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This report addresses the serious problem of increasing
health costs in Minnesota., The alarming increases in health
costs in recent months combined with their inevitable affect
on every Minnesotan were responsible for the creation of the
Spec1a1 Senate Subcommittee on Health Costs. The Subcommittee
unique in itself, having both Senate and public members, over
a period of nine months conducted hearings and compiled exten-
sive information from questionnaires, on-site visits, and
staff investigaticns. The findings and recommendations of
this work are the subject of this report.

During the course of the Subcommittee's work some abuses
were discovered and there are several areas where definite
improvements can be made to provide quality health care at
a reduced cost. However, it can be said on the average that
health care in the State is of high quality, delivered by
competent, well-qualified professionals. Minnesota is in
addition fortunate in having medical centers of the stature
of the Mayo Clinic and the University of Minnesota. There
remains, however, major problems in many rural areas of the

- State where health care, because of availability and costs,
is Qearly unobtainable.

The work of the Health Costs Subcommittee represents the first
coordinated attempt to investigate health costs in this state,
and it is the Subcommittee's belief that the effort has provided
a sound basis for the recommendations contained in the report

as well as for future monitoring of health care problems.

The approximate cost of this report is $3500. This includes
legislators' and public members' per diems, travel expenses,

postage and printing costs. Staff salaries for two individuals
were paid by the Robert Wood Johnson Foundation through the

Citizens Conference on State Legislat %;/
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PART ONE: INTRODUCTION

I. THE PURPOSE OF THE SUBCOMMITTEE

The questions of health care costs, quality, and availabiiity
have been the subject of increasing public and legislative concerﬁ
in recent years. Minnesota is fortunate to havé a good health
care delivery system. However, for many Minnesotans, obtaining
adoéuatc Lealth cére remains as a problem which requires atiention.
There'are many reasons for this. Health care technology has made
major strides in recent decades, but much remains to be done,

The distribution of health manpower remains as a serious barrier
to making health care available to many people in Minnesota,

For many people, the problem is primarily one of the high cost

of health care. The latter problem affects all segments of
society. It is especially acute for the aged, the working poor
and the uninsured, but even those with access to health insurance
and government health programs are afrected by it.

Because of the great importance of the problems of health

care costs and because of the widespread public concern about



rising costs, the Senate Health, Welfare and Corrections
Committee decided to establish a special Senate subcommittee
-tb'undertakela study of health care costs. The membership of
the subcommittee included five senators and five public members.
The public members were appointed to the subcommittee to
provide a representation of-diverse public interests and
public concerns.

Because of the pervasive nature of the problem of high
health care costs, the subcommittee chose to focus its atten-

tion almost exclusively on that problem. This is not to say

uthai,thé'éihéfrﬁeaifﬁ ééférbroﬁlémsdare rot importaht, or that

they should not be dealt with. They do deserve attention, but
the time constraints facing the subcommittee forced it to
concentrate on its priority concern - health care costs.

This subcommittee, therefecre, set two goals for its work.
The first was to obtain and analyze data reldting to health
care costs. The second was to become acquainted with and
analyze possible ways for reducing costs as a barrier to
adequate health care. It was to these ends that the subcom-

mittee devoted its nine months of hearings and meetings.

IT: PROCEDURES USED BY THE SUBCOMMITTEE

The subcommittee selected several components of the health
industry on which to focus its primary attention. The sub-
committee held hearings on each of the areas which it had
selected to examine. At these hearings, the subcomitteee
heard speakers discussing the health cost segment under con-
sideration, analyzing its effect on overall health care costs,

and suggesting possible ways to lower costs or reduce the rate



of inflation.1 The subcommittee also considered background
material on the various components of health care costs

which was submitted to it by its staff aand other individuals.
In the hospital cost area, the subcommittee also relied on
questionnaires and site visits to increase its knowledge and
understanding of particular problems. (Since hospitals consti-
tute the largest portion of health care costs and since
hospital costs are rising and have been Tising at a very

rapid rate, the subcommittec devoted more attention to the

area of hospital costs than it did to costs in some other

segments of the health care industry.)

ITI. OVERVIEW OF HEALTH CARE COSTS

It is not the purpose of this report td set forth volu-
minous statistics on health care costs. This information is
available invthe subcommittee files and in many other studies
~and reports which have been published. The primary purpose
of this report is to analyze the causes for the high costs
of health care in the State and to examine possible legisia-
tive action which can be taken to counteract the high cost
of health care.

Hdwever, a brief overview of the.nature and scope of the

problem will provide a framework in the reading of this report.

A, INFLATION OF HEALTH CARE COSTS

With the exception of a brief period during the economic
stabilization program, inflation of health care costs has
generally exceeded the overall national rate of inflation

since 1960:



COMPARATIVE INFLATION RATES

Semi-Private

B All Items Physicians' Hospital
Period . CPI Fees Room Charges
Pre-Medicare and
Medicare
1960-65 . « = o« « « = = 1:3% 2.8% 5.8%
Post Medicare
and Medicaid
1966 2.9% 5.8% 10.0%
1967 2.9 7:1 19.8
1968 4.2 5.6 13.6
1969 5.4 6.9 13.4
1970 5.9 75 12.9
1971 4.3 6.9 12.2
Ecdnpmic
Stabilization
1972 3.3% 3.1% 6.6%
3973 . & i 5 & 3 % @ 6.2 33 4.7
1974 (Jan. thru May,

: annualized) . . 12.6 12.6 10.1
1974 (Mar. thru May,
annualized) 11.8 16.8 9.1
Post-Economic
Stabilization
1974 (May-annualized)* 10.7% 13.0% 19.1%
1974 {(June-annualized)?® 11.1 11.0 17:7
1974 (July-annualized)®* 11.8 9.7 14.5
1974 (Aug.-annualized) 16.5 16.9 St T
1974 (Sept-annualized) 14.5 13.2 14.2
1974 (Oct.-annualized N.A. N.A. 16.2

(Source: Consumer Price Index, Bureau of Labor Statistics
*Computed from Bureau of Labor Statistics figures.)
N.A. - Not Available

The cost of medical care in the United States almost tripled

between 1947 and 1972. One of the largest areas of increase

was hospital room rates which increased sevenfold:




In the United States (1967=100.90)

A1l Optometric Semi- . ~ Prescrip-
Medical Examina- Private tions o
All Care Physicians’ Dentists’ tion and Hospital and

Year Items Items Fees Fees © eyeglasses Room rates Drugs
1947 53.9 48 .1 51.4 56.9 67.7 23.1 81.8
1950 72.1 53.7 55.2 63.9 73.5 30.3 88.5
1955 80.2 64.8 65.4 75.6 77.0 42.3 4.7
1960 83.7 7¢.1 77.0 82.1 85.1 57.3 104.5
1961 89.6 81.4 75.0C 82.% 87.8 61.1 103.3
1962 90.6 83.5 1.3 84.7 89.2 65.3 101.7
1963 91.7 85.6 83.1 7.1 89.7 68.6 100.8
1964 92.9 87.53 85.2 89.4 9.9 71.9 100.5
1965 94.5 3a8.5 88.3 92.2 92.8 75.9 100.2
1966 92.7 93.4 93.4 95.2 95.3 83.5 . 100.5
1967 100.0 100.0 100.90 100.0C 100.0 100.0 100.0
1968 104.2 105.1 105.¢6 105.5 103.2 113.6 1056.2
1569 106.8 113.4 112.9 112.¢ 107.6 128.8 101.3
1270 116.3 120.6 121.4 119.4 113.5 145.4 103.6
1971 121.3 128.4 129.8 127.0C 120.3 i63.1 105.4
1972 125.3 132.5 133.8 132.2 124.9 173.6 105.6

% Increase ' ‘

151% 175% 160% 133% 84.5% 653% 29%

(Source: Consumer Price Index, Bureau of Labor Statistics.)



There was a slower rate of increase during the Economic
Stabilization Program. At the time the special subcommittee
on health care costs was formed, it was know that price

' )
controls were going to be lifted. The Cost of Living Council

predicted that the 1lifting of controls would result in increased

inflation in health care costs as follows:

* Hospital charges would rise by 16-17%
per year as opposed to 10-11% with
controls.

* Physician fees would rise by 9% per
year as opposed to 4% with controls.

* Nursing home charges would rise by
14% per year as opposed to 6.5% with
controls.

* Overall costs for health care would
rise by $4 billion in fiscal year 1975

* Consumer out-of-pocket costs would
rise $1 billion in 1975 and another
-$2.25 billion in 1976.

# Insurance premiums would rise §1.5
billion in 1975 and another §$3.4
billion in 1976.

* State government spending for health
would rTise $500 million in 1975 and
another $1.1 billion in 1976.

Figures cited earlier show that the Cost of Living
Council projections were somewhat conservative for some
mdnths} Some of the rapid increase since April 30, 1974,
when the price controls were lifted, is due to the fact that
the health care industry was kept under controls longer than

most other segments of the economy. During the latter part

of the wage price freeze, hospital and physician costs such




as supplies and salaries were not frozen and were rising.
During this period hospital and physician charges were

still controlled. This allegedly caused some financial
problems for hospitals. It resulted in a tendency on the
part of many hospitals and phyéicians to seek to "catch up"
with the rest of the economy after controls were lifted. The
decline in the rate of increase in hospital charges in

September may indicate that the '"catch up" period is ending

and that there may be a leveling off of the rate of increase.”

The annuoiized rate of increase for October, however, was up
again for hospitals.

The magnitude of the increased health care costs is
presented graphically in Tables 1-3 taken from the National

Health Insurance Resource Book prepared by the staff of the

Committee on Ways and Means of the United States House of
Representatives.

Recently released figuresyfor fiscal year 1974 show a
10.6% increase over fiscal year 1973 in health care expendi-
tures mnationally to a total of §104.2 billion. This amoumnt-
ed to §485 per capita.  Total expenditures arc a result of
prices for health care services, the quantity of services,
and the mix of services. Despite the increase in prices, the
percentage of Gross National Product being spent for health
care services remainéd at 7.7 percent. The government share
of the total expenditures increased form 38.0% to 39.6%. The

changes from fiscal year 1973 to fiscal year 1974 were:

~3



TOTAL HEALTH CARE EXPENDITURES IN THE UNITED STATES

Fiscal Year Fiscal Year

Research and Statistics, United States Department
of Health, Education and Welfare, November 29, 1974.

1973 1974
Percent Percent % Increase

Amount * of total Amount#* of Total 1973-1974
Total 94,235 100.0 104,239 100.0 10.6
Hospitals 36,174 38.4 , 40,900 39.2 13.1
Physicians ' 17,518 18.6 19,000 18.2 - 8.5
Dentists 5,767 6.1 ~ . 6,200 5.9 7.5
Other | \ .
Professionals 1,803 1.9 1,990 1.9 - 10.4
Drugs 8,942 9.5 . 9,695 9.3 ‘ 8;4
Eyeglasses § |
Appliances 1,885 2l 2,153 2k x5
Nursing Homes 6,650 7.1 7,450 7.1 12.1
Expenses of | : »
Insurqrs/HMOs 5,753 : 4.0 4,224 4.1 12.5
Gov't public ‘ |
health prgms. 1,685 - 1.8 ' 2,126 20 262
Research 2,285 2.4 2,684 2.6 17.5
Construction 4,145 , 4.4 45574 4,2 5.5
Other | 3,528 3.7 Zs445 3.3 (2.4)

* In millions
Source: ''National FEealth Expenditures, Fiscal Year 1974",




[

O

JR——
RS

TABLE 1

w—flealth spending loday—891.F billion—Is eight {imes the spending
of 20 years uge

The pest fow yvears have witnessed sharp ineresses in the amounts spent for medieal care, In
fiseal 19753, this Nation spent $04.1 billion for health and medien] care—3% times the amount
spent in 1960 and almost eight times the amount spent in 1950, Growth in medical eare spending
has outdistanced that of the cconoimy in gencral. Tn fiseal year 1950, medicnl cave expenditures

. {otaled $12.0 billion and represented 4.6 percent of the gross national produact (the total market
value of the Natien's annual output of goods and services). By fiscal 1060 their share of the gross
national product (GNP) had reached 5.2 pereent, The rate in 1970 was 7.1 pereent, and last year
it moved up to 7.7 percent. :

Part of the inereasing share of GNT attributable to health'is due to the higher prices for medieal
care compared with other items. There has also been an inercased demand for health services
vesulting from population growth generally, rising per capita incomes, and growth of private
health insurancé and prepayment plans, Additional coutributing fuctors include a rising proportion
of elderly in the population, higher educational levels, w shift from acute inesses to more expensive
long-term illnesses, introduction of new medieal technigues and procedures to treat conditions
tiat formerly could net bLe treated at ull, and, finsdly, the growing awareness of the beuefits of
medical care.
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Saurce: Cooper, Darbara &, Worthington, Nancy Lo, and Divo, Panla A, “National Health Bxpenditores, 1026-73" Social
Scenrity Bulictin, February 1974, US, Department of Hoeatti, Pdueation, aud Wellure,
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TABLE 2.

In the past 24 years, each person's average
bill has grown from §78 to $441 '

In fiscal 1973, the average health bill for each American was $441. In 1966, the average health
bill was about a third that amount—$142—and in 1950, it was less than one-{ifth the 1973 amount.
This growth, from $78 in 1950 to $441 in 1973, represents a AG5-percent increase over the 23-vear

eriod—2V4 limes us great as the increase in wage levels (average hourly earnings in manufucturing
mdustries). .

Included in the total personal health bill are payments for health care services under govern-
ment programs, privale health insurance puyments, voluntery health giving, and direct payments
for health care by individuals. . .
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Security Bulletin, February 1974, U8, Department of Health, Education, and Welfare, & ' ‘
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TABLE 3
T :
|
;; \ <
| ‘ '
i
1 3
{ { 5
i 4 ‘
—Higher prices caused nearly holf the 20-year growth in personal
L healll care expenditures
| / : : )
| During the period 1965-72, personal Lealth care expenditures {those for the direct benefit of
the individual, e.g., hospital care, physicians’ services) rose by $45.8 billion. The spitaling increascs
{ \ in such expenditures during that period vesuited from three mgjor factors:
i G About 52 percent, or $23.1 billion, can be attributed to price increases,
| @ dnother 10 percent, or $4.4 billiun, results from population growth. .
& The remaining 38 percent, or $17. 0 bitlion, is due 1o increased use of services and the
| introduction of new medical techniques.
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B. DISTRIBUTION OF HEALTH CARE COSTS

In addition to the high level of health care costs, their
distribution points out many inequities. Health care costs
are paid by a variety of sources. The source of funding has

shifted significantly in recent years. Government and insur-

ance payments constitute a much larger proportion than they

- did in 1966:

SOURCES OF PAYMENT FOR HEALTH CARE COSTS

Fiscal Year 1666 Fiscal Year 1972

Patient Outlays 51% 35%
Private Health Insurance 25% 26%
Government : 22% 37%
Others 2% 2%

(Source: "The Size and Shape of Medical Care Dollar",
U.S. Department of Health, Education and
Welfare, 1972, p.21.) ;

For the various health care provider recipilents of the

health care dolliar, the source of payment varies considerably:

SOURCE OF PAYMENT BY SERVICE

Hospital Physician's Other Health

Care Services Services
Patient 8% 41% 68%
Government 53% 23% . 25%
Private Health Insurance 38% 36% 5% '
Others 1% R 2% }
(Source: "The Size and Shape of the Medical Care Dollar', ;
U. S. Department of Health, Education and Welfare, 1972, 5

p. 23.)

Expenditures for health care and the need for health care
vary dramatically according to age,'income level and race.
Senior citizens have far higher health care expenses than the

younger segments of the population: ; 5
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ANNUAL HEALTH CARE COSTS RY AGE GROUPD

Hospital Physician's Cther Health

Care ~ Services  Services Total
Under 19 § 46 § 46 § 56 148
16-64 years $169 $ 80 $110 $359°
65 years & over $£484 $177 $§321 $98§2

(Source: "The Size and Shape of the. Medical Care Dollar',
U. S. Department of Health, Education and Welfare, 1972,
p. 19.) , ' :

People with low incomes suffer a higher incidence of acute and

chronic or disabling conditions than people with higher incomes:

DISABILITY DAYS BY FAMILY INCOME AND TYPE OF DISABILITY

In the United States, 1971

$15,000
Under §$3,000 $5,000 $7,000 §10,000 and
Type of Disability  $3,0600 $4,999 §6,999 §9,999 §14,999 over

Restricted Activity

Days * 665 439 414 479 573 402
Days/ person per year 33.7 20.7 15.3 12.8 11.8 11.3

Bed Disability

Days#® 249 178 155 186 226 160
Days/person
per year i2.6 8.4 5.7 5.0 4.6 4.5

Work-Loss Days

Days® 41 42 57 74 93 65
Days/person
per year 9.4 6.6 5.7 5.0 4.5 4.0

*000,000 omitted

Note: The data refer to disability because of acute
and/or chronic conditions. The category '"All incomes"
includes unknown income. The category '"Work-loss days"
applies to currently employed persons.

(Source: National Health Survey, U.S. Department cf
Health, Education and Welfare, 1972.)

See also Table 4
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PRCPORTION OF PGPULATION WITH ACTIVITY-LIMITING
CHRONIC CONDITIONS

FISCAL YEAR 1969

All incomes : Under $3,000 $3,000-$3,939  $4,000--6,999 $7,000-$9,999 $10,000-$14,995 $15,000 and over

Source: Age Patterns in Medical Care, Ilness, and. Digadbility, Uaited Staics, 1968-1969. Vital and Henllth Z\‘t_atistics, Neries
10, No. 70, National Center for Health Statisties, U.S. Department of Heulth, Edueation, and Welfare, April 1072,
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The difference in the incidence of disabling conditions re-
quiring medical cafe also varies according to the race of the
person involved. Non-whites have a higher incidence than
whites.4 These figuresrindicate a higher demand for health
care services by poor and mihofity‘peoplé.
| The actual out-of-pocket expenditures for health care
do not reflect the same distribution based on age, income
level, and race as those found in the "information setting

forth total costs or incidences of acute disease.

1970 PERSONAL OQUT-OF-POCKET EXPENSES FOR HEALTH CARE®

U. S. Average - §183

Age ' Race
Under 17 $105 ' White $190
17-44 vyears 177 Non-White 133
45-64 years 272
65 and over 299 Income Level

Region ‘ Less than $3,000 $156

$%,000-%54,999 173

Northeast $18% $5,000-%6,999 164
North Central 168 $7,000-$9,999 163
South 182 $106,000-814,999 188
West 212 $15,000 or more 254

*Includes insurance premiums

(Source: Monthly Vital Statistics Report, U. S. Department
of Health, Education and Welfare, April 1973.)

The difference in the figures for out-of-pocket expend-
itures, as compared to total expenditures, is a reflection
of different 1evels‘of utilization of health care services
and different coverage by third party reimbursement mechanisms.
For instance, although senior citizensAhave more than triple

the average amount of health care expenses, their out-of-pocket

,_,.
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expenditures are less than 50% above the average because of
‘the existence of Medicare and other third party reimbursement

mechanisms. A comparison of sources of payment by age group

shows:
SOURCES OF PAYMENT BY AGE GROUP
Health Care Out-of- _
Expenses Pocket Insurance Government Other
Under 65 .
1966 ' $155 50.9% 27.1% 19.3% 2.5%
1972. $272 37.5% 34.2% 26.5% 1.8%
65 and Over _
1966 $441 53.1% 15.9% 29.9% 1.1%
1972 $981 28.1% 5.7% . 65.6% .5%
(Source: '"Age Differences in Medical Spending, Fiscal

year 1972'", published by U.S. Department of Health,
Education and Welfare, 1973. p.15)

As previously stated, this report was not designed to
present a comprehensive detailed picture of health care costs.
Nor was it possible to obtain a separate set of statistics
on the specific situation in Minnesota for many of the areas
discussed. Specific cost figures for Minnesota are given in
later sections of this. report to the extent that they are
available. The figures do document the basic parameters of

health care costs.
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FOOTNOTES

1See Appendix A for a list of speakers.

zLetter fron John T. Dunlop, Director of the Cost of
Living Council, to Rep. Wright Patman, March 22, 1974.

3See, e.g., National Health Insurance Reports, November 4
1974, p.4.
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