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AS THE LITTLE GIRL SAID TO HER SUNDAY SCHOOL
TEACHER,

"IF WE DON'T STOP ALL OF THIS SINGING

AND PRAYING, WE'RE NOT GOING TO GET OUR BASKETS
DONE.
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October 15, 1975

ADDRESS BY THE HONORABLE WILLIAM E. SIMON
SECRETARY OF THE TREASURY
TO THE ASSOCIATED PRESS MANAGING .EDITORS ASSOCIATION
WILLIAMSBURG, VIRGINIA, OCTOBER 15, 1975
As a public figure who spends a good deal of time talking
with reporters, I very much appreciate the opportunity to
address such a distinguished gathering of journalists.
Six months ago, I had the pleasure of speaking to the
American Newspaper Publishers Association in New Orleans where
we talked extensively about the state of economic reporting
today. I told them that in my view the state of the art was
much higher now than in the old days. You may recall that only
a few years ago, the Chairman of the Council of Economic Advisers
under President Johnson, Gardner Ackley, was so vexed with reporting that he urged that every economics reporter be required to
meet two standards:
-- First, that he had taken an introductory college course
in economics; and,
Second, that he had passed it.
Fortunately, times have changed and reporters have changed
for the better. There is far more economic sophistication among
the writers in Washington today, and I think a large portion of
the credit belongs to the Associated Press and the other wire
services. By emphasizing the need for accuracy and straight,
factual reporting, the Associated Press is not only enhancing its
own reputation but is performing a valuable service for the
American people. I congratulate you for your performance.
Let me turn now to my theme for this address: Government
spending and inflation.
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''The credit of the family depends chiefl t on whethe r that
family is living within its income. And that is equally true of
the Nation . If the Nation is living within its income , its credit
is good.
"If, in some crises , it lives beyond its income for a year
or two, it can usually borrow tempor arily at reasona ble rates.
"But if, like a spendt hrift, it throws discret ion to the
winds and is willing to make no sacrifi ce at all in spendin g; if
it extends its taxing to the limit of the people 's power to pay
and continu es to pile up defici ts, then it is on the road to
bankru ptcy."
That's strong langua ge--the fire and brimsto ne you might
expect- from a Bill Simon, or as the New York Times called me
this weeken d, the Cotton Mather of fiscal orthodo xy.
But that statem ent wa s actuall y issued more than 40 years
ago and it came from the Democ ratic candid ate for Preside nt in
1932, one Frankl in Delano Roosev elt. To Mr. Roosev elt it was
uncons cionabl e that the Hoover admini stratio n has permit ted the
Nation al debt to increas e by more than $3 billion .
One can only wonder what the FOR of those early days before
the New Deal would think of all that has come to pass in tl1e
Nation 's fiscal affairs since then. Consid er just a few of the
most salien t points about the growtl1 of governm ent spendin g:

* Under FOR's predec essor, governm ent spendin g at all levels
amounte d to 10% of our Gross Nationa l l1 roduct. Today it accoun ts
for fully one third of the GNP and by tl1e year 2 ,000, if recent
trends in transfe r program s were to prevai l, it could be nearing
60% of the Nation 's econom ic activit y.
* It took 195 years of our history for the 1:e deral budget
to reach $200 billion . Now we are threate ning to double that
amount in only 6 years.
* To those who say that the economy is growing rapidly s o
that higher spendin g can he accomm od<1tcd , it should be pointed
out that over tha past decade , 1:e deral s pending has increas ed
by 175% ~vhile the economy has grown by only 120L
'1: Prior to the New Deal,
this Nation during its peaceti me
years kept its Federal budget in surplus for four years out of
almost every five. Since the beginn ing or New Deal, the Federa l
budget has been in the red in nearly 4 years out of every five,
and over the last 15 years we have had only one budget surplus .
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THE WHITE HOUS E
WASH INGTO N

Janua ry 15, 1976

ADMI NISTR ATIVE LY CONF IDEN TIAL

MEMO RAND UM FOR:

JAME S T. LYNN

FROM :

JAME S E. CONN OR
v

SUBJ ECT:

Catas trophi c Health Expen ses
Prote ction

The Presid ent review ed your memo randu m of Janua ry 12
on the
above subjec t and appro ved the follow ing:
"Make no forma l annou nceme nt, but have HEW,
the Dome stic Counc il, and OMB contac t major
carrie rs to develo p furthe r inform ation and option s
by March 15, 1976. "
Pleas e follow -up with appro priate action .

cc:

Dick Chene y
Jim Canno n

J

,..

d:z___/
'

,r:t-

.->.9

~

'' /;;

-~

'

,
W
':).

(.

1

S~~:· r,.

;, •

v

ty~'-'-~

'1

EXECUTIVE OFFICE OF THE PRESIDENT

\

)~~ -~

· · -· ·

\...
\...

1'Jr;!, .1='"'b E:·.:, ~ ,.}V'"'f P H !'~ 8

OFFICE OF MANAGEMENT AND BUDGET

< _:})

~\, ,._\:, ,p4 ~J

WAS HINGTON, D.C . 20503

'<:;..:../

.>' i

)_ ;, 1C)7!)

DECISION
MEMORANDUM FOR:
FROM:
SUBJECT:

THE PRESIDENT

J~

LYNN

Catastrophic Health Expenses
Protection

This memorandum summarizes the results of our efforts to
develop for your consideration a catastrophic health
expenses protection proposal and seeks your guidance on
next steps.
Options Considered. Working with HEW, we have encountered
several significant problems in connection with the two
options we explored:
requiring all employers who offer health
insurance to their employees to offer, in
addition, catastrophic health insurance; and
requiring all health insura~e carriers to
offer catastrophic health insurance.

,

··· Problem Areas.
Some of the sign-ificant problems· that we
encountered with either of these options are:
it is not clear that a market inperfection
currently exists that prohibits employ ers
from voluntarily obtaining catastrophic
insurance at reasonable rates.
The major
problem may be a lack of aggressive marketing
by the insurance carriers. We also do not know at this point the extent to which such
insurance is becoming readily available and ·
whether it tends to be purchased or rejected
when offered;
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even though lack of catastr ophic health insuran ce
is viewed as a nation al ?roblem , insuran ce
- indust ry spok e s man point ou·t - tnc:rt c-cr-r:-a~n:ropnic- ------ -----health insuran ce is the fastes t growing part of
the health insuran ce indust ry;
a number of the larger insuran ce carrie rs have
appare ntly resigne d themse lves to the idea of
nation al health insuran ce that is fully federa lly
finance d under which the carrie rs serve as Federa l
~iscal interm ediarie s.
Thus, they are appare ntly
not aggres sively pursuin g their health insuran ce
lines of busine ss;
if employ ers were to be require d by Federa l law
to offer catastr ophic health insuran ce, the
Federa l Govern ment could probab ly not avoid an
enforce ment respon sibility ; failure to do more
than require employ ers to offer such i-nsura nce
could open the Admin istratio n to the critici sm
that its propos al was an empty gestur e.
It may
--- also - b~ - difficult to avoid substa ntial pr~ssur
e
for Federa l subsid ies to make such insuran ce
availa ble at afford able rates;
if insuran ce carrie rs were to be require d by
Federa l law to offer catastr ophic health
insuran ce, the Federa l la\v would have to define
the benefi ts and also mandat e that States --as
the curren t insuran ce regula tory author ity-enforc e the Federa l require ment. Altern atively ,
Federa l regula tion would be necess ary--w hich is
- genera lly incons istent with regula tory reform
propos als; and

,

a Federa l mandat e that States assure the
availa bility of specif ic insuran ce b e nefits
to the genera l popula tion will probab ly be
claimed to be incons istent with the broad
discre tion to be provide d to the States under
the propos ed "Finan cial Assista nce for Health
Care Act."
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Alternatives . In short, we do not yet have enough information or communicatio n with the various -groups - whose v1ews
should be sought on this matter, to make a recommendati on
to you for or against a federal catastrophic health insurance
initiative (beyond the Hedicare piece you have already -- --------- ---approved).
This leaves two options:
Decision:

I

I

«f

Announce in the State of the Union Message that
you will have a study undertaken how best to
assure the availability of catastrophic health
insurance.
Make no formal announcement , but have HEW, the
Domestic Council, and OMB contact major carriers
to develop further information and options by
March 15, 1976.
(favoreq by Jim Cannon, OMB and
HEW)

.
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THE WHITE HOUSE
WASHIN GTON

Februa ry 25, 1976

MEMORANDUM FOR:

JIM CANNON

FROM:

SPENCE

SUBJECT:

Catastr ophic Health Insuran ce

~~

JOHNSON ~\_

This is in respon se to your memo to Art Quern concer ning
questio ns raised by Bill Kovach regard ing the Medica re
catastr ophic propos al.
About 98% of aged person s have Medica re covera ge,
and there is absolu tely no reason for that percett to
change as a result of the Presid ent's propos al.
Medica re does not have the concep t of a partici pating
physic ian. An enrolle e can essent ially go to any license d
physic ian and be reimbu rsed for necess ary medica l servic es.
Physic ians may, howeve r, elect whethe r or not to accept
assignm ent. Accept ing assignm ent means that the physic ian
bills the Medica re program , which in turn pays the physic ian
for any benefi ts due the patien t. The physic ian in turn
bills the benefi ciary for any applica ble coinsu rance or
deduct ible. This electio n is on a claim-b y-claim basis,
and most physic ians accept assignm ent on some claims but
not others .
A physic ian who accept s assignm ent agrees to the reason able
charge determ ination of Medica re and may not bill the patien t
for amount s above that level. When a physic ian does not
accept assignm ents, he bills the full amount direct ly to
the patien t, who in turn collec ts from Medica re. Physic ians
do not face any charge limita tion when they bill the patien t
direct ly.
As a result, as Medica re reduce s the level that it will
recogn ize relativ e to the amount s that physic ians custom arily
charge , the assignm ent rate will drop and the patien t will
have to pick up a higher propor tion of the bill. Curren tly,
roughly 50% of claims are assigne d. The fee increas e

~

~f-o·;;···,

~·

/) <'••:~
IP

;;o

hi

-':>I

~)l

2

limitation of 4% proposed by the President is expected
to cause the assignment rate to drop significantly.
In addition, the $250 cap would apply only to covered
charges. Physician billings over the Medicare-recognized
level are not considered covered and thus would not be
credited towards the $250 limit.
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THE WHITE HOUS E
WASH I NGTON

Janu ary 26, 1976

MEMORANDUM FOR:

ART QUERN

FROM :

JIM

SUBJECT:

Catastr

Health Ins u rance

Bill Kovach, No. 2 man in the Washington Bureau of
the New York Times, told me Saturday that a part of
the attached paragraph does, in effect, have the
President promising something he cannot deliver.
Specifically, he says the section that states ,
"Nobody, after reaching age 65, will have to pay
more . . . than $250 for one year's doctor bills,"
is not true, for this reason:
Only 40% of doctors now participate in the Medicare
programs, and with the fee limitations we are proposing,
that percentage will become lower.
Is this correct?
What percentage of people over 65 now take part in
these programs? Under the President's program, is
this percentage likely to become lower?
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THE WHITE HOUSE
WASHINGTON

REQUEST

March 10, 1976

MEt-10RANDUM FOR:

JIM CANNON

FROM:

ART QUERN

SUBJECT:

Expanding Catastrophic Health Insurance
Coverage

As you may recall, we were asked to look into the extent
of catastrophic health insurance coverage available through
the private sector.
In addition, we were to work with HEW
to determine if there was any appropriate need for and
means of increasing the availability of such coverage.
The attached memo done by Spencer Johnson sums up the
results of the joint effort to answer those questions.
The results:
1.

Catastrophic health insurance is widely available at reasonable prices through the private
sector
both coverage and participation are on
the increase.

2.

There appears to be no necessity of Federal
action at this time.

Secretary Mathews will be submitting a report to the President
which confirms and details these findings.

Attachment

THE WHITE HOUSE
WASHINGTON

March 9, 1976

MEMORANDUM FOR:

PAUL O'NEILL
ART QUERN

FROM:

SPENCE JOHNSON

SUBJECT:

Major risk health insurance discussion
points

~AfO

~·-··'\

This memorandum outlines some of the preliminary key findings
and assumptions gained from a review of the feasibility
of providing major risk (catastrophic) health insurance
to the general population by a mandate to employers or
health insurance companies. Much of this information was
gained from two meetings:
insurors (both the Blues and
commercials) on February 23rd, and business and industry
(both national associations and specific corporations) on
March 4th.
The main purpose of these meetings was to attempt to establish
the availability of major risk health insurance and the marketing trends.
It is immediately evident that major risk insurance
is readily available to all covered groups and that the insurors
are actively expanding their marketing efforts. For the purposes of our discussion catastrophic coverage includes any
health insurance structure that provides a limit on insured
out-of-pocket liability with outer limits of $100,000 to
$250,000 and usually based on a high basic or major medical
program.
The marketing trends for major risk health insurance are very
positive. A recent survey by HIAA shows that 76% of all
employees covered under new major medical benefit policies
by their member companies have maximum limits of $100;000
or more. This compares with 29% in 1973 and 1% in 1970.
About 85 million persons are covered under group major
medical policies and 50% have maximum benefits of $100,000
or more as compared with 27% in 1973.
Also, Blue Cross and Blue Shield plan to offer catastrophic
to the entire working population of the nation and have enrolled six million people during the last year.
In addition,
Prudential has undertaken the marketing of a new major risk
insurance program. At the same time business is very re-
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ceptive to these programs and their interest is limited
only by labor's continued negotiation tor first dollar
coverage.
It is clear that the availability of reasonably priced
catastrophic insurance for groups is not a problem and
that there is no market imperfection.
Other findings include:
1) The problem in availability occurs in employer
groups under 25, individuals, and the working
uninsured. Free standing catastrophic is opposed
here because of the actuarial concept that it must
be based on high basic and major medical coverage.
Also, the major problem for these catagories is
the availability of reasonably priced basic
coverage. An option here may be the establishment of state-wide pools for high basic and
major medical coverage and then the insurors
will be willing to write the catastrophic coverage.
2) There is a belief that free standing major risk
insurance will promote higher cost. Although this
concept has validity, it undoubtedly will occur
anyway. Under current conditions insurance companies are basing their catastrophic programs on
a solid foundation of first dollar coverage with
minimal deductibles. Therefore, the consumer
will have unlimited coverage and there will be
no disincentives in this system to reduce utilization.
3) A Presidential initiative through employers or
insurors will only help those with basic coverage,
and would be viewed as only cosmetic tinkering with
the system.
In essence he would be solving a nonproblem.
4) The President now faces a real danger that the
Congress will pass his Medicare catastrophic proposal without cost sharing, in the fall. Also,
it is not unlikely that the Senate would tack on
the Long-Ribicoff Health Insurance proposal for
catastrophic coverage. The danger here is the /;;~'.,,"jri,;·,,,
problem of the dropping deductible.
' •.. J
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5) A preferred method of implementing a major risk
insurance problem would be with income related
deductibles.
Relatively high deductibles
($1,500 to $2,000) in lieu of first dollar
coverage are desirable but nearly impossible
to trade off under the current health insurance
structure. Also, this exceeds the regulatory
involvement the President has in mind.
In summary, a mandated major risk insurance program
through employers and insurers is unnecessary given the
increased availability, acceptability and marketing trends
of catastrophic coverage. Such a program would benefit
those who least need it, the majority of the working population covered by high basic and major medical programs.
A more serious problem exists with groups under 25, individuals, and the working uninsured. A serious danger
exists that the Congress will pass the President's Medicare
catastrophic proposal without cost sharing, as well as
adding on a Long-Ribicoff type proposal. Finally, cost
and utilization will continue to become even more serious
factors under the current health insurance structure which
will offer coverage ranging from first dollar to a
$100,000 to $250,000 limit with no utilization disincentives.

Attachments:
A - Number and Trend of Persons having Catastrophic
Coverage (HIAA)
B - Attendees, Insurer Meeting, February 23, 1976
C - Attendees, Business and Industry Meeting,
March 4, 1976

··-.

and --t't·(~Jtd.
Catastror) 1lc

I'\JttlY11Jcr

c:~-

. . 1 cJ~S\) ;1S

~=--~-··.·c

}};.;.\'" ~ng

rct gc

;::~-.c-s esli:natcd to b:~ iP'Yt:rcd for
(clcfincd r:l.S Jv·Iajc-~· ~·~c:-dica l ;1nc..~ , -·cry· l1i£~· -; llrr1it b~- ~:~(:
~;-~oss/13!~_~-;. C s:~ic . . d. 2.~d Dy
c~.)V_!}'"Z:..zc, by i.n su·~ ;:~nr..:e COtlll)Ctnies, }:;,-/- 1.:.
;.nr! . -.:1) . . _: nd c nt ·plar1s, ~F~ J ~l s perso ns er1 ro i {~~d ;:: y- llr;P_lt.1l !1-'J:-t l utc:;.1a. ·nee. orgz:. n.i::...,L't.tior1.s} 2-fter remO \'i!lg estirn~lted cltlplic:ltio:n. .:;£ fJersor;.s i11Slxred by ffiore
than one organization or under rnore th<Hl o n e insur<.!.Ecc pvlicy.

N:1rv :-, :,· o'

pcr;·c:·t~;

(by lhu'.'.s:;rvis) c•{ <'ll

c:J.J~..o.;.,f . ..-( ~r;hlc C O\·e;r:;.gc

1 ;

Year

1960

. 1965

1970
1971
1972
1973
1974

Other':'

N/A
N/A
N/A
N/A
19, 800
21,780
21,780

B/C-B/S':'
-----

3,527
13 , 870

23, 660
25 , 441
28~ 500
35 , 435
42,750

Ins. ·. -·<..-· ..
------

-

-·-·

o/o : :-: :~ ~::::

Tota}":"o:'

~~-----~··-

-------

~7
~5,3tt

27,09}

23.1

53,0?.(!

62,782

.(;:7e

77,0 6\

94,999

62. 8

80,2C;2

99, T?l
125,588

64.7

83,6(.8
r;:o ~;0 f
91, 3? :,
!")-•

1

1~~
-'~'

--

6

76. 5

.

7'<;
_o_

~2..7

srD. 7•

148,8 88

Nurnber and Trend of I\::.:c:'Jn~ Dnde:r Aze 65
Having C a.tastn;:,>i:ce ::::overage
r

1972
1973
1974

19,305
21,28 5
21' 2 85

27,550
34, 485
41,800

82., 0 7'/
86, 22~:>

122,684
l35,3 :JO

6=!-:-~ f::{~ .J
7-3-:--& I:) ,t]

89,55~

145,832

78.1

})CYSOll.S l)l't1tr·.cl~ec1

by- more. tl1.2 !1
'\vi thin t.he l;:.i.nd of insuring o"·gan1 1:ahon s"i1c:wn.
::-~

:.:~~:

Exc]uclcs c1llplication. of

Di...l})lication.

an1.on~_: 1Jcrsor1s p:rotcctec.~ l) )-~

org·::lil i:-;·.~ttion 1·i.as l)c~e11 cli!-!l·i~;2.~ecl .

or1e

COl)'lpany·

r.tJ{.:;rc th2:n. on e 1::.l11d of insuring·

INVITED PARTICIPANTS
I0:SUROU,S
-----

Blue Cros s Asso ciati on
Gera ld Gree n
Jim Hutc hinso n
Alan Rich ards
Equi table
Hort on Hill er
Heal th Insu ranc e Asso ciat ion of Ame rica
Les Hemr y
Paul HaHk ins
Dave Robb ins
Nati onal Asso ciati on of Blu e Shie ld P l
ans
Bill Ryan
Mike McDo nald
Char les Sonn ebor n
Prud e ntia l
J a ck Kittr edge

GOVERNl>lE"Ni
Whit e Ho use
Grad y Nean s
Dome stic Coun cil
Spen cer John s on
Sara h :nass enga le
Offi ce of Nana geme nt and Budg et
Vic Zafr a
Lynn Ethr idge

Counci l of

Econo~ic

Adviso rs

June 0 ' Nei 11
Federa l Insuran ce Admin istratio n
Robert Hunter
De~.rtmcnt of Health , Educ~i.lion and \1/elfar e

Stuart Altman
Peter Fox
Don Nichol son
Ron Klar
Gene Hoyer
Hel Blumen thal

tiliE'liUG m; C/,TASTROPiliC W::ALTll U:S 1j RANCE
Thursday , I-1arch 4, 19"16
Chart Room
ll;'.'JTED PAD.TICIP.t\NTS
Nation ~l

Association s
of

Ch:J.:c~ber

Cor:1~1ercc

- Rose Foodeit

1\atior:al Federation of Independent Businc.:;s -

·National

1·lannfr-tctt~rers'

Jam~s

$b ·~i:J1J. n

l\ssociat:iort ·- Brenda B.:1llard

Hashington Business Group on Health -

l{il)_~_?

C_c:..!-_?_beck

Corpo 1:at ion~
P~erican

Can - John

Ca:nsoTl ic -

~,:arr en

~res cott

Braun

Coo?e rs and Lybrand - Bill HcHell.D'.
Exxon - Henyv

Ford - Jack

Chas~

Shelto~

Genera l Hotor.s - Tony dt::Shm,T
Goodyear - Dick Martin
Hone}'\·:ell - Glen_ Sko'!]!Olt
Sben-7in-\Hl lie.:·1 s - Robert Carpenter

U.S . Steel - Frank Beebe
Go ·\·t:,·,-: .-. ent
l.' 1~ ·i_ t c H. c. L~ s.~

L

J

c;·

·.C·.3 t

C·''l

(,r-,L~l-lCi

ic

r.~ce

·~·:;_l

- Q~:i.J.·J~,~_j:J~::_c!_!~S

of

of

_?_~:n:.?.~~-Q_ .. <:~_nd_.~-?~_~.'~_}f~-:~ __§_~!2.:
._
1 -- ~J~~~--~!_c:_~_I__. 1

2:~--;~·· ~-,l-~u.:::nt

L(~,)-::·:o:aic

c,_.--J.d

Fud~~::-::

-:·1 \

c·

7 !'i'"}-'"-l!r-_i;.,1~e
\".ic z~~[l:-1 and l\
---··------------------------

1
:\.d \·ise1rs - .Tunc 0 !'\·_:-:i.li

----~-- --

2

Der·crLl:lc·at of
D:~pa-r-:::a.c'nt

Commerce -

P~tricia

Gwaltne\

of L<:2bor - i-:::1 ri.: in :: _, ~.:.: ro\·7

S:n:1ll Business Adm i nistration - Anthol'Y Stc.i;"i..O nnc1 :l.9t": S':·YOye·::_

Federal Insurance Administration - Robert 1r~nter
------Det:J3.rt~nent

o£ Health, Ecu;2.tion and Helfare -

Stu2ct Altman
Peter Fox
Don Nicho l son
St u Schmi d

Ron Kl ar
Cenc: 1·1oyex·

Lel D lumenth.::-,1

~(,r-.~
/~. r
'L·

[

_,c..,
-

•4

\ 'c,f
v'

.
('

.,.,.-

.

c?~cr~

.~

J.k

*·

~-;£::JJ!bP.

THE WHITE HOUSE

----

A

WASHINGTON

January 6, 1976

d/tl ,

;J---t0 ~,
1"' /~ {J.A

MEMORANDUM FOR:

JIM CANNON

FROM:

ART QUERN

SUBJECT:

Catastrophic Insurance ' PA_o~sal

Attached is a draft of a memorandum from Jim Lynn
President summarizing the work we have done in~e
few days on the possibility of including a cat stroB
health insurance mandate in the State of the Un'on
The memorandum recommends not including this item in the
message because it is clear that serious questions remain
unresolved.
I have indicated to Lynn, and the final memo going to the
President will so record, that the Domestic Council supports
the recommendation of not including this proposal in the
message.
If you have any questions, I will be glad to review this
with you.

Attachment
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DRAFT - l/6/76

DECISION
NEHOH.l\N DUM

FOR :

'rHE PRESIDENT

i~'R0£1:

J AMES T. LYNN

SUBJECT:

Catastrophic Health
Expenses Protection

This mcrtlorandum surnmar izes the results of our efforts to
develop for your consideratio n a catastrophic health
expenses protection proposal and seeks your guidance on
next steps.
Opt~ons Considere~.

Working VIith HEW , we have encount ered

ciC:vcaal ;:;.i.yn i:Li_L:anl.. f;.l_u0lem:::; J..ll
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options we explored:
mandating that all

~mployers

that o ffer
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health insurance to their employees must
offer catastrophic health insurance ; and
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requiring all healJch_ insurance companies
to offer catfistrophic health insurance .
Problems Ar eas.

SDme of the significant problems that we

enc6untered with either of these options are:
it is not clear that a market imperfection that

prohibits employers from obtaining catastrophic
insurance at ::-easonable rates currently exis ts.
The major problem may be a lack of aggressive
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mark eting by the insu ranc e com pani es.

It is

stil l not clea r why such insu ranc e is not
wide ly
purc hase d and the exte nt to whic h it is beco
ming
read ily avai labl e;
if emp loye rs were to be requ ired by Fede ral
law to offe r cata stro phic heal th insu ranc
e, it
may be diff icul t to avoi d subs tant ial pres
sure
for Fede ral subs idie s to make such insu ranc
e
avai labl e at affo rdab le rate s.

Fail ure by the

Fede ral Gove rnme nt to do more than requ ire
emp loye rs to offe r it coul d open the
Adm inist ratio n to the crit ic ism that -its
oroposa l was- an .;mpt y gest ure.

It is arso not

clea r how the Fede ral Gove rnme nt coul d avoi
d
an enfo rcem ent resp onsi bilit y if the emp loye
r
man date were chos en;
if insu ranc e carr iers were to be requ ired
by
Fede ral law to offe r cata stro phic heal th
insu ranc e,

t~e

Fede ral law woul d have to defi ne

the ben efits and also mand ate that Stat es-as
the curr ent insu ranc e regu lato ry auth orit
y-enfo rce the Fede ral requ irem ent.

Alte rnat ivel y,

Fede ral regu latio n--w hich is gene rally inco
nsist ent with regu lato ry refo rm prop osal s--w
ould
be nece ssar y;
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a number of the larger insurance carriers have
apparently resigned themselves to the idea of
national health insurance that is fully
federally financed under which the carriers
serve as Federal fiscal intermediaries.
Thus, they are not aggressively pursuing their
health insurance lines of business; and
a Federal mandate that States assure the
availability of specific insurance benefits
to the general population would appear
inconsistent with the broad discretion provided in the health block grant.

It would thus raise

i:.:i.u::" _i_::;,:::;ue of double si::.alH:ia.cJ.s uf ?ecieral concern

and involvement for middle class and low income
group problems.
Alt ernatives.

In view of these considerations, we recommend

that you not announce a catastrophic health insurance mandate
in your State of the Union Message.

Instead, we recommend

that we informally explore thes e questions with the major
insurance company executives and congressional leaders,
aiming for a March 15 report to you.

Although such a study

could be publicly announced, it would raise expectations
we may not want to fulfill.
Decision:

c=J

Announce in the State of the Union that you will
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have a study under taken how best to assure the
avail abilit y of catast rophi c health insura nce.

c=J

Do not make any forma l announ ceme nt, but have
HEW, the Domes tic Counc il, and OMB conta ct
major

ca~riers

to develo p furthe r inform ation

and option s by March 15, 1976.

(Favor ed by
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THE WHITE HOUSE

INFOffi.IAT ION

WASHINGTON

March 26, 1976

MEMORANDUM FOR:
FROM:
SUBJECT:

THE PRES~T
•
JIM CANNO
Catastro h c Health Insurance
Initiative

You directed HEW, OMB and the Domestic Council to
evaluate mandated catastrophic health insurance
coverage through private market mechanisms for the
non-age population. A report of the review undertaken by HEW by Secretary Mathews is attached.
Questions involving the availability, trends and
marketing problems in the provision of catastrophic
health insurance were examined in meetings with
the insurance industry and business. In addition,
the Department conducted its own investigation of
these issues.
Sufficient information has been obtained to reach
conclusions on some of these key questions.
The findings show that there has been rapid expansion
of catastrophic coverage recently and there are no
market imperfections that would tend to slow the rate
of that expansion.
In fact, most likely less than
1% of the population would benefit from a federal
mandate requiring catastrophic coverage. Although
these indications are very positive there is a
problem with insurance coverage for low income
persons and individuals with a high medical risk.
I concur with Secretary Mathews that a Federal mandate
for catastrophic insurance coverage, either through the
employer or the insurance company, is not necessary.
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MAR 19 1976

MEMORANDUM FOR THE PRESIDENT
SUBJECT:

Catastrophic Health Insurance Initiative

You asked the Department, OMB and the Domestic Council to investigate
possible initiatives in catastrophic health insurance coverage for
the non-aged population using the private market mechanisms. This
review has been undertaken under Departmental auspices. Though
incomplete, sufficient information has already been obtained to
reach conclusions about some of the key questions which stimulated
the review.
Two meetings have been held to date: one with the insurance industry
and the other with business. They are summarized at Tab A. Broad
governmental participation was obtained at these meetings (OMB,
Domestic Council, Council of Economic Advisors, Commerce, Labor,
Small Business Administration and the Federal Insurance Administration
of HUD). The key questions involved the availability, trends and
market problems, if any, in the provision of catastrophic health
insurance protection. The findings were as follows:
There has been a rapid expansion of catastrophic coverage in
recent years. A recent survey reported that over 75 percent
of new policies being written have lifetime limits on benefit
payments in excess of $100,000 and, increasingly, limits are
being raised to $250,000 or removed altogether. This contrasts
with the situation five years ago when benefit limitations of
$10,000-$25,000 or 30-60 days of hospitalization were quite
common.
There are no market imperfections that would tend to slow the
rate of expansion. All major insurors offer plans which would
meet the definition of catastrophic coverage.*

*

The two most common definitions used are:
1.
2.

A plan with high annual or lifetime benefits, e.g.,
$100,000 or more;
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A plan that has a maximum out-of-pocket liability, i.e., waives··
all patient cost-sharing after deductibles or coinsurance have
reached a predetermined level, e.g., $1000-$2000 per family,

per year.
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Page 2 -- Memorandum for the President
Probably less than one percent of the population would benefit
from a Federal mandate requiring catastrophic coverage.
Although improvements in providing catastrophic coverage are
evident, there are still groups who have difficulty obtaining
any kind of health insurance. These are employees of very
small business, the non-employed, and the self-employed. These
individuals often have high health risks and/or they are lowincome, and are in the greatest need of assistance; but catastrophic coverage would do little to help them. Protection
for this group need be approached from a broader perspective.
We will be meeting on March 25 with representatives of organized
labor to add to what we have already learned. However, from our
discussions to date, and from what we know about labors position,
a national catastrophic health insurance plan will be viewed by many
knowledgeable critics as an inappropriate response to the real
problem of financial access to health care.
Accordingly, we believe that a Federal initiative to insure the
availability of catastrophic coverage for the vast bulk of the
employed population is not warranted at this time. There is, however,
reason to be concerned about the rising costs of health insurance and
health care plus the problems of access to care for the low income
and high risk population. We will continue to explore possible
solutions to these problems as well· as continue to follow the developments in catastrophic coverage.

/s/~avid

Mathews

Secretary
Attachments:
Tab A - Report on meetings with health insurers and business.
Tab B - Selected statistical information on health insurance coverage.
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CATASTROPHIC HEALTH INSURANCE
Report on Meeting with Health Insurers (2/23/76) and Bu$iness (3/4/76)

Meeting with Health Insurers
Key issues identified and discussed:
1.

Catastrophic coverage is already available to a vast majority of
the population. (According to the Health Insurance Association
of America, in 1974 approximately 146 million out of _188.5 million,
or 77 percent of the under age 65 population, had such coverage.)

2.

Significant improvements, particularly in the past five years,
have been made to improve major medical coverage by:
expanding the limits of liability to $100,000 or more
(HIAA estimates in 1975 that 50 percent of the 85 million
persons insured under commercial health insurance groups
contracts had maximum benefits of $100,000 or more compared· to 27 percent in 1973 and apout 1 percent in 1970).
placing limits on beneficiary out-of-pocket liability
(HIAA estimates approximately one-third of those insured
under group contracts have built in out-of-pocket limits.
Three years ago this type of coverage was virtually nonexistent.)
providing more generous reimbursement for covered services.
(One set of statistics furnished by HIAA showed tbat 40.5
percent of employees had coverage for full payment of semiprivate room compared to 22.8 percent i~ 1970.)
Although some individuals could ·still incur catastrophically
high out-of-pocket expenses even if insured under a major medical
contract, depending on the benefit package, reimbursement levels,
and liability limits, the estimated percentage is very low.
Unfortunately, there are no recent statistics indicating degree
of out-of-pocket liability for health services related to type
of health insurance coverage.

3.

Although improvements in providing catastrophic coverage are
evident, there are still groups who have difficulty obtaining
any kind of health insurance. These are employees of very
small business, the non-employed, and the self-employed. These.
individuals often have high health risks and/or they are lowincome. Premium levels necessary to insure them must therefore
be high and their ability to finance those premiums is very
limited.
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4.

A Federal mandate requiring that catastrophic coverage be underwritten and made universally available will do little good for
those working in larger firms since such coverage is typically
already available. Unless premiums are subsidized, such a
mandate would not help those in greatest need, because the lowincome and high health risk will- not be able to afford it.

5.

A mandate for catastrophic coverage, even with subsidy,would
probably not be very popular because the purchaser prefers
coverage with low or no cost-sharing. The health insurance
product has evolved in this country by first providing coverage
for hospital care; second coverage for medical care; and third
coverage for catastrophic health care costs. Making catastrophic
coverage available before basic hospital and medical care coverage
is contrary to insurance industry selling and consumer buying
patterns.

Meeting with Business
Key issues identified and discussed:
1.

Big business typically provides catastrophic coverage to
employees in one form or another through various insuring arrangements. Any mandate requiring a specific structure for catastrophic protection will likely afford little, if any, better
protection for these employees, but will require an administrative
restructuring of existing contracts.

2.

Any business with 10 or more employees should have access to
health insurance which includes catastrophic coverage. Typically,
any business regardless of size should have access to coverage
unless the employee group represents an unusually high risk.
In spite of this, according to Small Business Administration
figures, 12-14 million employees of small businesses have no
health insurance through their employment.

3.

Small businesses hiring skilled workers typically offers a good
health insurance package, because this fringe benefit is necessary
to compete in the labor market. Low-skilled workers in small
business are typically the ones without adequate health insurance
coverage.
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Increasing costs of fringe benefits, especially health insurance,
are causing employers to rethink thei~ hiring practices by
limiting numbers of full-time employees, asking for more overtime, and/or hiring part-time employees.
I

5.

The experience-rating concept for setting premium levels was
generally favored over community-rating. Large business,
especially, believes company supported activities such as drug
abuse and alcoholism and direct delivery services such as a
company physician have a favorable impact on utilization which
in turn is rewarded through experience-rating. This would not
be the case through community-rating.

6.

Business is primarily concerned about rising health care costs,
which in turn are driving up premiums. The feeling is that
individual companies, regardless of size, can do little to
control costs except to get involved in broader community
activities, such as health planning. ·-·

7.

Business is generally opposed to catastrophic health insurance
except in the context of comprehensive ~overage. In fact, the
Washington Business Group on Health and National Association
of Manufacturers have already come out with this position.
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INSURORS
MEETING ON CATASTROPHIC HEALTH INSURANCE
February 23, 1976
Chart Room
INVITED PARTICIPANTS
INSURORS
Blue Cross Association
Gerald Green
Jim Hutchinson
Alan Richards
Equitable
Morton Miller
Health Insurance Association of America
Les Hemry
Paul Hawkins
Dave Robbins
National Association of Blue Shield Plans
Bill Ryan
Mike McDonald
Charles Sonneborn
Prudential
Jack Kittredge
GOVERNMENT
White House
Grady Means
Domestic Council
Spencer Johnson
Sarah Massengale
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Office of Management and Budget

~-

Vic Zafra
Lynn Ethridge
Council of Economic Advisors
June O'Neill
Department of Commerce
Patricia Gwaltney
Federal Insurance Administration
Robert Hunter
Department of Health, Education, and Welfare
Stuart Altman
Peter Fox
Don Nicholson
Ron Klar
Gene Moyer
Mel Blumenthal
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BUSINESS
MEETING ON CATASTROPHIC HEALTH INSURANCE
Thursday, March 4, 1976
Chart Room
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INVITED PARTICIPANTS
National Associations
Chamber of Commerce - Rose Wooden
National Federation of Independent Business - James Sheahan
National Manufacturers' Association - Brenda Ballard
Washington Business Group on Health - Willis Goldbeck
Corporations
American Can - John Prescott
Comsonic - Warren Braun
Coopers and Lybrand - Bill McHenry
Exxon - Henry Chase
Ford - Jack Shelton
General Motors - Tony deShaw
Goodyear - Dick Martin
Honeywell - Glen Skovholt
Sherwin-Williams - Robert Carnenter
u.s. Steel ~ Frank Beebe
Government
White House - Grady Means
Domestic Council - Spencer Johnson and Sarah Massengale
Office of Management and Budget - Vic Zafra aod Lynn Ethridge
Council of Economic Advisors - June O'Neill
Department of Commerce - Particia-Gwaltney
Department of Labor - Martin Nemerow
Small Business Administration - Anthony Stasio and Joe Gwoyer
Federal Insurance Administration - Robert Hunter
Department of Health, Education and Welfare - Stuart Altman
Peter Fox
Don Nicholson
Stu Schmid
·Ron Klar
Gene Moyer
Mel Blumenthal
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HEALTH INSURANCE COVERAGE:

SELECTED STATISTICS

Extent of Health Insurance Coverage
0

80 percent of the under-65 population have private coverage
for hospital services

0

77 percent have private coverage for surgical and other
inhospital physician services

0

60 percent of the u.s. population have some private out-ofhospital physician services coverage

0

90 percent of the u.s. population has some coverage under a
private insurance plan or a public program such as Medicaid.

Protection Against High Medical Expenses
Some plans offer little real protection against high medical expenses.
For example, a plan might pay for only 60 ~~ys in the hospital. More
comprehensive protection covering a broader array of services and
paying higher total amounts is usually provided as a policy component
labeled "major medical" coverage. Benefit limits under such coverage
range from $10,000 upwards; in some cases there are no limits at all.
0

60 percent of the U.S. population has some type of major
medical coverage.

0

75 percent of employees who have any group coverage
major medical coverage.

a~

all have

Since 1972 there has been a pronounced trend toward higher benefit
limits among group major medical plans-.
0

50 percent of persons with major medical coverage have benefit
limits of $100,000 or more, compared to 20 percent five years ago.

0

75 percent of group plans recently updated provide for $100,000
or more in benefits.

In addition to major medical coverage, which typically provides protection against catastrophic illness, other forms of health insurance
provide equal or better protection. Examples of these type plans are
health maintenance organizations (HMOs) and insurance structures
which provide generous benefits for hospital and hospital-related
medical care, even though ambulatory care may be excluded.
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Approximately 10 percent of our under age 65 population have
coverage under HMOs or high basic plans.

Out-of-pocket expense limits. Major medical coverage typically
carries a 20 or 25 percent coinsurance provision. Consequently,
there remains some risk of financial catastrophe regardless of how
high the benefit limit might be. (With a 20 percent coinsurance
stipulation, a $100,000 benefit limit is reached when total expenses
are $125,000; out-of-pocket liability is $25,000.)
In recognition of this, most of the larger insurance carriers have
recently begun making available a provision limiting out-of-pocket
liability to some specific sum, usually $1,000 to $2,000, and the
trend is clearly in the direction of expanding this feature.
0

Over 25 percent of employees with group coverage are now
protected by a maximum liability provision, compared to
almost none only three years ago.

