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Ordered, That a special committee, to consist of three members of the
Senate to be appointed by the president thereof, one of whom shall be
a member of the minority party is hereby established for the purpose of
making an investigation and study relative to the establishment of a
system of community medical centers, capable of operating under a
variety of funding devices, including a pre paid capitation system.

Said committee, without limiting the generality of the foregoing, shall,
in the course of its investigation and study, consider the following:

(1) Present utilization of hospital facilities in lieu of acceptable al-
ternatives for the delivery of primary health care, in terms of the quality
of that care provided, the accessibility to the community of that care,
and the ability of these systems to meet future anticipated needs;

(2) The desirability of a state administered system of community medi-
cal centers, capable of providing comprehensive medical care to all, or
parts of, the general community;

(3) The relationship said medical center system should have to the
overall health needs of the commonwealth and to comprehensive planning
to meet said needs.

Said committee shall be provided with quarters in the state house, or
elsewhere, may travel within or without the commonwealth, and may
expend for legal, clerical and other services and expenses such sums as
may be appropriated therefor.

Said committee shall report to the Senate the results of its investiga-
tions and study, and its recommendations, together with drafts of legisla-
tion to carry out its recommendations into effect by filing the same with
the clerk of the Senate from time to time, but shall file its final report
on or before October thirty-first, nineteen hundred and seventy-two (Sen-
ate, No. 1484).

Subsequently the Chair announced that the President had ap-
pointed Senators Cawley, Foley and Barrus to serve on the above
committee.

Olljp fflommonuipaltl; of ffiaaoar^usptta

ORDER CREATING THE COMMITTEE



Qlljp (Jlontmmuupaltlj of MaßaarljußPtta

Mr. MATTHEW J. McGILLICK, Study Co-ordinator

Mr. DAVID VERNON LUSTIG, Editor

Mr. WILLIAM WALLACE, Esq., Staff Co-ordinator

Mr. EDWARD SCHINE, Research Assistant

Mr. KIM WORTH, Research Assistant

Ms. MILDRED A. HOELL

Ms. ELLEN AMRHEIN

Senator ROBERT L. CAWLEY, Chairman
Senator DANIEL J. FOLEY

Senator JOHN D. BARRUS

MEMBERSHIP

STAFF



The General Court of Massachusetts
State Senate

Committee on Ways and Means
State House, Boston

We, the undersigned, hereby submit a first report on the results
of its investigation and study (authorized under the provisions
of an order adopted by the Senate, see Senate order No. 1484, of
1971) of the establishment of a system of community medical
centers, capable of operating under a variety of funding devices,
including a pre-paid capitation system.

Respectfully submitted,

Senator ROBERT L. CAWLEY

Senator DANIEL J. FOLEY

Senator JOHN D. BARRUS
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To the Honorable Senate;
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March 1972.

To The Honorable Senate:

This preliminary report originated through a still current in-
vestigation by the Joint Special Committee Investigating Welfare
of the inefficiencies and diseconomies in the Medical Assistance
Program, administered by the Department of Public Welfare.
Based upon an analysis of the experiences of the Department in
attempting to provide medical care to the indigent of Massachu-
setts in both an efficient and economical manner, the Senate Chair-
man, Senator Robert L. Cawley, (D-4th Suffolk) concluded that
the Committee ought to expand the scope of its investigation and
examine the feasibility of the Commonwealth encouraging the
development of a system of community-based medical clinics,
modelled in part after those found in private industry* toward
the end of streamlining the delivery of medical care by the Depart-
ment of Public Welfare, and thus easing the tax burden on Massa-
chusetts working population.

Accordingly, on May 12, 1971 the Chairman issued a memoran-
dum to the other members of the Joint Special Committee in which
he outlined the problem:

“The real and continuing problems faced by the Department of
Public Welfare in the administration of the Medical Assistance
Program involves not only the chaos which exists within the in-
ternal administration of the Department, but the wastes, ineffi-
ciencies and costly duplications of effort which exist in the delivery
system currently used by the medical industry to provide compre-
hensive medical care both to the Department and the general
public. This inefficiency and waste is a direct product of the frag-
mentation and over-specialization which plagues the medical in-
dustry. The cost of this inefficiency and waste is passed along to

THE FIRST REPORT

*The experiences of the Kaiser-Permanente plan in this regard are out
lined in greater detail in Appendix B.
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the Department and the consuming public as exorbitant fees, high
prices and unnecessary usage of expensive hospital facilities.

“There is no question but that if Congress were to enact a Na-
tional Health Insurance Program the inefficiencies and costliness
of the existing state-operated Medical Assistance Program would
only be compounded and reinforced by the influx of more public
monies .

.
.

. .
(Further) . . . the increasing disappearance of the private

general practitioner in urban and rural areas is a direct result
of the incentives found in the fee-for-service, entrepreneurial
(medical delivery) system.

“Community Medical Centers, because they allow for a more
intensive application of our medical resources and because they
are ‘health’ rather than ‘service’ oriented, would provide a more
efficient use of federal funds and assure the delivery of sufficient
comprehensive medical care to meet the needs of the citizens of
the Commonwealth.”

The memorandum then suggested that the Committee consider
Senator Cawley’s proposal, that the state examine the feasibility
of the development of a system of community-based medical clinics.
Public hearings on this matter began on May 26, 1971 and con-
tinued each succeeding Wednesday through June 30, 1971. At these
hearings testimony was presented by the following expert witnesses:

John Knowles, M.D., then the General Director of the Massa-
chusetts General Hospital and now President, Rockefeller
Foundation.

H. Jack Geiger, M.D., then of the Tufts University School of
Social Medicine and a nationally recognized expert on innova-
tive attempts to deliver primary medical care.

Robert Murphy, then of the Tri-State Regional Medical Program,
representing its Executive-Director, Leona Baumgartener,
M.D.

Professor Ralph Berry, Harvard Medical School and Chairman
of the Medical Assistance Advisory Council, Department of
Public Welfare.

Sidney Lee, M.D., Associate Dean for Hospitals, Harvard Uni-
versity School of Medicine.

David Rutstein, M.D., Professor of Medicine, Harvard Univer-
sity School of Medicine.

Leonard Chronkhite, M.D., Director, Children’s Hospital Medical
Center.

Alonzo Yerby, M.D., Chairman, School of Public Health, Harvard
University.

H. Emerson Thomas, Professor of Medicine, Boston University
School of Social Medicine.
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Mr. Edward Kovar, Senior Health Planner, United Community
Services.

David French, M.D., Boston University School of Medicine and
Director, Roxbury Comprehensive Medical Center.

Jonathan Fine, M.D., Deputy Director, Community Health, De-
partment of Health and Hospitals, City of Boston.

Paul Densen, M.D., Director, Center of Medical Care Studies,
Harvard University.

Jonathan Kosa, Ph.D., Director, Medical Care Research Unit,
Harvard University.

Mr. Henry Jones, President, Massachusetts Blue Cross Asso-
ciation.

Claude Welsh, M.D., Chief of Surgeons, Massachusetts General
Hospital and then a leading candidate for the presidency of
the American Medical Association.

James Callahan, Ph.D., Assistant Commissioner for Medical Assis-
tance, Department of Public Welfare.

Ernest Cook, Ph.D., Deputy Commissioner, Department of Public
Health representing the Commissioner, Alfred Frechette,
M.D.

Elton Klipanoff, Legislative Assistant to Governor Francis W.
Sargent.

Harold Putnam, Regional Director, Department of Health, Edu-
cation and Welfare.

Robert Coard, Executive Director, Action for Boston Community
Development.

Paul Parks, Administrator, Boston Model Cities Administration.

After its hearing concluded in June, 1971, the Committee con-
cerned itself with a critical evaluation of community-based medical
clinics in the city of Boston. As part of this continued investiga-
tion, the Chairman and Staff Assistants personally inspected a
number of these facilities to gain a better understanding of the
role they play as a part of the existing medical delivery system
and their potential for the delivery of comprehensive medical care
on a mass-scale.

The Senate, recognizing that the initial investigation into the
delivery of health care in Massachusetts should be broadened and
extended, created the Special Senate Committee to Make an In-
vestigation and Study Relative to the Establishment of a System
of Community Medical Centers, under Senate order No. 1484 on
June 23, 1971. The Senate President, Kevin B. Harrington (D-2nd
Essex), on the same day appointed Senator Robert L. Cawley (D-

H. Thomas Ballentine, M.D., then President-elect and now Presi-
dent, Massachusetts Medical Society.
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4th Suffolk) Chairman of the Committee, and Senators Daniel J.
Foley (D-lst Worcester) and John D. Barrus (R-Franklin and
Hampshire) as members.

The Report is issued by the Special Senate Committee but ap-
propriate credit is extended to the members and staff of the Joint
Committee for their efforts in contributing to its formulation. The
Chairman, Senator Cawley, especially extends his gratitude to
Representative Louis Bertonazzi (D-9th Worcester), Representa-
tive John Long (D-7th Bristol) and Representative Gilbert Cox
(R-9th Norfolk), all of whom contributed immeasurable to the suc-
cess of this study.

This Report is a compilation of the findings of the Joint Spe-
cial Committee Investigating Welfare and the Special Senate Com-
mittee. Based upon the public hearings held by the Committee,
based upon the further investigations and analyses performed by
and for the Committee, it is our conclusion that THE EXISTING
MEDICAL DELIVERY SYSTEM IS INCAPABLE OF EFFICI-
ENTLY DELIVERING COMPREHENSIVE MEDICAL CARE ON
A MASS SCALE.

That is, if a program of national health insurance were enacted
in the immediate future, its consequence would not be improved
medical care for all, regardless of one’s ability to pay, but a further
acceleration of the rate of inflation which now plagues the delivery
of medical care in Massachusetts and the United States.

It is the principal recommendation of the Committee, based upon
months of exhaustive studies, that IF WE ARE TO ENSURE
THAT THE CITIZENS OF THE COMMONWEALTH ARE TO
RECEIVE THE TYPE OF QUALITY MEDICAL CARE TO
WHICH THEY ARE ENTITLED, MASSACHUSETTS MUST
CONCERN ITSELF NOT ONLY WITH THE MEANS TO PAY
FOR THAT CARE, BUT ALSO THE MEANS BY WHICH TO
PROVIDE IT. WE MUST DEVELOP A MEDICAL DELIVERY
SYSTEM WHICH IS CAPABLE OF DELIVERING COMPRE-
HENSIVE MEDICAL CARE ON A MASS SCALE WITH EF-
FICIENCY AND ECONOMY.

This Committee’s First Report deals with the problems facing
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Massachusetts in this area, and offers an innovative and realistic
demonstration program through which they can be met and over-
come.

The Commonwealth of Massachusetts is confronted by a crisis
in the delivery of quality medical care. This crisis approached,
not without warning, although its existence is still not generally
recognized by the public. The rapidly escalating costs of medical
care since the end of World War II are sufficient indication that
all is not right with our medical delivery system. This warning
has gone largely unheeded, as the impact of cost escalation is
passed along almost invisibly to consumer-patients.

(1) THE EXISTING MEDICAL DELIVERY SYSTEM IS IN-
CAPABLE OF PROVIDING ECONOMIC, QUALITY COMPRE-
HENSIVE MEDICAL CARE ON A MASS-SCALE. This has been
the primary conclusion suggested by rapidly escalating costs. The
existing system is hospital-based and entrepreneurial in nature. It
has an exaggeration of overlapping services at the hospital level
and significant gaps in other, non-institutional, ‘levels of care’.

(2) IN THE PAST DECADE THE PROLIFERATION OF
THIRD-PARTY INSURANCE MECHANISMS HAVE BEEN
BOTH A BOON AND A BURDEN TO THE AVERAGE CON-
SUMER. It has provided him the opportunity to afford quality
medical care, but at the same time, it has made him relatively
unconscious of the rapidly escalatings costs which have accompan-
ied this growth of third-party insurers. The impact of increased
insurance rates or increased taxes is far less dramatic than if
each citizen were to pay for these inflated medical services out of
his own pocket.

(3) IN THE YEARS PRIOR TO THE DECADE OF THE SIX-

SUMMARY AND FINDINGS
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TIES, THE COST OF MEDICAL CARE HAD FUNCTIONED AS
A LIMIT UPON THE REAL DEMAND FOR MEDICAL CARE.
That is, the price of medical care acted as a rationing mechanism,
keeping demand in line with the ability of the system to perform.
Third-party insurance mechanisms have effectively eliminated this
rationing mechanism for a majority of the population through
guaranteeing the delivery of health services without continuing
to maintain the burden of reducing inflation on thoise who deliver
the care: private physicians and hospitals. It is regrettable that
those providers have not seen fit voluntarily to build decisive cost
controls into the now firmly entrenched “third-party” payment
system.

(4) AS A RESULT OF THE AVAILABILITY OF INSURANCE
MONIES TO PAY FOR MEDICAL SERVICES, THE DEMAND
FOR THESE SERVICES HAS INCREASED. Reflecting this surge,
the free market delivery system has dramatically expanded its
range of services especially inpa+ient hospital care. This ex-
pansion has had two consequences detrimental to the efficient,
economic delivery of medical care:

(1) IN THE LAISSEZ-FAIRE ATMOSPHERE WHICH SUR-
ROUNDS THE ENTREPRENEURIAL MEDICAL DELIVERY
SYSTEM, THERE IS NO RATIONAL PLANNING MECHANISM
WHICH WOULD ENSURE THAT THIS EXPANSION IS COM-
PREHENSIVE. The ‘modus operandus’ has been voluntary plan-
ning, that is each hospital determines the need for its own ex-
pansion program, based upon its own limited experiences. The
result of this approach is often a duplication of services in certain
areas and gaps in the availability of services in others. Further,
the hospital, with its greater organizational capability and finan-
cial resources, has been better able to develop a program of ex-
pansion, while the other levels of medical care, such as clinics and
group practices, have been relatively outflanked and limited in
their capability to increase services.

(2) THE ECONOMIC IMPACT OF THIS EXPANSION HAS
BEEN DECIDEDLY INFLATIONARY. The direct cost (the cost
of capitalization) is passed to the consumer as increased rates.
The indirect costs are even more consequential. For example, hos-
pitals are now in heightened competition for limited nursing servi-
ces, thus driving up their average costs.

(5) IF WE ARE TO CONTROL THE SKY-ROCKETING COSTS
OF MEDICAL CARE IMMEDIATELY AND OVER THE LONG
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Its chief causes are:

(1) Inflationary economic incentives: Most third party insurers
“pay-off” only in the event of hospitalization. This encourages
many physicians (and patients) to seek hospitalization even when
they realize that the problem could be treated on an out-patient
basis, and

(2) The lack of primary care service capabilities: Primary care
capabilities are geared for treating patients before an illness be-
comes a medical crisis. As a consequence of the decline of the
private, general practitioner, this capability is sadly lacking in our
urban areas. As a result many people cannot seek medical care
until it requires expensive in-patient hospitalization.

Through reducing unnecessary hospitalization, we can lower
in the short term the costs of providing comprehensive medi-
cal care without a decline in quality. This reduction in the utiliza-
tion of in-patient hospital services will over the long run
reduce pressures for hospital expansion, and thus, keep costs down
to a minimum.

(6) TO ERADICATE UNNECESSARY HOSPITALIZATION
WE MUST PLACE THE INCENTIVE NOT ON THE DELIVERY
OF MEDICAL SERVICES BUT UPON THE MAINTENANCE
OF HEALTH, through the use of an economic mechanism which
makes it economically rewarding to the physician to keep people
well: a prepaid or capitation system.

By fixing revenues, this type of approach to financing places
the initiative for cost control on the system’s administrators by
producing an incentive to treat an illness when it will cost, e.g. $5
(outpatient) rather than $5OO (inpatient hospitalization).

The ‘sine qua non’ of this “capitation” approach to financing
medical delivery is an efficiently organized medical delivery sys-
tem having each ‘level of medical care’ integrated in such a man-
ner as to ensure ease of access, continuity of care, and administra-
tive control.

Because the present system’s economic incentives place finan-
cial rewards on the delivery of frequently unnecessary hospital
services, there has been literally a retrograde development of our
primary care capabilities. The General Practitioner, long the tra-

RUN UNNECESSARY IN-PATIENT HOSPITALIZATION
MUST BE EFFECTIVELY ELIMINATED.
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ditional source of primary medical care, has all but vanished from
urbanized Massachusetts. The city dweller and especially the
urban poor has thus been forced to seek care at inflation rid-
dled hospitals. The upward spiral of greater demand, cost increases,
and scarcer medical resources continues to rise unabated and vir-
tually unchecked.

With the decline of the private practitioner, urban hospitals have
attempted to develop their own primary care capabilities, a role
for which the large impersonal hospital is neither pragmatically
nor philosophically suited to perform.

(7) DEVELOPING THE MOST REALISTIC ALTERNATIVE
FOR THE DELIVERY OF PRIMARY MEDICAL CARE THE
COMMUNITY BASED PRIMARY CARE CLINIC IS, IN THE
OPINION OF THE COMMITTEE, THE NUMBER ONE PRIOR-
ITY FOR THE COMMONWEALTH.

The most elaborate yet, still limited network of such fa-
cilities now in operation is located in the city of Boston. While
these clinics are meeting a legitimate need, this network has been
haphazardly added to an already inefficiently organized medical
delivery system.

(8) IT IS THE OPINION OF THE COMMITTEE THAT WE
HAVE IN THE CITY OF BOSTON A UNIQUE OPPORTUNITY
TO DEMONSTRATE THE FEASIBILITY OF THIS ALTERNA-
TIVE APPROACH TO THE DELIVERY OF MEDICAL CARE.
This network of primary care clinics could be the new “institu-
tional cornerstone” of an efficiently organized sub-system in which
the components, primary care units and necessary hospital back-
up facilities, are integrated in such a manner as to ensure max-
imum utilization of these medical resources and continuity of care.

Under such circumstances, the development of an effective pre-
paid or capitation financing mechanism would be highly feasible,
and the institutionalization of a program of national health insur-
ance would become a truly realistic and pragmatic reform.

(9) THE COMMONWEALTH SHOULD ENCOURAGE AND/OR
DIRECTLY PROVIDE FOR THE ESTABLISHMENT OF SUCH
A DEMONSTRATION SUB-SYSTEM THROUGH GOVERN-
MENTAL INITIATIVE AND PLANNING.
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The Committee recommends the creation of a Special Com-
mission, to consist of legislative and executive appointees,
for the purpose of developing a five year demonstration pro-
gram of health care delivery utilizing community-based clin-
ics and a community-type hospital.

1

The Committee recommends the broadening of existing state
sponsored scholarships for medical students to include partici-
pation in the operation of community-based clinics.

2,

The Committee recommends an amendment to the Constitu-
tion of the Commonwealth of Massachusetts establishing the
right of every resident of the Commonwealth to receive
quality, comprehensive medical care regardless of the abil-
ity to pay for such services.

3,

LEGISLATIVE RECOMMENDATIONS

The Committee recommends the adoption, by the House and
Senate, of a resolution memorializing the Congress of the
United States to enact, as soon as possible, a program of
national health insurance.

4.
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National expenditures for medical care have been increasing
at an exorbitant rate, from $12.1 billion in 1950 to $26.4 in 1960,
to $67.2 billion in 1970 (an increase of 155% in ten years). A
“White Paper” issued in May, 1971 by the Department of Health,
Education and Welfare, Towards a Comprehensive Health Policy
for the 1970’5, commented that:

“While undoubtedly there were improvements in the quality of
care for at least some of the population, more than 75 percent of
the increase in expenditures for hospital care and nearly 70 percent
of the increase for physician services, were the consequences of
inflation.”

Because of this crisis, interest in the mechanics and economics
of delivering quality medical care has finally developed. There is
now concern for the development of efficiency and economy in a
field where previously the only standard had been that of quality.
As a result we are today witnessing a virtual revolution in the at-
titudes and philosophy found within the medical community.

Dr. Jack Geiger, then of the Tufts University School of Medi-
cine, summarized the problem in testimony before the Committee:

“The reason we have problems today is because we have two
kinds of craziness and they’re living in a common-law marriage
with each other. We have the craziness of our health-care fund-
ing system (fee-for-service, fragmented, discontinuous, Medicaid
and Medicare) . .

. that’s the craziness that has followed ail of
the federal special funding packages (Children’s Bureau, Maternal
and Infant Care): you had to have 37 different component pieces
to put together a human being —medically speaking—in terms of
a health center program for him.

“And the craziness and irrationality of our funding system, with
all of its incentives for the most expensive use of, and very often
the most inappropriate use of the health care system, is married
to the insanity of the health care system itself. And, I don’t have
to belabor you with adjectives about that: discontinuous and frag-
mented, hospital oriented rather than community centered, speci-
alty oriented rather than primary care centered . .

.”

Through its investigations this Committee has been convinced
of the essential truth of Dr. Geiger’s assertions. We have also
come to share the conclusion of Dr. Sidney Lee, Associate Dean

INTRODUCTION
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for Hospital Programs, Harvard Medical School, who told this
Committee:

“Our present system has grown up in a piecemeal fashion and
it is no longer adequately responsive to the needs of the people.
It is expensive, lacks equity and has its incentives inappropriately
placed.”

The Special Senate Committee on Community Medical Centers
was created to evaluate the feasibility of the community-based
medical center tied a prepaid financing mechanism as an alterna-
tive delivery system which would reduce medical costs and, yet,
ensure the delivery of quality medical care.

This preliminary report presents the findings of the Committee
with respect to the feasibility of the proposed system. We make no
claim of originality in all of our observations. We have attempted
to utilize to the benefit of this Committee, the General Court
and the Commonwealth the volumes of material already pre-
pared on the subject, the resources of many public and private
organizations, agencies and institutions and the advice of many
recognized experts in the medical delivery field.

The problems associated with the delivery of medical care and
the role played by the hospital in the existing hospital-based, en-
trepreneurial medical delivery system are contained in Section I
of the Report.

The experiences of those existing primary care facilities in Bos-
ton attempting to become reliable sources of medical care are found
in Section II of this report together with an examination of the
only prepaid medical care system now in operation in Massachu-
setts : The Harvard Community Health Plan.

Section 111 contains recommendations designed to effect mean-
ingful economies in the delivery of comprehensive medical care.
The Committee proposes that the Commonwealth instigate a Pilot
Program which would demonstrate the feasibility of utilizing a
systematic approach in the delivery of medical care. While the
Committee readily admits that this demonstration project repre-
sents a radical departure from the normal approach to medical de-
livery, it is our view that the inflationary spiral entrapping the
present system dictates a new and creative approach in dealing
with this crisis.
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The existing hospital-based, entrepreneurial medical delivery
system has been variously described as a “non-system”, “a cot-
tage industry of small entrepreneurs”, or a “push-cart vending op-
eration in the age of supermarkets”. Our study has uncovered
much basis in fact for these descriptive terms and we have chosen
to pursue those specific elements of the existing system which con-
tribute most directly to the health care crisis.

In his testimony before the Committee, Dr. Thomas Ballentine,
President of the Massachusetts Medical Society, outlined what he
felt to be the “essential ingredients of any medical care delivery
system”. In order of priority they were:

1. Availability of services
2. Quality of services
3. Cost
4. Control
This Section is concerned primarily with the first and third

elements of the medical delivery system. This is not to say that
we are unsympathetic towards concerns for quality and effective
controls. In his testimony before this Committee, Dr. Paul Den-
sen, Director of the Harvard Center for Community Health and
Medical Care underscored the importance of controls and its re-
lationship to the quality of medical care:

SECTION ONE

THE HOSPITAL-BASED ENTREPRENEURIAL
MEDICAL DELIVERY SYSTEM

AN OVERVIEW

“Where public funds are used there must be public account-
ability. In the past, such public accountability has been largely
fiscal accountability. Fiscal accountability must, of course, be
present and indeed improved. By itself, however, it is not enough
to put in the hands of those responsible for administering the
program the tools needed for proper management and for the
assessment of the degree to which the program achieves that
which it set out to accomplish. To do this requires program
accountability as well as fiscal accountability. Indeed the two
should be intimately linked so that it is possible to tell how much
each part of the program costs.”
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While the Committee recognizes the fundamental importance of
the proposition advanced by Dr. Densen, we have chosen to con-
centrate on the creation of an alternative the Community Med-
ical Delivery System because we believe that far more is in-
volved than simply the development of cost and program account-
ability mechanisms. While they are important, they are of little
value if the system itself is incapable of performing in a responsi-
ble and effective manner.

At the Federal level there has been much recent movement to-
ward developing a more comprehensive funding mechanism for
the purchase of medical services. The Committee applauds this ac-
tivity and encourages the Massachusetts congressional delegation
to support legislation which would establish a National Health In-
surance Program and eliminate considerations of cost as a deterrent
to the people of the Commonwealth who require quality medical
care.

At the same time, however, it is our preliminary observation
that additional funding alone will not guarantee that each and
every citizen of the Commonwealth would have access to quality
medical care. Testimony before the Committee supports this con-
tention most wholeheartedly.

In a dialogue with Rep. Louis Bertanazzi, (D-9th Worcester) of
the Welfare Investigating Committee, Dr. Sidney Lee, Associate
Dean for Hospital Programs, Harvard Medical School, was quite
explicit:

Rep. Bertanazzi: . . as a result of putting more dollars into it
(the medical delivery system), if we kept the present system
would we get any better delivery of health services?”

Dr, Lee: “Marginally we might, but it would be a damn slim
margin. I think we’ve demonstrated that with Medicaid. Its been
demonstrated before, exactly what we have donewith Medicaid was
done with United Mine Workers and their union management plan

IMPACT OF INCREASED EXPENDITURES
FOR MEDICAL CARE
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back 20 years ago. If you take and pour money into the system
what you get is inflation, not a hell of a lot more service. Its been
demonstrated repeatedly, we don’t have to learn these lessons over
and over again.”

Rep. Bertanazzi: “So unless we change our philosophy of deliver-
ing health services, the additional money is not going to make that
much difference.”

Dr. Lee; “Well, it will make more money for some people. It de-
pends upon whose side you’re on the consumer or the provider.”

Available statistical data appears to document Dr. Lee’s con-
tention. Tables I and II (page 23) illustrate how governmental ex-
penditures for medical care have increased over the past five years
as a result of the implementation of the Medicare and Medicaid
programs.

Since 1966, total expenditures by the Department of Public
Welfare in Massachusetts for the Medical Assistance Program
(Medicaid) have increased from $lOB million to $287 million, a
jump of over 160%. Expenditures for acute hospital care have
increased from $22 million to $7O million (a 200% increase) over
the same period. At the same time, Medicare spending rose from
$27 million to $l9O million.

By in large, this rise in governmental funding represents monies
added to the purchasing power of consumers for medical care. They
are not, however, the only source of additional purchasing power.

Table 111 (page 23) demonstrates the rapidly accelerating ex-
penditures of the Massachusetts Blue Cross Association for in-
patient hospitalization since 1961. In the past ten years, the state’s
largest “third party” insurance carrier has tripled its spending
from $84.9 million to $236.6 million.

The obvious conclusion to be drawn from these statistics is
that over the past five to ten years the real purchasing power
of the consuming public has dramatically increased as a direct
result of private and public insurance expansion.
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Medical Care Acute Hospital Expenditures
Department of Public Welfare (1966-1970)

Total Acute Hospital
1966 $108,445,351 $22,480,264
1967 $150,478,046 $21,337,756
1968 $227,936,588 $46,637,551
1969 $245,045,708 $51,809,300
1970 $287,385,154 $70,353,935
1971 NOT AVAILABLE NOT AVAILABLE

TABLE II
Medicare Expenditures

1966 $ 27,000,000
1967 $122,000,000
1968 $153,000,000
1969 $168,000,000
1970 $174,000,000
1971 $190,000,000

TABLE 111

Year Amount In $l,OOO % of Total Claims
1961 $ 84,895 94%
1962 97,523 94%
1963 107,656 94%
1964 124,438 93%
1965 140,885 94%
1966 140,740 93%
1967 141,290 89%
1968 170,318 88%
1969 202,130 88%
1970 236,662 89%
1971 NOT AVAILABLE NOT AVAILABLE

TABLE I

BLUE CROSS EXPENDITURES
FOR INPATIENT HOSPITAL CARE
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The national impact of this growth has been, to say the least,
staggering as Tables IV and V (pages 25 and 26, respectively)
point out.

Table IV illustrates the rise in total medical expenditures since
1950. Note that by 1970, five years after the passage of Medicaid
and Medicare, national spending had risen to $67.2 billion. If the
same rate of increase had occurred in those years as it did in the
five year periods from 1950 to 1965 (approximately 45%), the
1970 figure should have been $57.2 billion.

The $67.2 billion figure thus represents an increase of some
72.6% over 1965, a spectacular spurt. The $lO billion difference
between the real and theoretical 1970 figures, is, in the opinion of
the Committee, partially and perhaps totally accounted for through
the establishment of public and private third party insurers, which
have, at times artifically, increased the demand for medical serv-
ices by eliminating cost as a limit upon that demand.

As has been previously pointed out, the Department of Health,
Education and Welfare has identified this accelerated rate of in-
crease as a consequence of inflation. This can be demonstrated
through Table V which indicates the impact of increased spending
upon the medical dollar.

In general terms, since 1959, money spent for medical care has
yielded proportionately less than money spent for other goods and
services. The least valuable of all 1969 dollars were those spent for
hospital care (double the cost for a hospital day over a thirteen
year period).

There appears to be little question but that the proliferation of
additional funding mechanisms would only further contribute to
this inflationary spiral.
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TABLE IV

Growth in Health Expenditures
1950-1970

billions of per cent per cent
dollars increase GNP

1950 $12.1 NA 4.6%
1955 $17.9 47.9% 4.7%
1960 $26.4 47.4% 5.3%
1965 $38.9 47.3% 5.9%
1970 $67.2 72.6% 7.0%
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*Note the increased rate of inflation after 1966 and compare it to the pro-
liferation of ‘third-party’ insurance mechanisms.

Growth in Medical Prices 1960-1970*

TABLE V

(Source: U.S. Department of Health, Education and Welfare, A. White
Paper, “Towards a Comprehensive Health Policy for the 1970’5” May, 1971)
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For tens of thousands of citizens of the Commonwealth, the
private, general practitioner has been the traditional source of
medical care. It is to the family doctor that the average citizen
turns when he is ill: the doctor either treats the patient himself or
directs him to another appropriate source of care. The private
physician is then the traditional access point to comprehensive
medical care.

Recent years, however, have witnessed especially in urban
areas the decline in number of the private general practitioners.
Table VI indicates this trend both locally and nationally.

General Practitioners, Internists and Pediatricians in Solo,
Partnership Group or Other Practice, U.S.A.

and Massachusetts, 1963-1967*

U. S. A. MASSACHUSETTS

General General
Practi- Pedia- Practi- Pedia-

Year tioners tricians Internists tioners tricians Internists

1963 68,609 9,327 21,238 2,169 335 766
1964 67,055 9,664 22,172 2,072 335 802
1965 65,744 9,919 22,717 2,206 360 826
1966 64,063 10,089 23,210 1,964 358 862
1967 62,757 10,389 23,952 1,898 355 882

Range:
63-67

Number 5,852 +1,037 +2,714 ~271 +2O +ll6
Percent -8.6 +ll.l +12,8 -11.1 +5.6 +16.3

* Source; Prepared testimony of Dr. John Connelly before the U. S.
Senate Sub Committee on Health, March 24, 1971.

Locally, Boston has a general practitioner-population ratio of
some 108 per 100,000 (contrasted to the national ratio of 73 per
100,000), yet the ratios in certain “residential” areas of the city
seem to indicate that many of these physicians are general prac-
tioners in name only and/or are located in non-residential areas.

THE PROBLEM OF ACCESS

TABLE VI
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For example; Roslindale has a ratio of 84 general practitioners
per 100,000, West Roxbury 54 per 100,000, Jamaica Plain 53 per
100,000, Hyde Park 33 per 100,000, and Roxbury-North Dorchester
15 per 100,000.

A number of explanations for this decline have been offered to
the Committee: the economic incentives in the “fee for service”
financing mechanism coupled with the dwindling resources of urban
neighborhoods, the pressures on doctors to specialize and associate
themselves with large institutions, and various sociological pres-
sures. Dr. H. Emerson Thomas attempted to place the problem in
perspective :

. . the good old G.P., the general practitioner, who I think
today is more a myth than a reality ... is something of the past:
I submit that the general practitioner can no longer provide
quality care. The sophistication of medicine and the demands that
are put upon an individual to practice medicine are too great . . .

I think it is the question of the ability of man to be able to cope
with all of the various problems, to be able to be an internist,
a pediatrician, an obstetrician, (a) surgeon, is virtually impos-
sible . . . We are finding more and more that people are going
to specialization. They are doing this because they recognize that
a general practitioner is unable ... to cope with the problem
alone. Therefore, we have to develop a system in which there is
a coalition of efforts . .

.”

Regardless of the causes for the decline, its effect has been to
compel the consumer-patient to seek medical care elsewhere. In
those areas where access is possible, hospitals have attempted to
meet the need. At the Massachusetts General Hospital, the annual
per-patient rise in emergency ward care virtually doubled during
the 1960’5;
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TABLE VII

M.G.H. Emergency Ward Visits per Annum*

1960 38,258
1961 41,296
1962 42,792
1963 47,191
1964 53,172
1965 56,073
1966 58,085
1967 62,530
1968 66,176
1969 78,050

* Source: Testimony offered by Dr. John Connolly, March 24, 1971, before
the Sub Committee on Health, U. S. Senate Committee on Labor and
Public Welfare, Report of the Committee, Part 5.

Massachusetts General Hospital concluded that an inordinate
amount of primary medical care was being dispensed by the
emergency ward. Further study indicated the principal source of
patients was the Charlestown section of Boston. In a move to
ease public pressure on its emergency ward facilities, the hospital
opened a medical clinic capable of providing primary care and ac-
cess to all other types of medical care in Charlestown.

The Committee has learned that the experiences of the Massa-
chusetts General Hospital, regarding the use of emergency wards as
a substitute for the general practitioner, have been the rule, rather
than the exception throughout urban areas of the Commonwealth.
Outside of these areas, the lack of hospital availability has allowed
the crisis in primary care to continue unabated.

In his testimony to the Committee, Dr. H. Jack Geiger, former-
ly of the Tufts University School of Medicine and the moving
force behind the creation of the Columbia Point Medical Center in
Boston, noted the economic and social consequences of the decline
of the general practitioner and the degree to which a primary
health clinic can remedy the resulting dislocation:

“. . . Before we came to Columbia Point, 17% of that population
had had a general physical or a health check-up in the preceding
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12 months. That figure is now 61%, 3-4 years later. When we
came there 78% of the kids had been immunized against polio,
and that’s a dangerously low level—22% of unimmunized kids is
asking for an epidemic. That figure is now 92%. When we came
there 22% of that population had put off needed medical care in
the past 6 months and now it’s down to 10% . . .

“. . . what happens when you take all of the barriers away; the
barriers of time, distance, fragmentation, discontinuity, and the
difficulty of access .

. . and try and put primary comprehensive
health care under one roof, accessible to the community?

“First of all, it is important to note that this system (Columbia
Point Medical Center) is widely accepted and used, and you want
more use of primary care, as I hope to show you in a minute, not
less . . . because that’s when you are going to find the illness when
it is a 50c illness and $5 illness, and not a $5OO illness, not even
counting all of the other social costs . . <Emphasis added).

Primary medical care is the least expensive type of care be-
cause it involves, not only those routine procedures that we associ-
ate with the family physician but the practice of preventive medi-
cine not to make us well but to keep us well. It involves sim-
ple procedures inoculation, health education, personal hygiene,
pap tests, etc. One of the most successful preventive techniques
in recent years has been the Salk polio vaccine which has saved
untold millions of dollars by eliminating, for all intents and pur-
poses, polio as a cause of hospitalization.

Thus, the disappearance of the family physician from the urban
community has imposed a highly inflationary pressure on our medi-
cal delivery system. The inability of the urban dweller to gain ac-
cess to primary medical care (and to the system itself) means that
when he finally does seek relief more expensive secondary or terti-
ary care will be required.

In addition to these inflationary problems, we must equally con-
sider the social consequences and the impact this decline has had
upon the health of the community. Being denied a readily identifi-
able point of entry, theurban resident:

a) often does not seek medical care until a simple problem has
become far more complicated, and

b) may receive medical care only on a ‘piecemeal basis’ without
the continuity of care necessary in a comprehensive medical
care program.
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It makes sense to the Committee that if economies are to be
found that will make the delivery of medical care on a mass-scale
economically feasible, it will be through an increased emphasis on
the delivery of primary medical care.

In his testimony to the Committee, Dr. Sidney Lee, Associate
Dean of Medical Programs, Harvard University School of-Medi-
cine, underlined the need to be concerned with the role of the hos-
pital if skyrocketing medical care costs can be brought under some
form of rational control:

"Your highest cost item in the health system is hospitalization.
In your present system, you have no mechanism for controlling
the utilization of hospitals. Our experience, nation-wide, with pre-
paid, group practices is that, indeed, we can control hospital use-
you can get 400 days of hospitalization per 1,000 population per
year . . . whereas with the fee-for-service, general has population
situations you run up to 1,200 days of hospital care per 1,000.”

The institutional cornerstone of the existing medical delivery
system is the medical hospital. Traditionally it has served as a
reservoir for those supportive services which are economically and
pragmatically unobtainable for the individual physician. Economic-
ally speaking, this relationship is based on the principle of “econ-
omies of scale,” that is: placing under one roof, all of those highly
expensive medical services facilities and personnel which the
individual doctor could not utilize on his own with sufficient fre-
quency to warrant his purchasing and yet which are vital to the
successful practice of his craft. These services are known as sec-
ondary and tertiary medical care.

By associating itself with many individual physicians, the hospi-
tal is able to generate sufficient demand for a variety of services
which justify its existence. As a general rule, the greater the span
of services offered, the greater will be hospital utilization.

In the opinion of the Committee, the essence of this obvious and
basic relationship between the hospital and the remainder of the
medical delivery system is becoming lost as the delivery sys-
tem attempts to react to increased demand for medical services.

THE HOSPITAL
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The distinction between primary, secondary and tertiary care,
while still obvious in medical terms, is now becoming clouded in
terms of organize tional relationships and financial arrangements
as the hospital en erges as the all pervasive institution within the
system.

This situation is being compounded by the degree to which the
hospital is over-utilized in providing for our medical needs. While
the decision to hospitalize or not to hospitalize should remain that
of a medical nature, the Committee has learned that much more
than questions of medical need affect decisions of this type.

The Committee has encountered 5 identifiable pressures which
lead to unnecessary hospitalization:

A. Medical insurance which “pays-off” only in cases of hospital-
zation.

B. The lack of primary care delivery capabilities which makes
hospitalization a necessity.

C. The lack of alternative sources of beds.
D. The convenience of the physician and/or patient
E. The implicit pressures inherent in for the fee-for-service or-

iented system, to keep hospital beds full.

Available evidence supports our primary contention that there
are pressures inherent in the hospital-based, entrepreneurial medi-
cal delivery system which encourage the over-utilization of our
hospital facilities.

The term “health insurance” is, in fact, a misnomer. Insurance
provided by third-party insurance carriers is really hospital and
physician insurance. This distinction is important. The payment
practices of the industry, like the medical delivery system itself,
rre not health oriented, but service oriented. They pay for medical
services most particularly hospital services designed to make

A. Health Insurance payment practices

HOSPITAL UTILIZATION
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us well, rather than keep us well. As has been noted this is the
most expensive way of providing care.

These payment practices have contributed to the inflationary
pressures already operating within the system, by providing a real
economic incentive to hospitalize. In determining how to best meet
medical needs the knowledge that his patient’s insurance coverage
will pay for in-patient hospital services while out-patient medical
services will be paid by the patient’s own pocket has an effect upon
the decision to hospitalize. Estimates of hospital admissions for
purely “insurance oriented reasons” vary, but the Report from the
Governor’s Steering Committee on Social Problems on Health and
Hospital Services and Costs in the State of New York suggests a
figure of some 25%.

The validity of this contention was further demonstrated by the
testimony of Mr. J. Henry Smith, representing the Health Insur-
ance Association of America, before the Subcommittee on Health
of the U.S. Senate Committee on Labor and Social Welfare, March
16, 1971:

“The consumer emphasis upon insuring hospital costs has con-
tributed to increases in the rate of admissions, as well as to dura-
tion of stay .. .”

The artificially increased demand for services brought on by
insurance payment practices has been met by a willingness of the
hospital providers to expand their services. The result has been
one more element in the inflationary spiral in the medical delivery
system.

B, The lack of Primary Care Facilities

As was noted in the “problem of access” in the previous section,
the increasing tendency of physicians to specialize and the socio-
economic pressures upon private, general practitioners have dimin-
ished available points of access into the medical delivery system to
the consumer-patient. As a result, these patients often do not seek
relief until their problem requires secondary or tertiary medical
care while an organized program of primary medical care would
eliminate this unnecessary hospitalization.
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The non-availability of alternative levels of care for individuals
who have been hospitalized for some legitimate need but who have
since recovered to the point where they no longer require exten-
sive hospital facilities is another important problem. Dr. Leonard
Cronkhite offered as an example of this situation to the Commit-
tee:

“This is a very costly element in the system because the alterna-
tive to hospitalization does not, in fact, exist ... In my hospital
we see a lot of so-called “battered children” who have been beaten
up, but, since children are very resilient, they get well quite
quickly.

“. . . the average length of stay is 29 days, the average bill is
$3,000, yet most of them could go home after the seventh day but
we can’t put them anywhere.

“As you look through any hospital ward—adult or children—you
find the alternatives to hospital care don’t usually exist, or are
not available, so that hospital stays are unduly long.”

“.
. . in these other systems, they are organized so that you have

extended care facilities, nursing homes, accessible health centers,
available to the doctor and his patients so that they can ration-
ally use them when there is the need. You see, when the Welfare
Department refuses to pay nursing homes then we cannot dis-
charge our patients (paying at a rate of $l2O per day) to nursing
homes, who will not receive them because the Welfare Depart-
ment won’t pay them the $6O or $4O or $2O they require to keep
their doors open.”

Hospital Utilization is often a matter of convenience rather than
real need for both the physician and patient. In testimony to the
Committee, Dr. David Rutstein, Professor of Social Medicine,

Dr. John Knowles commented that the inability of the Depart-
ment of Public Welfare to reimburse nursing homes in a timely
and reasonable manner contributes to hospital over-utilization:

Thus the system compels us to keep a patient in a hospital when
the need for its extensive and expensive medical facilities no longer
exists.

D. Convenience

C. The lack of alternatives
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Harvard University pointed out the physicians view of this prob-
lem:

“. .
. a patient stays in the acute services and he has been there

for four days and he is much better: he no longer needs all those
resources. Somebody suggests that he be placed in one of those
non-medical institutions across town called a nursing home. The
doctor gets all upset because he will have to drive an hour and a
half just to see that one patient—a terrible loss of professional
time—so they keep him there.”

The use of the in-patient facilities of hospitals for diagnostic
services are often the consequence of the concern for convenience.
Dr. Rutstein estimated that in the Boston area;

“. . . somewhere between 10 and 20% of the hospital beds are
wasted for diagnostic purposes—treating people in a horizontal
position when they ought to be treated in a vertical position.”

E. Pressures within the system

The demands placed upon hospital facilities to generate suffi-
cient income to support highly expensive equipment and the per-
sonnel required to operate them is a very real problem, although
its impact has been eased by rates charged for services rendered.
This is the “fee-for-service, cost-pass-through” payment mechan-
ism, discussed at greater length below (P. 27).

The Kaiser-Permanente system, as a medical delivery sub-sys-
tem, has been able to contain costs and yet maintain a high quality
of medical care because it has been successful in removing the hos-
pital from a position of dominance and returned it to a “back-up”
position. Specifically, through the use of a pre-paid, or capitation
funding arrangement, the Kaiser Plan does not allow revenue to
be dependent on utilization of services. Thus, by placing a premium
on primary care (to keep people well), the hospital is left to the
role for which it was originally conceived: to provide those servi-
ces which primary care providers could not.

But the overwhelming impact of the current system despite
the success of limited experiments such as the Kaiser Plan has
been to provide artificial, inflationary incentive for hospital ex-
pansion. The “over-kill” capacity this situation is generating
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threatens, in the opinion of the Committee, to make a program of
national health insurance absolutely impractical as a funding device
for comprehensive health care on a mass-scale.

Two recent papers provided to this Committee by Dr. Leona
Baumgartener, Executive Director of the Tri-State Regional Med-
ical Program, deal with problems which occur with respect to hos-
pital services in an atmosphere of unlimited expansion (which Dr.
Leonard Cronkhite, of the Children’s Hospital Medical Center has
politely termed “voluntary planning”). One document, A Report on
Coronary Care in the Tri-State Region deals with facilities avail-
able in the Tri-State Region Massachusetts, Rhode Island, and
New Hampshire for the care of coronary conditions. It concluded:

“So many hospitals . . . have reported they are planning to
install coronary units that it also seems likely that facilities for
myocardial patients will double in the near future. Judging by
past experience in providing facilities for patients, there will be
great difficulty in achieving an effective and economical balance
between need and facility provided if decisions are left to indi-
vidual hospitals. It is important to plan future coronary care
facilities on a base broader than the individual hospital to avoid
excessive provision.” (p. 3)

The Second paper, A Report on Radiotherapy Facilities and Per-
sonnel in the Tri-State Region, noted the “shortage of radiation
treatment equipment suitable for the definitive treatment of can-
cer patients in the Tri-State region,” yet found “unplanned and
inefficient distribution of supervoltage equipment” in this area. Bos-
ton was identified as the location of the only six highly expensive
supervoltage facilities in the entire region. The report concluded:

“There is great viability in the frequency of use of present
facilities, a situation that does not automatically result in optimum
care. The infrequent use of some facilities is reflected in higher
costs to patients and insurance carriers. Gains can be made by the
more effective use of existing super-voltage equipment.” (p. 3)

Dr. Cronkhite described the inevitable consequences of our lais-
sezfair approach to the medical community:

HOSPITAL EXPANSION

in a free-wheeling, entrepreneurial system, everybody would
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like to be all things to all people. This happens to be a very ex-
pensive mode of operation and it relates to compulsory planning.
Some limits and controls have to be put on a scope of services
that the provider group is allowed to accumulate, because if you
do 500 cardiograms a day in an institution, the cost will be down
to $B, if you do 30 cardiograms a day the cost can be $lOO

.

. .”

The “voluntary” approach to hospital planning and the desire
of hospitals to be “all things to all people”, has resulted in an in-
ordinate degree of hospital expansion as Table VIII illustrates.
Note the enormous $11.7 billion increase (47.8%) since 1965.

Total Assets in Millions of Dollars
1950 $ 7,791
1955 $11,986
1960 $17,714
1965 $24,502
1970 $36,159

Source: American Hospital Association, “Hospital Statistics. Hospitals:
Journal of the American Hospital Association. 45:15: part 2, 461-2 (Aug-
ust 1, 1971)

As Table IX indicates, the area of greatest expansion has been
private, non-profit, general hospitals: those most likely to be en-
trepreneurial in nature.

Total Assets in Millions of Dollars
1950 $ 3,350
1955 $ 5,223
1960 $ 8,422
1965 $12,476
1970 $20,502

TABLE VIII

All Hospitals

TABLE IX

Private, non-profit General and other Special

Source: American Hospital Association, “Hospital Statistics. Hospitals:
Journal of the American Hospital Association. 45:15; part 2, 461-2 (Aug-
ust 1, 1971)
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These types of facilities have experienced an increase in total
assets of over $8 billion (64.33%) between 1965 and 1970, an un-
precedented rate of growth. While there may be legitimate argu-
ments for this growth, the Committee concludes that the compre-
hensive health needs of Massachusetts cannot be met when such
rapid hospital expansion is taking place in a totally piecemeal
fashion. As Dr. Cronkhite noted:

“Voluntary planning has been tried for 300 years and hasn’t
worked. We still have over-lapping, duplication, stand-by capacity,
excessive capital outlay, and the creation of museums of marble.”

The “fee-for-service”, entrepreneurial medical delivery system
is confronted by an inflationary spiral which threatens to make
access to quality medical care and economic privilege, rather than
a basic right.

The elements of this spiral are readily identifiable:

(1) The increased demand for medical services both real and
artificial, as a consequence of the growth of public and private
third party insurance mechanisms.

(2) The diminishing capability of the system to provide primary
medical care, as a result of the decline of the private, general
practitioner.

(3) The subsequent reliance upon the hospital for medical serv-
ices which could have been provided more economically at the
primary care level, and

(4) The subsequent increased and artificial pressure on the med-
ical institutions to expand their services to meet demand, to in-
crease revenues and to improve their status within the communi-
ties and among their peers.

The key to understanding the inflationary syndrome is the
method used by hospitals to compute rates of reimbursements for
rendered medical services: the “fee-for-service, cost pass through
payment mechanism.” That is, “the practice of basing rates of re-

imbursement for medical services on the direct and indirect costs

THE COST OF EXPANSION
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of providing those services with no regard for efficiency and
economy.”

According to Title XVIII and Title XIX of the Social Security
Act and the practices and procedures followed by the vast ma-
jority of private insurance carriers, rates of reimbursement are
based upon those costs which were reasonable and necessary in
providing services.

Section 1861 of Title XVIII defines these “reasonable costs”:

. . both direct and indirect costs of providers of services in
order that, under the method of determining costs, the costs with
respect to individuals covered by the insurance programs estab-
lished by this title will not be borne by individuals not so covered
and the costs with respect to individuals not so covered will not
be borne by such insurance programs.”

By tying the rate of payment (unlimited by statute or other
controls) to “direct and indirect costs”, concerns for economy and
efficiency are not only academic but unnecessary. Demand for
services combined with a payment system which bases its rates
on potentially unlimited expenditures, allows hospitals to expand
with the knowledge that their costs can be recovered as “reason-
able charges.”

The Committee has been repeatedly told that the primary infla-
tionary pressure acting upon our hospitals is the increased costs
of staffing for both technical and semi-technical personnel. This
argument is based, in part, on such statistics as those which indi-
cate that the salary for general duty nurses has increased from
approximately $B5 per week in 1963 to $l4l per week in 1969
(source: U.S. Department of Labor).

This is in part true, and other categories of personnel have ex-
perienced similar sharp increases in compensation (Appendix E).

Further, the impact of payroll increases on different types of
hospitals can be documented and it can be shown that hospital
payroll expenditures have increased drastically. Hospital “A” is a
community-type hospital, while Hospital “B” is a large, university-
type facility. Both institutions have recently undergone expansion
programs, so that increased expenditures reflect not only increased
salaries, but increased employment of medical personnel.
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Hospital ‘A’ Hospital ‘B’
1965 $ 563,372 $ 4,426,269
1966 $ 707,498 $ 5,307,107
1967 $1,050,160 $ 6,160,098
1968 $1,292,631 $ 7,530,513
1969 $1,423,855 $ 8,951,253
1970 Not Available $11,168,135

Despite this, the facts simply do not support the argument that
payroll increases continue to be the only important inflationary
factor. Table XI (below) demonstrates that the average expense
for one day of care has increased dramatically since 1950. Yet,
Table XII (p. 41) makes it clear that the portion of those expenses
resulting from payroll expenditures has actually declined appreci-
ably from 66.0% in 1965 to 61.5% in 1970.

The Committee concludes, therefore, that even though payroll
increases are still the single largest cost factor facing hospitals,
these expenditures are (1) declining as a percentage of total hospi-
tal budgets, and (2) are themselves a product of a still continuing
expansion boom which increases the demand for skilled medical

All Hospitals Short-term Short-term
United States non-profit proprietory

1950 $ 7.98 $16.89 $15.32
1955 $11.24 $24.15 $21.25
1960 $16.46 $33.23 $31.07
1965 $25.29 $45.40 $43.74
1970 $53.95 $Bl.BO $76.80

TABLE X

ANNUAL PAYROLL EXPENDITURES

TABLE XI

TOTAL EXPENSES PER PATIENT DAY
IN PROVIDING HOSPITAL CARE
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All Hospitals Short-term Short-term
United States non-profit proprietory

1950 60.0% 55.6% 50.6%
1955 64.1% 61.1% 52.1%
1960 66.4% 61.9% 52.1%
1965 66.0 % 61.6% 50.9%
1970 61.5% 58.9% 51.1%

Source: American Hospital Association, “Hospital Statistics”, Hospitals:
Journal of the American Hospital Association, 45:15: part 2 460-62 (Aug-
ust 1, 1971)

personnel, thus driving up costs (payroll expenditures) for these
limited resources.

The most blatant example of hospital expansion costs affecting
the inflationary spiral which grips our medical delivery system
is the subsidization of the development and operation of medically
necessary but seldom utilized tertiary hospital services such as
open heart surgery and kidney transplants.

It is the opinion of the Committee that the atmosphere of “vol-
untary planning” which permeates the system combines with the
aura of prestige surrounding large teaching hospitals to produce
a powerful practical and psychological incentive among smaller
hospitals to expand into tertiary areas.

The development of a tertiary capability is, almost by definition,
very expensive, requiring very costly equipment, highly skilled
personnel, a larger compliment of supportive personnel (nurses,
clerical help, etc.), and the taking of a large amount of valuable
ward space. While it is difficult to generalize in this regard, the
most usual experience has been that a major portion of these in-
creased expenditures is apportioned across the operating costs
of all services under the guise of increased overhead. Thus, the

PAYROLL EXPENSES PER PATIENT DAY AS A PERCENT OF
TOTAL EXPENSES PER PATIENT DAY

TABLE XII

SUBSIDIZING TERTIARY CARE
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As Table XIII (p. 33) indicates, allowable per-diem hospital
rates (in this case for industrial accident patients) reflect whe-
ther or not a particular facility has or is likely to have a
tertiary care capability.

‘A’ $ 96.86 $150.51
‘B’ $107.92 $151.07
*C' $104.10 $171.52
‘D’ $ 90.52 $153.27
‘E’ $115.62 $144.79
‘F’ $ 85.59 $161.43
‘G’ $103.44 $153.54

AVERAGE $100.57 $155.16

cost of providing primary and secondary care is artificially in-
flated.

Comparison of Allowable per diem Rates
for Industrial Accident Patients3

Community Hospital 1 University Hospital 2

TABLE XIII

COMMUNITY v. UNIVERSITY HOSPITALS

!The community hospitals involved have an average bed capacity of 248.
All have post operative recovery rooms and intensive care units and all
but two have intensive care cardiac units. Four of the hospitals are located
in the Greater Boston metropolitan area.

2 The university hospitals involved have an average bed compliment of 514.
The hospitals are all located in Boston and are the primary source of
necessary hospital care for medical clinics in the city. Further, they are
all tied to medical schools and have teaching responsibilities.

3 It is the Committee’s belief that these figures, taken from the Rate Setting
Commission’s Regulation #29, offer the most effective comparison of
the average cost when admitted to the hospitals cited. According to
regulation #29, these rates represent, “the total of the average charges
for semi-private Medical and Surgical accommodations on file with the
Commission for September 30, 1971, or if no such charge is on file, then
the most current prior charge on file, plus the average special service
per-diem charge for adult and children patients for the 1970 hospital
year according to the HCF reporting form”.
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“Community hospitals” offer primarily those services which we
classify as “secondary” (such as simple surgical procedures),
while the “university hospitals” provide additional and highly ex-
pensive “tertiary” care. Although there is little question that ter-
tiary services must continue to be provided,

1) the Committee questions the wisdom of allowing every hos-
pital the freedom to develop such a capability when sufficient real
demand does not exist to justify its proliferation, and

2) the Committee questions the wisdom and ethics of allowing
hospitals to boost their costs for secondary and more import-
antly primary care so that they can offer a greater span of tertiary
medical services.

Section II of this Report will return to the subject of the formal
organization of secondary and tertiary hospital services. Suffice
it to say, however, that it is the opinion of the Committee that
the unbridled expansion of ancillatory and tertiary services in our
medical delivery system is decidedly inflationary and counter-pro-
ductive to the efficient delivery of comprehensive medical care on
a mass scale.

While tertiary medical services are unquestionably necessary,
they must be financed on a basis which does not discourage the
use and delivery of more frequently utilized secondary hospital
capabilities.
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There is in the urban areas of Massachusetts an emerging
network of primary care clinics which are individually attempting
to provide that level of medical care which the disappearance of
the private, general practitioner has denied to the urban resident.
Located primarily in the city of Boston, these clinics provide a
point of access to the residents of the communities in which they
are situated, and up to this point the Committee has concentrated
its activities on their experiences. In later months we intend to
expand the scope of our study to examine similar facilities in other
areas of the Commonwealth.

In the course of our investigation, the Committee has learned
that many individual organizational models are applied in the op-
eration of these primary care clinics, rendering it difficult to draw
comparisons among them. First, some clinics attempt to provide
services with a broad conception of their role. Second, there are
wide differences between clinics which provide not only medical
services per se and those which attempt to meet the total “health”
needs of a community. And, third, the source and degree of fund-
ing for the clinics varies widely.

There are, however, a number of generalizations which can be
drawn based upon the past experiences of the Boston clinics:

SECTION TWO

THE PRIMARY CARE MEDICAL CENTER

AN OVERVIEW

1) The clinics meet a legitimate medical need at the urban com-
munity level,

2) The reliance of the clinics upon “categorical” funding sources
for necessary revenue has contributed to a pattern of frag-
mentation which hinders efficiency, yields duplication and, more
importantly, produces gaps in services provided,

3) Most clinics see the development of some form of capitation
funding mechanism as the means by which they will be able to
become self-supporting and no longer dependent upon ‘sub-
sidization”,

4) As a consequence of many factors beyond their effective con-
trol, many of the clinics are compelled to rely upon their “par-
ent hospitals” for necessary administrative and medical back-
up services, and
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5) The expansion programs of many of the clinics, as well as
other factors, indicate that many of them may be exhibiting
behavioral characteristics found in the hospital “non-system”
which are detrimental to the development of an efficient, in-
tegrated medical delivery system.

The decline in the number of private, general practitioners, of-
fering medical services to the residents of our urban communities
has been earlier documented. In his remarks to the Committee,
Mr. Paul Parks, Administrator of the Boston Model Cities Agency,
related this aspect of the medical delivery problem to the experi-
ences of the city of Boston:

“We have plenty of physicians in this state: the simple fact of
the matter is that they are working on the staffs of the large
teaching hospitals, rather than working in the communities across
the Commonweath. As a result, the residents of this area are not
getting the qualify care they need.

“Look at Boston’s inner city for a moment: The Roxbury North
Dorchester area, a population of approximately 85,000 people, had
about 13 physicians in private practice in 1968. Their median age
was nearly 50, and the prospects for getting new young physicians
to practice in this area seemed very dim. Other parts of the city
Allsfon, South Boston, East Boston were hardly in better shape.
The towns outside of Boston are suffering as well. Chelsea, for
example, a town of 30,000, has six physcians in private practice,
four of whom are over sixty. The result in all these areas is that
residents who need care must either wait several weeks to get
an appointment at a hospital out-patient clinic, or go to the emer-
gency ward of a major hospital, where they often must wait for
several hours before receiving care. These residents of the Com-
monwealth are getting shortchanged.”

In judging the potential capacity of a primary care clinic to
meet community needs, the Committee has learned that three (3)
factors must be considered:

UTILIZATION AND NEED

(1) It must provide a point of access to the rest of the medical
delivery system:

(2) It must provide the consumer-patient with medical services
associated with primary care level: ambulatory care, pre-
ventive medicine, etc.; and

(3) It must ensure that consumer-patients are receiving the con
tinuity necessary in the delivery of comprehensive medical care.
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A report issued in 1970 by the Department of Health, Education
and Welfare, Public Health Service, entitled: A Conceptual Model
of Organized Primary Care and Comprehensive Community Health
Services summarized the importance of primary care in the de-
livery of comprehensive care:

“Stated simply, primary health care is what most people use
most of the time for most of their health problems. Primary care
is majority care. It describes a range of services adequate for
meeting the great majority of daily personal health needs. This
majority includes the need for preventive health maintenance and
for the evaluation and management of a continuing basis of gen-
eral discomfort, early complaints, symptoms, problems, and chronic
intractable aspects of disease.

“Most ambulatory care is used by patients who are ambulatory
(patients not occupying beds in hospitals) and most, but not all
ambulatory care is primary care. Primary care does not include
care that is intensive, or very specialized, or both. These char-
acteristics describe other levels of comprehensive health care.

"In an organizational sense, primary health care describes a
locus which should serve the patient as an entry point into a com-
prehensive health care system. Once entry is made—and initial
care needed at the time of entry given—the primary care locus
or program should be responsible for assuring continuity of all
the care the patient may subsequently need.” (p. 4)

Far above all other considerations of fact is that the emerging
“network” of clinics in Boston is meeting a legitimate need and
providing access and quality primary care to thousands of resi-
dents of the city of Boston.

Based upon current rates of utilization, the Committee has con-
cluded that the clinic is being accepted by the community as an al-
ternative to private general practitioners. For example, according
to statistics provided by the Department of Health and Hospitals,
city of Boston, the residents of those neighborhoods in which a
municipally operated primary care clinic is operating are showing
their support for this type of medical delivery through the in-
creased utilization of these facilities (Table XIV).
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Visits to physicians at Health and Hospital’s
Neighborhood Health Centers*

1968 1970 1971 (est.)
7,974 56,359 80,260

Source: Department of Health and Hospitals, city of Boston
*Not including facilities operated by hospitals and/or public and .private
institutions.

The experiences of the numerous clinics founded by other private
and public institutions are similar. For example;

Clinic “A” in the Jamaica Plain section of the city has operated
since 1967. Today it offers medical services in pediatric care, ob-
stetrical care, adult medicine, dental care, family planning, and
other social services. According to its director, “3,000 registered
families with 10-11,000 members .

.
. about . . . 6-8,000 active mem-

bers” participate in its programs. Clinic “A” annually accounts for
approximately 31,000 patient visits from the residents of the Ja-
maica Plain community.

Clinic “B”, at Columbia Point, Boston, has been in operation
since 1966. TABLE XV provided by the clinic indicates the
number of physician encounters and total encounters between
1968 and 1971 (total encounters includes utilization of non-medi-
cal social services.)

Physician Total
Year Registrants Encounters Encounters
1968 5,514 25,789 40,693
1969 5,514 21,287 38,112
1970 5,401 25,723 49,853
1971 6,300 29,099 N.A.

TABLE XIV

TABLE XV

CLINIC “B” ENCOUNTERS
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The Committee has been repeatedly told that if the monies were
available to provide care in any neighborhood, the utilization of
these facilities would dramatically increase. While few clinics, if
any, have reached the point of 100% utilization, the problem in
getting consumer-patients from these areas to utilize the primary
care clinic is not one of overcoming hostility or opposition to the
clinic per se, but in convincing these people that seeking primary
care is in their best interests rather than pursuing medical atten-
tion only after they have become seriously ill.

Due to their inability to generate sufficient income from ren-
dered services to compensate operational costs, most of the clinics
in Boston are dependent to some degree upon some form of sub-
sidizing grant. While it is possible to over-generalize, the primary
reason for this failure to generate independent revenue has been
the inability of those who are receiving care to pay for it. A sec-
ondary reason is that many of the clinics have not yet reached
their projected “break-even” point when utilization (and thus gen-
erated revenue) will be sufficient to off-set the high fixed expendi-
tures which accompany the establishment of such a facility.

The variety of monetary sources from which to subsidize the
operation of primary care clinics is typified by the experience of
Clinic “A”. In 1967 it began operation using the so-called “Title V”
grants offered by the office of Social and Rehabilitation Service,
Department of Health, Education, and Welfare for the provision
and delivery of maternal and/or pediatric medical care. As the
rate of community utilization expanded (based on its being viewed
as the primary source of this type of medical care), the clinic ex-
panded its scope of services, billing the Department of Public Wel-
fare where possible.

By fiscal 1971 the operating budget had increased to nearly
$900,000 of which two-thirds was provided by the Title V grants
and the remainder through individual billing of the consumer-pa-
tient, on a fee-for-service basis, or a third-party intermediary
(most usually the Department of Public Welfare). The services of-
fered by Clinic “A” have been expanded to include adult medicine,

FUNDING
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family planning, social services and dental care, in addition to the
pediatric and obstetrical care originally provided. Table XVI indi-
cates the acceptance of this facility by those it serves:

Cumulative visits per service offered
December 1969 - August 1971
(date of operation: June 1966)
Pediatric Mothers’ Dental Adult

Care Clinic Care Medicine
Dec. 1969 28,859 11,421
Dec. 1970 40,071 16,32440,071 16,324 4,616
Aug. 1971 46,608 19,862 8,889 3,455
Source: Executive Director of Clinic “A"

In addition to providing funds through which pediatric and
obstetrical care could be provided, Title V monies functioned as
a “seed” through which Clinic “A” has become a true primary
care clinic”. While the categorical Title V monies could not be
utilized for any service other than pediatric or obstetrical care,
Clinic “A’s” ability to provide this service under one roof enabled
its administrators to develop a consumer-patient base which came
to view it as the source of medical care. As other revenues (such
as the Medical Assistance Program) were made available, the ad-
ministrators of Clinic “A” were able to expand its scope of serv-
ices on a fee-for-service basis.

There are, however, a number of problems associated with this
“categorical” approach to funding primary care clinics. For ex-
ample, the Annual Report of Clinic “A” points out that its reli-
ance upon categorical grants has caused the facility to resemble

"... a series of separate clinics, each approaching the commun
ity separately, each developing its own hospital and back-up re
source. The result is fractionating of care, occasionally dupli
cation of effort and gaps in care to segments of the community.”

This type of situation led Dr. 11. Jack Geiger to remark to the
Committee:

TABLE XVI

you had to have 37 different component pieces to put to
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gether a human being (medically speaking) in terms of a health
center program for him.”

Other problems associated with the categorical approach to
funding, especially Title V grants, are highlighted by the experi-
ences of Clinic “B” a smaller medical facility operated in a neigh-
borhood which is characterized by high unemployment. It began
operation in May, 1969 through the generosity of various public
and private sources offering pediatric care (no Title V monies
were involved). By September of 1969, the Department of Health
and Hospitals, city of Boston had provided the community con-
trolled governing group with a grant to expand the clinic’s scope
of operation. And, in January, 1971, Clinic “B” opened an obstetri-
cal and gynecological unit. By April, 1971 it was providing limited
adult medical services to the community. Recently, it has further
expanded to include a dental unit.

According to the Executive Director of Clinic “B”, one of the
positive points in its track record has been its lack of dependence
upon Title V monies or other categorical grants. Clinic “B’s”
primary source of revenue are fees, charged (primarily to the
Department of Public Welfare) for services rendered. Additionally,
it receives an annual grant from the Department of Health and
Hospitals for the provisions of services for those not eligible for
Medical Assistance.

The Director outlined his objections to the Title V type of
funding for primary clinics:

(1) Title V money is categorical in nature, which means that
it must be used in providing a particular type of care (pediatric
or obstetrical) to a particular group of people.

(2) Title V monies cannot be used in a situation in which real
control over the operation of the facility rests with the community
involved. (In order to be eligible for Title V monies, they must
be spent in accordance with a “state plan” submitted by the De-
partment of Public Health), and

(3) Title V monies have a number of administrative and bureau-
cratic strings attached which further drives up administrative
costs.

Clinic “C” in Roxbury (Boston) offers the widest range of
medical and health services of those clinics relying upon the
“categorical” type grant. While other clinics in the city providing
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a similar variety of social and medical services are dependent
upon one resource for the greater part of their funding, the
unique historical background which Clinic “C” has enjoyed (an
endowment of $1 million and location on the site of a 110 year
old medical facility) however, granted it access to a wide variety
of funding sources, including: Title V monies, grants provided by
the Department of Public Health, the Rockefeller Foundation, the
Office of Economic Opportunity, the U.S. Department of Labor, the
Massachusetts Public Health Association, the Massachusetts De-
partment of Education, grants from other private foundations,
and fees for rendered services collected from third-party inter-
mediaries.

Yet, according to its Director, even these categorical funding
sources have been insufficieyit to meet Clinic “C’s” costs. Conse-
quently, it has been forced to utilize part of its endowment to
meet them.

Not all clinics must rely entirely upon categorical grants of this
type. Clinic “D” has been in operation since 1966 using demonstra-
tion grant funds provided by the Office of Economic Opportunity.

For fiscal 1972, Clinic “D” is receiving $1,410,898 from the Of-
fice of Economic Opportunity and an additional $400,000 from the
Department of Public Welfare as fees for rendered services. The
value of receiving monies from one relatively dependable source
of funds can be seen by the wide range of social and other services
which the clinic has been able to attract to its facility, thus increas-
ing the benefits offered to patients. Funded, in part, by voluntary
organizations and other public grants, Clinic “D” offers 22 social
service programs, enabling the clinic to expand its scope to include
“health” as contrasted to “medical” care.

The comprehensive nature of the grants supporting Clinic “D”
are directly responsible for attracting other monies to expand the
scope of services offered.

In considering to which clinic a private source of funds should
lend its financial support, there can be little doubt that the knowl-
edge that a facility is on firm financial footing and that it will con-
tinue to operate because of its relatively stable revenue source will
have an impact upon this decision.
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The prognosis for community-based medical clinics lies squarely
in the laps of public and private decision makers whose judgments
will be shaped by a variety of factors:

1) EXPANSION TO MEET PRIMARY CARE NEEDS OF UN-
COVERED NEIGHBORHOODS. In this regard, the Regional Di-
rector of the Department of Health, Education and Welfare has in-
formed the Committee that the

target populations of neighborhood health centers exceed
the population of the city of Boston by about five times.”

Thus, the clinic “non-system” has to some degree develop-
ed at least one behavioral characteristic of the disastrous hospi-
tal “non-system”. As they stand now, these clinics are little more
than another level with little or no thought given to their impact
on the goal of meeting long range medical needs. It makes little
sense haphazardly to add them to the existing medical delivery
system just so that we might meet the immediate need for primary
medical care.

2) THE DEVELOPMENT OF A PREPAYMENT CAPABILITY
AMONG THE CLINICS. Individual Directors of clinics in Boston
appear to be in general agreement that the development of a pre-
payment capability is a necessity if they are to become self-suffi-
cient, generate sufficient revenues to support their operation and
control costs. Clinic “A” mentioned previously, identified the de-
velopment of a capitation capability as a future necessity:

“.
. . the (Clinic “A”) model for comprehensive care must allow

for a prepayment, capitation based system of financing. The serv-
ices must be comprehensive in scope, include night and weekend
emergency care, and include access to all specialty services. The
system of inpatient or secondary and tertiary care systems must
be also restructured to allow capitation financing.” (from the
Annual Report, p. 3)

There are, however, a number of problems which must be solved
before this approach can be considered, the most important of
which appears to be the inability of the clinics to offer necessary
secondary medical care in a manner making the delivery of com-
prehensive medical care economically feasible.

THE FUTURE
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3) RECOGNIZING EXISTING ARRANGEMENTS BETWEEN
PRIMARY CARE CLINICS AND THE REST OF THE MEDICAL
DELIVERY SYSTEM. Under existing organizational relationships,
the community-based medical facilities must rely upon the “parent”
hospitals for administrative support and “back-up” facilities for
in-patients services. There is little doubt that these hospitals have
played a conscious role in assisting the development of primary
care capabilities in neighborhood. Further, many of these facilities
would have had to close their doors if not for the willingness of
the parent hospitals to offer financial and administrative support.

The Committee must conclude, however, that the continued re-
liance of the clinics upon “parent” hospitals is not conducive to the
development of an organized system of integrated medical care de-
livery.

These hospitals, because of their affiliation with medical schools,
have an over-head structure which drives the cost of secondary
medical care far above the rate charged by the smaller, community-
type hospitals.

Table XIII (p. 33) illustrated this point. Allowable rates for
those hospitals serving in a back-up capacity for medical clinics
in Boston is compared with hospitals with no medical school affil-
iation, yet which have the services necessary for the delivery of
secondary medical care.

If primary care clinics are to develop the ability to finance
themselves through capitation, they must be economically able to
provide both primary and secondary care. Inasmuch as the cur-
rently utilized sources of secondary care are the most expensive,
the obvious solution could be for clinics to utilize smaller, com-
munity-type hospitals with large teaching hospitals functioning as
a “back-up” for far less utilized tertiary medical services.

The only current and systematic attempt in Massachusetts to
reduce costs and improve access to the delivery of medical care
via a primary care type clinic is the Harvard Community Health
Plan, modelled in part after the Kaiser-Permanente system. While
the Plan has not operated for a sufficient period of time to allow

THE HARVARD COMMUNITY HEALTH PLAN
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for a comprehensive evaluation of its performance, what it has
accomplished to date is encouraging to the Committee.

The informational brochure circulated by administrators high-
lights the Plan’s philosophy and goals;

“The Harvard Plan is a comprehensive medical care plan for
families living in the greater Boston area.

“It provides personal, continuous, day-to-day care as well as care
for major illness care in the medical office, in the hospital and
in the home. It helps to protect your family’s health by emphasiz-
ing health maintenance, early disease detection and prompt med-
ical treatment.

“To meet your health needs, the Plan draws upon the extensive
resources of the Harvard Medical School and several of its affilia-
ted hospitals. It has developed an integrated system of health serv-
ices that assures effective care at any time of the day or night,
while at the same time offering each member a personal physician
who can provide and guide his care.”

The Harvard Community Health Plan is financed through the
capitation, or prepaid approach, so that for a fixed monthly figure
it will meet most medical needs of enrolled subscribers. According
to its administrators, the economic incentives accompanying the
capitation approach have been directly instrumental in reducing
the rate of hospital utilization as contrasted to consumer-patients
who continue to reimburse their medical provider in the normal
‘fee-for-service’ manner. Table XVII illustrates this economy:

In-patient Bed Days Per 1,000
Consumer-patients

HCHP
400-500

Kaiser-PermanenteUnder ‘fee-for-service’

800 1,000 400

TABLE XVII

According to the Assistant Director of the Harvard Community
Health Plan, this success has been the result of the ability of the
system to reduce the length of stay of hospital encounter, thus
demonstrating that real economies on the average medical bill can
be realized if the incentives are properly placed.
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With respect to improved access to medical care, the experiences
of the Harvard Community Health Plan are only marginally sig-
nificant. While it is true that the physician has been taken out
of the large impersonal hospital and is placed in a single identifi-
able point of entry, the location of the primary care clinic in the
Kenmore Square section of Boston does not qualify it as a “com-
munity-based” clinic in the strictest sense. The facility is nonethe-
less easily accessible by automobile and public transportation.

Further, the target population of the Harvard Community Health
Plan is unlike the primary care clinics previously mentioned
not a clearly definable geographic neighborhood. The Plan offers
its services to residents of a much larger metropolitan area which
extends from Boston to Wayland and from Wakefield to Wey-
mouth.

The most unique aspect of the Plan’s approach to the medical
problem is its utilization of existing funding mechanisms to finance
the delivery of the service which it provides. The Harvard Com-
munity Health Plan has contracted with the Massachusetts Blue
Cross Association which allows it (the Plan) to negotiate with par-
ticipating Blue Cross members (employers and employees) to have
the HCHP provide for their medical needs. In his testimony be-
fore this Committee, Henry D. Jones, President of the Blue Cross
Association outlined the experiences of the Blue Cross Association
with the Plan:

“For more than three years now, Blue Cross has worked very
closely with the Harvard Community Health Plan in an effort to
make prepaid practice available to residents of the metropolitan
Boston area, on a dual choice basis. More than 15,000 people are
currently receiving care through the Harvard Plan (sic), over
10,000 of whom are Blue Cross members. The figures are increas-
ing daily and there is every indication that the Plan will continue
to grow, and that Blue Cross will play an even greater role as
this expansion takes place.”

At this moment the Harvard Plan has some 20,000 enrolled
members. Because the projected break-even point the point at
which revenues will be sufficient to meet high fixed expenditures
is slightly over 33,000 enrolled members, the Plan continues to
run a deficit operation. In the coming months, according to the
Plan’s Assistant Director, enrollments should approach the 33,000
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mark as the capitation approach to medical care delivery is in-
creasingly accepted, and the rate of expenditures should increase
much more slowly than the rate of increased revenues.

One final aspect of the experiences of the Harvard Community
Health Plan which deserves some comment is its attempt to con-
tract with the Department of Public Welfare for the provision of
medical services on a prepaid basis to eligible Medical Assistance
recipients in the Mission Hill Parker-Hill area of Boston. This
project has not yet proven to be a real success because it has been
plagued by low rates of utilization and continued use of non-HCHP
medical providers.

While it is too early to generalize in this regard, it is the opin-
ion of the Committee based upon the experiences of other, com-
munity-based clinics that the reason for this problem lies with
the fact that the HCHP is not, in fact, a community-based opera-
tion. While the Plan does provide a community facility staffed
with medical personnel and while it does provide transportation to
the main medical facility in Kenmore Square, it still cannot be
classified as a community-based operation.

It is our opinion that the location of this type of facility in the
community itself is a necessary ingredient if the primary care clinic
is to be accepted by its constituents. There is no substitute for a
community-based operation in which the residents have both a real
and psychological stake in the success of the facility.
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RECOMMENDATION RESPECTING THE
ESTABLISHMENT OF THE

“COMMUNITY MEDICAL DELIVERY PROJECT” (“MEDEL”)

THE “SINE QUA NON” OF THE DEVELOPMENT OF A CAP-
ITATION, OR PREPAID APPROACH TO THE DELIVERY OF
COMPREHENSIVE MEDICAL CARE IS AN EFFICIENTLY OR-
GANIZED MEDICAL DELIVERY SYSTEM WITH APPROPRI-
ATE LEVELS OF CARE INTEGRATED IN SUCH A MANNER
AS TO ENSURE EASE OF ACCESS FROM ONE MEDICAL
SERVICE TO ANOTHER AND THE CONTINUITY OF CARE
NECESSARY TO GUARANTEE THAT THE HEALTH OF CON-
SUMER-PATIENTS IS MAINTAINED.

This is the message contained in testimony by the many national-
ly recognized experts who spoke before the Committee. It is the
lesson taught by the experiences of the Kaiser-Permanente system.
It is the lesson which is becoming increasingly apparent from the
experiences of the Harvard Community Health Plan.

The Committee is convinced that the development of an inte-
grated, co-ordinated approach to medical care delivery is vital if
low cost care is to be provided to Americans of all income levels
for the remainder of the 20th century. The problem is one of
altering the existing medical delivery system in a manner such
that primary care providers and inpatient hospital services can
be organized so as to allow the application of the capitation fund-
ing approach.

It is our opinion that the emerging network of primary care
facilities in Boston provides the Commonwealth a unique opportun-
ity to demonstrate the feasibility of this approach to medical care
delivery. That is, the high concentration of facilities in Jamaica
Plain, Dorchester and Roxbury which are capable of both provid-
ing primary care and acting as an access point into the remainder
of the medical delivery system allows us realistically to consider
the development of a sub-system in which each level of care is in-
tegrated into a common administrative, financial and logistcal
scheme.

SECTION THREE
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The Committee therefore recommends that A FIVE YEAR DEM-
ONSTRATION PROGRAM BE INITIATED BY THE COMMON-
WEALTH UTILIZING SELECTED PRIMARY CARE CLINICS
IN THE CITY OF BOSTON AND AN APPROPRIATE “COM-
MUNITY-TYPE” HOSPITAL, AND THAT TOGETHER THESE
MEDICAL PROVIDERS BE DESIGNATED AS THE “COMMUN-
ITY MEDICAL DELIVERY PROJECT” (“MEDEL”).

This subsystem would display certain characteristics which
should dramatically control comprehensive medical care costs, and,
administrators of MEDEL more effectively to monitor the sys-
have access to the type of medical care to which they are rightfully
entitled:

The development of common administrative practices and pro-
cedures among the community-based primary care clinics and the
back-up, in-patient hospital facility is a necessity if MEDEL is to
facilitate ease of transfer between the various levels of care and
among the various medical services provided. It will enable the
administrators of MEDEL to more effectively monitor the sys-
tem and ensure that each patient receives the continuity of care
which is vital to the effective delivery of comprehensive care.

(2) A COMMON FUNDING MECHANISM.
A common plight of the primary care clinics examined by the

Committee is the lack of monies to pay for operating costs. By
and large, the majority of those served by clinics are recipients
of Medical Assistance or lacking membership in a public or
private insurance program are subsidized by one of the many
“categorical” funding programs now available. As a consequence
services are limited to those for which the clinic can receive re-
imbursement, or which cost little to support.

An untapped reservoir of potential consumer-patients which
the clinics cannot individually cultivate are those people insured
under employee benefits programs through private insurance
companies. The Harvard Community Health Plan’s success in
developing a working relationship with Massachusetts Blue Cross
for the delivery of health services to Blue Cross Blue Shield
employees is very encouraging and leads the Committee to rec-

(1) A COMMON ADMINISTRATIVE SYSTEM.
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ommend that a similar type of co-operative effort be undertaken
between private carters and the MEDEL Project.

Needless to say, the development of a common funding me-
chanism, common price scales, common procedures, a single of-
fice for the payment and collection of revenues, and an expanded
consumer base would contribute directly to the development of

the capability successfully to negotiate with the large, private
and public insurers and, thus, ultimately to institute a system-

wide capitation funding mechanism.

(3) A COMMON LOGISTICAL SYSTEM.
On top of the obvious cost savings which will accompany

mass-scale purchases of supplies and equipment, other benefits
should emerge from the development of a common logistical
system. It would obviously contribute to the development of a
spirit of co-operation which, over the long run, will be a neces-
sity if MEDEL is to prove successful. Further, it will allow for
the creation of an effective monitoring device and allow com-
parisons to be drawn between the effectiveness and efficiency of
MEDEL’S component parts.

Related to the problems faced by the clinics as they individ-
ually seek sources of funding are the problems associated with
the development of a comprehensive health program.

Those clinics which can rely on a single funding source have
little difficulty in paying for service delivery and their financial
stability attracts other private sources of revenue. For the clin-
ics which rely upon varied funding sources, the problem is quite
different. The span of services offered is limited by the clinics’
ability to generate revenues sufficient to subsidize their opera-
tion. Thus, many programs of benefit to the neighborhoods are
eliminated: a) those of a social service nation for which there
are few public funding sources available and b) those which have
a low rate of utilization and a high start-up cost (e.g. physical
therapy, renal dialysis).

MEDEL would provide increased opportunities to continue or
initiate these programs because of the increased consumer pop-
ulation (thus spreading high start-up costs over a larger base
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at a greater rate of utilization) and the resulting increased po-
tential for attracting new revenue sources.

The Committee is aware that this proposal represents a radical
departure from the traditional relationship between government
and the medical community and should generate extensive debate
within the medical community and the Commonwealth.

The Committee welcomes this debate but points out that THE
TIME TO ACT IS NOW, SO WE CAN ENSURE THAT THE
MAXIMUM BENEFIT WILL RESULT FROM THE PRIMARY
CLINIC NETWORK IN BOSTON, AND THAT THE LONG
RANGE NEED FOR AN EFFICIENT, EFFECTIVE MEDICAL
DELIVERY SYSTEM IS NOT LOST IN THE DRIVE TO MEET
THE SHORT RANGE NEED FOR PRIMARY CARE CAPABIL-
ITIES.

The Chairman, Senator Cawley, has discussed the merits of this
proposal with a number of community representatives and clinic
administrators which would participate in the MEDEL Project.
Their response has been consistently positive and enthusiastic.

Because of the practical problems associated with Massachusetts’
seeking to involve a privately-owned hospital in MEDEL and the
high concentration of Boston clinics in a geographically definable
area, the Committee recommends that the state owned and oper-
ated Lemuel Shattuck Hospital be designated as the secondary care
source for the project.

It is the Committee’s intention that the Shattuck’s facilities be
leased to MEDEL under a contractual arrangement that would re-
tain state ownership of the facility. We do not recommend that ei-
ther the clinics or the state relinquish any sovereignty over their
role in the system but rather that a common middle ground be
sought effectively to translate effective medical delivery through
an efficient and mutually acceptable administraitve system.

To develop the mechanics of the MEDEL Project, to bring to-
ther those who would participate in its operation and to bring to-
gether the skills of those medical professionals, community groups
and legislators who have expressed an interest in this proposal, the
Committee recommends the establishment of a Special Commission
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Relative to the Establishment of the Boston Medical Delivery Sub-
system (see attached legislation, Appendix F).

The Commission would be required to submit its final report
to the 1974 session of the General Court, and, while it will exer-
cise total discretion over MEDEL’s design and implementation, it
should be guided by five basic considerations:

1) A capitation arrangement for financing the delivery of services
should be utilized if possible at the first opportunity,
2) A community-type hospital (such as the state-owned Lemuel
Shattuck) ought to be considered the first choice to serve as the
back up secondary care facility,

3) Community involvement in the decision making process of the
pilot project should be maximized,
4) The organizational relationships within the system should re-
semble a “federation”, with one identifiable decision maker to deal
with problems which affect the whole, and
5) The freedom and individuality of each primary care unit should
be ensured so that the hospital does not dominate the system.

It is the intention of the Committee that the pilot program be
used as a testing ground for new techniques of delivering care
which can eventually be adopted throughout the state. As primary
care capability is improved in other areas of Massachusetts, the
organizational relationships developed in the Boston pilot program
would be appropriately applied state-wide through the Office of
Comprehensive Health Planning and the Department of Human
Services.
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MEMORANDUM ON THE DELIVERY OF COMPREHENSIVE
HEALTH CARE TO THE SPECIAL JOINT COMMITTEE

INVESTIGATING WELFARE MAY 12, 1971

This abstract report is a summary of the Committee’s findings
to date in the area of Comprehensive Health Care Delivery Me-
chanisms. It suggests that Massachusetts, and the nation in gen-
eral, is facing a critical situation in the area of comprehensive
health care. The conclusions offered are those based upon our ex-
periences to date and presents what appears at this time to be
legitimate and logical alternatives to the existing system. We rec-
ognize the need for greater in-depth analysis and study before a
final report with legislative proposals can be legitimately offered.

The concern for the delivery mechanism through which com-
prehensive health care is made available to the citizens of the
Commonwealth arose from the Committee’s investigation of the
Department of Public Welfare’s Medical Assistance Program. Af-
ter a short period of time it became quite evident that the prob-
lems faced by the Department in this area problems which shall
be more fully documented in the Committee’s up-coming Prelim-
inary Report to the General Court were far more profound
than the obvious concerns for duplicate payments, payments of ex-
cessive fees, payments for excessive drug prices, payment for
drugs sold to ineligible recipients and over-servicing by pharma-
cists and physicians.

The real and continuing problems faced by the Department in
the administration of the Medical Assistance Program involves
not only the chaos which exists in the internal administration of
the Department, but the wastes, inefficiencies and costly duplica-
tions of effort which exists in the delivery system currently used
by the medical industry to provide comprehensive medical care

APPENDIX A

THE EXPERIENCES OF THE DEPARTMENT OF
PUBLIC WELFARE
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both to the Department and to the consuming public. This ineffi-
ciency and waste is a direct by-product of the fragmentation and
over-specialization which plagues the medical industry. The cost
for this inefficiency and waste is passed along to the Department
and the consuming public as exorbitant fees, high prices and un-
necessary usage of expensive hospital facilities.

There is no question but that if Congress were to enact a Na-
tional Health Insurance Program the inefficiencies and costliness
of the existing state-operated Medical Assistance Program would
only be compounded and reinforced by the influx of even more
public monies. Our national comprehensive health needs, and those
of the Commonwealth, will not be effectively met simply with a
more comprehensive funding device. Without the development of
an efficiently organized delivery system, the real impact of a Na-
tional Health Program would be greatly diminished.

The concern for the development of a more efficient delivery
system for our comprehensive medical needs must begin with an
analysis of the mechanism used by the Department of Public Wel-
fare and the consuming public to reimburse medical vendors for
services and products. A direct corollary to this is the implication
that the payment mechanism has for the organizational structure
of the industry as a whole.

Under the existing system, medical vendors are reimbursed on
the basis of a fixed cost per service or product. That is, the more
services or products rendered to the consuming public, the greater
will be the financial rewards to the medical industry. And, in as
much as the effective need for medical services is determined by
these vendors, the uncontrolled economic incentives for over-serv-
icing are all too obvious. This open-ended administrative situation
faced by the Medical Assistance Program is totally incompatible
with sound fiscal and budgetary administration.

A corollary is that the payment mechanism encourages the con-
tinuance of the entrepreneurial medical vendor in an age of corpor-
ate structure and the application of the economies of scale princi-
ple. This last vestige of the true entrepreneurial ethic has prevented

FIXED COST PER-SERVICE, ENTREPRENEURIAL SYSTEM
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the development of a more efficiently organized system of deliver-
ing comprehensive health care. A more efficiently organized medi-
cal industry would be able to deliver comprehensive medical care
to the Department and the consuming public at a much lower total
cost.

The evidence for this judgement is plentiful. Under the existing
fee for service entrepreneurial system there is altogether too
much reliance placed upon the use of highly expensive hospital
facilities. This is the single most inefficient aspect of the existing
medical services delivery services.

The average patient who goes to the hospital usually receives
no direct benefit from much of the sophisticated medical facilities
at the disposal of the medical personnel in most of your hospitals;
yet, he is forced to pay exorbitant hospital rates for the high
costs of overhead which their purchase has caused. A report issued
last month by a Special Steering Committee of business, medical
and academic leaders advising Governor Nelson Rockefeller esti-
mates that as much as 24% of all hospital admissions are unneces-
sary and involve medical procedures which do not require expen-
sive hospital facilities. Estimates of over utilization of hospital fa-
cilities by other interested and reputable groups are quoted as
ranging from 20-33%.

This overuse can be traced to existing private health insurance
practices which “pay off” only in cases of hospitalization and
more importantly the decline in number of private, general
practitioners servicing our urban areas. Under the existing fee for
service, entrepreneurial arrangement the economic incentives over
the last two decades have forced the private doctor to gravitate
towards that market which is best able to afford his services.
With the mass exodus from the core city to the suburbs came the
shift of the private, general practitioner away from the city out
into the suburbs.

East Boston, for example, which had 40 family doctors in 1944
has 16 today and only 4 are under 60. Charlestown has 16,000
residents and only 5 full-time and 3 part-time physicians and, again,
only 4 are under 60 years of age. Chelsea is more impacted: 6 doc-
tors serving 27,000 residents. At the same time, Boston’s bedroom
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communities have 4 times the national average of doctors to pop-
ulation.

This decline of the general practitioner has forced a greater re-
liance upon our hospitals to provide comprehensive medical serv-
ices. Over-specialization must be discouraged. Economic incentives
for compelling doctors to remain in our urban areas must be effect-
ed. A more efficient organization of ancillatory medical services
must be developed if the economies of scale principle is to be ap-
plied in the delivery of medical services on a mass basis.

The medical industry itself has not been unmindful of these
needs. There has been increasing discussion of the problems of
inefficient utilization of our medical resources. The comprehensive
medical clinic funded on a pre-paid mechanism has been increas-
ingly suggested. At this stage the weight of evidence and logic
appears to support the contentions of its advocates.

Nationally, the Kaiser-Permanente Plan is a non-profit, private
attempt to deliver comprehensive medical care to its participating
members. The major innovations in the program are its pre-paid
fee system and a greater reliance upon clinics and Kaiser owned
hospitals. Each of the 2,114,697 members pays an average of $l5O
per year to receive the benefits of the program’s 21 hospitals, 54
medical clinics and 2050 doctors.

The plan, operating mainly on the West Coast, first gained real
national prominence when it received favorable comments from the
landmark Report of the National Advisory Committee on Health
Manpower in 1967. Since that time, the Kaiser-Permanente plan
has served as the point of reference in any discussion concerning
the relative merits of the fee for service payment mechanism ver-
sus the prepaid or capitation mechanism.

The Preliminary Report of Governor Rockefeller’s Steering
Committee estimates that in the provision of comprehensive health
care, “conceivably as much as 20% of the $69 billion spent last
year (nationally) could have been saved with a system modelled
along the lines of Kaiser-Permanente’s pre-paid group plan”. It
should be pointed out, however, that increased usage could very

PRE-PAID COMPREHENSIVE MEDICAL CARE
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well minimize any real savings, but the cost per service rendered
would dip substantially, due to a more efficient organization of re-
sources and an elimination of possible overservicing. The total
health needs of the state, or country, would be closer to being met
than under the existing system.

Locally, the Harvard Community Health Plan, Health, Inc. and
several other comprehensive medical clinics are based upon, or
are striving towards, the pre-paid or capitation principle. Their
success to date has been encouraging and their experiences should
be of tremendousvalue in the drafting of legislation.

Senator Cawley proposes the establishment of a system of Com-
munity Medical Centers (C.M.C.’s) each capable of providing com-
prehensive medical care to a population of 30,000 people.

This proposal is made with due consideration to the following
points:

a. The experiences of the Medical Assistance program suggests
that increased funding alone, will not meet our comprehensive
health needs.

b. Increased funding under the existing fee for service, entre-
preneurial system will only compound the waste, inefficiency and
administrative chaos experienced in the administration of the lim-
ited participation, Medical Assistance Program.

c. The increasing disappearance of the private, general practi-
tioner in urban and rural areas is a direct result of the incentives
existent in the fee for service, entrepreneurial system. If our urban
areas are to receive comprehensive health care in the future, this
trend must be reversed.

d. Community Medical Centers, because they allow for a more
intensive application of our medical resources and because they are
“health” rather than “service” oriented, would provide a more effi-

cient use of federal funds and assure the delivery of sufficient com-
prehensive health care to meet the needs of the citizens of the
Commonwealth.

Each C.M.C. region will consist of a population base of 300,000
people (10-12 C.M.C.’s) and will have at least one hospital in a

A PROPOSAL
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backup capacity for medical care unattainable at the community
level.

Each C.M.C. would provide ‘nose to toes’ treatment; that is,
the facilities would be prepared to handle every type of medical
condition, from cavities to broken bones, from filling prescriptions
at cost to performing minor surgery.

Tentatively, the facilities would be available to all who wish
to partake under a pre-paid health program. Recipients of medical
assistance would be subsidized in an as yet undetermined fashion
by the Department of Public Welfare. Eventually the state or the
federal government would provide the funding mechanism for
100% participation in the program. Until that time, increased par-
ticipation will be encouraged through available means at our dis-
posal, including the development of working agreements with the
existing health insurance industry.

Senator Cawley directs the Special Legislative Committee In-
vestigating Welfare to hold open hearings on his proposal conr-
mencing Wednesday, May 26, 1971 at 10 a.m. at a suitable location.

Further, the Committee is directed to invite all those who
would like to contribute to this study to contact his office.

Senator Cawley further recommends that at the conclusion of
the public hearings, a comprehensive report, together with approp-
riate legislation be submitted to the General Court for its consid-
eration.
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The Kaiser-Permanente Plan is this country’s largest integrated
and regionalized private, group practice, prepaid health system
serving an identified consumer group. The Plan represents an amal-
gam of professional, industrial, social, and economic practices org-
anized to solve the problems of delivering comprehensive medical
care in an efficient and economical manner, providing a massive
volume of medical services to six states: (Northern and Southern)
California, Oregon, Ohio, Hawaii, and Colorado.

Annually, the Kaiser-Permanente system’s 2,000+ physicians,
21 hospitals and 54 medical offices provide 2 million enrolled mem-
bers with 7.6 million doctor visits and 1 million days of hospitaliza-
tion, in addition to a large volume of x-ray, laboratory services,
prescription drugs and related medical services. The average an-
nual cost to enrolled members under the plan is $l5O annually per
individual and $450 per family (1970 figures).

Begun in 1938 to provide for the medical needs of the Grand
Coulee Dam’s construction workers, the Kaiser-Permanente sys-
tem in its early years faced much opposition from organized medi-
cine. In 1943, the Federal Courts ruled that the American Medi-
cal Association had violated anti-trust laws by interfering with the
efforts of medical professionals in organizing a similar type of
organization the Group Health Association of Washington, D.C.

By 1959, the American Medical Association had radically altered
its stance, and with the publication of the so-called “Larson Re-
port” in that year, the group practice approach to medical delivery
was finally accepted by the A.M.A. as a means of providing qual-
ity medical care.

The Report of the National Advisory Commission on Health
Manpower in November, 1967 gave the Kaiser-Permanente ap-
proach to medical delivery governmental approval when it con-
cluded :

APPENDIX B

THE KAISER-PERMANENTE PLAN

“The Kaiser Foundation Medical Care Program provides com-
prehensive services to more than a million and a half members
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drawn primarily from the working population. These services are
provided at significant savings by comparison with the cost for
equivalent services purchased in the surrounding communities
and the county at large.

The quality of care provided by Kaiser is equivalent, if not
superior, to that available in most communities. Permanent phy-
sicians use standard medical practices and procedures. Patient
satisfaction is indicated by the overall flow of patients into Kaiser
from competing health plans under the dual choice available to
all Kaiser subscribers.”

The original intent of the Plan was not to revolutionize the con-
ventional, fee-for-service practitioner’s definitions of responsibility,
independence, interests or rewards. It was simple to find a way
of providing workers and their families with medical care of good
quality and reasonable cost and, at the same time, to give the
professional providers financial security.

To understand that intent the program should be viewed in the
light of four specific viewpoints;
THE USER’S, including community services, comprehensive cov-
erage, one identified point of entry for both primary and secondary
care, continuity of service and shared financial risk through a
per capita pre-payment. THE PHYSICIANS’, including group prac-
tice, hospital-based practice and elimination of the “money ques-
tion”. THE BUSINESSMAN’S, including a distribution of author-
ity and responsibility, “making it pay”, capital development, free
enterprise, and regional autonomy. THE PUBLIC’S, including a
total system, equal access, catalytic action, adaptability and flex-
ibility, and consumer influence.

The Kaiser-Permanente medical care program can be conceptu-
alized in an equilateral triangle embracing the contractual respon-
sibilities of its primary components.

At the center of the triangle is the Kaiser Foundation Health
Plan, functioning as a marketing agency and prime contractor.
The Health Plan, a non-profit corporation, contracts:

Principles and Goals of the Kaiser Health Plans

Organization
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1) With members (groups or individuals) to arrange for their
health care services in return for dues paid on a monthly basis
(subscribers pay the same rate for a given coverage regardless
of use).

2) With physicians organized as individual Permanent Medical
Groups to provide professional services in clinics, hospitals and
to a lesser extent in patients’ homes. These medical groups are
responsible for their own recruitment, staffing and selection.
3) With Kaiser Foundation Hospitals, a nonprofit community
service corporation, to provide inpatient services either in its
own hospitals or in a few instances by arrangement with vol-
untary independent hospitals. The Foundation handles its own
staffing other than doctors and lab personnel.
Thus we may visualize consumers, physicians, and hospitals at

3 corners of a relationship bound together by a common objective
and an intermediate entity, the Health Plan. This triangular pat-
tern of organization is duplicated in each of Kaiser’s 6 regions.

This type of joint management has proven to be effective for
the operation of a large, complex medical care program. It offers
a method for doctors and laymen to work together closely without
infringing on the physician’s sense of professional integrity.

Members

(Includes the subscriber, the spouse, if any, and dependents)
10% of California’s population are members. Government em-
ployees (all levels) and school teachers make up 42% of the
1,800,000 total. The group membership composition is determined
by subscribers through a free choice among alternative plans of-
fered directly to the employee or through union. As a rule, the
alternative is Blue Cross-Blue Shield or indemnity insurance.

In 1967 the Oregon Kaiser Plan began neighborhood health
care services for the poor and it now serves 7000 in Portland un-

der a per capita subsidy from the OFFICE OF ECONOMIC OP-

PORTUNITY. This program has successfully integrated care of
the poor with that of self supporting members.
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Doctors

Approximately 2000 participate in the program, two thirds of
which are Permanentepartners.

Three factors make recruitment of Permanente physicians a
“continuous talent hunt”;

1) Permanente Medical groups are interested only in well-trained,
fully qualified doctors.

2) The candidate must have an interest in working as a member
of a team: he must like the intellectual stimulus that group in--
ter-action and peer review provide.

3) a doctor with a high level of competency has a greater earning
potential in some specialties in the traditional fee for service as
opposed to prepaid group practice, which must be reconciled with-
out creating wide discrepancies in its income structure.

Hospitals

Every Kaiser Hospital is defined as a “community hospital” and
is organized to serve the people and doctors of the community as
well as Health Plan members and the Permanente staff.

Kaiser prefers not to use the existing community hospital beds,
except on a temporary basis or as an expediency in handling spe-
cial type cases, because the optimum operation of integrated out-
patient and inpatient services requires a hospital base with a uni-
fied staff and rhedical records, as well as administrative control
of available beds and operational costs.

The most important qualitative difference of the Kaiser hospi-
tals is the degree of emphasis put on outpatient as opposed to in-
patient services because of the result of comprehensive prepaid
coverage of ambulatory services. Doctors offices are adjacent to or
located in the hospital.

It is a known fact that Ambulatory care continues to be the
fastest growing service in the nation’s 5853 community hospitals.
The ratio of outpatient visits to hospital admissions was 4.3-1. The
Kaiser Permanente ratio was 45 to 1. This suggests a greater
degree of efficiency of integrated out and inpatient services in the
utilization of both physicians’ time and hospital beds.

As economic consequence of the emphasis on ambulatory care,
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Kaiser hospitals as well as prepaid group practice plans in general,
have a lower rate of hospital utilization by the population served.

Deficiencies
1) the availability of the doctor when the patient decides he

wants to see him, 2) the length of time required to ensure an
office appointment or see a doctor in a walk-in visit, 3) the amount
of time spent with the patient by the physician, and 4) the Plan’s
advantages may also be lost on persons who already have inde-
pendent doctor and hospital services covered by comprehensive
insurance. Ultimately, the Kaiser Plan must depend on satisfying
its consumers regarding both services and costs for success.

The Kaiser Hospital admissions and days of hospitalization per
1000 members are substantially below state and national rates,
reflecting the fundamental distinction between a prepaid group
practice health plan and voluntary health insurance supporting
medical services for a fee: the group practice not only finances
comprehensive benefits hut undertakes to deliver them as a direct
service.

The Kaiser System and 0.E.0.

The Economic Opportunity Act of 1964 challenged America to
develop better ways of organizing and delivering health care to
the indigent. The Kaiser Foundation Medical Care system respond-
ed with the establishment of a Comprehensive Health Services
Project in Portland, Oregon. Partially funded by the Office of
Economic Opportunity, the OEO demonstration project began op-
eration in July, 1967 providing medical services to 1,200 low in-
come families in a neighborhood which already contained a large
number of families enrolled in the Kaiser Plan through employee
benefit programs.

Of particular interest to the Committee is that low income fam-
ilies utilize the same medical delivery system as the regular en-

rolled subscribers to the Kaiser Plan. This offers evidence that the
source of funding whether a private insurance company or a

public program such as OEO will have little effect upon the
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operation and the delivery of medical services, except to dramatic-
ally affect costs.

The use of the available medical services by each population
group was most comparable according to Mr. Robert Erickson,
Vice President of the Kaiser Foundation. While the over-all util-
ization of total medical care services were relatively similar, the
most interesting differences occurred in the regularity with which
the facilities were utilized and in the frequency with which the
low income families made use of a ‘walk-in’ or scheduled basis.
Kaiser Permanente concludes that these differences could be at-
tributed to many factors including those of a social, psychological
or cultural nature.

Inasmuch as the pervue Pilot Program advocated in the body of
this Report will most likely include geographic areas of Boston
which now contain substantial numbers of indigent families, the
Committee recommends that the Special Commission to plan the
program consider in greater depth the experiences of the Oregon
experiment.
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TABLE 1-B

STATISTICS
PER CAPITA EXPENDITURES:
MEDICAL CARE NATIONWIDE VS.
KAISER PLAN IN CALIFORNIA
ALL U.S. W6O 1965 1968
Hospital Care 49.35 68.47 101.73
Physicians Services 31.02 44.28 5479

TOTAL S 80.37 112.75 156.52

KAISER’S CALIFORNIA REGIONS
Hospital Care 18.97 21.11 28.56
Physicians Services 39.22 47.84 63.84

TOTALS 58.19 68.95 92.40
source: Social Security Bulletin Jan. 1970

.Report of National Adv. Comm, on Health Manpower
Nov. 1967

KAISER PLAN VS. TWO OTHER U.S. PLANS
HOSPITAL DAYS PER 1000 PERSONS

YEAR Blue Cross Indemnity (Aetna) Kaiser
1962 1,111 842 544
1963 1,146 892 493
1964 1,159 1,020 504
1965 1,194 1,102 457
1966 1,195 852 460
1967 954 799 441
1968 901 815 497
1969 892 494
1970 894 480
source; Modern Hospital, Blue Cross Assoc., Aetna Life & Casualty

Kaiser Foundation & U.S. Civil Service Commission.

MEMBER UTILIZATION

SENATE —No. 1525.
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Dr. Sidney Lee of Harvard University provided the Committee
with a relatively recent report prepared by a Commission study-
ing the medical delivery system of the Province of Quebec, Can-
ada, on the basis that many aspects of the Quebec system bear a
striking similarity to those of Massachusetts.

In the substantive sections of the Report the Commission agreed
that district “levels of care” be recognized medical care, and that
new organizational relationships in the medical system reflect this
distinction. In the Commission’s view this is necessary to “.

. . bet-
ter establish the functions of comprehensive health care, so that
these levels” would be based, “.

.
. on the needs of the people and

the technical requirements of medicine and not on the categories
of illness (cardiac, mental, etc.) of particular population groups
(children, workers, the aged) or of sectors of medical activity
(prevention, treatment, rehabilitation). Each level of care totally
integrates the activities of medicine and the other health disciplines
according to the functions and types of care coordinated and not
according to the types of cases and problems of their authority.”
(page 28)

This systemic approach is contrasted with that used in the
United States (and Massachusetts) where the entrepreneurial na-
ture of the delivery system stimulates fragmented thinking and,
therefore, disorganized planning.

The tendency of Congress, for example, to establish categorical
grants to upgrade medical care afforded to children (e.g. the
Maternity and Infant Care Program) or to the elderly (e.g. the
Medicare Program) encourages improvements in one area while
ignoring it in others.

The Commission recognized three basic levels of care;

1) general care (primary medical care)
2) specialized care (secondary medical care)
3) highly specialized care (tertiary medical care)
According to the Commission, at the “general”, or primary care

APPENDIX C

REPORT OF THE COMMISSION OF INQUIRY ON HEALTH
AND SOCIAL WELFARE: GOVERNMENT OF QUEBEC, 1970.
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level, . . preventive measures are a priority; they aim to im-
prove the state of health of each individual, to protect him by
known means against the risks of sickness, and

although it includes diagnosis and treatment, general
care must. be based upon fundamental preoccupation with con-
servation and Improvement of the state of health of the people,
the prevention of illness or complications and the rehabilitation
from the socio-economic, psychic and physical aspects.”

The Commission recommended the use of “health teams” of
specialists working in a coordinated fashion to maintain the health
of the consumer-patient under the “general care” category. Such
a team could be located in a local Health Center, accessible to the
community itself, thus accommodating 80 to 90 percent of the
demand for health care from the consumer-patients for whom
they are responsible.

To provide for the delivery of secondary and tertiary care, the
Commission distinguished between the two on the basis of the
real needs of consumers, the costs involved in meeting those needs,
and the potential rate of utilization of facilities. They recom-
mended the use of “Community Health Centers” (community
hospitals) for the delivery of all secondary services and selected
tertiary services for which there is sufficient need in geographic
areas close to the Centers. These would serve as “back-up” fa-
cilities for the Local Health Centers in its area with an appropri-
ate degree of vertical and horizontal administration integration
to ensure continuity of care and ease of access.

The third level of the Commission’s analysis testing care would
be operationally characterized by University Hospital Centers. Uni-
versity Hospital Centers, which would offer a total span of medical
services (primary, secondary and tertiary care) would function
not only as a reservoir for the highly specialized tertiary services
required by other components in the system, but as a research and
training center.

The Quebec Report and its emphasis on horizontal and vertical
integration is of particular signifance to the Committee because
fragmentation and discontinuity of our American system, together
with our rapidly dwindling care capabilities, are the principal
reasons for our inability to develop mechanisms to bring the costs
of delivering medical care under some form of fiscal control.
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The single most inflationary pressure acting upon hospital bud-
gets in the past decade has been increased expenditures for per-
sonnel. According to the United States Department of Labor be-
tween 1966 and 1969, the total number of non-supervisory per-
sonnel employed by all except federal hospitals increased from an
estimated 1,781,300to 2,068,600.

In the Northeast United States, this increase was nearly 14%
(529,400 to 603,400) over the same three year period. In 1966
the average hourly earnings of these personnel was $1.86 per hour
nationally and $2.01 per hour in the Northeast. By 1969 the
average hourly earnings of non-supervisory personnel had risen
to $2.44 per hour nationally and $2.66 per hour in the Northeast.

Increased expenditures for hospital personnel was indentified in
this report as a product of increased demand as hospitals expanded
facilities. This demand gave medical personnel labor organiza-
tions large doses of political leverage for collective bargaining and
thus was a direct stimulus to the increased rate of acceleration at
which average weekly earnings increased.

Table ID (p. D-3) illustrates the impact of these pressures upon
the average weekly salaries of hospital personnel in the United
States. Of particular interest is the rate of increase in wages paid
to “skilled medical personnel”. According to the Labor Depart-
ment between 1963 and 1966 the average wage of general duty
nurses increased some 20% in the nation as a whole and 22% in
the Northeast. Between 1966 and 1969 the average weekly salary
paid to general duty nurses increased from $100.50 per 40 hour
week to $141.00 per week (an increase of over 40% in three years).

In 1966 X-Ray technicians received an average weekly salary of
$93 nationally and $92.50 in the Northeast. By 1969, the same
position paid $120.50 nationally and $121.50 in this area (an in-
crease of approximately 31 %). During the same period the average
salary for a Chief X-Ray technician rose from $124.00 to $162.50
nationally and from $122.50 to $165.00 in the Northeast.

APPENDIX D

PAYROLL EXPENDITURES
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Although there is real reason to believe that our skilled-medical
personnel still are underpaid, pay increases constitute one of the
most uncontrolled (and possibly uncontrollable) inflationary press-
ures plaguing the system.

Average Weekly Salaries for
Selected Skilled Hospital Personnel

(1966-1969)*

1966 1969
general duty nurses $100.50 $141.00

(Northeast U.S.) $lOl.OO $141.00
head nurses $113.50 $157.50

(Northeast U.S.) $llB.OO $164.00
Directors of Nursing $154,00 $198.00

(Northeast U.S.) $171.00 $223.00
X-Ray technicians $ 93.00 $120.50

(Northeast U.S.) $ 92.50 $121.50

**Source U.S. Department of Labor, Division of Labor Statistics

TABLE ID
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At the request of Dr. H. Thomas Ballentine, President of the
Massachusetts Medical Society, Dr. E. Langdon Burwell forwarded
to this Committee a copy of a proposal being offered to the Barn-
stable District Medical Society for its consideration. On July 8,
1971, the Staff Director of this Committee met with Dr. Burwell
and his assistant, Richard Aghabian, to discuss the merits of the
proposal and its relevancy to experiences of the Commonwealth.

Based upon this meeting and subsequent information provided
by Dr. Burwell, it is the opinion of this Committee that Dr. Bur-
well’s proposal for the creation of medical foundations for the pur-
pose of controlling medical costs may have relevancy for certain
areas of the Commonwealth where there is little problem with
access to medical services. Further, it is the recommendation of
this Committee that the establishment of medical foundations in
suburban areas of the Commonwealth be considered by the Joint
Special Committee Investigating the Delivery of Health Care. An
outline of the proposal prepared at the request of this Committee
by Dr. Burwell, follows.

Many have been appalled by the ever-increasing cost of the
Medicaid Program in Massachusetts. Just as access to medical
care is the undeniable right of the poor and disadvantaged, pro-
tection against uncontrolled spending of tax dollars is the right
of the taxpayer. State and federal governments have unintention-
ally created a system that lends itself to administrative chaos and
widespread abuse by both providers and consumers of health care.
Of the State’s welfare budget ($Bl7 million for FY ’72), one third,
or $272 million is devoted to medical assistance. Presently, littlq
control exists over the expenditures of this money. Local welfare
departments are obliged to pay for any medical services ordered

APPENDIX E

A NEW DESIGN FOR THE WELFARE MEDICAL
ASSISTANCE PROGRAM IN MASSACHUSETTS

Introduction
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by the physicians of welfare patients, even when welfare officials
suspect funds are being squandered. Physicians are poorly equipped
to control the cost and quality of health care under the present
welfare medical assistance program since physicians do not have
an overall view of the recipients’ use or abuse of available health
care resources. In addition, the present reimbursement system
does not include incentives that encourage physicians to control
the quality and cost of medical care.

Individual physicians lack the administrative competence needed
to coordinate the total delivery of health care to a welfare re-
cipient while welfare administrators lack the ability to determine
the necessity of the various health services. Medical consultants
assocated with district welfare offices are supposed to provide
liaison between providers of health care and local administrators,
but the lack of communication between providers and medical
consultants makes control of health care delivery difficult.

Only physicians in active practice in the community are opti-
mally equipped to judge the adequacy of health care. The realiza-
tion that the rising cost and variable quality of health care offered
under the medicaid program can be controlled by local peer review
has stimulated some medical societies in California to apply the
Medical Care Foundation system of peer review to all Medicaid
claims in their regions. Besides reviewing physicians’ fees (which
account for about 10% of welfare medical costs in Massachusetts),
the foundations are reviewing utilization of hospital facilities,
pharmaceuticals and other services ordered by doctors (which col-
lectively account for more than 80% of the dollars spent on medi-
cal assistance). The foundations for Medical Care in California
have been so successful in curbing medical costs in the Medi-Cal
program (California’s version of Medicaid), while simultaneously
assuring the quality of care delivered, that the foundation-based
peer review and pre-payment concept are spreading to other states
for use in Medicaid programs.

Massachusetts could benefit from the experience of the Cali-
fornia Foundations for Medical Care in handling the delivery of

Proposal
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health care to welfare recipients. Professionals in the health care
field, aided by the actuarial skills, marketing experience, and finan-
cial backing of the insurance industry, are in the best position to
guarantee care to those eligible for welfare medical assistance. A
foundation for medical care sponsored by a district medical society
can optimally coordinate all providers so that health care is system-
atically and efficiently delivered. The peer review system, which is
the heart of the foundation concept, provides quality and cost
control, while permitting the physician to practice on a basis of
fee for service, capitation, or salary, whichever system is most
agreeable to him. When Medicaid is handled by a foundation, bill-
ing for a service to a recipient is less complicated and payment is
usually assured in thirty days. Physicians, as well as other provid-
ers, find little fault with fees since the foundation is responsible for
establishing its own minimum standards for acceptable practice
and reasonable fees. Welfare recipients in turn receive better
treatment since the physicians are assured that they will be paid
for comprehensive care according to the same rate scale used for
patients who are not covered by welfare.

Before a foundation for Medical Care can assume the responsi-
bility for providing health care to Medicaid eligibles, State Welfare
Directors, with the help of the Board of Directors of the founda-
tion, must clearly define the comprehensive health care package to
be granted to welfare medical assistance eligibles.

The desired coverage plan is then submitted to insurance com-
panies who bid to underwrite the welfare health program for a
fixed monthly rate per eligible consumer. The State may agree to
pay a capitation rate per family or per individual, and may also
choose to have the consumer pay a percentage of the premium,
basing the percentage paid on the consumer’s income. Insurance
companies are willing to offer certainty of coverage when a foun-
dation agrees to subject all claims to cost and utilization review
using pre-established quality control standards. Bids for coverage
can be made on the basis of the expenditures during the preceding
year. California foundations have demonstrated that peer review
stabilizes total yearly expenditures and in test programs the total
cost, including foundation administrative charges, have been as
much as 10-25% below costs in non-foundation areas.
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Soon after the Title XIX program (medicaid) was put into op-
eration the State of California entered into a contractual agree-
ment with Blue Cross of Southern California, Hospital Service of
California, and California Blue Shield. Under this contract these
organizations were authorized to serve as fiscal intermediaries for
Title XIX programs. Blue Shield arranged for several of the Cali-
fornia foundations to review physicians’ charges in their areas.
The services provided by thefoundation were:

1. Verifying eligibility of patient

2. Checking to see that the service provided was covered under
Title XIX regulations

3. Determining reimbursement by multiplying the Relative Value
Scale rating for the procedure by a Medicaid conversion factor

4. Reviewing claims for utilization patterns and quality of care
5. Returning of the claims to the Blue Shield office on San Fran-

cisco for payment.

Blue Shield continued to draft checks for payment of providers.
The foundations received only actual administrative and review
costs from Blue Shield. The following statistics show the results of
reviewing physician Medi-Cal claims in fifteen counties during
1967:

Claims Received 1,111,402
Claims to Review MD 173,591 (15%)
Claims to Review Committee 19,956 (1.8%)
Claims Adjusted 120,703 (11%)
Amount of Adjustment $756,326.85
Administration and Review Costs $263,412.19 (amount

25c per claim)
Savings to Medi-Cal Program $492,914.66

These savings were accomplished by monitoring only physicians’
charges. Three California foundations have designed pilot projects
to experiment with other ways of improving the Medi-Cal Pro-
gram.

In February of 1968 the San Joaquin Foundation contracted
with the State of California to assume the risk for all provider

Experience of the California Foundation



1972.] SENATE —No. 1525. 83

services provided to the 35,000 Medi-Cal eligibles in thecounties of
Amador, Calaveras, San Joaquin and Tuolumne, but with the right
to control only physician payments. The State turned over to the
foundation in a lump sum the monies budgeted for Title XIX in
the four counties. The foundation agreed to provide comprehensive
medical care and hospitalization for the Medi-Cal population. It
was also agreed that excess funds generated from operational effi-
ciency would be returned to the State. If costs were greater than
the budgeted amount it was agreed that the foundation physicians
would absorb the loss. During the first year of this project physi-
cians’ fees were based on sixty percent of charges for the preceding
year, and $186,000 was returned to the State; subsequently physi-
cians have been paid in accordance with the California RVS
schedule. The San Joaquin project allows Medi-Cal eligibles to
obtain care in the office of any foundation physician without re-
striction. The physician still has a free environment and the State
obtains a year’s statement of cost in advance.

A Second pilot project was put into operation by the Tri-Coun-
ty Foundation (Sonoma, Mendocino and Lake) between October
1969 and June 1970. This three year pilot project included peer re-
view of all providers of care to welfare recipients. The Depart-
ment of Health Care Services of California contracted with Pacific
National Life Insurance Company of San Francisco for the pur-
chase of a health insurance policy for each of 37,600 Medi-Cal
eligibles in the three counties covered by the Tri-County founda-
tion.

Prior to entering into a contract with the Department of Health
Care Services, PNL agreed to a contract with the Tri-County
foundation. The foundation agreed to provide peer review of
provider claims in terms of utilization, quality and cost. As the
program underwriter, PNL assumed the risk for benefit payments
and administrative costs. PNL was paid a monthly premium per
recipient by the State to cover the cost of all services rendered
by providers of health care. Of the 770 providers involved in the
project, 350 were physicians, 29 nursing homes, 14 hospitals.
Pharmacists, optometrists, podiatrists, chiropractors, ambulance
operators, etc. made up the balance. The following statistics have
been generated by the Tri County Project:
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Benefits Benefits Paid
Aid Beneficiaries Paid per In Other Areas
Category per Month Month of the State Difference

(Aver.)
Old Age 6,249 $20.18 $28.63 29.5%
Blind 244 $38.57 $55.30 30.2%
Totally
Disabled 2,293 $72.87 $95.94 24.6%
Dependent
Children 21,218 $18.68 $21.96 15.0%

Composite Benefits Paid Tri-County $24.27
Composite Benefits Paid State-Wide

(Average) $33.80
Difference $ 9.53 28.3%

Claim Load: 50,000/month
(These figures might be compared to the approximate cost of
composite benefits on Cape Cod, about $44.00/mo./eligible recip-
ient).

The stated goal of the Tri-County program is “to determine
the most economical method of furnishing medical care to welfare
recipients and assuring that the welfare recipients at all times re-
ceive the highest quality care that they need and to which they
are entitled. A provider committee composed of representatives
from all major provider groups was established early in the pro-
gram. Monthly forums are held for advice and counsel, problem
solving, and as an appeal board for peer review complaints. Each
provider group has its own peer review committee with a physi-
cian added as an adviser. Clerical review guidelines are established
by these groups for their own sections. Review guidelines are con-
cerned with both fees and utilization. These committees have
apparently created good rapport between health providers in the
area. A consumer committee is being established to provide a line
of communication between recipients and providers involved in
this program. Like the San Joaquin pilot project, this project al-
lows the state to estimate more accurately its Title XIX budget,
allows savings from efficient operation to be applied to more com-
prehensive care, and allows physicians a relatively free environ-
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ment in which to practice. The Tri-County foundation feels that
increased government intervention and control would not be as
effective as giving the provider the responsibility for quality and
quantity control while offering him economic incentive and small,
sensitive units of population to manage.

The third pilot project to be discussed involves the Certified
Hospital Admissions Program (or CHAP), a peer review system
designed to control hospital utilization. The CHAP peer review
system differs slightly from the claims peer review system in that
a patient’s length of stay is estimated before or immediately after
(in the case of an emergency) admission to the hospital. While in
the hospital the patient’s need for hospitalization is constantly
checked by the attending physician and a registered nurse who
may call in a medical adviser if her estimation of need differs from
that of the attending physician. A doctor may keep a patient in the
hospital longer than the number of days set at the time of admis-
sion only if granted an extension of stay by the physician medical
adviser, or if the patient agrees to pay for the extra hospital days.
An attending physician may request that his case be taken to
the appeals board if he and the medical adviser do not agree on
a patient’s need. Appeal decisions are usually available the same
day.

CHAP was applied to 77,000 Medi-Cal patients in Sacramento
arid El Dorado counties beginning in April 1970 by the Medical
Care Foundation of Sacramento County. The number of days pa-
tients spent in hospitals following routine surgical procedures and
common medical problems dropped considerably when the pro-
gram was put into operation. Average length of stay in the hos-
pital for Sacramento Foundation consumers is about 25% below
the PAS average length of stay for the most frequent diagnoses.

Members of the Sacramento Foundation feel that CHAP offers
one means of strictly controlling the 40-45% of total health costs
spent on hospital care. According to Dr. James C. Branham, Pres-
ident of the Sacramento Foundation for Medical Care, ! ’Members
of the U.S. Senate Finance Committee and the House Ways and
Means Committee, the Social Security Administration and others
in responsible Federal and State positions are now studying CHAP
for Medicare and Medicaid application . . . Thus CHAP has set a
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national example of what can be done by an insurance company
and a medical society on a local cooperative basis to help solve a
difficult medical-economic problem.”

Medical assistance expenditures for FY 1971 were approximate-
ly $260,000,000 and the budgeted expenditures for FY 1972 are
$272,000,000. Massachusetts cannot afford to spend such a large
portion of tax revenues on an imperfect welfare program. The
Massachusetts Department of Welfare should immediately begin
encouraging health care providers to design pilot projects aimed at
developing management stystems that can more efficiently con-
trol the delivery of health care to the Massachusetts poor. These
pilot projects should be based on the principles of cost and qual-
ity control through peer review, as well as pre-payment backed by
the insurance industry.

County medical societies along with independent non-profit or-
ganizations such as Health Inc. and the Harvard Community
Health Plan are in the best position to develop such pilot studies.
If the proposed Medical Care Foundation for Cape Cod is ap-
proved by the Barnstable District Medical Society, the Cape Cod
area will be an ideal location for an experimental welfare medical
assistance program that combines the strategies of the Tri-County
Foundation pilot project and the Sacramento Foundation Pilot
Project. Medical Care Foundations are particularly well suited to
suburban areas where hospitals are generally small and where
physicians are available in adequate numbers. Under such circum-
stances the regulated fee-for-service concept upheld by Founda-
tions encourages physicians to use their offices as clinics and re-
wards them for necessarily long or irregular hours. Health Inc.
and the Harvard Community Health Plan, group practice clinics
designed to serve areas of concentrated population, could initiate
welfare medical assistance pilot projects in the urban areas with
which they are presently concerned. The group practice clinics,
which pay their physicians a fixed salary, are best suited to urban
areas where good medical facilities and physicians are scarce and
where the concentration of population is such that transportation

Recommendations
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to a central facility is not a significant problem. In addition, phy-
sicians from all specialties are available to supplement the primary
physicians, and finally the total number of available physicians is
sufficient to allow regular scheduling of working hours for par-
ticipating physicians. Although group practice clinics and Medical
Care Foundations could co-exist without overlapping geographic-
ally, it would be in the best interest of the general public to in-
vite competition between these and other organizations for health
care delivery.

In addition to stabilizing premiums, competition among health
care delivery programs protects the provider’s and consumer’s
right to freedom of choice. It is the lack of choice for providers
and consumers, and the absence of a competitive market, that
weakens some current proposals.

Senator Robert L. Cawley, chairman of the Special Joint Com-
mittee Investigating Welfare, has recently proposed the establish-
ment of state owned and operated Community Health Centers for
all citizens, but especially for Medicaid recipients. Each Community
Medical Center (CMC) would serve approximately 30,000 people,
and there would be a “back-up” hospital for each 10-12 CMC’s or
for each region of 30,000 people. These CMC’s and back-up hospi-
tals would presumably be organized along the lines of the Kaiser-
Permanente clinics and hospitals. Such a proposal would entail the
commitment of large amounts of capital for construction of fa-
cilities (some of which would duplicate existing facilities), the re-
cruitment of large numbers of physicians and paramedical person-
nel, and would almost certainly arouse opposition from practicing
physicians, whose support would be essential to the effective op-
eration of such a system.

The development of the MCF concept, on the other hand, would
make use of existing facilities and personnel, would be much less
costly, and provides for evolutionary development of the health
care delivery system in a manner more acceptable to both pro-
viders and consumers of medical care.

We feel that in the delivery of health care the proper role of
government is to stimulate and regulate, but not to operate. The
State and Federal governments should encourage the develop-
ment of both closed panel, group practice units and Medical Care
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Foundations, but the operational responsibility should remain in
the private sector. By competition between these two systems will
the public best be served.

E. Langdon Burwell, M.D.
Richard Aghabian
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In the Year One Thousand Nine Hundred and Seventy-Two

An Act establishing the community medical delivery

PROJECT COMMISSION.

Be it enacted by the Senate and House of Representatives in General
Court assembled, and by the authority of the same, as follows:

1 Chapter 3of the General Laws is hereby amended by add-
-2 ing after section 64, inserted by section 1 of chapter 1008 of
3 the acts of 1971, the following section:
4 Section 65. There is hereby established a community medi-
-5 cal delivery project commission, hereinafter called the com-
-6 mission, to consist of four members of the senate to be desig-
-7 nated annually by the president thereof, seven members of
8 the house of representatives to be designated annually by the
9 speaker thereof, the Executive Director of the Harvard Com-

10 munity Health Plan or his designee, the Chairman of the De-
ll partment of Community Medicine at Boston University or
12 his designee, the President of the Massachusetts State Em-

-13 ployees Association or his designee, the President of the Massa-
-14 chusetts Medical Society or his designee, and five persons to
15 be appointed annually by the governor, one of whom shall be
16 a representative of the health insurance industry, one of whom
17 shall be a representative of the executive office of human
18 services, and one of whom shall be an eligible recipient of
19 medical assistance as administered by the department of public
20 welfare.
21 The Commission shall consider the feasibility of the crea-
-22 tion of a demonstration community medical delivery project,
23 and shall propose and develop procedures to effect such a
24 project. Said commission may travel within and without the
25 commonwealth and may receive and administer grants, assis-
-26 tance and monies made available to it by other public agencies,

APPENDIX F
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27 including municipal, state and federal departments or bureaus,
28 private groups, institutions and foundations.
29 Said commission may appoint an advisory committee of
30 persons to aid the commission in the development of said
31 demonstration project. Said commission may implement those
32 procedures necessary to create said demonstration project
33 which do not conflict with existing municipal, state or federal
34 law or which do not require additional legislative authority.
35 Said commission may contract with public and private agen-
36 cies, organizations or groups for services necessary to ef-
37 fectuate said demonstration project. The commission shall be
38 provided with quarters in the state house or elsewhere and
39 may expend for expert, clerical and other expenses, such sums
40 as may be appropriated therefor.
41 Said commission may report its findings from time to time,
42 but shall file an annual report on or before the fourth Wed-
43 nesday in December with the clerk of the senate.
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In the Year One Thousand Nine Hundred and Seventy-Two.

An Act establishing a scholarship-workprogram for
CERTAIN MEDICAL STUDENTS.

Be it enacted by the Senate and House of Representatives in General
Court assembled, and by theauthority of the same, as follows:

1 Section ID of chapter 13 of the General Laws is hereby
2 amended by inserting after the twenty-second paragraph the
3 following paragraph:
4 The board may award one quarter, one half or full scholar-
-5 ships to worthy and qualified students who are residents of
6 the commonwealth, are enrolled in any approved medical
7 school in the commonwealth, and who are in need of financial
8 assistance in order to pursue a course of study in medicine. In
9 addition the board may award cost-of-living increases to such

10 recipients, such sums to be determined from time to time by
11 the board. For each quarter scholarship awarded, the recipient
12 shall serve for one year in a facility recognized by the depart-
-13 ment of public health as a primary care facility. This service
14 shall be performed within ten years of graduation from medi-
-15 cal school, and shall be compensated for at a fair and equita-
-16 ble rate. Failure of the recipient to so serve shall result in
17 the repayment of all sums awarded him by the board with
18 interest and expenses determined by the board. In the event
19 a student fails to complete his studies, any unused balance of
20 the scholarship shall be returned to the general fund and the
21 student shall serve for a time equal to the amount of scholar-
-22 ship expended by him, in a capacity to be determined by the
23 department of public health. The board may expend such
24 sums as may be appropriated to carry out the provisions of
25 this paragraph.

APPENDIX G
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In the Year One Thousand Nine Hundred and Seventy-Two.

Proposal for a legislative amendment to the constitution
ESTABLISHING THE RIGHT OF EVERY CITIZEN OF THE COMMON-
WEALTH TO RECEIVE QUALITY, COMPREHENSIVE HEALTH CARE.
A majority of all the members elected to the Senate and House

of Representatives, in joint session, hereby declares it to be ex-
pedient to alter the Constitution by the adoption of the following
Article of Amendment, to the end that it may become a part of
the Constitution [if similarly agreed to in a joint session of the
next General Court and approved by the people at the state elec-
tion next following]:

ARTICLE . Every citizen of the Commonwealth shall have
the right to receive quality, comprehensive health care, regardless
of his or her ability to provide compensation for such care.

APPENDIX H
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In the Year One Thousand Nine Hundred and Seventy-Two,

Resolutions urging the enactment by the congress of the
UNITED STATES OF A PROGRAM OF NATIONAL HEALTH INSURANCE.

Whereas, The cost of health care has risen to overburdening
proportions for the vast majority of the American people; and

Whereas, The right of the people to be secure in their persons,
as declared in Article IV of the Amendments to the Constitution of
the United States, is, the opinion of the General Court, the right
to receive quality, comprehensive health care; and

Whereas, There are pending before the Congress of the United
States numerous proposals for the establishment of a national pro-
gram of health insurance; and

Whereas, a program of national health insurance which does not
include direct or indirect incentives for the development of primary
care, community-based medical facilities may deepen and extend
the cost of medical care for the vast majority of the American
people; therefore be it

Resolved, That the General Court of Massachusetts declares its
support of the enactment by the Congress of the United States of
a program of national health insurance which includes provisions
for the development of community-based primary medical facili-
ties; and be if further

Resolved, That copies of these resolutions be sent forthwith by
the Secretary of the Commonwealth to the presiding officer of
each branch of Congress and to each member thereof from this
Commonwealth.
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