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ANY study of health care systems of the nations of the world can and 
x~V should begin with reference to the essential element of health care, 
namely, the relationship between the recipient and the provider of care. This 
represents a moral, ethical, and legal contract in which the roles of the par-
ticipants are distinct yet equally important .1 In such a contract the physician 
not only agrees to accept the person as a patient but also assumes the re-
sponsibility to provide the medical service to the best of his ability. In other 
words, he should not only perform personally in an optimal fashion bu t also 
resist a system that would restrict his best efforts. Specifically, he should not 
accept depersonalization of roles and diffusion of responsibility which negate 
the elemental clearly stated and defined patient-physician contract. T h e re-
cipient not only asks for assistance but accepts it, implying his willingness to 
pay for service either personally or through an agent. T h e agent may be an 
organization such as Blue Cross or Blue Shield, an insurance company, or any 
of the various departments of government. 

These then are the criteria by which any health care system can be judged. 
First, is health service available and is it good? Secondly, since goods and 
services have a cost of production, has provision been made for their pur-
chase? If not, is there a failure in the patient role or in the physician role? 
As the delivery systems and the payment mechanisms become more complex 
and depart from the elemental relationships between patient and physician, 
we must, as we are doing at this First International Socio-Economic Con-
ference, examine the form of delivery and the financing of health care to 
determine whether our goals are being reached satisfactorily or whether there 
are features of form and financing that impinge adversely on the quality, 
quantity, and distribution of health care. 

Physicians in the United States 

T h e United States is said to have a shortage of physicians. Although this 
statement is true, it is more a generalization than a precise statement, 
because the growing availability of other professional and nonprofessional 
persons in the field of medicine is modifying the need for specific members of 
the health team. A survey2 by the American Medical Association entitled 
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"Distribution of Physicians, Hospitals and Hospital Beds in the U.S., 
1967," completed December 31, 1967, showed that there were 294,072 prac-
ticing physicians in the United States. While 274,190 of these were said to 
be in direct patient-care activity, considerable actual service is provided 
incidental to the primary functions of the other 19,882 physicians in teach-
ing, in research, and in administration. Of 266,520 active non-Federal 
physicians, 28 percent were in surgical specialties, 25 percent were in general 
practice, 23 percent in medical specialties, and 24 percent in other specialties 
such as pathology, physical medicine, psychiatry, and neurology. Of the total 
number of active physicians, 24,917 or 9.1 percent were in Federal employ. 
This circumstance did not deny that they too provided direct patient-care 
services, as 7,139 physicians were concerned with care of veterans, and 16,136 
physicians were taking care of members of the Armed Forces. Of these 
federally employed physicians, 13 percent were in general practice, 28 percent 
were in medical specialties, 25 percent in surgical specialties, and 34 percent 
in other specialties. T h e number of general practitioners among the Federal 
physician employees was smaller than among the non-Federal, and the reverse 
was true in the specialties. 

Form of practice 

In the United States, as in many countries, there is a mixture of delivery 
forms. However, in the United States, medical practice has one important 
characteristic: predominantly it is a private entrepreneurial system in which 
the provider of health care regards the patient as "his" patient. 

By far the greatest number of physicians in the United States in direct 
patient-care activity practice as individuals or in informal associations. T h e 
connotation "solo practice" is inaccurate, because of the propensity of physi-
cians in the United States to associate in informal relationships within an 
office, or of a tendency to concentrate offices in medical buildings, in shop-
ping plazas, and around hospitals. While it is possible for some physicians to 
be truly alone professionally without the stimulation of interpersonal rela-
tionships, ordinarily this situation does not obtain. Therefore the distinction 
between solo and individual practice should be given recognition with precise 
terminology. 

There is, nevertheless, a steady increase in the number of formal groups 
and in the number of physicians in these groups. A survey,3 conducted by 
the American Medical Association in 1965, listed 4,289 groups in which 
28,381 physicians, approximately 10 percent of actively practicing physicians 
in the United States, were associated. Of these physicians, 90 percent were in 
full-time employment. T h e definition of a group was as follows:3 "Group 
medical practice is the application of medical services by three or more 
full-time physicians formally organized to provide medical care, consulta-
tion, diagnosis, a n d / o r treatment through the joint use of equipment, 
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personnel, and wi th the income f r o m medical pract ice d is t r ibuted in 
accordance with methods previously de termined by members of the g roup ." 

Groups were divided i n to three categories on the basis of services provided. 
(1) Single-specialty groups: those tha t provide services in only one field of 
practice or m a j o r specialty, except groups composed exclusively of general 
pract i t ioners. (2) General practice groups: those composed exclusively of 
general practi t ioners. (3) Multispecialty groups: those tha t provide services 
in at least two fields of practice or m a j o r specialty. 

Of g roup physicians, 60.4 percent practiced in mult ispecial ty groups, 31.6 
percent in single-specialty groups, and 8 percent in general practice groups. 
T h e average n u m b e r in the groups was 6.6 physicians. 

T h e organizat ional s t ruc ture of groups is of especial interest to the 
physicians in the Uni ted States. T h e major i ty of groups (77.8 percent) are 
par tnerships ; 11.1 percent are professional associations; 8.1 percent are 
corporat ions; and 3 percent are owned by single physicians. T h i s last, as I 4 

repor ted in the World Medical Journal has some of the characteristics bo th of 
a corpora t ion and of a par tnersh ip . O n the basis of organizat ion, corporat ions 
have been criticized by the medical profession because of the oppor tun i ty for 
domina t ion by the laity. Groups generally are suspect if it is no t clear tha t 
their policy guarantees tha t a pa t ient himself has the f reedom to select the 
physician to consult. I n all fairness, criticism on the basis of any categoric 
descript ion should be suppor ted by evidence tha t the s t ructure of the 
organizat ion or the me thod of payment for services impai rs the qual i ty of 
care th rough dis turbance of the t radi t ional ly correlative roles of the pa t ien t 
and the physician. 

Distribution of physicians 

American physicians, as is probably the case in every country, are dis-
t r ibu ted unevenly, in an unders t andab le fashion but w i thou t obviously con-
scious design. T h e survey of physicians and hospitals of the American 
Medical Association2 showed tha t as the Uni ted States becomes more 
urbanized, greater numbers of physicians, par t icular ly specialists, are to 
be f o u n d in and a r o u n d met ropo l i t an centers. U r b a n centers (300 Standard 
Met ropol i t an Statistical Areas) conta in 85.2 percent of the non-Federal 
physicians of the country, a n d 84.9 percent of those who are engaged 
pr imar i ly in pa t i en t care. Also, 93.7 percent of hospital-based physicians are 
in these met ropol i t an areas. Of the hospital beds of the country, 71.1 percent 
are in these met ropol i t an districts where 73 percent of the popu la t ion resides. 
Conversely, ru ra l areas have more hospitals tha t are smaller in size and 
represent a smaller total n u m b e r of hospital beds, and fewer physicians, who, 
for the most part , are engaged in general practice. 

Some leaders of thought i n the Uni ted States believe tha t there is a 
s trong re la t ionship between d is t r ibut ion of physicians and personnel short-
age. T h e y believe, in o ther words, tha t if there were a p le thora of service 
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personnel, competition would drive physicians to the less desirable locations 
where population is less dense and people are fewer in number, or where 
there is a financial impediment, or an educational and cultural lack of 
understanding and appreciation of health, or fewer good medical facilities. 

T o me this expectation has only limited validity. In many cities of the 
world there is an overconcentration of physicians, and yet peripheral areas 
go without adequate numbers despite artificial inducements. Old distribu-
tion patterns have become obsolete, and a forced distribution pat tern will 
be futile, in my opinion. New and different solutions involving area centers, 
satellite medical centers, better communication, transportation, and the 
use of health personnel in allied fields are needed. 

Financing health care 

Personal resources. Perhaps the greatest differences between national 
health care customs and systems arise as the result of variations in financing 
and payment for health care. There may be elements of a financing system 
that have no peculiar relevance to the quality and amount of care provided. 
In other instances the care may be jeopardized by the nature of the financing 
system. T o illustrate these points, it is useful to refer to the role and the 
responsibility of the individual. 

In the basic patient-physician contract, and this was the general custom 
only a few years ago, the patient paid for his health care f rom his own 
personal resources. Recognizing unevenness in the abilities of patients to 
pay, some physicians in the United States gave their services without charge 
or undercharged, or in the case of wealthy patients overcharged to com-
pensate for losses in regard to the care of those who were unable to pay. 
This "Robin Hood" arrangement was satisfactory to a limited degree, but 
the extent of its application was greatly exaggerated in the minds of the 
public. 

Insurance companies. T o assist the patient in his role as payer, health and 
accident insurance was developed by private companies. In the beginning, 
the principle observed was one of indemnification to make compensation 
for health expenses, many individuals making contributions to a fund to 
help the few unfor tunate ones who became ill or injured. T h e incidence of 
payments and their dollar amounts of this fairly simple insurance were 
relatively easy to predict in contrast to present-day estimations in areas of 
unpredictability. 

Among the nation's earliest and fastest growing insurance coverage was 
accident insurance, offered first in 1850 in response to demands for coverage 
against steamboat and railway accidents of that time. T h e very earliest was a 
health insurance company formed in 1847. It is interesting that the principal 
objective of these early companies was to replace income lost through illness, 
rather than to reimburse the insured for his payments for surgical and hos-
pital expenses. After a century of primary interest in medical-expense 
reimbursement, income replacement is now experiencing an upsurge. 

other uses require permission.
 on May 31, 2025. For personal use only. Allwww.ccjm.orgDownloaded from 

http://www.ccjm.org/


Form and financing of medical care in U.S.A. 9 

Group insurance. Modern health insurance in the United States was 
initiated in the 1930s, the beginning of a decade of great economic depression. 
Several stimuli gave impetus to its development. One factor was the recogni-
tion of need on the part of providers and recipients alike. Another was the 
freezing of wages during World War II, and the provision of health insurance 
benefits in lieu of wages. This was the beginning of group insurance. 
Other factors contributing to the growth of private health insurance have 
been increases in the cost of health care, and improvement in the breadth 
of coverage of the insurance policies themselves. 

For the greatest part, both the government and the private health in-
surance companies in the United States acknowledge and honor the fee-for-
service principle. Most physicians believe that this is an essential part of the 
patient-physician contract, and a keystone of the private practice of medicine. 
I t is a central issue stoutly defended by physicians and their associations. 
For understandable reasons it is also a prime point of attack by those who 
would destroy the present system. 

Government health insurance. Government participates in the financing 
of health care in the United States in a number of ways. Whereas munici-
pality and county public health districts provide general health services, their 
personal health services, largely to the poor, are not of great magnitude or of 
wide acceptance. Financing is by money collected through taxation at 
municipal, state, and federal levels, and distribution is largely through public 
health service channels. Recent Federal legislation for the poor especially, for 
planning and for Regional Medical Programs for example, indicates a thrust 
by the Federal Government into greater involvement in the provision of 
health care. T h e greatest attention is focused on its two major pieces of 
legislation, namely Medicaid and Medicare, which are correctly identified as 
the 1965 Amendments to the Social Security Act of 1935. 

Medicaid is an outgrowth or a development of earlier categorical programs 
of public assistance for the aged, the blind, the disabled, and dependent 
children. I t is financed by matched funds from federal and state taxes, and 
is administered by the states. An amendment in 1950 provided for payment 
by the state agency directly to the vendor of service, thus bypassing the 
paying function of the recipient of care. In 1960, the Kerr-Mills amendment 
was passed as a compromise to avoid the Medicare-like bill that was then 
proposed. It was offered for the benefit of aged recipients who were not then 
enrolled in public assistance programs but who, because of health expenses, 
might become indigent. It was not satisfactory, largely because the method 
of determining eligibility for this assistance was considered demeaning by 
the prospective recipient. In 1965, it was replaced by the so-called Medicaid 
legislation. 

This Act provided for health services for all needy persons (not just those 
in the four categories listed), with payment for services to be made directly 
to the vendor by the state agency. Hospitals are paid at cost. Physicians 
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receive their usual charges consistent with the charges of other physicians in 
the community for the same type of or similar services. Depending upon 
determination of eligibility by the individual states, this program will pro-
vide for approximately 30 million persons. 

T h e Medicare program included in the same 1965 amendments provided 
for approximately 19 million persons whose only requirement at first was the 
attainment of the age 65 years. Ultimately all recipients will have contributed 
to the Social Security Fund through their employment. Part A of the act 
provides for hospitalization. Part B is an option wherein the recipient and 
the Federal Government share an $8.00 per month premium to pay for 
physician's services. As in Part A, the recipient must pay the first $40.00 to 
$50.00 of a charge called a deductible, and a portion of the total bill called 
coinsurance. Since in the Medicare program there is no automatic restriction 
of payment to the vendor, physicians retain their right to bill the patients 
directly. T h e patient then obtains reimbursement f rom the carrier agent 
of the Federal Government (usually an insurance agency) to the extent of 
80 percent of an amount determined by the carrier to be reasonable,* based 
on the usual fee of that physician, and other physicians' fees customary in 
the area. 

Private insurance 

T h e greatest number of Americans, however (168 million, a record number 
increased by 5 million since 1967), are covered by some form of private health 
insurance. According to a report of the Health Insurance Institute,5 all 168 
million citizens had hospitalization insurance. One hundred fifty-five million 
of them also had insurance for surgical expenses, 128 million for medical ex-
penses, 69 million for major medical expenses, and 62 million for replace-
ment of income because of disability. These are the major forms of health 
insurance in the United States. All forms showed growth in the numbers of 
persons covered by the plan and in the amounts of money paid out. 

T h e total number of persons covered by private insurance represents ap-
proximately 84 percent of the population of the United States. These, when 
added to the 25 percent in Medicare and Medicaid programs plus other 
direct service arrangements, obviously total more than 100 percent. T h e 
apparent discrepancy is explained by the fact that there is duplication of 
insurance programs. For example, at the end of the year 1967 there were 9 
million persons aged 65 years and older who in addition to Medicare had 
private hospitalization insurance. Others were self-insured, making up from 
their private resources any deficiencies in Medicare coverage. 

Adequacy of coverage for those insured is a valid consideration. Two 
studies conducted by the Health Insurance Association of America in 1967 
provided valuable data. T h e first, a study of group insurance showed that 
the basic policy in 99 percent of instances provided hospital benefits for 30 

* The word "reasonable" was used first in its unique capacity in the law, having a distinct 
definition derived from "usual" and "customary" which were in use before Medicare. 
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or more days; 66 percent of the policies had benefits for 70 or more days. 
Whi l e many policies provided more benefit days, i t is interest ing tha t the 
U n i t e d States Governmen t statistics show that only 3 percent of short- term 
hospi ta l stays are longer t han 31 days.5 T h e basic contracts he ld by 70 
percent of persons provide for allowances for surgery of $300.00 or more . 
Seventy-five percent of persons having g roup insurance ei ther have a m a j o r 
medical expense provision superimposed or have a comprehensive p lan i n 
place of the basic p lan . 

Plans provid ing for b roader coverage have been developing for a n u m b e r 
of years. Bo th labor and management , represent ing groups of workers, 
especially in the automot ive industry, are interested in broader insurance 
coverage. T h e insurance indust ry has responded. Pe rhaps the best means of 
por t ray ing the present extent of coverage is to list t he benefits of a new Blue 
Shield p lan which became available Apr i l 1, 1969. T h e impac t of Medicare 
in shaping the benefits for those insured less t h a n 65 years of age is 
inescapable of notice. 

I n a specific policy the coverage includes: 
(1) Physicians are pa id on the basis of their usual charges, customary i n 

the area. T h e insur ing company pays 80 percent a n d the recipient (patient) 
pays 20 percent . Par t ic ipa t ing physicians agree tha t there will be no charge 
to the pa t i en t greater t h a n the fee de te rmined to be reasonable according 
to the criteria in po in t (1). Addi t iona l amoun t s charged because of require-
ments of ex t raordinary care will be satisfied if justif ied by ad jus tmen t of the 
reasonable charge. 

(2) Policy holders will receive the fol lowing benefits subject to l imi ta t ions 
of availabili ty of the service and to ut i l izat ion requ i rements consistent wi th 
the a m o u n t of p r e m i u m assigned: 

Surgery; anesthesia; r ad ia t ion therapy; diagnostic roentgenography in-
hospi ta l services; laboratory a n d pathology services in hospital ; in-hospital 
medical care; pu lmona ry tuberculosis, menta l disorders, d r u g addict ion, a n d 
alcoholism therapy; obstetr ic care; emergency t r ea tment for accidental in-
jury; consul ta t ion; out-of-hospital diagnostic roen tgenography and labora-
tory service; physical therapy; home and office consultat ions; newborn care; 
h u m a n organ transplants; dependen t chi ldren coverage; physical examina-
tions; ou tpa t i en t psychiatric care; inha la t ion therapy; ambulance; prosthet ic 
appliances and or thopedic braces; renta l or purchase of du rab le equ ipmen t ; 
pr ivate-duty nursing; drugs; den ta l care; vision care. 

T o recapi tulate , payment to physicians of a fee for an ind iv idual service, 
by whatever me thod of financing, based on usual and customary charges, 
is the ru le in the Un i t ed States. T h i s repor t wou ld be incomplete however 
if i t d id not men t ion a voluntary, private, per capita , p repayment mechanism 
offered by some physicians. Eighty-eight g roup practice centers engaging 
about 3,500 physicians have negot iated to provide service on this basis to 
groups of persons largely employees of industry. T h e Federal Government 
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has endorsed this me thod of health-care financing. T h e basic reasons for 
this suppor t are ei ther nebulous or deba tab le at this m o m e n t and canno t 
be discussed adequate ly in this paper . 

T h e cost to the U n i t e d States for hea l th services annual ly is f r o m 50 to 
60 bi l l ion dollars. Because of increases in numbers of the p o p u l a t i o n and 
in d e m a n d for service, the a m o u n t is expected to go higher. H o p e f u l l y the 
ra te of increase in cost will no t persist as it has for the years since 1966, the 
advent of greater spending by the Federal Governmen t for its citizens' hea l th . 
C o n t i n u e d expendi tures in the face of shortages of services cause escalation 
of prices and cause talk of control of charges, control tha t may be necessary 
b u t which is in conflict wi th the provider-of-services's visualization of his 
role as a free pr ivate en t repreneur . 

T h e most r ap id increase has been in the price of hospital ization, which 
also accounts for the largest n u m b e r of dollars spent for heal th . Cont ro l 
of this expense is a t t empted t h rough legislation for the encouragement of 
p l a n n i n g for the construct ion of inpa t ien t facilities, in which category skilled 
a n d custodial nurs ing homes are included. Also requi red by legislation is the 
review by the physician and his peers of the use of hospitals and nurs ing 
homes, and the physician's services. 

Cont ro l of physician's charges is a t t empted th rough the carrier of the 
Medicare legislation and by the p romot ion of per capi ta p repaymen t 
negot iat ions with groups of physicians. P repaymen t contracts, most Amer ican 
physicians believe, tend to obl i terate an i m p o r t a n t aspect of the pat ient ' s 
role; i.e., his feeling of obl igat ion to pay for at least some par t of the service 
he has requested and received. 

T o preserve the re la t ionship between the pa t i en t and the physician in all 
tha t the roles imply, many physicians in the U n i t e d States have recognized 
tha t the resources for the purchase of hea l th care, while enormous i n com-
par ison to the resources of the average indiv idual , are finite, and hence ex-
pend i tu res for hea l th have need for l imi ta t ion . Such physicians have given 
suppor t to review by the i r peers and have accepted the challenge to govern 
expendi tures in preference to the imposi t ion of control by the Federal 
Government . 
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