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That Part of Omnibus Senate Order No. 657 of 1959
Which is Printed Below in Italics

Ordered, That the Legislative Research Council be directed to make an
investigation and study relative to the problem of air pollution in the met-
ropolitan Boston area; relative to providing hospital and medical care for
retired persons; relative to the establishment of a State uniform building
construction code; and relative to the laws relating to legal holidays and
their Observance; and to file the results of its investigation and study with
the clerk of the Senate on or before the fourth Wednesday of February,
nineteen hundred and sixty.

Adopted
By the Senate, June 3, 1959
By the House, in concurrence, June 11, 1959

ORDER AUTHORIZING STUDY
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To the Honorable Senate and House of Representatives.

GENTLEMEN: The Legislative Research Council submits
herewith a report prepared by the Legislative Research Bureau
relative to providing hospital and medical care for retired persons.
This report was required by part of the omnibus Senate Order, No.
657, directing theCouncil to study this subject.

The Legislative Research Bureau is limited by statute to “sta-
tistical research and facUfinding.” Hence, this report contains only
factual material, without legislative proposals.

Respectfully submitted,

MEMBERS OF THE LEGISLATIVE
RESEARCH COUNCIL

Sen. JOHN E. POWERS
of Suffolk Chairman

Rep. JOHN F. THOMPSON
of Ludlow Vice Chaitmian

Sen. NEWLAND H. HOLMES
of Norfolk and Plymouth

Rep. JOHN W. COSTELLO
of Boston

Rep. FRANK S. GILES
of Methuen

Rep. WALTER F. HURLBURT
of Greenfield
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SENATE AND HOUSE OF REPRESENTATIVES
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To the Members of the Legislative Research Council:

GENTLEMEN: The omnibus Senate Order, No. 657, directed
the Legislative Research Council to make an investigation and study
relative to providing hospital and medical care for retired persons
in the Commonwealth.

The Legislative Research Bureau submits herewith such a report.
Its scope and content have been restricted necessarily by statutory
requirements limiting Bureau output to factual reports without rec-
ommendationsor legislative proposals.

This report was prepared by Professor James R. McPherson of
Cardinal Cushing College, and by Dean Charles I. Schottland and
Professor Robert Morris of the Graduate School for Advanced
Studies in Social Welfare at Brandeis University. In addition,
gratitude is expressed to Mrs. Ida C. Merriam, Director of Program
Research of the U. S. Social Security Administration, who, at our
request, arranged to have that federal agency review this docu-
ment.

Respectfully submitted,

HERMAN C. LOEFFLER, Director
Legislative Research Bureau

LETTER OF TRANSMITTAL TO THE
LEGISLATIVE RESEARCH COUNCIL
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This report is based on a directive of the General Court which
very briefly called for a study of “providing hospital and medical
care for retired persons.” That directive reflected a prior legisla-
tive proposal for a study by a special commission of (1) establish-
ment of a state fund to provide hospital and medical care for retired
persons, (2) methods of raising the necessary revenue for such pur-
poses, and (3) the advisability of requiring employers, including the
Commonwealth and its subdivisions, to take out insurance with pri-
vate insurance companies to protect their retired employees from
the expense of such care.

The report is in accord with the first and third of these items
relative to providing hospital and medical care for all retirees from
both public and private employment, by either a state plan or pri-
vate insurance. It does not cover the tax question implicit in the
second item relative to a study of “methods of raising the revenues”
to pay for health services for retirees from government employ-
ment alone.

The report describes the size of the aged retired population of
Massachusetts and the rest of the nation, the nature and extent of
the hospital and medical care needs of this population, and the in-
surance and other resources available to retirees to meet the costs
of that care. The study summarizes hospital and medical care pro-
grams existing for retirees in Massachusetts and other states, as
well as in certain foreign countries.

Considerable attention is devoted to technical details and aspects
of public and private programs of hospital and medical care for re-
tirees, including types of insurance plans, premiums, benefits and
costs. Alternative proposals for provision of such care are sum-
marized, together with arguments for and against the same.

SV Qlnmmmuupaltlj of HJaaaarlfUHi'tta

HOSPITAL AND MEDICAL CARE FOR
RETIRED PERSONS

SUMMARY OF REPORT
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Finally, an attempt is made to indicate the general order of
financial magnitude of the additional cost to the Commonwealth of
providing health services for all retirees in its population aged 65
and over. This cost cannot be estimated in specific terms until the
General Court has decided on many features of the program it
prefers.

The scope of this report has been restricted to retirees aged 65
or more, since the available data are based primarily on this age
group. Unfortunately, most of those data relate only to the nation
as a whole rather than to individual states, including Massachusetts.

THE AGED POPULATION OF THE U. S. AND MASSACHUSETTS
Size and Trends in Growth

The number of persons aged 65 or more in the United States has
been increasing rapidly since the turn of the century, due to ad-
vances in medicine, nutrition and living standards which have in-
creased life expectancy. This aged group, which composed only
4% of the national population in 1900, today accounts for 8.8%
thereof or 16 million inhabitants; this figure is expected to rise to
20 millions by 1970.

Nearly half of the aged population resides in the eight states of
New York (1.5 million), California (1.1 million), Pennsylvania (one
million), Illinois (920,000), Ohio (837,000), Texas (669,000), Mich-
igan (586,000) and Massachusetts (530,000). At least 10.7% of the
total Massachusetts population is aged 65 or more, in excess of
the 10.2% of Florida and the 8.5% of California.

In the nation as a whole, women aged 65 or more slightly out-
number men of the same age group by a ratio of 10:9. By 1975,
this imbalance in favor of women is expected to widen to 10:7. The
unfeven division of the age group between women and men has sig-
nificance for programs of medical care for the aged, since older
women are less likely to have income from employment, social secu-
rity or other sources with which to pay their medical bills.
Living Conditions

The increased life span in the United States has been accompanied
by a decrease in the percentage of gainfully employed aged from
68% in 1900, to 35% in 1958 and a rise in the period of retire-
ment of aged individuals from 2.8 years to 6.5 years. About 55%
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of older people are homeowners. A majority of the aged live with
relatives, although the longer life of women results in only 30% of
women aged 75 or more residing with relatives. Three percent of
the aged reside in institutions.

HOSPITAL AND MEDICAL NEEDS OF AGED

Nature of Needs of Aged
Since old age and chronic illness are closely associated, the in-

crease in the number of aged has accentuated chronic illness as a
public health problem, and has emphasized the distinctive pattern
of hospital and medical care required by the aged. Older people
need more medical care over longer periods of time, and much more
personal and nursing care at home or in institutions than do
younger persons. Thus, at least 90% of the patients in nursing
homes are aged 65 or more, of which 66% are women. Non-profit
homes for the aged must furnish extensive nursing and other care
to between 25% and 50% of their inmates.

The aged are a low-income group with higher than average med-
ical and hospital costs, and thus have greater difficulty in meeting
these costs. Federal studies of Old Age, Survivors and Disability
Insurance (OASI) beneficiaries in 1957 revealed that only 3% of
these beneficiaries had no medical costs, 83% had costs of less than
$BOO, and 9% had costs of $BOO or more. Hospitalization accounted
for 64% of the medical costs of aged married couples, and for 77%
of such costs of unmarried aged persons. Since OASI beneficiaries
constitute over 92% of all Americans aged 65 or more, these sta-
tistics are fairly indicative of the plight of the aged in general.

Ability of Aged to Pay Medical Costs
Methods used by aged persons to pay their hospital and medical

costs show, with some overlapping, the following usage of their re-
sources to pay medical bills of $5OO or more: (a) personal savings,
40%; (b) current income, 16.6%; (c) assistance from relatives,
14.6%; (d) public assistance and other forms of relief, 8.2%; (e)
hospital and health insurance, 7.6%; (f) loans through mortgage of
property, 7.2%; (g) other resources, 8%. Another 9.6% of these
aged persons stated that they had no resources with which to meet
such bills.
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Inadequacies of the income and assets available to most aged
persons to meet medical costs is clearly indicated by the following
statistics. In dollar terms, persons aged 65 or more received a total
of approximately $3O billions of income from three major sources
in 1958, as follows: (1) income maintenance plans, including OASI,
railroad retirement pensions, other public retirement, public assist-
ance, and private plans, $11.7 billions (39%); (2) employment, $lO
billions (33%); and (3) miscellaneous sources such as dividends,
rentals, etc., $8.3 billions (28%).

In terms of numbers of aged persons in 1959, 73.4% of the aged
relied on social security and other similar programs for income;
25.2% had income from employment; 16% received public assist-
ance; and 7% had no money income or other resources. Social
security payments are the largest single source of income for the
aged. Employment provides the next largest source of income,
though on a continually declining basis as a percentage of income
of all aged.

Studies of the distribution of income among persons aged 65 or
more reveal that 57% of these individuals have incomes of less than
$l,OOO a year from all sources. Generally, the assets of the aged
are quite limited: 27% have no such assets; 27% have assets of up
to $1,000; 27% possess assets ranging from $l,OOO to $10,000; and
only 11% have greater assets.

PRESENT PROGRAMS OF HOSPITAL AND MEDICAL
CARE FOR THE AGED

Foreign Practice
Many foreign nations have some form of medical care insurance

or assistance program sponsored by the government. Most of these
programs provide medical care or medical services for the insured
working population, while a few furnish such care to the entire na-
tional population.

Foreign medical care plans vary greatly: some are administered
by a public agency, others by nongovernmental organizations, and
the remainder by quasi-governmental agencies. Most are financed
exclusively through insurance contributions, while some rely on (a)
payroll taxes resembling the U.S. Social Security Tax, (b) general
taxes, or (c) combinations of the foregoing. The general pattern
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in the nations with medical programs is to have the program cover
persons of all ages, and not to limit coverage to the retired alone.

Recent studies establish the following categories of types of na-
tional medical programs in use in many different countries of the
world.

(1) Twelve countries covering old-age beneficiaries, without con-
tribution. These nations maintain both an old age insurance and a
sickness insurance program on a compulsory basis, with coverage
under both being an incident of employment rather than of resi-
dence alone. Retirees are eligible for benefits, without being re-
quired to pay further contributions after retirement. Benefits of
retirees are generally the same as for employed persons.

(2) Six countries covering old-age beneficiaries, with contribution.
The practices of these governments resemble those of the preceding
group of nations except that old-age beneficiaries must pay a con-
tribution for sickness protection after they retire.

(3) Four countries covering pensioners on a voluntary basis. These
nations permit old-age pensioners to insure themselves voluntarily
under the public sickness insurance program, subject to contribu-
tions by such pensioners for this protection.

(4) Eight countries covering all residents, including pensioners.
These jurisdictions, including Great Britain, have comprehensive
compulsory medical benefits programs embracing all residents of
all ages, including old-age pensioners. The programs in effect vary
in their requirements, methods of financing, and administration.

(5) Three countries covering pensioners in other ways. Three gov-
ernments provide medical benefits to old-age pensioners under cer-
tain circumstances, as part of general health insurance or other
programs.

(6) Twelve countries not covering pensioners for medical benefits.
Those governments maintain both old-age insurance and sickness
insurance plans, but do not cover old-age beneficiaries for medical
benefits under the latter plan.

Programs in the United States
A variety of governmental and nongovernmental programs exist

in the United States to provide medical care or pay for the costs of
medical care of retirees. However, there is no nation-wide govern-
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ment sponsored scheme of medical and hospital insurance covering
all of the aged, as in Great Britain or Canada. Such coverage as
is available is thus limited to persons belonging to particular groups,
including beneficiaries of old age assistance, members of some gov-
ernment employee retirement systems, and participants in plans de-
veloped for employees of particular firms.

Governmental Programs of Medical Care. Governmental plans of
medical and hospital care and insurance in the United States may
be classified under three major headings: (1) veterans’ programs,
(2) public assistance to the aged, and (3) public employee plans.

(1) Veterans’ Programs. Approximately two million of the na-
tion’s 22.5 million veterans now receive medical and hospital care
for service-connected disabilities under programs administered by
the U. S. Veterans’ Administration. About 20% of all patients in
VA hospitals are aged 65 or more; and, generally, veterans aged
65 or more in the country receive 56.6% of their general hospital
care for service-connected and non-service-connected disabilities.
The number of veterans aged 65 or more is expected to double by
1976, with resulting increases in expenditures for care.

(2) Public Assistance to the Aged. Old age assistance payments
are made to about nine million individuals in the United States an-
nually; and another 2.4 million aged persons receive help under
other public assistance programs of the federal, state and local gov-
ernments. The eligibility of older persons for medical benefits
under public assistance is usually determined by state and local
authorities with a view to the needs and resources of the person to
be helped.

Specific provisions for nursing-convalescent home care of old age
recipients exist in 49 states; 39 state programs pay for drugs; and
35 states furnish old-age assistance beneficiaries with hospitaliza-
tion and practitioners’ services. Massachusetts has a well developed
public welfare plan of medical care for the aged which covers be-
tween 80,000 and 100,000 persons at an aggregate monthly cost of
about $3.5 millions.

(3) Public Employee Plans. Retired government employees in
certain cases enjoy medical and hospitalization benefits under cer-
tain governmentally-sponsored assistance and insurance plans.
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Thus, the federal government provides a program of medical and
hospital care for retired military and naval personnel, and for cer-
tain other retired federal officials. And Massachusetts law allows
local governments to include retired employees within the coverage
of group health and medical insurance purchased for local govern-
ment personnel.

Nongovernmental Programs of Medical Care. Assistance for med-
ical and hospital care may be obtained by elderly retired persons
from one or both of two major nongovernmental sources, namely:
(1) charity, or (2) insurance coverage on a group or individual
basis with private non-profit or commercial insurance companies.

(1) Charity. Nongovernmental hospitals ordinarily furnish some
medical care to the needy of all ages free of charge, or at less than
cost, after examining the financial status and resources of the pa-
tient. Over $4.5 millions of unreimbursed medical care was sup-
plied to the needy of all ages in 1958, by 27 hospitals belonging to
the United Community Services of Metropolitan Boston.

(2) Insurance. Currently, at least 1,200 different organizations
now provide voluntary health insurance coverage to 123 million
Americans, (71% of the population) including six million persons
aged 65 or more. The types of coverage sold by these organiza-
tions fall into five categories, namely: (a) Blue Cross hospitalization
plans, (b) Blue Shield surgical-medical plans, (c) group insurance
company plans, (d) accident and health company policies, and (e)
independent plans.

At least half of all private expenditures for hospital services in
the United States and about 30% of all such expense for physicians’
services for the care of persons of all ages were paid for through
voluntary health insurance in 1958; these expenditures aggregated
$l6 billions. Approximately 111 million persons (64% of the popu-
lation possessed surgical care insurance coverage in 1958; and 75
million (43% of the population) had major medical expense cov-
erage or other special medical expenseprotection.

FEATURES OF HEALTH AND MEDICAL INSURANCE POLICIES
Forms of Insurance Coverage

The public, including persons aged 65 or over, has obtained health
insurance through four main avenues described below, namely: (1)
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community-rated premium plans, (2) experience rated group
premium plans, (3) individually-set premium nongroup insurance
plans, and (4) independent plans.

(1) Community-Rated Plans. Programs of this type, of which
Blue Cross and Blue Shield are the most notable examples, use
premiums determined from the experience of the entire number of
persons insured by the insurance company in a geographical area,
inclusive of lower-than-average, average, and above-average risks.
The additional cost of the above-average risk is spread over the
entire group and raises the premium for all participants slightly.
To avoid increased premium costs resulting from the inclusion of
aged persons in the group, some plans lower the benefits available
to the aged and thus approximate the cost of service to younger
members of the insured group. Alternatively, older members of the
insured group may be charged a larger premium. Some plans for
groups including aged combine these two practices.

Usually, older persons are covered by the community plan as long
as they continue in active employment. When they retire, they are
normally offered the alternatives of (a) converting to a type of
membership for which they pay premiums directly to the plan, in-
stead of through the group; or (b) they may discontinue their in-
surance. The former alternative is generally preferred.

(2) Experience-Rated Group Premium Plans. Insurance schemes
of this category use, as their basis, the group of persons covered by
the particular group policy, such as the employees of an individual
firm. These plans are thus distinguished from the foregoing com-
munity plans using the experience of a “group” of all insured per-
sons living within a given geographical territory.

Until recently, only active employees and their dependents were
accepted as participants in experience-rated group premium plans.
Some plans have offered the group member who is retiring an op-
tion of converting to an individual policy with the same insurer.
However, a trend has developed for the continuation of retirees
under such plans: such inclusion may entail a reduction of benefits
available to the retiree, or increased premium charges for coverage
of these individuals. Active employees frequently resist the inclu-
sion of retirees in the company plan, unless the employer agrees to
absorb the entire excess cost resulting from coverage of retirees.
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(3) Individually-Set Premium Nongroup Insurance Plans. Second
only to group conversions as a main source of existing health in-
surance among the aged is the continuation of a nongroup policy
purchased when the person was younger and maintained after
reaching age 65. Increasingly, aged persons are also able to obtain
policies after the 65th milestone. In either case, the policy is
financed by the individual. The vast majority of such policies are
cancellable at the option of the insurer, though an increasing pro-
portion are noncancellable or guaranteed renewable up to a speci-
fied age. The latter two types call for higher premiums than is the
case with cancellable policies. Premiums may be raised from time
to time, if the insurance company changes the premium for all poli-
cies of similar form or class.

(4) Independent Plans. Another category of programs seeks to
provide medical and hospital benefits through some form of con-
tributory self-insurance by an entire body of persons. Frequently,
the entire membership of this type of plan is composed of employees
(and pensioners) of a common employer, or members of a trade
union. Contributions from the members and/or employer go into
a health and welfare fund, employee hospital association, or mutual
benefit association, from which benefits are paid or covered serv-
ices are supplied. The premium system employed to finance the
plan may be community-rated, or experience-rated. Nearly 200,000
retired workers and their dependents were reported covered by 79
out of the 174 plans in 1957.
Premiums and Benefits

There is wide variation both in benefits and in premium charges
for insurance policies covering the aged. The extent to which the
risk is spread among all age groups or concentrated on the aged as
a separate group, and the extent to which costs are insured through
broad benefits or left to be met at the time of illness, are basic
factors in premium rates. Further, the selling and administrative
costs vary for different classes of policies. In pricing a given set
of benefits an insurance company necessarily adds to the expected
claims costs the costs of selling the insurance, as well as premium
taxes and the costs of billing and collecting premiums. Some of
these items are more expensive per person insured on an individual
basis than when the insured is under a group policy.
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The Council report analyzes the benefit of a number of different
insurance plans, including retirees within the scope of coverage.
Two of the plans cover groups composed solely of retired persons.
They generally reveal a more conservative benefit structure for re-
tirees, in an apparent effort to keep premium costs within their
financial reach. Thus, of 80 Blue Cross group plans, at least 22 were
found to furnish less generous benefits for retirees than for active
workers insured.

PROGRAMS AVAILABLE FOR MASSACHUSETTS AGED

Insurance for Aged Under State Law
Massachusetts laws contain at least three major features in-

tended to assist in the medical care insurance of aged persons:
Workmen Compensation. The Massachusetts Workmen’s Com-

pensation (Industrial Accident) Law applies to older workers as
well as to the general population and pays for all reasonable med-
ical costs of injuries or illness arising from employment.

Accident and Sickness Policies. The laws governing insurance com-
panies and benefit associations require certain “standard provisions”
to be incorporated in all accident and sickness policies, with respect
to (a) cancellation and reinstatement privileges, (b) the responsi-
bilities of the insured and insurer at time of loss, and (c) payment
of premiums and benefits within specified times. The Compulsory
Motor Vehicle Insurance Law also requires coverage of risks of
medical care expense.

State and Local Government Employees’ Group Insurance. Two
Massachusetts statutes provide for group health insurance of state
and local government employees. The law relative to group cov-
erage of state employees provides for continued coverage of retired
state employees; but such retirees must pay the full amount of their
own premiums. In contrast, a local option provision in the law
authorizing local governments to purchase group health coverage
for their employees permits the local government to pay 50% of
the premiums of each retired employee.

Other State Programs

Hospital and medical care for older persons, on a noninsurance
basis, is furnished to certain aged under other Massachusetts stat-
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utes, namely: (1) the medical care programs for persons on old-
age assistance and other public assistance; and (2) the institutional
care programs of the State Departments of Mental Health and
Public Health. The former Department cares for over 8,400 older
people in state mental hospitals at a cost of more than $l5 millions
annually; the latter agency spends $2 millions yearly for special as-
sistance to the elderly.

The Commonwealth expends $97 millions annually for Old Age
Assistance, of which about $4O millions or 41%, are for medical care
of the indigent aged. The pending Forand bill, summarized below,
would shift much of these state costs to the Federal government.

Federal Employees’ Program

Some 60,000 federal employees working in Massachusetts will be
able to participate in a federal employees’ health insurance plan
authorized by a 1959 Act of Congress. The federal employee will
have 4 or more choices of insurance schemes suited to his needs.
Massachusetts limits the state or local government employee to only
one plan.

ALTERNATIVE PROPOSALS TO PROVIDE MEDICAL CARE
INSURANCE FOR AGED

The six following alternative means of providing medical and
hospitalization insurance for retired persons are examined in the
Council report, together with arguments pro and con.

1. Voluntary Insurance Without Government Assistance

The rapid growth of voluntary insurance covering medical care
for the aged has led many authorities to believe that the problem
of medical help for the aged can best be handled through volun-
tary insurance without governmental participation. These advo-

cates foresee a coverage of almost 70% of the aged by 1970. With
OASI covering another 10%-15%, a very large proportion of the
total aged population would be insured. However, to make suf-

ficient headway with the problem, it would be necessary to liber-
alize benefits and increase the number of persons covered, with a
resulting rise in premium costs.
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2. Government Assisted Voluntary Insurance
Alternatively, various proposals have been advanced, all based

on voluntary insurance coverage, with governmental assistance.
These proposals include:

(a) Pooling of risks of two or more carriers so as to spread
claims burdens over a larger body of people.

(b) Reinsurance of health insurance carriers by the federal
government, against abnormal losses resulting from coverage of
the aged.

(c) Regulation by Congress or by state legislatures of the form
that medical and hospitalization insurance policies take. Recent
New York legislation requires that such policies be noncancellable,
except for nonpayment of premiums. Other proposed regulations
would require carriers to accept impaired risks regardless of age.

(d) Deduction of medical and hospital insurance premiums from
social security checks of the aged with their approval. The prin-
cipal obstacle to this is the small amount of the monthly OASI
pension paid; the deduction of the health insurance premium would
reduce this monthly check by about 7% with consequent hardship
for at least half of the nonmarried pensioners and 40% of pen-
sioned married couples.

(e) Subsidy of premiums by the federal or state governments.
Such subsidies have been proposed to absorb the excess cost of
above-average risks, and to pay part of the premiums for persons
of low income.

3. Federal Grants to Stales and Stale Aid for Medical Care Programs

Federal, state and local government revenues are now used to
pay all or part of the medical and hospital costs of needy persons
of all ages. Direct support might be increased through (a) an
expansion of the medical services provided under public assistance,
and (b) through an extension of aid under a special program for|
the medically indigent with a somewhat more liberal test of need.
The latter program could be supported by federal matching grants
to the states, and might be administered through either the State
Department of Public Welfare or the State Department of Public
Health.
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4. Federal Social Insurance Programs for Medical Care of the Aged
A fourth category of proposals involves the provision of medical

care to the aged through the mechanism of Social Security. Most
recently, this approach has been embodied in the so-called Forand
Bill (H.R. 4700, Ist Session, 86th Congress). This bill would:
(1) provide up to 60 days of hospitalization for beneficiaries of the
Social Security system; (2) pay the costs of not more than 120
days of combined hospital and nursing home services; and (3) pay
for surgical services. It proposes to finance this program with a
compulsory payroll tax of %% each for employer and employee,
with Ys% to be paid by the self-employed. Enactment of such a
federal proposal would alter the character of any separate Massa-
chusetts program which might then be in effect.

Arguments of Forand Bill Proponents. Those urging federal action
along lines of the Forand bill argue that there is a great unfilled
need for hospital and medical care insurance among the aged. They
state that private insurance cannot meet these costs, and that
many aged are not and will not be covered by private insurance.
Unless the benefits are meager, the premiums will he too high, so
that many aged cannot afford it. Proponents contend that a fed-
eral social insurance program of medical care would stimulate
private insurance sales, and would provide more adequate coverage
for those under 65 if social security provided coverage for those
over 65. These proponents deny that “socialized medicine” would
result from the Forand bill and hold that federal plan of hospital
and nursing home benefits for the aged need not interfere in any
way with medical practice, including the doctor-patient relation.

Arguments of Opponents of Forand Bill. Those opposed to the
Forand bill argue that the plan is a form of “socialized medicine”
since it will lead to government interference with hospital and
medical practice. They believe that additional federal programs
should be avoided, and that this program could encourage exces-
sive use of hospitals by persons who should be cared for in other
ways.

The critics also argue that other alternatives, such as subsidies
to the aged or insurance carriers, hold less danger to traditional
medical practice. They assert that there is no need for another
government program competing with private enterprise, and that
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such competition will destroy private medical insurance for the
aged.

5. National Compulsory Insurance with State Operation
Some consideration is being given to a plan such as the Forand

bill which would be financed by a federal social security tax but
would be administered by the states. Under these proposals, the
state might act as agent of the federal government in providing
the actual services, or many other inter-governmental
ments could be worked out.

6. Independent State Plans

Although state legislatures have considered a variety of pro-
posals, little action has been taken by states to develop publicly-
supported programs of medical care for the aged other than the
programs already operating in Massachusetts and previously dis-
cussed. A variety of plans are possible —so many in fact that it
is impossible to discuss them all in this report.

Arguments of Proponents of a State Plan. Those favoring state
action argue that the four states of California, New York, New
Jersey and Rhode Island provide for insured benefits for temporary
disability to workers in industry and other occupations and none
of the fears expressed when the programs were initiated have ma-
terialized. The programs are successful. Proponents note that
Massachusetts now has the leading program of medical care for
needy aged, and urge its extension to all aged. They state that
Massachusetts should not wait for federal action which may or
may not be forthcoming. The state program can be adapted to
any future federal plan, as necessary.

Arguments of Opponents of State Action. Those who oppose estab-
lishment of a state plan assert that it will impose another tax
burden on Massachusetts employers and workers. This burden
will add substantially to business costs in Massachusetts.
leaders already complain of high Massachusetts costs for Work-
men’s Compensation and Unemployment Insurance.

Other opponents who favor a federal approach, claim that if
there is to be a governmental plan, it should be managed federally.
The federal tax base is broader and its coverage is wider. There-
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fore, risks and costs can be spread more easily. The relatively
large Massachusetts aged population will result in a higher pre-
mium cost if Massachusetts “goes it alone.” These opponents de-
clare that a state plan would involve complicated state-local rela-
tions and would require numerous administrative, legal, and per-
haps constitutional changes. Further, a state plan might bring
indigents into the state because of the better medical care pro-
grams.

COST BACKGROUND Of HOSPITAL-MEDICAL PROGRAM
FOR MASSACHUSETTS RETIREES

This report cannot now formulate specific total estimated costs
to provide hospital and medical insurance for retirees in Massa-
chusetts. These estimates will vary tremendously. Until the Gen-
eral Court decides on the major features of a program, cost esti-
mates cannot adjust for the many different assumptions which
must be made.

However, to indicate the general magnitude of the total cost of
such a program the report first summarizes the cost aspects of five
existing hospital-medical care plans in this country, together with
the benefits they bring to their insured. These programs are: (1)
the Massachusetts state employees’ group insurance plan, (3) the
individual insurance plan of Blue Cross-Blue Shield, (3) the Kaiser
Foundation Plan, (4) Group Health of Washington, D.C. and (5)
the “65 Plus” insurance policy of the Continental Insurance Com-
pany. They have annual costs ranging from $60.80 to $87.60 per
year for each individual covered, with larger charges for insured
family groups. Four of the five plans cover a general age cross
section for which medical costs are less than for the aged alone.

It is then pointed out that about 281,000 retirees woidd be in-
cluded in the proposed program for Massachusetts, after deduction
of aged persons who would not qualify.

By multiplying the above range of costs among the five plans, by
the 281,000 retirees, it is indicated that the general cost magnitude
of the proposed hospital-medical care program for the Common-
wealth may range from $l7 million to $25 million a year. The re-
port expresses the opinion that various factors will make the cost
increase to or above the latter total amount.



�

c

The legislative directive for this study by the Legislative Re-
search Council called for an investigation and study “relative to
providing hospital and medical care for retired persons” (part of
Omnibus Senate Order, No. 657, reprinted on the inside of the
front cover).

Prior to enactment of this directive, a petition by Senator Otto
H. Burkhardt of Hampden, Hampshire and Berkshire (Senate, No.
365 of 1959) called for the establishment of a special commission
consisting of legislators and others to report on (a) the establish-
ment of a state fund for providing hospital and medical care for
retired persons, (b) the methods of raising the necessary revenue,
and (c) the advisability of requiring employers, including the com-
monwealth and its political sub-divisions, to purchase insurance
with private insurance companies to provide such care for their
retired employees.

This legislative proposal was favorably reported by the Joint
Committee on Public Welfare and the two Rules Committees. The
Senate Ways and Means Committee then proposed substitution of
a joint order directing the Legislative Research Council to make
the study, rather than a special commission. This order was
adopted by the Senate on June 3 and by the House on June 11,
1959, after approval by the House Ways and Means Committee.

Previously a report of the Special Commission on Audit of State
Needs, titled: Needs of Massachusetts’ Older Citizens proposed
the creation of a special 14-member commission of legislators and
others to study means to provide wider health insurance for older
persons at reasonable cost with reasonable protection against the
hazards of cancellation or termination of such insurance (House,
No. 2500 of 1959, Appendix A). Such a proposal ultimately be-

®lj* (Cmnmmuuraltl) at ilaafiarijithjettfi

HOSPITAL AND MEDICAL CARE FOR RETIRED PERSONS

CHAPTER I. INTRODUCTION

Legislative Background
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came Chapter 89 of Resolves of 1959. However, the resolve was
not implemented because it was correctly assumed that this Re-
search Council report will cover much of the same ground except
that the Council by statute is prevented from making recommen-
dations.

While the legislative directive for this study (Senate, No. 657)
requires a study of hospital and medical care for “retired” persons,
the legislative history indicates that the intent was to require a
study of such care for the “aged” and not for younger persons
who may have “retired” by reason of permanent disability, unem-
ployment, or other factors. This report therefore deals with the
former rather than the latter groups.

This study discusses the basic factors of health and medical care
programs for the aged. These factors include an analysis of our
aged population both for the United States as a whole and for Mas-
sachusetts in particular (Chapter II); some comments on the
medical care needs of the aged (Chapter III); and an indication of
the income status of the aged (Chapter IV). It then summarizes
present programs of medical care for the aged, setting forth related
foreign experience, public and voluntary insurance programs in the
United States, and special programs in Massachusetts which touch
upon the problems (Chapters V-VIII). Another chapter considers
various alternatives of federal or state action, voluntary insurance
or social insurance (Chapter IX). A final chapter discusses for
illustrative purposes the financial aspects of applying five medical
plans to relevant conditions in Massachusetts (Chapter X).

A number of studies and documents are available for those seek-
ing a more detailed analysis of various phases of the subject dis-
cussed in this report. The following three publications are of par-
ticular interest for this purpose:

Hospitalization Insurance for Beneficiaries under Old Age and
Survivors’ Dependent Insurance. This federal report was recently
submitted to the U. S. House Committee on Ways and Means by
the U. S. Secretary of Health, Education, and Welfare (April 3,
1959, U. S. Government Printing Office). The present study bor-
rows heavily from this federal report which is a public document,

Scape of Study
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and which has been accorded wide recognition. Various tables and
other material have been quoted verbatim from it without acknowl-
edgment in every instance.

The Aged mid Aging in the United States. This document re-
prints Hearings by the Subcommittee on Problems of the Aged and
Aging of the Committee On Labor and Public Welfare, United
States Senate on June 16, 17, and 18, 1959 (U. S. Government
Printing Office). In particular use is made of the section dealing
with Income, Maintenance and Financing of Medical Care (Sec.
111).

Needs of Massachusetts’ Older Citizens. Report of the Special
Commission On Audit of State Needs, House, No. 2500 of 1959
(particularly Chapter V, “Health Needs and Services” which in-
cludes discussion of the cost of health insurance coverage for the
aged).

The Aged in the United States
The terms “aging” and “aged” are relative and no single defini-

tion will serve all purposes. Individuals “age” at very different
rates; the same person may be too “old” for purposes of holding a
specific job, but too “young” for purposes of receiving old age
benefits under the Social Security Law.

For purposes of this study, the age of 65 has been used as the
lower limit in defining the aged because available data are based
primarily on this age. It is the age of eligibility for retirement
under the Federal Social Security Program and under many volun-
tary retirement plans; it is the age of eligibility for old age assist-
ance, (i.e., relief); and it is also the age at which many health and
medical insurance programs restrict or terminate coverage.

The aged in the United States are increasing rapidly. Today,
almost 16 million people are 65 or more years of age, or about
8.8% of the population. Some states are of course above, and
others are below the national average. The larger states, however,
tend to group close to the national average. The eight states, in-
cluding Massachusetts, which have more than a half million aged
persons and account for almost half of the total aged population of
the country, are listed below:

CHAPTER H. OUR AGED POPULATION
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TABLE 1
Eight States with Largest Populations Aged 65 or More:

New York 1,506,000
California 1,183,000
Pennsylvania 1,041,000
Illinois 920,000
Ohio 837,000
Texas 669,000
Michigan 586,000
Massachusetts 530,000

i These estimates by the Bureau of the Census are based on the 15,188,200
aged persons in the country in June 1958; the present aged population is
larger.

Over recent decades, both the number of aged and their propor-
tion of the total population have increased. Thus, in 1900 there
were approximately three million aged in the nation, constituting
4% of the total. Today the proportion is 8.8%. By 1970 it is esti-
mated that the proportion will have risen to 9 % or more, and there
will be 20 million persons over 65 years of age.

Life Expectancy. The growth in the number of aged is due to
increased life expectancy which is attributable to advances in
medicine and nutrition, which, among other things, have lowered
infant mortality rates, and to the rising standard of living. In
1900, a man aged 65 had a life expectancy of 11% years; today, he
may expect to live another 13 years. Similarly, the life expectancy
of a woman aged 65 is now 15% years, indicating that women, on
the average, live longer than men. The increase in life expectancy
is indicated specifically in the following table:

TABLE 2
Life Expectancy of White Males and Females

In Selected Years from 1900 to 1970

Years of Life Remaining:

Selected At Birth At Age 65

Years Male Female Diff. Male Female Diff.
1900 to 1902 .... 48.2 51.1 2.9 11.5 12.2 0.7
1949 to 1951 .... 66.3 72.0 5.7 12.8 15.0 2.2
1955 to 1960:

“High” mortality , 66.6 72.6 6.0 12.6 14.8 2.2
“Medium” mortality 67.7 74.2 6.5 12.7 15.3 2.6
“Low” mortality . . 69.6 77.0 7.4 13.1 16,3 3.2

1970 69.8 76.4 6.6 _ _ _
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Sex and Age Distribution of Aged. The increase in the number
and proportion of older persons since 1900 has been accompanied
by an increase in the proportion of women in this population. In
1900, there were more men than women aged 65 and over; in 1950,
the ratio had been reversed and there were nine men for every ten
women; and by 1975, projections indicate there will be roughly
seven men for every ten women. On this basis, there will be some
three million more aged women than men in 1975 if the present
trend continues in a total population which will then contain ap-
proximately 12 million women and nine million men. After still
another 25 years government actuaries estimate that this aged
population will be 28 million by the year 2,000, containing approxi-
mately 17 million women and 11 million men. This uneven divi-
sion of the older population between the sexes has significant im-
plications for programs of medical care for the aged. Older women
are likely to have less income from employment, Social Security or
other sources with which to pay for their medical care than older
men.

In terms of age as well as sex distribution, the makeup of the
older population group differs radically from that group a half
century ago. Of all persons over 65, more than one-third are now
over 75; almost one in seven is over 80.

Living Arrangements. The majority of aged persons live with a
relative. Thus, two-thirds of all men 65 and over, and more than
half of all men over 75, live with their wives. Because they live
longer than men, only two out of every ten women aged 75 or over,
are living with their husbands; three out of ten are living alone or
with non-relatives; and the remainder, or about half of the ten live
with other relatives. More than 3% of the aged live in institu-
tions. Fifty-five percent of the aged own their own homes, as do
66% of the nonfarm families whose head is 65 years or older.

Employment. The increased life span of the population has been
accompanied by a decrease in the percentage of the aged which is
gainfully employed. Although men today work longer than they
did 50 years ago, they also spend more time in retirement, in part
because of Social Security benefits. Thus, between 1890 and 1940,
the proportion of employed males aged 65 and over, declined from
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68% to 42%; by the end of 1958 the ratio had dropped to 35%.1

In 1900, a man of 20 had a life expectancy of 42.2 years, a working
life of 39.4 years and an expected period of retirement of 2.8 years.
By 1955, his life expectancy had increased to 49.5 years, his work-
ing life to 43.0 years, and his outlook for retirement had increased
to 6.5 years. 2

As indicated in Table 1 above, Massachusetts has 530,000 resi-
dents 65 years of age and over, or 10.7% of its total population.
This is higher than the comparable ratio of 8.8%, but smaller than
the ratios for the six other states shown in the following tab-
ulation.

TABLE 3
Ratios of Persons, Aged 65 or 'Over to TotalPopulations

in Massachusetts and Six States with 'Higher Ratios
Vermont 11.6%
lowa 11.2%
New Hampshire 11.0%
Maine 10.9%
Missouri 10.8%
Kansas 10.8%
MASSACHUSETTS 10.7%

An expansion of this tabulation shows that the Massachusetts
ratio of 10.7%, aged, is higher than the comparable Florida ratio
of 10.2%, and the California ratio of 8.5%.

Nature of Needs
Although various authorities have developed some rough guide-

lines as to services and facilities needed for hospital, medical and
related care of the aging, there is still no precise basis for deter-
mining what constitutes a satisfactory program. Two significant
factors, however, are known:

1. Older persons have greater need for hospital, nursing home, and other
medical services than younger persons.

2. The aged population of 65 and over have less income from which to
meet the costs of medical care than do younger persons and fewer of

CHAPTER 111. HOSPITAL AND MEDICAL
NEEDS OF AGED

The Aged in Massachusetts

1 Ashley, E. E. “'Designs for Retirement,” Public Health Reports, December
1959, 1076.

2 Ibid., p. 1080-81.
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the aged have less coverage through voluntary or health insurance
plans.

The conquest of epidemics and the general advance in preven-
tion, diagnosis, and treatment of many diseases have accentuated
chronic illness as an important health problem. Since old age and
chronic illness are closely associated, the aged have a distinctive
pattern of need for hospital and medical services. Older people
require more medical care, extended over longer periods of time,
with much more personal and nursing care being necessary at
home or in institutions than is the case for younger persons. These
requirements are indicated in the following table which is based
on findings of the National Health Survey:

TABLE 4
Health Conditions and Needs of Older and Younger Persons, 1957-1958

Yearly Rate Per 100 Persons Who:
Are Aged Are Are

65 Under of All
Health Conditions and Needs and Over Age 65 Ages

Days of (Restricted Activity 4,730 1,743 2,000
Days of Hospital and other (Bed Disability 1,630 697 780
Days in Short-stay 'Hospitals 178 76 85
Incidence of Acute Conditions .... 163 269 260
Persons with One or (More Chronic

Conditions 76 38 41
Persons with Activity 'Limited by Chronic

'Conditions 42 7 10
Persons Injured 25 28 28
Physician Visits 680 514 530
Dental Visits 80 168 160
Source: National Health Survey; based on first quarter data.

Does not adjust for deaths during year.

The above table demonstrates the greater health needs of the
aged. Other studies show that the aged spend twice as many days
per capita in general hospitals than the population as a whole, that
acute illnesses occur less frequently among the aged whereas
chronic conditions arise more frequently.

There is greater disparity as regards the use of nursing home
care. A survey by the U. S. Public Health Service in 1953-54
found that (a) 90% of the patients in all proprietary nursing
homes were 65 or over, and (b) two-thirds of the patients were
women (Public Health Monograph No. 46, 1957). Studies of non-
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profit homes for the aged reveal the same pattern; between 25%
and 50% of the residents are in need of extensive nursing and
personal care.

Medical Care Costs of Aged
The aged are a low income group with higher than average

medical costs and have difficulty in meeting medical expenses. This
dilemma is illustrated by the finding of a study in 1957 of the bene-
ficiaries of Federal Old Age, Survivors and Disability Insurance
(OASI). As can be seen from the table below, only 3% of married
couples had no medical costs; 83% had costs under $800; and 9%
of them had heavy medical costs of over $BOO during the year.

TABLE 5
Medical Costs Incurred by Aged Beneficiaries Receiving OASI

Payments in 1957
Married Single

Medical Costs Incurred Couples Persons
None 3% 8%
81 to $99 28% 42%
$lOO to $199 17% 17%
$2OO to $299 13% 8%
$3OO to $399 9% 4%
$4OO to $499 6% 3%
$5OO to $599 4% 1%
$6OO to $799 3% 2%
$BOO to $999 2% 1%
$l,OOO or Over 7% 4%
Soane Free Carel .... 6% 8%
Unknown 2% 2%

Total 100% 100%
1 So classified when hospital or doctor supplies care but renders no bill, or the
bill is paid by a public agency without the beneficiary knowing the amount
thereof.
Source; Hospitalization Insurance for OASI Beneficiaries. April 3, 1959, p. 17.

This report gives no clue about older persons who have deferred
needed medical care longer than is desirable, or have had to forego
such care altogether.

Studies have indicated that the utilization of hospitals by the
aged bears no systematic relationship to income, but the aged with
health insurance have a higher hospital admission rate than bene-
ficiaries with no insurance. (See Hospitalization Insurance for
OASI Beneficiaries, et al., page 17.) The 1957 survey of bene-
ficiaries of Old Age, Survivors’ and Disability Insurance (Social
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Security) illustrates this in the following table:
TABLE 6

Hospitalization of Nonmarried and of Married OASI Beneficiaries
and Spouses by Hospital Insurance Coverage and by Income of

'Beneficiaries Year Ending in Late 1957i
Married Couples

Total % Hospitalization*
Money Income* Hospitalized With Ins. Without Ins.

Less than $1,200:
Husbands 9.7 13.7% 8.6%
Wives . 11.3 15.8 9.9

$1,200 to $1,799:
Husbands 12.1 22.0 • 7.2
Wives 13.4 14.2 12.8

$l,BOO to $2,399:
Husbands 11.6 15.0 9.0
Wives 10.5 12.4 8.7

$2,400 to $2,999:
Husbands 12.6 14.4 10.3
Wives 11.1 12.8 8.8

$3,000 to $4,999:
Husbands 10.5 12.2 7.5
Wives 9.7 10.3 8.7

$5,000 or More:
Husbands 11.7 14.3 6.7
Wives 14.0 13.4 15.0

ALL INCOMES:
Husbands 11.4% 15.0% 8.2%
Wives 11.5% 12.5% 10.5%

Nonmarried Beneficiaries
Less than $6OO 17.7% 24.1% 15.4%
$6OO to $1,199 15.7 19.0 14.2
$1,200 to $1,799 13.7 10.8 15.6
$l,BOO to $2,399 20.7 22.1 18.5
$2,400 to $2,999 16.3 20.0 9.1
$3,000 or 'More 12.0 12.6 10.6
ALL INCOMES 15.7% 17.5% 14.8%

1 A couple consists of a beneficiary drawing a retired worker’s benefit and a
spouse, whether or not entitled to benefits. The survey year ended in Sep-
tember, October, or November 1957, depending on the date of interview.

2 Represents cash receipts from all sources, except sale of property, tax re-
funds, large cash gifts, lump-sum inheritances and insurance payments, and
cash contributions by relatives within the household. Includes known value
of bills (except medical bills) paid by relatives outside the household.

3ln a general hospital or institution for long-term care such as a nursing
home or mental or tuberculosis hospital.

Source: National Survey of Old-Age and Survivors Insurance Beneficiaries, 1957
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Not only do persons protected by hospital insurance enter hos-
pitals more readily, when necessary, but they are likely to remain
hospitalized for shorter periods of time, perhaps (because they re-
ceive care more promptly.

table 71

Insured and Uninsured Use of Hospitals by Aged Persons
According to 1956 (Census-PHS) and 1957 (OASI) Surveys

1956 Survey 1957 Survey
Use of Hospitals Insured Uninsured Insured Uninsured

Persons hospitalized per 100 persons 12.4 8.5 14.2 8.8
Times Average Days of Care . . 15.0 19.8 17.4 25.7

Equals Total Days Hospital Care
per 100 Persons .... 247.1 226.2186.0 168.3

1 Hospitalization Insurance for OASI Beneficiaries, et al. p. 17

The study indicates that much larger medical costs are incurred
where hospitalization or nursing home care is involved. The
median total costs for couples reporting at least one episode of
hospitalization during the year in the OASI survey (excluding
those with any “free” care or with unknown cost) was about $7OO,
compared with only $l4O for couples whose medical costs included
no hospitalization for either member.

The following table shows for each level of incurred medical
costs how many beneficiaries had a hospital stay included in their
total costs for the year:
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TABLE 8
Medical Costs and Hospitalization of Aged Couples and Nonmarried

Beneficiaries in Survey Year, 1957 1
% of Couples Hospitalized % of Nonmarried Hospitalized

Total (One or Both)
Medical In Gen. Long-stay In Gen. Long-stay
Costs Total Hasp.* Inst. Only* Total HospA Inst. Onlys

$1 to $99 . . 0.6 0.6 0 0.8 0.8 0
$lOO to $199 . . 4.1 4.1 0 8.3 8.3 0
$2OO to $299 . . 9.4 9.4 0 13.9 13.4 .5
$3OO to $399 . . 21.2 20.6 .6 24.1 21.8 2.3 .

$4OO to $499 . . 34.3 33.3 1.0 40.0 36.7 3.3
$5OO to $599 . . 45.3 45.3 0 57.1 57.1 0
$6OO to $799 . . 54.7 53.1 1.6 69.2 64.1 5.1
$BOO to $999 . . 74.4 74.4 0 82.6 52.2 30.4
$l,OOO or More . 88.5 83.6 4.9 84.8 51.5 33.3
Some free caret , 43.5 34.3 9.2 45.5 34.8 10.7
Unknown . . 66.0 63.9 2.1 57.1 50.0 7.1

Total .
.

. 21.3 20.2 1.1 15.7 12.7 3.0

i A couple consists of a beneficiary drawing a retired worker’s benefit and
a spouse, whether or not entitled to benefits. The survey year ended in
September, October, or November 1957, depending on the date of interview.

2 Includes persons who spent time in a short-stay general hospital.
3 Includes persons who spent time in institutions for long-term care, such as

mental hospitals and nursing homes, and not in a general hospital.
4So classified whenever a hospital or doctor supplied care but rendered no

bill, or the bill was paid by a public agency without the beneficiary knowing
the amount .thereof. Thus, beneficiaries were not necessarily classified here
because they themselves or their relatives did not pay. Medical care for
which there was a charge was not tabulated if any care was received “free.”
Source: The National Survey of Old-Age and Survival's Insurance

Beneficiaries, 1957.
The OASI study further indicated that, when aged couples enter

a hospital, the costs associated with this hospitalization averaged
64 percent of their total medical bills for the year, of which 41 per-
cent represented their going to general hospitals, 4 percent to
chronic care institutions, and 19 percent their payments of fees
of surgeons and physicians for care in the hospital. For nonmar-
ried beneficiaries of OASI, the cost associated with hospital and*
nursing home care was even higher, namely, 77 percent.

Methods of Meeting Medical Costs
Studies of the income status of the aged show the difficulties

encountered by many aged persons in meeting their medical bills.
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While the studies in this area are not numerous or conclusive,
they all indicate the seriousness of the problem. This point is em-
phasized in a survey by the National Opinion Research Center in
1957.1 It indicated (a) that only 40% of aged persons indicated
that they could pay a $5OO medical bill out of savings; (b) that
only 16.6% could meet such a bill from current income; (c) that
1% of them would need to use life insurance; id) that 7.2% would
have to mortgage house or other property to meet the situation;
(e) that 7.6% relied on hospital or health insurance; (/) that
14.6% would receive the money from children or relatives; (g)

that 8.2% would seek public assistance or other relief; (h ) that
7% of the persons queried would use other sources; and (i) that
9.6% said they could not pay such a bill.

The study showed that although over 40% of the persons re-
ceiving OASI payments had some health insurance only 14% of the
couples and 9% of the nonmarried beneficiaries had any of their
expenses of that year covered by insurance. Among the insured,
hospitalized beneficiaries had a higher proportion of medical costs
met by insurance than those not hospitalized. But even insurance
of the hospitalized met only a portion of total expenses for the
year, as Table 9 shows:

TABLE 9

Portions of Medical Costs Met by Hospital Insurance of
Aged Persons Receiving OASI Payments in 1957

Married Couples Single Persons
Portion of Medical Hospi- Not Hospi- Hospi- Not Hospi-

Costs Met by Insurance talizedl talized talized talizedtalized talized talized
None .... 16% 92% 13% 96%
1% to 24% . . 28 4 19 228 4 19 2
25% to 49% .

. 29 2 36
50% to 69% . . 15 1 13 1
70% or More 7 127 12
Unknown ... 5 1 8 1

Total 100%100% 100%100%

1 One or both members hospitalized.

1 Shanas, Ethel. Financial Resources of the Aging. National Opinion Research
Center, 1957. Survey sponsored by the Health Information Foundation.
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Taking all aged persons who were OASI beneficiaries, the follow-
ing Table 10 indicates how their medical costs were met:

TABLE 10
How 'Medical Costs were Met in 1957 by All Aged OAiSI Beneficiaries

Married Couples Single Beneficiaries
Means of Meeting All Bills All Bills

Medical Costsl Bills Over $BOO Bills Over $5OO
Insurance covered some costs 14% 53% 9% 38%
Beneficiary assumed entire

responSilbildty2 .... 86% 84% 79% 61%
Relatives assumed some

responsibility 6% 15% 12% 31%
Health or welfare agency assumed

some responsibility .... 8% 2% 11% 12%
Medical debt increased . . . 6% 25% 3% 10%
i Items are not mutually exclusive since beneficiaries frequently used more

than one means to meet medical costs.
2Excludes portion covered by insurance; may include payments both from

assets and current income, with portion still unpaid.

The dilemma of how to meet medical care needs of the aging is
aggravated by the very great and continuing rise in costs of care.
Between 1947-49 and 1959 medical care costs have risen twice as
fast as the general consumer price index (49% vs. 24%). Hospital
room charges have risen over four times as fast, or about 105%.

The preceding chapter has briefly discussed the medical needs
of the aged, and the methods by which they have met the costs
involved. There remains the question of the ability of the aged to
pay for their own medical care.

A number of studies shed light on this problem. Of these, the
three following reports merit particular attention:

1. Measuring Income Security of the Aged. U.S. Dept, of Health, Educa-
tion and Welfare, Social Security Administration, June 1959.

2. U.S. Bureau of the Census. Statistical Abstracts of the U.S., 1958.
3. Shanas, Ethel. Financial Resources of the Aging. (National Opinion

Research Center.

Analysis of these reports, with adjustments to obtain data that
are comparable, yields results which are surprisingly alike. In
dollar terms, persons aged 65 or more received a total of approxi-

CHAPTER IV. ABILITY OF THE AGED TO PAY
FOR MEDICAL CARE
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mately $3O billions of income from three major sources in 1958, as
follows: (1) from income maintenance plans, including OASI, rail-
road retirement, other public retirement, public assistance, and
private plans, $11.7 billions (39%); (2) from employment, $lO.O
billions (33%); and (3) from miscellaneous sources such as divi-
dends, rentals, etc., $8.3 billions (28%). OASI payments alone
provided the lion’s share of the first, income maintenance plan in-
come, namely, $6.7 billions, or 22% of all income of the aged.

The amount of income of the aged derived from their employ-
ment continues to decrease almost every year as a percentage of
total income of the aged. Of a total aged population of 15,380,000
in December 1958, only 2,810,000 were “earners”, i.e. were them-
selves working. Another 870,000 were non-working wives of
earners. Thus, a total of only 3,680,000, or 24% of all aged per-
sons, were being supported in whole or in part by current earnings.

The decline in the proportion of older persons who are employed
has been much greater than most students of the problem had an-
ticipated. Thus, in December, 1952, the Census Bureau forecast such
percentages for men 65 and over as follows: 44.7% in 1950; 41.2%
in 1960; 38.0% in 1970; and $36.5% in 1975.* It is interesting to
note that the actual percentage of 24% of aged employment which
had developed by December of 1958 was less than had been antici-
pated for 1975, almost two decades later. Although many volun-
tary and governmental agencies are engaged in vigorous activity
to promote the employment of older workers, yet the trend appears
to be the other way.

Among other aged income, social security payments are the larg-
est single source and play an increasingly important role. As dem-

onstrated by the following Table 11, social insurance payments had
three times the importance in 1959 that it had only nine years pre-
viously in 1950.

Income of Aged from Employment

Other Sources of Income of the Aged

* Bureau of the Census, “A Projected Growth of the Labor Force in the
United States Under Conditions of High Employment: 1950 to 1975,”Current
Population Reports, Labor Force, (Washington, D.C., December 10, 1952)
Lines P-50, No. 42.
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TABLE 11

Reliance on Different Income Sources by Persons Aged 65 or More
in 1950 and 1959

Percent of Aged
Sources of Income 1950 1959

Employment 30.8% 25.2%
Social insurance and related 28.5 73.4
Public assistance 22.5 16.0
No money income or other sources .... 25.21 7.01

Total 107.0% 121.6% |

i Adds to over 100% because some individuals have more than one of above
sources of income.

Source: U.S. Bureau of the Census, Statistical Abstract of the United States,
1958, P. 269

The following Table 12 shows that about 68% of all aged men
and 58% of all aged women were receiving OASI benefits. Taken
together, these percentages mean that about 9,720,000 aged people
in the country, were receiving such benefits. Another 2,480,000
of the aged were receiving public assistance, and about 3,920,000 of
them were employed. The number receiving OASI benefits is
higher today than last June.

TABLE 12
Estimated Number of Aged Persons by Sex and Sources of Income,

June 19591

Sources of Money Income* Number (in thousands) % Distribution
Total Men Women Total Men Women

From Employment:
Earners 3,030 2,260 ' 770 19.5 32.1 9.1
Non-working wives of earners 890 ~ 890 5.7 .. 10.5

Total 3,920 2,260 1,660 25.2 32.1 19.6

From Social Ins. and Related Programs:3
Old-age, surv. and disab. ins. 9,720 4,800 4,920 62.6 68.3 58.0
Railroad retirement program 610 310 300 3.9 4.4 3.5
Govt. empl. ret. programs . 930 460 470 6.0 6.5 5.5
Vets. comp, and pensions . . 1,390 790 600 9.0 11.2 7.1

f

Total 11,390 5,600 5,790 73.4 79.7 68.2

2,480 950 1,530 16.0 13.5 18.0From Public Assistance:!
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TABLE 12 (Continued)

Sources of Money Income* Number (in thousands) % Distribution
Total Men Women Total Men Women

None or solely from other
sources 1,090 50 1,040 7.0 0.7 12.2

Less Cases of Income from more
than one of above sources:
OASI and employments . . 1,980 1,010 970 12.8 14.3 11.4
Other programs and emp.s . 680 420 260 4.3 6.0 3.1
Old-age assistance and OASI 660 380 280 4.2 5.4 3.3
Other assist, and OASI, etc. 40 20 20 0.3 0.3 0.240 20 20 0.3 0.3 0.2

Total 3,360 1,830 1,530 21.6 14.3 11.4

Total No. of Incomes from all
Sources 15,520 7,030 8,490 100.0 100.0 100.0
(Total Aged Population)

i US. data includes Alaska, Hawaii, Puerto Rico and the Virgin Islands. Per-
sons with income from sources specified may also have received interest,
dividends, private pensions or annuities, and cash contributions from rela-
tives.

2 Persons frequently have income from more than one source and the sum of
the persons shown in items 2-5 exceeds the total population (line 1). The
estimates of persons with income from more than one source are subject to
sampling and reporting errors, and to the projection of survey findings to
additional population groups and different dates.

3 Persons with income from more than one of the programs listed are counted
only once. Older estimates of beneficiaries are not entirely consistent with
new data now available.

4 Includes recipients of (a) old-age assistance, (b) aid to the blind, (c) aid to
permanently and totally disabled; and (d) a few include a small number
vendor payments for medical care but no direct cash payment.

5Excludes a small number with income from employment plus OASI, plus a
related program; the figures for the Social Insurance cases have already
been adjusted for overlap among the insurance and related programs.

Source: Estimated in the -Division of Program Research using various federal
agency data.

Most significant in any analysis of the ability of aged individuals
to -pay for medical care is not the total income of the whole group
but its distribution. The following Table 13, showing the distribu-
tion of the money incomes of the 6,770,000 aged men and 8,137,000
women in 1958, sheds light on the problem:

Distribution of Income
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TABLE 13

Distribution of Money Income of Aged Men and Women
In Thousands in 1958

Money Income Total Men Women
Less than $1,000:

Zero 16.4% 3.8% 26.9%
$1 - 499 a/ 14.4 8.7 19.2
500 - 999 26.2 19.9 31.4

Total 57.0 32.4 77.5

I$l,OOO - $1,999:
1,000 - 1,499 14.6 20.0 10.2
1,500 - 1,999 8.1 12.1 4.8

Total 22.8 32.1 15.0

$2,000 - $2999:
2,000 - 2,499 4.9 8.3 2.1
2,500 - 2,999 3.0 5.1 1.2

Total 7.9 13.4 3.3

$3,000 - $Jf,999: 8.1 14.3 2.8
$3,000 - $4,999: 8.1 14.3 2.8

$5,000 and over: 4.2 7.7 1.4

Grand Total 100.0% 100.0% 100.0%

Median Income for:
All persons $ 870* $1,440* $ 560*
Income recipients .... 1,040* 1,488 776
Year-round full JLime workers N.A. 3,561 2,291

a/ Includes a few persons reporting a net loss.
* Interpolates from distributions shown.
Source: Based on U.S. Bureau of the Census, Current Population Reports,

Consumer Income, Series P-60, No. 33, “Income of Families and Per-
sons in the United States; 1958” (January 15, 1960), Table 24.

The preceding table shows that 57% of the aged had money in-
comes of less than $l,OOO. This income included receipts from I

social security, public assistance, and all other sources. The data
which are available relative to these assets relate to so-called
“spending units with heads” which understates the situation by ex-
cluding the large proportion of older persons who live with young
families, not as heads thereof, if they earn less than $l5 a week or
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pool their incomes. Of the total number of “units” 27% have no
assets, another 27% own up to $l,OOO, a third 27% have assets of
between $l,OOO and $lO,OOO, and the remaining 11% have liquid
assets over $lO,OOO.

Summing up the above financial criteria, the aged have less total
income and less income from employment than adults in lower age
groups. A large percentage of the aged have incomes so low and
assets so small that they cannot pay high costs of modern day hos-
pitalization, or of long continued medical or nursing care.

CHAPTER V. PRESENT PROGRAMS OF MEDICAL
CARE FOR THE AGED

General Foreign Experience
Although the practices of foreign countries providing medical

care programs may have little bearing on the programs to be con-
sidered for Massachusetts, it has -been thought worthwhile to ex-
amine these programs briefly since they do represent many years
of experience in governmental programs of medical care. Further-
more, the same issues now facing the American people in this area
were faced by other nations.

About 45 countries in the world in 1960 have some type of med-
ical care insurance or assistance program sponsored by govern-
ment. Most programs provide medical care, or medical services,
for the insured working population while a few provide care to the
entire population of the country.

The medical care plans in foreign countries vary greatly. Some
are administered by a public agency, some by a non-governmental
agency, others by an independent quasi-governmental agency. Most
of them are financed exclusively through insurance contributions,
while some are financed through (a) payroll taxes similar to our
social security tax, (b) general taxes, or (c) a combination of
both. Foreign programs also provide both cash payments during
disability, and either free medical care or part payment of medical
care.

Some countries operate medical care programs under govern-
ment auspices. For example, in Italy, disabled workers receive
treatment for work-connected injuries in a hospital run by the
workmen’s compensation organization. Other countries, like Great
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Britain, pay for visits to private physicians and for care in private
hospitals.

Nearly all of the European countries have some kind of govern-
mentally sponsored medical insurance or medical service program
for all or large groups of the population, including the aged and
disabled. The general pattern in the 45 foreign countries with
medical programs is to have the programs cover persons of all ages
and not be limited to the retired aged alone.

Canadian experience in this field is of interest since the Cana-
dian provinces are as dissimilar from one another as are the states
of the United States. As a result of considerable provincial
autonomy, each province has a slightly different plan, as indicated
by the following summary material quoted from publications of the
Social Security Administration. 1

“Canada’s Hospital Insurance and Diagnostic Services Act became
effective July 1, 1958 when the required majority of the ten provinces,
with a majority of the population of Canada, had agreed to participate.
The law was passed in April 1957 and provided for Federal payments to
participating provinces of approximately 50 percent of the costs of (1)
comprehensive hospital insurance in ward beds without limits on dura-
tion, and (2) hospital outpatient diagnostic services. The annual costs
are expected to average about $23 per capita for general hospital care.

The Federal share of the total expenditures under the Act will prob-
ably vary from 45 to 72 percent in the different provinces because of pro-
vincial differences in actual costs of care. The Federal Government pays
25 percent of the average cost for ail provinces plus 25 percent of the
actual cost in a given province less the per capita amount of coinsurance
if imposed. Provinces with high per diem costs will receive larger
amounts per capita but a smaller percentage of their total costs than
provinces with low per diem costs.

As of January 1, 1959 nearly 11 million persons, 67 percent of Can-
ada’s population of 16.1 million, were eligible for benefits under the pro-
gram. The uncovered population includes 4.6 million in the Province of
Quebec which has thus far taken no steps to participate in the program
and 649,000 who are to be enrolled during 1959 in New Brunswick and
on Prince Edward Island.

The Hospital Insurance Act provides that insured hospital services
must be made available to all residents under uniform terms and condi-
tions. The hospital services must include:

Recent Adoption of Canadian Program

1 U.S. Dept, of Health, Education and Welfare, 'Social Security Administration,
Division of Program Research. Research and Statistics Note No. 8, Mar. 26,
1959. Also Social Security Bulletin, July 1959.
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Room and board at ward levels for as many days as required;
Necessary nursing services;
All necessary diagnostic procedures drugs, surgical supplies;
Operating room, anaesthetic facilities;
Radiotherapy and physiotherapy where available.

The provinces may cover the entire costs through a service benefit
(5 provinces) or may require some payment at the time service is re-
ceived (2 provinces). Adequate records and accounts must be maintained
and licensing and inspection services must assure the maintenance of high
standards of hospital care in each province.

The provinces may elect to include the outpatient benefits provided
under the Act and receive Federal financing under the same formula as
for hospital care. Outpatient benefits may include both emergency and
diagnostic services. Two provinces include both and three others provide
emergency outpatient services under the new program.

The provinces may finance their share of the program through retail
sales taxes (used by 2 provinces), general revenues (2 provinces) or in-
surance premiums (3 provinces at present, expected to be 5 provinces).

The Federal Government’s share of the annual costs for the 7 prov-
inces now under the Act is expected to be at the rate of $l6O million,
equivalent to about 2.75 percent of the Federal budget. When the three
remaining provinces come in, Federal costs will rise to about 4 percent
of the Federal budget.

Canada has had five Blue Cross plans and 5 Blue Shield plans, with
one of them a joint Blue Cross-Blue Shield operation. With the new
Government program activated Blue Cross must make some radical
changes. The Manitoba Blue Cross plan is dissolving and its personnel is
being employed by the new provincial hospital insurance commission. The
remaining plans, with the exception of Quebec Hospital Service, are
changing their voluntary programs to offer coverage in excess of ward
care. The Alberta Blue Cross expects to write the supplementary hos-
pital coverage in Manitoba and Saskatchewan as well as in Alberta.

The Blue Cross-Blue Shield plan located in New Brunswick will pro-
vide supplementary hospital coverage in the four Maritime provinces and
Will continue to provide medical and surgical benefits in these localities,
except in Newfoundland to children under age 16. Administrators of the
Blue Cross plans anticipate that persons who have become accustomed to
benefits for semiprivate accommodations will wish to purchase this type
coverage to supplement the ward coverage of the government program.

In Newfoundland the two provincial governmental programs will in
future apply only to physicians’ services. The Children’s In-Hospital
Medical Program, established in February 1958 and originally providing
children up to age 16 with both hospital and physicians’ services will be
confined to free medical and surgical services for hospitalized children.
The Cottage Hospital Plan will continue to provide physicians’ services
for residents in certain areas of Newfoundland.

In the provinces financing the program by premiums paid by indi-
viduals (Manitoba, Ontario, Saskatchewan), the provincial government
pays the cost of care received by public assistance recipients. In Ontario
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the municipalities assume costs for the medically indigent. In Manitoba
the municipalities are responsible for persons receiving social assistance.
In provinces financing the program from general revenues or from a sales
tax, no distinction needs to be made between assistance recipients and
the remainder of the population.

Slight variations are found among the provinces in their definitions
of the qualifying period for residents eligible for benefits. The net
effect is that persons moving from one province to another do not lose
their eligibility in the former province until it is established in the new
location.

A variety of programs of medical and hospital care exist
throughout the world and need not be detailed here since nu-
merous reports are available through the Social Affairs Division
of the United Nations, and the U. S. Department of Health, Edu-
cation and Welfare. The provisions of most programs cover the
aged along with the rest of the population. However, some na-
tions have included special features for “pensioners”, that is, for
persons receiving some form of social insurance or social assistance
in old age. These varied programs have been discussed as follows
by the U.S. Social Security Administration: 1

(1) Countries Covering Old Age Beneficiaries, Without Contribution
Each of the first group of countries that may be examined maintains

an old age insurance and a Sickness insurance program, with coverage
under both being in general an incident of employment rather than of
residence alone. All of these countries specifically provide that old age
insurance beneficiaries shall be eligible, as such, for medical benefits
under their sickness insurance programs, Without being required to pay
further contributions after retirement. The countries falling within this
group include five in Western Europe and seven in Eastern Europe, as
follows:

Western Europe Eastern Europe
Belgium Albania
France Czechoslovakia
Federal Republic of Germany East Germany
Greece Hungary
Italy Poland

Rumania
Yugoslavia

The medical services available to aged beneficiaries under the sick-
ness insurance programs of these countries are, in general, the same as
those provided for currently employed workers. Since the beneficiary
does not have to contribute to sickness insurance after he retires the

1 Research and Statistics Note No. 8, 1959, supra

Other Foreign Programs
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eligibility for medical benefits which accompanies his pensioner status
may be regarded as a supplementary benefit to which he becomes
entitled by reason of past coverage or contributions. The cost of such
benefits is, in effect, financed from past or current contributions paid by
or on behalf of employed workers.

In Belgium, recipients of old-age insurance benefits and their depend-
ents are eligible for medical benefits under sickness insurance. Such
benefits take the form of cash reimbursement according to a fixed na-
tional scale of fees, of up to 75 percent of expenditures incurred for
medical care. Such expenditures include those for medical and dental
treatment, surgery, hospitalization, drugs and laboratory services. The
unified sickness and invalidity insurance program for wage earners is
financed by a 7 percent contribution, divided equally among employee
and employer, and by a government subsidy equal to 16 percent of this
contribution.

In France, old-age insurance beneficiaries and their dependents con-
tinue to be covered for medical benefits under sickness Insurance after
their coverage as active workers has ceased. Benefits include general and
specialist care, hospitalization, certain medicines, and laboratory services.
These benefits are also on a cash reimbursement basis, with the insured
paying the doctor or hospital in the first instance. The reimbursement
is usually 80 percent of the cost, according to an approved scale. Both
pension and sickness insurance are financed from a single unified contri-
bution paid by employees (6 percent of earnings) and employers (12%

percent). Contributions collected are allocated among the various insur-
ance branches and administering Regional and Primary (local) Funds in
accordance with rates fixed by ministerial decree.

Old-age insurance beneficiaries
automatically insured against sickm
through compulsory membership in
fits include services of physicians,

and members of their families are
is in the Federal Republic of Germany
me or other of the Sick Funds. Bene-
medicines, and hospitalization. The

Funds pay for services provided to their members by direct payments to
doctors (on a capitation basis), pharmacies, and hospitals, the patient
bearing no part of the cost. Expenditures by the Sick Funds on behalf
of pensioners are compensated for, in part, by lump-sum payments made
to them by the various Pension Insurance Institutions by whom pensions
are being paid. The rates of such transfers are fixed by the Ministry of
(Labor. The amounts paid by the pension Institutions have not been suf-

all expenditures on behalf of pension-
fits therefrom have had to be borne by

ficient in recent years to cover
ers, with the result that the def
the Sick Funds themselves.

In Greece, old-age insurant
bers receive free medical-care :

beneficiaries and their family mem-
vices in clinics and hospitals of the

Central Social Insurance Institution, or of the special occupational fund
with Which they were previously affiliated. These services are the same
as those available to insured workers under the sickness insurance provi-
sions, and include medical treatment, medicines, and hospitalization. Pen-
sioners do not contribute toward this protection after they retire. The
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medical benefit branch of the sickness insurance program is financed by
a 2% percent employee contribution and a 5 percent employer contribu-
tion.

Old-age insurance beneficiaries in Italy and their dependents are
eligible for medical benefits under the sickness insurance program. This
is a fairly recent develoipment, the program of pensioners’ medical
benefits having started in November 1955 under legislation of August 4,
1955. Benefits include general and specialist care, medicines, and hos-
pitalization. A decree of December 1956 listed various special diseases
of old age which are treated without a time limit. The services sire
usually provided on the basis of direct payments to doctors, pharmacies,
and hospitals by the National Sickness Insurance Institute. Pensioners
as such do not contribute to the cost of their protection, which is met
from current contributions to the pension system itself; one of the funds
of this system is in fact called the Equalization Fund for Pensions and
Pensioners’ Sickness Benefits. Contributions to this fund are now 7.75
percent of payroll for employers and 3.85 percent for employees.

In the seven Eastern European countries listed above, pensioners ap-
pear to be entitled to medical benefits on the same basis as currently
covered workers. Typically, all social security benefits in these countries
whether cash or medical, are financed mainly from a single unified con-
tribution payable by employing enterprises. Thus, there is in effect a
pooling of pension and sickness insurance funds. It may be noted that in
Yugoslavia pensioners are entitled to receive prescribed medicines entirely
without cost, while currently Insured workers receive only 30 percent of
the cost of such medicines.
(2) Countries Covering Old-Age Beneficiaries, with Contribution

A second group of countries that have both old-age insurance and
sickness insurance programs cover recipients of old-age benefits under the
latter for medical benefits, but require them to pay a contribution in re-
spect of such protection after their retirement. Countries in which this
is the case include:

Austria Mexico
Chile Panama
Luxembourg Spain

In Austria, old-age insurance beneficiaries are required to pay a flat
contribution of 6 shillings a month ($0.23) to the Sick Fund of which
they are a member. In addition, the various Pension Insurance Institu-
tions pay to the Sick Funds 8.2 percent of the total amounts they pay
out in the form of pensions. In return for these contributions, pensioners
are entitled to the full range of medical services available under
the sickness insurance program, including medical treatment, hospitaliza-
tion, and medicines. These services are in general provided by doctors
under contract with the Sick Funds, and in dispensaries and hospitals be-
longing to the Funds or with which they have a contract. Doctors and
hospitals are usually remunerated directly by the Funds.

All pensioners under the wage-earners’ social insurance system in
Chile have 5 percent of their pension withheld by law. In return, they
are entitled to receive medical care under the National Health Service so
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long as their pensioner status continues. Such care includes both the
services of doctors and hospitalization. This care is furnished directly
through dispensaries and hospitals belonging to the health service.

In Luxembourg, recipients of old-age insurance benefits are required
to pay 10 francs a month ($0.20) to the Sickness Fund with which they
were previously affiliated. They are thereby eligible for medical benefits
on the same basis as employed members of the Fund, including general
and specialist care, hospitalization, and medicines. The remainder, and
by far the larger part, of the cost of their coverage under sickness in-
surance is shared equally between the Pension Insurance Institution that
pays their pension and the government. Doctors and hospitals are gen-
erally paid directly by the Funds, on a fee-for-service basis, for services
rendered to their members, although some Funds use a reimbursement
system.

Entitlement to medical benefits under sickness insurance was ex-
tended to old-age insurance beneficiaries and their family members in
Mexico by amendments of December 1956. Pensioners are required to
pay 2 percent of their pension for the coverage, which is the same pro-
portion of wages as paid by employed workers to sickness insurance. Em-
ployers contribute 4 percent of payroll for sickness insurance, and the
government contributes a further 2 percent of taxable earnings. Care is
provided mainly in clinics, hospitals and sanatoria operated by the Mex-
ican Social Insurance Institute itself, though some use is made of con-
tract doctors in rural areas.

Persons receiving old-age benefits under the social insurance pro-
gram of Panama are required to pay 4 percent of their benefit toward
the cost of continued coverage under the medical-benefit provisions of
the program. In return they are eligible for general medical, dental,
and pharmaceutical services in facilities of the Social Insurance Fund,
and for reimbursement according to a schedule for hospitalization and
surgery. The general social insurance program, including both pensions
and medical benefits, is financed by an 8 percent contribution shared
equally between employers and employees and a small government con-
tribution.

In Spain, old-age pensioners and their dependents are covered for
medical care under the sickness insurance program. They are required
to pay 2 percent of their pension for this coverage, which is the same
percentage rate of wages payable by currently employed workers. Em-
ployers also contribute at the rate of 5 percent of payroll to sickness in-
surance. Benefits include the services of general practitioners and
specialists, who are remunerated directly by the National Welfare Insti-
tute on a capitation basis; medicines; and hospitalization in facilities
owned by the Institute or with which it has a contract.
(3) Countries Covering Pensioners on a Voluntary Basis

A few countries have provisions which permit old-age pensioners to
insure themselves voluntarily under the public sickness insurance pro-
gram, if they choose. They are required, in all cases, to pay a contribu-
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tion if they wish to avail themselves of this privilege. Countries in
which this situation exists include:

Denmark Peru
Netherlands Switzerland

Dike all other residents of low or moderate incomes, recipients of
national assistance and minimum old-age pensions in Denmark may
choose between active or passive membership in one of the numerous Sick
Clubs. In case of active membership, they receive free medical care
through the Club, hospitalization, 75 percent of the cost of essential
medicines, and a small daily cash benefit of 1 crown a day while ill.
Some Clubs also provide specialist and dental care or other services. Doc-
tors are remunerated by the Clubs directly, usually according to the cap-
itation method. The contributions payable by pensioners who are active
members average about 4 crowns a month ($0.58), with some differences
among Clubs. Apart from their membership fees, the Sick Clubs also re-
ceive substantial financial aid from the government, covering among
other things 25 percent of the cost of medical care furnished, the larger
part of hospitalization costs of their members, and 75 percent of the cost
of extra care for chronic disability.

A somewhat similar plan is found in the Netherlands, where recip-
ients of the quasi-universal old-age pensions may join one of the approved
Sickness Funds voluntarily, provided their income does not exceed 3,530
guilders a year ($928). The contribution payable by the pensioner in
this case is 0.67 guilders a week ($0.18), if his annual incom is less than
2,520 guilders, or otherwise it is 1.34 guilders a week ($0.36). These con-
tributions meet one-fourth and one-half of the cost, respectively. Half
of the remaining cost is covered by a government subsidy, while the
other half is met from a general equalization fund of the sickness insur-
ance program. Benefits provided by the Sickness Funds include medical
treatment, medicines, and hospitalization. Doctors and hospitals are re-
munerated directly by the Fund, the former usually on a capitation basis.

In Peru, pensioners under the wage earners’ social insurance system
are permitted to opt, when retiring from employment, whether to con-
tinue to be covered for medical benefits under the sickness insurance
branch. If they so elect, they are required to pay a regular contribu-
tion equal to 4 percent of their pension. Medical services are provided
through clinics and hospitals operated by the National Social Insurance
Fund itself. Other revenues of the social insurance program, for both
pension and sickness insurance, include a 3 percent employee contribu-
tion, a 6 percent employer contribution, and a 2 percent government
contribution.

Sickness insurance in Switzerland is mainly voluntary, being compul-
sory in only a few Cantons. About three-fourths of the population, how-
ever, now belong to one of the more than 1,000 public and private Sick-
ness Funds. Old-age insurance beneficiaries may become a member of
one of these Funds voluntarily, just as any other resident, unless a Fund
imposes an age limit which it is permitted to do under the Federal law.
About five-sixths of the revenues of the Sickness Funds come from mem-
bers’ contributions, on the average, and the remainder from governmental
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subsidies. Benefits must by Federal law cover at least 75 percent of the
cost of medical treatment and of specified medicines. Many Funds pay
up to 90 percent of the cost of medical treatment, however, as well as a
part of hospital costs and the costs of additional medicines. The Funds
generally pay doctors directly for their services, on a fee-for-service
basis.
(4) Countries Covering All Residents, Including Pensioners

Another group of countries to be noted are those that maintain com-
prehensive programs of medical benefits which by law apply in general
to all residents. Old-age pensioners are covered under all of these pro-
grams, but their coverage is based primarily on their being a resident
rather than stemming from their special status of pensioner.

The countries that may be regarded as falling within this classiflea-
tion, although their programs differ considerably in some respects, include
the following:

Australia Norway
Bulgaria Sweden
Iceland U.S.S.R.
New Zealand United Kingdom

In three of these countries, the United Kingdom, U.S.S.R., and
Bulgaria, while old-age benefits are provided on an insurance basis, med-
ical-care services are, in principle, provided free to all residents without
regard to insurance or beneficiary status. These services, including doc-
tor’s services, hospitalization, and drugs, are provided directly to the pop-
ulation through a National Health Service, rather than on a reimburse-
ment basis. They are financed in large measure from general revenue,
except for some limited cost sharing for certain services and a small social
insurance contribution in the United Kingdom.

The same broad coverage of all residents, including recipients of uni-
versal superannuation benefits and of means-test age benefits, is found
under the health benefits program of New Zealand. In that country,
however, general practitioners’ fees are reimbursed on a fee-for-service
basis, with patients usually bearing part of the cost; and the cost of pri-
vate hospital care is reimbursed at a fixed daily rate. Also, health bene-
fits together with cash social security benefits are financed mainly through
special earmarked income taxes on individuals and corporations, with only
the deficit being met from general revenue.

In Norway and Sweden which pay universal old-age pensions, and in
Iceland which provides pensions on an income-test basis, all residents or
family heads including pensioners must belong to a Sickness Fund or Club
furnishing medical and cash benefits. These Funds derive part of their
revenue from members’ contributions, but pensioners are exempt from
payment of contribution. Employer contributions are also collected in
Norway and Sweden, while in all three countries the Funds receive sub-
stantial government subsidies.

The medical benefits provided in each of these three countries
include general and special medical care, hospitalization, and various
medicines. In Iceland, the Sick Clubs contract with doctors for provision
of services to their members. In Norway, the Funds pay doctors directly
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according to a fee schedule, with patients paying the balance. The Swed-
ish Funds reimburse 75 percent of doctors’ fees incurred by members ac-
cording to an approved schedule, and also fees for ward treatment in
public hospitals; pensioners may receive the latter reimbursement for only
6 months, however, as compared with 2 years for other members.

In Australia, where old-age pensions are on a means-test basis, all
residents including pensioners receive free from the government a “hos-
pitalmialntenance benefit” of Bs. a day ($0.90), and also “pharmaceutical
benefits” covering the full cost of life-saving medicines. These benefits
are paid directly by the Department of Health to the hospital or phar-
macy. In addition, all pensioners also receive free general practitioner
care, an additional hospital maintenance benefit of 4s. a day, and the full
cost of any prescribed medicines. All of these benefits are financed from
general revenues exclusively. The government also pays subsidies to
approved Voluntary Benefit Organizations which provide medical and ad-
ditional hospital benefits to members.
(5). Countries Covering Pensioners In Other Ways

The ... (two) ... countries discussed (below have programs under
which old-'age pensionersreceive medical benefits under certain circum-
stances. These programs are of such a nature, however, that they do
not readily fit into any of the four groupings dealt with above.

Ireland provides only old-age assistance for aged persons, although
having a contributory system of disability and survivors insurance. It
also furnishes free general medical services, hospital and specialist serv-
ices, and necessary medicines, to all persons, including pensioners, in the
“lower income group.” The latter is defined, in general, as comprising
persons unable to procure 'these services from their own resources. The
services are usually furnished through clinics, dispensaries, and hospitals
belonging to the local health authorities. In addition, hospital and spe-
cialist services only are provided to all currently insured workers and to
other persons in the “middle income group.” The entire cost of the
above health services is shared equally between national and local gov-
ernments.

Japan has an old-age insurance system and also two separate systems
of health insurance. The Compulsory Health Insurance system applies
only to currently employed workers of firms of a specified size in industry
and commerce; it does not cover old-age beneficiaries. The National
Health Insurance system, which is somewhat larger, applies compulsorily
to all householders not otherwise covered, including pensioners, in com-
munities where the municipality is the insurance carrier. A large num-
ber of clinics and hospitals are operated by this latter system for direct
provision of care to its members, but in some areas medical benefits are
furnished on a reimbursement basis. Financing is by means of members’
contributions and government subsidies . ..

(6) Countries Not Covering Pensioners for Medical Benefits
There is another group of countries which maintain both old-age in-

surance and sickness insurance programs, but which do not provide for
the coverage of old-age beneficiaries for medical benefits under the lat-
ter. These countries include;
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Bolivia Ecuador
Brazil Iran
China (Nationalist) Nicaragua
China (Communist) Paraguay
Costa Rica Portugal
'Dominican Republic Turkey

(7) Countries With Old-Age But No Medical Benefit Program
There remain finally another group of countries that maintain some kind

of benefit or pension program for aged persons, but which do not have in
operation any general statutory program providing medical benefits in the
event of sickness. Foreign countries in this group include;

Argentina Malaya
Ceylon Philippines
Cuba Union of South Africa
Finland United Arab Republic
Iraq Uruguay
Israel

Only five of these countries, Argentina, Cuba, Israel, Philippines and
Uruguay, provide old-age benefits through social insurance. In 'two of
these, Israel and Cuba, fairly extensive voluntary sickness insurance pro-
grams are in operation. Finland provides small universal old-age pen-
sions, which may be supplemented by assistance pensions subject to a
means-test. All pensions in the Union of South Africa are subject to an
income test. Only lump-sum and no periodical benefits are payable to
retiring insured workers in Ceylon, Iraq, Malaya, and the United Arab
Republic.

Illness and disability not only cause loss of income due to in-
ability to work but require payment of medical expenses. Various
approaches have already been tried in the United States to meet
these two situations. A few programs have been primarily directed
at protection against income loss due to short term illness and in-
terrupted employment. They are only of limited interest in this
study of retired or aged persons. 1

Programs of Medical Care or Payment of Medical Expenses
A variety of programs exist in the United States to provide

medical care or pay for the costs of medical care. These include
Blue Cross, Blue Shield, a variety of voluntary insurance programs,
provisions for public employees, veterans’ programs, philanthropic
activities, and medical care for public assistance recipients. This

Programs in the United States

1 See Social Security Bulletin of Jan. 1960 for a recent analysis of these
programs.
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list is merely indicative of some of the many programs involved.
The following brief examination of some by the U.S. Social Secu-
rity Administration may be helpful:

Public Programs2. A number of special groups can obtain hospital
and medical care under public programs without regard to income or
ability to pay. Most important are veterans with service-connected dis-
abilities, active and retired military personnel and their dependents,
Members of Congress and certain other Government Officials, Indians, and
merchant seamen.

For many years, the major part of the care for tuberculosis, mental
illness, and leprosy has been provided in public hospitals. Such care is ff
free for very low income groups, but those able to pay all or part of the
costs are usually expected to do so. Publicly administered general hos-
pitals in many localities also provide care without charge or with charges
related to income for persons who cannot afford to pay in full.

Still other programs are open only to “needy” persons. Prominent
among these are the public assistance medical care programs and the
services provided to veterans with non-service-connected disabilities.
Some State and local governments also provide hospital and nursing home
care for the medically indigent through financial arrangements with pri-
vate institutions as well as directly through public facilities.

About 19 percent of all patients in privately controlled general hos-
pitals are aged 65 and over. But in general hospitals under the auspices
of State and local governments, patients aged 65 and over are nearly 26
percent of the patient population.

Veterans’ Programs. Out of a total of 22,560,000 veterans in 1957,
there were 1,034,000 who were 65 or over. By 1976, the total veteran
population is expected to drop to 18,758,000 but the number who will be
65 and over is expected to rise to 2,307,000.

Generally speaking, care in VA hospitals may be secured by vet-
erans for service-connected disabilities incurred or aggravated during a
period of war, or for any other disability when the veteran is unable to
defray the expenses of necessary hospital care. In practice, a veteran’s
inability to meet the cost of care for a non-service-connected disability is
generally established through the veteran’s declaration to that effect.

About a fifth of all patients in VA general hospitals are aged 65 or
over. The Veterans’ Administration estimates that as of June 1957, for
veterans of all ages, VA general hospitals were providing 45.1 percent of
the care for medical, surgical, and neurological patients whose disabili-
ties were non-service-conne'cted. 'But for veterans who were 65 and
over, the VA was providing 56.6 percent of the general hospital care for„
such patients.

The Veterans’ Administration assumes in its estimates that in the
case of service-connected disabilities requiring general hospital care all
such care is received under VA auspices. Although there now are about

2 Source: Report of the Secretary of Health, Education and Welfare, to the
Committee on Ways and Means of the U.S. House of Representa-
tives, April 3, 1959.



SENATE —No. 526.1960.] 53

2 million veterans with service-connected disabilities who receive com-
pensation, the number who will receive general hospital care specifically
for service-connected disabilities is expected to decline steadily in the
future. In contrast, because of the aging of the veteran population, the
number of veterans 65 and over who will be receiving care in VA general
hospitals for non-service-connected disabilities is expected to increase.

Public Assistance. The Veterans’ Administration does not provide nor
pay for medical care outside of a hospital (nor for nursing home care)
for veterans with non-service connected illness. Public assistance pro-
vides for the basic maintenance of persons whose income and resources
are inadequate to meet their needs as determined by State and local wel-
fare agencies. At present about 5.7 million persons receive assistance
under the four federally-aided programs. An additional 1.1 million per-
sons receive assistance under general assistance programs financed en-
tirely from State and/or local funds. A large proportion of the public
assistance caseload is made up of persons with unusually heavy medical
needs resulting from disability, chronic illness, or the infirmities of old
age. Some are forced to seek assistance primarily because of the
need for medical care.

(Because the demands for medical care have been very great, a seri-
ous problem of financing has arisen in many States. Public assistance
agencies must decide how much money from limited appropriations should
be spent for medical care. The public assistance program has primary
responsibility for providing money for basic maintenance of people—food,
clothing, and shelter. However, medical care may also be a necessity of
life and some medical care must be provided to those eligible for assist-
ance if no other program can meet emergency need. The decision as to
the content and amount of medical care to be provided under the public
assistance program rests with the State agency and there are wide dif-
ferences among States with respect to the types and quantities of medical
care provided.

As of January, 1958, some medical care was provided under 1 or more
of the special types of public assistance in all but 2 of the 53 States and
Territories. The type of care covered most frequently under plan pro-
visions for the three adult programs old-age assistance, aid to the
blind, and aid to the permanently and totally disabled was nursing-
convalescent home care. Among the other types of care covered most
frequently under the adult programs were drugs, hospitalization, and
practitioners’ services. In old-age assistance, 49 of the 53 States had
specific provisions for nursing-convalescent home care, 39 for drugs, and
35 each for hospitalization and practitioners’ services.

1 (Massachusetts has already developed a public welfare program
of medical care for the aged. It expended $3.5 million in December
1959 for medical care on behalf of old age assistance recipients.
This amount represents the highest state expenditure for these
purposes and the highest per capita expenditure. Nevertheless, the
Special Commission on the Audit of State Needs in its December
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1958 report called special attention to the medical care needs of
aged persons not eligible for public assistance.)

The determination of what constitutes eligibility for medical care
under the public assistance programs is made by the States. This deter-
mination is usually made by considering the needs and resources of the
individual and the availability of medical services from some other
source. Most recipients of medical care under the public assistance pro-
grams also get payments to meet their maintenance needs, but some
get payments only for their medical care.

Non-Governmental Programs. Non-governmental hospitals tradition-
ally provide some free medical care to the needy and medically needy
and finance this care from such resources as endowment income and
philanthropic contributions. The furnishing of free care by hospitals has
been financed, in part, within hospital budgets through payments that are
higher than true costs by self-supporting patients or by their third-party
carriers. Increasingly, non-govemmental hospitals have been paid for
services to needy persons through various public programs and public
grants.

(Medical care by non-governmental hospitals, in both in and out-
patient services, is usually provided only after financial investiga-
tion and is limited to persons on public assistance or those with in-
comes only slightly above public assistance standards. In many
parts of the country these hospitals do not maintain comprehen-
sive outpatient clinics so that no medical care is provided for the
medically indigent outside of a hospital.)

As a group, nonprofit general and allied special short term hospitals
have had small surpluses of total receipts (including philanthropic con-
tributions, endowment income, governmental grants, etc.) over expenses
in recent years. In 1957, for example, the aggregate surplus for all these
hospitals was about 3.4 percent of income. Some hospitals, of course,
continue to have deficits. A nationwide study of 1,400 hospitals made in
1954 showed that one-fourth of the hospitals studied had overall deficits,
amounting generally to less than 10 percent of expenditures. The re-
maining three-quarters of the hospitals were able to finance current op-
erations out of current income, typically with small surpluses.

In spite of the apparent fiscal balance of many hospitals, there is still
the problem in many States of providing the financial resources to cover
the cost of free and part-paid care for patients limited in their ability to
pay. Within the last 4 to 5 years some of these States have conducted
studies of the impact of this problem upon their hospitals.

These studies examined the financial resources of the hospitals which
enabled them to cover their free and care. Special note was
made of the extent to Which resort was made to increased charges to pay-
ing patients, limitations on hospital services, inadequate allowances for
depreciation and maintenance, etc.

Among the states reporting studies are some in which the financial
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problem of hospitals is aggravated because public assistance or the other
public programs pay none or only part of the cost of hospital care for
the needy and medically needy. Data from a few of the more recent
studies indicate the magnitudes of the “losses” by hospitals in recent years
for free and part-paid care.

(Twenty-seven hospitals participate in the United Community
Services of Metropolitan Boston. In 1958, the hospitals provided
$4.5 million of unreimbursed care to indigent persons requiring
medical care. This total amount included $3.1 million for patients
unable to pay for medical care, and $1.4 million on behalf of public
assistance clients whose full hospital cost was not met by public
welfare payments.)

In Missouri, a study covering 1953-54 indicated that 1,496 medically
needy patients received care costing $246,234 from 8 urban hospitals and
20 in smaller communities. Only about 22 percent of the total bill was
paid; 78 percent of the amount of these bills remained unpaid from any
source.

A Georgia study showed that, in 1955, 51,479 out of 215,357 patients
(23.9 percent) admitted to 28 general hospitals were indigent or medically
indigent. The total estimated loss for this care was nearly $4 million.
This loss was mainly absorbed through surpluses from paying patients.

A study was made by the Alabama Hospital Association covering 87
percent of the general hospital beds in that State. The study showed
that in 1955, out of a total cost of $7% million for inpatient and outpa-
tient care of the indigent and medically indigent, only $4 million was
received as reimbursement. Thus, an unpaid balance of $314 million had
to be absorbed by the hospitals.

In Mississippi, reports from 75 hospitals in a study of indigent hos-
pital care in 1956, showed that the cost of that care was slightly more
than $4% million. Considerably less than half of the days of care pro-
vided was compensated by public payments, but even these days were
compensated at only about one-third of the cost.

A study in Pennsylvania showed that, in 1954-55, 178 State-aided hos-
pitals incurred a deficit of $12% million over and beyond State-aid pay-
ments for free and part-paid inpatient care. Overall, this deficit together
with the deficit on outpatient care absorbed nearly all the funds available
to the hospitals other than payments by or on behalf of patients.

There can be no doubt that to the extent that public assistance and
other public programs have approached making full payments for the cost
of providing hospital care to the needy and medically needy, one of the
most troublesome elements in hospital financing in being overcome. This
situation increasingly prevails particularly among the wealthier States.
But in other States, mainly those with lower levels of per capita income,
adequate financing of indigent hospital care persists as a disturbing
problem.
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Voluntary Insurance
Coverage. The past few years have witnessed a dramatic in-

crease in the number of persons whose medical care costs are cov-
ered by voluntary insurance. Taking the population as a whole,
only 7.9% of total medical care expenditures by private individuals
in 1948 was paid for through voluntary health insurance. Within
a decade this ratio tripled, that is, by 1958, 23.6% of the total med-
ical care expenditures, in an amount of more than $l6 billion, was
paid for through such voluntary health insurance. Half of all pri-
vate expenditures for hospital services (50.8%) and about a third
of all physicians’ services (30.0%) were paid for on this insurance
basis.

The importance of this increase in medical care expenditures is
shown by the following Table 14 which also indicates the distribu-
tion of expenditures and the large amount attributable to hospital
services.1 table 14

Private Expenditures Per Capita for Medical Care and
Health Insurance, 1955 and 1958

Hospital and
Medical Services 195 S 1958
Hospital Services:

Direct payments ..... $11.29 $12.66
Insurance benefits .... 10.34 15.11
Expenses for prepayment . . . 2.09 1.99

Total $23.72 $29.76

Physicians’ services
Direct payments 15.90

7.50
14.69

Insurance benefits 5.28
Expenses for prepayment 1.69 1.63

Total $25.03$21.66

Medicines and appliances 19.46 25.44

Dentists’ services 9.29 9.76

All other 4.95 5.65

Total Medical Expenditures . . $79.08 $95.64

t Based on data from the Social Security Administration, Dept, of Health,
Education and Welfare, See also Social Security Bulletin for December
1959,
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In 1947, only 37% of the total population of the nation had some
form of hospitalization insurance. By the end of 1958, 71% of
the total population, or approximately 123 million persons, had
such coverage. Also, in 1958, 64% of the population, or 111 mil-
lion persons, carried surgical care insurance, as against only 18%
in 1947. Moreover, 75 million persons, or well over half the in-
creased number of insurance policies of 1958, included other provi-
sions for medical care expense, including 17 million policies with
major medical expense provisions which were simply unknown a
decade ago.

Coverage of medical insurance varies from state to state. The
30% of the population which has no health insurance is heavily
weighted with rural residents, retired persons, and persons not
covered by collective bargaining or employer-established arrange-
ments which account for three-fourths of the health insurance cov-
erage now in effect.

This increase in insurance coverage has been less adequate for
those over 65. Many voluntary plans exclude older persons. Only
about 40% of persons over 65 now have some form of health in-
surance, as against 70% of the population as a whole.

Of six million aged persons with some form of health insurance
in 1958, 3.5 million were enrolled in the independent plans. Four
million of these aged persons, or about 24% of all the aged, were
carrying surgical expense insurance in 1956. Two and a half mil-
lion aged persons, or two thirds of the insured group, were mem-
bers of Blue Shield plans, about 400,000 were members of inde-
pendent plans and 1 million carried insurance company policies. 1

Hospitalization and other forms of health insurance are most
easily obtained and are most widely held by those aged persons who
are still employed, particularly if they are employed in large indus-
tries where group contracts are prevalent. But usually, the older
the age group, the smaller is the proportion of its members with
hospital or other health insurance.

Thus, the 1956 study showed that 48% of those aged 65-69 pur-
chased hospital insurance as against only 24%, or half that ratio,

Hospitalization Insurance for OASI Beneficiaries, Report of the Secretary of
Health, Education and Welfare, submitted to the Ways and Means Com-
mittee of the House of Representatives, April, 1959.



[Mar.SENATE —No. 526.58

I

I

for the group aged 75 and over. This difference due in part at least
to the newness of the prepayment mechanism. More persons now
reach age 65 with insurance coverage that they can carry forward
from earlier periods in their lives than was true a few years ago.
However, even for this aged group the extent of coverage is re-
duced because of the limitations they select on total lifetime bene-
fits, their cancellation of policies after periods of illness, and, in
general, their reduced ability to pay the premiums.

Types of Coverage. The mechanisms by which persons past 65
originally obtained their present voluntary health insurance are
identical in most respects to those applicable to the younger popu-
lation. At least 1,200 different organizations now provide volun-
tary health insurance to the 123 million persons enrolled, including
the six million aged who have health insurance.

Generally speaking, these 1,200 organizations fall into five cate-
gories of underwriters although the classification is really more
complicated, as follows:

(1) Blue Cross hospitalization plans
(2) Blue Shield surgical-medical plans
(3) group insurance companies
(4) accident and health companies
(5) independent plans
In some localities, Blue Cross hospitalization and Blue Shield

surgical-medical plans are combined. Blue Cross plans in several
States sell surgical-medical expense policies while Blue Shield
plans in the West cover hospitalization. Some insurance com-
panies limit their sales to either groups of persons or to individual
hospital, surgical and medical expense policies; but some sell both
group and individual policies. Independent plans of medical insur-
ance are more diverse in the kinds of benefits they offer.

The differences between the health insurance coverage of the
aged and that of the younger population consist largely of (1)
benefits available; (2) premium costs, and (3) sources of financ-
ing. These differences are inter-related since the level of benefits
affects premium costs, yet premium costs determine the extent of
the benefits which may be included under the terms of the policy.
Where an employer is paying part or all of the premium for his
employees, the cost to the individual may be low even though the
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scope of the benefits may be rather broad. Conversely, where
only the insured is bearing the premium cost, financial considera-
tions may call for a ceiling on the premium if the policy is not to
be priced out of the market. Limitations are therefore frequent
on the benefits offered under the terms of insurance policies.

The public, including those aged 65 and over, has obtained
health insurance through three main avenues although a fourth
avenue is of some significance, especially with respect to the aged.
Community plans, chiefly Blue Cross and Blue Shield but also in-
cluding a variety of organizations unaffiliated with the “Blues,”
sell insurance on (a) hospitalization, and (b) other medical serv-
ices. Premiums may be community rated, that is, based on the
community’s experience.

Group insurance companies, as their name implies, sell hospital-
ization and other kinds of policies to various types of population
groupings. Premiums are established by the past experience of
individual groups. Blue Cross and Blue Shield plans may enter
into some experience-rated contracts, in which case their contracts
generally provide for some modification of available benefits in line
with relevant community ratings.

Individually purchased or nongroup coverage is provided both
by the “Blues,” and by insurance companies and other organiza-
tions. Premium rates are established in these cases for classes of
persons, with rates varying with age. A small percentage of the
population has health insurance based on self-insurance.

The significance of community rating, experience rating and
self-insurance for groups subject to greater insurance risks, such
as the aged, will become clear as the various forms of premiums
and health insurance benefits are described. Although actual fig-
ures on the numbers of insurance policies for the aged, by type,
are not available, the order of presentation which is used indicates
the relative importance of each major type and, within each type,
the available alternatives.

CHAPTER VI. FORMS OF MEDICAL AND
HEALTH INSURANCE

General Aspects
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Community-Rated Premium Plans
Premiums are determined in community plans from the experi-

ence of the entire body of persons insured by the insurance com-
pany in the “community” or geographical area of its operation, in-
cluding lower-than-average, average, and above-average risks. The
additional cost of the above-average risk is spread over the entire
group and raises the premium for all participants slightly. To
illustrate in very simple terms:

Persons in Group Under Age 65
Persons in Group Over Age 65
Normal Cost per Person Under Age 65
Normal Cost per Person Over Age 65
Cost for 100 Persons:

92 persons
8 persons
1 unit in dollars
2 units in dollars

92 units in dollars
16 units in dollars

92 x 1 unit
Bx2 units

108 units in dollarsTotal Cost

In this example, the per capita community rate would be 1.08
dollar units. The premium for younger persons would be 8%
above that called for by the experience of their group just as the
premium for aged persons is reduced from the two units in dollars
down to 1.08 units. If the cost for persons 65 and over in the ex-
ample were three units, cost for each person under 65 would be
increased by 16%. If the aged group were smaller and represented
only 5% of the whole group, costs would be increased by 5% (at
two units per aged person) or 10% (at three units per aged
person).

To avoid increased cost because of including the aged, some com-
munity rated arrangements lower the benefits available to the aged
and thus bring their unit cost down to approximately the cost of
the younger plan members. Other plans make no such effort and
charge persons aged 65 and over a larger premium which is more
nearly equal to expected unit costs. Some plans use a combination
of these methods.

Most, but not all, Blue Cross and Blue Shield contracts spread
the risk of the aged over all their enrollees and set their premiums
at a level reflecting the average experience for all their members.

In a few localities aged persons are able to purchase not only
hospitalization insurance but comprehensive prepaid medical care.
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Such community plans include Group Health Association of Wash-
ington, D.C., the Kaiser Health Plans, Ross-Loos and a few others.
Persons who have been members of these plans prior to age 65 may
continue their membership at the same rate in effect for all par-
ticipants. In none of these plans, however, can persons enroll
initially after age 65 without imposition of substantial limitations
on the benefits to be obtained.

Group Conversion. Existing enrollments of aged persons in
community-rated plans are due chiefly to the broad coverage of
employed groups of which they are a part. Persons 65 and over
who are still actively at work are normally included as regular
members of the group plan covering their fellow employees. Some
of the existing coverage of the aged originates in this manner.
Since this chapter is concerned primarily with special arrange-
ments for the retired aged in the future, such coverage is not dis-
cussed in any detail.

When members leave employed groups to retire from work they
are usually given an option of converting to a type of membership
for which they pay the premiums directly to the plan, instead of
through the group, or they may drop their insurance. If they
elect to continue, their membership is known variously as “left-
employ,” “group-conversion” or “left-group” coverage. Most of
the existing enrollment of the aged in Blue Cross, Blue Shield and
similar community-rated plans is of this type. The enrollee may
have the same benefits as before he left the group, and at the same
insurance premium payment. Or his benefits, his premium or both
may be altered to eliminate any effect on the group rate. The re-
tiring enrollee seldom has a choice as to future benefits or pre-
miums. Employer contribution toward premium costs ends when
the policy is converted to a “left-employ” contract. Premiums are
usually paid quarterly, semi-annually or annually rather than on
a monthly basis.

Widows and dependent children of insured persons in com-
munity-rated plans are also offered the option of continuing cov-
erage as “left-group” members of the plan.

Continued Group Participation After Retirement. To avoid the
handicaps of the typical group conversion policy, which may mean
higher premiums, lower benefits, and no employer contribution,
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employers are more and more often making arrangements for pen-
sioned employees to continue in health insurance programs along
with active employees. Deductions for the premium, correspond-
ing to payroll deductions, may be made from the retiree’s pension
or the employer may pay the premiums for the retiree. The en-
tire group continues to be charged the community rate and the
retiree receives the same range of benefits as are provided all par-
ticipants in the group contract. This practice is growing rapidly,
but its impact is not yet large.

In contrast to community plans which use a geographical basis
for their “group” in determining premiums, experience-rated
group premium plans use as their “group” for any policy, the
body of persons to be insured under that policy, such as a group
of employees of a particular firm.

Insurance companies base their rates on the anticipated experi-
ence of the members of the particular group purchasing the policy
in the light of past experience with other groups of similar age-sex
composition. Similarly, as noted above, some Blue Cross plans
offer experience-rated contracts to some groups. A computation
presented near the start of this chapter illustrated the determina-
tion of insurance premiums under community-rate premium plans.
That computation is also applicable for these plans. Thus, the in-
surance premium quoted might have been less than one unit in dol-
lars if the group had been youthful. Or it might have been in-
creased slightly above one unit in dollars if the employees had been
middle aged. If the subsequent experience then proves better than
is implicit in this initial estimate, an adjustment in the form of a
dividend or rate credit can be made. If developments are worse
than anticipated, premiums must be raised at the time the contract
is renewed.

Plans Including Retired Persons. Until recently, only active
employees and their dependents were accepted as participants in
group plans. The active employees could and did include some
persons past 65, as long as they were still at work. When they
retired, however, many older persons did lose their coverage.
Widows of employees were also ineligible for coverage after the

Experience-Rated Group Premium Plans
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death of their husbands. Since the retirement age usually made
unavailable any substitute form of health insurance, numerous re-
tired persons over age 65 have had no health insurance since with-
drawing from work.

More and more, group policies are providing for continuation of
the retiree under the group plan. In essence this practice is sim-
ilar to continued group participation after retirement, a method
already described in connection with community-rated premiums.
In any plan in which persons pay the same rate, regardless of their
age, the cost to the active employees will be increased over the
rate for them alone. An increase in the premiums paid by active
employees may be avoided if the retiree’s benefits are reduced or
his contribution, or the contribution of the employer on his behalf
is raised above that required for the active employee.

The increase in the over-all premium, if passed on to the active
employees, would be small in the early years of such contracts, for
few such arrangements in their initial stages include pensioners
who have already retired. New York adopted such a plan as of
September 1957 relative to the retired civil servants and annuitants
of that state.

If the ratio of retired to active employees in a given insured
group becomes sizeable, that fact could have a decided effect on
the premium rate. For this reason, active employee groups fre-
quently resist inclusion of retired employees in their group, unless
the employer absorbs the entire excess cost of the retired workers.
In some long-established plans, however, the number of employees
has been reduced markedly so that pensioners have come to repre-
sent as many as 25 of each 100 persons enrolled in the plan. A
more usual ratio would be much lower when the program becomes
stabilized say about ten pensioners per 100 persons.

Not generally appreciated is the fact that the workers who re-
ceive this form of retirement benefit must in nearly every instance
qualify as pensioners. Length of employment with the particular
employer governs eligibility for a company pension and such man-
datory employment may require 5, 10 or even 20 years with the
company.

One device used in experience-rated plans to hold the line on
rising costs is to place a “lifetime limit” on the benefits the retiree
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can receive under the policy. When the retiree exhausts that
“lifetime limit,” usually $l,OOO to $2,500, coverage under this
policy is terminated.

Conversion of Group to Individual Policies. In recent years,
some group insurance company contracts have stipulated that re-
tiring employees shall he given an option to convert their group
policy to an individual policy with the insurance company writing
the group coverage. Unlike the usual individual policy, described
later, no health statement is required. In other respects the poli-
cies offered are drawn from among the non-group policies of the
particular company. Some insurance companies are not currently
licensed to offer non-group policies and they cannot, therefore,
offer this option.

Groups Confined to Retired Persons. One of the difficulties in
providing health insurance coverage to persons who are no longer
employed, who are self-employed, or who are widows receiving pen-
sions is the establishment of a central mechanism for the group
collection of premiums and the payment of claims, which not only
reduces administrative costs but limits the element of adverse
selection. Organizations of retired persons have been used for this
purpose within the last year or so.

Interest in this approach is mounting among Golden Age Clubs,
inhabitants of the large housing projects for retired persons, and
the like. In this approach a relatively short period is usually fixed
in which membership in the retiree organization can be established
and the member may then sign up for the insurance. Where the
enrollment group relates to the residents of a housing development
or members of a club, the insurance as in the case of group in-
surance in general usually does not go into effect until a high
percentage of all the residents or members have signed up to par-
ticipate, another device intended to reduce adverse selection.

Initial premiums are established as for other forms of group
plans by appropriate weighting for the sex and age of the partic-
ular retired group. Since the bulk of the membership is no longer
young, rates are naturally higher than for younger groups. Using
the original example as a reference point, in a group composed
entirely of 100 persons aged 65 and over, the normal cost becomes
two units per capita compared to slightly more than one unit when
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the cost is spread over a group of all ages. Subsequent experience
governs future premium rates. Some of these organizations have
developed primarily because membership in the association affords
an opportunity to enroll in the organization’s health insurance
plan. In some states insurance regulations do not permit this form
of group underwriting.

A modified version of this approach was adopted by the Federal
Reserve Bank System. Annuitants of this agency were originally
enrolled as “group-conversion” members of Blue Cross plans
throughout the country. Benefits varied trom plan to plan. Each
annuitant paid his own premiums. The System developed a group
out of these persons and one Blue Cross plan now covers all of
them; premiums are deducted from the annuitants’ pension checks
and forwarded in a lump sum to the one Blue Cross plan, in sim-
ilar fashion to the procedure used by other groups composed en-
tirely of retirees.

Special Forms of Group Policies. Discussions of health insur-
ance protection of the aged generally contain references to paid-
up-at-retirement coverage. Interest in this approach stems from
recognition of the limited incomes of the aged that inhibit their
ability to purchase from a retirement income the forms of insur-
ance already described.

In actuality, one form of paid-up-policy has already been de-
scribed that under which the retired person is continued as part
of the group but makes no premium contribution; the former em-
ployer (with or without contributions from the actively employed)
may finance the retirees’ benefits on a pay-as-you-go-basis each
year.

In its pure form the so-called paid-up-at-retirement policy pro-
vides the employee on retirement with the equivalent of an an-
nuity; his contract guarantees that a specified set of health insur-
ance benefits will be available to him during the remainder of his
life. This is a very new approach and very little of this type of
coverage has been sold. If the policy is not purchased until the
date of retirement, the initial costs are high ($7OO to $1,300 per
individual). Similarly, even if purchased prior to retirement, the
annual payments required for persons already approaching retire-
ment would be substantial. If the costs were spread over the full
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working life of the individual, the annual payments would be small.
As a practical barrier to this approach, however, few persons spend
their entire working life with one employer. Aside from the un-
certainty as to whether they will still be with the same employer
when they retire, there are other factors that could make workers
reluctant to participate in purchasing this form of insurance. They
may anticipate that their existing health insurance coverage will
continue after retirement or they may fear that a specified set of
health benefits may prove inadequate if the trend of rising medical
costs continues.

Second only to group conversions as the main source of existing
health insurance among the aged is the continuation of a nongroup
policy purchased when the person was younger and maintained
after reaching age 65. Increasingly aged persons are, however,
also able to obtain policies after the 65th milestone. In either case
these policies are financed by the individual. The vast majority
are cancellable at the option of the insurer though an increasing
proportion are noncancellable or guaranteed renewable up to a
specified age. The latter two types call for higher premiums than
is the case with the cancellable policies. Premiums may be raised
from time to time, if the company changes the premium for all
policies of similar form or class.

Nongroup Policies of Insurance Companies. Up until a few years
ago individual or family policies (socalled to distinguish them from
group policies) were sold only to persons who had not yet achieved
age 55 or 60. Now these policies are made available by a number
of companies to persons in the higher ages. A check1 on the high-
est age at which a group of 104 insurance companies would issue
individual policies, showed the following:

Individually Set Premium Nongroup Insurance Plans

i Who Writes What, 1957 ed.
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TABLE 15

Highest Age at Which 104 Insurance Companies
Would Issue Insurance Policies to Aged in 1957

Number ofHighest Age
at Issue Companies Percent

655 and under
59 and 60 48.127
64 and 65 17

69 and 70 10
74 and 75 14 51.9
79 and 80 ...... 17

84, 85, 90 (1 each) .... 3
No maximum ..... 10

Total
. .... 104 100.0

Restrictions on the benefits provided and relatively high costs
reflect the expectation of adverse selection in a transaction in
which the purchaser of the insurance is electing to obtain it. A
health statement is required in applying for the policy and the ap-
plication may be rejected on the basis of an existing physical con-
dition or recent illness. The health statement also serves as a basis
for cancellation of the policy by the company if a claim is made for
expenses for a condition not mentioned by the applicant but ante-
dating the writing of the policy.

Nongroup Policies of Community-Rated Plans. Most Blue Cross,
Blue Shield and other nonprofit plans using community-rating to
set group premiums also enroll persons on an individual basis. The
age limit for such enrollment is usually 65 though 11 Blue Cross
plans have no age limit, and in 10 plans an age limit of age 60 or
lower is found. Five Blue Cross plans do not provide for nongroup
enrollment. Like all forms of Blue Cross-Blue Shield coverage,
technically the policies are cancellable but the plans reportedly
seldom exercise this legal right. The various plans have different
(mechanisms for enrollment of nongroup members including (1)
“community enrollment drives,” in which enrollment is opened to
all members of a given community for a specific period; (2) open
enrollment for a specific period, usually two weeks twice a year;
(3) continuous open enrollment.

A health statement is usually a requirement and persons may be
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rejected on the basis of this report. Waiting periods before cer-
tain benefits become available are usual; certain conditions may
never be covered or may not be covered until the member has been
enrolled for 6 months or a year.

Depending on the insurance laws of the states and on plan prac-
tices, the premiums for nongroup coverage may be established in
one of three ways: (1) on the same basis as the group or group
conversion premium; (2) slightly above the group rate, to take
into account higher accounting costs inherent in administration of|.j
the nongroup segment; (3) on the basis of the experience of the
entire nongroup class of enrollees. Almost without exception, some
modifications in the benefits provided under the group contracts
are introduced to offset the likelihood of adverse selection.

In addition to the plans and policies already described there is
another category of prepayment for hospital and medical care
derived from arrangements usually referred to as “independent
plans.” Some of these plans fall into the category of community-
rated or experience-rated plans, already described, while others
provide benefits through quite a different approach namely
some form of self-insurance. The entire membership in these lat-
ter plans is composed of employees both active employees and
pensioners of a common employer, or members of a trade union.
Contributions from the members and/or the employer go into a
health and welfare fund or employee hospital association or mutual
benefit association from which the benefits are paid or covered
services are furnished or purchased.

Out of 174 industrial plans, some 79 reported that they were
covering retired workers in 1957; 39 of them also provided benefits
to dependents of retirees. Nearly 200,000 retirees and their de-
pendents were eligible for benefits in these 79 plans, which had a
combined enrollment of about 2.1 million active employees.

Among the 79 plans, 27 plans reduced the retired worker’s bene-
fits below those of the active worker (these were small plans). In
11 of the 27 plans the retiree paid the entire premium. In 13 plans
where there was no reduction in benefits the retired worker also
paid the entire cost. In the remaining 55 plans the retiree con-

Independent Plans
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tributed part of the premium cost in 21 plans, but some or all of
the retirees costs were paid by the active workers and/or the em-
ployer.

A number of these plans operate their own hospitals or health
centers with staff doctors. The cost of pensioners is absorbed into
the overall cost of operating the hospital or clinic. The railway

hospital plans are notable examples of plans that have covered
pensioners for many years. Examples can also be found in other
industries. Length of employment prior to retirement frequently
governs the extent to which pensioners are entitled to continue
their health insurance protection.

There is wide variation both in benefits and in premium charges
for insurance policies covering the aged. Some of the major
reasons for these variations have already been discussed. The ex-
tent to which the risk is spread among all age groups or concen-
trated on the aged as a separate group and the extent to which
costs are insured through broad benefits or left to be met at the
time illness occurs are basic factors in premium rates. In addition,
the selling (“acquisition”) and administrative costs vary for dif-
ferent classes of policies. In pricing a given set of benefits a com-
pany necessarily adds to the expected claims cost the costs of sell-
ing the insurance, as well as premium taxes and the costs of billing
and collecting premiums. Some of these items are necessarily
more expensive per person insured on an individual basis than
when the insured is under a group policy.

It is therefore difficult to summarize, in any meaningful way,
the current expenditure required for one aged person to purchase
hospitalization insurance. Nevertheless, some general indication
can be given.

For Blue Cross community-rated plans information is available
on the premiums and on the benefits a given premium will provide
under the group, group conversion and nongroup classes of poli-
cies. Both benefits and premiums vary widely among the 80 plans.

CHAPTER VII. PREMIUMS AND BENEFITS OF HEALTH
AND MEDICAL INSURANCE POLICIES FOR THE AGED

Community-Rated Plans
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Many Blue Cross plans offer group contracts with additional or
broader benefits and of course, higher premiums than those offered
under the Standard Contract. Such additional benefits are ordi-
narily not available to group conversion or nongroup enrollees.

Of the 80 Blue Cross plans offering group conversion contracts,
22 reduce the benefits below those of the standard group contract
either by insuring fewer days of hospital care, paying lower daily
allowances or placing limitations on the hospital extras covered or
a combination of these devices. The number of days of basic bene-1 j
fit provided under group conversion contracts as of January 1958
ranged from 21 (13 plans) to 365 days (in one plan) with the
largest number of plans (27) providing 30-35 days and the next
largest (25) insuring 70 or 75 days. In addition, 27 of the plans
provide further days of partial reimbursement. The number of
additional days covered ranges from 20 to 295 and tends to be
greater the lower the number of days of full benefit provided.

Blue Shield premiums and benefit provisions vary even more
widely than those of Blue Cross.

Those relatively few aged persons who are enrolled in com-
munity plans providing prepayment for most types of medical care
ordinarily pay a single premium covering hospital care, surgical
services, physicians’ services in hospital, office and home and lab-
oratory services and the like. The annual premium cost of the
benefits was approximately $lOO per person in early 1958 in sev-
eral of these plans.

Because experience-rated plans are frequently tailored to the
particular group, it is not possible to summarize in the same way
as for Blue Cross plans the benefits provided or premiums charged.
A general idea of the annual premiums for group coverage for
specified benefits can be obtained from examining the premium
rates for an initial period for a standard group, subject to ratef l
credits or dividends.

For a policy providing reimbursement of up to $lO a day for 70
days of hospital care with 10 times the daily rate (i.e., $100) for
hospital “extras,” such rates for a standard group with 21-31 per-
cent females would be:

Group Insurance Policies
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Annual premium for
a standard group

With Without
maternity maternity

benefits benefits
up to $lOO

For hospitalization coverage
Employee only .... $21.34 $20.28
Family, combined rate . . . 73.97 61.57
'Husband and wife .... 60.76 48.36

For surgical policyl .... $2OO fee $3OO fee
schedule schedule

Employee only .... $6.84 $10.27
Family, combined rate . . . 22.47 33.71
Husband and wife .... 16.55 24.84

Since the premiums shown are applicable to a so-called standard
group, they would be increased where the group encompassed size-
able numbers of aged persons.

Insurance on a Group of Persons Aged 65 and Over. Two ex-
amples of policies limited to groups of retired persons will serve
to illustrate the amount of premiums and kinds of benefits that go
with this relatively new form of coverage.

1. A group plan for an association of retired persons: The an-
nual premium per individual is $72. The plan pays $lO a day for
31 days, 50 percent of miscellaneous hospital expenses or of emer-
gency outpatient hospital care for accidents up to a total payment
of $125. Surgical expenses with a $2OO maximum fee schedule are
payable. Hospital care for any condition for which the insured
was hospitalized in the preceding 12 months is not covered.

2. A group plan for an association of retired college professors:
The annual premium per individual is $96. The policy pays $l5 a
day for the first 31 days and $7.50 a day for the next 90 days of
hospitalization. Rehospitalizations for the same or related causes
must be separated by six months. Hospital care in the first year
for conditions which required hospitalization in the previous 12
months is not covered.

This policy also pays 50% of miscellaneous hospital expenses or

1 Without obstetrical benefits. Inclusion of obstetrical benefits adds either
90c or $1.35 to the employees rate and $7.17 or $10.78 to the two family
rates.
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emergency outpatient care for accidents up to a payment of $l2O,
(i.e., $240 of expense incurred). It includes surgical expense cov-
erage with a $2OO maximum fee schedule and $3 a day for 31 days
for physicians’ nonsurgical calls when the patient is in the hospital.

The myriads of policies offered on a nongroup basis make it im-
possible to select a typical policy or an average premium, because
premiums vary with the age of the policyholder and by reason of
all the other cost factors already mentioned.

For illustrative purposes, it may be useful to describe very
briefly one new and much discussed noncancellable policy that be-
came available in late 1958. This “lifetime renewable safeguard
policy” is available to persons aged 65 to 75. A health statement
is required with the application. The purchaser of the policy can
put together from a series of riders a package that meets the re-
quirements of his pocketbook. None of the available riders pays
for non-surgical physicians’ attendance or for outpatient diagnostic
services. Ordinarily noncancellable policies carry higher pre-
miums than cancellable policies; the premiums for this contract
however appear to include little if any loading for the lifetime re-
newable feature.

A typical package under this policy might include for each
period of illness separated by six months, $lO a day for up to 30
days of hospital care; hospital extras of up to $5O for medicines
and appliances, up to $25 each for operating room, surgical dress-
ings and coses, blood transfusions and oxygen, up to $2O for X-ray
and for anesthetic and up to $l5 for laboratory service; and surgi-
cal expense under a $2OO fee schedule such a package would
cost $89.40 per person per year. With $l5 a day for hospital room
and board, a $375 surgical fee schedule and more generous hospital
extras, the premium for the package would be $153.80 a person a
year. A very minimal package, including only $8 a day for hos-
pital care, a $l5O fee schedule and very limited hospital extras sub-
ject to deduction and coinsurance (the insurance paying 80% of
the amount spent above $250 but no more than $1,000) the annual
premium would be $58.72 per person. It may be of some value to
comment on various features of individually purchased insurance.

Individually Purchased Insurance
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Noncancellable. An insurance policy becomes noncancellable
when the insurance company waives its right to cancel for any
reason except nonpayment of premium. As matters now stand,
companies frequently reserve the right to cancel the protection
when the exigencies of prudent underwriting suggest such action.
Otherwise, the companies argue, they would be subject to specific,
predictable losses. Reoccurring disability can sometimes be pre-
dicted once some illnesses are contracted. To offset the hazard of
adverse selection, it is necessary for the premium to be loaded to
take care of the extra costs as benefits are paid upon repetition of
an illness. Some suggestions have been made to the effect that
there should be legislative action requiring a noncancellable clause.
Legislative action requiring noncancellable and guaranteed renew-
able provisions in insurance policies would generally raise pre-
miums on policies issued to individual persons, the exact amount
being influenced by the characteristics of the group at risk and the
experience rating provisions.

Guaranteed Renewable. Certain popular contracts are now
noncancellable and guaranteed renewable. Naturally, income re-
placement policies (accident and sickness insurance) would be
guaranteed-renewable and noncancellable only as long as a person
was employed. Even a group health insurance plan which is guar-
anteed-renewable and noncancellable will not assure protection for
retired persons unless the contract defines them as part of the
eligible group.

It has been suggested that the legislature might make it man-
datory for all group health insurance, and especially group hos-
pitalization insurance, carriers to make available protection for re-
tired persons. That is, as a condition precedent to issuing or re-
newing a group contract, the company would be required to assent
to providing the same protection, as long as the premium was paid,
for retired, as well as active employees. Presumably persons
would not be eligible for initial enrollment after retirement. New
health insurance plans for employees of the federal government
will contain a provision to continue protection for retirees. Such
plans are beginning to appear in private industry as insurance car-
riers are willing to provide the extended coverage.

Disability Insurance. Disability insurance as used by private
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insurance carriers may cover any one or a combination of the fol-
lowing: (1) major medical expense insurance; (2) hospital ex-
pense insurance; (3) surgical insurance; (4) weekly or monthly in-
demnity; and (5) accidental death and dismemberment.

(1) Major Medical Insurance. Major medical insurance is de-
signed to protect the insured against catastrophic medical ex-
penses. This insurance is available to individuals and groups. It
is not available, except on a very limited basis, for individuals who
are retired and initially apply for it. This form of insurance has
developed only since World War II and it is estimated that some
18 million persons are already covered by it.

This comprehensive coverage is a form of blanket medical insur-
ance in that an aggregate amount is available to be spent for any
reasonable and necessary medical expenses as the insured’s needs
determine. The only common exception, or exclusion, is for non-
hospital treatment of mental illness.

Almost all major medical expense policies have a deductible fea-
ture and most of them also exercise a coinsurance feature. The
deductible means the insured gives up coverage on small claims be-
cause he must absorb (or buy other insurance to provide for ex-
penses up to) whatever amount the deductible is usually from
$lOO to $5OO.

Coinsurance means that the insured shares in the payment in an
agreed proportion for all expenses in excess of the deductible. The
insured usually pays 20%, whatever his age. In this manner the
insured is said to have the incentive to avoid over-utilization of
medical services and facilities.

A typical individual family policy with a $5,000 limit, $5OO de-
ductible and a 20% coinsurance factor can be purchased for $lOO.
Some insurance authors estimate that group insurance can be
made available at a cost of 30% less than individual policies for
certain types of insurance.

(2) Hospital Expense Insurance. Hospitalization insurance is
designed to pay for all or part of the costs for hospital board and
room and related services and medical supplies. It is available to
both individuals and groups. Independent insurance companies
invariably pay cash to the insured after he has paid the bill, but
Blue Cross plans more often pay the hospital directly.
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Blue Cross is purchased by almost one-half of those purchasing
hospitalization insurance in the United States. It is estimated that
almost 60% of the total population of Massachusetts is protected
by some form of Blue Cross contract.

The number of persons 65 years of age and older covered by
Blue Cross-Blue Shield in Massachusetts has not been determined
precisely. However, private investigation by the Legislative Re-
search Bureau indicates that more than 150,000 persons in this
age group are covered by this plan, either under an individual con-
tract or by a group policy.

It is significant to note that the Blue Cross method of rating, or
premium calculation, is such that the burden of more costly ex-
perience of the older-age does not fall entirely on the 65 and over
group itself, but rather is spread over all the risks insured. In
other words, an individual (buying a policy) joining the Blue Cross
plan pays exactly the same price (premium) regardless of age.

Historically, Blue Cross plans have been set-up with premium
charges based upon a community rate principle that is based on
the experience of the entire group of enrollees.

Currently, retired persons over 65 may apply for Blue Cross in
the same manner as other persons. No one is rejected because of
age alone. The applicant must answer some questions concerning
health and pay a premium of $40.80 a year if individually insured,
or $88.20 a year for an insured family group. The benefits are
$l2 a day for 30 days for individually insured persons; and an ad-
ditional 10 days are available to members of insured family groups.
There is no limit on the amount of benefits allowed for ancillary
services while hospitalized.

Blue Cross has a special program providing $l5 a day of hospital
benefits for applicants over 65 years old. However, they must pay
an individual annual premium of $4B or belong to an insured fam-
ily group paying a $99 annual premium.

It has been pointed out previously that the employer may elect
to permit retired persons to continue their protection along with
the actively employed. If the group contract does not contain
such a provision, it may permit the insured without a health state-
ment, to convert his coverage to some other plan usually with less
liberal benefits than the group plan. In a community rated plan
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the person who has left the group pays his premium to the insur-
ance carrier directly usually on a quarterly, semi-annual or annual
basis rather than on a monthly basis. The increased cost of han-
dling the problem of the collection of premiums explains why
benefits are more limited for “left-group” than for the group as a
whole.

Many independent insurance carriers continue individual hos-
pitalization policies in force as long as the premium is paid. When
an experience-rated group hospitalization plan continues to protect
retired persons, usually the retired are pensioners and their share
of premium cost can be deducted from pension checks. One popu-
lar type of conversion policy for retired persons provides a life
time limit for hospital expenses of from $l,OOO to $2,500. As soon
as the limit is exhausted, the policy is terminated. Of course,
when an employer pays the full premium for a retired person, the
effect is a paid-up insurance policy no matter what the benefits
are.

The literature on health insurance describes a group paid-up-at-
retirement hospitalization policy which provides specific room
benefits for a definite number of days. The Massachusetts Insur-
ance Department is unaware of such hospitalization insurance be-
ing sold in Massachusetts as yet.

Individual paid-up-at-retirement health policies are available,
however, and they are noncancellable hospitalization insurance
policies. One example of this type of coverage is issued up to age
of 60. The insured may collect for 365 days of hospitalization up
to age 65 and for 90 days thereafter for each accident or sickness.
Premiums are high and vary for this type of protection depending
upon (1) amounts and kinds of benefits purchased by the insured
(2) age at issuance of policy and (3) sex of insured.

One example of policies limited specifically to groups of retired
persons is that issued by the Continental Casualty Company. The
following description will illustrate the kinds of benefits and the
amount of premium under this relatively new form of coverage.

The Continental Casualty Company, in 1957, experimented with
a medical insurance policy for persons over 65 years of age. Its
“65-Plus Hospital and Surgical Plan” is available to anyone except
residents in Georgia and North Carolina. For a limited period,
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twice each year, persons apply and are automatically insured. No
one is refused because of age or previous health condition. Con-
tinental does not reveal the plan’s success, but claims hundreds of
thousands have bought the insurance plan. The company may not
cancel one policy unless it cancels all 65 JPlus contracts in the state.
The cost of the contract is $7B. per year, payable monthly. It may
be remembered that the average social security (OASI) benefit
check is now about $73 per month.

The 65-Plus plan is typical of independent insurance company
plans in limiting amount of daily hospital indemnity and length of
time $lO. a day for 31 days and surgical benefits are spe-
cifically scheduled as to exact operation and amount ■— $5. to $2OO.
with $75., for example, paid for surgery on broken thigh bone
and a maximum of ten times the daily benefit (i.e. $100.) for an-
cillary services of X-ray, laboratory tests, operating room, anes-
thetics, dressings, drugs, medicines, ambulance, prosthetic devices.
Immediate protection is afforded for specific costs necessitated by
accident and illness originating after issue of policy. Care for ill-
ness existing previously will be paid provided the hospital confine-
ment begins, or operation is performed, after the policy has been
in force for six months.

Continental claims to effect the savings of group insurance and
thus is able to make the plan available at a lower cost. No doubt,
mass enrollment and recording of premiums on a few specific dates
enable use of electronic machine record keeping. The standard-
ization, simplification and limitation of the policy also make for
ease and economy of administration of the plan. But the cost of
collection and recording the individual premiums still does not
eliminate one of the major cost savings which payroll deductions
provide for true group insurance plans.

(3) Surgical Insurance. Surgical insurance policies are designed
to reimburse the insured, or to pay on his behalf, all or part of the
fees charged by doctors for surgery, or surgical procedures.

Blue Shield is estimated to cover more than 47 million persons
while independent insurance companies are reported to cover 70
million persons. The combined total of 117 million includes an un-
specified number of duplications.

Blue Shield may be classified as an “all-risk” type of insurance
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contract, whereas insurance carriers almost always write surgical
insurance on a “named-peril” basis. Blue Shield agrees to pay for
any and all generally accepted surgical procedures. Insurance
company policies often specify which surgical procedures will be
paid for and no others. They are as varied as their authors wish
to make them, but generally list a specific number of described
surgical procedures. If the insured requires or elects a surgical
procedure which is not listed in the contract, there is no protec-
tion, no indemnity.

Blue Shield agrees to pay the surgeon’s fee or the fee schedule
amount whichever is less. For example, fees for the same surgery
in rural areas generally are less than those in metropolitan areas,
so Blue Shield pays the lesser of either the fee or the scheduled
amount. Participating doctors, those who agree in advance, ac-
cept the amount in the schedule as payment in full for those whose
incomes do not exceed a specified limit.

Insurance companies’ plans agree to pay the insured an amount
to indemnify him for surgical expenses according to a fee sched-
ule. The amount may be more or less than the Blue Shield sched-
ule of allowances. Because of the flexibility in insurance policies,
the allowance for specific operations may be more or less than
that which would be paid by Blue Shield.

(4) Income Replacement Insurance. The weekly or monthly
group disability contracts provide the most liberal coverage of any
disability contract. The insurance pays the employee an amount
determined by statute, or by private contractual agreement, for
revenue lost due to each disability.

(5) Accidental Death Insurance. Insurance both on a group
and on an individual basis may be written to pay beneficiaries
when an insured dies as a result of an accident.

The State of Massachusetts has made a number of approaches to
assist in the problem of medical care costs of the aged.

Insurance for Aged
Workmen’s Compensation applies to older workers as well as to

CHAPTER VIII. PROGRAMS FOR AGED AVAILABLE
IN MASSACHUSETTS
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the general population and pays for all reasonable medical expenses
and other compensation for injuries or illness arising out of, or in
the course of, employment. Motor vehicle and other types of ac-
cident insurance also cover risks of medical care expense.

Massachusetts also requires certain “standard provisions” to be
incorporated into all accident and sickness policies. It is significant
to note that the socalled “standard provisions” concern only the
operating conditions, which must be distinguished from the benefit
provisions. Among other things, the law requires that policies be
approved by the Insurance Department and that exceptions, or
exclusions, must not be “in small print,” rather they must be dis-
played with the same prominence as the benefits.

Other “standard provisions” have to do with: (1) cancellation
and reinstatement privileges; (2) responsibilities of insured and
insurer at time of loss; (3) payment of premium and payment of
benefits within specified time.

The purpose of the standard provisions was to bring about a
greater degree of uniformity in policies, especially by phrasing
important conditions so that they would be more understandable.
Before the enactment of “standard provisions,” it was possible to
write obscure limitations and exclusions into the contract.

Massachusetts has an extensive program of medical care for re-
cipients of public assistance, particularly for those receiving old
age assistance. In September, 1959, Massachusetts paid out
$8,141,091 to 81,370 recipients of old age assistance. The average
payment of $100.05 for the month of September was the third
highest in the United States exceeded only by Connecticut
($114.54) and New York ($102.39). In terms of total expenditures
for old age assistance Massachusetts ranked fifth in the United
States as follows: table 16
Monthly Old Age Assistance Expenditures in Five States—September 1959

No. of Total
State Recipients Expenditures

California .... 259,485 $21,686,623
Texas 222,968 11,603,399
New York .... 84,625 8,663,888
Louisiana .... 124,729 8,249,595
Massachusetts . . . 81,370 8,141,091

Public Assistance
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Approximately 16% of the aged in Massachusetts receive old
age assistance.

In terms of medical care expenditures, however, Massachusetts
ranked high in such expenditures for old age assistance. In Sep-
tember 1959, Massachusetts paid out $3,310,631 to suppliers of
medical care in behalf of the aged on public assistance.

In Massachusetts, payments of medical care amounted to 41% of
the total old age assistance bill in the state. The Department of
Public Welfare operates a program of payment of costs of such
care as it is needed. The Massachusetts program is considered
by many experts in the field as the best program in the United
States.

Annual OAA Expenditures by Massachusetts. Massachusetts
pays the highest per capita amounts annually for Old Age Assist-
ance (OAA) of all the northeastern states. In Massachusetts,
OAA expenditures per state inhabitant are 50% higher than those
in New York and Connecticut, and 300% higher than those in New
Jersey and Pennsylvania. 1 This large total Massachusetts OAA
expenditure is due to increased medical costs. Today, the Com-
monwealth expends more for OAA medical needs than any other
state.

In 1945, annual Massachusetts OAA expenditures were $3O mil-
lion; today they are $97 million. In the past decade alone, the
number of OAA cases in the Commonwealth has dropped from
100,000 to 80,000, or about 20%, but expenditures have doubled.
Approximately 25% of that increase can be traced to the cost of
living. Most of it, however, is attributable to higher nursing home
rates, and particularly, to increased hospital rates. For instance,
OAA now pays $30.50 per day for hospital ward care of patients,
including operating room, anesthesia, x-ray, and other costs.

The Commonwealth receives little financial assistance from the
Federal Government toward these medical costs. Under the pres-
ent complicated Federal aid formula, the Federal Government pays
Massachusetts $41.60 per month out of the first $65 expended on
each OAA case. But since the latter OAA costs must also include
expensive hospital or nursing home care which raises the total in-
1 Guide for State Surveys on Aging, U. S. Dept, of Health, Education and

Welfare, May, 1959.
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dividual bill much above $65 per month, the ratio of federal aid is
small.

The pending Forand Bill in the U.S. Congress would require fed-
eral payment of most medical costs of individual states in connec-
tion with OAA cases. In view of the heavy Massachusetts costs
in this area, it is manifest that passage of this aspect of the Forand
Bill has special financial importance for the Commonwealth.

A variety of other programs for the aged exist in Massachu-
setts The Departments of Mental Health and Public Health are
increasingly developing services for the aged. The cost of main-
taining approximately 8400 persons over 65 in state mental hos-
pitals is over $l5 million annually. Another 30,000 beds are used
by older persons in other hospitals, nursing homes and rest homes.
The Department of Public Health spends some $2 million annually
for public health services of particular benefit to the aged. About
600 licensed nursing homes care for some 15,000 patients, and rest
(boarding) homes care for about 9500. Seventy-five percent of
the patients in these homes are over 60 years of age. These and
other programs have been described in other studies. 1

Since 1955, employees of the Commonwealth of Massachusetts,
and of local governments have been eligible for group life, hospital,
surgical and medical insurance (G.L. cc. 32A and 328). The ap-
propriate governmental authority has been authorized, upon adop-
tion of the enabling legislation, to pay one-half of the cost of such
insurance and the employee shares the remaining 50% of total
expense.

More than 35,000 state employees are now enrolled in a group
medical insurance plan. In addition, 80,000 persons in the public
school systems and 60,000 persons in local and county government
service, either are covered by some type of program or may be
covered in the future as more local governmental units adopt
enabling legislation.

Other Programs

Insurance Program for Massachusetts’ State and Local Employees

*See Need of Mass. Older Citizens, Report of The Special Commission on
Audit of State Needs, Dec. 1958, pp. 77-129.
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In Massachusetts, at present, retirees who have enrolled in a
plan for health benefits may continue it, but they must pay the
full cost themselves.
However, Massachusetts in 1959 amended the General Laws to au-
thorize local units of government to contribute one-half of the cost
of the group insurance premiums for their retired employees (Acts
of 1959, c. 595). Thus, those political units which accept the
enabling legislation, after December 14, 1959, will contribute 50%
of the group insurance premiums on behalf of their employees
after, as well as before, they retire. However, by administrative
decision, only those retired persons who were once enrolled in a
group insurance plan and who continued such plan in force after
retirement are deemed eligible for the new benefits.

It is estimated that fewer than 30% of all retired government
employees will be eligible for the new joint-contribution plan. In
other words, for each person who benefits from the new plan, there
will be more than two persons already retired from governmental
service who will not qualify for benefits because (a) he retired
before the group insurance plan was adopted, or (b) he made an
“irrevocable” election not to continue the group insurance plan
and pay the full premium himself when he retired and experienced
a lower retirement income.

Some 60,000 employees of the federal government work in Mas-
sachusetts and will be eligible to participate in a federal plan of
health insurance. The Federal Employees Health Benefit Act of
1959 (Public Law 86-382) will become operative July 1, 1960. This
federal statute differs from the Massachusetts law for state and
local government employees in at least three respects, as follows:

(1) Number of Alternative Choices. The federal employee liv-
ing in Massachusetts will have at least four and in some in-
stances more than four choices of insurance plans suited to his Jneeds and pocketbook. In contrast, a state or local employee has
only one choice, once the appropriate authority selects a plan.

(2) Amount of Government Contribution. The contribution by
the Federal Government to the subscription charge is controlled
by several stipulations in the bill. For a single person it can be

Program for Federal Employees in Massachusetts
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no less than $2.71 and no more than $3.79 per month. For a fam-
ily subscription, it can be no less than $6.50 nor more than $9.21
per month.

The Civil Service Commission will establish the exact amount of
the contribution by the Federal Government. It will be fixed for
all plans (with the two exceptions noted above) at an amount equal
to 50% of the lowest cost plan. Only if an employee elects the plan
which sets the government contribution will be contribute exactly
50%, otherwise his contribution will be greater than 50% of the
cost of the plan.

(3) Definition of Eligible Employees. The federal plan specif-
ically provides that survivors of employees and annuitants who
were enrolled in a health benefit plan prior to the death of the em-
ployee or annuitant will continue to be protected. The criteria for
inclusion of widows and orphans of federal employees are that (a)
the principal was enrolled in a plan at time of his death; (b) the
family receives a monthly “pension” check from which premiums
can be deducted (since all participants the one exception is cited
below —in the plans must share the cost of their protection); and
(c) the principal was receiving an annuity check, or as an em-
ployee had completed five years of service with the Government.

The variety of programs outlined in this chapter do not ade-
quately meet the health needs of older persons, for reasons which
have been indicated previously.

Proposals to provide medical care for the aged, both public and
private and combinations thereof, are numerous and varied and
are briefly summarized below. In general, they may be classified
under these six heads;

1. Voluntary insurance without government assistance
2. Government stimulation of assistance to voluntary insurance

carriers
3. Federal government grants to states and/or state aid for a

variety of medical care programs
4. Federally operated social insurance programs providing

medical care

CHAPTER IX. ALTERNATIVE PROPOSALS TO PROVIDE
MEDICAL CARE FOR THE AGED
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5. National compulsory insurance with state operation
6. Independent state plans of medical care for the aged

The rapid growth of voluntary insurance covering medical care
for the aged which has been discussed above, has led to the belief
on the part of some persons that the problem of medical care for
the aged can best be tackled through voluntary insurance without
government participation. These advocates foresee a coverage of
almost 70% of the aged by 1970. With public assistance (i.e. Old
Age Assistance) covering another 10% to 15%, a very large pro-
portion of the total aged would be covered. On the other hand,
benefits provided through such insurance are still very low. In
order to make a significant dent in the problem, it would be neces-
sary to liberalize benefits and increase the number of persons cov-
ered. All such improvements in insurance benefits for the aged
involve increased costs. This is true for commercial, nonprofit, and
legislatively-erected plans.

The following table contrasts costs for those 65 and over with
comparable costs for the general population. The table is based
on information gathered by Odin W. Anderson in a study of fam-
ily medical costs in 1952-1953 sponsored by the Health Informa-
tion Foundation:

TABLE 17
Average Annual Cost Per Person of Health Service

Aged Persons vs. General Population

Health Group General
Services 65 and over Population

Physician $ 36 § 25
Hospital

..... 25 13
Medicines ..... 22 10
Dentist ..... 4 10
Other ...... 17 8

Total $lO4 $ 66

In the past a number of proposals to assist voluntary insurance
carriers have been made both for federal and state assistance.

Pooling. One method of encouraging and assisting experimen-

Government Assisted Voluntary Insurance

Voluntary Insurance Without Government Assistance



1960.] SENATE— No. 526. 85

tation with coverage of the aged would be to create a mechanism
for two or more carriers to pool their risks and hence spread
claims over a larger group. Other types of pooling might involve
accumulated experience, specialized personnel and other resources
to experiment with improved methods of coverage. Existing anti-
trust laws constitute an obstacle to such joint action on the part of
private carriers otherwise in competition with each other. Legis-
lation has been proposed in the past to permit agreements among
private carriers to take collective action under specified conditions.
Such voluntary pools could facilitate the development and testing
of new and broadened types of insurance for the aged. They would
not, however, meet the problem of the financial barriers to pur-
chase of insurance by the aged.

Most of the proposals made have been on the federal level and
state action in this area would appear to be limited.

Reinsurance. A federal program to reinsure health insurance
carriers against abnormal losses has also been proposed as a
method of strengthening and improving voluntary health insur-
ance. Some of these proposals have been designed to emphasize
experimentation with coverage for the aged. All proposals of this
type have contemplated that the government would make an
initial advance to get such a fund underway, that the cost of the
reinsurance would be paid by the participating carriers, and that
the fund would ultimately be self-supporting. Participation would
be entirely voluntary on the part of individual carriers.

As in the case of pooling arrangements, reinsurance per se would
not improve the ability of low income persons to purchase health
insurance. Rather, it would help protect carriers against losses in-
curred through experimentation with new and improved types of
coverage and adverse selection of risks.

Regulation. There has been considerable interest in some states
in possible improvements of voluntary health insurance through
regulation of the form that policies may take. The State of New
York recently enacted a law requiring that policies be noncancel-
able, except for nonpayment of premiums. Similar measures have
been considered in Congress relative to interstate sales of insur-
ance. There have also been proposals that insurance carriers be
required to accept impaired risks, and to insure persons regardless
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of age. None of these proposals deals with the effect of such re-
quirements on the size of the premiums or on the marketability
of the policies.

Regulation of insurance has been established as a state function.
In view of the problems of interstate competition and other diffi-
culties, it is doubtful that there will be very rapid state govern-
ment action along these lines.

Voluntary Deduction of Medical and Hospital Care Premiums
from Social Security Checks. A further proposal would permit the
federal government on the request of OASI beneficiaries, to deduct
from the monthly social security checks of such beneficiaries the
amount of the premium for private hospital insurance. A single
policy might be developed, designed to meet the needs of the ma-
jority of beneficiaries, or a choice of several different policies
might be offered to beneficiaries, or a choice of different policies
might be offered to beneficiaries. In either case, since participa-
tion would be voluntary and the entire cost would be borne by the
beneficiary group, there is no reason for thinking that the pre-
miums could be much lower than those now charged by group
plans covering the aged.

The difficulties inherent in the above scheme may be illustrated
by one of the newest group policies available to aged persons which
for an annual premium of $72, provides: (a) benefits of $lO a day
for not more than 31 days of hospital care per illness, (b) 50% of
hospital extras for a maximum payment of $125 (50% of $250);
(c) and surgical care with a $2OO maximum fee schedule. The
benefits under the policy would on the average cover less than a
fourth, probably less than a fifth, of the total medical costs an aged
person might expect to incur. However, the premium for an in-
dividual would represent more than 7% of a $l,OOO a year income,
and the premium for a couple more than 7% of a $2,000 a year
income. In 1957 almost half of the nonmarried beneficiaries had
incomes of less than $l,OOO, and more than two-fifths of the couples
had less than $2,000.

Subsidy of Premiums. In state and federal government other
proposals involve private purchase of insurance by the aged with
some federal or state subsidy of the premiums. Since this involves
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such a variety of alternatives it is difficult to estimate costs. Pre-
miums could run from a very small monthly payment to cover
minimum hospitalization to $lO. to $25. per month for more com-
plete medical care. The size of any subsidy will be great if med-
ical needs of the aged are to be covered. However, the amount of
subsidy can be reduced by decreasing the coverage or benefits.

One proposal made in the past called for a federal subsidy to pri-
vate insurance carriers to absorb the excess cost of above-average
risks, and also to pay part of the premium for persons with low
income. Voluntary insurance would continue to offer policies with
varying benefit and premium provisions, with a government sub-
sidy coming into play when the policy (a) covered aged persons,
disabled persons or other above-average risks, or (b) and when it
was sold to low income families. The major bills that have em-
bodied this type of plan have called for federal grants to the states,
with state administration and with the actual scope of the plan
varying locally.

The cost of such a plan to federal and state governments could
vary so considerably that it is useless to estimate costs without
some specific proposal in mind. Furthermore, the division of costs
between federal and state governments could vary.

Persons urging such an approach argue that it: (a) involves
the least interference with voluntary insurance; (5) recognizes
the inability of the aged to pay the higher premiums; and (c) does
not involve the non-aged in a program with costs heavily weighted
by the aged. Critics contend that the plan is impractical on a fed-
eral level and even more so on a state level. They say that many
aged would not Join without compulsion, and that compulsory
membership has many legal and administrative difficulties. Cer-
tainly, the scheme presents real problems on a state basis and has
not been seriously considered by any state.

A variety of proposals cover federal or state assistance for med-
ical care programs.

Federal Grants to States and State Aid for Medical Care Programs 1

iThis section is condensed from the report submitted by the Secretary of
Health, Education and Welfare to the House Committee on Ways and Means,
titled Hospitalization Insurance for OASI Beneficiaries. April 3, 1059. pp.
75-79.
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Federal Assistance to the Medically Indigent. Federal, state and
local government revenues are now used to pay all or part of the
costs of hospital and other medical care of needy persons. Direct
support might be increased, through (a) an expansion of the med-
ical services provided under public assistance, and (b ) through an
extension of aid under a special program for the medically indigent
with a somewhat more liberal test of need. The latter program
could be supported by federal matching grants to the states, and
might be administered through either the state welfare or public
health departments.

The Federal Government now matches state and local expendi-
ture for medical care for persons on public assistance who are re-
ceiving help towards the payment of medical costs only. The lat-
ter are persons whose income from other sources is sufficient to
provide them with the food, shelter, and clothing included in the
assistance standards, but who do not have money to meet neces-
sary medical bills. This matching is limited to persons otherwise
eligible for assistance under one of the major assistance categories.
It does not extend to general relief programs.

There is a large and indeterminate number of persons with in-
come and resources somewhat above the existing levels of assist-
ance standards who nevertheless have great difficulty in paying for
medical care. For such persons hospital stay or prolonged illness
outside the hospital can exhaust their personal resources, impose
heavy burdens on younger members of the family, and eventually
lead to a humiliating reliance on public assistance for the basic
means of subsistence. Many of these older citizens may have no
real opportunity to purchase adequate hospital or medical care in-
surance, except at prohibitive costs.

Various definitions of the medically indigent are possible and
the definition chosen would in turn govern the cost of a specific
proposal. Proposals for care of the medically indigent, introduced
in Congress in the period 1946-49, were geared to families with
relatively low incomes. For example, the Taft proposal of 1949
was thought of as one which might reach 20% or possibly 25%
—of all families. The Taft plan assumed that a large part of the
medical bill for the needy was already being met through such de-
vices as care in county hospitals, as well as free care by private
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physicians. The $3OO million annually which was to be spent in
federal funds (and matched in state funds) was not to replace
existing efforts; the bill specifically provided that total contribu-
tions from the state and from local governments could not be less
than their expenditures for medical services to the covered group
prior to the initiation of the program.

No major proposal for a federal-state program for the medically
indigent has been put forward since 1949. This may be due in part
to the fact that the 1950 amendments to the Social Security Act
provided for federal sharing in the direct payments made by states
to doctors, hospitals, or other persons furnishing medical care to
assistance recipients in the four federally aided categories. Sub-
sequently, there have been significant advances in state programs
for medical care for public assistance recipients.

More liberal federal and state eligibility standards would solve
part of the problem of the medically indigent. However, this lib-
eralization to include persons who do not meet the more stringent
tests of need would certainly increase federal, state and local med-
ical care costs. For this reason, it is not realistic to think of meet-
ing the medical needs of all medically indigent persons through the
existing public assistance programs. Massachusetts already has a
highly developed program of assistance to the medically indigent,
in comparison with most other states.

A new program of assistance, specifically for medical expenses
and with its own test of need, could take one of several alternative
forms. A decision would have to be made as to whether the pro-
gram would apply only to persons aged 65 and over, or to medically
indigent persons inall age groups.
If the federal or state government finance medical services for

individuals and families meeting some test of need, it will be neces-
sary to determine whether this assistance is to extend only to the
costs of hospital care. There are substantial arguments for cover-
ing all types of care. A needs test could vary with the size of the
medical costs involved; thus, assistance might be extended to fam-
ilies of considerably higher income levels when large and continu-
ing medical needs existed.

Massachusetts Assistance to the Indigent. Massachusetts al-
ready has one of the largest state programs of medical care for
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old age assistance recipients. Much of the assistance expenditure
goes for purchase of nursing home care, and does not reflect full
medical care costs. The program could be enlarged to cover all
aged below a certain income. If all aged in Massachusetts received
free medical care on the basis of the present cost of such service
to public assistance recipients, it would amount to more than 18
million dollars a month and not cover all medical and hospital ex-
pense. If the care were limited to persons with a low income, the
cost would depend on where the lines were drawn and would range |
upward from the present monthly expenditure of $3,548,389
(December, 1959) for Massachusetts indigent aged.

Many persons contend that the most feasible method of provid-
ing medical care for the aged is through the mechanism of Social
Security. Most recently, this approach has been embodied in the
socalled Forand Bill (H.R. 4700, first session, 86th Congress). This
bill proposes: (1) to provide hospitalization for beneficiaries of
the Social Security system for not more than 60 days in a year;
(2) to pay the costs of nursing home care for patients transferred
from the hospital, on the basis of not more than 120 days of com-
bined hospital and nursing home services; and (3) to pay for surgi-
cal services. The bill proposes to finance this program via the reg-
ular Social Security tax structure, namely: a compulsory payroll
tax. The estimated tax would be one-quarter of one percent each
for employer and employee with three-eighths of one percent to be
paid by the self-employed. The present ceiling on taxable earn-
ings is $4800.00.

If such a proposal, or any similar one, were to pass the Congress,
it would alter the character of any separate Massachusetts pro-
gram which might then be in effect. The arguments for and
against state or federal operation are set forth later.

Some consideration is being given to a plan such as the Forand
Bill which would be financed by a federal Social Security tax but
would be administered by the states. Under these proposals, the
state might act as agent of the federal government in providing

Federal Social Insurance Programs for Medical Care of the Aged

!
National Compulsory Insurance With State Operation
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the actual services, or many other inter-governmental arrange-
ments could be worked out.

Independent State Plans
Although state Legislatures have considered a variety of pro-

posals, little action has been taken by states to develop publicly-
supported programs of medical care for the aged other than the
programs already operating in Massachusetts and previously dis-
cussed. A variety of plans are possible —so many in fact that it
is impossible to discuss them all in this report. As an aid in con-
sidering them, however, this report proposes a hypothetical plan
in the final chapter.

In considering whether the state should provide for a plan of
hospital and medical insurance for the aged, a fundamental de-
cision must be reached as to whether such a program should be
a state or federal responsibility. In addition, consideration should
be given to the arguments advanced in connection with proposed
federal legislation. These arguments have some relevance to any
proposal for state action.

Those urging federal action along lines of the Forand bill argue
that:

2. Private insurance cannot meet the costs of medical care for
the aged. Many aged are not and will not be covered by
private insurance. Unless the benefits are meager, the
premiums will be too high, so that many aged cannot afford
it.

3. Just as Social Security has stimulated the interest of many
persons in private life insurance, a social insurance program
of medical care will do likewise in helping private insurance
carriers to sell insurance more effectively to persons under
65. Also, since the costs of care are so much higher for the
aged, insurance carriers could provide more adequate cov-
erage for those under 65 if Social Security provided cover-
age for those over 65.

1. There is a great unfilled need for hospital and medical care
insurance among theaged of our country.

Federal vs. State Action
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The plan would provide needed help to hospitals. Many
private hospitals are on the verge of serious financial dif-
ficulties because some patients cannot pay the charges for
increasingly costly care.

4.

A federal plan of hospital and nursing home benefits for the
aged need not interfere in any way with medical practice.
It would merely provide a method of payment to the institu-
tions and would not affect the doctor-patient relation.

o

Such a plan is not socialized medicine, and would not involve(
government operation or control over hospitals.
The plan would be an insurance, not a relief plan, and would
not involve a “means” test or other “relief” test.
The plan would reduce relief costs to federal, state and local
governments. The present medical expenditures for old age
assistance would be reduced materially in time, though not
immediately. It would also relieve private welfare agencies
of one of their greatest burdens.

6,

7

8.

The payroll deduction method has proved successful not
only in the United States but in foreign countries. It is ad-
ministratively simple. The tax increase would be so small
as to be little felt by workers and employers.

9.

The program would not involve general revenues; hence, it
would not affect the problems of federal budgeting.
The cost of administration would be simple and inexpensive.
This has already been demonstrated by the situation in the
existing Social Security program.

10.

11.

Those opposed to the Forand bill argue that:
1. The plan is a form of “socialized medicine” since it will be

a “foot in the door” toward complete government control.
It will lead to government interference with hospital and
medical practice.

2. It is but the beginning of comprehensive medical
just as in Great Britain.

3. Additional federal programs should be avoided.

5. Other alternatives, such as subsidies to the aged or insur-

4. It could result in encouraging excessive use of hospitals for
persons who should be cared for in other ways.
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ance carriers, hold less danger to traditional medical prac-
tice.

6. Costs are unknown. It is difficult to estimate costs with
exactness.

7. There is no need for another government program compet-
ing with private enterprise. It will destroy private medical
insurance for the aged.

8. It introduces a new element into Social Security, namely, a
service benefit whereas the whole program of the past was
based on a cash benefit.

This listing of the arguments above is brief and indicative. It
is not complete. It is believed, however, that it sets forth the major
positions.

Most of the arguments apply also to programs fostered on a state
basis, unless such programs were designed with such arguments in
mind. In addition, consideration must be given to the feasibility
of having a state program.

Those favoring some form of state program argue that;

1. The four states of California, New York, New Jersey and
Rhode Island provide for insured benefits for temporary
disability to workers in industry and other occupations and
none of the fears expressed when the programs were initi-
ated have materialized. The programs are successful.

2. Massachusetts now has the leading program of medical care
for needy aged. This should be extended to all aged. It will
redound to the credit of the state.

3. It will not require all completely new expenditure since some
savings of money in public assistance expenditures might
result.

4. Massachusetts should not wait for federal action which may
or may not be forthcoming. The state program can be
adapted to any future federal plan, as necessary.

5. Massachusetts is already taking a first step in a state pro-
gram through its medical plan for state and local govern-
ment employees.

6. The state being closer to its citizens, its hospitals, its doc-
tors, etc. could do a more effective job.
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Those who appose a state programargue that:
1. It will impose another tax burden on Massachusetts employ-

ers and workers. It will add substantially to the cost of
doing business in Massachusetts, and thus drive some indus-
tries out of the state and discourage establishment of firms
in the Commonwealth. Business leaders already complain
of high Massachusetts costs for Workmen’s Compensation
and Unemployment Insurance.

2. The federal tax base is broader, its coverage is wider, and
it can therefore spread the risk and the cost more easily.
The relatively large Massachusetts aged population will re-
sult in a higher premium cost if Massachusetts “goes it
alone.”

3. A state plan would involve complicated state-local relations
and would require numerous administrative, legal, and per-
haps constitutional changes.

4. It might bring indigents into the state because of the better
medical care programs.

As indicated in the opening pages of this document, its prepara-
tion was required by only the following ten words of the brief di-
rective of the General Court, calling for a study by the Legislative
Research Council “relative to providing hospital and medical care
for retired persons.” To gain more adequate guidance of legisla-
tive intent, the scope of this limited directive has been deemed to
include the first portion of a more detailed legislative proposal of
1959 calling for a study by a special commission which was aban-
doned in favor of this Council study.

The initial portion of that commission proposal developed moref
fully the legislative desire that a study be made of providing hos-
pital-medical care to retirees from both private and governmental
employment, with costs thereof to be financed either from a state
fund or through private insurance. The latter portion of the aban-
doned commission proposal of 1959 asked for a study of the

CHAPTER X. COST BACKGROUND OF HOSPITAL-MEDICAL
CARE FOR MASSACHUSETTS RETIREES

General Considerations
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methods of raising the necessary revenue; consideration of this
special taxation problem has not been attempted in any way in this
document.

Even with respect to the first study assignment alone, it was not
deemed possible to work out the estimated costs of providing hos-
pital and medical care for retirees in Massachusetts. Those costs
vary tremendously in range, contingent on the many factors which
have been discussed in the preceding pages of this report. Until
the General Court reaches a decision as to at least the major
features of what it means by hospital and medical care, cost es-
timates cannot adjust for the many different assumptions which
must be made.

Instead, it has therefore been decided to present below in brief
compass the cost aspects of five existing hospital-medical care
plans in this country, together with the benefits they bring their
clients. Then an equally brief text indicates the numbers of re-
tirees in Massachusetts to whom the new approach may eventually
come to be applied.

By combining these two factors in a final section it has then
been possible to present a set of very rough and tentative estimates
indicating the general magnitude of the total costs of applying to
the Massachusetts scene the types and kinds of five selected pro-
grams which are covered elsewhere. Obviously, this kind of a
computation can in no sense be considered as some sort of hypo-
thetical or other proposal by the Legislative Research Council. It
is merely material establishing a cost background against which
the General Court alone can decide the scope of one or more related
plans that are financially desirable and feasible given the state’s
fiscal picture. Once such preliminary decisions have been made
by the General Court, cost estimates and other data can then be
prepared to guide final legislative consideration.

Among the many and varied health plans in effect throughout
the United States, the five individual health plans presented below
have been selected to illustrate the benefits and cost variations of
such plans throughout the nation. Among other factors, it should
be noted that they range in membership from the very young,

Scope and Costs ofFive Existing Health Plans
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through the childbearing ages to the very old. Obviously, the ex-
tent, nature and cost of meeting the health requirements of this
varied membership are quite different from the special problems
of only adult men and women aged 65 or over.

This plan, adopted a year ago, provides group health insurance
under a contract with Blue Cross-Blue Shield, for about 37,000
employees of the Commonwealth; this membership corresponds to
85,000 subscribers when dependents are included. Costs are shared
equally by the employees and thestate.

Benefits. Under the plan hospital rooms occupied by patients
are paid for in full for a maximum occupancy of 120 days, if the
rooms are shared on a ward or semi-private basis, and up to 820
for each of 120 days if occupied singly. Irrespective of type of ac-
commodation patients must pay a fee of $25; in case of major ill-
nesses they are granted $5,000 of additional charges beyond 120
days. These limits may be repeated within each year after the
lapse of 90 days between admissions.

For medical and surgical benefits, a lengthy schedule is in effect
under the plan, using a schedule previously approved by the med-
ical fraternity. This schedule holds for patients with incomes
ranging below $5,000 for single individuals up to $7,500 for a fam-
ily; physicians make additional charges for patients with higher
incomes. The maximum surgical fees paid under the plan for single
operations are fixed at stated amounts, within a maximum of $5OO.
Obstetrical cases are included but no dental services are provided.

Cost. The total annual cost for the above plan, of which half is
paid by the state and halfby the member, is

For Single Persons, $75.60 per yr.
For Families, 189.60 per yr.

This nongroup health insurance is generally on the same basis
as the above Massachusetts plan but is purchased individually. The
plan has been in operation since 1937 and now has about 500,000
members. Costs are met in full by the individual subscriber.

Benefits. Under Blue Cross, hospital benefits are made available

1. Health Group Insurance Plan of Massachusetts

2. Blue Cross and Blue Shield Plans on Individual Basis
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as follows; For individuals, the plan pays $l5 per day for a maxi-
mum of 30 days; for a family, it pays $l5 per day for a maximum
of 40 days. These limits may be repeated within each year after
the lapse of designated periods between admissions.

Under Blue Shield which covers medical and surgical services,
the same benefits are in effect as hold for the above Massachusetts
plan. However, an individual may purchase less services if he so
desires.

Costs. The total annual cost per member for both Blue Cross
and Blue Shield, purchased individually, is

For Single Persons, $60.80 per yr.
For Families, 131.00 per yr.131.00 per yr.

This Foundation constitutes the largest prepaid medical group
practice in the nation. It provides care for more than 600,000 per-
sons in Foundation clinics and hospitals on the Pacific Coast and
in Hawaii. Each patient selects one of about a dozen physicians
who serves as his family physician until a change is made. As such
the family physician treats routine ailments, making references to
specialists as that is advisable. The specialists work in the same
clinic or hospital, which facilitates examination and consultation
for both doctor and patient.

Benefits. As in the case of the Massachusetts Plan, hospital costs
are assumed by the Foundation under most conditions in one of its
hospitals. In addition, home and office visits, surgery, laboratory
analyses, x-ray and other specialized services are provided as
needed.

Costs. In addition to the annual costs indicated below, a $l.BO
surcharge is in effect for each person 65 and over. An extra charge
is also in effect for all members for night visits by the physician to
the patients’ home, namely, $1.50 between 5 p.m. and 9 p.m., and
$3.50 after 9 p.m. Similarly, extra charges are made for each visit
to the clinic. The total annual charge for those 65 years and over

Individual $87.60
Family 184.80

4. Group Health Association of Washington, D.C.
This plan is a prepaid medical care program for individuals and

3. Kaiser Foundation Plan
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families and pi’ovides hospital, surgical and medical services for
about 34,000 members and dependents.

Benefits. Benefits are more extensive than under the Massachu-
setts Plan. Hospital costs, including ancillary services, are paid in
full for treatment extending over 365 days. Subject to a favorable
association vote on pending changes in program costs, patients will
have to pay half of total hospital bills up to a maximum of $l5O,
that is, $75. Similarly, for maternity benefits, they must pay up
to half of a maximum of $125. In both cases, GHA meets all costs
above the maximum.

Comprehensive surgical and medical services are provided with-
out additional payment, except for minor fees for materials and
tests.

Costs. The annual cost, effective April 1960, will be as follows:
Individual $87.00
Family 226.20

This insurance plan has been available since 1957 solely for pur-
chase by persons 65 years and over during a limited period of each
year. The company may not cancel one policy unless it cancels all
similar contracts in the state.

Benefits. The plan pays hospital care up to $lO daily for a max-
imum period of 31 days, along with a maximum of $lOO of miscel-
laneous hospital expenses for x-ray examinations, operating room,
anesthetics, laboratory tests, prosthetic devices, dressings, medi-
cines, and ambulance service. The maximum surgical fees paid by
the company for single operations are fixed by schedule, within a
maximum of $200; however, physicians are authorized to collect
additional amounts from patients.

Cost. The cost of such a policy on an annual basis is:
For Individuals $7B.

Number of Massachusetts’ Retirees
The second phase of these cost background data relative to pos-

sible future establishment of a hospital-medical care program for
retired persons in Massachusetts concerns the number of men and
women over age 65 who may be involved.

The estimated number of aged persons in the Commonwealth on

5. Continental Casualty Company “65-plus” Policy
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July 1, 1957 was 511,000. As indicated elsewhere in this document,
the trend in this segment of the population has been upward and
will continue to show a marked increase in the coming years, but
no attempt has been made to include a financial adjustment on this
score.

It has been estimated that of this total of 511,000 aged persons
residing in Massachusetts, about 140,000 of these individuals will
continue to work for at least some years. Another 80,000 to
100,000 of the total now currently receive medical care benefits
under the state’s old age assistance program; hence, this large
group of assistance cases can be excluded because their medical
bills have already been assumed.

Thus, a total residue of about 281,000 retired persons must be
provided for if a broad health program is adopted in Massachu-
setts.

The following table applies to the latter estimated number of
retirees (281,000) in Massachusetts over age 65, the annual costs
of the five medical plans which have been summarized above. It
merits reemphasis to state that these estimates are extremely
rough and approximate, and will only serve to indicate the general
magnitude of the new state expenditures for a program, assuming
that the Commonwealth will provide something like the services
now provided at the costs in effect for the five plans summarized.
It should not be assumed that the larger costs among the five plans
necessarily represent more expensive services. It may very well
be that the higher costs shown are actually more economical than
the lower figures in the sense that relatively greater benefits are
being purchased.

TABLE 18

General Cost Magnitude of a Massachusetts Health Program

General Cost Magnitude of a Hospital-Medical Plan for Massachusetts
Retirees at Average Costs Under Five Existing Plans

Annual Cost Total Cost For
Type of Plan Per Person 281,000 Aged

1. Health Group Insurance Plan of Massachusetts $75.60 $21.2 million
2. Blue Cross-Blue Shield Plan on Individual Basis 60.80 17.1 million
3. Kaiser Plan 87.60 24.6 million

87.00 24.4 million4. Group Health of Washington, D.C.
5. Continental Ins. Policy for Aged (“65-Plus”) . 78.00 21.9 million
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The estimated cost to Massachusetts of providing a medical-hos-
pital program for those of its retirees who are not now on the pub-
lic assistance rolls, at the rates in effect for five such existing plans
with varying benefits, will therefore range between $17,000,000
and $25,000,000 a year. As indicated above, this estimate must
be considered as indicating only the general order of financial
magnitude for the program under consideration. Less generalized
estimating requires that the General Court reach a conclusion as
to the major aspects of the contemplated new state system.

Costs of supplying to the aged the same types and amounts of
services as are provided under the five above plans will undoubt-
edly run considerably above this range of estimated costs, partic-
ularly for two reasons; (1) the needs of the aged are greater than
those of a general cross section of the public as holds for four of
the five plans cited, and (2) the British public health programs
have demonstrated the tendency for service demands, and hence
costs to rise to somewhat higher levels as the plans age.
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