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Foreword

A Shared Destiny: Community Effects of Uninsurance is the fourth in a series of
six reports planned by the Institute of Medicine (IOM) and its Committee on the
Consequences of Uninsurance. Since we issued the third report last September,
the Census Bureau has reported that the number of uninsured people in the United
States as well as the rafe of uninsurance have risen again after slight dips in 1999
and 2000. More than 41 million people went without any health insurance during
calendar year 2001, and the number probably increased in 2002 because of the
slowdown in the economy. Forty-one million uninsured people, virtually all of
whom are under age 65, translates into an uninsured rate of 16.5 percent for the
population in that age range.

Lacking or losing health insurance can have effects that extend beyond the
individual without coverage. The Committee’s last report, Health Insurance Is a
Family Matter, showed that all members of a family can be adversely affected if
even one member lacks coverage. In A Shared Destiny, we learn that the rate of
uninsurance in a community can affect the health and health services available to
all members of that community, insured and uninsured alike. This report demon-
strates that we share a common interest in ensuring that our neighbors, as well as
members of our own families, are covered by health insurance.

When the Committee’s first report, Coverage Matters, was issued in the fall of
2001, the country was reeling from the effects of the 9/11 attacks and the threat of
bioterrorism. Americans felt a sense of community with the victims’ families in
New York and Washington. Many of us offered blood, donated money, and
helped in other ways with the recovery effort. Since that time, we have gained a
deeper appreciation of the value of public health and emergency services. As the
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country rebounds and rebuilds, we have a clearer sense of the importance of strong
social bonds within our communities.

A Shared Destiny looks with fresh eyes at the eftects of uninsurance and sees
the numerous ways in which all of us are affected when many lack health insur-
ance coverage. By adopting a community perspective, the report shows how the
quality, quantity, and scope of health services within the community can be
adversely aftected by the presence of a large and growing population of uninsured.
Because this is a groundbreaking approach, the Committee highlights fruitful areas
for future research. It also presents its own conclusions, based on the existing
literature and original research that the Committee undertook.

The members of the Committee on the Consequences of Uninsurance repre-
sent expertise in a broad variety of disciplines, including economics, public health,
health services research and management, epidemiology, strategic planning, small
business management, clinical medicine and nursing, and health communications.
This report presents a number of important findings about the documented im-
pacts of the lack of health insurance on communities throughout the United
States. It charts an ambitious research agenda for the development of information
that policy makers and the American public need if we are to understand more
completely the implications and consequences of the choices we are making about
the financing of health care. The conclusions in this report are consistent with
those of the Committee’s earlier reports: health insurance has benefits for all of us.

Harvey V. Fineberg, M.D., Ph.D.
President, Institute of Medicine
February 2003
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Preface

A Shared Destiny: Community Effects of Uninsurance examines whether the
presence of a large uninsured population in a community can affect the health of
and health services available to all in the community. The spillover effects of
uninsurance go beyond the individual who lacks coverage to touch those who
have adequate insurance as well.

This is the fourth of six reports that will be issued by the Committee on the
Consequences of Uninsurance, a major three-year effort of the Institute of Medi-
cine (IOM) supported by The Robert Wood Johnson Foundation. The Commit-
tee continues to follow the research design outlined in its first report, Coverage
Matters: Insurance and Health Care. This report, A Shared Destiny, builds on the
Committee’s previous three reports by expanding the perspective from the conse-
quences of uninsurance on individuals and their families to entire communities.
The Committee’s first report, Coverage Matters, presented background information
about who is uninsured and why and underscored the persistence of a large
uninsured population in the United States during both good and bad economic
times. The second report, Care Without Coverage: Too Little, Too Late, analyzed
clinical research documenting the health effects on adults of being uninsured. The
literature shows conclusively that uninsured adults tend to suffer worse health and
risk dying sooner than individuals who are insured. The Committee broadened
the focus beyond the individual to the family in its third report, Health Insurance Is
a Family Matter. The report concluded that if even one family member is unin-
sured, the entire family faces an increased risk of financial catastrophe, poorer
health, and diminished well-being.

A Shared Destiny widens the Committee’s perspective from the family to
entire communities. It explores the complex interrelationships between popula-

xi
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xii PREFACE

tions of insured and uninsured, the financial viability of local health care institu-
tions and practitioners, the financing mechanisms that support provision of health
care services at the community level, and the effects that loss of key health care
providers or institutions has on the overall health of a community. This relatively
new and innovative approach to examining the broader consequences of health
insurance disparities for populations overall presents a coherent historical and
policy context for understanding how we all can be adversely affected by the lack
of coverage within our communities.

The report that follows this one will examine the economic costs (as de-
scribed in the Committee’s first four reports) to society of maintaining an unin-
sured population of more than 41 million. The sixth and final report in this series
will consider models, strategies, and policy options designed to expand coverage
and will suggest principles to guide policy analysts and policy makers as they craft
solutions to the problem of uninsurance in America.

Mary Sue Coleman, Ph.D.

Co-chair

Arthur L. Kellermann, M.D., M.P.H.
Co-chair

February 2003
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Executive Summary

A COMMUNITY PERSPECTIVE

In its first three reports, the Committee has shown that the lack of health
insurance is widespread and enduring in the United States and that there are
adverse health, psychosocial, and economic impacts on uninsured individuals and
members of families with at least one uninsured member. By removing or lower-
ing financial barriers to access to health care, health insurance can and does make
a positive difference in the lives of insured persons when they need health care.
This report sets the experiences of uninsured individuals and families in the
context of the communities in which they live, work, and seck health care. It
considers another aspect of health insurance’s importance, namely, as a predictable
and stable revenue source for health care service providers.

In A Shared Destiny: Community Effects of Uninsurance, the Committee finds
that the adverse effects of uninsurance that accrue to uninsured indi-
viduals and families in a community, as well as the financial strain
placed on the community’s health care system, have important spillover
effects on community health care institutions and providers. In commu-
nities with higher uninsured rates, access to health services and consequent ben-
efits are compromised for persons other than those who lack coverage. The
community effects of uninsurance are often difficult to see at a national level but
can be quite vivid at the local level. The great heterogeneity in the organization of
health care services locally and in the ways that care for uninsured persons is
financed affects how uninsurance interacts with local health services, a community’s
social and economic fortunes, and may even affect the health of its members. A

Copyright © National Academy of Sciences. All rights reserved.
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2 A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

Shared Destiny documents a number of these interactions and presents working
hypotheses about many more.

Health care practitioners and institutions are an important part of most local
communities, knitting together the lives of individual community residents as
providers facilitate access to care, contribute to local economic vitality, and protect
and improve the health of community members. Even for healthy community
members, having a regular health care provider and more advanced medical
services and resources available has real value. These health care relationships and
resources enhance the quality of our lives and peace of mind.

The failure to insure all members of American communities can distort and
even disrupt these relationships between health care providers and the people they
serve. Uninsured persons have much more trouble finding health care providers
who will see them, use health care services much less often when they need care
than do insured persons, and are more likely to incur high unreimbursed costs
when they do obtain care (IOM, 2001a, 2002b). As a result, the presence of a
sizable or growing population of uninsured persons may impose destabilizing
financial stresses on the health care providers that serve all community members
and on the public and private sources that finance local health care. Lack of access
to health care results in adverse economic, social, and health consequences for
uninsured persons and their family members (IOM, 2001a, 2002a, 2002b). Ripple
or spillover effects of these consequences on uninsured persons may be felt by their
insured neighbors. For example, an uninsured breadwinner’s lack of health care
can lead to disability and loss of income that necessitates public support payments.

This fourth report of the Committee on the Consequences of Uninsurance
explores the ways in which many others may be affected by the lack of health
insurance of some of us. The Committee hypothesizes a series of spillover effects
of uninsurance, effects that extend beyond the adverse health and financial impacts
on uninsured individuals and families documented in Coverage Matters, Care With-
out Coverage, and Health Insurance Is a Family Matter. A Shared Destiny establishes an
analytic framework for thinking about the causal pathways hypothesized to lead to
the more widespread impacts of uninsurance, assesses the limited empirical evi-
dence that exists about community effects, and proposes a research agenda to
better demonstrate the presence or absence of these effects.

Given the large, persisting population of uninsured persons in the United
States, the current economic environment and state government fiscal situations
make the problems of uninsurance even more urgent and in need of remedy. The
national uninsured rate of 16.5 percent among persons under age 65 masks sub-
stantial variation in state and local uninsured rates, median durations of uninsured
spells of individuals, and the sizes and concentrations of uninsured groups within
different populations (Mills, 2002). Uninsured rates vary across the states from 8.7
percent in lowa to 26 percent in Texas (see Figure ES.1).

Over the past two decades the uninsured rate and total number of uninsured
nationally has grown slowly but steadily (with only a slight dip during 1999 and
2000). With the current combination of higher unemployment and rapidly rising
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FIGURE ES.1 Probability of being uninsured for population under age 65, by state,
2001.
SOURCE: Fronstin, 2002, estimates based on March 2001 Current Population Survey.

costs of health care and insurance premiums, absent major public policy reforms,
the national uninsured rate can be expected to rise more rapidly in future years
(Chernew et al., 2002; Cutler, 2002).

Assessing Community Effects

For the purposes of this report, the Committee defines a community as a
group of people who (1) live in a particular geographic area and (2) have access to
a specific set of health resources for which information about financial and health-
related outcomes exists. Geographical entities (e.g., rural counties, metropolitan
statistical areas) are the units for which epidemiological, demographic, and eco-
nomic data are collected most often, and they serve as rough approximations for
health services market areas. The limited availability of research about commu-
nity-level attributes, for example, the availability of specialty care within a neigh-
borhood, constrains the Committee’s analysis. Findings are often based on cross-
sectional comparisons among states, metropolitan areas, and rural counties with
differing uninsured rates as well as on illustrative case studies and other qualitative
evidence. Because of the limited data with which to characterize and monitor
community effects and the challenges of distinguishing effects that stem from the
extent of uninsurance from eftects of related community-level characteristics (e.g.,
income structure), the Committee developed a research agenda as part of its work.
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4 A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

The Committee hypothesizes that the experiences of uninsured individuals
and of families within a community influence the collective and aggregate eftects
of uninsurance on their community. The causal pathways hypothesized for com-
munity effects incorporate the experiences of uninsured individuals and families as
well as the performance of health care institutions and providers. Figure ES.2
depicts the Committee’s conceptual framework for thinking about the breadth
and scope of community effects and the pathways through which those effects are
exerted. The framework builds on a widely used behavioral model of access to
health services (Andersen, 1995; Andersen and Davidson, 2001) and focuses pri-
marily on the economic, financial, and coverage-related factors that affect out-
comes of health care services and their impact on communities. These hypoth-
esized pathways and effects are noted in the sections that follow. Some of these
effects on local health care services, local economies, and population health have
been documented. Other effects are not well understood and require more exten-
sive and systematic data collection and analysis.

CONTEXT FOR COMMUNITY EFFECTS

Financing the Delivery of Health Services

Over the past 25 years, federal and state policies to control health care costs
and an increasingly competitive private market for health care services and cover-
age have constrained reimbursement rates for care, eroding previous levels of
subsidy for uncompensated care costs associated with care delivered to uninsured
persons. The effects of this erosion have been felt more strongly in communities
with large or growing uninsured populations and by providers (e.g., public hospi-
tals) that serve a high number or proportion of uninsured persons. Although the
mainstream health care system provides most of the services that uninsured persons
receive, the uninsured rely disproportionately on safety-net arrangements for care
(Cunningham and Tu, 1997; Lewin and Altman, 2000). In urban areas, multiple
tiers of providers and services tend to segregate patients by income level and
coverage status, isolating insured patients from the experiences of uninsured pa-
tients. In rural areas, insured and uninsured patients may have more in common
because a more limited set of providers typically serves all community members
and safety-net arrangements tend to be less formal.

Responsibility for financing and providing health care to uninsured persons in
the United States is fragmented and ill defined. State, county, and municipal
facilities are, often by default, the providers of last resort for uninsured patients.
The so-called safety net is a highly diverse set of frequently ad hoc local arrange-
ments to accommodate patients without the ability to pay for their own care. The
incomplete patchwork of federal, state, and local mandates that minimal services
be provided does not typically specify a scope of benefits to which a medically
indigent person is entitled, nor are there guarantees that providers will be reim-
bursed. The particular local configuration of safety-net arrangements—for ex-
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6 A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

ample, whether it is centralized or dispersed—and its effectiveness in caring for the
community’s uninsured residents influences the range and extent of community
effects related to uninsurance.

The current amalgam of service arrangements and the mix of public and
private funding sources was not designed as an integrated system; rather, it has
resulted from the aggregation, over time, of initiatives and developments in both
the private and the public sectors. Because the organization and delivery of care
are closely linked to health insurance, the needs of persons who lack health
insurance have been of secondary interest, often only as afterthoughts in the
development of public policy.

Who Pays for Care for Uninsured Persons?

Public support of the health care expenses of uninsured Americans accounts
for as much as 85 percent of the estimated $34—$38 billion (for 2001) in uncom-
pensated care costs that they incur (Hadley and Holahan, 2003). To address the
health needs of a relatively large low-income population, state and local jurisdic-
tions may find themselves under considerable financial pressure, supporting health
services both directly, through public hospitals and clinics, and indirectly, through
public insurance programs such as Medicaid.

Federal, state, and local governments play different roles in financing care for
uninsured persons. The federal government’s primary role is financing health care
services through insurance mechanisms (e.g., the State Children’s Health Insur-
ance Program [SCHIP]), grant programs for service delivery (e.g., community
health centers), and programs of direct care (e.g., Department of Veterans Affairs
facilities). States determine eligibility standards and provide funding for Medicaid,
SCHIP, and similar state programs that serve populations that do not qualify for
federal matching funds. Local governments operate public clinics and hospitals and
frequently provide personal health care services directly or through contracts to
uninsured residents. Physicians in solo and group practices, practicing in clinics
and in hospital settings, provide an estimated $5.1 billion in free or reduced-price
charity care to uninsured patients (Hadley and Holahan, 2003).

COMMUNITY EFFECTS ON ACCESS TO CARE

Insurance facilitates access to health care by removing or diminishing financial
barriers faced by individuals and families. It also supports the stable operations of
health care providers and institutions. The Committee hypothesizes that the bur-
den of financing care for uninsured persons affects the health services available to
all community residents, especially in urban areas where providers treat large
numbers of uninsured persons and in rural areas where providers treat relatively
high proportions of them. The pathway proposed is that of lower provider rev-
enues resulting from the combination of the lower use of health services by

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

EXECUTIVE SUMMARY 7

uninsured persons (compared with use by insured persons), as well as the uncom-
pensated costs incurred when uninsured persons do receive health care. The
! and uninsured resi-

dents have worse access to health care in communities with high unin-

Committee finds that low- to moderate-income

sured rates than they do in communities with relatively low rates,
although the causal influence of the local uninsured rate on access is
unclear. Health care providers in rural and urban settings both experience finan-
cial pressures related to lower revenues but may adopt different strategies for
coping with them. In an effort to avoid the burden of uncompensated care for
uninsured residents or to minimize its financial impact, physician practices and
hospitals may cut back services, reduce staffing, relocate or close.

Three recent studies examine the relationship between self-reported access to
care and community uninsurance in urban areas (Cunningham and Kemper, 1998;
Brown et al., 2000; Andersen et al., 2002). All of the studies rely on survey data
about self-reported access to care, using measures such as difficulty obtaining care
or not having seen a physician in the previous 12 months, and include limited
analytic adjustments for the many covariates of insurance status. These studies find
that, unadjusted for the major covariates of local uninsured rate, the uninsured rate
in urban areas is inversely associated with the ability of uninsured and of low- to
moderate-income residents to obtain needed and regular health care. Such mea-
sures of access to health services are basic markers of effective, quality care that
improves health outcomes (Millman, 1993; IOM, 2002a, 2002b).

Primary Care

Aside from the studies of access to care described above, there are few studies
of uninsurance’s eftfects on primary care. Shortages of physicians in rural and urban
areas with relatively high uninsured rates can mean less access to primary care for
all residents. Over the 1990s, the proportion of physicians who have provided
charity care (whether to uninsured or insured persons) has declined, a decrease
that is explained as a response to declining provider revenues (Reed et al., 2001;
Cunningham, 2002). In rural areas, physicians are more likely to treat Medicaid
and uninsured patients and have higher proportions of Medicare patients. Reim-
bursement levels in rural areas are lower than in urban areas and safety net arrange-
ments tend to be less formal and not supported with public funds (Taylor et al.,
2001; Coburn, 2002).

In urban areas, public clinics play a key role. One survey of primary care
access at four types of ambulatory care sites in New York City in 1997 finds that
public sites provide the most comprehensive care for low-income patients and

IDefined as persons in families with income less than 250 percent of the federal poverty level.
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concludes that serving increasing numbers of uninsured persons may weaken
ambulatory sites’ capacity to provide primary care to all members of the commu-
nity (Weiss et al., 2001).

Community health centers (CHCs) face financial pressures on a number of
fronts: from reduced income from Medicaid patients, from reduced public subsi-
dies, and from an increased proportion of their patient mix that is uninsured
(Lewin and Altman, 2000). These pressures have adversely affected CHCs’ capac-
ity to serve all of their patients (Shi et al.,, 2001; Rosenbaum et al., 2002). A
longitudinal study of 588 CHCs between 1996 and 1999 finds that reductions in
capacity appear to be concentrated among subsets of health centers with a sizable
number or share of uninsured patients or those that have experienced a recent
increase in uninsured patients (McAlearney, 2002).

Reduced access to primary care may increase demand for services in already
overcrowded hospital emergency departments. In turn this may reduce access to
care and the quality of care received, regardless of insurance status.

Emergency Medical Services and Trauma Care

Emergency departments and trauma centers are key examples of how market
pressures and public policies interact in ways that create incentives for hospitals to
reduce their exposure to financial losses associated with serving uninsured pa-
tients. For example, the federal Emergency Medical Treatment and Labor Act
(EMTALA) requires that emergency deparments (EDs) maintain an “open door”
policy, serving all comers without regard to their ability to pay. The service areas
of highly specialized and resource-intensive trauma centers extend across popu-
lous metropolitan areas and multicounty regions in rural areas, transcending local
neighborhood boundaries that often separate wealthier, insured groups from less
wealthy, uninsured ones. In many urban and rural areas, hospital emergency
departments are often filled beyond capacity, affecting all who rely on them
(Richards et al., 2000; Derlet et al., 2001; Lewin Group, 2002).

ED overcrowding is primarily caused by an insufficient number of staffed
inpatient beds into which ED patients can be admitted (Brewster et al., 2001).
This bed shortage is in part a result of market and related financing pressures on
hospital operating margins, pressures that include the relative amount of uncom-
pensated care provided by the hospital, some of which is delivered to uninsured
patients. Overcrowding adversely affects the quality of care for all emergency
department patients (Bindman et al., 1991; Kellermann, 1991; Rask et al., 1994).
Members of medically underserved groups are particularly likely to suffer because
they have fewer options to obtain primary care outside EDs, compared with
insured persons, although they use EDs less frequently than do insured persons
(Felt-Lisk et al., 2001; IOM, 2002a; Weinick et al., 2002).
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Specialty Care

Evidence about the relationship between the uninsured rate and access to
specialty services other than emergency medical care is limited. A consequence of
the on-call obligations that hospitals may require of affiliated specialists, under
EMTALA, is the relocation of orthopedists, neurosurgeons, and other specialists
out of the area, leading to local shortages of particular specialty services (Bitterman,
2002). In addition, in rural areas, all residents may experience lessened access to
specialty care (as with primary care) if providers leave the community because of
financially unviable practice conditions (Ormond et al., 2000a). Rural areas tend
to have shortages of specialty physicians, and referrals are often to specialists in
urban areas, which may deter some patients from obtaining care or result in their
seeking it later than advisable. The inability of primary care providers to make
specialty referrals for their patients may be an effect of a relatively high local
uninsured rate.

Urban safety-net hospitals and academic health centers (AHCs), major sites
for specialty care in their communities, are also likely to be affected by high levels
of uninsured patients (Gaskin, 1999). A study of 125 public and private academic
health centers between 1991 and 1996 finds that in local markets with high
managed care penetration, care for uninsured persons had been increasingly con-
centrated at a subset of AHCs, resulting in less aggregate revenue for the AHCs.
For private AHCs, particularly those that are not located in neighborhoods with
high uninsured rates (e.g., central city), one strategic response of hospitals to such
cost pressures has been to eliminate specialty services with relatively poor rates of
reimbursement, such as burn units, trauma care, pediatric and neonatal intensive
care, emergency psychiatric inpatient services, and HIV/AIDS (Gaskin, 1999;
Commonwealth Fund, 2001).

Hospital-Based Care

Hospitals treating uninsured patients must contend with the cumulative ef-
fects of inadequate care for chronic conditions, exacerbated acute illnesses, and
delayed treatment (IOM, 2002a). In addition, hospital outpatient departments and
their satellite clinics are an important source of both primary and specialty care for
medically underserved populations, including uninsured persons and their fami-
lies. As discussed above, one way that hospitals have responded to increasing
financial pressures is to reduce the availability of certain services known to attract
persons who are more likely than average to be uninsured (Gaskin, 1999). The
reduced availability or complete loss of these services (e.g., trauma, burn care, care
for HIV/AIDs) may be expected to affect everyone in the health services market
who needs them. In urban areas, this community effect is likely to affect access for
low-income residents, who have few options for care other than their local public
or private safety net hospitals. In contrast, in rural areas, where health services are
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less segmented, adverse effects on hospital operating margins are more likely to
affect the care of residents across income levels (Sutton et al., 2001).

Financial pressures may also motivate a local hospital’s governing body to
merge, to convert from public to private ownership status, or from private non-
profit to for-profit status, or to close (Meyer et al., 1999; Needleman, 1999). Local
uninsured rates and the burden of uncompensated care costs to local and state
government have contributed to the conversions of some large urban public
hospitals (Bovbjerg et al., 2000b). The conversion, merger, or closing of a hospital
may lead to improved and less costly health services locally. However, the loss of
a physical plant and with it the relatively automatic support that a bricks-and-
mortar institution commands may also result in a net loss of public dollars for
indigent health care, and the proposed closing of a public hospital may be per-
ceived by other local providers as threatening the financial stability of their own
institutions by spreading the burden of uncompensated care more broadly.

New Analysis of Hospital Services and Financial Margins

The Committee commissioned analyses of hospital services and financial mar-
gins across the 85 largest metropolitan statistical areas and across nonmetropolitan
(rural) counties in seven states in the 1990s. Compared to urban areas with
relatively low uninsured rates, the analyses show that hospitals in urban areas with
relatively high uninsured rates:

* have fewer beds per capita (except for intensive care unit beds);

» offer fewer services for vulnerable populations, including psychiatric, alco-
hol and chemical dependence, and AIDS care; and

o are less likely to offer trauma and burn care (Gaskin and Needleman,
2002).

In comparison to rural areas with relatively low uninsured rates, hospitals in rural
areas with relatively high uninsured rates:

* have lower financial margins,
¢ have fewer intensive care unit beds, and
» offer fewer psychiatric inpatient services (Needleman and Gaskin, 2002).

ECONOMIC AND SOCIAL IMPLICATIONS OF
UNINSURANCE WITHIN COMMUNITIES

Over the past two decades the uninsured rate nationally has grown slowly but
steadily, despite an increasingly tight labor market that expanded employment-
based coverage and yielded tax revenues to expand public coverage. Present
economic trends have changed from boom to economic recession and, absent
major policy interventions, indicate a continuing rise in this rate. Health care cost
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and health insurance premium increases are projected to add to the ranks of the
uninsured (Chernew et al., 2002; Cutler, 2002).

Health insurance is not the solution to all communal ills; nevertheless, the
Committee hypothesizes that its presence or absence can make a substantial differ-
ence for a community’s economic fortunes. The costs of care for uninsured
Americans are passed down to taxpayers and consumers of health care in the forms
of higher taxes and higher prices for services and insurance. Locally, residents are
likely to subsidize care for their uninsured neighbors through taxes and higher
prices for health services and health insurance in their community. The tax bur-
dens of funding care for uninsured residents is more concentrated locally than is
the burden of Medicaid finance or other insurance-based public programs in
which the federal government participates.

For communities as for individuals and families, uninsurance can be associated
with a loss of income and increased expenditures that weaken shared economic
and social foundations. Increased public sector support for or reimbursement of
providers for uncompensated care delivered to uninsured persons requires that
additional public revenues be raised, resources be diverted from other public
purposes, or budget cuts be imposed, adversely affecting all members of the
community and potentially increasing the number of uninsured persons.

State and local governments’ capacity to finance health care for uninsured
persons tends to be weakest at times when the demand for such care is likely to be
highest, namely, during economic recessions. While health insurance programs
such as Medicaid also make claims on state tax revenues, the incidence of the tax
burden for federal or shared federal-state financing programs falls more broadly
upon American taxpayers and can alleviate some of the financial demands that
uninsurance places on disproportionately affected communities. As a result, the
communities most in need of tax-subsidized assistance to health services institu-
tions and providers may be the least likely to be able to afford to finance care for
uninsured and underserved persons (Lewin and Altman, 2000).

Budget Implications for States and Localities

During the 1990s, the fiscal capacity and resources of the states for spending
on health programs grew. Starting in 1999, states have increasingly been experi-
encing hard times, with economic recession, federal cuts to Medicare and Medic-
aid, and public resistance to raising taxes (Dixon and Cox, 2002; Lutzky et al.,
2002). Many states plan to cut Medicaid spending in the coming years (Smith et
al., 2002). The consequences of these responses are likely to result simultaneously
in lower public funding for health insurance, fewer public funds available for other
purposes, and higher taxes. States’ ability to levy taxes and their tax structures
constrain revenue increases to support care for uninsured persons. The federal-
state financing structure of Medicaid places great demands on state budgets even as
it provides federal monies to the states. Medicaid’s federal match is designed to
provide relatively greater federal support to those states with lower average per-
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sonal income; however, it only imperfectly reflects relative state needs (Miller,
2002b).

Economic Base and the Potential for Development

How health care contributes to the economic vitality of communities and
how uninsurance within a community affects the local economy overall are poorly
documented (Doeksen et al., 1997). A high uninsured rate may both indicate and
contribute to an area’s economic challenges as it reflects the relative availability of
employment-based coverage. Coverage is less likely to be available in areas with a
lower-waged labor force.

A high uninsured rate and the corresponding burden of uncompensated care
on the local health care system may threaten the survival of individual providers or
hospitals, reducing the viability of the economic base of the community. These
hypothesized effects are easier to measure in rural than in urban areas because of
the smaller scale and simpler scope of rural economies and the influential eco-
nomic role of local hospitals in rural areas (Doceksen et al., 1997; Cordes et al.,
1999; Colgan, 2002). Public financing, particularly through Medicare and Medic-
aid, is especially important for the rural health services infrastructure (Cordes,
1998). These dollars, spent locally, can be a source of new jobs, population
growth, and tax revenues, making hospitals a form of economic development that
brings outside dollars into the community (Cordes et al., 1999). Rural hospital
closings are also associated with the loss of community physicians, and the jobs and
tax revenues that private practices generate (Hartley et al., 1994; Doecksen et al.,
1997).

UNINSURANCE AND COMMUNITY HEALTH

The health of the community itself, including its insured as well as uninsured
residents, may be compromised by high levels of uninsurance. The sheer number
of uninsured persons in an area contributes disproportionately to the community’s
burden of disease and disability, because of the poorer health of uninsured com-
munity members and from spillover effects on other residents. The mechanisms
for this can be as diverse as the spread of communicable diseases and the paucity or
loss of primary care service capacity as a result of physicians’ location decisions,
cutbacks in clinic staffing and hours, or outright closures.

Area-wide rates of potentially avoidable hospitalizations serve not only as
indicators of access to care but also as measures of the acuity of illness experienced
within a population and the efficiency with which health care is provided overall.
Uninsured patients are more likely to experience avoidable hospitalizations than
are privately insured patients when measured as the proportion of all hospitaliza-
tions, and studies consistently report substantially higher rates of these hospitaliza-
tions in lower-income areas (Billings et al., 1993, 1996; Millman, 1993; Bindman
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et al., 1995; Pappas et al.,, 1997). Uninsurance is likely to contribute to these
higher rates.

Public Health and Community Uninsurance

The intentional dispersal of anthrax through the U.S. mail in late 2001
exposed yet another way in which uninsurance could threaten community health,
when the impaired access to care of uninsured persons means delays in detecting,
treating, and monitoring the transmission of infectious diseases linked to
bioterrorism (Wynia and Gostin, 2002; IOM, forthcoming 2003). As public and
policy attention turned to the country’s emergency preparedness, the weaknesses
of the highly fragmented public and private health care systems became apparent.
This fragmentation and minimal capacity for communication across systems and
types of care hamper the ability of a community to respond rapidly and effectively
to an unfamiliar threat to the public’s health.

Public health includes the key functions of assessing population health, devel-
oping policy solutions for problems identified, and ensuring that problems are
addressed by the solutions devised (IOM, 1988). Many health departments also
care for uninsured residents who have difficulty gaining access to care in other
settings. In many parts of the country, health department officials have expressed
their perceptions of being caught between the increasing demand and need for
care of growing numbers of uninsured persons and diminished budgets (IOM,
1988, forthcoming 2003; Lewin and Altman, 2000).

Efforts to meet the personal health care needs of uninsured residents place
considerable demands upon local health department resources and may divert
funds from population-based public health activities. This diversion of resources
undermines communities’ capacity to prepare for emergencies and bioterrorist
threats. National planning for the vaccination of some or all of the U.S. population
against smallpox is coming up against the capacity limitations of public health
departments, unless there is an infusion of new federal funds.

Communicable disease control is a core function of public health depart-
ments. The Committee hypothesizes that the presence of sizable uninsured popu-
lations without reliable access to care means that both population immunization
levels and communicable disease rates are likely to be worse than they otherwise
would be if everyone in the United States had health insurance. For example,
underimmunization of children increases the vulnerability of entire communities
to outbreaks of diseases such as measles, whooping cough, and rubella (IOM,
2000). Because uninsured families and children tend to live in neighborhoods with
higher-than-average uninsured rates and are likely to go without immunizations,
all who live in these communities are at greater risk.

Another consequence of community uninsurance may be a greater risk of the
transmission of the virus that causes HIV/AIDS especially for members of groups
that are already at greater risk for becoming infected. Almost 20 percent of all
persons with HIV infection are uninsured and they tend to experience greater
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difficulties in obtaining access to timely and appropriate care (Sorvillo et al., 1999;
Kates and Sorian, 2000; IOM, 2002a). Persons who are HIV positive and unin-
sured are also more likely to be unaware of their infectious state than are seroposi-
tive persons with health insurance, either public or private (Bozzette et al., 1998).

SUMMARY

The Committee draws two conclusions based on its expert judgement and
the sufficiency of the evidence base.

1. A community’s high uninsured rate has adverse consequences for
the community’s health care institutions and providers. These con-
sequences reduce access to clinic-based primary care, specialty ser-
vices, and hospital-based care, particularly emergency medical ser-
vices and trauma care.

2. Research is needed to more clearly define the size, strength, and
scope of adverse community effects that are plausible consequences
of uninsurance. These include potentially deleterious effects on ac-
cess to primary and preventive health care, specialty care, the un-
derlying social and economic vitality of communities, public health
capacity, and overall population health.

What we don’t know can hurt us. There is much that is not understood about
the relationships between health services delivery and financing mechanisms and
even less about how the current structure and performance of the American health
care enterprise affect communities’ economies and the quality of social and politi-
cal life in this country. Because policy makers and researchers have not asked or
examined these questions through comprehensive and systematic research and
analysis, there is a limited body of evidence of mixed quality on community
effects.

The Committee believes, however, that it is both mistaken and
dangerous to assume that the prevalence of uninsurance in the United
States harms only those who are uninsured. It calls for further research to
examine the effects of uninsurance at the community level but nonetheless be-
lieves there is sufficient evidence to justify the adoption of policies to address the
lack of health insurance in the nation (Corrigan et al., 2002). Rather, the call for
more research is to say that, as long as we as a nation tolerate the status quo, we
should more fully understand the implications and consequences of our stalemated
national health policy.
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Introduction

In A Shared Destiny: Community Effects of Uninsurance, the fourth report of the
Institute of Medicine (IOM) Committee on the Consequences of Uninsurance,
the Committee expands its focus from the adverse impacts of lack of health
coverage on uninsured individuals and their families to examine the potential and
likely indirect effects of the failure to insure all on their community. The Com-
mittee hypothesizes that the community overall experiences these effects largely
through the problems that uninsurance poses for local health care institutions and
services. In its phased study of the widespread and persistent lack of health insur-
ance in the United States, the Committee has tried to convey the interrelated and
systemic nature of the problems related to uninsurance. That perspective is espe-
cially important for this report, in which the Committee develops a series of
hypotheses about community effects, assesses the evidence pertaining to these
hypotheses, and proposes a research agenda to better document and understand
those effects that cannot now be quantified or are poorly documented.

The towns, cities, and rural areas of the United States are home to a substan-
tial number of uninsured persons. In 2000, an estimated 58 million people lived in
families in which at least one member was uninsured (IOM, 2002b). In 2001,
approximately 41 million Americans lacked health insurance coverage (Mills,
2002). The proportion of uninsured Americans rose steadily between the late
1970s and the late 1990s (IOM, 2001a). After a slight dip in 1999 and 2000, the
national uninsured rate and number are increasing once again, with one out of six
(16.5 percent) of those under age 65 lacking health care coverage.

The South and West, the most populous regions in the United States, are
home to the greatest numbers of uninsured persons (an estimated 16.6 million and
11.2 million, respectively) (Mills, 2002; all numbers are for persons under 65 years
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old and for the year 2001). The West South Central, Pacific, and Mountain
regions, with uninsured rates of 24.3 percent, 19.7 percent, and 18.6 percent,
respectively, have uninsured rates well above the national average (16.5 percent).
The states with the highest number of uninsured persons tend to be those with the
largest populations, including California (6.7 million uninsured), Texas (4.9 mil-
lion), New York (2.9 million), and Florida (2.8 million). Uninsured rates show
less of a direct relationship with population size; the border state of New Mexico,
for example, is home to just 1 percent of the uninsured population nationally (an
estimated 400,000 uninsured persons) but has one of the highest uninsured rates
(23.9 percent) of all the states. Reflecting the predominantly urban location of the
U.S. population, 82 percent of uninsured persons live in urban areas. However,
urban and rural (non-urban) residents are about equally likely to be uninsured
(rates of 16.5 percent and 16.8 percent, respectively). See Tables C.1, C.2, and
C.3 for more information about the regional distribution of the uninsured popu-
lation.

Coverage Matters: Insurance and Health Care, the Committee’s first report, shows
that uninsured persons in the United States are predominantly workers or mem-
bers of families in which someone had paid employment. It finds that many
Americans lacked coverage because their employers did not offer it and workers
were unable to afford policies without an employer contribution. Coverage Matters
also identifies the unstable nature of health insurance coverage for Americans
younger than 65—those with coverage today could lose it tomorrow for any
number of reasons. However, at age 65, virtually everyone becomes permanently
entitled to Medicare coverage.

The second report, Care Without Coverage: Too Little, Too Late, compares
health outcomes for insured and uninsured adults, concluding that the lack of
health insurance results in consistently worse health outcomes, including prema-
ture death, for adults. These poor outcomes result from deficits in access, use, and
quality of health care across the spectrum of preventive, acute, and chronic care
services.

Health Insurance Is a Family Matter, the Committee’s third report, breaks new
ground in examining the effects of a lack of coverage by anyone in a family on the
family as a whole and the implications for children’s health when they or their
parents do not have coverage. The Committee concludes in its third report that
the health, emotional well-being, and financial stability of families are at risk when
even one member is uninsured. Thus, at a time when an estimated 38 million
Americans lacked coverage (2000), another 20 million insured family members
shared the financial risk and threats to peace of mind and even to their own health.

The lack of health insurance coverage within a population is frequently
understood as a problem only for those who are immediately affected, namely,
those without coverage and their families. A Shared Destiny explores whether and
how many of us can be aftected by the stark differences in financial access and
resources available to those who have and those who don’t have health insurance.
Our health care institutions and the vitality of our neighborhoods, cities, towns,
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and rural communities can be imperiled by the lack of financing for and access to
health services for some of us. Our major medical institutions of care and healing
are not, nor should they be, gated communities. They should serve everyone.
The provision of health insurance is both a private and a public undertaking.
Fully 25 percent of Americans have insurance through public programs.! More
than three-fifths of the population is covered by employment-based health plans
(Mills, 2002). Despite the characterization of Americans as proudly self-reliant and
individualistic, we nonetheless participate in each other’s fate in sickness and in
health. This report contributes to our understanding of how this sharing occurs.

A SYSTEMS APPROACH TO THE PROBLEMS OF
UNINSURANCE

Statements of value and purpose articulated by the IOM Committee on the
Quality of Health Care in America in Crossing the Quality Chasm provide a
unifying focus for this report (IOM, 2001b, pp. 1,6):

Americans should be able to count on receiving care that meets their needs and
is based on the best scientific knowledge ... the single, overarching purpose of
the American health care system as a whole ... is to continually reduce the
burden of illness, injury and disability, and to improve the health and function-
ing of the people of the United States.

These goals for the nation’s health care system are not conditioned on having
health insurance; all Americans should be able to receive needed and effective
care. Care Without Coverage and Health Insurance Is a Family Matter have docu-
mented the lesser effectiveness of health care received by uninsured persons,
notably for those with chronic conditions, which are a major priority for quality
improvement efforts. Yet uninsured populations undermine health systems’ qual-
ity improvement for reasons beyond the kind of care that uninsured persons
themselves receive. To the extent that health care institutions have uncompen-
sated care burdens, investments in state-of-the-art information technology, creat-
ing multi-disciplinary care teams, and other aspects of the health services infra-
structure are less feasible (IOM, 2001b).

The importance of understanding the health care enterprise as a complex
system 1s a contribution of the recent national movement to improve the quality
and safety of health care services. This joint public—private effort has focused on
increasing the reliability of ever more complex medical care and broadening the
understanding of effective health care interventions to encompass the patient or
consumer at the center, teams of professionals, and community-based health-
related activities.

IThis includes 11 percent of the U.S. population that has both public and private health insurance,
for example, Medicare plus a private supplemental insurance policy (Mills, 2002).
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The Institute of Medicine’s recent work in quality of care—Primary Care:
America’s Health in a New Era (Donaldson et al. 1996), To Err Is Human (Kohn et
al., 1999), Crossing the Quality Chasm (IOM, 2001b), and Envisioning the National
Health Care Quality Report (Hurtado et al., 2001)—contribute comprehensive and
system-focused visions of the proper and attainable goals of the American health
care enterprise. These reports also propose strategies for achieving such goals.
Likewise, Unequal Treatment: Confronting Racial and Ethnic Disparities in Health Care
(Smedley et al., 2002) and a related report, Guidance for the National Healthcare
Disparities Report (Swift, 2002) examines systemic biases and inequities in health
services delivery and proposed strategies and diagnostic tools to remedy them. The
capacity and performance of the nation’s public health infrastructure have also
been the subject of a comprehensive assessment and prescription for improvement
in The Future of the Public’s Health in the 21st Century (IOM, forthcoming 2003).

A Shared Destiny extends these diagnoses of systemic weaknesses and opportu-
nities for improvements in American health care to consider the effects of
uninsurance and of the current strategies for addressing it. These factors present
both challenges to the quality and equity of health care and opportunities to
improve the sector’s performance for all Americans.

This report makes three contributions that advance the understanding of
health insurance dynamics at the population level. First, it identifies what is known
and assesses the strength of evidence about possible health, institutional, and
economic consequences of sizable uninsured populations for communities. Meet-
ing this first objective engaged a second, more ambitious task, namely, to articulate
a new analytic framework that traces plausible causal pathways from uninsurance
to a number of effects on population groups or communities. This conceptual
work allows the Committee to identify probable steps involved in moving from a
hypothesized causal factor, such as a metropolitan area’s higher-than-average un-
insured rate, to effects such as changes in the area’s health services capacity.
Questions that emerge from such an examination include the following:

*  Which services and facilities do those who have health insurance and those
without it share, and how does the degree of integration or segregation of these
two populations within particular institutions affect health care service quality and
capacity throughout the community?

e Who ultimately pays for the care that uninsured Americans receive?

* How and to what extent are health care facilities and, more broadly, civic
institutions and community economic development aftected by the presence of a
sizable uninsured population?

* How does the health status and access to health services of uninsured
community residents aftect the health and access of others within the same com-
munity?

The Committee hypothesizes that indirect and sometimes obscure “spillover”
or “secondhand” eftects of uninsurance on the community at large can be consid-
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erable. These spillover effects have not been fully articulated or well documented
in studies and evaluations, however. Many of these questions about community-
level impacts of uninsurance cannot be answered satisfactorily with currently
available statistical information and studies. Hence, the third contribution of this
report is to propose an agenda for additional conceptual and empirical research
that would examine community-level effects of uninsurance more directly and
thoroughly.

DEFINITION OF “"COMMUNITY”

Just which collective of people is considered to be a community depends on
what activities or interests are at issue. In health policy analysis, the term “commu-
nity” has evoked a variety of social, political, and economic concerns that have
changed over time (Schlesinger, 1997; Ricketts, 2002). Communities may be
defined broadly along a number of dimensions, alone or in combination:

*  Geographically (in terms of patterns of settlement)

* Politically (in terms of government units or jurisdictions)

* Socially (in terms of schools, clubs, voluntary associations)

* Economically (in terms of market or health services areas)

e Culturally and historically (in terms of shared identities or interests)

The size of an area defined as a community, and what characteristics are taken
into consideration in this definition, ideally are related to the questions of concern
and influence the ability to observe the processes and outcomes hypothesized to be
taking place (Diez-Roux, 2001). The units in which data about health care
utilization, health status, and health resources are collected and reported shape the
Committee’s approach to assessing community effects. In practical terms, the
particular unit of analysis specified as a community also reflects issues of data
availability. Throughout this report, the actual unit of analysis is noted in discuss-
ing the results and findings of specific studies.

For the purposes of this report, the Committee defines a community as a
group of people that (1) lives in a particular geographic area and (2) has access to
a specific set of health resources for which there are data about financial and
health-related outcomes. Most statistical information is collected and organized
around politically and economically defined communities that are also geographi-
cally distinct, for example, single political jurisdictions (cities, counties, states) or
the catchment area of a hospital. Consequently, much of the information available
about uninsured people is aggregated into these units of analysis. In addition, like
many forms of services, health care is delivered and received in person; thus,
geographically defined communities are the predominant unit of analysis in this
report.

Because of the variation in existing evidence regarding community eftects,
the Committee uses the term community in this report to refer to locations as
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small as neighborhoods and as large as states. How expansive a community is
specified to be depends partly on the patterns of social and economic interaction
that are being analyzed and also on population density. For example, the commu-
nity that shares primary care resources such as physician practices and clinics
may be relatively small and local, while the community sharing an advanced
trauma care facility may encompass an entire metropolitan area and adjacent rural
counties.

CONCEPTUALIZING COMMUNITY EFFECTS OF
UNINSURANCE

Although we often think of the impact of an injury in very personal terms, an
injury to one may also be an injury to all. Consider the following examples. When
alocal hospital can no longer absorb the costs of serving uninsured patients in need
of care and cuts back on staffed inpatient beds as a result, all members of the
community served by the hospital are likely to experience reduced access to care.
The effects do not stop there. In an effort to keep beds staffed, the hospital may
contain costs by cutting staff in other departments, or, if the hospital cuts back its
nursing staft, patient safety and the quality of care would be reduced for all
patients. Alternatively, the hospital may turn to local, state, or federal governments
for revenue to offset the costs of caring for uninsured persons, thereby increasing
the tax burden on all residents or reducing other public services. Also, if public
health department funds are diverted from communicable disease control pro-
grams to support hospital services for medically indigent residents, the health of all
community members is put at risk. As these scenarios illustrate, the effects of
uninsurance can be wide-ranging and significant.

The experiences of uninsured individuals and of families within a community
influence the collective and aggregate effects of uninsurance on their community.
These collective and aggregate effects are the subject of this report. This section
first illustrates how these collective and aggregate effects can be distinguished from
individual and family effects and presents the broader conceptual framework in
which this report’s analysis is grounded. The next section discusses research meth-
ods used in this report, and the section following that sets out the working
hypotheses about specific community effects that guided the Committee’s investi-
gation.

The Committee’s analysis in each of its reports has been based on a general
framework presented in Coverage Matters.> This framework links individual and
collective factors, including health status, financial resources, and health services
capacity to the use of health care services and ultimately to a variety of health-
related and financial outcomes. These include aggregate community characteristics

2The precursors of this model can be found in Andersen and Aday (1978) and Andersen and
Davidson (2001).
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such as population health and uninsured rate, as well as ecological characteristics
such as economic vitality and social cohesion, measures that are not reducible to
individuals’ characteristics. Factors at both the individual and the community
levels determine the extent and quality of individuals’ access to health care
(Andersen et al., 2002). Appendix A depicts both the general conceptual frame-
work and the Committee’s modification of it to guide the analysis in this report.

The causal pathways hypothesized for community effects incorporate the
experiences of uninsured individuals and families as well as the performance of
health care institutions and providers. The Committee’s conceptual framework for
hypothesizing about pathways through which community effects are exerted and
the breadth and scope of community effects builds selectively on a widely used
behavioral model of access to health services (Andersen, 1995; Andersen and
Davidson, 2001; see Figure 1.1).

The conceptual framework focuses primarily on the economic, financial, and
coverage-related factors that facilitate or impede access to health services. The
health, social, and economic consequences of delayed or forgone health care for
uninsured individuals and families (as depicted in the two boxes labeled “adverse
health outcomes for uninsured” and “adverse economic effects”) can result in a
greater burden of disease and disability for the community overall as well as
erosion of the capacity for timely and appropriate health services delivery in the
community. To the extent that uninsured individuals and their families obtain
health services, the uncompensated care burden on local providers and facilities (as
depicted in the box labeled “lower revenues for providers and facilities”) serves as
another pathway to community effects because it leads to (1) pressures to increase
public spending to subsidize care for uninsured persons, (2) increased costs for
health care and for health insurance, and (3) financially destabilized local health
services. As a result, all members of the community may potentially experience
diminished access to and quality of health services, as well as a greater burden of
disease and disability. These hypothesized pathways and eftects will be discussed in
greater depth in the sections that follow; see Appendix A for a more detailed
discussion of the conceptual framework.

The Committee’s definitions of health insurance and uninsured status are
consistent with those adopted in its previous reports. Health insurance is defined
by the Committee as financial coverage for basic hospital and ambulatory care
services provided through employment-based indemnity, service-benefit, or man-
aged care plans; individually purchased health insurance policies; public programs
such as Medicare, Medicaid, and the State Children’s Health Insurance Program,
and other state-sponsored health plans for specified populations. Uninsured refers
to persons without any form of public or private coverage for hospital and outpa-
tient care for any length of time. The Committee does not attempt to address the
condition of underinsurance, by which is meant individuals or families whose
health insurance policy or benefits plan offers less than adequate coverage. The
problems faced by the underinsured are in some respects similar to those faced by
the uninsured, although they are generally less severe. Uninsurance and underin-
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surance, however, involve distinctly diftferent policy issues, and the strategies for
addressing them may differ. Throughout the Committee’s series of reports, the
main focus is on persons with no health insurance and thus no assistance in paying
for health care beyond what is available through charity and safety net arrange-
ments.

This report looks at what happens, and what reasonably may be expected to
happen, to a community when one community-level variable, namely, the local
uninsured rate, is relatively high or on the rise. Of course, the uninsured rate
within a community is closely related to a number of other aggregate characteris-
tics that affect health or economic outcomes such as educational attainment, family
income, and industrial composition (Shi, 2000, 2001; IOM, 2001a). Studies that
attempt to measure the impact of uninsurance on community-level outcomes face
the challenge of factoring out or analytically accounting for these covariates of
health insurances that can be expected to affect the outcomes of interest. Through-
out this report, the extent and nature of any analytic controls for covarying
community characteristics are included in the descriptions of studies cited.

Figure 1.2 graphically depicts the overlap and interplay of individual charac-
teristics, including health insurance status, with community-level factors, includ-
ing the local uninsured rate, with another factor, the quality of the health care
system, to determine individual and population-wide access to appropriate health
care and other health outcomes. Insurance status functions as both a community-
level and an individual-level characteristic that influences receipt of appropriate
care in conjunction with characteristics of the health care system. The shaded
portion of the figure, where all three spheres overlap, represents individual and
aggregate population outcomes for a particular health condition. As depicted in
this diagram, the outcome at the individual level is affected not only by the
individual’s own features but also by those of the community collectively. The
outcome at the population level is more than the summation of individuals’
independent experiences; it includes the effect of community factors such as the
local uninsured rate.

Figure 1.3 presents two graphs for comparison to illustrate the phenomenon
of a community-level effect of the local uninsured rate on individuals’ access to
care, over and above the effect of personal health insurance status. This pair of
diagrams simplifies what is a much more complicated set of relationships among
multiple individual and community factors that affect measures of access such as a
physician visit within the year (e.g., those shown in Figure 1.2), but its simplicity
allows for a clearer depiction of the hypothesized community-level eftect. Graphs
A and B each chart the percentage of two distinct population groups, Insured and
Uninsured, that have a physician visit within a year (an outcome variable) against
the local uninsured rate for a number of different communities (e.g., metropolitan
areas). In both graphs, Insured populations are more likely to have had a physician
visit than are Uninsured populations. Graph A represents the case in which there
is no community effect on this outcome variable (a relatively crude measure of
access to health care) because the lines plotted are parallel to the horizontal axis.
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Outcome (e.g., Outcome (e.g.,
percent of percent of
population group population group
with M.D. visit with M.D. visit

in the year) in the year)

Insured Population
Insured Population

Uninsured Population . )
Uninsured Population
Local Uninsured Rate Local Uninsured Rate
(A): No Community Effect (B): Community Effect

FIGURE 1.3 Community effects diagram.

The outcome for each group, Insured and Uninsured, remains constant as the
local uninsured rate increases. Graph B represents the case in which there is a
community effect on the outcome variable because, as the local uninsured rate
increases, the percentage of both the Insured and the Uninsured with a physician
visit within a year decreases, indicated by the downward-sloping line.

METHODS

Despite the acknowledged importance of community effects of uninsurance,
they have rarely been studied directly. As a result, the research literature is slim on
some topics and non-existent on others, making a systematic literature review
impractical for the purposes of this report. Instead, the Committee has chosen to
work from its conceptual framework, discussed above, modified from the frame-
work used for the series of reports and first presented in Coverage Matters.

Search terms for use with PubMed were identified for the topics described in
a background paper prepared for the Committee (Needleman, 2000) and articles
were gathered for the years from 1985 onward, with reference articles and books
included from earlier years. In addition to the bibliography collected for and cited
in the Committee’s previous three reports, a non-systematic literature review was
conducted, using the following terms, singly and in combination: academic medi-
cal centers; charity care; community health centers; cost control; cost-shifting;
costs and cost analysis; crowding; economic development; economics, hospital;
emergency medical services; health facility merger; hospitals, urban; managed
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care; Medicaid; medical indigency; primary care; public assistance; public hospi-
tals; rural health services; rural population; social capital; state government; trauma
centers; uncompensated care. In addition, copies of relevant studies were collected
from foundation, research center, and trade association websites.

For historical framing of current issues, interpretive weight was given to
publications covering the period from the late 1970s through the mid-1990s. For
interpretation of current issues, more interpretive weight was given to publica-
tions covering the period since the mid-1990s, given the changes in the organiza-
tion and financing of health services delivery, for example, the advent of Medicare
prospective payment in the early 1980s and the spread of state Medicaid managed
care contracting in the early 1990s.

The variation in state and local uninsured rates offers one of the best oppor-
tunities to detect the effects of uninsurance on community health care services,
institutions, and population health. The Committee attempts to identify the na-
ture, size, and significance of these community eftects by comparing geographi-
cally defined communities in which differing proportions of the population lack
health insurance, focusing in particular on areas (municipalities, metropolitan
areas, rural counties, states, and regions) that have disproportionately large unin-
sured populations. Because the impacts on rural communities are likely to differ
from those in urban areas, rural areas are examined separately and in some detail
throughout the report. In addition, states and larger geographic regions exhibit
different patterns of health insurance coverage and uninsurance, with some states
having relatively uniform uninsured rates throughout and others encompassing
communities and substate areas with highly disparate uninsured rates. Appendix B
describes and provides examples of distinctive patterns of uninsurance within and
among states across the country.

The Committee has described and noted the limitations of the major national
databases and surveys that provide information about health insurance coverage,
health care expenditures, service utilization, and access to health care in its previ-
ous three reports. The reader is referred to those sources, particularly Coverage
Matters, Appendix B (IOM, 2001a), and Care Without Coverage, Chapter 2 (IOM,
2002a), for reviews of the data sets that are the basis for much of the national-level
research reported in this report. When particular studies are cited in this report,
the accompanying discussion notes the relevant features and limitations of the data
and methodology used.

WORKING HYPOTHESES ABOUT COMMUNITY
EFFECTS

According to the Committee’s conceptual framework (Figure 1.1), the com-
ponents and users of the health care system are interrelated, with the process of
health care influenced by individual, family, and community-level resources, char-
acteristics, and needs and with feedback or adaptation as part of this process. On
the basis of this framework, the Committee hypothesizes that a community with
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both insured and uninsured residents—that is to say, all American communities—
is likely to be affected by the incomplete coverage status and diminished access to
health care experienced by its uninsured population. In other words, uninsurance
is likely to have spillover effects on the lives of people with insurance as well as
those without it. For example, low- to moderate-income residents in cities with a
higher-than-average uninsured rate report having less access to health services,
compared to residents in cities with a lower-than-average uninsured rate (Brown
et al., 2000; Andersen et al., 2002; see discussion in Chapter 2). At the same time,
some members of a single community and some communities overall may be less
subject to spillover effects from uninsured populations than others are. In the case
of community-wide access to care cited above, it is low-income residents, not
higher-income residents, whose access to care is affected by high community
uninsured rates.

This section sets out the working hypotheses that motivate the lines of inves-
tigation the Committee pursued to determine whether and how commounities as a
whole are affected by the presence of substantial uninsurance among their popu-
lace. In each chapter that follows, the Committee specifies the strength and quality
of the evidentiary base upon which its findings are drawn. Where there are few or
no data or evidence on which to base conclusions about questions central to the
Committee’s hypothesis, questions meriting further research are proposed.

Availability of Health Care Services in the Community

How does uninsurance within a community affect the availability of
local health services? As depicted in Figure 1.1, the Committee hypothesizes
that when faced with uninsured persons who need care, providers such as physi-
cian practices, hospitals, clinics, health departments, and the state and local gov-
ernments that fund and operate facilities take measures to increase revenues from
other sources and to contain their costs in order to balance the effects of uncom-
pensated care. In the case of privately sponsored providers, they may adopt man-
agement strategies that reduce their exposure to uncompensated care costs. Public
and private providers have similar options. They may

* restrict access to or the general availability of health services for uninsured
persons, leaving them to go elsewhere for care or to forgo care;

* raise the funds necessary to cover the uncompensated care costs incurred
by uninsured patients (by means of taxes, higher prices charged to those who do
pay for services, or philanthropy);

* reduce costs significantly, which can affect access (e.g., fewer hours of
service), quality, or safety; or

* provide no care at all to anyone (e.g., close the service).

Any community resident may experience the results of decisions made about
care for those without health insurance when they encounter the local public
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health infrastructure, need emergency medical services, seek primary or special-
ized health care, or use their local hospital for outpatient or inpatient care.

Especially for institutions that serve a high proportion of uninsured patients
such as public hospitals, community health centers, and some academic health
centers, a large or growing number of uninsured persons seeking health care may
destabilize them financially and “tip” a hospital or clinic’s financial margins from
positive to negative. A health care provider’s efforts to avoid this tipping or to
respond in ways that protect the provider’s financial viability may trigger a series of
events, for example, a reduction in hours that services are available or in the
number of staff or active beds (which can lead to increased waiting times or
reduced responsiveness to patients). To protect their financial viability, health care
providers might also eliminate certain services or close the practice or facility.
These events may result in the loss of access to care or lesser quality care.

Primary Care

Does a high or increasing demand for uncompensated care by unin-
sured patients adversely affect the economic viability of ambulatory care
clinics and of private physician practices or lessen the availability of
primary care in a community? The Committee hypothesizes that it does.
Community health centers and other nonprofit clinics depend on public subsidies
as well as patient revenues, and many already are providing services at their
capacity. Without new funds to support their operations, they may not be able to
expand to serve new clients (Cunningham, 1996; McAlearney, 2002). In areas
experiencing increasing or high uninsured rates, physicians may refuse to accept
new patients who are uninsured or publicly insured (to limit their financial losses),
decline to establish a practice in an area, or decide to leave the area, resulting in
less availability of services for all community residents.

Emergency Medical Services

Do large numbers of uninsured patients within a community in-
crease utilization of local hospital emergency departments? Does a heavy
uninsured patient load lead hospitals to cut back on emergency and
trauma services? The Committee hypothesizes that relatively high or increasing
local uninsured rates could result in greater emergency department (ED) utiliza-
tion and overcrowding. However, hospital ED overcrowding is also aftected by a
number of other factors (including, for example, the availability of staffed inpatient
beds in the same hospital and fewer restrictions on the use of ED services by
managed care plans), which makes it difficult to tease out any contribution that the
use of EDs by those without insurance makes to overcrowding. Evidence from the
1980s suggests that some of the closings of hospital trauma services may be attrib-
utable to a high uncompensated care burden, in turn associated with a heavy
uninsured patient load (Dailey et al., 1992; Fleming et al., 1992).
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Specialty Services?

Do high uninsured rates jeopardize the availability of specialty ser-
vices from physicians, clinics, and hospitals? The Committee hypothesizes
that relatively high uninsured rates discourage the provision of specialty care in a
community. In the 1980s, for-profit hospitals were less likely to offer unprofitable
services viewed as community benefits, such as emergency and trauma services,
and certain kinds of specialty care, such as burn units or pediatric intensive care,
that are disproportionately used by uninsured patients and are also less likely to be
reimbursed fully by insurers (Gray, 1986; Needleman, 1999). Similar strains on
hospitals that disproportionately serve uninsured patients may adversely affect
access to care for all community residents, since these hospitals, which are often
public facilities or academic health centers, are more likely than other facilities to
provide health professions training and specialty services (burn, pediatric neonatal
intensive care, trauma, psychiatry, AIDS care). Many of these highly specialized
services and community resources are particularly crucial when natural or man-
made disasters strike and could be considered an aspect of “homeland security.”

Hospital Outpatient and Inpatient Care

How are hospital outpatient services and inpatient care affected by
the level of uninsurance within the community? The Committee hypoth-
esizes that because hospitals are the locus of much of the more costly care provided
to uninsured Americans, hospitals in communities with relatively high uninsured
rates would show evidence of financial stress and fewer services as a result. Hospi-
tals are particularly likely to be faced with the cumulative effects of inadequate care
for chronic conditions, exacerbated acute illnesses, and delayed treatment among
uninsured patients (IOM, 2002a). Many hospitals operate with narrow financial
margins that leave little room to subsidize the uncompensated care associated with
treating uninsured patients. A high uninsured rate over time or an increase in the
number of uninsured patients is likely to reduce a hospital’s financial margin or
even result in operating losses. Without a source of public or private funds to
cover the costs of uncompensated care, hospitals may trim the hours and availabil-
ity of services, particularly of its emergency department, obtain private capital
through conversion from public to private status (with the potential loss of access
to care previously guaranteed at a public facility), or close some or all of their
operations entirely, leaving all community residents to seek services elsewhere.

3Specialty services are defined as services other than primary care, general internal medicine,
pediatrics, gerontology, obstetrics, and gynecology. Emergency medicine, radiology, neurology, or-
thopedics, and surgery are considered types of specialty services.
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Economic Consequences

Taxation and Spending Implications for Localities, States, and the
Nation

How does the uncompensated care provided to uninsured persons
affect public revenues and spending? As depicted in Figure 1.1, the Commit-
tee hypothesizes that state and local tax rates are affected by the demands for
uncompensated care within these jurisdictions. Because subsidized and free care 1s
supported by government and philanthropic funds as well as by revenues gener-
ated from insured patients, economic effects on communities with relatively high
uninsured rates may include higher taxes, fewer philanthropic dollars available for
other purposes, and higher costs for health services. In some states, tobacco settle-
ment dollars have been devoted to improving access to care for uninsured persons,
providing a new revenue stream to subsidize uncompensated care and delaying the
need to limit services if other revenues, such as increased taxes, are not forthcom-
ing. However, tobacco settlement monies need not be spent on health programs,
and states are increasingly using these funds for other purposes, including covering
general budget deficits (Dixon and Cox, 2002).

Economic Base

If physicians, clinics, or hospitals cut their services or close their
doors for reasons related to a high or growing uninsured rate, would
employees in the health and local service sectors lose their jobs and is the
local economy affected as a result? The Committee hypothesizes that local
economies are affected by reductions in health services capacity and that such
impacts are more easily documented in rural than in urban communities. In rural
areas, the loss of local health professionals and jobs may mean less income gener-
ated and spent locally, with less tax revenue available for the entire range of public
endeavors including education, social services, and health care. In urban areas,
where there are more options for health services and a greater number of employ-
ers, the relationship between uninsurance and the local economy is likely to be
mediated by many other factors and thus be harder to detect.

Community Health

How does the local or state uninsured rate affect the health of the
whole population? As depicted in Figure 1.1, the Committee hypothesizes that
communities with relatively high uninsured rates have worse overall population
health than those with relatively low uninsured rates. Further, it hypothesizes that
these differences can be attributed not only to the worse health status of uninsured
persons within the population but also to spillover effects of uninsured populations
on those with health insurance. Measures of population health that might be
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affected in this way include general health status, rates of communicable disease,
disability rates, and hospitalizations for conditions amenable to treatment on an
ambulatory basis.

A high or rising uninsured rate within a community may result in the reallo-
cation of public funds and staff resources away from public health programs that
serve all members of the community and toward direct services delivery urgently
needed by low-income uninsured persons (IOM, 1988, forthcoming 2003). This
is especially likely if there is little political support for raising state or local tax
revenues to support direct services delivery and if other revenue sources (e.g.,
tobacco settlement monies) are not available.

The redeployment of public health agency resources away from population
health activities to provide personal health care services to uninsured residents,
along with the general underutilization of and limited access to care by uninsured
members of the community can fuel the spread of disease and undermine commu-
nicable disease control efforts (e.g., tuberculosis, sexually transmitted diseases);
prevention activities, such as immunization programs and antismoking educational
campaigns; health protection activities such as food safety inspections and pollu-
tion control; and the increasingly essential surveillance of unusual disease out-
breaks that can indicate the possibility of bioterrorism.

LIMITATIONS OF THIS STUDY

Identifying and interpreting potential community effects poses several analyti-
cal challenges. As noted above, many factors are correlated with both individual
and community-level health insurance status (e.g., educational attainment, in-
come, and job type). In addition, the relationships between a community’s at-
tributes (e.g., median educational attainment, income, employment opportunities)
and the effects of uninsurance (e.g., population health status) are interdependent.
Because the studies reviewed in this report are observational and (for the most
part) cross-sectional in design, it is more difficult to infer causal relationships than
to demonstrate statistical associations among these various factors. Throughout the
report, the kinds of analytic controls and limits on interpretation that apply to
cited studies are noted in the discussion.

Another important issue in considering the evidence base is that information
about impacts of uninsurance on the community as a whole is often inferred rather
than observed directly. For example, the inverse relationship between the funding
of public health activities in relation to state and local health departments’ provi-
sion of personal health services has been documented over several decades (IOM,
1988, forthcoming 2003; Fairbrother et al., 2000), but the extent of the provision
of uncompensated care to medically indigent residents has not necessarily been
analyzed as a function of local uninsured rates. It may take several logical steps or
links to make a connection between the hypothesized cause and effects. One
objective of this report is to describe these steps and point out the linkages that can
be made with existing data and research.
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The lack of empirically validated measures by which community-level at-
tributes, such as the adequacy of specialty care resources within a neighborhood,
can be identified also limits the characterization and recognition of effects of
uninsurance on communities (Andersen et al., 2002). While individuals’ demo-
graphic, social, economic, and health characteristics are commonly collected and
aggregated for population-level analyses (e.g., rates of uninsurance or immuniza-
tion), ecological variables, which are population-level characteristics that are not
created by aggregation of individual-level measures, are much less frequently used
in health services research (Sampson and Morenoft, 2000; Diez-Roux, 2001).
One example of such an ecological variable would be the presence or absence of
a trauma care center within a city to serve its residents. Another quite different
ecological measure would be the degree of mutual trust among the city’s residents,
based on attitudinal surveys.

Assessing community-level impacts of uninsured populations is made more
difficult by ongoing and rapid changes in the organization and financing of health
services. Not only do changes in a community’s uninsured rate affect the financial
margins of community hospitals, but so do changes in Medicare payment policy
and in the relative bargaining power of private insurers and health care institutions.
Finally, institutional and program data often are not available for analysis until
several years later, whereas economic and public policy environments are in
constant flux. This dynamic environment makes it difficult to describe today’s
situation with yesterday’s statistics, because policies, markets, and populations have
changed in the interval.

Recognizing these limitations, the Committee nonetheless believes that the
picture of community-level impacts of uninsured populations provided by this
report, although tentative in some respects, is an important starting point for
developing more definitive evidence in the future. The Committee also believes
that the picture is clear enough to inform some policy choices now.

ORGANIZATION OF THE REPORT

This report provides a new framework for thinking about potential commu-
nity effects of uninsurance. It assesses the evidence that exists and proposes the
research that would be needed to determine the existence and magnitude of other
population effects. In Chapter 2, the Committee describes the context for its
exploration of potential community effects in the history and present functioning
of health care system financing and care for uninsured persons. It presents the
public policies and fiscal structures that support the care of uninsured Americans as
they have evolved to their current form within the larger context of American
health care financing. Chapters 3, 4, and 5 present the Committee’s findings.
Chapter 3 examines how the availability of health care for all members of a
community is affected by local levels of uninsurance. The results of original
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analyses of hospital services and financial margins as affected by local uninsured
rates are presented here. Chapters 4 and 5 discuss the hypothesized mechanisms for
economic impacts on communities and explore likely effects on the health of the
community. A sixth and final chapter presents the Committee’s findings and
conclusions and consolidates the data needs and research questions included in the
earlier chapters into a research agenda.
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Context for Community
Effects: Uninsurance and the
Financing and Delivery of
Health Services

There is no guarantee that uninsured persons will be able to obtain the health
care that they need and no guarantee that if they do get care, it will be adequate or
affordable. Responsibility for financing and providing health care to uninsured
persons in the United States is fragmented and ill-defined, to the extent that this
responsibility exists at all. Many of the Committee’s hypothesized effects of
uninsurance on communities stem from the structure of health care finance and
the patterns of service provision for insured and uninsured Americans that have
emerged over the past half-century. The current structure of safety net and non-
safety net arrangements, along with the mix of public and private funding sources,
was not envisioned or designed as an integrated system; rather, it has resulted from
the aggregation, over time, of multiple initiatives and developments in both the
private and the public sectors. Because the organization and delivery of care are
closely linked to health insurance, the health care needs of persons who lack health
insurance have been of secondary interest, often only as afterthoughts in the
development of public policy.

In this chapter, the Committee describes the ad hoc nature of health care
financing and services for the more than 41 million uninsured Americans. This
information is drawn from both descriptive and analytic, empirical research sources.
It frames the discussions in subsequent chapters of pathways through which com-
munity uninsurance is hypothesized to affect health care institutions, local econo-
mies, and population health. The chapter also documents the magnitude and
distribution among providers of uncompensated care to the uninsured and consid-
ers who, if anyone, is responsible for providing that care.

The chapter is divided into four sections. The first section gives a historical
account of the development of the current programs and arrangements for financ-

34
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ing and providing health care to those without the means to pay (the “medically
indigent”), including people without health insurance. The second and third
sections describe the current mix of public and private financing and delivery
arrangements involved in caring for uninsured persons, including the roles of
government, health care institutions and professionals, and philanthropies and the
issue of shifting costs to, or getting subsidies from, private payers (insurers and
employers). The fourth section is a summary of what 1s known and what remains
to be learned about how the present arrangements for financing and providing
health care generally, and uninsured care in particular, have made uninsurance a
critical and destabilizing factor in local health care markets and community econo-
mies today. Readers who are familiar with this historical background and policy
context may want to turn immediately to the fourth section, which identifies
research questions and data needs and then to Chapters 3 through 6, which
provide the Committee’s findings and conclusions regarding community effects.

HISTORICAL AND ORGANIZATIONAL CONTEXT
OF HEALTH CARE FOR UNINSURED
AMERICANS

Over the past 25 years, federal and state policies to control health care costs
and an increasingly competitive private market for health care services and cover-
age have constrained public payer and commercial reimbursement rates for care.
As a result, there has been an erosion of the previous level of public support and
private cross-subsidy for the uncompensated care costs associated with providing
health services to uninsured persons. The effects of this erosion have been felt
more strongly in communities with large or growing uninsured populations and
by providers (e.g., public hospitals) that serve a high number or proportion of
uninsured persons.

As health insurance has become more central both as a means to access care
and to the support of health care providers and institutions, the presence of sizable
uninsured populations in communities has become a common explanation for, or
the most obvious proximal cause of, health system failings and inefficiencies.
Understanding why and how this has happened requires some appreciation of the
development of the present public and private structures for financing health
services. This historical context also aids an objective appraisal of evidence as to
what health system and community-wide effects can validly be attributed to local
uninsured rates rather than to other aspects of the overall structure of health care
finance.

The public—private amalgam of health insurance mechanisms and the mixed
delivery system of private not-for-profit, private for-profit, and public health care
institutions and services are a legacy of America’s particular history and notions of
the public good. Over the past century in the United States, the concurrent
development of private and public approaches to financing health care (and the
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tension between them) have given shape to American health care services and
institutions (Starr, 1982; Stevens, 1989).

The well-documented story of financing for hospitals illuminates the growing
importance over time of health insurance as a revenue source for health care
providers, the backdrop to the emergence of uninsurance as a health policy issue.
Since the 1940s, hospitals have become increasingly reliant on revenues from
patients to support their budgets and the financial margins on which their survival
and development depend (Stevens, 1989). As health care costs have risen and
coverage has become increasingly important for access to care by individuals and
families, the presence of a sizable uninsured population has meant not only less
access for uninsured persons but also the loss of potential revenues for health care
providers. This section briefly traces the history of uninsurance in the context of
changes in health care financing and delivery. The discussion is divided into three
parts, following a typology proposed by Lynn Etheredge that includes an era in
which health insurance became common (his era of fee-for-service reimburse-
ment), an era of public regulation of pricing, and an era of managed care and
market incentives (Etheredge, 2000).

The Rise of Health Insurance

Before the advent of Medicare and Medicaid in the mid-1960s, persons
without the means to pay for their care relied for the most part on the charity of
individual physicians, hospitals, and clinics in their communities. In the nine-
teenth century and into the early twentieth century, hospital dispensaries and
public hospitals were important locations where medically indigent patients could
obtain medical care, while patients with the means to hire physicians were treated
in their homes. These practices reinforced a two-tier approach to medical care that
was firmly established by the mid-1800s (Rosenberg, 1987).

During the first three decades of the twentieth century, profound changes in
biomedical science and health professions education transformed hospitals into
sites of care for middle-class persons, losing the stigma of the almshouse. The
development of the new hospital and new standards of practice for providers
brought higher prices for health care (Stevens, 1989). The financial consequences
of paying for health care in hospitals became an issue for the middle class. In
response, a variety of private health insurance plans were devised, some adapted
from voluntary “sick funds” organized by immigrant benefit societies, fraternal
orders, and unions. Others, such as Blue Cross, were newly created arrangements
for individuals to pool their risk of incurring major hospital expenses through
modest monthly payments that would relieve the individuals of further financial
obligations should hospitalization be needed (Starr, 1982). Economic disparities in
health services utilization among various income groups, documented by the
Committee on the Costs of Medical Care in a series of studies between 1928 and
1931, were lessened by the 1950s, reflecting the expansion of health insurance
more broadly among the population (Starr, 1982; Andersen and Anderson, 1999).
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Enrollment in private health insurance plans expanded rapidly during the
1940s and 1950s, aided by workplace benefits and favorable federal tax treatment
(Starr, 1982; Numbers, 1985; Gabel, 1999). By 1940, half of the states had enacted
the legal framework for hospital service-benefit plans. These frameworks autho-
rized state insurance commissioners to review the rates of such plans and also
exempted the plans from taxes as charitable organizations. In that year, Blue Cross
plans had a total enrollment of more than 6 million people and commercial
insurers another 3.7 million subscribers (Starr, 1982). By the early 1950s, enroll-
ment in commercial insurance plans and Blue Cross was comparable. In 1953, 29
percent of Americans were covered by commercial carriers, 27 percent by Blue
Cross, and another 7 percent by independent plans, amounting to 63 percent of
the U.S. population (Starr, 1982). Enrollment grew rapidly during the 1950s, then
more slowly in the early 1960s.

As hospitals, physicians, and other providers of care during this era grew to
rely on revenues generated from insurance payments, persons without insurance
found themselves encountering arrangements for care that depended on public
support or charitable donations to cover their unreimbursed expenses or on the
ability of providers to cross-subsidize this care with revenues from insured pa-
tients. Then, as now, public and private nonprofit hospitals alike were widely
considered to be obliged (ethically if not always legally) to provide community
benefits, including uncompensated care to patients without the ability to pay, in
exchange for their tax-supported or tax-exempt status (Clement et al.,, 1994;
Buchmueller and Feldstein, 1996; Trocchio, 1996; Needleman, 2001). Another
source of charitable care came from nonprofit community hospitals’ participation
in the federal Hill-Burton hospital construction program, which from the late
1940s through the early 1970s (through a successor program) provided grants,
loans, and loan guarantees for building and renovation, particularly in rural areas.
Support through this program entailed a legal obligation to serve all community
residents without regard to ability to pay and to provide a percentage of the value
of their original Hill-Burton grant as uncompensated care (Stevens, 1989).! A
third source was federal vendor payments to the states to partially reimburse the
care delivered to medically indigent persons, a predecessor to the Medicaid pro-
gram (Stevens, 1989). Continued inflation in the costs of health care, however,
brought new difficulties for uninsured persons in getting access to care and strained
the capacity of these initiatives to accommodate growing volumes and costs of
uncompensated care.

The passage of the Medicare and Medicaid programs as amendments to the

1 Although bonds issued under the authorities of states and localities to finance the capital construc-
tion costs of hospitals (which may be public, nonprofit, or for-profit institutions) are federally tax
exempt, this financial privilege does not entail any explicit community service obligation akin to the
Hill-Burton requirement.

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

38 A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

Social Security Act in the mid-1960s brought the promise of universal coverage
and more stable financial footing for health care providers by filling significant gaps
in coverage in the general population (Lewis, 1983; Stevens, 1989). Medicare and
Medicaid expanded insurance-based financing for those over 65, the disabled, and
single-parent families receiving income assistance. These programs preserved the
ability of hospitals to charge and be reimbursed more than the direct costs in-
volved in caring for the insured patient.> However, because Medicare and Med-
icaid reimbursed for what were called contractual allowances (negotiated rates)
rather than whatever fees a hospital might choose to charge for its services,
implementation of these public insurance programs brought with it new concerns
on the part of private payers that they would end up cross-subsidizing the
unreimbursed expenses of publicly insured patients (Stevens, 1989).

The two programs filled some but not all existing gaps in coverage, with
Medicare limited to persons at least 65 years of age and with categorical and
income limits for Medicaid. Medicare was a nationally uniform program adminis-
tered initially by Blue Cross and modeled after commercial health insurance plans.
A federal entitlement program tied to the Social Security retirement and disability
insurance program, Medicare specifically addressed the failure of the private mar-
ket to supply health insurance to the elderly and the impoverishment of older
Americans and their families that followed hospitalizations among this population
(Marmor, 2000). Medicaid was enacted in conjunction with Medicare as a joint
federal—state program entitling the very poorest Americans, through their eligibil-
ity for public assistance, to a broad scope of health care services. There was and
continues to be much variation from state to state in the size and characteristics of
Medicaid programs. Because Medicare and Medicaid left tens of millions of Ameri-
cans uninsured, hospitals, physicians, and other providers who treated uninsured
patients continued to incur costs that went unreimbursed.

In addition to expanding public coverage, efforts were made to meet the
needs of uninsured and other medically underserved persons through a combina-
tion of dedicated health facilities, health professions education subsidies, and a
clearer articulation and enforcement of hospital’s charitable obligations under
Hill-Burton. Starting in the mid-1960s, the Office of Economic Opportunity
awarded project grants to local community organizations to establish neighbor-
hood health centers as innovative models of comprehensive health care delivery
organized around primary care that also recognized the positive contributions of
health care to local economic vitality and population health (Sardell, 1988). These
neighborhood health centers eventually became community health centers. The
National Health Services Corps, begun in the early 1970s, placed new physicians
in medically underserved communities (Redman, 1973), and litigation in the early

2This was true for Medicare more than for Medicaid because, in 1969, Medicaid reimbursement
policy was decoupled from Medicare’s guarantee of “reasonable cost”’-based reimbursement for hospi-
tals and fee schedules for physicians based on “usual and customary” fees (Stevens and Stevens, 1974).
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1970s led to the requirement that hospitals explicitly document fulfillment of their
Hill-Burton service obligations to medically indigent patients, a significant source
of free care through the 1980s, when most Hill-Burton obligations ended
(Blumstein, 1986; Stevens, 1989).

Federal reimbursement and purchasing policies related to Medicare and Med-
icaid set the stage for the current state of health care finance and the impact of
uninsured patients and uncompensated care on health care institutions (Stevens,
1989). Implementation of Medicare and Medicaid was followed by a rapid rise in
health care costs, attributable to greater use of hospital services. Public and private
hospitals alike scrambled to secure reimbursement from third-party payers sufti-
cient to keep revenue ahead of expenditures. As one observer of the time period
notes. (Stevens, 1989, pp. 318-319):

Hospitals of all kinds made remarkable adjustments to changes in their environ-
ments in the years following Medicare and Medicaid. Some hospitals became
aggressively profit-oriented, closing their emergency rooms and seecking maxi-
mum reimbursement rates. Others, seeking to maintain a traditional social role,
became increasingly hard pressed. . . Taxing agencies, like their private counter-
parts, looked for ways to reduce demand for care by patients who were unable
to pay. The dictates of the market seemed all-pervasive.

The influence of commercial payment, now joined by the interests of public
payers, boosted the transformation of hospitals into vendors of services, with much
potentially to be lost financially by caring for uninsured persons.

The role of public hospitals themselves was brought into question, as the
availability of public financing through the Medicare and Medicaid program was
posited to eliminate the need for tax-supported institutions (e.g., urban hospitals
supported by local property taxes) to care for medically indigent persons who
previously would not be seen by private hospitals or at least argue for the realloca-
tion of public dollars for expanding coverage rather than expanding safety-net
facilities (Blendon et al., 1986). Some have argued that, in fact, Medicaid actually
fostered fragmentation of the health care system, for example, by not remedying
existing racial segregation and segregation of the poor within health care facilities
(Stevens, 1989).3 In the 1970s, public hospitals, particularly in urban areas, found
themselves with many uninsured patients and inadequate reimbursement for many
services, leading to great financial stress. By the early 1970s there were also efforts
to constrain the huge increase in hospital expenditures by limiting expansion of
Medicaid and by price controls (Etheredge, 2000). The failure of national health
insurance proposals meant that Medicaid, with its limited income eligibility stan-
dards and frequently inadequate payment rates, marked the limits of greater access
for the poor (Stevens, 1989).

3In contrast to Medicaid, Medicare did promote racial integration in hospitals because, in order to
participate in Medicare, hospitals had to agree to care for patients regardless of race.
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Cost Controls Shape the Health Care Marketplace,
1983-1992

The federal government’s reform of Medicare payments for hospital inpatient
services from cost-based reimbursement to prospective payment in the early 1980s
fundamentally transformed the economic incentives facing hospitals. Prospective
payment was intended to standardize the payments made to hospitals all over the
country so that reimbursement for an inpatient stay for a patient with a particular
diagnosis (categorized under a diagnosis-related group, or DRG) would be tied to
the average costs of treating that diagnosis and would be similar for every hospital.
It was a response to the rapid increase in health care expenditures and resulting
inflation in costs and health insurance premiums that had followed the introduc-
tion of Medicare and Medicaid 20 years earlier; Medicare and Medicaid spending
increased by an average of 17 percent each year between 1965 and 1982
(Etheredge, 2000).

For hospitals, prospective payment exposed the economic differences be-
tween insured patients and uninsured patients even more starkly and heightened
the importance of maximizing the hospital’s revenues, and its market position,
through a variety of adaptive strategies (e.g., altering how its case mix is classified
to receive higher reimbursements, earlier discharge of patients, shifting from inpa-
tient admissions to outpatient visits) (Stevens, 1989). Third-party insurers fol-
lowed Medicare’s lead in setting payment levels for services.

Prospective payment under Medicare had different economic impacts in dif-
ferent parts of the country and for different types of hospitals. Some hospitals
found prospective payment to be profitable while others, for example public
hospitals in large urban areas, lost revenue. With pressures on hospitals and provid-
ers to keep their costs low, the cross-subsidy or support of uncompensated care for
uninsured patients became more difficult, especially for hospitals that dispropor-
tionately served the uninsured (Stevens, 1989). Public and private hospitals, and
both nonprofit and for-profit hospitals, competed for patients whose health insur-
ance coverage would yield the highest reimbursement for services and contribute
the most to the facility’s revenues. Access to care for vulnerable groups, including
the uninsured, was diminished (Stevens, 1989).

The federal government has responded to this situation through a series of
subsidies and regulations grounded in its financing programs, including the fol-
lowing:

* supplemental payments through the Medicare and Medicaid programs to
hospitals serving a “disproportionate share” of low-income (and presumably
higher-cost) program beneficiaries and for graduate medical education (these pay-
ments are discussed more fully later in this chapter) and

 prohibition of “patient dumping,” the refusal to treat or the inappropriate
transfer of patients unable to pay for their care, through the Emergency Medical
Treatment and Labor Act (EMTALA), the federal law enacted as part of the
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Consolidated Omnibus Budget Reconciliation Act of 1986 (COBRA). Struc-
tured as a hospital condition of participation in the Medicare program, EMTALA
requires all hospitals with emergency departments to screen and stabilize all pa-
tients who present themselves for treatment, regardless of financial means or
insurance status. Because EMTALA has not included provisions for reimbursing
hospitals for the care they provide to uninsured patients, one consequence of the
statute has been to make hospital emergency departments the providers of last
resort and to place the departments at serious financial risk (Bitterman, 2002).

Since 1993: Hospital Margins Down, Number of Uninsured
Persons Up

Prospective payment has proved unable to constrain costs in the long term
(Etheredge, 2000; Aaron, 2002; Altman and Levitt, 2002). First private and then
public purchasers have used managed care and selective contracting as ways to
reduce their outlays for health services for their enrollees (Rundall et al., 1988;
Etheredge, 2002). For example, state Medicaid programs have turned to managed
care both to control costs and to provide enrollees in Medicaid with greater access
to mainstream health care providers and potentially better integration of the
delivery system. As Figure 2.1 shows, acute care, nonfederal hospitals saw their
private payer surplus decline significantly over the course of the 1990s, from a high
of nearly 12 percent in 1992 to about 5 percent in 2000. Over the same period,
Medicare revenues first rose and then began to decline as a percent of Medicare
costs. This contrasts with the trend for uncompensated care, which showed little
change, while total margins for hospitals at first grew and then declined. There has
been an erosion of the capacity of hospitals to cross-subsidize uncompensated care.

Figure 2.1 indicates a leveling off of the decline in hospital total margins,
starting in 1999, reflecting a new period of growing inflation in the late 1990s in
health care costs and health insurance premiums. In 2001, health care spending per
capita increased by 10 percent (Strunk et al., 2002). More than half of this growth
in total spending is attributable to spending on hospital inpatient and especially
outpatient services. About one-third of the increasing spending on hospital ser-
vices reflected higher payment rates and two-thirds reflected greater utilization of
services (Strunk et al., 2002). Strunk and colleagues interpret the higher prices
charged by hospitals as the outcome of hospital gains in market power (e.g.,
negotiating strength with health plans) and the loosening of managed care restric-
tions. They predict a slowing of growth in health care spending, as privately
insured persons respond to increased cost-sharing (higher costs passed through
their insurance plan) by dampening their use of services and as health care markets
adjust to changes in managed care (Strunk et al., 2002).

Although this generation of cost-control efforts met with some success
through the mid-to late 1990s, the number of uninsured persons has continued to
increase, while remaining a relatively constant proportion of the general popula-
tion. Health insurance coverage rates had first begun to increase substantially in
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FIGURE 2.1 Hospitals” total margins, with percent gains or losses by source of payment
(private payer, uncompensated care, Medicare), 1991-2000.
NOTE: Gains or losses are the difference between the cost of providing care and the

payment received.
SOURCE: Adapted from Hadley and Holahan, 2003, based on MedPAC, 2002a, pp. 156,
157.

the 1940s and 1950s, with the expansion of private and public insurance programs.
By 1976, the number of uninsured Americans fell to between 24 million and 25
million (approximately 12 to 13 percent of the population under age 65) before
increasing once again (HIAA, 2002).

Health insurance has played key roles in facilitating access to care and in
securing a revenue stream for health care providers, roles that are rooted in the
historical development of a third-party financing approach to paying for personal
health services in the United States. The Committee considers the effects of
uninsurance upon communities as growing out of the changes over time in the
relationship among health insurance coverage, access to care, and the financing of
health care services.

SAFETY NET SERVICES, PROVIDERS OF LAST
RESORT, AND MAINSTREAM HEALTH CARE

Finding: Although the health care institutions and practitioners that
serve the larger community of insured persons provide most of the
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services that uninsured persons receive, the uninsured rely dispro-
portionately on so-called safety-net providers and arrangements for
care.

Finding: Rural and urban areas differ in the organization and deliv-
ery of care for uninsured persons. In urban areas, multiple tiers of
providers and services tend to segregate patients by income level
and coverage status, isolating insured patients from the experiences
of uninsured patients. In rural areas, insured and uninsured patients
may have more in common because a more limited set of providers
typically serves all community members and safety-net arrange-
ments tend to be less formal. At minimum, mainstream health care
and safety-net arrangements are connected by their shared reliance
on public and private financing streams.

Finding: Anticipated growth in the number and capacity of publicly
supported ambulatory care clinics (under the Consolidated Health
Centers program) is expected to be inadequate to meet the needs of
the existing, as well as the projected future, number of uninsured
persons.

A widely held misperception is that there are special programs and public
facilities nationwide that give uninsured Americans adequate access to health care
(Blendon et al., 1999; IOM, 2001a). This is a comforting but invidious myth. The
provision and financing of health care for the uninsured are ill-defined, frag-
mented, and insufficient (Lewin and Altman, 2000; Hadley, 2002; IOM, 2002a).
Perhaps more importantly, the metaphor of a safety net does not highlight the fact
that all parts of this “net” are anchored, for better or worse, in the mainstream
health care system (see Box 2.1). However, the term safety net has become
established in public discourse about health services and other social welfare pro-
grams that serve vulnerable populations, including the uninsured. The Committee
uses the phrase safety net only as an adjective, to refer to health care facilities and
programs that disproportionately serve uninsured persons.*

Local safety-net arrangements commonly include services provided through
health departments; federally sponsored clinics (e.g., community, migrant); other
independent community, faith-based, or free clinics; hospital outpatient depart-
ments; public hospitals; and hospital emergency departments. In certain parts of
the country, private hospitals may participate in safety net arrangements (Lewin
and Altman, 2000). Like the broader health care market, the breadth and depth of

4One recent study of changes in the capacity of safety-net services over time operationalized the
designation as applying to providers that supplied a high volume or high proportion of services to
uninsured persons or whose caseload included a high proportion of uninsured clients (Felt-Lisk et al.,
2001).
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BOX 2.1
One Definition of the Health Care Safety Net

Certain health care institutions, including public hospitals and academic
health centers, community health centers, other clinics, and health departments,
because of their explicit missions and prominent roles in serving medically under-
served or indigent groups have been labeled “core” safety net institutions. The
Institute of Medicine (IOM) Committee on the Changing Market, Managed Care,
and the Future Viability of Safety Net Providers, authors of America’s Health Care
Safety Net, recognized both the unique role and mission of safety-net providers
within communities and the highly variable configurations of safety-net services
that exist across the country (Lewin and Altman, 2000, p. 47):

The concept of a health care safety net conjures up the image of a
tightly woven fabric of federal, state, and local programs stretched across
the nation ready to catch those who slip through the health insurance sys-
tem. ... America’s safety net is neither secure nor uniform. Rather, it varies
greatly from state to state, community to community. . . . These variations
notwithstanding, most communities can identify a set of hospitals and clin-
ics that by mandate or mission care for a proportionately greater share of
poor and uninsured people.

This earlier IOM Committee concludes that safety net arrangements are “in-
tact but endangered,” threatened fiscally by a decline in support from public reve-
nues, due particularly to the changes associated with state Medicaid managed
care programs, and an increase in demand for services as reflected in an increas-
ing number of uninsured persons nationally.

SOURCE: Lewin and Altman, 2000.

safety-net services are shaped by the local employment and tax base, the generosity
of state Medicaid support, the community’s own history and performance in
providing services to vulnerable groups, and the demand for services (Baxter and
Mechanic, 1997; Lewin and Altman, 2000). Neither the existence of core safety-
net providers nor the volume of care delivered outside formal safety net arrange-
ments guarantees that there will be sufficient or adequate care for uninsured
persons. There is considerable unmet need for health care in general in many
communities around the United States (IOM, 1988, forthcoming 2003; Bovbjerg
et al., 2000b).

Despite having distinctive characteristics and being identifiable within com-
munities, safety-net providers and service arrangements may be interrelated with
and sometimes part of mainstream health care providers and institutions. This
blending of safety-net and mainstream health care services is particularly likely in
rural areas and for specialty care in general.

There is significant heterogeneity across localities in the financing, function,
and scope of safety-net arrangements, depending on factors such as the size of the
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community and its uninsured population, population density, and state health
services and financing programs (Baxter and Mechanic, 1997; Norton and Lipson,
1998; Lewin and Altman, 2000). Service configurations in rural areas differ from
those in metropolitan areas, and urban center city safety-net arrangements differ
from those that have emerged in suburban areas (Mueller et al., 1999; Ormond et
al., 2000b; Taylor et al, 2001). The problems that rural communities face in terms
of the absolute supply of services and further distances traveled to reach health care
is magnified for uninsured rural residents, who may not have the economic means
to travel out of their community in order to obtain greater access to care (Schur
and Franco, 1999). Rural areas tend not to have dedicated safety net facilities.
Physicians in private practice may provide the bulk of primary care to uninsured
patients, and private hospitals may perform safety net functions that in a more
urban community would be carried out by a public hospital (Taylor et al, 2001).
In urban areas, in contrast, a tiered arrangement for health services tends to
segregate patients by income level and coverage status, at separate institutions and
through differential treatment within a single facility, such as a private nonprofit
hospital. The sustainability of this tiered structure depends on patterns of insurance
coverage within the community and additional support to reimburse providers for
uncompensated care.’> Indeed, the threshold requirements of subsidies such as
disproportionate share hospital payments by Medicare and Medicaid may promote
the concentration of lower-income patients in some hospitals. If the need for care
by uninsured patients substantially exceeds the capacity of local safety net arrange-
ments, other health care providers in the community may be drawn on, even if
they do not customarily participate in safety net care.

Although providers and institutions commonly considered to be parts of local
safety-net arrangements are more likely than others to treat uninsured persons and
members of partially uninsured families, most uninsured persons and their families
obtain care not from formal safety-net arrangements but from mainstream health
services providers and institutions (Cunningham and Tu, 1997; Lewin and Altman,
2000). In terms of the distribution of reported uncompensated care in 1994 as a
rough proxy for services delivered to uninsured and other medically underserved
groups, for example, private hospitals provided $10.6 billion in uncompensated
care costs, while public hospitals provided $6.2 billion (Cunningham and Tu,
1997). For this reason, efforts to expand the capacity of safety net facility arrange-
ments are unlikely to be successful as the sole strategy for providing adequate
access and health care to uninsured Americans.

>“Uncompensated care” is a broad and imprecise term, defined by the American Hospital Associa-
tion as the combination of the cost attributable to bad debt and charity care (Blanchfield and Randall,
2000). In the literature it has been measured in a number of different ways and using a variety of units
(Duncan, 1992). Hospital uncompensated care is discussed in more detail in later sections of this
chapter.
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Uninsured patients comprise a relatively large proportion (40 percent) of the
client base of federally supported primary care clinics (Cunningham and Tu, 1997;
Bureau of Primary Health Care [BPHC], 2002). However, uninsured clients
served by these clinics represent a relatively small proportion (between 6.5 and 10
percent) of the total uninsured population, and most uninsured persons do not live
in the vicinity of a community health center (Cunningham and Tu, 1997;
Cunningham and Kemper, 1998; Carlson et al., 2001; BPHC, 2002). Funding for
community health centers and other primary care clinics has been limited and
piecemeal, and health centers and clinics do not have the physical capacity to meet
the projected unmet primary care needs of all of the uninsured persons in their
area (Lewin and Altman, 2000).

Although the expansion of the federally supported health centers is antici-
pated to improve their ability to meet a growing patient demand, given the
limited capacity and geographical limits of community health centers (CHCs),
providers such as hospital outpatient clinics and emergency departments are un-
likely to be replaced by CHCs as providers of the greatest volume of primary care
for uninsured persons. Through the Health Care Safety Net Amendments of
2002, the Bush Administration began a major effort to enlarge the CHC system,
with a goal of doubling the capacity in CHCs from the current level of 11 million
people served annually (4 to 5 million of whom are uninsured) to 22 million over
a five-year period (NACHC, 2002). This expansion was accompanied by the
defunding of Community Access Program grants to improve the coordination of
safety-net services within communities.

Given a national uninsured population of 41 million persons as of 2001 and
that 40 percent of CHC clients are uninsured, the projected capacity for CHCs is
about one quarter of what would be needed, even if the number of uninsured
Americans did not increase. This calculation assumes that all uninsured persons
would receive primary and preventive care from CHCs and that CHCs would
continue to serve both insured and uninsured clients as they do now. Over the
next five to ten years, estimates of the projected number of uninsured persons
range from a decrease to roughly 34 million in 2005, given a strong economic
outlook, to an increase of up to 61 million uninsured by 2009 in the case of an
economic recession (IOM, 2001a).

Major Providers of Safety-Net Care

In their participation in safety-net arrangements, physicians and health care
institutions have taken some direct responsibility for providing care to the unin-
sured, on ethical as well as legal grounds. CHCs and public hospitals have man-
dates and some financial support earmarked for serving uninsured persons. Private
hospitals are bound by the terms of their charters (e.g., provision of community
benefits in exchange for tax-exempt status), by federal Hill-Burton grant and loan
obligations, and by the requirements of the Emergency Medical Treatment and
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Labor Act (EMTALA), to provide limited services regardless of patients’ ability to
pay.

Physicians working in private practice, nonprofit clinics (such as federally
qualified health centers and free clinics), and hospitals all provide significant
amounts of subsidized or free care to uninsured persons. Information about the
financial cost of services rendered to uninsured patients is often incomplete. Of the
information available, more is known about hospitals’ provision of uncompen-
sated care than about ambulatory care provided in doctors’ offices and clinics.

The amount and sources of uncompensated care generated within a particular
community reflect economic and other factors beyond the uninsured rate within
the community. Not all uncompensated or even charity care is generated by the
uninsured, and not all care to the uninsured is uncompensated or subsidized. Some
is traceable to insured patients who do not pay their copayments or deductibles.
Three studies based on data from the 1980s estimate the share of hospital uncom-
pensated care costs attributable to uninsured patients. These studies of Florida,
Indiana, and Massachusetts hospitals report that 72, 72, and 59 percent, respec-
tively, of uncompensated care costs were for services to uninsured patients (Duncan
and Kilpatrick, 1987; Saywell et al., 1989b; Weissman et al., 1992).

Changes in the mix of services offered by hospitals and the overall trend
toward outpatient instead of inpatient treatment have affected the level of uncom-
pensated care as well as its distribution among different types of providers. Nation-
ally, during the first half of the 1990s, there was an increasing concentration of
uncompensated care among safety-net (public and academic health center) hospi-
tals and a shift of uncompensated care burden from hospitals to private physicians
and community health centers (Cunningham and Tu, 1997, Commonwealth
Fund, 2001). In many rural communities, the hospital remains the source of
ambulatory as well as institutional acute care. Overall, hospitals reported little
change in their relative burden, although hospital care overall represented a smaller
share of the health care dollar.® Growing pressures on hospital financial margins
due to competition within the private health insurance market and changing
practice patterns contribute to this shift away from the hospital sector, as well as
changes in the technology of medical care (Etheredge, 2000).

Physicians

By waiving or reducing fees to uninsured patients and others unable to pay
the direct costs of their care and by donating their services in free clinics and

OIn 1988, hospital services accounted for 42 percent of spending for personal health care services
nationally and physician and other clinical services for 36 percent. By 1997, hospital services ac-
counted for only 38 percent, while physician and other clinical services had increased slightly to 37
percent of total spending for personal health care services (Cowan et al., 2001).
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similar settings, physicians provide a significant amount of free or reduced-price
charity care. One estimate of the value of charity care provided to uninsured
patients by private practice physicians is $5.1 billion in 2001 dollars (Hadley and
Holahan, 2003). This estimate reflects an adjusted midpoint from a range of survey
results on physician-provided free and reduced-price care.

Both the American Medical Association (AMA) and the American Academy
of Pediatrics (AAP) have surveyed their members about the provision of uncom-
pensated care.

* A recent AMA survey (1999) reports the responses of a nationally repre-
sentative survey of nonfederal physicians involved in patient care (part of the
AMA’s Socioeconomic Monitoring System), defining charity care as services pro-
vided at free or reduced price in light of a patient’s financial need. 7 Sixty-five
percent of the surveyed physicians reported delivering charity care, averaging 8.8
hours per week or 14.4 percent of total patient hours among those who provide
such care (Kane, 2002). Primary care physicians are less likely to provide charity
care (62 percent) and provide fewer hours of care, on average (8.1 hours per
week), than other physicians (67 percent, a weekly average of 9.3 hours); the latter
category includes internal medicine subspecialties, surgeons, radiologists, psychia-
trists, anesthesiologists, pathologists, and emergency medicine specialists. Emer-
gency medicine physicians are reported to have experienced the greatest increase
in the proportion providing charity care, from 48 percent in 1988 to 61 percent in
1999 (Kane, 2002). Of physicians in nonmetropolitan areas, 72 percent report
providing charity care, compared with 64 percent of physicians in urban areas.

e The most recent AAP survey of primary care pediatricians involved in
direct provision of care finds that approximately 8 percent of these physicians’
patients are uninsured, on average, and that roughly 42 percent of services to
uninsured patients are uncompensated (Yudkowski et al., 2000).

Another set of estimates comes from a nationally representative survey, the
Community Tracking Study (CTS). CTS data show a decrease in the proportion
of physicians providing charity care between 1997 and 2001, from 76.3 percent to
71.5 percent (Cunningham, 2002). Results from an earlier round of the CTS
survey (1998-1999) indicate those physicians providing charity care report deliv-
ering an average of 2.5 hours weekly (Reed et al., 2001). Although the AMA and
CTS survey results are quite disparate, both show a decrease in the number of
physicians providing charity care in the mid-to-late 1990s (Cunningham et al.,
1999).

"This analysis distinguishes charity care from bad debt but does not specify whether the recipients
of charity care are uninsured.
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Clinics

By mission, community health centers, other federally qualified health centers
(FQHC:s), and rural health clinics are devoted to improving access for medically
underserved persons, including those who are uninsured. The FQHC:s are consid-
ered “core” safety net institutions (Lewin and Altman, 2000). For the most part,
FQHC:s provide primary care and preventive and screening services, together with
a small proportion of specialty services and referrals for specialty care.® They fill
a special niche, not only because of their location in underserved neighborhoods
and communities but also because they offer enabling or wraparound services,
such as transportation, translation, and case management, that facilitate access to
health care (Davis et al., 1999). In addition, they frequently employ community
residents. The unmet health needs that justify placement of a community health
center vary regionally and may include a rural or frontier community’s isolation,
resulting in lack of local physicians, an area’s high uninsured rate, or other impedi-
ments to access to care for low-income persons and recent immigrants (Clemmitt,
2000).

As of 2001, there were approximately 750 private nonprofit grantees operat-
ing clinics at more than 4,000 sites that served some 10 million people, 39 percent
of whom were uninsured (BPHC, 2002). These health center grantees received
approximately $1.2 billion in federal grants to support their operations. Federal
grants supply just 25 percent of the centers’ operating funds, overall. Medicaid
payments account for about 34 percent; state and local support, 14 percent;
Medicare and other third-party payments, 15 percent; patient payments, 6 per-
cent; and other sources, 6 percent (BPHC, 2002). There has been growth in the
number of uninsured persons receiving free or reduced-price care from commu-
nity health centers, from 2.2 million in the early 1990s to 4.0 million people in
2001.

Clinics have a limited capacity to care for their client base, and this capacity
has been threatened in recent years. Many health centers and clinics that rely on
federal section 330 grants for operating revenue are experiencing financial trouble
(USGAO, 2000; McAlearney, 2002). Approximately 50 percent have fiscal or
operating problems, with smaller clinics (those serving 5,000 or fewer patients
annually) more likely to be experiencing trouble. In 1998, 50 percent of clinics
had costs greater than or equal to revenues, and for 5 percent of clinics, costs
exceeded revenues by 30 percent (USGAO, 2000). Since the 1970s, CHCs have
become increasingly reliant on Medicaid reimbursement due to increasing enroll-
ments in Medicaid. They have experienced little real increase in federal grants

8This section excludes hospital outpatient clinics, which are discussed in the following section on
hospitals. Hospitals operate outpatient clinics for specialty care and care following hospitalizations and,
particularly in urban, medically underserved communities, also operate ambulatory care clinics that
provide ongoing primary care to a stable client population.
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over the past 20 years. After a period of growth through the mid-1990s, CHCs
have experienced severe fiscal pressures from the combination of declining Med-
icaid revenues, in part connected with the spread of state Medicaid managed care
contracting, and a rising uninsured population (Hawkins and Rosenbaum, 1998).

Rural health clinics do not receive federal operating grants and are under no
legal obligation to care for underserved groups, yet they often function in this
capacity (Gale and Coburn, 2001; Finerfrock, 2002; NARHC, n.d.). Because
these rural clinics receive cost-based reimbursement from the Medicare and Med-
icaid programs, they are able to provide the facilities and administrative structure
for bringing physicians, nurse practitioners, and other clinicians into rural areas,
where a limited economic base may make it hard to recruit and retain health
professionals in the community. During 2000, 55 percent of independent rural
health clinics (RHCs) and almost 70 percent of provider-based (e.g., owned by
physician or physician assistant) RHCs had free or reduced-price care policies.
Four out of five RHCs accepted applications for such care, and most RHCs
reported writing off uncompensated care (Coburn, 2002).

Hospitals

Estimates of hospital uncompensated care may be presented in several ways
(Duncan, 1992):

* the number of patients served

* the dollar amount of care or the volume or amount of services provided

* the total amount of care given that the patient does not pay for or the net
dollar amount after a partial subsidy from other payers.

The estimates that result from these different metrics lead to varying interpre-
tations of hospitals’ relative efforts and burdens. Although uncompensated care is
often measured in terms of the individual physician or hospital, another perspec-
tive is provided when the volume of such care is cast in terms of overall commu-
nity resources. The burden of providing free care is likely to be distributed
unevenly and depends both on what individual providers choose to offer and from
which institutions patients seek care (Duncan, 1992). The relative performance of
nonprofit and for-profit hospitals in providing charity care varies by state and
locality and reflects market circumstances and demographics as well as ownership
type and explicit mission. The ownership profiles of hospitals in urban and rural
areas also differ. Box 2.2 gives a national overview of hospitals by type of owner-
ship and the relationship between ownership type, hospital mission, and obliga-
tions to serve the community as a whole. Box 2.3 defines some of the accounting
terms used in discussion of uncompensated care and hospital finance.

Data from AHA annual surveys are the basis for recent national estimates of
hospital uncompensated care. Over the past decade, uncompensated care expendi-
tures at hospitals nationally have been relatively stable at about 6 percent of costs
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BOX 2.2
Hospitals by Ownership Status

Public hospitals may be sponsored directly by city, county, state, or federal
governments or by local hospital districts independent of other government agen-
cies or jurisdictions. In 1998, there were 651 city or county hospitals, 551 so-called
district hospitals, 322 state hospitals, and 275 federal hospitals (Needleman,
2000). Federal hospitals usually are reserved for specific populations, for example,
active and retired members of the military and their families through the Veterans
Administration or American Indians through the Indian Health Service. State-
owned facilities include psychiatric hospitals and university academic health cen-
ters.

Private hospitals are greater in number and less likely to receive direct gov-
ernment subsidies to reimburse the uncompensated care costs incurred by unin-
sured persons. In 1998, there were 3,200 nonprofit and 1,182 for-profit hospitals
nationally (Needleman, 2000).

For-profit hospitals are assumed to set their prices with the goal of maximiz-
ing profits (Hoerger, 1991; Needleman, 1999; Zwanziger et al., 2000). They are
less likely to serve as safety-net institutions or to provide care for uninsured per-
sons (Hoerger, 1991; Mann et al, 1997). Because they are for profit, the prices
charged to uninsured persons may be set differently than those charged by non-
profit hospitals.

Nonprofit hospitals vary widely in their provision of charity care, which de-
pends upon the health insurance coverage rates in their service area, their mis-
sion, and whether there are public hospitals in their communities.

Both public and private nonprofit hospitals are expected to provide communi-
ty benefits, by virtue of their status as nonprofit and tax-exempt (Needleman, 2000;
Nicholson et al., 2000). The term “community benefits” generally is understood to
include

e charity or uncompensated care for medically indigent persons;

e the provision of Medicaid services (particularly in areas where Medicaid
reimbursement does not fully cover the cost of care);

* the provision of certain kinds of services at a financial loss (e.g., emergency
medical services and burn care);

* affiliation or involvement with graduate medical education; and

e direct connection to the community served through local ownership and
governance.

(Hadley and Holahan, 2003). In 1999, this translated into roughly $20.8 billion of
care that was reported provided to patients who could not or did not pay their bills
(MedPAC, 2001).° The proportion of uncompensated care remained relatively

9Estimates in terms of the difference between what a hospital charges and what it is paid may
overstate the extent of lost revenues, since hospitals may adjust their charges based on anticipated
changes in reimbursement (Conover, 1998). Estimates in terms of the difference between a hospital’s
expenses or costs and what it is paid may be more reliable and accurate, although analytic adjustments
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BOX 2.3
Health Care Accounting Definitions

e Bad Debt: Charges to patients who are billed for services but do not pay in full
or part.

e Charity Care: Care rendered at no or reduced charge to patients deemed un-
able to pay for their own care.

e Contractual Allowances: The difference between charges and the amount ac-
tually paid by a third-party payer.

e Cost-to-Charge Ratio: An analytical adjustment used to evaluate the extent of
a hospital’s markup (charge) of the underlying cost of a service.

e Financial or Operating Margin: Revenues from sales minus current costs of
goods sold.

e Free Care: Services given without any expectation of reimbursement; free to
the recipient, although not free to the provider.

e Uncompensated Care: Most broadly, any type of charge for which no or partial
payment is received.

steady throughout the 1990s, although the national estimate masks important
regional and local variations and trends (Cunningham and Tu, 1997). Specifically,
the overall uncompensated care burden has become more concentrated in fewer
hospitals, especially public hospitals. This has been attributed to new market
pressures on hospitals and, consequently, a lessened ability to shift uncompensated
care costs to insured patients, both public and private (Cunningham and Tu,
1997). These authors project that if Medicaid managed care patients go to private
hospitals and uninsured patients are concentrated in public facilities, public hospi-
tals will face increased fiscal pressure due to the combined impact of reduced
revenue and uncompensated care. Gaskin and colleagues (2001) have documented
this phenomenon in the case of low-risk Medicaid maternity patients, who are
financially attractive, shifting from urban public hospitals to private hospitals.

In rural areas, hospitals often anchor the web of relationships and institutions
that comprise safety-net arrangements. Because there are fewer alternative provid-
ers of services in rural than urban areas, hospitals on average have greater burdens
of uncompensated care and are more sensitive to fluctuations or changes in federal
and state reimbursement policies for public insurance (e.g., Medicare, Medicaid,

may be needed, specific to the patient’s characteristics and to local health services market conditions
(Duncan, 1992; Conover, 1998). In addition, the dollar amount of uncompensated care may not give
any indication of the number of medically indigent patients served because a relatively small propor-
tion and number of patients may generate large expenditures.
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State Children’s Health Insurance Program [SCHIP]). In urban areas, public and
large teaching hospitals play a major role in serving uninsured patients, providing
levels of uncompensated care much greater than their overall market share. The
relationships among practitioners and institutions are more extensive, however,
given the greater number of sites at which uninsured persons may be able to
receive care (Lipson and Naierman, 1996; Bovbjerg et al., 2000a; Commonwealth
Fund, 2001).

Providers of Last Resort

No single public entity functions nationally as a “provider of last resort” in the
United States. Legal and financial responsibility for at least some of the care that
uninsured persons need varies by locality. To the extent that states, counties, or
municipalities do designate a provider of last resort, the services to be provided
usually are not specified.

Unlike most developed countries and many developing nations, the United
States does not guarantee its citizens or residents access to personal health care
services beyond treatment to stabilize an emergency condition and care at child-
birth. The minimal national standard of access to health services that has been
established by EMTALA, a provision of the Omnibus Budget Reconciliation Act
of 1986, is described in Box 2.4.

The facilities of states, counties, and municipalities are, often by default,
providers of last resort for patients without the financial means to pay for their
own care. Some states explicitly assign responsibility for this role in their constitu-
tions or by statute, while others acknowledge the obligation implicitly through
annual budgetary appropriations for personal health care services. Local agencies
are more likely than state programs to be involved in the delivery of health
services. Some states reimburse local health departments, public hospitals, or clin-
ics for the direct provision of care; some reimburse all hospitals in the state for a
percentage of their expenditures; some finance state and county catastrophic care
funds; and others subsidize packages of services that resemble an insurance plan
(IOM, 1988).

WHO PAYS FOR CARE FOR UNINSURED
PERSONS?

Finding: Public support for the uncompensated care expenses in-
curred by uninsured persons is substantial. The public sector is
estimated to finance up to 85 percent of the $34 billion to $38 billion
in uncompensated care estimated to have been rendered to unin-
sured persons in 2001. The exact amount is unknown, because states
and providers do not consistently document or report these public
expenditures in ways that tie spending directly on behalf of unin-
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BOX 2.4
The Emergency Medical Treatment and Labor Act (EMTALA)

EMTALA was enacted in 1986 to counter the practice of hospitals turning
away or inappropriately transferring patients who did not have the means to pay for
their care (a practice known as patient dumping) (Schiff et al., 1986; Ansell and
Schiff, 1987; Friedman, 1987; Kellerman and Hackman, 1990; Bitterman, 2002).
As a condition for participating in the federal Medicare program, hospitals must
adhere to the requirements of EMTALA, which directs them to medically screen
and stabilize all patients who present themselves to the emergency department for
treatment and prohibits prescreening with regard to a patient’s insurance coverage
or means to pay for care (Fields et al., 2001). The hospital is not precluded from
billing the patient after the service has been provided, whether or not the patient
has insurance or other resources to pay.

EMTALA does not require any care beyond screening, stabilization, and, if
necessary, hospitalization. Thus, uninsured persons who seek care in hospital
emergency departments are unlikely to achieve continuity in their care over time,
one hallmark of high-quality care (IOM, 2001b, 2002a).

EMTALA is the single federal statutory provision that directly addresses the
right to health care for uninsured persons (Fields et al., 2001). Most significantly for
the financial viability of hospitals and emergency physicians, EMTALA does not
authorize or appropriate any federal or other public funds to support its mandate.
The requirements of EMTALA have ramifications not only for how emergency de-
partments (EDs) function but also for the availability of inpatient beds and the
willingness of specialists to serve on physician on-call panels to handle all cases
within EDs and hospitals generally (Kamoie, 2000).

sured persons. Many of the sources that do pay for services delivered
to uninsured persons are not explicitly authorized or appropriated to
do so, contributing to the uncertainty about the extent of public
support for such care.

Finding: Although a larger scale and scope of public insurance
programs (e.g., Medicaid, SCHIP) is sometimes associated with
lower uninsured rates at the state level, it is the size of an area’s
lower-income population (families with incomes of less than 200
percent of the federal poverty level, or FPL) that determines the
relative need for public support for health care of all kinds (includ-
ing both insurance and direct services). At the state level, higher
uninsured rates tend to be associated with higher levels of public
spending on coverage.

Finding: There is little direct evidence about the size of private

payers’ cross-subsidy of the unreimbursed costs of care for unin-
sured persons.
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There is no uniform public responsibility to subsidize or pay for the care
delivered to uninsured persons. The financing that exists is diffuse, spread un-
evenly, and varies by locality.

The financial and organizational ties that bind safety-net arrangements to
mainstream health care mean that unreimbursed expenditures for health services
delivered to uninsured persons are borne by both public and private payers and by
federal taxpayers as well as state and local ones. These expenditures, charges, or
costs contribute to the total burden of uncompensated care shouldered by local
providers and governments at all levels. It is hard to estimate the extent of
uninsurance’s draw on public sector resources both because of the lack of explicit
documentation and the lack of a comparison scenario (e.g., public expenditures if
all uninsured persons were insured). It is likely that many of the same public
funding streams would remain in place, especially because they do not target
uninsured persons specifically. This topic, as well as the issue of what “true” costs
of uninsurance may be estimated for the nation as a whole, will be discussed in
greater depth in the Committee’s fifth report. It is introduced briefly here to give
a more complete overview of health care financing for uninsured persons.

Even though individuals without health insurance are estimated to use only
two-thirds of the care of comparable insured populations, the costs of the services
that they do use are considerable (Marquis and Long, 1994-1995). Uninsured
persons are more likely to forgo care until health conditions deteriorate, leading to
more costly and less effective courses of treatment (IOM, 2002a, 2002b). Faced
with a need for health care, some people without health insurance seek the care
they need and pay for it out of pocket, and some try to obtain the care at
subsidized rates or at public expense. Most people probably adopt some combina-
tion of these strategies. Given the limited incomes of most uninsured persons and
the cost of health care, the costs borne societally (e.g., by taxpayers) for the care of
uninsured persons is likely to be substantial.

One recent analysis of uncompensated care provided to uninsured Americans
derived and compared estimates from two independent sources of information,
one, the Medical Expenditures Panel Survey (MEPS) and the other, provider
reports of uncompensated care. The authors of this study estimate the value of
such care for 2001 in the range of $34 billion to $38 billion (Hadley and Holahan,
2003). For the estimate based on MEPS, the authors used reported expenditures,
pooled for the years 1996 through 1998 and adjusted for an undercount of unin-
sured persons (care that is not billed is not recorded by MEPS) to arrive at an
estimate of $34.5 billion in free care and $26.4 billion in out-of-pocket expendi-
tures, for a total of $60.9 billion spent, in 2001 dollars. Their series of estimates
about the providers and sources of financing for the proportion of uncompensated
care delivered to uninsured persons is summarized in Table 2.1.

As described in Table 2.1, combined federal, state, and local spending is
estimated at $30.6 billion, which the authors calculate equals about 5 percent of
estimated public spending for Medicare, Medicaid, and the tax benefit of employ-
ment-based insurance plans in 2001 (Hadley and Holahan, 2003). The discussion
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and Table 2.1 that follow are not meant to be a comprehensive assessment of the
adequacy or cost-effectiveness of current financing arrangements but rather to
provide a sense of the magnitude of public and private supports for care to the
uninsured persons.

Persons who are without health insurance for the entire year pay out of
pocket an average of about 35 percent of the charges and payments for health care
made on their behalf (Hadley and Holahan, 2003).'° The proportion paid out of
pocket varies by the type of service (e.g., physician, inpatient hospital, prescrip-
tions) (IOM, 2002b). If the provider who delivers the service is to remain finan-
cially viable, some or all of the remainder must be covered by federal, state, and
local governmental funds or by charity.

While a significant proportion of the health care that uninsured persons
receive 1s paid for by the uninsured themselves, an even greater share is subsidized
either explicitly or implicitly. The distribution of this subsidy varies by locality,
reflecting the different configurations of health services markets both among and
within states, including which public entity or level of government, if any, has the
responsibility to serve as a provider of last resort. The proportion of the subsidy
borne by government, providers, and philanthropy also varies by type of service.

Explicit subsidies include public sources such as operating grants to commu-
nity health centers and public hospitals and private sources such as philanthropic
grants and hospital endowments for charity care. Examples of indirect subsidies
include public subsidies for health professional education and research at safety net
hospitals (e.g., Medicare graduate medical education payments), as well as higher
charges for services provided to patients who are insured. Medicare and Medicaid
disproportionate share hospital (DSH) payments are nominally implicit subsidies of
care for uninsured persons because their explicit justification is the greater cost of
caring for lower-income federal program beneficiaries; however, these payments
are widely understood as compensating hospitals for the costs of their nonpaying

patients as well.!!

Public Payers

The role of federal, state, and local governments in supporting personal health
services for uninsured persons is substantial:

* Federal programs, funding, and regulation create the financial, legal, and
organizational contexts within which care to the uninsured is provided. The
tederal government’s primary role is in financing health care services. It accom-

10This estimate is lower than the out-of-pocket spending reported in Health Insurance Is a Family
Matter (41 percent) (IOM, 2002b), which was also based on MEPS data, because the authors adjusted
the MEPS results for undercounting of uncompensated care by private practitioners and hospitals.

M The following section describes the Medicare and Medicaid DSH programs.

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

58 A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

plishes this function largely through insurance mechanisms such as Medicare,
Medicaid, and SCHIP and also through grant programs for service delivery (e.g.,
the Community Health Center program) and direct delivery (e.g., Department of
Veterans Affairs facilities, Indian Health Service). These various programs are
administered independently of each other, by different agencies within the De-
partment of Health and Human Services and even by different departments (Vet-
erans Affairs).

 States determine eligibility standards and provide funding for health insur-
ance programs (Medicaid, SCHIP, and similarly structured programs serving popu-
lations that do not qualify for federal matching funds) that directly affect the
number and characteristics of uninsured residents.

* Local governments, through the operation of public hospitals and clinics
(and, increasingly, by contract) directly serve uninsured community members and,
in some jurisdictions, also contribute to the financing of the state Medicaid pro-
gram.

The sections that follow discuss the contributions of federal, state, and local
governments in turn.

Federal Government

Through a variety of programs and funding mechanisms, different federal
agencies support a portion of the health care services delivered to uninsured
people and others unable to pay for their care. This support includes categorical
and unrestricted grants; loans to public and private agencies, organizations, com-
panies, and individuals; and the direct provision of care. Box 2.5 lists the major
tederal sources and mechanisms.

Monies for the care of uninsured people are provided largely through special
financing provisions of the Medicaid program and by state and local tax revenues
that subsidize uncompensated care for lower-income persons. States have em-
ployed a variety of approaches to raise the maximum amount of dollars that can be
used to obtain federal matching funds through the Medicaid program, including
the DSH payments (discussed below) and other financing mechanisms such as
provider taxes and donations, administrative claims for school-based services, in-
tergovernmental transfers, upper payment limits, and tobacco settlements (see
Figure 2.2) (Schneider, 2002). In addition, federal Medicaid waivers to state
governments have allowed states to redirect Medicaid monies toward the care of
uninsured persons (Coughlin and Liska, 1997).

Even though uninsured persons by definition are not enrolled in Medicaid,
their care is subsidized by Medicaid payments, a substantial portion of which are
made to public hospitals, academic health centers, and other hospitals that dispro-
portionately serve uninsured people. In addition, there is considerable overlap
between the uninsured and Medicaid-enrolled populations, given the high turn-
over rates in the enrolled population and the similar demographic characteristics
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BOX 2.5
Sources of Federal Support for Care of Uninsured Persons

Subsidies Through Public Insurance Programs

* Medicare and Medicaid DSH payments

* Medicare payments to academic medical centers for graduate medical ed-
ucation

* Medicare Critical Access Hospital program (rural hospitals)

* Tobacco master settlement payments through the Medicaid program

Programs Targeted at the Uninsured and Medically Underserved

» Operating grants for ambulatory care centers and clinics (e.g., community
health centers, migrant health centers, health care for the homeless, public hous-
ing, primary care)

 Grants for technical assistance to organize and improve care for medically
underserved persons, including the uninsured (e.g., community access program,
state planning grants)

* Loan and grant obligations under the Hill-Burton hospital construction pro-
gram?

* Area health education center residency training

» Support for physicians, nurses, and other health professional to be trained
and to serve for varying lengths of time in counties formally designated as medical-
ly underserved or health professions shortage area

Direct Provision of Health Services to Entitled Categories of People

* Department of Veterans Affairs health system
e Indian Health Service

Grants for Categorical Services

* Maternal and child health

* Development health (for children with special needs and the developmen-
tally disabled)

* Mental health services

* HIV/AIDS care

* Immunization services

* Family planning

» Sexually transmitted disease services

1 Obligations under the Hill-Burton program have largely expired.
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Provider State Federal

$10 million
1
O Tax, Donatiaon, or IGT

$12 million
O,

Medicaid DSH Payment

v

A

A

$6 million
3
FFP Reimbursement@

+$12 million from state +$10 million from hospital -$6 million FFP paid
-$10 million paid to state -$6 million federal match to state
+$2 million net +$4 million net

FIGURE 2.2 How a DHS program can work.
NOTE: IGT = intergovermmental transfer, FFP = federal financial participation.
SOURCE: Coughlin and Liska, 1997.

for Medicaid enrollees and uninsured people (e.g., family or houschold income of
less than 200 percent FPL).

Both the Medicare and the Medicaid programs are significant sources of
indirect financing for care to the uninsured. The Medicare and Medicaid DSH
provisions, which provide for additional payments to hospitals that serve a “dis-
proportionate share” of low-income patients, are particularly important in this
context. The Medicare DSH payment provision (see Box 2.6) was authorized
originally by the 1983 legislation establishing prospective payment for hospital
inpatient services under Medicare, to allow payment adjustments to take account
of the special needs of public and other hospitals serving low-income patients
(Schneider, 2002). The Medicaid DSH (see Box 2.7) program was created in 1981
as part of the Omnibus Budget Reconciliation Act (Schneider, 2002). It required
hospitals to establish payment rates that take into account the situation of hospitals
serving a disproportionate share of low-income patients. Although the nominal
purpose of Medicare and Medicaid DSH payments was to compensate hospitals
for the additional costs of serving low-income program beneficiaries, the original
impetus for the programs included a recognition of the need for additional rev-
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BOX 2.6
Medicare Disproportionate Share Hospital Payments

In fiscal year 2001, Medicare DSH payments to hospitals amounted to an
estimated $5.0 billion (Hadley and Holahan, 2003). Medicare DSH payments are
allocated among hospitals according to an index that sums two ratios: the share of
total patient days represented by Medicaid patients and the share of Medicare
patient days represented by patients receiving Supplemental Security Income (and
who are thus also Medicaid enrollees) (Nicholson, 2002). Hospitals with index val-
ues that exceed certain thresholds (different for rural and urban hospitals and for
hospitals of varying size) are eligible for DSH payments. One recent analysis of
Medicare DSH payments concludes that, although the Medicare DSH formula re-
wards hospitals for high proportions of Medicaid and Medicare patients, it does not
result in higher payments to hospitals that actually have relatively high uninsured
patient loads (Nicholson, 2002). The Medicare Payment Advisory Commission
(MedPAC) has recommended that the Medicare DSH index be revised to take
uncompensated patient careloads directly into account (Nicholson, 2002).

BOX 2.7
Medicaid Disproportionate Share Hospital Payments

Medicaid DSH payments, both federal and state shares, amounted to $15
billion in 1998, of which $9 billion were federal funds (Schneider, 2002). For 2002,
the federal share of DSH payments is projected to exceed $9 billion (Miller, 2002a).
Only about 75 percent of federal DSH payments are estimated to go to general
hospitals, however, since a significant portion of these monies support state men-
tal hospitals and some of the monies are returned by the institutions receiving
them to state treasuries in the form of provider tax payments (Schneider, 2002).
States have a great deal of discretion in determining how Medicaid DSH payments
are distributed among hospitals. Federal statute requires that states have a pro-
gram of DSH payments and that, at a minimum, they make such payments to
hospitals whose share of Medicaid patient days is at least one standard deviation
above the average (mean) for the state or whose low-income patient use rate is 25
percent or more (Coughlin et al., 2000). However, states may make DSH pay-
ments to hospitals with Medicaid patient day shares as low as 1 percent.

enues by hospitals caring for a high volume of uninsured patients and a relatively
low volume of privately insured patients (Coughlin and Liska, 1997; Fagnani and
Tolbert, 1999; Coughlin et al., 2000; Nicholson, 2002).

Medicaid and Medicare DSH payments shape local capacity to provide ser-
vices for uninsured persons, even though the number of uninsured patients and
the amount of care provided them are not taken directly into account when
allocating these funds (Fagnani and Tolbert, 1999). Past decreases in DSH funding
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levels due to the Balanced Budget Amendments of 1997 have increased the
financial pressures on hospitals that disproportionately serve Medicaid and unin-
sured patients, while recent legislative changes in the Medicare, Medicaid, and
SCHIP Benefits Improvement and Protection Act of 2000 are likely to lead to
increased DSH payments.

States vary greatly in their participation in Medicaid DSH, the extent to
which they draw down the maximum amounts they are allowed under the pro-
gram, and their reallocation of other public funds in response to DSH payments.
On average, Medicaid DSH payments account for 6.6 percent of federal Medicaid
grants to the states. Eight states have federal DSH grants that account for more
than 10 percent of federal grants for Medicaid inpatient services, while 19 states
have DSH grants amounting to less than 3 percent of that total (Miller, 2002a).
Only a small proportion of state Medicaid DSH payments is assumed to be
funding available to cover uncompensated care (Ku and Coughlin, 1995). If states
or localities reduce their own support of hospitals for uncompensated care and
simply allow federal payments to replace what they had previously supported, the
value of the DSH payments to providers is obviously less than if the federal
support augments state and local funding. Table 2.2 represents a regional summary
of federal payments to the states under the Medicare and Medicaid DSH programs
in 1998, compared to the relative size of the target population (uninsured persons
and Medicaid enrollees) within the region. See Table C.4 in Appendix C for a
summary by state.

TABLE 2.2 Combined Federal Medicare and Medicaid Disproportionate Share
Hospital (DSH) Payments by Census Region, 1998

Population No. of Uninsured No. of Medicaid
<65 yrs, Uninsured, Rate, Medicaid, Rate,
1998 1998 1998 1998 1998
(millions) (millions) (%) (millions) (%)
Total 238.6 43.9 18.4 24.9 10.4
New England 11.7 1.5 12.6 1.3 11.1
Middle Atlantic 33.5 5.7 17.0 4.0 12.0
East North Central 39.4 5.7 14.6 3.7 9.4
West North Central 16.3 1.9 11.6 1.4 8.8
South Atlantic 41.4 7.8 18.9 3.7 9.0
East South Central 14.4 2.5 17.6 2.0 13.7
West South Central 26.8 6.7 25.2 2.6 9.8
Mountain 15.5 3.3 21.5 1.2 7.4
Pacific 39.6 8.7 22.0 5.0 12.6

SOURCE: Fronstin, 2000; Wynn et al., 2002.
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The table gives a rough approximation of the marked variation across regions
in state participation in the DSH programs, participation that may not necessarily
correlate with the need for public support, as indicated by the size of the target
population:

e The West South Central region has the highest proportion of the target
population for public support (35 percent either uninsured or enrolled in Medic-
aid, which is 122 percent of the average nationally), and states in this region
receive on average 104 percent of the national average combined DSH payment
per member of the target group ($301). The Pacific region has almost as high a
proportion of the target population as the West South Central region (34.6 per-
cent either uninsured or enrolled in Medicaid), and states in this region receive on
average 96 percent of the national average combined DSH payment ($276).

* The New England states, whose proportion of uninsured and Medicaid-
enrolled persons (23.7 percent) is 82 percent of the national average, receive on
average 172 percent of the national average DSH payment ($495).

* For states in the Mountain region, the proportion of the target population
is comparable to the national average (28.9 percent), but the combined DSH
payments per member of the target group fall short, with the region’s states
receiving on average 40 percent of the national average DSH payment ($114).

Sum No. Sum Rate Combined
(Uninsured (Uninsured Medicare and
and and Medicaid DSH Combined
Medicaid), Medicaid), Sum Rate/ Payment, Combined DSH/ Sum
1998 1998 Total, 1998 DSH/Sum No./ Total
(millions) (%) (%) (millions) No. ($$) (%)
68.8 28.8 100 19,844 288 100

2.8 23.7 82 1,387 495 172

9.7 29.0 100 4,391 453 157

9.4 24.0 83 1,843 196 68

3.3 20.4 71 961 291 101

11.5 27.9 97 3,012 262 91

4.5 31.3 109 1,154 256 89

9.3 35.0 122 2,795 301 104

4.5 28.9 100 514 114 40

13.7 34.6 120 3,787 276 96
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State Government

Health activities within a state reflect budgetary priorities set by both the state
and the federal government. The federal government supports almost half of all
health care spending by state governments, with the proportion of federal funds
varying by program (NACCHO, 2001). Federal grant dollars are a large part of
state public health budgets (50 to 85 percent in the mid-1990s in the 13 states
studied in the Urban Institute’s Assessing the New Federalism project) (Wall,
1998).12  For state governments as for the federal government, health care is the
single largest budget item (NACCHO, 2001).

In addition to state constitutional or delegated responsibilities for public health
and welfare, state budget decisions have important implications for all of the health
activities within the state. States administer and share the financing of their own
Medicaid program, in conjunction with the federal government. Each state has its
own health department, as well as local health departments. While state agencies
may provide health services directly to vulnerable populations, including unin-
sured persons, they more often provide financial support, both through the opera-
tion of public insurance programs such as Medicaid and SCHIP and through
grants and revenue sharing to counties and other jurisdictions. Forty-two states
have general assistance programs for medically indigent persons, including the
uninsured, and fourteen states have other subsidy programs (Rajan, 1998). A
recent study divides state-supported programs into two groups: (1) those that pay
for or subsidize coverage of uninsured persons, including subsidy of employment-
based coverage, and support for persons who are not eligible for public coverage
or who are deemed medically uninsurable, and (2) those that pay subsidies directly
to health care providers, using general revenues or dedicated taxes (Seifert, 2002).

State Policy Choices for Public Insurance Programs

The choices states make about Medicaid influence the size of their uninsured
population. Although the federal government provides well over half of the costs
of Medicaid and SCHIP, states have discretion in their programs’ eligibility crite-
ria, benefits, and payment rates beyond minimum federal standards.!? In addition
to determining what proportion of their low-income population is eligible for
Medicaid, states vary widely in payment rates for services. Both the extensiveness
of their public insurance programs and the level of payments for services under
these programs affect the financial status of health care providers that serve unin-

12The 13 states in this ongoing study include Alabama, California, Colorado, Florida, Massachu-
setts, Michigan, Minnesota, Mississippi, New Jersey, New York, Texas, Washington, and Wisconsin.

13See the Committee’s previous report, Health Insurance Is a Family Matter, for a fuller discussion of
Medicaid and SCHIP and state eligibility standards for these programs (IOM, 2002b).
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sured persons. They also affect whether hospitals and physicians serve the unin-
sured at all because if Medicaid payment rates are too low, providers cannot afford
to offer uncompensated care. Box 2.8 describes the distinctive experiences of
Medicaid waiver programs in Oregon and Tennessee that extended coverage to
previously ineligible state residents, ostensibly financed in both cases by reduced
payments for services.

Although local (county, city, district) tax revenues are the primary source of
support for public hospitals and clinics, state dollars may also come from separate
payments for medical education (supplementing those made by Medicare), appro-
priations to medical schools, and state-sponsored uncompensated care pools (dis-
cussed below) that reimburse hospitals. The state and local tax base, along with the
state’s level of “fiscal effort,” account for much of the funding differences among
states (Trenholme and Kung, 2000). See Appendix B for further discussion of how
differences in state spending contribute to differences in uninsured rates.

State Uncompensated Care Pools

In Maryland, Massachusetts, New Jersey, and New York, an uncompensated or
free care pool redistributes some of the disproportionate burden of uncompensated
care borne by some hospitals more equitably among all hospitals in the state
(Needleman, 1999; Bovbjerg et al., 2000a). Box 2.9 describes the operation of
Massachusetts’ pool as a case in point. Pools have the potential to facilitate greater
access to care for uninsured persons who do not live near public hospitals (Bovbjerg
et al., 2000a). The pool of funds for uncompensated care is raised by surcharges on
payments to hospitals by insurers and patients.

Uncompensated care pools began in the 1970s, in response to growing un-
compensated care costs and health care inflation spurred by an economic reces-
sion. They were incorporated into these four states’ hospital rate-setting regula-
tions during the 1980s (Bovbjerg et al., 2000a). With the deregulation of hospital
payment practices in the early 1990s (except in Maryland), the states turned to
Medicaid DSH payments and Medicaid waivers as additional revenue sources for
their pools. States have narrowed the scope of the care that qualifies for payment
through the pools, targeting only charity (rather than all) uncompensated care and
only those hospitals providing the greatest volume of such services. As uncompen-
sated care expenditures continued to rise during the 1990s, pool resources were
exhausted.

Like Medicaid DSH payments, state uncompensated care pools are an indirect
means of financing care for uninsured persons and, as such, have similar problems
with inefficiencies. Increasingly competitive hospital markets have spurred greater
resistance by hospitals to assessments levied by the state, and fair and efficient
targeting of pool funds is made more difficult by lack of information about actual
amounts of charity care provided to uninsured patients. Hospitals that provide
uncompensated care but are not recognized as safety-net institutions (i.e., are not
public or teaching hospitals) are less likely to receive compensation from pools.
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BOX 2.8
Expanding Medicaid Coverage to Reduce Uninsurance:
Two Examples

In 1994, Oregon and Tennessee each began a major expansion of their Med-
icaid programs, using federal waivers (which required that the new program be
budget neutral) and managed care contracting. All persons at or below 100 per-
cent of the federal poverty level became eligible for public coverage or for employ-
er-subsidized coverage. Expanding Medicaid to decrease uninsurance has in-
volved hard choices for these demonstration states, and their success has been
mixed and limited. In 2001, both states had uninsured rates below the national
average. Still, each had a sizable uninsured population: 443,000 uninsured per-
sons in Oregon (12.8 percent of the state’s population of 3.5 million persons) and
640,000 uninsured persons in Tennessee (11.3 percent of the state’s population of
5.7 million) (Mills, 2002).

Oregon

Since the 1980s, health reformers have attempted to implement universal
coverage in the state incrementally, by means of a series of coordinated mea-
sures. These include the Oregon Health Plan, which is a Medicaid expansion to all
persons at or below 100 percent of FPL, an employer mandate (which has not
been implemented), a public subsidy for workers to purchase employment-based
coverage, and a state high-risk pool for persons unable to purchase coverage
privately due to their medical conditions (medically uninsurable persons).

The immediate spur to action was the highly publicized death of a 7-year-old
boy from leukemia following the state Medicaid program’s rejection of a proposed
transplant to treat the child’s disease. A unique political and technical strategy for
engaging public and legislative discussion about the cost of the Medicaid expan-
sion was to make decisions about the scope of Medicaid benefits explicit. Condi-
tions for which treatment would be covered under the program were ranked in
order of priority, an approach described as rationing care. Ostensibly, the goal of
this approach has been a budget-neutral program expansion. In reality, there is
little evidence of cost savings under the new list-based approach to Medicaid ben-
efits, given federal limits placed on changes to Medicaid’s benefit package and
anecdotal evidence that uncovered care has been provided, if not reimbursed,
through other means. The Medicaid expansion has been underwritten by new state
general revenues and proceeds from a new tax on cigarette sales.

The Oregon Health Plan has lowered the state’s uninsured rate, covering an
estimated additional 130,000 low-income persons who would otherwise be unin-
sured, improved access to care and quality of care for low-income residents, and
reduced uncompensated care. In addition, the process of developing and revising
the list of benefits that Medicaid covers has fostered social cohesion, building pop-
ular support for the Medicaid program.1
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Tennessee

Tennessee’s reforms were motivated by an imminent fiscal crisis in the state’s
Medicaid program after challenges to its use of a provider tax to raise state match-
ing funds for Medicaid (a situation somewhat unique to Tennessee, which does not
levy an income tax). A federal Medicaid waiver moved all of the state’s Medicaid
enrollees into private sector managed care, doubled the size of the Medicaid pro-
gram to make eligible all persons at or below 100 percent of FPL; and extended
public coverage to all uninsured children through age 17. Benefits were made
more generous than under the Medicaid program, with some cost-sharing and
premiums tied to income.

Despite the large increase in enrollment that followed expanded eligibility and
the greater volume of services delivered by providers at lower reimbursement
rates, there was a relatively small increase in new funds to support TennCare.
Dollars have come from federal and a variety of state and local revenue streams,
including DSH payments to hospitals and annual insurer assessments that had
been supporting a state high-risk pool. Capitation resulted in lower per-enrollee
payments. One study estimates that during the TennCare’s first five years, state
and federal government spent about $700 million less than would have been pre-
dicted for the Medicaid program without the waiver but that TennCare’s expansion
of eligibility cost approximately $3.8 billion more, when predicted changes in char-
ity care, patients’ cost-sharing, and local government spending were considered.

In the first year after TennCare began, the state’s uninsured rate shrank by
one-third to one-half, putting the state well below the national average uninsured
rate, and there was greater coverage of medically uninsurable persons. This dra-
matically lower rate has not been maintained, although Tennessee continues to
have a lower-than-average uninsured rate. After the first year, fiscal constraints led
state officials to close further enrollment of uninsured persons ineligible for Medic-
aid. In the years since, problems related to TennCare’s relatively low capitation
rates and potential for adverse risk selection of chronically ill patients have meant
further financial stresses and less progress in reducing uninsurance. Lower reim-
bursement rates have contributed to financial losses that have fiscally destabilized
public hospitals and academic health centers, community health centers, and phy-
sicians in private practice that serve Medicaid and uninsured patients, and uncom-
pensated care has continued to grow. Although TennCare has improved access to
care, quality of care, and consumer satisfaction, and has introduced some efficien-
cies, it has also fueled tensions between providers and state Medicaid administra-
tors and among beneficiaries, providers, and the state. This has resulted in a de-
cline in social cohesion and a relative lack of popular support that have made it
more difficult to secure funding for the program.2

1 SOURCES: Jacobs et al., 1999; Leichter, 1999.
2 SOURCE: Conover and Davies, 2000.

Copyright © National Academy of Sciences. All rights reserved.

67


http://www.nap.edu/catalog/10602.html

68 A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

BOX 2.9
State Uncompensated Care Pools: Massachusetts

The Commonwealth of Massachusetts has operated an uncompensated or
free care pool since 1985. The goal of the pool is to lighten the burden of uncom-
pensated care related to charity at hospitals and freestanding community health
centers that serve large numbers of uninsured and medically indigent persons, by
redistributing a portion of the costs incurred in providing these services across all
hospitals in the state. For persons judged to be medically indigent (medical ex-
penses greater than 30 percent of income and insufficient assets to cover the
expenses) and for lower-income uninsured patients (less than 200 percent of FPL),
care is free to the patient and eligible to be fully reimbursed through the pool if
funds are available. Care provided to moderate-income (between 200 and 400
percent of FPL) uninsured patients is partially free to the patient and eligible for
reimbursement. Although both clinics and hospitals participate in the pool, hospi-
tals are the primary beneficiary, for both inpatient and outpatient services. Allow-
able free care does not include prescription drugs, physician care outside of what
is billed through hospitals or clinics, or services provided by nonacute care hospi-
tals.

The pool is financed by hospital assessments ($170 million in fiscal year
2002); surcharges on payments for hospital and ambulatory surgery center servic-
es by private payers (e.g., health plans), including individuals with medical bills
over $10,000 ($100 million); and annual state appropriations comprised of federal
matching dollars through the Medicaid DSH program ($30 million; the remaining
$120 million to $130 million in matching Medicaid DSH dollars goes into state
general revenues). Additional state contributions to the pool may also include in-

Finally, the pool may unintentionally encourage poor management practices or
poor quality of care at hospitals, for example, by offering financial incentives to
provide hospital inpatient rather than outpatient care for conditions that may not
require hospitalization (Dunn and Chen, 1994; Spencer, 1998; Bovbjerg et. al,
2000a).

City and County Governments

There are approximately 3,000 local health agencies across the country. These
include county, city, combined city—county, township, and district or regional
organizations. Sixty percent of local public health agencies are at the county level,
and 69 percent of local agencies are in jurisdictions of fewer than 50,000 persons
(NACCHO, 2001). Annual spending varies from zero to more than $836 million
(1999-2000 figures), with median annual expenditures of $621,000 in 1999 dollars
(NACCHO, 2001). The largest proportion (average of 44 percent) of total bud-
gets for these health departments comes from local funds (county, city, town),
with an average of 30 percent from state funds and federal funds passed through by
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tergovernmental transfers from public hospitals in Boston and Cambridge ($70
million in fiscal year 2002), surplus funds from a payroll tax-supported Medical
Security Trust Fund that finances coverage for unemployed workers ($90 million),
and proceeds from the Tobacco Settlement Fund. On a monthly basis, hospitals
submit information to the state about charges incurred by private sector payers,
bad debt connected with the provision of emergency department services, and
free care delivered to persons qualified to receive such care on the basis of income
and residency criteria. Each hospital is credited or reimbursed a portion of the
costs, adjusted for an assessment based on the proportion of private sector charg-
es and a proportion of the fund’s anticipated shortfall.

Demands on the pool have outpaced available funds in all but two of the past
ten years, and current budget trends indicate continuing pressures from state fis-
cal cutbacks and pressures related to the functioning of the pool and its relation-
ship to the state’s Medicaid program (MassHealth). Unanticipated stress on pool
resources may result from unintended incentives for hospitals to turn to the pool as
a first-dollar payer rather than as a payer of last resort, despite pool regulations
stipulating that hospitals screen patients for public coverage eligibility, because of
higher reimbursement for services compared with public health insurance reim-
bursements. The pool’s viability also depends in part on the status of MassHealth.
For the first three years following expansion of MassHealth in the latter part of the
1990s, draws on the free care pool declined, although increasing health care infla-
tion countered this decline in subsequent years. Also, a planned cutback in
MassHealth eligibility, expected to result in 50,000 newly uninsured adults in 2003,
is likely to result in greater demand on free care pool resources as well as the loss
of federal Medicaid DSH matching dollars available to the pool.

SOURCES: Bovbjerg et al., 2000a; Bovbjerg and Ullman, 2002; Seifert, 2002.

the state to localities. Three percent comes to localities directly from the federal
government. Overall, local health departments receive an average of 19 percent of
their budgets as reimbursement for direct health services delivery (Medicare,
Medicaid, third-party insurers, fees) (NACCHO, 2001).

Local health departments deliver primary care and categorically funded ser-
vices that are both public health activities and personal health care services (e.g.,
maternal and child health, immunizations, family planning clinics). In areas with a
high uninsured rate, local health departments frequently have absorbed the in-
creases in demand for services from medically indigent residents. Since the late
1980s, health departments have shifted away from the direct provision of personal
health services and toward privatizing or contracting out services delivery (Wall,
1998; NACCHO, 2001). At the same time, health departments have become
more reliant on Medicaid reimbursements for services they previously provided
without charge. However, this source of funds began to decline in the early 1990s,
as Medicaid programs entered into managed care contracts with private sector
health care providers (Martinez and Closter, 1998; Wall, 1998; Fairbrother et al.,
2000).
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The degree to which health departments directly provide or arrange for the
delivery of health services varies by region and urban versus rural location. Urban
health departments are more likely than rural agencies to be involved in the
delivery of primary care services and often provide primary care, maternal and
child health services, and sexually transmitted disease screening and treatment.
Thirty-seven percent of health departments serving more than 500,000 people are
involved in direct delivery of health services, compared with 11 percent of agen-
cies serving fewer than 25,000 people (NACCHO, 2001). County health depart-
ments in California and Florida and in the South are more likely than health
departments in other areas of the country to be involved in direct provision of
service. In California and Florida, this involvement stems from the sizable unmet
need due in part to high levels of uninsurance, while in the South it reflects
historical shortages of private health facilities and providers, particularly in lower-
income and rural communities (Needleman et al., 1999).

Public hospitals receive much of their nonoperating revenue from local (mu-
nicipal and county) dollars (Bovbjerg et al., 2000b). State support may be less
important than local public funding for public and other facilities that dispropor-
tionately serve uninsured patients. In one study of safety-net capacity in five urban
areas, four of the sites had city or county subsidies for general health services (in
addition to support for the local health department) through contracts with a city
health department or academic health center to provide services, a managed care
program sponsored by the county, or support for a public hospital (Felt-Lisk et al.,
2001). Box 2.10 details the financing and organization of care for uninsured
persons in a number of states and localities to illustrate the variety of arrangements
and extensiveness of programs across locales.

Interactions Between Coverage and Services for the Uninsured

As discussed earlier, the size and impacts of a community’s uninsured popula-
tion are closely related to the scope and scale of the state’s Medicaid program, as
well as its spending on direct services and the size of its lower-income population.
For example, Massachusetts” expansion of its Medicaid program to cover childless
adults (MassHealth) is estimated to have contributed to a 10 percent decrease in
the state’s uninsured rate between 1997 and 1999 (Zuckerman et al., 2001b).

Medicaid payments underpin the financial operations of providers that serve
the uninsured and public program beneficiaries alike. Yet the extent of employ-
ment-based health insurance coverage has an even greater effect on state-level
uninsured rates than does the expansiveness of the state’s Medicaid program
(Holahan, 2002). Some researchers have investigated whether the availability of
publicly provided services within a community influences local uninsured rates.
Rask and Rask (2000) found, using 1987 data, that counties with public hospitals
also had higher uninsured rates than counties that did not have their own hospitals.
The direction of causality in this study cannot be determined. Another study using
more recent national survey data found that, as measured by a composite of
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aggregate uncompensated hospital care, physician charity care, and presence of
community health centers, low-income workers in cities with a greater safety net
capacity to provide charity care are less likely to have an offer of workplace health
insurance coverage, although they are just as likely to take up coverage if offered
by their employer (Herring, 2001).

Community health centers and other federally supported clinics are in a
double bind with regard to Medicaid managed care. Because they have grown to
rely on Medicaid revenues in lieu of operating grants, they have an incentive to
serve patients who are Medicaid beneficiaries. However, when costs of providing
care under Medicaid managed care contracts exceed their capitation payments, the
centers’ financial condition worsens. Consequently, they have less revenue with
which to provide care to uninsured patients (Shi et al., 2001; Rosenbaum et al.,
2002). Financial losses and the loss of capacity are likely to diminish access for all
health center clients, insured as well as uninsured—for example, pregnant women
and young children covered through SCHIP, low-income members of racial and
ethnic minority groups, and low-income seniors enrolled in Medicare.

When legislation in the late 1980s established special cost-based reimburse-
ment for FQHCs, these centers were able to increase their capacity to serve
uninsured clients substantially, by 1.6 million persons between 1989 and 1999
(BPHC, 2001). In 1997 the Balanced Budget Act stipulated that the special
FQHC provision be phased out. However, consequent to the Benefits Improve-
ment and Protection Act of 2000 (BIPA), the federal government adopted a
prospective payment system for Medicaid managed care contracts with CHCs,
based on each center’s cost experience, which is expected to ameliorate some of
the adverse effects of managed care contracting for health centers (USGAO, 2001;
Schneider, 2002).

Private Payers

Philanthropy

Private charitable contributions play a small but important role in financing
health care services for uninsured and other medically indigent individuals. Private
nonprofit hospitals and health care networks operated by charitable organizations
(e.g., Catholic Health Association members) constitute one type of philanthropic
support (Catholic Health Association, 2002). Hospital charity care funds also
include the endowments of and relatively small contributions to not-for-profit
institutions and community foundations established in the conversion of not-for-
profit hospitals and health plans to for-profit status (Grantmakers in Health, 2002b).
One estimate puts the total value of private philanthropy at between 1 and 3
percent of hospital revenues, of which only a portion is available for the care of
uninsured patients (Davison, 2001).

Regional, community-based, and national foundations also play a role in
underwriting care to those who are uninsured. For example, the W.K. Kellogg

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

72 A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

BOX 2.10
State, County, and Local Financing of Care
for Uninsured Persons

Texas

In Texas, counties can discharge their duty as provider of last resort by par-
ticipating in a hospital taxing district (87 counties) that raises funds for indigent
care, operating a public hospital (32 counties) or an indigent care program (138
counties), or some combination of these options. Hospital districts levy local prop-
erty taxes, which account for about one-quarter of the revenue devoted to indigent
care, with the remainder financed by the state, out-of-pocket payments, and third-
party payers (including Medicaid and Medicare). The state’s Tertiary Care Fund
(unclaimed lottery prizes) partially reimburses hospital districts for trauma care
provided to residents from outside the district and is received mostly by larger
urban districts. Federal Medicaid DSH and Medicare graduate medical education
(GME) dollars also support hospital districts—again, often larger urban teaching
hospitals. In addition, counties and cities may operate their own public hospitals,
without the benefit of a hospital district’s taxing authority or dedicated local tax
revenues, and some rural counties operate their own indigent care programs.

Texas also has an array of publicly supported safety net arrangements similar
to those found in other parts of the country, involving academic health centers,
state tuberculosis and psychiatric hospitals, and the criminal justice system (about
$270 million spent annually on health care, funded solely by state general revenue
because prisoners are ineligible for public coverage). Federal matching and block
grants, together with state dollars, support specialty services for uninsured per-
sons as well as for the underinsured, chiefly in the areas of family planning ($65
million annually), substance abuse treatment ($85 million annually), and HIV/AIDS
treatment ($56 million annually). Finally, uninsured persons are served by 163
federally qualified health centers (FQHCs), an undetermined number of free clin-
ics, more than 450 rural health clinics, and clinics operated or contracted for by
local health departments.!

Colorado

With its relatively high 17.8 percent uninsured rate in 1998, the 2.2 million
person Denver metropolitan area includes the 500,000 residents of the city and
county of Denver as well as five adjacent suburban counties. Financing for servic-
es for uninsured residents is more secure in the city and county of Denver and less
stable in the suburbs, which are experiencing population growth. In both urban and
suburban areas, state Medicaid DSH funds and local funds are critical sources of
support for this care.

The state finances health care for uninsured persons through the Medicaid
DSH program ($174.9 million in 2001), grants for primary and preventive care and
for essential community providers ($4.8 million), and the state’s indigent care pro-
grams (Denver Indigent Care, University Hospital, and Outstate Medically Indigent
Care, $79.6 million altogether), which are also supported through the Medicaid
DSH program. The indigent care programs are open to uninsured residents or
migrant workers who are either U.S. citizens or legal residents and who meet
certain income and assets guidelines (sliding scale for copayments). They reim-
burse up to 30 percent of costs for a broad range of services delivered by qualified
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providers and are supported by the state’s Medicaid program. During 1999,
150,000 Coloradans participated in the state’s indigent care programs.

The city and county of Denver support an integrated set of safety-net ar-
rangements through the Denver Health and Hospitals authority, which includes a
hospital, 11 FQHCs, a local health department, and 12 school-based clinics, with
coordination of services and information across the system. In 1999, Denver’s
hospital authority provided close to 40 percent of all inpatient visits under the
state’s indigent care program and more than 40 percent of all indigent care pro-
gram outpatient visits, delivering about half of all uncompensated care in the larger
metropolitan area. The state’s Medicaid DSH program and support from the city or
county of Denver are major and essential revenue sources for the authority. In
2000, net revenues came from the Medicaid program (33 percent), private insurers
(22 percent), the city (11 percent), and Medicare (10 percent). Other sources (e.g.,
grants, teaching funds) comprised smaller percentages. The city’s annual pay-
ment to Denver Health in recent years has averaged about half of Denver Health’s
charity care expenses (not including bad debt, expenses reimbursed through Med-
icaid DSH, federal operating grants, and revenue from patients). In 1999, Denver
contributed $26 million toward Denver Health’s estimated $57 million in uncom-
pensated care expenditures. In addition, Denver Health has cultivated new reve-
nue streams from Medicaid managed care (as a partner in statewide Medicaid
managed care contracting through Colorado Access); from contracts to care for
state and local prisoners and to provide local indigent care and emergency medi-
cal services; and from payments made by SCHIP enrollees and paying patients
from outside the combined city and county jurisdiction.

Compared with the city of Denver, the suburban counties surrounding it have
been less successful in financing care for uninsured persons. Safety-net arrange-
ments include three nonprofit clinic networks at 11 sites (coordinated through the
Colorado Community Health Network), county health departments, and private
hospitals, with University Hospital as the provider of last resort for inpatient care.
Population growth has been more rapid in the suburbs than in the city of Denver
itself, and with this growth have come relatively greater numbers of uninsured
persons who are ineligible for the indigent care programs (undocumented immi-
grants). In recent years, University Hospital has accumulated losses that adminis-
trators attribute to an increasing load of uninsured patients without a sufficient
increase in funding, leading to the rationing of available sources and plans for
future cutbacks in the amount of charity care to be giV(-:-n.2

Idaho

In Idaho, both the state and the counties finance care for the medically indi-
gent. The state operates a Catastrophic Health Care Cost program that reimburs-
es hospitals for individual patients’ bills greater than $10,000 in a one-year period,
drawing on a state general fund and a $4.50 per capita fee assessment on each
county. Each county functions as the provider of last resort for residents and oper-
ates a Medical Indigency Care Program (MICP), supported by local property taxes.
At the discretion of the county commissioners, the local MICP may pay bills for less
than $10,000 to reimburse necessary care for eligible county residents who apply
and are accepted into the program. The structure of the program, eligibility guide-

Continued
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BOX 2.10 Continued

lines, and reimbursement amounts and schedules vary from county to county.
Recipients are expected to reimburse the MICP for at least a portion of their cov-
ered expenses according to a payment schedule. To enforce this provision, at the
time a resident applies to MICP, a lien is placed on the recipient’s real and person-
al property and future potential insurance benefits that remains until the payback is
completed.

A survey of 11 Idaho counties finds that between 1995 and 1999, few of the
counties spent the full amount that had been budgeted for MICP, limited reim-
bursement was collected, and there were no foreclosures on property. In 1999,
budgets for 10 of these counties ranged between $123,000 and $5.8 million, with
expenditures of between 50 and 90 percent and paybacks of between 4 and 53
percent.3

New Mexico

In New Mexico, a state with a high uninsured rate (and no state income tax),
some care for uninsured persons is covered through County Indigent Fund pro-
grams. Although participation is not required, most of New Mexico’s 33 counties
take part in the state’s County Indigent Fund program, which finances payments
for health care largely through a gross receipts tax. The counties also collect funds
and may use their County Indigent Fund program to support county Medicaid (25
percent of County Indigent Fund expenditures overall) and Sole Community Pro-
vider (40 percent of expenditures) programs, both of which receive federal match-
ing funds. The eligibility criteria (including residency and documentation of legal
immigration status) and benefits vary from county to county and tend to be limited.
County indigent hospital and health care boards have administrative oversight of
the funds.

In state fiscal year 2001, the participating counties collected about $26.3 mil-
lion and spent about $28.5 million (including funds carried over from previous
years), with a median expenditure of about $570,000 and a range in expenditures
from $55,000 for De Baca County to $3.8 million for Dona Ana County on the
southwestern border and $3.7 million for San Juan County. In addition, six coun-
ties finance indigent care outside the County Indigent Fund, drawing for the most
part on property taxes and collecting about $46.1 million in 2001.

A closer look at one county gives a sense of the balance of funding streams
and expenditures. In urban Bernalillo County, for example, which includes the Al-
buquerque metropolitan area, during state fiscal year 2001 the county collected $1

Foundation’s six-year program of grants to 13 communities through its Commu-
nity Voices program supports collaborative efforts to expand access to care through
expanded insurance coverage (Kellogg Foundation, 2002). Local foundations in
California, Rhode Island, New Hampshire, New York, and Kansas have funded
programs to expand coverage, both alone and together with national foundations
including The Robert Wood Johnson Foundation (Grantmakers in Health, 2002a).

One new source of support for regional or statewide charitable health foun-
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million in gross receipts tax to pay providers under its County Indigent Fund. In
addition, the county collected $31.4 million in property taxes and $5.1 million in a
General Fund Health Care Account, which were applied toward support for the
University of New Mexico’s County Medical Center, a county mental health center,
health care at the county’s detention denter, and service for the debt on a public
health facility bond.#

Indianapolis, Indiana

Marion County, Indiana, which is contiguous with the city of Indianapolis,
operates a managed care program, Wishard Advantage, that enrolls 20,000 of an
estimated 40,000 to 60,000 lower-income uninsured persons (earning less than
200 percent of FPL) living in the county. The municipal Health and Hospital Corpo-
ration, which oversees the county health department, the county public hospital
(Wishard Memorial Hospital), and affiliated health clinics, began this program in
1997 as a way to improve access to primary and preventive services, reduce inap-
propriate and often costly utilization of the hospital’s emergency department, and
put the public hospital on a more sound financial footing in an increasingly compet-
itive hospital market. The number of uninsured persons in the county was also
increasing at the time the program began.

Benefits are similar to those offered through Indiana’s Medicaid managed
care programs, although enrollees have access only to providers in the Wishard
Advantage network (e.g., a physicians group practice affiliated with Indiana Uni-
versity Medical School, Wishard Memorial Hospital, a neighborhood health clinic).

The Corporation has the authority to levy property taxes and generates rough-
ly $70 million annually in revenues, of which $56 million supports Wishard Advan-
tage. State and federal dollars through the Medicaid DSH payment amounted to
almost $52 million in 1997. Funding is considered stable, given the stable tax rate
since 1992 and rising property values.®

1 SOURCE: Fenz, 2000 et al.

2 SOURCES: Matherlee, 2001; Ormond and Lutzky, 2001; Tilly, 2002; State of
Texas Comptroller's Office, 2000.

3 SOURCES: Borden et al, 2001; State of Idaho, 2002.

4 SOURCES: State of New Mexico, 2000, 2002.

5 SOURCES: Bruen et al., 2001; Katz et al, 2001.

dations is the conversion of nonprofit health plans to for-profit status (analogous to
the conversion of nonprofit hospitals) and the creation of local foundations
(Grantmakers in Health, 2002b). In California, not-for-profit health plans con-
verting to for-profit status are required by the state to transfer the not-for-profit’s
assets into a charitable foundation (California Wellness Foundation, n.d.). A num-
ber of foundations have been created in this way, including The California
Wellness Foundation (established in 1992 with the assets from the conversion of
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the Health Net health maintenance organization [HMOJ]) and two foundations
created from the 1996 conversion of Blue Cross of California into WellPoint
Health Networks (The California Endowment and the California HealthCare
Foundation) (California Endowment, n.d.; California HealthCare Foundation,
2001; California Wellness Foundation, n.d.). These foundations have supported
care to the uninsured through operating grants, but some devote the bulk of their
funding to research, technical support, and education.

The pro bono services of physicians and other health professionals in treating
uninsured patients, both within their private practices and at specially established
clinics, also fall within the category of philanthropy. The extent of such care
provided by physicians has been discussed in a previous section.

Privately established free clinics, sponsored variously by faith-based institu-
tions, medical societies, and community coalitions, provide a growing but poorly
documented share of services to uninsured persons (Grantmakers in Health, 2002a).
A study of changing safety-net capacity in the mid-1990s finds volunteer-stafted
free clinics at three of five sites studied (Detroit, Michigan; Columbus, Ohio; and
Oklahoma City, Oklahoma) (Felt-Lisk et al., 2001). The clinics have limited
hours, are supported by donations, tend to provide primary care and pharmaceu-
ticals for adults, and are often connected with churches. They may be affiliated
with local hospitals, but the relationship can be tenuous, with the hospital unwill-
ing to accept referrals. These clinics provide greater access for vulnerable groups,
particularly uninsured persons who are ineligible for public coverage (i.e., un-
documented immigrants) but are limited in resources and unlikely to be able to
sustain continuity of care. Like soup kitchens in church basements for homeless
people, the need for and existence of community free clinics point up the inad-
equacies of local public services and provisions for vulnerable community resi-
dents.

Third-Party Payers and Cross-Subsidization

An earlier section of this chapter describes the public subsidies that reimburse
some of the uncompensated care expenditures incurred by uninsured persons.
Private sector payers may also contribute to the reimbursement of providers’
uncompensated care costs. This section explores how one might think about such
a private “cross” subsidy from commercial or private sector payers (e.g., insurers,
employers who sponsor employment-based coverage, and covered workers, whose
insurance represents part of their compensation package). The extent of private
cross-subsidy of the uninsured has not been systematically investigated. Aside from
Massachusetts, where provider surcharges finance a free care pool for hospitals and
some clinics (Seifert, 2002), such cross-subsidy is expected to be implicit rather
than explicit. There is, however, research literature about physician and hospital
pricing policy with regard to the “shifting” of incurred costs from public to private
payers that suggests how a similar mechanism for private cross-subsidy of a portion
of the unreimbursed costs of the uninsured would work.
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The term cost-shifting has been defined in a number of ways. Some studies
consider shifting in a static sense (e.g., price discrimination, when a hospital
charges different prices of different payers, without any particular relationship
between the different prices). Others, which look at shifting in a dynamic sense
(e.g., when the price charged to one payer is higher because a lower price is
charged to another payer or because of a shortfall in revenue from the other
payer), are more relevant to understanding potential cross-subsidies of uncompen-
sated care (Morrisey, 1996). In the early 1980s, the term described how, after the
advent of Medicare prospective payment, hospitals sought to “shift” what they
considered unreimbursed expenditures for Medicare patients to private payers by
means of higher billed rates for health services (Morrisey, 1994; Clement, 1997—
1998). In the first half of the 1990s, attention focused on cost-shifting from private
(managed care contracting for employment-based coverage) to public payers.

Changes in hospital margins over time give a rough sense of the extent to
which private cross-subsidies affect hospitals’ capacity to absorb uncompensated
care expenditures. Figure 2.1 depicts the simultaneous decline in private payer
surpluses for hospital payments over the past 10 years with little change in reported
(net) uncompensated care and change in hospitals’ financial margins; the trends
could be interpreted as evidence that hospitals have actually been able to raise their
charges to private payers in order to cover uncompensated care costs. It is difficult
to interpret the changes in hospital pricing because published studies have exam-
ined individual hospitals, rather than the overall relationship between uncompen-
sated care, uninsured rates, and pricing trends in the hospital services market
overall.

There s little published evidence about cross-subsidizing uncompensated care
among for-profit hospitals. To the extent that such institutions conform to stan-
dard economic models of profit maximization, they would be predicted to mini-
mize their provision of uncompensated care (Needleman, 2000; Zwanziger et al.,
2000). One analyst argues that there was little or no cross-subsidization from
private payers during the 1990s, despite the potential for it, because of “price
sensitive employers, aggressive insurers, and excess capacity in the hospital indus-
try,” all of which imply a relative lack of market power on the part of hospitals
(Morrisey, 1996). Older data (from the 1980s) yields somewhat more evidence for
cross-subsidization among nonprofit hospitals than among for-profit hospitals
(Hadley and Feder, 1985; Frank and Salkever, 1991; Morrisey, 1993, 1994; Gruber,
1994; Hadley et al., 1996; Dranove and White, 1998; Needleman, 1999). Hospi-
tals have been less able to shift costs among payers as health services markets have

s

become more competitive (Morrisey, 1993; Bamezai et al., 1999; Keeler et al.,
1999). In some circumstances (e.g., California in the 1980s and early 1990s),
uncompensated care has declined in response to increased market pressures and to
public policy (Gruber, 1994; Rundall et al., 1988; Mann et al., 1995). Instead of
shifting costs, hospitals are cutting costs and reducing uncompensated care (Campbell
and Ahern, 1993; Gruber, 1994; Zwanziger et al., 1994; Hadley et al., 1996;
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Morrisey, 1996; Dranove and White, 1998). Some analysts argue, however, that
the ability to cross-subsidize care remains substantial (Zwanziger et al., 2000).

Institutional efforts to reduce private cross-subsidy can result in the transfer of
the burden of uncompensated care from private hospitals to public institutions,
which has been facilitated by the increasingly competitive market for hospital
services and managed care contracting (Morrisey, 1996). As discussed earlier in
this chapter, in some urban areas there is evidence that uninsured patients are
being even more concentrated at safety-net facilities and that, as a result, there is
less opportunity for private cross-subsidy of their care. The closing or ownership
conversion to private status of public hospitals, a topic to be taken up in Chapter
3, can effect a reverse transfer, from public to private institutions, depending on
local public financing arrangements.

Efforts to increase, decrease, or maintain private cross-subsidies may have a
particular impact in rural areas. The smaller the provider, the less ability it has to
cross-subsidize. Coburn (2002) argues that physicians in private practice are able
to provide the 20 to 40 percent of uncompensated care in rural communities that
they do because they are supported or subsidized by their community’s hospital.
For employers in rural areas, the importance of cross-subsidy is a function of scale.
It is a greater burden in small towns, where there are fewer employers across
whom to spread the financial burden when it occurs in the form of higher costs for
health care and health insurance premiums. As a result, there is a competitive
disadvantage that accrues to employers who offer more generous or greater subsi-
dies of their employment-based coverage (Morrisey, 1994). A hospital’s ability to
cross-subsidize uncompensated care costs is affected by the percentage of the
revenue base to which uncompensated expenses may be shifted. Rural hospitals
tend to have a smaller-than-average private payer revenue base because Medicare
constitutes a higher-than-average proportion of their payer mix (MedPAC, 2001).
Similarly, hospitals that disproportionately serve Medicaid and uninsured patients
by definition have a smaller private payer base that could potentially cross-subsi-
dize the care provided to uninsured patients.

RESEARCH QUESTIONS

2.1 Local Patterns of Unmet Need and Utilization by Uninsured Persons
What are the unmet needs for care of uninsured persons and families?
Do they differ geographically both within and among states?

Basic to almost all the proposed research in this chapter is the need for reliable
and current local estimates of uninsured rates and measures of the dispersion or
concentration of uninsured persons within local health services markets and among
the providers within a market. Until the late 1990s most estimates of uninsured
rates were available only at the national, state, or major metropolitan statistical area
(MSA) level, most notably through the U.S. Census Bureau’s March Current
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Population Survey (CPS).!* In recent years, the Health Resources and Services
Administration’s State Planning Grant program, together with the State Health
Access Data Assistance Center (SHADAC), has facilitated the creation of unin-
sured rate surveys at the county or regional level within states, although these
estimates tend not to be comparable across surveys. Enhanced data collection and
coordination of existing surveys are needed, as well as the development of new
methods to allow generation of more precise and reliable local uninsured rates and
for the comparison of these estimated rates across jurisdictions.

A local uninsured rate can be the basis for estimating the unmet need or
health services utilization of uninsured persons, but more direct measures are
preferable. Programs to provide and pay for uninsured care are often stretched to
their resource limits, with existing dollars outstripped by the perceived health
needs of this population (Lewin and Altman, 2000; Felt-Lisk et al., 2001; IOM,
tforthcoming 2003). Evaluative research is needed to understand how uninsurance
at a local level influences the organization and delivery of health care. How have
communities that have been substantially effective in meeting the needs for health
care of uninsured and other underserved populations proceeded, and what financ-
ing and services strategies have they employed?

2.2 Public Subsidy of Health Services Delivered to Uninsured Persons

What are the sources of public support for care to uninsured persons?
How much does each source contribute and how efficiently are the
funds allocated?

The Committee relies on Hadley and Holahan (2003) for a working set of
rough estimates about the extent of public subsidy. More complete and consistent
documentation of existing federal, state, and local supports for the provision of
care to uninsured persons is needed. The levels of such payments to hospitals
alone, for example, are substantial and may even be adequate in total to cover the
costs of uncompensated hospital care for those completely without health insur-
ance (Hadley and Holohan, 2003). However, more research is needed to pinpoint
administrative barriers and inefficiencies in the allocation of funds that result in
inadequate or poorly targeted subsidies for the care of uninsured persons. For
example, the formulas used to calculate Medicare and Medicaid DSH payment
rates do not take the number of uninsured patients into account. In addition, it is
difficult if not impossible to compare the relative amounts spent by states through
the Medicaid DSH program because states use a variety of methods to generate
their match (e.g., tax revenues, intergovernmental transfers from public hospitals)
and report different types of data.

14Appendix B in the Committee’s first report, Coverage Matters, reviews the major surveys that give
estimates of uninsured rates (IOM, 2001a).
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2.3 Private Subsidy of Care Delivered to Uninsured Persons

To what extent does uncompensated care by doctors, hospitals, and
other entities support care for uninsured persons? To what degree do
private cross-subsidies support the care of uninsured persons?

It is widely assumed that private payers (e.g., employers, insurers) and private
sector health care providers (e.g., nonprofit hospitals, physician practices) cross-
subsidize the costs of care for uninsured patients. However, the size of this subsidy
is difficult to estimate and the mechanisms through which this uncompensated
care is subsidized are complex and not explicitly addressed or documented in the
research literature. To the extent that private cross-subsidies occur, what are the
implications for health care costs, for local businesses and employers who offer
employment-based coverage, and for economic activity in the community?

The literature on hospital cost-shifting presents a useful approach to proposed
research on private cross-subsidy. One way to gauge the extent of cross-subsidy,
for example, is depicted in Figure 2.1, which compares the contributions of
uncompensated care, Medicare margins, and private payer surpluses to hospitals’
total margins over time. A longitudinal analysis of changes in payment-to-cost
ratios or prices for each payer to an individual provider, correlated with changes in
the provider’s total margin and in the cost of unreimbursed care provided to
uninsured persons, would yield more precise information about the amount and
sources of private subsidy (Dobson, 2002; Morrissey, 2002). Both quantitative and
qualitative studies would likely be needed to tease out the extent of private cross-
subsidy, with much regional and market variation related to the market position of
both insurers and health care providers (e.g., ability to negotiate discounted charges,
anticipated revenue from a hospital’s patient case mix, the amount of hospital
revenues across which an uncompensated care burden could be spread).

SUMMARY

As one historian of health care financing in twentieth-century America has
observed, hospitals have proven to be quite efficient in their adaptive responses to
changed fiscal incentives but not nearly as efficient in meeting changing public
needs for health care (Stevens, 1989). The growth of insurance-based means for
financing care, the federal government’s approach to shaping health policy through
payment policies, increasing price competition in the market for health services,
and erosion of the cross-subsidies afforded by private payer reimbursements for
care have meant that persons who lack health coverage are less able than insured
persons to gain access to affordable care and to be able to pay for the care that they
receive. As a result, health care providers who treat uninsured persons are likely to
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accumulate uncompensated costs that may impair their ability to continue deliver-
ing care.

Governments, health care practitioners and institutions, philanthropies, and
private payers all play a part in serving or paying for the care of uninsured
Americans. The implicit subsidies are considerable, and their target efficiency and
adequacy are difficult to judge. Ultimately, there is no comprehensive or coordi-
nated approach to caring for uninsured persons. The financial implication of this
reality—namely, uncompensated care—sets into motion a number of potential
community effects of uninsurance.

The growth over the past several decades in the importance of health finance
in the U.S. economy and government finances magnifies market distortions and
inequities and inefficiencies in the allocation of public resources. Hospital uncom-
pensated care was much easier for both governments and the institutions them-
selves to address when Medicaid and Medicare together accounted for much less
of the national spending on hospital care than the 48 percent that they currently
do (Cowan et al., 2001). The DSH payments under those two federal programs,
although substantial and essential supports for institutions that are major providers
of care to the uninsured, are blunt tools.

Mainstream health services delivery and the provision of care to and financing
of care for uninsured Americans are fundamentally interrelated. Although these
two components of the health care enterprise are often treated as separate entities
with distinct constituencies governed by separate policies, they cannot be under-
stood in isolation from one another. This is especially evident when tracing the
funding streams that pay for the care the uninsured receive and the impacts on
health care institutions and providers locally when the proportion of uninsured
residents is relatively high or increasing. Despite the relatively stable proportion of
the national population without health insurance over the past two decades, major
changes in the financing and organization of health care services in both the public
and the private sectors have changed the significance and impact of uninsured
populations for health care providers and governments at all levels.

The next three chapters examine community health care services and access,
social and economic institutions, and population health in conjunction with local
uninsurance.
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Community Effects on
Access to Care

The Committee hypothesizes that the burden of financing care for uninsured
persons affects the health services available within the community, especially in
urban areas where providers treat large numbers of uninsured persons and in rural
areas where providers treat relatively high proportions of uninsured. The strategies
taken may be different in rural and urban areas, but the Committee finds plausible
the idea that providers in rural and urban settings respond to financial pressures
related to uninsurance in similar ways. In an effort to avoid this burden or to
minimize its impact on a provider’s bottom line, services may be cut back, relo-
cated, or closed. Staffing may be reduced. This may further strain the capacities of
already overcrowded hospital emergency departments, and physicians’ offices or
even hospitals may be relocated away from areas of town or entire communities
that have concentrations of uninsured persons. Such disruptions may reduce
people’s access to care and the quality of care they receive, regardless of their
insurance status.

In this chapter, the Committee explores the consequences of community
uninsurance for access to care in the context of the present era of rapid change in
public and private health care financing. As discussed in Chapter 1, the Commit-
tee has chosen to interpret its task as concerning community eftects of uninsurance
but not of underinsurance, despite the difficulties of disentangling the likely mu-
tual influences of uninsurance and underinsurance and the limits of the existing
literature. After a brief discussion of access to care considered in general, the
chapter is organized by type of service, examining primary care, emergency medi-
cal services and other specialty care, and hospital-based care in turn. The chapter
concludes with a discussion of questions for further research and a summary.

Although many of the data and studies are organized by institution or profes-
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sion, the Committee takes the perspective of community residents as consumers of
health care and reports on local health services arrangements as typically encoun-
tered by someone secking care. Focusing on the types of services as they may be
affected by uninsured rates, rather than on providers and institutions, allows a
more systematic perspective on the adequacy of health services throughout the
community (see IOM, 2001b). In addition, the mere survival of particular institu-
tions may not be a good proxy for the availability of high-quality care (particularly
primary care) or for judging the impacts of uninsurance in a rapidly changing
health care system or market. Nonetheless, the value of a hospital or clinic may
include contributions to a community’s social and economic base or serve as a
source of community identity. Thus, changes related to uninsurance may have
additional effects beyond those related to access and quality of care. These values
are discussed in the next chapter, which addresses some potential social and
economic effects of uninsurance.

ACCESS TO CARE

Finding: Persons with low to moderate incomes (less than 250 per-
cent of the federal poverty level), nearly one-third of whom are
uninsured, and uninsured persons have worse access to health care
services in communities with high uninsured rates than they do in
communities with lower rates. The causal influence of the local
uninsured rate on measures of access is unclear.

‘While insurance facilitates access to health care by removing or diminishing
financial barriers faced by individuals and families, it also secures a revenue stream
for health care providers and institutions (IOM, 2001a, 2002a, 2002b). The Com-
mittee hypothesizes that when this revenue stream is diminished by higher local
uninsured rates, providers may opt to change their patterns of service provision
within the community in an effort to preserve revenues. Depending on the local
organization of health services, this provider phenomenon would be expected to
affect the opportunities of insured residents to obtain health care. Lower-income
residents are particularly likely to be affected by loss of access to care because of
their limited economic ability, for example, in rural areas to travel long distances
to obtain services unavailable locally or to pay higher costs for care.

Three recent studies examine the relationship between self-reported access to
care and community uninsurance in urban areas (Cunningham and Kemper, 1998;
Brown et al., 2000; Andersen et al., 2002). All of the studies rely on survey data
about self-reported access to care, using a number of different measures (e.g.,
difficulty obtaining care, not having seen a physician in the previous 12 months).

The first study, based on the nationally representative 19961997 Commu-
nity Tracking Study (CTS) Household Survey, examines the differences among
metropolitan statistical areas (MSAs) larger than 200,000 population in the rates
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that uninsured residents reported forgoing, postponing, or having difficulty ob-
taining needed medical care as a function of the community uninsured rate
(Cunningham and Kemper, 1998). The authors show that the rates at which
uninsured residents reported difficulties in obtaining care differed more than two-
fold over the range of high-uninsured-rate and low-uninsured-rate communities,
from about 41 percent (Lansing, Michigan) to 19 percent (Orange County, Cali-
fornia), with a national average of 30 percent.! Only about 15 percent of the
variation among the communities in rates of difficulty in accessing care is related
to measured differences in the health needs or other population characteristics of
the uninsured respondents, indicating that most of this variation is related to
unmeasured factors. Concluding that an uninsured person’s place of residence
plays a key role in determining ease of access to care, the authors hypothesize that
differences in access may reflect the economic make-up of the uninsured person’s
community (e.g., providers in wealthier areas may be better able or inclined to
deliver free or reduced-price care) or the availability of health care outside of the
community (e.g., proximity of multiple health care markets in the larger MSAs)
(Cunningham and Kemper, 1998).

Although the first of the three studies discussed focuses only on uninsured
residents, it points up how their ability to obtain care depends on their relative
numbers within the overall community. Further, the possibility remains that in-
sured residents are affected by local uninsurance in ways not measured in the
analysis. The authors report no relationship (correlation) across the 60 communi-
ties studied between the proportion of privately insured respondents reporting
difficulty obtaining access to care and the proportion of uninsured respondents
with access difficulties, as well as different reasons for difficulties, with 90 percent
of uninsured respondents citing cost as the key constraint, compared with 48
percent of insured respondents. Yet the often separate experiences of uninsured
and privately insured with the organization and delivery of care in urban areas (as
described in Chapter 2) may be linked through the effects that uninsurance exerts
on the local health care market.

The second study considers the aggregate experiences of all low- to
moderate-income residents (earning less than 250 percent of the federal poverty
level [FPL]), under age 65 in the 85 largest MSAs in 1997, without distinguishing
between insured and uninsured respondents (Brown et al., 2000). The authors
examine measures of health care access including forgone or delayed care, no
physician visit within the year, and having a regular source of care, as a function of
uninsured rate (Brown et al., 2000, data for 1997). Residents of the 12 MSAs with

This analysis was unadjusted for the many individual and community-level covariates of uninsured
rate. Adjusting for health care need (health status, age, gender) and socioeconomic and demographic
characteristics (income, education, family size, race and ethnicity, whether Spanish language inter-
view) narrowed the range in reported difficulty in obtaining access to care to between 36 percent for
Cleveland, Ohio, and 22 percent for Newark, New Jersey.
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significantly higher uninsured rates (at least one standard deviation above the mean
for all 85 MSAS) reported greater difficulty obtaining health care than did residents
of the 17 MSAs with significantly lower uninsured rates, unadjusted for any
covariates of unin-surance: 22 percent reported delaying or going without needed
health care in MSAs with high uninsured rates, compared to 8 percent in MSAs
with substantially lower uninsured rates; the comparable figures for those who
reported no physician visit in the past year were 39 and 14 percent in MSAs with
high and low uninsured rates, respectively. Since almost one-third of persons
under age 65 who earn less than 200 percent of FPL or who are members of
families that earn less than 200 percent of FPL are uninsured (Fronstin, 2002), it is
likely that a proportion of the effect observed of local uninsured rate reflects the
experiences of the uninsured rather than the insured study participants.

The third study complicates conclusions that might be drawn from the find-
ings of Cunningham and Kemper about what unmeasured community-level char-
acteristics may influence the access of uninsured persons to care and the findings of
Brown et al. about the relative influence of community uninsurance on insured
versus uninsured residents. In a multivariate, cross-sectional study of the likeli-
hood (odds) that low-income children and adults under age 65 have seen a
physician in the past year in the 25 largest MSAs nationally, the authors show that
a number of individual-level and community-level covariates may better explain
differences in access to care than does the community uninsured rate (Andersen et
al., 2002). While analytically adjusting for measures of community demand for
care (percentage in poverty, uninsured rate, and percentage enrolled in Medicaid)
did not change the odds that low-income children and adults would have seen a
physician in the past year, taking into account differences in a community’s
financial and structural capacity to deliver care (e.g., higher per capita income,
lower unemployment, greater income inequality, number of public hospital beds
per thousand population, number of community health centers per thousand
population, lower degree of managed care penetration) did improve the odds of
seeing a physician in the past year (Andersen et al., 2002). Echoing the hypothesis
laid out by Cunningham and Kemper, the authors suggest that a possible explana-
tion for their findings is that greater community wealth may strengthen the finan-
cial viability of safety-net arrangements, either directly or through the support of
higher levels of eligibility for public coverage or higher spending on related public
programs.

Together, these three studies provide evidence that, with limited analytic
adjustments for the many covariates of insurance status and uninsured rate, an
urban area’s uninsured rate is associated with the ability of uninsured and of
moderate- and lower-income residents to obtain needed and regular health care.
Such measures of access to health services are basic markers of effective, quality
care that improves health outcomes (Millman, 1993; IOM, 2002a, 2002b). Longi-
tudinal studies are needed, with adjustments for covariates of insurance status and
uninsured rate, to better distinguish whether and how community uninsurance
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influences the access experiences of insured and uninsured community members
in different ways and to a greater or lesser extent.

PRIMARY CARE

Except for the studies of access to care described in the preceding section,
which include measures that can be interpreted as measures of access to primary
care, there is little empirical documentation of the relationship between commu-
nity uninsurance and access to primary care. In this section, the Committee draws
on the literature about primary care providers and sites of care, for the most part,
physicians and clinics, to develop background information about potential mecha-
nisms and outcomes of community eftects.

Uninsurance may compromise access for many community residents to pre-
ventive, screening, and primary care services. These services are provided in
diverse settings, ranging from general primary care and specialized health depart-
ment clinics (e.g., immunization, family planning), private physician offices, com-
munity health centers, hospital outpatient and emergency departments, and dedi-
cated hospital primary care outpatient clinics (Donaldson et al., 1996). See Box 3.1
for the Committee’s working definition of primary care. Particularly for low-
income residents and members of other medically underserved groups, clinics and
health centers play a special role in primary health care services delivery due to
their close geographical proximity to underserved populations, their cultural com-
petence and history in the community, and their provision of supportive “wrap-
around” services that facilitate access to care and quality care (Hawkins and
Rosenbaum, 1998). As a result, when uninsurance results in fiscal pressures on
community facilities, insured as well as uninsured clients may be affected by
reductions in health center services. To make up for the provision of uncompen-
sated care, clinics and health centers may cut back on available services, lengthen
waiting times for all patients, and cease operations altogether in some communi-

BOX 3.1
Definition of Primary Care

The Institute of Medicine Committee on the Future of Primary Care defines
primary care “as the provision of integrated (that is to say, comprehensive, coordi-
nated, and continuous over time), accessible health care services by clinicians
who are accountable for addressing a large majority of personal health care needs,
developing a sustained partnership with patients, and practicing in the context of
family and community” (Donaldson et al., 1996). Primary care clinicians typically
are physicians, physician assistants, or nurse practitioners, sometimes working
together in a team. The ongoing personal relationship between provider and pa-
tient that is the ideal in primary care is an integral element of quality health care
(IOM, 2001b).
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ties. In Los Angeles County in the latter half of the 1990s, for example, in a survey
of private providers who contracted with the county to care for medically indigent
patients, respondents reported finding themselves at financial risk, with the poten-
tial loss of the provider’s services to the entire community (Grazman and
Cousineau, 2000). See Box 3.2 for case studies of uninsurance and primary care in
two of the country’s largest urban areas.

Shortages of physicians in rural and urban areas with relatively high uninsured
rates can mean less access to primary care for all residents. Access for rural residents
is particularly sensitive to reductions in available care, because residents have
limited choices to begin with and are likely to face long travel times and distances
to reach providers outside their community. Furthermore, rural residents, who
tend to be in poorer health and older than residents of suburban and urban areas,
are likely to experience greater difficulty traveling these longer distances (Ormond
et al., 2000a).

Physicians

Physicians’ decisions about the nature and location of their practice may be
influenced by the uninsured rate of the community among other factors (e.g.,
malpractice insurance costs, the availability of specialty support, the option to
practice in large tertiary care hospitals, the safety and overall attractiveness of the
community as a place to live). Considerations about where to locate a new
practice are likely to differ from those regarding an ongoing practice because
established practices may be better able to accommodate charity or other uncom-
pensated care. Many rural areas and lower-income and economically depressed
urban neighborhoods have a harder time recruiting and retaining primary care
practitioners than do more populous and affluent communities.

For communities in rural areas, uninsurance may make it more difficult for a
private physician to maintain a financially viable practice. Physicians in rural areas
are more likely to treat Medicaid and uninsured patients and have higher propor-
tions of Medicare patients due to rural demographics (Mueller et al., 1999). As a
result, rural physicians may face lower levels of reimbursement. This can place
further financial drains on their practices (Coburn, 2002). At the same time, in
such areas, safety net arrangements for primary care tend to be informal and not
publicly subsidized, especially in the smallest towns (Taylor et al., 2001). A conve-
nience survey of informal safety net arrangements in eight towns across the coun-
try (less than 5,000 population) finds that rural hospitals are particularly important
in this regard (Taylor et al., 2001). Many rural physicians work in affiliation with
or are supported by their community hospital, through either a rural health clinic
or the hospital itself. For example, a family practice in Deer Island, Maine, a
fishing community in which 60 percent of the residents were uninsured, alleviated
its financial problems by affiliating with a local hospital as a rural health clinic
(Finger, 1999).

Physicians who serve uninsured patients encounter ethical and legal dilemmas

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

BOX 3.2
Effects on Primary Care: Los Angeles and New York City

Los Angeles County, California

Los Angeles County is home to 10 million people, roughly one-quarter of
whom (2.5 million persons) are uninsured. Financial pressures on the county health
department related to the care of medically indigent and uninsured persons are
leading to a reduction in primary care and preventive services and the closing of
sites of care for all county residents. The county health department serves an
estimated 800,000 patients each year, many of whom are uninsured.

Broad cuts in services were averted during a county budget crisis in the mid-
1990s through an increase in federal Medicaid payments for outpatient services
(totaling more than $2 billion) under a five-year program waiver from the federal
government. This waiver was renewed once and is scheduled to expire in 2005.
Under the waiver, county health services were reconfigured to emphasize primary
care and preventive services, which improved access to care but did not reduce
hospital inpatient utilization significantly or result in appreciable cost savings.

Recent years’ state Medicaid budget troubles are shared by Los Angeles
County. Despite the county’s Board of Supervisors’ efforts to balance the depart-
ment’s $2.9 billion dollar budget and voter support of a property tax increase ear-
marked to support hospital trauma centers ($168 million expected annually), a
$700 million to $800 million deficit is anticipated in 2003. To reduce this deficit, the
county has made cuts in primary care rather than in specialty services, hospital
inpatient services, or emergency medical services. According to one news ac-
count, decision makers justified this choice by explaining that primary care servic-
es are more affordable for the clinics’ clients than specialty services, even though
one of the anticipated consequences is increased emergency department (ED)
use for non-urgent, primary care. Like hospital EDs elsewhere, those operated by
public hospitals in Los Angeles are precluded by the Emergency Medical Treat-
ment and Labor Act (EMTALA) from limiting the use of their services to persons
with health insurance.

In June 2002, the county closed 11 of its 18 public health clinics and 1 of its
6 public hospitals. It also scaled back support for 100 private clinics and cut 18
percent of employees (5,000 jobs). This was done as part of efforts to trim the
deficit in preparation for negotiations for additional federal or state subsidies. Fur-
ther downsizing and closings are anticipated to be announced in the coming
months. !

New York City

New York’s municipal Health and Hospitals Corporation (HHC) is the largest
public hospital system in the country, overseeing 11 acute care public hospitals
and more than 100 local clinics among its varied responsibilities to provide health
care to medically underserved groups. HHC serves approximately 1.3 million per-
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sons a year, 43 percent of whom are uninsured. About half of all hospital-based
care is delivered to uninsured and underinsured residents, and HHC facilities pro-
vide a disproportionate share of services more likely to be used by vulnerable
populations (e.g., tuberculosis, HIV/AIDs, psychiatric, trauma, alcohol and sub-
stance abuse, emergency medical services).

Since 1994, HHC has responded to several financial challenges by cutting
back funds and shifting patients from hospitals to primary care clinics. During 2001,
HHC experienced its first deficit in five years. News accounts attribute part of the
$300 million deficit to a 30 percent increase since 1996 in the number of uninsured
persons (totaling more than 564,000 uninsured patients in 2000). Other factors
include changes in patient mix and volume (e.g., loss of market share to other
hospitals), competition for Medicaid patients to fill inpatient beds (given declining
inpatient utilization) from private nonprofit hospitals, and a growing gap between
uncompensated care and public subsidies (e.g., indigent care dollars from the
state, Medicare disproportionate share hospital payments, and appropriated city
tax revenue). Uninsured patients account for 10 percent of hospitalized patients
and 30 percent of ambulatory care patients in HHC facilities. As Medicaid pay-
ments lag behind health care cost inflation, especially for clinic visits, and private
sector facilities compete successfully for Medicaid managed care enrollees, Med-
icaid revenues to HHC facilities have declined. Because patients have been shift-
ed from hospitals to primary care clinics, there has been a 9 percent increase in
clinic visits and a 12.5 percent decrease in inpatient admissions since 1992. Be-
cause Medicaid managed care payments to primary care clinics are lower than
those for hospital care or for specialty services, HHC facilities have been squeezed
financially.

Despite the known benefits of primary care, HHC has closed and merged
preventive and primary health care sites over the past year, including eight neigh-
borhood health centers. After receiving additional funds from the city, HHC decid-
ed to keep open 15 school-based clinics slated for closure, although their opera-
tions will result in an anticipated $2.7 million loss in 2001. For the most part, the
clinics selected for closing are located in immigrant and low-income neighborhoods
where roughly two-thirds of the patients are uninsured. Clinics to be closed include
9 of 42 that specialize in children’s health. Overall, the loss of capacity is estimated
as 100,000 children served annually. Other cost-control measures include cutting
staff and downsizing capacity—for example, decreasing the capacity of the reno-
vated Queens Hospital Center from 300 to 200 beds. These changes have result-
ed in overcrowding and longer waits at public hospital emergency departments
and waiting areas, longer waiting times to get appointments, higher fees for phar-
macy services, and lower quality of care. 2

1SOURCES: Cornwell et al., 1996; Grazman and Cousineau, 2000; Andersen
et al., 2002; Cohn, 2002; Larrubia, 2002; Lutzky and Zuckerman, 2002; Riccardi,
2002a, 2002b; Riccardi et al., 2002; Rundle, 2002.

2SOURCES: Siegel, 1996; Prinz et al., 2000; Ramirez, 2001; Sengupta, 2001;
Steinhauer, 2001a, 2001b; United Hospital Fund, 2002.
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that physicians who do not see the uninsured (either by choice or by practice
location) can avoid. Anticipating little or no reimbursement for their services, they
may have to decide between reducing the amount or nature of the services they
provide to patients from whom they do not expect any compensation or seeing
fewer uninsured patients in their practices (Weiner, 2001). The decision to limit
service for uninsured persons may preserve the financial basis for individual or
group practice, but it presents an ethical or moral conflict for many physicians
(Weiner, 2001).

Over the 1990s, the proportion of physicians who provided charity care
(whether to uninsured or insured persons) declined. The CTS results presented in
Chapter 2 show a decline in the proportion of physicians reporting giving charity
care from 76.3 to 71.5 percent between 1997 and 2001 (Reed et al.,, 2001;
Cunningham, 2002). The proportion of physicians devoting more than 5 percent
of their clinical practice time to charity care also decreased over this period from
33.5 to 29.8 percent, while the proportion devoting less than 5 percent of their
practice time to charity care increased from 66.5 to 70.2 percent (Cunningham,
2002). This change is thought to be related to health care market changes, includ-
ing the shift of physicians from solo and group ownership of practices to becoming
employees of larger health services institutions. It may also be related to the
financial strain on physician practices and increased time pressures. According to
the results of a 2000 CTS survey, even at academic health centers (which serve a
safety-net function in many urban areas), 63 percent of affiliated medical school
faculty surveyed report that they are discouraged from seeing uninsured patients,
by either inadequate payment, their teaching hospital, or their practice group
(Weissman et al., 2002).

Physicians who provide charity care also have concerns about malpractice
liability that may affect their provision of such care. A random sample survey of
California generalist physicians (n = 124) finds that these practitioners’ decisions
about accepting new uninsured patients were influenced by the concern that they
would be more likely to be sued (49 percent) (Komaromy et al., 1995). This study
reported that just 43 percent of those surveyed accepted new uninsured patients
compared with 77 percent who accepted new privately insured patients.

Community Health Centers and Clinics

Finding: Serving a high or increasing number of uninsured persons
reduces a community health center’s capacity to provide ambula-
tory care to all of its clients, insured as well as uninsured.

By mission, community health centers (CHCs) are located in areas with
limited access to primary care (Davis et al., 1999). For uninsured persons, there is
evidence that CHCs provide better access to primary health care, as measured by
having a regular source of care and having a physician visit in the previous year,
and higher-quality care, as measured by patient satisfaction and meeting Healthy
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People 2000 goals for health promotion, prevention, and screening than other
ambulatory care providers (Carlson et al., 2001). Expanding the number of CHCs
or their capacity to provide services is likely to improve access to primary care for
medically underserved groups (Forrest and Whelan, 2000). One survey of primary
care access at four types of ambulatory care sites (public facilities, private nonprofits,
tederally qualified health centers, and other freestanding health centers) in New
York City in 1997 found that public sites have the strongest performance for low-
income patients in terms of coverage for uninsured persons, services available after
business hours, and the availability of wraparound services.? This study concluded
that serving increasing numbers of uninsured persons, in the context of fiscal
pressures from Medicaid managed care and fewer Medicaid patients overall, may
weaken ambulatory sites’” capacity to provide primary care to all members of the
community (Weiss et al., 2001). The loss of ambulatory care clinical services
would be particularly damaging to vulnerable populations because these clinics
serve higher proportions of low-income and minority group members under age
65 and have safety net missions (e.g., serving farmworkers, homeless persons, or
undocumented immigrants) or patients with specific high-risk diagnoses (e.g.,
tuberculosis, sexually transmitted diseases, substance abuse).

CHC:s face financial pressures on a number of fronts: from reduced income
from Medicaid patients, related to the growth of state Medicaid managed care
contracting; from reduced public subsidies; and from an increased proportion of
their patient mix that is uninsured (Lewin and Altman, 2000). As discussed in
Chapter 2, since the 1980s, Medicaid revenues have become more central to
supporting clinics and supporting, indirectly, primary care for uninsured persons.
During the 1990s, however, the rapid growth of state Medicaid managed care
contracting destabilized this revenue stream for CHCs. Between 1980 and 2000,
inflation-adjusted federal grant support for CHCs actually dropped 30 percent,
even as the number of centers increased 22 percent and the number of uninsured
patients served by CHCs grew by 54 percent (Markus et al., 2002). As a result,
changes in the Medicaid program both influence uninsured rates and affect the
capacity of CHCs to serve all of the members of their target community. For
example, when a CHC is not included in a local Medicaid managed care network
or when substantial discounts are negotiated as a part of its contract with a
managed care network, the CHC’s scope of operations may be compromised
(Cunningham, 1996; IOM, 2000a).

2As part of their mission, CHCs offer wraparound or enabling services that facilitate access to care
for members of medically underserved groups. These services include transportation, translation, social
services and assistance in enrolling in public assistance and other programs, community outreach and
health education and promotion, and environmental health; commonly used services that are easier to
access at one site (e.g., pharmacy, radiology, and laboratory services); and specialty services targeting
the special needs of the client population (e.g., nutrition, prenatal care, dedicated services for HIV/
AIDS, substance abuse treatment, and mental health services) (Davis et al., 1999; USGAO, 2000).
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The increasing proportion of CHC clients who are uninsured may reflect not
only greater numbers of uninsured persons but also the practice, becoming more
common, of health care providers’ referring uninsured patients to CHCs rather
than accepting such patients for treatment themselves (Hawkins and R osenbaum,
1998). This phenomenon is akin to “patient dumping,” the transfer of medically
indigent patients from private hospitals to public facilities. The result is likely to be
the concentration of uninsured patients in safety-net institutions, including CHCs.

Over the long term, the increasing reliance of CHCs on Medicaid revenues,
often through managed care contracting, has adversely affected CHCs’ capacity to
serve all of their patients, insured as well as uninsured (Shi et al., 2001; R osenbaum
et al., 2002). A survey of CHCs between 1996 and 2000 found that participation
in Medicaid managed care contracts was associated with financial losses for CHCs.
Still, health centers’ participation in managed care, particularly for Medicaid en-
rollees, increased more than 50 percent over this four-year period (Rosenbaum et
al., 2002). As a result, federal operating grants awarded to CHCs to support care
for uninsured persons actually may be compensating the centers for losses incurred
from treating insured patients enrolled in Medicaid managed care programs.

The financial difficulties experienced by community health centers may result
in narrowing the scope of services offered at these sites and a decrease in the
center’s capacity to deliver primary care, including wraparound services that facili-
tate access to care, for all members of a center’s target population (Hawkins and
Rosenbaum, 1998).

Because wraparound services are, for the most part, not reimbursed by Med-
icaid or other third-party payers, federal grants support these services (McAlearney,
2002). In light of this fact, any increase in the number and proportion of uninsured
users at a health center may create financial strains that result in the reduction or
elimination of one or more of these enabling services. This is likely to decrease
both access to care and quality and continuity of care (USGAQ, 2000).

The degree to which CHCs have lost capacity to provide primary care is not
uniform nationally. A longitudinal study of 588 CHCs between 1996 and 1999
found that reductions in capacity appear to be concentrated among subsets of
health centers with a sizable number or share of uninsured patients or those that
have experienced a recent increase in uninsured patients (McAlearney, 2002).
Nationally, one-fifth of federally funded CHCs (130 of 700) have a high propor-
tion of uninsured clients (62 percent or higher, rather than the national average of
41 percent). More than half are located in the South, West, or other areas with
high uninsured rates (Markus et al., 2002).

EMERGENCY MEDICAL SERVICES AND TRAUMA
CARE

Finding: Although hospital emergency department (ED) overcrowd-

ing is not primarily a consequence of uninsurance within a commu-
nity, rising uninsured rates can worsen ED overcrowding and the
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financial status of ED operations. As a result, community unin-
surance is likely to result in lessened availability of hospital emer-
gency services within a community, including reduced availability
of on-call specialists.

Finding: A significant source of financial stress on regional trauma
centers is the high proportion of uninsured patients that they serve.
Hospitals may decline to open a trauma center or may decide to
close an existing trauma center in response to this financial stress.

The fates of uninsured and insured community residents meet in the waiting
room of their local hospital emergency department. Emergency departments are a
key example of how market pressures and public policies (e.g., EMTALA require-
ments that EDs maintain an “open door” policy, serving all comers without regard
to their ability to pay) interact in ways that create incentives for hospitals to reduce
their exposure to financial losses associated with serving uninsured patients. The
Committee hypothesizes that hospitals’ adaptive strategies with respect to contain-
ing financial losses have consequences for all community residents served by the
hospital’s emergency department.

Perhaps more so than with hospital emergency departments, the closure of
hospital regional trauma centers puts at greater risk the health of everyone in the
communities the centers serve. Reliance on the highly specialized and resource-
intensive care provided by trauma centers extends throughout populous metropoli-
tan areas and multicounty regions in rural areas, transcending more local neighbor-
hood boundaries that often separate wealthier, insured groups from less wealthy,
uninsured ones. The lack of adequate financing for the care of uninsured persons
with traumatic injuries thus poses the risk of diminished access to care for all residents
of a region. See Box 3.3 for the Committee’s working definition of trauma care.

The following sections discuss the hypothesized community effects on emer-
gency medical services and trauma care for all members of a community with a
sizable or growing uninsured population.

Hospital Emergency Departments

Hospital emergency medical services often do not, and frequently are not,
expected to make a positive contribution to a hospital’s overall financial margins,
particularly as hospital accounting practices do not credit patient revenues from
persons admitted through the emergency department, as some 40 to 60 percent of
all admissions are (Bonnie et al., 1999). Typically, hospital emergency departments
and trauma centers provide what are considered community benefits, often unre-
munerative services offered in exchange for a hospital’s nonprofit status and tax
exemption (Kane and Wubbenhorst, 2000; Nicholson et al., 2000) (see discussion
of community benefits in Chapter 2). Hospitals’ ability to cross-subsidize commu-
nity benefits have been limited by an increasingly competitive market for hospital
services during the 1990s. In addition, as managed care plans have negotiated
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BOX 3.3
Definition of Trauma Care

» Trauma centers provide highly specialized care, ideally in the first hour after
an injury, when health care is most likely to make a difference. Care is coordinated
regionally by the states and includes prehospital emergency medical services (e.g.,
paramedic care, ambulance transport), acute care at hospital-based trauma cen-
ters, and rehabilitation (Bonnie et al., 1999).

* The American College of Surgeons designates a hospital emergency depart-
ment as a trauma center based on qualifying criteria related to staffing, resources,
and services (Bonnie et al., 1999). There are four designations: Level 1, with the
most stringent requirements, for providing tertiary care on a regional basis; Level 2,
providing services similar to a Level 1 center but without clinical research and pre-
vention activities; Level 3, for emergency services, often in a rural area, with fewer
specialized services and resources than Level 1 or 2 centers; and Level 4, usually in
a rural area, describing hospitals and clinics that perform a triage function.

* In 2000, about 37.4 percent of the 108 million emergency department visits
were for injuries (McCaig and Ny, 2002). About 10 to 12 percent of injury visits are
classified as receiving trauma care services (Bonnie et al., 1999).

contracts for hospital services, some have excluded high-cost providers (including
those that offer advanced trauma care) from networks or restricted enrollee’s use of
them to cases in which the technologically advanced care was clearly needed,
thereby undercutting hospitals’ ability to spread the costs of expensive service
capacity across many (lower-severity) patients (Malone and Dohan, 2000).

In many urban and rural areas, hospital emergency departments are often
filled beyond capacity. A recent survey of 1,501 hospitals (approximately 36
percent of all hospitals nationally with EDs) finds that 62 percent report their EDs
to be at or over capacity (Lewin Group, 2002). A survey of California ED
directors in a range of settings (university, county, and private hospitals) finds that
virtually all respondents cited overcrowding as a problem (Richards et al., 2000).
Ninety-one percent of ED directors responding to a recent national survey report
overcrowding problems in their departments, with 39 percent reporting over-
crowding on a daily basis and little difference between overcrowding in academic
health centers and in private hospitals (Derlet et al., 2001).

A key cause of ED overcrowding appears to be an insufficient number of
active or staffed inpatient beds into which ED patients can be admitted.? This bed

3Hospitals have reduced stafted beds over the last decade. This downsizing is a function of multiple
pressures and trends, including the shift of diagnostic and treatment procedures to outpatient settings;
third-party reimbursements for care that have not kept pace with inflation in the costs of health care;
staffing shortages, particularly nursing; and consequences of the Balanced Budget Act of 1997 that
have led to the loss of beds in community-based facilities (e.g., nursing homes) to which to discharge
patients who need ongoing care (Brewster et al., 2001).
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shortage is in part a result of market and related financing pressures on hospital
operating margins, pressures that include the relative amount of uncompensated
care provided by the hospital, some of which is delivered to uninsured patients.
When an ED cannot move seriously ill or injured patients into inpatient beds in a
timely fashion, a logjam or backup of patients boarded in the ED can be created.
If this backup becomes severe, the ED may temporarily close its doors to new
patients who arrive by ambulance, diverting them to other area hospitals (Brewster
et al., 2001). When a hospital is on diversion status, ED services are unavailable,
although ambulatory (walk-in) patients may continue to arrive and wait to be
seen.

The pressures on EDs created by a shortage of available inpatient capacity
have been intensified by an increasing demand for ambulatory care services at
hospital emergency departments, by both insured and uninsured patients, as a
consequence of inadequate access to primary care in the community (Derlet,
1992; Grumbach et al., 1993; Baker et al., 1994; Billings et al., 2000). In addition,
EMTALA has unintentionally fostered the use of scarce ED resources for non-
urgent care (Fields et al., 2001).* The costs of care provided through EDs often are
not reimbursed in full (e.g., claims for urgent care may be challenged or rejected
by managed care plans, and uninsured patients are estimated to pay only a percent-
age of their bills for ED care) (Johnson and Derlet, 1996; Kamoie, 2000).

In the late 1980s and early 1990s, the rising number of uninsured persons was
clearly identified as contributing to the overcrowding of hospital emergency de-
partments (Melnick et al., 1989; USGAQO, 1993; McManus, 2001). Their growing
numbers resulted in diminished access to emergency medical services, at least at
large urban teaching hospitals. Overcrowding in the past few years, however,
reflects a more complex set of interactions and is likely to reflect the effects of a
community’s rising number or concentration of uninsured persons only in specific
instances, for example, in the case of a large urban public hospital without ad-
equate funding to support care for the greater number of uninsured patients.
Opverall, the number or proportion of uninsured patients in a community is likely
to contribute to ED overcrowding only indirectly (USGAO, 2000; Derlet, 2002).
See Box 3.4 for a case study of uninsurance and EDs in Arizona.

Overcrowding adversely affects the quality of care for all emergency depart-
ment patients through longer waits to be seen and admitted and longer transport
times to the hospital if some area emergency departments have been temporarily
closed (Bindman et al., 1991; Kellermann, 1991; Rask et al., 1994). The problems
ED patients then face range from dissatisfaction to needless suffering and adverse
health outcomes. A survey of 30 emergency departments in Los Angeles County
in 1990 found that about one of every twenty patients left before receiving
treatment (Stock et al., 1994). In overcrowded EDs, staff experience greater

4See Chapter 2 for a brief discussion of EMTALA.
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BOX 3.4
Access to Emergency Medical Services: Arizona

Like all hospitals, those in Arizona are subject to EMTALA, and like many
other hospitals around the country, Arizona facilities have had to cope with a rela-
tively high uninsured rate locally, a high degree of managed care penetration in
local health services markets, and a rising patient volume at hospital emergency
departments. In addition, Arizona hospitals also face the highest burden nationally
of uncompensated emergency care, reflecting a rapid growth in the size of the
local low-income population and the fact that a sizable proportion consists of un-
documented immigrants, meaning that they are ineligible for Medicaid (MGT of
America, 2002). Although hospitals do not formally document the immigration sta-
tus or ethnicity of their patients, one recent study indicates that 16 Arizona hospi-
tals along the Mexican border provided $44 million in expenditures over a three-
month period in 2001 to treat uninsured, medically indigent immigrants. Overall, in
2001, Arizona’s 10 hospitals reported providing $525 million in uncompensated
care. Hospital officials attribute the growth in uncompensated care expenses to a
number of developments: the sheer number of low-income undocumented immi-
grants living and working in the state, the lack of reimbursement from the federal
Immigration and Naturalization Service for health care services delivered to per-
sons apprehended but not officially in custody, difficulty discharging patients out of
the country for follow-up care, and the humanitarian practice of parole, or allowing
Mexican residents in need of emergency medical services to obtain them at facil-
ities on the U.S. side of the border, given the lack of trauma centers in nearby
Mexico.

After a November 2001 clarification of federal Medicaid regulations resulted
in the disqualification of undocumented immigrants from receiving kidney dialysis
and other treatments previously considered emergency services, the state legisla-
ture allocated $2.8 million in temporary Medicaid funding, from tobacco settlement
dollars, to pay for dialysis and related care needed by approximately 150 unin-
sured, medically indigent immigrants. The state’s funding meets both humanitarian
and fiscal needs, since access to care is anticipated to reduce patients’ utilization
of the costly hospital emergency services expected to be needed if they could no
longer afford regular dialysis.

SOURCES: Associated Press, 2001, 2002; Duarte, 2001; Taylor, 2001; Atri-
zona Daily Star, 2002; Erikson, 2002; Gribbin, 2002; MGT of America, 2002.

frustrations and lower productivity, which may create an unsafe workplace (Derlet
and Richards, 2000; Brewster et al., 2001). Emergency departments are expected
to treat emergency conditions only and are not rewarded by their parent institu-
tions for providing comprehensive care. Emergency department physicians and
other personnel are thus caught between professional ethical standards and ideals
of excellence and institutional pressures to minimize uncompensated care ex-
penses. A financially unstable ED may even put its affiliated hospital in danger of
closing (Malone and Dohan, 2000).
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Although both insured and uninsured members of the community are likely
to be adversely affected by overcrowded emergency departments, members of
medically underserved groups are particularly likely to suffer because they have
tewer options to obtain primary care outside EDs, compared with insured persons
(Felt-Lisk et al., 2001; Weinick et al., 2002). The promise of EMTALA, that an
uninsured person will at least be seen and medically stabilized, and the generally
high quality of acute care and its around-the-clock accessibility, make the hospital
emergency department a logical choice for uninsured patients (Kellermann, 1994;
Young et al., 1996). For some, it may be their only option for receiving medical
attention. However, despite the greater likelihood that uninsured persons will use
EDs relative to other ambulatory care settings, they still use EDs less frequently
than do Medicaid and privately insured patients (Cunningham and Tu, 1997;
Billings et al., 2000; IOM, 2002a).

Financial stresses on hospitals related to EDs also contribute to the difficulty
that many hospitals are experiencing in recruiting medical specialists to serve on
on-call panels that EMTALA requires hospitals to maintain (Asplin and Kropp,
2001).> Specialists may decline to serve on these panels because of the high num-
bers of uninsured patients they would be obligated to treat without any assurance
of compensation (Johnson et al.,, 2001). When a hospital cannot summon an
appropriate on-call specialist, the emergency department is forced to transfer the
patient needing specialty care to another facility, adding to the cost of care,
delaying needed care, and potentially leading to needless suftering, disability, or
even death.

For example, in Phoenix, Arizona, which has a 17 percent uninsured rate
(2001), some specialty physicians (e.g., orthopedists, neurosurgeons) have ended
their hospital affiliation or refused to participate in on-call panels of area hospital
EDs, in order to avoid treating uninsured patients for whom they do not expect to
be reimbursed (Draper et al., 2001b). This has resulted in a shortage of specialty
services both in emergency departments and within the community generally, as
some specialists have organized their own group practices and hospitals on a for-
profit basis or have collectively negotiated for higher payments from hospitals
(Taylor, 2001). Likewise in California, nonprofit hospitals and academic health
centers have experienced a shortage of specialists willing to serve in an on-call
capacity to emergency departments (Johnson et al., 2001). A number of factors
influence the reluctance of physicians to serve on on-call panels (e.g., coverage
and payment limitations from both public and private insurance plans, high mal-
practice insurance rates). High levels of uninsured patients, together with the legal
mandate of EMTALA, may represent the last straw and lead specialist physicians to
drop participation in on-call panels.

5The Centers for Medicare and Medicaid Services are expected to issue a new final rule governing
EMTALA requirements early in 2003 that will address on-call requirements among others.
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Preserving the adequacy of the capacity for emergency and trauma care is a
community-wide concern. Ideally, services should be coordinated regionally as
well as within health services markets (Bonnie et al., 1999). When an individual
hospital responds to ED overcrowding by diverting ambulances to other hospitals,
it can trigger a wave of ED closures and ambulance diversions. When this occurs,
the access to emergency medical care for all community residents is adversely
affected. The Institute of Medicine (IOM) Committee on Assuring the Health of
the Public in the 21% Century has identified the limited capacity of the nation’s
hospitals to accommodate “surges” or sudden influxes of severely ill or injured
patients as a system weakness that remains to be addressed by public health policy
(IOM, forthcoming 2003).

Trauma Centers

Trauma centers often are “loss leaders” within hospitals, with the explanation
for this attributed to rising health care costs, inadequate reimbursement for services
provided, and unfavorable changes in health services financing (Dailey et al., 1992;
Bonnie et al., 1999; Selzer et al., 2001). The successtul organization of regional
trauma systems, specifically the use of prehospital triage, has resulted in the most
severely injured patients being admitted to trauma centers (Eastman et al., 1991;
Rhee et al.,, 1997). The greater proportion of sicker patients at Level 1 trauma
centers (who require more expensive care for which payment may not be auto-
matic or complete), the greater proportion of uninsured patients, and the greater
likelihood of seeing low-income patients, given their urban location, affiliation
with safety net institutions, and type of injury, have each been identified as factors
contributing to financial losses (Saywell et al., 1989a; Bazzoli et al., 1996; Fleming
et al.,, 1992; Selzer et al., 2001). Trauma centers that have positive revenue
margins tend not to be located in urban areas or tend to see patients who have
health insurance (Taheri et al, 1999).

Trauma patients are more likely to be uninsured, compared with all hospital
patients. One national but nonrepresentative survey of 25 Level 1 or 2 trauma
centers in the late 1980s reported that 31 percent of trauma patients were unin-
sured, compared with 9 percent of hospital patients overall (Eastman et al., 1991).
This large share of uninsured patients in trauma centers resulted in an overall
negative financial margin (revenues less than costs) of nearly 20 percent. In addi-
tion, the expenses of uninsured patients related to trauma care are, almost by
definition, less likely to be reimbursed. In a four-year study of one community
hospital’s trauma registry, 211 patients with penetrating injuries related to assault
(e.g., firearms, knives) generated more than $2 million in hospital charges (Clancy
et al.,, 1994). Two-thirds of these charges were incurred by uninsured patients;
only 30 percent of the $2 million was reimbursed.

Furthermore, along with the rest of the hospital industry, the financial mar-
gins for regional trauma center systems have been narrowed since the early 1990s,
particularly in urban areas, with the transition in public program financing from
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fee-for-service to prospective payment and managed care and with commercial
managed care for private payers. According to one recent literature review, during
the 1990s, trauma centers were able to bring in revenue to cover 71 percent of
their estimated costs, when a cost-to-charge ratio was used as the base for calcula-
tions (Fath et al., 1999). In an analysis of regional trauma system development in
12 urban areas during the 1990s, Bazzoli and colleagues (1996) credited Medicare
and Medicaid disproportionate share hospital (DSH) payments, along with state
and local subsidies to trauma centers, with sustaining trauma services within com-
munities.

The high proportion of uninsured patients found in a trauma center can
threaten its financial viability. A study of trauma care costs in a large urban
teaching hospital in Detroit, Michigan, looked at all trauma patients over a one-
year period (1996-1997), calculating actual costs for 667 insured patients ($10.3
million) and estimating costs for 96 uninsured patients ($1.6 million), for whom
financial data were missing (Fath et al., 1999). Insured and uninsured patients had
similar demographic characteristics and injury severity. For patients who stayed a
relatively short time (seven days or fewer), hospital revenues exceeded costs by 17
percent, but for trauma patients as a group, revenues were only 87 percent of
costs. Overall, the trauma center lost money. Citing other case studies as well as
their own work, Fath and colleagues suggest that the urban location of many
trauma centers means that their patient base will be more likely to be uninsured
and at higher risk for trauma. A study of an urban Level 1 trauma center in Indiana
over a six-month period included all 553 trauma patients for whom billing records
were available (Selzer et al., 2001). Over six months, charges for these cases
exceeded direct reimbursements by $2.1 million. Self-pay or charity patients,
presumed to be uninsured, comprised 41 percent of the trauma patients in the
study (224 persons), including 32 percent of the blunt injury patients, 37 percent
of the penetrating injury patients, and 38 percent of the burn patients.

SPECIALTY CARE

Finding: Relatively high uninsured rates are associated with the
lessened availability of on-call specialty services to hospital emer-
gency departments, and the decreased ability of primary care pro-
viders to obtain specialty referrals for patients who are members of
medically underserved groups.

Evidence about the relationship between uninsured rate and access to spe-
cialty services other than emergency medical care is limited. In the section that
follows on hospital-based care, the Committee presents the results of its commis-
sioned analyses, which include quantitative findings about the influence of com-
munity uninsurance on specialty services. As background to that discussion, this
section describes likely mechanisms or pathways through which specialty care may
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be affected, drawing on examples from the literature on specialist provider loca-
tion and on specialty care provided by academic health centers.

Emergency medical services constitute one type of specialty care that is likely
to be less available to all community members as a result of a community’s
relatively high uninsured rate. As discussed earlier in this chapter, physicians
(including generalists as well as specialists) are devoting fewer hours to charity
care, which as measured does not distinguish between insured and uninsured
recipients of this free and reduced-price care. This means that there are fewer
referrals available for both uninsured patients and lower-income insured patients
who share the same set of medical facilities and practitioners. This effect is more
likely to occur in rural communities and central city neighborhoods, where the
local economy may not sustain private physician practices. Another consequence
of on-call obligations that hospitals may require of affiliated specialists may be the
relocation of orthopedists, neurosurgeons, and other specialists out of the area,
leading to local shortages of particular specialty services. EMTALA places the
burden of maintaining on-call panels on hospitals, rather than physicians, feeding
a dynamic where hospitals pressure specialists to participate as a condition of the
provider’s continued affiliation (Bitterman, 2002). This dynamic accelerates the
movement of specialists to relocate or, more often, drop their medical staft privi-
leges in favor of opening an ambulatory surgical center or a boutique specialty
hospital that does not include an emergency department.

Insured and uninsured rural residents alike may experience lessened access to
specialty care (as with primary care) if providers leave the community because of
financially unviable practice conditions (Ormond et al., 2000a). Rural areas tend
to have shortages of specialty physicians, and referrals are often to specialists in
urban areas, which may deter some patients from obtaining care or result in their
seeking it later than advisable. Specialists who see patients at rural hospitals are key
in preventing the loss of privately insured patients to larger urban hospitals, main-
taining a broader payer mix to counterbalance the financial effect of patients for
whom reimbursement is lower or absent (e.g., publicly insured and uninsured
patients) at the rural hospital (Ormond et al., 2000b).

The inability of primary care providers to make specialty referrals for their
patients may be an effect of relatively high local uninsurance. For example, while
community health centers may have relationships with hospitals in the community
that enable them to make specialty referrals for uninsured patients more easily than
physicians in private practice, referrals may not come easily. In a study of access to
care at 20 CHC:s in 10 states, respondent providers reported that they had diffi-
culty obtaining specialty referrals for all their patients, not only those who were
uninsured (Fairbrother et al., 2002). Another descriptive study of rural counties in
five states also reports that community health centers have difficulty obtaining
specialty referrals for their patients, many of whom are uninsured (Ormond et al.,
2000Db).

Urban safety-net hospitals and academic health centers (AHCs), major sites
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for specialty care in their communities, are also affected by high levels of unin-
sured patients (Gaskin, 1999). A study of 125 public and private AHCs between
1991 and 1996 concludes that a small increase in the proportion of uncompensated
care provided by AHCs (as a proportion of gross patient revenues) reflects the
combination of a decrease in bad debt and a 40 percent increase in the amount of
charity care provided (Commonwealth Fund, 2001). Over that period, in local
markets with high managed care penetration, care for uninsured persons had been
increasingly concentrated at a subset of AHCs, resulting in less revenue overall.
For private AHCs, particularly those that are not located in neighborhoods with
high uninsured rates (e.g., central city), one strategic response of hospitals to such
cost pressures has been to eliminate specialty services with relatively poor rates of
reimbursement, such as burn units, trauma care, pediatric and neonatal intensive
care, emergency psychiatric inpatient services, and HIV/AIDS (Gaskin, 1999;
Commonwealth Fund, 2001). Public academic health centers or safety net hospi-
tals in central city neighborhoods often are the only source of specialty care for
local residents and may find it difficult to reduce or eliminate such services. A
study of urban safety-net hospitals during the 1990s finds a decline in the provision
of specialty services. However, because the hospitals’ initial array of specialty
services was greater than at other hospitals, the volume and proportion of some of
these services in safety net hospitals remained relatively high (Zuckerman et al.,
2001a). In addition, to the extent that AHCs trim or eliminate certain specialty
services, their teaching mission may be adversely affected.

HOSPITAL-BASED CARE

Finding: Community uninsurance can put financial stress on hospi-
tal outpatient and inpatient departments, sometimes resulting in
lessened availability of services or the closing of a hospital. When
public jurisdictions respond to this and other financial pressures by
converting their hospitals to private ownership status, the availabil-
ity of services may be adversely affected, especially for members of
medically underserved groups.

In addition to the impacts of uninsured clients on EDs and hospital-based
specialist services, hospital inpatient care is also affected by the level of uninsurance
within the community. Hospitals treating uninsured patients must contend with
the cumulative effects of inadequate care for chronic conditions, exacerbated acute
illnesses, and delayed treatment among uninsured patients (IOM, 2002a). The
more intensive and costly care that uninsured patients may eventually require
because of having forgone care earlier in the course of their illness is frequently
provided by hospitals. In addition, hospital outpatient departments and their satel-
lite clinics are an important source of both primary and specialty care for medically
underserved populations, including uninsured persons and their families.
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Hospital Services

One way that hospitals have responded to increasing financial pressures is to
stem the use of certain services known to attract persons who are more likely than
average to be uninsured. The reduced availability or complete loss of these services
(e.g., trauma, burn care, care for HIV/AIDs) may be expected to affect everyone
in the health services market who needs them. As described in a previous section
on emergency medical services, one dynamic seen recently within hospitals is a
relative shortage of staffed inpatient beds, compared with the overall demand for
admissions. When ED patients requiring admission end up waiting in the emer-
gency department for a staffed inpatient bed that is open, ED capacity is limited
and subsequently access to care for all members of the community is diminished.
Favoring elective admissions over those from the ED reduces the hospital’s inpa-
tient uncompensated care “exposure” because patients admitted from the ED tend
to involve more costly care and are less likely to be well insured, if insured at all.

A survey of urban, nonfederal, acute care hospitals (1 = 2,668) between 1990
and 1997 finds that the 498 safety-net hospitals (defined as hospitals with a high
proportion of uncompensated care expenses relative to other hospitals in their
market, a high percentage of total expenses that are uncompensated, or both)
reported slower growth in the numbers of patients admitted and fewer births, on
average, compared with non-safety-net hospitals (Zuckerman et al., 2001a). This
trend reflects the impact of Medicaid managed care competition for patients, as
well as the adverse financial effects of serving a sizable uninsured population.

New Analysis of Hospital Services and Financial Margins

Finding: Higher uninsured rates in urban areas are associated with
lesser total inpatient capacity and fewer population-adjusted medi-
cal-surgical, psychiatric, and alcohol and chemical dependence beds.
In rural areas, higher uninsured rates are associated with a lower
number of population-adjusted intensive care unit (ICU) beds, espe-
cially where uninsured patients are not concentrated at specific
hospitals within the area.

Finding: Higher uninsured rates in urban areas are associated with a
smaller proportion of hospitals offering services for vulnerable popu-
lations, including psychiatric inpatient, psychiatric emergency, psy-
chiatric outpatient, alcohol and chemical dependence, and AIDS
services. In rural areas where uninsured patients are not concen-
trated at specific hospitals, higher uninsured rates are associated
with a decreasing proportion of hospitals offering psychiatric inpa-
tient services.
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Finding: Higher uninsured rates in urban areas are associated with
smaller proportions of hospitals offering trauma care, burn care, and
tomography (SPECT). In rural areas where uninsured patients are
not concentrated at specific hospitals, higher uninsured rates are
associated with smaller proportions of hospitals offering transplants,
magnetic resonance imaging (MRI), radiation therapy, and litho-
tripsy (ESWL).

Finding: Higher uninsured rates in urban areas are associated with
smaller proportions of hospitals offering such community services as
community outreach and Meals on Wheels. In rural areas where
uninsured patients are not concentrated at specific hospitals, higher
uninsured rates are associated with smaller proportions of hospitals
providing Meals on Wheels.

Finding: For urban areas, higher uninsured rates are associated with
lower inpatient capacity and fewer services but not lower financial
margins. In comparison, hospitals in rural areas with relatively high
uninsured rates are more likely to maintain inpatient capacity and
services provision but to have lower financial margins.

The Committee commissioned two analyses of hospital services and financial
margins as a function of local uninsured rates, which are included in Appendix D.
Because of the limited data available and identified limitations in the modeling and
analytical adjustments, these analyses are exploratory rather than definitive. They
are first steps toward testing the hypothesis that uninsurance adversely aftects
access to hospital-based care for community residents. Figure 3.1 depicts the
hypothesized relationship between the independent variable (community unin-
sured rate) and one of several dependent variables (level of psychiatric inpatient
services) tested in the analyses, with analytic adjustments for measured covariates
of a community’s uninsured rate.

Both analyses use data from four years (1991, 1994, 1996, 1999) considered
cross-sectionally as multiple data points rather than longitudinally, to assess rela-
tionships between uninsured rates, hospital services and financial margins. The first
of the two analyses looks at the experiences of nonfederal, short-term (acute care)
hospitals in the largest 85 MSAs (Gaskin and Needleman, 2002).° The second
analysis looks at hospitals in rural (defined as all nonmetropolitan) counties in an
opportunity sample of seven states (California, Massachusetts, New Jersey, New

OIn the urban (MSA-level) analysis, financial margin is defined as the net hospital income within the
MSA divided by total hospital revenues in the MSA. In the rural analysis, this margin is defined as the
net hospital income within the county divided by total hospital revenues in the county.
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Outcome Outcome
(e.g., receipt (e.9., reqeipt
of psychiatric pf psychlatnc
inpatient mpayent
services) services)

Insured Population
Insured Population

Uninsured Population
Uninsured Population
Local Uninsured Rate Local Uninsured Rate
(A): No Community Effect (B): Community Effect

FIGURE 3.1 Community effects diagram.

York, Pennsylvania, Washington, and Wisconsin), using hospital discharge data to
approximate uninsured rates at the county level (Needleman and Gaskin, 2002).
Five types of dependent variables were chosen, to better understand the potential
relationship between community uninsured rate and access to care not only for
medically underserved, low-income or vulnerable populations but also for all
community residents. These included measures of inpatient capacity, services
generally offered by hospitals and those typically offered by safety net hospitals,
and financial margin (Reuter and Gaskin, 1997; Gaskin, 1999).

The economic or policy significance of statistically significant associations
seen between the community uninsured rate and access to services depends on the
average number of beds and services for the hospitals in the areas studied. For
example, a 5 percentage-point decrease in the availability of a high technology
service associated with a 1 percentage-point higher uninsured rate may be ex-
pected to have more of an adverse effect on rural communities, where the level of
services provision is lower than in urban areas. For a rural area, such a decrease
may mean the loss of the service entirely and the need for local residents to travel
to a neighboring urban area to obtain the service. Table 3.1 presents the means
and standard deviations for the independent and dependent variables used in the
two analyses. Except for two measures of inpatient capacity (total number of beds
and number of medical-surgical beds), the bed, services, and margin variables all
have higher means in the urban areas studied than in the rural areas. The confi-
dence intervals for most of the dependent variables in the rural analysis are broader
than for the urban analysis, with many including zero; the broad variation in
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measures of beds, services, and margins reflects the heterogeneity of rural health
services markets.

Area-Level Analyses

Table 3.2 displays the statistically significant findings from the urban and rural
area analyses. Interpretation of these results is limited by their imprecision due to
insufficient variation in the sample and model; see Appendix D for more discus-
sion.

Urban Areas

For the 85 urban areas examined (the MSA analysis), higher uninsured rates
are associated with fewer beds per capita, lower levels of services, and a lower
financial margin. Analytically adjusting (weighting) the analysis to take into ac-
count hospital size changes some of these findings, yielding an association of
higher uninsured rates with greater availability of neonatal intensive care units
(NICU:s) and angioplasty and erasing the association with financial margin. These
findings are discussed in more detail below.

The urban area analysis of services and margins includes weighting for hospi-
tal size, as measured by a hospital’s share of beds as a proportion of hospital beds in
the MSA. In the case of the service variables, for example, the unweighted model
gives equal emphasis to smaller and larger MSAs and to smaller and larger hospi-
tals. The weighted model examines the proportion of beds in hospitals that offer
the service, attaching greater weight to larger hospitals. This is based on the
rationale that changes in the level of services oftered by a larger hospital are more
likely to affect a community more broadly, compared with the offerings of a
smaller hospital.

Reading across Table 3.2, for measures of inpatient capacity, an uninsured
rate 1 standard deviation (5.3 percentage points) above the mean uninsured rate
(14.6 percent) for the 340 MSA observations is associated with a 4.5 percentage-
point decrease in the total number of beds per 100,000 population, a 6.1 percent-
age-point decrease in medical-surgical beds, a 17.5 percentage-point decrease in
psychiatric beds, and a 25.8 percentage-point decrease in alcohol and chemical
dependency beds. Interpreting these changes in terms of the number of beds in the
“average” urban area, a 5.3 percentage-point higher uninsured rate is associated
with a decrease in total beds per 100,000 population from 316.2 beds (the mean
number) to 302 beds and the loss of 1 of almost 4 alcohol and chemical depen-
dency beds.

For services disproportionately used by vulnerable populations, a 5.3 percent-
age-point higher uninsured rate is associated with a 14.7 percentage-point lower
proportion of hospitals in the MSA that offer psychiatric inpatient services, a 23.2
percentage-point lower proportion offering alcohol and chemical dependence
services, and a 4.6 percentage-point lower proportion oftering AIDS services. In
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TABLE 3.1 Means and Standard Deviations for Independent and Dependent

Variables
Urban (MSA)!
Unweighted Weighted
Variable N Mean S.D. Mean S.D.
Percent Uninsured 340 14.6 5.3
Percent Uninsured Discharges
Beds per 100,000 Population
Total 340 316.2 106.6
Medical-surgical 340 173.2 78.0
ICU 340 29.7 10.3
Psychiatric 340 18.5 12.1
Alcohol and chemical
dependence 340 3.9 4.3
Services for Vulnerable
Populations (%)
Psychiatric inpatient 340 39.6 18.1 59.2 21.6
Psychiatric emergency 340 40.5 19.4 58.4 22.1
Psychiatric outpatient 340 325 16.7 49.3 21.8
Alcohol and chemical
dependence 340 25.8 16.7 37.8 22.4
AIDS 340 54.1 21.0 73.7 18.9
High-Technology Services (%)
Trauma 340 22.3 13.8 38.5 19.8
NICU 340 25.8 12.6 42.9 17.9
Transplant 340 16.5 11.2 32.2 17.3
Burn 340 5.2 4.9 11.1 11.0
MRI 340 47.2 20.6 66.2 23.3
Radiation therapy 340 37.2 15.3 61.0 18.5
Angioplasty 340 34.2 14.9 60.4 18.8
SPECT 340 41.2 16.8 57.3 19.4
ESWL 340 14.5 10.7 26.0 19.0
Community Services (%)
Community outreach 255 56.9 17.8 75.4 17.5
Transportation 255 24.8 15.6 33.7 22.0
Meals on Wheels 255 12.3 12.7 14.2 15.7
Margin (%) 340 3.4 4.8

NOTES: For the urban analysis, services are weighted by a hospital’s share of beds as a proportion of
hospital beds in the MSA (a measure of availability). For the rural analysis, services measures are
weighted by the percentage of hospitals offering the service.

SOURCES: 'Gaskin and Needleman, 2002; 2Needleman and Gaskin, 2002.
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Rural (County)2

Unweighted Weighted

N Mean S.D. N Mean S.D.
426 4.4 4.4

422 423.3 392.3

396 186.8 146.5

396 17.8 22.1

396 10.0 19.1

396 4.2 16.0

396 21.7 37.2 396 23.7 39.0
396 35.1 43.7 396 37.4 44.9
396 15.7 33.5 396 16.5 34.5
396 17.3 33.1 396 17.7 34.1
400 39.6 441 396 42.4 45.9
396 16.1 33.4 396 16.6 34.1
426 2.7 12.9 422 3.7 16.7
400 6.0 21.8 396 6.4 22.8
n/a n/a n/a n/a n/a n/a
396 20.1 36.0 396 21.3 37.4
400 13.4 29.9 396 15.5 32.6
396 3.6 16.0 396 4.5 18.5
396 20.6 36.6 396 21.6 37.8
396 6.6 21.9 396 7.4 23.8
258 51.8 44.4 258 52.5 451
258 9.9 25.0 258 10.5 271
258 18.9 35.2 258 18.5 35.8
414 1.8 5.9
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TABLE 3.2 Selected Regression Coefficients of Hospital Services and
Financial Margins on Percent Uninsured, Area Analyses’

Urban (MSA)!

Unweighted

Weighted®

Change associated
with uninsured rate
1 S.D. above the

Change associated
with uninsured rate
1 S.D. above the

Dependent Variables Coeff. mean” (%) Coeff. mean? (%)
Inpatient Capacity (beds per 100,000 population)
Total -2.67 —4.5
Medical-surgical -2.00 —6.1
ICU
Psychiatric -0.61 -17.5
Alcohol and chemical
dependence -0.19 -25.8
Services for Vulnerable Populations
Psychiatric inpatient -1.10 —14.7 -1.10 -9.8
Psychiatric emergency  —1.40 —-18.3 -1.30 -11.8
Psychiatric outpatient ~ —1.27 -20.7 -1.36 -14.6
Alcohol and chemical
dependence -1.13 -23.2 -1.31 —18.4
AIDS —0.47 —4.6
High-Technology Services
Trauma -0.62 -14.7 —-0.63 -8.7
NICU 0.61 7.5
Transplant
Burn -0.17 -17.2
MRI
Radiation therapy
Angioplasty 0.46 4.0
SPECT —0.65 -8.4
ESWL
Community Services
Community outreach ~ —1.15 -10.7 =0.77 -5.4
Transportation
Meals on Wheels —0.52 —22.4
Margin -0.14 -21.8

aResults (coefficients) are reported if they are statistically significant at p<0.05.

bPercent change is calculated as the value of the coefficient, multiplied by the value of 1 standard

deviation from the mean of the independent variable (percent uninsured for the urban analysis,

percent uninsured discharges for the rural analysis), divided by the mean value of the dependent

variable.

For the urban analysis, inpatient capacity and services are weighted by a hospital’s share of beds as
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Rural (County)2

Weighted and unadjusted for concentration

Weighted and adjusted/not concentrated?

Change associated
with % uninsured
discharges 1 S.D.

Change associated with
with % uninsured
discharges 1 S.D.

Coeff. above the mean® (%) Coeff above the mean® (%)

—0.45 -11.1 -0.54 -13.3
—0.64 -15.8
-1.38 -25.6
-0.96 —66.0

Not studied Not studied

-1.67 -34.5 -1.99 —41.1
—1.41 —40.0

-0.91 —54.1 —1.04 —-61.8
-1.27 -30.2

-0.17 -37.4 -0.22 —48.4

a proportion of hospital beds in the MSA (a measure of availability). For the rural analysis, inpatient
capacity is weighted by average county population and services by the percentage of hospitals offering

the services.

dAdjusting for the relative concentration of uninsured patient discharges, or the relative degree of

clustering of uninsured patients at hospitals within the area, as measured by the ratio of the Herfindahl

index for uninsured discharges over the Herfindahl index for all discharges.
SOURCES: !Gaskin and Needleman, 2002; 2Needleman and Gaskin, 2002.
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the case of psychiatric inpatient services, this association translates into a decline in
the proportion of hospitals offering this service from 39.6 percent (the mean across
all MSA observations) to 33.8 percent. Adjusting the analysis by hospital size, a 5.3
percentage-point higher uninsured rate is associated with between a 9.8 percent-
age-point and 14.6 percentage-point lower proportion of psychiatric beds in
hospitals offering these services and an 18.4 percentage-point lower proportion of
alcohol and chemical dependence beds in hospitals that offer that service. Com-
pared with an urban area with the “average” uninsured rate, a 5.3 percentage-
point higher uninsured rate is associated with a decline from 37.8 percent to 30.9
percent of alcohol and chemical dependence beds in hospitals oftering this service.

For high-technology services, a 5.3 percentage-point higher uninsured rate is
associated with a 14.7 percentage-point lower proportion of hospitals offering
trauma services, a 17.2 percentage-point lower proportion offering burn services,
and an 8.4 percentage-point lower proportion offering tomography (SPECT).
These changes translate into a decline from 22.3 to 19.0 percent of hospitals
offering trauma services, from 5.2 to 4.3 percent of hospitals offering burn ser-
vices, and from 41.2 to 37.7 percent of hospitals offering SPECT. Adjusting the
analysis for hospital size, a 5.3 percentage-point higher uninsured rate is associated
with an 8.7 percentage-point lower proportion of trauma beds in hospitals offer-
ing the service, a 7.5 percentage-point higher proportion of neonatal intensive
care, or NICU, beds and a 4 percentage-point higher proportion of angioplasty
beds in hospitals offering these services. The case of greater NICU availability may
reflect the greater relative need for neonatal intensive care in communities with
higher uninsured rates, the fact that this need is usually accompanied by eligibility
for public coverage, and the more extensive coverage of pregnant women and
newborns by public insurance programs, compared with public coverage of the
population overall (Howell, 2001; IOM, 2002b). The finding of greater availabil-
ity of angioplasty services in higher uninsured rate urban areas may reflect regional
differences in practice patterns (e.g., the procedure is more common in the South
and West, which also have higher uninsured rates) that are unmeasured and
unadjusted for in the analyses (Pilote et al., 1995; Krumholz et al., forthcoming
2003).

Rural Areas

The associations between uninsurance in rural counties (measured as the
percent of all hospital discharges in the county that are uninsured) and measures of
beds, services, and financial margins follow a pattern similar to that seen in the
urban area analysis. In addition, the rural analysis includes an adjustment for the
degree to which uninsured patients were clustered at particular hospitals within a
given county. The concentration of patients may reflect competitive strategic
interactions among hospitals. For example, a hospital may eliminate a service it
cannot support with its patient and payer mix. This could allow a competing
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hospital to add to its caseload while lowering per-patient costs and making a profit
on the service. Table 3.2 includes two sets of coefficients for the rural area analysis,
one in which a general eftect is found related to the uninsured rate and a second
set in which a significant association is observed only when uninsured patients are
not clustered at particular hospitals within the county; see Appendix D for details.

For the rural counties studied, higher uninsured rates are associated with
lower inpatient capacity for ICU services and, where uninsured patients are not
concentrated at specific hospitals, psychiatric inpatient services. A 4.4 percentage-
point higher uninsured rate (one standard deviation above the mean percent
uninsured discharges of 4.4 percent for the 426 nonmetropolitan county observa-
tions) is associated with a 11.1 percentage-point decrease in the number of ICU
beds per 100,000 population. When patients are not concentrated at hospitals
(adjusted model), the size of the effect increases. A 4.4 percentage-point higher
uninsured rate is associated with a 13.3 percentage-point decrease in the number
of ICU beds per 100,000 population and a 15.8 percentage-point decrease in the
number of psychiatric beds. Viewing the adjusted percentage changes in terms of
the number of beds in the “average” rural county, the findings indicate a decrease
from 423.3 ICU beds (the mean number) to 367 ICU beds and a decrease from 10
to 8.4 psychiatric beds per 100,000 population.

Both the urban and the rural analyses show a consistent association between
higher uninsured rates and lower levels of provision of high-technology services
and community services. In rural areas, a 4.4 percentage-point higher uninsured
rate 1s associated with a 34.5 percentage-point lower proportion of hospitals
offering magnetic resonance imaging (MRI) and a 54.1 percentage-point lower
proportion of hospitals offering lithotripsy (ESWL). Compared with the “average”
uninsured rate rural county, this difference results in a decrease from 20.1 to 13.9
percent of hospitals offering MRI and a decrease from 6.6 to 3.0 percent of
hospitals oftering ESWL. When patients are not concentrated at specific hospitals,
the size of the effect increases and additional findings become statistically signifi-
cant, including decreased availability of transplant services, MRI, radiation therapy,
ESWL, and Meals on Wheels.

In contrast to urban areas, for rural counties there is a strong association
between higher uninsured discharges and lower financial margins, whether or not
the analysis is adjusted for the concentration of uninsured patients. Unadjusted, a
4.4 percentage-point higher uninsured rate is associated with a 37.4 percentage-
point lower margin, which translates into a decrease from a 2.0 percent to a 1.3
percent aggregate margin. With the adjusted model, a 4.4 percentage-point higher
uninsured rate is associated with a 48.4 percentage-point lower financial margin,
representing an even larger decline in aggregate margin, from 2.0 percent to 1.0
percent. The lower margins may account in part for the lower likelihood that
hospitals offer specific costly high- technology services. They may also affect
quality and staffing in ways not observable in the analysis.
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Hospital-Level Analysis

One would expect that the findings in the area-level analyses reflect the
strategic behavior of hospitals within urban and rural markets, in response to
financial incentives and disincentives to offer services and maintain staffed beds as
well as to each hospital’s mission and history in its community. For example,
inpatient and emergency psychiatric and transplant services have the potential to
bring in uninsured patients whose care is likely to be very expensive. In the case of
NICUs, for example, state Medicaid programs almost always cover the costs of
care for the newborn of previously uninsured women, so that the burden of
uncompensated care is likely to be less. Hospitals may choose not to offer psychi-
atric services for fear that they will not be reimbursed for a significant portion of
the expensive care they provide (Gaskin, 1999). Alternatively, some hospitals may
offer these services because there are few other sources of such care in the commu-
nity and they are willing to absorb the losses in lower margins.

While analyses by hospital rather than area ideally should capture information
about these relationships, data limitations precluded the development of appropri-
ate models that would have done so. The hospital-level analysis for urban areas
(described in Appendix D but not presented here) makes fewer untested assump-
tions about the interactions among hospitals than do the area analyses, yet the
Committee considers the hospital-level findings to be less reliable than the MSA-
level findings. The hospital-level model indicates how the average individual
hospital may respond to increased demand for hospital care from uninsured per-
sons as measured by the MSA-wide uninsured rate. However, it is unlikely that
the overall market response to uninsurance is merely the weighted average of
individual hospital responses in the market. This would assume that hospitals
neither behave strategically nor respond to the actions of their competitors. For
example, a safety-net hospital may eliminate a high-tech service because they
cannot support it with their payer mix. This may pave the way for a competing
hospital to offer the service. Alternatively, this may reduce the availability of the
service to the uninsured and insured populations who use that hospital. Neither of
these potential outcomes is observable in the hospital-level model, while the
MSA-level models allow for the observation of the overall association of
uninsurance and the availability of hospital services, net of the strategic behavior of
individual hospitals.

The hospital-level findings for urban hospitals indicate that all the measures of
inpatient bed capacity are negatively and significantly associated with the area
uninsured rate, except for ICU beds, which are positively and significantly associ-
ated. Of the other variables, only alcohol and chemical dependency services
(services disproportionately utilized by vulnerable populations) are negatively and
significantly related in the hospital-level analysis. See Appendix D for a more
detailed discussion of findings and the limitations of the analysis.
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Hospital Financial Margins

As with health departments and ambulatory care clinics, many hospitals oper-
ate with financial constraints that leave little room for cross-subsidizing the costs of
care for uninsured patients, who on average pay a small proportion (7 percent) of
their total inpatient hospital bills (IOM, 2002b; MedPAC, 2002a). During the
early and mid-1990s, the average total operating margins for public academic
health centers, which disproportionately serve uninsured patients, were approxi-
mately zero (Commonwealth Fund, 2001). Despite a significantly increasing aver-
age total margin for all hospitals from 1.8 to 3.7 percent between 1991 and 1996,
among those that provided the equivalent of at least 6 percent of their gross patient
revenues in charity care, margins declined by 1.2 percentage points (Common-
wealth Fund, 2001).

In urban areas, the adverse financial effects on hospitals are more likely to
have an impact on low-income residents who have few options for care other than
their local public or private safety net hospitals. For example, urban hospitals in
Newark, New Jersey, serve a much higher proportion of uninsured patients,
compared with hospitals in the surrounding suburbs. This means that these inner
city hospitals face great financial pressure to cut their costs by cutting services, but
neighboring hospitals that do not serve such a large number or proportion of
uninsured patients may continue operations as usual (Draper et al., 2001a).

In rural areas, in contrast, there is less opportunity to segment the market and
serve only a portion of the community, given the limited supply of health care
practitioners and the smaller economic base to support hospitals. As a result, the
adverse effects on hospital operating margins are more likely to affect the care of all
community residents in rural areas than in suburban or urban communities (Sutton
et al., 2001). Within rural communities, however, whether or not uninsured
patients are more concentrated in one or a few hospitals than is the general
population will determine how their presence affects the hospitals’ financial posi-
tions. However, in rural counties where uninsured patients are relatively more
concentrated in one or a few hospitals than is the county population overall,
hospital margins—both in the aggregate and by hospital—are less affected by rural
or county uninsured rates than those in counties where uninsured patients are
more widely dispersed among local hospitals (Needleman and Gaskin, 2002).”

"This finding may be weakened by the fact that many rural counties have only one hospital,
especially in western states. Alternatively, if a county has more than one hospital, the concentration of
uninsured patients in a single facility may be associated with that hospital having an external source of
funding to care for uninsured persons. As a result, the hospital may have a positive total margin, while
the other hospitals in the county might be suffering financially and in danger of further financial
decline if the burden of caring for the uninsured were to be dispersed among all hospitals in the
county.
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Hospital Closures and Conversions

A community’s high uninsured rate or an increasing demand for care by
uninsured persons may influence decisions by a local hospital’s governing body to
merge; to convert from public to private ownership status, or from private non-
profit to for-profit status; or to close.

These major changes are usually prompted by a variety of factors. A hospital’s
decision to convert its ownership status may be motivated by the need for funds to
continue operating, either independently or as one of a group of hospitals, or by
the need to raise capital (Meyer et al., 1999; Needleman, 1999). Local uninsured
rates and the burden of uncompensated care costs to local and state government
contributed to the conversions of three large urban public hospitals—in Milwau-
kee, Wisconsin, Boston, Massachusetts, and Hillsborough County, Florida—to
private ownership during the 1990s (Bovbjerg et al., 2000b). The conversions
were spurred by changing market conditions and political decision making, par-
ticularly localities’ interest in cutting expenses (Meyer et al., 1999; Bovbjerg et al.,
2000Db).

The conversion, merger, or closing of a hospital may lead to improved and
less costly health services locally. It may also promote greater access to higher-
quality care by making ambulatory primary care more available with the resources
freed up from support of an unviable and inefficient inpatient facility (Needleman,
2000). Chapter 4 discusses such transitions in the case of rural hospitals. However,
some changes bring with them the risk that the whole community will end up
with less access to services or lower-quality care. For example, the loss of a
physical plant and with it the relatively automatic support that a bricks-and-mortar
institution commands may result in a net loss of public dollars for indigent health
care (Bovbjerg et al., 2000b). A study of three public hospital closings in the 1990s
finds that the basic lack of capacity to finance needed services for local underserved
populations was not addressed, although the delivery of health services was better
integrated through managed care arrangements that followed the closures
(Bovbjerg et al., 2000b). For the most part, local public funders did not reward
providers who inherited the patient base of the closed public hospitals for the cost
savings and improved quality of care that came out of the conversion process,
which led to a decline in local dollars for services to uninsured persons within
these communities following the closings. In addition, a change in ownership
status or operations can result in the relocation of a hospital from a neighborhood
with a high uninsured rate to an area with a lower uninsured rate. This was the
case in one Florida hospital, where, as part of its reorganization, a public hospital
affiliated with a medical school shifted its base of operations to a new campus away
from its inner city location and opened new outpatient facilities in more prosper-
ous neighborhoods (Meyer et al., 1999; Bovbjerg et al, 2000b).

The proposed closing of a public hospital may be perceived by other provid-
ers in the area as threatening the financial stability of their own institutions by
potentially spreading the effects of uninsurance more broadly throughout the
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community. As a result, some closings may be successtully opposed. In Los Ange-
les County in the mid-1990s, for example, uncompensated care costs attributed in
part to a sizable uninsured population led the county’s Board of Supervisors to
consider closing a public hospital affiliated with the University of Southern Cali-
fornia (one of many public hospitals in the county and the largest). Neighboring
private hospitals threatened to close if faced with the public hospital’s patients, and
this political resistance was sufficient that the county decided to keep its public
hospital open (Cornwell et al., 1996). The heterogeneity from community to
community in the degree of concentration or dispersion of safety net arrangements
is described briefly in Chapter 2. The relative influence of greater or lesser disper-
sion of uninsured patients on uninsured rate is hinted at in the Committee’s
commissioned papers and is likely to depend on the local configuration of health
services organization and financing.

When public hospitals convert to private ownership, however, the availability
of services for all community residents is more likely to be adversely aftected, as
documented in two studies. The first is the previously cited study of hospital
conversions in Florida between 1981 and 1996 (Needleman et al., 1999). The
authors conclude that public hospitals provided less care after conversion. Al-
though converting public hospitals provided lower levels of uncompensated care
on average (9.1 percent) before their change in status, compared to public hospi-
tals that did not convert (14.7 percent), they provided even less after conversion
(6.8 percent). For the two converting hospitals in counties with other hospitals,
their market share of uncompensated care declined significantly, from 65 percent
to 39 percent (Needleman et al., 1999). The second study followed 52
privatizations of public hospitals to nonprofit or for-profit status in California,
Florida, and Texas between 1980 and 1997 (Desai et al., 2000). The authors find
a statistically significant 23 percent decrease in the level of uncompensated care
given by public hospitals that converted to for-profit status, compared with care
provided by comparable hospitals that did not convert, and greater decreases in
uncompensated care among converting hospitals in lower-income areas compared
with those in higher-income areas (Desai et al., 2000).

There are regional variations in the level of uncompensated care in converted
hospitals after such changes. In California, for example, private hospitals have
lower uncompensated care levels, on average, than Florida, reflecting both a
greater availability of public hospital services and more extensive Medi-Cal eligi-
bility and enrollment (Needleman et al., 1999). Accounting for differences in size,
teaching status, and urban or rural location, levels of uncompensated care at 15
Florida private nonprofits that converted to for-profit status between 1981 and
1996 remained relatively stable, at a lower-than-average rate compared with all
private nonprofit hospitals in the state. The hospitals that converted, however,
provided lower levels of unprofitable services such as emergency and trauma
services after the conversion (Needleman, 1999).

In contrast to public hospital conversions, for nonteaching hospitals, the shift
from private nonprofit to for-profit status resulted in little change in the amount of
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uncompensated care delivered, the level of community benefits, and the price of
care for all community residents (Mark and Cheng, 1997; Young et al., 1997;
Needleman et al., 1999; Young and Desai, 1999; Hadley et al., 2001). Conver-
sions of 137 hospitals from private nonprofit to for-profit status between 1985 and
1996, compared with similar hospitals that did not convert, resulted in few changes
in the numbers of hospital births or emergency department visits, but the numbers
of total outpatient visits and Medicaid inpatient discharges increased more slowly
(Hadley et al., 2001). Neighboring hospitals (within 5 miles) of conversions re-
ported larger (but not statistically significantly larger) increases in the volume of
publicly insured patients (Medicare and Medicaid), no significant change in the
number of emergency or outpatient visits, a significant increase in the number of
births (particularly in public and large teaching hospitals), and a shift in the pattern
of emergency department visits to large teaching hospitals, with a decline at
neighboring public hospitals (Hadley et al., 2001).

RESEARCH QUESTIONS

3.1 Access to Care Across the Community
Does the local uninsured rate, independent of other factors, affect resi-
dents’ access to care throughout the community?

Existing studies of the relationship between community uninsurance (state or
MSA uninsured rate) and access to care offer preliminary evidence that, particu-
larly for low- to moderate-income and uninsured populations, higher local unin-
sured rates are associated with worse access to care. These provocative findings
should be corroborated with additional studies that include more refined measures
of access as outcome variables. Well-controlled, longitudinal study designs could
allow researchers to tease out the difference between the effects of the uninsured
population as exerting an aggregate influence on local health services (e.g., because
the uninsured constitute a large portion of the population being studied) as com-
pared with having an ecological impact (e.g., the independent effect of uninsured
rate on access to care for insured persons). Is the supply of services in more affluent
urban neighborhoods and suburbs affected by proximity to large or small popula-
tions of uninsured persons, and how?

3.2 Access to Primary and Preventive Services

How does the local uninsured rate affect the availability of primary and
preventive services for the community’s insured as well as uninsured
residents?

Because primary and preventive services are often considered elective by
patients (unlike emergency medical services and hospital inpatient care), use of
these services may fall off more quickly when patients lack the financial means to
pay for care. When the number or proportion of uninsured patients increases
within a primary care practice, the combination of decreasing patient utilization
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and an increasing proportion of uninsured visits may also adversely aftect the
financial position of the practice. As a result, primary care practices may become
financially unviable. A conservative estimate of the amount of charity care that
physicians provide annually to uninsured patients is roughly $5 billion (Hadley and
Holahan, 2003). Better information about the distribution and impact of the
burden of providing uncompensated care among physician practices and its impli-
cations for the availability of high-quality, stable primary care services is needed in
order to understand the dimensions of the problems that uninsurance poses for
communities.

3.3 Access to Specialty Care, Including Emergency Medical Services

How does the local uninsured rate affect the availability of specialty
services, including emergency medical services and trauma care for the
community’s insured as well as uninsured residents?

The legal duty of hospital EDs and trauma units to screen and medically
stabilize all patients regardless of ability to pay is one source of financial stress on
hospitals. What is less clear is how important the financial demands of providing
care to uninsured patients are compared with other reasons for emergency depart-
ment overcrowding and causes of financial strain (Tsai et al., forthcoming 2003).
Further study is needed to understand the degree to which ED overcrowding and
financial instability could be ameliorated by reductions in the number of unin-
sured persons, the restructuring of financial subsidies for their care, or the strategic
diversion of emergency department patients to alternative sites for primary care. In
addition, more research is needed to understand the degree to which administra-
tive and staffing decisions made within hospitals (e.g., the specialized services such
as psychiatric inpatient care) reduce community access and what alternatives exist
to address the problem without jeopardizing the financial health of hospitals.
While emergency medical services and trauma care provide some of the strongest
evidence about access to specialty care, the Committee’s findings about the diffi-
culty community health center physicians have obtaining referrals for their unin-
sured and other patients, and about hospital-based specialty services suggest that
turther investigation of the availability throughout a community to a wide range
of specialty services is merited. How does the institutional setting (e.g., AHC)
influence or moderate the effect of uninsurance on access to other specialty
services? And what impacts does uninsurance have on the other related missions
of these institutions, for example, medical education in academic health centers?

3.4 Access to Hospital-Based Services
How does the local uninsured rate, in conjunction with public institu-
tional support such as DSH payments, affect hospital service offerings,
financial stability, and decisions to close?

The limitations and preliminary findings of the Committee’s commissioned
analyses of hospital inpatient capacity, services, and financial margins suggests a
number of ways that community effects on access to care might be explored.
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Perhaps most important is the examination of strategic or competitive responses of
hospital administrators and their boards to local market conditions, including the
decisions of competing hospitals to expand or shrink inpatient capacity and boost
or trim the provision of services, and the relationship between these responses and
individual hospital financial margins. More refined studies, based on market areas
smaller than MSAs, are needed to understand better the impacts of uninsured
populations on hospital services and operations. For example, findings for rural
areas that the concentration of uninsured patients may lessen the size of the effect
of local uninsured rate on inpatient capacity, services, and margins of all hospitals
in the county, on average, suggests that such concentration of uncompensated care
caseload among a few providers may be beneficial to the health care system as a
whole. On the other hand, concentrating all care for uninsured persons in one
facility, such as a county hospital, may both limit access to care, compared with
more dispersed safety net arrangements, and lead to poor quality of care. Further
research is needed to assess the overall effect of concentration and dispersion on
access to hospital-based care.

Although there were hundreds of hospital closures during the 1980s and
1990s, there has been little documentation of the role that a community’s unin-
sured rate may have played in these closures. Most studies of hospital closings do
not directly address the influence of uninsurance because of the limited informa-
tion about local uninsured rates and about hospital payer mix. Closures of public
hospitals are of particular concern because these hospitals often serve as providers
of last resort. Studies that examine reasons for these closings and the impacts of
these closings or conversions are needed.

3.5 Quality of Care
How does uninsurance within communities affect the quality of care
available to and provided to all residents, insured and uninsured alike?

An important and underexamined potential impact of uninsurance within a
community is on the quality of care provided to all residents. The Committee’s
earlier reports document problems of quality (based on measures of process and
outcome) in the care of uninsured patients. This report focuses more holistically
on the effects on a provider’s performance overall when uninsured patients or
uncompensated care overwhelm or impair the provider’s capacity to provide
quality services. No studies have directly assessed the correlation of community
uninsured rates with hospital quality of care.

There are at least two areas in which high uninsured rates could adversely
affect quality of care for all patients. First, if high rates of uninsurance adversely
affect hospital margins, this could lead to cutbacks in nursing staff, which in turn
threaten quality of care (Needleman et al., 2002). Second, if high uninsured rates
contribute significantly to emergency department overcrowding at certain facili-
ties, those hospitals may deliver poorer quality of care during times of patient
overload. Detailed studies at the level of the patient are needed to understand the
relationship between overcrowding, patient safety, and quality of care.

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

COMMUNITY EFFECTS ON ACCESS TO CARE 119

SUMMARY

The Committee’s hypothesized effects of uninsurance on access to health care
services are borne out by evidence that, although preliminary, offers reason for
concern. For primary and specialty care delivered by physicians in private, clinic,
and hospital settings and in hospital emergency, outpatient, and inpatient settings,
the burden of providing unreimbursed care to uninsured patients threatens and
impairs the capacity of a community’s health care institutions and providers. Based
on the evidence developed in this chapter, the Committee concludes that moder-
ate- to lower-income residents of communities with higher uninsured rates are
more likely than all residents to experience adverse spillover effects of uninsurance.
The findings of the Committee’s commissioned analyses, while preliminary, indi-
cate that residents with moderate or higher incomes may also be at risk for
diminished access to care.

Health care professionals and institutions exist in social and economic rela-
tionships with the rest of the community that go beyond their roles as providers of
health services. Community eftects related to these relationships are the subject of
Chapter 4.

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

Economic and Social
Implications of Uninsurance
Within Communities

For individuals and for families, being uninsured can be associated with a loss
of income. A family’s breadwinner may lose a job that included health insurance
coverage, or an individual’s inability to work because of poor health may be
prolonged or made worse by a lack of coverage for treatment that would improve
the individual’s health (IOM, 2002a, 2002b). For the communities in which
uninsured individuals and families live, the lack or loss of health insurance cover-
age by some may undermine the shared economic and social foundations of the
entire community. For example, uninsurance may result in higher prices charged
to everyone for health services and health insurance premiums or higher state and
local taxes levied in order to support local hospitals that provide substantial amounts
of uncompensated care. Health insurance is not the solution to all communal ills;
nevertheless, the Committee hypothesizes that its presence or absence can make a
substantial difference for a community’s economic fortunes. While public health
insurance programs such as Medicaid also make claims on state tax revenues, the
incidence of the tax burden for federal or shared federal—state financing programs
falls more broadly upon all American taxpayers and can alleviate some of the
financial demands that uninsurance places on disproportionately affected commu-
nities.

The impact of uninsurance on the social and economic “glue” that binds a
community together is difficult to assess because a community’s social and eco-
nomic resources are as likely to affect uninsured rates as the converse. In addition,
the hypothesized relationships between the local uninsured rate and community
resources may feed back on themselves in a cycle that amplifies their adverse
impacts. For example, declining economic stability and prosperity can foster a
sense of social isolation and loss of confidence in public institutions and services,
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making those who are relatively better off, namely workers with health insurance
coverage, feel vulnerable and less prepared to share scarce resources with those
who lack a job or health insurance by, for example, extending public benefits to
them (Ehrenreich, 1989; Rubin, 1994). Communities with relatively high unin-
sured rates may experience economic difficulties when uninsurance places new
financial demands on local health services providers who make significant contri-
butions to the local economy. As a result, the communities most in need of tax-
subsidized assistance to health services institutions and providers may be the least
likely to have the tax revenues and be able to afford to finance care for uninsured
and underserved persons (Lewin and Altman, 2000).

In this chapter the Committee discusses several probable economic conse-
quences of uninsurance, first characterizing these varied potential community
effects as hypotheses and then distinguishing between those for which adequate
evidence exists and those requiring further documentation and research. The
chapter is organized into five parts. The first three sections consider potential
effects of uninsurance on the local economy, through (1) the relationship between
uncompensated care locally and increases in health care costs and spending, (2) the
increased pressures on states and localities to support greater public spending on
health care in response to high or rising uninsured rates, and (3) the loss of fiscal
stability by health care institutions, due to high uncompensated care burdens, that
may lead to the loss of this major component of the local economy. The fourth
section explores new ways to think about potential effects of uninsurance on a
community’s social bonds and its social institutions in the context of the recent
research literature on income inequality, social capital, and health. The fifth sec-
tion draws together a discussion of key research questions that, once addressed,
will fill in the details about economic consequences of uninsurance for communi-
ties.

THE CONTEXT: INCREASING HEALTH CARE
COSTS AND TAXPAYER SUPPORT

Over the past two decades the uninsured rate nationally has grown slowly but
steadily, despite an increasingly tight labor market that expanded employment-
based coverage and yielded tax revenues to expand public coverage. Present
economic trends have changed from boom to economic recession and, absent
major policy interventions, indicate a continuing rise in the uninsured rate. Pro-
jected health care cost and health insurance premium increases are likely to add to
the ranks of the uninsured (Chernew et al., 2002; Cutler, 2002). It is probable that
rising numbers of the uninsured, in turn, will result in further increases in the costs
of care and coverage for those with health insurance. In the face of renewed health
care inflation, employers have not yet dramatically dropped coverage for their
employees but have increased cost-sharing and pared benefits (Strunk et al., 2002).
The Committee’s observations in Coverage Matters remain valid:

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

122 A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

e The rising uninsured rate since the late 1970s is directly related to increas-
ingly unaffordable health insurance premiums, as health care inflation has ad-
vanced more rapidly than increases in real income or purchasing power (Cooper
and Schone, 1997; Holahan and Kim, 2000). After a period of stability in the mid-
to-late 1990s, health care costs are again increasing at a rapid rate (Heffler et al.,
2001).

e The decade of the 1990s saw a slowing of this inflationary trend, with
economic prosperity and relatively low rates of increase in health care costs ac-
companied by increases in employment-based coverage. Declines in public cover-
age (reflecting declining Medicaid enrollment particularly after welfare reform),
continued until public coverage increased in the late 1990s with implementation
of the State Children’s Health Insurance Program (SCHIP) (Holahan and Pohl,
2002).

e The first recession of the new century has already erased the gains in
private coverage made in recent years. Current estimates released by the Census
Bureau indicate that between 2000 and 2001, an additional 1.4 million persons
became uninsured, raising the national uninsured rate for persons under age 65
from 15.8 percent to 16.5 percent, or a total of 41 million uninsured persons
(Mills, 2002).

The Committee hypothesizes that those with health insurance pay more for it
than they otherwise would if fewer people lacked coverage. Public support (e.g.,
disproportionate share payments to hospitals, subsidy of public hospitals and clin-
ics, federal grants to health centers) and private subsidy (e.g., charity care at private
nonprofit hospitals, cross-subsidy provided by employment-based coverage insur-
ance payments) covers an estimated 85 percent of the value of the health care
delivered to uninsured persons that is not paid for by the uninsured themselves
(Hadley and Holahan, 2003). These costs are passed down to all taxpayers and
consumers of health care in the form of higher taxes and higher prices for services
and insurance. The Committee’s fifth report will take up this subject in greater
depth, showing the economic effects of these costs and expenditures on society.

Locally, residents are likely to subsidize care for their uninsured neighbors
(though in an arguably inefficient and invisible manner) through taxes and higher
prices for health services and health insurance in their community. Because di-
rectly provided health services are largely a function of state and local govern-
ments, the tax burdens of funding that direct care for uninsured residents is more
concentrated locally than is the burden of Medicaid financing or other public
programs in which the federal government participates.

Current financing structures for health services are also regressive. One study
of health care costs in South Carolina in 1996 finds that persons in households that
earned less than 100 percent of the federal poverty level (FPL) had per capita
health care costs that were, on average, 70 percent lower than those of persons in
households earning more than 400 percent of FPL, yet they paid four times as high
a proportion of their income for health care services in taxes and direct spending
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(Conover, 1998)."'In counties with hospital taxes or other subsidy-generating
revenues tied to health care use, the uninsured likely bear fewer of these costs than
do low-income people in general because they use fewer services.

BUDGET IMPLICATIONS FOR STATES AND
LOCALITIES

Finding: Public subsidy of uncompensated care delivered to unin-
sured persons requires that additional public revenues be raised,
resulting in a higher tax burden at the local level, the receipt of
monies from federal coffers, or the diversion of resources from
other public purposes. If additional revenues are not generated,
budget cuts may be imposed, either for health care or across the
board, that can adversely affect all members of the community and
even increase the number of uninsured persons locally.

Finding: State and local governments’ capacity to finance health
care for uninsured persons tends to be weakest at times when the
demand for such care is likely to be highest (i.e., during periods of
economic recession).

Public support for health care services for uninsured persons places demands
on state and local governmental budgets. Although the discussion in the previous
section assumes that the increasing cost of health care and coverage will be met by
increased spending, this is not always the case. States and localities may respond to
greater health-related pressures on public budgets in a variety of ways. They may
change the state’s Medicaid eligibility, benefits, or reimbursement policies; raise
taxes (within the limits on their capacity to do so); or use one-time sources of
revenue such as tobacco settlement dollars to meet demands for serving uninsured
residents.

States’ abilities to levy taxes and their tax structures affect state responses to
financing care for the uninsured. Box 4.1 provides a broad overview of the
diversity among the federal and state tax systems and the proportion and nature of
the expenditures by the federal and state governments, respectively. The preemi-
nence of the federal government in raising public revenues suggests that any public
finance solution to uninsurance will need to rely in large part on federal financing.

Community residents subsidize care for uninsured patients through their tax
dollars. Like the private sector, public funders of health care currently have to
cope with increased costs for health services in a time of economic recession. In
comparisons among states, relatively higher levels of state spending on Medicaid

'In 2002, the federal poverty level for an individual was $8,860 and for a family of four was
$18,100 for the 48 contiguous states and the District of Columbia (USDHHS, 2002).
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BOX 4.1
Federal and State Tax Spending Structures

A brief overview of the structure of the U.S. federal system will give an appre-
ciation of the resources available for health care at the local level. The federal
government is the overwhelmingly dominant fiscal presence; it collects two-thirds
of the governmental revenue in this country (Miller, 2002b). Even with recently
enacted tax cuts, the federal personal income tax will yield as much revenue as all
state and local taxes combined.

The tax structures of the different levels of government vary widely. Eighty-
five percent of federal revenue in fiscal year 2001 came from direct taxes on indi-
viduals—the personal income tax or Social Security taxes. By comparison, state
and local governments collect less than half of their revenues by directly taxing
individuals. More than half of their revenues comes from indirect business taxes;
some combination of sales and property taxes; and other licenses, taxes, and fees
(Miller, 2002b). There are simply no generalizations to describe the different state
systems: some states have no income taxes, some have no sales tax, others have
neither.

The federal government does not use most of its revenue to participate in the
economy as a purchaser of goods and services. Its budget is primarily a transfer
mechanism—direct transfers to individuals such as Social Security and Medicare
(49 percent), indirect transfers through state governments for programs such as
Medicaid and child nutrition (11 percent), other grants to state and local govern-
ments (6 percent), and net interest (9 percent) (Miller, 2002b). Slightly more than
one-fourth of the federal budget can be considered direct spending, divided be-
tween national defense (17 percent) and domestic expenditures (9 percent) (Mill-
er, 2002b). By comparison, most state and local spending is either direct spending
or transfers from states to local jurisdictions.

The levels of government also have very different debt constraints. State and
local governments primarily borrow to finance capital construction. While there is a
great deal of misunderstanding surrounding states’ balanced budget requirements,
these generally can be described as forbidding borrowing for operating expendi-
tures. The federal government, in general, does not describe the purpose of most
borrowing but rather borrows to finance an overall unified federal budget deficit.

These differing governmental finance systems produce very different impacts
and requirements. The federal and various state tax systems respond very differ-
ently to the changes in the business cycle. States that depend on income taxes
usually tie either their definition of income or their tax liability to federal definitions
and consequently are substantially exposed to changes in federal law. States with
sales taxes are highly sensitive to changes in consumption patterns but also ben-
efit when reductions in interest rates produce strong sales of durables. They have
been constrained by federal prohibitions on taxing Internet and mail-order sales.
Jurisdictions (mostly local) that depend on property tax revenue generally experi-
ence a lag in receipts, reflecting the delay between increases in property values
and increases in assessments.
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are not necessarily associated with lower uninsured rates. (This depends on the
number and proportion of low-income and medically needy persons in the state,
and on the breadth and generosity of the state’s Medicaid program [Holahan,
2002]). However, for a given state, lower rates of public coverage are likely to
result in fewer insured persons and a higher uninsured rate. Decreasing enrollment
in public insurance (due to tightened or otherwise constrained eligibility) in an
environment where employment-based coverage rates are flat or declining will
result in less use of health services overall (because uninsured persons use fewer
services, on average). However, when uninsured persons do use services, they are
likely to need more costly health services because of delays in secking care (IOM,
2002a, 2002b). The lesser use of services by uninsured persons and their relatively
high out-of-pocket spending for health care suggest that aggregate public spending
would increase if they gained health insurance coverage.

Given the range of strategies employed to finance uncompensated care and
safety-net arrangements from community to community there is no generalized,
simple relationship between a community’s uninsured rate and its tax burden. An
increase in uninsurance would be expected to be met by pressures to increase taxes
and reallocate public funds (to the extent that legal structures of taxation and
spending allow) devoted to activities other than the provision of personal health
services. Thus, a relatively greater uninsured rate may result in higher state and
local tax burdens. Because 57 percent of national Medicaid expenditures are paid
for by the federal government (and 70 percent of SCHIP spending nationally has
been paid for by the federal allocation),? when states provide coverage and health
care through federally matched insurance programs, the demands on local funds
for uncompensated care are likely to be decreased.

Over the previous decade, the fiscal capacity and resources of the states for
spending on health programs have grown, due to both the general economic
boom in the mid-to-late 1990s and revenues from tobacco lawsuit settlements
with the states. Most recently, however, particularly since 2001, states are increas-
ingly experiencing hard times, with economic recession, federal cuts to Medicaid
(limiting DSH payments) and Medicare, and public resistance to raising taxes
(Dixon and Cox, 2002; Lutzky et al., 2002). States are in a bind because of budget
shortfalls, and many plan to cut Medicaid spending in the coming years (KCMU,
2002; Smith et al., 2002). The consequences of these responses are likely to result
simultaneously in lower public funding for health insurance, fewer public funds
available for other purposes, and the need for higher taxes.

2Estimate based on unpublished analysis of Vic Miller, Federal Funds Information for States,
Washington, D.C., 2002.
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Medicaid Financing

State and local programs and policies affecting services for the uninsured are
mediated by state Medicaid program policies. Medicaid represents 20 percent, on
average, of states’ budgets, and the financial incentives of the federal match as well
as federal program requirements draw state funds away from more discretionary
spending on the uninsured and into the Medicaid program. Total Medicaid pro-
gram expenditures have increased throughout the 1990s, accounting for almost 15
percent of national health spending in 1998. At the same time, the state and local
share of total health spending remained constant over the decade and was about 6
percentage points lower than the share of national health care spending that state
and local governments accounted for in 1970 and 1980 (Miller, 2001). This means
that there was relatively less of state and local budgets available for all non-
Medicaid health spending than in earlier decades.

Changes in a state’s spending on Medicaid are likely to affect the level of
community uninsurance and the demand for uncompensated care. For example,
in Massachusetts, the decision by state officials to trim Medicaid costs by eliminat-
ing an expansion that had covered 50,000 adults is predicted to add to the
unreimbursed expenses accumulated by hospitals (Goldstein, 2002; Powell, 2002).
These hospitals will continue to provide care to at least some of the now newly
uninsured state residents and will not be able to draw on the state’s uncompen-
sated care pool, which is depleted of funds.

Medicaid program spending often takes priority over state health programs of
direct services, including services for uninsured residents, in state budget allocation
decisions because of its structure as an individual entitlement and the federal
financial match for program expenditures by the state. Medicaid’s federal match i1s
designed to provide relatively greater federal support to those states with lower
average personal incomes. However, it only imperfectly reflects relative state
needs. States still have to cope with reduced tax revenues and higher uninsured
rates at the same point in the economic cycle.

Much of the federal government’s economic presence is designed to be
counter-cyclical, providing automatic stabilizers both to the economy and to the
institutions and individuals that participate in it. Medicaid is frequently discussed
in these terms because some persons automatically become eligible when their
incomes are lost or diminished during economic downturns. Thus, program en-
rollments and costs grow at times when state revenues may be reduced. Further,
the determination of the federal match rate for the program drives more federal
money to states whose incomes fall relative to the national economy.

The lags built into the federal medical assistance percentage (FMAP) calcula-
tion, however, often produce a pro-cyclical effect for many states.® The FMAP is

3This lag effect has long been recognized but not addressed by policy reforms. For example, during
the severe recession of 1982, only four of the fourteen states suffering employment losses between
1979 and 1981 received FMAP increases in fiscal year 1982, but six experienced declines. The largest
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based on a three-year moving average of per capita income and is published a year
before it comes into eftfect. Thus, the FMAPs for federal fiscal year 2003 are based
on per capita personal income for 1998-2000. States with longer-term secular
shifts in wealth see this appropriately reflected in their FMAPs, but those with
shorter cyclical shifts often see perverse results. State budget crises in recent years
have led 18 states to consider cutting Medicaid eligibility, which would be likely
to increase uninsurance in each state and further destabilize local health care
providers and institutions (Smith et al., 2002).

Limits on State and Local Capacity to Raise Revenues and the Use of
One-Time Revenues

States and localities have a number of constraints on their ability to raise new
revenue sources to subsidize care for uninsured persons. Almost all states are
required to balance their budgets annually, and many states have constitutional or
statutory limits on tax rates or the rate of growth in tax revenues (Desonia, 2002).
These governments are effectively prohibited from borrowing to finance operat-
ing expenditures and must finance these expenditures out of current tax and
nontax (e.g., fees) revenue. States with low per capita income or depressed econo-
mies, characteristics that are positively related to uninsured rates, have even more
constraints on financing health care for uninsured residents than do more prosper-
ous states.

The entitlement nature of most state government support for health financing
means that these programs tend to absorb whatever revenues may be available
(Hovey, 1991). Once decisions for health entitlement programs have been made,
substantial pressure is placed on the rest of state and local budgets. Medicaid cost
pressures may or may not be met by commensurate parallel increases in spending.
Governments will constrain Medicaid increases and increase revenues within their
limited capacities to do so. For example, Alabama, with an uninsured rate of 13
percent, relies on a regressive tax structure (property and sales taxes) that has
limited ability to raise revenues (Ormond and Wigton, 2002). Because its rev-
enues are limited, Alabama’s Medicaid program relies on federal supplemental
payments (through disproportionate share hospital [DSH]| and upper payment
limit [UPL] payments) to a relatively greater extent than do other states. Alabama
also uses tobacco settlement monies for a Medicaid Trust Fund.

Tobacco settlement dollars have been an important new revenue stream that
has cushioned the eftect that increased public spending related to uninsurance
would otherwise have on states. However, this means that these revenue streams

FMAP increases went to states with increasing employment (Miller, 1985). The 1999-2001 personal
income data used to calculate the FMAPs for fiscal year 2004 have already been published, and they
will drive 2004 Medicaid grants regardless of state economic condition and the numbers of state
residents eligible for the program at that time (Miller, 2002b).
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are not available for other public purposes. Since the November 1998 Master
Settlement Agreement between 46 states and the tobacco industry,* tobacco settle-
ment payments (returning prior years’ Medicaid expenditures for smokers) have
provided states with almost $30 billion (2000-2002) (Dixon and Cox, 2002).
These massive paybacks have allowed states to expand public financing of and
eligibility for public insurance programs or for public hospital operating subsidies,
among many health-related and unrelated uses. Public health and education efforts
aimed directly at reducing smoking have been crowded out by the competing
demands of programs that finance personal health care services, including Medic-
aid, SCHIP, and state-only insurance programs for medically indigent persons and
families (Dixon and Cox, 2002). Over the four state fiscal years 2000 through
2003, 29 percent of tobacco settlement revenues to the states have been allocated
to health services programs (exclusive of long-term care, which accounts for
another 5 percent), while tobacco use prevention programs accounted for just 5
percent of the total (Dixon and Cox, 2002). States including Arizona, New Jersey,
and New York have devoted significant proportions of their tobacco settlement
revenues to health care—either to their Medicaid programs, to support for safety
net providers, or to expand public coverage (Bovjberg and Ullman, 2002; Dixon
and Cox, 2002). For example, New York has financed expanded coverage through
its broad-based Health Care Reform Act of 2000 with a combination of tobacco
settlement dollars and an increase in the cigarette tax; the programs intended to
provide coverage are estimated to cost about $500 million over three and a half
years (Coughlin and Lutzky, 2002).

Local governments (municipalities, counties, and special-purpose health or
hospital districts) bear a large share of the direct financing of public hospital and
clinic services. One study of local public financing for urban safety net hospitals (in
Houston, Oakland, and Miami) finds that the dependence on local revenues made
for unstable funding (Meyer et al., 1999). Furthermore, local revenue sources such
as sales and property taxes fluctuate with the communities’ changing economic
fortunes (Clemmitt, 2000). The following vignettes exemplify both the diversity
in local financing arrangements and their often provisional nature.

e An innovative program serving medically indigent and uninsured persons
in Hillsborough County in south Florida generated a $6.6 million deficit (out of a
$90 million budget) due to increased demands for care (Nguyen, 2002). In re-
sponse, the County Commission raised taxes and reallocated dollars, in addition to
tightening eligibility and cutting the generosity of benefits, to try to meet the
needs of the approximately 19,000 persons currently enrolled. Rejecting a pro-
posal to levy a one-cent gasoline tax, the commissioners decided to use $3.1
million in county reserve revenues, $2.5 million in property taxes that had been

“4Four states—Florida, Minnesota, Mississippi, and Texas—had previously reached separate agree-
ments with the industry (Dixon and Cox, 2002).
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earmarked for road construction, and some funds from those used to pay for
prisoners’ health care to cover the program’s deficit.

* In Texas, the need for indigent health care has outstripped the resources
available (Pinkerton, 2002). During 2001, two of the larger counties that border
Mexico exhausted the funding for health services programs mandated by the state.
After spending local tax revenues and $4.6 million in state aid, Hidalgo County
shuttered its program, resulting in the increased use of local emergency rooms for
care. Cameron County trimmed services and instituted cost controls to save its
$2.3 million program. Federal payments for uncompensated hospital care did not
cover the full tab in local hospitals; the nearly 500-bed Providence Hospital in El
Paso received $3 million in compensation for the estimated $10 million to $11
million it provided in free care in 2001.

* In the spring of 2001, Cincinnati’s safety net arrangements were reported
to be under increasing strain due to a growing number of uninsured persons
(Cincinnati Business Courier, 2001). The city of Cincinnati had budgeted $13.4
million for health clinics, but one of the safety net providers in the city, the
Cincinnati Health Network, citing empty financial reserves, was going to the city
for another $300,000 to keep from having to turn away new uninsured patients.

* During 2001, the Kansas City Council debated whether to fund a $205.3
million public safety capital improvement plan by reducing or eliminating the
general fund’s support for indigent care at the Truman Medical Center and local
community health centers (CHCs) (Jaffe, 2001).

Improvised Strategies to Address a Nationwide Problem

Federal health care financing policies provide only a part of the framework
that states and localities must construct in order to meet their residents’ needs for
health services and insurance coverage. The programmatic structure of the federal
Medicaid program places considerable fiscal demands on the states and at the same
time offers states limited support to address the health care needs of uninsured
residents. States and local governments, with highly disparate fiscal resources,
health insurance coverage rates, and populations, have adopted a variety of rev-
enue-raising and programmatic strategies to piece together programs of health care
coverage and services. These public programs, and the community health care
providers that depend on the financial support that they supply to serve low-
income and uninsured residents, are far less stable and secure than such essential
community services and resources should be, given our nation’s wealth.

ECONOMIC BASE AND THE POTENTIAL FOR
DEVELOPMENT

Health care accounts for a significant proportion of the economy nationally.
In 1999, national health expenditures accounted for 13 percent of the gross
domestic product (GDP), rising from less than 9 percent of the GDP in 1980 to
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slightly more than 13 percent in 1993, at which point the share stabilized (Cowan
et al., 2001). Despite this prominent place in the national economy, much less is
understood about how health care contributes to the economic vitality of particu-
lar communities and, more specifically, how uninsurance within a given commu-
nity affects the level of health care expenditures and the local economy overall
(Doeksen et al., 1997). The question of aggregate, national economic effects of
uninsurance in the United States will be addressed in the Committee’s next report
on the economic costs related to uninsured populations. The discussion here sets
out the Committee’s hypotheses about the pathways by which uninsurance could
aftect local economies and communities’ economic viability, particularly in rural
areas.

How Uninsurance May Affect Communities” Economies

A community’s uninsured rate reflects the availability of employment-based
insurance coverage for individuals and their families and of public insurance pro-
grams such as Medicaid and SCHIP, the viability of the market for individual
nongroup insurance policies, and the costs of health care and insurance premiums
in the local market. Changes in any of these factors may affect a community’s
uninsured rate, and the concentration or clustering of uninsured persons in a
community may in turn affect its social and economic foundations. An increasing
or high uninsured rate, and the attendant high public costs, may discourage
employers from locating or continuing to make their home in a community.

A high uninsured rate may both indicate and contribute to an area’s economic
challenges as it reflects the relative availability of employment-based coverage. For
example, health insurance is likely to be less available in areas with a lower-waged
labor force (IOM, 2001a). Although there is little direct evidence of the effects
that a lack of health insurance may have on workplace productivity, there is some
evidence of the lower health status of uninsured workers compared to their
insured counterparts (Fronstin and Holtmann, 2000; Hadley, 2002). Furthermore,
there is a growing body of research that finds the uneven availability of workplace
health benefits keeps workers “locked in” to their jobs if they already have
coverage through their employer (Gruber and Madrian, 2001). While such job
lock may actually benefit the employer who offers health insurance in terms of
worker retention, it may also inhibit the worker’s propensity to move among jobs
and employers, such that the local or regional economy is less dynamic and
expansive than it might otherwise be.

The financial stress of relatively high local uninsured rates on health services
arrangements 1s discussed at length in Chapter 3. While that chapter considered
some of the consequences for access to and quality of care in the community, it
did not address the aftermath of these effects for the economic base of the commu-
nity. The health sector is a key part of most local economies, particularly in rural
areas, where hospitals serve as social, historical, and civic, as well as economic,
anchors. The following section focuses on the centrality of health care institutions
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and services in rural communities and economies to highlight the potential impact
of high uninsured rates on communities. Rural communities are featured both
because of the simpler model they oftfer for describing interrelationships among
institutions, health care coverage and financing policies, and uninsurance and
because the research literature is more extensive in this area. Despite the difficulty
of tracing the broader economic impacts of uninsurance in metropolitan areas, the
Committee finds it plausible that somewhat similar forces could be at work in
urban communities.

Health Care and Uninsurance in Rural Economies

The economic effects of uninsurance on the viability of health care providers
and institutions are easier to measure in rural than in urban areas because the scale
and complexity of rural economies is less than those of urban economies. Rural
residents on average are older and have lower incomes than do urban residents;
consequently public financing, particularly through Medicare and Medicaid pay-
ments, is particularly important for the rural health services infrastructure (Cordes,
1998; Mueller et al., 1999). Medicare funding subsidizes access to care not only for
Medicare beneficiaries but also for all community members (see Chapter 2 for
more discussion). Recognition of Medicare’s special role in financing rural health
services 1s expressed with enhanced payments to designated sole community hos-
pitals, through the DSH program and the Critical Access Hospital program (Poley
and Ricketts, 2001). These dollars, spent locally, can be a source of new jobs,
population growth (e.g., by making the community more attractive to retirees),
tax revenues, and economic development (Cordes, 1998). For this reason, hospi-
tals can represent a form of economic development that brings outside dollars into
the community (Cordes et al, 1999). The public monies (through Medicare and
Medicaid payments) spent on health services also attract additional private dollars
spent by patients at local businesses (e.g., shopping, restaurants) in connection
with medical or hospital visits. Local rural economies lose dollars spent on health
care if residents travel out of the area to obtain services. The loss is amplified to the
extent that traveling patients also spend their money on other goods and services
outside their home communities, especially in more urban areas (Cordes, 1998;
Doeksen et al., 1998; Scorsone et al., 2001).

One way to measure the importance of the health sector for rural economies
is by means of an input—output model, with both overall employment and per
capita income in a rural county dependent on the presence and size (or loss) of a
hospital (Scorsone et al.,, 2001). Such models were developed in the 1980s to
better understand the effects of changes in health care financing (specifically, the
new Medicare prospective payment system for inpatient hospital services) on rural
hospitals and economies during a period when many rural hospitals closed (Cordes
et al., 1999; Poley and Ricketts, 2001). Researchers simulated changes in jobs,
income, and tax revenues for a given county predicted by increases or decreases in
payments to hospitals. Both spending by hospitals and spending by hospital em-
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ployees as residents were taken into account in these simulation models. The
estimated magnitude of the “multiplier effect” of the gain or loss of one hospital-
based job varies by the size of the hospital.

Not surprisingly, according to these simulations, small, rural hospitals have
smaller absolute effects (measured in terms of annual business sales, the number of
full-time and part-time jobs, and hospital employee earnings) than do larger hos-
pitals in urban areas. One study of rural hospitals finds a range of effects on the
number of local jobs, with the smallest hospitals contributing 77 jobs and the
largest more than 1,300 jobs (Cordes et al., 1999). Hospitals constitute one of the
most influential economic sectors in rural areas, as trade and services in the other
sectors are often influenced by the fate of a local hospital (Cordes et al., 1999).
Rural hospitals are also more likely to close altogether than are larger hospitals in
urban areas, so the relative impact on the local economy can be very great
(Colgan, 2002). In rural counties, a hospital may be the second largest employer
after the schools, with health-related jobs comprising between 10 and 20 percent
of the local jobs (Doceksen, et al., 1997).

A higher-than-average uninsured rate and the corresponding burden of un-
compensated care on the local hospital may threaten the survival of the institution
and reduce the viability of the economic base of the community. The closure of a
hospital may not be the only option for the community or hospital, however
(Hartley and Lapping, 2000; Lapping and Hartley, 2000). For example, in Appa-
lachia County, Kentucky, conversion of the local hospital into a clinic brought
new funds into the community, as well as jobs and a new public insurance-based
program intended to provide coverage to uninsured persons (Ziller and Leighton,
2000). The county’s high uninsured rate was one of many interrelated factors that
made continued operation of the hospital impractical. These factors included the
modest tax base and high poverty level of the area and the tendency of insured
residents to travel to a neighboring urban hospital with more up-to-date medical
technology.

Rural hospital closings are associated with the loss of community physicians
(Hartley et al., 1994). Many physicians rely on the hospital to structure an eco-
nomically viable practice. Because physician practices also bring new jobs into a
community, if a community loses them, the local economy may suffer as well,
albeit to a more limited extent than with a hospital closing (Doeksen et al., 1997).
According to the director of rural health programs for the Tennessee Hospital
Association, a new doctor in a community may be expected to create five new
jobs and $500,000 in income, which then will produce further economic activity
locally (Raiford, 2002).

SOCIAL CONSEQUENCES OF UNINSURANCE:
FIRST THOUGHTS

Health care providers in a community function as social institutions as well as
sources of health services. What is known from existing literature about the social
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effects of uninsurance within a community? In previous sections of this chapter,
the Committee has described how uninsurance can tap a community’s store of
economic resources or capital, resulting in financial strain on the health care
system or, to reduce this strain, the raising of new tax or other revenues. Unin-
surance may also strain social relationships among community members and local
institutions. In the discussion that follows, the Committee identifies social effects
as a new area of inquiry that may yield important findings about community
uninsurance in the future. Two promising approaches to thinking about social
effects, in terms of the intersection of uninsurance with measures of social capital
and of income inequality, are briefly reviewed.

Health insurance, whether offered through an employer or publicly to groups
left out of the employment-based system, is part of an implicit social contract in
the United States (IOM, 2001a). The lack of insurance coverage represents a
breach of that contract that, when experienced by large numbers of individuals in
a community, may erode the social bonds that define and nurture functioning,
healthy communities, as uninsured persons are made aware of their lesser claim on
services and resources that are generally valued as essential to a dignified and secure
life (Walzer, 1983; Miller, 1997; Faden and Powers, 1999). At the same time, less
social cohesiveness and mutual trust within a community may be associated with
greater uninsurance, for example, when employers or political jurisdictions do not
offer health insurance to their workers and constituents.

There has been little empirical research about how community uninsurance
might influence social relationships and what the variety of potential community
effects might be that are associated in this way with uninsurance. Social connect-
edness or cohesion, for example, may promote access to health care by strengthen-
ing local health services arrangements, similar to the positive influence that such
cohesion has been demonstrated to have on local government functioning
(Hendryx et al., 2002; Shi et al., 2002). A relatively strong collective ethic may
spur local leaders to raise funds for uncompensated hospital care, for example, or
motivate the establishment of a free clinic to serve uninsured people. A
community’s values, history, and culture contribute to its success in responding to
broader economic trends and market changes (Steinberg and Baxter, 1990).
Steinberg and Baxter describe these responses in terms of what they call “mecha-
nisms of accountability” that help build or foster the capability of communities to
address social needs and respond to changing economic and fiscal environments.
To the extent that community uninsurance diminishes these feelings of connect-
edness, access to health care for all community residents and the health of a
community’s population in the aggregate may be aftected.

One way to observe and measure these social relationships is through the
construct of social capital or cohesion. Social capital refers to the stocks of re-
sources available through social relationships, as measured by indicators such as
civic engagement, norms of reciprocity, and interpersonal trust between members
of a community. Definitions of social capital are usually multidimensional and
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have both cognitive and social structural elements (Macinko and Starfield, 2001).3
The more social capital that a community has, the greater is its ability to undertake
collective action and to “realize common values and maintain the social controls
that foster health” (Sampson and Morenoft, 2000). The process of mobilizing the
community resources described as social capital can be thought of as a community’s
“collective efficacy,” specifically, the level of mutual trust among community
residents and the degree of shared confidence that residents can and will exert local
social control for the public good (Sampson and Morenoft, 2000).

There are several plausible connections between uninsurance and social capi-
tal within a community:

* Low social capital may lead to greater uninsurance, for example, if a lack of
social cohesion leads to decisions not to ofter public coverage. Researchers have
demonstrated an association between indicators of social capital at the state level
and mortality rates (Kawachi et al., 1997) and poor self-rated health (Kawachi et
al., 1998).

* Uninsurance may deplete a community’s stock of social capital. This may
be manifested in several ways. Lochner and colleagues (1999) propose four over-
lapping aspects of social capital: collective efficacy, a psychological sense of com-
munity, neighborhood cohesion, and community competence. For example, in a
community with many uninsured persons or with a high uninsured rate, residents
may experience a weakening of their beliefs or confidence in their ability to
effectively take care of themselves or their community (collective efficacy), because of
perceived or genuine difficulties in obtaining coverage or in gaining access to
health services that health insurance usually facilitates.

* Social capital and uninsurance may function as markers or indicators of
other social processes within the community, for example, social stratification and
economic or income inequality. Some researchers have found an association be-
tween high degrees of income inequality and low social capital, measured by
indicators of civic engagement and social trust. For example, areas with a high
level of income inequality have a difficult time maintaining community bonds
(Kawachi et al., 1997). Conversely, the erosion of social cohesiveness tends to lead
to policies that widen the economic gap within communities (Kaplan et al., 1996).

5Although the precise definition of social capital is contested and continues to change (e.g., see
Portes, 1998; Sobel, 2002), most versions encompass two components: the structural and the cogni-
tive. The structural component of social capital includes the extent and intensity of associational links
and activity in society (e.g., density of civic associations, measures of informal sociability, indicators of
civic engagement). The cognitive component includes people’s perceptions of trust, reciprocity, and
sharing (Harpham et al., 2002). An additional distinction is commonly made between bonding and
bridging social capital. Bonding capital refers to social cohesion within a group structure, while
bridging capital refers to the type that links across different communities and groups (Narayan, 1999).
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Another way to think about how uninsurance affects social relationships is to
consider the phenomenon of income inequality within a community. For indi-
viduals and families, health insurance not only facilitates access to health services
but also constitutes a component of socioeconomic status.’ The lack of financial
access to health care and relatively high out-of-pocket expenses (among the unin-
sured) may exacerbate existing inequalities in income and wealth among a
community’s residents. Kawachi and colleagues (1999) have proposed that greater
income inequality in a community or society, through the mechanism of dimin-
ished social cohesion, leads to higher mortality (see also Kennedy et al., 1996;
Kawachi and Kennedy, 1997a, 1999; Kawachi, 1999). Others have pointed out
that income inequality also correlates with other community characteristics such as
racial composition or individual educational attainment that may equally explain
area variations in mortality rates (Mellor and Millyo, 2001, 2002; Deaton and
Lubotsky, 2002).

The relative income inequality hypothesis posits that the range and steepness
of the socioeconomic gradient among residents in a community can affect the
health of all members of the community, not only those at risk for poor health due
to poverty or other barriers to receipt of appropriate health care (Wilkinson,
1997). Three pathways have been proposed as ways that income inequality may
adversely affect the health status of all community members, through

¢ the disparity or relative deprivation created between the interests of lower-
income and higher-income persons (expressed in lower tax rates and levels of
public spending on education and health services) (Kaplan et al., 1996);

* the erosion or diminution of social cohesion (e.g., trust in other commu-
nity members and in the health care system); and

* stress invoked by social comparisons among community members (Kawachi
and Kennedy, 1999).

Limited and mixed evidence points to a small adverse effect of community-
level inequality on the health of all community members, independent of each
individuals’ social characteristics, across a variety of measures of income distribu-
tion (Kawachi and Kennedy, 1997b; Lynch et al., 1999; Kahn et al., 2000; Sampson
and Morenoff, 2000). The size of relative inequalities in average household in-
comes at the state and county levels contributes to differences in age-adjusted
mortality rates and chronic disease morbidity for a number of conditions. The size

SUninsurance is closely related to household income, although there is a small “notch™ effect for
the working poor. That is to say, those with the lowest incomes (<100 percent of FPL) are more
likely than those with slightly higher incomes (between 100 and 150 percent of FPL) to be covered
through public insurance, while persons and families earning more than 200 percent of FPL annually
are more likely to have private coverage (IOM, 2001a). For 2002, 100 percent of FPL is $8,860 for an
individual and $15,020 for a family of three (USDHHS, 2002).
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of the effect seen at the state and county levels tends to be small (Sampson and
Morenoff, 2000).

The cross-sectional, observational nature of much of the evidence means that
little can be said with certainty about the direction of causality between income
inequality and health-related outcomes and the size of any effect (Macinko and
Starfield, 2001). Social inequalities, health disparities, and uninsurance tend to
cluster geographically, potentially amplifying the effects on each. The observed
relationships between income inequality and health may be related to unmeasured
influences on the patterns of residential location (Sampson and Morenoff, 2000;
Shi, 2000; IOM, 2001a; Kawachi and Blakely, 2001). Measures of income in-
equality may also function as a proxy for another, unmeasured aspect of societal or
economic inequality that adversely aftects health in the aggregate, for example, the
effect of economic growth or decline (Mellor and Milyo, 2001; Deaton, 2002).
The Committee draws no conclusions about the role of disparities in health
insurance status at the community level on population health but, rather, points to
emerging developments in the social science literature that may someday allow for
a more robust exploration of potential relationships between community
uninsurance and the social dimensions of community life.

RESEARCH QUESTIONS

4.1 Effects of Local Uninsured Rates on Health Costs

Does the local uninsured rate, independent of other factors, affect the
cost of health services and insurance premiums within the local market
area?

Cross-sectional studies are the basis for our limited knowledge about how
local uninsured rates contribute to the increasing cost of health services in local
health services markets. Longitudinal small-area studies are needed to look at the
hypothesized chains of events at the state and local levels to establish or disprove a
causal relationship between uninsured rates and health insurance costs locally and
to develop estimates of the size and strength of any such relationships.

4.2 Uninsurance and Tax Burdens

What is the burden on local taxpayers of uninsurance within states and
localities? How does that burden compare to the tax burden that would
be imposed if public insurance programs or subsidized coverage were
expanded to reduce uninsured rates? How does the impact of public
financing of health care vary across economic cycles?

As discussed in Chapter 2, public support for care for uninsured persons is
substantial, yet documentation is inconsistent and exact estimates are difficult, if
not impossible, to derive. More consistent reporting is needed across the states and
localities of revenue and expenditure streams for financing the array of insurance-
based and direct health services programs. A better understanding of state-level
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budget allocation decisions and the fiscal incentives operating in Medicaid and
other programs that support care for uninsured persons could inform proposals to
improve the target efficiency and equity of federal and state health financing
programs. Specifically, programs of institutional support for uncompensated care,
such as Medicare and Medicaid DSH payments, should be evaluated in terms of
efficiency and equity.

A systematic analysis of the incidence of the federal, state, and local tax
burdens for financing health care generally and for low-income and uninsured
Americans in particular should be undertaken as part of any impact analysis of
health care financing reform initiatives.

4.3 Uninsurance Effects on the Local Economy
Does the adverse financial impact of uninsurance on local health services
and institutions extend to the local economy overall?

Finally, if little is known about the role that the health sector plays in rural
economies, even less is known about the economic relationships that bind local
health services to urban neighborhoods and metropolitan areas. Research is needed
to identify the ways in which a changing uninsured population affects the financial
viability of health care providers and institutions and to explicate the complicated
series of financing relationships among public and private payers. Are there in-
stances in which a high uninsured rate triggered a funding or political crisis that led
to the transition of a local health care system toward a more efficient and effective
use of limited resources? To what extent are an uninsured population’s uncom-
pensated health care expenses matched by public funds with the objective of
keeping a local economy afloat?

SUMMARY

Although potential economic and social spillover effects of community
uninsurance are not as well documented or described as the effects on access to
health care, the Committee finds the preliminary evidence on economic conse-
quences, and the promise of new research on social consequences, a compelling
start. In Chapter 5, the Committee considers community effects related to popu-
lation health.
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Community Health and
Uninsurance

Discussion of the evidence in previous chapters about community effects on
access to care and on the economic and social foundations of local communities
suggests that the health of the community itself may be compromised. The Com-
mittee hypothesizes that this may result from both the burden of disease related to
the poorer health of uninsured community members and from spillover effects
that can affect the insured as well as the uninsured. The mechanisms for this result
can be as diverse as the spread of communicable diseases from unvaccinated or ill
individuals and the paucity or loss of primary care service capacity as a result of
physicians’ location decisions, cutbacks in clinic staffing and hours, or outright
closures, as described in previous chapters. Although it is easier to detect the
impacts of high uninsurance on a community’s health care providers and resources
than on the health of a community’s population, community-wide health effects
can be inferred from studies of access, utilization, and disease incidence.

The intentional dispersal of anthrax through the U.S. mail in late 2001
revealed yet another way in which uninsurance could threaten community health,
when the impaired access to care of uninsured persons means delays in detecting,
treating, and monitoring the transmission of infectious disease linked to bio-
terrorism (Wynia and Gostin, 2002; IOM, forthcoming 2003). As public and
policy attention turned to the country’s readiness to respond to bioterrorist threats,
the weaknesses of the highly fragmented public and private health care systems
became apparent. This fragmentation and minimal capacity for communication
across systems and types of care hamper the ability of a community to respond
rapidly and effectively to an unfamiliar threat to the public’s health.

As described in Chapter 3, community uninsurance is likely to lessen access to
hospital emergency medical services for all members of a community, as one of
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several factors contributing to overcrowding and the diminished capacity of emer-
gency departments (EDs) to absorb a sudden and large increase in the number of
patients (U.S. Congress, 2001). This capability is key to a community’s ability to
respond to emergencies such as mass casualty events and certain types of biological
and chemical terrorism (IOM, forthcoming 2003). As will be described in the
pages that follow, unin-surance is also hypothesized to result in greater financial
strains on state and local health departments, strains that may lead to the shifting of
discretionary funds from population-based public health activities to the delivery
of personal health services and cost-cutting measures such as the trimming of staff.
Both types of responses weaken the ability of local health departments to respond
to emergencies, particularly involving the spread of communicable diseases.

The case of the bioterrorism agent smallpox, a severe and often fatal infectious
disease, illustrates how uninsurance may contribute to current weaknesses in emer-
gency preparedness. Untreated, smallpox has a 30 percent or greater case-fatality
rate among unvaccinated persons (Henderson et al.,, 1999). It can be spread
through mass public exposure to acrosolized variola virus, by close personal con-
tact and by contact with infected material (e.g., clothing). A person becomes
infectious days after exposure to the virus, when rash, high fever, and other
symptoms develop. Routine vaccination of the U.S. population ceased in 1972.
Thirty years later, younger members of the population are likely not to have been
vaccinated, and the long-term eftectiveness of the vaccinations given before 1972
is unknown. The spread of smallpox can be checked through isolation of infected
persons, if they are diagnosed and treated in a timely fashion, or through vaccina-
tion (Henderson et al., 1999). A mass vaccination campaign, whether in anticipa-
tion of or in response to the detection of a smallpox outbreak, would require staff
and budget resources devoted to population-based public health activities. This
would include the coordination of information, resources, and personnel across
the health care sector, epidemiological surveillance and investigation of suspected
or reported cases, laboratory testing of samples and medical supplies, and the
training of staff to administer vaccines, track after-effects, and provide information
to the public (Henderson et al., 1999; IOM, forthcoming 2003). While to date,
limited federal funds have been made available to the states to assist in preparing
for smallpox vaccination campaigns, it is anticipated that state and local health
departments may have to reallocate funds from other programs in order to support
vaccination (Connolly, 2002; Altman and O’Connor, 2003).

This chapter explores the implications for population health that flow from
the Committee’s hypothesis about community eftects. Previous chapters describe
both empirically confirmed and hypothesized effects of uninsurance on health care
services, institutions, and resources and on communities’ social and economic
resources more broadly. In this chapter, the Committee traces these consequences
through to their impact on the health of the community.

To understand the influence of uninsured populations on community health,
it is more informative, yet more difficult, to examine cities and counties rather
than states or regions. While marked local variation makes detection of hypoth-
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esized community effects more likely, uninsured rates and measures of health
status are more readily available at the state level, where local variation tends to
average out and health measures are often too crude to detect meaningful associa-
tions. While regional differences in health status across the United States are
closely related to differences in demographic profiles and socioeconomic circum-
stances, the role of community uninsurance as a factor in this relationship has not
been directly evaluated. In this chapter, the Committee reviews research that
addresses the relationship between community uninsurance and population-level
measures of access to and utilization of services. It also presents community-level
(e.g., county or metropolitan statistical area [MSA]) data for the incidence of
selected conditions and health outcome measures that merit further investigation.

This chapter has four sections. The first section examines the greater burden
of disease and poorer health status in areas with relatively high uninsured rates and
relatively low incomes. The second section considers the interrelationships be-
tween the capacity and performance of local public health agencies both in popu-
lation health activities and as providers of last resort to medically indigent commu-
nity residents. In the third and fourth sections, the Committee poses questions for
turther research to advance understanding of the relationships between uninsurance
and a variety of measures and indicators of population health and provides a
summary of the chapter.

GEOGRAPHIC AND SOCIOECONOMIC
DISPARITIES IN HEALTH

Finding: Measured across states and metropolitan areas, persons
from lower-income families, nearly one-third of whom are unin-
sured, are more likely to report fair or poor health status in areas
with high uninsured rates.

Finding: Hospitalization rates for conditions amenable to early treat-
ment on an ambulatory basis are higher in communities that include
greater proportions of lower-income and uninsured residents, indi-
cating both access problems and greater severity of illness.

Community uninsurance rates converge with a number of other factors that
affect access to care and health status, such as the proportion of the population that
is lower income and the proportion that consists of racial and ethnic minorities
(Shi, 2000, 2001; IOM, 2001a, 2002a). Having a lower family income is consis-
tently correlated with being uninsured (IOM, 2001a). About one-third (30.6
percent) of persons under age 65 in families earning less than 200 percent of the
federal poverty level (FPL) are estimated to have been uninsured in 2001, over
double the uninsured rate for the general population under age 65 (Fronstin,
2002). The relationship between family income and coverage is seen in the
aggregate as well, in comparisons of poverty and uninsured rates among geo-
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graphic regions (IOM, 2001a). Whereas having public health insurance coverage
is most strongly correlated with both bad health and low income (since many
adults gain Medicaid coverage because they are disabled or medically needy),
uninsured persons on average have worse health status than do those with private
coverage (IOM, 2002a). The variations in family income across geographic areas
are also correlated with population-level measures of health and health outcomes
such as having a regular source of care or hospitalization for conditions amenable
to treatment on an outpatient basis.

In this section, the Committee explores the hypothesis that uninsurance
affects a community’s burden of disease. The independent influence or contribu-
tion of the local uninsured rate to the health status of insured residents is an
important part of this story, yet one that has been insufficiently documented and
tested. The studies that the Committee reviews in the discussion that follows do
not include analytic adjustments allowing distinctions to be made among the
relative influence on health-related outcomes of coverage status, income level, and
other major covariates of uninsured rate. While the studies do not allow for the
tracing of a definitive pathway for community eftects, the Committee finds that
the sheer number of uninsured persons in an area adds to the overall burden of
disease and disability, as measured by self-reported health status and the number of
preventable hospitalizations.

Geographic differences in self-reported health status across the states correlate
with state uninsured rates (Holahan, 2002). It is not possible to conclude from
such macro-level, cross-sectional statistics that high uninsured rates lead to poorer
health. However, the worse measures of health in states with higher levels of
uninsurance suggest unmet health care needs. Among 13 states surveyed in 1999,
an unadjusted comparison indicates that children and adults in lower-income
families (less than 200 percent of the federal poverty level [FPL]) are more likely to
report fair or poor health status in states with higher uninsured rates, compared to
lower-income children and adults in states with lower uninsured rates (Holahan,
2002). For lower-income children, whose overall average for fair or poor health is
reported to be 8 percent, there is a range from a high of 12 percent for Texas (38
percent uninsured rate for lower-income children) and a low of 4 percent for
Massachusetts (with its 15 percent uninsured rate for lower-income children).!
For lower-income adults (under age 65), the overall average for self-reported fair
or poor health status is 24 percent, ranging from a high of 27 percent for Texas (52
percent uninsured rate for lower-income adults) to a low of 16 percent for Wis-
consin (33 percent uninsured rate for lower-income adults). State-level uninsured
rates also correlate highly with the proportion of lower-income children and

IThe uninsured rates described in this paragraph differ from those presented elsewhere in this
report. They are estimated on the basis of data collected by the National Survey of America’s Families,
The Urban Institute, Washington, D.C.
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adults who do not have a usual source of care, a measure of access IOM, 2002a,
2002b).

For urban, suburban, and nonmetropolitan communities across the country,
uninsured rates also correlate with the relative health status reported by residents.
A nationally representative survey of 60 communities (a stratified, random sample
of counties and groups of counties, data for 1996—-1997) finds that, unadjusted for
the multiple covariates of uninsured rate, residents of the 12 sites with the highest
uninsured rates (average of 23 percent) are significantly less likely to report excel-
lent or very good health (64.7 percent) and more likely to report being in good,
fair, or poor health, compared to residents of the 12 sites with the lowest unin-
sured rates (average of 9 percent), where 73.5 percent report excellent or very
good health (Cunningham and Ginsburg, 2001).

Health services researchers have proposed that potentially avoidable hospital-
izations (sometimes described as ambulatory care-sensitive conditions) serve as an
indicator of adequate access to primary and regular health care (Weissman et al.,
1992; Billings et al., 1993, 1996; Millman, 1993; Bindman et al., 1995; Pappas et
al., 1997; Gaskin and Hoffman, 2000; Falik et al., 2001; Kozak et al., 2001; IOM,
2002a, 2002b).> However, area-wide rates of potentially avoidable hospitaliza-
tions also measure the acuity of illness experienced within a population and reflect
the efficiency with which health care is provided to the population as a whole. To
the extent that the fraction of these hospitalizations that could have been avoided
with earlier and appropriate care can be identified, the excess burden of illness
(and excess costs of care) within the community can also be estimated.

Uninsured patients are more likely to experience avoidable hospitalizations
than are privately insured patients when measured as the proportion of all hospi-
talizations (Pappas et al., 1997). Nationally, the proportion of hospitalizations that
were potentially avoidable for persons younger than 65 has grown more substan-
tially over the past two decades for uninsured persons than for those with Medic-
aid or private insurance, from 5.1 percent to 11.6 percent between 1980 and 1998
for the uninsured, compared with increases for Medicaid enrollees from 7.0 to 9.8
percent and for those with private insurance from 4.1 to 7.5 percent (Kozak et al.,
2001).

Using ZIP-code area data to measure the proportion of lower-income resi-
dents and rates of potentially avoidable hospitalizations, studies consistently report
substantially higher rates of these hospitalizations in lower-income areas (Billings
et al.,, 1993, 1996; Millman, 1993; Bindman et al., 1995; Pappas et al., 1997).

2Both chronic and acute conditions have been identified and evaluated as ones for which prompt
and appropriate treatment on an ambulatory basis can reduce the likelihood of hospitalization. Re-
search constructs have included hospitalization for conditions such as pneumonia, dehydration, cellu-
litis, asthma, hypertension, chronic obstructive pulmonary disease, congestive heart failure, diabetes,
perforated or bleeding ulcer, pyelonephritis, ruptured appendix, hypokalemia, vaccine-preventable
conditions, and gangrene as ones indicative of inadequate primary and ongoing care.
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Uninsurance is likely to contribute to these higher rates. One study, encompassing
164 ZIP-code areas in New York City, finds that age- and sex- adjusted rates of
hospitalization for persons younger than 65 for asthma, congestive heart failure,
diabetes, and pneumonia were five to six times higher in low-income areas (where
more than 60 percent of the population had household incomes under $15,000)
than in high-income areas (where less than 17.5 percent of the population had
household incomes under $15,000) (Billings et al., 1993). A second study per-
formed a similar analysis for 18 MSAs, 15 in the United States and 3 in Ontario,
Canada. This analysis reveals disparities in rates of potentially avoidable hospital-
izations within U.S. metropolitan areas that were from 200 to more than 300
percent greater in low-income ZIP-code areas than in high-income areas. In
contrast, the disparities within Canadian metropolitan areas were much lower
(rates for the three metropolitan areas were 40 to 60 percent greater in low-
income as compared high-income local areas) (Billings et al., 1996). The authors
attribute the difference in experience between U.S. and Canadian metropolitan
areas in part to the greater financial access of lower-income residents to primary
and ambulatory care available under the Canadian health care system.

A third national study examines rates of potentially avoidable hospitalizations
(adjusted for age and sex) in relation to median income within ZIP-code areas
(Pappas et al., 1997). The authors estimate that designated conditions accounted
for between 3 million and 5 million hospitalizations in 1990 (12 to 19 percent of
all hospitalizations in that year, excluding those related to childbirth and for
psychiatric conditions); see footnote 2 for a list of these conditions. They used the
rates of hospitalization for these designated conditions that residents in areas with
the highest median household incomes ($40,000 or more) experienced as the
baseline rates below which such hospitalizations could not be reduced. The au-
thors then calculated that almost 30 percent of such hospitalizations (between
844,000 and 1.4 million) could represent excessive prevalence and severity of
illness within lower-income neighborhoods.

The higher hospitalization rates for conditions that can be managed on an
outpatient basis (if access to and quality of care are good) that occur in communi-
ties with proportionately more uninsured and lower-income residents highlight
the costliness of uninsurance in terms of dollars as well as health. Individual
suffering and disability could be avoided with greater access to appropriate ambu-
latory care services. In addition, timely and adequate care for uninsured residents
could lead to offsetting reductions in the demands on the resources of community
facilities and public budgets that currently provide hospital care.

PUBLIC HEALTH AND COMMUNITY
UNINSURANCE

Finding: Because areas with relatively high uninsured rates are likely
to have greater burdens of disability and disease, their needs for
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population-based public health services are expected to be greater
and the accompanying financial pressures on state and local health
departments considerable.

Finding: State and local public health programs are adversely af-
fected when funds are diverted to support personal health services
for uninsured persons. Budgets for population-based public health
activities, such as disease and immunization surveillance, commu-
nity-based health education and behavioral interventions, and envi-
ronmental health, which benefit all members of a community, fre-
quently are squeezed by demands on health departments to provide
or pay for safety net services for the uninsured.

Finding: The transformation of public health agencies into assurers
rather than providers of health services is likely to leave uninsured
members of the community disproportionately disadvantaged with
respect to the receipt of privatized services.

Public health, as practiced by health departments, includes the key functions
of assessing population health, developing policy solutions for problems identified,
and ensuring that problems are addressed by the solutions devised (IOM, 1988).
Many health departments also care for uninsured residents who have difficulty
gaining access to care in other settings. About a third of local health departments
surveyed in the early 1990s reported that they offered general primary care services
(NACCHO, 2001). A more recent survey finds that more than one-quarter of
local health departments serve as the only safety-net provider in their community
(Keane et al., 2001a)

The national consensus-based planning document Healthy People 2010
(USDHHS, 2000) identifies ensuring access to personal health services as one of
ten essential activities of health departments. Particularly in rural areas, health
departments can be central sites for the delivery of personal health services, even
though many rural counties do not have fully staffed public health departments
and may not offer much in the way of health services (NACCHO, 2001). Yet
health departments do much more than fill in some of the many gaps in the U.S.
personal health care delivery system, and public health involves much more than
the provision of health services to uninsured people.

Historically, there have been tensions between the public health and medical
care professionals and constituencies over the relative shares of resources devoted
to population-based health-oriented activities (e.g., injury prevention) on the one
hand and the provision of health services to members of medically underserved
groups, including uninsured persons, on the other (IOM, 1988, forthcoming
2003; Baker et al., 1994). In many parts of the country, health department officials
have expressed their perceptions of being caught between the increasing demand
and need for care of growing numbers of uninsured persons and diminished
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budgets (IOM, 1988; Lewin and Altman, 2000). These pressures are felt not only
within health departments but also by other providers in the health care system
(see Chapter 2 for further discussion).

In the 1990s, these tensions were sharpened by the privatization of services
and functions at many health departments, a development brought about by the
advent of Medicaid managed care contracting by many states and by local health
departments seeking greater cost-effectiveness and efficiencies through contracting
for personal health services delivery (Goldberg, 1998; Martinez and Closter, 1998;
Keane et al., 2001¢c; Mays et al., 2001).

The transition of state Medicaid programs from fee for service to managed
care contracting has added financial pressures on health departments, pressures that
may result in decreased access to health department services for all members of a
community (Koeze, 1994; Ormond et al., 2000a). Local health departments have
experienced losses of revenue when Medicaid enrollees have been assigned for
care to private health plans or networks for care that do not include the health
department. They have tended to receive less favorable reimbursement than under
fee-for-service arrangements and have had diminished capacity to support the
delivery of personal health services to uninsured persons as a result (Goldberg,
1998; Martinez and Closter, 1998). For example, through the 1980s, Medicaid
reimbursement for immunizations and screening and health assessment services
(under the Early and Periodic Screening, Diagnosis, and Treatment [EPSDT]
program) was an important revenue source for local health departments delivering
well-child care to all of their clients, uninsured as well as Medicaid beneficiaries
(Martinez and Closter, 1998; Slitkin et al., 2000). In response to the infusion of
federal Medicaid dollars for these services during the 1980s, states cut back or
simply did not increase their direct support of health department activities. With
the loss in the 1990s of fee-for-service reimbursements for these health department
services consequent to Medicaid managed care contracts with private health plans
for EPSDT services, together with cuts in real-dollar terms in their budgets, local
health departments have been pressed to reduce their level of service provision
(Ormond and Lutzky, 2001; IOM, forthcoming 2003).

In an effort to improve cost-eftectiveness and quality of care, many health
departments have privatized the delivery of certain personal health services (Keane
et al., 2001b, 2001c).> Many services that were once delivered predominantly in
public health clinic settings—for example, immunizations and treatment of sexu-
ally transmitted diseases (STDs) and tuberculosis (TB)—are or can be delivered
effectively within other primary care settings. For example, as both childhood and
adult immunization services have been integrated into private and public health

3Although health department services and programs are often the providers of last resort for
uninsured persons, these programs generally are not as successful as other ambulatory care providers in
giving the continuity of care or medical home that is a hallmark of quality health services (IOM,
2001a).
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insurance plans, the role of local health departments in directly providing immu-
nizations in special clinics and campaigns has shifted to quality assurance in private
practitioners’ offices and in health plans, surveillance of immunization rates, and
the promotion of professional best practices among private plans and practitioners
(Slifkin et al., 2000; Smith et al., 2000).*

With this privatization has come the growth of health departments’ roles as
assurers of population health, rather than as direct service providers themselves,
with an expanded role for states and localities in overseeing and facilitating the
delivery of population-based public health services within private health plans
(IOM, 2000, forthcoming 2003). However, for uninsured individuals, a shift to
private sector primary care and the loss of dedicated public health sites for care
may result in diminished access to this care because private practitioners and
especially health plan services may not be readily accessible to the uninsured. A
survey of a random sample of local health department directors, stratified by the
size of their jurisdiction, finds that a majority believe that their uninsured constitu-
ents cannot rely on privatized services alone and that the directors do not see
themselves as able to promote quality of or access to care for privatized services
(Keane et al., 2001a). Thus, the transformation of public health agencies into
assurers rather than providers of health services is likely to leave the uninsured within
the community out of the equation and disproportionately disadvantaged with
respect to the receipt of privatized services.

The Committee hypothesizes that health departments have often tried to
address the unmet health needs of a sizable or growing uninsured population by
shifting discretionary funds toward the delivery of health services at the expense of
population-based public health programs (e.g., injury control, disease surveillance,
environmental health) and that this shifting, absent new revenue sources to finance
care delivery, is likely to have adverse effects on the community. The Committee
bases its thinking on the conclusions of two Institute of Medicine (IOM) Com-
mittees that have evaluated the status of public health, one from the vantage point
of the 1980s and the other more recently (forthcoming 2003). Both reach similar
conclusions, based on site visits and interviews with public health officials as well
as on a limited research literature.

e According to the IOM Committee on the Future of Public Health, “the
direct provision by health departments of personal health care to patients who are
unwanted by the private sector absorbs so much of the limited resources available
to public health—money, human resources, energy, time, and attention—that the
price is higher than it appears. Maintenance functions—those community-wide
public services that are truly ill-suited to the private sector—become stunted

4See the special supplement to the American_Journal of Preventive Medicine (Smith et al., 2000) on the
history of, trends in, and current policies regarding immunization programs for a fuller account of
these reforms.

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

COMMUNITY HEALTH AND UNINSURANCE 147

because they cannot compete, and key functions such as assessment and policy
development wither because they are not seen as life-and-death matters.” (IOM,
1988, p. 52).

e The IOM Committee on Assuring the Health of the Public in the 21%
Century, in its recent report states: “The committee finds that as in 1988, the
continued lack of a nationwide strategy to assure adequate financing of personal
medical, preventive, and health promotion services will continue to place undue
burdens on the public health system and to fragment the provision of personal
health services to those most in need of comprehensive, integrated approaches.
Also, if the number of uninsured continues to increase, this may require the
diversion of resources urgently needed for population health efforts to the health
care assurance component of the governmental public health system” (IOM,
forthcoming 2003, p. 154).

Vaccine-Preventable and Communicable Disease

Finding: The strength of the local health department and the ad-
equacy of its funding are likely to influence how community
uninsurance affects the health of all community members. The
incidence and prevalence of vaccine-preventable and communicable
diseases are expected to be higher in areas with high uninsured rates
where health departments have been chronically short of funding.

In the following discussion of childhood immunization and communicable
diseases (including STDs, HIV/AIDS, and TB), the Committee examines how
public health efforts in these areas are affected by and related to uninsurance
within communities. The examples of childhood immunization rates and report-
able conditions illustrate how the concentration of ill health in areas with higher
uninsured rates may be amplified by these high rates. Despite the decline in the
incidence of many infectious diseases in urban and suburban areas over the past
decade (Andrulis et al., 2002), these conditions are common in communities
facing other challenges related to the lower socioeconomic status of their resi-
dents, as discussed earlier in this chapter. Likewise, despite national and state
public health efforts to maintain high levels of childhood immunizations, these
rates also vary substantially among communities and are lower in lower-income
urban counties and areas with less health insurance coverage (Santoli et al., 2000).

Communicable disease control is a traditional core function of health depart-
ments, to prevent their spread throughout the population, for example, through
the tracing and notification of persons with whom an infected individual has come
in contact. For both immunization rates and communicable diseases, the health
consequences of uninsurance are intertwined with the long-term underfunding of
health departments, which traditionally have led in managing immunization pro-
grams and detecting and treating communicable diseases. The Committee hy-
pothesizes that the presence of sizable uninsured populations that do not have
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reliable access to services provided either by health departments or by practitioners
in the private sector means that both population immunization levels and commu-
nicable disease rates are likely to be worse than they otherwise would be if
everyone in the United States had health insurance.

The section that follows includes illustrative discussions of potential popula-
tion health effects of uninsurance related to childhood immunization levels, STDs
(syphilis, gonorrhea, and chlamydia), and TB, diseases that are both preventable
and curable if diagnosed and treated in a timely fashion. The incidence and
prevalence of these diseases reflect the level of public resources devoted to preven-
tion, screening, contact tracing, and successful treatment. HIV/AIDS is an impor-
tant part of the story (e.g., syphilis and gonorrhea leave a person more vulnerable
to HIV infection, and HIV-positive persons are more likely to contract TB) and 1s
also discussed below.

Immunization Rates

Underimmunization increases the vulnerability of entire communities to out-
breaks of diseases such as measles, pertussis (whooping cough), and rubella (IOM,
2000). The history of childhood immunization and federal immunization policy
since the development of the polio vaccine in the 1950s has been one of cyclical
efforts and sporadic attention (Johnson et al., 2000; Roper, 2000; Smith, 2000).
When attention to this public health issue wanes, outbreaks occur. The latest and
deadliest major outbreak of measles occurred between 1989 and 1991 in several
major U.S. cities, including Chicago, Los Angeles, Milwaukee, and Washington,
D.C. (Johnson et al., 2000). During 1989 and 1990, a total of 43,000 cases of
measles were reported and more than 100 deaths were attributed to this disease
(IOM, 2000; see Box 5.1).

Local, state, and federal public health agencies and programs have as central
missions ensuring full immunization coverage of the nation’s children for a range
of childhood illnesses and promoting the immunization of adults for influenza,
pneumonia, and other diseases (IOM, 2000). These goals depend in ever-greater
measure upon immunization within health insurance programs such as Medicaid,
the State Children’s Health Insurance Program (SCHIP), employment-sponsored
plans, and Medicare (DeBuono, 2000; Fairbrother et al., 2000; Sisk, 2000). As a
result, both childhood and adult immunization levels are positively correlated with
having either public or private health insurance as compared with being unin-
sured.

The completely federally financed Vaccines for Children (VFC) program
provides childhood vaccines free to private primary care practitioners, federally
qualified health centers, and public clinics for administration to uninsured chil-
dren, Medicaid-eligible children, and in clinical settings, children whose private
insurance does not cover immunizations (IOM, 2000). Established in 1994, this
program provides vaccines to about one-third of all children in the United States
between birth and age 18 (CDC, 2002b). Notably, VFC is the Centers for Disease
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BOX 5.1
The Measles Epidemic, 1989-1991

In 1983, a record low number of measles cases was reported in the United
States, 1,497 cases. This was a reduction of 97 percent from the more than 57,000
cases reported in 1977. (A vaccine for measles became widely available in 1965.)
This success was not sustained, however. In 1984 and 1985, outbreaks occurred
among older children who had entered school before the vaccine was routinely
used. In 1986, a new pattern emerged, with outbreaks among preschool children,
concentrated in inner city, low-income neighborhoods in 20 counties across the
United States.

These sporadic outbreaks of measles became epidemic between 1989 and
1991. Unimmunized and underimmunized preschoolers became a reservoir for the
disease, which spread rapidly through several cities, including Chicago, Dallas,
Houston, Los Angeles, Milwaukee, New York, and Washington, D.C. Within two
years, 43,000 cases of measles were reported and 101 deaths were attributed to
the disease.

The measles epidemic led to the creation of a federal Interagency Coordinat-
ing Committee in 1991 to improve access to immunization services and to the
federal Infant Immunization Initiative in 1992. It also provided impetus for the pas-
sage of the VFC program as part of the Omnibus Budget Reconciliation Act of
1993 to reduce financial barriers for private practitioners to administer, and thus for
children to receive, immunizations.

SOURCE: IOM, 2000.

Control and Prevention’s (CDC) largest public—private partnership, reaching chil-
dren through arrangements with 33,000 private practice sites (primarily physi-
cians’ offices) and 10,000 public clinics (CDC, 2002b). By making free vaccines
available to physicians in private practice for administration to uninsured and
Medicaid-enrolled children, the VFC program keeps children in their medical
homes for immunizations and avoids fragmentation of their care by eliminating
the need to make referrals to public immunization clinics.

Although VFC is an important programmatic improvement in securing the
immunization of uninsured children, achieving childhood immunization goals is
facilitated when children have public or private health insurance. Insurance in-
creases the likelihood that children will have a regular source of care and receive
routine preventive services (IOM, 2002b). When New York State expanded
children’s insurance prior to the enactment of SCHIP, the statewide immuniza-
tion rate rose from 83 to 88 percent for all children between 1 and 5 years of age
(Rodewald et al., 1997). The increase was greatest among those children that had
been uninsured and those who had had a recent gap in coverage of longer than six
months. At the same time, immunization Vvisits to primary care practitioners’
offices increased by 27 percent and those to public health department immuniza-
tion clinics decreased by 67 percent (Rodewald et al., 1997).
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Despite the efforts of the past decade to expand sources of federal financial
support for childhood immunization services in children’s medical homes, the 8.5
million children who currently do not have health insurance (Mills, 2002) are at
increased risk of not receiving immunizations. Because uninsured families and
children tend to live in neighborhoods with higher-than-average uninsured rates
and are likely to go without immunizations, influenced by a host of related factors
such as lower family income and lower parental educational attainment, all who
live in these communities are more likely to be exposed to disease outbreaks such
as the ones that culminated in the measles epidemic of 1989-1991. Because a
community’s level of childhood immunization is influenced by many factors that
vary along with uninsurance rates (e.g., family income) and also by the scope and
effectiveness of the local public immunization program, direct links between
uninsurance and immunization levels are difficult to evaluate statistically. As an
illustration of the general relationship, however, Table C.5 (Appendix C) displays
the relative rankings of 28 metropolitan counties on up-to-date immunization
rates for 2-year-olds for a basic series of four vaccines and on uninsured rates. Data
are for 1997.

Sexually Transmitted Diseases

Sexually transmitted diseases are not confined to uninsured persons, but be-
cause uninsured persons are less likely to receive a timely diagnosis or treatment,
the consequences can be particularly severe (IOM, 2002a). The Committee hy-
pothesizes that these consequences may include continued transmission of the
disease to other members of the community. Like many other conditions, STDs
are more common among lower-income persons, and the extent to which they
are diagnosed and treated depends on the capacity and responsiveness of commu-
nity providers in serving such patients (IOM, 1997; CDC, 2000). Often, local
health departments operate clinics devoted to STDs and their clientele tends to be
uninsured persons (Landry and Forrest, 1996; Celum et al., 1997). If funding for
local health department specialty services (e.g., STD clinics, family planning) is
reduced because of mandated priorities or when other claims on public budgets
take precedence (such as the state share of Medicaid program costs or public
hospital operations), STDs may go undetected and untreated and their incidence
and prevalence in the community at large may increase. Syphilis, gonorrhea, and
chlamydia, three of the most serious and common STDs, are bacterial infections
that are treatable with antibiotics once diagnosed (CDC, 2000). See Boxes 5.2,
5.3, and 5.4 for brief descriptions of these 3 diseases. If not treated, they are
transmissible, so their incidence rates are indicators of the relative effectiveness of
local public and personal health care services (CDC, 2000).

Although there are federal funds to support state and local programs for the
diagnosis, contact tracing, and treatment of these STDs, federal grants do not meet
the full need for such services. In the context of diminishing state and local
funding to subsidize direct services delivery to medically indigent persons, the
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BOX 5.2
Syphilis

During the 1990s the incidence of primary and secondary syphilis in the
United States dropped significantly, with the number of cases reported in 2000
the lowest since record keeping began in 1941—5,979 reported cases, or a rate
of 2.2 cases per 100,000 persons (CDC, 2001c; Lukehart and Holmes, 1998).
This chronic, systemic infection is most often transmitted sexually, although it
may also be conveyed nonsexually and in utero as congenital syphilis (Lukehart
and Holmes, 1998). When it first appears, it can be treated with antibiotics. If
untreated, it will become latent and later develop into secondary and tertiary
forms with an array of severe adverse health outcomes (CDC, 2001c). Tracing,
informing, and treating the partners of persons with infectious syphilis are critical
to preventing spread of the disease because about 50 percent of all sexual part-
ners of a person with infectious syphilis become infected themselves. The dis-
ease can be detected by screening during pregnancy (Lukehart and Holmes,
1998).

Despite the declining incidence of syphilis nationally, the South remains the
epicenter for this STD, particularly in urban and suburban areas, and African Amer-
icans as a group in this region continue to be disproportionately affected—a pat-
tern reflecting the influence of demographic and socioeconomic circumstances
and difficulties gaining access to health care (CDC, 2001c; Andrulis et al., 2002).
Syphilis is also known to facilitate transmission of the virus that causes AIDS (Luke-
hart and Holmes, 1998). In 1999, the federal government began a national cam-
paign to eradicate syphilis entirely.

BOX 5.3
Gonorrhea

Gonorrhea is the most common of the reportable diseases in the United
States, with a stable case rate in recent years of about 132 cases per 100,000
persons (Holmes and Morse, 1998). Patterns of incidence for gonorrhea resemble
those for syphilis. There are marked ethnic and racial disparities, although, as with
syphilis, biases tied to reporting from public clinics may overstate the degree of
these differences. Reported rates range from 28 per 100,000 persons for non-
Hispanic whites and 70 per 100,000 persons for Hispanics to 827 per 100,000
persons for African Americans (Holmes and Morse, 1998). In addition, youth, sin-
gle marital status, and low socioeconomic status are each associated with greater
likelihood of getting gonorrhea.

While the incidence and prevalence of this STD reflect the presence of sexual
and health-related behavioral risk factors, they also serve as indicators of local
access to care (Holmes and Morse, 1998). Once transmitted, gonorrhea can be-
come infectious within days and not exhibit symptoms. Public health outreach,
interviews, and contact tracing must be carried out quickly if they are to be effec-
tive in preventing the spread of disease. Treatment is relatively inexpensive and
may be as simple as one dose or a short course of antibiotics (CDC, 2001c).
Incompletely treated, gonorrhea strains may mutate into drug-resistant versions. It
is estimated that one-third of the strains found in the United States are resistant to
penicillin or tetracycline, two common antibiotics used to treat this infection (Holm-
es and Morse, 1998).
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BOX 5.4
Chlamydia

Chlamydia is frequently hard to detect, with an estimated incidence of 3 mil-
lion cases annually, of which just one-sixth are reported (CDC, 2001a). This bac-
terial infection is easily treated and cured, when diagnosed. Untreated, it can cause
pelvic inflammatory disease (PID), infertility, and tubal pregnancies. As many as
40 percent of women with untreated chlamydial infections develop PID, which in
turn is related to infertility and chronic severe pelvic pain. Women infected with
chlamydia are at much higher risk (three to five times greater than those not infect-
ed) of acquiring HIV infection.

Because of its prevalence and the fact that 75 percent of the women and 50
percent of the men infected with chlamydia have no symptoms, screening is the
most effective approach to controlling this disease. Adolescent girls between 15
and 19 years of age account for 46 percent of reported infections, and women
ages 20 to 24 account for another 33 percent (CDC, 2001a). The CDC recom-
mends screening all sexually active girls and women under 20 years of age at least
annually, and annual screening of women 20 years and older who have one or
more risk factors for chlamydia (e.g., new or multiple sex partners, lack of barrier
contraception).

Within the past decade, a collaborative federal prevention program has es-
tablished demonstration projects across the United States that involve family plan-
ning providers, STD and primary health care programs, and public health laborato-
ries to provide screening and treatment services. However, given the large at-risk
population, targeted screening programs cannot control the spread of this disease.
Screening and treatment within primary care programs and health plans present
greater opportunities to address this health problem. One randomized trial of
chlamydia screening and treatment in a health maintenance organization achieved
a 56 percent reduction in the incidence of PID among the screened group within a
year of the screening (CDC, 2001a).

IOM report The Hidden Epidemic: Confronting Sexually Transmitted Diseases also
concludes that there is a need for “a secure source of funding for STD-related
services for uninsured persons,” including federal categorical support, to maintain
and improve on national progress in stemming the prevalence of STDs (Eng and
Butler, 1997). State and local governments pay for clinical services, contributing a
little more than half (58 percent) of the operating funds for specialized STD
clinics, with much variation among localities (Eng and Butler, 1997). The Com-
mittee posits that because uninsured persons are less likely to gain access to private
sector health services, they are also more likely to have undetected or untreated
STDs and, as a result, may be more likely to infect someone else.

For uninsured persons, the key site of care for STDs is the local health
department STD clinic. Other sites for care include other community-based clin-
ics (e.g., community health centers, family planning clinics, school health centers),
private physician offices, and hospitals (Landry and Forrest, 1996). Public STD
clinics are found in most counties and cities and in every major city and every
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state. The size of these clinics, the services provided, the quality of care, and the
funding streams that support these clinics vary considerably from location to
location (Eng and Butler, 1997). STD clinics function in a safety-net capacity,
providing a high volume of care and much of the specialized care (e.g., screening,
contact tracing and notification of partners who may have been infected by a
patient, short-term treatment) for these diseases nationally and serving patients
who seek privacy or have difficulties gaining access to care because they are
uninsured or because there are no knowledgeable local providers (Eng and Butler,
1997). Clients’ access to STD clinic services is more often limited by clinic
capacity than by the price of services, as sliding-scale payment arrangements are
common and patients pay little or none of the costs of care (Eng and Butler, 1997).

A 1995 survey of five urban STD clinics around the country found that clinic
clients are likely to be uninsured (58 percent), under 25 years of age (51 percent),
members of ethnic and racial minority groups (64 percent), less well educated (55
percent with a high school diploma or fewer years of schooling), and low income
(67 percent earning less than $20,000 a year) (Celum et al., 1997). Symptoms of an
STD were most likely to be the motivator to visit the clinic, followed by concerns
about the cost of care. Fully 66 percent of those surveyed were diagnosed with an
STD as a result of their visit (Celum et al., 1997). Data on funding and services
provided at public STD clinics and other community clinics that offer STD-
related services are limited, and even less is known about experiences in the
private sector, where the majority of STD cases are diagnosed (Eng and Butler,
1997).

A recent IOM study points to the lack of coordination among providers and
institutions serving a common population and the importance of coordination in
both cities (where STD clinics have very high caseloads) and rural areas (where
clinics may have limited hours or services due to lower demand or fewer funds)
(Eng and Butler, 1997). The fragmented and unstable nature of public funding and
lack of coordination in the provision of STD services particularly aftfect uninsured
populations that disproportionately rely on public clinic services. Poorly coordi-
nated care can lead to incomplete treatment or no treatment (Eng and Butler,
1997). Lack of health insurance coverage may mean that an insured partner
receives treatment while an uninsured partner does not. The relationship between
lack of access to care and continued infectiousness among persons with syphilis,
gonorrhea, or chlamydia is clear. The Committee hypothesizes that community
uninsurance, coupled with lack of public resources to pay for or deliver coordi-
nated STD services, may contribute indirectly to the spread of disease within the
community.

HIV/AIDS

Infection with the human immunodeficiency virus (HIV) constitutes an on-
going global epidemic. In 2000, an estimated 800,000 to 900,000 people in the
United States were living with HIV infection or AIDS, the more advanced form
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of the infection (CDC, 2001c). Almost 20 percent of all persons with HIV
infection are uninsured (Kates and Sorian, 2000). Persons who are HIV positive
and uninsured are more likely to be unaware of their infectious state than are
seropositive persons with health insurance, either public or private (Bozzette et al.,
1998). As a result, one health consequence of community uninsurance may be a
greater risk of the transmission of the virus that causes HIV/AIDS especially for
members of groups that are already at greater risk for becoming infected (e.g.,
persons from lower-income families or households, members of ethnic and racial
minority groups, injection drug users).

The Committee’s second report, Care Without Coverage, documents numer-
ous adverse health consequences for uninsured adults who are HIV positive,
including greater morbidity and mortality (IOM, 2002a). These findings reflect
the greater difficulties that uninsured persons have in obtaining access to health
services, a regular source of care, and quality care that meets professional and
clinical standards (IOM, 2002a).

*  Uninsured adults are less likely to receive primary and preventive services
that include screening.

* They are much less likely to receive the combination antiretroviral therapy,
highly active antiretroviral therapy (HAART), with either protease inhibitors or
nonnucleoside reverse transcriptase inhibitors, that is the clinical standard of care
for HIV/AIDS (HIV/AIDS Treatment Information Service, 2002).

e They are likely to experience greater delays in starting treatment after
having been diagnosed, as measured by a first office visit and waiting time until the
start of antiretroviral therapy.

e They are less likely to receive the regular care that is integral to the clinical
standard of care for HIV/AIDS, are less likely to receive needed health services,
and are more likely to stop drug therapy.

While part of the difficulty in gaining access to timely and appropriate care is
linked to the site of care for uninsured patients (Sorvillo et al., 1999), another
aspect of the problem is the difficulty that uninsured persons who are HIV positive
face in obtaining public coverage before they have developed full-blown AIDS
(Kates and Sorian, 2000). Health insurance is a key facilitator of access to care for
persons with HIV because of the cost of therapy. In recent years, lifesaving
combination antiretroviral therapy has transformed HIV from a usually deadly
disease into a chronic illness that may be managed over years but at a cost of
roughly $20,000 annually for persons who have not yet developed AIDS (Kates
and Sorian, 2000). Although uninsured persons can and do obtain care from
community health centers, academic medical centers, public hospitals, and other
providers that participate in safety-net arrangements, effective treatment of HIV,
to lower the chances that a person will develop AIDS, requires regular care and
coordination of care across providers, both of which are more difficult to do in
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safety net settings, given limited funds and other resources (Kates and Sorian,
2000).

Most HIV-positive persons with Medicaid or Medicare, or other publicly
subsidized coverage (e.g., through a state high-risk pool as a medically uninsurable
person), have obtained this coverage only through being certified as disabled
(Kates and Sorian, 2000). Medicaid coverage is available to persons who meet
income and categorical eligibility standards in their state of residence, while Medi-
care coverage, which does not include prescription drug coverage, may be avail-
able after a 29-month waiting period (KFF, 2000). Some states have federal
program waivers that allow them to provide Medicaid coverage as soon as some-
one 1is diagnosed with HIV (KFF, 2000).

Because of the existing barriers to public coverage, a particularly vulnerable
group of people—uninsured persons who are HIV positive—is left at risk of not
being diagnosed or adequately treated at the point at which they are most likely to
transmit the virus. There are discretionary public funds for HIV care available to
the states and certain designated metropolitan areas through the federal Ryan
White program (Kates and Sorian, 2000). These funds are used by states and
localities to fund some limited early intervention services, treatment, wraparound
services (e.g., transportation, outreach, health education), and prescription drugs
for uninsured and underinsured persons with HIV disease. Thus, uninsured per-
sons may not necessarily have to rely on charity care or pay out of pocket for all
expenses associated with diagnosing and treating HIV. States vary in how they use
Ryan White funds, so the experiences of uninsured persons in obtaining access to
screening and therapy for HIV-positive status depend on how the funds are
allocated within states according to priorities set by planning councils and the
state. In the case of prescription drug benefits under Title IT of the Ryan White
CARE Act (AIDS Drug Assistance Programs), all states participate in this program
but many have waiting lists for potential enrollees (Aldrige et al., 2002).

Tuberculosis

Tuberculosis is a preventable and treatable contagious disease whose spread
may be exacerbated by uninsurance within a community. A bacterial respiratory
infection that usually settles in the lungs, TB is transmitted through contact in
close quarters, often by sneezing or coughing. The disease may be latent or active
and is more likely to be conveyed in its active phase. For close contacts of persons
with TB, the case rate is 700 per 100,000 persons (Geiter, 2000). In contrast with
STDs and HIV infection, whose transmission requires intimate contact, TB is
spread in public settings such as schools, workplaces, hospitals, and clinics. People
may be completely unaware of their exposure to and potential for contracting the
disease.

Although the incidence of TB has declined over time, it has been increasingly
geographically concentrated within the largest cities (greater than 500,000 popu-
lation), although prevalence data are not available consistently to compare the
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experiences of specific communities (Geiter, 2000). Previously closely associated
with the prevalence of HIV/AIDS and disproportionately seen in homeless per-
sons, persons affected by substance abuse, and prison populations, in recent years
TB has become more of a concern for low-income immigrant communities in
urban areas, along the southwestern U.S. border with Mexico, and in other
medically underserved communities (Geiter, 2000; CDC, 2001b; Kershaw, 2002).
Of the 17,531 reported TB cases in the United States in 1999, 43 percent were
among foreign-born persons, with people born in Mexico accounting for 1,753
cases (almost a quarter of the foreign-born cases) (CDC, 2001b).

Timely diagnosis and appropriate treatment are integral to stemming the
transmissibility of tuberculosis, particularly when latent, given the relatively low
number of active cases (IOM, 2000). Inadequate access to primary and follow-up
care has contributed to the increase in drug-resistant tuberculosis, which poses a
public health threat (CDC, 1999). This not only results in greater suffering and
risks for the patient but also creates greater risks of infection for those with whom
the patient comes in contact. Even more so than for STDs, the control of this
disease rests with health departments and success is directly related to the adequacy
and continuity of public funding. Screening, contact tracing and notification, and
treatment are all labor intensive. This is particularly true for treatment, which
requires up to a year’s worth of daily medication, with multiple pills taken at
different times each day. To ensure compliance, the standard of care—directly
observed therapy—involves a public health worker watching the patient take his
or her medication (Geiter, 2000). As the number of TB cases has declined nation-
ally, TB control programs have had to compete for public dollars that have been
redirected to other health issues, even though the disease has not been eradicated
(Geiter, 2000).

Immigrants from Mexico and binational U.S. residents have a greater risk of
TB because of the higher rate of the disease in Mexico (CDC, 2001a). Legal
immigrants seeking permanent residence are screened for infectious TB before
entering the United States and may enter the country with either active but
noninfectious disease or latent disease, with instructions to report to a health
department at their destination for follow-up treatment (Geiter, 2000). Undocu-
mented immigrants are unlikely to have been tested.

Immigrants to the United States are both more likely to be exposed to TB and
less likely to be diagnosed and treated in a timely manner. Recent immigrants are
more likely than long-term U.S. residents to encounter difficulties in gaining
access to care. Their generally lower incomes and exclusion from Medicaid mean
that they are much less likely to have health insurance coverage (Hudman, 2000;
IOM, 2001a; Ku and Matani, 2001). Recent immigrants are at the highest risk for
developing TB, and this risk declines with increasing length of stay: 30 percent of
all TB cases among foreign-born persons occur in the person’s first year within the
United States and 56 percent of all cases occur in the first five years (Geiter, 2000).
In this way, immigrant communities with high uninsured rates can experience
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tuberculosis as a spillover health consequence, and all members of the community
may be exposed.

Urban areas around the United States have experienced an increase in TB
case rates due to growth in the size of foreign-born populations from countries
with higher rates than the United States. New York City, for example, has the
highest TB rate of any city nationally, with 1,261 new cases of the disease reported
in 2001. In parts of New York City, tuberculosis has made a resurgence, following
a decline after HIV/AIDS-related TB was addressed in the mid-1990s (Kershaw,
2002). During the 1990s, the city saw a shift from 18 to 64 percent of new TB
cases annually occurring among foreign-born residents (Kershaw, 2002). Com-
pared to the 1992 rate of 240 cases per 100,000 persons in Central Harlem, the
rate in immigrant communities is considerably lower—for example, 36 cases per
100,000 persons in the Queens neighborhood of Corona. The rate for Corona,
however, is more than twice New York City’s average case rate of 16 cases per
100,000 persons and is seven times the national average.

Tuberculosis case rates are somewhat lower but no less a threat to public
health along the 2,000-mile U.S.—Mexico border, where the mobility of local
residents and the immigration of seasonal agricultural workers have brought
greater-than-average risk for contracting TB (CDC, 2001b). The majority of TB
cases reported between 1993 and 1998 were U.S.-born citizens. Persons born in
Mexico, however, accounted for just over 40 percent of all cases reported in
Arizona, New Mexico, and Texas (CDC, 2001b). The TB case rates for border
cities in Texas are high. For 1998-1999, per 100,000 population, the case rates of
TB were 23 in Laredo, 22 in Brownsville, 70 in Matamoros, 15 in McAllen, and
10 in El Paso, Texas (CDC, 2001b).

For the border region, higher rates of communicable and chronic diseases
reflect a mix of circumstances that contribute to a lack of access to health care.
Poverty rates are high, and the rapid economic and population growth has not
been matched by increases in public or private health care services capacity
(Pinkerton, 2002). Uninsured rates in border counties range between 25 and 35
percent and are believed to be even higher among residents of semirural colonias,
where one survey put the uninsured rate at 64 percent (Pinkerton, 2002). Border
hospitals that treat TB patients are at a financial disadvantage. As rural facilities,
they deliver a relatively lower volume of services and receive lower payments
from programs such as Medicaid, compared with urban, higher-volume hospitals.
At the same time, they incur significant amounts of uncompensated care and may
not receive reimbursement for nonemergency services delivered to uninsured
recent immigrants, who are not eligible for Medicaid coverage (CDC, 2001b;
Pinkerton, 2002). For TB patients, migratory living patterns and cultural and
language difterences are likely to make access to care and successful completion of
treatment difficult. For border health departments, effective TB control will re-
quire greater coordination with Mexican health officers of outreach, partner noti-
fication and contact tracing, screening, and treatment (CDC, 2001b).

As is the case with childhood immunizations, multiple covariates are likely to
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FIGURE 5.1 Urban uninsurance and tuberculosis case rates, 1997.

NOTES: Data points represent the following cities: Akron, OH; Albuquerque, NM;
Atlanta, GA; Austin, TX*; Baltimore, MD; Birmingham, AL; Boston, MA*; Buffalo,
NY*; Charlotte, NC*; Chicago, IL; Cincinnati, OH*; Cleveland, OH; Columbus, OH;
Dallas, TX; Dayton, OH; Denver, CO; Detroit, MI; Fort Worth, TX; Houston, TX;
Indianapolis, IN; Jacksonville, FL; Jersey City, NJ; Kansas City, MO*; Louisville, KY;
Memphis, TN*; Miami, FL; Milwaukee, WI; Minneapolis, MN*; Nashville, TN; New
Orleans, LA; New York City, NY; Newark, NJ; Norfolk, VA*; Oakland, CA; Oklahoma
City, OK; Omaha, NE*; Philadelphia, PA; Phoenix, AZ*; Richmond, VA; Rochester,
NY; Sacramento, CA; San Antonio, TX; San Francisco, CA; St. Louis, MO*; Tampa, FL;
Tulsa, OK; and Washington, DC.*

*These cities represent multicounty areas, while disease rates are for the central county
unless otherwise indicated.

SOURCES: Brown et al., 2000; CDC, 2002a.

influence the relationship between community uninsurance and TB case rates.
Figure 5.1 illustrates the simple, unadjusted correlation between TB case rates and
uninsured rates for 47 large MSAs (where both rates are available) for 1997. This
fairly large and statistically significant correlation (Spearman coefficient = 0.63,
p < .001) between reported cases of TB and uninsured rates is likely to be
overstated due to the presence of unmeasured covariates with uninsured rate.®
Even if this substantial correlation does not support the conclusion that uninsurance

5See Table C.5 in Appendix C for the uninsured and TB case rates used in this figure.
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is a major causal factor in the incidence of TB, it nonetheless indicates an increased
risk for the community at large with respect to the transmission of TB.

RESEARCH QUESTIONS

5.1 Health Status Within the Community at Large

Does the local uninsured rate, independent of other factors, affect the
health status of community residents overall? Are particular groups
within the general population more affected than others?

A number of cross-sectional studies have documented the worse health status
and access to care of lower-income populations in localities and states with rela-
tively high uninsured rates. However, these studies neither confirm nor reject the
hypothesis that high rates of uninsurance locally have deleterious effects on health
and access to care among those with coverage. Longitudinal studies could shed
some light on this question. Do changes in the uninsured rate over time lead to
changes in the health status of insured people as well as to changes in the health of
those lacking coverage? Race, ethnicity, and socioeconomic status need to be
controlled analytically in such studies, as they influence health outcomes and
covary with uninsured status (IOM, 2002a; Smedley et al., 2002).

5.2 Public Health Departments and Services, Including Emergency Preparedness
Does demand for personal health care services by uninsured residents
adversely affect the availability of public health services within localities
and states? Does the presence of substantial uninsured populations within
communities adversely affect emergency preparedness and the com-
munity’s ability to respond effectively to bioterrorism and other mass
casualty events?

The Committee’s findings about the likely reduced access to hospital emer-
gency medical services and trauma care in areas with high uninsured rates allude to
a related community effect, emergency preparedness. Our nation’s capability to
respond to casualties on a broad scale, including bioterrorism, is a function of its
public health capacity, which depends on adequate and consistent funding for
public health activities and health departments at the state and local level nation-
ally. To the extent that uninsurance contributes to the under-funding of public
health programs that perform these functions, uninsurance may weaken emer-
gency preparedness. The influence of the presence of many uninsured people on
public health preparedness and the ability of the public health programs to contain
bioterrorism also need to be examined.

State and local health departments do not now offer a reliable source of
information for tracking expenditures for and resources devoted to personal health
care and public health services, either for insured or uninsured residents (IOM,
forthcoming 2003). The issue of states’ allocations of federal and own-source
health dollars between public health activities and personal health services merits
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closer and regular evaluation. To do this would require more systematic and
standardized accounting and reporting of state and local health spending than
currently exists (IOM, 2000, forthcoming 2003). In view of the increasing de-
mands being placed upon state and local health departments in the areas of emer-
gency preparedness and disease surveillance in the context of bioterrorism, the
need for such information is urgent.

5.2 Population Health (Burden of Disease), Including Spillover Effects of Com-
municable and Chronic Diseases

Does the local uninsured rate, independent of other factors, influence
the spread or prevalence of communicable diseases?

The lack of information relating local health insurance coverage rates to
health indicators precludes definitive statements about the effects of uninsurance
on population health. Have preventable infectious disease rates declined in com-
munities that have substantially reduced the number of uninsured? How concen-
trated or diffused are the spillover effects on population health of uninsurance
within the community? Are those who are affected similar to the uninsured
population on several social, geographic, or economic dimensions, or is popula-
tion health widely affected throughout the community?

Surveys and statistics that report on both health insurance and health status at
the county, city, and neighborhood levels are needed. In order to assess the effects
of relatively low coverage rates on the incidence and prevalence of tuberculosis,
HIV disease, and other STDs, for example, one must know local uninsured rates
as well as the case rates for at-risk populations at the county and city levels. Any
direct relationship cannot be detected with the aggregate statistics for STD case
rates and for uninsured rate that are now available.

Chronic diseases can also have spillover effects, and their exacerbation by lack
of health insurance has not been examined. For example, research on the interac-
tion of severe mental illness and uninsurance could lead to a better understanding
of the social and economic, as well as the health-related, costs that result. In Care
Without Coverage, the Committee reports that nearly 20 percent of adults with
severe mental illnesses are uninsured and as a result are less likely than insured
adults to receive appropriate care (McAlpine and Mechanic, 2000; IOM, 2002a).
One example of a spillover effect related to the lack of appropriate treatment of
severe mental illness 1s imprisonment (President’s Commission, 2002). The costs
associated with the lack of treatment due to lack of coverage are likely to be
considerable and could be estimated.

SUMMARY

The research reviewed in this chapter points to a number of potential, but not
fully documented, relationships between measures of population health within
communities and communities’ uninsured rates. It is likely that the poorer health
and lesser access to care of uninsured community members affects the health of a
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community’s populations overall, through the several mechanisms outlined in this
chapter. The uninsured themselves and those who live with and near them are
undoubtedly the most directly affected. Because detailed local health status, health
outcomes, and insurance coverage data are not available together, or available for
enough localities to discern differences among them that could be attributed to the
extent of local uninsurance, these findings are qualitative and suggestive rather
than definitive.
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BOX 6.1
Conclusions and Research Agenda

Conclusion 1. A community’s high uninsured rate has adverse consequences for
the community’s health care institutions and providers. These consequences re-
duce access to clinic-based primary care, specialty services, and hospital-based
care, particularly emergency medical services and trauma care.

Conclusion 2. Research is needed to more clearly define the size, strength, and
scope of adverse community effects that are plausible consequences of uninsur-
ance. These include potentially deleterious effects on access to primary and pre-
ventive health care, specialty care, the underlying social and economic vitality of
communities, public health capacity, and the overall population health.

Research Agenda

The Context for Community Effects

2.1 What are the unmet needs for care of uninsured persons and families? Do they
differ geographically, both within and among states?

2.2 What are the sources of public support for care to uninsured persons? How
much does each source contribute and how efficiently are the funds allocated?
2.3 To what extent does uncompensated care by doctors, hospitals, and other
entities support care for uninsured persons? To what degree do private cross-
subsidies subsidize care of uninsured persons?

Access to Care

3.1 Does the local uninsured rate, independent of other factors, affect residents’
access to care throughout the community?

3.2 How does the local uninsured rate affect the availability of primary and preven-
tive services for the community’s insured as well as uninsured residents?

3.3 How does the local uninsured rate affect the availability of specialty services,
including emergency medical services and trauma care for the community’s in-
sured as well as uninsured residents?

3.4 How does the local uninsured rate, in conjunction with public institutional sup-
port such as disproportionate share hospital payments, affect hospital service of-
ferings, financial stability, and decisions to close?

3.5 How does uninsurance within communities affect the quality of care available
to and provided to all residents, insured and uninsured alike?

Economic and Social Effects

4.1 Does the local uninsured rate, independent of other factors, affect the cost of
health services and insurance premiums within the local market area?
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4.2 What is the burden on local taxpayers of uninsurance within states and locali-
ties? How does that burden compare to the tax burden that would be imposed if
public insurance programs or subsidized coverage were expanded to reduce unin-
sured rates? How does the impact of public financing of health care vary across
economic cycles?

4.3 Does the adverse financial impact of uninsurance on local health services and
institutions extend to the local economy overall?

Community Health

5.1 Does the local uninsured rate, independent of other factors, affect the health
status of community residents overall? Are particular groups within the general
population more affected than others?

5.2 Does demand for personal health care services by uninsured residents ad-
versely affect the availability of public health services within localities and states?
Does the presence of substantial uninsured populations within communities ad-
versely affect emergency preparedness and the community’s ability to respond
effectively to bioterrorism and other mass casualty events?

5.3 Does the local uninsured rate, independent of other factors, influence the
spread or prevalence of communicable diseases?
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Summary: Conclusions and
Research Agenda

The Committee has presented a series of hypotheses and findings related to
the effects that uninsurance may have on a community as a whole. This report has
traced connections between health services oriented toward those without health
insurance and those who have coverage; among public insurance programs, unin-
sured rates, and their effects on health care providers and institutions; and between
public health activities and personal health care. A Shared Destiny relates a story
that is important but not simple. The point of the story is simple, however: over
41 million uninsured persons and 58 million members of uninsured families are
spread broadly and widely across communities in the United States, where their
uninsured status is likely to have an impact on population health and on the
American health care enterprise in which we all participate. The examination of
community effects ties together aspects of health policy that are usually compart-
mentalized, requiring new approaches to research that will clarify the true costs
and consequences of uninsurance at the local level.

The Committee draws two conclusions based on its expert judgement and its
review of illustrative findings from the limited body of relevant evidence that has
been identified.

Conclusion 1. A community’s high uninsured rate has adverse con-
sequences for the community’s health care institutions and provid-
ers. These consequences reduce access to clinic-based primary care,
specialty services, and hospital-based care, particularly emergency
medical services and trauma care.

Conclusion 2. Research is needed to more clearly define the size,
164
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strength, and scope of adverse community effects that are plausible
consequences of uninsurance. These include potentially deleterious
effects on access to primary and preventive health care, specialty
care, the underlying social and economic vitality of communities,

public health capacity and overall population health.

Community impacts of uninsurance have rarely been studied directly. As a
result, in this report the Committee has worked from its conceptual framework to
devise hypotheses about community eftects, drawing illustrative inferences from
quantitative and, more often, qualitative studies that do not directly address ques-
tions about community eftects. Much of the research reviewed in this report
represents early efforts in new fields of inquiry. This research uses new data
sources, research constructs, and models of interactions among people, their health,
and structural features of communities and institutions. The limited amount and
preliminary nature of much of the evidence considered in this report leads the
Committee to its call for further investigations of these impacts. In the sections of
the chapter that follow, a research agenda is outlined, pulling together the specific
research questions presented at the end of the earlier chapters.

Following an initial section about the conceptual framework, the structure of
the following research agenda parallels that of Chapters 2 through 5 of the report.

A RESEARCH AGENDA FOR COMMUNITY
EFFECTS

Conceptual Framework for Community Effects

The Andersen-Aday behavioral model of access to health care serves as a
point of departure for the conceptual framework the Committee has developed
for its series of reports. In A Shared Destiny, the conceptual framework highlights
the individual, family, and community-level resources, characteristics, and needs
that are hypothesized to influence outcomes at the community level and the
hypothesized pathways for these effects. The Committee’s framework 1s a first
attempt to theorize and document community eftects, and in this report it has
served at least as much as a plan for future research as it has the framework within
which to assess the limited literature available. Additional conceptual and empiri-
cal work is needed to fashion a more useful model, particularly one that can
address the following concerns:

* the validity and explanatory value of the proposed pathways or mecha-
nisms by which uninsurance produces community effects;

* the role of the framework’s feedback loops, or the process of adaptation to
change by community residents, health care providers, and other actors, in modu-
lating or otherwise contributing to the proposed mechanisms for community
effects or the effects themselves; and
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* the identity and relative influence of individual, family, and community-
level factors that may make for different experiences of community effects by
different groups within communities.

The Context for Community Effects: The Financing and
Delivery of Health Services

2.1 Local Patterns of Unmet Need and Utilization by Uninsured Persons
What are the unmet needs for care of uninsured persons and families?
Do they differ geographically, both within and among states?

Basic to much of the proposed research in this report is the need for reliable
and current local estimates of uninsured rate and measures of the dispersion or
concentration of uninsured persons within local health services markets and among
the providers within a market. Until the late 1990s most estimates of uninsured
rate, were available only at the national, state, or major metropolitan statistical area
(MSA) level, most notably through the U.S. Census Bureau’s March Current
Population Survey (CPS).! In recent years, the Health Resources and Services
Administration’s State Planning Grant program, together with the State Health
Access Data Assistance Center (SHADAC), has facilitated the creation of unin-
sured rate surveys at the county or regional level within states, although these
estimates tend not to be comparable across surveys. Enhanced data collection and
coordination of existing surveys is needed, as well as the development of new
methods to allow generation of more precise and reliable local uninsured rates and
for the comparison of these estimated rates across jurisdictions.

A local uninsured rate can be the basis for estimating the unmet need or
health services utilization of uninsured persons, but more direct measures are
preferable. Programs to provide and pay for uninsured care are often stretched to
their resource limits, with existing dollars outstripped by the perceived health
needs of this population (Lewin and Altman, 2000; Felt-Lisk et al., 2001; IOM,
forthcoming 2003). Evaluative research is needed to understand how uninsurance
at a local level influences the organization and delivery of health care. How have
communities that have been substantially effective in meeting the needs for health
care of uninsured and other underserved populations met those needs, and what
financing and services strategies have they employed?

2.2 Public Subsidy of Health Services Delivered to Uninsured Persons

What are the sources of public support for care to uninsured persons?
How much does each source contribute and how efficiently are the
funds allocated?

'Appendix B in the Committee’s first report, Coverage Matters, reviews the
major surveys that give estimates of uninsured rates (IOM, 2001).

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

CONCLUSIONS AND RESEARCH AGENDA 167

The Committee relies on Hadley and Holahan’s recent publication (2003) for
a working set of rough estimates about the extent of public subsidy. More com-
plete and consistent documentation of existing federal, state, and local supports for
the provision of care to uninsured persons is needed. The levels of such payments
to hospitals are substantial and may even be adequate to cover the costs of uncom-
pensated hospital care for those completely without health insurance (Hadley and
Holahan, 2003). However, more research is needed to identify administrative
barriers and inefficiencies in the allocation of funds that result in inadequate or
poorly targeted subsidies for the care for uninsured persons. For example, the
formulas used to calculate Medicare and Medicaid disproportionate share hospital
(DSH) payment rates do not take the number of uninsured patients into account.
It is difficult if not impossible to compare Medicaid spending across the states
related to DSH payments because many states in effect match the federal grant
with monies raised from hospitals themselves (e.g., hospital taxes, intergovern-
mental transfers from public hospitals) and the states collect and classify data on
these payments differently.

2.3 Private Subsidy of Care Delivered to Uninsured Persons

To what extent does uncompensated care by doctors, hospitals, and
other entities support care for uninsured persons? To what degree do
private cross-subsidies subsidize care of uninsured persons?

It is widely assumed that private payers (e.g., employers, insurers) and private
sector health care providers (e.g., nonprofit hospitals, physician practices) cross-
subsidize the costs of care for uninsured patients. However, the size of this subsidy
is difficult to estimate and the mechanisms through which this uncompensated
care is subsidized are complex and not explicitly addressed or documented in the
research literature. To the extent that private cross-subsidies occur, what are the
implications for health care costs, for local businesses and employers who offer
employment-based coverage, and to economic activity in the community?

The literature on hospital cost-shifting presents a useful approach to proposed
research on private cross-subsidy. One way to gauge the extent of cross-subsidy,
for example, is depicted in Figure 2.1 in Chapter 2, which compares the contribu-
tions of uncompensated care, Medicare margins, and private payer surpluses to
hospitals’ total margins over time. A longitudinal analysis of changes in payment-
to-cost ratios or prices for each payer to an individual provider, correlated with
changes in the provider’s total margin and in the cost of unreimbursed care
provided to uninsured persons, would yield more precise information about the
amount and sources of private subsidy (Dobson, 2002; Morrissey, 2002). Both
quantitative and qualitative studies would likely be needed to tease out the extent
of private cross-subsidy, with much regional and market variation related to the
market position of both insurers and health care providers (e.g., ability to negotiate
discounted charges, anticipated revenue from a hospital’s patient case mix, the
amount of hospital revenues across which an uncompensated care burden could be
spread).
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Effects of Uninsurance on Access to Care Within
Communities

3.1 Access to Care Across the Community
Does the local uninsured rate, independent of other factors, affect resi-
dents’ access to care throughout the community?

Existing studies of the relationship between community uninsurance (state or
MSA uninsured rate) and access to care offer preliminary evidence that, particu-
larly for lower-income and uninsured populations, higher local uninsured rates are
associated with worse access to care. These provocative findings should be cor-
roborated with additional studies that include more refined measures of access as
outcome variables. Well-controlled, longitudinal study designs could allow re-
searchers to tease out the difference between the effects of the uninsured popula-
tion exerting an aggregate influence on local health services (e.g., because the
uninsured constitute a large portion of the population being studied) compared
with having an ecological impact (e.g., the independent eftect of uninsured rate on
access to care for insured persons). Is the supply of services in more affluent urban
neighborhoods and suburbs affected by proximity to large or small populations of
uninsured persons, and how?

3.2 Access to Primary and Preventive Services

How does the local uninsured rate affect the availability of primary and
preventive services for the community’s insured as well as uninsured
residents?

Because primary and preventive services are often considered elective by
patients (unlike emergency medical services and hospital inpatient care), use of
these services may fall off more quickly when patients lack the financial means to
pay for care. When the number or proportion of uninsured patients increases
within a primary care practice, the combination of decreasing patient utilization
and an increasing proportion of uninsured visits may also adversely affect the
financial position of the practice. As a result, primary care practices may become
financially unviable. A conservative estimate of the amount of charity care that
physicians provide annually to uninsured patients is roughly $5 billion (Hadley and
Holahan, 2003). Better information about the distribution and impact of the
burden of providing uncompensated care among physician practices and its impli-
cations for the availability of high-quality, stable primary care services is needed in
order to understand the dimensions of the problems that uninsurance poses for
communities.

3.3 Access to Specialty Care, Including Emergency Medical Services

How does the local uninsured rate affect the availability of specialty
services, including emergency medical services and trauma care for a
community’s insured as well as uninsured residents?
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The legal duty of hospital emergency departments (EDs) and trauma units to
screen and medically stabilize all patients regardless of ability to pay is one source
of financial stress on hospitals. What is less clear, however, is how important the
financial demands of providing care to uninsured patients are compared with other
reasons for emergency department overcrowding and causes of financial strain
(Tsat et al., forthcoming 2003). Further study is needed to understand the degree
to which ED overcrowding and financial instability could be ameliorated by
reductions in the number of uninsured persons, the restructuring of financial
subsidies for their care, or the strategic diversion of emergency department pa-
tients to alternative sites for primary care. In addition, more research is needed to
understand the degree to which administrative and staffing decisions made within
hospitals (e.g., the specialized services offered such as psychiatric inpatient care)
reduce community access and what alternatives exist to address the problem
without jeopardizing the financial health of hospitals.

While emergency medical services and trauma care provide some of the
strongest evidence about access to specialty care, the Committee’s findings about
the difficulty community health center physicians have obtaining referrals for their
uninsured and other patients, and about hospital-based specialty services, suggest
that further investigation of the availability throughout a community to a wide
range of specialty services is merited. How does the institutional setting (e.g.,
academic health center) influence or moderate the effect of uninsurance on access
to other specialty services? And what impacts does uninsurance have on the other
related missions of these institutions, for example, medical education in academic
health centers?

3.4 Access to Hospital-Based Services
How does the local uninsured rate, in conjunction with public institu-
tional support such as disproportionate share hospital payments, affect
hospital service offerings, financial stability, and decisions to close?
The limitations and preliminary findings of the Committee’s commissioned
analyses of hospital services and financial margins suggest a number of ways that
community effects on access to care might be explored. Perhaps most important is
the examination of strategic or competitive responses of hospital administrators
and their boards to local market conditions, including the decisions of competing
hospitals to expand or shrink inpatient capacity and boost or trim the provision of
services, and the relationship between these responses and individual hospital
financial margins. More refined studies, based on market areas smaller than MSAs,
are needed to understand better the impacts of uninsured populations on hospital
services and operations. For example, findings for rural areas that the concentra-
tion of uninsured patients may lessen the size of the effect of local uninsured rate
on inpatient capacity, services, and margins of all hospitals in the county, on
average, suggest that such concentration of uncompensated care caseload among a
few providers may be beneficial to the health care system as a whole. On the other
hand, concentrating all care for uninsured persons in one facility, such as a county
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hospital, may both limit access to care, compared with more dispersed safety net
arrangements, and lead to poor quality of care. Further research is needed to assess
the overall effect of concentration and dispersion on access to hospital-based care.

Although there were hundreds of hospital closures during the 1980s and
1990s, there has been little documentation of the role that a community’s unin-
sured rate may have played in these closures. Most studies of hospital closings do
not directly address the influence of uninsurance because of the limited informa-
tion about local uninsured rates and hospital payer mix. Closures of public hospi-
tals are of particular concern because these hospitals serve as providers of last
resort. Studies that examine reasons for these closings and the impacts of these
closings or conversions are needed.

3.5 Quality of Care
How does uninsurance within communities affect the quality of care
available to and provided to all residents, insured and uninsured alike?

An important and under-examined potential impact of uninsurance within a
community is on the quality of care available and provided to all residents. The
Committee’s earlier reports documented problems of quality (based on measures
of process and outcomes) in the care of uninsured patients. This report focuses
more holistically on the impact on providers’ performance overall when uninsured
patients or uncompensated care overwhelm or impair their capacity to provide
quality services. No studies have directly assessed the correlation of community
uninsured rates with hospital or physician quality of care.

There are at least two areas in which high uninsured rates could adversely
affect quality of care for all patients. First, if high uninsured rates influence hospital
margins, this could lead to cutbacks in nursing staff, which in turn threaten quality
of care (Needleman et al., 2002). Second, if high uninsured rates contribute
significantly to emergency department overcrowding at certain facilities, these
hospitals may deliver poorer quality of care during times of patient overload.
Detailed studies at the level of the patient are needed to understand the relation-
ship between overcrowding and quality of care.

Economic and Social Implications of Uninsurance Within
Communities

4.1 Increases in Local Health Care Costs

Does the local uninsured rate, independent of other factors, affect the
cost of health services and insurance premiums within the local market
area?

Cross-sectional studies are the basis for our limited knowledge about whether
and how local uninsured rates contribute to the increasing cost of health services
in health services markets. Longitudinal small-area studies are needed to look at
the hypothesized chains of events at the state and local levels to establish or
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disprove the causal relationship between uninsured rates and health insurance costs
and to develop estimates of the size and strength of any such relationships.

4.2 Budget Implications for States and Localities

What is the burden on local taxpayers of uninsurance within states and
localities? How does that burden compare to the tax burden that would
be imposed if public insurance programs or subsidized coverage were
expanded to reduce uninsured rates? How does the impact of public
financing of health care vary across economic cycles?

Public support of care for uninsured persons is substantial, yet documentation
is inconsistent and precise estimates are difficult to derive. More consistent report-
ing is needed across states and localities of revenue and expenditure streams for
financing the array of insurance-based and direct health services programs now
operating across the nation. Greater knowledge of the budget allocation process
and decisions made at the state level between funding Medicaid and the programs
that support direct care for uninsured persons, and between health care and other
public services, could inform proposals to improve the equity and target efficiency
of federal and state health financing programs. Specifically, programs of institu-
tional support for uncompensated care such as the Medicare and Medicaid DSH
payments need to be evaluated in light of these goals.

A systematic analysis of the existing federal, state, and local tax burdens for
financing health care generally and for low-income and uninsured Americans in
particular should be undertaken as part of any impact analysis of health financing
reform initiatives.

4.3 Economic Base and the Potential for Development
Does the adverse financial impact of uninsurance on local health services
and institutions extend to the local economy overall?

More research is needed to understand the relationship between community
uninsurance and the social and economic life of communities. In-depth, longitu-
dinal case studies of communities could be employed to investigate the role played
by health insurance coverage or the lack of it. For example, areas that have
undergone dramatic social or economic change, such as the economic decline of
communities reliant on manufacturing and their subsequent adaptations and eco-
nomic recovery, might be worthwhile sites to study.

Iflittle 1s known about the role that the health sector plays in rural economies,
even less is known about the economic relationships that bind local health services
to urban neighborhoods and larger market areas. Research is needed to identify
the ways in which a changing uninsured population affects the financial viability of
health care providers and institutions, elucidating the complicated series of finan-
cial relationships among public and private payers. Can a high uninsured rate
trigger a funding or political crisis that leads to the transition of a local health care
system toward a more efficient and effective use of limited resources? To what
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extent are an uninsured population’s unreimbursed health care expenses matched
by public support with the objective of keeping a local economy afloat?

Uninsurance and Community Health

5.1 Health Status Within the Community at Large

Does the local uninsured rate, independent of other factors, affect the
health status of community residents overall? Are particular groups
within the general population more affected than others?

A number of cross-sectional studies have documented the worse health status
and access to care of lower-income populations in localities and states with rela-
tively high uninsured rates. However, these studies neither confirm nor reject the
hypothesis that high rates of uninsurance locally have deleterious effects on the
health and access to care among those with coverage. Longitudinal studies could
shed some light on this question. Do changes in the uninsured rate over time lead
to changes in the health status of insured people as well as to changes in the health
of those lacking coverage? Race, ethnicity, and socioeconomic status need to be
controlled analytically in such studies, as they influence health outcomes and
covary with uninsured status (IOM, 2002a; Smedley et al., 2002).

5.2 Public Health Departments and Services, Including Emergency Preparedness
Does demand for personal health care services by uninsured residents
adversely affect the availability of public health services within localities
and states? Does the presence of substantial uninsured populations within
communities adversely affect emergency preparedness and the com-
munity’s ability to respond effectively to bioterrorism and other mass
casualty events?

The Committee’s findings about the relationship between uninsurance and
likely reduced access to hospital emergency medical services and trauma care
allude to a related community effect on emergency preparedness. Our nation’s
capability to respond to casualties on a broad scale, including bioterrorism, is a
function of its public health capacity, which depends on adequate and consistent
funding for public health activities and health departments at the state and local
level nationally. To the extent that uninsurance contributes to the under-funding
of public health programs that perform these functions, uninsurance may weaken
emergency preparedness. The influence of the presence of many uninsured people
on public health preparedness and the ability of the public health programs to
contain bioterrorism acts also need to be examined.

State and local health department budgets do not now offer a reliable source
of information for tracking expenditures for and resources devoted to personal
health care and public health services, either for insured or uninsured residents
(IOM, forthcoming 2003). The issue of states’ allocations of federal and own-
source health dollars between public health activities and personal health services
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merits closer and more regular evaluation. To do this would require more system-
atic and standardized accounting and reporting of state and local health spending
than currently exists (IOM, 2000, forthcoming 2003). In view of the increasing
demands being placed upon state and local health departments in the areas of
emergency preparedness and disease surveillance in the context of bioterrorism,
the need for such information is urgent.

5.3 Population Health (Burden of Disease), Including Spillover Effects of Com-
municable and Chronic Diseases

Does the local uninsured rate, independent of other factors, influence
the spread or prevalence of communicable diseases?

A lack of information relating local health insurance coverage rates to health
indicators precludes definitive statements about the effects of uninsurance on
population health. Have preventable infectious disease rates declined in communi-
ties that have substantially reduced the number of uninsured? How concentrated
or diffused are the spillover effects on population health of uninsurance within the
community? Are those who are affected similar to the uninsured population on
several social, geographic, or economic dimensions, or is population health af-
fected widely throughout the community?

Surveys and statistics that report on both health insurance and health status at
the county, city, and neighborhood levels are needed. In order to assess the effects
of relatively low insurance coverage rates on the incidence and prevalence of
tuberculosis, HIV disease, and other sexually transmitted diseases, for example,
one must know local uninsured rates as well as the case rates for at-risk populations
at the county and city levels. Any direct relationship cannot be detected with the
aggregate statistics for case rates and for uninsured rate that are now available.

Chronic diseases can also have spillover effects, and their exacerbation by lack
of health insurance has not been examined. For example, research on the interac-
tion of severe mental illness and uninsurance could lead to a better understanding
of the social and economic, as well as the health-related, costs that result. In Care
Without Coverage, the Committee reported that nearly 20 percent of adults with
severe mental illnesses are uninsured and as a result are less likely than insured
adults to receive appropriate care (McAlpine and Mechanic, 2000; IOM, 2002).
One example of a spillover effect related to the lack of appropriate treatment of
severe mental illness 1s imprisonment (President’s Commission, 2002). The costs
associated with the lack of treatment due to lack of coverage are likely to be
considerable, and could be estimated.

CONCLUSION

‘What we don’t know can hurt us. There 1s much that is not understood about
the relationships between health services delivery and financing mechanisms and
even less about how the current structure and performance of the American health
care enterprise affect communities’ economies and the quality of social and politi-
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cal life in this country. Because policy makers and researchers have not asked or
examined these questions through comprehensive and systematic research and
analysis, there is a limited body of evidence of mixed quality on community
effects.

The Committee believes, however, that it is both mistaken and
dangerous to assume that the prevalence of uninsurance in the United
States harms only those who are uninsured. It calls for further research to
examine the suggested effects of uninsurance at the community level but nonethe-
less believes there is sufficient evidence to justify the adoption of policies to
address the lack of health insurance in the nation (Corrigan et al., 2002). Rather,
the call for more research is to say that, as long as we as a nation tolerate the status
quo, we should more fully understand the implications and consequences of our
stalemated national health policy.
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Conceptual Framework for
Assessing the Consequences
of Uninsurance for
Communities

The conceptual framework used in this report, and the variations on this
framework described in Chapter 2, are closely related to the conceptual frame-
work introduced in the Committee’s first report, Coverage Matters (IOM, 2001a).
In the paragraphs that follow, the Committee’s initial framework is described and
its modification for use in this report is clarified.

Figure A.1 depicts the conceptual framework used in Coverage Matters. The
framework is based on Andersen’s model of access to health services, which
incorporates ideas from the behavioral sciences to understand the process of health
services delivery and health-related outcomes for individuals (Andersen and Aday,
1978; Andersen and Davidson, 2001). In addition, it draws on an economic model
of insurance status and the impact of out-of-pocket costs on health care demand.

To describe the roles of factors at the individual, family, and community
levels (e.g., an individual’s health insurance status) that influence both the process
of services delivery and the consequences of health care experiences, the frame-
work uses Andersen’s grouping of variables into three categories: (1) resources that
foster or enable the process of obtaining health care; (2) personal or community
characteristics that favor or predispose action related to obtaining health care; and
(3) needs for health care, as articulated by those in need, determined by health care
providers, or identified by researchers and decision makers. Arrows and spatial
relationships among the boxes in Figure A.1 indicate hypothesized causal and
temporal relationships.

To depict the economic consequences of uninsurance, the Committee creates
links within Andersen’s framework among determinants of health insurance and
such factors as family economic well-being, the institutional viability of health
services, and community-level socioeconomic conditions. This expansion allows
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the Committee to assess hypothesized interactions between economics and health.
The Committee recognizes that insurance is one of many factors that can influ-
ence the physical, social, and economic health of communities and their health
care arrangements.

CONCEPTUAL FRAMEWORK INTRODUCED IN
COVERAGE MATTERS

The left panel of Figure A.1 addresses the main economic forces affecting the
insured or uninsured status of individuals and families. Individual- and family-level
characteristics include financial resources, categorical eligibility for public health
insurance, labor market determinants of employment-based insurance, and the
requisite skills to enroll and maintain coverage. Community-level factors include
public program eligibility standards, labor market characteristics that determine
the availability of employment-based health insurance, and the commercial mar-
ket for individual health insurance.

The center panel of Figure A.1 is based almost directly on Andersen’s model
of access to health care (Andersen and Davidson, 2001). The boxes labeled “indi-
vidual and family level” and “community level” contain individual- and aggre-
gate-level variables, respectively, believed to influence how people obtain access
to health care. Community-level variables are ecologic or aggregate measures to
describe the context or environment within which individuals and their families
seek and use health care. For example, the community’s morbidity rate for whoop-
ing cough might indicate the need for an immunization campaign. Because health
care services are provided and consumed locally, the term community refers to a
geographic grouping.

Implicit in the categories of resources, characteristics, and needs are judg-
ments about how much a particular variable may be susceptible to change. Vari-
ables labeled “resources” are considered, at least theoretically, to be more open to
change. Those termed “characteristics” are considered less flexible or manipulable,
and those called “needs” comprise a mixed or heterogeneous grouping, with some
needs being more changeable than others.

As a whole, community-level and individual- and family-level variables de-
scribe many potential scenarios for accessing health care. The variables within the
box labeled “health care” describe how these potentials may be realized, with
particular attention to the role of health insurance coverage. The process of health
care delivery is characterized in terms of three types of variables: (1) personal
health practices (e.g., dietary habits, physical exercise), (2) use of health services
(e.g., number and kind of physician visits within a year), and (3) processes of care
(e.g., adherence to clinical practice guidelines). The Committee focuses most of its
attention on the literature concerning the processes of services delivery and the
utilization of health services while recognizing that personal health practices may
be influenced by insurance coverage and access to care.

The right panel of Figure A.1 describes the ways in which the committee
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anticipates that health insurance status may affect the health, economic, and social
characteristics of individuals, families, and communities by means of access to and
the process of health care delivery. These effects of realized access to health care
cascade from the smallest unit of analysis, the individual, to increasingly larger
units, first the family and then the community. The consequences linked to health
insurance influence community-level and individual- and family-level variables
that describe the process of obtaining access to health care and also of gaining or
losing health insurance coverage. This last panel should make it clear that the
process is dynamic with multiple feedbacks. For example, employment status and
income affect family insurance status, which affects current and future health
status. Health status, in turn, can influence future employment status, bringing us
full circle.

CONCEPTUAL FRAMEWORK FOR THIS REPORT

Figure A.2 depicts a version of Figure A.1 modified to reflect the focus of the
Committee in this report. The modified version draws on the same theories and
conceptual approaches to health insurance as does the initial version in Figure A.1.
It focuses on part of the second and third panels of Figure A.1, to emphasize
hypothesized community effects and pathways believed to lead to community
effects. The left panel of Figure A.2, containing a box labeled “health care”
corresponds to the center panel of Figure A.1, while the right panel of Figure A.2
corresponds to both the third panel of Figure A.1 (labeled “consequences of
uninsurance”) and the box labeled “community-level determinants of coverage”
in the left panel of Figure A.1. Where both frameworks are similar, the text
description is shortened in Figure A.2.

The health, social, and economic consequences of delayed or forgone health
care for uninsured individuals and families (as depicted in the two boxes labeled
“adverse health outcomes for uninsured” and “adverse economic effects”) can
result in a greater burden of disease and disability for the community overall as
well as erosion of the capacity for timely and appropriate health services delivery
in the community. To the extent that uninsured individuals and their families
obtain health services, the uncompensated care burden on local providers and
facilities (as depicted in the box labeled “lower revenues for providers and facili-
ties”) serves as another pathway to community effects because it is hypothesized to
lead to (1) pressures to increase public spending to subsidize care for uninsured
persons, (2) increased costs for health care and for health insurance, and (3)
financially destabilized local health services. As a result, all members of the com-
munity may experience diminished access to and quality of health services, as well
as a greater burden of disease and disability.
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Geographic Differences in
Uninsured Rates

The marked variation in uninsured rates among states and localities allows for
comparisons to detect the impacts that uninsurance may have on community
health services, social institutions, economic bases, and population health. Because
covariates of uninsured rates, for example, per capita income, also contribute to
potential community effects, the discussion that follows describes the economic,
social, and demographic characteristics of states and localities that underpin differ-
ences related to health care services, economic resources, and insurance coverage.
Following a discussion of the Census Bureau’s March Supplement to the Current
Population Survey (CPS), the basis for most of the uninsured rate estimates re-
ferred to in this report, a brief overview of uninsured rates across the country is
presented, with attention to differences among regions, states, cities, and counties
and to disparities among urban, suburban, and rural areas.

Individual-level measurements of insurance status, aggregated to the commu-
nity level of interest (e.g., metropolitan statistical area [MSA], state, ethnic or racial
minority group) are a simple and concise way to characterize uninsurance within
a community.! The CPS is the basis for annual estimates of insurance coverage by

! Another way to think about the influence that an uninsured population might have on a commu-
nity is in terms of the shortfall or gap between the health needs of uninsured persons and the commu-
nity resources available and used to meet those needs. Taking this approach requires not only esti-
mates of uninsurance but also measures of unmet need for care among uninsured people in a
community, their actual utilization (or effective demand) for care, the relationship between these two
measures, and the response of health care institutions and service providers to these factors. Given the
limitations of existing data and studies, virtually all studies to date of community effects and this report
rely for the most part on the uninsured rate as a measure of the likely relative impact of uninsurance
on a given community.
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FIGURE B.1 Probability of being uninsured for population under age 65, by census
region, 2001.
SOURCE: Fronstin, 2002, estimates based on March 2001 Current Population Survey.

type of coverage and of persons uninsured for the previous calendar year since the
late 1970s (Levit et al., 1992). During 2001, there were an estimated 41 million
civilian, noninstitutionalized uninsured persons in the United States, approxi-
mately 16.5 percent of the population under age 65 (Mills, 2002). There is
considerable geographic variation in the distribution of uninsured persons region-
ally and from state to state; see Figures B.1 and B.2 and Tables C.1, C.2, and C.3
in Appendix C.

Using CPS-derived estimates of uninsured rates to compare geographically
defined communities involves acknowledging some important methodological
limitations related to the sample sizes of the CPS survey and the period of time
over which coverage status is measured. For example, while the Committee’s
focus would ideally be on communities no larger than a city or rural county, and
perhaps an even smaller area, and on comparisons among areas on a yearly basis,
the relatively small sample sizes of the CPS survey mean that the smallest type of
community for which uninsured rates are estimated is the MSA of more than
500,000 population. To attain sufficient statistical reliability, these MSA-level
estimates are based on a three-year average.

In addition, uninsured rates differ according to the length of time (denomina-
tor) over which the number of uninsured persons (numerator) is measured because
of transitions into and out of coverage. For example, the 2001 California Health
Interview Survey includes three sets of estimates for uninsured rates in the state,
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FIGURE B.2 Probability of being uninsured for population under age 65, by state, 2001.
SOURCE: Fronstin, 2002, estimates based on March 2001 Current Population Survey.

each of which gives a difterent picture of uninsurance: persons who report being
uninsured at the time of the survey, or a point estimate (average 15 percent
uninsured rate for persons under age 65, or about 4.5 million people); persons
reporting uninsured status at any time in the previous 12 months (average 21
percent uninsured rate, 6.2 million people); and persons uninsured for the entire
12 months preceding the survey interview (12 percent, or 3.6 million people)
(Brown et al., 2002). Many more people experience being uninsured for relatively
short times than are captured in the point estimates made on the basis of data from
the Census Bureau’s annual CPS (IOM, 2001a; Short, 2001). The median dura-
tion of an uninsured spell is between five and six months (Bennefield, 1998). Both
the length and the frequency of uninsured periods vary with the source of cover-
age and among different populations. For example, persons covered under indi-
vidual policies are more likely to experience an uninsured period compared to
persons with employment-based coverage, and persons experiencing long periods
of uninsurance are more likely to be lower income (earning less than 200 percent
of the federal poverty level [FPL]) (IOM, 2001a).

SOURCES OF GEOGRAPHIC VARIATION IN
UNINSURED RATES

Estimates of uninsured rates are available for regions or counties within most
states. These estimates have been developed using a few different approaches. This
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work has been facilitated by the State Health Access Data Assistance Center
(SHADAC) at the University of Minnesota, to respond to federal interest in
devising more accurate estimates for the purposes of allocating State Children’s
Health Insurance Program (SCHIP) funds. Unlike CPS estimates of uninsured
rates, these approaches yield estimates that are not directly comparable from state
to state but rather are useful to illustrate the diversity of situations that exist within
and among states. Much of the information that follows comes from states’ own
health-related surveys, generated as part of their Health Resources and Services
Administration State Planning Grant projects. These surveys may poll a sample of
state residents directly, use a proxy measure such as the number of self-pay hospital
discharges to estimate the size of an uninsured population, or create an analytic
model to predict an area’s uninsured rate, based on data from variables such as
unemployment rate that are known to be closely related to uninsured rate
(SHADAC, 2002). Some of the larger states may have chosen to rely on CPS
samples if they are considered large enough to give reliable estimates for regions,
particularly metropolitan areas, within the state.

There is much variation in the dispersion and concentration of uninsured
populations across regions, states, counties, and cities, and across rural, suburban,
and urban areas. Regional, state, and within-state differences in uninsured rates
reflect diversity in rates of employment-based coverage and the extent to which
public programs and the individual health insurance markets cover persons who
are not eligible for or do not participate in employment-based plans.? These rates
also vary in keeping with other socioeconomic and demographic characteristics of
local populations.

Regional differences in economic base set the stage for differences in unin-
sured rates (Diehr et al., 1991; Holahan, 2002). In parts of Appalachia and along
the southwestern border of the United States, for example, higher uninsured rates
reflect the lower average incomes and higher number of employers that tend not
to offer employment-based coverage to their workers.

e Appalachia: Ohio’s southeastern counties are home to about one-fifth of
the state’s uninsured population but have the highest uninsured rates in the state,
14.2 percent uninsured on average, compared to the state’s 11 percent average
uninsured rate (figures for 1998; Dorsky, 2000). Both unemployment rates and
average weekly income are strong predictors of uninsured rates in Ohio.

o Southwestern border: For Texas, federal CPS data give the highest uninsured
rate estimates for the border counties, although 75 percent of uninsured persons

2See the Committee report, Coverage Matters: Insurance and Health Care (IOM, 2001a), for a fuller
discussion of the determinants of differing rates of health insurance coverage by type and of uninsured
rates geographically.
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live in nonborder parts of the state and are more likely to live in urban areas (State
of Texas, 2002).

One of the few studies that has looked specifically at the role of the local
economic base examines the experiences of adults under age 65 in 29 larger
Wisconsin counties (Marsteller et al., 1998). Modeling each county’s uninsured
rate as a function of the local economy, population demographic characteristics,
and characteristics of the health services market, the authors find that the local
unemployment rate is a key predictor of a county’s uninsured rate, tempered by
relative economic fortunes (e.g., whether in a recession or an upturn in the
business cycle) (Marsteller et al., 1998).

Differences in state public policies—specifically the Medicaid program, state
insurance regulations, and to a lesser extent state, high-risk insurance pools (where
they exist)—contribute to differences in uninsured rates (Cunningham and
Kemper, 1998; Marsteller et al., 1998; Brown et al., 2000; Trenholme and Kung,
2000). For Medicaid, the breadth and generosity of benefits, eligibility rules,
administrative difficulties in enrolling and maintaining enrollment, and extent of
crowd-out of private coverage differ from state to state; each of these consider-
ations influences a state’s uninsured rate. The proportion of a state’s population
that is eligible for Medicaid also depends on the relative size of its low-income
population or how income is distributed within the state (Holahan, 2002).

One way to measure the relative influence of state and local funding on
uninsured rates is to compare the need for public coverage, or the proportion of
persons without employment-based coverage, with the proportion of this need
met through public coverage (e.g., Medicaid, SCHIP) (Holahan, 2002). A regres-
sion analysis of 50 states using three-year moving averages of uninsured rates
(1997-1999) finds that differences among the states in their proportion of residents
without employment-based coverage contribute to differences in state uninsured
rates. For low-income populations (persons in families earning less than 200
percent of FPL), differences among the states in their proportion of low-income
residents with public coverage also contribute to differences in state uninsured
rates (Holahan, 2002). In 13 states during the same time period, states varied
fourfold in their level of spending per low-income person (Holahan, 2002).

A state’s fiscal effort can make a difference in its uninsured rate. In two states
with comparable proportions of residents lacking employment-based coverage (22
percent for Colorado and 18 percent for Minnesota), a greater fiscal effort by the
State of Minnesota (45 percent of persons without employment-based coverage
enrolled in public insurance) compared to Colorado (19 percent of persons with-
out employment-based coverage enrolled in public coverage) resulted in an unin-
sured rate of 10 percent for Minnesota, compared with 17 percent for Colorado
(Holahan, 2002).

Geographic differences in coverage rates also reflect the distinctive social,
economic, and demographic profiles of communities and how these profiles inter-
sect with the likelihood that members of constituent population groups (e.g.,
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young adults, foreign-born residents, lower-waged workers) will be offered or will
be able to afford to purchase private or public coverage. For example, in Florida,
rural, ethnically diverse counties with smaller populations have the highest unin-
sured rates, as does urban Dade county, while the lowest uninsured rates are in
counties with smaller cities and suburban populations and relatively low propor-
tions of African American and Hispanic residents (Lazarus et al., 2000).

Within a locality or health services market, the presence of a diversity of
culturally or linguistically defined communities also has implications for health,
health services delivery, and community effects. Recent immigrants, members of
racial and ethnic minority groups (e.g., Cuban, Filipino, African American, Ameri-
can Indian, and Alaska Native), and language minorities may have special service
needs and patterns of utilization and insurance coverage, either for the group as a
whole or for populations within the group. For example, across a low-income (less
than $15,000 annually) cohort of 77 Spanish-speaking, Mexican American resi-
dents of El Paso, care-secking patterns appear to be influenced both by insurance
status (more than 60 percent report being uninsured) and by the accessibility of the
local health care system, where there is a shortage of primary care providers
(Parchman, 2002).

Finally, uninsured rates reflect differences in population density (Ormond et
al., 2000b; IOM, 2001a; Rowley, 2002). Although uninsured rates nationally are
about the same for rural and urban areas on average, and greater numbers of
uninsured persons live in urban areas (given their greater population size overall),
there is a diversity of patterns within states. Suburbs often have lower uninsured
rates than the central urban neighborhoods of the major cities that they adjoin as
well as lower rates than neighboring rural counties.

* Insome states, uninsured persons are relatively uniformly dispersed, so that
the uninsured rates for different counties or regions do not difter appreciably from
the average uninsured rate for the state. For example, Vermont’s 14 counties have
uninsured rates similar to the state’s overall rate of 8.4 percent (State of Vermont,
2001). In contrast, Florida’s 67 counties range from 12 percent uninsured to 30
percent uninsured, with many significantly different from the state’s overall rate of
16.8 percent uninsured (Lazarus et al., 2000; 1999 data).

» For many states, rural areas have fewer numbers of uninsured persons but
higher uninsured rates, compared with more urban regions. In Oregon, urban
Clackamus, Multnomah, and Washington Counties are home to almost 40 per-
cent of the state’s uninsured population, but the highest uninsured rates are in the
rural Gorge and Southwest regions (State of Oregon, 2001).

*  Where a state’s urban areas have higher uninsured rates than rural areas, the
cities tend to be large and ethnically diverse and to have higher uninsured rates in
their central cores compared to MSAs or suburban jurisdictions alone. For ex-
ample, in Minnesota, the seven counties that comprise the Twin Cities MSA have
a 5.3 percent uninsured rate similar to the state’s 5.4 percent uninsured rate
overall. Excluding the populations of the central cities Minneapolis and St. Paul
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(with uninsured rates of 11.0 and 9.5 percent, respectively) substantially lowers the
uninsured rate for the rest of the MSA, to 3.9 percent uninsured (Gildemeister et
al., 2002).

NATIONAL COMPARISONS

Two national studies use different data sets to compare uninsured rates among
sites around the nation. The first uses estimates from the CPS in a survey of the 85
largest metropolitan areas in the United States (1998), finding a range of uninsured
rates for 1998 between 7 percent (Akron, Ohio; Harrisburg, Pennsylvania) and 37
percent (El Paso, Texas) (Brown et al., 2000). Brown and colleagues use the
MSA-level uninsured rates as an explanatory factor in a cross-sectional study of
access to health care within communities. The second study compares 60 large,
small, and nonmetropolitan areas (1996-1997) and finds a similarly broad range of
uninsured rates, from 4.7 percent (Rochester, New York) to 28.9 percent (Miami,
Florida), with the mean uninsured rate for the 12 sites with the highest rates (23.2
percent) almost three times the average for the 12 sites with the lowest rates, 8.6
percent (Cunningham and Ginsburg, 2001) (see Figure B.3 which depicts unin-
sured rates at a sample of these sites). The 12 sites with the lowest uninsured rates

Seattle, WA: 8.6% Indianapolis, IN: Syracuse, NY: 9.7%

Northern NJ:
12.0%

Cleveland, OH:
8.6%

Orange —~
County, CA:
18.0%

Phoenix, AZ: 17.0%

Little Rock, AR: -
15.0%

Miami, FL: 23.0%

FIGURE B.3 Uninsured rates for persons under 65 years in selected urban areas, 2000—
2001.

SOURCE: Estimates from the Community Tracking Study, Center for Studying Health
System Change.
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are all either northeastern or midwestern metropolitan areas of more than 200,000
population, while the sites with high uninsured rates tend to be more heteroge-
neous and scattered across the South and West. In this analysis, differences among
the sites are most strongly related to differences in the characteristics of individual
residents (33 percent of the variation, mostly reflecting differences in racial or
ethnic makeup, income level, and level of educational attainment), with differ-
ences related to job characteristics (e.g., number of workers in a family, whether
full or part time work) accounting for 26 percent of the variation and differences
in state policies regarding public insurance and social services of lesser influence
(about 13 percent of the variation) (Cunningham and Ginsburg, 2001). Additional
data about regional differences in employer characteristics, for example, the pro-
portion of low-waged jobs or smaller-sized firms, both of which are associated
with lower offer rates for employment-based coverage, might clarify the relative
importance of these factors in shaping regional differences in uninsured rates.

Comparisons among states and regions are difficult to make using CPS esti-
mates because the factors that covary with uninsured rates may be markedly
different in different states and regions. In the Committee’s first report, Coverage
Matters, a multivariate analysis allows for these comparisons through the use of
“equalized” estimates. Differences among states’ uninsured rates diminish consid-
erably if variations in the socioeconomic, demographic, and health status charac-
teristics of each state’s residents are taken into account (IOM, 2001a).

The Committee’s analysis in Coverage Matters 1s a type of thought experiment
that estimates what states’ uninsured rates would be if every state had the same
socioeconomic, demographic, and health characteristics. Given the limits of any
statistical model, one would not expect the differences among the states to disap-
pear entirely with these adjustments, and indeed they do not. The remaining
variation in uninsured rates—from 8.3 percentage points lower than the national
average of 17.5 percent (for Hawaii) to 7.4 percentage points higher than the
average (for New Mexico)—appears to exist independently of, and cannot be
accounted for by, these measured characteristics.

Making this adjusted comparison nonetheless substantially revises estimates
for some regions. For example, the four southwestern border states, all with
uninsured rates 5 to 12 percentage points above the national average of 17.5
percent, would have much lower uninsured rates if the measured characteristics of
their states’ populations matched those of the nation overall. New Mexico and
Texas would have uninsured rates about 40 percent lower than those they actually
do, and California would have an uninsured rate slightly below the nation’s
average rate rather than one almost 5 percentage points higher (IOM, 2001a). For
seven states, this analysis yields a higher adjusted uninsured rate estimate, with
increases ranging from 37 percent (for West Virginia) to more than twice as high
(for Washington).

In the “equalized” analysis described above, the factors that are analytically
taken into account (e.g., race and ethnicity, income, educational attainment,
immigrant status) contribute to the distinctiveness of each state’s circumstances.
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Because the statistical adjustments in the analysis that the Committee originally
performed mask the distinctiveness of local factors that are of policy interest, this
report focuses on a number of these factors themselves, as they appear together

within localities.
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TABLE C.1 Sources of Coverage, Distribution of the Uninsured Population
Under Age 65, and Uninsured Rates, by Census Region of Residence, 2001

No. with No. with
Employment- Individually
No. in Distribution ~ Based Employment- Purchased
Population  of Coverage Based Coverage
(<65 yrs) Population (est.) Coverage (est.)
(millions) (%) (millions) Rate (%) (millions)
By Census Region
Totals 247.5 100 162.3 65.6 16.4
New England 12.0 4.8 8.7 72.8 0.7
Middle Atlantic 34.1 13.8 23.4 68.7 1.7
East North Central 39.2 15.8 28.3 72.2 2.3
West North Central 16.6 6.7 11.9 71.4 1.6
South Atlantic 45.2 18.3 29.5 65.1 3.1
East South Central 14.8 6.0 9.4 63.2 0.9
West South Central 28.0 11.3 16.2 57.8 1.8
Mountain 16.6 6.7 10.6 64.1 1.2
Pacific 41.1 16.6 24.4 59.3 3.3
By Region
Totals 247.5 100 162.3 65.6 16.4
Northeast 46.1 18.6 32.1 69.6 2.4
Midwest 55.8 22.5 40.2 72.0 3.9
South 88.0 35.6 55.1 62.6 5.8
West 57.7 23.3 35.0 60.6 4.4

NOTE: Numbers may not add to 100 due to respondents reporting more than one source of
coverage and due to rounding.
SOURCES: Fronstin, 2002, estimates from March 2001 Current Population Survey.
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No. with

Individually Public No. of Distribution

Purchased Coverage Public Uninsured of

Coverage (est.) Coverage (est.) Uninsured Uninsured

Rate (%) (millions) Rate (%) (millions) (%) Rate (%)

6.6 37.9 15.3 40.9 100 16.5

5.7 1.8 14.9 1.2 2.9 10.4

5.0 5.0 14.8 5.1 12.5 15.0

5.9 4.8 12.3 5.1 12.5 12.9

9.4 2.2 13.3 1.8 4.4 10.6

6.8 7.3 16.1 7.6 18.6 16.9

6.2 3.2 21.8 2.2 5.4 14.6

6.3 4.2 15.0 6.8 16.6 24.3

7.1 2.4 14.4 3.1 7.6 18.6

7.9 6.9 16.8 8.1 19.8 19.7

6.6 37.9 15.3 40.9 100 16.5

5.2 6.8 14.8 6.3 15.4 13.7

7.0 7.0 12.5 6.9 16.9 12.4

6.6 14.7 16.7 16.6 40.6 18.9

7.6 9.3 16.1 11.2 27.4 19.4
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TABLE C.2 Distribution of Uninsured Population Under Age 65 and
Uninsured Rates, by Designation as Residing in Urban or Nonurban
(Rural) Areas, 2001.

No. with No. with

Employment- Individually
No. in Distribution  Based Employment- Purchased
Population  of Coverage Based Coverage
(<65 yrs) Population (est.) Coverage (est.)
(millions) (%) (millions) Rate (%) (millions)

By designation as metropolitan statistical area (MSA) or non-MSA

Totals 247.5 100 162.3 100 16.4
MSA 202.8 82 134.6 66.4 13.0
Non-MSA 44.7 18 27.6 61.7 3.4

NOTE: Numbers may not add to 100% due to respondents reporting more than one source of
coverage and due to rounding, MSA = metropolitan statistical area.
SOURCE: Fronstin, 2002, estimates from March 2001 Current Population Survey.
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No. with
Individually Public No. of Distribution
Purchased Coverage Public Uninsured of
Coverage (est.) Coverage (est.) Uninsured Uninsured
Rate (%) (millions) Rate (%) (millions) (%) Rate (%)
100 37.9 100 40.9 100 16.5
6.4 29.5 14.5 33.4 82 16.5
7.6 8.4 18.8 7.5 18 16.8
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TABLE C.3 Distribution of Uninsured Population Under Age 65 and
Uninsured Rates, by State of Residence, 2001

No. in Distribution  No. of Distribution

Population  in Uninsured of

(<65 years)  Population (est.) Uninsured Uninsured

(millions) (%) (millions) (%) Rate (%)
Totals 247.5 100 40.9 100 16.5
Alabama 3.8 2 0.6 1 15.0
Alaska 0.6 0 0.1 0 17.0
Arizona 4.7 2 0.9 2 20.1
Arkansas 2.3 1 0.4 1 18.9
California 311 13 6.7 16 21.4
Colorado 4.0 2 0.7 2 17.3
Connecticut 2.9 1 0.3 1 11.8
Delaware 0.7 0 0.1 0 10.6
District of Columbia 0.5 0 0.1 0 14.2
Florida 13.6 6 2.8 7 20.7
Georgia 7.5 3 1.4 3 18.2
Hawaii 1.0 0 0.1 0 11.0
Idaho 1.2 0 0.2 1 18.0
Mlinois 10.9 4 1.7 4 15.3
Indiana 5.2 2 0.7 2 13.6
Iowa 2.5 1 0.2 1 8.7
Kansas 2.2 1 0.3 1 13.6
Kentucky 3.5 1 0.5 1 14.2
Louisiana 3.8 2 0.8 2 21.9
Maine 1.1 0 0.1 0 12.4
Maryland 4.7 2 0.6 2 13.8
Massachusetts 5.5 2 0.5 1 9.4
Michigan 8.7 4 1.0 2 11.7
Minnesota 4.5 2 0.4 1 8.8
Mississippi 2.5 1 0.5 1 18.5
Missouri 4.9 2 0.6 1 11.6
Montana 0.8 0 0.1 0 16.0
Nebraska 1.5 1 0.2 0 10.8
Nevada 1.9 1 0.3 1 17.9
New Hampshire 1.1 0 0.1 0 11.0
New Jersey 7.2 3 1.1 3 15.2
New Mexico 1.6 1 0.4 1 23.9
New York 16.4 7 2.9 7 17.7
North Carolina 7.1 3 1.2 3 16.5
North Dakota 0.5 0 0.1 0 11.3
Ohio 9.7 4 1.2 3 12.8
Oklahoma 2.9 1 0.6 2 21.0
Oregon 3.1 1 0.4 1 14.2
Pennsylvania 10.5 4 1.1 3 10.6
Rhode Island 0.9 0 0.1 0 9.0
South Carolina 3.5 1 0.5 1 14.2
South Dakota 0.6 0 0.1 0 10.9
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TABLE C.3 Continued

No. in Distribution  No. of Distribution

Population  in Uninsured of

(<65 years)  Population (est.) Uninsured Uninsured

(millions) (%) (millions) (%) Rate (%)
Tennessee 5.0 2 0.6 2 12.7
Texas 19.0 8 4.9 12 26.0
Utah 2.1 1 0.3 1 16.0
Vermont 0.5 0 0.1 0 10.8
Virginia 6.2 2 0.8 2 12.4
Washington 5.2 2 0.8 2 14.8
West Virginia 1.5 1 0.2 1 15.8
‘Wisconsin 4.6 2 0.4 1 8.8
Wyoming 0.4 0 0.1 0 18.2

SOURCE: Fronstin, 2002, estimates from March 2001 Current Population Survey.
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TABLE C.4 Combined Federal Medicare and Medicaid Disproportionate Share
Hospital (DSH) Payments by State, 1998

Population No. of Uninsured No. of Medicaid
<65 yrs, Uninsured, Rate, Medicaid, Rate,
1998 1998 1998 1998 1998
(millions) (millions) (%) (millions) (%)
Total 238.6 43.9 18.4 24.9 10.4
Alabama 3.7 0.7 19.5 0.4 10.0
Alaska 0.6 0.1 18.6 0.0 7.0
Arizona 4.3 1.2 27.2 0.4 8.6
Arkansas 2.2 0.5 21.8 0.2 9.3
California 29.9 7.3 24.4 3.8 12.8
Colorado 3.6 0.6 16.5 0.1 3.6
Connecticut 2.9 0.4 14.3 0.2 7.4
Delaware 0.7 0.1 17.1 0.1 9.7
District of Columbia 0.4 0.1 19.2 0.1 22.0
Florida 11.9 2.5 21.3 1.0 8.6
Georgia 6.9 1.3 19.5 0.9 12.8
Hawaii 1.0 0.1 11.6 0.1 111
Idaho 1.1 0.2 19.7 0.1 9.4
Mlinois 11.0 1.8 16.6 1.0 9.0
Indiana 5.2 0.8 16.1 0.3 5.7
Towa 2.4 0.3 10.9 0.2 7.0
Kansas 2.2 0.3 12.2 0.2 8.5
Kentucky 3.4 0.5 16.1 0.4 10.9
Louisiana 3.8 0.8 21.5 0.5 13.2
Maine 1.1 0.2 14.6 0.1 9.3
Maryland 4.4 0.8 18.9 0.1 3.4
Massachusetts 5.3 0.6 11.7 0.7 13.7
Michigan 8.9 1.3 14.9 1.1 12.1
Minnesota 4.3 0.4 10.3 0.4 8.8
Mississippi 2.4 0.6 23.1 0.2 9.9
Missouri 4.7 0.6 121 0.5 9.9
Montana 0.8 0.2 22.0 0.1 10.8
Nebraska 1.5 0.2 10.3 0.2 10.3
Nevada 1.7 0.4 23.7 0.1 4.1
New Hampshire 1.1 0.1 12.5 0.1 8.9
New Jersey 7.2 1.3 18.0 0.4 6.0
New Mexico 1.6 0.4 24.0 0.2 13.6
New York 16.0 3.2 19.7 2.4 15.3
North Carolina 6.5 1.1 17.1 0.7 10.1
North Dakota 0.6 0.1 16.6 0.0 7.3
Ohio 9.8 1.2 11.8 1.0 9.9
Oklahoma 2.8 0.6 21.4 0.2 7.8
Oregon 3.0 0.5 16.1 0.4 141
Pennsylvania 10.3 1.2 12.1 1.1 11.0
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Sum No. Sum % Combined Federal

(Uninsured (Uninsured Medicare and

and and Medicaid DSH Combined

Medicaid), Medicaid),  Sum %/ payment, Combined DSH/ Sum

1998 1998 Total, 1998 DSH/Sum No./ Total

(millions) (%) (%) (millions) No. ($$) (%)

68.8 28.8 100 19,844 288 100
1.1 29.5 102 490 445 155
0.1 25.6 89 18 180 63
1.6 35.8 124 169 106 37
0.7 31.1 108 26 37 13

11.1 37.2 129 3,314 299 104
0.7 20.1 70 199 284 99
0.6 21.7 75 403 672 233
0.2 26.8 93 14 70 24
0.2 41.2 143 73 365 127
3.5 29.9 104 693 198 69
2.2 32.3 112 555 252 88
0.2 22.7 79 20 100 35
0.3 29.1 101 9 30 10
2.8 25.6 89 421 150 52
1.1 21.8 76 172 156 54
0.5 17.9 62 33 66 23
0.5 20.7 72 60 120 42
0.9 27.0 94 266 296 103
1.3 34.7 120 853 656 228
0.3 23.9 83 139 463 161
0.9 22.3 77 197 219 76
1.3 25.4 88 619 476 165
2.4 27.0 94 449 187 65
0.8 19.1 66 99 124 43
0.8 33.0 115 256 320 111
1.1 22.0 76 740 673 234
0.3 32.8 114 3 10 3
0.4 20.6 72 21 53 18
0.5 27.8 97 94 188 65
0.2 21.4 74 129 645 224
1.7 24.0 83 1,130 665 231
0.6 37.6 131 25 42 14
5.6 35.0 122 2,527 451 157
1.8 27.2 94 585 325 113
0.1 23.9 83 4 40 14
2.2 21.7 75 759 345 120
0.8 29.2 101 62 78 27
0.9 30.2 105 49 54 19
2.3 23.1 80 734 319 111

Continued
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TABLE C.4 Continued

Population No. of Uninsured No. of Medicaid
<65 yrs, Uninsured, Rate, Medicaid, Rate,
1998 1998 1998 1998 1998
(millions) (millions) (%) (millions) (%)
Rhode Island 0.8 0.1 11.5 0.1 8.5
South Carolina 3.4 0.6 17.5 0.3 8.4
South Dakota 0.6 0.1 16.4 0.0 6.4
Tennessee 5.0 0.7 14.4 1.0 20.1
Texas 18.0 4.9 27.0 1.7 9.4
Utah 1.9 0.3 15.1 0.1 7.4
Vermont 0.5 0.1 11.0 0.1 16.1
Virginia 5.8 0.9 16.0 0.3 5.4
Washington 5.2 0.7 13.5 0.6 11.5
West Virginia 1.4 0.3 20.9 0.2 16.8
‘Wisconsin 4.5 0.6 13.2 0.4 8.5
Wyoming 0.4 0.1 19.0 0.0 6.5

SOURCES: Fronstin, 2000; Wynn et al., 2002.
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Sum No. Sum % Combined Federal
(Uninsured (Uninsured Medicare and
and and Medicaid DSH Combined
Medicaid), Medicaid),  Sum %/ payment, Combined DSH/ Sum
1998 1998 Total, 1998 DSH/Sum No./ Total
(millions) (%) (%) (millions) No. ($$) (%)

0.2 20.0 69 66 330 115

0.9 25.9 90 539 599 208

0.1 22.8 79 4 40 14

1.7 34.5 120 142 84 29

6.6 36.4 126 1,854 281 98

0.4 22.5 78 15 38 13

0.2 271 94 31 155 54

1.2 21.4 74 242 202 70

1.3 25.0 87 386 297 103

0.5 37.7 131 114 228 79

1.0 21.7 75 42 42 15

0.1 25.5 89 0 0 0
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TABLE C.5 Estimated Vaccination Coverage of 4:3:1:3" Series Among
Children 19-35 Months of Age and Uninsured Rates for Selected Urban Areas,

1997
Rank, % Vaccination Rank,

Uninsured Population  Coverage Vaccination
Area Population Rate (%)  Uninsured  Rate (%) Coverage
United States 267,784,000 16.1 76 (£ 0.8)
Birmingham, AL 784,113  16.5 14 82 (+ 4.3) 3
Phoenix, AZ 2,478,253  26.1 23 72 (£ 4.8) 18
Los Angeles, CA 8,223,152 315 27 71 (£ 5.5) 19
San Diego, CA 2,405,871 21.9 20 78 (£ 4.3) 7
San Jose, CA 1,460,505 16.3 13 73 (£ 4.8) 17
District of Columbia—
MD-VA-WV 4,186,038 15.3 12 73 (£ 5.4) 15
Miami, FL 1,752,653  26.9 24 75 (£ 5.0) 12
Jacksonville, FL 918,873 18.7 16 70 (£ 5.1) 21
Atlanta, GA 3,340,844 18.7 17 75 (£ 4.9) 11
Chicago, IL 6,912,774 15.3 11 68 (£ 5.5) 24
Indianapolis, IN 1,334,459 129 3 81 (x 4.5) 4
New Orleans, LA 1,162,705 20.8 19 69 (£ 6.0) 23
Boston, MA 4,642,418 15.3 10 86 (+ 3.6) 1
Baltimore, MD 2,169,524  14.6 8 83 (x 4.7) 2
Detroit, MI 3,911,274 134 5 65 (£ 4.6) 26
Newark, NJ 1,693,870 18.8 18 66 (£ 6.3) 25
New York, NY 7,734,663  27.1 25 75 (£ 5.1) 10
Cleveland, OH 1,902,126  13.8 6 73 (£ 5.3) 16
Columbus, OH 1,308,928 16.6 15 74 (£ 5.0) 14
Philadelphia, PA 4,258,856  14.9 9 78 (£ 5.1) 6
Nashville, TN 1,017,287  14.5 7 77 (£ 4.6) 9
Knoxville, TN 566,821 13.3 70 (£ 5.3) 22
San Antonio, TX 1,352,127 239 21 79 (£ 4.8) 5
Houston, TX 3,576,686 29.5 26 64 (£ 6.1) 28
Dallas, TX 2,874,219  24.7 22 74 (£ 5.4) 13
El Paso, TX 642,947  37.1 28 65 (£ 5.3) 27
Seattle, WA 2,077,951 12.0 2 77 (£ 4.6) 8
Milwaukee, WI 1,283,147 8.1 1 70 (£ 4.9) 20

@ 4:3:1:3 = four or more doses of diptheria, tetanus, and pertussis vaccine; three or more doses of
poliovirus vaccine; one or more doses of a measles-containing vaccine; and three or more doses of
Haemophilus influenzae type b vaccine.

SOURCES: Brown et al., 2000; IOM, 2000.
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TABLE C.6 Urban Uninsurance and Tuberculosis Case Rates, 1997

Rate of
Cases of
Rank, % Tuberculosis Rank,
Uninsured ~ Population per 100,000 Disease
City Population rate (%) Uninsured Population Rate
Akron, OH 591,371 7.4 47 0.7 48
Albuquerque, NM 601,564 20.0 13 3.6 38
Atlanta, GA 3,340,844 18.7 15 10.7 12
Austin, TX? 985,589 23.3 10 7.5 20
Baltimore, MD 2,169,524 14.6 28 6.7 25
Birmingham, AL 784,113 16.5 19 8.6 18
Boston, MA? 4,642,418 15.3 24 4.5 35
Buffalo, NY? 981,723 11.6 42 3.9 36
Charlotte, NC? 1,198,149 12.0 41 8.9 16
Chicago, IL 6,912,774 15.3 25 11.0 11
Cincinnati, OH? 1,409,692 12.5 39 2.7 43
Cleveland, OH 1,902,126 13.8 33 6.2 28
Columbus, OH 1,308,928 16.6 18 1.7 46
Dallas, TX 2,874,219 24.7 7 10.0 15
Dayton, OH 824,271 14.4 30 1.6 47
Denver, CO 1,722,414 12.2 40 3.3 40
Detroit, MI 3,911,274 13.4 36 5.8 29
Fort Worth, TX 1,416,768 23.8 9 7.1 23
Houston, TX 3,576,686 29.5 2 17.3 4
Indianapolis, IN 1,334,459 12.9 37 3.3 41
Jacksonville, FL 918,873 18.7 16 13.7 7
Jersey City, NJ 479,900 35.9 1 19.9 3
Kansas City, MO? 1,515,994 13.6 34 3.3 42
Louisville, KY 870,766 12.9 38 3.8 37
Memphis, TN? 975,937 15.6 23 12.9 9
Miami, FL 1,752,653 26.9 4 15.5 5
Milwaukee, WI 1,283,147 8.1 46 3.4 39
Minneapolis, MN“ 2,486,355 10.1 45 4.8 33
Nashville, TN 1,017,287 14.5 29 10.2 13
New Orleans, LA 1,162,705 20.8 12 12.4 10
New York City, NY 7,734,663 27.1 3 21.6 1
Newark, NJ 1,693,870 18.8 14 13.2 8
Norfolk, VA4 1,395,298 10.8 43 5.4 32
Oakland, CA 2,010,788 13.5 35 14.0 6
Oklahoma City, OK 918,493 18.4 17 7.9 19
Omaha, NE? 616,156 10.2 44 1.9 45
Philadelphia, PA 4,258,856 14.9 27 6.7 26
Phoenix, AZ? 2,478,253 26.1 5 6.4 27
Richmond, VA 833,770 14.0 32 2.5 44
Rochester, NY 946,829 16.2 21 5.5 31
Sacramento, CA 1,327,441 15.9 22 10.1 14

continued
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TABLE C.6 Continued

Rate of
Cases of
Rank, % Tuberculosis Rank,
Uninsured ~ Population per 100,000 Disease

City Population Rate (%) Uninsured Population Rate
San Antonio, TX 1,352,127 23.9 8 7.1 24
San Francisco, CA 1,423,697 23.1 11 20.3 2
St. Louis, MO? 2,340,329 14.1 31 5.6 30
Tampa, FL 1,737,127 24.9 6 7.4 21
Tulsa, OK 676,107 16.5 20 4.6 34
‘Washington, DC* 4,186,038 15.3 26 8.7 17

aThese cities represent multicounty areas, while disease rates are for the central county unless
otherwise indicated.
SOURCES: Brown et al., 2000; CDC, 2002a.
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The Impact of Uninsured
Populations on the Availability
of Hospital Services and
Financial Status of Hospitals in
Urban Areas

Darrell J. Gaskin and Jack Needleman

ABSTRACT

Objective: To identify the effects of the percentage of uninsured persons in
a community on the availability of hospital services for the entire commu-

nity.

Data and Study Design: Our analysis focuses on the 85 largest metropoli-
tan statistical areas (MSAs) during the 1990s and relies on data from the
March Current Population Survey, the American Hospital Association’s
(AHA) Survey of Hospitals and Medicare Cost Reports. We estimate the
impact of the uninsured rate on hospital margins and four measures of
hospital service availability, i.e., capacity, services to vulnerable populations,
community services, and high-tech services. We estimate two sets of regres-
sion models, MSA-level and hospital-level models.

Findings: We find that as the uninsured rate increased the availability of
some hospital services declined. The results of the MSA and hospital level
analyses aare consistent for the measures of capacity, services to vulnerable
populations and community services. The uninsured rate was negatively
related to beds per capita in the MSA and the average hospital size. The
availability of services for vulnerable populations and community services
and the propensity for hospitals to offer these services is negatively associated
with the percentage of uninsured residents. The results for hi-tech services
for the MSA- and hospital-level analyses are not congruent. The results
from the MSA-level analysis suggest that the uninsured rate is negatively
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associated with the availability of some high-tech services. However, the
results of the hospital-level analysis suggest that as the uninsured rate in-
creases, hospitals are more likely to offer some high-tech services, specifi-
cally extracorporeal shock-wave lithotripsy (ESWL), angioplasty, and mag-
netic resonance imaging (MRI). The results of the MSA- and hospital-level
analyses also differ for hospitals’ financial health. The MSA level results
suggest that hospitals are negatively impacted by the rate of uninsurance.
The hospital-level results suggest that there is no association.

Conclusion: Our findings suggest that the lack of health insurance not only
creates an access to care problem for uninsured individuals but also reduces
the availability of hospital services to the entire community.

INTRODUCTION

An estimated 41 million Americans or 16.5 percent of the population under
age 65 lacked health insurance in 2001 (Mills, 2002). The lack of health insurance
has a significant impact on the health and well-being of uninsured persons. A
number of studies have shown that uninsured persons have less access to health
care services and as a result have worse health outcomes and lower overall health
status (IOM, 2002a; 2002b). The uninsured are less likely to receive preventive
and screening services compared to persons with health insurance. Uninsured
persons with chronic conditions are less likely to receive appropriate care to
manage their health conditions (Mandelblatt et al., 1999; Powell-Griner et al.,
1999; Zambrana et al, 1999; Ayanian et al., 2000; Cummings et al., 2000; Breen
et al.,, 2001). Compared to insured persons, uninsured persons are less likely to
have a usual source of care and less likely to seek care when they felt they needed
it (IOM, 2001a). When hospitalized, the uninsured receive fewer services, are
more likely to receive substandard care than insured patients, and are at greater risk
of dying during the hospital stay or soon after discharge (Hadley et al., 1991;
Burstin et al., 1992; Haas and Goldman, 1994; Blustein et al., 1995). Persons
without health insurance have poorer heath outcomes for an episode of illness and
higher overall mortality rates (Ayanian et al., 1993; Blustein et al., 1995; Canto et
al., 2000; Roetzheim et al., 2000).

While research has shown the persons who are uninsured face significant
barriers to health care, little is known about how the overall percentage of those
without health insurance, i.e., the uninsured rate, affects access to care for their
community. Theoretically, the size and scope of the health care delivery system in
a community is determined by the intersection of the demand for health care in a
community with health care providers’ ability and willingness to offer services.
Because insurance pays for a large proportion of health care services, the distribu-
tion of community residents by source of payment will partially determine their
demand for health care services. In particular, health insurance coverage does tend
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to increase individuals’ demand for health care services. Uninsured persons use
tewer health care services than do similar insured persons. Also, hospitals, physi-
cians and other health care providers receive substantially less reimbursement for
the care provided to uninsured patients compared to similar insured patients.
Consequently, a high uninsured rate should reduce overall demand for health
services in a community.

We are concerned particularly about the impact of uninsurance on the avail-
ability of hospital services. Several studies have shown that market forces that have
depressed demand for hospital services have had an impact on the size of the
hospital delivery system. For example, Medicare’s transition from a cost-based
reimbursement system to prospective payment and its subsequent reduction in
growth of hospital payment rates resulted in lower hospital utilization, a reduction
in the intensity of hospital services, and encouraged a reduction in hospital size
(Coulam and Gaumer, 1991; Hodgkin and McGuire, 1994). The introduction of
managed care also reduced demand for hospital services. Several studies have
demonstrated that increased HMO penetration is associated with reduction in
hospital utilization, hospital beds, slower hospital cost inflation, and slower rev-
enue growth (Miller and Luft, 1994; Chernew, 1995; Robinson, 1996; Gaskin
and Hadley, 1997). Dranove and colleagues (1986) have modeled the impact of
managed care penetration on hospitals, and they conclude that downward pressure
on hospital prices would result in a reduction in hospital capacity. Given these
major changes in the nature of demand for hospital services, hospital behavior in
less concentrated markets has transformed from non-price competition to price
competition. Prior to the implementation of Medicare prospective payment and
the growth of managed care, the empirical evidence indicated that hospitals in less
concentrated markets competed on the basis of technology, amenities, and ser-
vices, e.g., Luft’s so called “medical arms race” (Robinson and Luft, 1985; Luft et
al., 1986; Noether, 1988; Frech, 1996). However, studies based on data from the
late 1980s and early 1990s present strong evidence of price competition in hospital
markets (Robinson and Luft, 1988; Zwanziger and Melnick, 1988; Melnick et al.,
1992; Keeler et al., 1999). Hospitals in less concentrated areas charged significantly
lower prices compared with those in more concentrated areas.

We postulate that similar to other market forces that reduce the demand for
hospital services, high uninsured rates will be associated with reduction in hospital
capacity. This potentially can have a negative spillover effect on insured patients.
For example, if a hospital is unable to maintain its trauma center because of a high
uninsured rate, an ambulance may have to carry insured patients further to obtain
trauma care. In this study we attempt to identify the effects of the percentage of
uninsured persons in a community on the availability of hospital services for the
entire community. In particular, we address the following questions: (1) Are
hospitals smaller in communities with high uninsured rates? (2) Are hospitals less
likely to ofter particular types of services in communities with uninsured rates? (3)
Does the availability of hospital services for the entire community decline as the

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

208 A SHARED DESTINY: COMMUNITY EFFECTS OF UNINSURANCE

percentage of uninsured persons on a community increases? (4) Does uninsurance
negatively affect the financial status of hospitals?

CONCEPTUAL FRAMEWORK

As stated above, we hypothesize that the uninsured rate is negatively related
to the demand for hospital services. Specifically, as the uninsured rate increases,
the overall demand for hospital services by insured patients decreases while the
overall demand for hospital services by uninsured patients (i.e., charity or discount
care) increases. Uninsured patients, however, tend to use less hospital care than do
insured patients for similar health care needs because of their limited financial
resources. As a result, an increase in the uninsured rate should lower and flatten
the demand for hospital services in a geographic market. For simplification, as-
sume that hospitals serve two types of patients: insured and uninsured. Payment
rates for treating insured patients are typically greater than average costs. Reim-
bursements for treating uninsured patients are typically less than average cost.
Assume hospitals have a cost structure that exhibits increasing or constant returns
to scale, that is, total cost increases with the volume of services at an increasing
rate. Empirically, hospitals exhibit scale economies up to a moderate size, 150 to
250 beds (Folland et al., 2001). Beyond this size the evidence is mixed regarding
whether hospitals experience constant or decreasing returns to scale. Assume that
the typical urban hospital operates at volume levels where marginal cost equals
average cost. Hospitals use their marginal cost to determine their supply of hospital
services. They equate marginal costs with either marginal revenues or average
revenues depending upon their market structure (Tirole, 1998). Hospitals that are
monopolies or part of oligopolies will set marginal costs equal to marginal rev-
enues. Hospitals that are in monopolistic competitive markets will set their mar-
ginal costs equal to average revenues (Chamberlin, 1962).

For simplification, suppose that the distribution of each hospital’s patients by
source of payment is equal to the distribution of persons in the market by insur-
ance status. In such a market, as the uninsured rate increases, the percentage of
uninsured patients treated by each hospital increases and therefore their average
and marginal revenues decline. Consequently, each hospital will reduce its supply
of services. Obviously, this is a simplification that does not reflect most hospital
markets because hospitals differ with respect to serving the uninsured in their
geographic markets. However, the general notion that an increase in the unin-
sured rate places downward pressure on the supply of hospital services is correct.

Now relax the assumption that hospitals care for uninsured patients propor-
tionally to their presence in the market area. Suppose in some markets there are
safety-net hospitals that provide a disproportionate share of the care to the unin-
sured while other hospitals provide less than a proportionate share of uninsured
patients. In such a market, an increase in the uninsured rate would have a larger
effect on safety-net hospitals than on other hospitals. However, if as the uninsured
rate increases, non-safety-net hospitals in the community become proportionately
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more involved in the care for the uninsured, then these hospitals will be more
aftected by the change in demand.

Another assumption implicit in our model is that uninsured and insured
patients use hospitals for the same mix of services. However, suppose there is a set
of hospital services that the uninsured are more likely to use than insured patients.
For these services, hospitals’ profits will tend to be lower than profits associated
with other hospital services because of their payer mix. Therefore, we expect that
hospitals will cut back on services that the uninsured are more likely to use as the
uninsured rate increases.

The discussion above assumed that each hospital bases its decisions on its own
revenue and cost structure. The framework can also be extended to consider
strategic interactions among hospitals in multi-hospital markets. Hospitals facing
demand for services from uninsured or nonpaying patients for specific services
may prefer to shift these patients to other hospitals. Where this cannot be accom-
plished directly, an option is to not provide the service or restrict the size of the
service by reducing beds available for the service. This will shift uninsured patients
to other hospitals but can also increase the travel time and inconvenience for
insured patients to obtain the service. In markets where care for the uninsured is
concentrated in a few safety net hospitals, this effect may be small. In markets
where care for the uninsured is more widely shared or where there are fewer
hospitals, these strategic interactions may reduce the availability of services beyond
the level needed to adjust for the lower demand from the uninsured.

DATA

This study relies primarily on three databases:

e The March Current Population Survey (CPS)
* the AHA Annual Survey of Hospitals and
* the Medicare Cost Reports

We used data from the March CPS from 1990 to 2000 to calculate the
percentage of uninsured residents in the 85 largest MSAs. See the addendum for
the list of MSAs. We focus on the 85 largest MSAs because they had large enough
subsamples in the CPS data to yield reliable estimates of the uninsured rate. The
size of the subsamples range from 143 to 6,148 with a mean of 900, standard
deviation of 145, and a median of 623. To improve the accuracy of our estimates,
we calculated the percentage of uninsured persons in an MSA by combining data
for 3 years, i.e., the current year and the years before and after. The analysis
focuses on the years 1991, 1994, 1996, and 1999. In addition, we calculated the
percentage of the MSA’s population covered by Medicare and Medicaid using the
CPS data.

To measure the availability of hospital services, we used data from the AHA
Survey of Hospitals for the years 1991, 1994, 1996, and 1999. In particular, we
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used four measures of hospital service availability: hospital capacity, services to
vulnerable populations, high tech services, and community services. To measure
capacity we used the number of hospital beds, medical/surgical beds, psychiatric
beds, intensive care unit (ICU) beds, and beds devoted to patients diagnosed with
alcoholism, drug abuse, or chemical dependency. Five services for vulnerable
populations were examined: psychiatric outpatient services, psychiatric emergency
room services, psychiatric inpatient services, outpatient, and rehabilitation services
for persons diagnosed with alcoholism, drug abuse, or chemical dependency, and
services for patients diagnosed with HIV-AIDS. Nine high-tech services were
examined. Four require investments in beds as well as in equipment and person-
nel: trauma center, neonatal intensive care unit, transplant services, and burn units.
Five involve investments in equipment and personnel: magnetic resonance imag-
ing (MRI), radiation therapy, angioplasty, single photo emission computerized
tomography (SPECT), and extracorporeal shock-wave lithotripsy (ESWL). Three
community services were examined: community outreach centers, transportation
services, and Meals on Wheels. We have data on these three services only for
1994, 1996, and 1999 because AHA did not collect information on them in 1991.
For each of the 17 services, we created a variable that indicates whether the
hospital or one of its subsidiaries provided the service. If the hospital reported that
it provided the service locally through a partner in its health system, network, or
a joint venture, we did not designate this hospital as a provider of the service. This
eliminated some double counting. Consider a local health system that consists of
an academic health center (AHC) hospital and three community hospitals, a
configuration common in New York City (Salit et al., 2002). Suppose the AHC
hospital has a burn unit but the community hospitals do not have one. The AHC
hospital would report that it provided the service at the hospital. The community
hospitals would report that they provided the service locally through the health
system. To avoid counting this burn unit four times, we only recognized those
that are provided at the hospital or a subsidiary. Ideally, we would use the number
of beds provided or volume of visits to measure the magnitude of these services.
However, this information is not available for all of the services on the AHA
survey.

To measure hospital financial status, we used hospital margins calculated
from the Medicare Cost Reports. Other hospital characteristics used in the analysis
were ownership status, teaching status based on the residents-to-bed ratio, and the
percentage of the hospital inpatient days that were covered by Medicaid. When
modeling the hospital service availability, we obtained the hospital characteristics
from the AHA data and when modeling hospital financial status, we obtained
these hospital characteristics from the Medicare Cost Reports.

In these analyses we controlled for four health care market factors: hospital
market competition, HMO penetration, local costs, and overall demand. To
control for the level of hospital competition, we calculated a Herfindahl index,
which is equal to the sum of the squares of the market shares, using staffed hospital
beds. We obtained HMO penetration data from InterStudy. We used the HCFA
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wage index as a measure of cost. To control for overall demand adjusting for
geographic convenience, we used population density (Porell and Adams, 1995).

METHODOLOGY

We conducted MSA- and hospital-level analysis on three sets of variables:
hospital beds, hospital services, and hospital margins.

Beds

In the MSA level analysis, we regressed beds per capita for total beds, medical-
surgical beds, beds in intensive care units, psychiatric inpatient beds, and beds for
treatment of alcohol and chemical dependency on the percent of uninsured resi-
dents in the MSA, the other MSA characteristics, (i.e., percent Medicaid, percent
Medicare, percent HMO enrollment, level of hospital competition, hospital wage
index, and population density) and year categorical variables to control for fixed
time effects. We estimated these models using generalized least squares with robust
standard errors, controlling for clustering at the MSA level. We gave greater
weight to larger MSAs by using the average MSA population as a weight in the
regression analysis.

We conducted hospital-level regressions of the natural log of beds in each of
the five bed categories on the MSA-level variables, plus controls for hospital
characteristics such as ownership, teaching status, size, and percent Medicaid pa-
tients. We used a general estimating equations framework to construct random
effects regression models controlling for unobserved hospital and time effects. We
prefer random eftects models because the uninsured rate does not vary substan-
tially over time within an MSA, and within MSA variation over the time period
we examine is unlikely to drive hospital behavior. For psychiatric beds and alco-
hol/chemical dependency beds, because a high proportion of hospitals did not
provide beds for the service, we used random effect negative binominal count
models. For each model, we calculated standard errors using the Huber-White
correction and weighted each hospital by its average number of beds during the
study period. Since hospitals are nested within MSAs, we adjusted the estimated
standard errors to reflect MSA clustering. We also verified that the models were
homoscledastic with respect to the uninsured rate using the Breusch-Pagan Test
(Greene, 2000).

Services

For the MSA analysis, we regressed the proportion of hospitals offering spe-
cific services on the percent of uninsured in the MSA and the other MSA-level
variables described above. We also conducted this regression weighting the pro-
portion of hospitals offering the service by total hospital beds in these hospitals.
This weighted analysis gives larger hospitals offering the service more importance
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and implicitly uses as the dependent variable the proportion of hospital beds in the
MSA that are in hospitals offering the service. In both regressions, we estimated
these models with robust standard errors and weighted each MSA by its popula-
tion size.

For the hospital-level analysis, we estimated random effect logistic regression
models that controlled for hospital-specific effects for each service. The MSA- and
hospital-level variables were those described above, with adjustments for cluster-
ing at the MSA level.

Margin

To determine whether the uninsured rate affected the financial status of
hospitals, we estimated MSA-level and hospital-level models. For the MSA-level
model, the aggregate margin was the dependent variable. This is a measure used by
the Medicare Payment Advisory Commission (MedPAC) to characterize the fi-
nancial health of a category of hospitals. Aggregate margin equals total hospital
revenues in the MSA, minus total hospital expenses in the MSA, divided by total
revenues. The independent variables were the percent of uninsured residents in
the MSA, the percent Medicaid and Medicare enrollees, the percent of public and
for-profit hospitals in the MSA, hospital wage index, population density, and year
categorical variables to control for fixed time eftects.

For the hospital-level models, we used the total hospital margin as the depen-
dent variable. Because of outliers, we excluded observations with margins below
the third percentile and above 97% percentile. The independent variables in this
model were the uninsured rate, the other MSA characteristics, and the hospital
characteristics. Similar to the other hospital-level models, we estimated random
effects controlling for unobserved hospital and time eftects, weighting by hospital
beds and calculating robust standard errors using the Huber-White correction.

RESULTS

Means and standard deviations for the percent uninsured at the MSA level,
beds per 100,000 population, the proportion of hospitals offering each service
(unweighted), and percentage of beds in hospitals with each service (weighted),
and MSA-level margin are presented in Table D.1. The regression coefticients on
the proportion of uninsured in the MSA for regressions on beds, services, and
margins are presented in Table D.2. Results from regressions of services using the
unweighted and weighted availability measure are both presented. Hospital-level
regressions are presented in Table D.3.

Proportion of Uninsured

On average 12.2 percent of the total population in the 85 MSAs studied was
uninsured in 1999. The range varied from 6.2 percent uninsured in Allentown-
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TABLE D.1 Means and Standard Deviations for Percent Uninsured in MSA

and Dependent Variables

Unweighted Weighted
Variable N Mean SD N Mean SD
Percent Uninsured in MSA 340 14.6 5.3
Beds per 100,000 Population
Total 340 316.2 106.6
Medical-Surgical 340 173.2 78.0
ICU 340 29.7 10.3
Psychiatric 340 18.5 12.1
Alcohol and chemical 340 3.9 4.3
dependence
% % % %
Services for Vulnerable Populations
Psychiatric inpatient 340 39.6 18.1 340 59.2 21.6
Psychiatric emergency 340 40.5 19.4 340 58.4 221
Psychiatric outpatient 340 325 16.7 340 49.3 21.8
Alcohol and chemical 340 25.8 16.7 340 37.8 22.4
dependence
AIDS 340 54.1 21.0 340 73.7 18.9
High Technology Services
Trauma 340 22.3 13.8 340 38.5 19.8
NICU 340 25.8 12.6 340 429 17.9
Transplant 340 16.5 11.2 340 32.2 17.3
Burn 340 5.2 4.9 340 11.1 11.0
MRI 340 47.2 20.6 340 66.2 23.3
Radiation therapy 340 37.2 15.3 340 61.0 18.5
Angioplasty 340 34.2 14.9 340 60.4 18.8
SPECT 340 41.2 16.8 340 57.3 19.4
ESWL 340 14.5 10.7 340 26.0 19.0
Community Services
Community outreach 255 56.9 17.8 255 75.4 17.5
Transportation 255 24.8 15.6 255 33.7 22.0
Meals on Wheels 255 12.3 12.7 255 14.2 15.7
Margin 340 3.4 4.8
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TABLE D.2 Regression Coefficients of Beds, Services, and Margin on
Percentage of Uninsured in Metropolitan Area and Other Variables, MSA-Level

Regressions
Coefficients and Standard Errors (SE)
for Percent Uninsured in MSA
Unweighted Regression ~ Weighted Regression
Variable N Coefficient SE Coefficient ~ SE

Beds per 100,000 Population

Total 339 -2.67 (1.27)¢
Medical-surgical 339 -2.00 (0.82)7
ICU 339 -0.12 (0.13)

Psychiatric 339 -0.61 (0.17)¢
Alcohol and 339 -0.19 (0.04)¢

chemical dependence

Services for Vulnerable Populations

Psychiatric inpatient 339 —1.10 (0.26)¢ -1.10 (0.29)¢

Psychiatric emergency 339  —1.40 (0.27)¢ -1.30 (0.29)¢

Psychiatric outpatient 339  —1.27 (0.22)¢ -1.36 (0.26)¢

Alcohol and 339 —1.13 (0.22)¢ 1.31 (0.31)¢

chemical dependence

AIDS 339 —-0.47 (0.20)¢ -0.20 (0.21)
High Technology Services

Trauma 339 —0.62 0.21)b ~0.63 (0.24)b

NICU 339 0.26 (0.19) 0.61 (0.23)b

Transplant 339 -0.19 (0.17) —0.32 (0.23)

Burn 339 -0.17 (0.04)¢ -0.17 (0.13)

MRI 339 —0.14 (0.19) 0.10 (0.22)

Radiation therapy 339 -0.33 (0.19) -0.14 (0.26)

Angioplasty 339 0.24 (0.18) 0.46 (0.21)4

SPECT 339 —0.65 (0.23) ~0.32 (0.19)

ESWL 339 0.22 (0.13) 0.24 (0.22)
Community Services

Community outreach 255  —1.15 (0.23)¢ -0.77 (0.24)b

Transportation 255 0.10 (0.29) 0.37 (0.38)

Meals on Wheels 255  —0.52 (0.21)4 -0.42 (0.28)
Margin 340 -0.14 (0.04)b

a p<0.05

bp<0401

¢ p<0.001

NOTES: Regressions of beds and services include percent MSA Medicaid, percent MSA Medicare,
HMO penetration, Herfindahl index, population density, CMS wage index, and dummies for years
1994, 1996, and 1999. Regressions of margin include percent MSA Medicaid, percent MSA Medi-
care, percent hospitals in MSA for-profit, percent hospitals in MSA public, percent hospitals in MSA
major teaching hospitals, and dummies for years 1994, 1996, and 1999.
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TABLE D.3 Regression Coefficients of Beds, Services, and Margin on
Percentage of Uninsured in Metropolitan Area and Other Variables, Hospital
Level Regressions

Coefficients and Standard Errors (SE)
for Percent Uninsured in MSA

Variable N Coefficient SE

Log (Beds in Hospital)

Total 7157 -0.0070 (0.0027)?
Medical-surgical 6261 -0.0103 (0.0045)?
ICU 6261 0.0082 (0.0040)?
Psychiatric 6261 -0.0103 (0.0004)¢
Alcohol and chemical dependence 6261 -0.0163 (0.0006)¢

Services for Vulnerable Populations

Psychiatric inpatient 6261 -0.022 (0.013)
Psychiatric emergency 6261 -0.030 (0.016)
Psychiatric outpatient 6261 -0.024 (0.016)
Alcohol and chemical dependence 6261 -0.041 (0.018)7
AIDS 6261 -0.020 (0.016)

High Technology Services

Trauma 6261 0.005 (0.017)
NICU 6261 0.041 (0.016)b
Transplant 6261 0.007 (0.017)
Burn 6261 -0.020 (0.016)
MRI 6261 0.051 (0.033)
Radiation therapy 6261 0.006 (0.016)
Angioplasty 6261 0.045 (0.019)¢
SPECT 6261 0.002 (0.014)
ESWL 6261 0.022 (0.021)

Community Services

Community outreach 4493 -0.009 (0.016)

Transportation 4493 0.024 (0.020)

Meals on Wheels 4493 -0.039 (0.029)
Margin 6459 0.027 (0.059)

a p<0.05

b p<0.01

¢ p<0.001

NOTES: Regressions of beds and services include percent MSA Medicaid, percent MSA Medicare,
HMO penetration, Herfindahl index, population density, CMS wage index, and dummies for years
1994, 1996, and 1999. Regressions of margin include percent MSA Medicaid, percent MSA Medi-
care, percent hospitals in MSA for-profit, percent hospitals in MSA public, percent hospitals in MSA
major teaching hospitals, and dummies for years 1994, 1996, and 1999. Standard errors are adjusted
for hospital and MSA level clustering.
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Bethlehem, Pennsylvania and Harrisburg, Pennsylvania, to 26.6 percent uninsured
in Jersey City, New Jersey. During the 1990s, the average uninsured rate fell 3.8
percentage points. Most of these MSAs, 76 of 85, experienced a decline in the
uninsured rate during the 1990s. Almost a third had declines of greater than 5
percentage points. Of those MSAs in which the uninsured rate increased, the
largest occurred in San Francisco, which increased from 14.8 to 18.7 percent, and
Jersey City, which increased from 22.7 to 26 percent.

Beds

Across the 85 metropolitan areas in this analysis, there were 316 beds per
100,000 population. More than half of these were in medical-surgical beds. Ap-
proximately 10 percent of beds were in ICUs. There were far fewer psychiatric
and alcohol and chemical dependence treatment beds (18.5 and 3.9 per 100,000
respectively), but there 1s much wider variation across MSAs in the supply of these
beds than in any other category.

In the MSA-level regressions, there is evidence that beds per capita and all
categories of beds studied except ICU beds were lower where the proportion of
the population uninsured is higher. In the hospital-level regressions, for all bed
categories except ICU beds, hospitals offer fewer beds where the local uninsured
rate is higher. An increase in the uninsured rate of 5.3 percentage points, one
standard deviation, is associated with a 4.5 percent decrease in beds overall, a 6.1
percent decrease in medical—surgical beds, a 17.5 percent decrease in psychiatric
beds, and 25.8 percent decrease in alcohol and chemical dependence beds at the
mean level of beds per capita.

Services for Vulnerable Populations

With respect to services for vulnerable populations, AIDS services are the
most common. Over half the hospitals offer these services, and nearly three-
quarters of hospital beds are in hospitals that offer these services. Psychiatric
inpatient and emergency services are available in approximately 40 percent of
hospitals (with 60 percent of the beds), while psychiatric outpatient and alcohol
and chemical dependence treatment are available in between one-quarter to one-
third of hospitals.

In the MSA-level regressions, the availability of all three psychiatric services
and alcohol and chemical dependence services are found to be lower in metropoli-
tan areas with higher uninsurance, with an increase in the uninsured rate of 5.3
percent associated with 5.8 to 7.4 percent fewer hospitals offering the service.
AIDS services are also lower, although statistically significant only in the
unweighted regression. In hospital-level regressions, there is a negative association
between all these services and the uninsured rate, but only the association with
alcohol and chemical dependency services is statistically significant.
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High-Technology Services

Bed-based high-technology services (trauma, neonatal ICU [NICU], trans-
plant, and burn) were much less commonly available than services for vulnerable
populations, with the proportion of hospitals offering such services varying from
25.8 percent for NICU to 5.2 percent for burn. Because these services were more
likely to be offered by larger hospitals, the proportion of beds in hospitals offering
these services varied from 42.9 percent for NICU to 11.1 percent for burn care.

Among these four services, in the MSA-level regressions, trauma services are
less likely to be available in communities with higher uninsured rates, a finding
observed in both the unweighted and weighted regressions. (In the hospital-level
regression, the results are of the opposite sign but not statistically significant.) The
estimates of the negative impact of MSA uninsured rate on the MSA-level analysis
of burn service availability are consistent in the unweighted and weighted model,
but only statistically significant for the unweighted model. There is no statistically
significant association of transplant services and uninsured rates in any model. The
availability of NICU services is higher in MSAs with higher uninsured rates, a
finding that is statistically significant in the weighted MSA regression and hospital-
level regression.

High-technology services that do not have dedicated beds associated with
them were much more likely to be provided by hospitals. With the exception of
lithotripsy (present on average in only 14.5 percent of the hospitals in our sample),
approximately 30 to 50 percent of the hospitals provided the services we studied.
The proportion of beds in hospitals with these services varied from 57.3 percent
for SPECT to two-thirds for MRI. We find no consistent pattern of association
between the availability of other high-technology services and uninsured rates in
the regression analysis.

Community Services

The frequency with which the community services we studied were provided
by hospitals varied widely. Community outreach was the most common, present
in 60 percent of the hospitals in our sample and in hospitals with 75 percent of
beds, on average. Transportation services were provided by one-quarter of the
hospitals in our sample and Meals on Wheels by 12 percent.

In the MSA-level regressions, a smaller proportion of hospitals are likely to
provide community outreach services in MSAs with high uninsured rates. This 1s
true whether availability is measured in terms of the proportion of hospitals or the
proportion of beds. The results in the hospital level regressions are consistent with
this finding but not statistically significant.

There is some evidence that hospitals in communities with high uninsured
rates are less likely to offer Meals on Wheels, but no evidence of lower levels of
transportation services.
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Hospital Margins

The average hospital margin in our MSAs was 3.4 percent. There is wide
variation among aggregate MSA margins. We observe no statistically significant
association in either the MSA or hospital-level regressions of margin on uninsured
rates.

DISCUSSION

In our analysis, we find inconsistent results between the MSA and hospital-
level models. Within MSAs, the impact of uninsured patients on hospital decisions
to offer services may diftfer across institutions in ways that our hospital-level
models do not currently capture. We place more weight on the MSA-level
models. The hospital-level models indicate how average individual hospitals may
respond to increased demand for hospital care from the uninsured as measured by
the MSA-wide uninsured rate. However, it is unlikely that the overall market
response is merely the weighted average of individual hospital responses in the
market. This would assume that hospitals neither behave strategically nor respond
to the actions of their competitors. For example, a safety-net hospital may elimi-
nate a high-tech service because they cannot support it with its payer mix. How-
ever, this may pave the way for a competing hospital to offer the service. The
competing hospital, because of its location, amenities, and reputation in the mar-
ket, may be able to attract more privately insured patients, thus making the service
financially solvent. The competing hospital may have higher aggregate volume
that can improve quality and lower per-patient costs associated with the service,
and this might be a positive aspect of consolidation. Alternatively, the shift of the
service away from hospitals that serve the uninsured might reduce its availability to
the uninsured and insured populations who use that hospital, a negative conse-
quence of the shift. None of this is observable in the hospital-level models. The
MSA-level models allow us to observe the overall association of uninsurance and
the availability of hospital services, net of the strategic behavior by individual
hospitals.

There are also inconsistencies between the unweighted and weighted MSA-
level models of service availability. The unweighted models examine the propor-
tion of hospitals offering the service; the weighted model, the proportion of beds in
hospitals with the service. This gives greater weight to larger hospitals. Implicitly
this presumes that a service offered by a large hospital will more likely be larger
and have a greater impact on the geographic market than the same service offered
at a smaller facility.

A possible explanation for the weak association we observe between margins
and the uninsured rate is the presence of other revenue sources that support
hospital care of the uninsured in some MSAs. For example, hospitals in Maryland,
Massachusetts, New Jersey, and New York received some state and local subsidy
from charity care or indigent care pools. These funds offset financial losses due to

Copyright © National Academy of Sciences. All rights reserved.


http://www.nap.edu/catalog/10602.html

APPENDIX D 219

care for the uninsured and improve hospital margins. Their presence may cloud
the statistical association between uninsured rates and hospital margins. State and
local governments are more likely to establish these revenue sources in communi-
ties with high uninsured rates. We may not have adequately controlled for the
existence of these alternate revenue sources in our analyses.

The lack of an association between margins and the uninsured rate for urban
hospitals differs from our finding for rural hospitals. There, we find a consistent
association of lower margins with higher uninsured admissions. We believe these
contrasting findings reflect a difference in strategies between urban hospital ad-
ministrators and rural hospital administrators when faced with financial pressure
due to the uninsured rate. Urban hospital administrators are more likely to reduce
or eliminate services in order to maintain the overall financial health of the
institution. Compared to their rural counterparts, urban hospital administrators are
more likely to employ this strategy because there may be other alternatives for the
service in their metropolitan area. Although overall capacity for the service is
reduced, the community does not lose the service completely. Conversely, in rural
areas, the hospital may be the sole provider of that service in the geographic area.
This reality may encourage rural hospital administrators to maintain services when
faced with low (or even negative) margins.

With the exception of trauma care, we did not find a strong association
between the uninsured rate and the availability of high-tech services. A possible
explanation is that uninsured persons do not have good access to elective hospital
services. For some of these high-tech services, particularly when provided on an
outpatient basis, patients need a physician referral. For the most part, uninsured
patients will only get referred to these services if they are admitted to the hospital
through the emergency room and the hospital-assigned physician orders the ser-
vices. Consequently, hospitals are better able to control their patient mix by
source of payment for their high-tech services. This ensures that these services will
not incur losses due to high demand from uninsured patients. Of the high-tech
services in our study, only trauma units and to some extent burn units do not
present this access problem for the uninsured. Because trauma care patients are
emergent and their admission is not discretionary or readily controlled by hospital
policies, trauma units can incur losses due to large volumes of uninsured patients.
Hospital administrators must take this into account in deciding whether to offer
trauma care. Hence, the availability of trauma care is sensitive to the uninsured
rate.

Notwithstanding these inconsistencies and limitations in the analysis, in this
analysis, we find robust associations between MSA uninsured rates and availability
of psychiatric and alcohol and substance abuse services. We find this association in
our MSA- and hospital-level analyses of beds and services. We find some evidence
of an association of uninsured rates and the provision of trauma services and
community outreach services by hospitals and weaker evidence of an impact on
burn services and Meals on Wheels. The common feature of these services (with
the exception of Meals on Wheels services) is that they have the potential to bring
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into the hospital uninsured patients whose care may be expensive. The presence of
higher numbers of uninsured persons in a market may discourage hospitals from
offering services for fear that they will not be reimbursed for a significant portion
of the care they provide.

ADDENDUM

85 LARGEST U.S. METROPOLITAN STATISTICAL

AREAS
Akron, OH Greenville, SC Orlando, FL
Albany, NY Harrisburg, PA Philadelphia, PA-NJ
Albuquerque, NM Hartford, CT Phoenix-Mesa, AZ
Allentown, PA Honolulu, HI Pittsburgh, PA
Ann Arbor, MI Houston, TX Portland, OR-WA
Atlanta, GA Indianapolis, IN Providence, RI-MA
Austin-San Marcos, TX Jacksonville, FL Raleigh, NC
Bakersfield, CA Jersey City, NJ Richmond, VA
Baltimore, MD Kansas City, MO-KS Riverside-San Bernardino, CA
Bergen-Passaic, NJ Knoxville, TN Rochester, NY
Birmingham, AL La Vegas, NV-AZ Sacramento, CA
Boston, MA-NH Los Angeles, CA Salt Lake City, UT
Buffalo-Niagara, NY Louisville, KY-IN San Antonio, TX
Charlotte, NC-SC Memphis, TN-AR-MS San Diego, CA
Chicago, IL Miami, FL San Francisco, CA
Cincinnati, OH-KY-IN Middlesex, NJ San Jose, CA
Cleveland, OH Milwaukee, W1 Seattle, WA
Columbus, GA-AL Minneapolis, MN-WI  St. Louis, MO-IL
Columbus, OH Monmouth, NJ Syracuse, NY
Dallas, TX Nashville, TN Tacoma, WA
Dayton, OH Nassau-Suffolk, NY Tampa, FL
Denver, CO New Orleans, LA Tucson, AZ
Detroit, MI New York, NY Tulsa, AZ
El Paso, TX Newark, NJ Ventura, CA
Fort Lauderdale, FL Norfolk, VA-NC Washington, DC-MD-VA-WV
Fort Worth, TX Oakland, CA West Palm Beach, FL
Fresno, CA Oklahoma City, OK Youngstown, OH
Grand Rapids, MI Omaha, NE-TIA
Greensboro, NC Orange County, CA
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The Impact of Uninsured
Discharges on the Availability
of Hospital Services and
Hospital Margins in Rural Areas

Jack Needleman and Darrell J. Gaskin

ABSTRACT

Objective: To identify the effects of the percentage of uninsured persons in
a rural community on the availability of hospital services for the entire
community.

Data and Study Design: Our analysis focuses on rural counties in seven
states: CA, MA, NJ, NY, PA, WA, and WI. We use data on state hospital
discharges for 1991, 1994, and 1996 to calculate the proportion of dis-
charges of county residents that were either self-pay or charity care. Data
from the Medicare Cost Reports and American Hospital Association’s
(AHA) Survey of Hospitals were used to estimate the impact of the unin-
sured rate on hospital margins and four measures of hospital service avail-
ability, i.e., capacity, services to vulnerable populations, community ser-
vices, and high-tech services. We estimate county-level models.

Findings: We find some evidence that in counties with higher proportions
of uninsured patients who are not concentrated in a subset of hospitals,
hospitals are less likely to offer psychiatric inpatient services. We also find
some evidence that there are fewer intensive care unit (ICU) and psychiatric
beds. There is a consistent association of higher uninsured admissions and a
lower likelihood of hospitals offering high-technology services, although
the association is statistically significant only for transplant, magnetic reso-
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nance imaging (MRI), radiation therapy, and lithotripsy (ESWL) services.
There is strong evidence that hospital margins are lower in counties with
higher proportions of uninsured discharges.

Conclusion: Admissions of uninsured patients in rural counties are associ-
ated with lower hospital financial status and less availability of psychiatric
and high-technology services.

INTRODUCTION

Prior research has shown that the lack of health insurance coverage is a barrier
to care for the uninsured and can lead to negative health outcomes. The uninsured
receive about two-thirds of the care obtained by comparable insured population
(Long and Marquis, 1994; Marquis and Long, 1994-1995). However, little is
known about how the presence of uninsured persons affects the health care
delivery system in their communities. According to the AHA, hospitals provided
over $18 billion in uncompensated care in 1997. Most of this care was provided as
charity to low-income persons who lacked health insurance coverage (Weissman
et al., 1999). Providing hospital care to patients who are inadequately insured can
be a financial burden to hospitals. This financial stress could affect hospitals’ ability
to deliver services to the broader community. Needleman (2000) identifies three
ways this financial stress could affect hospitals care for the entire community: (1)
cutbacks in services, (2) reductions in quality, and (3) closures of facilities. In
particular, he argues that hospitals that are faced with a high demand for charity
care may respond by reducing staff, cutting back hours, increasing waiting times
and eliminating services. Potentially these types of changes can aftect the hospitals’
ability to provide high-quality services. Theoretically, it follows that if the finan-
cial stress due to high demand for charity care is great enough, hospitals would
eventually have to close due to a lack of resources.

In the 1980s, approximately 700 hospitals closed. While there have been
numerous studies on the determinants of hospital closures, none have examined
the role of hospital’s payer mix or community uninsurance. However, researchers
have found a relationship between hospital closures and three community charac-
teristics that are correlated with high uninsured rates: the percentage of residents
who are low-income or minority and high unemployment rates.

In a similar study that focuses on hospitals in the 85 largest metropolitan
statistical areas (MSAs) during the 1990s, we present evidence that high uninsured
rates were associated with reductions in hospital services. The uninsured rate was
negatively related to beds per capita in the MSA and the average hospital size. In
addition, the availability of services for vulnerable populations and community
services and the propensity for hospitals to offer these services was negatively
associated with the uninsured rate.

In this study, we examine the effect of uninsurance on rural hospitals. In
1999, 18.9 percent of residents of rural areas lacked health insurance coverage
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(NCHS, 2001). How does their presence affect the availability of hospital services
in rural areas? Similar to urban hospitals, we expect the overall effect to be
negative. However, there should be some differences. When faced with financial
pressure, rural hospital administrators may try to offer a full range of services to
meet the broad needs of their communities because residents have few alterna-
tives. In contrast, urban hospital administrators may be more likely to maintain
niche “specialty” services in the face of financial pressure because there are more
alternatives in their communities for basic or routine hospital services.

Detailed data on the number of uninsured persons or the uninsured rate at the
county or hospital market level are not available. (See Appendix B of this report
for further discussion of data and measurement issues for local uninsured rates.) As
a surrogate for the uninsured rate, we use the proportion of hospital discharges
from a county that is uninsured (Rask, 1994; Turner and Campbell, 1999). We
examine whether there is an association between the proportion of uninsured
hospital discharges among a rural county’s residents and lesser availability of hospi-
tal services in the county. Our specific research questions are

* Are there fewer hospital beds per capita in rural counties with high pro-
portions of uninsured discharges?

* Does the availability of hospital services for the entire county decline as the
proportion of uninsured discharges in the county increases?

* Does the proportion of uninsured discharges negatively affect the financial
status of hospitals?

* Does the impact of the proportion of uninsured discharges on the hospital
delivery system decline as hospital care for the uninsured become more concen-
trated in a few hospitals?

CONCEPTUAL FRAMEWORK

As stated above, we hypothesize that the uninsured rate is negatively related
to the demand for hospital services. Several studies have shown that market forces
that have depressed demand for hospital services have had an impact on the size of
the hospital delivery system. For example, Medicare’s transition from a cost-based
reimbursement system to prospective payment and the subsequent reduction in
the growth of Medicare hospital payment rates resulted in lower hospital utiliza-
tion, a reduction in the intensity of hospital services, and encouraged a reduction
in hospital size (Coulam and Gaumer, 1991; Hodgkin and McGuire, 1994). The
introduction of managed care also reduced demand for hospital services. Several
studies have demonstrated that increased HMO penetration is associated with
reduction in hospital utilization, hospital beds, slower hospital cost inflation, and
slower revenue growth (Miller and Luft, 1994; Chernew, 1995; Robinson, 1996;
Gaskin and Hadley, 1997). Dranove and colleagues (1986) modeled the impact of
managed care penetration on hospitals, and they concluded that downward pres-
sure on hospital prices would result in a reduction in hospital capacity.
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For simplicity, assume that hospitals serve two types of patients, insured and
uninsured, and that every hospital in the market serves each type of patient
proportionate to their presence in the hospital market area. Payment rates for
treating insured patients are typically greater than average cost. Reimbursement
rates for treating uninsured patients are typically less than average cost. If, at the
volumes at which the rural hospital operates, the cost structure exhibits increasing
returns to scale (e.g., total cost increases with the volume of services at a decreasing
rate), cost-minimizing hospitals will operate at volume levels where marginal cost
is less than average cost (Folland et al., 2001). In choosing the volume of services
they provide, hospitals will equate marginal costs with marginal revenues where
average revenues exceed average costs depending upon their market structure
(Tirole, 1988). Hospitals that are monopolies or part of oligopolies will set mar-
ginal costs equal to marginal revenues. Hospitals that are in monopolistic competi-
tive markets will compete until their average costs equal average revenues
(Chamberlin, 1962). In such a market, as the uninsured rate increases, average and
marginal revenues at each hospital decline. In response, each hospital will reduce
its supply of services. This implies that overall market supply will decline as the
overall demand curve shifts downward. Also, because there are more uninsured
patients, the need for hospital services at discounted rates (or for free) will increase.
As shown in Figure D.1, this results in a downward rotation of the demand curve
for hospital services.

In some markets, there are safety-net hospitals that provide a disproportionate
share of the care to the uninsured while other hospitals provide less than their
proportionate share of the market for uninsured patients. In such a market, an
increase in the uninsured rate would have a larger effect on safety-net hospitals
than on other hospitals, if the safety-net hospitals absorbed the increase in the
demand for care for uninsured patients. However if, as the uninsured rate in-
creases, non-safety net hospitals in the co mmunity become proportionately more
involved in the care for the uninsured, then these hospitals will be more affected
by the change in demand.

Another assumption implicit in our model is that the uninsured and insured
patients use the hospital for the same mix of services. However, suppose there is a
set of hospital services that the uninsured are more likely to use than insured
patients. Profits for these services will tend to be lower than profits associated with
other hospital services because of their payer mix. Therefore, we expect that
hospitals will cut back on services that the uninsured are more likely to use as the
uninsured rate increases. In rural areas, this will often have a negative spillover
effect on insured patients in county. Because rural communities have few alterna-
tive providers, insured patients may have to travel long distances to obtain services
dropped by their local hospital.
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Payment Rate or
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FIGURE D.1 The impact of uninsurance rate on the demand and supply of hospital

services.

DATA

Data for this study come from four sources:

* state hospital discharge data from seven states

the AHA Annual Survey of Hospitals

* the Medicare Cost Reports and

* the Area Resource File compiled by the Bureau of Health Professions

We used hospital discharge data from California, Massachusetts, New Jersey,
New York, Pennsylvania, Washington, and Wisconsin for 1991, 1994, and 1996.
These states were chosen because they distinguished whether patients” expected
source of payment was self pay or charity care.

Our analysis focuses on the availability of hospital services in 168 rural coun-
ties in our seven states: 23 counties in California, 25 in Florida, 2 in Massachusetts,
21 in New York, 29 in Pennsylvania and 23 in Washington and 45 in Wisconsin.
We defined rural counties as those that were not located within an MSA. Of the
168 counties, 56 percent have only one hospital and 69 percent were located
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TABLE D.4 Comparison of Counties Included in Analysis to All U.S. Rural

Counties

Sample U.S.
Number 168 2,369
Average County Population, 1997 46,229 22,250
Population Density (people per square mile) 55.9 441
Per Capita Income, 1998 $20,748 $18,917
Poverty Rate (percent), 1997 13.5 16.0
Percent Adjacent to Metropolitan Area 69.6 43.4

adjacent to an MSA. As shown in Table D.4, compared to U.S. rural counties as
a whole, the counties included in this analysis have larger populations, are more
densely populated, have somewhat higher per capita income, and are more likely
to be adjacent to metropolitan areas.

We identified patients from rural counties using their county of residence
information in the discharge database. For each rural county, we calculated the
proportion of discharges originating in that county where the expected sources of
payment were self-pay or charity, Medicaid, Medicare, or HMO. For ease of
exposition, we refer to these proportions as the county’s percent of uninsured
discharges, Medicaid discharges, Medicare discharges, and HMO discharges, re-
spectively. We used these measures as proxies for the rate of insurance coverage
for hospital care in the county. The percentage of uninsured discharges indicates
the amount of inpatient services provided to uninsured persons relative to the
entire inpatient market. This is a reasonable proxy for uninsured persons’ share of
the demand for hospital services.

To measure the availability of hospital services, we used data from the AHA
Survey of Hospitals for the years 1991, 1994, and 1996. We used four measures of
hospital service availability: hospital capacity, services to vulnerable populations,
community services, and high-tech services. To measure capacity we used the
number of hospital beds, medical-surgical beds, psychiatric beds, ICU beds, and
beds devoted to patients diagnosed with alcoholism, drug abuse, or chemical
dependency. Five services for vulnerable populations were examined: psychiatric
outpatient services, psychiatric emergency room services, psychiatric inpatient
services, outpatient and rehabilitation services for persons diagnosed with alcohol-
ism, drug abuse, or chemical dependency, and services for patients diagnosed with
HIV-AIDS. Eight high-tech services were examined. Three require investments
in beds, in addition to equipment and personnel: trauma center, neonatal intensive
care unit (NICU), and transplant services. Five involve investments in equipment
and personnel: magnetic resonance imaging (MRI), radiation therapy, angioplasty,
single photo emission computerized tomography (SPECT), and extracorporeal
shock-wave lithotripsy (ESWL). Three community services were examined: com-
munity outreach centers, transportation services, and Meals on Wheels. We have
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data on these services for 1994 and 1996 only because the AHA did not collect this
information in 1991. For each of the 16 services, we create a variable that indicates
whether the hospital or one of its subsidiaries provided the service. If the hospital
indicated that it provided the service locally through a partner in its health system,
network, or a joint venture, we did not designate this hospital as a provider of the
service. This eliminated some double counting. To measure hospital financial
status, we used hospital margins calculated from the Medicare Cost Reports.

In our analyses, we are specifically interested in how the relative concentra-
tion of uninsured discharges aftects the availability of hospital services. To measure
the relative concentration of uninsured discharges we calculated two Herfindahl
indexes, which equal the sum of the squares of the market shares. The first
measures the concentration of all hospital discharges in the county and the second
measures the concentration of uninsured discharges in the county. We then divided
the Herfindahl index for uninsured discharges by the Herfindahl index for all
discharges. In counties where this ratio equals one, the uninsured discharges are no
more concentrated within a subset of hospitals than are all discharges. In counties
where this ratio exceeds one, the uninsured discharges are more concentrated than
all discharges. This is an indication that one or a few hospitals in area have assumed
a disproportionate role in providing these counties’ safety-net services. We in-
clude in our regression the main effect of percent uninsured, main effect of the
concentration ratio, and the interaction of the concentration ratio with percent
uninsured. Our hypothesis is that the county-level effect of the uninsured percent-
age will be smaller where the uninsured are concentrated.

We examine the interaction of this ratio with the county’s percentage unin-
sured discharges to determine whether relative concentration dampens the effect
of uninsured discharges on the availability of hospital services. To facilitate the
interpretation of the coefficients on the percentage of uninsured discharges, the
main effect of the relative concentration ratio, and the interaction term, we
centered the relative concentration ratio on its mean. We examine the overall
effect of percent of uninsured discharges in counties with low and high concentra-
tion of uninsured discharges by summing the coefficient on the percent uninsured
discharges with the product of the coefficient on the interaction term and relative
concentration ratio evaluated at the three distinct points. Specifically, we inter-
preted the effects of uninsured discharges at the 25" percentile (counties where
the uninsured discharges are dispersed relative to all discharges), at the mean
(which is equivalent to the main effect of the percent uninsured measure), and the
75" percentile (counties where the uninsured are concentrated relative to all
discharges).

In addition, we controlled for three other health care market factors. To
control for the level of hospital competition, we used the Herfindahl index for all
discharges. We use the HCFA wage index as a measure of cost and population
density as a measure of overall demand adjusted for geographic convenience
(Porell and Adams, 1995).
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METHODS

To address our research questions, we analyzed three sets of variables: hospital
beds, hospital services, and hospital margins.

Beds

We regressed beds per capita in each county in the following categories: total
beds, medical-surgical beds, beds in ICUs, psychiatric inpatient beds, and beds for
treatment of alcohol and chemical dependency, on the percent of uninsured
discharges in the county, relative concentration of uninsured, other county char-
acteristics (1.e., percent Medicaid discharges, percent Medicare discharges, percent
HMO discharges, level of hospital competition, hospital wage index, and popula-
tion density), and year categorical variables to control for fixed time effects. We
estimated these models using generalized least squares with robust standard errors,
controlling for clustering at the county level. We gave greater weight to larger
counties by using the average county population as a weight in the regression
analysis.

Services

We regressed the proportion of hospitals offering specific services on the
percent of uninsured discharges in the county, relative concentration of unin-
sured, and the other county- level variables described above. Because this formu-
lation of the dependent variable does not distinguish the size of the service, we
estimated a second set of models using a weighted proportion of hospitals offering
specific services. To give larger hospitals offering the specific services more impor-
tance, we recalculated this dependent variable using hospital beds as weights. In
both regressions, we estimated these models with robust standard errors, and
controlled for clustering at the county level. Results from both models are compa-
rable, and we report results only from the weighted regression.

Margin

To determine whether the percentage of uninsured discharges negatively
aftects the financial status of hospitals, we estimated a model with aggregate margin
as the dependent variable. The aggregate margin is a measure used by MedPAC to
characterize the financial health of a category of hospitals. It equals total hospital
revenues in the county minus total hospital expenses in the county divided by total
revenues. The independent variables were the percent of uninsured discharges in
the county, the percents Medicaid and Medicare discharges, the percents of public
and for-profit hospitals in the county, hospital wage index, population density,
and year categorical variables to control for fixed time effects.
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RESULTS

Means and standard deviations for the percent of discharges for uninsured
patients, beds per 100,000 population, the proportion of hospitals offering each
service, (unweighted) percentage of beds in hospitals with each service (weighted),
and county-level hospital margins for the rural counties in this analysis are pre-
sented in Table D.5. The regression coefficients on the proportion of discharges
for the uninsured and the interaction of the percentage of uninsured and unin-
sured concentration ratios for the regressions on beds, services, and margins are
presented in Table D.6. Table D.6 also includes the coefficient on percent unin-
sured at the 25 and 75% percentile of the relative concentration index and the
statistical significance of these coefficients.

Proportion of Uninsured

The proportion of discharges for patients without insurance in the rural
counties studied averaged 4.4 percent. This is substantially lower than the percent
of uninsured in rural counties, and reflects the fact that the uninsured are younger
than the average person in the population and therefore less likely to be hospital-
ized. (Persons over age 65, virtually all of whom have coverage through Medicare,
are disproportionately represented among hospital discharges.) The variation in
the proportion of discharges from the uninsured is very large. The standard devia-
tion for the proportion of uninsured is 4.4, as large as the mean, with a range from
0 to 8.8 percent.

Beds

In the 168 counties in this study, there are an average of 423.3 hospital beds
per 100,000 population, with wide variation across the counties (standard devia-
tion = 392.3). The average number of beds per capita and variation in beds is
larger among these rural counties than was observed in metropolitan areas (Gaskin
and Needleman, 2003). Forty-four percent are medical or surgical beds. ICU beds
represent only 4 percent of the beds. There are fewer psychiatric and alcohol and
chemical dependence beds (10.0 and 4.2 beds per 100,000, respectively) with
wide variation across the counties.

There is some evidence that beds per capita are influenced by the percent
uninsured in the county. The coefficients on the percent uninsured are consis-
tently negative, although statistically significant only for ICU beds. There is a
statistically significant association of ICU beds with percent uninsured at all three
levels of uninsured concentration tested. In addition, for psychiatric beds there is
a statistically significant association of percent uninsured and bed supply at low
levels of concentration of the uninsured (see Table D.6).
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TABLE D.5 Means and Standard Deviations for Percent Uninsured Discharges
and Dependent Variables

Unweighted Weighted
Variable N Mean SD N Mean SD
Percent Uninsured Discharges 426 4.4 4.4

Beds per 100,000 Population

Total 422 423.3 392.3
Medical-Surgical 396 186.8 146.5
ICU 396 17.8 22.1
Psychiatric 396 10.0 19.1
Alcohol and chemical 396 4.2 16.0
dependence
% % % %
Services for Vulnerable
Populations
Psychiatric inpatient 396 21.7 37.2 396 23.7 39.0
Psychiatric emergency 396 35.1 43.7 396 37.4 44.9
Psychiatric outpatient 396 15.7 33.5 396 16.5 34.5
Alcohol and chemical 396 17.3 33.1 396 17.7 34.1
dependence
AIDS 400 39.6 44.1 396 42.4 45.9

High-Technology Services

Trauma 396 16.1 33.4 396 16.6 34.1
NICU 426 2.7 12.9 422 3.7 16.7
Transplant 400 6.0 21.8 396 6.4 22.8
MRI 396 20.1 36.0 396 21.3 37.4
Radiation therapy 400 13.4 29.9 396 15.5 32.6
Angioplasty 396 3.6 16.0 39 45 18.5
SPECT 396 20.6 36.6 396 21.6 37.8
ESWL 396 6.6 21.9 396 7.4 23.8

Community Services

Community outreach 258 51.8 44.4 258 52.5 451
Transportation 258 9.9 25.0 258 10.5 271
Meals on Wheels 258 18.9 35.2 258 18.5 35.8
Margin 414 1.8 5.9 410 2.0 5.8

Services for Vulnerable Populations

With respect to services for vulnerable populations, AIDS services are the
most common, with nearly 40 percent of hospitals (with 42.4 percent of the beds)
offering these services. Psychiatric emergency services are available in approxi-
mately 35 percent of hospitals (with 37 percent of beds), while psychiatric inpa-
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tient, outpatient, and alcohol and chemical dependence treatment are available in
approximately one-in-five to one-in-six hospitals.

For all services for vulnerable populations except AIDS services, the coeffi-
cient on percent uninsured, although not statistically significant, is negative. For
both psychiatric inpatient and psychiatric emergency services there is a statistically
significant association of the interaction of the uninsured concentration and per-
cent uninsured on the proportion of hospitals offering this service. At the lower
level of concentration, there is a statistically significant association of percent
uninsured with availability of inpatient psychiatric services.

High-Technology Services

Bed-based high-technology services (trauma, NICU, and transplant) are much
less commonly available than services for vulnerable populations, with the propor-
tion of hospitals offering such services varying from 16.1 percent for trauma to 2.7
percent for NICU.

Among these three services, transplant services are less likely to be available in
communities with lower concentrations of uninsured and higher uninsured rates.
For trauma and NICU services, while the coefficients on percent uninsured are
negative, they are not statistically significant.

High-technology services that do not have dedicated beds associated with
them vary in their availability in these rural counties. The two imaging services
studied—MRI and SPECT—are available in approximately 20 percent of hospi-
tals. Radiation therapy is available in one out of seven hospitals. Lithotripsy and
angioplasty are available in relatively few hospitals (6.6 and 3.6 percent of hospi-
tals, respectively). With the exception of SPECT, there is a negative association
between these services and the percent uninsured in the county. The association
with percent uninsured is statistically significant for MRI and lithotripsy services
across the range of uninsured concentrations and statistically significant for radia-
tion therapy when the concentration of the uninsured is low.

Community Services

Community outreach services were available from approximately half the
hospitals in our sample. By contrast, Meals on Wheels services were only available
from 19 percent and transportation services from only 10 percent. Provision of
Meals on Wheels services was negatively associated with percent uninsured in
counties where the concentration of uninsured were low.

Hospital Margins

The average county hospital margin in our sample is 1.8 percent, with a
standard deviation of 5.9 percentage points, reflecting the substantial variation
across counties in margins. We observe statistically significant associations between
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TABLE D.6 Regression Coefficients of Beds, Services, and Margin on Percent
Uninsured and Interaction of Percent Uninsured With Uninsured Concentration,
County-Level Regressions (Weighted)

Percent
Variable N Uninsured SE
Beds per Capita
Total 411 -2.31 (3.08)
Medical-Surgical 411 -1.80 (1.18)
ICU 386 —0.454 (0.22)
Psychiatric 386 -0.37 (0.21)
Alcohol and chemical dependence 386 -0.17 (0.12)
Services for Vulnerable Populations
Psychiatric inpatient 386 -0.91 (0.59)
Psychiatric emergency 386 -0.77 (0.63)
Psychiatric outpatient 386 -0.67 (0.406)
Alcohol and chemical dependence 386 -0.16 (0.54)
AIDS 389 0.71 (0.90)
High-Technology Services
Trauma 386 -0.85 (0.57)
NICU 411 —0.35 (0.30)
Transplant 386 —0.49 (0.28)
MRI 386 ~1.67¢ (0.51)
Radiation therapy 389 —-0.90 (0.51)
Angioplasty 386 -0.43 (0.27)
SPECT 386 0.61 (0.84)
ESWL 386 -0.91¢ (10.36)
Community Services
Community outreach 255 —0.48 (0.70)
Transportation 255 0.22 (0.56)
Meals on Wheels 255 —0.58 (0.51)
Margin 402 —0.17° (0.06)
a p<0.05
b p<0.01
¢ p<0.001
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Percent 25th 75th
Uninsured X Percentile Percentile
Uninsured of Uninsured of Uninsured
Concentration SE Concentration Concentration
0.56 (1.07) -2.75 -2.15
1.10 (0.50)7 —2.66 —1.48
0.11 (0.07) —0.544 —0.424
0.34 (0.07)¢ —0.644 -0.28
0.10 (0.05) -0.25 -0.14
0.60 (0.18)¢ —1.384 -0.73
0.64 (0.22)b -1.28 -0.59
0.03 (0.14) -0.69 -0.66
0.00 (0.20) -0.16 -0.16
0.04 (0.30) 0.68 0.73
0.18 0.19 -1.00 —0.80
0.15 (0.12) —0.46 -0.30
0.60 (0.08)¢ —0.96" -0.32
0.41 (0.17)4 —1.99¢ —1.56"
0.66 (0.18)¢ —1.419 -0.71
-0.10 (0.11) -0.35 —0.46
~0.11 (0.30) 0.69 0.57
0.18 (0.12) —1.044 —0.864
1.13 0.85 -1.37 -0.16
-0.19 (0.37) 0.37 0.16
0.88 (0.67) ~1.274 ~0.33
0.07 (0.02)b —0.22b —0.154

NOTES: Regressions of beds and services include percent county Medicaid, percent county Medi-
care, percent county HMO, Herfindahl index, ratio of uninsured Herfindahl index to total Herfindahl
index, population density, CMS wage index, and dummies for years 1994 and 1996. Regressions of
margin include percent county Medicaid, percent county Medicare, percent county HMO, percent
hospitals in county for-profit, percent hospitals in county public, Herfindahl index, ratio of uninsured
Herfindahl index to total Herfindahl index (the uninsured concentration), county population density,
and dummies for years 1994, 1996, and 1999.
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higher proportions of uninsured admissions and lower margins across the range of
uninsured concentrations.

DISCUSSION

In this analysis of hospitals in rural counties, we find some evidence that in
counties with higher proportions of uninsured patients and low concentration of
these patients across hospitals, hospitals are less likely to offer psychiatric inpatient
services. We also find some evidence that there are fewer psychiatric and ICU
beds. There is a consistent association of higher uninsured admissions with a lower
likelihood of hospitals offering high-technology services, although the association
is statistically significant only for transplant, MRI, radiation therapy, and lithot-
ripsy services. There is strong evidence that hospital margins are lower in counties
with higher proportions of uninsured admissions.

The findings on beds and services for vulnerable populations generally parallel
those in our analysis of metropolitan areas, although in this analysis we find fewer
statistically significant associations with bed supply and services for vulnerable
populations. Specifically, in the metropolitan analysis, we find statistically signifi-
cant associations with psychiatric outpatient services, alcohol and chemical depen-
dence services, and beds that we do not observe here.

Likewise, the findings on high technology services are similar, with most
services in both samples displaying a negative association with uninsured admis-
sions. However, for only a few services are the associations statistically significant
and, with the exception of transplant services, the services for which the associa-
tions are statistically significant differ across the two samples.

One feature shared by several of the services for which we observe statistically
significant associations with uninsured admissions—inpatient psychiatric services
and transplant—is that they have the potential to bring into the hospital uninsured
patients whose care may be expensive. The presence of higher numbers of unin-
sured in a market may discourage hospitals from oftering services for fear that they
will not be reimbursed for a significant portion of the care they provide.

For some of these services, a statistically significant association is only ob-
served at low levels of concentration of the uninsured among the hospitals serving
the county. The fact that we observe higher average rates of offering beds or
services when care for the uninsured is more concentrated in counties may reflect
strategic interactions among hospitals. This illustrates the variability among rural
counties in their capacity to maintain hospital services and the impact of higher
uninsured rates on hospitals in these counties. One limitation of this study is that
it includes principally rural counties in the north and Pacific west. It should be
replicated in a broader cross-section of rural hospitals, especially those in the south
and southwest.

In sharp contrast to the findings in metropolitan areas, for rural counties and
hospitals we find a consistent association of lower margins to higher uninsured
admissions. This may reflect rural hospital administrators’ preference to maintain
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services when faced with low (or even negative) margins. This strategy, while
preserving a rural hospital’s ability to serve its community in the short-term, has
implications for hospital’s ability to provide, maintain, and improve services in the
future. Because of lower margins, rural hospitals in areas with high uninsured rates
may have difficulty maintaining and replacing their physical plant, investing in
new technologies, and expanding their scope of services to meet new community
health needs. The lower margins may account in part for the lower likelihood of
offering specific costly, high-technology services. Lower margins may also affect
quality or staffing in ways that are not observable in this analysis.
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Glossary

Ambulatory Care All types of health services that are provided on an outpatient
basis, in contrast to services provided in the home or to inpatients. Although many
inpatients may be ambulatory, the term usually implies that the patient must travel
to a location to receive services that do not require an overnight stay. Ambulatory
care settings may be either mobile (when the facility is capable of being moved to
different locations) or fixed (when the person seeking care must travel to a fixed
service site). ¥

Ancillary Services Supplemental services, including laboratory, radiology, physi-
cal therapy, and inhalation therapy, that are provided in conjunction with medical
or hospital care.”

Bad Debts Income lost to a provider (or institution) because of the failure of
patients to pay amounts owed. Bad debts may sometimes be recovered by increas-
ing charges to paying patients. Some cost-based reimbursement programs reim-
burse certain bad debts. The impact of the loss of revenue from bad debts may be
partially offset for proprietary institutions by the fact that tax is not payable on
income not received.”

Catchment Area A geographic area defined and served by a health program or
institution such as a hospital or community mental health center that is delineated

*Adapted from the Academy for Health Services Research and Health Policy glossary at http://
www.academyhealth.org/publications.glossary.pdf. Accessed February 4, 2002.
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on the basis of such factors as population distribution, natural geographic bound-
aries, and accessibility of transportation. By definition, all residents of the area
needing the services of the program are usually eligible for them, although eligibil-
ity may depend on additional criteria.”

Charge-to-Cost Ratio The markup on the underlying cost of a service.

Charity Care Generally, physician and hospital services provided to persons who
are unable to pay for the cost of services, especially those who are low income,
uninsured, and underinsured. A high proportion of the costs of charity care is
derived from services for children and pregnant women (e.g., neonatal intensive
care). *

Community Health Center (CHC) An ambulatory health care program (de-
fined under section 330 of the Public Health Service Act) usually serving a
catchment area that has scarce or nonexistent health services or a population with
special health needs; sometimes known as a neighborhood health center. Commu-
nity health centers attempt to coordinate federal, state, and local resources in a
single organization capable of delivering health and related social services to a
defined population. Although such a center may not provide all types of health
care directly, it usually takes responsibility to arrange all health care services
needed by its patient population. *

Contractual Allowance The difference between hospital charges and the amount
actually paid by a third-party payer.

Conversion, Hospital Conversion A transaction in which all or part of the
assets of a health care organization undergo a shift in ownership status (nonprofit,
public, or for-profit) through sale, lease, joint venture, or operating or manage-

*
ment agreements .

Cost-Based Reimbursement Payment made by a health plan or payer to health
care providers based on the actual costs incurred in the delivery of care and
services to plan beneficiaries. This method of paying providers is still used by some
plans; however, cost-based reimbursement is being replaced by prospective pay-
ment and other payment mechanisms. *

Cost-Shifting Recouping the cost of providing uncompensated care by increas-
ing revenues from some payer(s) to offset losses and lower net payments from

others.

Critical Access Hospital (CAH) A rural hospital designation established by the
Medicare Rural Hospital Flexibility Program enacted as part of the Balanced
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Budget Act of 1997. Rural hospitals meeting criteria established by their state may
apply for CAH status. Designated hospitals are reimbursed based on cost (rather
than prospective payment), must comply with federal and state regulations for
CAHs, and are exempt from certain hospital staffing requirements. *

Cross-Subsidization Payments made for services rendered to one individual or
group are used to cover shortfalls in individual payments for services rendered to
another individual or group.

Disproportionate Share Adjustment, Hospital (DSH) A payment adjust-
ment under Medicare’s prospective payment system or under Medicaid for hospi-
tals that serve a relatively large volume of low-income patients. *

Federally Qualified Health Center (FQHC) A health center in a medically
underserved area that is eligible to receive cost-based Medicare and Medicaid
reimbursement and to provide direct reimbursement to nurse practitioners, physi-
cian assistants, and certified nurse midwives. Federal legislation creating the FQHC
category was enacted in 1989.*

Graduate Medical Education (GME) Medical education after the receipt of
the ML.D. or equivalent degree, including the education received as an intern,
resident (which involves training in a specialty), or fellow, as well as continuing
medical education. The Centers for Medicare and Medicaid Services partially
finances GME through Medicare direct and indirect payments. *

Health Professions Shortage Area (HPSA) An area or group designated by
the U.S. Department of Health and Human Services as having an inadequate
supply of health care providers. HPSAs can include (1) an urban or rural geo-
graphic area, (2) a population group for which access barriers can be demonstrated
to prevent group members from using local providers, or (3) medium- and maxi-
mum-security correctional institutions and public or nonprofit private residential
facilities. *

High-Risk Pool A subsidized health insurance pool organized by some states as
an alternative for individuals who have been denied health insurance because of a
medical condition or whose premiums are rated significantly higher than the
average due to health status or claims experience. It is commonly operated through
an association composed of all health insurers in a state. The Health Insurance
Portability and Accountability Act of 1996 allows states to use high-risk pools as
an “acceptable alternative mechanism” that satisfies the statutory requirements for
ensuring access to health insurance coverage for certain individuals.

Hill-Burton Act Coined from the names of the principal sponsors of P.L. 79-725
(the Hospital Survey and Construction Act of 1946). This program provided
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tederal support for the construction and modernization of hospitals and other
health facilities. Hospitals that have received Hill-Burton funds incur an obligation
to provide a certain amount of charity care. *

Indigent Care Health services provided to the poor or those unable to pay. Since

many indigent patients are not eligible for federal or state programs, the costs

which are covered by Medicaid are generally recorded separately from indigent
*

care costs.

. . . "
Margins, Operating Revenues from sales minus current costs of goods sold.

Medically Indigent Persons who cannot afford needed health care because of
insufficient income and/or lack of adequate health insurance. *

Medically Underserved Population A population group experiencing a short-
age of personal health services that may or may not reside in a Health Professions
Shortage Area or be defined by its place of residence. Thus, migrants, American
Indians, or the inmates of a prison or mental hospital may constitute such a
population. The term is defined and used to give priority for federal assistance
(e.g., the National Health Service Corps). *

National Health Service Corps A program administered by the U.S. Depart-
ment of Health and Human Services that places physicians and other providers in
health professions shortage areas by providing scholarship and loan repayment
incentives. Since 1970, Corps members have worked in community health cen-
ters, migrant centers, Indian health facilities, and other sites targeting underserved
populations. *

Overcrowding, Emergency Department A situation in which the demand for
service exceeds the ability to provide care within a reasonable time, causing
physicians and nurses to feel too rushed to provide quality care (Derlet and
Richards, 2000).

Primary Care The provision of integrated, accessible health care services by
clinicians who are accountable for addressing a large majority of personal health
care needs, developing a sustained partnership with patients, and practicing in the
context of family and community (Donaldson et al., 1996).

Prospective Payment, Prospective Payment System (PPS) Any method of
paying hospitals and other health programs in which amounts or rates of payment
are established in advance for a defined period (usually a year). Institutions are paid
these amounts regardless of the costs they actually incur. These systems of payment
are designed to introduce a degree of constraint on charge or cost increases by
setting limits on amounts paid during a future period. In some cases, such systems
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provide incentives for improved efficiency by sharing savings with institutions that
perform at lower than anticipated costs. Prospective payment contrasts with the
method of payment originally used under Medicare and Medicaid (as well as other
insurance programs) in which institutions were reimbursed for actual expenses
incurred. *

Quality of Care The degree to which health services for individuals and popu-
lations increase the likelihood of desired health outcomes and are consistent with
current professional knowledge (IOM, 1990, p. 21).

Rural Health Clinic (RHC) A public or private hospital, clinic, or physician
practice designated by the federal government as in compliance with the Rural
Health Clinics Act (P.L. 95-210). The practice must be located in a medically
underserved area or a health professions shortage area and use physician assistants
and/or nurse practitioners to deliver services. A rural health clinic must be licensed
by the state and provide preventive services. *

Rural Health Clinics Act Establishes a reimbursement mechanism to support
the provision of primary care services in rural areas. P.L. 95-210 was enacted in
1977 and authorizes the expanded use of physician assistants, nurse practitioners,
and certified nurse practitioners; extends Medicare and Medicaid reimbursement
to designated clinics; and raises Medicaid reimbursement levels to those set by
Medicare. *

Social Capital A research construct with either or both cognitive and social
structural elements that refers to the stocks of resources available through social
relationships, as measured by indicators such as civic engagement, norms of reci-
procity, and interpersonal trust (Macinko and Starfield, 2001).

Social Cohesion The degree of perceived or operationalized social connected-
ness or integration among a group of people, sometimes measured as social capital
(see Kawachi and Kennedy, 1997a).

Sole Community Hospital (SCH) A hospital (1) that is more than 50 miles
from any similar hospital; (2) 25 to 50 miles from a similar hospital and isolated
from it at least one month a year (e.g., by snow), or the exclusive provider of
services to at least 75 percent of its service area populations; (3) 15 to 25 miles
from any similar hospital and isolated from it at least one month a year; or (4)
designated as an SCH under previous rules. The Medicare diagnosis related group
(DRG) program makes special optional payment provisions for SCHs, most of
which are rural, including providing that their rates are set permanently so that 75
percent of their payment is hospital specific and only 25 percent is based on
regional DRG rates. *

Specialist A physician, dentist, or other health professional who is specially
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trained in a certain branch of medicine or dentistry related to specific services or
procedures (e.g., surgery, radiology, pathology); certain age categories of patients
(e.g., geriatrics); certain body systems (e.g., dermatology, orthopedics, cardiol-
ogy); or certain types of diseases (e.g., allergy, periodontics). Specialists usually
have advanced education and training related to their specialties. *

Specialty Care Services provided by medical specialists who generally do not
have first contact with patients (e.g., cardiologists, urologists, dermatologists). In
the United States, there has been a trend toward self-referral by patients for these
services, rather than referral by primary care providers. *

Tertiary Care Services provided by highly specialized providers (e.g., neurolo-
gists, thoracic surgeons, intensive care units). Such services frequently require
highly sophisticated equipment and support facilities. The development of these
services has largely been a function of diagnostic and therapeutic advances attained
through basic and clinical biomedical research. *

Uncompensated Care Service provided by physicians and hospitals for which
no payment is received from the patient or from third-party payers. Some costs of
these services may be covered through cost shifting. Not all uncompensated care
results from charity care. It also includes bad debts from persons who are not
classified as charity cases but who are unable or unwilling to pay their bills. *
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Sandra R. Hernandez, M.D.* is chief executive officer (CEO) of The San
Francisco Foundation, a community foundation serving the five Bay Area coun-
ties. It is one of the largest community foundations in the country. Dr. Hernandez
is a primary care internist who previously held a number of positions within the
San Francisco Department of Public Health, including director of the AIDS
Oftice, director of community public health, county health officer, and finally
director of health for the City and County of San Francisco. She was appointed to
and served on President Clinton’s Advisory Commission on Consumer Protection
and Quality in the Healthcare Industry. Among the many honors and awards
bestowed on her, Dr. Hernandez was named by Modern Healthcare magazine as one
of the top ten health care leaders for the next century. Dr. Hernandez is a graduate
of Yale University, Tufts School of Medicine, and the JFK School of Government
at Harvard University. She is on the faculty of University of California at San
Francisco School of Medicine and maintains an active clinical practice at San
Francisco General Hospital in the AIDS Clinic.

Ichiro Kawachi, M.D., Ph.D. * is director of the Harvard Center for Society
and Health at the Harvard School of Public Health, where he also holds an
appointment as associate professor of health and social behavior. Dr. Kawachi’s
current research ranges from the psychosocial predictors of health and illness (job
stress, social networks and support, and psychological factors) to the investigation
of more distal societal influences on population health (income distribution, social
capital, and gender inequality). Dr. Kawachi is the recipient of a Robert Wood
Johnson Investigator Award in Health Policy Research for his work on income
distribution, social capital, and health. He recently coedited the first textbook on
social epidemiology as well as a reader on income inequality and health. Dr.
Kawachi is a member of the Research Advisory Committee of the Pan American
Health Organization—WHO, and also acted as a consultant to the World Bank on
social capital and health. For the past three years, he has served as a core member
of the MacArthur Foundation Network on Socioeconomic Status and Health. Dr.
Kawachi 1s also senior editor of the international journal Social Science & Medicine.

Ronda Kotelchuck, M.R.P.* is executive director of the Primary Care Devel-
opment Corporation (PCDC), a public—private partnership initiative to build
primary care centers in New York City’s underserved communities. Prior to
PCDC, she worked for the New York City Health and Hospitals Corporation
(HHC) where, as vice president for corporate planning and intergovernmental
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relations, she spearheaded HHC’s 1989 strategic plan, financial restructuring, and
Communicare program, a city initiative that expanded community-based primary
care. Ms. Kotelchuck previously worked for the New York City Financial Con-
trol Board and the Greater Boston Health Systems Agency. She speaks and has
written broadly on health care topics. She is a fellow of the New York Academy
of Medicine. Ms. Kotelchuck received her B.A. from Lewis and Clark College
and her M.R.P. from Cornell University.

Willard G. Manning, Ph.D. is professor in the Department of Health Studies,
Pritzker School of Medicine, and in the Harris School of Public Policy, at the
University of Chicago. His primary research focus has been the effects of health
insurance and alternative delivery systems on the use of health services and health
status. He is an expert in statistical issues in cost-effectiveness analysis and small
area variations. His recent work has included examination of mental health ser-
vices use and outcomes in a Medicaid population, and cost-effectiveness analysis of
screening and treating depression in primary care. Dr. Manning is a member of the
Institute of Medicine.

James J. Mongan, M.D. is president and CEO of Partners HealthCare, Inc. and
was previously president of Massachusetts General Hospital. Dr. Mongan served as
assistant surgeon general in the Department of Health and Human Services, as
former associate director for health and human resources, Domestic Policy Staff,
the White House; and as former deputy assistant secretary for health policy,
Department of Health, Education and Welfare. Dr. Mongan is chair of the Task
Force on the Future of Health Insurance for Working Americans, a nonpartisan
effort of the Commonwealth Fund to address the implications of the changing
U.S. workforce and economy for the availability and affordability of health insur-
ance, is a member of the Kaiser Family Foundation Board and the Kaiser Com-
mission on the Medicaid and the Uninsured.

Keith Mueller, Ph.D.* is director of the Nebraska Center for Rural Health
Research and a professor in the Department of Preventive and Societal Medicine
(section chief, Health Services Research and Rural Health Policy) at the Univer-
sity of Nebraska Medical Center. Dr. Mueller’s doctoral training is in political
science, with additional post-doctorate training in health services research. He was
the 1996-1997 President of the National Rural Health Association and is a mem-
ber of the Health Delivery Panel of the Rural Policy Research Institute. His
research interests include policy analysis, access to care among the uninsured, and
managed care.
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Christopher Queram, M.A.* has been CEO of the Employer Health Care
Alliance Cooperative (The Alliance) of Madison, Wisconsin, since 1993. The
Alliance is a purchasing cooperative owned by more than 175 member companies
that contracts with providers, manages and reports data, performs consumer edu-
cation, and designs employer and provider quality initiatives. Prior to his current
position, Mr. Queram served as vice president for programs at Meriter Hospital, a
475-bed hospital in Madison. Mr. Queram is a member of the Board of the
National Business Coalition on Health and served as board chair for the past two
years. He was a member of the President’s Advisory Commission on Consumer
Protection and Quality in the Health Care Industry. Mr. Queram served as a
member of the Planning Committee for the National Quality Forum and contin-
ues as convenor of the Purchaser Council of the Forum. He is a member of the
Wisconsin Board on Health Information and the Board of the Wisconsin Private
Employer Health Care Coverage program. He holds a master’s degree in health
services administration from the University of Wisconsin at Madison and is a
fellow in the American College of Healthcare Executives.

Shoshanna Sofaer, Ph.D. is the Robert P. Luciano Professor of Health Care
Policy at the School of Public Affairs, Baruch College, in New York City. She
completed her master’s and doctoral degrees in public health at the University of
California, Berkeley; taught for six years at the University of California, Los
Angeles School of Public Health; and served on the faculty of George Washington
University Medical Center, where she was professor, associate dean for Research
of the School of Public Health and Health Services, and director of the Center for
Health Outcomes Improvement Research. Dr. Sofaer’s research interests include
providing information to individual consumers on the performance of the health
care system; assessing the impact of information on both consumers and the
system; developing consumer-relevant performance measures; and improving the
responsiveness of the Medicare program to the needs of current and future cohorts
of older persons and persons with disabilities. In addition, Dr. Sofaer studies the
role of community coalitions in pursuing public health and health care system
reform objectives and has extensive experience in the evaluation of community
health improvement interventions. She has studied the determinants of health
insurance status among the near-elderly, including early retirees. Dr. Sofaer served
as co-chair of the Working Group on Coverage for Low Income and Non-
Working Families for the White House Task Force on Health Care Reform in
1993. Currently, she is co-chair of the Task Force on Medicare of the Century
Foundation in New York City, a member of the IOM Board of Health Care
Services, and a member of the Health Systems Study Section of the Agency for
Healthcare Research and Quality.
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Mary B. Tierney, M.D.* is senior primary care advisor at the American Insti-
tutes for Research in Washington, D.C. She also has hospital privileges at the
Children’s National Medical Center in Washington, D.C. Dr. Tierney previously
was an associate clinical professor of child health and development at the George
‘Washington University School of Medicine. Formerly, she was chair, Department
of Pediatrics at the Public Benefits Corporation of the District of Columbia. She
is a member of the American Academy of Pediatrics and is featured in Who’s Who
in American Women. Dr. Tierney’s research interests includes clinical child devel-
opment, special needs children, Medicaid and State Children’s Health Insurance
Program policy, quality assurance, and public health.

Stephen J. Trejo, Ph.D. is associate professor in the Department of Economics
at the University of Texas at Austin. His primary research focus has been in the
field of labor economics. He has examined the response of labor market partici-
pants to the incentives created by market opportunities, government policies, and
the institutional environment. Specific research topics include the economic ef-
fects of overtime pay regulation; immigrant labor market outcomes and welfare
recipiency; the impact of labor unions on compensation, employment, and work
schedules; the importance of sector-specific skills; and the relative economic status
of Mexican Americans.

Reed V. Tuckson, M.D.* is senior vice president of Consumer Health and
Medical Care Enhancement at United Health Group. Formerly, he was senior
vice president, Professional Standards, at the American Medical Association. Dr.
Tuckson was President of Charles R. Drew University, School of Medicine and
Science from 1991 to 1997. From 1986 to 1990, he was commissioner of public
health for the District of Columbia. Dr. Tuckson serves on a number of health
care, academic, and federal boards and committees and is a nationally known
lecturer on topics concerning community-based medicine, the moral responsibili-
ties of health professionals, and physician leadership. He currently serves on the
IOM Roundtable on Research and Development of Drugs, Biologics, and Medi-
cal Devices and 1s a member of the Institute of Medicine.

Edward H. Wagner, M.D., M.P.H., F.A.C.P. is a general internist—epidemi-
ologist and Director of the W.A. (Sandy) MacColl Institute for Healthcare Inno-
vation at the Center for Health Studies (CHS), Group Health Cooperative. He is
also professor of health services at the University of Washington School of Public
Health and Community Medicine. Current research interests include the devel-
opment and testing of population-based care models for diabetes, frail elderly, and
other chronic illnesses; the evaluation of the health and cost impacts of chronic
disease and cancer interventions; and interventions to prevent disability and re-
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duce depressive symptoms in older adults. Dr. Wagner has written two books and
more than 200 journal articles. He serves on the editorial boards of Health Services
Research and the Journal of Clinical Epidemiology and acts as a consultant to multiple
federal agencies and private foundations. He recently completed a stint as senior
advisor on managed care initiatives in the Director’s Office of the National Insti-
tutes of Health. As of June 1998, he directs Improving Chronic Illness Care
(ICIC), a national program of The Robert Wood Johnson Foundation. The
overall goal of ICIC is to assist health systems improve their care of chronic illness
through quality improvement and evaluation, research, and dissemination. Dr.
Wagner is also principal investigator of the Cancer Research Network, a National
Cancer Institute funded consortium of 10 health maintenance organizations
(HMOs) conducting collaborative cancer eftectiveness research.

Mary Wakefield, R.N., Ph.D. * is Director, Center for Rural Health, at the
University of North Dakota and was previously professor and director of the
Center for Health Policy, Research, and Ethics at George Mason University.
Previously, Dr. Wakefield served as chief of staff for two U.S. senators. During her
tenure on Capitol Hill, she co-chaired the Senate Rural Health Caucus Staft
Organization. In this capacity, she was directly involved with a wide range of rural
health policy issues including recruitment and retention of health care providers,
reimbursement, emergency services, telemedicine, rural research, and interdisci-
plinary education. Dr. Wakefield serves on many health-related advisory boards,
and in March 1997, she was appointed to President Clinton’s Advisory Commis-
sion on Consumer Protection and Quality in the Health Care Industry. Dr.
Wakefield previously served as a member of the Committee on Quality of Health
Care in America.

Lawrence Wallack, Dr.P.H. is professor of public health and director, School
of Community Health, at Portland State University. He is also emeritus professor
of public health, University of California, Berkeley. Dr. Wallack’s primary interest
is in the role of mass communications, particularly the news media, in shaping
public health issues. His current research is on how public health issues are framed
in print and broadcast news. He is principal author of Media Advocacy and Public
Health: Power for Prevention and News for a Change: An Advocate’s Guide to Working
with the Media. He 1is also co-editor of Mass Communications and Public Health:
Complexities and Conflicts. Dr. Wallack has published extensively on topics related
to prevention, health promotion, and community interventions. Specific content
areas of his research and intervention work have included alcohol, tobacco, vio-
lence, handguns, sexually transmitted diseases, cervical and breast cancer, affirma-
tive action, suicide, and childhood lead poisoning. Dr. Wallack is a member of the
IOM Committee on Communication for Behavior Change in the 21% Century:
Improving the Health of Diverse Populations.
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Institute of Medicine Staff

Wilhelmine Miller, M.S., Ph.D. is a senior program officer in the Division of
Health Care Services. She served as staff to the Committee on Immunization
Finance Policy and Practices, conducting and directing case studies of health care
financing and public health services. Prior to joining the IOM, Dr. Miller was an
adjunct faculty member in the Departments of Philosophy at Georgetown Uni-
versity and Trinity College, teaching political philosophy, ethics, and public policy.
She received her doctorate from Georgetown, with studies and research in bio-
ethics and issues of social justice. In 1994—1995, Dr. Miller was a consultant to the
President’s Advisory Committee on Human Radiation Experiments. Dr. Miller
was a program analyst in the Department of Health and Human Services for 14
years, responsible for policy development and regulatory review in areas including
hospital and HMO payment, prescription drug benefits, and child health. Her
M.S. from Harvard University is in health policy and management.

Dianne Miller Wolman, M.G.A. joined the Health Care Services Division of
the Institute of Medicine in 1999 as a senior program officer. She directed the
study that resulted in the IOM report Medicare Laboratory Payment Policy: Now and
in the Future, released in 2000. Her previous work experience in the health field
has been varied and extensive, focused on finance and reimbursement in insurance
programs. She came from the U.S. General Accounting Office, where she was a
senior evaluator on studies of the Health Care Financing Administration, its
management capacity, and its oversight of Medicare contractors. Prior to that, she
was a reimbursement policy specialist at a national association representing non-
profit providers of long-term care services. Her earlier positions included policy
analysis and management in the Office of the Secretary in the Department of
Health and Human Services and work with a peer review organization, a
governor’s task force on access to health care, and a third-party administrator for
very large health plans. In addition, she was policy director for a state Medicaid
rate-setting commission. She has a bachelor’s degree in sociology from Brandeis
University and a master’s degree in government administration from Wharton
Graduate School, University of Pennsylvania.

Lynne Page Snyder, Ph.D., M.P.H. is a program officer in the IOM’s Divi-
sion of Health Care Services. She came to IOM from the U.S. Department of
Health and Human Services, where she worked as a public historian, document-
ing and writing about past federal activities in medicine, health care, and public
health. In addition, she has worked for the Social Science Research Council’s
Committee on the Urban Underclass and served as a graduate fellow at the
Smithsonian Institution’s National Museum of American History. She has pub-
lished on twentieth-century health policy, occupational and environmental health,
and minority health. Current research interests include long-term care, health
literacy, and access to care by low-income seniors. She earned her doctorate in the
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history and sociology of science from the University of Pennsylvania (1994),
working under Rosemary Stevens, and received her M.P.H. from the Johns
Hopkins School of Hygiene and Public Health (2000).

Tracy McKay, B.A. is a research associate in the IOM Division of Health Care
Services. She has worked on several projects, including the National R oundtable
on Health Care Quality; Children, Health Insurance, and Access to Care; Quality
of Health Care in America; and a study on non-heart-beating organ donors. She
has assisted in the research for the National Quality Report on Health Care
Delivery, Immunization Finance Policies and Practices, and Extending Medicare
Coverage for Preventive and Other Services and helped develop this project on
the consequences of uninsurance from its inception. Ms. McKay received her
B.A. in sociology from Vassar College in 1996.

Ryan Palugod, B.S. is a senior program assistant in the IOM Division of Health
Care Services. Prior to joining the project staff in 2001, he worked as an admin-
istrative assistant with the American Association of Homes, Services for the Aging.
He graduated with honors from Towson University with a degree in health care
management in 1999.

Consultants to the Committee on the Consequences of
Uninsurance

Darrell J. Gaskin, Ph.D. is deputy director of the Center for Health Disparities
Solutions and research scientist in the Department of Health Policy and Manage-
ment at the Johns Hopkins Bloomberg School of Public Health. Prior to joining
the Hopkins faculty, he was a research professor at Georgetown University’s
Institute for Health Care Research and Policy. He is an expert in the areas of
access to care for the low-income and uninsured and the health care safety net. Dr.
Gaskin is the principal investigator for a study funded by the Commonwealth
Fund entitled “The Impact of Managed Care and Medicaid Payment Changes on
Urban Safety Net Hospitals.” Dr. Gaskin is also involved in the IOM’s ongoing
study of academic health center hospitals and their missions. He is a staff member
of the Commonwealth Fund Task Force on Academic Health Centers. Dr.
Gaskin’s other research interests include the impact of market forces and public
policy on physicians’ behavior, hospitals’ provision of mental health care and
patients’ treatment decision making. Dr. Gaskin recently received the Academy of
Health Services Research and Health Policy 2002 Article-of-the-Year Award for
his Health Services Research article entitled, “Are Urban Safety Net Hospitals Losing
Low-Risk Medicaid Maternity Patients.”

Jack Needleman, Ph.D. is assistant professor of economics and health policy in

the Department of Health Policy and Management at Harvard University. Dr.
Needleman’s research examines the impact of changes in the health care market
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and regulation on health care providers and consumers. Recent work looks at the
future of public hospitals and clinics, the impact of the Balanced Budget Act on
safety net hospitals, market change and access to inpatient psychiatric services for
Medicaid and uninsured patients, the relationship of nurse staffing and hospital
quality, and quality of care for Medicaid beneficiaries with diabetes. Dr.
Needleman has done extensive research on nonprofit and for-profit hospitals,
including the extent and impact of changes in hospital ownership from nonprofit
or public to for-profit corporations. He teaches and conducts program evaluation.
Dr. Needleman has a Ph.D. in public policy from Harvard University.
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