
UNIV
SHELF

f ~SOCIAL

IN THE
UNITED
STATES

FOU R L ECTU RES PRESENTED AT THE

UNIVERSITY OF CALIFORNIA * BERKELEY

APRIL AND MAY, 1961

INSTITUTE OF INDUSRIAL
i RELATIONS LI8ARY

AUGt2 "3196!
UNIVERSiTy OF CAIFORNIA

BERKELEY



COMMUNITY ADVISORY COMMITTEE

CLARK Kmum, President, University of Califomia (Chairman)
ANTHONY ANSELMO, Executive Secretary, Local Joint Executive Board of Culinary

Workers
C. R. BARTALIN, Secretary, Bay Counties District Council of Carpenters
JoHN W. BRISTOW, Executive Vice-President, California Processors and Growers,

Inc.
GLENN E. BROCKWAY, Regional Director, Bureau of Employment Security
JoHN E. CANTwELL, Vice-President-General Manager, United Employers, Inc.
J. HART CLINTON, Executive Vice-President, Distributors Association
PAUL A. COOPER, Vice-President of Operations, California and Hawaiian Sugar

Refining Corporation, Ltd.
WilLIAM W. DAVISON, Vice-President, Standard Oil Company of California
SAM EUBANKS, Executive Secretary, San Francisco-Oakland Newspaper Guild
CHARLEs J. FoEHN, International Vice-President, International Brotherhood of

Electrical Workers
JACK GOLDBERGER, Business Representative, Newspaper Drivers, Local 921
JoHN F. HENNING, Director, California State Department of Industrial Relations
GLEN IREImiANn, Vice-President-Operations, Pacific Telephone and Telegraph
Company

Louis B. KNEcHT, Director, District 9, Communications Workers of America
THOMAS J. NICOLOPULos, Supervisor of Conciliation, California State Department of

Industrial Relations
IRVIG PERLuss, Director, California State Department of Employment
RAYMoND E. PEms, Associate Justice, Supreme Court of California
JOHN T. SCHIAVENZA, Secretary-Treasurer, California Conference of Machinists
WIuxLLM H. SMrrI, Executive Vice-President, Federated Employers of San Fran-

cisco
C. T. SPIVEy, Director of Industrial Relations, Columbia-Geneva Steel Division,

United States Steel Corporation
DONALD VIAL, Administrative Assistant, California Labor Federation
AmWR C. VIAT, Regional Director, Federal Mediation and Conciliation Service
HAms WXIN, Secretary-Treasurer, Retail Food Clerks, Local 870

FACULTY ADVISORY COMMITTEE

EwALD T. GurrEnR, Dean, Graduate School of Business Administration (Chairman)
EUGENE W. BURGESS, Assistant Dean, Sclhools of Business Administration, and Lec-

turer in Business Administration
KINGSLEY DAVIS, Professor of Sociology and Social Institutions
DAvm KRECH, Professor of Psychology
GEORGE L. MEHREN, Chairman, Department of Agricultural Economics, and Direc-

tor, Giannini Foundation
A. G. PAPANDREOU, Professor of Economics and Business Administration
ROBERT A. SCALAPINO, Professor of Political Science
RONALD W. SHEEPHARD, Chairman, Department of Industrial Engineering
JOHN T. WHEEER, Associate Dean, Graduate School of Business Administration



SOCIAL SECURIYT IN THE 'UNED STATES



ChancellorIs Committee on the 25th Anniversary
of the Social Security Act

Margret S. Gordon, bIstitute of Industrial Relations, Chairman

Milton S. Chernin, Dean, School of Social Welfare, ex officio

Joseph P. Hrris, Department of Political Science

Bmily H. Huntington, Department of E;conomics

Davis Mectire, School of Social Welfare

Stefan A. Riesenfeld, School of law



SOCIAL SECURTY IN THE IJNITED STATES

Four Lectures Presented by
The Cbancellor's Committee on the 25th Anniversary

of the Gcial Security Act)

Ikiversity of Califoria, Berkeley)

April and My, 1961,

Published by

Institute of Industrial Relations ((
University of /9Clifornia

Berkeleyf,--Ca fornia



© 1961, by
The Regents of the iiversity of California

Printed in the Un.ited States of America



F OREWORD

3rn the Spring of 1960, the Chancellor of the Berkeley campus
of the Tkiversity of California appointed a committee to develop plans
for an appropriate observance of the 25th anniversary of the passage
of the Social Security Act of 1935.

The result of the committee's deliberations was a series of
four public lectures held on the canms in April and My, 1961. The
lectures were co-sponsored by the Depar -ment of EcoomirCs,, Department
of Political Science, School of Iaw, School of S6ciai 1klfare, and
Institute of Industrial Relations, all of which contributed to the
expenses associated with the series,.

The opening lecture, delivered by Robert J. ?qers, Chief Actuary
of the Social Security Administration, focussed on the changes in the
social security program that are likely to be c nsidered in the next
decade or so, while Professor Ereline M. Barns of Columbia Uhiversity,
our second lecturer, discussed issues in social security financing.
Because of the sharp differences in pblic opinion on problems of
financing medical care, the comittee decided to invite two speakers-
Dr. James P. Dixon, President of Antioch College, and Professor Arthur
Kemp of Claremont Mn's College - who would present distinctly dif-
ferent points of view on the issues in the health insurance field.

In response to neny requests, the lectures are being published
under the auspices of the Institute of Industrial Relations, in cooper-
ation with the 2ancellorts Committee.

KARGARE S. GORDON
Acting Director, Institute

of Industrial Relations, and
Chairmn, Chancellor ts

Committee on the 25th
Anniversary of the Social
Security Act
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SOCIAL SECURIY: THE YEARS AHEAD

by

Robert J. Iyers
Chief Actuary, Social Security Administration

U. S. Depxrtment of Hsalth, Education, and tXlfare

In the past twenty-five years, the role of the Social Security
program in the social and economic life of our country has grown rapid-
ly. The term "Social Security" is generally used in this country to
denote the Old-Age, Survivors, and Disability Insurance system, which
is this nationts pension program covering long-term risks. Actually,
as the term "Social Security," is used internationally, it is much
broader - including programs covering unemployment, industrial
injuries and diseases, medical care, and temporary sickness. This
paper, however, is confined to the development of OASDI.

Any prudent person before planning or predicting the future,
vill first study the past and present situations. The younger gener-
ation today would have difficulty in visualizing the economic society
that existed only a quarter of a century ago, when there was no broad
protection against the potential absence of income occurring in the
event of death, disability, or retiremnt of the vast majority of
workers in the country. It seems as natural as having automobiles and
television that if a worker ceases employment after age 65, he should
receive OASDI benefits even though the amount involved may seem to
man persons far too wall. Yet, a mere quarter centuzy ago no such
economic security protection was widely available. N6 might now wonder
what bappened then to persons in those situations, but this is beyond
the scope of this paper.

'hen the QASDI program began in 1937, it applied only to
employees in industry and commerce. Beginning in 1950, as both
public opinion crystallized and administrative processes natured,
coverage ws widely extended. By 1956, virtually all types of employ-
ment, includig self-employment, were covered by the system or by some
other public retirement program.

Ower these two and a half decades, the types of protection
furnished by the QASDI system were gradually expanded. The "QA"
portion of the program was in the initial 1935 Act, which provided
only old-age retiremnt benefits and certain lump-sum refunds upon
death. The "S" was added in 1939 when monthly survivor benefits were
added for dependents of retirement beneficiaries. The nDn was added
by the 1956 Amndmonts, which introduced limited monthly permanent
and total disability benefits. The disability benefits since have
been extended so that they are available regardless of the age at
disability and are spplemented by dependent's benefits.
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The relative benefit level of the OASDI program has risen over
the years so as to keep pace with, or exceed, rises in the price level,
althoug it has not risen as rapidly as the general wge level. :I
part., this trend has resulted from the desirability of mainting the
purchasing power of the benefits, and in part from a change in basic
philosopby by relating benefits more to idmediate social needs than to
individual eqaity principles based on contributions paid or length of
ti in covered emoymsnt.

On-rent Basic Principe

Now, having seen briefly where we cam from, let ws review
where we now stad. There is no need for a detailed explanation of
the present OASDI program because adequate sumries of the system
are available. It may be wvrthvhile to consider the current basic
underlying principles: (1) benefits are based on presumptive need;
(2) benefits should provide a floor of protection; (3) benefits
hould be related to earning; (1) a balance of social adequacy and
individual equity should be present in the benefits and () financing
should be on a self-supporting, contributory basis.

Oertain categories of social risk are established by the law,
and benefits are paid when these eventuate. Fbr example, old-age
benefits are payable only upon retirment, and not automatically upon
attainmet of a given age. Likewise, benefits for surviving widows
are payable only as long as they are not remarried and not substan-
tially employed. The retirement criterion is frequently vmiderstood
as a mans test that is unfairly applied only to earned incom and not
to investmnt income. The test is logical for a program covering the
risk of retiremsnt, without penalizing individual and group thrift.

It is generally agreed that OQSDI benefits should provide only
a minimu floor of protection against the various risks. There is,
however, a great diversity of opinion as to how far apart the floor
and the ceiling should be. At one extreme are those who believe that
the floor should be so low as to be virtually non-existent. At the
other ext re, some believe that the floor should be high enough to
provide a comfortable standard of living, disregarding any economic
security that private or group mtbs might provide. The middle
ground is that the benefits along with other income and assets reason-
ably to be anticipated, should be sufficient to yield a reasonably
satisfactory minimum standard of living for the great majority of
individuals. Aw small1 residul group still in need should be taken
care of by supplementar public istanc.

Because of the "floor of protection" concept, it seems desirable
that benefits should be relatively larger for those with low earnings
thn for those with high earninp. Accordingly, the OASDI benefit
formula has alwys been heavily "wighted, " with a h r benefit rate
applying to the lower portion of e ings than to the higher portion.
Since contributions (or taxs) are directly proportional to enings
(up to the Maxim2M earnings base) there is some pmblic appe in the
fact that higher earings (and taxes), will lead to hihr benefits.
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Whenever a social security system requires contributions from
the potential beneficiaries, the question of individual equity versus
social adequacy arises. Individual equity means that the contributor
receives benefit protection directly related to, or actuarially equiv-
alent to the amount of his contributions. Social adequacy means that
the benefits will be sufficient to provide a certain standard of living.
The two concepts thus conflict. Social security systems usually adopt
a benefit basis falling between complete individual equity and complete
social adequacy, but with the tendency more toward social adequacy than
individual equity. If individual equity were to prevail completely
when a system is started, the benefits paid in the early years of
operation would be small, and many years would elapse before the system
would begin to meet the purposes for which it was established. None-
theless, it is possible to maintain a degree of individual equity.

Individual private insurance policies are, of course, necessarily
based on the individual equity concept. This does not mean that each
individual will necessarily always get back exactly his payments plus
interest (as in the case of a savings-bank account or some government
bonds). Rather, insurance company contracts have premium rates actu-
arially determined for the benefits provided, so that policyholders in
the same risk class pay the same amount for the same benefit. Due to
random chance, the relationship between premiums paid and benefits
received under a private insurance company contract will vary consider-
ably for a given selected group of presumbly identical risks. But no
one can foretell in advance which of the group will die early (and
thus receive benefits far in excess of premiums) and which will die
after many years of premium participation.

The conflict of individual equity and social adequacy can be
well seen by considering the proportion of current OASDI benefits that,
from an actuarial standpoint, have been tbought" by the contributions
of the covered workers involved. At the present time, for all benefi-
ciaries on the roll, this ratio is probably about 5 per cent -the
other 95 per cent, it could be said, coming from the pooled contri-
butions of all covered employers (past, present, and future). In
certain extreme cases, the ratio can be well less than 1 per cent.

The concept that covered workers and beneficiaries have 'bought
and paid for" their benefits is not applicable in a social insurance
system, such as O.ASDI. Consider a covered worker who retired at the
beginning of 19Lg0 with the maximum monthly benefit then payable, %1.20
and who had paid $.90 in employee contributions. At the present time,
he would be receiving a monthly benefit of $89. from an individual-
equity standpoint, he had "paid for" none of the subsequent increases
in his benefit, which more than doubled. Such a result is, of course,
not consistent with individual equity principles but is both reasonable
and desirable for a social insurance system in a d;ynamic econonr. Some
persons might go so far as to say that his original contributions were
made under the principle that they would buy all future increases in
benefits that might result from an expanding economty or legislative
liberalization, including expar.-sIon into new areas, such as medical care.
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The principle of self-support means that no general revenue
appropriations will be needed; instead, the OASDI benefits and admin-
istrative expenses will be paid out of the contributions (taxes) from
workers and employers, plus the interest earned on the fund that re-
smlts from the excess of income over outgo. The assets are invested
in United States government securities; interest on these securities
does not represent fsubsidy" from the General freasury, since interest
on the National Debt has to be paid, whether the securities are held
by the trust fund or by private investors.

The basic finceing principle for OASDI is that the program
should be completely self-supporting from cotributions of workers
and employers. Self-support can be achieved by any number of different
contribution schedules - ranging, at one extreme, from a schedule
sufficiently higher in the early years than in the later years to pro-
duce a "fully funded reserve" to, at the other extreme, a schedule
slowly graded upward so that Npay-as-you-go" financing would result.
The actual basis adopted for QOSDI has been between "pay-as-you-go'
and "fully funded, n but mach nearer the former.

In carrying out this principle, the baas adopted is that the
emloyer and employee share the cost equally, each paying a percentage
tax rate on earnings up to a specified mximai amount, such rate grad-
ually increasing to an ultimate level which was originally scheduled to
be reached in 19149, but under present law is to be reached in 1969. At
the same time self-employed individuals pay a tax rate equal to 75 per
cent of the cozbined employer-employee rate - a "political" and"prac-
tical" compromise betwen the employee rate and the combined employer-
employee rate.

Possible Fuiture Devel.opments
In considering possible future developmnts, we may state

broadly that there are four different viewpoints prevalent among
those who think seriously about the role of ASfII in our econov:.
These groups are by no means equal in number of adherents or in their
importance, and it is not always possible to draw eact boundaries
separating the groups.

The first view, held by a relatively small but vocal group, is
that the OASDI program and anything of the same nature is undesirable.
Accordingly, this group believes that the system should forthwith be
repealed and, at best, replaced by a strict means test program.

The second view - also probably held by a relatively small
group, but one that is not so vocal - is that the pesent OASDI
system should be maintained at exactly its present scop as to pro-
tection provided and amunt of benefits. The basis for this position
is that arny development in our econori in the form of higher wages
and greater productivity should enable individuals to provide any
necessary supplementary and additional protection themselves through
private means.
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The third view - quite widely held - is that the level of
benefits and the scope of protection shold remain about the sam
relatively as at present. This would man that benefits should be
adjusted upw.rd from tim to tim to reflect rises in prices and in
the g level of earnings.

The fourth view - again, held by a sizable nunber of people,
including mny whose opinions are quite influential - is that the
nature of the OASDI stem should be extended and exded so as to
provide a sigiicantly greater degree of economic protection in the
areas covered. At the extreme, under thi view, the sytem would be
extended to the point where virtually all economic needs for those
affected by azy long-term social risks would be provided for.

NowI, let us look at the scific directions in which developmnt
can occur in the future. Probably the most important element is the
general benefit level. For present retirants, the benefits now average
close to one-third of gross pay - disregarding earnings in excess of
the mxinm creditable amount; most married retirants get benefits close
to half pay. hsed on past Congressional action, it would seem that as
wages rise, and especially if prices also rise, the general benefit
level will move upwrd as a reslt of periodic amendments.

Some countries have introduced automtic procedures for adjwting
benefits to changes in prices or wages, but it does not seem likely
that, considering the political situation in this country, such pro-
cedures wil be adopted here. Instead, the ad hoc measures taken from
time to tim in the past will Ikely be contIzue7

In addition to the changes in benefit level to "keep up-to-date"
with prices and wages, there ma be proposals for drastically raising
the benefit level, possibly by as much as 50 per cent or more, in
gradual steps. This would mean that single workers would get benefits
of about half pay, and married workers about three-quarters of pay, or
relatively close to their former take-home pay. I this procedure were
followed, it would, of course, largely elminate the function of private
pension and individual savings for old-age.

Closely related to the question of the benefit level is the maxi-
mum earnings base subJect to contributions and creditable for benefits.
This is an area of great controversy. One school of thought would keep
this base unchanged at the present #4,8o0 a year, arguing that any in-
crease in the ings level means that people can afford to buy more
private protection.

Another school of thought would argue for maintenance of this
mximum base at the sam relative level as in 1958 when it was first
adopted. At that time it covered the full earnings of about half the
regularly employed male workers - or viewing it from another aspect,
about 80 per cent of the total payroll. Thus, as earnings rise in the
future, according to this theory the base would be advanced
from time to time in a proportionate mnner, as has been done since
1950 when the base was set at $3,600. By this criterion, an increase
to $5,400 should be made now.



The remaining school of thought vould increase the earnings base
to a level such that virtually a1l except the very highest paid workers
would have all their earnings covered, as was the case with the original
$3,000 base in the late 1930's. The required base would mw have to be
somewhat over $10,000, which the proponents of this theory would reach
gradually over the next few years. Sach a proposal, when interrelated
with that for a sizable increase in the benefit level, would mean that
virtually all workers could derive sufficient economic support from the
OASDI system so that little supplementary savings for old age, either
on a grcoup or individual basis, wvould be necessary other than perhaps
home ownership.

Another important area where changes may occur in the OASDI
system is in regard to the retirement test. If public opinion on
desired changes were measured by the rclber of bills introduced in
Congress, the popularity leader by an overd1elming margin would be
the repeal or liberalization of the retirement test.*h the past,
the Congressional comittees responsible for OASDI legislation have
recomnded only moderate changes in this provision, apparently recog-
nizing that ^st of the public criticism has been due to misuder-
standing. Fairthermore, interested national groups, such as labor
organizations and business associations, have always strongly favored
a retirement test.

The major reason for the retirement test is that the OASDI pro-
gram is designed to provide benefit protection aginst presumed loss
of eings arising from the risks covered by the program. This basis,
insofar as retiremnt benefits are concerned, naturally differs from
private insurane which necessarily provides annuities at a prscribed
fixed age. The retirement test is a condition of eligibility for
benefits and is not a prohibition of benefit pmnt (or for that
matter, a prohibition against working).

Cost considerations are also important in connection with the
retireomt test. The increased cost would be substantial (about 1 per
cent of payroll, which at present would be over $2 billion per year)
if benefits were pyable solely upon attainm t of age 65, rather than
only upon retirement.

Paying benefits to fully-employed persons is not socially
necessary. O the other hand, to pay partial benefits, or even
possibly full benefits in certain cases, to tbse in part-time or
low-paid emplayment is desirable. The improved retirement test pro-
vided by the 1960 Amendments goes a long way toward eliminating in-
equities and anomalies. It provides some incentive for aged persons
to engge Sn partial employment and to "taper off" as they become
older. This new basis will possibly be further improved in the future.

The minimum retirement age, too, is a matter of considerable
significance. Juast as in the case of the retirement test, there is
strong popular pressure for lowering this age. from a logical stand-
point, considering the improvements in health conditions and mortality
of aged persons that bave occurred in the past and that are likely to
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occur in the future, it could well be argued that the retirement age
should be gradually increased in the future. This has been done in a
few countries, even though it is politically difficult. It is not
impossible that such action might occur at a far-future date in this
country, especially if great breakthroughs occur in the field of medical
care for the aged.

Nonetheless, at the present time the trend seems to be in the
opposite direction. There is strong pressur currently for lowering
the minim-m retirement age for men to 62, but with actuarially reduced
benefits. The strength of this movement rests on the fact that in
certain areas of the country there are relatively high levels of un-
employment among workers just below age 65. Further, as the argument
goes, maling this change will have no cost effect on the program. Ukder-
lying this argument is the thought that making available reduced retire-
ment benefits at an earlier age will not generally result in voluntary
early retirement or in changed employer retirement policies. If such
is not the case, bowever, there could be very significant effects on
our national econowV tbrough loss of production by having a reduced
labor force, so that the absece of cost considrations may not be the
controlg factor.

Carrently under considertion is a proposal to increase benefits
for aged widows. It is argued, Prrom a social-adequacy viewpoint, that
the widow should receive the full basic benefit that a single retired
worker gets since it takes sach an amount to pport one person.
Aginst such a change is the Individual-equity viewpoint that a surwivor
who did not contribute, should not receive the same benefit rate as a
covered aorker (note particularly the situation of the non-working
widow versus her working nonmarried sister). Pending legislation would
move part vay in this direction by increasing the aged widow's benefit
from 75 per cent to 82i or 85 per cent of tbe basic benefit.

The final mjor area of possible benefit development in the
QOSDI program is into a fourth branch of social security, medical aare.
Present proposals would extend limited benefits in this area to aged
beneficiaries only, although proposals bave been made in the recent
past for a mch wider scope of benefits to all beneficiaries. Tn the
mere-distant past, re*camndations along tbese lines would have pro-
vided comrhensive protection not only to beneficiaries, but also to
all insured workers and their dependents.

The provision of health benefits would, of course, change the
"arnings-related principle," since the same services would be provided
regardless of the previous level of arnings or contributions. This
does not, however, mean that such a change is undesirable, because the
existing principles are not necessarily unngable for all time to
come. I shall not go further into this particular area, since I under-
stand that two subsequent lectures will deal with it in more detail.

In any program as complex as OASDI, there are a great man
relatively minor areas where extensions of protection my be urged.
Among these are such matters as liberalizing the definition of dis-
ability, paying benefits to children beyond age 18 when attending
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school, providing benef for suc other dependents as brothers and
sisters, etc. Tim,, er does not permit considerng in detail
each of these changes. No doubt, man will be adopted in the future,
but from the cost standpoint, and thus from an overall and economic
significance, they do not bear the importance of the items previously
discussed.

The possible developments in the benefit protection afforded by
the OASDI system have been discussed without mention of the necessary
financing. -ch tme gislative activity has occurred, Congress -
particula"1, the controlling committees concerned - has carefully
considered ts cost aspects of the proposed changes. The ezacted pro-
visions have bee financed fU11l, according to the best actuarial cost
estimates available. Thus., imgres has attempted to maintain the
systifa n a elf-au rting }basis by keeping benefit costs very cl-osely
In bAance, ower the long-range, width clontribution nc.

I would predict that this careful cost consideration by Congress
will continue in the future. Accordingly, the only significant develop-
ment that I can see in onnection with the financing is whether the
program should rerain self-mpporting from solely the contributions of
workers and employers, or vhether, as is comn in some countries and
asOM persons urge here, a specific gove contribution should be
introduced.

Some persons have argued that a government contribution would
result in a more equitable distribution of the cost of the program
amg the tapere. It is stated that the present OASDI contributions
are., in certain respects, regrssive in that they ae a uniform per-
centage on the first $4,8W of earnings. In rebuttal, however, it cn
be pointed out that the contrbutions are not regressive when they are
cosidered in combination with the benefits, which are heavily weighted
for persos with the lowest earnings.

As a practical, political matter, it could be argued that a
general government contribution might become necessary if the contri-
bution rate should rise to a relatively high ultimate figure, made
necessary by liberalizations in the general benefit level. Such
liberalizations, comibined with extension of the program into other
areas, could readily result in an overall cost of between 15 and 20
per cent of payroll. Although such a cost seems high in contrast
with that for the present program, advocates of such an expansion can
point to the fact that costs of this magnitude are involved in the
more liberal private pension plans now in existence in this country
and in marn foreign social insurance systems. D>iverting part of the
cost of the OASDI system to a government contribution from general
revenues would tend to obscure its cost implications, although in
mny instances, the covered individuals would still be paying the tax.

All in all, students of social security can expect to have
some interesting years ahead - not only in analysing the developments
as they occur, but also in predicting what will come next.
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I;S1SES IN ,SOCIAL SECURIY FDA.ING

by

Ereline M. Burns
Professor of Social Work

New York School of Social Wbrk
Coluibia University

The problem of financing social security systems I take to
involve the question of how the necessary revenues are to be secured.
lb is important to note that this is different from., although in some
respects related to, the question of how much social security a
country can afford. This latter problem is essentially one of how
much of its total income a country wishes to allocate by mechanisms
that operate outside the functioning of the economic market. The
answer given by each country at any given time is a function of its
economic situation, its social values and the nature and extent of
competing demnds on incomes that are secured through the operation
of the economic urket. PBsed in the form in which it is most commonly
expressed, rmamly whether there is a limit to the proportion of Gross
N&tional Product, or National hcome, that can be allocated to social
security (or even more broadly, to social ve1are) the question is one
to which no meaningful answer can be given. Indeed, I would seriously
question the value of the time devoted by such organizations as the
iaternational Labour Office, to laborious (and usually not wholly

comparable) calculations of the proportions of national income which
social security expenditures form in different countries.

For very little reflection suggests that the exact proportion
at any given time is the product of a variety of factors. It depends
in part on the level of per capita income. This affects both pre-
vailing attitudes to what is an acceptable minimm level of living for
all members of the coummity and also the willingness of those whose
incomes are derived from the economic market to sacrifice some of it
to assist the needy. Fbr with high and rising incomes they can both
allocate more resources to the non-producers and still enjoy a rising
disposable personal income.. lb depends too on the scope and severity
of interruptions to incom. If these affect, or are believed to
affect, large segments of the population, there will be a greater
readiness to assure some minimum flow of income through organized com-
munity action, i.e. to adopt more comprehensive social security systems.
Thus the depression of the 1930's brought home the fact that unemploy-
ment was not confined to a minority of vork-sby people but might be
experienced by any meier of the labor force and with this realization
came a willingness to support a comprehensive unemployment insurance
system. Th Great Britain, the impct of rising medical costs on even
the middle-classes exins not a little of the widespread support of
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the National Health Serice with it attendant costs. Te severity of
incom interruptions ex0i1ains too the apparent paradox that it is pre-
cisely whe GNP falls, due to extensive uemploysent, that the comunity
is willing to increase th perentage devoted t social security.

The proportion allocated also depends partly on demgraphic
forces, both actual and desired. A large proportion of people in the
older, non-productive age groups is lilcly to increase the proportion
of income that is allocated through non-mrket mchanisms. A concern
about a low or falling birthUrte my bring support for a system of
children's allomaces. Social attitudes are also a vital factor.
Countries vary in the degree of their sesitivity to their economically
less fortunate members. Tbhy attach more or less i rtance to the
concept of "the right to an adequte minima" or to making sure that
all their members have acces to adequate and high quality bealth care.

11iUngnesw to devote economically secured inome to scial
security purposes will also be affected by the nature, extent of, and
priorities attached to, other denands on incoses. On the ne hand,
they affect the size of disposable personal incoma; on the other,
soma types of governmental e nditure my reduce the need for social
security expenditures by reducing the extent or the duration of incom
loss. (&pentiures on education, or retraining, or developmnt of
depressed areas, or on the prevention of family breakdown could all
have this effect.) Finally, the methods of financing, in the sense in
which I have used the tem, also play a role though it is probably minor
in relation to these other inflcnnces. thdoubtedly, for ex le, the
use of contributory social insurance as a mjor financial tecknique
increased the willingness of the country to devote a larger proportion
of national incom to social security masures. A level of incox
taxation, which otherwise might have been resisted, was accepted because
the tax vas specifically earsrked for the payInt of benfits to the
taxpayer in some proportion to the taxes he had paid. Similarl, a
metbod of financing that threw burdens on workers or enterpriser heavy
enough to cause them to lessen their productive efforts, might, by
reducing levels of national output in subsequent years or by slowing
up the rate of gro¢th, cause a connnity to feel that "it could not
afford" so much social security, whereas a different method of dis-
tributing the tax burden might have caused the sam level of expenditure
to be reprded as easily 'bearable."

M thus should not surrprise us that different countries at arxy
given tim, and the sm country at different tims, find that they
can Vfford" to devote widely differing proportions of national incom
to social security measures.

What then are the essentially financial questions that must be
faced by any country, regardless of whether its social security expend-
itures form a small or a large proportion of national income? I suggest
they are three in number. Decisions have to be made as to how the cost
is to be allocated among various segments of the population, as to the
period of accounting, and as to the financial role to be played by the
tax systems of different levels of govermznt. All three of these
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qmestions were faced, and answered, in 1935 by the original Social
Security Act. The nature of the answers differed for each of the
three maior social security systems with which the Act was concerned,
namely Old Age insurance, lUemployment Insurance, and Pablic Assistance.
For each of the programs enacted in 1935, the financial issues were so
complex, and subsequent developments were so numerous, that time does
not permit adequate treatment of all of them. Perhaps our best approach
is to ask, for each program, which decisions in the light of 25 years'
experience could one have wisbed had been different.

OASDI Financing

(a) Pbr the all-important OLd Age Insurance program (as it was
in 1935 before the inclusion of survivors benefits in 1938 and dis-
ability insurance from 1956 onwards) one of the three major financial
policy decisions was easy. If the program was to apply equally to all
Americans in the covered occupations, if people were to be required to
pay taxes over their entire working life in return for legislatively
promised benefits in old age, then with a highly mobile popalation and
with states dominated by widely differing social philosophies, nothing
short of a federally-operated program, financed by federally levied
taxes, would ensure fulfillmnt of the promises made.

The answers to the other two more difficult questions, how the
costs were to be distributed among persons and what period of accounting
should be adopted, were in large masure determined by two significant
policy decisions as to the nature of the program. First, it was to be
a benefit system in which legally defined benefits were to be given,
in principle, in return for the payment of contributions by potential
beneficiaries. Second, it was to be a financially self-contained
system, set apart from the general budget, and actuarially sound in
the sense that the legislation which promised benefits should also
contain taxing provisions designed to guarantee adequate funds for
the pa t of the benefits as claims fell due.

(b) The decision in favor of a contributory social insurance
type of security system in large measure answered the question about
the distribution of the costs among persons. But not wholly so, for
in strict logic one might have expected the entire funds to have been
supplied by the potential beneficiaries, through some earmarked addi-
tional tax on income or earnings. This was regarded as impracticable
if benefits of some degree of adequacy were to be assured to relatively
low income receivers and would have undoubtedly have proved psychologi-
cally unacceptable. Furthermore, there was the example of almost every
other country with social insurance systems which required employers
also to contribbute to the cost. But this decision to require employers
as well as workers to pay social security taxes made it more difficult
to kaow how, in fact, the costs of the program were divided among
persons. Fbr that half of the costs paid by workers, the answer was
easy. But the question of the incidence of the employers' share has
been in dispute for years. As events turned out, the economic circum-
stances of the last 25 years, namely an expanding economy, characterized
by rising employment, wages and prices, enhanced the probability that
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employers were able to pass on much of this burden via higher prices or
smaller wage increases than would otherwise have been given.

lt thus seems probable that the total effect of the social
security wage and payroll taxes has been to throw the major burden on
the lower income receivers, and especially on wageearners as a group.
t cannot be denied that this is a non-progressive, if not a regressive,

method of financing. The tax on wages provides for no exemptions for
earnings below any given amount and there are no deductions. 1Dreover
the tax is at a flat rate and, thanks to the taxable limit, applies only
to relatively low bracket rnings. As between income levels, this
system is in no sense redistributive. Such redistribution as exists
occurs within the 4,800 bracket, and exists because of the differential
benefit system. Iower paid workers within this bracket get more out of
the systm, in relation to what they pay in, than the higber paid.
hrried men with dependents gain relatively more than the single. And
thanks to the liberalizations of eligibility that have occurred during
the last 25 years, those with short period coverage gain more than those
who will claim benefits after paying taxes for an entire working life.

One significant byr-product of the nationwide introduction of
social security taxes in 1935 should never be forgotten. The innovation
of the withholding tax, thus utilizing the employer as a tax-collection
agent, and the pressure on the Treasury after 1935 to occupy itself ith
the problem of full collection of taxes from even the smallest incom
receiver, opened the door to a general lowering of tax exemptions. Fbr,
until this time, the Treasury had held that it would be both adminis-
tratively difficult and often fiscally unrewarding, because of the costs
of collection, to levy taxes on small income receivers.

If in 1935 we had recognized the full social consequences of the
policy of throwing the costs of OASDI on wage and payroll taxpayers,
would we have made a different decision? Probably not very mterially.
For while the financial policy had some obvious disadvantages, it also
had advntages and some of these are still relevant. Three major
considerations pointed to adoption of the policy of throwing at least
a major part of OASDI costs on the potential beneficiaries. First, it
seemed necessary, in 1935, to make receipt of a payment from governmnt
socially acceptable. Inculcation of the idea that one had a "right" to
this benefit because one had paid for it seemed an effective way of
differentiating OASDI benefits from poor relief or the then much
publicized "dole." As we can now see, this objective has been only too
successfully attained. So pervasive today is the idea that OASDI
benefits are "earned" that individuals who have secured beneficiary
status on the basis of little more than the mini contribution of
six quarters still apparently firmly believe that they have "paid for"
or "earned" their benefits. In fact, of course, thanks to the fact
that the full rate of tax is not applicable until 1969 and because of
the extremely liberal eligibility conditions whereby beneficiary status
can be secured after very short periods of covered employment, it will
be many years before an beneficiary can truly claim that he has "earned
or paid for" his benefits through his and his employerts contributions.
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The second justification for taxing the potential beneficiary
still holds good, namely it made acceptable a national program which
none-the-less made differential payments. The need for the latter
stemmed from the desire to make meaningful payments to retired workers
in a country characterized by wide geographical and occupational differ-
ences in wages. A uniform formula applicable to wages, as the benefit
determinant, assured equality of treatment, and the payment of a higher
benefit to the higher paid worker could be justified on the grounds
that this worker had paid higher taxes.

The third objective of taxing the potential beneficiary was to
enhance the sense of social and fiscal responsibility, to bring home
to the beneficiary that more liberal benefits cost mor-e money. In this,
the country has been amazingly successful. So generally accepted is
the idea of tche close relationship between benefits and taxes that all
proponents of liberalization, and notably organized labor, always
couple their proposals with an assertion of their willingness to pay
higher taxes to finance them if additional funds should be needed. It
is organized labor, for example, that is spearheading the drive to
raise the taxable wage limit above $4,800.

Neverth7eless, in at least one respect, one might have wished
for a change in policy. Fbr the loading of financial responsibility
on workers and their employers has applied also to the financing of
the quite heavy costs of the unearned benefits with which successive
liberalizations have burdened the system, and also to the relatively
favorable tax treatment of the self-cmployed wuho do not pay7 their
proper actuarial share. Had these costs been charged to the general
taxnayer instead of to the contributors in perpetuity, several advan-
tages might have followed. Policy makers might have been a little
less lighthearted in the extent of the benefit advantages given to
the already elderly or, after 195O, the newly covered. For not only
were such people admitted to benefit status after extremely short
periods of coverage, but, once admitted, they drew benefits at the
level appropriate to their average wages, ratber than at some uniform
mmum sum, applicable as a transition measure to all who qualified
on a less than norml period of coverage. Again, to have assessed
against the general taxpayer the costs of these unearned benefits,
payable because of a desire to use the OASDI system to deal with the
present problem of old age insecurity, might have improved the position
of the federal government vis a vis the states in the increasingly
frequent disputes as to the extent of federal responsibility for sharing
in Old Age Assistance costs. The federal case is, of course, that as
OASDI takes over more and more of the people who otherwise would have
been GAA recipients, the need of the states for federal aid to finance
this program is less and the federal share should be correspondingly
reduced. The federal case might have been more effective and appealing
if the costs of the unearned QASDI benefits had been a visible direct
charge on the general federal taxpayer instead of being concealed in
the level premium cost of OASDI, chargeable only to wage and payroll-
taxpayers.

Bat there are even more important considerations. There is a
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real question whether we can socially justify the policy of cbarging
the costs of all unearned benefits payable to the present generation
of the elderly against relatively low wage receivers and their
employers in perpetuity. To have assessed them against the general
revenues would bave made possible a mer progressive metbod of
financing what is clearly a social charge, attributable to our lack
of foresight in not adopting OASDI a generation or x;re ago. And in,
view of the fact that the country is beginning to realize the advan-
tages of using contributory social insurance as a method of paying
for other risks such as medical care, we can well ask whether, knowing
what we now do, it was a good idea to burden current and future wage
and payroll taxpayers with these unearned benefits. For at some tire
w shall undoubtedly encounter taxpayer resistance to further tax with-
holdings, even for social security pirposes. Had we not had to increase
the OASDI level premium for new entrants from 51 per cent to 9 per cent
to cover the unearned benefits of the present covered group, we would
ave had a mrg of 36 per cet of payroll to play with for coverage
of new risks, such as medical care. Hence, I believe we must regard it
as unfortuate that the Congress in 1934 did not accept the proposals
of the Comuittee's old age insurance staff which had envisaged a con-
tribution from the general taxpayer.

(c) The answer to our third financing question, how should
the costs be spread over time, was not automatically provided by the
decision that the system should be self-suporting from the yield of
the selected earmarked taxes. Pbr it would have been equally possible
to have provided in the law for a schedule of taxes which rose year by
year as anticipated costs rose or to have operated on some reserve
accu tion basis. Wat the "self.-spporting principle" did was to
impose the necessity of estimting what annual benefit expenditures
were likely to be in future years, and this was tremendously important.
Pbr these estimates showed that annual costs, expressed as a percentage
of payroll, were likely to rise over any period for which it was
feasible to mke meaningful estimtes, due to the grdual maturing of
the system and the growig nuibers ard proportion of the aged in
relation to the employable ages. Although in the last 25 years suc-
cessive liberalizations of the program bave greatly speeded up the
maturing procesp, it is still the case that benefit costs are estimated
to rise from 6.85 per cent of payroll in 1970 to ll.81 per cent in 2050.

The 1935 decision to levy taxes higher than were necessary to
cover benefit outgo in the early years of the program and to use the
surplus to build a reserve, the interest on which would met the annual
deficit in later years when the earmrked tam" wuld yield less than
anticipated outgo, was a not unreasonable policy in a new venture of
this kind. hi making possible an ultimate xIMm= rate of tax below
the anual benfit cost of later years, the nodified reserve policy had
the further advantage of making more realistic the claim that the bene-
ficiaries of the future were expected to make sos significant contri-
bution to the costs of their own benefits, a theory that would have
been hard to sustain if, in the early years, future beneficiaries were
paying only enough to support the then Very low benefit expnditures.



You will have gathered that I attach less importance than do
some students to the issue of whether we cling to the reserve principle
or not. That is important is the pressure to forecast future costs
which the self-sustaining principle has brought about and which, it
can fairly be claimed, has been reenforced by the necessity to determine
how great a role any reserve is to play. Here our financial decisions
of 1935 have been astonishingly successful. Except for a few years in
the early 1940's, the Congress has been extremely responsible in its
financial and benefit policy. Each proposed change has been considered
in the light of its corresponding payroll cost and when, on occasion,
later and more exact estimates revealed that the system was less actu-
arily sowud than had been previously thought, subsequent amendments
have raised taxes to redress the situation.

Unemployment Insurance

In 1935 the problem of the financing of unemployment insurance
took up more of the time of the Committee on Economic Security and its
staff and its Citizens' Advisory Committee than any other subject. The
differences of opinion mainly reflected the previous sharp cleavage
between the proponents of this way of handling unemployment. There was
dispute as to whether there should be a single general fund financed by
uniform taxes on all employers out of which all claims should be paid
or whether there should be separate accounts for each employer (the so-
called 11isconsin Plan), or at least some form of experience-rating. In
more general terms, it -as a difference of opinion as to whether the
central objective of unemployment insurance was to provide funds to
guarantee the payment of benefits or to impose incentive taxes with the
object of encouraging employers to stabilize employment. It is not too
much to say that the resulting decisions on two of the three central
financiLg qiuestioLos w-ere higl u-wnfortunate, while the third, tnough
sound, was never fully adhered. to.

(a) Gn the question of the allocation of costs as between
persons, it was decided that the taxes were to be paid by employers
and although the door was left open for states to impose taxes on
workers, only a handful availed themselves of this opportunity. This
preference for employer taxes stemmed in part from the Wtisconsin ide-
ologT: if incentive taxation was to be important then it was the
employer who had to be given an incentive to stabilize. But it was
also due to the oosition of organized labor, which, we must never
forget, was formally opposed to social insurance until 1932 and even
then gave grudging support only on condition that the costs were
charged to the employer 'tecause he was responsible." This position
caused the labor movement some intellectual embarrassment in later
years by which time they had become the major critics of experience-
rating. For the justification for charging the employer only was
mainly that he was "responsible" for unemployment and if this view
is accepted, employers have a good case for claiming that if their
workers do not become unemployed then they should be permitted to
pay lower taxes through some form of experience-rating.

The second unfortunate consequence of sole employer financing



was that it gave employers, as the group finacially supporting the
sytem, a powerful and persuasive position in the eyes of the state
legislatures and a direct interest in exercising that power to oppose
liberalization. This interest was intensified by the existence of
experience-rating.

(b) On the question of the relative fiscal responsibilities
of the federal government and the states, the decision was that the
states were to be responsible for benefit costs, while the federal
government mould meet the costs of administration and would also enact
a fiscal devioe, the effect of which was expected to remove the fear
of unfair comptition from sates desiring to tax their employers even
though some others did not.

Looking at the federal-state issue twenty-five years later,
after two not very serious recessions in which it has been necessary
for the federal governent to enact a supplementary unemployment
insurance program, and recalling the uneven incidence of unemployment
among the states, one might be tempted to wonder why a decision in
favor of a federal system did not seem obvious in 1935. Two obstacles
stood in the way. first, the general sentiment against federal action
and in favor of nstates rights." Bat second, adoption of a federal
system would have involved a once and for all decision on the issue of
employer reserves (or experience-rating) as against a single fund and
a uniform tax rate for all employers. This was resisted by the pro-
ponents of the Wisconsin Plan, who, it should be recalled were strongly
represented on the Comittee and by its Executive Director. It is
often asserted that the decision was made on constitutional grounds,
but this cm hardly have been so. Fbr, quite apart from the contrary
recollection of persons who were in the battle at the time, if consti-
tutional reasons ag st a federal system had been decisive, how was it
that the Comzittee recommended a much larger and more far-reaching
federal old age insurance program?

Furthermore, although the battle for a federal system was lost,
it would still have been possible to adopt a financing system in which
the federal gDvermment would play a major policy role, by using some
form of a grnt-in-aid financed by the selected taxes. This was indeed
recommnded by a majority of both the technical staff and the Citizenst
Advisory Comi.ttee. But this too was rejected by the main Committee in
favor of the tax-offset, precisely because, for constitutional reasons
the grant-in-aid would have made possible more stringent federal
stndards than would the tax-offset.

The tax-offset did achieve one objective. All the states soon
enacted unemployment insurance laws, either because they had wanted
to do so before but had been deterred by fear of non-action by other
states, or because they did not like the idea of the federal government
pocketing the 2.7 per cenrt tax. And in the end all states adopted
experience-rating either because they believed in it or because, thanks
to the terms of the Act, this was the only vy they could achieve a
general lowering of their average tax rate. But because of the absence
of federal standards dealing with minirmm benefit amount, duration and
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the like, the objective of the tax-offset, as events have tu-ned out,
have been largely negated. For the states can and do conpete, taxwrise,
with each other: enployers ir, a state with a restrictive or illiberal
law will pay lower rates and so under-cut their corrpetitors in more
liberal states.

A second consequence of these financial arrangements has emerged
as it has become more and more evident that, in fact, the American
people regard the federal government as the ultimately responsible
authority for assuring income to unemployed people if all other measures
prove inadequate. For it now becomes evident that the federal govern-
ment, through the tax-offset provisions, has in effect ceded to the
states access to the richly productive 2.7 per cent payroll tax without
laying down any condition that the states shall use these funds to carr-
at least some specified proportion of the total unemployment burden.
Due to the absence of any accompanying federal standards regarding min-
imun duration of unemployment benefit, we now have the unsatisfactory
situation that in recession periods there is pressure for federal action
and the federal government finds itself obligated to pay the costs of
benefits to workers who, because of restrictive duration provisions in
some states, have exhausted benefits after as little as 13-l14 weeks.

In the third place, the decision that the federal government was
to pay all the costs of adrministration was unfortunate. It invited
friction between the federal government and the states not only because
the latter had no financial interest in economy but even more because
the forrer was in the position of meeting administrative costs of a
programl over whose substantive features, including the nature of benefit
and experience-rating formulas, it had no control. Frthermore, until
1953, although it was always assumed that the federal administrative
payments were to be financed out of the 0.3 per cent of payroll tax re-
tained by the federal government, there were years in which the "cests
of proper and efficient administration" amounted to less than the yield
of this tax and the states charged the federal government with making a
profit at their expense.

Even more fundamentally, one might wonder at an arrangement which
removed from the states all financial responsibility for and control
over the very parts of the program where one would have thought the case
for lodging responsibilityr in the states was the strongest. For the
problems of administration, checking abuse, developing counselling and
placerent services or assisted relocation of workers would seem to vary
from state to state and be peculiarly appropriate for the exercise of
local initiative and experimentation.

(c) The third financial question in unemployment insurance, the
period of accounting, was answered reasonably enough in 1935. In view
of the fluctuations of unemployment from year to year, it made obvious
sense not to try to balance the books on an annual basis. Otherwise it
would have been necessary to raise taxes or to cut benefits precisely
at the time when such action was least socially and economically desir-
able, namely in a period of rising unemployment. But here, although the
initial decision was a wise one, the states have not, in practice, been



prepared to abide by its consequences. Fbr this policy implies an
effort to estimate the severity of unemployment over some period of
time and the fixing of a rate of tax that will ensure a balance of
income and outgo over this period. In fact, the states have so little
trasted their own estimates that they have never been prepared to use
their reserves when necessary, including the limiting case of allowing
them to fall below zero. Instead, the reserve has become an object of
worship which mast never be allowed to fall below some specified amount.
Indeed, because of the linkage of experience-rating schedules with
specified reserve levels, we have even seen the fantastic situation of
states with sizable millions in their reserves borrowing money from the
federal government rather than allowing their reserves to fall below the
sacred miniim2ml

Fu.rthermore, because current experience-rating formulae fail to
distinguish between that degree of stabilization that is due to indi-
vidual employer efforts, and that which results from general economic
conditions, we have built in a mechanism for ensuring that if a
recession lasts more than one year tax-rates are likely to rise -the
exact reverse of wat would mke economic sense.

Pablic Assistance

In the field of public assistance the financial decisions that
had to be made were to some extent more restricted. (bviously, in a
program making payments to needy people no question of requiring the
beneficiaries to share in the costs could arise. Equally obviously.,
in a residual program whose scope was in large measure determined by
the adequacies or inadequacies of the insurance system and where long-
run costs were expected at the time to decline as insurance expanded,
both the possibility of, and good reasons for, long-period financLng
and the accumulation of reserves did not exist. The central question
in 1935, as today, concerned the respective financial roles of the
federal government and the states. And here, with the advantage of
hindsight, we can see that two very unfortunate decisions were made.
fEirst, federal financial responsibility was limited to sore categories
only of public assistance recipients. Second, it was decided that
federal aid should take the form, of an eqaal matching grant; for all
states the federal government would contribute half of the cost of
cash payments up to a stated monthly a unt per individual. Both of
these decisions were to plague us in subsequent years.

(a) First, the limitation of federal aid to some categories onlY
not merely fastened on the country a categorical approach to public
assistance which is increasingly deplored by most students in the field,
but it also gravely prejudiced the position of the non-federally aided
groups. One may admit that, at least prior to 1935, the only way in
which to breach the wall of the deterrent poor law -.as by selecting for
more favorable treatmnt certain groups for whomr there -as general
symnathy (such as widowed mothers or the blind) or whose economic
initiative would not be impaired by the receipt of assistance because
they were obviously no longer members of the labor market (such as the
aged or mothers of young children). Yet it is an open question whether



a determined effort to use the newly available federal aid on a per-
manernt basis to irove the levels of assistance for all needy people,
as was suggested by one of the expert committees, might not have met
with success. Admittedly there were serious obstacles: the very
recency of federal financial participation in any kind of relief pro-
grams, the deliberate selection, under the WPA program, of the "employ-
ables" as the proper object of federal concern, President Roosevelt't
own attitude as expressed in his famous remark "the federal government
must and shaLl get out of this business of relief," together with the
increasingly powerful pressure of or anizations of the aged for special
treatment - all these no doubt made a categorical approach to federal
aid for public assistance seem the easier course. Bat, so far as I
recall, no other alternative was even seriously considered by the policy
makers.

The results have, as I said, been unfortunate. Such improvement
in the condition of public assistance recipients as has taken place in
the last 25 years has, apart from a relatively few states, been confined
to persons who fell within the federally-aided categories. Although the
nunber of these has been increased (by the addition of the disabled in
1950 and, on a tem r sis, dependent children whose fathers are
unemployed in 1961) th c ition of the truly residual group, the
recipients of general assistance, has remined deplorable in most parts
of the country. This is especially the case in those states where
financial respnsibility for this program is wholly carried by the
localities without any state aid. Indeed in some states general assist-
ance can scarcely be said to exist, and in all too many areas access is
uncertain. Paymnts are low in compariso even to the none-too-adequate
payments on the federally.aided categories and the tests of need are
more rigorous. Fr these people the old deterrent poor law is still
vith us.

Categorization of federal aid took the form not only of re-
striction of aid to some types only of needy people; even within the
aided categories the terms of federal aid differed. The maximm
matchable month pnt for ADC was, and has remained, vastly lower
than that for the other categories. }ndeed, until 1950 federal aid
was not available for payments to the adult caring for the children
(usually the mDther). w this federal policy of discrimination against
children ias adopted it is difficult to say, for even if it be granted
that the costs of supporting a chld are lower than for an adult, the
differential ($30 as against $65) far exceeds ary that could be justi-
fied on cost of living grounds, as the Fbderal Advisory Council pointed
out last year. Nor can this consideration account for the fact that
the lower ADC limit applies also to the adult caretaker.

Surely what one would have hoped for would bave been a federal
grant-in-aid where the matchable maidim migit have differentiated
between adults and children by some realistic approximtion to relative
costs of living and that the offer would have applied to needy
person in receipt of public assistance. This would have left the states
free to categorize or not as they wished and their decision would no
longer have been influenced by the knowledge that failure to categorize
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would involve the loss of federal aid.

(b) The consequences of the second decision in the financing of
public assistance have been equally serious. Admittedly the federal
bait induced all states to establish programs for the federally-aided
categories, conforming to the federal requirements within a relatively
few years after 1935. However, it is interesting to note that even
today not all states have taken advantage of the grnt for the perma-
nently disabled, instituted in 1950. But it soon becam clear that
there was sometg unsatisfactory about a matching grant available on
the same terms to all states. If its intent ws to make it possible
for the poorer sttes to reach some minimm level of adequacy of pay-
ments this result was not achieved because to reach any given level the
poor state had to provide from its own limited resources exactly as
many dollars per case as the rich state and, being poor, the proba-
bilities were that it would also have a proportionately larger case-
load. Furthermore, although the amunt of federl money flowing to the
richer states ws in one respect lixited (by the matcbable dollar ma.xi-
num), there was already by the 1940 s complaint that the lion's share
of the federal money in absolute terms was received by the richer states
which could afford paymnts at or above the federal Matching limit.

Despite considerable discussion about the advantages of a
variable grant, no change was made until 1946. The policy adopted at
that time, which has remained in force until now, divided federal aid
into two parts. The amunt of the monthly grant was still the decisive
element, but henceforth the federzal shre vas much greater for the first
so many dollars tha it was for the reaminder. B succeasive a dnts
both the dollar amount qualifying for the more favorable gant and the
proportion watched have been liberalized so that today for the tAree
adult categories the federal gverrmnt pys 80 per cent of the first
$30 and between 50 per cent and 65 per cent of the r inder up to 65.
Bat the nev forrca while giving relatively more help to tho taxpaers
in states making relatively low grants, did little to encouage them to
raise their pants above the limit of the first part of the foruila.
Because the formula applied eqully to all staes, it Fas sill true
that to reach any given level, the poor sate had to supply the same
nu*er of dollars fr its limited rasoures " the rich state. lNy
of the ricber or more liberal states did inded psas the additinal
federal moey on to their assistance r e s ooner or later. But
in others, the gain accrued nl to a taxpayers. One consequence
of 'the new forula was certain. There was an incrase in the proportion
of costs carried by the federal governzwnt in all stes. Indeed,
because the federal law contained no definitio of need, the new formul
offered a positive inducement to a calculating state to put as many
people as possible in the assistance rolls, for so long as the average
paymnt was beld below $30 this would bring into the state four federal
dollars for every one pat up by the stte.

The weakness of this formla lay of course in its use of the
average monthly grant as the single determinant. l is true that, in
general, the lowest grants are found in the poorer states (though they
also occur in such wealthy states as Dalavare) and this evidently
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appealed to the Congress which seems to have thought mainly in terms of
pr.Jrtions of total payments carried by the federal government. For
under this formula it could truthfully be said that in the (mainly
poorer) states making payments of only $30 or less the federal govern-
ment was carying four-fifths of the cost whereas in the richer states
with payments of $65 or more the federal share of the total was only
two-thirds or less. Not until 1958 was the fact accepted that if rela-
tively more help was to be given to the poorer states then the formula
mast discriminate in their favor. Not all states could get assistance
on the same terms.

But while at that time the decision was made to vary the federal
share in relation to the state's ranking in terms of per capita income
(thus introducing a new variable), the full implementation of this
policy has been hindered by the original 1935 decision that the federal
share should be 50 per cent in all states. I is politically unreal-
istic to assum that the richer states, who in any case could not gai
by a variable formunla, would vote in favor of a change that yielded them
absolutely less than they had previously received. Variation, if it
were to be adopted at all, had to leave all states with at least $0 per
cent, and in view of the undesirability of a federal share approaching
100 per cent, this greatly narrowed the range of variability and thus
the extent to which relatively more help could be given to the poorer
states, The unwillingness of the states to give up that which they had
found to be so good led to the further restriction of the variability
principle to the second part of the formula, i.e. to payments in excess
of the amount carrying the highly favorable matching proportion. As a
result, much of the effectiveness of the variable principle is lost.
For since, as we have seen, most of the poorer states pay lower grants,
they benefit relatively little from the fact that if they were able to
pay higher grants they would receive more than 50 per cent3Fthe excess
over $30.

In RetrosUct
Viat then mast our judgemwnt be as we gather here to celebrate

the twenty-fifth anniversary of the Social Security Act, regarding the
wisdom of the crucial financial decisions? ClearLy the highest marks
must go to the OASDI program. Here, the major weakness was the failure
to provide that the costs of unearned benefits should be carried by the
general taxpayers rather than the wage and payroll taxpayers, in public
assistance serious errors were made, some of which, such as restriction
of federal aid to limited categories of needy could even now be remedied,
but others, such as the failure to realize that the objectives of more
adequate assistance in all states required variable, rather than match-
ing, grants, will be more difficult to remedy because a certain pattern
has now been established. Unemployment insurance fared least well.
Even the most ardent advocates of a federal system would admit today
that the state system created in 1935 is supported by too mny powerful
interests for it to be replaced, despite the fact that the arguments
for a federal program are as strong as ever. The fecr-_'.l government is
left holding the bag and has relinquished to the states a rich source
of revenue which might have been used for a more adequate program for
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all Americans. And because of the failure to enact federal benefit
standards while permitting experience-rating, interstate competition
is still possible and serves to depress benefit standards.

Cbviously one could not have expected the framers of the Act to
have foreseen all subsequent events, many of which, as I have shomn,
have served to aggravate the undesirable consequences of some of the
1935 decisions. But, in an academic atmosphere of this kind, we may
perhaps take some wry comfort in the reflexion that, on most of these
issues, it was the academic experts who were more right than the
politicians and administrators. it was they who wanted a contribution
from general revenues for OASDI: it ms they who wnted a grant-in-aid
for general assistance and it as they who as a majority favored a
federal unemplymnt insurance system (or a grtant-in-aid as the next
best thing) and who opposed experience-rating or employer reserves.
Perhaps after all, there is something to be said for the a I study
of social security policies!



1;:1MG ISSUES IN THE FIANCING OF MEDICAL CARE

by

Ja s P. Dixon, M.D.
President, Antioch College

Recently Eleanor Roosevelt has written these charming words
about imagination: 1

"The power of ix-gination is a kind of defense in
childhood. You get awy from the realities. It makes
you important to yourself. If used correctly, it makes
it. more possible for you later on to imagine what other
people are like and what they think and feel. It helps
to keep you curious, anxious to understand....Of course
unless it is checked, imagination can remain only a means
of escape; but if it is nourished and directed, it can
becore a flame that lights the iy to new things, new
ideas, new experience."

In light of the fact that available data concerning the financing
and distribution of medical care are inadequate, any identification of
trends or predictions must contain elements of imagination. This is
particularly true when events are interpreted by a person V&o has de-
clared judgments between possible courses for future action. But as
we shall see, there are other sources of indeterminacy. For many of
the issues are related to the dialogue upon which we depend to reach
democratic consensus.

I shall endeavor first to identify some data on general phenomena
in human affairs which may bear on the special problems under discussion.
Then I shall proceed to review selected data describing the financing
and distribution of medical care in this country. Ft4lly, I will iden-
tify and discuss four issues which I judge to be important at the present
time as we look into the decade ahead.

We are living on a pyenotic planet. Technology, war, and com-
munication have effectively condensed the environment of the human
species. International dialogue is difficult. But one of the most
effective topics of conversation in short-circuiting ideological con-
flicts has been health. There are comon concerns of all people to
improve sanitation of the environment and reduce the devastations of
preventable illness.

. You Learn by Living (1960). Qaoted in Universty-College
Q g1arte ,Michigntaeiversity (Spring, 19Z IJ7



One billion of the world's population live in countries comitted
to democracy. One billion live in countries committed to totalitarian-
ism. The remaining third live in countries not yet committed to either
of these positions. An essential dilem of all nations is to struggle
with the relationship between technological production as measured by
gross national product and huinan reproduction as measured by population.
Social overhead capital is scarce, particlarly in the uncommitted
countries.

hI the lUnited States the total production of goods and services
increased in the period from 1929 to 1957 at an average rate of 2.93 per
cent per year.2 The gross national product reached $505 billion in
1960. l is predicted that the rate of increase swll accelerate in the
next decade to an average of 3.3 per cent per yr. w are, tben, in
an expanding general econorW.

The population of the United States is expected to increase by
30 million by 1970. Five-sixths of this increase is expected to occur
in tropolit areas which by 1970 will contain two-thirds of the popu-
lation. bile it is expected that the population in the center of
cities will be less by 1970 than now due to out-migration, it is also
expected that center cities will more niformly than now be populated
by racial and ethnic minorities who are relatively disadvantaged in
socio-economic terms. The suburban rings will be populated by middle-
class white families. Tbere wil be the expng market for
medical care generally and presnt trends will furtber differentiate
the social characteristics of this mrket within the geograpy of the
urban complex.

Ibdical care in csonane with the technological explosion is
increasing in complexity. Evidence for this is found in the growth of
medical specialization.4 In 1923 there were in the Uhited States
146,0o0 pysicias of whm 15,500, or ll per cent, were specialists.
By 1940, amg 175,000 physicians, there were 37,000, or 21 per cent,
in th specialist category. I 1955, 39 per cent of all physicians,
or 84,500 out of a total of 218,000 were specialists. Farther indi-
cation of the increasing c ty of medical care is found in the
increasing use of hospitals. EI 1931 the use of specialized and general

2. H. Stein and E. F. Denison, "Hgi hiploymt and Growth in the
American Econom," in Goals for Americans: Programs for Action in the
Sixties, U. S. Presi ional Goals (&igevood
fms7, N. J.: Prentice h11, 1960), p. 168.

3. Catherine Bauer Warstr, wFrameork for an Urban Society," in
Goals for Americans..., Op. cit., p. 225.

4. U. S. Fablic Health Service Pub. No. 263 (washington: U. S.
Government Printing Office, 1952-1960).
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hospitals was 900 hospital days per 10 popution. &i 1958, with a
substantial reduction in length of hospital stay, the use had increased
to 1300 days per 1000 population, an increase in this period of 4o per
cent. Thus the hospital bas become increasingly important in the tech-
nology of 2dicine.

Before completing this sketchy review of general data, there are
two points to be made about government, particularly the federal govern-
ment. The first point is that the citizen's attitude toward government
is anbivalent. This has been described by Hutchins as the phenomenon of
the two faces of federalism.* The general notion in a democracy is that
the power of government shall be limited. There is consensus on this
point. However, an argument arises about the criteria to define this
limitation. Two rather distinct viewpoints can be discerned. The first
which flows from the notion that the central purpose is the protection
of individual rights would tend to limit government to those functions
which ensure for the individual the freedom of speech, the freedom of
assembkly, the freedom of worship, the freedom of petition and the free-
dom of the press. Such a government builds checks and balances within
itself and permits voluntary associations to act as checks on govern-
mental power. The second view holds that government is a device for
achievement, that its role is to undertake to do for the people whatever
is needed that they cannot do for themselves, or which, if they did it
for themselves, they would not do as effectively as if govemment did it
for them. There are those who believe that the second view is required
because of the events of technologr and urbanization. Hitchins himself
sums up in these words :6

"It is probably fair to say that although the first has
dominated our way of talking, the second has described our way
of acting."

The second general observation about government flows in part
from the first. There is a groving tendency to explore the transfer
of the power of government to private groups. bamles of this tendency
are to be found in the growth of the device of contract as a means to
procure both goods and advice, the establishment of authorities for
public works purposes which emtmce both public and private character-
istics, and the fixing of responsibility on producers for the determi-
nation of agricultural subsidies. Such actions do not deal with trans-
fers of constitutional powers from government to private centers. Baht
they do show a tendency to incorporate the administrative powers of
government into private groups, which in the view of some has the effect
of wakening the effective power of political government.

5.Two ces of Fderalism, Center for the Study of Democratic
Institutions, Santa Barbara, California, 1961.

6. 2id. s p. 8.
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We have now established certain facts and conditiors. l are in
an eanding econoiW in a condensing vorld. In the taited States the
merket for medical care is increasing, and this market is sibject to
geograpihic definition. Mdical care is increasing in codity. There
is not a consensas on the appropriate role of govern t in the pro-
vision of services to people. There is a te for the pover of
governmnt to flow tourds private centers.

let us turn our attention now to a mre specific review of
medical care eedis in the Iaited States.?

Di 1960, 5.4 per cent of the gross natil p t, or 327
billon a year, vas devoted to a1 bealth services. This included
expnditures for piblic alth, ronal health servic, constrti
of medical facilities and dical research. cm tie fig for
1928-1929 us 3.6 per dent. Thi there ws a rise in the perentage of
gross national product devoted to these services of 1.8 percentage
points in this period, or an increase of 50 per cent. Bear in mind
that these figures include all health services. Fbr medical cae
services alone me were spening 14J billions of dollars in 195l. This
ws apprximtely the mm as us eended for alcoholic beverages, on-
fifth the expenditure for food, and one-half the exenditre for
clothing. Epressed in termw of proportion of ti l inco, in 1929
expenditures for medical care pr c nt d in 1951, 5 per cent,
an increase of 25 per cent. Both medical care and total ealth exd
itures appear to be rising relatively and absolutely in the ti l
econoVy.

Average family inoms are also increasing. The outlook is for
a continution of growth.9 In term of 1957 dollars, average fdmly
income in 1929 mas $3,9D0, in 1957, $5,480, and is pjeted for 1975
at $7,300. Ndical care costs are at the as tim inrsing. The
increases in bospital costs are greater tha in rtysiciaI fees. Yh
1935, using 1947-49 as a bam of 100, the price index for all medical
care costs vs 70. Di that year the index for pbysicians us 70+ and
for hospital room rates 50. By 1959 the care price index for
all services had risen to 150. The index for pbxysiciansI fees us 1410,
or a 100 per cent inrease over 1935. Bat the increase for bospital
room rates as to 210, or a 320 per cent irease. Frm thes data on
my conclude that expenditures for health services includ±ng medical

7. Report of the Ibdical (nr Conuittee to the t l vIsozy
Helth Council, U.S.P.H.S., 1961 m.

8. XLcbmel M. avis, nldical C(re for Tomorrv,3 (Now York:
HErper's, 1955).

9. lBport of the bdical are Od.ttee to the til
lealth Council, U.S.P.LS., 1961 me.



car are increasing in absolute terms, and that families my if they
ch spn more for medical care in the decade ahead.

There are interesting and important trends in the distribution
of the private mdical care dollar.!0

In 1948 private medical care expenditures amounted to $52.68 per
capita. By 1959 this had doubled and was $104.93 per capita. Daring
this period five cents of the physician's share of the medical care
dollar was transferred to the cost of hospitalization. Health insurance
accounted for 17 cents more than in 1948. These data reflect both the
growing use and the increasing cost of hospitalization. The proportion
of the private medical care expenditures for hospital services which was
covered by insurance preiumds rose from 34 per cent in 1948 to 62 per
cent in 1959. Insuring organizations now have a majority control over
private income to hospitals. They have not yet attained the same
measure of control over the private sector paymnts to physicians. The
trend here is sharply upLrd. In 1948 insuramne premiums accounted for
about 10 per cent of the costs of physicians' services. By 1959 this
had increased to 36 per cent. Taking insurance premiums for both hos-
pitals and physicians' services together, they accounted for 20 per cent
of these costs in 1948 and 50 per cent in 1959. These trends suggest
that if insuring agencies chose to do so they could through financial
control assum zaagement of the entire hospital sector of private
medical care. A similar situation might soon be possible in regard to
the sector of physician.s services. Conversely, it indicates clearly
that the power of the consumer in mnaging his expenditures in these
sectors is rapidly g.

Health insuane coverage for private medical care has increased
substantially in the past decade.ll in 1948 expenditures for health
i rance wre 862 lion dollars, or 8 per cent of private expendi-
tures for medical care. By 1959 health insurance expenditures had
reached $5,139 millions and equalled 25 per cent of private expendi-
tures. At the present time about 127 million persons have some health
insurance coverage, but the rate of increase in coverage is slowing
do<o. The recent Interim Report on Health Insurance, derived from
data from the U. S. National Health Survey, showed that two-thirds of
the non-institutional population of the country had some form of hos-
pital insurance at the time of the stucV. Nearly as zan had surgical
insurance and about one-fifth had coverage for physician visits. The
comentration of coverage ws in the working urban and non-farm popu-
lations with middle and upper incomes. There was hospital coverage of

10. A. W. Brewster, 'Voluntary Health Insurance and Medical Care
tpenditures, 1948-199," . Sec. Bull., V. 23 (Dbcenber, 1960).

11. Reprt of the Medical Car Coimuttee to the National Advisory
Health Council, U.S.P.H.S., 1961 us.
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46 per cent of persn 65 and over, while 37 per cent bad surgical in-
surance and 10 per cent innce covering visits of p1ysicians. This
study begns to deine the limits of usefuless of health insurance.
Iafortunately the social utility of health insurance cannot be kmom
without knowing the quality of the coverage. B sld be clear also
that a large segment of private medical care cost, about 40 per cent
including costs of dentlsts' services, isdcines, and appliances, is
not substantially aided under Present health r. I seem
clear that psent health insurance tends to be an economic device
rather than a device to program oved alth services.

MLcbael Davis, In introducing the issue of public mdical care,
relatos a story vrth repeating.l2

Wnvestry of FetsmvrthIParish in Virginia in 1691
proied r. David Alemder 150 o of to co if he
cured a parish charge of tdistemper.1 The patient died,
an Dr. Almxnder 8 pd on 1000 pounds'.

The esntial e ts i the public sector of helth servi:es
are as folloaw13 For thpnelly in the period frc 1950 to
1959 private investmnt In mdica1 fcilities increased more
than public fmds, which at the and of tbe deade a n to 55 per
cant or the total. Thirty years ago public e ntures for all
hath servies were 10 per cent of the total. No they ar 25 per
cent for all health serries. Tere are certain gezmra categories
of pblic respsibility, cudgrenibnity for vts, fo
the f lies of nrers of the ard servces, for certain long-term
ilmesss, and for persons on public assitwe.

The pablic, i and other priv exditures for baith
nov stand in proporti to each other as follow. Fablic exkt
stand at 25 per cent; insurance benefts at 2D per oent; and al other
expenditures represent 55 per c Thi reflecT the u m ch
ow exdsts in the provision of lth ries.

* wy turn now to four issm3 of the pe and future which
are saggested by our discusson to this point. These are: the issue
of the further ditribution of responsbility betwee the Public and
private sector; the effect of the in ng rtance of urae

the quasi-pzblic operations in the private sector, specially in
the relAtionshps between costs and stAndards; the effects of the
oa i of medical car on its cost; and the effect of res

and eduatio on the cost of ical-care.

12. ?Uchael M. Davis, 'Mdical Care for Tomorrw ," (w York:
hrperts, 1955), p. 188.

13. Report of the Medical Care (kouittee to the ational Advisory~ltha ouncil, U.S.P.H.S., 1961 us.
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The debate on issue relating to the distribution of responsi-
bility between the public and private sectors for the financing of
medical care has in recent years centered on the question of the use
of the machinery of social security for the purpose of implementing the
principle of social insurance in the field of health. Since the passage
of the original legislation in 1935 there has been wide discussion and
debate on this issue. lhny times legislation has been proposed and
introduced to accomplish this end. No legislation has been adopted.
Presently the use of the social security mechanism to assist in the
financing of medical care to the aged is under sharp debate.

It seems logical that this should be so, particularly in the
light of the success of the voluntary insurance mechanism in meeting
the demands of the employed group. There are now more than 15 million
persons over the age of 65 in the UIited States, Contimnation of our
present population trends, and continuation of success in the appli-
cation of the medical sciences will cause both the numrber and proportion
of older persons in the population to increase. Older persons are not
likely to disappear. And as our society has increased resources to deal
with its social problems, we tend to view the problems of older persons
with increasing compassion for their comfort and happiness. Decreas-
ingly are we angered that they are a burden on the productive economy.

Older persons have special health problmes. They have a high
incidence of illness. They are substantially less well protected by
health insurance than younger persons. Their incomes, despite social
security, diminish rapidly at the point of retirement. Although there
is continued improvement of private pensions and social securitys pri-
vate savings are insufficient to meet their medical costs. Substantial
nunbers mast have help from public assistance to meet the costs of
medical care.

Granting then that older persons as a group have a special
problem which is aggravated because many cannot carry forard the
voluntary insurance which they had during their working years, what are
the objections to including health insurance for them within the mecha-
nism of social security? There appear to be three which are important
to consider. The first two are questions directed towards the social
security device in principle. They are the objections that the system
destroys individual initiative, and that its management and fiscal
policies are unsound.

These objections have been present ever since the original
legislation. Fblsom,l4 reviewing the progress of the past twenty-five
years under the Social Security Act, finds no evidence that these ob-
jections are presently valid. Indeed he says, "It would seem that
progress has not been hindered by the Social Security System, but in

14. Marion B. Folsom, "Goals in Governmental and Private Plans
for Social Security." Address on Twenty-Fifth Anniversary of the
Social Security Act, Nshington, D. C., August 15, 1960.



so respects this system has actually helped. D has reduced the fear
of unemployment and dependent old age for millions in the population,
while for the econowy as a whole the payments under the system have
served as a stabilizing factor. m Folsom also finds that the adminis-.
tration of the fund has been effective in terms of reducing the expense
ratio to its present level of about 2 per cent of the benefit payment
and that the actuarial phases of mnagement demonstrate an ability to
mintain a balance between the costs of benefits projected ahead and
contriburtis to the fund.

A third objection to the use of social insurance for health
flows from the idea that it would substantially upset the free urket
econoq which presently chaacterizes the bealth field.

This objection no doubt has validity for those who put a higher
value on the preservation of the health of the present mrket econouW
than they put on the health of the American people. For one thing the
use of social insurance would introduce national system and organization
into the present situation. There is of course very little which at the
present time could be said to be systeutic in the way which people get
their mdical care. lWe operate here on a laissez faire basis in comon
with other service industries. However, the intoduction of social in-
mmnee for older people alone would not drastically disturb the economy.
For as we have seen, older persons are not substantially included in the
presnt programs of health in nce, and some of the services which
would be provided are already financed by public mchanisms. Wihat is
meaningful about the objection is the fear that this kind of protection
would work so well for older persons that it would be extended to other
groups. This indeed would upset the economics of medical care.

But it seems that this risk ny have to be taken. Pbr there
appear to be only two ways to met the public responsibility for medical
services to older people at the federal level. COe way to do it is
through the general method contained in the Kerr-Mills legislation
passed by the last session of the Congress. The other is the device
of social security. The first mthod requires a means test for the
control of public charity. The second ties the provision of the service
to past pasticipation in the productive economy.

The means test is a device, vestigial from an era in which
poverty was regarded as a crime against the comnity. In its modern
application it has the effect, so it is said, of protecting the indi-
vidual from unwittingly becoming dependent upon the state. lt also has
the effect of inta ining a otus in the market economy of health
by blocking the us of governmnt in the establish t of ealth in-
surance program.

Another view of the means test, to which I subscribe, is that it
is a degrading hurdle between the individual and his state which prevents
the use of government in meeting effectively health needs. Surely the
utter of the health of the citizens is a utter of the general welfare.
I would hold that in such a utter wise public policy is to use the
uchinery of government for achievemnt rather then protection. The



central issue the in the extension of soial securitDy machinery to
provAe healtheservices to older persons is the isse of the choice
of the appropriate role of government in meeting humn reeds, -ad
whether we can undertake to use goverment in a fashion which i-ght
upset the present market econozW.

Out of deference to this last problem, most social secUrity
planners have suggested the exclusion of pk8sicianst services trom the
program of benefits, hoping in this manner to skirt the economic issue.
Of course this approach dilutes the quality of program, since medicine
is the central profession in the provision of medical care. Apparently
then if the social security approach is adopted it will have to comence
with considerably less than an ideal program of benefits.

1espite the present formidable op ;itiob I believ that v* will
legislat to include health insoftwve for the a&ed iv te eoi&l ebecu-
rity pogra within t*he net decade, prbably withSa the Mxt thSe
years. We will do this beca"e in the end the dedision wil be a po-
litical one which follows the present trend to use government ad a
means to implement human achievement.

Because I believe this to be so, and because it is in thi history
of other nations whose culture derives from the same ethos, I believe
also that we will increasingly nationalize health services. Those who
sy that health insurance for the aged is only a step toward the wider
use of national health insurnce are probably correct. But because of
the presnt apparent vitality of voluntary halth insurance and pre-
payent, and because we have as yet very little sound knowledge as to
whether the coverages under such plans are qualitatively up to proper
expectations the exact pattern of bVolutiOh from this point is by no
uans clear. In the meantime, some groups such as agriculturl workers
will not be well Provided with he*lth services.

There is of course great resistance to the extension of national
health insurance in any form. One would imagine tiat this derivts from
the fact that health services are in the private enterprise Area. And
when the economy is generally strong we can afford to have these serv-
ices on a profit basis. Government is in general properly loathe to
nationalize industries, at least when they ale in no grave dangetk of
collapse. So to the extent that the econot remains strong, and the
voluntary health insurance programs continue to expand, any movement
tomards national health insurance for groups other than the aged is
likely to be slow.

The possibility that the device of moving public responsibility
to private centers of power to avoid the impact of government has been
explored. To date it has not offered much promise for general g?oups
in the population, largely for the reason that there are some 11 in-
suring organizations. Surely the commercial insurance companies are
in competition with each other, and as a group they are also in compe-
tition with Blue Cross and Blue Shield. This makes it very diffieult
to develop a single center or a few centers of power with which govern-
ment might work. That this is a viable type of alternative howver is
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demmstrated by the operation of Midicare. The possbility of making
it mork for both physician and hospital services for amy large group
would inrolve the introduction of quality and cost controls on a na-
tional basis for both mdical and hospital care.

Bren under present circu nces the problem of thse controls
face us. This is the second issue which I wish to discuss, the issue
of the effect of the growth of private health insuance in causing
operations in the private sector to assum a quasi-publi character.

Mithin the past few years the question of controls has been
brought to the attention of the larger comamity through the public
hearings concerning rate increases for voluntary bealth insuance,
which is subject to supervision of state insurance cosuissioners. Ih
the light of the rather spectacular recent increases in hospital costs,
may increases in health insurnce premiums have been required. Fre-
quently the effects of inflation have been so extrem that at the time
when premium have been increased it has not been possible also to
increase the scope of benefits. Ths concentration on costs of present
services regarded in the light of a situation in which benefits are not
yet adequate, has meant that ny professional matters have been pub-
licly discussed, including the relationship between the physician and
the hospital. There has also been much discussion about the efficiency
of the hospital operation.

The point I amsaking is that voluntary health insurance is
under public scrutiny nder circuances which raise issues of cost
and quality. And the nature of this scrutiny has political overtones.

The mutters which have bee opened for public view are largely
Blue Cross problems. Blue Cross of course tends to operate on the
principle of guaranteeing a quantity of service to the subscriber rather
than providing an indemity to the hospital. It is concerned under
the circumstances to return the largest possible amount of the premium
dollar in benefits. Other types of health insurance tend to indemnify
the hospital and by no means all are mtual in character. We have had
very little public review of these programs, but in the end they cannot
stand apart from the sa scrtiny as has been directed at Blue Cross.

The Somers15 have reviewed the question of whether cost and
quality controls are necessary. Their general conclusion seems to be
that such controls, if they could be effective, would go a long way
toward the preservation of voluntary health insurance. So far there
are only isolated examples of efforts to establish such controls on a
voluntary basis. These include control by the carrier which is the
essence of the efforts now being carried out by the Blue Cross plan in
Fhiladelpha, control by medical societies, by union managenent welfare
funds, and even by appeal to pbyzician from industry to keep their fees

15. Ann R. and Hermn ML Somers, "Health isurance: Are Cost and
(mality Controls Necesary?" The Brookings Institution, iashington,
D. C., 1960.
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doiwn. The Somers conclude that, while there are advantages to diversity
fin control devices, the present experience projected onto the national
scene would be "formidable. "

It seems likely that concern for cost and quality controls will
continue. It seems unlikely that the present insuring ergaiJzations can
in the near future agree upon a device which would be nationaly oper-
able. 'eAat would make it possible to do so would be a chan-ge in the
character of the hospitals in the country from their present voluntary
nonprofit character to profit-making institutions. The nonprofit hos-
pital is a vestige from an era of intense voluntarism. As such it takes
a position that as an institution it should not profit from the pro-
vision of hospital services. In this respect the voluntary hospitals
behave m-ore like government than private enterpriee. They are, with
government, the najor nonprofit portl&nb 6o- the -e-lIth 4AdWstry. Thy-
sicians, the drug i sdut-try and 'the dental pebs1ion all eic6ct a fair
return Above the tott -f ding bus4hesu Atotl s oapis rtain
their present character It 'ivat be difficult for them to partieiate
in other than public forms of regulat-ion. They will be d-iffiult to
persuade that they should participate in privatle reieat:i& even if
such regalation is deemed necessary to the existenioe of the voluntary
health insurance system.

The Somers ask the question whether voluntary health nsrance
can survive without regulatioh. The answe-r is by M mans clear, but
the evidence points toward the necessity of regwlAtio6 rather than a
continuation ot a hands'o-ft policy. 1ok' dbes the evidence indicate
that even with regulation voluntary health insurance would be as uni-
versally effective as social ihsuzance.

One of the special geniuses of our tiis is the skill of the
hun aninal in organizatiao. The modern co'p-Oat-ion is at the center
of our free enterprise system. Organization hat obvious impact upon
the efficie-nt and effective delivery of health services. Iddeed, this
is one of the attractive aspects of the use of the tocial security
system, for it then becomes possible to bring people and ftnds together
in an orderly fashion. The provision of iedical care in this country
has been characterized by the rapid devd1op.nJt of medidal speciali-
zation and the increased use of hospitals. A generation ago the family
phyr,sician could handle a wide range of troblem&. Now with the exqpansion
of knowiledge this is no longer so. Indeed the public now bhows this to
be so and demands this sort of service. The physician needs not only
the help of specialists in medicine but also nurses, social workers, and
a wide variety of medical technicians. The increased opportunity which
now arises for more comprehensive and continuous medical cate introduces
problems of organization.

One form of medical organization which is growing is the group
practice of physicians. In 1946, 3100 physicians were in full-time
group practice. Today 10,100, or 6 per cent, of all practicing phy-
sicians in the country are in groups. Groups can have an effect upon
the financing of medical care. Through the efficient use of scarce
skills they tend to lower the cost of service to the consumer in com-
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parison to the traditional referral for fee-for-service practice. lt
is a safe assumption that if one is concerned about comprehensive and
continuous mxdical care, this care can be performed mst economically
by groups. Ihterest at the presenttlme however is not great in com-
prehensive care, although it my be growing.

Organized medicine has in the past discouraged group practice
and is actively concerned that the corporate form of haman organization
not be applied to medical care generally. Since, however, most hos-
pitals could undertake to be group practices if the barriers to corpo-
rate practice -were removed, this position of organized medicine does
not appear to be wholly in the public interest either in regard to the
possibilities of improving the quality of nedical care or providing it
at lower cost. State legislation defiing the role of the hospital could
help this situation,. but is not likely to be widely undertaken.

There are two other aspects of organization which deserve to be
mantioned. These are hom care and progressive patient care in hos-
pitals. How care services when they are sibstituted for more expensive
hospital care have obvious adwantages. The development here has been
mDdest to date. Further attention deserves to be given to this need.
Progressive patient care is a service within hospitals which gades the
intensity of the care to the patientis need, and as such reflects som-
what the sam classification of effort as between the hospital and the
nursing home. These emles suggest that there are relationships be-
tween organization and cost and quality. Much moe research and dewn-
stration needs to be undertaken if these relatimships are to be fully
exploited.

A final issue which requires cowent is the relationship between
medical education, research in the medical sciences, and the cost of
nedical care.

Regardless of its form of organization the provision of medical
care depends upon the existence of an adequate number of adeqcuately
trained physicians. As things presently stand, we are not sustaining
the present ratio of phWsicians to population. The need for new
graduates in 1975 is estimted to be 11,000 against 7400 in 1959.
F\ithermore the nuxber of applicants to medical schools bas diminished
from 24,ooo in 1948 to 15,000 in 1958. One of the econoide costs of
finncing medical care is in the cost of preparation of physicians.
Cearly if the present situation is to be imrved more nney will need
to be spent on new medical schools and scholarship assistance for phy-
sicians in traig.

As the explosion of knowledge continmes, we shall need to con-
tinue to increase support for research in the sciences related to
medicine. And new knowledge will cry for application to help diminish
the effects of pain, disability and premature death. The application
of this new knowledge nay make medical care even more expensive. Prog-
ress has its price.



This has been a review of selected data whch seemed relevant to
an understanding of the trends in the financing of medical care. We
have undertaken to examine a few of these trends, here and there making
a prediction, but in the main leaving most of the questions unanswered.
In the discussion we have taken the view that health is important to
the general welfare, and that the availability of health services should
not be unduly inhibited by needs to maintain present economic relation-
ShpS.

All of this discussion has been within the context of the indi-
vidual of whom 1klt idtman so eloquently wrote:

"I swear I begin to see the meaning of these things.
It is not the earth, it is not America, who is great,
It is I who am great, or to be great - it is you up
there, or anyone;

It is to walk rapidly through civilizations, governments,
theories,

Through poems, pageants, shows, to form great individuals.

nUlderneath all, individuals.
I swear nothing is good to me now that ignores individuals.
The American compact is altogether with individuals,
The only government is that which makes minute of individuals,
The whole theory of the universe is directed to one single

individual namely to You."



DIPFED QUMST1 3 THE F3ANG OF ME)A CARE

by

Arthur Kemp
Professor of Iomy and Credit, laLemmt Nbnts College and

Professor of Economics, a m dnate School
Clarmnt, California

To ask an unreconstructed liberal, in the clasical sense of the
term, to deliver one of a series of lectues rating the 2th a
niversary of the Social Security Act is thing like asking a con-
firmed pacifist to give a speech at a banquet of professional ilitary
sn commeorating the great victories of the wmr. Nonetheless, I co-
sented to do so because, as Is. Gordon made clear, the purpo in e
lectures is to presnt several points of view.

WIthin the limits of time, tolerance and your patioec, I shall
try to present a brief background of th is, an Wdeological p tion
and an examination of sow of the issus in voltmtaz7 o1th insMwarx9e,
of which the role of goenmt in financing medical caw is but cm.

I shal not attempt, in the interests of brevity, to eess a
position relative to the entire social security,, welfare structure.
b.stead, I shell try to devote the lecture to a of the
isms in the narorwer field of health care. Part cularly, I she1l try
to devote tim to back nd imses arising out of the question of Pro-
viding for health care, dical cre and hospil benefits, isr the
social security payroll tax mechanism and not to the specific contro-
versy currently urrounding coderation of the K igbill (H.L 1222)
and the companion bill of S tor ron (S. 909) by the ogrss of
the thited States.

The political controversy over health insurance is not now, is
not confined to the United States, and is ulely to ceas even if a
national health service similar to that in Great Britain were to be
established in this country - a highly unl occurrence in the
imdiate future. As long ago as188, the Bisrkg verment in
Germany created a form of health insurance to ihich people within
oertain income limits were required to Join wdth their employers and
the governmt in purcasing medical care. Im Aland, low incm
employees baving less than 312.50 per year were compslled to take part
in a prepaid mdical service by the 19ll NLtiocal Health asu:rance Act.
Since that time alwst every large, industrialized country has produced
some kind of compulsory or semi-compalsory medical care schm either
through a national, gov ental program or by cozlsion to join
private sickness funds. Also, up to and including the presnt time,
questions of cost, nature of service, and of mat proportion of resources
shall be devoted to medical and hospital srvice continue to be "hot"
political, issues in al these countries as wel as our o0. Ii the
thited States, dering the formtive years of the Social Security Act
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(1934-1936), considerable agitation took place within the Roosevelt
Administration for the adoption of a national compulsory insurance
program wider Title II of the Act. Iater, several proposals were made
to enact a limited version which would extend hospitalization benefits
to all those covered under OASDI - in 1942 by Representative Eliot;
in 1943 and 1945 by Senator Green. Dn 1948 the Vhgner-Marray-Dingell
bill toauched off a vigorow political controversy by advocating a
national compulsory health insurance arrangement among other things,
and a limited version, the Fbrand bill, resulted in a similar contro-
versy in recent years. :h the latter part of 1960, Congress passed
the Kerr-Mills Act (P.L. 86-778) authorizing federal grants to approved
State programs for providing medical care for aged persons of limited
means.

The basic economic question, of course, is: Hw should people
pay for their health care? Although I am far from certain as to why
thi should be so, few other questions seem capable of stirring so much
passion inthe buannbreast. I a way this is a shame for there are
few subjects other than medical economics - a term I use despite w
distaste for it - where it is more difficult to sake completely true,

le statements and few subjects on which it is of so little value to
be rigidlyr doctrinaire.

At the risk of being accued of belaboring the obvious, it may
be helpful to describe the basic ways in which health care can be, and,
to som extent, is financed. The first, and most obvious, method of
paying for health care is to utilize current income or a savings fund.
The latter may be a personal savings fund accumulated by the purchaser
of health care or it say be a fund borrowed from others, to be repaid
out of future income or revenues. A second mechanism that has developed
is the service benfit plan, such as most of the Blue Cross and Blue
Shield Plans that sell, on a more or less prepaid basis, hospital and
medical benefits expressed in terms of service rather than in money. A
decidedly restricted variation of the service benefit approach is the
"closed panel" type under which the purchaser buys a right to receive
the services of a group of affiliated doctors, usually employed on a
salaried basis, together with such hospital or other facilities affili-
ated with the pn. A third mechanism is what I prefer to call medical
care insurance, although popular usage is somewhat broader. These plans
sell some form of cash indemity arrangemnt rather than service bene-
fits. Still a fourth type of financing mechanism consists of group
negotiated contracts, sometims comining or including forms of service
benefit and medical care insurance, negotiated through some group
device, such as labor unions and saagement bargining. The fifth basic
method of financing is through some form of governmnt taxation, whether
the tax paid is related to the service or entirely separate.

Purposely, I make no mention of ree" medical care. Although in
the narrow sense of voluntary charity, or individual care given by a
physician or hospital free of charge, it is possible to speak of "free"
medical care, it is not possible to have a system or mechanism for "free"
medical care. IMbst so-called "free" medical care sstems are variations
of the fifth mechanism - the payment of medical care by governmental
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coercion and the tax mochanim

Bw should people pay for health car? How do they do so? How
mch bealth care ought they to buy? tader what circumstances and con-
ditions? 14rely asking these simple questions reveals the complexity
of the sibject utter. people have different ants in health care.
Just as ome people rant pink shirts or plaid shirts, and others ant
white shirts, so people have different wnts for health care. To assert
that people -wnt the highest quality medical care, as the oratorical
phrase goes, or the best shirts, or the best transporation system, or
the best government, beg the da tquestions involved. The
piblITs a collection of individuals, and the whole is no greater than
the sm of its parts. The ultiute wants in health care are the wnts
of the individuals who form that public; them are no super-individual
values or ends. Mten we ask what does the American public mnt in
health care, we are really asking: t do individul people desire or
want in health care?

At present, the Thited States still has a sytem of which it is
probably true to sa that the ujority of people, in one my or another,
pay for their om mdical care. However, it would be both illogical and
inaccurte to overlook the sverl parts of the te that might well
be called socialized medicine, if these words were not so highly debased
in use. There are, for e ple, more than 22 million veterans in the
United States, who have a legal right to receive health treatuent for
service-couected disabilities and, under certain circumtances, for
non-service-connected disabilities. There are over 300,000 American
4Iians, and perhaps 50,000 aen, wo reoeive a medical service paid

for by the mtional goverent. the extension of the syste of
Medicare, idves and children, as well as servicemen, have a legal right
to receive medical services free of charge. All levels of government
in the thited States, as yu my know, spend something the neighbor-
hood of $6 to $7 billion annually on various items of medical care for
the aged and non-aged needy, on veterans, on construction of hospitals,
on piblic bealth facilities, and on mdical research. The mtional
government alone operates a coniderable number of hospitals, largely
for veteran and menbers of the armed services, and both state and local
governmnts also operate a substantial nwber of hospitals. Between
2,000,000 and 3,000,000 federal employees have part of their health
costs paid by the government as an employer.

On the other band, the vast mjority of the Amrican people pay
their mdical cost directly or through systems of voluntary insurance
or prep nt, at least in part, although I don't think we have ever
really determined precisely what part of these do not pay the full cost
of the insurance or what part of the premium is paid by employer or
trade union.

Typically, how does the average citizen pay for his health care
and that of his family? :E such a typical person exists at all, he
has either a serrice benefit or medical care insurance plan paying for
a substantial part of his large, unexpected medical expenses, such as
hospital bills and surgical fees, while he pays for sost of the smaller,
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or budgetable, mdical bills either out of current income or cash
reserve.

Protection against large and unexpected health care typically
has been handled by voluntary financing mechanisms in the United States.
The extent and rate of growth of these mechanisms was largely unfore-
seen and unpredicted, and has been little short of miraculous. Over
132,000,000 people, well over 70 per cent of the popilation, have some
form of either service benefit, medical care insitrance, whether group
or individual contracts. This is over twice the number of people who
had such coverage ten years ago, and well over six times the nuiber
fifteen years ago. over 50 per cent of the popilation have the right
to some fcrm of health care benefit covering more than one of the
categories of hospital, surgical, and regular medical. The most notice-
able increase in coverage has been major mrdical expense insurance - a
type of insurance scarcely available a' all ten years ago, the rate of
increase of which is greater than any other type of insurance presently
available.

Oe would expect, from age structure and availability of cover-
age - and this is verified by the evidence - that the largest pro-
portion of those having purchased health care benefits would be families
whose chief income earner is a male in the most productive age groups;
that is between age 35 and 44. In the early earning years the indi-
vidual tends to purchase benefits in a variety of ways, and to hold on
to it as he grows older. As one might also expect, the proportion of
families carrying health care coverage is higher among those with higher
incomes than with lower; coverage is greater among urban families than
farm families; coverage is greater in the northeast than in the south-
east; and in the east than in the west.

Carriers of insurance such as Blue Cross-Blue Shield, offering
for the most part service benefit type contracts, cover fewer people
than do the commercial insurance and cash indemiity plans. Certain
miscellaneous independent plans such as are operated by some of the
unions, or by union management health care operations, are numerically
of less importance. That the medical profession calls closed panel
plans cover about 3i million people, while other independent plans,
including some medical society plans that differ from Blue Cross-Blue
Shield more or less in name rather than in content, have 8 or 9 million
people enrolled in them. These nunrbers can be compared with Blue Cross
enrollmnt of over 55 million, Blue Shield of over 45 million and com-
mercial insurance companies over 75 million. Ihturallyr these figures
do not add up to the total 125 million persons protected since many
people carry more than one type.

Few will deny the great progress made by the voluntary mechanisms
during the past twenty-five years. Yet the criticisms are, if anything,
sharper and more extensive than before and the differences - political,
economic, ideological - more violent than before. Tn fact, some of the
increase in coverage was due to the fact that organized labor, somewhat
reluctantly, accepted group negotiation of health care contracts as a
poor second-choice to its preference for the tax supported and financed
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mebanism particularly under the social security echanim.

The very violence of these differences, and the political
activities of orgnized groups, suggest that there my be sufficient
recognition of the nature of the ideological spectrum. Dlfferences
,_ng people can arise from several sources: one type of difference
can be resolved ordinarily by looking at the facts. A second type of
difference, leass easily resolved than the first, is that arising from
illogical or erroneous interetation of facts. For, as was pointed
out so many years ago by the father of modern economics, Alfred lkrshaUl,
facts are of no significance until they are examnded and interpreted by
reason. As Marshall put it, wTe most reckless and treacherous of all
theorists is he who professes to let facts and figures speak for them-
selves." This is further co lcated by our tendency, and we are all
guilty to soms extent, of selecting and interpreting the "facts"
according to our desires - according to what we think should be rather
than what is - and to desist too soon even in pursuing uscientific"
studies. Particularly is this true in the social sciences where objec-
tive masurmet is frequently more difficult than in the physical
sciences.

But the third type of difference is the most difficult of all;
it does not arise out of disagreement over what the facts are, nor out
of illogical and erroneous interpretation of those facts, but out of
diamtrically opposed, antithetical phlosophical positions. To the
extent that this third type of difference occurs, the mstter cannot be
settled by an appeal to fact or to logic; it can only be settled, if at
all, by persusion or by fighting it out in the political arena.

Let me state clearly w own position. I want to preserve, to
protect and to promote the private - that is, non-governmental -
practice of mdicine in the thited States. I am ualterably opposed
to any policy that threatens to obscure or to subvert that objective.
If it could be proved beyond doubt, and to vy complete satisfaction
that the best and most efficient medical care could be obtained by some
other system, I should still prefer the private practice of medicine for
only in this way can the real progress of the future be achieved. To me
it is evident that some others have different objectives; and the most
extreme among these are those who wish to establish the practice of
medicine as a monopoly of a group of salaried physician employees of
government. Between these ends of the political spectrum, there are,
of course, a great variety of positions and I leave it to your indi-
vidual judgment as to which end of the spectrum is left - and much
is right.

The question of whether or not to use the payroll tax, social
security mechanism is only one part of the struggle evolving a system
of health care for the thited States. Fundamentallyr there are only
two ways of coordinating the activities of large numbers of people; one
is to provide some sort of central direction involving compulsion and
coercion. This is the technique of the Army, of the centrally planned
state or totalitarian state carried to its logical conclusion. The
second method of coordinating the activities of individual people is
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through their voluntary cooperation and, indeed, this is the tecbnique
of the narket place. For a system of health care, the first method
requires government intervention to an ever greater degree into the
health care mechanism; it requires coercion by the government to bring
about a specific end. It is basically paternalistic in outlook, and
seeks to achieve a health care system on a basis of what the individual
should have -- as judged by some elite group - rather than what he
wants. A health care system based on the voluntary cooperation of
individuals, on the other hand, is achieved only through some kind of
market mechanism and voluntary exchange bringing about coordination of
activities without coercion. A health care system. organized through
voluntary exchange is a free, private enterprise, competitive exchange
stem. kat we presently bave, is not of course, purely one or the

other. It is always mch easier to state the varying principles in
general terms than it is to spe:l out in detail what actually is, or
even what should be. But it cannot be denied, I think,, that this
fundamental claslh of philosophical ideoloy is noticeable as much, if
not more, in the area of health care than in other social problem issues.

Let us consider briefly the normative issues underlying such
issues as social security and compulsory health insurance for all or
for specific groups such as medical aid to the aged --whether of the
Kerr-ills Act type involving only aid to needy aged, or the social
security mechanism of payroll taxes. The broad, general questions are
these: (1) To what extent, if at all, is it desirable for government
to subsidize by payment of money large groups of heterogeneous, voting
citizens? (2) To what extent, if at all, is it desirable for govern-
ment to subsidize these large groups by paying for, or providing di-
rectly, specific goods and services?

lb should be apparent that there are meny issues, in addition to
those involving medical and hospital care, or old age pensions, to which
these basic questions apply. It should also be apparent that a person
my logically favor government intervention of the type suggested by the
first question while totally disapproving the type of intervention
suggested by the second question. For nself, although I should wish to
examine carefully each specific application of the principle, I regard
both types of intervention as undesirable but the first, given a choice
among evils, as decidedly less evil than the second.

The views individuals take in answring these questions determine,
to a great extent, the pressures for and against most of the activities
that migit be termed the "welfare state" if the phrase were not used in
a derogatory sens. Similarly, the nature of the spectrum of political
attitudes revealed by the various answrs made to these questions indi-
cate the possible compromises among the forces struggling in the legis-
lative or political arn.

To alleviate the extremes of indigency, poverty or starvation
has long been recognized as a moral obligation on the pert of the
individual and, to a lesser degree, on the part of the commmity. The
extent of the moral obligation upon family, friends and associates,
upon local governments or national governments, or upon voluntary



agencies or religiou groups is not objectively le and is
freqaently mbtect to mm interprttios.

Public assistanoe program, at the national level, for exanLes
are mder adaptations of the poor laws - devices looked upon by m
as necessary but temrsIo7 evils l. the develo-mnt of the coa- ,
necessazy to aid the poor, the mfortate, the h}dcopped or ev the
ii%AU%vident until isuch a ti as rising living sar and e 4aiml
lev render h as ae _ ry

Thse who tak this view are Ikely to favor sol Outos involving
direct ms3tar peymts for the reli of indiv alsn the basis of
need, measud by som form of needs test - mther income, assts,
net worth or whatever - objective if possible, mOW-eatve if not.

Qiite a differnt view is beld by those ido regard the provision
of social services, either directly or indirectly, as a prmene-t
function of the rational gDvermnt. rstead of a temorary relief

chanism, this view regards the provisio of specific goods and
services as a progressvel;y expnding function covering more and more
goods and services, and ntaigan ever growig proption of gross
nat l p t, ational and persoal inom. It regards as both
necessary and desirable the increasing enploymnt of e rts to Mt
'standards" and to ensure the Sproper; selection and distribution of
social goods and services. Those who ta this view are less concerned
with poverty as suh than with program dsied to icrese the qun-
tity and quality (freqwntly uredby the degree of eq lity in-
volved) of the social distribution. tead of favoring ny distri-
bution, the scial view will favor specific serrice benefits; instead
of a inivtration at the local level, the social view will prefer the
ntional levl.

Between thes two view es the entire spectrw of shades
of cozprcK,se. Som my argue that there ill alins be a lover leel
to be treated as relatively erty stricken. Others my argue that
elimination of social expndture program, one ewbarled upon, is too
difficult a task to be undertaken politically and, therefore, that the
existing level, essed perasps as an absolute amount or as a pro-
portion of the nationa income ld be intaied but its expensicn
opposed or inhibited. The variety of c so far as adminis-
trative leveLs and other am- for ecuaigfrequent reaassess-

sfa of progz ts8 707 va
Although thes baic considerat s apply to practically all

velfare program, the nature of the questios can be seen en applied
to the questim of medical care for the aged. The use of the Social
ecurity peyroll tax mechanism is clearly the preferred device to those

who regard the social wrrices as a conti expnding fuction of
society. The locally a nisred m assta pograw mplified
by the Kerr-§.lls Act is certainly the preferred mechiaAim for those who
regard the plen of poverty as a limtd and trry one.

The opposition of the ian IbdiJan Association, the American
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Dental Association and the American Hospital Association to the Social
Security, payroll tax mchanism to provide medical and health care
benefits to the aged did not take place against the Kerr-Mills Act s
attempt to aid the indigent and near-indigent; nor would any such op-
position have been aroused by proposals to increase the cash payments
to recipients within the existing OASDI strmcture. If do-Tlr paywnts,
rather than service benefit p ts, had been proposed sufficient to
permit the individual to buy health care insurance if he chose to do
so, the purveyors of health services would have had only a passing
interest in the legislation. tIderlying the opposition also is the
belief on the part of the parveyor groups that the ever exnding social
service concept, with standards determined politically by experts rather
than by the rket forces, would ultimately lead to similar pressures
for paying for the dical and health care of the entire population in
a similar mnner.

Nspite.r disagemt, I sbould c.rtainLy defend the right of
those who believe in it to advocate using the finacial meebanism of
social security to provide health care benefits, I am such less tolerant
of the approach that advocates it for particular groups, such as the
elderly. D fact, I am not at all certain that they do not harm their
owi case. The emasis placed upon the financial status, indeed the
poverty, of the elderly is a weak logical reed on which to rely. The
mechanism for alleviating poverty are vrny and varied - whether the
poor are the elderly, farmers, negroes, urban slum dwellers or what-
have-you. The medical profession, in m opinion, has been quite correct
in mistrusting the motivatiom behind the arpunt. Ir the social
security mechanism is a logical financial ethod for pulrchasing bealth
care for the elderly, it not be so for all the popelation and for the
sa reason. Poverty is a false, if not dishoneat, issue.

There can be little doubt that the mdical profession mistrusts
the extension of governmental influence in the various aspects of
medical care.* th reason, doctors are aware of the evidence strongly
suggesting that governmental intervention into these areas tends to
develop into a mnopoly funtion of government and, in so doing, reduces
the freedom and responsibility of the indvidual to provide for his
current and future health, and other elemets of his well-being.
Doctors are aware that once such resonsbility is lost, once such
freedom is ered, the decision is well-igh, irreversible. They
believe that only with individual freedom of choice can the medical
profession assure high quality of medical service. The Bouse of Dele-
gates of the American Ibdical Association has expressed its position
em tically:

"The American Iodical Association believes that free
choice of physician is the right of every individual and
one which he sbould be free to exrcise as he chooses.

"Blch individual should be accorded the privilege to
select and change his physician at will or to select his
preferred system of medical care, and the American )dical
Association vigorously supports the right of the individual
to choose between these alternatives.
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'Iast there be any isintrpretation, we state unequivocay
that the icazi Nadical ociaton firmly subscribes to free-
dom of choice of free competition asong pwsicians
as being preequisites to oimal m Oai car.

wIhe bemfits of an system which provides indical care mat
be judged on the degree to maich it allows of, or abridges, such
freedom of choice and such competition."

As might be expected, wor individuAl doctors bave expressed it
even more forcefull. For eNoe,rmn A. lbch, M.D., Speaker of
the American Ibdical Associationtso e of DeleFtes addresg the
htiol 1 on Prepaid Health nce, Iy 13, 1960, said:

'At presnt all the medical profession wishes is tim to
ep d and io oluar ehanim now available and iwich
we feel sure will perpetuate the freedom of the individual to
prchase his medical care in a maner we consider fundamntal
to the preservation of the wy of life for which our forefathers
fought and died and whch ve feel we have a duty to preserve for
future generations.

*Iet us not substitute for the yaternalistic employer a
paternlistic governumt which mst of necessity regulate the
amiont of mdical care it will provide. Let us not overnight
destroy an effective mehaxism in which labor,,mnagement, the
public and the profeion my take an active part and which
once desoed ill probably never be rebuilt. "

3h a speech to t}he biso Electric Institute at Atlantic City,
F. J. L. Blasiogen, M.D., xecutive Vice President of the Awrican
lbdical socation, s ried tedical view as follows:

'As far as the edical profession is concerned, it is
dedicated to eaing pain,s l the sick, and proloning
human Wfe. Mbdicine cannt fntin effectively unless it
is practiced in a climte of freedm

'Paicians, therefore, recogie their stake in preservi
our competitive society, with its acoent on ability and respon-
sibility of the individual. '

Bitting aside, for the m)nt, the basic normtive issues, let
us consider the weaknesss and strengths of the voluntary ch.aniss.
Even here it is impossible, of courae, to avoid criteria for walmesses
and strengths that are essetially normative in nature. But at least
it is possible to consider some of the alleged weaknesses. These,
stripped of the emtional words so frequently used,, are essentially
five: first, it is asserted that voltary medical care insurance does
not or cannot offer complet or couvrehensive coverage extending from
the first dollar to the last dollarspnt on health care of all kinds;
second, it is aid that the price of dical care has been increasing
rapidly, and placing sm low incom pers in a position of being unable



to pay for their health care; third, it is often stated that the very
success of the medical and allied professions in prolonging life and
eliminating acute illness has so increased the incidence of chronic
sickness that a governmental program is necessary to insure continuing
"adequate"? medical care for a1l; fourth, seldom stated explieitly in
this country, it is asserted that the voluntary system requires people
to pay for their o-sm health care and thus prevents using it as an egali-
tarian instrument for the redistribution of income; fifth, there is
criticism of the numiber and variety of plans and mechanisms available
among which the potential purchaser must choose.

Each of these criticisms deserves some consnt. Truly voluntary
insurance programs cannot meet, and are not intended to meet, the so-
called comprehensive test. Insistence on comprehensiveness can lead
only to one end, and that is the destruction of the voluntary mechanism
and, ultimately, the private practice of medicine. Voluntary health
care programs are based upon the application of certain insuranoe prin-
ciples. Basically, these are three in numiber: first, that the expenses
be large relative to the individualts income; second, that the individ-
uals are ai-are of exposure to the risk and are willing to pay the cost,
i-ncluding the administrative cost, of having that risk shifted to the
insurer on some kind of insurance or prepayment basis; third, that the
risk involved be unpredictable for the individual but predictable for
relatively large groups.

Comprehensive coverage in the sense in which it is frequently
used, covering medical and health care costs of all kinds, would entail
a large nuiber of medical bills that do not measure up to these funda-
mental principles of health care insurance. Some small bills are un-
predictable, such as a doctor's ordinary visit, or simple diagnosis of
a minor disease. Obstetrical charges, although relatively large, are,
for the most part, predictable; and there are a number of charges in a
shadow area that mny people, although aware of exposure to the risk,
would be unwilling to pay the necessary cost to have transferred to an
insurer. Further, some expenses need not be involved in a prepaymnt
mechanism but can be handled less expensively through cash or a post-
payment mechanism. In any event, the more conprehensive the coverage,
the costlier the insurance or prepayment mechanism.

Those who criticite the voluntary insurance mechanism in payment
for health care because of the increased costs of medical care, in my
opinon, prejudice the statement of an issue of considerable signifi-
cance. There is much to be said for the position that the development
of the voluntary insurance mechanism was brought about because of the
increase in medical costs, rather than that the increase in rmdical
costs was caused by the system developed. But, even leaving this out
of consideration, the criticism of the rising costs of medical care
begs a more fundamntal question; namely., in an extended period of
inflation, that is to say, an extended period of rising general price
levels, can all prices be expected to rise at precisely the sar. rate
or by the same amount? In all of the periods of this kind for which
we have data, some groups of prices have risen more than others. So
far as I know, there is nothing to suggest that any of the prices or



groups of prices that have risen more than the general price level in
the past twenty or twenty-five years have behaved significantly dif-
ferently from other particular groups of prices in previous inflationary
periods. The evidence would indicate that this is a rather typical be-
havior, not of any particular price or group of prices, but of some
prices advancing more rapidly than others.

The facts of the matter are reasonably well-known, although there
are some areas where additional information could be valuable. The
principle inflationary push has occurred since 1939, but the result
would not be much different if one were able to measure accurately from
1933. The total rise in the past two decades in the Consumer Price
Index is slightly greater than the rise in the medical care index. The
greatest increase of course has been in hospital rates. But, it is mis-
leading to look solely at prices in a period of substantial increases in
the price level without examining changes in money earnings. it is
necessary to look at both prices and incomes to determine the questions
of changes in terms of real income or real prices. Disregarding changes
in the quality of medical care that have taken place in twenty years,
the real price of health care to a factory worker is less today than it
mas in 1939. IL required fewer work hours in 1959 to purchase, even at
a higher price, the same quantity of medical care that could be bought
for a dollar or ten dollars in 1939. In 1939 a factory worker would
have worked 15 hours and 54 minutes in order to buy ten dollars worth
of medical care. In 1959, for the sam quantity of medical care, he
would have had to work only 9 hours and 42 minutes - and this doesn't
take into consideration the increased quality of care that he could have
purchased. At no tim in our history has the average person had as
great an ability to pay for medical care as he has at present; and at
no time has he been able to buy as excellent medical care as he can now.

The criticism concerning the change from acute to chronic illness
is a criticism which I consider unrated. There is some additional
evidence we used to have concerning the effect upon chronic and acute
illness of so-called 'break-throughs' in acute illness. IL is closely
related to the problem of medical care costs and a few observations are
perhaps necessary to clarify the reasoning. It seems to me that this
is one place in which the economics of health care differ slightly from
the usal economics. We are prone to forget that people ultimately mast
die of soething. ery medical success, every medical break-through,
creates a new problem that can be, and frequently is, a more costly
problem. There can be no doubt that medical advances have been amazing
during the past twenty-five years; these advances have changed the
nature of sickness to a considerable extent, but it would be foolish
to say that they have reduced it in total or that the increase in total
expenitures on health care results in any absolute necessity for govern-
mental financing.

This latter point, to the economist, is one of the most intrig g
things about so-called medical economics. It is related to the fact that
medical science can never achieve what it seeks to achieve. No doctor
has ever "saved a life" but many doctors have prolonged many lives and,
more important, have enhanced the dignity of living. Unlike innovation
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in other thins, medical innovation almost always leads to increased
total costs or expenditures. There seems to be no one in the world of
medical care services having as his primary and direct interest the
reduction of medical costs. People are unwiling to accept the same
services they were getting in the medical care area ten or even five
years ago even at lower prices. To me this is not only desirable but
is also, at least in part, one of the great strengths of the voluntary
system. %iccessful prolonging of life for a significant proportion of
the population would result either in an increasing percentage of
persons who have chronic illness or in a sharp shift in the nature of
acute illness. One or both of these developments must occur. If it
is the former, persons having chronic illness do not always need general
hospital care; frequently not even care in nursing homes or convalescent
homes. Steps to insure efficiency and economy in all aspects of medical
care are most effective when they work through the patient which means
through the voluntary mechanism.

Unlike Earope, the objective of redistributing income by systems
of health care is seldom expressed specifically in this country, al-
though it seems to have an influence even here. Perhaps such an aim
is not a necessary part of health care systems, or even what one might
call the welfare state itself. But the end result in almost all areas
where non-voluntary systems bave been established, including our onm,
has been the development of health care systems capable of being em-
ployed as tools for the redistribution of income. As one studies the
effects of application of the welfare instruments to health care, it
is impressive that there is first of all a compulsion requiring every-
body to insure against health risks or to contribute to a system which
purports to insure him against such risks. Coupled with this, very
frequently, has been a requirement that he insure through one unified
state organization; and this requirement is usually based upon asser-
tions that this is necessary for efficiency and economy. The require-
ment is not always stated in so many words but the net effect is
virtually to nake impossible a continuation of the voluntary mechanism.
The instrument, and a monopoly instrument at that, thus produced is
certainly capable of ocing things and providing things that a voluntary
arrangement could also supply. But it also becomes an instrurn3nt of
social control and can be used for other purposes. lIfatever assistance,
aid, subsidization and so on, is provided can be made dependent upon the
imposition of all sorts of special conditions. In other countries at
least, this has become in the course of time the governing consideration.
It has the potentiality of being used as an instrument for an unlimited
redistribution of both the quantity and quality of income.

The criticism of the multiplicity of plans, coverages, rates,
and many other factors is sometimes referred to as a weakness. I
disagree. To me this is the greatest strength of the voluntary rmacha-
nism. The important thing is to permit the individual to have as m.uch
choice in the selection of the type of health care plan which he wants
to receive as is possible under the circmstances. The matter should
be, as far as possible, one of freedom of individual, personal choice.
It may be that some people do not want any health care plan at all. I
confess that I would prefer that they be permitted not to have any; or,



at the very most, be required to furnish evidence that they have saf-
ficient assets to assure themselves reasonably satisfactory health care.
Even assuming that most people prefer a particular kind of plan, wether
it be employee benefits, with or without Blue Cross or Blue Sield or
some other device, there is available to them a wide variety of com
mercial health insurance or medical care insurance if they wish to sap-
plement these plans or to handle their own individual problems in a
somewhat different fashion. In fact, I think the outstanding achieve-
ment of our health care financial mechanism, is the great variety of
plan available for people to buy, using their own judgment in providing
for their own well-being in the purchse of health care.

'&ether we like it or not, all of us constantly bave to make
judgments that involve setting economic factors on the one hand against
non-economic factors on the other. These evaluations range in importance
from the most insignificant item to the most significant evaluation in
the world - our life - and such evaluations must be made whether one
is wealthy or poor. It may be as I say, that we don't lke to make
them; it my be that we would like to push them off onto somebody else,
but the fact of the mtter is that we cannot really avoid them. The
important question it seems to me is not whether or not the individual
is competent to make medical judgments, but whether or not these evalu-
ations which he must make, in one form or another, can be made by som-
body else for him.

We live in a society still essentially free, one that gives to
the individual person the right not only to choose his physician but to
make other choices as well. Indeed, we have even permitted the individ-
ual person to choose to use his capital and his serrices to advocate the
abolition of freedom of choice itself. Throughout the history of man-
kind this sort of society has not been the general rule but the excep-
tion. Perhaps this is inevitable. The totalitarian collectivist prin-
ciple is simple and straightforwrd; it appeals to those who say, "Do
something now." The necessity of restraint, group and individual, the
recognition of ignorance and the imperfection of humn knowledge, and
the denial of a miUlennium and the aim of establishing conditions that
make life not perfect but workable - all these attributes of a free-
choice society constitute a highly sophisticated doctrine.

lt is sobering to see the growing nuimber of so-called leaders of
political thought or politicians wbo advocate an ever-growing govern-
mental assumption of responsibility for all sorts of complex economic
and social-problems - full-employment, care for the aged, care for the
indigent, government health services, subsidized housing, and so on and
on. Yet the moral ethic on which our civilization rests e sizes
individual responsibility. CLn such a civilization survive? Ferhaps,
but only if it recognizes the difference between freedom of choice and
freedom fron choice.
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