  support  and submit such a p lan  of h i s  own by March, 1978.  
Most of t hese  plans have no t  d e a l t  with the  problems of h e a l t h  costs a s  
they have been ou t l ined  here ;  they have n o t  t r i e d  t o  reduce demand f o r  
h e a l t h  ca re  o r  t o  i n su re  t h a t  an adequate supply of h e a l t h  care  i s  main- 
t a ined  under t h e i r  proposals .  

Most na t iona l  h e a l t h  ca re  plans seem t o  approach h e a l t h  problems with t h e  
t r a d i t i o n a l  ideas  of government -.-- . . r egu la t ion  and con t ro l  of t h e  .health 
se rv i ces .  However, this approach i n  the  p a s t  has only r e s u l t e d  i n  inc reas -  
ing the  c o s t s  of h e a l t h  care ;  and i t  would no t  be s u r p r i s i n g  i f  a more 
comprehensive program such a s  i s  apparent ly  contemplated by t h e  planners  
would have s i m i l a r  e f f e c t s .  Perhaps a more v i ab le  and more t imely a l -  
t e r n a t i v e  t o  more of t h e  same kind of government in t e rven t ion  i n  hea l th  
ca re  would be a t r u l y  r a d i c a l  approach; t o  r e l y  on t h e  voluntary p r i c -  
ing  system of the  f r e e  market and the  adjustment of c o s t s  t o  supply and 
demand t h a t  would ensue. 

While from a hu- 
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