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Health Care:
New Roles for the State
Emerge

by John Drescher

In a century and a half, state roles in planning and providing health care for their

citizens have evolved from reluctant participant to sometime provider to major

payer. In the late 19th and early 20th centuries, the role was primarily that of a

public health department encouraging sanitary practices and operating state

hospitals. In the mid-20th century, states were a sort of junior partner with the

Jederal government as Washington made many of the decisions and paid many of
the bills. Butin the 1980s and 1990s, states have risen to full-partner status in the

decision-making process—and especially in the bill-paying process. How have

these new state roles defined themselves? How might they further evolve, and

what consequences does that hold for North Carolina’s future?

ames C. Dobbin, a Democrat and a state

representative from Fayetteville, may not

have known what course he was setting

the state upon that day in 1848 when he
rose to tell his colleagues about a promise he had
made to his dying wife. Louisa Holmes Dobbin,
he told the House of Commons, had been nursed
during her 16ng illness by a Massachusetts woman
who had come to North Carolina to campaign for
better treatment of the insane.

James Dobbin had made a deathbed promise
to Louisa to help that nurse persuade North Caro-
lina to establish a state hospital for the mentally ill.
Democrats opposed the plan, but James Dobbin’s
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stirring speech carried the day and the bill passed,
marking North Carolina’s formal entry into the
health services and health policy arena.

Nearly a century and a half later, James Dob-
bin is long gone and rarely remembered. But
Dorothea Dix Hospital—up on Dix Hill overlook-
ing the Capital City—remains both the legacy of
Louisa Dobbin’s nurse and a symbol of state in-
volvement in providing health care for the citizens
of North Carolina. But how did the state’s role in
health care progress from 1848—when there was

John Drescher is a capital correspondent for The
Charlotte Observer.



essentially no state involvement in health care—to
1991, when fully one-fifth of the total state budget
goes to health care?

Like most other states, North Carolina’s for-
mal role in providing and planning health care
evolved slowly at first. For most of the 19th
century, the only formal role was that of providing
state appropriations for Dix Hospital and an insti-
tution for the deaf and the mute across the creek—
what would become known as the Governor
Morehead School. It would not be until 1877,
when the State Board of Health was created, and
1879, when the medical school at the University of
North Carolina was established, that the role be-
came more formalized. But even then the state
role was minimal, writes N.C., historian H.G. Jones,
because the health board’s “appropriation did not
exceed two hundred dollars annually for eight
years,”! and the two-year UNC medical school
didn’t fare much better.

Following the board’s creation, sanitation and
public health were the prime focuses of state ef-
forts for the next three-quarters of a century. Un-
der the supervision of the board and eventually the
local health departments that ultimately served
each of the state’s 100 counties, “the state almost

eliminated typhoid fever, diphtheria, smallpox,
malaria, hookworm, and rabies as deadly diseases,
and greatly reduced the ravages of tuberculosis,
polio, and syphilis by distributing serums, vac-
cines, antitoxins, and medicine and by a campaign
of health education.”™

The campaign for better public health in North
Carolina included efforts that environmentalists
might challenge today, but at the time were thought
essential: spraying and draining the swamps that
bred billions of malaria-carrying mosquitoes.
“That was a great victory for public health,” says
State Health Director Ronald Levine, director of
the Division of Health Services in the N.C.
Department of Environment, Health, and Natural
Resources.

The duties of the state health department ex-
panded over the years. By 1913, the department
was keeping track of vital statistics and licensing
nurses. By 1919, it was inspecting local hotels for
health conditions, and eventually every public eat-
ing place in the state bore a certificate attesting to
the health department’s inspection findings. By
1938, the State Board of Health, working with
local departments, had opened the first state-spon-
sored birth control clinics.

Dorothea Dix Hospital, 1938
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Gradually, as better sanitation practices bore
fruit and many diseases were controlled or eradi-
cated, the public health focus turned toward health
promotion: distributing vitamins to fight nutri-
tional deficiencies and promoting better diets as a
way to avoid health problems (and by the 1970s
that would include avoiding tobacco and alcohol
and fat and red meat). “As the condition and
relative prevalence of different diseases alter over
time, the energy and resources that are in place in
any one particular area change,” says Levine. By
the 1950s, the local health department was a rou-
tine stop for many North Carolina families. The
annual summer typhoid shot, the tetanus shot, the
polio vaccination, the blood test for those planning
to get married, all were routine work for nurses at
the health department.

For a period, the state was also a major health
care provider, building and operating various state
hospitals. There were state-run hospitals for pa-
tients with tuberculosis, polio, and other commu-
nicable diseases in addition to institutions for the
mentally ill and for those with physical handicaps.
But over the years many of those hospitals were
closed. Some, like the TB and polio hospitals,
were no longer needed when cures were devel-
oped. And in the 1970s, deinstitutionalization of
many with mental problems eliminated the need
for many beds in mental institutions.

The changing attitude
toward disease during this
period is also illuminating.

The cholera epidemics of
1832 and 1849 were
interpreted by most
Americans as a visitation
of divine wrath, an
explanation made .
plausible by the fact that
the disease hit most
heavily at the poor, filthy,
and criminal elements in
the population.

— THe AMERICAN MIND IN THE MiD-
NINETEENTH CENTURY, BY IRVING BARTLETT
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Research by the N.C. Center for Public Policy
Research in 1984 showed how the need for many
human services institutions had declined as more
and more patients were being treated in area pro-
grams and fewer were entering institutions. The
Center found that two-thirds of the state’s funding
was being spent on institutions and only a third on
community programs, while the population of the
institutions was dropping by a fourth and partici-
pation in community programs was rising by more
than one-third, from 1974-1983.3

The state was also playing a bigger role in
planning health facilities. Entertainer and Big
Band leader Kay Kyser launched his Good Health
Campaign, focusing on the dramatic need for bet-
ter health facilities and services in North Carolina,
particularly for returning wartime troops. In 1944,
Gov. J. Melville Broughton shook up the health
care establishment by proposing an ambitious pro-
gram to improve the state’s medical schools and
build more hospitals. “The ultimate purpose of
this program should be that no person in North
Carolina shall lack hospital care or medical treat-
ment by reason of poverty or low income,”
Broughton told the UNC Board of Trustees on Jan.
31, 1944,

Though this goal remained unmet nearly a
half-century later, Broughton’s plan led to mas-
sive hospital-building. During a five-year period
of construction between 1947 and 1952, more than
5,000 beds were added to the state’s capacity
(thanks in part to $885,500 from the Duke Endow-
ment and to millions of dollars from the federal
Hill-Burton Act*); numerous public health clinics
and health centers had been added; and the fore-
runners of Blue Cross and Blue Shield of North
Carolina, a nonprofit insurer that would become a
major health care institution in the state, were
greatly expanded.

Many of these same trends were occurring
across the nation: Beginning with the bacteriol-
ogy and sanitation movement of the late 19th cen-
tury, moving into more sophisticated inspection
and disease eradication services of the early 20th
century, and finally into health promotion and
facility-building programs and health services of
the mid-20th century. Soon enough, a new na-
tional health crisis was clearly visible: questions
about care and financing. As alandmark report on
public health put it, “By the 1970s, the financial
impact of the expansion in public health activities
of the 1930s through the 1960s, including new
public roles in the financing of medical care, be-
gan to be apparent.’
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local funds, costs a total of $1.9 billion
each year. For budget writers in the
General Assembly, the 1970s were the
good old days. In the last 20 years,

g — North Carolina taxpayers have paid a
i ’ . \\ larger share of the health bill as the
| state’s role in providing care has ex-
] [
o TR s f ’ panded.
P o j Consider how General Fund costs
; e — have grown from the 1970-71 budget

P

Sanitation problems were a key public health

concern as state roles expanded.

The Explosion of Costs

hat financing dilemma was becoming more

apparent in North Carolina. When Barbara
Matula started dealing with the state’s fledgling
Medicaid program in 1975, she could keep the
details in her head. Eligibility? Federal match?
Congressional mandates? “I knew all this,” she
sighs, scrambling for documents, “without my note-
books.”

No longer. The infant that was Medicaid—
the joint federal-state program to fund health care
for the poor—has grown into a budget-eating mon-
ster that now costs the state more than $485 mil-
lion a year—and when combined with federal and

year to 1990-91 in the five major health
care spending areas:

m  Medicaid, from $14 million to
$487 million;

m the state employees health plan,
from $23 million to $365 million;

m the Division of Health Services,
which oversees dozens of programs ad-
ministered by county health departments,
from $8.5 million to $90 million;

m four state psychiatric hospitals
and four mental retardation centers; from
$52 million to $145 million; and

m nine Area Health Education
Centers, which provide community-
based education for medical students
and other health professionals, from $1
million to $32.5 million.5

In all, during those 20 years the
state’s spending on health care rose
about 1,000 percent. That growth was
far faster than the growth in the cost of
living, which rose 235 percent, and the
state’s General Fund budget, which grew
650 percent. Twenty years ago, 10 per-
cent of the General Fund budget, which
is supported by state taxes, went for
health care. In 1990-91, 15 percent of
the General Fund went for health care.
This refiects a national trend in health care spend-
ing, which went from an estimated $230 billion in
1980 to more than $606 billion in 1990, and is
projected to go to $1.5 trillion by 2000 (see article
on page 48 for more).

The growth in health costs is even greater if
one looks not just at the General Fund budget, but
at the state’s total operating budget, which in-
cludes federal aid and other sources. In 1970-71,
10 percent of the total state budget went for health
care; in 1990-91, that share was up to 20 percent.

Such increases have legislators and program
administrators wondering how to slow the growth.
In doing so, they find themselves confronting is-
sues of availability and cost—and just what the
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state's future role should be in providing health
care.

The state has had to adjust to the changing
needs of its citizens in many public policy issues,
but nowhere is the changing nature of the state’s
role more dramatic than in health care. In recent
years, state health of-
ficials have responded

North Carolina’s quandary over its future role
is hardly unique. All states face many of the same
questions over how to mesh current roles as pro-
viders, financiers, planners, and policymakers with
the burden of future demands. A U.S. Institute of
Medicine landmark report in 1988 grouped these

demands into three
categories: 1) imme-

to the AIDS epidemic.
They have responded
to an aging population
that increasingly relies
on the state to pay for

North Carolina’s quandary over
its future role is hardly unique.

diate crises, such as the
AIDS epidemic and
providing care to the
medically indigent; 2)
enduring public health

its long-term care.

They have groped for

ways to deal with vexing environmental problems,
including ensuring adequate supplies of water and
dealing with hazardous wastes. They have worked
to save rural hospitals with empty beds, to supply
physicians and other health professionals to needy
areas, and to expand health training beyond the
medical schools and teaching hospitals. These are
just some of the new problems the state has faced
as it takes on more responsibility for planning
health care, administering services, paying bills or
arranging for funding schemes, building facilities,
training caregivers, and making health care policy.

—
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problems such as in-
juries (the leading
cause of death in North Carolinians aged 1 to 45
and “the principal public health problem in America
today”), teenage pregnancy, controlling high blood
pressure, and smoking and drug and alcohol abuse;
and 3) growing challenges such as dealing with
toxic wastes, conquering Alzheimer’s Disease and
similar maladies that demand long-term care, and
revitalizing the country’s once-aggressive public
health capacities.’
Thatreport raised questions about the efficacy
of current public health efforts after a long period
of successes. It warned of “complacency about the




need for a vigorous public health enterprise at the
national, state, and local levels,” and declared that
the system today “is incapable of meeting these
responsibilities, of applying fully current scien-
tific knowledge and organizational skills, and of
generating new knowledge, methods, and pro-
grams.”®

Six Vital State Roles in Health

he Institute of Medicine said the states “are

and must be the central force in public health.
They bear primary public sector responsibility for
health.”® To carry out that responsibility, the insti-
tute recommended six key functions and roles that
each state should adopt:

1) To assess health needs “within the state
based on statewide data collection;”

2) To assure that sufficient laws, rules, execu-
tive directives and policy statements are devel-
oped to provide for health activities in the state;

3) To create statewide health objectives and
delegate sufficient power to local governments to
accomplish them and hold local governments ac-
countable;

4) To assure that adequate statewide health
services—including environmental health and edu-
cation programs—are available to the people;

5) To guarantee that a “minimum set of essen-
tial health services is available;” and

6) To support local efforts to provide services,
“especially when disparities in local ability to raise
revenue and/or administer programs require subsi-
dies, technical assistance, or direct action by the
state to achieve adequate service levels.”!?

In varying degree, North Carolina addresses
these six roles thorough a combination of state
statutes, policies, programs, planning agencies,
funding arrangements, and data collection agen-
cies—but there are gaps in how well it does so, as
the following analysis indicates.

Goal 1—Statewide Data Collection. For in-
stance, a number of state-supported agencies col-
lect massive amounts of data on the health status
of the population. Just to mention a few, the State
Center for Health Statistics in the Division of
Health Services of the Department of Environ-
ment, Health, and Natural Resources; the N.C.
Medical Database Commission in the Department
of Insurance; and the Cecil G. Sheps Center for
Health Services Research at UNC—-Chapel Hill,
are repositories of extensive health statistics which
national and state researchers frequently use to
make forecasts of health care needs. But there is

N e
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no central agency charged with the responsibility
to sift through all the data, assess state needs, and
make recommendations to the General Assembly.
Furthermore, legislation to designate such an
agency failed in the 1991 General Assembly, al-
though the Legislative Research Commission has
been authorized to conduct a more limited study
on public health needs."
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Dental work being performed in Salisbury, 1919

Goal 2—Adequate Statutory and Regulatory
Base. North Carolina has a vast array of laws,
rules, directives and policy statements on health
care, and has just rewritten its public health policy
to give a higher profile to the mission and services
of the state public health system. The new statute,
adopted by the 1991 General Assembly, takes no
new direction or shift in policy, says Levine, but
re-emphasizes the importance of public health to
ensure that goals are met. The law identifies seven
goals of public health: a) preventing health risks
and disease; b) identifying and reducing health
risks in the community; ¢) detecting, investigat-
ing, and preventing the spread of disease; d) pro-
moting healthy lifestyles; e) promoting a safe and
healthful environment; f) promoting the availabil-
ity and accessibility of quality health care services
through the private sector; and g) providing qual-
ity health care services when not otherwise avail-
able.” Levine says the local health departments,
which in North Carolina are operated and funded
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more from local governments than in many other
states, “should feel the responsibility of providing
these [meeting the public health goals] directly or
seeing there’s an effective alternate scheme.”
Goal 3—Statewide Health Objectives. A num-
ber of groups and officials have attempted to iden-
tify health objectives in North Carolina, among
them the Division of Health Services and the pro-
posed Task Force on Health Objectives. Thad
Wester, deputy director of the Division of Health
Services, says the effort is to produce 25 health
objectives for the state for the year 2000. It is
modeled loosely on the National Task Force on
Health Objectives, set up by U.S. Health and Hu-
man Services Secretary Louis Sullivan. The ob-
jectives of the N.C. group, Wester says, should be
targeted to the disadvantaged, be measurable, deal
clearly with costs and benefits, emphasize local
intervention, and fit North Carolina’s specific
health circumstances. “Those objectives will em-
phasize prevention of disease and illness through



lifestyle modification,” says Wester. “It’s a pro-
gram designed to encourage individuals to take
charge of their health and do things themselves to
improve their health.” In August 1991, Gov. James
G. Martin created the Task Force on Health Objec-
tives and began making appointments to it.!

In addition, North Carolina does have a state
health plan that includes goals, and which the
department has updated biennially. But how well
it addresses health needs, and how well it is used
by public health departments and other state agen-
cies to identify objectives, provide care, and meet
goals is a matter of some debate.'

Goal 4—Adequate Statewide Health Services.
North Carolina operates a vast array of state health
services, including personal, environmental, and
educational programs. A survey by the N.C. Cen-
ter for Public Policy Research from May to Sep-
tember 1991 turned up more than 200 state pro-
grams and activities at work in the health care
field, far more than similar programs the Center
has researched in fields such as poverty, environ-
ment, insurance regulation, eco-
nomic development, or correc-
tions in the last five years. But
this research also shows that
the state health programs and
services are spread over a vari-
ety of administrative structures
and sometimes seem to overlap
with other programs, raising
questions whether the state has
developed the most efficient ad-
ministrative and service struc-
ture for its health programs.

The U.S. Institute of Medi-
cine begged the question
whether the state should be the
provider of adequate statewide
health services, or simply bear
the responsibility for seeing that
such services are provided by
other agencies and institutions.
Such a question has yet to be
addressed directly by the N.C.
General Assembly.

Goal 5—Minimum Set of
Health Services. North Caro-
lina does not have a basic health
care program available, though
it does, as mentioned previ-
ously, operate hundreds of pro-
grams. Alone of the industrial-
ized nations, only the United

States and South Africa have not identified a basic
set of health services they would make available to
citizens through a form of national health insur-
ance, although there have been occasional calls for
creation of a basic health plan from time to time.
Among the states, three—Washington, Minnesota,
and Hawaii—have decided to subsidize basic health
insurance projects for some of the uninsured, Mas-
sachusetts has launched an ambitious but finan-
cially troubled health plan for its uninsured citi-
zens, and another eight states have begun encour-
aging private insurers to sell basic health care
policies at low cost to the working poor.”* The
N.C. Institute of Medicine has recommended that
North Carolina adopt a system similar to that of
Hawaii.'6

While each county in the state must offer
certain basic health services, there may be a big
gap between rural counties and urban ones, says
Wake County Health Director Leah Devlin. “In
larger counties, a lot of health services are offered
that are not available in smaller counties,” says

NOVEMBER 1991 9
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Minimum Health
Services Required
by State Law:

1. Health Support:

a. Assessment of health status, health
needs, and environmental risks to
health;

b. Patient and community education;
c. Public health laboratory;
d. Registration of vital events;

2. Environmental Health:
a. Lodging and institutional sanitation;
b. On-site domestic sewage disposal;
¢. Water and food safety and sanitation;

3. Personal Health:
a. Child health;
b. Chronic disease control;
c¢. Communicable disease control;
d. Dental public health;
e. Family planning;
f. Health promotion and risk education;
g. Maternal health.

Source: G.S. ]30A—].j, Mission and Essential
Services (Chapter 299, 1991 Session Laws).

E——

Devlin. For a rundown of basic services offered at
all public health departments in North Carolina,
see table above.

Goal 6—Addressing Disparities in Local Abil-
ity to Provide Health Services. While North Caro-
lina does provide appropriations to local depart-
ments and health service agencies based on a for-
mula that includes county size, it has not yet de-
bated the concept of providing special funding to
those counties which have greater needs and fewer
resources to provide minimal services for their
citizens. The N.C. General Assembly has adopted
just such an equalization concept recently in edu-
cation for the 10 smallest and poorest counties,
and future sessions of the General Assembly might
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apply the same principle to disparities in health
care in the needier counties.'?

A 1985 study showed just how large the dis-
parities can be from county to county in per capita
spending on indigent health care. It ranged from a
low of $7.36 in Randolph County to a high of
$153.85 in Pender County——a huge difference.
But the disparity was even higher in the total
amount of indigent funding per recipient below
the poverty level—from $386 in Currituck County
to $2,791 in Stanly County.'® Wake County’s
Devlin says developing a need-based formula for
distributing health funds would help many coun-
ties, but she says such a formula should be based
on more than just poverty status. “Public health
needs may be greater in urban areas” than in rural
areas, Devlin says. For instance, AIDS patients
may gravitate to cities, creating a greater need for
expensive health care.

In sum, North Carolina’s record in fulfilling
these six goals is mixed. It partially meets goals 1,
4, and 5; addresses but does not fully meet goals 3
and 6; and satisfies goal 2 fairly completely. If the
U.S. Institute of Medicine’s standards are compre-
hensive, then there obviously is much for the state
yet to do in meeting its public health responsibili-
ties.

During the 1991 legislative session, lawmak-
ers might have provided a view of the future as
they struggled with health issues and how to de-
fine the state’s future roles. Some lawmakers
pushed legislation to provide more care for the
indigent. They required many companies to in-
clude coverage of mammograms and pap smears
in their basic health insurance plans. They worked
out an agreement that should make health insur-
ance more affordable and available to employees
of small businesses.’” Such efforts can be ex-
pected to mark the beginning of a decade in which
health care rivals education as lawmakers’ tough-
est problem.

Medicaid—The Driving Force in State
Budget Increases

Any effort to evaluate the state’s role in provid-
ing health care must address the enormous
impact of Medicaid, which was started by Presi-
dent Lyndon Johnson and the U.S. Congress in
1965.* The federal government pays for most of
the costs of Medicaid. The formula varies from
state to state, depending on the wealth of the state,
with poorer states getting more aid. In North



Carolina, the federal government pays for about
67 percent of the costs; the state requires counties
to pay 5 percent; the state pays the difference,
about 28 percent.

Medicaid began as a program to provide health
care to those who receive welfare or Aid to Fami-
lies with Dependent Children (AFDC)—mostly
poor children and their mothers, as well as the
aged, blind, and disabled poor. Nationally, the
traditional Medicaid programs cover only about
35 percent of the poor because eligibility has been
strict, and about 40 percent of Medicaid spending
has gone to support the needs of about 7 percent of
the eligible population—the elderly and the dis-
abled who require long-term care. But over the
years, Congress has expanded the program to in-
clude all children under 21 who live in households
beneath the federal poverty level.”

All these factors, plus the effects of economic
recession and inflation, have increased the number
of people served in the state. In 1989-90, 545,000
North Carolinians received care funded by the
program—up from the 388,000 who received care
in 1977-78, the earliest year in which the state has
records on the number of Medicaid clients. Legis-
lators have complained about this growth. Many
blame Congress for mandating expansion of the

program. But the state also has contributed to
rising costs because it, too, has increased the num-
ber who are eligible.

For example, Congress said in 1988 that states
must provide Medicaid coverage to pregnant

God heals and the doctor
takes the fee.

— BENJAMIN FRANKLIN

women and children in their first 12 months who
lived at the poverty level or below. But North
Carolina already was serving these women and
children up to 150 percent of the poverty level.
“We’ve been ahead of specific [federal] mandates
since 1987 with our pregnant women and infant
population,” says Barbara Matula, director of the
Division of Medical Assistance. The 1990 legisla-
ture extended coverage to all such women and
children from families making up to 185 percent
of the federal poverty level.

Legislators took such action because they
wanted to lower the state’s high level of infant
deaths—worst in the nation in 1988 with a rate of
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12.6 deaths per 1,000 births. The rate improved to
11.5 deaths per 1,000 births in 1989, and in 1990 to
10.6 deaths per 1,000 births, but the national aver-
age was 10 in 1989. The effort to improve that
rate—through increasing Medicaid fees to obste-
tricians, for example—was effective, but costly.
“First you make a conscious decision to raise the
reimbursement rate to obstetricians,” Matula says,
“then you enroll 25,000 pregnant women and en-
courage them to use the care so their babies will
be born healthier. Yes, you’ll have higher costs.
Why would you want to cut that? You’ve accom-
plished what you’ve intended to do. Sometimes
the investments you make in medical care are to
prevent larger expenses in the future.”

Other Cost Factors

hat type of investment in future good health

isn’t limited to Medicaid. The state Division
of Health Services also has grown quickly, al-
though not as fast as Medicaid, as the state has
offered more services through the 87 health de-
partments serving the state’s 100 counties, some
through shared facilities. A few examples involve
state spending to make children healthier:*

m Maternal and Child Health. In the early
1970s, most local health departments provided
care to pregnant women and young children on a
limited basis or not at all, but that’s changed. The
number of pregnant women receiving care from
health departments rose 80 percent from 1984 to
1990, from 21,000 to 38,000. State spending rose
dramatically: $840,000 in 1970-71, to $10.6 mil-
lion 20 years later.

m Food Program for Women, Infants and
Children. North Carolina began participating in
this federal program in 1972; now 130,000 people
are served each month. State spending for nutri-
tion programs: $67,000 in 1970-71, to $1.9 mil-
lion 20 years later.

m Family Planning. The state first provided
funding to health departments for preventive fam-
ily planning in 1972. The program now includes
promoting health prior to pregnancy; counseling
couples to achieve pregnancy; and encouraging
males toward responsible sexual behavior. About
135,000 people a year are served by these pro-
grams. State spending: nothing in 1970-71, $1.7
million 20 years later.

w Special Health Services for Children. Once
known as the Crippled Children’s Program, this
program provides medical care to children with
chronic illnesses and developmental disabilities.
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In the last 20 years, the program has been ex-
panded to cover more than 900 chronic conditions.
The program now puts less emphasis on in-patient
care for children and more on “ambulatory ser-
vices,” such as speech and physical therapy, home
nursing, and nutrition counseling. About 15,000
children were served in 1990. State spending: $1
million in 1970-71, to $8.5 million 20 years later.

m Genetic Health Care and Sickle Cell Pro-
grams. In 20 years, the Genetic Health Care and
Newborn Screening Program has grown from serv-
ing 75 families a year to more than 7,000 families
a year. The Sickle Cell Syndrome Program pro-
vides education, voluntary testing, genetic coun-
seling, and financial assistance for medical care.
State spending: nothing in 1970-71, $3.6 million
20 years later.

The expansion of programs in the Division of
Health Services has not always occurred solely
because of efforts to confront health problems
more aggressively. Sometimes the state has re-
sponded to changes in the private sector that left
people without care.

For example, more pregnant women are re-
ceiving care from public health departments. As
health costs rose in the 1980s, some pregnant
women lost their private insurance because they or
their employers were unable to afford it. Levine,
the state health director, says the state also had to
pick up more of the tab due to “the tremendous
loss of family practitioners performing obstetrical
services because of the medical liability crisis.”
When physicians’ malpractice insurance premi-
ums went up dramatically in 1986, many family
doctors quit delivering babies, especially to Med-
icaid patients in rural areas.

In particular, poor pregnant women have
turned to local health departments for care. Four
years ago, fewer than 20 percent of people served
in Maternal and Child Health clinics were eligible
for Medicaid; now 75 percent of those served are
eligible. That has forced—or enabled—health de-
partments to provide more services than they once
did. “In a number of counties, it’s like a doctor’s
office,” Levine says.

The state’s role in providing health care also
has changed as new problems have arisen. In the
last four years alone, as cases of AIDS and Hepa-
titis B have grown, the number of people reported
to be infected with all diseases has doubled.?
State funding for control of communicable dis-
eases and sexually transmitted diseases has in-
creased from $50,000 in 1970-71 to $4.5 million
in 1990-91. “We’re just having more we have to
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respond to. The problem is so much more than it
was 10 years ago,” said James Jones, assistant
chief for administration in the N.C. Communi-
cable Disease Control Section.

The state has moved in a similar fashion to
confront trends in the availability of health care.
Fearful that rural areas were losing physicians,
about 20 years ago the legislature began a program
of providing medical students with clinical intern-
ships and staff rotations in community hospitals.
Now the state has nine Area Health Education
Centers that serve all 100 counties.?* Students in
medicine, nursing, pharmacy, dentistry, and pub-
lic health are trained at these centers; the local
hospitals benefit by the care these students and

their instructors provide for
patients. The forerunners of
the AHECS received about $1
million in 1970-71; 20 years
later the centers received $32.5
million.

About the same time the
AHEC system was started, Gov.
James E. Holshouser IJr.
launched the N.C. Office of
Rural Health Services, now
known as the Office of Rural
Health and Resource Develop-
ment in the Department of Hu-
man Resources. The first of its
type, the office’s mandate was
to develop community-owned
rural health centers, and to
stimulate community practices
based on the services of family
nurse practitioners and physi-
cian assistants.

There’s another reason why
health care is swallowing more
of the state budget: It simply
costs more than it did two de-
cades ago. This simple fact is
best reflected in the increase in
health insurance for state em-
ployees. In 1972-73, the state
paid $13 a month per employee
for health coverage; in 1990-
91, it paid $108 a month per
employee, an increase of 730
percent, more than triple the
rate of inflation over the pe-
riod. It will go even higher
after action of the 1991 Gen-
eral Assembly (see pages 56
and 64 for more). Inflation itself has been high—
4.7 percent a year, and health care costs have risen
10.4 percent per year for the last decade—and
coverage has expanded, but the fact remains that
state health insurance just costs a lot more.

Higher costs for health care aren’t unique to
state government, of course. Businesses are strug-
gling with the same problem of trying to control
expenditures for health care. Many people think
of Medicaid as an out-of-control budget-eater, and
that appears to be an accurate assessment, thanks
to 1991°s $113 million increase. But from 1985 to
1990, the average cost of corporations’ health plans
rose 85 percent—faster than state Medicaid costs
for the same period.”
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When it comes to the state supplying health
insurance for state employees, “It’s the same kind
of thing that the banks, the tobacco companies,
and the textile companies go through,” says Alex
McMahon, former president of the American Hos-
pital Association, who now chairs Duke
University’s health administration program.
“They don’t understand why the costs keep going
up on an annualized basis. There’s just more
technology, more things we can do for people. All
of us seem to want every possible new thing there
is on the market. The dichotomy we have is people
want more and more services but they want some-
body else to pay for them.”

Other States Reframe Their
Health Care Roles

A cross the country, states are evaluating their
roles in providing health care. In many states,
this new role also means attempting to control
costs. Several states have considered reducing
services to some Medicaid patients, generally to
protect health services for children from poor fami-
lies. Alaska has limited adult dental and
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chiropractic Medicaid services. Georgia required
older Medicaid patients to make higher co-pay-
ments for drug prescriptions and outpatient hospi-
tal visits. New York cut programs for non-Medi-
caid indigent care.?® While some services have
been cut, others have been expanded, in some
cases reflecting a new state emphasis on health
promotion and prevention of health problems.
Several states have tried to make it easier for small
businesses to provide health insurance for their
employees, as has North Carolina.

The National Governors’ Association ap-
proved its own plan in August 1991 listing state
options for increasing access to care and control-
ling costs. In particular, the governors proposed
that health care be available to all Americans by
the year 2000, and that the federal government
should bear the costs of long-term care for the
aging and the chronically ill (see article on cost
containment, pp. 48-66, for more on this report).?’

North Carolina is struggling with many of
these same issues on cost containment, minimum
services, and the like. Interviews with officials
who study health care suggest two competing sce-
narios. Some believe that the federal government
is on the verge of tackling the questions of avail-




ability and cost, freeing the state to address other
problems in health care. Others believe Congress
is incapable of solving problems in health care—
leaving the states to find solutions. Either way, the
state seems likely to play a greater role in health
care in the 1990s.

What New Roles Should North
Carolina Take?

he six goals recommended by the U.S. Insti-

tute of Medicine as key targets for each state
should be embraced by North Carolina’s health
care system as well. They represent a broad, well-
defined approach to ensure systematic planning
for adequate health care for the state’s 6.6 million
people. But in addition to the six broad goals that
the state ought to adopt, there are four more emerg-
ing roles that are being forced upon the state—
(1) ensuring access to care, (2) cost containment,
(3) health promotion, and (4) rural health.

A State Role in Access to Care. Research
has shown that more than one million North Caro-
linians go without insurance at least some time
during the year, and many more have inadequate
health insurance coverage. Many more U.S. citi-
zens often avoid getting health care because of the
expense—and putting off needed care can result in
worsening health problems later on. As the article
on access to care and health insurance on pages
21-41 indicates, this is a complex and growing
problem in North Carolina—and one that state
policymakers need to examine.

The range of options the state could consider,
as outlined in more detail on pages 3§—41, include
legislative action to broaden insurance coverage
but leave it up to employers to decide whether to
offer insurance; adopt a “pay or play” approach
requiring employers either to offer health insur-
ance or pay into a public fund to provide such
coverage; go to a single-payer system with the
state acting as a huge insurer; or decline to make
changes and hope the problem does not worsen.

A State Role in Cost Containment. There
are signs Congress is about to take on health care
problems. Senate Democrats have prepared legis-
lation to overhaul the system by limiting spending
and providing health insurance for everybody.
Under Senate Majority Leader George Mitchell’s
(D-Maine) plan, employers would have to provide
a core package of employee health benefits or pay
a tax to help finance coverage for the uninsured.?
Mitchell’s plan would replace Medicaid with a

state and federal program called AmeriCare that
would offer a health package to citizens who can’t
getinsurance through their employers. AmeriCare
beneficiaries would be charged a premium based
on income, with the poorest not paying for cover-
age. To slow the increases in costs, Mitchell’s
plan creates a national panel to negotiate spending
limits with both care providers and those who
receive care.

Duncan Yaggy, chief planning officer at Duke
Medical Center, says the state should not expect
help from the federal government any time soon.
The issue is too difficult for national politicians to
handle, he says. “It’s a no-win proposition,”
Yaggy says. “You can’t deal with the financing of
health care sensibly without reducing existing ben-
efits or increasing the portion of health care costs
funded out of taxes. People inside the Beltway
don’t want to do either.” Consequently, he be-
lieves states will be forced to deal with the prob-
lems. That will lead to painful discussions aimed
at making citizens choose between two apparently
contradictory beliefs: (1) that every citizen has a
right to health care, and (2) that health care is too
expensive, so not everyone can have it even though
they believe they have a right to it.

For example, Yaggy points to discussions in
Oregon about whether some organ transplants and
other medical procedures should be funded by the
public. Americans have shown little taste for
discussions of rationing health care. After dis-
cussing the astronomical amounts spent to keep
the elderly alive in their last years, “That’s usually
where the conversation ends because then people

" have to start talking about their mothers and grand-

mothers,” Yaggy says. Nonetheless, he believes
states will be forced to have such conversations—
and make decisions. Holding such debates and
making such decisions likely will renew the de-
bate about North Carolina’s Certificate of Need
(CON) process, which is designed to hold down
health care cost increases (see article on page 48
for more) and other cost containment programs.
Some are skeptical about whether states can
tackle the problems. Deborah A. Stone, Brandeis
University professor of law and social policy, ar-
gued at a conference at Duke University in 1991
that states lack enough freedom from the federal
government to innovate in health policy.? States
have little hope of controlling their biggest health
expense, Medicaid, because of federal mandates,
she said. “It may well be that there are some policy
problems simply too big for states to handle,”
Stone said. “We have a health policy system that
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is federally dominated, so that the federal govern-
ment directs and constrains state government in-
novations, even as the reigning ideology celebrates
the importance of state and local innovation.”
Others raise flags at increasing state involve-
ment. North Carolina legislators are getting into
the debate. For example, legislators agreed this
year that employers should be required to include
the cost of mammograms, which detect breast can-
cer, in their basic health insurance packages. Yet
others argue for restraint. “That’s the tendency,
for political figures to try to solve every problem
with a new law,” says McMahon, the head of
Duke’s hospital administration program. “It’s go-
ing to add costs. Is it worthwhile? The people in
favor of it say yes, but the employers are much

. more cautious. They know what the costs are. . . .

It turns into some very real problems if we insist
that our employers do something employers in
Virginia and South Carolina don’t have to do.
Then we have real problems of interstate competi-
tion.”

Yet many people who follow health care is-
sues don’t see the state retreating. Some state
officials hope the federal government will help
solve the twin problems of health care availability
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and health care costs, freeing the state for other
health-care challenges. “If they solve the prob-
lems of financing care for all, we may be able to re-
orient some of those [state] resources into preven-
tion,” says Levine, the state health director. “I
think public health is going to move more into the
traditional role of prevention. Public health has a
huge job to make [age] 65 [seem] young, which is
possible and we will be concentrating on.”

A State Role in Health Promotion. Levine
envisions a new state emphasis on promoting health
through nutrition counseling, physical fitness and
injury prevention. The Division of Adult Health
Services, established in 1981 to promote health
and prevent disease, estimates that only 20 percent
of the deaths among 18- to 64-year-olds are from
natural causes; the remainder of the deaths are
controllable—or can be influenced—through such
changes as an altered lifestyle or different environ-
ment. 3

Compared to many countries, the American
lifestyle is unhealthy. Compare it to, say, China.
In the largest city in China, Shanghai, the life
expectancy at birth is 75.5 years. In New York
City, the United States’ largest city, the life ex-
pectancy is 73 years for whites and 70 for non-



What the Doctor Said

He said it doesn’t look good

he said it looks bad in fact real bad

he said I counted thirty-two of them on one lung before
I quit counting them

I said I’'m glad I wouldn’t want to know

about any more being there than that

he said are you a religious man do you kneel down

in forest groves and let yourself ask for help

when you come to a waterfall

mist blowing against your face and arms

do you stop and ask for understanding at those moments
I said not yet but I intend to start today

he said I'm real sorry he said

I wish I had some other kind of news to give you

I said Amen and he said something else

I didn’t catch and not knowing what else to do

and not wanting him to have to repeat it

and me to have 1o fully digest it

I just looked at him

for a minute and he looked back it was then

1 jumped up and shook hands with this man who’d just given me
something no one else on earth had ever given e

I may even have thanked him habit being so strong

— RavyMonD CARVER
FroM THE BoOK, A NEW PATH TO THE WATERFALL

CopYRIGHT © 1989 BY THE ESTATE OF RAYMOND CARVER. USED WITH THE PERMISSION
OF ATLANTIC MoNTHLY Press. RavyMonD CARVER DIED OF CANCER IN 1988.
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whites.?! Cost comparisons are tricky, butin Shang-
hai, each person receives the equivalent of $38
worth of health care each year, on average; in the
United States, we each receive an average of $2,400
worth of care each year. If a Shanghai resident
needs dialysis, a coronary bypass or an organ
transplant, he or she likely won’t get it. The
person probably will die. But the Chinese live
longer because they get plenty of exercise, have
low-fat diets, avoid alcohol and drugs, and are
highly unlikely to be murdered or killed in a car
accident.

“In order to get people healthier and keep
them healthy, increasingly you’re not talking about
vaccinations. You’re talking about [altering]
lifestyles,” said Yaggy, the Duke official who once
served as assistant health commissioner in Massa-
chusetts.

Even if the federal government is successful
in overhauling the health care system, the state

probably will continue to have a strong role in
financing health care. For example, the state can
expect to continue paying to care for the poor.
Medicaid might be changed and given a new name,
but costs will live on.

A State Role in Rural Health. Other prob-
lems will remain. As the article on page 67 indi-
cates, rural hospitals in North Carolina are in trouble
and shortages of physicians persist. Sixteen rural
hospitals are at risk of failing to meet their service
missions, and hundreds of vacancies exist for a
variety of health professionals. The health of rural
care facilities, and the lack of providers, will be a
prime concern of state officials and policymakers
in the future.

No one believes the roles of the state will
diminish. Duke’s Yaggy notes that states histori-
cally have filled the gaps in providing care. For
decades, even into the 1950s, when parents didn’t
know what to do with mentally ill or retarded

Duke Medical Center

18 NORTH CAROLINA INSIGHT



children, many simply dropped them off at state
institutions and abandoned them for life. The
role of the states has changed enormously since
then, but gaps remain and may become larger,
says Yaggy. “I think the state’s role is going to
grow.”

That greater role is appropriate for the states,
said the Committee for the Study of the Future of
Public Health. The committee urged states to take
a leadership role in planning and providing for
health care. “In fulfilling the public health mis-
sion,” the committee said, “states are close enough
to the people to maintain a sense of their needs and
preferences, yet large enough to command in most
cases the resources necessary to get the important
jobs done.”® B 1I
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Spreading the Risk and Beating the Spread:
The Role of Insurance

in Assuring Adequate
Health Care

by Chris Conover and Mike McLaughlin

North Carolina has seen unprecedented Medicaid expansion in recent

years, and yet the problem of the uninsured and underinsured continues

unabated. Nearly 29 percent of the state’s 6.6 million citizens now face

the threat of being unable to pay for medical care because they have too

little health care coverage. This article examines why sweeping segments

of the state’s population have little or no coverage and the consequences

for the health care system and for the economy.

orth Carolina’s system of health care

coverage is in some ways like a quilt

—the patchwork made up of the hun-

dreds of private providers and the pub-

lic system, Medicare and Medicaid. The image of

a quilt is a comfort in the face of accident or

illness. At least there is the assurance that the
bills will be covered, even if we lose our health.

But this quilt has great gaping holes in it, and

the moths are feeding. The sense of security it

provides may well be false. Consider these facts:

m Of North Carolina’s 6.6 million citizens,

1.9 million have too little health care coverage—

most of them working people.! Of these, 1.2

million have no health coverage at some point

during the course of the year and 700,000 have too

little coverage. These are the medically indi-
gent—people who in the event of accident or ill-
ness may not be able to pay for their medical care.

m Even those who are insured have no assur-
ance that they will always have affordable insur-
ance or that the insurance they do have will pay
for treatment doctors recommend as the best hope
for recovery from an illness.

m Businesses confronted with rising health
insurance costs are shifting more of the cost to

Chris Conover, research associate at the Duke Univer-
sity Center for Health Policy Research and Education,
conducted research on the medically indigent problem
for this article. Mike McLaughlin is associate editor of
North Carolina Insight.
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employees, who increasingly are giving up their
own insurance or forgoing family coverage.

What kinds of problems does this lack of
coverage cause, and what is to be done about it? Is
there a state solution, or must the problem of
inadequate health care coverage be addressed at
the national level? These vexing questions are at
the heart of the health care reform movement, and
practical answers are not easy to come by. But the
first step toward a solution is to establish the
scope of the problem. Who are the medically
indigent, and why do we have so many of these
people?

Who Are the Medically Indigent?

One sizable component of the medically indi-
gent population is people who do not pay for
care during the year. Of the 4.7 million North
Carolinians who visited a doctor in 1990, for ex-
ample, nearly 700,000 left behind unpaid bills.?
More than 100,000 of these were charity cases for
which doctors expected to receive no reimburse-
ment. The rest were financial hardship cases in
which doctors agreed to accept reduced charges,
bills that were paid in part, and bad debt. The
numbers do not include the 438,000 Medicaid
recipients who visited the doctor in 1990 or nego-
ttated price reductions that reflect a volume dis-
count, such as preferred provider arrangements.?
Hospitals also absorbed a healthy share of
non-paying patients. Some 150,000 of 800,000
patients left behind unpaid bills in 1990, and hos-
pitals had to write off the entire stay of 80,000 of
these patients.” Again, the numbers exclude
140,000 hospital patients covered by Medicaid.
Besides those who can’t pay their bills, there
are thousands of others—most of whom are poor—
whose finances are severely strained by medical
expenses.” Extrapolating from national data, more

“I firmly believe that if the
whole materia medica
could be sunk to the
bottom of the sea, it

would be all the better for

mankind and all the worse
for the fishes.”

— Oviver WENDELL HOLMES
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than 350,000 people in North Carolina live in
families that spend more than 15 percent of their
income on health care. Of these, more than 200,000
spend 25 percent of their income or more on health
care.® PFederal poverty guidelines are written as-
suming that medical expenses absorb 4 to 6 per-
cent of a family’s annual income.’

But these figures, while alarming, probably
understate the magnitude of the health coverage
problem. “A lot of people can’t go to a physician
when they get sick,” says Dr. Thad Wester, deputy
state health director. “The economically compro-
mised often postpone health care.”

A better measure of the medically indigent
adds those who would have left behind a medical
bill if they had gotten sick, and those who failed to
get medical care even though they needed it. These
can be called the medically indigent at risk—
people who are at relatively high risk of being
unable to pay their medical bills.

All but the extremely wealthy face some risk
of being unable to pay their medical bills. For
example, even the best insurance will not pay for
experimental treatments, which can bankrupt a
typical family. But the uninsured and under-in-
sured face the greatest risk, with the under-insured
defined as those with enough holes in their plans
that they could easily end up spending more than
10 percent of family income on medical expenses.

Including both the uninsured and under-in-
sured, there are nearly 2 million people in North
Carolina who are medically indigent. These in-
clude four different groups: 1) the uninsured all
year; 2) the uninsured part of the year; 3) the
under-insured with private insurers; and 4) the
under-insured enrolled in Medicare. In North Caro-
lina, the uninsured comprise nearly two-thirds of
those at risk, with 1.2 million people uninsured at
some point over the course of the year and 885,000
uninsured on any given day.®! Half of these
uninsured have had no health coverage for the
entire year and more than 240,000 have not had
health coverage for nearly three years.’

Of the under-insured, some 400,000 have pri-
vate coverage and roughly 300,000 rely exclusively
on Medicare to pay their medical bills." These
people are considered to have inadequate coverage
because Medicare typically pays only 45 percent
of medical bills for its elderly participants.!! Un-
less a participant has a policy to fill the gaps, the
patient may be unable to pay the remaining bills.
Because Medicare participants typically are in
poorer health than the younger uninsured, they
often have higher out-of-pocket medical costs.'?



Figure 1. Workers and Their Dependents
as a Proportion of the Uninsured

Unemployed
4.5%

Not in Labor Force g#
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Part-time Worker
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Full-time Worker
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885,000 Daily Uninsured, 1990

Data prepared by Duke University Center for Health Policy Research and Education

Source: Current Population Survey, 1988-1990

“Medicare has, I think, failed to do what it is
designed to do——meet the health care needs of the
elderly and disabled,” says Barbara Matula, direc-
tor of the N.C. Division of Medical Assistance in
the Department of Human Resources. The elderly
can get many of their remaining medical expenses
covered by Medicaid, which is funded by the
state—if they are poor enough. A working elderly
or disabled person making more than $241 per
month isn’t eligible without spending excess in-
come on medical bills first. “We are clearly the
reinsurers for them,” says Matula.

Medicaid recipients are medically indigent by
definition. Unless they meet strict guidelines on
income and assets, they aren’t allowed to partici-
pate. Nearly 29 percent of the state’s 6.6 million
citizens can be considered medically indigent
when Medicaid recipients are added in with the
rest of the state’s uninsured and under-insured.

But though Medicaid is designed to provide
health coverage for the poor, it doesn’t cover all of

them. Estimates are that 48 percent of North
Carolina’s poor are covered by Medicaid at some
point during the year, with about a third of these
participants enrolled all year. About 30 percent of
the poor can never qualify for Medicaid because of
federal eligibility restrictions.'” Medicaid is tar-
geted at single-parent families, two-parent fami-
lies with an unemployed breadwinner, pregnant
women, children, the disabled, and the elderly.

In recent years, the
growth in the insurance
problem has come among
people who work, while
the number of uninsured
poor has actually dropped.
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People who do not fit these categories need not
apply.

In addition, there are people who are techni-
cally eligible for Medicaid but decline to partici-
pate. National studies estimate that only 76 per-
cent of those eligible participate in Medicaid.!* If
this is true for North Carolina, about one in six
poor people are passing up health care coverage
for which they could qualify.

The poor and near-poor make up a sizable
segment of the medically indigent at risk, repre-

senting 40 percent of the uninsured and 52 per-
cent of the under-insured. Still, it is clear that
poor people aren’t the only ones with too little
health care coverage. In fact, 40 percent of the
uninsured and more than 25 percent of the under-
insured have incomes above 200 percent of pov-
erty.!® Inrecent years, the growth in the insurance
problem has come among people who work, while
the number of uninsured poor has actually dropped.
(Figure 1, page 23, shows the proportion of the
uninsured who are workers and their dependents.)
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Table 1. Percent of Population Uninsured in Each State, 1988
Percent Number State Rank in
Uninsured Uninsured % Uninsured*
New Mexico 22.8 345,509 50
Arkansas 21.8 519,163 49
Texas . .ovnnnn i 214 ..., 3,621,720 .. ... 48
Florida 18.4 2,199,960 47
Oklahoma 18.0 592,995 46
Mississippl c . cveieniiiinn, 179 ... oot 472365 ... 45
Arizona 17.7 608,444 44
Nevada 17.3 172,097 43
Touisiana .................. 173 ... 778919 .. 42
California 17.2 4,737,675 41
Idabo , 16.4 165,419 40
Montana .......covvevunnnn. 159....... e 129,258 oo 39
Alaska 15.8 85,903 . 38
Alabama 15.1 615,680 37
Kentucky .........ocivvvnnn 149 ... ..ol 555,113 oLl 36
South Dakota 14.7 104,051 35
Oregon 14.6 397,160 T34
Tennessee ................. 142 ............. 687,400 ....... ... ..., 33
North Carolina 13.8 883,308 32
Indiana 13.6 751,116 31
Colorado .................. 130.............. 428,555 .. 30
West Virginia 12.9 245,160 29
Washington 12.8 579,781 28
Georgia .............o.ou. 126 ..o, 788,513 . 27
South Carolina 11.9 406,552 26
Utah 11.7 198,706 25



Since 19835, the state has expanded Medicaid
enrollment by 52 percent, and the number of
uninsured poor has fallen. Still, the overall num-
ber of uninsured has not declined, which implies
that every poor person now covered by Medicaid
has been replaced by a person with a higher in-
come. In the early 1980s, nearly half of the
uninsured were poor and fewer than one in five
were middle income or higher. Now less than one-
third are poor and more than a third are middle
income or higher.

Workers Dropping Health Insurance?

hy this shift in the uninsured population?

Part of the problem is workers forgoing health
insurance for themselves or for their families.
Faced with rising costs, many employers are cut-
ting benefits or passing more of the cost of health
insurance to their employees. Some of these em-
ployees are electing to drop coverage. “[More
than] a third of those without health insurance are
earning twice the poverty level,” says Allen Feezor,

Percent Number State Rank in
Uninsured Uninsured % Uninsured*
New York 11.5 2,049,755 24
Wyoming 109 54,968 23
Virginia ..........ooiian, 108 ... oiiilt. 637,029 ..... e 22
Nebraska 10.5 168,268 21
Missouri 10.5 533,342 20
Kansas ...ovvveinevenennnns 104 ............. 257374 .o 19
Delaware 10.2 65,178 18
Illinois 10.1 1,164,471 17
New Hampshire . ............. 99 . ... ... 105203 oo iv e 16
Ohio 9.6 1,031,230 15
Maryland 95 430,254 14
Vermont . ..voveeiinnennannnn 92 50,256 .o 13
New Jersey 8.3 638,403 12
Michigan 8.2 756,414 11
Hawail .......cccovvnivniin.n. 7 87,609 ... . 10
Pennsylvania 8.0 949,608 9
Towa 7.9 222,017 8
Maine .......covvveinen... T8 et 02,123 ... i 7
Wisconsin 7.6 361,781 6
North Dakota 7.5 50,447 5
Massachusetts ............... 73 424868 ... 4
Rhode Island 7.2 71,051 3
Minnesota 6.6 282,003 2
Connecticut ............. 58 e 186,011 ...t 1
* States are ranked according to the percentage of their citizens without health insurance, with
1 being the state with the lowest number of uninsured (Connecticut). Ties in percentages are
due to rounding only.
Source: Lewin/ICF Health & Sciences International Co., 1090 Vermont Ave. N.W.,
Suite 700, Washington, D.C. 20005, (202) 842-28G0.
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deputy commissioner of the North Carolina De-
partment of Insurance. “And 10 percent are earn-
ing above $30,000 and still will not purchase health
insurance. They spend the money on something
else.”

Most of these uninsured workers are young,
and many forgo dependent coverage. They trust
that they can pay the bills out of pocket, and
Medicaid is the insurer of last resort for their
children.

But the problem is far broader than people
passing up health insurance. National figures show
that the vast majority of workers who are offered
health insurance accept the coverage being of-
fered. Only about 10 percent of all workers refuse
coverage and half of those refuse because they
have coverage elsewhere.

On the average day, 465,000 workers are with-
out health care coverage in North Carolina. When
dependents are included, they make up about three-
fourths of the uninsured population on a given day.
Two-thirds of these uninsured workers are without
coverage because they were not offered a plan.'¢
Another sixth were ineligible for the employer
plan either because they were part-time or sea-
sonal employees or because they had to complete a
waiting period to qualify for coverage. The re-
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maining sixth declined cov-
erage even though they had
no other source of insurance.

Not surprisingly, work-
ers who earn the least are the
ones least likely to get cover-
age through their employer.
Fully one-fourth of workers
earning less than $5,000 a
year are uninsured, compared
to one in 20 workers earning
$50,000 or more. And most
of those workers with the
lowest earnings who are in-
sured get their coverage from
someone besides their em-
ployer. Only one in eight
workers with the lowest earn-
ings get coverage through
their job, compared to nearly
80 percent of the highest-paid
workers.

Part of this may be ex-
plained by the fact that health
insurance is a very expen-
sive benefit. For example,
the cost of the State Employ-
ees Health Plan is $1,600 a year for individual
coverage and $4,200 for family coverage. A mini-
mum-wage employee who works full-time all year
earns only $8,840.7 Giving this employee indi-
vidual coverage comparable to that offered by the
state would cost as much as an 18 percent wage
increase, while family coverage would be worth
48 percent of the employee’s wage. And an em-
ployee earning the minimum wage typically is in
no position to help shoulder the burden of health
insurance costs.

Of course many of these employees work part-
time and may look to other sources of coverage
besides the employer. Low-wage workers may be
covered by Medicaid, by a spouse’s policy, or they
may be dependents covered by their parents. Only
one in 10 full-time workers is uninsured, while
part-time workers and full-time workers who are
employed less than a full year account for more
than half of all uninsured workers.

Besides being the lowest paid, uninsured work-
ers also tend to be less educated. Only half of
those with less than an eighth-grade education get
coverage through their employers, and nearly a
fourth of these workers are left without coverage,
even though they are more likely to qualify for
other coverage such as Medicaid.




Employers Who Don’t Offer Coverage

mong employers, small businesses are the

least likely to offer coverage. Indeed, a re-
cent national survey showed that virtually all
large firms with more than 500 employees now
offer health insurance.'® Even among middle-
sized employers with 25 to 99 employees, the
chances are 19 out of 20 that they will offer.a
health insurance plan. The big drop-off comes at
the threshold of fewer than 25 employees. Three-
fourths of employers with 10 to 24 employees
offer plans, while only a third of those with less
than 10 employees provide health insurance.

Employers often cite cost when asked why
they do not provide health insurance.'” They ei-

ther have concerns about current or future health
care costs or they feel that profits are too low or
unstable to justify offering a plan. For the most
part, health insurance seems to be available for
small firms if they are willing to pay a high
enough price.

“Many smaller firms are either start-up enter-
prises or are operating on very thin profit margins
and cannot afford to provide all the employee
benefit programs that larger or more successful
employers can afford,” says Randy Ferguson, an
executive vice-president with Jefferson-Pilot Life
Insurance Company in Greensboro.

Ferguson says an over-abundance of state-
mandated benefits makes health plans unaffordable
for many small businesses. “Various studies have

Jack Betts
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shown that many smaller employers could afford
to sponsor and would like to offer their employees
a basic, bare-bones health care benefit plan but
cannot do so due to various state-mandated regula-
tions. Such regulations mandate liberal benefits
that, while on the surface appear desirable, greatly
increase the cost of the plans.”

Feezor, the deputy insurance commissioner,
says that mandated benefits increase health insur-
ance costs in North
Carolina by about 5

work for me, they know I don’t have insurance,
and that’s spelled out to them up front. They’re
taking their chances, and that’s sad, but we just
can’t pay it.”

But before he would purchase any policy,
Green says he would have to get his business on a
stronger financial footing and would have to have
workers he wanted to insure. He starts his workers
at $3.50 an hour and some of them stay no more than

three months. Green

percent—far less than
in some other states.
And some of these
mandates are essential
to basic coverage,
Feezor says. For ex-
ample, North Carolina
is among 49 states that
mandate coverage of
newborn  babies.®

Three-fourths of
employers with 10 to 24
employees offer plans,
while only a third of those

with less than 10 says.
employees provide health
insurance.

says he also would want
to consider whether the
policy were worth pur-
chasing. “I’m afraid if
they made it affordable,
it would be a cheap little
policy—a gimmick,” he

Bob Greene oper-
ates a country store in
the Wilkes County

“That is necessary,”
says Feezor. “It would
be irresponsible to write insurance coverage with-
out it.” North Carolina does not mandate mental
health coverage, which drives up the cost of care in
many states, Feezor says.

Insurance companies also charge small firms
higher administrative costs than they charge
larger firms. The very smallest firms may have
to pay as much as 40 cents per benefit dollar for
administrative costs, while firms with more than
10,000 workers—such as Duke Power Company
and Sara Lee Corporation—pay only 7 cents per
benefit dollar.?

The main reasons for this are economies of
scale and the higher risks associated with serving
small employers. “They’re always going to be
having to pay a little more,” says Feezor of small
employers. “If in one case I can cover 1,000
employees, and the other five, where am I going to
spend my time?” With larger employers, Feezor
says, insurance companies also gain access to larger
markets for such products as life insurance and
annuities, which are more profitable than health
insurance.

Edward Green, a nursery operator in Wilkes
County, is among those small business owners
who might offer health insurance if it were more
affordable. “I definitely would be interested if it
were an attractive policy at a discounted price for
the small employer,” says Green, who employs up
to nine workers including four family members at
Green Valley Farms. “Anybody who comes to
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community of Cling-
man. Greene says he
employs mostly high school students in part-time
positions—so they aren’t much concerned about
health insurance. He did, however, lose one em-
ployee who went back to a low-wage position at a
bank so she could be insured. “If T had employees
who were more than part-time, or some I knew
were going to stay with me, I wouldn’t have a
problem offering it to them,” says Greene.

A growing problem for small firms is insur-
ance company underwriting that excludes a par-
ticular worker or even an entire firm from cover-
age because of a single worker’s medical condi-
tion. “They [insurance companies] are driven by
competition, which drives out the marginally in-
surable people,” says Wester. “They want healthy
people free of overt disease.” Adds Matula, “The
people with the greatest risks and the highest needs
are least apt to have insurance.”

All told, employees in small firms account for
44 percent of uninsured workers. Most of these
employees work for companies that do not offer
health plans, so the key to getting coverage for
small-firm workers is enticing more employers to
offer plans.

In larger firms the situation is the reverse.
Plans are available, but there are structural eligi-
bility barriers that keep some employees from
participating. The two biggest barriers are waiting
periods required for enrolling a new employee in a
plan and policies that exclude part-time and sea-
sonal workers. A federal law known as COBRA



gives some relief from waiting periods after a job
change.”? It requires that workers be given the
option of keeping their old coverage and paying
premiums out of pocket until the waiting period
for enrolling in a new plan ends. Still, this transi-
tional coverage is expensive, and many workers
forgo it. )

Another barrier is the practice of excluding
medical expenses for pre-existing health condi-
tions from coverage. The key to getting coverage
for uninsured workers in large firms is to find a
way to reduce structural eligibility barriers.

Whether a worker is offered health insurance
is influenced not only by the size of the employer
but by the type. Three industries, in fact, account

Duke Medical Center

for 60 percent of the uninsured workers in
North Carolina: retail trade, services, and con-
struction. Low-wage jobs are less likely to pro-
vide health insurance, and the typical retail-trade
worker earns 40 percent less than the average
worker in the state.® Services and construction
work pay more, but the service industry includes
many self-employed people who may not be able
to afford coverage. And high turnover in the
construction industry may prevent firms from
offering coverage.

But size and type of employer isn’t the only
indicator of whether a person is likely to do with-
out coverage. Other demographic characteristics
appear to play a role. For instance, blacks are
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Three industries, in fact,
account for 60 percent of
the uninsured workers in
North Carolina: retail
trade, services, and
construction.

more likely to have no health care coverage than
whites. One out of five blacks has no coverage,
compared to only one out of every nine whites—
despite the fact that blacks are four times more
likely to qualify for Medicaid than whites. His-
panics and Native Americans also are less likely to
have coverage than whites. (See Figure 2 for a
breakdown of the uninsured by race.)

Family status also appears to be important.
Nearly 80 percent of children living with two
parents are covered by one of the parents. Only 11
percent have no coverage. The rest are covered by
Medicaid or some other government or charitable
program. Children in single-family homes are
twice as likely to have no coverage, and they have
a much greater reliance on Medicaid.

Single adults also are much less likely to have
health care coverage than those who are married.
They do not have the option of being covered
under a spouse’s policy.

And much of the uninsured problem seems to
be centered on children and young adults ages 18—
30. In North Carolina, the chance of being
uninsured is 14 percent among children under 18.
They account for fully a fourth of the uninsured.
(See Figure 3, page 32, for an age breakdown of
the uninsured.)

Young adults, however, face the greatest risk
of being uninsured, accounting for nearly a third of
the problem. They may be just starting out in the
work force and unable to afford coverage if their
employers don’t provide it, or they may be under a
mandatory waiting period before enrolling in their
employer-sponsored plan. They also switch jobs
more frequently than older workers, and when
health insurance is presented as a costly option,
they are more willing to risk doing without.

‘Whether one lives in a rural or urban area also
makes a difference. (See Table 3, page 36 for a
county-by-county breakdown of the average daily
uninsured population in North Carolina.) Isolated
areas with high unemployment and little manufac-
turing have high numbers of people without health

Figure 2. The Uninsured as a Percentage of Each Racial Group

Percent Uninsured

White 10.9%

Black 21.5% |

Other 19.6% |

Data prepared by Duke University Center for Health Policy Research and Education

Source: Current Population Survey, 1988-1990
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Table 2. North Carolina’s Medically Indigent

Uninsured All Year 600,000
Uninsured Part Year 600,000
Under-insured (Private Coverage)* 400,000
Under-insured Medicare - 300,000
Total 1,900,000

care coverage. This ties in with a range of prob-
lems with rural health care. Fewer paying patients
and low reimbursement rates for Medicaid and
Medicare patients make it even harder to attract
physicians to rural areas that already are suffering
health manpower shortages, says Jim Bernstein,
director of the state Office of Rural Health and
Resource Development in the Department of
Human Resources.

“Everything piggybacks and complicates the
problem,” Bernstein says. “The end result is a
poor delivery system, with less access for patients
and more patients waiting for services. Statistics
show the health outcome in rural areas is not as
good as in urban areas, and we’re a rural state, so
it’s something we need to pay particular attention
to.”

The impacts of this widespread lack of health
coverage fall into two broad categories. One
could be labeled health and the other economics.

The Health Impact of Too Little
Insurance

tudy after study has shown that people without

health care coverage tend to get less care than
those who are covered by some type of plan and
that they wait until they are sicker before seeking
care.?* “I know of very few doctors who would
refuse someone in need,” says Wester, the deputy
state health director. Nevertheless, he acknowl-
edges that people without health care coverage are
not welcomed into the health care system with
open arms. “Poor people do not like to be berated.

*The under-insured are defined as those at risk of spending more than 10 percent of
their family income on medical expenses.

Source: Duke University Center for Health Policy Research and Education

E——— L —

They would like to be able to pay for their care,
and they wind up not going.”

The medically indigent have more chronic
health conditions than the general population, as
well as greater numbers of disabilities and more
mental illness.” They use 30 to 65 percent fewer
services than the privately insured,? face greater
access barriers,” and defer preventive and acute
care.?

They are less likely to have a regular source of
care, and thus more likely to rely on the hospital
emergency room, which is expensive.” Studies
also indicate they are hospitalized more frequently
for conditions that are preventable through access
to regular care.® The bottom line is that the
medically indigent are more likely to have worse
health than the general population, at least in part
because of their lack of health care coverage.

Of course the ultimate indicator of poor health
is premature death. The Atlanta Constitution-
Journal—in a computer analysis of more than

The bottom line is that the
medically indigent are
more likely to have worse
health than the general
population, at least in part
because of their lack of
health care coverage.
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Figure 3. The Uninsured as a Percentage of Each Age Group

PERCENT UNINSURED

Under 6

© to17 16 to 24

25t029 30to44 4H5to4 ©5 &over

AGE

Data prepared by Duke University Center for Health Policy Research and Education

Source: Current Population Survey, 1988-1990

530,000 deaths in 1987 in 12 Southern states—
found 22,000 deaths to be caused by diseases that
were easily treated or preventable. Race and in-
come were the strongest predictors of premature
deaths, and the problem was particularly acute in
rural areas.!

The Economic Impact of Too Little
Health Insurance

ut if a lack of adequate health care coverage

takes its toll on the medically indigent, it also
has an impact on the North Carolina economy.
State spending on Medicaid and direct govern-
ment medical services, plus the cost of unpaid
doctor visits and hospital stays, has reached $3.3
billion a year, twice what it was five years ago.

The typical North Carolina family of four
now picks up the tab for about $950 in unpaid
medical care. About half comes in the form of
state and local taxes. The rest is in hidden taxes—
the so-called cost shift in which medical bills rang
up by non-paying patients get added to the bills of
paying patients. These costs are pushed still
higher by the tendency among people without
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health care coverage to overuse the emergency
room and end up hospitalized when it might have
been medically avoidable.

Is There a Solution?

learly the problem of the medically indigent

is one that needs to be addressed. The prob-
lem is helping to drive increased medical costs,
and there is the human cost of poor health for those
who do without health care coverage. On the
national level, debate has focused on a national
health insurance system such as that operating in
Canada, an employer-based system in which em-
ployers offer a health plan or pay a penalty to help
cover the uninsured, or some hybrid. But what can
be done at the state level?

A handful of states are moving toward uni-
versal coverage, with one option a “pay-or-play”
employer-based system.*?> Under this system, em-
ployers either play by providing coverage for
their employees or pay into a state fund which is
used to provide insurance for uninsured workers.
Other states, including North Carolina, so far are
taking a less comprehensive approach. The Health
Insurance Association of America, a national



trade group, is pressing states to implement this
kind of reform focusing on broadening existing
coverage.

The group proposes that states make changes
to make health insurance more available and af-
fordable for small business. The states would help
cover other gaps by creating high-risk pools for
the hard-to-insure and by Medicaid expansion.
The North Carolina General Assembly enacted the
small business proposal in the 1991 session.*

Developed with the cooperation of small busi-
ness and the insurance industry, the legislation
requires insurers and health maintenance organi-
zations writing health insurance for businesses
with less than 26 and more than two employees to
offer at least two types of policies. The first of

Co-payment — The payment a patient is re-
quired to make, in addition to any private
insurance coverage or government assis-
tance program, to obtain health care ser-
vice.

Coverage — A system that pays for health
care, and which includes private insurance
companies, employer-financed plans, gov-
ernment transfer programs such as Medi-
care and Medicaid, and the like.

Deductible — An up-front payment a patient
must make on a health service before an
insurer has any liability to pay.

Diagnostic Related Groups — A system of
classifying patients according to the type of
disease, and which is used in determining
hospital payments for the Medicare system.

Health Maintenance Organization — An
organized system which provides an
agreed-upon set of comprehensive health
services to a voluntarily enrolled popula-
tion in exchange for a predetermined, fixed,
and periodic payment.

Medicaid — Popular name for government
program that provides medical assistance
for the poor, and which is funded by the
federal, state, and county governments.

EE—

Glossary of Health Care Terms

- Third-Party Payer — An institution, organi-

L S

these is a stripped-down version that covers only
essential services and would thus be more afford-
able. This basic plan is exempted from state man-
dates, with a special committee determining
which services are essential and must be provided.
Feezor says the basic plan is likely to feature
higher co-payments and deductibles and to cover
shorter hospital stays than standard insurance.
The second type of policy is more comprehen-
sive—similar to that currently being offered by
small and medium-size employers. The nonprofit
provider Blue Cross and Blue Shield of North
Carolina unveiled its stripped-down coverage,
called BasiCare, at a September 1991 news con-
ference. The company is marketing BasiCare to
individuals and small business groups, with prices

Medicare — Popular name for government
program that provides two kinds of health
insurance for the aging—hospitalization and
institutional care, and physician’s care and
other health services—funded under the
Social Security System.

Preferred Provider ‘Organization — An al-
ternative to HMOs, the PPO can provide
health care through an organization of doc-
tors, hospitals, employers, and insurance
companies who agree to contracts to pro-
vide certain health services to PPO mem-
bers at reduced rates.

Premiums — The amount of money that in-
surance subscribers must pay to maintain
their health insurance policies.

Prospective Payment System — A prospec-
tive system of payment using Diagnostic
Related Groups (DRGs) for Medicare pay-
ments to hospitals as established by Title VI
of the 1983 Social Security Amendments.

zation, or entity that pays the health care bill
for a patient. Most often, a third-party payer
is either the government or an insurance
company. The three parties are the patient,
the provider, and the payer.
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beginning at $41.67 a month for a 22-year-old
single male.

The new law controls the rate of increase
insurers and health maintenance organizations can
charge small employers from year to year and
narrows the difference in rates insurance compa-
nies and health maintenance organizations can
charge competing firms of similar size and type. It
also sets up a reinsurance pool for high-risk busi-
nesses that insurers and health maintenance organ-
izations don’t want to cover.

Industry officials view the new law as an
important first step toward making health insur-
ance more broadly available in North Carolina.
“Clearly, complying with this law will be costly,”
says Ferguson of Jefferson-Pilot. “However, the
law demonstrates that health insurers are com-
mitted to contributing to the solution of the health
care access problem.”

It appears unlikely that small business opera-
tors will flock to the new basic plans. Feezor says
a similar program operating in Virginia has been
slow to catch on; both Green, the Wilkes County
nursery operator, and Greene, the grocer, seemed
skeptical that such a plan would meet their needs.
Still, it’s a start.

Other significant changes have come through
private efforts. For example, Blue Cross and Blue
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Shield has developed a program called ACCESS
to cover the hard-to-insure. The program was
implemented after several failed legislative efforts
to establish a state high-risk pool for insuring
people with severe medical conditions. It offers
basic coverage for all comers—if they can afford
the premiums.

The company will charge as much as 175
percent of normal rates—and still expects to lose
money on the program.* Under one plan, Blue
Cross and Blue Shield charges $387 a month for
individuals and $964.38 a month for a subscriber
and three family members, with a $500 deductible.
Another plan carries a $1,000 deductible with pay-
ments of $349 a month for individuals and $991.65
for a family of four. Losses are to be paid from the
company’s reserve fund.

The firm also has developed the N.C. Caring
Program for Children in cooperation with the
North Carolina Council of Churches. Under this
program, sponsors agree to donate $240 a year to
pay insurance premiums for uninsured children
from low-income families.*

The Health Access Forum, a panel of doc-
tors, government officials, academics, and indus-
try officials appointed by the North Carolina
Institute of Medicine, also is studying how to
address the problem of the medically indigent.



The institute, which examines pressing health care
problems, has secured a $424,000 grant from the
Kate B. Reynolds Charitable Trust to pay for this
attempt at consensus-building. The Health Access
Forum will produce a package of recommenda-
tions for public and private actions by 1992.

The legislature also has created a study com-
mission to “study the issues involved in designing
a program to ensure that all citizens of the state
have access to affordable health insurance that
provides coverage for basic health needs.”*® The
commission—which reports to the 1993 session of
the General Assembly—is to study a range of
health insurance issues, and at least two ways to
broaden coverage: (1) an employer-based insur-
ance system that depends on a state pool to cover
the jobless and uses tax incentives to encourage
employers to offer coverage; and (2) a single-
payer, government insurance system such as that
operating in Canada.

The commission also will look at health care
cost containment, an issue so serious that some
people believe a voluntary insurance system will
never succeed. “The real problem—both for indi-
viduals and apparently for our society at large—is
that today’s cost of health care exceeds what most
individuals are willing to pay and exceeds what
society collectively is willing to pay via third-
party coverage,” says Feezor. “It is more expen-
sive than we are willing to spend relative to other
needs and desires.”

Medical care cost increases are running double
and triple the annual increase in the Consumier
Price Index. Health insurance costs reflect these
increases. “The costs are so disproportionate that
any voluntary paying method is going to fail at
some point,” says Feezor. An involuntary system
heavily subsidized by employers, the government,
or both may be the only way to ensure 100 percent
insurance coverage, he says.

Feezor believes some small employers will
enroll in the stripped-

more than 6 to 12 percent of the medically
uninsurable people in North Carolina will be able
to afford the premiums.

Rep. Judy Hunt (D-Watauga) led an unsuccess-
ful 1989 effort to establish such a pool, and the
private program is modeled on her legislation. Hunt
says she will be watching carefully to see whether
ACCESS satisfies the need for an insurance pro-
gram for people with severe medical conditions.
But Hunt is skeptical of the projected rates. “Most
people think they are exorbitant,” she says.

Kathy Higgins, a Blue Cross and Blue Shield
spokeswoman, says the program was designed to
make health insurance available to those who can’t
get it for health reasons. “It doesn’t address the
cost issue,” she says. “It’s for those who can
afford it and would never have the chance to have
insurance otherwise.”

Affordability also becomes a problem for fur-
ther Medicaid expansion. The state’s share of
Medicaid expenses has been rising at a rate of 17
percent a year since 1985, and the state budget is
under severe strain. That makes further expansion
hard to accomplish, and Medicaid reaches only the
categorically eligible poor and near-poor. The
federal Health Care Financing Administration
closed one option for Medicaid expansion with a
ruling in September 1991 disallowing the use of
provider taxes and donations to draw federal Med-
icaid funds for the states.?

The big legislative push for health coverage
reform likely will come in the 1993 session, after
the Health Access Forum has released its proposal
and the legislative study commission has made its
report. Silberman says the legislature is likely to
consider one of two plans: (1) a pay-or-play sys-
tem such as the one passed in Massachusetts but
stalled by budget difficulties, or (2) a single-payer
system such as that operating in Canada in which
the government serves as health plan administra-
tor or turns the job over to a private contractor.

The Canadian plan,

down health insurance
plans that emerge from
the 1991 legislation,
but most will continue
to plead a lack of
affordability. “Unless

There are some remedies
worse than the disease.

says Silberman, might
make cost containment
more effective because
it would eliminate cost-
shifting. “It’s a big
shell game,” she says.

— PuBuLivs Syrus

there is a tax creditora
penalty, I’m not sure a
voluntary effort will make a substantial differ-
ence,” he says. As for the ACCESS program—the
high-risk pool for the hard to insure offered by
Blue Cross and Blue Shield—Feezor believes no

With only one payer,
there would be no one
to shift costs to. Still, the pay-or-play concept
might prove more politically palatable. The gov-
ernment would not be holding all the cards, and
— continued on page 38
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Table 3. Average Daily Uninsured in North Carolina by County, 1988

Number Percent of County Rank in
" County Uninsured Population Uninsured % Uninsured*

Warren 3,600 21.9 100
Hyde 1,200 _ 21.5 99
Greene ................ 3400 ...l 208 oo 98
Bladen 6,400 20.8 97
Washington 2,900 19.6 96
Perquimans ............ L 190 ..o 95
Swain 2,000 19.0 94
Chowan 2,600 18.9 93
Hoke .................. 4600 ................. 189 .. 92
Martin 5,100 18.8 91
Hertford 4,500 18.7 90
Halifax ............... 10,500 ... ..., 185 (i 89
Caswell 4,100 18.2 88
Pender 4,800 18.0 87
Brunswick ............. 9200 ... 179 86
Onslow 22,700 17.8 85
Graham 1,300 17.7 84
Northampton ........... 3900 ...l 177 oo 83
Columbus 9,300 17.6 82
Robeson 19,000 17.6 81
Sampson ............... 8900 ......... .. ..., 176 .o 80
Cherokee 3,700 17.4 79
Ashe 4,000 17.2 78
Vance ................. 6,700 ................. 170 .o 77
Wilson 11,100 17.0 76
Cumberland 44,400 17.0 75
Beaufort ............... 7300 ..., 169 ... 74
Camden 1,000 16.9 : 73
Lenoir 10,100 16.7 72

Bertie ................. 3500 ... 167 oo 71 |

Jackson 4,500 16.7 70 ‘}
Tyrrell 700 16.4 69
Avery ....... .. ... 2500 ..., 163 . o 68
Pasquotank 5,000 16.2 67
Yancey 2,600 . 16.1 66
Franklin ............... 5700 ..., 160 ..o 65
Alleghany 1,600 16.0 64
Harnett 10,400 15.9 63
! Duplin ................ 6,600 ................. 158 .o 62
| Scotland 5,400 15.7 61
Madison 2,700 15.7 60
Person ................. 4800 ....... ... 152 oo 59
Jones 1,500 15.2 58
Granville 5,800 14.9 57
Clay .................. 1L,IOO ..., 149 .. 56
Gates 1,400 14.6 55
Currituck 2,000 14.6 54
Pitt ...... .. ..., 14700 ... ... .. ..., 145 .o 53
Edgecombe 8,600 14.5 52
Pamlico 1,600 14.4 51
Mitchell ............... 2100 ...l 144 o 50
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Number Percent of County Rank in

County Uninsured Population Uninsured % Uninsured®
Lee 6,000 14.2 48
Richmond .............. 6,500 ... £ R ¥
Anson 3,700 14.1 46
Haywood 6,700 14.0 45
Wayne ............... 13200 ...l 134 ..o 44
Carteret 6,900 13.3 43
Nash 9,700 13.2 42
Johnston .............. 10400 .........covvn... 129 .o 41
Rutherford 7,300 12.6 ' 40
Macon 2,900 12.4 39
New Hanover .......... 14400 ... ..ot 122 o 38
Watauga 4,200 12.1 37
Polk 1,700 11.8 36
Moore .....oovvvvnnnn.. 6,900 ................. 118 v 35
Dare 2,400 11.5 34
Orange 9,900 11.3 33
SWITY o ovv e 6,900 ....... ... 111 oo 32
Wilkes 6,800 11.0 31
Henderson 7,600 11.0 30
Cleveland .............. 9,400 ..o 109 ... 29
Stokes 4,000 10.9 28
Mecklenburg 50,900 10.7 27
Lincoln ................ 5100 ... 107 oo 26
Buncombe 18,400 10.7 25
Rockingham 9,200 10.6 24
Union ....oovvveeennnn 8800 ... 105 oo 23
Yadkin 3,100 10.3 22
Guilford 33,900 10.1 21
Davidson .............12500 ................. 10.0 oo 20
Stanly 5,100 10.0 19
Davie 2,700 9.7 18
Dutham .............. 16,600 ... ... 07 17
Gaston 16,800 9.7 16
Transylvania 2,500 9.6 15
Montgomery ........... 2300 ... 9.5 14
Forsyth 25,600 9.5 13
Iredell 8,600 9.5 . 12
McDowell ............. 34007 .. ... Q4 11
Wake 36,600 g 94 10
Randolph 9,500 9.3 9
Alamance .............. 9800 .................. 125G A 8
Rowan 9,700 9.2 7
Caldwell 6,500 9.2 6
Alexander .............. 2500 ... 0.1 o 5
Catawba 10,600 9.1 4
Cabarrus 8,400 8.9 3
Butke ...t 6,800 ...... ...t 89 e 2
Chatham 3,200 8.7 1
Statewide Total 802,900%* Avg. 124

* Ties in percentage due to rounding only.

#* Based on 1988 data, adjusted to reflect the projected impact of

Medicaid expansion, so statewide total does not match the figure for North Carolina in Table 1. The average daily
uninsured population for 1990 was about 885,000, and the number uninsured over the course of the year totaled about
Source: Duke University, Center for Health Policy Research and Education.

1.2 miition.
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insurance companies could keep writing coverage
for their best customers.

Other experts believe there will be less com-
prehensive options on the table. Feezor says so far
he hasn’t seen the kind

ance reform. “In the 1993 session we will prob-
ably introduce some type of model plan. To what
degree we can sell all the players who will be
involved, we aren’t certain.”

Sen. Betsy Coch-

of leadership that
would be required to
achieve a broad-based
solution, and so he ex-
pects more of a piece-
meal approach. “What
has been noticeably
absent is a major
elected official of suf-
ficient stature, sta-
mina, and intellect to
lead the debate in this
area,” Feezor says.

“What has been noticeably
absent is a major elected
official of sufficient
stature, stamina, and
intellect to lead the
debate in this area.”

N.C. DEPARTMENT OF INSURANCE

" rane (R-Davie) agrees
that health care cover-
age reform will be high
on the General Assem-
bly’s agenda for the
1993 session. “It’s go-
ing to take a joint ef-
fort of the business
community working
with insurers and the
government,” says
Cochrane. “This three-

—— ALLEN Feezor

Bernstein asks,
“How realistic is it to
even discuss North Carolina adopting a Canadian-
style plan? I can’t see how the General Assembly
can even begin to consider this for many reasons,
most importantly cost.” Bernstein says costly
mandated health care coverage—whether mod-
eled on the Canadian system or on pay-or-play—
could hurt industrial recruitment.

Phil Kirk, president of North Carolina Citi-
zens for Business and Industry—a statewide cham-
ber of commerce—agrees that cost must weigh
heavily in any legislative package broadening
health care coverage. “Any insurance plan the
legislature looks at, cost certainly has to be figured
into the equation,” says Kirk. “Many small busi-
nesses particularly want to provide health insur-
ance but can’t afford it. It might be a difference
between some of the smaller ones making a profit
or closing their door.”

And Kirk says some North Carolina industries
such as textile firms are competing in a global
market against third world countries with low sala-
ries and few, if any, fringe benefits. Excessive
health plan costs could hurt their competitiveness.
“Most United States companies want to provide
good fringe benefits,” says Kirk, “but they have to
consider the bottom line.”

Yet no one disputes that the legislature will be
returning to the issue of broadening health care
coverage in the near future. “I think you’ll see
something in the next year or two—if not univer-
sal health insurance, at least something that will
cover a major percentage of those people who are
now uncovered,” says Rep. Nick Jeralds (D-
Cumberland), a leading advocate of health insur-

38 NORTH CAROLINA INSIGHT

pronged approach is
the only chance we
have to come up with
some answers.” Cochrane says the three groups
working together could “come pretty close to cov-
ering most people.” She says she doesn’t think
North Carolinians are ready for a Canadian-style
system that doesn’t pay for some procedures and
requires some waiting for others.

Still, it’s clear there is increasing disenchant-
ment with the system as it exists now. A 1991
Gallup Poll found 85 percent of Americans think
the nation’s health care system needs reform.®
The rising cost of care and how to pay for that care
seem to be the main concerns. And the cries for
reform are likely to grow louder as employers shift
more and more of the cost of insurance coverage
to workers—or drop it altogether.

Options

ith 1.2 million North Carolina citizens do-
W ing without health coverage over the course
of a year and another 700,000 dangerously under-
covered, the time is approaching for major re-
forms. The Center has identified at least three
broad options that would expand insurance cover-
age. Within these options are a number of incre-
mental steps that would help chip away at the
problem. There also is the option of doing noth-
ing, which raises a fundamental policy question.
Is health care a right of all North Carolinians, or is
it just another economic good that should be left to
market forces? If it’s an economic good, then the
major options are numbers one and four below. If
health care is a right, then options two and three
are preferable.



Option 1: The legislature could make incre-
mental changes that broaden health care cover-
age but leave it up to employers whether they
offer plans and employees whether they enroll in
them. This approach leaves room to broaden cov-
erage for the poor through Medicaid expansion.
Medicaid expansion to the limit allowed by the
federal government has been endorsed by a num-
ber of groups, including the North Carolina Hospi-
tal Association and the N.C. Medical Society.
Despite the cost, expansion makes sense as a match
for federal funds; the federal government pays
$1.99 for every $1 in state and local funds spent on
Medicaid. The question is whether it is wise to
leave money on the table that could be used to help
finance health care for the medically indigent.

The state also may want to examine whether it
wants to help high-risk citizens who are not im-
poverished yet cannot afford to enroll in the pri-
vate ACCESS program. At least 24 states operate
high-risk pools, most of which work along the
same lines as North Carolina’s automobile
reinsurance facility.®® States with high-risk pools
are California, Colorado, Connecticut, Florida,
Georgia, Illinois, Indiana, Iowa, Louisiana, Maine,
Minnesota, Missouri, Montana, Nebraska, New
Mexico, North Dakota, Oregon, South Carolina,

Tennessee, Texas, Utah, Washington, Wisconsin,
and Wyoming. Wisconsin subsidizes premiums
by up to one-third for those who cannot afford to
pay. Maine also subsidizes some pool partici-
pants, and it allows some very small employers to
cede high risk employees to the pool, thus reduc-
ing premiums charged for remaining employees.

All of the pools lose money, despite charging
premiums that exceed the market average. Insur-
ance companies doing business in the states typi-
cally share the losses among themselves, although
some states support their pools with tax revenues.
Yet the North Carolina Department of Insurance
estimates that as many as 100,000 people need
such a pool in North Carolina. Only a small
percentage of these can afford above-market-price
premiums.

The state might explore carefully tailored tax
credits or subsidies to persuade more employers to
offer health insurance. Many of North Carolina’s
465,000 uninsured workers are employed by small
businesses that may not be able to afford coverage.
Tax credits could be used to persuade such em-
ployers to offer insurance, and the credits could be
phased out over time. Even with tax credits, how-
ever, the increase in small employers offering
health insurance may be modest. Michigan tried
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Karen Tam

picking up a third of the tab for small employers
who agreed to offer health insurance for the first
time. Over a two-year period, only 15 percent of
these employers took the state up on its offer. It
remains to be seen whether a permanent program
would have better results than Michigan’s pilot
study.

This approach, then, involves three sub-
options: (1) Medicaid expansion, (2) creation of a
state high-risk pool, and (3) incentives to encour-
age employers to offer health insurance. Each of
these steps would take a bite out of the uninsured
problem. And because the approach is incremen-
tal and does not represent drastic change, it may be
the easiest to achieve politically. Yet its greatest
strength is also its greatest weakness. With op-
tional insurance, there will always be those who
opt not to offer or purchase insurance, which shifts
the burden of paying for care to someone else.

Option 2: The state could adopt the “pay or
play” approach of requiring employers either to

play by providing health insurance or pay into a
Jund to provide basic coverage for the uninsured.
Under this approach, insurance is not optional.
The disadvantage is that employers who do not
currently provide health insurance would be hit
with an expensive new tax. That would be diffi-
cult to enact legislatively and would add to the cost
of doing business. And cost is an oft-cited reason
small business operators do not offer insurance. If
they can’t afford insurance, how can they afford
the tax? An additional worry is that if North
Carolina adopts such a program and neighboring
states don’t, industrial recruitment could be hurt.
Still, the approach would have the advantage of
covering more people than the incremental ap-
proach, and it would apply across the board in the
business community.

The financing mechanism would give the state
a means of insuring people who are unemployed
and ineligible for Medicaid. Citizens insured
through the fund could be billed on an ability-to-

Michelle Ramos-O’Hare, 7 years old, of Raleigh, at a rally for
better health care at the State Capitol on Oct. 8, 1991.

e,




pay basis, providing an additional source of rev-
enue, and the legislature likely would have to
appropriate additional tax revenue to keep the fund
solvent. Massachusetts is the only state which has
enacted the pay or play approach, although
Oregon will go to pay-or-play if small employers
do not meet targets set in a tax credit program.
Hawaii simply requires employers to provide health
insurance and has done so since 1974. There is no
“pay” option. Budget woes have stalled imple-
mentation in Massachusetts, and a hostile new
governor wants to abandon the approach alto-
gether.*? Cost estimates for implementation have
run as high as $1 billion, but the payoff would be
coverage for the state’s 400,000 uninsured.*

Delaware and Ohio are seriously considering
pay-or-play, and other states are experimenting
with less comprehensive reforms, says John Luehrs,
the health care expert for the National Governors’
Association. Luehrs says he sees three big advan-
tages to pay or play: (1) it provides a mechanism
for funding universal health insurance based on
the existing system of public and private provid-
ers; (2) it improves health coverage for people
who are uninsured or under-insured; and (3) it
brightens the.prospects for successful cost con-
tainment. Major disadvantages, says Luehrs, are
that marginal businesses would suffer and that the
increased costs likely would be passed along to
workers through reduced pay or benefits.

Option 3: The state could go to a single
payer system such as that operating in Canada.
Under this approach, the state would act as health
care administrator under a huge government insur-
ance program. Or it could contract this responsi-
bility out to a private provider. The advantages are
many. Every citizen would have health insur-
ance—including the state’s 300,000 children who
currently do without. With a single payer, paper-
work should be simplified, resulting in lower ad-
ministrative costs. And a single payer would be in
a stronger bargaining position with health care
providers. Employers would have rid themselves
of a direct expense that keeps growing every year—
the cost of providing health care for workers.

But unless cost containment efforts were ef-
fective, the system could get extremely expensive
and require major tax increases. And successful
cost containment may require explicit rationing,
rather than implicit rationing by ability to pay.
That raises a whole new set of questions. Lesser
steps along the road to a single-payer system might
contribute to cost containment by lowering admin-
istrative expenses. For example, Luehrs suggests

a single claim form, which would require only “a
consensus among payers about data needed to pay
a claim.”

Option 4: The state could do nothing and
hope the problem of the uninsured and under-
insured doesn’t continue to mount. Under this
scenario, hospitals and other care providers would
continue to shift to paying patients the cost of
providing health care for the medically indigent.
This could continue to drive up insurance rates,
forcing more employers to cancel their policies or
pass along more health insurance costs to employ-
ees. More employees might drop coverage for
themselves or their families, leading to more health
complications and higher medical bills, and the
vicious cycle would simply feed on itself.

Each of these options demands difficult
choices, but the problem of the medically indigent
isn’t going to go away. Affordable heaith insur-
ance—once a problem of the poor and the job-
less—is becoming a middle-class issue. More
than a third of the state’s uninsured now are middle-
income or higher, and the trend is toward still more
middle-income citizens without health insurance.
That makes reforms more likely, and the longer
those reforms are deferred, the more drastic they
are likely to be.

“The problem is so big and so serious, I think
we are just getting our toes in the water,” says Rep.
Judy Hunt. Sooner or later, legislators are going to
have to take the plunge. i
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Health Care at the Margins:
Three Families without Insurance

by Susan Dente Ross

Here are the stories of three North Carolina families without private health
insurance. Gene Richards of Durham is the breadwinner for a family of four,
but in a good month he earns only $900. Using a combination of charity care
and installment payments, his wife Carolyn struggles to finance health care
for a child with special needs. Mary Hedgepeth of Rocky Mount wants to
work, but her health problems frighten off would-be employers. Her Social
Security disability payments make her ineligible for Medicaid, so she forgoes
care and juggles bills to make ends meet. Nancy Smith is a single parent who
depends solely on Medicaid to provide health care for herself and her family.
So far the Smiths’ care has been adequate, but it’s never been tested by a long-
term health crisis. In none of these cases has care been denied due to lack of
insurance, yet they illustrate how inadequate insurance can have an impact on
health.

Susan Dente Ross is a free-lance writer and a journalism instructor at Lynchburg College in Lynchburg, Va.
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Carolyn and Gene Richards, Durham

CAROLYN AND GENE RICHARDS find the
money to provide health care for their children. As
for themselves, they mostly do without. Gene
earns about $900 a month hanging sheet rock
when he can find the work. That’s enough to
disqualify the family for Medicaid, but a far cry
from what it would take to pay for a true medical
emergency.

Still, Carolyn has made peace with what for
most middle-income families would be a glaring
gap—the lack of health insurance. “We’re healthy,”
she says glibly. And the children, Tommy, 12, and
Melissa, 11, have gained limited coverage under
the N.C. Caring Program, a private insurance ini-
tiative that offers free primary and preventive health
care to children of low-income families.

The Richards live in a frame rental house on
the east side of Durham, a house jammed in so
close to its neighbor that Carolyn can hear tele-
phone conversations through an open window.
The front door hangs loose. The porch sags. An
oil-on-velvet portrait of Hank Williams Jr. graces
the living room walls—a Christmas gift Gene got
from his cousin. The Richards are no strangers to
hard times, but the Caring Program has made things
a little easier.

Until recently, the Richards had to struggle
with medical bills for a child with severe health

problems. Tommy was born without either a hard
or asoft palate, and when he was 10 days old—still
in the hospital-—his left leg was broken.

At 11 months, doctors surgically reconstructed
his palate, but he’s been seeing an array of physi-
cians ever since. There are, of course, the routine
medical needs of any growing child. But Tommy
also regularly sees a speech therapist, a speech

& " / ;(%&‘}yn

Carolyn Richards helps daughter
Melissa with her homework.

Regina Holder
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pathologist, a plastic surgeon, an orthodontist, a
hearing specialist, and doctors at an ear and throat
clinic.

He has had nine sets of ear tubes implanted
surgically to correct a riearly constant string of ear
infections that has left his hearing slightly im-
paired. His tonsils and part of his adenoids have
been removed. And there’s the specter of repeat
surgery for his cleft palate and the certainty of
dental braces in his future.

In August 1990, when one of Tommy’s ear
tubes fell out, Carolyn just crossed her fingers and
hoped for the best. She had no choice because the
Richards had no medical insurance. Then came
the Caring Program for Children. It offers free
primary and preventive health care to children of
low-income families. A collaboration of Blue
Cross and Blue Shield of North Carolina and the
N.C. Council of Churches, the program covers
routine immunizations, doctor visits, emergency
and accident care, x-rays and other diagnostics,
and outpatient surgery for children under 19.

But for a child with the health problems
Tommy has, there are still gaps. The program does
not cover prescriptions, speech and hearing ser-
vices, dental braces, or in-patient surgery. Still,
Carolyn is grateful for the help. “TI'm glad they
have the program,” she says. “Even if it’s just for
check-ups, those are still expensive.”

Without missing a beat, she recites some of
the specific costs of routine medical care. An
office visit runs $22. Septra, a frequently pre-
scribed treatment for ear infections, costs $15 to
$20. The Richards rang up a $75 bill in a hospital
emergency room when Melissa got strep throat.
The bill along with a $10 prescription totaled $85—
nearly one-eighth of the family’s monthly income.

Despite the Richards’ limited means, Carolyn
is a careful health care consumer. For example,
she entrusts the care of her son primarily to Duke
University Medical Center and avoids the public
clinic. “They seem to rush you right through,” she
says. “Sometimes with a child with special needs—
or even one without special needs—you have to
make sure they get that extra care. I'm very
particular about the children’s doctors because
T’ve seen so many. I know it makes a difference.
With Tommy’s needs, he’s strictly Duke. From

when he was three until he hit second grade, I was
at Duke every week. Those doctors have seen him
grow up from my arm baby.”

Richards concedes that the family cannot af-
ford this kind of care for Tommy. His annual day-
long visit to various specialists at Duke costs $150.
“Still, it’s for my sanity,” says Richards. She also
takes Tommy to Duke twice a year to get his
hearing tested, rather than relying on the public
schools. She pays on the bills not covered by the
N.C. Caring Program “a little at the time. That’s
all you can do,” Carolyn says. “I’ll just have to
pay it off.”

The Richards also have gotten help from time
to time from Medicaid and the state Crippled
Children’s Program in the Division of Health Ser-
vices. But when Gene is working they don’t qualify
for Medicaid, and there are gaps in all of these
programs.

With so little money to begin with, and so
much of it going to medical costs, a lot of things
just have to wait—like new clothes and a bike for
the children. “And they’ve learned like I learned,”
says Richards. “When you need something or you
really want it bad enough, you just have to put it on
hold for awhile.”

Mary Hedgepeth, Rocky Mount

MARY HEDGEPETH is stuck between a rock
and a hard place when it comes to health care. She
needs a job so she can get health insurance to help
pay her many medical bills, yet no one wants to
hire her for fear her medical problems will inter-
fere with her work. Hedgepeth is legally blind—
and her vision is getting worse.

“Ihave a good resume, and my record shows I
can work,” Mary says, “but nobody will trust me.
They think because I can’t see well, I can’t work
well. But a person who is vision-impaired is more
careful because we know we have to watch our-
selves.”

Still, Mary’s vision problems are only the
beginning. She has ulcers and rheumatoid arthri-
tis. She suffers from anxiety and high cholesterol.
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Regina Holder

And with no job, she has no health insurance for
herself or her sons—19-year-old twins and a 15-
year-old.

Mary’s Social Security disability payment of
$429 and her child support of $200 a month push
the family income above Medicaid’s eligibility
limit. There is no room in her budget for private
insurance.

So Mary scrimps on medical care. When she
was covered by Medicaid, Mary’s prescriptions
cost about $250 a month. Now she tries to hold
expenses for prescriptions to below $125 to leave
about $500 for the family’s other bills, including
$311 a month for rent. She avoids or postpones
medical care whenever possible. Her physician
has substituted less expensive and sometimes less
effective drugs, and she takes them less frequently
than prescribed.

“I can’t afford to take prescriptions as I
should,” Hedgepeth says, “and I get sick from not
taking them. I’'min pain. My stomach bothers me.
Then too, I can’t get a lens implant that would
really help me see because I can’t afford it. And
we all need dental work.

“I know my frame of mind would be much
better if I had these services available to me. Right
now, the only thing I can do is go to the emergency

Mary Hedgepeth at her desk in
Rocky Mount.

room, and I can’t do that because I can’t afford to
pay for it. You can cut back on groceries, but that
affects my cholesterol. There’s only so much that
you can rob Peter to pay Paul.” .

She wonders whether her ulcers and anxiety
wouldn’t subside if she didn’t have to worry so
much about making ends meet. “My God, I just
can’t think about if I don’t pay my light or phone
bill what will happen,” she says. “Do you know
what it’s like to come home and flip the switch to
see if you’ve got lights or pick up the phone to see
if it still works? It’s nerve-wracking.”

Hedgepeth’s vision loss began in the mid-
1980s. She says her vision loss stems from de-
tached retinas, cataracts, a weak—or lazy—right
eye and dry-eye syndrome. She isn’t certain what
caused what, but she suffers progressive vision
loss, and the treatments are expensive and experi-
mental.

The contact lens that improves the vision in
her strong eye has long needed replacement, but a
new lens costs money. She risks additional vision
loss and a dangerous eye infection because she
cannot see well enough to remove the contact lens
and clean it herself. She simply leaves it in, day
and night, because she cannot afford to have it
removed and cleaned.

The vision in her right eye might improve
through an experimental lens implant. “The doctor
couldn’t guarantee better sight or for how long, but
it’s possible,” she says. “And I want it if only for
cosmetic reasons. I don’t like to have my picture
taken anymore because of the way it looks.” But
until Hedgepeth’s financial situation improves, she
has given up on the operation. “I didn’t make any
plans for it because I couldn’t afford it,” she says.

Her twins already exhibit some of her vision
problems. Both have partially detached retinas.
And 15-year-old Lionel has arthritis problems with
his back and an ailment called loose body
osdeochondritis disease that caused him to require
arthroscopic knee surgery in September 1991.

Hedgepeth holds small hope of getting a job
that would enable her to pay for private health
insurance. She continues to take training pro-
grams virtually whenever and wherever available
and to try to find a job. But she fears there is no
work for her in Rocky Mount.
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“A woman at Social Services here said I had
more going for myself than most of the people
there, but I’d have to relocate because businesses
wouldn’t hire me because I'm a safety hazard . . .
and a black lady with education,” says Hedgepeth.
“I"11 do anything I think can help me,” she says. “I
would leave Rocky Mount in a heartbeat if I could
get a job. Ienjoy working.”

Hedgepeth has an associate degree in business
administration. She has worked for most of the
past 20 years, nine of those years in a fast food
restaurant and six as a nurse’s aide. While in
college, she was a work-study student, and for a
time she did bookkeeping for the city of Rocky
Mount.

“Society has me stereotyped, and I can’t be
very productive—as productive as I could be if I
had my medicine and some insurance. I could
work around my problems if I could pay for my
medicine, and I can get any equipment I need to do
a job from Services for the Blind.”

Still, she’s had no luck finding a job. And so
Hedgepeth demonstrates her productivity as a vol-
unteer for the guardian ad litem program and for
Big Brothers and Big Sisters. She serves on the
boards of the National Federation for the Blind
and of N.C. Fair Share, a grassroots organization
that helps promote better health-care benefits.
Hedgepeth also works with a health-care steering
committee in Rocky Mount that is trying to open a
public health clinic for Edgecombe County resi-
dents. The city lies in two counties, and a health
clinic would save Edgecombe residents from hav-
ing to go to Tarboro to get services.

All this volunteer work is important to
Hedgepeth, but it won’t help her pay her bills. “I
don’t like living off the system,” she says, “and
here I have strived to get an education and to instill
the importance of education in my kids, but they
see me with no job and they say, ‘“You got an
education, and it didn’t do no good.””

Nancy Smith, Raleigh

THE BIGGEST COMPLAINT NANCY SMITH
has about being on Medicaid is the application
process. Eight years after getting up the nerve to
walk into the Wake County Social Services
Department and apply for the program, the hu-
miliation of the interview still burns in her memory.

“They wanted to know everything but basi-
cally your shoe size,” says Smith. “I don’t think
because you’re poor or in a transition period is a
crime, and I needed some health insurance. . . .
They didn’t need to treat me like a criminal.”
Smith, 42, and her three children have been cov-
ered by Medicaid since 1983, shortly after she fled
home and her abusive husband. “We ran away
from home and gave up everything,” she says. “I
thought Medicaid would help me through the tran-
sition.”

Smith didn’t realize that eight years later she
would still be in transition—still making do with
Medicaid. “The biggest problem is [that Medic-
aid] does not pay the full cost of medications,”
says Smith. “And if the pharmacy I use is closed,
maybe another pharmacy won’t take the prescrip-
tion because I've used the Medicaid prescription
card somewhere else.

“Or you get a prescription, and the pharmacist
will tell you Medicaid doesn’t cover this. There’s
been some medicines I couldn’t afford, and some-
times L had to go back and get another prescription
Icould afford. Ididn’tmind. You better not mind
or else.”

Finding doctors who accept Medicaid also
can be difficult. “Medicaid is like food stamps,
only worse, because not every doctor takes Medic-
aid,” Smith says. “You have to hunt a lot, and you
may not find the doctor you want or like.

“I go through the Yellow Pages. It’s almost like
a crossword puzzle. You have to search them out.
For example, the kids go to the Wake Teen Clinic,
and I feel they have gotten the quality of care they
would if we had paid privately. But you can’t
always get the same doctor—the one that’s been
used to you. I don’t have a regular doctor at all.

“When you go to the public health clinic, it’s
like a factory. They don’tknow you, and you have
to wait and wait. Thear war stories of waiting half
a day.”
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In the years immediately following her mar-
riage, Nancy was agoraphobic, overweight, and
had bad teeth. “I needed to re-establish myself as
aperson,” she says. “Iknew [ was OK, but I didn’t
know how I fit together.”

The first thing she wanted to do was be able to
smile again. “I had left the marriage with broken
teeth,” says Smith. Medicaid paid for her dental
work. “But you have less choice of a dentist, and
you can’t, at least I couldn’t, get a root canal, so
some teeth I wanted to save I couldn’t because it
would take too much work. But they did realign
my jaw, and now I can smile.”

Nancy could never determine whether Medic-
aid would pay for personal or family counseling.
“Atfirst it seemed like they would in a limited way
and not for long,” she says. “Then it seemed they
didn’t cover counseling at all. Then, who knows?
I'm to the point on a lot of things where I say,
“Why bother?”!

But counseling was important to Smith. “I
believe in preventive care,” she says. “My mother
taught me that. I had gotten my kids and myself
into family counseling before we decided to run
away. I didn’t want my kids to become alcoholics
like their daddy, or drug addicts or abusers. So I

Regina Holder

Nancy Smith—a mother on
Medicaid.

wound up paying for the counseling on my own.
Thank goodness it was on a sliding scale. Think
about it: counseling weekly for four people for
five years! But that counseling has helped me
more than anything.”

At the time, Nancy was supporting her three
boys—now 19, 20, and 25—on $266 a month
from Aid to Families with Dependent Children
and $50 a month in support from their father.

By and large, the family’s medical needs have
beenroutine. “All we ever did was go in for yearly
exams and to the dentist,” Nancy says. But the
routine medical needs of growing boys do include
emergencies. There was the time four years ago
that Ryan’s appendix ruptured in school. He had
to have an emergency appendectomy and spent
almost three weeks in the hospital. Or the time last
December when Robert had to have minor, sports-
related surgery. Or the time he got cut with pliers.
Medicaid covered it all. “I never even saw the
bills,” Nancy says.

“But,” says Nancy, “we’re not sickly people.
We’re very lucky. I've met people with a lot
worse problems than I have with Medicaid. I
know people who use up the limit” of 24 paid
doctor’s office visits a year.

The one medical condition Nancy wanted to
tackle in 1983 but has yet to address is her weight.
“I have wanted to go into counseling for weight
and exercising,” she says. “I really want to do
that.”

“And,” she adds, “my mother taught me to
smother. Now I’m trying to learn to be a mother

and keep my hands off my kids and let them
grow.” I

"Dennis Williams, assistant director for medical policy
in the Division of Medical Assistance, N.C. Department of
Human Resources, says Medicaid generally does pay for
counseling at Area Mental Health centers but not in every
circumstance.
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Health Care Cost Containment:
Does Anything Work?

by Nina Yeager and Jack Betts

North Carolinians shelled out an estimated $12.3 billion in total health care
expenditures in 1990, and that huge sum is projected to soar to $32 billion by
2000. The rapid increase in health care facilities and equipment is part of the
reason, and so is the cost of certain medical procedures. What drives the high
cost of health care? And what can be done to come to grips with these sky-
rocketing costs? What devices have other states used to try to put a lid on cost
| increases and still provide adequate levels of care to their citizens?
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hink of national health care costs as a

line on a piece of graph paper. And

compare that line to a few other graphic

cost lines. The personal income line:
steadily up, more than 7 percent per year from
1983-1990. The corporate profit line: moderate
growth over the same period, up by an average of
about 4.8 percent. The government revenue line:
average growth of 9.75 percent. The consumer
price index: generally up, an average of 4.7 per-
cent.

And then there’s the health care line—up, up,
up: From 1980 through 1990, up every year, for a
whopping average of 10.4 per-
cent. That makes the growth in
health care costs soar over other
increases and off the edge of
the page.

State policymakers and
health care officials are wring-
ing their hands about how to
rein in health care costs—and
about the impact of efforts to
control costs on the delivery of
care. This is what one founda-
tion has to say: “Health care
costs in the United States have
risen dramatically, far outpac-
ing economic growth, general
inflation, and families’ incomes.
These spiraling health costs are
creating an emergency—a cri-
sis of affordability for consum-
ers, government, labor, and business. Families are
paying more in premiums, deductibles, and co-
payments while often seeing their benefits shrink.
Employers faced with double-digit premium in-
creases now find that health care costs [are equal
to nearly] 94 percent of net profits. Rising costs
have also resulted in a growing number of Ameri-
cans without adequate health coverage, or none at
all.™

Too dramatic a description? Consider the rate
of spending from all sources—public and private—
on health care in the United States. Not that long
ago—1980 to be precise—we were spending about
$230 billion annually on health care—a tidy sum.
In 1990, we managed to spend nearly triple that
amount—about $606 billion. By 2000, Families
USA Foundation projects, the total tab will have
more than doubled again—to a projected $1.5 tril-
lion, give or take a few score billion dollars. “The
cost of health care is out of control and beyond
control,” says Glenn Wilson, professor of social

Not that long
ago—1980 to be
precise—we were

spending about
$230 billion
annually on health
care—a tidy sum.

In 1990, we
managed to spend
nearly triple that

amount—about
$606 billion.

medicine at the UNC-Chapel Hill School of Medi-
cine.

Unfortunately, the 1991 health-care price hike
of 11.8 percent is not unusual, and Families USA
Foundation predicts that costs won’t moderate over

the next decade. The group says that without
fundamental reforms in our health care system, per
capita spending on health care will consume 15
percent of the nation’s gross national product by
2000.

The news is no better for North Carolinians
than for the rest of the country. Total health care
spending in North Carolina rose 137 percent be-
tween 1980 and 1990 and will
more than double by the year
2000, from an estimated $12.3
billion in 1990 to a projected
$32.2 billion in 2000 (see Table
2, page 52). In one year alone,
hospital bills in North Carolina
rose by nearly 18 percent.?

The strain of rising
health care costs on state gov-
ernment was evident during leg-
islative budget deliberations for
the 1991-93 biennium. In the
midst of a $1.2 billion budget
shortfall, the State Employees
Health Plan needed $75.2 mil-
lion in state appropriations to
meet the cost of health care for
state employees and retirees.
Meanwhile, the state’s Medic-
aid Plan needed $113.3 million in new money to
cover current operating expenses—an increase of
25 percent over the previous year.

Government is not the only third-party payer
complaining. In a 1990 survey conducted by Busi-
ness and Health magazine, nine of 10 top execu-
tives in firms averaging 3,500 employees listed
rising health insurance premiums as the health
care issue of greatest concern. On average, premi-
ums for employees in the companies surveyed
rose 20 percent in 1990.

The picture is even worse for small business
owners, some of whom complain premiums have
Jjumped more than 150 percent since 1984.> Lead-
ers of organized labor, like their management coun-

Nina Yeager is a senior analyst with the Fiscal Re-
search Division of the North Carolina General Assem-
bly. Jack Betts is editor of North Carolina Insight.
Assisting in the research for this article was Center
Intern Ellen Breslin.
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terparts, see the escalating cost of health care pre-
miums for employees as the most critical and
potentially disruptive element in employee rela-
tions today.

These rate increases bring up a central ques-
tion, says Blue Cross and Blue Shield of North
Carolina economist Sandra Greene. “How much
more can we expand the health care system and
still afford to pay the bill?” she asks. Greene says
North Carolina is engaging in a “medical arms
race” that makes health care increasingly costly—
at least in part because there are so many high-cost
medical facilities and high-tech services and de-
vices available* Greene says a national Blue
Cross and Blue Shield study—not released to the
public—found that many costly procedures were
performed more frequently on Blue Cross and
Blue Shield of North Carolina subscribers than
among BCBS subscribers in 15 other states stud-
ied, puncturing the myth that we are a medically
underserved state.’> “We have to conclude from
this that our subscribers are receiving large amounts
of medical care in this state,” notes Greene, who
asks whether all this care really is necessary.

Figures from the N.C. Medical Database Com-
mission point out clearly how the costs of certain

N

Table 1. Rate of Growth in
Selected Costs of Living,

1980-1990
Energy: 1.9 percent
Apparel: 3.6 percent
Transportation: 4.5 percent

Rate of Inflation (CPI): 4.7 percent

Food and Drink: 5.2 percent
Entertainment: 5.8 percent
Housing: 5.9 percent
Medical Care: 10.4 percent

Source: Dan M. Bechter, “Consumer Prices,”
Cross Sections, Federal Reserve Bank of Rich-
mond, Spring 1991, p. 12.

.
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medical procedures have increased in a short pe-
riod. The commission noted that the average cost
of a heart transplant increased from $88,496 in
1988-89 to $139,773 in 1989-90, a 57.9 percent
increase (see Table 3, page 55, for more). The cost
of a cardiac valve procedure was up 16 percent,
from $47,846 to $55,494; and the cost for a coro-
nary bypass was up from $29,417 to $33,643—a
14.4 percent increase.®

The North Carolina Hospital Association is
equally concerned about these high costs. In a
recently-adopted policy statement, the association
points out that in one year alone (1988), the aver-
age cost of hospitalization in North Carolina jumped
from $4,400 to $5,008, according to figures from
the database commission.” One reason for that
huge increase is “cost-shifting,” the association
says—covering the unpaid bills of indigents by
shifting their costs to paying customers. That can
amount to a third of bills, and may hit the 50
percent mark by 1994 (see Figure 1, page 54).

Higher costs do not mean that more Ameri-
cans have access to health care. On the contrary,
the number of uninsured Americans rose from 25
million in 1980 to an estimated 37 million in
1989.%2 At least one person in eight has trouble
getting access to health care of any kind. The
ranks of the medically indigent are likely to swell
as employers stop offering health insurance ben-
efits entirely. Itis clear that until we get control of
rising costs for those who are already insured,
there’s little hope for expanding coverage to grow-
ing numbers of medically indigent citizens.

There are those who see runaway health care
costs as potentially apocalyptic—threatening the
very viability of the nation itself. Former Colo-
rado Gov. Richard Lamm calls rising health care
costs an “economic cancer” that threatens the
nation’s competitive edge in the international
marketplace. He has become a proponent of ra-
tioning health care. “We’re denying polid and flu
shots to kids for exotic things like Barney Clark’s
artificial heart,” says Lamm.’

What Factors Drive Up Health
Care Costs?

Ithough there is little agreement about what to
do to cure the cost problem, there is some
agreement among experts about what factors are
driving costs. Those factors include 1) high tech-
nology, 2) demographic changes, 3) the American
psyche, 4) mental health coverage, 5) health care



wages, 6) physician fees, 7) malpractice costs, 8)
administrative costs, 9) marketing, 10) growth of
outpatient care, 11) cost shifting, and 12) price
insensitivity.

1. High Technology: Powerful medical tech-
nologies such as life-saving artificial organs, ad-
vanced wonder drugs, experimental cancer treat-
ments, advanced diagnostic devices, and new in-
fertility treatments are major factors in the cost
equation. Advances in high-technology medicine
may contribute more than 50 percent to annual
cost inflation for health care, economists estimate.'?
Ironically, researchers and health care officials
alike expected that high technology would be a
powerful cost-cutting force. In addition, medical
success itself often adds to the health care tab (see
sidebar on page 105 for more). For example,
recent advances in neonatal care enable premature
babies weighing under a pound to survive at a cost
ranging from $200,000 to $1 million. Unfortu-
nately, about 30 percent of the premature babies
who survive have handicaps which require addi-
tional health care spending.

What’s worse, not all technologies actually
improve care or are even necessary. A Rand
Corporation study of Medicare records for 300,000
patients found that more than one-third of three

major procedures—coronary angiography, upper
gastrointestinal endoscopy, and opening carotid
arteries—were unnecessary or of questionable ben-
efit.!! Other studies have concluded that as much
as 20 percent or $100 billion of the money spent on
health care is wasted.

2. Demographic Changes: High-tech medi-
cine combined with an aging population is a potent
force that will drive health care costs in the years
ahead. On average, 85 percent of an individual’s
health care expenses accumulate in the last two

North Carolina is engaging
in a “medical arms race”
that makes health care
increasingly costly—at
least in part because
there are so many high-
cost medical facilities and
high-tech services and
devices available.
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Table 2. Spending on Health Care, All Sources, by State

Estimated Total Spending Estimated Total Estimated
Per Capita in 1990 Per Capita Spending in 2000
State Spending 1990 Rank (billions) Spending 2000 (billions)
Alabama $2,286 26 $9.5 $5,201 $22.7
Alaska 2,367 21 12 5,390 32
Arizona ................ 2,211 ool 30 . 81 ..ol 5031 ...l 23.3
Arkansas 1,944 42 4.7 4,423 11.1
California 2,894 2 84.7 6,584 223.6
Colorado ............... 2415 .......... 20 o, 80....... Ll 5496 ... 18.8
Connecticut 2,699 6 8.8 6,136 20.9
Delaware 2,268 27 1.5 5,160 4.1
Florida ................ 2427 ... 19 (o 314 . 5520 c..iiin.. .. 90.1
Georgia 2,072 38 13.7 4,714 37.7
Hawaii 2,469 15 2.8 5,619 7.6
Idaho .................. 1,726 .......... 49 ...l 17 o, 3926 ...l 3.9
Illinois 2,619 8 30.6 5,953 69.8
Indiana 2,201 31 12.4 5,004 28.5
Towa ........c.oooian, 2,351 ..., 22 e 66 ... ... 5343 ... 13.6
Kansas 2,548 11 6.4 5,792 14.7
Kentucky 1,875 43 7.0 4,266 15.7
Louisiana ............. 2,185 ... 33 9.5 i 4972 ..., 20.6
Maine 2,175 34 2.7 4,945 6.6
Maryland 2,436 18 11.6 5,541 311
Massachusetts .......... 3031 ........... ) A 179 oLt 6,890 ............ 42.4
Michigan 2,569 9 23.9 5,840 54.7
Minnesota 2,480 14 10.9 5,641 25.8
Mississippi ......vcvennn 1,751 ... 48 ...l 46 i 3984 ... 11.0
Missouri 2,568 10 13.4 5,837 31.9
Montana 2,059 39 1.6 4,686 3.5
Nebraska ............... 2452 .. ... .. 16 ............ 39 ... 5576 ...l 8.6
Nevada 2,757 4 3.1 6,272 8.8
New Hampshire 1,981 40 2.3 4,505 6.4
New Jersey ............. 2,224 .......... 29 .. 174 ... 5056 ............ 2.4
New Mexico 1,792 45 2.7 4,078 71
New York 2,818 3 50.4 6,408 115.1
North Carolina ......... 1,833 .oietnntt 4 i 123 ciieiiiiiiens 4170 coveveinnnn. 322
North Dakota 2,661 7 1.7 6,051 3.6
Ohio 2,493 13 272 5,667 61.9
Oklahoma .............. 2,139 ... ..., 35 ol 68 ..., 4,867 ............ 14.2
Oregon 2,312 24 6.5 5,260 15.3
Pennsylvania 2,536 12 30.5 5,763 69.6
RhodeIsland ........... 2707 oot 5 2.7 6,153 ...... .. ..., 6.4
South Carolina 1,689 50 6.0 3,842 15.2
South Dakota 2,322 23 1.6 5,278 3.7
Tennessee .............. 2262 .......... 28 .. 113 ... vl t. 5145 ... ....... .. 27.9
Texas 2,192 32 374 4,987 88.9
Utah 1,784 46 3.1 4,062 7.5
Vermont ............... 195 .......... 41 ... 1 I R 4448 ... ......... 2.7
Virginia 2,076 37 12.9 4,724 344
Washington 2,311 25 11.1 5,258 273
West Virginia ........... 2,088 .......... 36 oo 38 ..l 4752 ..., 7.8
Wisconsin 2,449 17 11.9 5,567 26.9
Wyoming 1,756 47 0.8 3,996 1.6
United States $2,425 $605.9 $5,515 $1,476.5

Source: State Policy Reports; Vol. 9, Issue 1, p. 18; and LEWIN/ICF Health & Sciences
International Co. for the Families U.S.A. Foundation and Citizen Action, Washington, D.C.
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A hospital bed is a parked
taxi with the meter running.

— GRroucHo MaARrX

years of life.!* This is true regardless of age, since
accidents and illnesses occur throughout lifetime
and may require large expenditures whenever they
occur. Still, the elderly do account for large por-
tions of health care costs. “Today, those over 65
account for about 11 percent of the population and
consume 35 percent of all health care dollars,”
BusinessWeek magazine reports. “By 2040, those
over 65 will account for 20 percent of the popula-
tion and will use an even greater proportion of
health care expenditure, since many medical tech-
" nologies are aimed at prolonging their lives.”

3. The American Psyche: Most
American citizens believe that along-
side life, liberty and the pursuit of hap-
piness is the right to the best and new-
est in American medicine (see article
on page 109 for more). A 1987 Harris
Poll found that nine out of every 10
Americans believe that everyone de-
serves care “as good as a millionaire
gets”4

4. Mental Health Coverage: De-
pression, substance abuse, and stress-
related health problems rank among the
top 10 health problems in the work
force. Once inaccessible to the average
employee, expanded medical coverage
for these problems now accounts for
about 10 percent of employer medical
plans.'

5. Health Care Worker Wages:
From 1977 to 1987, wages in most in-
dustries failed to keep pace with infla-
tion, but health care workers did better,
outpacing employees in the rest of the
economy by 6.8 percent per year com-
pared to 5.5 percent for other workers.
Economists consider these wage in-
creases a significant factor in the rapid
rise of health care costs. Recent im-
provements in wages for nurses, who
provide the bulk of patient care but who
have been in short supply until recently,
are likely to continue in order to keep
health care facilities operating and
viable.

6. Physician Fees: The overall rise in physi-
cian incomes has played its part in the rising cost
of health care. The net income of physicians grew
8.1 percent per year compared to 5.5 percent for
other workers from 1977-1987. In 1987, the typi-
cal income for a physician was $116,000, but the
median income for specialty physicians was nearly
three times that amount.'® Rising incomes are not

‘related to increased productivity. On the contrary,
- physicians are seeing 8 percent fewer patients per

week than 10 years ago despite—or because of—
an increase of 44 percent in the number of physi-
cians over the same period.

7. Malpractice and Defensive Medicine:
When physicians order tests or other services in
order to protect against charges of malpractice—
rather than because they believe those services to
be of value to their patients—they are practicing
defensive medicine. Extensive record-keeping and
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unnecessary patient testing reduce physician pro-
ductivity and increase costs. Some studies indi-
cate that up to 25 percent of doctors’ procedures
are done for defensive reasons.!”

8. Benefit Administration: Physicians and
hospitals face a bewildering array of insurance
plans which require substantial numbers of cleri-
cal personnel to handle the
large volume of paper-
work. The greatest growth
in health care employment
has been in the offices of
physicians and surgeons,
where employment has
been increasing at an av-
erage rate of 7.6 percent
annually.

9. Health Care Mar-
keting: Increased compe-
tition among providers for
paying consumers of
health care has meant mar-
keting, advertising, new computer systems, man-
agement consulting, and the like. These additional
costs are not likely to result in an increase in the
quality or quantity of health care delivered, but
they do increase the overall cost of delivering care.

10. Growth of Outpatient Settings: In hope
of reducing overnight hospital stays for routine
treatment, medical insurers and employers encour-
aged the use of a variety of programs to increase

Blue Cross and Blue
Shield of North Carolina
estimates that in 1991

the average hospital

admission will cost
$7,676; of that, cost-
shifting accounts for
$2,456—32 percent of
the total.

Figure 1. 1991 Average
Hospital Stay Cost

Cost ohift
2456
B2y

Total Average Cost: $7,676

Source: Blue Cross and Blue Shield of North Carolina
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outpatient care in doctors’ offices and clinics. The
result is that today, those outpatient settings con-
tain laboratory, diagnostic, and surgical equip-
ment that once was available in hospitals only.
This proliferation of equipment, combined with
advances in surgical techniques, has reduced inpa-
tient hospital care.

That’s the good news.
The bad news is that the
cost of health care has
continued to rise, particu-
larly costs for outpatient
care. In 1988, outpatient
costs rose 25 percent.
One reason for the rise in
costs may be third-party
payers’ failure to control
utilization of outpatient
care. Qutpatient services
generate numerous bills,
as opposed to a single
itemized bill for a hospi-
tal stay, and that makes it difficult to track total
costs for a specific procedure. From 1985 to 1990,
outpatient billings have risen from 20 percent of
total health care costs to 50 percent.'

11. Cost Shifting: Charges that can’t be col-
lected from third-party payers or from patients
who can’t pay for their care are shifted to paying
patients and their insurance carriers. As payers
tighten payment policies and the ranks of the medi-
cally indigent rise, the size of the cost shift to
paying patients snowballs. How much does it
amount to? Blue Cross and Blue Shield of North
Carolina estimates that in 1991 the average hospi-
tal admission will cost $7,676; of that, cost-shift-
ing accounts for $2,456—32 percent of the total.?®

12. Price Insensitivity: Although the experts
may disagree on the relative importance of each
of the cost components, there is a consensus that
the core of the cost problem is price insensitivity
for patients who consume the services, physi-
cians who order the services, and insurers who
process payments for services. Consumers of
care pay a relatively small portion of the cost of
their care and have little incentive and little infor-
mation to shop for low-cost health services. The
doctor who orders the care has no financial incen-
tive to use cost-effective services and suffers no
consequences for ordering unnecessary proce-
dures. The insurer simply passes the cost back to
the employer or the consumer. No one feels the
financial impact of the decisions and choices they
make.




Table 3. Most Expensive Medical Procedures in North Carolina,

1988-1990

October 88- October 89— Percent
Medical Case September 89 September 90 Change
Heart Transplant $88,496 $139,773 + 57.9%
Respiratory System
Diagnosis with Tracheostomy 78,099 88,293 + 13.1%
Extensive Burns with
Operating Room 70,544 65,466 - 12%
Cardiac Valve Procedure
with Pump without Catheter 47,846 55,494 + 16.0%
Kidney Transplant 38,089 42,769 + 12.3%
Other Cardiothoracic or
Vascular Procedures
with Pump 39,352 41,700 + 6.0%
Cardiac Valve Procedure
with Pump with Cardiac
Catheter 37,962 40,244 + 6.0%
Craniotomy for Trauma 28,781 35,292 + 22.6%
Coronary Bypass with
Cardiac Catheter 29,417 33,643 + 14.4%
Extreme Immaturity/
Respiratory Distress
Neonate ' 21,908 33,542 + 53.1%

Source: N.C. Medical Darabase Cominission
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Figure 2. Average Hospital Charge
per Admission, in Dollars
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Cost Containment Strategies

fforts to gain control of health care costs have

been underway since the 1970s. Generally,
efforts have focused either on making consumers
more aware of costs, or tightening controls on
costs that insurers and other third-party payers,
like the government, will pay for health care. These
efforts fall within five categories: A) increasing
the consumer’s share of costs, B) increasing third-
party payer control, C) creating incentives for effi-
ciency, D) encouraging competition among health
care providers, and E) controlling the supply of
services and facilities through Certificate of Need
programs.

An additional category—strengthening and
expanding prevention programs to improve health
and reduce demand—ought to be on every state’s
agenda, argues Ron Levine, a physician and the
State Health Director. “The public health perspec-
tive, that is, prevention as a strategy to contain
health care cost, is conspicuously absent,” notes
Levine, but programs adopted in North Carolina
and five other states, including Virginia, may pay
benefits in cost containment efforts.?

A. Increase the Consumer’s Share of the Cost.
The first approach has been to change the behavior
of consumers by requiring them to pay a larger
portion of the cost of their care. Obviously, larger
employee deductibles (the amount of health care
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costs employees must pay before insurance pay-
ments kick in) and higher co-payments (fixed por-
tions of health care costs that employees must pay
on certain procedures) reduce costs for employers.
The State Employees Health Plan, for example,
saved $37 million by raising co-payments and
deductibles for state employee health insurance.
The increased co-payments and deductibles will
cost state workers an average of $756 annually in
coverage for their family health insurance in the
coming year. But this approach poses some risks
as well. Shifting costs to enrollees may deter them
from obtaining care in the early stages of health
problems, perhaps leading to a need for more ex-
pensive care later. The lower the employee’s
income, the greater the risk. In addition, once
treatment is sought, increased deductibles and co-
payments have little impact on a provider’s medi-
cal decisions.

B. Increase Third-Party Payer Control. The
second approach seeks to limit demand for health
care by discouraging providers—doctors, facili-
ties, insurers and other payers—from providing
unnecessary or costly care through what euphe-
mistically are called “utilization controls.” These
include pre-admission certification, which means
patients must be approved for elective medical
procedures prior to admission; concurrent review
for inpatient stays, which means medical commit-
tees must review individual cases to determine if



patients should continue to stay in the hospital
after a certain period; requiring second opinions
from at least one more doctor before approval for
elective surgery; and the like.

Utilization controls have become a standard
feature of health insurance programs. Today, Medi-
care, state Medicaid programs, and more than 72
percent of employer-sponsored health plans make
use of utilization controls. Despite their wide-
spread use, there has been little systematic study
of these mechanisms, and the evidence that they
actually reduce spending is limited.?!

C. Create Incentives for Efficiency. A third
approach to cost control is to induce providers to
make cost-saving changes by providing incentives
for greater efficiency. An example of this ap-
proach is Medicare’s DRG system—an acronym
for Diagnostic Related Groups—which pays hos-
pitals a fixed payment per case based on the
patient’s diagnosis. That keeps the government’s
costs down. And if the hospital can provide the
service for less than the amount government will
reimburse the hospital, the hospital can keep the
difference.

Critics of this system claim that tightening
the belt in one area tends to cause costs to balloon
in another area. Hospital charges the DRG sys-
tem fails to pay are shifted to other third-party
payers, or to the taxpayer. For this reason, sav-
ings for one payer may not translate into system-
wide savings.

D. Encourage Provider Competition. A
fourth approach to cutting health care costs is to
encourage consumers to choose among competing
health plans. This approach assumes that consum-
ers will pick the best health care value for their
dollar just as they do when buying any other com-
modity. The validity of this assumption may be
the key to the success or failure of this approach.
There are two key programs competing in this
arena—a) Health Maintenance Organizations
(HMOs) and b) Preferred Provider Organizations
(PPOs).

a. Health Maintenance Organizations repre-
sent a major effort to introduce a market orienta-
tion to the health care field?? HMOs provide a
fixed package of health services for a fixed price
that is independent of the use of the service. HMOs
emphasize preventive visits in the hope of avoid-
ing more costly treatment in the future. Services
usually include ambulatory care and inpatient hos-
pital services. Because the HMO assumes finan-
cial risk or gain in the delivery of the services, the
HMO has a financial incentive to reduce unneces-

sary procedures and make the most of cost-saving
practices. With HMOs, costs for health care are
capped for the employer or insurer by contract.
Consumers pay a relatively small fee, if any, for a
service within the package. However, services
outside the HMO package are paid for by the
consumer only.

Nationwide, the number of HMOs has more
than doubled over the past decade. Over the same
period, enrollment has more than tripled, serving
nearly 15 percent of the nation’s population. Ten
HMOs have been licensed in North Carolina since
their introduction in 1984. By 1989, a total of
266,199 persons—more than 4 percent of the state’s
population—were enrolled in HMOs statewide.
Most (71 percent) of the state’s HMO participants
live in the five largest metropolitan counties (Meck-
lenburg, Guilford, Wake, Forsyth, and Durham).*

b. Preferred Provider Organizations are also
growing, having trebled in number since 1984, and
serving more than 26 million persons nationally
by 1991. Preferred Provider Organizations can
take a variety of forms. Unlike HMOs, they take
none of the risk for providing care, but act as
brokers to negotiate contracts among employers,
doctors, and patients.

PPOs can be organized by physicians or hos-
pitals or a combination of both providers. Insur-
ance companies, employers, and third-party ad-
ministrators also establish PPOs. Some common
elements apply to most. The broker negotiates an
agreed-upon discount from the providers’ normal
fee schedule. Preferred providers may be physi-
cians, pharmacies, hospitals and others. Discounts
typically vary from as little as 5 percent to as much
as 30 percent off the cost of conventional services.

Employers and insurers give consumers in-
centives to use the preferred provider, but patients
are not restricted to PPO providers for health care.
For example, the employer may be willing to pay
the full cost of care from a physician on the pre-
ferred provider list but require employees to pay
co-payments for services from other physicians.
In this way, the insurer or employer basically sets
a cap on the payment for a given service.

E. Limit Supply of Services and Facilities.
Federal legislation enacted in 1974 created the
Certificate of Need process, which was designed
to control health care costs by limiting facilities
and services. Costly new facilities and services
could be offered only after issuance of a formal
Certificate of Need—with a formal finding that
the service or facility was needed to meet health
care needs (for more, see page 60).
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What Are Other States Doing?

Beyond these four broad system-wide strate-
gies for controlling costs, various state gov-
ernments have attempted to impose mechanisms
to come to grips with rising costs—or at least.to
gauge how fast and how high costs are rising. In
July 1991, the N.C. Center for Public Policy
Research conducted a telephone survey of each
of the 50 states’ chief health planning agencies in
an effort to learn what steps the states were taking
in health care cost control. The results are summa-
rized in Table 4.

State efforts fall into three categories—1)
health data collection, 2) Certificate of Need ap-
proval processes, and 3) rate-setting commissions.
Together, these three activities symbolize the
overall attitude states share towards government
regulation of the private health care system.

As Table 4 indicates, a few states create a
highly regulatory environment in which private
hospitals must operate, most of them in the north-
east. The remainder prefer free competition, leav-
ing little room for government regulation and in-
volvement in health care cost containment.

North Carolina is among those states with
relatively little government regulation in control-
ling health care costs. The state does collect data
on hospital discharges, but so far does not collect
the sort of financial data that other states use as a
comparative basis to make decisions about cost
containment and to inform consumers. North
Carolina also has a Certificate of Need program,
but has not seriously considered a rate-making
commission.

1. Health Data Collection Systems: In the
age of rising health care costs, more and more

R
Table 4: State Data Systems and Regulatory Approaches
) @ 3
States with Data States with States with
Collection Systems Certificate of Mandatory
Need Laws Requiring Rate-Setting
A. Hospital B. Hospital Approval for Health  Mechanisms for
State Financial Data  Discharge Data Care Facilities Hospitals
Alabama N N Y N
Alaska Y N Y Y
Arizona Y Y N N
Arkansas N* N Partial N
California Y Y N N
Colorado Y Y N N
Connecticut Y Y Y Y
Delaware N+ Y Y N
Florida Y Y Y Y
Georgia Y Y Y N
Hawaii N N Y N
Idaho N N N N
Tllinois Y Y Y N
Indiana N N Partial N
Towa N Y Y N
Kansas N N N N
Kentucky N N Y N
Louisiana N N Partial N
Maine Y Y Y Y
Maryland Y Y Y Y
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@ (2) 3
States with Data States with States with
Collection Systems Certificate of Mandatory
Need Laws Requiring Rate-Setting
A. Hospital B. Hospital Approval for Health Mechanisms for

State Financial Data  Discharge Data Care Facilities Hospitals
Massachusetts Y Y Y Y
Michigan Ntk N Y N
Minnesota Y N N N
Mississippi N N Y N
Missouri N N Y N
Montana N N Partial N
Nebraska N N Y N
Nevada Y Y -Y N
New Hampshire Y Y Y N
New Jersey Y Y Y Y
New Mexico N Limited N N
New York Y Y Y Y
North Carolina N Y Y N
North Dakota N Y Y N
Ohio N Y Y N
Oklahoma N N Partial N
Oregon | Y Y Y N
Pennsylvania Y Y Y N
Rhode Island Y Y Y Y
South Carolina N Y Y N
South Dakota Limited N N N
Tennessee Y Y Y N
Texas Y N N N
Utah N N N N
Vermont Y Y Y N
Virginia Y N Partial Y
Washington Y Y Y Y
West Virginia Y Y Y Y
Wisconsin Y Y Partial Y
Wyoming Y N N N
Total Y: 28 Y: 29 Y: 39 Y: 13

"N: 22 N: 21 N: 11 N: 37

*  Arkansas: Legislation has been approved for data collecting.
*% Delaware: In the process of developing a data collection system.
*x+ Michigan: Financial data collected by an independent agency.

Partial: States with a partial CON process are included in total of 39. The term “partial” is used to
indicate states which have a CON that does not apply to all health care facilities, hospitals and nursing
homes. Rather, the CON process only applies to particular facilities, for example, just hospitals and
not nursing homes, or only to long term care beds and other specialty beds.

Sources: N.C. Center for Public Policy Research Telephone Survey of Public Health Departments and
Health Planning Agencies in all 50 states.

Chart Prepared by Center Intern Ellen Breslin
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states are engaging in financial and discharge data
collection. Financial data include information on
hospital charges and other medical service costs,
while discharge data include extensive informa-
tion on hospital use and occupancy. Of the 50
states, 35 have adopted health data collection sys-
tems in an effort to contain health care costs. Of
these, 29 collect discharge information only, and
28 collect financial information only. Only 22
states collect both discharge and financial data.
State officials clearly see the existence of a health
data collection system as one of the less intrusive
measures a state might impose.

In North Carolina, the General Assembly es-
tablished the Medical Database Commission in
1985 out of concern for the state’s increasing health
care costs.” The commis-
sion collects discharge data,
and is authorized by statute
to collect financial data as
well. The commission does
collect some cost informa-

North Carolina is
among those states
with relatively little

requirement was eventually repealed in 1986, and
so was federal support for state health planning
programs and the CON process.

Nationwide, health planning and Certificate
of Need programs have had mixed outcomes. In
North Carolina, as in the nation, CON’s biggest
success has been in limiting the growth of nursing
home beds. Because the heavily state-funded Med-
icaid programs (one-third of the costs are borne by
the state and local governments) are the chief
source of payment for nursing home care, the
CON process is a major factor in Medicaid cost
containment. Bob Fitzgerald, assistant director of
the Department of Human Resources’ Division of
Facility Services, says the process has also pro-
vided for “more equitable distribution of health
care resources across the
state, particularly in the ar-
eas of nursing care for the
elderly and the developmen-
tally disabled.”

Inappropriately applied,

tion, such as average charges g overnfne'!t however, CON may reduce
for diagnoses, but dissemi- regulation in choices without affecting
nation of that information is controlling health costs for medical care. For

limited.?

Janis Curtis, director of
the N.C. Medical Database
Commission, says the discharge information is
essential to making sound policy decisions and in
directing the state health care resources to the
problems. “The more we are faced with limited
resources, the more we need to use data to make
our decisions,” notes Curtis.

In general, state discharge data bases consist
of information pertaining to every inpatient stay in
a non-federal hospital. In 1991-92, the commis-
sion expects to develop an outpatient data base of
information and in the future expects to develop a
financial data base.

2. The Certificate of Need Process. Many
states try to control the supply of care available to
patients, usually through a Certificate of Need
(CON) process that limits facilities and equip-
ment. The view that medical utilization was driven
by the very existence of an excess supply of medi-
cal resources led to the CON approach in the
1970s. First established in 1964 in the state of
New York, health planning and Certificate of Need
programs were eventually mandated for all states
by Congress in 1974 in the Health Planning and
Resources Development Act.?s At last count, 39 of
the 50 states, including North Carolina, have some
type of Certificate of Need process. The federal
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care costs.

example, the CON process
has been used to limit the
availability of kidney dialy-
sis services in the state. However, since Medicare
pays a set fee for Medicare recipients of the ser-
vice, limited availability of dialysis stations has no
effect on the costs, but does limit patient choice
and drive up the value of the provider’s facilities.
Lee Hoffman, director of the Certificate of Need
section, says that in the last three years, the state
has granted all the CONs applied for by existing
dialysis providers, but has not approved CONs for
new providers.

3. The Rate-Setting Process. Rate-setting is
common in industrialized countries such as Canada
and West Germany. Uniform rate-setting systems
generally set rates by establishing a total budget
for a hospital during the year, or by establishing a
rate for total treatment of a case. In isolation, this
approach does not necessarily halt spiraling costs.
In a study of states with rate-setting systems dur-
ing the period 1976 to 1986, actual per capita
savings were found to be marginal because the
rate-setting states failed to take steps to simulta-
neously reduce inpatient admissions.”

Only 13 states have set up mandatory rate-
setting commissions, as Table 4 indicates. Most of
these states are located in the Northeast. The
closest to North Carolina are Virginia, West Vir-
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ginia, Maryland, and Florida. North Carolina does
not have a rate-setting process, nor does it collect
the type of information required to set rates. If the
state decided to enact such a process, the Medical
Database Commission would have to begin col-
lecting financial data from the hospitals.

Clearly, the Center’s survey indicates that
among its peers, North Carolina is doing more
than a few states in an attempt to cope with health
care costs, but far less than other states that have
gone in for more government involvement. There
are those who suggest North Carolina should seri-
ously consider hospital rate-setting. Leigh H.
Hammond, a former North Carolina Utilities Com-
missioner and now director of the N.C. Associa-
tion of Retired Government Employees, told a
legislative committee in 1991 that a rate-setting
procedure similar to the utility commission’s would
help control costs. That, said Hammond, would
ensure that “an extensive examination of their
costs of doing business” would be considered and
that rates would be accurately set.?® But N.C.
legislators traditionally have been cool to the no-
tion of government rate-setting in health care, and
few expect the proposal to head the legislative
agenda in the near future.

Future Prospects

hat’s to be done? In an
Wera of tighter state rev-
enues and increasing demands
for spending on education, en-
vironment, infrastructure, and
a host of other public issues,
how do policymakers plan to
tackle health care costs?

The nation’s governors
have recently adopted plans to
deal with costs by advocating a
three-part strategy: 1) pushing
for more managed health care
systems (see description of “uti-
lization controls,” pages 56-57,
for more), deregulating health
care providers, and making
prices and quality information
more available to consumers;
2) developing a new system of
health-care payers (such as a
national health care system) and
providing private health insur-
ance for unemployed citizens
not eligible for Medicaid; and
3) creating a uniform electronic
billing system to reduce ad-
ministrative overhead for providers and for con-
sumers.” But beyond this broad strategy, what

. specific steps might state policymakers consider

in coming years?

The list of potential targets includes, but is
not limited to:

1. Tighter Physician Payments. New limits
on physician reimbursements are one of the like-
lier strategies in coping with rising costs. The
Medicare program is exploring modifications to
its reimbursement system for visits to doctors that
resemble the DRG payment system for hospitals.

2. Increased Out-of-Pocket Costs for Patients.
Consumers of medical care can expect rising out-
of-pocket expenses for health care as well. Busi-
ness executives indicate that shifting increased
costs to consumers will be their primary strategy
for containing costs. To support their position,
they point to a Rand Corporation study of health
cost management which found that participants
required to pay a $500 deductible cut usage by 25
percent, compared with those who paid no deduct-
ible; and those who paid a $1,000 deductible cut
usage by 39 percent. After five years of tracking
the health status of 8,000 people in the study, no
significant health differences were found between
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number of business lead-

Wake Medical Center

P

groups that used the most health services and those
that used the least.*® Some North Carolina compa-
nies, like Nucor of Charlotte, are using much higher
employee contributions to control costs.!

3. Restraining System Growth. Efforts to hold
down the supply of health care resources may be
strengthened and renewed. Limits on growth in
the number of physicians and limits on expansion
of medical care facilities and equipment can be
expected in the future. But limiting the number of
physicians could cause big problems in rural areas
of North Carolina where health care costs may be
one problem, but a lack of physicians is an even
greater concern. In these areas, lack of facilities
and professionals is a continuing problem (see
article on rural health, pages 67-92, for more).

4. Increased Pressure for National Health
Insurance. Farther out on the horizon, a growing
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ers have begun joining the
ranks of advocates for na-
tional health insurance.
‘While there hardly is una-
- nimity on the subject, it is
clear that many business
%5‘, leaders believe that some
“#.4 sortof national health care
program should be created
to provide a minimum, uni-
form measure of care.

el N
2,

BN S g ™

3

o Some 30 percent of polled
*:3»; executives favor a govern-
‘;}; ment-sponsored program,

45 percent oppose such a
program, and 25 percent
take neither position. But
of that same group, a whop-
ping 77 percent believe that
national health insurance
will be instituted within the
next five to 10 years.®
Some experts believe
that business and industry
have simply run out of time
"+ N to make the alternatives to
N | national health insurance
work. Businessmen are not
the only segment of soci-
ety calling for national
health insurance. In May
1991, the conservative
American Medical Asso-
ciation added its voice to
the call for universal health
insurance, which would use public and private
funding sources. Unfortunately, the AMA had
few suggestions about how to restrain costs under
the current system. But U.S. Sen. George Mitchell
(D-Maine), the Senate majority leader, has pro-
posed one such plan with cost control provisions
in it (see page 15 for more on this plan).
5. Assessing High-Tech Medical Procedures.
In the long run, some experts believe that success-
ful cost containment strategies will inevitably fo-
cus on weighing the costs and benefits of technol-
ogy. For that reason, there is growing interest in
technology assessment that balances the cost of a
procedure against its safety and effectiveness.
For example, Duke University medical econo-
mist David Eddy touched off a storm in 1989 when
he suggested that annual mammograms may not
be worthwhile because high false-positive rates

Ot




(incorrect diagnoses of breast cancers) would cost
about $1 billion dollars annually. Eddy believes
that health care policymakers need to examine the
pros and cons of a procedure and give priority to
practices that bring the most benefit for the re-
sources they consume.

To some extent, the health care industry is
already using medical evidence to evaluate safety
and effectiveness and then promote or discourage
certain procedures or techniques through their re-
imbursement policies. For example, evidence that
modified mastectomies were just as effective to
treat breast cancer prompted Blue Cross and Blue
Shield in some states, though not North Carolina,
to withdraw reimbursements for more radical pro-
cedures.

6. Rationing Health Care. One new antidote
to soaring costs is rationing. This is among the
most controversial of proposals, because it would
limit health care resources for some patients in
order to serve others—the notion of the highest
public good for the greatest number. Rationing
could (a) limit care to the elderly because many
treatments offer little hope of sustained improve-
ment, (b) provide less care to patients whose be-
havior brings on the illness (such as smoking or
drinking heavily), (¢) provide unlimited access to

preventive care such as prenatal care and immuni-
zations but limit high-tech care for the very ill, or
(d) provide palliative care only to the terminally ill
and use the remaining resources for prevention
and treatment. Rationing formalizes what some
critics say we already have—rationing care, in
effect, based on a person’s ability to pay.

Efforts to ration care on some other basis are
underway. The state of Oregon may become the
first state in the nation to implement rationing and
make its health care priorities explicit. In 1987,
the Oregon legislature voted to stop spending Med-
icaid money on costly organ transplants and to
divert funds to preventive care for the poor. Since
that time, Oregon has been struggling to rank
treatments in order of importance and the state’s
most recent set of priorities is fraught with contro-
versy. But the very fact that such an effort is
underway is an indicator of the state of alarm
about health care.

7. Cutting Benefits and Eligibility for Medic-
aid. The Medicaid program (paid for in North
Carolina with federal, state and local funds, though
other states do not require a local contribution) is
always a likely target for state budget cost-cutting.
In recent years, federally mandated coverage for
some of the uninsured population, in addition to
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While most policymakers
can easily identify cost
containment strategies

and tactics, the real
difficully lies in putting
those devices into place
so they will have an
impact.

medical inflation, has sent program costs skyrock-
eting. In 1991 alone, after cutting the proposed
Medicaid budget by 17 percent, the N.C. General
Assembly had to come up with $113 million to
meet continuing costs. State policymakers, con-
cerned about the poor and the ill and reluctant to
shift costs to other payers, have avoided wholesale
cuts in optional services and beneficiaries. For
one thing, reductions in eligibles increases the
number of uninsured, which contributes to cost-
shifting, further increasing costs. In an era of
limited state revenues, the struggle to fund the
Medicaid program intensifies the pressure for some
sort of national health insurance.

8. Cutting State Employee Benefits, Raising
Employee Contributions, and Raising Co-payments
and Deductibles. The N.C. General Assembly
increased spending on state employee health plans
by $75 million in 1991—another whopping in-
crease despite decreased benefits. Deductibles
were raised 67 percent and co-payments were
doubled. Spending on state worker and teacher
health care plans has risen rapidly in recent years,
and legislators say privately these programs may
get increased scrutiny in future years.

From Here, Where?

hile most policymakers can easily identify

cost containment strategies and tactics, the
real difficulty lies in putting those devices into
place so they will have an impact. Once any of
these devices takes effect, the citizenry will be
affected in various ways—some will get greater
coverage, some less; most patients will pay more,
and some will pay a lot more.

In 1990, the National Governors’ Association
took note of this difficulty in health care reform,
identifying six key realities about health care, fi-
nancing, and coverage:
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1) the public doesn’t really favor the kinds of
hard choices we need to make to reduce health
spending;

2) Americans say they support health care
cost solutions as long as they don’t lead to dra-
matic changes in their own coverage;

3) the public still isn’t sure whether it wants
the country to have a mostly public or mostly
private universal health care system;

4) Americans are willing to pay only a modest
tax increase for a universal health plan;

5) the public is ambivalent about using the
welfare system to provide medical care for the
poor; and

6) although the public says it wants the fed-
eral government to create a national health care
system, it doesn’t have confidence in the
government’s ability to operate it properly.

Cost containment concerns obviously are on
Americans’ minds these days. The Polling
Report, anewsletter reporting various polling data,
said recently that 91 percent of Americans “be-
lieve we face a national health care crisis” and that
85 percent believes the health care system should
be reformed. One in every four said they could not
afford adequate health care in the past year; a
majority of workers said they paid more for health
plans than they did in 1989, and many said the
prospect of losing their health insurance prevented
them from changing jobs.®

How can legislators and other policymakers
cope with these public attitudes on the one hand,
and health care needs and cost containment prob-
lems on the other hand? No one seems to know for
sure. State Sen. Russell Walker (D-Randolph), a
leading legislative advocate for improved health
care, says the legislature has not yet considered the
cost containment question because it was dealing
first with questions of access. “At this point,” says
Walker, “there is no answer to it. It is a state
problem and a national problem, and we are going
to have to have a solution.”

Some proposals may develop from a task force
of the N.C. Institute of Medicine, which is explor-
ing ways to improve access to care for the uninsured
and underinsured. “Affordable care, and access to
care, are the two big questions we face, and this
report is being scheduled with the short session in
mind,” says Walker. “My feeling is that there is at
least going to be an attempt to look at it” when the
1992 General Assembly reconvenes to consider
changes in the state budget.

No one is publicly proposing such features as
rate-setting or Oregon-style rationing of services.




“If the problem got a lot worse very quickly, we
might have to deal with it more drastically,” adds
Senate President Pro Tempore Henson Barnes (D-
Wayne), “but we hope in the meantime that it will
improve.” Barnes said the legislature devoted
considerable time to cost-containment proposals
in the past three sessions, and was not satisfied
with the approaches taken by other states. Future
strategies might include providing a set sum for
health insurance that state workers and teachers
could use to purchase insurance, but there are
problems with such a plan, said Barnes. For an-
other approach, the state might set a cap on how
large an increase it will fund for state employees’
health insurance, “but what that does is just limit
coverage,” notes Barnes.

Privately, some legislators are talking among
themselves of beefing up the Certificate of Need
Program, of requiring employers to provide more
coverage, and of making consumers pay more of
their health care costs. The N.C. Hospital Asso-
ciation has gone on record as calling for a new
general tax to pay for indigent care, but after
raising taxes during the 1991 legislature, many
lawmakers may be hesitant to support another tax
increase.

“Nothing has really jelled yet,” says Walker.
“We’re just going to have to wait and see.” Adds
Barnes, “We’re pretty much in the position of a
person up to his neck in a swamp full of alligators.
1t’s hard to discuss proposals for draining the
swamp until you get out of that situation.” &~
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Rural Health Care in North Carolina:
Unmet Needs,

Unanswered Questions

by Jeanne M. Lambrew and Jack Betts

The use of North Carolina’s rural hospitals has declined in the past decade,

leading to questions about the future of health care delivery in rural areas. To

examine these issues, the staff of Insight and graduate students from the Depart-
ment of Health Policy and Administration at the University of North Carolina at

Chapel Hill explored several different facets of the state’s rural health care

system. The article focuses on utilization and services of the state’s rural

hospitals and identifies 16 North Carolina hospitals that are at risk of failing to

meet their service objectives.

f you drove through the heartland of North
Carolina along the superhighways of the
most populous areas, and if you were to
have an accident requiring medical care
and hospitalization, you couldn’t be in a better
place. In Raleigh, there’s the vast Wake Medical
Center and at least two other fine hospitals; in
Durham, the world-renowned Duke Medical Cen-
ter and Durham Regional; in Chapel Hill, the huge
University Hospitals system. Further to the west,
the major medical centers of Greensboro, Char-
lotte, and Winston-Salem are well stocked with
physicians, nurses, CT Scanners, Magnetic Reso-
nance Imagers, and all sorts of Buck Rogers equip-
ment—sprawling facilities offering cutting-edge
technology and the most sophisticated expertise in
the world.
But if you were to travel the backroads of the
Piedmont, or spend time in the western and par-

ticularly the less-populous eastern reaches of North
Carolina, it’s a different story entirely. The prob-
lem is not a lack of hospitals, or insufficiently
skilled doctors and nurses. There are a lot of
hospitals in North Carolina, even in rural areas. Of
the state’s 100 counties, 82 have at least one hospi-
tal and several of them have more than two. Butin
the state’s 75 rural counties, some hospitals are in
severe financial trouble and eight of them are
showing some signs of vital distress in serving

Jeanne M. Lambrew is a research associate for the
North Carolina Rural Health Research Program within
the Cecil G. Sheps Center for Health Services Research
at UNC-Chapel Hill. Jack Betts is editor of North
Carolina Insight. Assisting in the research for this
article were Lori Bastian, Gibbie Harris, and John
Pauk of the Department of Health Policy and Adminis-
tration at UNC-Chapel Hill, with the support of the U.S.
Office of Rural Health Policy.
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their communities successfully on at least three of
five key measures. Another 14 hospitals show at
least one symptom of distress. These hospitals
range in size from tiny Sea Level Hospital (16
beds) in Carteret County to Davis Community
Hospital (149 beds) in Iredell County. Rural hos-
pitals, pillars of local health and economic sys-
tems alike, are failing.

This increasingly grim picture is hardly unique
to North Carolina. “Throughout rural America,
small hospitals are closing their doors,” says Arthur
Caplan, director of the Center for Biomedical Eth-
ics at the University of Minnesota. “They cannot
compete with their regional, suburban, and big-
city rivals. Doctors, especially new ones, go where
the jobs are. There is simply more money to be
made in the city than in the country.”

The problems in rural health go far beyond
hospital closings. “Many rural residents face dif-
ficulty in obtaining health care,” notes the Center
on Budget and Policy Priorities in Washington,
D.C. “Access to health care for these residents
may be limited by economic as well as geographic
barriers and by a shortage of medical providers in
rural areas.” The report also notes that rural

residents usually are not as healthy as their urban
counterparts, and they use medical facilities and
seek medical care far less often.
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With the dramatic urban growth of North Caro-
lina in recent years, it’s easy to forget that much of
the state remains rural. More than four out of every
10 N.C. residents live in a rural area, some of them
in isolated geographic pockets. Others are iso-
lated by poverty or lack of transportation. Though
most rural residents live close to one of the many
small towns that dot the state’s landscape, the
barriers to access traditionally associated with the
remote rural areas are appearing in these commu-
nities as well.

Jim Bernstein, director of the state’s Office of
Rural Health and Resource Development in the
Department of Human Resources, says the rural
health care problem extends to many of these
small towns. “Because we are a densely populated
rural state, with a significant portion of its popula-
tion in small towns, there already are a number of
problems in towns of around 2,500. And it won’t
be long before we see these problems in towns of
up to 10,000.”

These problems include:

m a lack of medical personnel (particularly
family practice physicians, nurse practitioners, and
physicians’ assistants);

m a lack of resources and supporting institu-
tions for rural hospitals, including fund-raising
and medical support organizations;




m low rates of health insurance coverage for
rural residents and an insufficient number of em-
ployers with health insurance plans and other third-
party payers to pay for care for rural citizens;

m the growing disparity between large urban
counties that are better able to afford care for their
indigent citizenry, and the rural counties that are
disproportionately poor and far less able to pro-
vide an adequate level of care;

= and a disproportionately large number of
the working poor in rural areas—which means that
many rural residents, who work full time at regular
jobs but don’t qualify for government health pro-
grams, don’t earn enough to buy private insurance.

“We’ve got hospitals in trouble, we don’thave
enough doctors, especially primary care doctors,
and we have a payment system that is out of
whack,” says Bernstein.

In the face of huge financial pressures, com-
petition, and the changing nature of health care,
the traditional small rural hospitals may disappear.
What’s going to happen to North Carolina’s rural
hospitals? If a rural hospital goes out of business,
what steps could the local county take to provide
essential, minimum services? And will there be

enough health professionals to deliver these ser-
vices?

In the following pages, Insight examines the
health of the health-care system in rural areas.
Much of the research was undertaken by partici-
pants in a Practicum in Health Policy Analysis
conducted by the Department of Health Policy and
Administration and the N.C. Rural Health Re-
search Program at the University of North Caro-
lina at Chapel Hill, at the request of the N.C.
Center for Public Policy Research.

Overview: North Carolina Hospitals

urrently, North Carolina’s complement of 118
C general acute-care hospitals is fairly widely
dispersed, with no hospital more than 35 miles
from another.* Though some metropolitan areas
have more than two or three hospitals, 18 counties,
all of them rural, do not have a hospital (see Table
1 for a list of rural counties and their hospitals).
Seventy-five general acute-care hospitals are
located in non-metropolitan counties, meaning
— continued on page 72

Figure 1. Urban-Rural Distribution of North Carolina Hospitals, 1989

Rural:
100 Beds or More 26.3%

Rural:
50 to 99 Beds 22.9%

All Urban Hospitals
2814%

Rural:
Less than 50 Beds 12.7%

Note: Hospitals that are members of systems often are reported in aggregate rather than as individual hospitals; thus,

this is a conservative count.

Source: N.C. Center for Health and Environmental Statistics; Health Facilities Data Book: Hospital Summary

Report, 1989

Prepared by N.C. Rural Health Research Program, Cecil G. Sheps Center for Health Services Research, UNC-CH
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Table 1. Rural Hospitals in North Carolina

1 2 3 4 5 6 7 8 9
County County Hospital Type of Staffed Beds % Discharges
Population Ownership in Use % Occupied From County
1990 7 1989 1989 1980 1989 1980 1989
Alleghany 9,590  Alleghany County Memorial Hospital NPA 46 46.0 501 67.2 64.0
Anson 23,474  Anson County Hospital CNTY 52 81.0 433 570 490
Ashe 22,209  Ashe Memorial Hospital NPA 57 63.8 415 643 50.9
Avery 14,867  Charles A. Cannon Jr. Memorial Hospital NPA 79 54.1 45.1 41.2 32.1
Sloop Memorial Hospital NPA 38 64.1 577 319 424
Beaufort 42,283  Beaufort County Hospital CNTY 117 69.3 48.2 584 51.7
Pungo District Hospital NPA 47 562 724 197 14.6
Bertie 20,388  Bertie Memorial Hospital CNTY 49 61.5 251 32.6 18.1
Bladen 28,663 Bladen County Hospital CNTY 42 916 650 467 493
Brunswick 50,985  Brunswick Hospital PROP 60 394 38.8 24.5 243
J. Arthur Dosher Memorial Hospital TWNSHP 40 55.9 35.8 164 178
Caldwell 70,709  Caldwell Memorial Hospital NPA 97 744 737 405 519
Camden 5,904
Carteret 52,556  Sea Level Hospital & Extended Care NPA 16 72.3 36.2 14.5 57
Carteret County General Hospital* CNTY 117 75.5 67.6 65.5 69.6
Caswell 20,693 )
Chatham 38,759  Chatham Hospital NPA 46 716 670 407 333
Cherokee 20,170  District Memorial Hospital of SW N.C. DIST 52 40.5 66.3 394 213
Murphy Medical Center AUTH 50 526 410 414 458
Chowan 13,506 Chowan Hospital CNTY 70 91.6 470 745 74.3
Clay 7,155 o
Cleveland 84,714  Crawley Memorial Hospital NPA 51 52.5 66.0 77 1.6
Kings Mountain Hospital NPA 92 782 405 140 113
Cleveland Memorial Hospital* CNTY 239 748 656 650 624
Columbus 49,587 Columbus County Hospital* CNTY 136 87.5 80.0 69.0 70.5
Craven 81,613  Craven County Hospital * NPA 276 92.0 787 825 830
Currituck 13,736
Dare 22,746
Duplin 39,995 Duplin General Hospital CNTY 60 60.2 64.7 352 414
Edgecombe 56,558  Heritage Hospital PROP 127 59.9  49.1 37.8 395
Gates 9,305
Graham 7,196
Granville 38,345  Granville Medical Center CNTY 66 59.0 48.6 38.5 41.6
Greene 15,384 o
Halifax 55,516  Halifax Memorial Hospital DIST 171 848 873 645 62.7
Our Community Hospital ; NPA 20 377 332 3.6 14
Harnett 67,822  Betsy Johnson Memorial Hospital** CITY 77 694 683 333 31.0
Good Hope Hospital** NPA 72 93.7 678 17.5 16.0
Haywood 46,942 Haywood County Hospital CNTY 152 612 618 780 70.1
Henderson 69,285 Margaret R. Pardee Memorial Hospital CNTY 155 71.8 65.2 68.7 58.1
Park Ridge Hospital NPA 103 65.6  63.0 16.9 17.3
Hertford 22,523  Roanoke-Chowan Hospital NPA 100 81.7 75.6 86.1 82.0
Hoke 22,856
Hyde 5,411 i
Tredell 92,931 Davis Community Hospital PROP 149 70.5 44.1 24.1 16.6
Iredell Memorial Hospital CNTY 183 84.1 80.5 394 493
Lake Norman Regional Medical Center PROP 113 76.6 34.8 18.9 17.4
Jackson 26,846  C.J. Harris Community Hospital NPA 86 714 61.9 753 70.6
Johnston 81,306  Johnston Memorial Hospital* CNTY 114 66.9 70.6 459 40.1

Source: N.C. Center for Health & Environmental Statistics; Health Facilities
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1 2 3 4 5 6 7 8 9
County County ) Hospital Type of Staffed Beds % Discharges
Population Ownership in Use % Occupied From County
1990 1989 1989 1980 1989 1980 1989
Jones 9,414
Lee 41,374  Central Carolina Hospital PROP 137 59.9 55.0 63.6 59.2
Lenoir 57,274  Lenoir Memorial Hospital* CNTY 226 852 760 80.9 78.1
Macon 23,499  Angel Community Hospital NPA 81 66.7 57.2 65.0 62.9
Highlands-Cashiers Hospital NPA 27 19.8 14.0 7.3 52
Madison 16,953
Martin 25,078  Martin General Hospital CNTY 49 704 46.0 429 37.7
McDowell 35,681 McDowell Hospital NPA 65 71.0 74.5 53.1 63.8
Mitchell 14,433 Blue Ridge Hospital System NPA 70 56.8 54.9 68.5 62.5
Montgomery 23,346 Montgomery Memorial Hospital NPA 50 64.7 46.3 64.5 46.6
Moore 59,013  Moore Regional Hospital* NPA 312 85.0 85.6 86.6 81.3
Nash 76,677 Community Hospital of Rocky Mount PROP 50 544 549 75 6.8
Nash General Hospital* CNTY 282 88.4 76.5 61.0 60.2
Northampton 20,798
Pamlico 11,372 } ) 7
Pasquotank 31,298  Albemarle Hospital* CNTY 137 68.9 80.1 93.5 93.5
Pender 28,855  Pender Memorial Hospital CNTY 43 78.1 56.6 377 314
Perquimans 10,447 ) ’ )
Person 30,180  Person County Memorial Hospital NPA 54 71.9 364 464 27.2
Pitt 107,924  Pitt County Memorial Hospital* CNTY 501 84.1 947 867 942
Polk 14,416  St. Luke’s Hospital NPA 52 56.1 81.0  69.1 69.2
Richmond 44,518 Hamlet Hospital PROP 64 38.9 43.8 9.9 17.7
Richmond Memorial Hospital CNTY 88 58.1 61.0 553 42.4
Robeson 105,179  Southeastern General Hospital* NPA 281 71.5 70.1 65.3 64.6
Rockingham 86,064  Annie Penn Memorial Hospital NPA 90 75.7 81.1 387 299
Morehead Memorial Hospital NPA 85 63.0 76.8 31.7 343
Rutherford 56,918  Rutherford Hospital* NPA 145 723 524 649 68.1
Sampson 47,297  Sampson County Memorial Hospital CNTY 116 76.5 60.3 62.5 60.1
Scotland 33,754  Scotland Memorial Hospital NPA 124 50.7 539 717 66.2
Stanly 51,765  Stanly Memorial Hospital NPA 124 672 568 560 598
Sugry 61,704  Hugh Chatham Memorial Hospital NPA 58 55.5 66.3 154 4.3
Northern Hospital of Surry County DIST 116 96.0 61.0 42.9 474
Swain 11,268  Swain County Hospital NPA 46 64.7 40.8 56.2 41.0
Transylvania 25,520  Transylvania Community Hospital NPA 94 547 550 636 599
Tyrrell 3,856 ’ . ’ )
Vance 38,892  Maria Parham Hospital NPA 78 66.0 74.0 66.9 58.1
Warren 17,265 ) '
Washington 13,997 Washington County Hospital CNTY 49 60.5 329 56.7 52.5
Watauga 36,952  Blowing Rock Hospital NPA 28 50.0 50.1 10.6 6.0
‘Watauga County Hospital CNTY 141 52.5 51.3 71.8 68.8
Wayne 104,666  Wayne Memorial Hospital* NPA 261 73.1 76.9 82.0 79.8
Wilkes 59,393  Wilkes General Hospital CITY 111 72.1 77.8 59.6 64.0
Wilson 66,061  Wilson Memorial Hospital* NPA 277 84.6 74.3 91.6 81.8
Yancey 15,419

* indicates a Rural Referral Hospital

indicates no hospital in the county

Key to Ownership: NPA: non-profit association; CNTY: county;

## Harnett County hospitals have been designated as
urban for Medicare reimbursement and thus are
not included in the analyses of rural hospitals

PROP: for-profit proprietary;
TWNSHP: township; AUTH: hospital authority; DIST: district

and U.S. Census, 1990. Prepared by .}eanne Lambrew, N.C. Rural Health
Research Program, Cecil G. Sheps Center for Health Services Research.
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counties that are not part of a Metropolitan Statis-
tical Area, or MSA. An MSA is defined as an
integrated area with a central city of 50,000 popu-
lation or greater within an urbanized area of 100,000
or greater. Two of North Carolina’s non-metro-
politan hospitals are not classified as rural by the
U.S. Health Care Financing Administration
(HCFA)—Betsy Johnson Memorial and Good
Hope Hospital, both in Harnett County—because
they are adjacent to a metropolitan area (Wake
County); only the 73 hospitals reimbursed by the
HCFA are considered in this analysis.

Of the 118 hospitals, 45 are in metropolitan
areas; of the remaining 73 rural hospitals, 15 hos-
pitals have fewer than 50 beds; 27 have 50-99
beds; and 31 have 100 or more beds (see Figure 1).
So the term rural hospital does not necessarily
mean small and rural. It can also mean fairly large
and not-so-rural—as in the case of 501-bed Pitt
Memorial Hospital in Greenville or 261-bed Wayne
Memorial in Goldsboro.

The Average Rural Hospital

he average rural hospital in North Carolina

had 109 staffed beds in 1989, compared to a
nationwide non-metropolitan average of 83 beds.
Thirteen percent of all North Carolina’s non-
metro hospitals had fewer than 50 beds in 1989
compared to 17.8 percent in the United States in
the same year. By comparison, urban hospitals are
nearly three times larger than rural hospitals—
averaging 280 staffed beds in North Carolina and
245 beds nationally in 1989.4 Staff complements
for several categories of health professionals are
listed in Table 2.

Fewer than 10 percent of rural hospitals in
North Carolina are proprietary or operated on a
for-profit basis, with 49.3 percent owned by not-
for-profit organizations, and 41 percent owned by
some unit of local government (county, township,
district, or hospital authority). This pattern of
ownership is comparable to that of non-metropoli-
tan community hospitals nationwide, of which 10
percent were for-profit in 1987, 48 percent were
nonprofit, and 41.3 percent were under govern-
ment ownership.’

Rural Hospital Trends

ne of the most alarming national trends of the
last decade has been the closure of rural hos-
pitals, including three in North Carolina since the
mid-1980s—Warren County General in 1985,
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Robersonville Community in Martin County in
1989, and Blackwelder Hospital in Caldwell
County in 1988.5 These closures usually can be
anticipated by financial difficulties, but financial
troubles may be symptoms and not the root causes
of hospital failure. Utilization—declining hospital
utilization—is a major cause of hospital failure.

The stability and success of a hospital depend
on the number and characteristics of the people
who use it. In the past decade, a nationwide
decline in inpatient hospitalization occurred. The
American Hospital Association reports that be-
tween 1979 and 1989, the number of inpatient
hospital days declined by 11.3 percent nation-
ally.” This is only partly attributable to the reces-
sion of the early 1980s and the increase in outpa-
tient surgery.

In particular, the federal government’s Pro-
spective Payment System for Medicare, introduced
in 1983, was instrumental in changing the nature
of hospital stays. The Prospective Payment Sys-
tem made it unprofitable to extend a patient’s stay
beyond the length of time designated for a particu-
lar diagnosis. Italso provided strong disincentives
for unneeded admissions to hospitals. As a result,
hospitals experienced the quicker and sicker phe-
nomenon, where only those more critically ill were
admitted to hospitals, and once there, they stayed a
shorter period because there was no additional
payment for additional days. That has had a strong
influence on hospital viability.

The typical patient using the rural hospital
also changed during the 1980s. Increasingly,
younger and more affluent county residents have
stopped patronizing their local hospitals, leaving a
patient population that is mostly elderly and indi-
gent. In the same way that rural residents travel to
more urban areas for their work or shopping, health
care “outshopping” implies that, except for emer-
gency care, rural residents uncouple their basic
health needs from the local hospital and seek care
in urban hospitals. )

But there’s more to it than a shopping anal-
ogy, says James R. Queen, administrator of Our
Community Hospital in Scotland Neck. “Most
residents leave rural area hospitals because they
need care that their local facility does not and
cannot deliver,” says Queen. “For example, Our
Community Hospital has not performed surgery or
delivered babies in seven years, so residents with
these needs must go elsewhere. It is not a matter of
choice.”

Rural hospital administrators are proud of the
job they do with the services they have. “You can
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get good health care with the physicians here and
with the specialties represented here,” says Duplin
General Hospital Chief Executive Officer Richard
E. Harrell. But for some serious illnesses, he adds,
“We will send patients to a hospital in another
county.”

Rural hospitals, like urban hospitals, are treat-
ing more patients who cannot pay for their care.
The amount of uncompensated care in all U.S.
hospitals has increased, with non-metropolitan
hospitals treating 26 percent more medically indi-
gent in 1987 than in 1984.° However, the bad-debt
patient at an urban hospital represents a small
percentage of gross revenues; at a rural hospital,
bad debt may be high enough to lead to insol-
Vency.

Critical to the understanding of the rural hos-
pital problem is the financial condition faced by
most rural hospitals. All hospitals, regardless of
location, faced problems such as higher debt
burden, higher cost per patient discharged, and a
shortage of cash in the period following the 1983
change in Medicare reimbursement polices. The
North Carolina Hospital Association reported that
the average hospital wrote off more than one-
fourth of its Medicare charges in 1988; the rural

hospitals wrote off approximately 36 percent of
their Medicare charges.'°

Hospital Utilization in Rural
North Carolina

T 0 assess the trends in rural hospital utilization
in North Carolina, five measures were exam-
ined: occupancy, days of care, total patient dis-
charges, percent of discharges of patients 65 or
older, and percent of a county’s total discharges
from the county’s hospital, a measure of market
share.!! The data were taken from reports filed by
the hospitals themselves with the state Division of
Facility Services and the N.C. Center for Health
and Environmental Statistics.
® Occupancy Rate. A hospital’s occupancy
rate is calculated by dividing the total days of care
in a year by the number of staffed beds, multiplied
by 365 days. This estimates the annual percent
occupancy of all staffed beds. As such, it de-
scribes the extent to which the capacities of the
hospital are fully utilized.
Since 1980, the average occupancy rate for all
types of hospitals has declined, in North Carolina
—continued on page 76
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Table 2. Rural Hospitals in North Carolina:

Number of Providers
RNS RNS OB/GYNS All MDs
County Hospital 1980 1989 1980 1989 1980 1989
Alleghany Alleghany County Memorial Hospital 11 15 0 0 7 7
Anson Anson County Hospital & Skilled Nurs. 32 53 0 1 14 11
Ashe Ashe Memorial Hospital 18 26 0 0 - 8 13
Avery Charles A. Cannon Jr. Memorial Hospital 33 24 0 0 13 21
Sloop Memorial Hospital 10 20 0 0 10 11
Beaufort Beaufort County Hospital Association 75 110 4 3 33 37
Pungo District Hospital 13 13 2 0 5 4
Bertie Bertie Memorial Hospital 12 12 0 0 7 6
Bladen Bladen County Hospital 20 44 0 0 8 10
Brunswick Brunswick Hospital 20 46 0 2 15 33
J. Arthur Dosher Memorial Hospital 22 19 0 0 10 13
Caldwell Caldwell Memorial Hospital 53 125 2 4 46 63
Camden )
Carteret Sea Level Hospital & Extended Care 9 10 0 0
Carteret County General Hospital* 76 143 3 4
Caswell :
Chatham Chatham Hospital 27 46 1 1
Cherokee District Memorial Hospital of SW N.C. 13 21 0 0
Murphy Medical Center 25 29 1 2
Chowan Chowan Hospital 29 53 1 2
Clay
Cleveland Crawley Memorial Hospital 14 9 0 0
Kings Mountain Hospital 40 44 1 1
Cleveland Memorial Hospital* 127 152 7 7
Columbus Columbus County Hospital* 92 143 2 3
Craven Craven County Hospital* 140 298 7 8
Currituck
Dare
Duplin Duplin General Hospital 45 61 0 2
Edgecombe Heritage Hospital 38 63 0 2
Gates
Graham )
Granville Granville Medical Center 24 78 1 2
Greene
Halifax Halifax Memorial Hospital 75 163 3 5
Our Community Hospital 5 10 0 0
Harnett Betsy Johnson Memorial Hospital** 51 69 1 2
Good Hope Hospital** 22 39 1 0
Haywood Haywood County Hospital 82 109 3 2
Henderson Margaret R. Pardee Memorial Hospital 117 183 4 4
Park Ridge Hospital 67 97 2 3
Hertford Roanoke-Chowan Hospital 57 103 0 3
Hoke
Hyde ) 3
Iredell Davis Community Hospital 120 115 6 9
Iredell Memorial Hospital 109 357 5 7
Lake Norman Regional Medical Center 82 96 2 3
Jackson C.J. Harris Community Hospital 35 101 1 3
Johnston Johnston Memorial Hospital* 73 103 3 1
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RNS RNS OB/GYNS All MDs
County Hospital 1980 1989 1980 1989 1980 1989
Jones : '
Lee Central Carolina Hospital 60 84 2 4 36 50
Lenoir Lenoir Memorial Hospital* 125 209 7 7 73 57
Macon Angel Community Hospital 35 54 2 0 19 27
Highlands-Cashiers Hospital 9 7 0 0 8 4
Madison ) :
Martin Martin General Hospital 25 48 1 1 13 11
McDowell McDowell Hospital 31 58 0 2 17 24
Mitchell Blue Ridge Hospital System 40 50 0 0 16 28
Montgomery Montgomery Memorial Hospital 33 32 0 0 9 11
Moore Moore Regional Hospital* 186 384 4 8 81 100
Nash Community Hospital of Rocky Mount 36 66 0 3 41 63
Nash General Hospital* 158 346 10 10 97 116
Northampton
Pamlico )
Pasquotank Albemarle Hospital*® 93 150 4 5 41 44
Pender Pender Memorial Hospital 19 32 3 0 10 9
Perquimans
Person Person County Memorial Hospital 27 31 1 0 19 10
Pitt Pitt County Memorial Hospital* 353 928 13 21 156 319
Polk St. Luke’s Hospital 40 42 0 1 26 23
Richmond Hamlet Hospital 19 33 0 0 13 16
Richmond Memorial Hospital 61 97 1 3 29 21
Robeson Southeastern General Hospital* 122 168 7 5 63 95
Rockingham Annie Penn Memorial Hospital 85 111 1 2 30 33
Morehead Memorial Hospital 63 106 3 4 28 34
Rutherford Rutherford Hospital* 81 119 4 3 34 44
Sampson Sampson County Memorial Hospital 85 106 2 2 44 36
Scotland Scotland Memorial Hospital 69 118 3 4 27 35
Stanly Stanly Memorial Hospital 64 86 3 3 34 41
Surry Hugh Chatham Memorial Hospital 42 74 i 1 23 20
Northern Hospital of Surry County 91 137 3 2 27 39
Swain Swain County Hospital 12 12 0 0 6 13
Transylvania Transylvania Community Hospital 24 45 2 2 26 28
Tyrrell
Vance Maria Parham Hospital 29 49 3 4 26 36
Warren : ’
‘Washington Washington County Hospital 20 20 0 0 7 8
Watauga Blowing Rock Hospital 10 13 0 0 3 4
Watauga County Hospital 90 122 3 4 27 43
Wayne Wayne Memorial Hospital* 157 270 5 6 84 77
Wilkes Wilkes General Hospital 81 123 2 3 30 58
Wilson Wilson Memorial Hospital* 182 307 5 6 84 75
Yancey

* indicates a Rural Referral Hospital

*#+ Harnett County hospitals have been designated as urban for Medicare reimbursement and thus are not

included in the analyses of rural hospitals.
indicates no hospital in the county

Key: RNS = Registered Nurses; OB/GYNS = Obstetrics/Gynecologists; All MDs = total medical doctors.

Source: N.C. Center for Health & Environmental Statistics; Health Facilities Data Book: Hospital Summary
Reports, 1980; 1989. Prepared by Lori Bastian.
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and nationwide. Large rural hospitals saw their
occupancy rates decrease by nearly 20 percent
between 1980 and 1985; the average mid-size ru-
ra] hospital’s rate decreased by 27.3 percent; and
the average rural hospital with fewer than 50 beds
experienced a 33.4 percent drop in its occupancy
rate. Nationally, between 1984 and 1988, rural
hospital occupancy rates declined at nearly twice
the rate of urban hospitals, to a low of 55 percent
occupancy; small rural hospitals in North Carolina
had an occupancy rate of around 45 percent in
1989, while large rural hospitals’ occupancy rates
averaged 70 percent. All North Carolina hospitals
did experience a general improvement in occu-
pancy rates during the latter part of the 1980s, but

not enough to overcome the large declines earlier
in the decade (see Table 1, columns 6 and 7).

These occupancy rates fail to meet state-set
targets for hospitals. The Department of Human
Resources’ Division of Facility Services says small
hospitals should have at least a 70 percent occu-
pancy rate for licensed beds; mid-sized hospitals
should have at least a 75 percent occupancy rate;
and large hospitals should have at least an 80
percent occupancy rate.'?

= Days of Care. Days of care is a count of
the total days of inpatient care provided by a hos-
pital. It is comparable to discharges as a measure
of utilization, but reflects the amount of care deliv-
ered in terms of time and not just people. One

A Dearth of Doctors in
North Carolina—Urban and Rural

by Gibbie Harris

y nearly everyone’s measure, there simply
aren’t enough doctors in North Carolina—
and prospects for getting more are not all that
great. In March 1991, the North Carolina Acad-
emy of Family Physicians reported a shortage of
between 476 and 542 family physicians for North
Carolina, including hundreds of general physi-
cians in rural parts of the state.!
And in July 1991, researchers at UNC-Chapel

Hill reported that the state’s corps of medical

doctors, primary care physicians, and dentists con-
tinued to be well below the national averages,
particularly in rural areas, although the number of
registered nurses was above the national average.?
The report said one physician was available to
provide care for every 623 N.C. residents in 1990—
well below the U.S. average of one physician for
every 545 residents in 1989, the most recent year
for which statistics were available.

Lise Fondren, the UNC report’s coordinator,
said that while the number of health professionals
is below the national average in almost every spe-
cialty, rural areas are particularly hard hit. “Rural
areas of the state—particularly in the east—

continue to experience health personnel distribu-
tion problems,” she said. “In some parts of the
state, for example, doctors must send patients two
hours away to receive certain treatments while at
least four counties didn’t even have a full-time
practicing dentist in 1990.”3

The shortage of such care-givers has grown
because fewer medical students are interested in
going into general medical practices aimed at serv-
ing families. Physician-patient ratios deteriorated
in 60 counties between 1983 and 1988, and 37
counties experienced a net loss of family-care phy-
sicians in the same time period. Only about 12
percent of medical school graduates are choosing
to pursue family medicine.*

Rural communities are dependent on these
primary care specialties and this shortage consti-
tutes a significant barrier to health care for rural
residents in our state. Elinor Ezzell, director of the
federally funded Goshen Medical Clinic in Faison

Gibbie Harris is a family nurse practitioner and a
graduate student in health policy and administration at
UNC-Chapel Hill.
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hospital may have high volume and low length of
stay, another low volume and high length of stay;
thus, both indicators are necessary to present an
accurate picture of utilization.

All North Carolina hospitals have experienced
decreases in the number of days of patient care
provided. The days of care at rural hospitals in
North Carolina decreased by 17.6 percent from
1980 to 1989—four times the decrease (3.7 per-
cent) experienced by the state’s urban hospitals.
This decrease was especially pronounced for the
small rural hospitals, which delivered one-third
fewer days of care in 1989 than in 1980.

= Total Patient Discharges. A hospital’s
total number of patient discharges is a more direct

measure of volume than an occupancy rate. The
number of discharges can give a sense of the
hospital’s productivity and viability. High volume
will mean a greater base over which fixed costs
can be spread.

Across all categories of hospitals, North Caro-
lina hospital discharges declined from 1980 to
1989. The smallest rural hospitals had the greatest
decline: there were 29.9 percent fewer discharges
in 1989 than in 1980, from an average of 1,464 to
1,026 discharges per year. All other hospitals saw
approximately 17.5 percent fewer discharges in
1989 compared to 1980. As with the occupancy
rate trends, the number of discharges fell more

—continued on page 80

in Duplin County, says the need for health profes-
sionals is constantly growing. “I need two more
doctors,” she says. “I need them today. We’ve
just been overrun [with patients] this summer.”

A number of factors encourage or discourage
physicians from practicing in rural areas. Eco-
nomic incentives are widely believed to be par-
ticularly influential. The patient market for physi-
cians, especially specialists, is more lncrative in
urban and suburban areas.
reimbursement system encourages physicians to
specialize and to locate in the more populated
areas through higher payments for specialty ser-
vices in urban settings. Concurrently, increased
specialization within the medical profession de-
mands a broad population base for those providing
services other than primary care.

The high cost of medical education deters
many rural youths from entering the profession.
Those who can afford it frequently choose the
higher-paying urban practices. Also, medical edu-
cation focuses on the use of technology which
promotes a dependency on the equipment and fa-
cilities more commonly found in large, urban health
care institutions than in rural settings. These fac-
tors, when added to the increased specialization
and the pull of the urban market, contribute to a
critical manpower shortage in rural health care.

In considering where to locate, a physician
may weigh mostly economic conditions such as
projected income, amount of debt already incurred
while in medical school, and projected practice

And the health care -

costs. Once in a rural community, however, other
circumstances which affect the day-to-day lives of
these physicians become important considerations
in physician retention. The rural physician often
practices solo or with one or two colleagues. That
dictates large workloads with few opportunities
for relief and back-up and can lead to a sense of
professional isolation. The relative lack of cul-
tural, educational, and economic opportunities in
rural communities also affects the members of the
physician’s family.’

Government recruiting programs and feder-
ally financed clinics have helped alleviate short-
ages of personnel, but sometimes the doctors re-
cruited to fulfill a scholarship obligation don’t
stay in the rural community for very long. “Some-
times they are an asset and sometimes a liability,”
says Richard Harrell, president and CEO of Duplin
General Hospital in Kenansville. “We really need
physicians who come and put down roots in Duplin
County and develop a caseload.”

Most states and the federal government have
taken various actions to alleviate this sitnation.
Common strategies include: 1) selecting medical
students from rural areas because they are most
likely to return to a rural community to practice; 2)
paying physicians to practice in rural, underserved
areas either through direct subsidies or through
differences in insurance reimbursement; 3) sup-
porting rural physician practices throngh increased
access to technology and continuing education;

— continued on page 78

NOVEMBER 1991 77




and 4) providing scholarship and loan programs to
medical students willing to practice in rural areas.5

Current Programs Affecting
North Carolina

1. Federal Initiatives. The National Health
Service Corps recruits physicians for underserved
areas through loan forgiveness and scholarships.
In 1985, the corps had 1,600 health professionals
available for service in underserved areas. Less
than 135 are anticipated in 1991. According to the
N.C. Office of Rural Health and Resource Devel-
opment, the corps supplied 54 physicians to North
Carolina in 1984-1985. The number of place-
ments declined in ensuing years, to just five in
1989-1990. This drastic decline is a direct result
of funding cuts over the past several years in the
national program. In 1980, for example, the Na-
tional Health Service Corps had its peak appro-
priation of more than $153 million for field pro-
grams and scholarships for health professionals.
But funding declined every year following until it
bottormed out in 1988 with $39.6 million. In 1989,
appropriations had risen to $42.8 million, to $50.7
million in 1990, and to $91.2 million in the current
year.”

“When people talk about the rural health cri-
sis, they tend to talk about the lack of physicians,
and that’s the glaring thing,” says Tom Ricketts,
director of the N.C. Rural Health Research Pro-
gram at UNC—Chapel Hill. Doctors simply “are
not being placed” in rural areas,

Another important federal initiative is the
Omnibus Budget Reconciliation Act of 1989, which
mandates the reform of Medicare payments to
physicians. This reform includes 1) increased
payments for evaluation and management of pa-
tients; 2) increased payments for most rural prac-
tices; and 3) incorporation of high practice costs
into payment for services. Medicare has also
implemented a 5 percent incentive payment for all
services provided in a rural Health Professional
Shortage Area.®? One intent of these reforms is to
remove the financial disincentive attached to rural
primary practice.

2. State Initiatives. There are two types of
state initiatives in North Carolina—public initia-
tives and private ones. In the public arena, the
Office of Rural Heaith and Resource Develop-

ment, formed in 1973, is a state agency that has
been involved in recruitment and retention of pri-
mary care providers. A branch of the N.C. Depart-
ment of Human Resources, it supports the devel-
opment of community health centers in rural areas
staffed by physicians or mid-level providers. The
office offers technical assistance in office man-
agement, reimbursement, and quality assurance to
rural practitioners in the centers as well as in
private practice.

The first such state office in the nation, the
agency began with $437,000 in state funds in 1973
and in 1991 had an appropriation of $2.8 million.
“Since 1973, the office has helped to establish 50
rural health centers, has recruited more than 900
physicians to underserved communities in the state,
and has provided technical assistance to 17 com-
munity hospitals,” says Jim Bernstein, director of
the office.

This agency is also administering a new fed-
eral/state loan repayment program targeted towards
physicians willing to practice in underserved ar-
eas. Incentives for physicians, instituted in Janu-
ary 1991, include: 1) a signing bonus; 2) a bonus
program for locating in a high needs service area;
3) an honorarium for North Carolina medical resi-
dents who complete part of their training in a rural
site; and 4) incentives to extend group practices in
rural areas.

North Carolina also has a strong Area Health
Education Center system (AHEC), which is ad-
ministered by the University of North Carolina at
Chapel Hill. These 10 regional centers have medi-
cal faculties and support staff, are based in large
community hospitals, and are affiliated with the
four medical schools in the state. They provide
rotations for medical students, residency programs
for a number of specialties (including primary care
disciplines), and continuing education opportuni-
ties for health professionals. These strategies have
been employed in an attempt to increase the num-
bers of students choosing a primary care specialty
and to decrease the professional isolation experi-
enced by the rural physician.

All four medical schools in North Carolina—
Duke in Durham, UNC~Chapel Hill, Bowman Gray
in Winston-Salem, and East Carolina in
Greenville—are involved to varying degrees in
attempts to alleviate the rural health manpower
shortage. The UNC School of Medicine is making
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curriculum changes to encourage more interest in
primary care disciplines, which include family
medicine, pediatrics, internal medicine, and ob-
stetrics. The new curricnlum provides opportuni-
ties for one-month, ambulatory care rotations in
non-traditional sites. The Duke Medical Center
also places students in rural areas, East Carolina
University has a network of rural family practices,
and Bowman Gray School of Medicine is involved
in a multi-disciplinary training program. Duke
and Bowman Gray, of course, are private schools,
but cooperate in a variety of training programs and
placement services with the state.

In 1988, the North Carolina General Assem-
bly passed the Rural Obstetrical Care Incentive
Act.® In an attempt to improve access to obstetri-
cal services in rural areas, this legislation compen-
sates family physicians and obstetricians for a
portion of their medical malpractice insurance
costs.!®

The most significant private initiative specifi-
cally targeted to address the problems of rural
health professionals is the Kate B. Reynolds Com-
munity Practitioner Program operated through the
N.C. Medical Society Foundation. Activities in-
clude consultation with community individuals and
groups regarding their health care needs, repay-
ment of loans, and negotiation with area practices
to establish satellite offices in rural areas. The
Medical Society has the flexibility to provide fi-
nancial support and technical expertise to rural
practices that otherwise would not be available.
Other activities of the program include efforts to
provide support for rural physicians through pro-
fessional networks and the provision of temporary
manpower relief.

Although North Carolina has been relatively
aggressive in responding to the health manpower
shortages in rural areas, the preblem continues.
From 1974 to 1990, the Office of Rural Health and
Resource Development says, 917 physicians were
placed in rural areas, but since then, the numbers
have steadily declined. As of February 1991, there
were 131 recruitment sites (Health Professional
Shortage Areas) in the state with 322 primary care
openings and 117 specialty openings.

Are rural health problems a sign of recent
demographic and economic changes? Consider
this finding:

“When one comes to view the total picture of
rural health and medical care, the shortage of
essential health personnel stands out as prob-
ably the most striking deficiency. Today’s
crisis—for it is hardly less—reflects the
steady trend of urbanization which has left
rural communities relatively disadvantaged
economically and culturally. Itis intensified
by the constantly expanding technology of
modern medical science, demanding for its
application increasingly complex equipment
and facilities. Clearly, many factors are at
play, but beneath all of them lies the handi-
cap of rural poverty.”!!

1t applies to 1991, but it was written in 1948.
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steeply between 1980 and 1985 than between 1985
and 1989.

The decline in discharges was paralleled by a
national decline in hospital admissions, which be-
tween 1984 and 1988 was two and one-half times
greater for rural hospitals than for urban hospitals.
Since 1979, all U.S. hospitals have experienced a
decline in admissions of 11.3 percent.

= Percent of Discharges of Patients Older
than 65. The percent of total discharges of people
65 years or older can mean several things. First, it
may reflect a higher-than-average elderly popula-
tion in the community. Second, it could indicate
that the younger people in the county are no longer
using the local hospital. In a third, more indirect
way, it can give information about the financial
condition and stability of the organization. The
percent of elderly discharges can be viewed as a
proxy for the Medicare income of the hospital.
Commonly, heavy reliance on Medicare has been
viewed as negative, particularly when rural hospi-
tals received a cut in reimbursement under the
Prospective Payment System immediately after
the program’s implementation in 1983. However,
this theory is disputed by a recent report suggest-
ing that Medicare-dependent hospitals are not at a
greater risk of closure than hospitals with a smaller
Medicare population.'®
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All North Carolina hospitals saw the older-
than-65-years percentage of their discharges in-
crease between 1980 and 1989. The large rural
hospitals saw that percentage increase by slightly
more than one-third, while the small and mid-
sized rural hospitals had an increase of approxi-
mately 37 percent. In 1989, 52.9 percent of the
smaller rural hospital’s discharges were elderly,
compared to 41 percent of the mid-sized rural
hospitals discharges and 34.1 percent of the large
rural hospital’s discharges. Urban hospitals also
cared for a greater percentage of elderly patients,
with an increase in elderly discharges of 26.3
percent between 1980 and 1989; in 1989, the eld-
erly represented 32 percent of all discharges.

m Percent of County’s Total Discharges
from the County’s Hospital. This statistic re-
flects the local residents’ use of the local hospital.
It is calculated by dividing the number of county
residents discharged from a particular hospital by
the total number of that county’s residents dis-
charged from all hospitals. This statistic is not as
meaningful for urban counties or counties with
several hospitals, since the local discharges are
divided among several local hospitals. Though the
county’s boundaries often are different from a
hospital’s service area, this measure nonetheless
identifies rural counties that have an out-migration
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for hospital care. Excessive out-migration is a
major sign of trouble for a rural hospital; if a
county’s own residents don’t seek care at their
home county hospital, where will patients for that
rural hospital come from in the future?

Rural North Carolinians often seek health care
outside their home counties; 25 percent of the rural
hospitals treated fewer than a third of their county
residents, with seven of the 15 small rural hospi-
tals treating fewer than 20 percent of the county
residents who were hospitalized in 1989. Seven-
teen of the largest urban hospitals provided half of
all the inpatient care for North Carolinians, rural
and urban.

Will Rural Hospitals
in North Carolina Close?

he N.C. Hospital Association in 1989 released

a survey of its members anticipating that by
the year 2000, as many as 20 hospitals will close,
representing a net loss of 530 beds.!* Bernstein,
the director of the state’s Office of Rural Health
and Resource Development, says, “A number of
our smaller hospitals don’t have any other option
but to close over the next few years.”"

And a U.S. Government Accounting Office
report has predicted that hospitals with fewer than
50 beds were 12 times more likely to close than
hospitals with 200 or more beds; hospitals with
occupancy rates of less than 20 percent are nine
times more likely to close than hospitals with a 61
percent occupancy rate.'s

If current utilization trends continue, some
small rural hospitals in North Carolina are likely to
fail. While most people might define failure as the
total shutdown of services, a hospital also may be
considered a failure if it does not meet its mission.
A for-profit hospital may be considered a failure if
it has a negative net income. For a county-owned
hospital, low use of the facility by county taxpay-
ers may represent a failure. To the local citizen,
the true measure of whether a hospital is success-
ful depends upon whether it adequately serves the
community, regardless of the institution’s fiscal
viability. The widespread number of local subsi-
dies, bond referendums, tax districts, and general
philanthropy toward local hospitals confirms that
people do not consider the hospital as just another
business.!?

Which hospitals may be failing? Using the
indicators described above, an analysis of each
rural hospital was conducted to assess whether it is

in jeopardy compared to hospitals of similar size.
Failing hospitals can be identified by significantly
lower utilization rates than the average of hospi-
tals in its size group. These measures include:

= low occupancy rates, suggesting that ser-
vices and facilities aren’t being used to their full-
est capacity;

= low number of days of care, indicating de-
clining use;

m low discharges, also indicating declining
use and growing difficulty in meeting fixed costs;

m high percentage of patient discharges who
are 65 years or older, implying a high Medicare
dependency and potentially greater risk of finan-
cial difficulties; and

m low percentage of its county’s discharges,
suggesting patient out-migration for hospital care
and loss of market share, with long-term adverse
consequences for a hospital’s future.

The term low (or high for the fourth measure,
patient discharges who are 65 or older) in this
analysis refers to a hospital’s performance in com-
parison to all others of similar size. Those hospi-
tals which are abnormal on three or more of the
five indicators are classified as substantially at
risk of failing to meet their service missions. Those
hospitals which have abnormally low statistics (or
high on the category of discharges 65 years old or
older) on two of these utilization measures indi-
cates that the hospital is moderately at risk. Those
hospitals abnormal on only one measure are not
categorized as at risk hospitals, but they bear watch-
ing by hospital and state officials.

Using the 1989 utilization averages (see Tables
3 and 4), each rural hospital was compared to the
average performance of all other hospitals in its
group on the five indicators described above. The
analysis used standard statistical techniques to de-
termine the standard deviation, which measures
the variation of each hospital’s values from the
group average. Those hospitals whose perfor-
mance was at least one standard deviation from the
average were categorized as abnormal on that
indicator.

As Table 3 indicates, eight hospitals had ab-
normal scores on three or more measures and are
classified as substantially at-risk hospitals. These
hospitals include four small hospitals (fewer than
50 beds), three medium-sized hospitals (50-99
beds), and one large hospital (100 beds or more).
The four small hospitals are Blowing Rock Hospi-
tal in Watauga County, Highlands-Cashiers Hos-
pital in Macon County, Our Community Hospital
in Halifax, and Sea Level Hospital in Carteret
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Table 3. North Carolina Rural Hospitals at Substantial Risk

1 2 3 4 5 6
% Occu- Days of % Disch. % County Net
pancy Discharges Care 265yrs. Disch. Income
1989 1989 1989 1989 1989 1989
Hospitals with Fewer than 50 Beds ! 45.5 1026 6709 52.9 28.0
(standard deviation) -17)  (-552) (-3314) (+13) (-20)
Blowing Rock Hospital 50.1 390 5116 66.2 6.0 $144,513
Highlands-Cashiers Hospital 14.0 339 1383 67.9 52 ($529,405)
Our Community Hospital 33.2 123 2425 82.1 1.4 ($130,855)
Sea Level Hospital & Extended Care 36.2 386 2111 61.4 57  ($23,111)
Hospitals with 50 to 99 Beds > 56.7 2405 14586 40 43.7
(standard deviation) (-14) (-1133) (-5676) 9 (-18)
Ashe Memorial Hospital 41.5 1527 8632 54.8 50.9  $32,836
Crawley Memorial Hospital 66.0 262 12288 66.0 1.6 ($111,766)
Person County Memorial Hospital 364 1010 7176 58.0 27.2 ($902,524)
Hospitals with 100 or more Beds 66.9 6716 46254 34.1 61.9
(standard deviation) (-14) (-3726) (-32230) +7) (-20)
Lake Norman Regional Medical Center 34.8 2843 14346 42.6 174  $535,445

values
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These eight hospitals were more than one standard deviation away from the average on three or more measures.
Shaded areas indicate that the hospital is more than one standard deviation from the mean in the direction
that may indicate distress. A standard deviation “(+)” shows the dispersion of the values around the average;
it is the square root of the average of the squared deviations from the sample mean. For example, the average
occupancy rate for large rural hospitals was 66.9%; its standard deviation was 14. Thus, hospitals with less
than 52.9% occupancy are more than 1 standard deviation from the average, and labeled abnormal.

Parentheses in column 6 indicate negative net income; figures without parentheses show positive net income.

! The average occupancy rate for each group was calculated by averaging the individual occupancy rates;
an alternative method to calculate the measure is:
(Group’s Total Days of care)/(Group’s Total Beds in Use X 365)

* 2 Averages for this size group were calculated without Crawley Memorial Hospital because of its extreme

Source: N.C. Center for Health & Environmental Statistics; Health Facilities Data Book: Hospital Summary
Report, 1989. Prepared by Jeanne Lambrew & Glenn Wilson, N.C. Rural Health Research Center, Cecil
G. Sheps Center for Health Services Research, UNC-Chapel Hill.

S I




County. The three mid-sized hospitals are Ashe
Memorial Hospital, Crawley Memorial Hospital
in Cleveland County, and Person County Memo-
rial Hospital. The large hospital is Lake Norman
Regional Medical Center in Iredell County.

In the second tier of hospitals rated as only
moderately at risk (see Table 4) are another eight
hospitals, including one small hospital (Bertie
Memorial Hospital); three mid-sized hospitals (Dis-
trict Memorial Hospital and Murphy Medical Cen-
ter of Cherokee County and Kings Mountain Hos-
pital of Cleveland County); and four large rural
hospitals (Beaufort County Hospital, Davis Com-
munity Hospital of Iredell County, Heritage Hos-
pital in Edgecombe County, and Park Ridge Hos-
pital in Henderson County).

The designation of these a#-risk hospitals does
not predict or assume that any of the hospitals will
close, or that they cannot thrive in the future. For
instance, Sea Level Hospital already is changing
from an acute-care hospital to an extended care
facility (see page 85—-86 for more). And even the
sole hospital that is abnormal on all five measures,
Highlands-Cashiers, is in no danger of closing.
“Highlands-Cashiers, no matter what the numbers
say, is not at risk of closure because the wealthy
population it serves will most likely not allow that
to happen,” notes Bernstein of the state’s Office of
Rural Health and Resource Development. Adds
Tim Size, a national expert on rural hospitals and
director of the Rural Wisconsin Hospital Coopera-
tive, “Most rural hospitals are not in danger of
closing.”

A third group of six hospitals measured ab-
normal on only one of the five measures, and thus
are not at risk. They could join the at-risk list in
the future if their performance deteriorated. These
six include four mid-sized hospitals (Anson
County Hospital, Hamlet Hospital, Hugh Chatham
Memorial Hospital, and Montgomery Memorial
Hospital) and two large rural hospitals (Rutherford
Hospital and Watauga County Hospital). Some
hospitals in this grouping may be nearly normal
like Watauga and Rutherford, which barely were
abnormal on the occupancy measure and which
are in good financial condition with positive net
patient revenue and net income. But other hospi-
tals, like Anson County Hospital, bear watching.
Anson was abnormal on the days of care cat-
egory, and also had negative net income in 1989.

Several of the hospitals designated as abnor-
mal on one or more measures objected to some of
the figures used. Several hospitals said they had
supplied the wrong data to the state, and that if the

numbers they should have reported had been used,
they would not have measured abnormal on some
indicators. However, the data used in the study
were taken from the figures the hospitals them-
selves reported to the state.

In addition, administrators of small rural hos-
pitals pointed out that their hospitals used “swing
beds” that could be designated as either long-term
beds or acute-care beds, depending on the needs of
the hospital at the moment. This is a strategy
designed both to meet local health care needs and
to improve the viability of the institution. Had
those beds been included when computing occu-
pancy rates, these hospitals would not have been
rated abnormal on that measure.

For instance, Blowing Rock Hospital in
Watauga County had a 16.3 percent occupancy
rate in 1990 based on acute care beds only. Butif
occupancy of the hospital’s long-term care beds
plus its swing beds had been counted, its occu-
pancy rate would have swelled to 84.9 percent. A
number of hospital administrators complained that
by using only acute-care statistics, their facilities’
actual use was understated. But until the data for
swing bed use are consistently reported to the
state, correctly assessing this utilization measure
will be difficult.

Other administrators felt that the results were
somewhat predictable because small rural hospi-
tals always have faced a financial and service
struggle. Shannon Elswick, president and CEO of
Highlands-Cashiers Hospital, put it this way: “One
would have to assume that Highlands-Cashiers
Hospital has been considered ‘at risk’ since the
hospital opened in 1952. As with many other
small rural facilities constructed in the Hill-Burton
era, it was built to provide primary care to the
residents of the immediate area. Providing an
adequate level of care to the residents has never
been an easy task, but has been accomplished
throughout the years.”

Financial Condition

A n additional indication of hospitals in distress
is financial condition, and again the numbers
are instructive. Most of the at-risk hospitals are
losing money, judging by figures from the U.S.
Health Care Financing Administration on net in-
come. Net income is calculated by subtracting all
expenses from total revenues from all sources—
including government subsidies, private endow-
ments, and income from investments.
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Table 4. North Carolina Rural Hospitals at Moderate Risk

1 2 3 4 5 6
% Occu- Daysof %Disch. % County Net
pancy Discharges Care 2>65yrs. Disch. Income
1989 1989 1989 1989 1989 1989
Hospitals with Fewer than 50 Beds * 455 1026 6709 52.9 28.0
(standard deviation) -17)  (-552) (-3314) (+13) (-20)
Bertie Memorial Hospital 25.1 471 4481 50.1 18.1 ($402,782)
Hospitals with 50 to 99 Beds > 56.7 2405 14586 40 43.7
(standard deviation) (-14) (-1133) (-5676) +9 (-18)
District Memorial Hospital of Cherokee  66.3 992 12586 49,8 273 ($75,730)
Kings Mountain Hospital 40.5 1837 13601 41.4 113 ($118,670)
Murphy Medical Center 410 1828 7477 442 45.8 $898,959
Hospitals with 100 or more Beds 66.9 6716 46254 34.1 61.9
(standard deviation) (-14) (-3726) (-32230) (C)] (-20)
Beaufort County Hospital 482 3658 20576 442 517 $277,917
Davis Community Hospital 44.1 3702 23975 22.9 16.6 ($292,227)
Heritage Hospital 49.1 3269 22754 28.9 39.5 ($648,893)
Park Ridge Hospital 63.0 2303 23688 37.7 173 $412,649

These eight hospitals were more than one standard deviation away from the average on two measures. Shaded
areas indicate that the hospital is more than one standard deviation from the mean in the direction that may
indicate distress. A standard deviation “(£)” shows the dispersion of the values around the average; it is the
square root of the average of the squared deviations from the sample mean. For example, the average
occupancy rate for large rural hospitals was 66.9%; its standard deviation was 14. Thus, hospitals with less
than 52.9% occupancy are more than 1 standard deviation from the average, and labeled abnormal.

Parentheses in column 6 indicate negative net income; figures without parentheses show positive net income.
! The average occupancy rate for each group was calculated by averaging the individual occupancy rates;

an alternative method to calculate the measure is:
(Group’s Total Days of care)/(Group’s Total Beds in Use X 365)

2 Averages for this size group were calculated without Crawley Memorial Hospital because of its extreme
values

Source: N.C. Center for Health & Environmental Statistics; Health Facilities Data Book: Hospital Summary
Report, 1989. Prepared by Jeanne Lambrew & Glenn Wilson, N.C. Rural Health Research Center, Cecil
G. Sheps Center for Health Services Research, UNC-Chapel Hill.
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The HCFA figures show that of the eight N.C.
hospitals designated as substantially at risk, five
of them (62.5 percent) showed negative net in-
come in 1989, the most recent year for which
figures are available. The five were Crawley Me-
morial, Highlands-Cashiers, Our Community, Per-
son County, and Sea Level.

Of the eight hospitals considered moderately
at risk, five (again, 62.5 percent) also had negative
net income in 1989. The five were Bertie Memo-
rial Hospital, Davis Community Hospital, District
Memorial Hospital, Heritage Hospital, and Kings
Mountain Hospital. And finally, of the six hospi-
tals abnormal on only one measure, only one hos-
pital-—Anson County—had negative net income
for 1989. ) ;

Hospitals with net negative income for one
year are not necessarily in danger of closing, but
their status is another indicator of possible diffi-
culty in survival. It is worth noting that of the 16
hospitals designated as either substantially at risk
or moderately at risk, 10 of them, or 62.5 percent,
lost money in 1989. Column 6 in Tables 3 and 4
provides a clearer picture of the sums involved for
the substantially at risk and moderately at risk.

The need for rural hospitals, and the finances
involved, transcend utilization and balance sheets,

notes Elswick of Highlands-Cashiers. “From an
economic standpoint, it may be sensible to elimi-
nate half of the hospitals that are termed at-risk or
inefficient hospitals,” observes Elswick. “In terms
of lives saved each year, however, what is the
value of the hospital to the people of those com-
munities? Do we arbitrarily close rural hospitals?
Do we look for alternative ways to provide care?
Or do we continue to provide primary medical
care?”

Dan C. White, chief executive officer of Dis-
trict Memorial Hospital, predicts, “Small rural hos-
pitals will continue to struggle as cost of care,
managed care programs, and quality of care issues
become of more importance to the customers.
Those hospitals that plan well and respond to the
needs of the community will add to their longev-
ity. Those that do not will soon (one to three
years) vacate the market place.”

The state already has taken note of the fact
that many of these hospitals are in serious diffi-
culty. It has been approved for a new federal
program designed to help them stay open and
serve rural needs. North Carolina is one of seven
states that will participate in the Essential Access
Community Hospital Program. Under this pro-
gram, six rural hospitals will become Rural Pri-
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mary Care Hospitals offering limited services, but
will develop formal relationships with larger rural
hospitals. The primary care hospitals will shut
down most of their beds, serving chiefly as outpa-
tient and emergency care clinics, while their part-
ner hospitals will provide care for more severe or
complicated cases that require an inpatient stay of
longer than 72 hours.

Six of the hospitals approved for this program
show at least one sign of az-risk distress. Figure 2

shows the Rural Primary Care Hospitals (RPCH)
on the left side and their partner Essential Access
Community Hospitals (EACH) on the right. The
number in parentheses following the hospital name
indicates the number of measures on which the
hospital is abnormal, according to the Center’s
analysis.

Administrators of small hospitals recognize
that the program would help assure a level of care
in communities that are threatened with the loss of

.

Figure 2. Hospitals Approved for the Federal
Essential Access Community Hospital Program.

Network Rural Primary Care Hospital Essential Access Community Hospital
A Anson County Hospital (1) Richmond Memorial Hospital

B Bertie County Memorial (2) Chowan Hospital

C Blowing Rock Hospital (3) Watauga Hospital (1)

D Burnsville Hospital Spruce Pine Hospital

E Our Community Hospital (4) Halifax Memorial Hospital

F Sea Level Hospital (3) Carteret General Hospital

Numbers in ( ) indicate number of abnormal measures of hospital utilization.

Source: N.C. Office of Rural Health and Resource Development, N.C. Department of Human Resources.
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facilities. Charles Y. Davis, administrator of Bertie
Memorial Hospital, told The News & Observer,
“The fact that these beds are no longer needed is
evident. They’re empty.”'® Asked about his
hospital’s financial condition, Davis had one word:
“Critical.”

James R. Queen, administrator of Our Com-
munity Hospital in Halifax County, notes that the
new Rural Primary Care Hospitals would be able
to provide care to stabilize injuries and provide
initial treatment before transferring patients to the
Essential Access Community Hospitals. “The pa-
tient truly gets an appropriate level of treatment,
and that’s what people really want,” Queen told
The News & Observer.”® “They don’t expect that
we’re going to have surgeons waiting.”

Tom Ricketts, director of the N.C. Rural Health
Research Program at UNC—-Chapel Hill, says more
and more rural hospitals will shift their focus from
the old way—attempting to offer the full comple-
ment of services—to new arrangements that will
more accurately satisfy the needs of the commu-
nity. “Medicine has changed so drastically just in
recent years alone,” notes Ricketts. “It was logical
30 years ago to have a 30-to-60 bed hospital” in
many rural communities, but financial pressures
and service patterns make it hard for those hospi-
tals to survive today. To do so, rural hospitals
must offer what the community needs, not try to
compete with the huge mega-medicine centers in
Chapel Hill and Durham and Charlotte. “I"m a big
advocate of regrouping services,” Ricketts adds.

At Heritage Hospital in Edgecombe County,
officials are working to provide new programs and
specialists to cope with the problems of viability.
Randy Beaman, Heritage’s assistant administra-
tor, says an aggressive physician recruitment pro-
gram with a focus on specialists may help stem
patient out-migration. “We are also developing
new services such as MRI, cardiac catheterization,
cardiac rehab, [an] inpatient rehabilitation unit,
and also have a skilled nursing unit in place and
have expanded our Level II nursery, which is the
only one in our area.”

Jim Bernstein of the state’s Office of Rural
Health points out that despite distances and costs,
many rural patients prefer a big-city hospital. “We
just can’t have so many rural hospitals with their
patient population going to urban areas. What
they [rural hospitals] need to do is to find their
niches of care.”

Bernstein suggests that such niches include
care for the elderly—"“Nursing homes will not be
sufficient in the future, and children are going to

want better for their parents,” he says—and better
primary care and maternal and child health care.
“Raleigh can’t do that for Warren County,”
Bernstein adds. “Warren County will have to do
that for Warren County” and leave high-tech medi-
cine to large hospitals.

In June 1991, one hospital which had closed
made a reappearance as an outpatient clinic.
Robersonville Community Hospital, which closed
in 1989, reopened after two doctors agreed to
move to the Martin County town. Similarly, a.
clinic is operating at the old Warren County Gen-
eral, where the county health department and a
community health center offer services. Other
small hospitals should begin preparing for such a
future, Bernstein says. “Some counties will posi-
tion themselves to provide care and thrive,” pre-
dicts Bernstein, “but others won’t, they won’t have
care, and they’re just going to dry up. They won’t
have health care.”

As the economic climate worsens, medical
sophistication increases, and rural health problems
persist, the rural hospital as we know it may disap-
pear, evolving into new types of organizations like
primary care hospitals, rural health networks, and
extended care clinics that can weather the prob-
lems and maintain essential services in rural North
Carolina. 1™
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If Hospitals Close, Then What?

by Jeanne M. Lambrew and Glenn Wilson

If these or other rural hospitals were to fail, what would happen to these

communities? Or more realistically, what should these hospitals and their

communities do?

S uppose the hospital in a small, roral commu-
pity of 2,000 population were forced to shut
down? And suppose that community were fairly
isolated from other communities and had the aver-
age array of other providers, including a county
health department and nursing and rest homes.
And suppose that the town’s only physician were
thinking of moving to the city to join a big lucra-
tive practice.

Suppose all that, and consider four questions:
(1) What minimum set of services is needed lo-
cally? (2) How can these essential services be
organized? (3) How much money is needed to
support them? (4) And what recommendations for
structure and services might be considered by a
typical rural community?

To determine what sort of care a rural area
should have in the absence of a general, acute-care
hospital, researchers in health policy at the Cecil
G. Sheps Center for Health Services Research
interviewed a group of health care professionals
and officials for a discussion of the minimum
services that should be available in all rural com-
munities. That led to development of several
models and configurations for a rural health ser-
vice if a hospital were to close. Tables 5 through 7
show the resuits of this exercise, and Table 6
shows how figures were derived.

Minimum Services

For the most part, health experts say minimum
services should include two categories: emer-
gency services and primary care services. Emer-
gency services have a particular importance in
rural communities because of the distance from

urban and rural hospitals alike. Citizens who had
been used to the security of an emergency room for
years before losing a hospital perceive the need for
local emergency services more acutely than do
people in places where there never had been a
hospital.

Emergency services identified as both essen-
tial and feasible to provide in small settings are:

m stabilization of acute conditions and car-
diac management;

m emergency baby deliveries;

m treatment of lacerations and shallow
wounds;

= immobilization of fractures;
= X-ray and laboratory services.

To ensure access to emergency services, an
on-call physician or mid-level provider (a nurse
practitioner or physician assistant), who could at
least stabilize a patient and provide advanced life
support until transport to a hospital, should be
available or on duty 24 hours a day. The local
Emergency Medical System (EMS) should oper-
ate at a sophisticated and responsive level. An
Emergency Medical System is an organized net-
work of personnel, vehicles, equipment, and fa-
cilities which provides medical care to those with
unexpected or emergency needs. EMS means

Jeanne M. Lambrew is a research associate for the
N.C. Rural Health Research Program within the Cecil
G. Sheps Center for Health Services Research at UNC-
Chapel Hill. Glenn Wilson is professor of social
medicine at UNC-Chapel Hill.

NOVEMBER 1991 89




more than simple transportation, and a secondary,
perhaps volunteer system to shuttle non-emergency
cases to and from the nearest hospital or physician’s
office would be needed.

Primary care services are those often-used
services that are organized for the treatment of
acute but non-emergency iliness, for chronic dis-
ease management, and for health maintenance.
This includes treating minor conditions ranging
from colds, backaches, and infections, to minor
accidents, and low-intensity surgical procedures.

The network of different types of health care
providers in the county as well as regional and
urban hospitals in nearby counties can often be
linked with a primary care center in a rural com-
munity to ensure access to a broader range of
services. Such a situation occurred in Warren
County after the hospital closed in 1985. The
community health center began providing primary
care services in the vacated hospital facility, and
currently the renovated hospital building houses
both the community health center and the local
health department. This new arrangement has
attracted more physicians than the county has ever
had before—a total of 10.

Inpatient beds may not be needed in every
rural community, though they can be beneficial.
Inpatient beds benefit the local nursing homes and
rest homes which depend on local hospitals to treat
those cases which aren’t severe enough to refer to
bigger hospitals. However, the need depends on
the community, and if a good network with a
larger hospital is in place, inpatient beds might not
be needed at all.

A locally owned, rural primary-care clinic is
the best option to deliver essential services. But
such clinics might consider developing an admin-
istrative relationship with the closest large or mid-
sized hospital. Management could be provided by
the larger hospital because it offers both expertise
in management and access to a full array of ser-
vices. In turn, the larger hospital would benefit
from the referrals from the rural community.

Provisions should be made for around the
clock services. In addition to regular workday
office hours, a realistic scenario would be for
extended clinic hours to be from 5 p.m. to 10 p.m.
on weekdays and from 9 a.m. to 1 p.m. on Satur-
days. Emergency care at other hours (early morn-

—continued on page 92

i )

Table 5. Minimum Hours and Staffing for a Rural Community
Primary Care and Emergency Care Center

Regular Hours Evening Hours Saturday Hours On-Call Hours

Hours Open 9am~5pm S5eM~10pM 9am—1PM Weekdays: 10pM—9am

’ Saturday: 1pM—9aM
» Sunday: 9am—9am
Minimum Staffing
Health Providers 2 1 1 1
Certified Medical Assistant 2 1 1 7 0
Office Manager/Billing 1 0 0 0
Receptionist 1 1 1 0

Prepared by Jeanne Lambrew and Glenn Wilson, N.C. Rural Health Research Program, Cecil G. Sheps Center

Jfor Health Services Research.
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Table 6. Cost Estimates for a Hypothetical Rural Community
Primary & Emergency Care Center

Number of Personnel Salary Costs
Health Providers
OPTION 1:  Physicians 2 $80,000 $160,000
OPTION 2:  Physicians 2 $80,000 $160,000
Mid-Level Providers 2 $40,000 $80,000
OPTION 3:  Physicians 3 $80,000 $240,000
Mid-Level Providers 1 $40,000 $40,000
PROVIDER COSTS: OPTION 1 $160,000
OPTION 2 $240,000
OPTION 3 $280,000
Non-Provider Personnel
Certified Medical Assistant 2 $24,000 $48,000
Office Manager/Billing Person 1 $20,000 $20,000
Receptionist 1 $16,000 $16,000
NON-PROVIDER COSTS*: $84,000
OPTIONS 1 & 2: Other Costs
Office Expenses $68,200
Medical Supplies : $33,800
Medical Equipment $15,000
Liability $36,800
Other $48,600
OPTIONS 3: Other Costs
Office Expenses $102,300
Medical Supplies $50,700
Medical Equipment . $22,500
Liability $55,200
Other $72,900
OTHER COSTS: OPTIONS 1 &2 $202,400
OPTION 3 $303,600
TOTAL COSTS: OPTION 1 $446,400
OPTION 2 $526,400
OPTION 3 $667,600
Assumptions for Calculation of Costs:
1) Number of personnel, hours and salaries are rough estimates.
2) Non-personnel costs are averages reported for the the South Atlantic Region in the American Medical
Association’s Socioeconomic Characteristics of Medical Practice 1989.

* Total non-physician staff costs calculated were $84,000, between 27-52% lower than the AMA’s averages.
Although some of the discrepancy might come from the AMA model’s lack of control for rural or regional
variations, the estimate above excludes other non-provider personnel such as custodial staff or a telephone
answering service.

Prepared by Jeanne M. Lambrew and Glenn Wilson, N.C. Rural Health Research Program, Cecil G. Sheps Center for Health Services Research
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Table 7. Size of Community Needed* to Support
A Clinic with Operating Costs of $500,000

Revenue per Visit Number of Visits Community Size
$30 16,667 3,546
$40 7 12,500 2,660
$50 . 10,000 2,128

* Assuming that patients make 4.7 visits each year (the 1988 average of patient-doctor contacts in the South)
and that 100 percent of patients can pay their bills in full or are fully covered. These assumptions are not
realistic, but the table indicates the considerations in planning a community clinic.

Source: Prepared by Jeanne M. Lambrew and Glenn Wilson, N.C. Rural Health Program, Cecil G. Sheps Center for Health Services Research

ing and weekends) could be handled through an
on-call system (see Table 5).

Several staffing configurations could serve
such a center. At least two physicians for a clinic
in a community of roughly 2,100 residents, or up
to two or three physicians in combination with
nurse practitioners or physician’s assistants in a
community of about 3,150 population, probably
are the minimum number of health care providers
needed for a community clinic. Though more
physicians would be preferable since their turn-
over rate is somewhat lower than other health
professionals, physicians are more expensive and
difficult to recruit.

Funding to Support Essential Services

Depending on the number of physicians in the
clinic, operating it might cost anywhere from an
estimated $446,400 to $667,600 per year (see Table
6). This appraisal includes rough estimates of
North Carolina salaries and expenses based on the
average expenses for physicians in the South At-
lantic region in .1989. This estimate does not
include any capital costs for building renovation
or major equipment purchases. Because these are
figures attached to a hypothetical case, they may
fit only a few communities in North Carolina. On
the other hand, they do illustrate some of the costs
and considerations that would be involved in run-
ning such a clinic.

. The size of the community necessary to sup-
port a clinic with an annual budget of $500,000 is
between 2,083 and 3,472, based on the national
average of 4.8 contacts with a physician per person
per year (se¢ Table 7). This means that if most of
the residents in the area used the clinic—and that
all those patients were insured or otherwise could
pay their bills—the patient revenues would sup-
port the clinic.

But that assumption is highly unrealistic.
‘While a high proportion of patients might patron-
ize the center, others still would go elsewhere. In
the rural South, the number of physician contacts
may be lower. And there is no evidence to sapport

an assumption that most would have health cover- .

age or the ability to pay their bills in full. Without
sufficient patient use or patient payment, outside
support would be necessary. Such outside support
might come in the form of subsidies from local
governments, from the state, or from other health
care institutions. In any case, subsidies would be a
major public policy questions for the General As-
sembly and local governing agencies to debate.
Is such a proposal realistic? Dr. Thad Wester,
deputy state health director, believes such a strat-
egy could be developed only by a consensus of
“the existing private health care provider system,
community leaders, local government” and others.
“Such a direction would have a profound impact
on the medical and health care for the involved
community for many, many years,” says Wester.

T
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The McLaurin family, some 14 months after Tim’s bone marrow transplant:
Christopher, Katie, Tim, and Meaghan.

When High-Tech Hits Home:
A Writer’s Fight with Cancer

by Mike MclLaughlin

North Carolina Insight has looked at health care policy from almost every angle
—from cost containment to access to care to the role of the states in assuring that
citizens get adequate health care. In this article, Insight examines the impact of
a high-tech medical procedure on Chapel Hill author Tim McLaurin. McLaurin
has written two novels, The Acorn Plan and Woodrow’s Trumpet, and memoirs
titled Keeper of the Moon. He needed a bone marrow transplant as treatment for
multiple myeloma, an unusual form of cancer. When his insurance company
determined this treatment was experimental and thus ineligible for coverage,

McLaurin got a taxpayer-financed transplant at the Veterans Affairs Medical
Center in Seattle.
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im McLaurin strode away from the en-

trance to the Veterans Affairs Medical

Center, heading for the rental Chevy

Geo parked in a small sea of cars. He
walked fast, his jaw set firmly, and said almost
nothing, as though he had somewhere to go and
something to leave behind.

It would be hours before he learned if the
many blood transfusions he had received in a bout
with a life-threatening illness had left him HIV
positive—possibly carrying the virus that causes
AIDS. McLaurin claimed he wasn’t worried, de-
spite a symptom that caused con-
cerned doctors to order up a
blood test.

It was the same attitude
McLaurin had taken when first
diagnosed with multiple
myeloma almost two years ear-
lier. He had clenched his jaw
and vowed that he would lick
this rare form of cancer—one
way or another.

“I’ve always liked a good
fight,” McLaurin had told the
doctor who had diagnosed his
illness.

“Well,” the doctor had re-
plied, “you’ve got one now.”

The early rounds had all
gone to McLaurin. He gained
remission through chemo-
therapy within six months of
diagnosis. He got up from a
bone marrow transplant after
only 15 days in the hospital. A
year later, he was returning for a battery of tests
that would tell whether he could be weaned from
the drugs that puffed out his face. And now came
this AIDS threat. '

McLaurin had thought the eye exam would be
all but routine. But his ophthalmologist clearly
was concerned about the white spots that showed
up in the exam. “We see them with a lot of things,”
the doctor told him. “Most often these days we see
them with AIDS patients.”

And so McLaurin and his wife Katie had to
spend the afternoon waiting to learn whether he
would face yet another fight with a potentially
fatal illness. The phone finally rang in the
McLaurins’ rented apartment in downtown Se-
attle. It was the bone marrow transplant unit. The
test came back negative, the voice on the phone
reported. Score another round to McLaurin.

intruder.
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When under
attack, a person
can either draw in
his limbs and roll
into a ball and hope
for amnesty or lash
out with fury and
strength. I decided
in that first minute [
would not face this

disease in a passive

mood, but would
confront it as an

— KEEPER OF THE MoOON
BY Tmm McLAURIN

Tim McLaurin is a snake-fancying writer who
has made the hard South his stock in trade. This is
the South of grits and pit bulldogs and fist fights
and beer bellies—of lives of hard labor and hard
luck. McLaurin, 37, has published two novels—
The Acorn Plan, the story of a young man fighting
his way out of East Fayetteville; and Woodrow’s
Trumpet, a tale about what happens when the New
South threatens a way of life in a farming town.

McLaurin also has found his own life to be a
rich vein for nonfiction. An ex-Marine, he oper-
ated a carnival snake show and then volunteered
for the Peace Corps before set-
tling into a career as a writer.
McLaurin has a penchant for
telling the unvarnished truth, no
matter what the subject. His
writing career was just taking
off when he was diagnosed with
a cancer that threatened to send
it crashing down. But in some
ways, he approached it as just
another story—a new set of ex-
periences for a self-proclaimed
adventurer.

Edison Liu, a professor
and cancer researcher at the
University of North Carolina at
Chapel Hill Medical School,
first diagnosed McLaurin’s ill-
ness. Liu became McLaurin’s
attending physician and friend.
He thinks McLaurin’s attitude
helped him survive. “The way I
see it, the way he rebounded
from this wraps around his con-
cept of life,” says Lin. “Everything is a journey to
him . . . the military, the Peace Corps, and this
became a journey for him.”

The bout with cancer would prove to be
McLaurin’s most challenging odyssey yet. He
would experience an expensive, high-tech medical
procedure and see the changes it would work on
his body. He would see the impact of his illness on
his family—his wife Katie and two young chil-
dren, Meaghan and Christopher. He would lie in a
hospital bed in faraway Seattle and dream of re-
turning home to his beloved South. And finally,
he would share the experience-—like the carny
barker who woos a wary public into his tent, or a

Mike McLaughlin is associate editor of North Carolina
Insight.



Mike McLaughlin

transplant. In one interview,
he had just returned from a
whirlwind trip to New York
to negotiate a contract for his
latest book—memoirs titled
Keeper of the Moon.
McLaurin seemed weary. He
was slung back in a recliner
in the living room of his
Chapel Hill home. The house
is a 1960s-style ranch with a
carport at one end cluttered
with old fishing poles, bi-
cycles, small engine parts, and
even a broken telescope.

The front door opens on
a living-dining room combi-
nation with “This End Up”
furniture arranged on marred
hardwoods. A cat laps the left-
overs from a bowl of cereal
on the table. McLaurin just
ignores it.

The cancer diagnosis,
he says, came June 7, 1989,
his ninth wedding anniver-
sary. “I was running right up
until a couple of days before 1
went into the hospital,”
McLaurin says. “My endur-
ance was a little down and I
had an erratic heartbeat.”
Tests showed McLaurin had
a rare kidney disease that
might indicate cancer. He and
Katie had already canceled the

* 3

Tim McLaurin takes his “Last Great Snake Show”
to the public library in Hillsborough.

young boy who heard myths about snakes and set
out to explode those myths.

There are myths about cancer, too, and one of
them is that it can’t be beaten. McLaurin believes
his own father fell victim to that myth, and it was
another myth McLaurin wanted to destroy.
McLaurin would treat the disease with respect.
But he was determined to beat the damned thing.

ok ok
McLaurin talked about his illness in the spring

of 1991—almost two years after he was diagnosed
with cancer and about a year after his bone marrow

barge trip in France they had
planned to celebrate their an-
niversary. A bone marrow bi-
opsy confirmed the diagnosis.
McLaurin took the news
in stride. He left the hospital on an overnight pass
and had dinner and a bottle of wine with Katie to
celebrate the anniversary. “It just didn’t seem real
to me,” he would say later. “I never took it seri-
ously. Ihad too much going on.”
The day after McLaurin’s cancer diagnosis,
the treatments started—four days of chemotherapy
a month.

Katie and Tim had met a decade earlier in a
clogging class in Fayetteville. Katie ran a book-
store there shortly after she graduated from
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I remember the shine of fear _)
in my father’s eyes the day he

was told-he had lung cancer, how
on that day he accepted his fate
and was dead weeks later. . . .

Cancer killed people and if the
doctor said he had cancer, it was
time to die.

— KEEPER OF THE Moon, Tv McLAURIN

Davidson College with a Bachelor of Arts in Afri-
can studies. Tim—a few years out of the Marine
Corps—was working blue collar jobs and licking
his wounds from his failed first marriage. In this
case, opposites did attract. “We’re both risk-
takers,” says Katie. “Maybe each of us saw the
other one as something of a risk—a good risk, a
wonderful risk.”

When the two joined the Peace Corps and
took off for Tunisia, their parents were not sure
who was to blame. “His family was sure he talked
me into it, and my family was sure I talked him
into it,” says Katie. Katie would deliver her first
child in Tunisia, and Tim would get an emergency
appendectomy that he swears he never needed, but
they stuck to their two-year commitment.

Tim writes of life in the hard South. Katie
directs International Projects Assistance Services,
a nonprofit agency that helps get medical treat-
ment to Third World women suffering the health
effects of illegal abortions. Tim does a lot of the
cooking and tends to the children when Katie
travels.

Katie was with Tim for his diagnosis, and in
many ways she took an opposite approach to his
illness. While Tim listened for the chance that he
would live, Katie heard the overwhelming odds
that he would die. “His mental attitude from the
beginning was I have a challenge, and I'm going
to meet it and overcome it,” says Katie. “I had to
prepare myself and my children in a way that
would be most positive for them.”

That meant preparing her children for the fact
that their father might not survive his bout with
cancer. Katie attached particular importance to
this for reasons that were personal. Her own
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father died when she was nine. She had barely
been told he was sick. “The way society ap-
proached illness and death then and now is signifi-
cantly different,” says Katie. “This time I had a
chance to get it right. He died and I was com-
pletely unprepared for it. My family was protec-
tive of us to shield us from that.”

McLaurin’s doctors also took his diagnosis
seriously. They rushed him into treatment imme-
diately. His cancer was in advanced stages, and
hopes were slim. “He had myeloma in virtually
every bone in his body,” says Liu, his oncologist.
“His tumor burden was very high. The abnormal
proteins were already damaging his kidneys, so
we started him on an aggressive regimen of che-
motherapy. Obviously, if we were going to do
anything to save his kidneys, we had to do some-
thing fast.”

But the chemotherapy drove the cancer from
McLaurin’s body with virtually none of the side
effects one typically associates with the treatment.
He hardly even lost his appetite, much less his
hair.
complete remission,” says Liu. “That’s something
you rarely get.”

Still, Liu knew the chemotherapy fix was only
temporary. Without more drastic action the cancer
would return—and return with a vengeance. And
50 he recommended a bone marrow transplant.

“It’s areal aggressive disease,” said McLaurin.
“It’s something you don’t live with a terribly long
time.” Liu gave McLaurin the odds, and the deci-
sion wasn’t all that difficult. Without the trans-
plant, McLaurin likely would be dead in a year or
two. He had a 75 percent chance of surviving the
transplant and at best a 50-50 chance that if he
lived through the procedure the cancer would not
recur.

McLaurin felt an odd exhilaration. Here was
a chance for a cure. “It was a big decision,” says
McLaurin. “I had responded so well to chemo-
therapy that I might have gone on for five years or
35, but the statistics did not support that. I just
opted that if I was going to gamble, I’d gamble
right then.”

Katie immediately sought other opinions. “I
got four medical opinions—from oncologists here,
inRichmond, Dallas, and Seattle,” says Katie. “They
all agreed. This was the best course to take. If he
didn’thave the transplant, he would die.” Katie says
the opinions were unqualified, and the doctors agreed

“Within two or three sessions, he was in -



the timing was perfect. “The best time to do it was in
the first strong remission,” she says.

But if the McLaurins had come to terms with
their decision, their insurance company had other
ideas. The company determined that bone marrow
transplants had been performed too few times on
multiple myeloma patients and were thus experi-
mental and ineligible for coverage. Since multiple
myeloma mostly strikes older men—considered
too frail to withstand the trauma of a transplant—
the procedure hadn’t been tried much for
McLaurin’s ailment.

Philosophiqally, McLaurin knew that insur-
ance companies are profit-making enterprises. He
knew they must weigh the cost of a procedure
against the hope of a cure in deciding what to
cover. Still, he wanted his transplant. For pur-
poses of this procedure, he might as well have
been uninsured.

Now the McLaurins were stumped. A bone
marrow transplant could cost upwards of $200,000.
“None of the hospitals will consider you without
insurance unless you’re able
to come up with anything from
$40,000 to $100,000 up front
with a guarantee of the rest of
the money through some type
of security,” says Katie.

While the McLaurins
worried about how they would
come up with the money for a
transplant, the clock was tick-
ing. The transplant needed to
be done while the disease was
in remission, and no one was
sure how long that would be.
Then somebody suggested
that Tim try the Veterans Af-
fairs Medical Center system.
He did, and things suddenly
started falling into place.

Ordinarily the McLaurins
would not have qualified for
VA care. “The VA has gotten
so tight they only do things
that are service-related, active
service, or hardship,” says
McLaurin. McLaurin had
gotten out of the Marines
healthy after a two-year hitch in 1974. And the
McLaurins had far too much income to qualify on
financial grounds.

But here the peculiar nature of McLaurin’s
illness actually worked in his favor. Doctors at the

bone marrow transplant unit at Seattie’s VA hos-
pital were studying how young men with multiple
myeloma respond to bone marrow transplants.
They accepted Tim for a transplant, and the
McLaurins started laying plans for a long summer
in Seattle.

Part of the ordeal for any transplant patient is
finding a donor. There’s about a one-in-four chance
that an immediate family member will provide a
genetic match. If the recipient must look outside
his immediate family, the chances of any single
donor providing a match are about one in 20,000.
Again, McLaurin was lucky. He found a match in
his brother Bruce.

Except for Tim, all the McLaurin siblings live
within hollering distance of home in rural
Cumberland County. At one point, five of the six
children slept in the same bedroom. For 14 years,
Bruce and Tim shared the same bed. “And then
he’s the one that
matches me with

bone marrow,” says
McLaurin. “It’s
kind of ironic.”

The two broth-
ers had drifted their
separate ways—
Tim into the Ma-
rine Corps and to
college and the
Peace Corps, Bruce
sticking close to
home, marrying his
high school sweet-
heart, and taking a
job driving a truck
for Roadway.

The transplant
brought the brothers
back together again.
“It was a bonding
type thing,” says
McLaurin. Afterthe
transplant, there
would be biological

changes that would

bring them even closer. “My blood type has changed

over to his blood type,” says McLaurin. “I wasaB
positive. Now I’'ve changed over to A.”

Bruce had gone out to Seattle solely to donate

bone marrow and wound up staying almost three
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months. Tim’s body would not manufacture plate-
lets so Bruce stayed in Seattle to provide blood
transfusions.

For Bruce’s second wife Claudia, the ordeal
was particularly stressful—as though her family
were torn between two places. Tim and Katie paid
Bruce’s salary while he was out of work, but the
logistics of it all proved difficult for Claudia. “It
was hard,” she says. “It was very hard. There was
no doubt that Bruce had no choice, but it was hard
on the kids and hard on me. We were being
pulled.”

Bruce, on the other hand, had hoped he would
be the donor from the start. “I
wanted to be the one, but at
the same time I was worried,”
he says. “I didn’t know what

To get a bone marrow transplant at the VA
hospital requires at least a 100-day stay in Seattle.
First, there is the preparation—the heavy dosages
of drugs or radiation required to kill off the cancer-
ous cells, then the marrow transplant, and finally
the post-transplant period in which the immune
system slowly recovers. “What they do is, they
bring you as close to death as they can without
killing you, and then they start bringing you back,”
says McLaurin.

Katie McLaurin knew immediately she wanted
to be with Tim during this period—and she wanted
her children there. “It was important for them to

Tim McLaurin with his brother Bruce on the family

farm near Fayetteville.

I was getting in to.” Bruce
had heard horror stories about
the procedure: that you
couldn’t be put to sleep while
the marrow was being
drawn—{false, and that it was
extremely painful—again,
false.

To draw out the marrow,
doctors use a large-gauge,
hollow needle to punch
through the skin and open up
a series of holes for access.
Then they make 200 to 300
separate bone punctures with
the needle to draw out the
marrow. “They take it right
out of your beltline,” says
Bruce. “It’s like somebody
stuck an ink pen in your back
or something. I've got six
little holes.” Bruce says the
procedure was much less
painful than expected, al-
though it did leave him stiff
and sore.

After donating the mar-
row, Bruce’s job during his
stay in Seattle would be go-
ing down to the Puget Sound
Blood Center to give blood.
The yellow-gold platelets
would be spun out in a centri-
fuge and transferred in a plas-
tic IV bag over to Tim.
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be there for the transplant—to see the changes and
be there in the event that he didn’t survive—so that
when he came home and he didn’t have hair and he
was bloated from the Prednisone—that they would
know that he was their father. And it was like I
needed them as much as they needed me.”

That meant setting up a household in another
city. The children would enroll in special schools.
Katie would set up a makeshift office in their
temporary home. It was awkward, but it helped
Katie keep up with her work. Katie’s mother and
stepfather came out for the duration to offer their
support, and Tim’s family members also were
frequent visitors. “It was a small, three-bedroom
house, adequate, but cramped,” says Katie. “There
were six of us there all the time, and then Bruce
had to come back. So there were seven people in a
small house—a lot.”

Katie found this family support particularly
helpful, despite the sometimes crowded condi-
tions. “Tim focused on what he needed to do,”
says Katie. “He wasn’t able to provide emotional
support going out.”

Bruce and Tim spent their first few days in
Seattle under a medical microscope. Doctors at
the VA Medical Center wanted to ensure that they
were indeed a good genetic match. Then Tim’s
ordeal began in earnest with four days of outpa-
tient chemotherapy. “It was heavy duty, real in-
tense,” says McLaurin. “I had to take just these
handfuls of pills. They were real salty.”

On the fourth day of this treatment came the
first crisis. Katie had been out running some
errands, and Tim’s mother was at home with the
children. Katie pulled into the drive to find chaos.
Tim—despite no history of this kind of problem—
had suffered a seizure. “The children were in the
front yard screaming and Tim’s mother was in the
house not knowing what to do,” says Katie. “She
called 911 but she didn’t know the address so she
hung up. Fortunately, it was interactive.”

The emergency response system was set up so
that calls can be traced and addresses found, even
if the caller hangs up. While an ambulance sped
toward the house, Katie struggled to calm Tim,
who was rolling around incoherently on the floor.
“Finally he and I wound up facing each other on
the floor,” says Katie. “We were hugging each
other, and he was still in the midst of this seizure.
It was the weirdest sensation. He was there, but he
was gone. His eyes were open and he was moving
around, but he clearly wasn’t there.”

The seizure, though frightening to the
McLaurins, was not life-threatening. It was caused

by the combined impact of drinking and Busulfan,
a drug used in chemotherapy. “The patient was
drinking about a six-pack a day prior to his admis-
sion to the hospital,” read McLaurin’s medical
records. “It is thought that alcohol withdrawals as
well as Busulfan contributed to the seizure.”

McLaurin’s main worry was that the seizure
would affect his scheduled transplant. He was
halfway through the chemotherapy and didn’t rel-
ish starting over. That worry was for naught. He
was treated for the seizure and trundled right in for
the next phase of his treatment—four days of inpa-
tient chemotherapy.

McLaurin had already been fitted with a
Hickman catheter—a flexible rubber tube that was
inserted through an incision in his chest into a vein
that led straight to his heart. That was so nurses
could pump medications right into his blood stream
without having to stick his arms over and over. He
now got a different kind of catheterization-—a tube
up his urinary tract to irrigate his bladder and
prevent bladder damage from chemotherapy.

For four days, nurses would inject high doses
of Cytoxan—a potent drug used in chemotherapy—
straight into McLaurin’s Hickman catheter. “On
the fifth or sixth day of chemotherapy, I started
hallucinating,” says McLaurin. “I was watching
this picnic take place on the roof of the building
next door, and they were driving these little cars
around-—four-wheel dune buggies. But there won’t
nobody there.”

Bone marrow is highly sensitive, so the che-
motherapy kills it. But healthy marrow is manda-
tory for replenishing the blood and for survival. If
no donor can be found, it is possible to remove
marrow from the person being treated and replace
it after chemotherapy. A transplant from a matched
donor such as the one McLaurin received is prefer-
able and is known as an allogeneic transplant.

His eight days of chemotherapy over,
McLaurin was now ready for his transplant. Fam-
ily members gathered in his room for the proce-
dure. A snapshot recorded the moment for poster-
ity. “They bring it into your room in an IV bag,”
says McLaurin. “It just drips into your arm and it
knows to migrate to your bones. It’s very anticli-
mactic.”

Next would come the slow process of bring-
ing McLaurin back. “If you haven’t died from the
chemotherapy, you’re. in a very dangerous place,”
McLaurin says. “You have no immune system.
Your platelet count, your white blood cell count,
and your red blood cells have fallen to nothing.”
With no bone marrow to produce infection-fight-
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ing cells, infection is more difficult to control and
can be fatal.

The best-case scenario is that the new bone
marrow will take up its normal function—repro-
ducing the cells that make up healthy blood. It
becomes a waiting game, with four different counts
to watch: the white blood cells, which fuel the
immune system; the red blood cells, which carry
oxygen throughout the body; the platelets, which
help the blood to clot; and the polys, blood cells
that kill bacteria and fight infection. “They go
down, down, down,” says Katie of the blood counts.
“You want to see them go up, up, up.”

Tim’s recovery came quickly at the start. He
moved from inpatient to outpatient status within
15 days—the second fastest of anyone who ever
had been transplanted at the Center. But 10 days
later he was back in the hospital. “My biggest
problem was my platelets didn’t want to manufac-
ture,” says McLaurin. “If your platelet counts are
real Jow, you can bleed internally. You can have
strokes in your head that cause your blood to start
leaking out.”

So McLaurin got the daily transfusions of
platelets, which helped him get through his most
serious complication. “Finally,” says McLaurin,
“my platelets started reproducing, and I got off
that threat.” Through heavy dosages of drugs,
McLaurin had thus far also dodged other threats,
such as chronic graft-versus-host disease, a dis-
ease in which the new bone marrow recognizes the
recipient’s body as foreign and sends out T-lym-
phocytes to attack it.! Still, what was left of his
recovery was no picnic. “My nails fell out,” says
McLaurin. “The skin peeled off of the bottom of
my feet. Ihad rashes on my skin and my bladder
was infected. It was really a tough time.”
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The accumulated impact of medications and
muscle-tone loss left McLaurin so weak he had to
pull himself up from the toilet. He constantly had
to urinate, and often passed large blood clots.
Getting to the bathroom got to be too much for him
and he started using a sink in the bedroom as a
urinal. That, McLaurin says, was one of the few
times Katie lost patience with him. “It seemed
kind of trivial at the time,” he says. She didn’t
even know about the times he was too exhausted
even to get up and just let the burning urine flow
out onto a towel on the bed.

McLaurin pushed himself hard as a patient
throughout this ordeal. He was determined that if
he was going to die it was not going to be in
Seattle. In the early days after the transplant, he
lay in bed staring at the cold, distant profile of
massive Mt. Rainier and picturing the pine trees
of home. He envisioned the yard swing where he
and his mother would rock back and forth and talk,
and the cabin he had built on an isolated corner of
the farm to write and get away from things. “The
Cascades were throwed up like a big wall in front
of me,” says McLaurin. “I was determined to get
over them. If I had to take my American Express
card and rent a Lear jet, I was going to get home to
North Carolina.”

But first McLaurin had to finish the outpatient
phase. He would return to the hospital each day for
treatment and examination, but the rest of the time
he was on his own. That meant going out into the
world hairless, his features puffed out beyond rec-
ognition, wearing the white surgical mask that is the
emblem of a transplant patient. “He didn’t have any
hair on his face,” says Bruce. “It [his face] was real
puffy, and he had to wear that breathing mask every-
where he went. People would just do a doubletake.”




McLaurin confesses that the changes in his
looks hurt. “To me, it was one of the hardest parts
of the whole thing,” says McLaurin. “Ilooked like
Uncle Festus on ‘The Munsters.””

Near the end of the standard 100-day stay in
Seattle, doctors decided McLaurin was well enough
to go home. Of the 12 people who had received
new bone marrow at about the same time he did,
four had died. McLaurin’s leaving Seattle meant
he had passed another mile-
stone in his recovery. “Usu-
ally if you survive the first
100 days the odds go up a lot
higher of surviving the trans-
plant,” he says. Although

carport and resumed his snake collecting—a hobby
he had pursued since his youth. In the dead of
winter, there was a three-day canoe trip to publi-
cize the need for bone marrow donors. And
McLaurin returned to teaching creative writing
part-time at North Carolina State University and
reading and lecturing around the Triangle. Occa-
sionally, he would haul out his snakes, ice them
down in a beer cooler, and carry them to a public
library or school for exhibition.

On April 29, 1991, roughly one year after his
transplant, McLaurin was to return to Seattle for a

Tim and son Christopher, about a year before his trip
to Seattle for a bone marrow transplant.

McLaurin would still need
constant monitoring and
medication to prevent infec-
tion, his main worry now
would be recurrence—the
nearly three-to-one odds that
his disease would return.

But McLaurin faced yet
another fight soon after his
return home. The insurance
company, which had refused
to pay for his transplant, now
balked at paying his after-care
expenses. The McLaurins had
thus far suffered little finan-
cial fallout from their colli-
sion with high-tech medicine.
A fund-raiser conducted by
McLaurin’s literary friends in
Chapel Hill had raised
$15,000, and Katie’s family
had pitched in $10,000. That
covered the $25,000 in ex-
penses not paid by the VA.
Now they faced medical bills
of $5,000 a month. The
McLaurins had little choice
but to hire a lawyer to argue
their case with the insurance
company. Ultimately, the
company agreed to pay.?

As best he could,
McLaurin resumed his nor-
mal activities. A few weeks
after his return from Seattle,
he built a snakeshed in his
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battery of tests to see if he was still disease-free
and if he could be weaned from his heavy drug
regimen. “I’m dreading walking up to the front of
that building because I've been there so many
times,” he said before his scheduled return.

McLaurin walked into the bone marrow trans-
plant unit about an hour later than expected on the
Monday of his week of tests, wearing faded blue
jeans, a flannel shirt, and leather tennis shoes.
Doctors and nurses who remembered him from his
transplant stopped him with hugs and greetings.
Then he got his schedule of tests. The day’s list
called for a routine physical and bone marrow and
skin biopsies. Performing the honors would be Dr.
Jeff Matous, a senior fellow in hematology at the
University of Washington.

For McLaurin, the schedule meant he would
get the worst part of his week over with first.
Matous directed him to a tiny room where he
stripped down to his shorts and lay stomach down
on the examining table. A technician wheeled in a
cart full of instrumehts, and Matous got down to
work. “Tim, you like to be talked through it?”
Matous asked.

“Yeah, I like to know what’s going on,”
McLaurin answered.

Tim has had his share of bone marrow biop-
sies. To him the worst part is the injection of
lidocaine intended to numb the lining of the bone.
Matous describes the pain of the injection as “like
a bee sting.”

“Bee sting,” McLaurin snorts. “It’s more like
a wasp sting.”

Matous smears on an iodine solution to steril-
ize Tim’s skin. Then comes the needle. “Here’s
comes your wasp sting, Tim. OK? Here’s the part
you remember.”

McLaurin tenses as the needle finds its mark.
“Sorry Tim,” says Matous. “Was that sharp?”

“T felt it,” McLaurin responds, which is the
closest he will come to a complaint.

Matous uses an aspiration needle to punch
through the bone and draw out a syringe full of
liquid marrow. The technician will smear this on
slides to go under a microscope. The teaspoon or
so of fluid is filled with boney spicules that are
visible to the naked eye. “That’s a good one,” says
Matous, indicating the blood-red sample. “That’s
the bone marrow.”

Next comes the procedure many patients dread
most—a bone marrow biopsy. “First one?” asks
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McLaurin.

“My very first one,” Matous deadpans. Actu-
ally he’s performed dozens of them.

Matous picks up a chrome-colored instrument
called a jamshidi, equipped with finger loops that
make it easier to handle. He punches it through the
skin and tissue and down to the bone, then twists it
to core out a sample of bone and marrow, two-and-
a-half centimeters long. McLaurin never even
murmurs.  “Tim’s doing great with this proce-
duore,” says Matous. “It’s an uncomfortable, deep
feeling. You can’t always totally anesthetize for
it.” :

“You’ve got tough bones, Tim,” says Matous
as he twists the jamshidi. Within seconds, he has
his sample—a bloody, bony cylinder about the
size of a basketball needle. He deposits it in a petri
dish on the technician’s cart. “That’s part of the
pelvic bone,” says Matous, “the iliac crest.”

The samples will be sent off to a laboratory for
analysis to determine whether the bone marrow is
functioning properly and whether there has been a
recurrence of multiple myeloma. “The plasma
cells are the bad actors,” says Matous. “We’ll be
looking to see if any of them are there.”

“They just did the critical test,” McLaurin
says later over lunch at the VA cafeteria. “If
anything will show bad, it will begin to show
there.” McLaurin munches quietly on cold cuts.
He confesses that he’s alittle down. “I’m just kind
of bummed out. It’s a big hassle and a lot of

)

S,émewhere along the way I

hoped to come to terms with why

tgtgo men of equal age and worth
céztld walk into a hospital ward
and only one walk away. I would
question myself as to what lies
b?hind a man’s will to live or not
to:live, why one man blows his
lzg’rn like Gabriel enraged while
az‘zgother lies down with a gun.

~— KEEPER OF THE Moon
BY TimM McLAURIN




Mike McLaughlin

off balance. He examines

McLaurin’s eyes and mouth
and skin.

Matous offers few opin-
ions on McLaurin’s overall
health. He mostly just takes
down information. He men-
tions that the eye, which is
bloodshot and bulging, needs
a second look from an oph-
thalmologist. An eye exam is
scheduled for Tuesday any-
way, so no special arrange-
ments are required.

McLaurin thinks he is
through for the day and is on
the way out the door when Jeff
Almgren, the unit’s pharmacy
supervisor, collars him.
Almgren wants to run over
McLaurin’s drug regimen with
him and make sure he’s taking
all the right medications. The
list of drugs is enough to fill
up a legal-sized sheet. There
is potential for dangerous in-
teractions. Almgren is dis-
turbed that McLaurin ran out
of Septra six weeks earlier and
never got a refill. The drug
prevents PCP pneumonia,
which without Septra is a big
killer of transplant patients. “I
don’t like to see you get an
inch from the finish line and
get tripped up,” says Almgren.

ok ok

McLaurin administers drugs through an IV at home

near the end of his treatment regimen.

money,” he says of the return trip. “Always in the
back of your mind is the possibility they could
find myeloma.”

After lunch, McLaurin returns to the bone
marrow unit for his checkup. Stripped to his
underwear, he looks pale and insubstantial in the
bright lights of the examining room. On his bicep
is a jewel-toned tattoo that features a heart, a rose,
and the names of his wife and children. The
slightly built Matous does a strength test on
McLaurin, pushing on his forearm and forcing him

Katie has caught a later
flight to Seattle. She arrives at
the bone marrow unit on Tues-
day, bearing greetings for all
her old friends and a satchel full of work, and
resuming her old place in the family waiting room
while Tim gets his eye exam. For her, entering the
hospital again is like stepping through a doorway
to another world. “It’s like a way station in a
strange science fiction movie,” she says. “Ithought
I could sort of breeze in and not have it affect me.
Now I’'m not so sure.”

The eye exam is taking far longer than ex-
pected, and Katie asks the receptionist to check on
him. He is still with the ophthalmologist.
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Finally he walks into the family room. That’s
when Katie learns about the white spots. He soft-
pedals the notion that they might signal HIV infec-
tion, despite the dozens of blood transfusions he’s
had from anonymous donors. Tim calls the chances
slight and says the blood test is only a precaution.

Katie can tell by the set of his jaw that it’s
more than that. She is worried but doesn’t press
him on the subject. Away from the hospital Tim
reveals that given the spots, the test may be more
than routine.

The afternoon drags on until the phone finally
rings and Katie answers to hear the good news.
Now there is something to celebrate. Later that
night, over drinks in a trendy Mexican restaurant,
Katie ponders this latest scare. “I told Tim it
would be the irony of all ironies to have the cure
kill you,” she says.

But Tim, who has given up on his margarita
because the salt stings the sores in his mouth, is
still stoic about the threat of contracting AIDS
from blood transfusions. If he had any fears, he
won’t admit them now. “Oh,” he says. “I never
thought I had AIDS.”

A few days after the McLaurins return from
Seattle they receive a full report on Tim’s tests.
He gets a clean bill of health—almost. The mouth
sores are thought to be caused by cytomegalovi-
rus. Doctors prescribe aggressive treatment for
six weeks at home with an IV unit. After that Tim
can taper off the hated Prednisone.

It will be five years before doctors declare
McLaurin cured. But with every week that passes,
the odds improve that his cancer will not return.
In some ways, it’s like living with a loaded gun to
your head, but McLaurin is philosophical about
the chances that doctors will find cancer again.
“You know if they do, well, hell, they just do,” he
says. “There’s nothing that I can do about it.”

Liu says he has seen a lot of cancer patients,
but none like Tim. From the start, Tim has said he
wants to be a cancer scholar, not a victim. It’s that
attitude Liu wishes he could transplant. “I’d like
to clone him and put him on the road—and have
him build hope.” -0

FOOTNOTES

'Janet Leahy, et al., A Guide to Bone Marrow Trans-
plant, Veterans Administration Bone Marrow Transplant Unit,
Seattle, Wash., p. 30.

2As part of the agreement with the insurance provider to
cover after-care expenses, the McLaurins agreed not to reveal
the name of the company.

This trip is finished now, and the faster

I make the ocean, the happier [ will be.

My arms and shoulders are strong, my wind

good. As the day opens, for the first time in

this journey I can see my reflection in the

water. I don’t look too bad. A little worn and

ragged, but I’'m alive and happy, and I have

remembered many who lost that claim.
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High-Tech Health Care: A Lifesaver,
But How Much Can We Afford?

by Craig Havighurst

ts trade name is Magnes, after the shepherd

who allegedly discovered magnetism. It looks
like a small observatory telescope, a sleek white
drum with tubes and wires coiling out of one end.
It hangs above a bed, on a pivot, from the ceiling
of a vault-like containment room. In the space
where the eyepiece should be is a concave space
designed to fit a human head. Inside the drum,
bathed in liquid helium at -269 degrees centigrade,
37 little barrels nestle around the concave indenta-
tion, each containing a fiercely sensitive amplifier
called a Superconducting Quantum Interference
Device.

Never mind how it works. Suffice it to say
that instead of sending signals into a body and
measuring what comes back
out like other imaging de-
vices, Magnes measures the
faint electromagnetic fields
emitted when pinpoint-
sized bundles of neurons
wink on and off. Its cost is
enormous—well over $2
million—and so is its po-
tential.

Its manufacturer hopes
that before long, Magnes
will take its place along-
side the x-ray machine, Computerized
Tomography, Magnetic Resonance Imaging, and
Positron Emission Tomography as a standard di-
agnostic tool. The Journal of the American Medi-
cal Association reports that the new scanner po-
tentially can aid in the diagnosis of epilepsy, schizo-
phrenia, stroke, and migraines, as well as lan-
guage, motor, and sensory disorders.'

That’s the good news. The bad news is that
the explosion of health care technologies like
Magnes during the past 25 years has been respon-
sible for many of the system’s cost problems and,
arguably, much of its inequity. Advances in trans-
plantation, intensive care, and diagnostic imaging,
to name just a few areas, have sent the cost of

The bad news is that the
explosion of health care
technologies like Magnes
during the past 25 years
has been responsible for
many of the system’s cost
problems and, arguably,
much of its inequity.

caring for the most expensive patients into the
stratosphere. While the medical value of these
technologies is incontestable, such measures ulti-
mately translate into higher insurance premiums,
pricing more and more people out of the market.
At the same time, overburdened public health care
providers have become less generous as the cost of
caring for individual patients has skyrocketed.

Three primary factors drive medical
technology’s cost momentum.

m First, the cutting edge of medicine repre-
sents some of the world’s most sophisticated re-
search, so most of it is expensive.

m Second, the way we pay for health care in
America invites indulgence in health technology
by shielding those who re-
ceive the care from its true
costs.

m Third, our expecta-
tions of what medicine can .
and should do for any one
patient have expanded dra-
matically through the tech-
nological revolution of the
past 20 years or so.

Making matters more
complicated, American
medicine is being hit with a
technological tidal wave driven by breakthroughs
in molecular biology, communications, miniatur-
ization, data manipulation, computer graphics, and
lasers. We are cataloging the entire human gene
map, promising cures for hereditary illness. The
Japanese are spending $100 million per year on
micro-robots that one day might sail around the
bloodstream removing arterial plaque with lasers.
Organ cloning may soon eliminate the problem of
rejection after transplants. Companies are devel-

Craig Havinghurst is a recent graduate of Duke
University's Institute of Policy Sciences and Public
Affairs and is a writer in the Washington Bureau of
HealthWeek magazine.
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Magnes, a high-tech diagnostic tool whose potential—and $2 million price tag—
is enormous.

oping bio-chips, little living computers that might
exist in symbiosis with the brain.

Demand Takes Off

These advances promise unprecedented con-
trol of the chronic illnesses which kill most of us,
such as heart disease and cancer. But this remark-
able progress finds itself at odds with the broader
public policy goal of making basic health care
available to everyone. We expect doctors to pro-
vide every ill patient with
the best treatment medical
science has to offer, but the
sheer number of ways to
run up a $100,000-plus hos-
pital bill has made that im-
possible. Very soon, we
must recognize that turning
every discovery into a clini-
cal use, while possible, is
prohibitively expensive—
roughly the medical equiva-
lent of a manned space mis-
sion to Saturn. We could
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. = » American medicine is
being hit with a
technological tidal wave
driven by breakithroughs
in molecular biology,
communications,
miniaturization, data
manipulation, computer
graphics, and lasers.

do it, but we’d have to give up spending on other
things like pollution control or replacing infra-
structure.

Our health care system could not be designed
to absorb new technology any faster or more en-
thusiastically. Indeed, it seems to provide a ready
market for any new drug, device or procedure
which might offer better, faster, safer, or less
invasive care—regardless of its cost.?

Hospitals adopt the new almost as fast as our
technology-minded society can invent it. To be
sure, some technologies re-
place more expensive ways
of doing things and save
money in the long run.
Magnetic Resonance and
CT scans have replaced
much exploratory surgery,
and half of all surgery is
now done on an outpatient
basis—saving billions of
dollars. More often than
not, however, the new tech-
nologies are additive, ex-
panding the possible, rede-



fining the state-of-the-art. This in turn sets new
standards and expectations as to what could—or
should—be done for any paying patient.

The problem is not the technology itself, but
the way we pay for it. For decades, our massive
and decentralized health care system has hidden
the true cost of care from patients and doctors
alike. That’s because, in most cases, a third party—
usually the government or
an insurance company—
pays the bill. Insured pa-
tients might have to pay a
deductible on their claim,
but they know that whether
their hospital bill is $3,000
or $30,000 or even
$300,000, they will be cov-
ered for the insured proce-
dures and situations out-
lined in their policies.

Because third-party-
payer medicine makes the
demand for high tech medi-
cine almost insatiable, technology proliferates
faster in America than anywhere else in the world.
There are more than 900 Magnetic Resonance
(MR) scanners in the United States, but only 12 in
Canada (which has a national health care system
with many cost controls in place). And where
technology is abundant, it may be overused.
America performs 10 times more coronary bypass
operations per capita than the British, and seven
times more hysterectomies.> American doctors
would defend these operations as medically neces-
sary, but it’s equally likely that Americans un-
dergo all these operations because it’s so easy to
getthem. Studies have shown similar variations in
the frequency of various procedures in the United
States.

At a societal level, health care costs are hid-
den because the system allows them to squeeze
quietly into other parts of the economy. Since
1950, while national expenditures on medical care
as a percentage of the Gross National Product have
nearly tripled, the percentage of after-tax income
families devote directly to health care has actually
declined.* This leaves a gap between what we
seem to be paying for cutting-edge medicine and
what we’re actually paying.

Ultimately, of course, the costs wind up in our
lap one way or another. Some are obvious. Fed-
eral taxes fund outlays of more than $170 billion
per year for Medicare, workers’ compensation,
veterans’ hospitals and more. State and local

We pay a sort of hidden
health care tax every
time we end up in the

hospital because as much
as a third of many
hospital bills is devoted
to covering the hospital’s
losses for care given to
those who can’t pay.

revenues finance local hospitals, clinics, and state
Medicaid programs. All in all, public funding for
health care jumped about 150 percent in the 1980s
alone.

Other parts of the health care burden are borne
in ways we don’t even realize. We pay a sort of
hidden health care tax every time we end up in the
hospital because as much as a third of many hospi-
tal bills is devoted to cover-
ing the hospital’s losses for
care given to those who
can’t pay. Finally, we pay
every time we buy anything,
because private employers
which insure their own
work forces pass that cost
along to consumers. Con-
sider the Ford Motor Com-
pany: It spent one billion
dollars in 1989 on employee
health insurance,® adding
$700 to the price of a new
car.

America has accepted these hidden taxes for a
long time, because it looks as if we’re getting
something priceless—Ilifesaving health care—for
nothing. Butit’s an illusion passed off by a giant
organization which, as one observer, David Eddy
of the Center for Health Policy Research and Edu-
cation at Duke University, put it, “launders costs
to the point of invisibility.”” We speak of a health
care system in America, but there really is no such
thing. Instead, we make do with a loose, sprawling
network of private hospitals, state Medicaid pro-
grams, federal regulatory agencies, biotechnology
firms, health maintenance organizations, county
health clinics, insurance companies, charity pro-
viders, pharmaceutical firms, academic medical
centers, research foundations and so on. The prob-
lem is that there is no mechanism built in to ensure
that the $600 billion we spent on health care in
1990 truly reflected how much we actually value
the service.

Usually, we leave the job of finding the right
amount to spend on goods and services to markets,
but the health care industry doesn’t behave that
way. For one thing, consumers of health care
don’t make decisions about what they want or
need; physicians do. Nor do patients weigh one
mode of treatment against another on the basis of
cost when the government or an insurer or other
third-party payer is picking up the bill. Doctors
frequently have less incentive to think about cost
than the patient.
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Society vs. the Individual

The specific ways in which high technologies
run up costs all spring from a law of our health care
system which is about as constant as the law of
gravity. Once a cure, or even the promise of a
cure, is discovered for a particular ailment, we
cannot or will not let it sit unused just because it
costs a lot. Because life and health are priceless,
we cringe at making price an issue. Andit’s easy
to pursue money-as-no-object health care when
it’s a third-party payer’s money.

Consider the case of autologous bone marrow
transplants for metastatic breast cancer. This very
new procedure gives otherwise terminally ill
women about a 20 percent chance of being cured.
Bone marrow is temporarily removed to allow
huge doses of chemotherapy. It takes at least three
weeks in isolation, puts the woman at about a 10
percent risk of dying from the procedure itself,
and costs roughly $150,000.

1It’s disconcerting to think about, but this is
about as clear an example as there is of how
modern medicine has pitted the interests of the
individual against the interests of society. From
the patient’s point of view, and her family’s, the
$150,000 is well spent—an expensive life raft.
From society’s point of view, that money might be
better spent on vaccinations and primary care for
hundreds of sick, uninsured children.

The use of radiologic contrast media is an-
other case in point. Prior to some imaging proce-
dures, doctors inject substances into patients which
are designed to make tissue or concentrations of
chemicals show up on an x-ray or a scan. Until
now, out of the 10 million patients receiving con-
trast media annually, 300 have died from severe
allergic reactions. A new agent which is 10 to 15
times as expensive will soon save those 300 lives,
while costing the health care system at least $1
billion annually, or over $30 million per life saved.?

Successful technology breeds yet another prob-
lem. Because measuring the real medical value of
a new procedure or diagnostic tool takes many
years, dubious technology may become part of the
standard medical repertoire. For instance, the use
of monitors to keep track of a child’s heartbeat
prior to, and heartbeat and respiration during, child-
birth can be life-saving in high-risk pregnancies.
But it has been shown to be virtually useless in
normal pregnancies. In addition, many doctors
hypothesize that oversensitivity'to the machines
led to the dramatic increase in caesarean sections
over the same period. Nevertheless, widespread
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Former Secretary of Human
Resources Sarah T. Morrow
puts it this way: *“Doctors
will continue to save lives at
all costs until it becomes
accepted by sociely that we
should not prolong death.”

use of the procedure is the status quo.’

Perhaps the most difficult technology-versus-
cost problem springs from our ability to save and
prolong the lives of ever-younger premature in-
fants and ever-older comatose patients. Care and
research at the frontiers of birth, life, and death
cost thousands of dollars a day per patient. Mean-
while, ethical and legal debates rage over whether
the care offered is beneficial or just a cruel and
artificial prolongation of lives which offer no
change and no hope for the future. Former N.C.
Secretary of Human Resources Sarah T. Morrow,
a physician, puts it this way: “Doctors will con-
tinue to save lives at all costs until it becomes
accepted by society that we should not prolong
death.” These questions of ethics may not be
settled for years, but, as one futurist writes, “Con-
trolling the high cost of dying will become [a]
focus of third-party expenditures in the 1990s.”1?
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Realigning Our Thinking in Health Care:

What Are Our Rights and
Responsibilities?

by Larry R. Churchill

Is access to health care a right that belongs to all our citizens? And if such care

is a right, are we entitled to unlimited care, whatever the expense? In a world

of finite resources, such an expectation is unrealistic. So how do we deal with

questions of how much care? Do we put the burden on individuals to be

responsible for their own behavior and allocate resources based on

maintaining a healthy lifestyle? Or should we focus more on redefining our

expectations about what the health care system can deliver, based on our needs?

o we have a right to health care? Most

Americans think so. Opinion polls

show that more than 80 percent of U.S.

citizens think of access to needed care
as aright.! And 91 percent say they believe that
“everybody should have the right to get the best
possible health care—as good as the treatment a
millionaire gets.”? This is not surprising. Every
industrialized democracy except the United States
and the Republic of South Africa recognize the
right to health care. In all other countries, univer-
sal access to basic health services is assured as a
matter of public policy, and care is financed through
general revenues.

Though not always called a right, health care
is seen as a basic good no one should be without.
In the United States there is no general, legal right
to health services. Still, most U.S. citizens see
health care as central to their concept of a good, or

even a minimally tolerable, life.* Being denied
health care services is hazardous to a person’s
well-being. But of equal importance, denial of
health services is an assault on one’s self-respect.

In short, while most Americans believe health
care is a right, and should be a right, this moral
conviction is not reflected in the law or in any
organized government program to provide the gen-
eral health services to the population. The North
Carolina Constitution, for instance, guarantees cer-
tain rights—to a free education, or a clean environ-
ment—but not to health care.*

If health care is to become a fangible right in
the United States, a way must be found to define
the scope of that right. A system of health care

Larry R. Churchill is professor of social medicine at the
School of Medicine at the University of North Carolina
at Chapel Hill.
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which entitled all citizens to all possible services
would be financially infeasible. We spend 11.5
percent of our Gross Domestic Product (GDP) on
health care, yet 25 per-
cent of the population

statutes, and rules that govern our behavior. Not
surprisingly, some parts of our society increas-
ingly perceive a similar responsibility in-health
care—as a responsibil-
ity for good health

is unserved or under-
served. If we were to
provide health cover-
age to everyone, health
expenditures would
consume roughly 18
percent of the GDP. No
one believes thisis eco-
nomically possible, let

. » » 10 base allocation or
financing decisions on
Good Behavior thinking is
unwarranted and would
result in a system that is
punitive to the sick.

practices. This notion
holds that accountabil-
ity for our health is jus-
tified by what we know
about the effects of in-
dividual lifestyle
choices on health sta-
tus.5 Let’s call this way
of thinking the Good

alone practical. Hence,
greater equity in cov-
erage can be achieved only if we limit health care
services.

A variety of ways to limit services can be
imagined—by a person’s age, by the effectiveness
of services, by their cost, and so on. Whatever
ways are chosen must be ethically coherent. That
is, a right to health care must be correlated with
some sort of responsibility. For example, Richard
Lamm, the former governor of Colorado, has
suggested that age could be used as a limiting
criterion for a right to health care. If that were the
case, the elderly would have a duty not to use
expensive resources near life’s end.> While many
have disagreed with Lamm’s proposal, he is cor-
rect in suggesting that duties or responsibilities
are critical to any workable health care system.

Simply affirming a right to health care is of
no help. The critical move is to discern what a
workable right would be, which means specifying
the limitations on that right and what those limits
require of people morally. This discussion will
examine two ways of aligning rights and responsi-
bilities, and will argue for a Response Model over
a Good Behavior Model. These are only two of
many possible ways to consider the issue, but
examining these two ways will help clarify what
values we should consider in thinking about allo-
cating resources in our health care system.

The Good Behavior Model

R ights, we typically think, have corresponding
responsibilities. We have a right to an educa-
tion in the public schools, but we must abide by a
code of conduct as we pass from grade to grade.
We have aright to freedom and liberty in our daily
dealings, but we must abide by sets of ordinances,
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Behavior Model, be-
cause in this mode] the
right to health services is forfeited, or at least
weakened, by indulging in behavior damaging o
one’s health.

The attraction in this way of thinking is obvi-
ous. Individuals clearly do have some control over
their own health status and their need for medical
services. The extent of this control marks the
extent of individual responsibility. Many illnesses
and injuries are seen as problems that persons
inflict upon themselves through bad health behav-
iors. Smoking, excessive alcohol consumption,
overeating, and high-cholesterol-and-low-fiber di-
ets are only the chief examples. Driving without
seat belts, riding a motorcycle without a helmet,
and unprotected sexual activity are additional ex-
amples of lifestyle practices that are associated
with disease and disability.

The problems which result—Ilung cancer, em-
physema, cirrhosis of the liver, coronary artery
disease, gastrointestinal cancers, motor vehicle
injuries and fatalities, and a variety of sexually
transmitted afflictions—are perceived as caused
by choices to live in an unhealthy way (see Table 1
for more on mortality rates related to lifestyle
choices). Such diseases add both to societal ill
health and to health care expenditures.

In the Good Behavior Model, smokers, for
example, would have a lesser right to treatment for
hung cancer than non-smokers enjoy. They might
lose their claim to these resources altogether. Al-
coholics would relinquish any claim to liver trans-
plants, helmetless motorcycle riders would be de-
nied access to emergency medical services, drug
abusers to coronary care units, and so on.

A central problem with the Good Behavior
Model is its exaggerated notion of control. While
the Good Behavior model has its roots in the
American reverence for self-reliance and individual



responsibility, control over one’s health status and
the extent of one’s need for medical services is far
from complete. Some behavioral factors in ill
health may be only partially voluntary—for ex-
ample, addiction to cigarettes, alcohol, or con-
trolled substances. Other behavioral risks are em-
bedded in cultural dietary traditions, or in poor
nutrition or living and working environments as-
sociated with socio-economic status.

For example, Americans are notorious over-
eaters, and the traditional Southern regional diet is
hardly conducive to good health. Eating grits with
butter and fried eggs and bacon or ham for break-
fast every morning, year in and year out, will
produce adverse health consequences. So will
working in jobs handling toxic wastes without

proper safety precautions, or repairing hydraulic '

lines near gas-fired chicken-frying vats without
turning off the fuel.

An individual’s responsibility cannot exceed
his or her ability to choose. Hence, assignment
of responsibility for health status and the need for
medical care must take account of the multiple
factors involved in disease causation, whether
behaviors contributing to ill health are voluntary
or non-voluntary, and whether they are individu-
ally chosen or socially sponsored choices.

Efforts to base access to health care (or pay-
ment for health services, to be more to the point)
on individual responsibility for one’s health care
are very slippery. Such efforts frequently exag-
gerate our knowledge of causes or ignore multiple
factors in the causes of diseases. They also run the
risk of blaming the victim. Dan Beauchamp ar-
gues, “Victim-blaming misdefines structural and
collective problems of the entire society as indi-
vidual problems, seeing these problems as caused
by the behavioral failures or deficiencies of the
victims.””

In sum, responsibility for one’s health status
should be the focus of substantial educational and
public health efforts. For example, U.S. Health
and Human Services Secretary Louis Sullivan’s

In the face of limited
resources, the key
individual responsibility in
health care is for realistic
expectations and wise use
of the health care system.

Table 1. 1988 Mortality Rates
in U.S. and N.C., per 100,000
Population, Related to Lifestyle

Cause U.S. Rate N.C. Rate
All Deaths 5355 5708
Heart Disease 166.3 173.1
Cancer 132.7 134.7
Liver and Cirrhosis 9.0 9.2
Auto Accidents 19.7 23.9
Other Accidents 15.3 20.1
Suicide 11.4 10.9
Homicide 9.0 8.8

Source: N.C. Center for Health and Environmental
Statistics, Department of Environment, Health, and
Natural Resources

desire to create a “culture of character,” or a way
of thinking that actively promotes healthy life-
styles and health habits, is altogether laudatory.
Yet to step beyond this educational mission to
base allocation or financing decisions on Good
Behavior thinking is unwarranted and would result
in a system that is punitive to the sick.

Responsibility for individual health-related
behaviors is only one dimension of a just overall
health policy. If taken by itself, and as way of
curtailing rights, it will lead us in the wrong direc-
tion. .

The Response Model

n the face of limited resources, the key indi-
I vidual responsibility in health care is for real-
istic expectations and wise use of the health care
system. This is the health-related responsibility of
citizenship.® It is the obligation to think of health
care services not only as an individual and private
good but as a social and public good as well.

This connection of a right to health care with
responsibility for judicious use can be called the
Response Model of linking rights and responsi-
bilities. Rights to health care are granted by a
society, and in response the individual takes re-
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sponsibility to use only his or her fair share.
Responsibilities are individual expressions of re-
sponse toward maintenance of the social or com-
mon good. Rights cannot stand alone without
responsibilities, just as individuals cannot stand
alone without social support.

What the Response Model requires is a new
way of thinking. It requires assent to the idea that
a health care system must give priority to the
health needs of the population over personal indi-
vidual needs and preferences. In many countries,
this means tolerance for waiting periods for non-
emergency surgery, and curtailment of treatment
for some conditions which satisfy personal needs
but have no bearing on the health of the popula-
tion. This includes, for example, treatments for
baldness, cosmetic procedures, and other very ex-

MEDical Treatment Effectiveness
Program Poem (MEDTEPP)

To treat, and how to treat —
Two of many hard questions.

invasive tactics?

Which patients, and why, come out the best?
What was done, when, and what was the test?
What personal virtues and values were risked?
And, on the other hand, which ones got fixed?

How long did sthe live, and did s/he have fun?
And, you may wonder, how much did it cost?

In Boston, New Haven, and small areas too.
Treatment options are plenty — but data are few.
So doctors, patients, and health policy makers

Want findings, and guidance, and disseminators.

Care providers and payers all want to know
Which alternatives are best, and how best to show.

Does appropriate care involve the stings and perils of

And how shall we reduce those variations in practice?

Use this drug or that one? That procedure or none?

What function was gained? What function was lost?

So Congress made MEDTEP, whose goal is to state
When to aggressively treat, and when to watchfully wait.

—CLARE W. MAKLAN

REPRINTED BY PERMISSION OF THE MILBANK QUARTERLY.

Rights to health care are
granted by a society, and
in response the individual
takes responsibility to use
only his or her fair share.

pensive treatments of marginal utility.

Consider Canada: There, the supply of hos-
pitals, surgeons, and intensive care units is lim-
ited, so there are fewer solid organ transplants.
Or consider the United Kingdom: There are wait-
ing periods for elective surgeries such as hip
replacements, and a limited supply of money and
facilities for CT scanners. There is
less aggressive chemotherapy and ra-
diation treatment for advanced can-
cer. Yet all citizens of both Canada
and the United Kingdom are provided
access to a primary care physician.
Ultimately, deciding which health ser-
vices to provide and which to forgo is
a public policy question. The point is
thatin any system, some services will
have to be limited if there is to be
funding left for schools, roads, de-
fense, and the like.

A viable and fair health care sys-
tem is something in which all citi-
zens have a stake. We all share a
common human vulnerability to dis-
ease, disability, and death. We are
all poor predictors of the time or ex-
tent of our need for health services.
We all support through tax dollars
the creation and maintenance of the
various institutions of health care,
including hospitals, nursing homes,
and the education of health profes-
sionals. And we all have a stake in a
healthy populace above and beyond
the stake we have in our personal
health.

This shared vulnerability and in-
vestment in creating the means of
medical and social assistance point
to a responsibility for judicious use
of the resources for health that we
possess. ‘The responsibilities indi-
viduals have is not only for healthy
lifestyles but also for their general
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expectations and specific demands on a system
that is finite.

This responsibility of individuals must be
grounded in their awareness that health resources
will always be scarce relative to needs. No mod-
ern society has yet devised a way to meet all the
health needs of its citizens. Individuals can help
by adopting prudent health habits, but even more
so by accepting more realistically priced health
insurance, co-payments for the costs of care, and
by forming more realistic expectations for what
the system can provide.

Individuals will assume responsibility for us-
ing and supporting a health care system only when
that system is seen as equitable and just. In short,
this health-related citizen responsibility will be
impossible without a general right of access to
adequate health care for all. The current patch-
work system which allocates health services by
price, by age, and by employment status, and leaves
a quarter of the population underinsured or
uninsured, cannot inspire a sense of responsibility,
either individual or collective. The result is a
consumer-oriented approach to health care, one
that encourages us to satisfy all of our personal
health needs without regard to what effect this has
on the well-being of others.

Conclusion

eveloping a viable and fair health care system

does not mean simply providing coverage for
the medically indigent, important as that is. Given
the escalating costs of health care, more of the
same for more people is a recipe for economic
disaster. Reforms to the system must be accompa-
nied by reforms in our thinking.

One reorientation needed is linking rights to
health care with responsible use of the resources,
and avoiding the erroneous and punitive Good
Behavior Model. The notion that a right has to be
earned by good behavior, as this forfeiture model
portrays it, undermines it as a right and makes it
ultimately a commodity granted to the behavior-
ally worthy. Such a health care system would be
just as wrong as granting a right to health care on

the basis of race or gender. The Good Behavior
Model, in sum, focuses on the grounds for dis-
qualification, whereas the Response Model fo-
cuses on the civic virtues to be exercised in receiv-

ing care.

The Response Model allows us to talk of health
care as a social good, and not just as an individual
good. This opens the way for a non-commercial
concept of health care as part of the social and
public world—the world, as Hannah Arendt says,
which we all hold in common without anyone
owning it.°

During the next decade, we will likely see
profound changes in the organization and financ-
ing of health care in North Carolina. Some believe
that national health insurance will prevail, while
others—Ilooking at the initiatives of Oregon—
believe that each state will become its own organi-
zational unit for health policy. In either case, itis
clear that realigning rights and responsibilities is
essential.
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Given the escalating costs of
health care, more of the same
for more people is a recipe for

economic disaster.
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