Voluntary Insurance Against Sickness:

HE year 1953 saw a continued

I expansion in voluntary health
insurance, both in terms of the
number of persons with some pro-
tection against the costs of sickness

and the dollar value of the protection
provided. This growth in insurance
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IN our sTUDIES of the economic status
of old-age and survivors insurance
beneficiaries and our analyses of the
reasons for persons coming on the
public assistance rolls, we frequently
find that sickness and its attendant
costs are one of the major causes for
economic insecurity. The Social Se-
curity Administration has observed
the progress of prepayment for med-
ical care and income loss with inter-
est, and I believe that our findings,

nracantad in thic anniinl caria
&5 PpresenieG in tnils annuar series,

will be of use to all who are con-
cerned with the economic security of
the American people.
CHARLES I. SCHOTTLAND
Commissioner of Social Security
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accompanied (1) an increase in pop-
ulation that resulted in greater ex-
penditures for medical care and for
medical care insurance and (2) ris-
ing costs. Nevertheless the growth in
insurance profection from 1952 to
1953 was at a more accelerated rate
than that of the other factors, so that
again there was a net gain in the
protection the population received
through voluntary health insurance.

Voluntary health insurance takes
such diverse forms in the United
States today that lengthy documen-
tation is required to delineate the
types of benefits or the number of
persons covered for each of these
benefits. A summary of the main
forms of voluntary insurance and the
main categories of insurers may,
however, be useful here.

* Prepared in the Division of Research
and Statistics, Office of the Commissioner.

Bulletin, December 1954

1948—53 Es

Voluntary health insurance falls
primarily into two broad classifica-
tions—cash indemnity insurance and
service benefit insurance. Under cash
indemnity insurance the insured per-
son who suffers the loss files a claim
and receives indemnification up to the
amount stated in his policy, which
is, however, not necessarily equiva-
lent to the total amount of his loss.
With service benefit insurance it is
usual for the insured person to re-
ceive the benefit (the “service”), with-
out paying the bill directly and with-
out subsequently filing a claim. This
procedure is possible either because
the insurer has made financial ar-
rangements with the providers of
services, such as the hospital in the
case of Blue Cross plans or the physi-
cian in the case of Blue Shield plans,
or because the plan itself provides the
services through its own staff of phy-
sicians and/or hospital facilities.

In the order of avalilability to the
publie, insurance providing cash in-
demnification to the insured person
ranks foremost. Such insurance is
provided by commercial group and
individual accident and health and
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life insurance companies, including
both stock and mutuals. It is also
made available by some nonprofit
hospitalization and/or surgical plans
and by some employers, employee
groups, unions, and fraternal soci-
eties. The insurance may provide pro-
tection against one or more of the
following risks: loss of income, hos-
pitalization, surgical operations, med-
ical care, and—to a limited degree—
dental and nursing care. The maxi-
mum amount of indemnification for
the particular benefit is usually stated
in the policy.

Service benefit insurance is appli-
cable to medical care costs but not
to income loss. It is usually subdivided
into “indirect” and “direct” service
types. Blue Cross and Blue Shield
plans are of the indirect type, since
they contract with a third party—
the hospitals or the physicians—to
provide the service benefits. In some
Blue Cross and Blue Shield plans the
arrangements to make the payment
to a third party are the only inher-
ent difference between their form of
insurance and cash indemnity insur-
ance, since their contracts do not

Table 1.—Income loss due to illness, 1948-53 1

{In millions, except average income loss per worker)

Ttem 1948 1949 1950 1951 1952 1953

Average number of employed workers 2____. 59,7 59.1 60. 4 61.4 61.7 61.

Average income loss per worker 8. __________.1 $76.65 78. 26 $82. 60 $80. 11 $04. 68 $98. 56
Total income loss from illness. ______________ $4, 576 $4,625 $4, 989 $5, 471 $5, 805 $6, 101
Net cost of income loss insurance (addltmn) ‘ 267 276 297 303 317 374
Paid sick leave (subtraction) & 290 296 312 333 347 350
Net income loss from illness. . _._. 4, 553 4,605 4,074 5, 441 5,775 6,125
Potentially insurable income loss8__________ 3,013 3.051 3. 290 3, 586 3,800 4,047
Potentially compensable income loss 7. ... 2,099 2,127 2,293 2,493 2,640 2,824

1 Short-term or temporary non-work-connected
disability (lasting not more than 6 months) and the
first 6 months of long-term disability. Data for years
before 1953 revised to reflect newly available data
from the Bureau of the Census on annual average
number of employed persons.

2 Annual average of employed persons, from Bu-
reau of the Census, Current Population Reports,
Labor Force, Series P-57, No. 19, table 1, and No. 45,
table A: Series P-57, Nos. 127- 129 table 1.

8 Average wage or salary for 7 workdavﬁ in a year,
obtained by dividing the average annual earnings per
worker (table 26, Survey of Curremnt Business, Na-
tional Income Number, July 1953, and unpublished
data for 1953) by 255 workdays in a year and multi-
plying this average daily wage by 7.

¢The difference between premiums earned and
losses incurred, from table 2.

s Estimated number of persons covered by paid
sick leave and related provisions from Annual Sursey
of Accident and Health Coverage in the United States,
Health Insurance Council, each year 1948-53. As-
sumes that this number of persons (8.4 million in
1948-50, dropping to 7.9 million in 1953) received the
equivalent of 45 percent of their total income loss due
to illness.

¢ Total income loss reduced by 40 percent (to ex-
clude both the first week of disability and otherwise
insurable income loss covered by paid sick leave) and
increased by,the net cost of current income-loss
insurance.

7 Of the potentially insurable income loss (exclud-
ing net cost of income-loss insurance), two-thirds is
assumed to be potentially compensable and then
inereased by net cost of income-loss insurance.
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Table 2.—Premiums, benefit payments, and loss ratios for commercial and
other private insurance against income loss, 1948-53

[Amounts in millions}]

Item 1948 1949 1950 1951 1952 1953
Premiums earned !

Total *. e caccreeaan $545 $588 $671 $777 $853 3975
QGroup insurance 4. ___ . _______._ ... _.. 175 210 284 372 399 448
Individual insurance 2 3_. 346 352 355 368 409 474
(1917 24 26 32 37 45 53

Losses incurred t

Totals _____. - - $278 $312 $374 $474 $536 $601
Group insurance & 124 147 203 205 327 364
Individual insurance ? § - 139 148 151 155 179 202

Other¢ . ... . 17 20 24 30 35
Loss ratios (percent)

117 51.0 53.1 55.7 61.0 62.8 61.6
Group insuranee. .. - ____ .. . ___ 70.9 70.0 715 79.3 82.0 8.3
Individual insurance. 40.2 42.0 42,5 42.1 43.8 42.6
Other. - o receececcc e 62.5 65,4 62.5 64.9 66.7 66.0

t Premiums and losses include accident only and
travel accident insurance. They also include private
insurance company operations and self-insured ar-
rangements under public laws but exclude payments
from public funds. (See table 3 for details.)

2 No reduction made in the premiums or losses of
individual insurance for accidental death and dis-
memberment provisions in policies that insure
against income loss, (Estimate by the Health In-
suarance Council indicates that such reductions on
losses would be about $36 million for 1953.) Result-
ing overstatement of income-loss insurance is assumed
to offset understatement arising from omission of
current short-term income-loss insurance in auto-
mobile, resident liability, life, and other policies.

1 Premiums earned for income-loss and medical
care insurance combined (separately for group and
individual contracts), obtained from the Spectator
Aeccident Insurance Register, 1949-54. Premiums for
group policies were adjusted to eliminate Canadian
business and to the level of total premiums according
to Life Insurance Association of America charts
(Group Insurance and Group Annuity Coverage, Con-
tinental U. S., 1948-53) after excluding premiums for
accidental death and dismemberment; premiums
were then distributed between income-loss and
medical care insurance on the basis of these charts.
Premiums for individual policies were adjusted to
eliminate life insurance and Canadian business and

attempt to guarantee that the pay-
ment to the physician or the hospital
will cover most or all of the charges
made to the patient. Other Blue Cross
and Blue Shield plans do make such
a guarantee, subject to the limits of
their contractual obligations—that is,
the benefits they agree to furnish.
Blue Shield plans providing service
benefits guarantee, however, that the
amount they pay the physician after
he has provided the service will cover
the entire bill only if the patient’s
income is less than a specified limit,
which varies among the plans. In
other words, the physician agrees
that his charges will amount to no
more than the payment set forth in
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to the level of total premiums as derived from data in
the U. 8. Chamber of Commerce surveys (American
Economic Security, July-August 1949-54); premiums
were then distributed between income-loss and
medical care insurance by refcrence to the mean
amount of coverage shown in survey. Data include
dividends and rate credits, mainly for group policies,
and were adjusted for duplication within categories.

¢ Includes estimates for fraternal societies, union
health and welfare funds, and employee mutual
benefit associations, and for self-insurance under the
California, New Jersey, and New York temporary
disability insurance laws and elsewhere. Informa-
tion on fraternal aceident and health business sup-
plied by The Fraternal Monitor. Division between
income-loss and medical care insurance estimated.

§ Losses incurred, as reported by the Spectator for
income-loss and medical care insurance combined,
reduced by 1,9 percent (1.6 percent in 1953) of pre-
miums earned for group policies and 2.8 percent for
individual policies to eliminate adjustment costs.
Lioss ratios, furnished by the Health Insurance
Council separately for group and individual insur-
ance for hospital and surgical-medical care and for
income loss, were used to derive losses incurred for
each risk; these figures were then raised or lowered
slightly to yield the aggregate losses for ail three risks
combined,

the fee schedule of the policy only if
the patient’s income is under the
“ceiling.” When the patient’s income
is more than this stated amount, the
payment of the fee schedule amcount
to the physician becomes in effect a
cash indemnificaticn even though
made to the physician rather than
the patient; the physician may bill
the patient directly for the difference
between his actual charges and the
fee scheduie.

Direct service plans, as their name
implies, furnish the insured person
with medical and/or hospital services.
They show less uniformity in the
benefits they provide than do the
cash indemnity or indirect service

plans, which confine their benefits to
cash sickness, hospitalization, surgi-
cal and maternity care, and a lim-
ited amount of medical care, mainly
in connection with a hospitalized ill-

ness. The direct service benefil plans

vary in the scope of their benefits
from the provision of complete hos-
pital care, medical care in the hos-
pital, clinic, and patient’s home, and
dental care to the provision of diag-
nostic and preventive care only, or
only dental care, hospital care, or
ambulatory medical care. They like-
wise vary in the extent to which
they make extra charges to the patient
at the time he receives services.
The differences among companies
and plans in the method of providing
protection against the costs of sick-
ness and the differences in the scope
of the protection—whether geared to
meet the entire cost of the illness or
indemnify a part of the loss—are two
of the elements making evaluation of
health insurance in terms of persons
protected or types of risks covered
less meaningful than they appear to
be on casual inspection.
ting in 1250 with data for 1948,
the Social Security Administration
has measured certain quantitative as-
pects of voluntary health insurance
by an appraisal technique based on
the doillar value of the protection af-
forded, measured against the current
costs of sickness in the United States.
This article—the sixth in the series
—covers the 6 years 1848-53 and in-
corporates the results of a special
survey, made in 1954 by the Division
of Research and Statistics, of the
prepayment income and expenditures
for medical care among 306 providers
of health insurance benefits who are
neither affiliated with the Blue Cross
or Blue Shield Commissions nor clas-
sified as commercial insurance car-
riers.! As a resulf, data on the inde-
pendent plans are more exact for
1953 than for the years between this
survey and one made by the Division
of Research and Statistics in 1950;
the 1951 and 1952 figures for inde-
pendent plans as they appear in this
year’s article have been revised to
bring them in line with the findings
for 1953.

1 The results of this survey will be pub-
lished early in 1955 in the Bulletin and
more fully at a later date in a monograph.

Social Security



Table 3.—Temporary disability insurance under public laws, 1948-53

[In millions]
Benefits, net cost, and income loss 1948 1949 1950 1951 1952 1953
Cash sickness insurancs:

Benefits, total $66.4 $89.2 $117. 4 $174.2 $202 3 $231.8
Public plans 1.__ - 57.1 62.1 63, 60.9 91.6
Private plans 3_. - 9.3 27.1 54.2 113.3 127 8 140. 2

Net cost, total.. - 30.2 32.6 28.4 40.1 35.9 35.9
Public plans 3__. - 27.6 24.5 13.0 16.6 12.9 9.7
Private plans [ 27 8.1 15.4 23.5 23.0 26.2

Income loss under public prow isions (esm-

mated) & o 455.0 §95.0 1,053.0 1,167.0 1,243.0 1,327.0
Hospital and medical care insurance:

Benefits, total______..____ 6.5 11.0 13.4 16.2
Pub]xc plansé__ 2.7 2.6 3.3 3.
Private plans L2 SO I 3.8 8.4 10.1 12.5

1 Under the Railroad Unemployment Insurance
Act and the laws of Rhode Island, California, New
Jersey (beginning 1949), and New York (beginning
1850). Not included in data in table 2.

# Under laws of California, New Jersey (beginning
1949), and New York (begmmng 1950). Group in-
surance plans except for 8-10 percent that are self-
inglllred These amounts are included in data in
table 2

31In the early years of the programsin California

and New Je ersey some of the excess of contributions

Income Loss Due to Illness

In thinking of the costs of sickness
to an individual, there is a tendency
to consider only expenditures for
medical and hospital care and for in-
surance against these two types of
costs, and to overlook the cost occur-
ring through loss of income and the
purchase of income-loss insurance.
Actually income loss due to illness,
if it is broadly enough defined, can
become the largest item in the per-
sonal costs of sickness. As used in
this study, however, the estimate of
income loss is confined to that at-
tributed to nonoccupational illness
and injury and reflects only current
income loss from short-term or fem-
porary disability and the first 6
months of extended disability. It does
not therefore encompass the loss of
future earnings arising from extend-
ed or permanent disability or pre-
mature death. As thus defined, it
accounts for about two-fifths of the
annual costs of sickness.

The derivation of the estimate of
income loss for the 6 years 1948-53
is shown in table 1. The gross figures
cover income loss from nonoccupa-
tional illness and injury, whether or
not such losses were compensable.
The table shows that, assuming an
average of 7 days lost from work on
account of illness during the year, the
loss per worker amounted to $76.65
in 1948, $94.08 in 1952, and $98.56 in
1953. When the 1953 figure is applied
to the 1953 labor force of nearly 62
million, it yields a gross estimate of
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over expenditures was used to establish a reserve.

4 Assumes that the loss ratio for group insurance
and self-insurance under the public laws is the same
a8 that shown in table 2 for group insurance each

yea
'.Adjusted for paid sick leave in the covered popu-
ion. ’
¢ Hospital benefits in California.

7Hospltal benefits in California and hospital,
gical, and medical benefits in New York.

$6,101 million in lost income, which
may be compared with a loss of
$4,576 million in 1948. The gross fig-
ures require adjustment each year
(table 1) for paid sick leave and for
the net cost of income-loss insurance
purchased (table 2).

After these subtractions and addi-
tions, the net income loss due to
non-work-connected illness and the
first 6 months of longer-term illness
was $6,102 million in 1853. The 1953
figure represents a rise of 6 percent
from 1952, an increase of the same
magnitude as occurred the preceding

year; it was 35 percent greater than
the 1948 total.

The figure on potentially insurable
income loss takes into account the
fact that most accident and health
insurance policies currently available
for purchase restrict their benefits
by not undertaking to cover the first
few days or the first week of sick-
ness (though they may do so in the
case of accidents). The potentially
insurable por tion of the net income
loss is estimated to have been $4,047
million in 1953 (see table 1, footnote
6).

A guiding principle of current in-
surance practice is that compensa-
tion should never represent more
than 50-75 percent of actual income
loss. By assuming that on the aver-
age the potentially compensable loss
amounts to two-thirds of the poten-
tially insurable loss, the estimate for
1953 equals $2,814 million (see table
1, footnote 7).

Insurance Against Income Loss

Ninety-five percent of current pro-
tection against income loss is provided
by accident and health policies sold
on a group or individual basis by
commercial insurance companies. The
remaining 5 percent is derived from
seff-insured plans of employers, em-
ployees, and wunions, and from
employee benefit orzanizations and

Table 4.—Private expenditures for medical care, 1948-53 !

{In millions}

Item 1948 1949 1950 1951 1952 1953
Total il $7,193 $7, 552 $8,117 $8, 586 $9, 236 $9, 866
Hospital services 2 _ oo 1,663 1,858 2,121 2,283 2, 561 2,825
Physicians’ services 3_. 2, 233 2,342 2,467 2, 562 2,718 2,859
Dentists’ services._..__.____._ 833 857 86% 888 906 943
Other professional services ¢_ 423 448 476 498 532 562
Medicines and appiiances_ . _ . 1,785 1,798 1,885 2,048 2,130 2,192
Administrative and other net
cal care insurance >_.______ 256 249 299 307 389 485
Insurance for hospital services. - __ 192 168 189 188 232 284
Insurance for physicians’ services 64 81 110 119 157 201

1 Except where otherwise noted, data are from the
Deopartment of Commerce, i954 National Income
Supplement to Survey of Current Business, table 30.
Excludes medical eare expenditures for the Armed
Forces and veterans, those made by public health
and other zovernment agencies and under work-
men’s compensation laws, and direct expenditures
for services by private philanthropic organizations.
Includes expenditures by industry for the employ-
ers’ share of health insurance premiums.

2 Computed from data in Hospitals, June of each
year 1949-54. Based on income from patients for
each year ending September 30 in all types of general
and special short-term hospitals, Data are projected
to December 31 of each yeur, and additions have been
made for (1) nonregistered hospitals, and (2) esti-
mated income from patients received by general and

special long-term hospitals, mental and allied hos-
pitals, and fuberculosis saniteriums. Amount of
private expenditures is overstated hy an aunknown
amount representing payments to nonprofit hospi-
tals on behalf of individual patients by government
and welfare agencies and workmen’s compensation
funds. Data are understated in that no estimate
has been included for private expenditures for care
in private nursing homes.

3 Addition made each year to figure reported in
Survey of Curreni Business for salaries of physicians
employed in prepayment medical service plans.

4+ Comprises services of osteopathic physicians,
chiropractors and podiatrists, private duty trained
nurses, and miscellaneous curative and healing pro-
fessions.

& Data from table 5.



Table 5.—Premiums, benefit payments, and loss ratios for voluntary insurance
against the costs of medical care, 1948-53 1

{Amounts in millions]

Item 1948 1949 1950 ( 1951 I 1952 I 1953
Earned income
L Y $862 $1,016 $1, 201 $1, 660 $1,993 $2, 405
Hospital services. .. 647 707 869 1,085 1,306 1,572
Physicians’ services. 215 309 422 575 687 833
Expenditures for benefits
Total e el $606 $767 $992 $1,353 $1,604 $1,919
Hospital services.. ... ... ... 455 539 680 897 1,074 1,287
Physicians’ serviees._____.___.__.. ... _____ 151 228 312 456 530 632
Loss ratios (percent)
Total. oo 70.3 75.5 76.8 81.5 80.5 79.8
Hospital services................o..._...... 0.3 76.2 78.3 82.7 82.2 81.9
Physicians’ services. - ... .._____._......_ .. 70.2 73.8 73.9 79.3 7.1 75.9

t Data for 1948-61 summarize detailed presenta-
tions in earlier articles in this series; data for 1952
revised; data for 1953 from table 6. The term
“physicians’ services’’ covers the services of surgeons
(the largest component) and other types of physi-
cians, including roentgenologists, and a small amount

of dental, nursing, and related services and appli-
ances. The term “hospital services’” covers some
services other than those received from hospitals,
such as X-ray services not furnished as part of the
hospital services, and emergency accident care.

Table 6.—Income and expenditures for medical care benefits of voluntary
insurance by type of carrier or plan, 1953

[Amounts in millions)

Farned income Expenditures for benefits !
Benefits
Type of insurance carrier or plan For For For FOR pez?csent
Total | hospital | PHYSL Total | hospital | P2¥S | ofincome
services 2| DS 3 services 2 | 1308 3
services services
Total .o $2,404.6 | $1,571.3 $833.3 |4$1,919.2 | $1,287.0 $632.2 79.8
Blue Crossplanss____ ... ._______ 708.4 603. 0 15.4 626.8 613.8 13.0 88.5
Blue Shield plans®__._____.__._. 280.2 11.3 268.9 224.7 9.9 214.8 80.2
Other medical society sponsored
plans? ... e 10.0 4.0 6.0 9.0 3.4 5.6 90.0
Other nonprofit plans:
Community. .. ._......______. 56.3 33.1 23.2 48.0 28.9 19.1 85.3
Consumer-sponsored . .. - 7.8 4.0 3.8 58 2.9 2.9 81.7
Fraternal society 8. _._._ - 12.1 5.6 6.5 10.8 6.1 4.7 89.3
Employer and/or employee. . _ 49.6 26,9 22.7 471.7 26.3 21.4 96, 2
Union health and welfare ___._ 76.7 44.8 319 70.2 42,7 27.5 91. 5
Btudent health services 10______._ 5.0 2.0 3.0 5.0 2.0 3.0 100.0
Private group clinics with pre-
payment.. .. __..___._._...__ 17.8 7.3 10. 6 16.5 6.3 10.2 92.7
Commercial plans:!!
Group insuranee. ........._.... 722.6 432.7 259.9 625.8 334.6 241.2 86.6
Individual insurance___ 458.8 307.0 151. 8 228.9 160. 1 68.8 §0.0

! Benefits paid, for nonprofit and other organiza-
tions; losses incurred, for commercial insurance.

? Includes some income or expenditures for out-
patient services.

3 Includes some income or expenditures for services
other than those received from physicians (nurses,
dentists, laboratories, ete.).

¢ Includes amounts paid through private plans
under the State temporary disability insurance
laws of California and New York (see table 3).

& Addition made to the data reported by the Blue
Cross Commission for Health Services, Inc. Data
for medical-surgical insurance for § combined Blue
Cross-Blue Shield plans shown under Blue Shield
plans. Division between hospital and physicians’
services estimated for 3 of the 9 Blue Cross plans
that write both types of insurance on the basis of
enrollment and premiums for each type.

¢Excludes amounts for hospital insurance of 5 Blue
Cross-Blue Shield plans. Includes hospital insur-
ance among 7 Blue Shield plans; division between
hospital and phbysicians’ services estimated for 1 of
these plans on basis of past reporting.

7 Covers 4 nonprofit plans sponsored or controlled
by medical societies; excludes plans underwritten by
commercial insurance companies.

8 Represents amounts reported in 1954 survey of
such plans by Social Sccurity Administration and
estimates for nonrespondents.

# Covers only those funds or portions of funds used
for the direct purchase of medical care without an
intermediary insurance company or plan.

10 Estimated.

11 Bee footnotes 3 and 5 of table 2 for the method of
developing these figures.

fraternal societies. Table 2 shows
data for the years 1948-53 for all
types of nongovernmental organiza-
tions insuring against income loss.
A total of $975 million is estimated
to have been paid for income-loss
premiums in 1953, and $601 million
was received in benefits. The net cost
of income-loss insurance—the differ-
ence between premiums earned and
losses incurred—amounted to $374
million in 1953; the benefits amounted
to 62 percent of the premiums. In
comparison with 1952, benefits had
increased by $65 million, or 12 per-
cent, and the premium cost had gone
up $122 million or 14 percent.

Private insurance company and self-
insured operations of the State tem-
porary disability insurance programs
in California, New Jersey, and New
York are included in the estimates
in table 2. These private operations
under public laws accounted for 24
percent of the total benefits paid for
income loss in both 1952 and 1953.
Publicly provided insurance is not in-
cluded in these data. To permit con-
sideration of the significance of both
publicly and privately provided in-
surance under these public laws, and
publicly provided insurance under the
Rhode Island temporary disability
insurance law and the Railroad Un-
employment Insurance Act, table 3
has been prepared. These data permit
adjustment of the private insurance
benefits under public laws, as well as
the adjustment of the income loss due
to sickness, so that the results may,
if desired, be confined to the entirely
voluntary field or alternatively en-
compass the public provisions. If the
benefits under public laws are ex-
cluded, the adjustment reduces the
percentage of potentially insurable
and potentially compensable income
loss met by voluntary insurance by
less than 1 percent, and so it is not
shown in this year’s analysis.?

Private Expenditures for
Medical Care

The Department of Commerce
makes annual estimates of personal
expenditures for medical care, revis-
ing the data periodically for its an-
nual reporting of national income and

2 See the Bulletin for December 1953 for
a detailed explanation of the adjustments.
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Table 7.—Income loss, private expenditures for medical care, and insurance benefits through all voluntary insurance

carriers, 1948, 1952, and 1953

[Amounts in millions}

i
i 1948 1952 1953 Percentage of sickness
| costs met by insurance
. Income- Income- Income-
Benchmark 1°§$}%°’ Voluntary 10?5;324 1°r Voluntary 1015;83(‘1“128/1‘" Voluntary
oare insurance care insurance care insurance 1948 1952 1953
expendi- benefits expendi- benefits expendi- benefits
tures tures tures
Incoms loss:
1 Income 1088 OMIY - . oo oo mme e $4, 563 $278 $5,775 $536 $6, 125 $601 6.1 19.3 19,8 1
2 Potentially insurable income loss (with l-week
waiting period). ... .ol 3,013 278 3,800 536 4,047 601 14.1 141 14.9 2
3 Potentially compensable income loss_...___._____ 2,009 278 2,640 536 2,824 601 13.2 20.3 21.3 3
Medical care:
4 Total medical care expenditures.___._._________.. 7,193 606 9, 236 1, 604 9, 866 1,919 8.4 17. 4 19.5 4
5 Hospital servicesonly 3 ... 1, 855 455 2,793 1,074 3,109 1,287 24.5 38.5 4149 6
6 Physicians’ services only._._.....______ 2,297 151 2,875 530 3, 060 632 16.6 | ¢18.4 | 420.7 6
7 Hospital and physicians’ services only 3 4,152 606 5, 668 1, 604 8, 169 1,919 14.6 28.3 311 7
8 Medical care expenditures currently insurable
under some comprehensivetplans 5________._.___ 5, 164 606 6, 787 1,604 7,331 1,919 1,7 23.6 26. 2 8
9 Medical care expenditures potentially insurable
under present forms of voluntary health in-
SUrANECE & oo acme 5, 780 606 7,528 1, 604 8,092 1,919 10.5 21.3 23.7 9
Combined income loss and medical cave:
10 Income loss plus total medical care expenditures ? 11, 746 884 15,011 2,140 15, 991 2, 520 7.5 14.3 15.8 | 10
11 Income loss plus hospital and physicians’ services
ondY B e ciaaas 8,705 884 11,443 2,140 12, 294 2, 520 10.2 18.7 20,5 | 11
12 Potentially insurable income loss and potentially
insurable medical care expenditures . _______.._ 8,793 884 11,329 2, 140 12,139 2, 520 10.1 18.9 20.8 1 12
13 Potentially compensable income loss and poten-
tially insurable medical care expenditures .. _. 7,879 884 10, 169 2,140 10, 916 2, 520 11.2 21.0 23.1 13

1 Except as noted, represents estimated income loss or private expenditure for
medical care (from tables 1 and 4) plus appropriate addition for net costs of insur-

ance (from tables 2 and 5).

% If the benefits from public funds under the temporary disability insurance
laws bad been included in the benefits and the net costs of operating public funds
added to the benchmarks (using data in table 3), these percentages would be

7.3 (1948), 10.6 (1952), and 11.3 (1953).

3 Both expenditures and insuranee benefits contain some expenditures included

as hospital services that were outpatient services.

wsd Blight overstatement because total benefit payments—but not the bench-

insurance.

8 Includes total expenditures for services of physicians, hospitals, and dentists
and one-tenth of the expenditures for drugs, plus the net cost of medical care

¢ Includes total expenditures for services of physicians, hospitals, dentists, and
nurses plus one-third the expenditures for drugs and appliances plus the net
cost of medical care insurance.

7 Combines lines 1 and 4.

¢ Combines lines 1 and 7.

* Combines lines 2 and 9.

mark—unavoidably include some payments for services other than those re-
celved fromgphysicians (nurses, dentists, laboratories, ete.).

product. The data that furnish the
basis for most of the figures shown
in table 4 for 1948-53 were exten-
sively revised by the Department of
Commerce in 1954, and items previ-
ously shown separately have been
grouped and consolidated. As in pre-
vious articles in the series, certain
adjustments and/or substitutions have
been made in these data for (1) ex-
penditures for physicians’ services,
(2) expenditures for hospital serv-
ices, and (3) the net cost of medical
care insurance (see footnotes to table
4 for details).

Table 4 gives the revised figures for
expenditures for medical care for
each of the 6 years 1948-53. The
civilian population spent about $9.9
billion for medical care in 1953—an
increase from 1952 of $630 million or
6.8 percent; the expansion was slightly
less than that in the preceding year,
when expenditures rose 7.9 percent.
Since 1948, expenditures for medical
care have gone up 37 percent and
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expenditures for hospital services
have shown a 70-percent increase.
Expenditures for physicians’ services,
on the other hand, rose only 28 per-
cent in the 6 years.

Insurance Against Medical
Care Costs

The financial operations of all vol-
untary medical care insurance during
the 6-year period 1948-53 are sum-
marized in table 5. Earned insurance
income increased by 180 percent; hos-
pitalization insurance income in-
creased by 143 percent; and that for
physicians’ services, which was rela-
tively low in the first year reported
by the series, went up 289 percent.
The increases reflect the addition of
many more insured persons, improve-
ments in benefits, and the rising costs
of premiums and benefits in this far
from static field. The net costs of
medical care insurance (shown in
table 4) have increased less rapidly
than either income or benefits; the

1e Combines lines 3 and 9.

ratio of expenditures for benefits to
earned income has risen in the 6
years so that about 10 cents more
per dollar of premium was returned
as benefit payments in 1953 than in
1948.

Table 6 provides a more detailed
analysis of the 1953 financial data on
voluntary medical care insurance, by
type of insurance carrier or prepay-
ment plan?®

Among all insurance carriers and
plans, hospitalization insurance ac-
counted for 65 percent of the total
premium income in 1953 and 67 per-
cent of the expenditures for bene-
fits, with the balance applicable to
insurance against physicians’ serv-
ices. There has been no material
change in this distribution between
hospitalization insurance and that for
physicians’ services since 1949 —an

$For corresponding data for earlier
years, see the Bulletin for December 1953,
December 1952, December 1951, and
January-February 1950.



Chart 1.—Costs of sickness and voluntary health insurance benefits, 1953

INCOME LOSS FROM SICKNESS
TOTAL $6.1 BILLION

MEDICAL CARE COSTS
TOTAL $9.9 BILLION

$3.6 BILLION

$0.18

PHYSICIANS COSTS
$3.1 BILLION £

indication that the expansion of the
two types has been at a similar rate.

In 1953, for the first time, the total
earned premiums of group accident
and health insurance companies ex-
ceeded those of plans affiliated with
the Blue Cross Commission; their
total benefit expenditures, however,
were just below those of the Blue
Cross plans. In the field of provision
of hospitalization insurance Blue
Cross maintained its leadership. Ben-
efit payments of Blue Cross plans
accounted for 48 percent of all hos-
pitalization benefits paid in 1953 and
44 percent of total hospitalization in-
come. Commercial group insurance
was the leading provider of insurance
against the costs of physicians’ serv-
ices, with Blue Shield ranking second.
These two types of insurers account-
ed for roughly 70 percent of the in-
surance provided in 1953 against the
cost of physicians’ services. Since,
of course, much of the insurance
purchased from Blue Shield or com-
mercial companies applies to surgical
services, the small extent to which
nonsurgical medical care is covered
by insurance is readily apparent.
Plans not connected with Blue Cross,
Blue Shield, or commercial insurance
organizations made about 15 percent

8
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LESS THAN
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HOSPITAL COSTS
$
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of the benefit payments for physi-
cians’ services; it is this group of
plans that provides most of the in-
surance for home and office and diag-
nostic and preventive services.

The data in table 6 include about
$15 million in premium income and
$12.5 million in expenditures for ben-
efits resulting from insurance pro-
vided through private carriers under
the public temporary disability insur-
ance laws in California and New
York relating to medical care bene-
fits. The table does not show the $3.7
million paid from the State fund in
California for hospitalization under
its temporary disability insurance law.

Trends in Insurance Protection

The dollar amounts of income loss
and of private medical care expendi-
tures for 1948-53 are shown in tables
1 and 4. Tables 2 and 5 give the
dollar volume of voluntary insurance
against these losses or expenditures.
Table 7 summarizes the basic data
on sickness costs and insurance bene-
fits and shows the value of the pre-
vailing insurance for each of the 3
years 1948, 1952, and 1953 in terms
of the percentage of sickness costs
met by insurance.

The first section of table 7 meas-

ures voluntary insurance protection
against income loss due to sickness.
Benefit payments for income loss in
the 6-year period have risen 116 per-
cent—from $278 million in 1948 fo
$601 million in 1953 — while total
(net) income loss increased 34 per-
cent. Insurance, which met 6.1 per-
cent of the income loss in 1948, was
meeting 9.8 percent in 1953 (line 1).
Had the data not been confined to
protection furnished through volun-
tary (private) provisions, and had
payments from public funds been in-
cluded in the benefits, the percentage
of income loss met by insurance would
have keen 11.3 (see footnote 2 of table
7). When measured against poten-
tially insurable income loss, the per-
centage met by insurance was 14.9
in 1953, nearly 6 percent higher than
in 1948. If the index is further nar-
rowed to include only potentially
compensable income loss, 21.4 percent
was covered by insurance benefits in
1952 and 13.2 percent in 1948.

The figures in table 7 include the
income loss of persons protected by
the public laws and the amounts paid
by private insurance companies or
self-insurers with respect to coverage
under the compulsory temporary dis-
ability insurance laws. The adjust-

Social Security



ments necessary to exclude these
amounts may be made from data
presented in table 3. These adjust-
ments reduce by less than 1 point the
percentage figures for 1952 and 1953;
the volume of compulsory income-loss
insurance was negligible in 1948 so
that the adjustments would not alter
the earlier figures.

The second section of table 7 in-
cludes six aiternative benchmark fig-
ures for expenditures for medical
care against which voluntary medical
care insurance may be measured.
Private expenditures for medical serv-
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billion in 1948 to $9.9 billion in 1953.
The benefits provided by insurance
covered 19.5 percent of the 1953 ex-
penditures and 8.4 percent of those
in 1948; the increase has thus bheen

at an average rate of nearly 2 per-
centage points a year. The percentage
of physicians’ bills met by insurance
has gone up slightly more than 2
points a year and that of hospital
costs slightly less than three points
a year.

Certain prepayment plans, includ-
ing those classified as private group
practice plans in table 6 and, in addi-
tion, a few of the consumer, commu-
nity, union, and employer-employee
plans, provide a wide range of pre-
paid benefits, such as physicians’
services in the home, office, and hos-
pital, diagnostic services, dental care,
and drugs, as well as hospitalization.
Line 8 of table 6 gives a benchmark
made up of items potentially insur-
able under such comprehensive pre-
payment plans. Insurance payments
met 26.2 percent of this total in 1953,
in contrast to 11.7 percent in 1948.

As nearly as possible the bench-
mark in line 9 of the fable represents
the types of benefits available through
the relatively new “major medical
expense” policies or through a com-
bination of the more usual forms of
voluntary insurance and of “majocr
medical expense” (or “catastrophic™)
insurance; under either of these ar-
rangements, some insurance protec-
tion would be provided for the costs of
nursing services, expensive drugs and
appliances, and physical restoration.
By 1953 voluntary insurance benefits
were meeting nearly 24 percent of
this benchmark.

To complete the picture of the ex-
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Chart 2.—Percentage of costs of sickness met by voluntary health insurance
benefits, 1948-53
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tent of sickness costs met by insur-
ance, the third section of the table
contains four benchmarks combining
income loss and medical care expen-
ditures. If total income loss and total

medical care expenditures are com-
bined, it appears that 15.8 perecent,

e +810

of the $16 billion private cost of sick-
ness in 1953 was met by insurance
benefits of $2.5 billion (line 18). The
average increase in percentage points
in the 6 years has been less than 1.5
percent annually. When the bench-
marks are narrowed the proportion
met by insurance increases, but the
rate of expansion has remained at 2
percent or slightly less each year.

This yearly analysis affords a
means of measuring the present
extent and growth of voluntary health
insurance divorced from considera-
tions of population growth, changes
in the cost of medical care and the
level of income, and the adequacy of
the particular benefits for which in-
sured persons are eligible. In terms
of premium income and expenditures
for benefits, voluntary health insur-
ance has shown a remarkable growth,
but as chart 1 shows, the extent of
insurance protection currently pro-
vided varies markedly according to
the risk.

Recognizably, increase in the dollar

volume of insurance is partly offset by
increases in the population and in the
costs of sickness. The more than
threefold expansion in insurance ben-
efit amounts for medical care has
therefore yielded in the past 6 years

nn'lv q'hghtly meore than a twofold ex-

pansion in the effective insurance pro-
tection (a 217-percent increase in
benefits and a 133-percent increase in
the percentage met by insurance).In-
come-loss insurance has expanded
more slowly than medical care insur-
ance so that benefits have increased
116 percent, while the effective pro-
tection has risen only 61 percent in
the 6-year period.

Chart 2 shows 6-year trends in the
percentages of various sickness costs
met by insurance. It is only in the
field of hospital costs that voluntary
insurance benefits have bezun to re-
veal a significant relationship be-
tween the proportion of the population
insured and the proportion of the
Nation's medical bills met by insur-
ance. On balance, even though more
then half the population reportedly
has some kind or amount of volun-
tary health insurance, most of the
costs of sickness incurred annually
by the civilian population as a whole
are still met at the time they ocecur
and not through prepayment.



