CHAPTER ONE

'T'he Mirage

of Reform

WHOEVER provides medical care or pays the costs of illness stands to
gain the gratitude and good will of the sick and their families. The pros-
pect of these good-will returns to investment in health care creates a
powerful motive for governments and other institutions to intervene
in the economics of medicine. Political leaders since Bismarck seeking
to strengthen the state or to advance their own or their party’s interests
have used insurance against the costs of sickness as a means of turning
benevolence to power. Similarly, employers often furnish medical care
to recruit new workers and instll loyalty to the firm. Unions and frater-
nal societies have used the same means to strengthen solidarity. On
more parrowly commercial grounds, insurance companies also gain ad-
vantage from serving as middlemen. To be the intermediary in the costs
of sickness is a strategic role that confers social and political as well as
strictly economic gains.

From the viewpoint of physicians, all such intermediaries, whether
governmeantal or private, represent an intrusion and potential danger.
Prior to the rise of third parties, doctors stood in direct relation to their
patients as healers and benefactors. According to traditional ideals,
which are not entirely fictiious, doctors gave care according to the
needs of the sick and regulated fees according to the patients’ ability
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to pay, which was, in effect, the doctors’ ability to charge. This system
did not always provide economic security for the physician, much less
for the patient, but it meant that doctors did not face any larger and
more powerful organization that could dictate their income and condi-
tions of practice. And many physicians valued this freedom from hierar-
chical control more than the stable income that an organized system
of payment or health insurance might have arguably provided.

The changing organization of economic life upset these simple ar-
rangements. The demand for health insurance eriginated in the break-
down of a household economy, as families came to depend on the labor
of their chief wage earner for income and on the services of doctors
and hospitals for medical treatment. In individual households, sickness
now interrupted the fow of income as well as the normal rountine of
domestic life, and it imposed unforeseen expenses for medical care.
These were not merely private problems. In the economy as a whole,
illness had an indirect cost in diminished production as well as a direct
cost in medical expenditures. The politics of health insurance revolve
around these four sorts of cost: (1) individual losses of income; (2) individ-
ual medical costs; (3) the indirect costs of illness to society; and (4) the
social costs of medical care. In the last century, these have given rise
successively to different interests in reform. Initally, insurance advo-
cates emphasized the importance of spreading the risks of lost income
to working-class families and reducing the loss of productive efficiency
to society. After the 1gzos, the rising individual risks of high medical
costs created difficulties even for middle-class families and generated
2 new basis of interest in health insurance. And, most recently, reform
has been preoccupied by the burden that rising medical costs impose
on the society as a whole.

In America health insurance first became a political issue on the eve
of the First World War, after nearly all the major European countries
had adopted some sort of program. The rapid progress that workmen's
compensation laws made in the United States between 1g10 and 1913
encouraged reformers to believe that if Americans could be persuaded
to adopt compulsory insurance against industrial accidents, they could
also be persuaded to adopt compulsory insurance apainst sickness,
which caused poverty and distress among many more families. The en-
actment of health insurance legislation in other Western capitalist
countries suggasted there was no Fundamental reason that America
could not do the same. Reformers believed as well that heaith insurance
would not only benefit American workers; it would yield handsome re-
turns for employers by creating a healthier and more productive labor
force. So when they launched a national effort to enact compulsory
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health insurance, they anticipated broad support and believed it would
most likely, be the “next great step in social legislation.” As would :mﬁu
Umm.wmﬁmmﬁm&w in the next several decades, advocates of reform had
the wu:uummmmou that victory was close at hand, only to see it vanish like
a mirage.

This chapter explores why a government health insurance program
eluded reformers—why there is, to this day, no national health insur-
ance in America. The next chapter examines the system of fnancing
and organization that appeared in its place,

A COMPARATIVE PERSPECTIVE

The Origins of Social Insurance

Financial protection against the costs of sickness, long 2 concern of
voluntary associations, became a concern of polities in the late nine-
teenth century. In 1883 Germany established the first natonal system
of compulsory sickness insurance. Organized through independent
sickness funds, the program originally applied only to wage earners in
some industries and trades. Besides medical attendance, it provided a
cash benefit to make up for lost wages during sickness. Similar systems
were set up in Austria in 1888 and in Hungary inn 18g1. Then in a second
wave of reform, Norway adopted compulsory siclkness insurance in
wmomq Serbia in 1010, Britain in 1gn, Russia in 1g12, and the Netherlands
in 1g13. A

Other European countries subsidized the mutual benefit societies
that workers formed among themselves. France and Italy, which re-
quired sickness insurance only in a few industries such as railreads and
shipping, gave relatively small subsidies, though the French expanded
their program in 1910. On the other hand, Sweden, beginning in 18g1,
Denmark in 18gz, and Switzerland in 1g12 gave extensive state aid to
voluntary funds and provided other strong incentives for membership.
.m% 1907 the proportion of the population covered by sickness insurance

in Denmark actually exceeded the proportion in Germany (27 com-
pared with 21 percent).!

But in the United States during this period, the government took no
action to subsidize voluntary funds nor to make sickness insurance com-
pulsory. In the years between the adoption of compulsory insurance by
Germany in 1883 and by England in 1g1, the issue was hardly discussed
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in America. This long neglect and indifference require some explana-
tion: Why did the Europeans adopt health insurance while Americans
ignored it?

The European countries that instituted compulsory sickness insur-
ance did so as part of a general program of social insurance against the
chief risks that interrupted continuity of income: industrial accidents,
sickness and disability, old age, and unemployment. We associate health
insurance with the fnancing of medical care, but its original function
was primarily income stabilization. Many early voluntary funds and
some governmental programs included only a sickness beneht, or “sick
pay,” to compensate for lost wages; paying for medical care came later,
or was distinctly secondary. The governmental programs were not uni-
versal because they were originally conceived as a means of maintain-
ing the incornes, productive effort, and political allegiance of the work-
ing class. Participation was limited to wage earners below a given
income and usually did not include their dependents, agricultural work-
ers, the self-employed, or the middle and upper classes. These groups
were considered either too dificult to cover (because of high adminis-
trative costs) or not in need of income protection,

Social insurance represented a new stage in the management of desti-
tution in capitalist societies. From the rise of national economies to the
emergence of industrial capitalism—that is, between the sixteenth and
late eighteenth/early nineteenth centuries—the poor received assis-
tarice in their own parishes. Industrialization, however, generated
growing complaints about the effects of local poar relief on the free cir-
culation of labor and incentives for work. In what Gaston Rimlinger
calls the “liberal break” with paternalism, governments abolished the
traditional system of poor relief, restricted public assistance to alms-
houses where it would be available only under the most demeaning
conditions, and forced the able-bodied poor to work or to emigrate.
While the older forms of social protection survived in the mutual socie-
Hes of artisans and skilled workers, liberalism reduced the govern-
ment's role as the guardian of welfare*

The advent of social insurance at the end of the nineteenth century
signified a return to social protection. Social insurance departed from
the earlier paternalism, however, by providing a right to benefits in-
stead of charity. In this sense, it constituted an extension to social wel-
fare of liberal principles of civil and political rights. On the other hand,
social insurance departed from liberalism by expanding the role of the
state and demanding compulsory contributions. Consequently, it repre-
sented an extension of obligations as well as freedom.? In this regard,
it was no different from many other modern reforms. The right to a

i
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primary education, for example, typically entails an obligation to attend
school, at least until some minimum age. The right to benefits under
sickness insurance, while not requiring the sick to see a physician typi-
cally has limited the insured to use of licensed practitioners and mmnnm
has extended social control of medical practice. Social insurance, more-
over, required contributions from employers as well as workers. Hence,
it represented an intrusion by the state into the prerogatives of busi-
nessmen in setting wages. Where liberalism had its greatest hold and
where private interests were strong relative to the state, social insur-
ance made the slowest headway. So, contrary to the modern view of
the welfare state as a “liberal” reform (in the current American sense)

social insurance was generally introduced frst in authoritarian and umu
ternalistic regimes, lilke Germany, and only later in the more liberal and
democratic societies, ke England, France, and the United States.*
Partly because Germany industrialized later and faster, its traditional
forms of social protection had partly survived when it faced the chal-
lenge of socialism. Perhaps as a result, it made a more direct transition
to the social protection of the welfare state.

Political discontent precipitated the introduction of soeial insurance
in both Germany and England, The German monarchy in the 18803
faced a growing challenge from the German Social Democratic Party.
In 1875 the Socialists had been strengthened by a coaliion between the
followers of Marx and Lassalle. After outlawing the Social Democratic
Party, Bismarck was still convinced that repression was insufficient and
sought a “welfare monarchy” to assure workers’ loyalty.

In England labor unrest also preceded the introduction of social in-
surance in the early 1goos, but the political conditions were somewhat
different. England was a parliamentary democracy in which the Liber-
als were attempting to hold on to their working-class support by cham-
pioning social reform. In Germany, Bismarck introduced social rights
to avoid granting wider political rights; in Britain, Lloyd George sought
social rights within the context of existing rights to political participa-
tion. But both were basically defensive efforts to stabilize the politecal
order by integrating the workers into an expanded welfare system. The
proponents of social insurance also expected that it would increase in-
dustrial productivity and military power by diminishing class antago-
nism and creating a healthier labor force and army. As Lloyd George
later put it in a memorable phrase, “You can not maintain an A-1 empire
with a C-3 population.™
. Germany and England may also have been predisposed toward social
insurance programs by strong preexisting mutual benefit funds, which
were notably active in providing sickness benefits. In Germany, various
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guilds, trades, industries, and mutual societies operated Krankenkassen
{“sickness funds™). In England, even before 1gu, nearly half the adult
males—generally the conservative artisans and respectable, self-
supporting workers rather than the very poor—belonged to friendly so-
cieties, which were powerful national crganizations; voluntary sickness
insurance covered about 13 percent of the population.” Although these
preexisting funds represented obstacles to state control of social insur-
ance, they also reflected a widespread awareness among workers of the
value of insuring against the costs of sickness.

Why America Lagged

In the United States, the pelitical conditions and preexisting instita-
tions were altogether different. America was the country where classi-
eal liberalism had most thoroughly shaped the relations between state
and society. As of 1goo, American government was highly decentral-
ized, engaged in little direct regulation of the economy or social wel-
fare, and had a small and unprofessional civil service. Strengthening
government became one of the central concerns of Progressive reform
at the turn of the century, but its impact was limited. At the national
level, government had little to do with social welfare, and in health its
activities were minor. Congress had set up a system of compulsory hos-
pital insurance for merchant seamen as far back as 1798 (following Euro-
pean precedents), but this was an altogether exceptional measure o
deal with a group that was commercially and epidemiologically strate-
gic because of its role in foreign commerce. Congress approved aid to
mental hospitals in 1854, only to see the bill vetoed by President Pierce.
It created a National Board of Health in 1879 but abolished it in 1883.
In two stages in 1go2 and 1912, it expanded the Marine Hospital Service
into the U.S. Public Health Service but gave it few functions and little
authority. The federal government continued to leave such matters to
state and local government, and the general rule at those levels was to
leave as much to private and voluntary action as possible. Although gen-
eral hospitals in Europe became primarily governmental and tax sup-
ported, in America they remained mainly private. A system of govern-
ment that followed such principles was not likely to be an early convert
to compulsory health insurance.

Nor was there a challenge to political stability in America comparable
to the challenge in Europe. In the 18gos, America experienced depres-
sion and unrest, but much of the unrest was agrarian and populist, and
social insurance would not have responded to farmers’ concerns. Sacial-
ism emerged as a political force only after the turn of the century, and

e
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even then the Socialist Party was nowhere near the political threat its
counterparts were in Europe. At its height, in the elections of 1g12 and
1916, the party attracted only 6 percent of the vote; this was, as it hap-
pens, precisely the time the health insurance campaign began. After
a shaky start, American unions had begun to grow—membership, less
than half a million in 1897, was up to = million by 1910 and 5 million
by 1geo—but this growth occurred under 2 conservative labor leader-
ship suspicious of political reformers. The breach between the conser-
vative trade unions and the Socialist Party prevented the emergence
of powerful working-class support for soeial insurance.

Finally, voluntary sickness funds were less developed in the United
States than in Europe, reflecting less interest in health insurance and
less familiarity with it. At the turn of the century, European immigrants
established numerous small benevolent societies in American cities of-
fering sickness benefits to their members, but the more established Fra-
ternal orders, composed of older ethnic stock, mainly provided life in-
surance. Some lacal lodges of national orders gave assistance in sickness,
but it was more fragmentary than in Europe.? Similarly, when unions
provided sickness benefits, the locals generally did so, not the natonal
organizations.

American unions oscillated in their attitude toward benefit programs.
The frst trade unions in the early nineteenth century had been as con-
cerned with mutual aid as with jobs and wages. By the Civil War, how-
ever, they turned more toward bargaining with employers and discour-
aged benefity, since high dues might deter workers from membership.
But after the war they began to adopt the theory that benefits promoted
membership. In 1877 the Granite Cutters adopted the first national sick
benefit plan. Still, unions had to weigh the gains in solidarity from bene-
Eits against the deterrent effects of high dues, and this limited their ca-
pacity to provide protection against the costs of sickmess.?

Commercial health insurance was as yet little developed. Around
50 several health insurance companies were established, but they
quickly went bankrupt. However, a related form of insurance, protec-
tion against losses from accidental injury and death, did gain a Brm foot-
ing in the second half of the nineteenth century. Beginning about 1896,
firms engaged in this business started offering insurance against specific
diseases and gradually broadened their policies to cover all disability
from sickness or accident. Such policies were expensive because of ad-
ministrative costs and were carried mainly by the middle class, There
was also a small arnount of health and accident insurance sold to work-
ers, but because of overhead and profits, only about 4o to 45 percent
of premium income was returned in benelts to subscribers. Frauds
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were common, and the larger, more respectable firms stayed away from
the business.!? John F. Dryden, who briefly experimented with sickness
benefts when he founded the Prudential Insurance Company in 1875,
commented in 1gog that conservative business practice dictated that
an industrial insurance company had to limit itself to benefits payable
at death. “[Tlhe assurance of a stipulated sum during sickness,” he
wrote, “can only safely be transacted, and then only in a limited way,
by fraternal organizations having a perfect knowledge of and complete
supervision over the individual members.”!! But while fraternal groups
could remedy some difficulties that insurance companies encountered,
they had probleras of their own. Often they were improperly managed
and too small to be actuarially sound; as their membership aged, their
reserves frequently proved insufficient.

Because most sickness benefits were provided by small immigrant
benefit societies and Iocal chapters of fraternal orders and unions, early
researchers found it hard to assemble accurate stabistics regarding sick-
ness insurance. But it seems likely that such insurance was less extensive
in America than in England and Germany before governmental pro-
grams were introduced in those countries. In IMlinois, Ohio, and Califor-
nia, where state commissions studied the problem around 1918, the pro-
portion of industrial werkers enjoying some form of sickness benefit—
usually very minimal—was estimated at one third. The percentage
would have been much lower if computed over the entire population.
In the country as a whole, only a small fraction of the population can
have had any protection against loss of earnings, and even fewer re-
ceived any medical care or coverage of medical expenses through insur-
ance.'

Yet American workers did spend a great deal of money for insurance
to protect themselves against one related hazard. In the early twentieth
century, cormercial insurance companies enjoyed enormous sSuCCess
selling “industrial” life insurance policies to working-class families. The
lump-sum payments provided by these policies generally paid for fu-
nerals and the expenses of a final iliness. This business was the backbone
of two companies, Metropolitan Life and Prudential, that had risen to
the top of the insurance industry by collecting 10, 15, and 25 cents a
week from millions of American working-class households. But because
the premiums were paid on a weekly basis and lapses were frequent,
these policies had to be marketed by an army of insurance agents, who
visited their clients as soon after payday as possible. The administrative
casts of industrial insurance were staggering; subscribers received in
benefits only about 4o percent of what they paid in premiums. The rest
went to the agents and the companies. Yet the fear of a pauper burial
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was so great that Americans bought $183 million of such insurance in
1gi—about as much as Germary spent on its entire social insurance sys-
tem. 13

GRAND ILLUSIONS, 1915-1020

The Democratization of Efficiency

In America, reformers outside government, rather than political
leaders, took the initiative in advocating health insurance. The idea did
not enter political debate under antisocialist sponsorship, as it often did
in Europe. Indeed, the Socialists in 1904 were the first American politi-
cal party to endorse health insurance. At the center of the movement,
however, was the American Association for Labor Legislation (AALL),
founded in 1go6, a group of “social progressives” who sought to reform
capitalism rather than abolish it. The association’s membership was
small and primarily academic, and it included such notable figures as
the Progressive economists John R. Commons and Richard Ely of the
University of Wisconsin and Henry R. Seager of Columbia. The AALL’s
chief initial concern was occupational disease, and its first major success
came in the campaign against “phossy jaw,” a disease common among
workers in match factories that could be prevented by eliminating
phosphorous from the production process. The association was promi-
nent in the drive for workmen'’s compensation. It sought the prohibi-
tion of child labor and also supported unemployment relief through
public works, state employment agencies, and unemployment insur-
ance. Officially, it took no position on unions, but many of its members
supported unions and the association originally included several promi-
nent labor leaders.™

The AALL’s campaign for health insurance had the misfortune of get-

. ting under way just as Progressivism began to recede. As a political

force, Progressivism reached its peak in the election of 1912, when the
Progressives bolted from the Republican Party and nominated former
President Theodors Roosevelt as their candidate. Much like Lloyd
George and Winston Churchill, Roosevelt supported social insurance,
including health insurance, in the belief that no country could be strong
whose people were sick and poor. But his defeat in 1912 by Woodrow
Wilson postponed for another two decades the kind of leadership that
might have involved the national government more extensively in the
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management of social welfare. In America compulsory health insurance
would not have the kind of national political sponsor it enjoyed in Ger-
many and England.

In the December after the 1g12 election, the AALL voted to create
a committee on social insurance, and in June 1917 it organized the Brst
natonal conference on the subject, Despite its broad mandate, the com-
mittee decided to concentrate on health insurance, and the following
summer it drew up a model bill, the first draft of which was published
in 1915.

The AALL’s bill followed European precedent in limiting participa-
tion to the working class, though it gave medical coverage not just to
workers but also to their dependents. Its program applied to all manual
workers and to others earning less that $1,200 a year, except for domes-
tie and casual employees. Benefits were of four kinds: (1) medical aid,
including all physicians’, nurses’, and hospital services; (2} sick pay {(at
two thirds of wages for up to twenty-six weeks; at one third of wages
during hospitalization); {3) maternity benefits for the wives of insured
men as well as insured women; and {(4) a death benefit of $30 to pay
for funeral expenses. The costs, estimated at 4 percent of wages, were
to be divided among employers and workers, each to pay two fifths, and
the state, which would contribute the ffth remaining. The employers’
share increased for the lowest-income workers. A worker earning $6o0
a year, the AALL estimated, would pay 8o cents out of a monthly pre-
mium of 2.1

The reformers formulated the case for health insurance in terms of
two objectives. They argued it would relieve poverty caused by sickness
by distributing the uneven wage losses and medical costs that individual
families experienced. And, second, they maintained it would reduce
the total costs of illness and insurance to society by providing effective
medical care, creating monetary incentives for disease prevention, and
eliminating wasteful expenditures on industrial insurance. This mixture
of concerns was typical of the social Progressives. On the one hand, in
emphasizing the relief of poverty, they made an appeal to moral com-
passion; on the other, in emphasizing prevention and increased national
efficiency, they made an appeal to economic rationality.'® Combining
social meliorism with the ideal of efficiency ftted perfectly into Progres-
sive ideology. It also reflected the political conditions of a democratic
capitalist society, which made it incumbent upon reformers to gain the
support of both the public and powerful business interests. Progressive
health insurance was shaped by these political realities as well as by the
economics of sickness and health care of the time.
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Relieving poverty caused by sickness, as the reformers saw it, in-
volved both compensating lost earnings and paying medical costs. The
Progressives considered these equally important. Data from the period
suggest that for individual workers wage losses were two to four Hmes
greater than health care costs, but for families as a whole, total losses
of income and medical costs were roughly the same because of the addi-
tional health care expenses of dependents.’” A study of 4,474 workers
in a Chicago neighborhood showed that in the course of a year about
one in four was sick for a week or longer and, from such sicknesses, lost
an average of $1g or 13.7 percent of annual wages. The proportion of
families that could not “make ends meet” increased to 16.6 percent
among those with serious illness, compared to 4.7 percent among those
without." Advocates of health insurance also cited data from charities
indicating that sickness was the leading immediate cause of poverty;
a conservative estimate by the Illinois commission found it to be the
chief factor in a quarter to a third of the charity cases in the state.'®

I. M. Rubinow, a leading authority on social insurance who was both
a physician and an actuary as well as a Socialist, saw health insurance
as the means to cut the “vieious circle” of disease and poverty, It would
prevent the families of the sick from becoming destitute and thereby
prevent further sickness. Such a program had to be compulsory, Bubi-
now argued, to make it universal (that is, among low-income wage earn-
ers) and to secure contributions from employers and the public, who
shared responsibility for the conditions that caused sickness. American
workers, he wrote, “must learn to see that they have a right to force
at least part of the cost and waste of sickness back upon the industry
and society at large, and they can do it only when they demand that
the state use its power and authority to help them, indirectly at least,
with as much vigor as it has come to the assistance of the business inter-
ests. ... ™

Yet, in advocating health insurance, most Progressive reformers
spoke of stabilizing rather than redistributing incomes, and on behaif
of a public interest in preventing poverty and disease rather than a spe-
cial grievance of labor. Though their program had redistributive impli-
cations, they generally appealed for support on the grounds that all in-
terests, including those of business, favored insurance.

This orientation was abundantly evident in the second half of the so-
cial Progressives’ case for health insurance, As the AALL put it, health
insurance had as one of its aims the “conservation of human resources,”
seen as analogous to the conservation of natural resources. Irving Fish-
er, then one of the country’s most eminent econornists, argued in a pres-
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idential address to the AALL in 1016 that health insurance would have
its greatest value in stimulating preventive measures and hence was
needed not just “to tide workers over the grave emergencies incident
to illness,” but also “'to reduce illness itself, lengthen life, abate poverty,
improve working power, raise the wage level, and diminish the causes
of industrial discontent.” B. S. Warren and Edgar Sydenstricker of the
U.S. Public Health Service maintained that because a compulsory insur-
ance scheme would require financial contributions from industry,
workers, and the community, it would encourage them to support pub-
lic health measures in order to prevent disease and save money.™

In addition, compulsory health insurance, by including a funeral ben-
efit, would eliminate the huge cost of marketing industrial insurance
policies, not to mention the profits. Hence, reformers claimed they
could Bnance much of the cost of health insurance out of the money
wasted on industrial insurance policies. Warren and Sydenstricker cited
a 1901 Bureau of Labor study showing that 65.8 percent of 2,567 families
had expenditures for industrial insurance averaging $2q.55 per family,
while 76.7 percent had expenditures for sickness and death averaging
526.78 per family.® In effect, instead of paying insurance agents to visit
them weekly to make collections, wage-earning families could pay for
doctors and nurses to visit them when they were sick. So the inclusion
of funeral henefits was not an idiosyncratic choice of Progressive re-
formers; it was park of their general program for increased social effi-
ciency.

The arguments for health insurance reflected a great confidence
among Progressive reformers in the capacity of public health and medi-
cal care to prevent and cure disease. The achievements of medicine,
Rubinow said in a defense of health insurance, exceeded the wildest
dreams of a half century earlier. “If there was a rational basis for a cer-
tain medical nihilism so popular then, it has vanished long ago. No rea-

sonable being will doubt the tremendous efficiency of competent medi-

cal aid.”* The democratic view, instead of demanding that every man
be his own physician, now insisted that the services of physicians be
available to all. After reviewing the evidence that from a quarter to two
Gfths of the sick were not receiving any medical care, a commission in
Ohio observed that all facts pointed to the need fora “democratization
of medical service,” which meant wider distribution, not lay contral.®

Asardent believers in the value of medical care and thelegitimate basis
of professional authority, Progressive reformers had no basic guarrel
with physicians, Consequently, the AALL in 1g14 sought to involve the
leaders of the medical profession in formulating the model health insur-
ance bill. Anticipating some resistance by private practitioners, they
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tried to be flexible about provisions that would affect doctors. To their
pleasant surprise, they found that prominent physicians not only were
sympathetic but wanted actively to help in securing legislation.®
Among these cooperative physicians were some of the leaders of the
AMA, including George H. Simmons, the editor of its journal, and
Frederick R. Green, secretary of its newly created Council on Health
and Public Instruction, who wrote to the AALL's secretary, John An-
drews, “Your plans are so entirely in line with our own that I want to
be of every possible assistance.”” He proposed setting up a three-man
committee to work with the AALL. In February 1018, the AMA board
approved the committee, and the Socialist I. M. Rubinow was hired as
its executive secretary. The committee was located in the sarme building
in New York City as the AALL, and its chairman, Alexander Lambert,
Theodore Roosevelt’s personal physician, was the AALL's medical advi-
sor. At this point, the AMA and the AALL formed a united front on be-
half of health insurance.

Yet there were points of tension between the reformers and the phy-
sicians, especially where the Progressive search for eficiency conflicted
with the doctors’ defense of their income and autonomy. Some reform-
ers saw health insurance as an opportunity to subordinate medical prac-
tice to public health, to encourage the growth of group practice, and
to change the method of payment from fee-for-service to salary or capi-
tation {that is, per patient per year). These changes the doctors would
not accept.

The relation of health insurance to public health was one issue on
which the AALL was prepared to give way to the doctors. Public health
officers, arguing that preventive medicine ought to be the overriding
concern, wanted to make health departments the administrative agen-
cies for health insurance, But Lambert, speaking for both the AALL
and the AMA at a conference in 1916, noted that the physicians would
be unwilling to submit to “absolute control” by public health authori-
ties, and the doctors’ preferences had to be respected.®

Other reformers like Rubinow wanted to use health insurance to pro-
mote a shift from individual general practice to specialized group prac-
tice under governmental control. The initially positive response of
AMA leaders in 1915 encouraged Michael M. Davis, Jr., then director
of the Boston Dispensary, to hope that America might be able to “im-
prove on” Britain and Germany in the organization of services. In a let-
ter to the AALL’s John Andrews, Davis wrote that they cught to be
careful not to tie health insurance “to a system of individualized private
practice without creating a definite opening for . . . cooperative medical
work in diagnosis and treatrnent.” Davis added that he had “a good
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marty ideas on organization” since visiting the Mayo Clinic.” But most
physicians were unlikely to be enthusiastic about such ideas, which
threatened to subordinate them in a bureaucratic hierarchy, and the
most the AALL could do was to include a provision allowing local insur-
ance committess to contract with group practices as well as with indi-
vidual doctors.

Undoubtedly, the most serious point of tension was the method of
paying physicians under health insurance. Reformers were reluctant
to adopt any method that would cause serious financial problems for
the insurance systern, and European experience had clearly indicated
that paying doctors for each service they performed was more likely
to cause budgetary problems than if they were paid per capita, that is,
according to the number of patients who signed up on their list for the
year. Consequently, reformers recommended that doctors be paid on
a capitation basis rather than by visit. Physicians, however, strongly ob-
jected to any form of contract practice as a result of their experience
with fraternal lodges and industrial firms that forced them to bid against
each other for group business. Trying to mediate the conflict, Lambert
proposed paying doctors by visit out of a budget for physicians’ services
determined by the number of people insured in a local area®

The AMA’s initial cooperation with the AALL did not necessarily re-
flect any widespread enthusiasm among its membership. Two state
medical societies, Wisconsin and Pennsylvania, had quickly gndorsed
the principle of compulsory health insurance, but others were apathet-
ic. A survey of secretaries of state medical societies in late 1516 showed
that the vast majority had not yet discussed health insurance® At the

AALL’s annnual meeting in late 1916, several physicians commented that

the great majority of practiioners were probably opposed to health in-
surance, but expressed confidence that this was primarily because of
ignorance. No doctor who had given it careful study was against it, com-
mented Frederick Green of the AMA, but it would not be long before
Green himself denied he had ever favored the measure.®

Although the Progressive Party broke up in the 1916 election after
endorsing the Republican nominee, reformers could take some satisfac-
Hon in the early response that year to the proposal for health insurance.
The Commission on Industrial Relations, created by President Wilson
in the wake of labor violence, recommended health insurance in its
final report. The labor committee of the U.S. House of Representatives
held hearings on a resolution introduced by its sole Socialist member
to create a national social insurance commission. Though the proposal
failed to gain approval, several states established investigative comrnis-
sions. Organizations of public health officers and nurses endorsed the
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measure. In short, health insurance seemed to be gaining support and
moving toward public approval.

Labor and Capital Versus Reform

Yet there were also signs of trouble. To the chagrin of reformers, the
American Federation of Labor (though not all its member unions or
state federations) opposed the program. Samuel Gompers, president of
the AF of L, repeatedly denounced compulsory health insurance as an
unnecessary, paternalistic reform that would create a system of state
supervision of the people’s health. In an acrimonious debate with Rubi-
now at the 1916 congressional hearings on a national commission, Gom-
pers assailed the Socialist’s belief that government had to be called in
to ensure workers' welfare and gave a ringing defense of the success
of trade unions in raising workers’ standard of living,®

This view was characteristic of Gompers and the AT of L, which at
that time opposed legislation to establish a minimum wage, unemploy-
ment insurance, old-age pensions, or even an eight-hour day. Gompers
insisted that workers could rely only on their own economic power, not
the state, to obtain higher wages and benefits. He worried that a gov-
ernment insurance system would weaken unions by usurping their role
in providing social benefits.™

Gompers’ central concern was maintaining the strength of the
unions. As Selig Perlman writes in his classic Theory of the Labor Move-
ment, the “overshadowing problem” of American unions was “staying
organized” because of the “lack of class cohesiveness in American
labor.”® All previous attempts in the United States to build unions had
been wrecked during economic depressions. Early in his career, Gom-
pers wrote that the most intelligent workers would remain members
of a union in tmes of adversity, but the others, who had “no inclination
or ability or time” to see its advantages, should find their interests made
*“so inseparable from the union as to make it a direct and decided loss
to them to sever their connection. . . . I know of no better means than
to make our unions beneficial and benevolent as well as protective.”
As a young leader of the cigarmakers in New York, he had proposed in
1879 that the union provide sickness and death benefits. The measure
was adopted, and in one year his local increased its membership from
300 to 3,000, “Gompers,” writes a biographer, “believed that the phe-

nomenal increase in the membership of Loeal 144 was due to the intro-
duction of those benefits.”¥ Explaining the AF of L's rejection in 1go2
of a proposal for federal old-age pensions, Gompers wrote that “the
unions desired to develop their own system of protection against all the
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vicissitudes of life as a means of gaining recruits. Social security would
deprive them of that functon.”

But, in fact, American trade unions had not much developed their
own systems of welfare protection. They were increasingly gaining a
stable membership, not by offering welfare benefits, but by conirolling
job opportunities. Gompers’ views were based on the expectation that
benefits would prove useful rather than any extensive use of them. Al-
though his views prevailed in the national organization, other AF of L
leaders, including Vice President William Green, saw less of a threat
to labor solidarity from a governmental program and favored health
insurance. Ten of the largest state federations within the AF of L, in-
cluding California, New York, Massachusetts, Pennsylvania, and Wis-
consin, supported health insurance proposals in their states. Only in
New York, however, was organized labor a leading force in the cam-
paign.® .

Employers generally saw compulsory health insurance as contrary to
their interests, despite some early business reaction that was tentatively
sympathetic. A committee of the Natonal Association of Manufacturers
(NAM), & hard-line antiunion organization, reported in 1916 that volun-
tary insurance would be the “higher and better method,” but it recog-
nized that compulsory insurance might be necessary and, if so, all occu-
pations ought to be included. This report was only accepted, not
adopted, by the NAM, and like other business groups it soon joined the
opposition to compulsory health insurance.®

Spokesmen for American business typically rejected the argument
that health insurance would add to productive efficiency. The National

Industrial Conference Board, a.research organization established by

major industrial trade associations, agreed that sickness was a serious
handicap to the “social well-being and productive efficiency of the na-
tion,” but argued that direct investment in public health would have
a higher return than cash benefits for the sick. Compulsory health insur-
ance would not “materially reduce the amount of siclkness’’; the incen-
tives for prevention would not work because the responsibility for most
sickness could not be fixed. Indeed, days lost from work might increase
because sick pay encouraged malingering; the conference board cited
statistics indicating that days lost from work on account of sickness had
increased in Germany after insurance was enacted. Nor would health
insurance greatly reduce poverty. The figures suggesting sickness
caused poverty ignored other causes. Also, many of those seeking char-
ity would not have had health insurance because they were casual
workers, self-employed, or unemployed. The large sums spent on
health insurance, therefore, would benefit only part of the population;
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in New Yorls, the board ealeulated, the insurance bill would cover only
one third of the population.®
Even the most liberal elements of business, represented in the Na-
tional Civic Federation (NCF), generally opposed compulsory health
insurance. The civic federation, founded in 1go1 by journalist Ralph Eas-
ley to bring together the leaders of capital, labor, and the public in the
interest of social harmony, included the more moderate big business-
men who were willing to recognize organized labor as a legitimate part-
ner in American capitalism, at least cutside of their own factories.®2 The
7« CF had been an ally of the American Association for Labor Legislation
in the carmnpaign for workmen's compensation, and it had some overlap-
ping members, including Gompers, who served as a vice president of
both groups. But even though the two organizations sought peaceful
labor reform within the framework of capitalism, they grew increas-
ingly estranged as the health insurance conflict unfolded. The AALL
was composed mainly of academic reformers who saw themselves as
pursuing the interests of the public rather than those of any class, while
the civic federation sought a mutnal accommodation between the inter-
ests of organized labor and those of big business. The social Progressives
in the AALL were inclined to rely upon the judgment of professionals
and the power of government, whereas organized labor and big busi-
ness favored private bargaining outside the purview of the state. Gom-
pers resigned from the AALL in 1g15 in part over the association’s fre-
guent call for impartial experts and high-minded commissions to
resolve social problems. Such experts Gompers distrusted as a distinet
class with interests of their own. On the other hand, he remained in
the National Civic Federation despite repeated attacks by left-wing
labor leaders for collaborating with big business. The leaders of the AF
of L, unlike many of the Progressives, accepted big business as inevita-
ble and viewed unions as the necessary counterweight ta protect the
interests of workers. As has often been pointed out, American labor
leaders resembled American businessmen in priding themselves on
being practical, cynical about politics, and distrustful of intellectuals
and their abstract schemes.® Furthermore, in regard to social insur-
ance, neither unions nor big business at that ime wanted any competi-
mOa from government in social welfare programs that could potentially
increase workers’ loyalty to either of them.* Thus health insurance
rather than pitting labor unions against capital, pitted both of _&mmu“
against the reformers.
In 1914 the civic federation sent a committee to England to study re-
mmnn social insurance legislation, and two years later it set up a social
insurance department. At first, the federation eriticized specific provi-
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sions of American insurance proposals. By 1917, however, it was spear-
heading the opposition, charging that health insurance was a failure in
Europe that impractical reformers wanted to foist upon workers in the
United States even though labor—witness Gompers and the AF of
L—had no desire for it.*s

One segment of business, well represented in the civic federation,
played a particularly active role in fighting compulsory health insur-
ance—the insurance industry. Qther commercial interests in health
care, such as pharmaceutical companies, assailed health insurance, but

none so relentlessly as the insurance frms. Where reformers mounted

camnpaigns for health insurance, the insurance industry aroused the op-
position. Particularly active were representatives of the two firms, Pru-
dential and Metropolitan Life, whose industrial life insurance business
was directly threatened by the reformers’ inclusion of a funeral benefit.
As of 1915 Prudential held 38 percent and Metropolitan 34 percent of
industrial business.®® Nor were their interests alone at stake; both firms
were closely linked through their investments and boards of directors
with other large corporations. The reformers, in their innocent enthusi-
asm for efficiency, were threatening to eliminate an important source
of profit for the insurance industry and of investment capital for Ameri-
can business. As a result, they unwittingly brought down upon them-
selves the concerted opposition of big business. The chief spokesman
for the insurance industry was Frederick L. Hoffinan, a respected actu-
ary who was vice president of Prudential and a member of the AALL
untl 1917, when he resigned over the health insurance issue and be-
came the reformers’ most indefatigable critic. Nearly all the propa-
ganda against compulsory health insurance, John R. Commons later
suggested, could be traced back to Hofftnan, and this was only a slight
exaggeration.” Another insurance company vice president, Lee K.
Frankel of Metropolitan, chaired the National Civic Federation’s social
insurance committee and prepared its response to health insurance.
Yet a third key critic was P. Tecumseh Sherman, a lawyer for insurance
interests also active in the civic federation. These ties helped solidify
the opposition of insurance companies and employers to health insur-
ance. On the other hand, the unions were divided among themselves
and at odds with the political organizations advocating reform.

Defeat Comes to the Progressives

In 1917 two developments changed the entire complexion of the
health insurance debate. The first was growing opposition from physi-
cians. Though the AMA IHouse of Delegates in June 1g17 approved a
final report from its social insurance comimittee favoring health insur-
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ance, this action did not reflect sentiment in state medical societies. In
New York, the state council of the medical society had endorsed the
maodel health insurance bill in December 1918, but meetings in county
societies in January and February saw a groundswell of opposition. In
March the state council met again and withdrew its earlier approval.
The source of this opposition, according to Ronald L. Numbers, was “al-
most entirely economic in nature.”*® When legislative hearings were
held in March, the doctors who testiied were nearly all opposed to
health insurance, In Illincis a committee of the state society reported
in May that an insurance bill it had been prepared to fight in the legisla-
ture had never materialized: “We feel that the active opposition of the
medical profession prevented its introduction.”®

The second key development of 1917, the entry of America into the
war in April, proved a major turning peint in the insurance movement.
Many physicians went into the service; the AMA closed down its com-
mittee on social insurance and 1. M. Rubinow took another job. In Mas-
sachusetts, debate was suspended on a bill that had the support of prom-
inent Boston physicians and progressive social and politieal leaders.
Anti-German feeling rose to a fever, the government’s propaganda bu-
reau commissioned articles denouncing German social insurance, and
opponents of health insurance now assailed it as a Prussian menace in-
consistent with American values.®

The one public referendum on health insurance took place in this cli-
mate of wartime hysteria. In early 1g17 the California social insurance
comrmission recommended health insurance, and as a Grst and neces-
sary step it proposed an enabling amendment to the state constitution.
Some leaders of the state medical society favored the plan and kept the
society neutral, but a large group of doctors formed an independent
League for the Conservation of Public Health to oppose the measure.
“What is Compulsory Social Health InsuranceP” asked one of the
league’s pamphlets. “It is a dangerous device, invented in Germany,
annournced by the German Emperor from the throne the same year
he started plotting and preparing to conquer the world.” To doctors
the league wrote that the state commission was “wholesaling medical
services at bargain counter prices” and that hwa thirds of the population
would be divided up among panel doctors “whose compensation would
be fixed, and whose services would be supervised by political appoin-
tees.”s* Also prominent in the opposition were Christian Scientists, who
operated through an agency financed by the insurance industry. In No-
vember 1018 the health insurance referendum went down to a thunder-
ous defeat--358,324 to 135,858.% )

Angther promising effort failed in New York, where the State Federa-
tion of Labor and the AALL jointly sponsored a health insurance bill
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with the support of Governor Alfred E. Smith and a coalition of Demo-
crats and Progressive Republicans. In 191y the Senate passed the bill
by a vote of thirty to twenty, but it died in the House, which was domi-
nated by conservatives. In Ohio that year the insurance commission re-
ported in faver of compulsory health insurance, but no action was
taken; in Pennsylvania, the health insurance commission made no rec-
ommendation; and in Ilinois, where the state commission had con-
ducted the most thorough investigation, it voted seven to two against
any health insurance proposal.®

The war, though only eighteen months long for Americans, proved
to be the graveyard of an already faltering Progressive movement. It
diverted attenton from social reform, channeled the enthusiasm for
doing good into a crusade abroad, and divided the old nationalist Pro-
gressives like Roosevelt from the more pacifist and isolationist elements
of the movement, In the red scare immediately after the war, when
the government attempted to root out the last vestiges of radicalism,
opponents of compulsory heelth insurance associated it with Bolshe-
vism and buried it in an avalanche of anticommunist rhetoric. Then,
along with most other Progressive causes, health insurance vanished in
the complacency of the 1g2o0s.

Why did Progressive proposals for health insurance fail? Clearly the
war cannot provide the whole explanation. The opposition was growing
even beforehand. The early optimism may have been an illusion cansed
partly by the time it took opponents to organize a concerted response.
Reformers themselves, conceding their own political naiveté, later
looked back on their defeat as the work of special interests, mainly the

doctors and the insurance companies. Writing in 1931, Rubinow recalled

that reformers had been “intoxicated” by their success with workmen's
compensation and failed to appreciate the opposition that employers,
insurers, and others would raise. “Nothing can be more damaging in
a military campaign than the failure to appreciate the strength of the
enemy,” Rubinow wrote, “except it be the failure to recognize the allies
the enemy might acquire.” Workmen’s compensation had proved to
be more expeunsive than reformers had anticipated, and health insur-
ance would have cost employers, Rubinow admitted, “many times as
much.”* Businessmen could see on which side of the balance sheet such
costs would go; they could not see the gains, which were indirect. The

*The AALL had estimoted the cost of its program, ineluding sick pay, medical aid, and
maternity and funeral benefts at only 4 percent of wages, but in its Chicago survey, the
{llinois commission found it would cost 7.5 percent of payroll just to cover lost wages and
medieal care
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insurance companies “suddenly realized the tremendous possibilities
of the field for themselves™; the inclusion of the funeral benefit was “a
grave, tactical error because of the implied threat to the gizantic strue-
ture of industrial life insurance.” The doctors got “paniclky.” Minor but
vocal groups, such as Christian Scientists, entered the opposition cut
of fear that a government program would limit religious and mediecal
freedom, “All these fears, some justified, some exaggerated, and some
altogether fanciful, produced such a confusion of group conflicts that
only a clear recognition of the need by the millions of American
workmen might have overcome it, and that clear recognition was
lacking,. "™ .

But the view that interest groups killed health insurance—true
enough as a description of what happened-—neglects the prior gueston
of why these and other groups interpreted their interests as they did.
Some historians treat these interests as if they were self-evident.’ But
the three main opponents—the medical profession, labor, and busi-
ness—all had conflicting and ambiguous interests that made them ini-
tally uncertain and divided about what position they ocught to take.
That the AMA could have initially approved health insurance, while the
AF of L opposed it, suggests how complex the identification: of group
interests may be. Some doctors believed health insurance would in-
crease their incomes, and some labor leaders believed it would inhibit
working-class organization. While these interpretations of their groups”
interests were wltimately rejected, they were not self-evidently mistak-
en. Moreover, in European countries the interest groups analogous to
the opponents in America often turned out to benefit materially from
government health insurance programs. For example, the insurance in-
dustry in England ended up profiing from a health insurance system
that permitted private firms to play a major role in carrving cash bene-
fits.® Employers benefited from the greater political stability and di-
minished labor turnover that health insurance helped bring about. It
is not difficult to imagine how American state legislators might have
passed a health insurance program that would have enriched both in-
surance companies and doctors and, in the long run, strengthened the
economic system. So it is not at all elear why doctors, insurance compa-
nies, and employers interpreted their interests as requiring the defeat
of health insurance, when by its modification they might have satisfied
those same interests.

Ideology, historical experience, and the overall political context
played a key role in shaping how groups identified and expressed their
interests. These factors are readily apparent if we caompare the failure
of health insurance in America with its earlier successes in Europe.
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In neither Germany nor even Britain was the idea of compulsory
health insurance fundamentally contested when it was originally pro-
posed. The oppesition did not suggest, as in America, that health insur-
ance would subvert individual initiative and self-reliance. Many of the
same groups as in America critieized the plans, but they concentrated
on amending provisions that threatened to alter established relations
of power. In Germany, the opposition, including conservatives and
businessmen as well as socialists, resisted Bismarck's efforts to use social
insurance to enhance the power of the state; and in its final form, health
insurance was operated by decentralized sickness funds, rather than
the imperinl insurance office.®

The establishment of compulsory insurance in Britain also required
compromise with private interests. The insurance compunies and the
doctors objected to the privileged role that Lloyd George’s original plan
gave the friendly societies. The insurance firms were worried that the
friendly societies would gain an edge in selling life insurance, and the
doctors had long chafed under the power the friendly societies exer-
cised in the provision of medical service. So, splitting the program in
two, Lloyd George satisfied the objections of the insurance companies
by allowing them to carry cash benefits, and he met the objecHons of
the doctors by placing control of medical benefits in the public sector
under local committees on which the physicians were given representa-
tion. Thus the shift of medical care into the public sector in Britain arose
partly because of the doctors’ desire to liberate themselves from a form
of client control. Dealing with educated civil servants may have been
more palatable than dealing with the working-class officers of friendly
societies. Morecver, as an incentive for cooperation, Lloyd George gave
the doctors a large boost in income by increasing their rates of compen-
sation. Even so, the British Medical Association, out of touch with its
membership, called a last minute strike against the government. But
the revolt fizzled as long-impoverished general practitioners found
they could increase their incomes an average of 50 percent by signing
up on panels to care for the insured.®

American doctors faced no dominating purchaser, like the friendly
societies, from whom a government program might offer escape. The
doctors’ experience with contract practice and workmen's compensa-
tion was sufficient, however, to persuade them that any financisl inter-
mediary would like nothing better than to pay them as little as possible.
So their own past strongly biased them against any extension of orga-
nized Anancing. “My own experience in speaking to physicians,” wrote
the chairman of the California commission in a private letter in 1918,
“is that the only questions they ask are questions of detail . . . how much
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money they would get, whether they would have to get up nights at
the demand of whoever called them . . .”® Progressive proposals, fur-
thermore, caught the physicians in transition to more secure economic
status; during the war, their incomes rose significantly.®® Any positive
economic incentive they might have had for favoring health insurance
was diminishing.

The structure of government and the demands of politics, however,
were of overriding importance in shaping the strategy of the opposi-
tion. In America, there was no comparable unification of political au-
thority to compare with the power of Lloyd George or Bismarck, Even
if an American president had wanted health insurance, he would not
have had the leverage to force the opposition to compromise. Only a
more serious threat to political stability in Ameriea could have so
changed the terms of debate as to force interest groups to work within
the framework of reform instead of against it. In the absence of such
a threat, employers saw the immediate costs but not the distant and
less certain gains, and their opposition, particularly through the Na-
tional Civic Federation, was probably decisive. Workmen’s compensa-
tion had won approval only after employers had found the liability sys-
tem too erratic and unpredictable in its costs to serve their interests,™
Had there been more of a socialist challenge, employers might have
revised their views of the possible benefits of other social insurance pro-
grams, including health insurance. The physicians would have under-
stood that some reform was unavoidable and worked to secure as favor-
able a plan as they could. Indeed, this was their initial reaction, but the
more uncertain the passage of health insurance became, the more cate-
gorical became their opposition. Defeating health insurance in toto by
opening up the ideological issues left uncontested in England and Ger-
many was a safer strategy for the opponents than working within the
framework of reform in the hope of turning it to their
advantage.

EVOLUTION IN DEFEAT, 1920-1932

While the movement for compulsory health insurance slept through
the 1920s, major changes were taking place in the economics of medical
care as well as in American society and politics. So when the movement
reawakened in the next decade, the reformers became engaged in a
new and different struggle. The lessons of controversy and defeat, the
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growing costs of medical care, and the now formidable political influ-

ence and cultural authority of the medical profession brought about a

subtle shift in the objectives of health insurance and the strategy of ils

advocates.

Though the broad objective of health insurance continued to be re-

lieving the economic problems of sickness, the focus of reform shifted

from stabilizing income and increasing efficiency to fnancing and ex-

panding access to medical care. By the thirties, most of the leading fig-

ures in the movement regarded medical costs as a more serious prob-

lem than the wage loss of sickness. The reformers still favored cash
berefts in sickness, but relegated them to subordinate importance and
suggested their administration be entirely separate from coverage of
medical expenses. In another change that narrowed the focus to medi-
cal care, they dropped the funeral benefit as politically impractical. The
pursuit of social efficiency was now tempered by a greater willingness
to accommodate likely interest-group opposition. By this tirne, reform-
ers also did not rest their case on the dubious claim that by providing
incentives for public health, health insurance would reduce the net
costs of iliness to society and actually increase profits and wages. They
were now more prepared to grant that under an insurance program
the social costs of medical care would be unlikely to diminish. Instead,
they justified health insurance on the grounds that it would make more
predictable and manageable the uncertain and sometimes devastating
costs of medical care to individuals. It would also, they said, give Ameri-
cans the means to provide for their “unmet medical needs.” Further-
more, whereas the Progressives had limited health insurance to wage
carners and their families, reformers now extended the proposal to the
middle class as well. These changes, especially the last, signified a basic
departure from the traditional European concepton of health insur-
ance as a form of income maintenance and stimulus to productivity for
the industrial working class. And in Burope, too, health insurance, be-
ginning as a program for wage earners, was gradually becoming a sys-
tem of financing medical care for the entire population.

The shift in concern among American reformers from the wage loss
of sickness to medical expenses reflected an objective change in the
ratio of the bwo costs, particularly for the middle class. Estimates at the
end of the 19205 now showed that medical costs were 20 percent higher
than lost earnings due to sickness for families with incomes under $1,200
a year and nearly 85 percent higher for families with incomes between
$1,200 and $2,500. The relatively higher cost of medical care, wrote the
medical econcmist I. S. Falk, was “a new condition, different from what
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prevailed in other times and in other countries” when they instituted
health insurance programs.™ Writing in 1937, Michael Davis comment-
ed, "The development of health insurance has shown a steady but slow
change from the economic to the medical emphasis.” According to
Davis, not only was medical care now a bigger item in family medical
budgets than wage losses, but coverage of medical expenses was more
important than income protection beeause medicine had become 50 ef-
fective in relieving suffering and promoting health.®
The increasing attention to mediecal costs preceded the Depression
and the revival of the health insurance movement. In 1934 Davis noted
the “paradox” that concern about medical costs had emerged during
the prosperous twenties and “that most published complaints regarding
the cost arase from the middle class.”® This new development is the
key to explaining the new direction of the health insurance movement.
The rise in medieal costs had its origins before the conflict over Pro-
gressive health insurance plans, but not until the twenties did the mid-
dle class feel the impact and reformers appreciate the change. The in-
crease came in the costs of both physicians’ services and hospital care.
The cost of physicians’ services rose because of both improved quality
{as a result of scientific advance and greater investmnent in required ed-
ucation) and increasing monopoly power (as a result of licensing restrie-
tions and other practices that by the 1gzos were giving doctors signifi-
cantly higher returns than their investment in education would have
justified).5
The rise in hospital costs had its origins in the complete transforma-
Hon of hospital care at the turn of the century, but hospital charges to
patients were still relatively low when the Progressive era insurance
plans were formulated. Among 2n families surveyed in 1018 in Colum-
bus, Ohio, by the U.8. Bureau of Labor Statistics, hospital costs averaged
only 7.6 percent of a total medical bill averaging $48.41 (of which about
half went to physicians).® Consequently, the Progressives gave little at-
tention to hospital costs or the problems of hospital reimbursement. By
1g2g, according to a much larger national study, hospital charges (not
including doctors’ and private nurses” hospital bills, were 13 percent of
a total family medical bill averaging $108.% In 1934 Davis estirnated hos-
pital charges plus physicians' bills for in-hospital services at 40 percent
of total family medical expenditures.™ Some of the increase aver the
levels in 1918 may be laid to an increased volume of hospital services
and higher unit costs, and some to the increased tendency of hospitals
to impose charges for services that previously were given below cost
or as charity.
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But increasing average costs do not tell the whole story. The key new
development was the increasing variation in costs, asa result of the in-
frequent but exceptionally large expense of hospitalized illness. These
high bills for hospitalized illnesses were precisely what hit the middle
class in the twenties and changed the political complexion of the health
insurance issue. As of 1g2g only one person in seventeen was hospital-
ized in the course of a year, but illnesses that required hospitalization
accounted for 50 percent of all charges for medical care. In urban fami-
lies with incomes of between $2,000 and $3,000 a year, medical charges
averaged $261 if there was any hospitalized illness, but only $67 if there
was none.” A small but significant number of families were now faced
with bills that arnounted to a third or half their annual income. As Davis
wrote, “In former years when the range of sickness costs was lower, and
few illnesses caused high expenditures, families with middle-class in-
come felt financial pinch due to sickmess much less frequently than
today. Now people who are economically secure . . . against all ordinary
demands, are not secure against the costs of sickness. Thus, the eco-
nomic problems of medical care now implicate not merely wage-
earners but the whole population.” As a result, Americans needed a
“new approach” to health insurance “because the costs of medical care
now involve larger sums of money and affect more people than does
wage-loss due to sickness.”™

The decade of the bwenties saw another development, long in the
making, come to maturity and change the context of the health insur-
ance debate: the consolidation of professional power. During and after
the First World War, as I noted earlier, physicians’ incomes grew sharp-
ly; and their prestige, aided by the successes of medical science, hecame
securely established in American culture. The twentes were a decade
when legislators, district attorneys, AMA publicists, and public health
officials took up the war against “quackery™ as a great canse of enlight-
ened government and exposed and prosecuted “cultists” and operators
of diploma mills,

The growing influence of the medical profession was evident in the
fate of one of the few government programs enacted over the AMA’s
protests. In 1g21 women reformers, taking advantage of the new power
of the female franchise, persuaded Congress to pass the Shepherd-
Towner Act, which provided matching funds to the states for prenatal
and child health centers. These centers, staffed mainly by public health
nurses and wornen physicians, sought to reduce rates of maternal and
infant mortality by giving pregnant women advice on personal hygiene
and infant care. As the historian Sheila Rothman writes, “Advances in
health care were to come not from the construction of hospitals, medi-
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cal research, or the training of medical specialists—or even from new
cures for disease. Rather, educated women were to instll in other
women a broad knowledge of the rules of bodily hygiene and in this
way prevent the onset of disease.” But private physicians began to take
an inecreased interest in these functons, and in 1927 the AMA was able
to persuade Congress to discontinue the program.®

A third development affecting medieal care also became clearer in
the 1gzos, though it, too, had been in progress for more than two dec-
ades. This was the gradual depletion of physicians in rural areas as a
result of migration to cities and the diminishing output of medical
schools. As the importance of hospitals to medical care became mors
widely recognized, the inadequacy of rural facilities also drew increas-
ing criticism.*

The growing concern in the twenties about the costs and distribution
of medical care prompted the formation of a privately funded commis-
sion that represents one of the key landmarks in the development of
medical policy. Significantly, the group called itself the Comrmittee on
the Costs of Medical Care. (In the Progressive era, it would have been
the Committee on the Costs of Illness.) An independent body, the
CCMC was created by some fifteen economists, physicians, and public
health specialists, who met in April 1926 at a conference on medical eco-
nomics in Washington, D.C. They designated a smaller committee, in-
cluding Michael Davis, law professor Walton Hamilton, and public
health professor C-E. A. Winslow, to formulate a plan of studies. A vear
later, the group—soon to number almost fifty and to include prominent
members of the professions and representatives of major interest
groups—agreed to seek financial support from foundations for a five-
vear program of research. The committee chose as its chairman Ray
Lyman Wilbur, a physician who was president of Stanford University
and Hoover’s secretary of the interior. A prominent fgure in the Re-
publican Party as well as a past president of the AMA, Wilbur was ide-
ally suited to make the committee respectable and newsworthy and to
buffer it against eriticism of possibly “socialistic” tendencies. He was
also instrumental in raising over $1 million from eight foundations.

Many of those who founded and served on the committee, worked
on its staff, or helped finance its research supported compulsory health
insurance. Wilbur himself, though not prominent in the movement,
had spoken in favor of the California health insurance referendum in
1018, But what turned out to be more central to the committee’s view-
point was a belief that medical care needed beiter organization. A pre-

*On these developments in the 19205, see Book One, especinlly Chapter 3.
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view of its perspective came from Harry H. Moore, who left the Public
Health Service to become the committee’s staff director. In American
Medicine and the People’s Health, published in 1927, Moore argued that
despite the progress medicine had made, its services were maldistri-
buted and badly organized. There was no coordination beyond the
walls of any particular hospital or clinic: “[Wlhat exists is not so much
a system as a lack of system,” Moore wrote, in a line that would be ech-
oed by Liberal reformers for the next half century.™

Sensitive to the risk of arousing opposition, the founders of the com-
mittee chose to concentrate on factual research and to “engage collabo-
ration in quarters which would otherwise be closed to them,” as one
private observer wrote in 1927.™ So anxious were they to gain the confi-
dence of the medical profession that the organizers of the CCMC in-
cluded among their members seventeen physicians in private practice,
plus the AMA’s secretary, Olin West. In conducting research, they en-
joyed the cooperation of the AMA, the Mebropolitan Life Insurance
Company, and other private organizations.

During its five years, the committee published some twenty-seven
research reports providing the most detailed information yet assembled
on medical care in America. It gave the first reliable estimates of na-
tional health expenditures {about $3.66 billion a year in 1929, or about
4 percent of national income, which worked out to approximately $30
per capita) and the frst reliable breakdown of the “medical dollar” (29.8
cents to private physicians, 23.4 cents to hospitals, 18.2 cents to medi-
cines, 12.2 cents to dentists, 5.5 cents to nurses, 3.4 cents to “cultists,”
3.3 cents to public health, 4.2 cents miscellaneous). From a survey of
nine thousand white families, the committee’s staff determined that
while 13.8 percent of people in families with incomes over $10,000 a year
received no medical care in the course of a year, the comparable iigure
for families with incomes under $1,200 was 46.6 percent. The commit-
tee also showed how unequally costs were distributed: The 3.5 percent
of families with the largest medical bills paid one third of the cost of
medical care in the country.™ And in studies of different organizations
(private group clinics, industria! medical programs, moderate-rate hos-
pital plans) and of different communities around the country, the
CCMC provided case studies of alternatives and experiments then in
progress.

Yet in the committee’s militantly objective research, admirable as it
undoubtedly was, there were biases—unacknowledged and perhaps
unconscious. These were particularly evident in the committee’s treat-
ment of twa subjects: the need for medical care and the problem of
pOWET.
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The committee estimated the need for medical care on the hasis of
data on the incidence of disease and a panel of physicians’ judgments
of the appropriate forms of treatment. From higher rates of disease the
committee inferred greater need for medical care, not considering the
possibility that a high incidence of illness might indicate even greater
needs for changes in nutrition, improved hygiene, better housing, or
more healthy working conditions.” In determining the need for medi-
cal care by asking doctors what levels of treatment were appropriate,
the committee tock the perspective of the individual practitioner as the
basis for the social allocation of resources, even though other responses
besides medical care might have reduced the level of illness more effec-
tively and at lower cost. The committee assumed that doctors could set
purely “technical” standards for medical care, independently of any
economic analysis, as if achieving those standards in medical care would
not cost money that might be spent to promote health in other ways.

“The real need for medical care is a medical, not an economic, con-
cept,” wrote Roger 1. Lee and Lewis and Barbara Jones in their influen-
tial report for the CCMC on the determination of medical needs. "It
can be defined only in terms of the physical conditions of the people
and the capacities of the science and art of medicine to deal with them.
Thus, it is not always a conscious need, still less an active desire backed
by willingness to pay. The ordinary layman lacks the knowledge to de-
fine his own medical needs and can rely only on the expert opinion of
medical practitioners and public health authorities,”™

And as if to emphasize that their understanding of the needs of soci-
ety was defined by the cultural authority of medicine, the authors pro-
ceeded to say that such a technical definition of the need for medical
care was valid only in a society like America which believed in “the effi-
cacy of scientific medicine” in promoting health. “Against an entirely
different social background, as for example in modern India, need
would represent merely the expression of a narrow professional opinion
and would bear no relation to the ‘needs’ of society.” In America the
need for medical care could properly be defined by physicians because
Americans “value health and have accepted the science and art of med-
icine as the proper instrument for its advancement.™™

The committee’s approach, not surprisingly, produced exceedingly
high estimates of the needs for different types of medical services. In-
deed, basing its judgment on the “reasonable standards” of its medical
experts, the committee found that nobody was getting enough medi-
cine: “[E]ven among the highest income group,” the CCMC said in its
final report, “insufficient care is the rule.”™ Ignorance as well as poverty
prevented people from receiving as much professional attention as they
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should. “The amount of care which people need is far greater than that
which they are aware of needing, and greater than that for which they
are able to pay under present conditions.”

Since everyone needed more medical care, the proporton of naticnal
resources going to medicine would have to be increased. This was one
of the central messages of the CCMC, and it was seen as a general prin-
ciple: As national wealth increased in the future, greater rewards would
come if income were spent on services, including medical care, rather
than on commodities. Indeed, instead of health insurance merely being
a means of cavering existing costs, as the Progressives had seen it, the
CCMC now spoke of insurance as a way of budgeting larger expendi-
tures. Introducing the final staff report, Wilbur wrote, “More money
must be spent for medical care; and this is practicable if the expendi-
tures can be budgeted and can be made through Axed pericdic pay-
ments—even as people are enabled to spend more for other commodi-
Hes by installment than by outright purchase.”® This was the new
expansionary function of health insurance—not to maintain incomes,
but to expand the use of medical care.

The implications of this growing expenditure on medical care for the
power of those who controlled it, the committee did not explore. Like
many other studies presented as objective research, the COMC report
was innocent of any critical reflecton on the problems of power. Its pos-
itive evaluations of industrial medical services in cotton-mill towns and
elsewhere never mentioned the role that such welfare programs played
in consolidating the employers’ control over their workers. In recom-
mending the establishment of community medieal centers, the CCMC
final report suggested that the method of administrative contral,
whether similar to self-perpetuating hospital boards or to popularly
elected school boards, was “relatively immaterial, so long as the mem-
bers are interested, competent, devoted to the general good, and free
from political interference.”® The writers of the report also had a deep
abhorrence of any competition among medical plans. Though they ap-
proved of prepaid group practice plans, they noted as one serious disad-
vantage the “increased opportunity for clinics to engage in competition
as to price,” which the committee thought “disastrous to professional
standards and therefore to the welfare of patients.”® Nowhere in the
report was there any mention of the risk that the medical profession
might exercise monopoly power. .

Given such assumptions, the committee’s conclusions should not be
a surprise, though they do not fit neatly into the categories of political
analysis. The members of the cormmittee were not simply (to use Robert
Alford's terms) “corporate rationalists,” “professional monopolizers,” or

The Mirage of Reform 265

“equal health advocates.” The CCMC report exhibits elements of each
such tendency: It favored reducing economic barriers to medical care,
turning over power to professionals, and rationally organizing medical
care on a bureaucratic model.

The final report of the committee, endorsed by thirty-Ave of its mem-
bers, called for the promotion of group practice and group payment
for mediecal care. But though it endorsed group payment, the report
opposed compulsory health insurance. A compulsory program, the ma-
jority said, would require an “unprecedented” subsidy from govern-
ment, employers, or both to reach American standards of medical care.
Voluntary plans were desirable as a first step, and it would be better
to develop strong group practice organizations “before insurance be-
comes compulsory” since an insurance system, if established immedi-
ately, would tend to freeze individual practice in place. In a somewhat
vague explanation of fnancing, the majority proposed that local gov-
ernments contribute a share of the costs of group payment plans for
low-income individuals “on a per capita or lump sum basis, assisted
where necessary by the state or Federal government,”® Eight signers
of the majority report dissented on this issue alone, arguing that volun-
tary insurance would later block a compulsory plan and would never
cover the poor “who most need its protection.” Two other Progressives,
Hamilton and Sydenstricker, dissented from the entire report.®

But the sharpest dissent came from eight of the private practitioners
on the committee, plus a representative of the Catholic hospitals, who
denounced the majority’s recommendations on group practice as the
“technique of big business . . . mass production.” Such a plan would es-
tablish a “medical hierarchy” to dictate who might practice in any com-
munity. The doctors’ own recommendatons—that “*government com-
petition in the practice of medicine be discontinued”; that “gov-
ernment care of the indigent be expanded with the ultimate object of
relieving the medical profession of this burden”; and that the general
practitioner be restored to “the central place in medical practice”—
were based, they said, upon the conviction that the medical profession
was the “essential element” in medical care and that its influence
should be “upheld and sirengthened.” Not only did they reject compul-
sory health insurance; they denounced voluntary insurance as well,
which they said in other countries had “proved to be only a longer or
shorter bridge to a compulsory system.” They favored the use of insur-
ance methods “only when they can be kept under professional control
and destructive competition eliminated.”®

Upon the release of the CCMC reportis in late November 1932, an edi-
torial in the AMA’s Journal, endorsing the minority view, described the
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majority’s proposals as an “incitement to revolution.”® Not only the
AMA treated the majority report as a radical document: The New York
Times headlined its front-page story “Socialized Medicine Is Urged in
Survey,” and then quoted Wilbur as saying that medicine was on its way
to some form of community organization and that the majority report
was meant to keep the medical profession in control of such move-
ments.® Politically, the CCMC utterly failed in its attempt to generate

a new consensus for reform. The various dissenting opinions from both

left and right gave an impression of discord and distracted attention
from the wide area of agreement between the majority and minority
views. The AMA's extreme reaction to the majority report confirmed
the suspicions of many that it was risky even to advocate voluntary
health insurance. Coming just as Franklin D. Roosevelt took office, the
controversy over the CCMC helped persuade the new adrministraton
that health insurance was an issue to be avoided.

THE NEW DEAL AND HEALTH INSURANCE, 1932-1943

The Making of Social Security

The Depression might appear to have fnally created the right condi-
tions for passing compulsory health insurance. It revived the dormant
social insurance movement as well as more radical currents in Ameri-

ecan politics. It saw not only the spread of unions, but the abandonment

by the AF of L of its long-standing opposition to social insurance pro-
grams. And it brought to power a Democratic administration more will-
ing than any previous to involve the federal government in the man-
agement of economic and social welfare.

But the Depression also revised the priorities of social reform. In the
Progressive era, health insurance had been the top item after work-
men’s compensation on the agenda of social insurance advocates. Other
Western countries generally moved on to health insurance as a natural
outgrowth of insurance against industrial accidents. Old-age pensions
typically came third, and unemployment insurance last.” But in Ameri-
ca, with millions out of work in the thirties, unemployment insurance
hecame the leading priority. Old-age benefits were second as a result
of the movement of older Americans that had spontanecusly gathered
behind a retired physician, Francis Townsend, a sort of intuitive
Keynesian, who proposed that the Depression be cured by giving every
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American over sixty-five 2 monthly pension of $200 on two conditions:
that they retire from work and immediately spend the money. Though
it was a fantastic and implausible scheme—if carried out, it would have
turned over half the national income to 8 percent of the population®
~—Townsend clubs had sprung up all over the country. Many congress-
men had been obliged to pledge themselves to work for its enactment
and saw Social Security as an acceptable way to escape from a commit-
ment they had no intention of fulfilling.

Even before Roosevelt took office, there was a steady movement to-
ward Social Security. Two states passed old-age pension laws in 1929,
two more in 1930, five in 1931. As governor of New York, Roosevelt en-
dorsed unemployment insurance in 1g30; Wisconsin became the frst
state to adopt such a measure early in 1g3e. Although old-age pension
and unemployment insurance bills were introduced into Congress scon
after his election, Roosevelt refused to give them his strong support,
waiting to prepare a program of his own. Then on June 8, 1934, he
seized the initiative and announced that he would appoint a Committee
on Econemic Security to study the issue comprehensively and report
with a program to Congress the following January. The committee was
to consist of four members of the Cabinet and the federal relief adminis-
trator; it would be chaired by Secretary of Labor Frances Perldns.

Though Roosevelt indicated in his June message that he was espe-
cially interested in old-age and unemployment measures, the commit-
tee included medical care and health insurance in its research. Its sub-
committee on medical care was chaired by Walton Harnilton and its
technical study was directed by Edgar Sydenstricker, the two liberal
dissenters from the CCMC majority report.

From the outset the prevailing sentiment on the Committee on Eco-
nomic Security was that health insurance would have to wait. Edwin
Witte, the staff director, recorded in a confidential memo in 1936 his
“original belief” that medical society opposition precluded any action
on health insurance. This view was shared by Secretary Perkins. Harry
Hopkins, the relief administrator, was “more interested in health insur-
ance than in any other phase of social insurance, but also realized that
this subject would have to be handled very gingerly.”

Nor was this sentiment confined to members of the committee. In
an article published in October of 1934, Abraham Epstein, the founder
of the American Association for Social Security and a leading figure in
the movement, advised the administration to be politically realistic and
specifically to go slow on health insurance because of the opposition it
would arouse—this from someone who later would become severely
critical of the conservatism of the Social Security bill.®
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Even the naming of Sydenstricker to direct the committes's re-
search on health insurance caused an uproar in the medical profes-
sion, Witte recalled that “telegraphic protests poured in upon the
President.” An editorial in the AMA's journal said Roosevelt would
try to ram health insurance through Congress. But the _.Hoﬁmmwm
stopped abruptly after the first meeting of an advisory committee on
medical care that included the presidents of the AMA, the American
College of Surgeons, and the American College of Physicians., This
sudden quiet, which proved no more than a momentary truce, cre-
ated the impression that the AMA might be willing to accept health
insurance in some form. Sydenstricker had been arguing within the
committee that at least part of the profession could be won over. His
view gained force in the fall of 1934 when the American Oo:ﬂmm of
Surgeons endorsed compulsory health insurance. But once again H..m-
formers were seeing a mirage. At a National Conference on Economic
Security in November, two prominent physicians who had _uwwn ex-
pected to favor health insurance, or at least nat to oppose it, de-
nounced the measure. At that point, Witte and Perldns returned to
their original view that immediate action on health insurance would
be politically unwise. On November 15, Secretary Perkins told the
AMA that the committee’s study of medical care would require addi-
tional time, which meant that no recommendations on health insur-
ance would be presented to the president in January. The delay sig-
naled a weakness that the AMA was able to exploit.™

Some members of the Committee on Economic Security and its staff
thought that Congress would act quickly on unemployment and old-age

programs and that health insurance could be introduced later in the

same session. This expectation proved to be mistaken. Evena discussion
of general principles for health insurance in the noﬁanwmw.m umbmm_.w
report aroused a storm of protest from the AMA. These principles in-
cluded assurances that private medical practice would continue; that
the medical profession would control professional personnel and proce-
dures; and that doctors would be free to choose their patients, the
method of reimbursement, and whether to participate in insurance
practice. Without definitively recommending a plan, the noEumﬁmm
listed as goals the provision of adequate medical services, the _uﬁmmm._unm
of wage losses and medical costs, “reasonably adequate remuneration

to practitioners, and new incentives for improved medical care. The
system the committee envisioned was to be state administered, and
state participation would be optional. The role of the federal govern-
ment was to provide subsidies and set minimum standards for states
that adopted a health insurance program. As the reformers now gener-
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ally agreed, cash benefits in sickness would be separate, probably linked
with unemployment insurance.’

The Social Security bill itself included only one glancing reference
to health insurance as a subject the new Social Security Board might
study. Nonetheless, the declaration of principles in the committes re-
port was widely reported in the medical press as if it were a legislative
proposal. Alarmed by what might follow, the AMA called a special
meeting of its House of Delegates in February 1g35—only the second
in its history—where it onee again denounced compulsory health insur-
ance and any lay control of medical benefits in relief agencies. But in
what appeared to be a small concession to moderates, the association
accepted voluntary insurance plans for medical service, so long as the
plans were under the control of county medical societies and followed
AMA gpuidelines.’

Though sentiment in favor of health insurance was still strong among
members of the Committee on Economic Security, Witte was con-
vinced that any health insurance amendment would “spell defeat for
the entire bill.” The president shared this judgment, and informed Sec-
retary Perkins to file a report on health insurance, reserving for himself
any decision about how to proceed. The committee’s report, transmit-
ted in June 1935, supported a program that would have been optional
for the states, but compulsory for residents of those states where it was
adopted. Bat in a separate letter, recognizing how “controversial” the
subject was, Secretary Perkins advised the report not be made public
until the Social Security bill was safely passed. Roosevelt never released
the report. This secrecy in itself testifies to the administration’s wari-
ness, since the committee proposed giving only “small inancial aid” to
the states and did not suggest any legislative action until further study
by the Social Security Board.?

The omission of health insurance from the Social Security Act was
by no means the act’s only conservative feature. It relied on a regressive
tax and gave no coverage to some of the very poor, such as farm laborers
and domnestics. The standards for unemployment insurance were weak.
Requirements that state pensions for the aged had to assure a “reason-
able subsistence compatible with decency and health” were struck out,
according to the economist and later Senator Paul Douglas, because of
objections by Southern political leaders that the federal government
might use such phrases to force their states to pay higher pensions to
blacks than they thought desirable.™ Though the Social Security bill B-
nally passed both houses by a wide margin, it had a hard time in the
Senate Finance Committee, where it was approved by only a few votes.

While omitting health insurance, the act extended the government's
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role in public health in several provisions unrelated to social insurance.
It gave the states fundson a matching basis for maternal and infant care,
rehabilitation of crippled children, general public health work, and aid
for dependent children under age sixteen. This last provision was to
have unanticipated implications for medical care.

The Depression, Welfare Medicine, and the Doctors

Increased state and federal financing of medical services for the poor
originated inadvertently and inconspicuously during the Depression.
It was a hidden consequence of the failure to developa heaith insurance
system that would have covered the middle class and the poor alike.

The fall in personal incomes after 1929 severely curtailed the use of
medical services by the poor. In ten working-class communities studied
between 1g9zg and 1933, the proportion of families with incomes under
$150 per capita had increased from 10 to 43 percent. Families whose in-
comes had dropped from over §425 in 1g2g to less that $150 per capifa in
1937 called upon physicians only half as often as did families whose in-
comes remained above $425 per capita throughout the entire period A
1938 Gallup poll, asking whether people had put off seeing a doctor be-
cause of the cost, found that 68 percent of lower-income respondents
had done so, compared with 24 percent in the upper-income brackets.'®

T.ess use of medical services and reduced ability to pay meant lower
incomes for physicians. According to one study, the average net income
of doctors in California fell from approximately $6,700 in 192g to $3,600
in 1933. Nationally, according to Kuznets and Friedman, private prach-
tioners had last 47 percent of their 192g incomes by 1933. A 1933 govern-
ment survey corapared the ratio of bills unpaid six months or more to
the total number of accounts receivable for the same pericd for differ-
ent types of creditors. The delinquency percentage for department
stores was 8.9 percent; for grocery stores, 24.7 percent; for landlords,
45.1 percent; for dentists, 55.6 percent; and for physicians, 66.6 per-
cent. ' Not only were patients seeing doctors less often; they were pay-
ing their doctors’ bills last.

Hospitals were in similar trouble. Beds were empty as utilization fell,
bills were unpaid, and contributions to hospital fund-raising efforts
tumbled.

So private physicians and private charities simply could no longer af-
ford to meet the demand for free services. For the first time, they asked
welfare departments to pay for the treatment of people on relief. Be-
fore the Depression, medical care had been a minor function of welfare
agencies, but now it grew in significance. Beginning about 1930, medi-
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cal care became recognized in many localities as an “essential relief
need.” Many cities and a few states gave beneficiaries a right to needed
service at public expense; increasingly, welfare agencies provided sup-
plemental payments to help defray medical costs. As federal and state
relief funds became available, local hospitals and social agencies began
to charge welfare departments for services previously rendered free,
so the cities could get reimbursed and shift costs to the state or federal
government. This system of welfare payment for medical care was
seen as a temporary expedient, but it continued after the Depression
ended.'®

Yet another federal program helped pay for medical care in the farm-
ing areas of the country. In 1935 the Resettlement Administration
began to set up and subsidize cooperative medical prepayment plans
among the poor farmers it was assisting. The agency had found that
many of its clients defaulted on loans when they fell sick. Under these
programs, which in 1937 were taken over by the Farm Security Admin-
istration (FSA), the local medical society typically agreed to accept a
limit on the total fees they would receive. In effect, this was govern-
ment-sponsored health insurance. Barely noticed in political debate,
the plans covered a quarter of the population of the Dakotas.'®

These new developments disturbed the AMA. Never before, warned
its Judicial Council int 1934, had government so invaded private medical
practice as through federal emergency relief. The willingness of physi-
eians to accept government payments “must be considered as a tempo-
rary expedient only, due to the unparalleled stress of the times, and
must be diseontinued as rapidly as the stress on the profession is re-
lieved.” Some state and county societies had recommended to their
members that they provide services to all in need and refuse to accept
compensation from the government. The AMA Judicial Council agreed:
“One of the strongest holds of the profession on public approbation and
support has been the age-old professional ideal of medical service to
all, whether able to pay or not. . . . The abandonment of that ideal and
the adoption of a principle of service only when paid for would be the
greatest step toward socialized medicine and shortly state medicine
which the medical profession could take."™ Like men ashore urging
self-reliance on their drowning companions, the wealthy doctors in the
AMA were asking their poorer colleagues to hold the line against health
insurance.

The Depression posed a severe test for the AMA. It was no easy mat-
ter to maintain a common front against government intervention when
physicians themselves were in economic dificuity. Many doctors whose
waiting rooms were empty and whose bills were unpaid were now more
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willing to consider some form of health insurance. In Michigan a liberal
faction sympathetic to compulsory insurance gained power in the state
medical society in 1932, only to face a campaign by the AMA aimed at
restoring conservative contral. In March 1935 the California Medical
Association endorsed compulsory health insurance in a vote reported
to express the views of the “little men” in the profession who knew
what costs meant to patients as well as to themselves.'™ And as we have
already seen (Book One, Chapter 8), in Washington and Oregon—two
states where many doctors had long been out of compliance with AMA
rules against contract practice—the county medical societies tried dur-
ing the Depression to drive out profit-making medical corporations by
setting up a health insurance program of their own.'®

Health insurance promised to stimulate use of physicians’ services
and help patients pay their bills. The AMA’s response to the economic
crisis, however, emphasized restricting the supply of doctors rather
than amplifying the demand for their services. In 1934 Walter Bierring,
the incoming president of the association, recommended eliminating
half the medical schools in the country.!"” That same year the AMA's
Council of Medical Education warned medical schools against admit-
ting too many students, and enrollments mumH_.mmmwmﬂ declined, (Each of
the five years prior to 1934 had shown an increase in applicants ac-
cepted by medical schools; each of the next six years showed a drop.)
In the same period, medical licensing boards adopted more rigorous
standards for foreign physicians, then arriving in growing numbers in
flight from the Nazis. The proportion of foreign doctors failing the ex-
aminations incr=ased from 5.7 percent in 1930 to 20.7 percent ten years
later.1%®

In effect, the reformers and the AMA were engaged in a struggle for
the political loyalties of physicians. Hoping to pry loose at least part of
the profession, reformers often emphasized, as a virtue of health insur-
ance, its value to physicians in shoring up their incomes. The appeal
did not succeed. None of the movements toward health insurance
within the profession proved long lasting. The Michigan medical society
was back in conservative hands by 1935. The American College of Sur-
geons quickly rescinded its endorsement of compulsory insurance after
the death of its founder, Franklin Martin, who had used his prestige on
behalf of the measure. The proposal endorsed by the California state
association would have restricted eligibility for health insurance and
vested all control in the medical profession. These conditions so aroused
the opposition of reformers that they destroyed any chance of legisla-
tive approval.!’? The insurance plans adopted by doctors in Washington
and Oregon, though providing service at fixed rates, were aimed at
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eliminating lay-controlled competition. Therefore, even these moves
toward health insurance were fundamentally in line with the AMA’s
objeckives,

In the mid-thirtes, the AMA began to adjust i{ts posilion on health
insurance, at least in its official pronouncements. Instead of opposing
all insuranee whether voluntary or compulsory, it began to define the
terms on which voluntary programs might be acceptable. These terms,
as we shall see in more detail in the next chapter, insisted that there
be no direct interventon in the doctor’s business by any financial inter-
mediary. The AMA would countenance group hospital insurance plans
only if limited to paying hospital bills, and it would allow voluntary in-
surance for medical service only if controlled by county medical socie-
ties. Yet while accepting such plans in principle, the AMA did nothing
ta encourage their development.

Despite pressures, the AMA held its membership, and it held its
ground. Though between 1930 and 1935 the proportion of doctors be-
longing to the association fell from 65.: to 60.8 percent, five years later
membership reached 66.8 percent, higher than ever before.!!* The ties
that bound physicians to the AMA, as I indicated earlier, were based
on career imperatives as well as a shared professional culture. Member-
ship in the local medical society, which required membership in the
national organization, was the key to hospital privileges and patient re-
ferrals as well as malpractice liahility protection. The inner fraternity
who typically controlled the loeal society discouraged wayward tenden-
cies. The AMA was a democratic organization, but in the 1g2os and
1g730s, as Oliver Garceau showed in a'carefuld study of its internal politi-
cal life, the association was dominated by an “active minority” com-
posed primarily of urban specialists. These physicians ran its governing
councils and were disproportionately represented among the long-
term members of its House of Delegates. They had little use for dissent.
Votes in AMA meetings and elections were typically unanimous; dis-
serting opinions were seldom recorded in its proceedings and almost
never given any space in its journal. “The basic attitude of the active
minority,” wrote Garcean, “appears to be that the differences of opin-
ion are dirty linen. Quite understandably they wish to keep dirty linen
from public inspection.”!!

How well this active minority represented professional opinion is un-
clear. A 1938 Gallup poll was widely reparted as showing that seven out
of ten doctors actually favored compulsory health insurance, but the
survey had asked only about voluntary insurance, and the significance
of the finding is uncertain because the queston asked was so vague.!!®
Undoubtedly, more doctors disagreed with the AMA’s policies than its
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leadership acknowledged, but fewer than the reformers hoped for.
Most physicians were politically inactive and seemed content to let a
small group of financially successful specialists set policy for the profes-
sion.

Aside from the few doctors who belonged to the socialist American
League for Public Medicine, the only significant organized dissent from
AMA policies emerged in 1936-37 among a group of liberal academic
physicians calling themselves the Committee of Physicians for the Im-
provement of Medicine. In a short statement of “Principles and Propos-
als” signed by over 400 doctors by the fall of 1937, the group recognized
that health was a “direct concern of the government” and called for
the formulation of a national health policy. They urged that public
funds be used to finance medical education and research; laboratory,
diagnostic, and consultative services in hospitals; preventive and public
health work; and medical care for the *medically indigent.” By no
means a radieal organization, the committee did not declare in favor
of compulsory health insurance, though some who signed the commit-
tee's statement supported it. The distinguishing feature of the group’s
position was its emphasis on education, research, group practice, and
hospitals in contrast to the AMA's celebration of the individual pract-
tioner.1" In 1938 John Peters, the committee’s secretary and Ely Profes-
sor of Medicine at Yale, author of ‘over 200 scientific articles, told the
American Collage of Surgeons that the practiioner had fallen “almost
completely into the derivative position of distributor or dispenser” of
medical care. Educational and research institutions had taken over the
- “productive services” of medicine, and no program for improving med-

ical care that considered “only the distributors to the neglect of these .

productive services” could be satisfactory. “It is a little dresome,” Pe-
ters went on, “to hear from our professional publicists of medicine that
only practitioners have any comprehension of the problems of medical
care. ... They exploit scientific services to which they have contributed
nothing.”1"

Though it had little political influence at the time, the Committee
of Physicians foreshadowed the emphasis on medical research and hos-
pital care that was to pervade government policy after 1945. Some re-
formers, however, misread the patrician liberalism of academic physi-
cians as a sign of a deep rift in the profession that might aid their cause.
The AMA itself seems to have overteacted. Before the initial statement
of the Commitee of Physicians was released, the AMA's fournal de-
nounced the group, insinuating that they had obtained signatures by
devious and deceptive means."® Yet while some of the dissidents used
acerbic language to describe the profession's leadership, the commitiee

-
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never split off from the AMA, nor did it presage widespread profes-
sional acceptance of government-sponsored health insurance. It did,
however, shatter the image of a unanimous profession that the AMA
was trying to project. In that respect, the Committee of Physicians con-
tributed to the pressure that led the AMA in 1938 to make its biggest
concessions to reform, as it sought anxiously to stop what now seemed

like the most serious movement yet toward compulsory health insur-
ance.

A Second Wind

The new push for health insurance in the late thirties developed
within the Roosevelt administration, though it never received the presi-
dent’s full backing. In 1935 an Interdepartmental Committee to Coordi-
nate Health and Welfare Activities, consisting of assistant Cabinet sec-
retaries, had been set up to oversee the various federal social programs
that had grown up helter skelter in different agencies. The Public
Health Service was then located in the Treasury Department; the Social
Security Board was an independent agency; and the Children’s Burean,
which dealt with maternal as well as child health, was to be found, per-
haps appropriately, in the Department of Labor. Chaired by Josephine
Roche, assistant secretary of the Treasury, the Interdepartmental Com-
mittee frst concentrated on coordinating programs and then turned
to a study of the nation’s health needs. In March 1937 it established a
Technical Committee on Medical Care, which several months later it
authorized to formulate a national health program. Following the
CCMC and the Committee on Economie Security, this was now the
third group in ten years to take on the task. [. 5. Falk, who had been
on the staff of the two previous committees, represented the Social Se-
curity Board in this new effort and was the chief spokesman within it
for health insurance. The Public Health Service had three representa-
tives; the fifth member and chairman was the assistant chief of the Chil-
dren’s Burean, Martha Eliot,

These agency affiliatons are important to keep in mind because of
a new element in the politics of health insurance: internal conflict
among government bureaucracies over the priority of health insurance
versus other programs. At the inception of the committee’s work, Dr.
Eliot suggested that instead of all working together, they work sepa-
rately on the sections of the program that would affect their particular
agencies—an indicaton of the narrowing allegiances that would char-
acterize health politics for many years to come.!¢ )

The Technical Commmittee’s final report resembled the recommenda-
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tions made by the Committee on Economic Security three years earlier.
Like the earlier committee, it favored subsidies to the states to operate
health programs instead of a national insurance system. It proposed (1)
expanded public health and maternal and child health services under
the Social Security Act; (2) expansion of hospital facilities through fed-
eral aid to the states for construction and three years of operating sup-
port; (3) increased aid for medical care for those on relief and others
who had no funds for health care; {4) consideration of a general medical
care program supported by taxes, insurance, or both; and (g) federal ac-
tiont toward a program of compensation for wage losses due to tempo-
rary or permanent disability. These recommendations were not en-
tirely consistent—if the fourth were fully carried out, the third would
not be necessary—and the committee recognized that they could not
all be put into effect immediately. The first two were deemed most im-
portant. The report withheld as complete support for health insurance
as it gave to other measures.!V?

The president decided to make public the part of the committee’s
report that described the nation’s health needs and to call a conference
in Washington, D.C., on the national health program. This conference,
which eonvened in July 1938, represented an important moment for
reformers in their drive for public attention. The conference brought
to Washington over 150 representatives of labor, farmers, and the health
professions—though not, as AMA Secretary Morris Fishbein told the
hosts, American business—in what the AMA construed to be an effort
to orchestrate support for a predetermined agenda. And though the
delegates were concerned most about the programs that directly af-
fected them, they strongly supported the Technical Committee’s view
of the nation’s health needs and its entire program.

So concerned was the AMA about the public response to the National
Health Conference that the following Sunday its representatives met
with the Interdepartmental Comimnittee to offer a deal. They would sup-
port all the other recommendations if the committee would agree to
drop compulsory health insurance. The committee declined this offer.1®
The AMA then called another emergency session of its House of Dele-
gates, which for the first time approved protection of loss of income dur-
ing illness as well as cash indemnity insurance, so long as it met the ap-
proval of county and state medical societies. It also endorsed the
expansion of public health services and even recognized that federal
aid might be required for the care of the medically indigent, though
these efforts had to remain under local authority.!'® The aim of this new
and more receptive stance was plainly to isolate compulsory insurance
from other issues and thus to bring about its defeat. The AMA then sue-
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ceeded in gaining support for its new position from other organizations,
including the American Public Health Association. The APHA, reflect-
ing differences of opinion about the legitimate houndaries of public
health, was divided between those who believed public health required
a concern for medical care and those who believed that public health
came first and medical care was best left to elinicians.!2

The AMA could not have known that events unrelated to medical
care were about to make its conciliatory stance politicaily unnecessary.
Initially, Roosevelt’s reaction to the NaHonal Health Conference was
so enthusiastie, according to Arthur Altmeyer, chairman of the Social
Security Board, that the president wanted to make the national health
program an issue in the 1938 election. Then he changed his mind and
said maybe it would be better to wait until the 1940 presidential elec-
Hon.'" Yet Roasevelt never made it an issue in either. The 1938 elec-
tions brought a major conservative resurgence. From that year on, con-
servabve Dixiecrats and Republicans formed a congressional alliance
that made any further innovations in social policy extremely difficult.
Almost all major New Deal legislation dates from before 1938. Thereaf-
ter, the administration lost influence with Congress and turned its at-
tention to foreign affairs. Shortly after the 1938 election, Roosevelt sent
the national health program to Congress with a message recommend-
ing it for “careful study” but no immediate legislative action.!*®

However, in February 1gag Senator Robert F. Wagner of New York,
a prominent liberal and administration ally, introduced a bill incorpo-
rating the report's recommendations. Wagner emphasized the extent
of agreement between his proposal and the AMA's recent position. The
only difference, he said, was health insurance, which his bill left as an
option to the states.! But in spite of its earlier concessions, the AMA
now testified against the legislation in toto. Although the Wagner bill,
hardly a radical measure, was reported to face only minor opposition
in the Senate, the president indicated late in 1939 that he only wanted
aid for hospital construction. Whether concern about the cost or elec-
tion-year implications were uppermost in his mind is unclear. In Janu-
ary 1940 Roosevelt sent a message recommending a modest program
to construct hospitals in needy areas, but even this bill, though passed
by the Senate, died in the House,!2

So petered out the movement for compulsory health insurance after
the National Health Conference. Just as the AATL's campaign tan into
the declining fortunes of Prograssivism and then World War I, so the
campaign of the thirties ran into the declining fortunes of the New Deal
and then World War Ii. However, more was at work in this new defeat
than bad timing. Roosevelt’s unwillingness to press for health insurance



was basically consistent with the pattern of his administration. The New
Deal responded to organized pressures. “Roosevelt's predilection for
balaneed government,” the historian William Leuchtenberg writes,
“often meant that the privileges granted by the New Deal were in pre-
cise proportion to the strength of pressure groups which demanded
them. . . . causes which were not sustained by powerful interest groups
frequently made little headway.”™ In the passage of Social Security,
the Townsend movement and riots of the unemployed gave old-age
pensions and unemployment insurance priority. No similar pressure ex-
isted for health insurance—but there was much pressure against it.

One study of the omission of health insurance from the New Deal
argues that the fundamental chstacle to its passage was that Americans
were not yet ready to abandon traditional ideals of individualism and
adopt the new concept of freedom that health insurance embodied.!®
There are twao chief difficulties with this interpretation. The frst is that
the individualistic values of Americans were an obstacle to all major so-
cial insurance programs. Yet by the end of the New Deal, the United
States had adopted compulsory unemployment insurance and old-age
pensions as well as workimen’s compensation. Health insurance was the
exception, but it demanded no greater a departure from individualism
than did the other programs.

The second difficulty is factual. Public opinion polls suggest that
Americans were ready in the Depression and after to abandon individ-
ual responsibility for the costs of sickness. Beginning in 1936, national
polls asked a series of questions about health insurance. The data from
these surveys present a complex, though consistent picture.'¥

When Americans were asked whether government ought te help
people pay for the medical care they need—a direct test of their belief
in self-reliance—the answer was overwhelmingly yes: Three of every
four people approved of such help in polls taken in 1936, 1937, 1938,
and 1g42. Beginning in 1943, the polls also asked whether people
thought it was a “good idea” if Social Security also paid for doctors’ and
hospital care that Americans might need in the future. This, too, a ma-
jority approved: 58 percent in 1943 and 68 percent in 1944 and 1g45.

Yet another question, however, introduced the consideration of
higher Social Security taxes to pay for health insurance. When the issue
was presented this way, support fell to 44 percent in 1943 and 51 per-
cent in 1945 In stll another variation, respondents were asked to
choose between “a plan set up by the government which would require
every person to take part” and “a plan set up by the medical profession
which would inelude only those persons who were interested.” The pri-
vate plan gained a slight edge among respondents in 1944 and 1945
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when higher taxes were also mentioned in connection with the govern-
ment program, while in another poll, which omitted reference to taxes,
a majority supported national health insurance. Finally, yet another
type of survey question asked for open-ended responses about what
“could” or “should” be done about making it easier to pay medical bills.
In two such surveys only about 13 percent spontaneously came up with
natonal health insurance.

These different survey results allowed both advocates and apponents
of national health insurance to claim majority suppart, so in 1945 the
Opinion Research Corporation made a careful attempt to ind out more
exactly what people thought. It asked people three questions in succes-
sion: first, whether they thought it was a good idea if Social Security
paid for medical care that people might need in the future; second,
whether it was a good idea if some “pay-in-advance plan for doctor and
hospital care were offered by insurance companies through employers
all over the country”; and third, whether it would matter much which
plan was offered, and if so, which would be better? The answers were
revealing: 68 percent thought extending Social Security was a good
idea; 70 percent approved of private plans; and, in answer to the final
question, 35 percent chose Social Security, 31 perecent the private op-
tion, 17 percent said it wouldn't matter, and another 17 percent gave
“qualified” answers ar no opinion.

These polls suggest that while a majority would have accepted and
approved natonal health insurance, only about a third of the popula-
Hon clearly preferred it to a private system. Public approval existed,
but strong sentiment in favor did not. However, there was no clear pref-
erence for private plans, and so public opinion does not aceount, in any
simple fashion, for the outcome of the conflict.

In a revealing remark to a key Senate committee chairman in 1943,
Roosevelt said, speaking of health insurance, "We can’t go up against
the State Medical Societies; we just can’t do it."!® Whether or not the
president could have successfully challenged the AMA is an impossible
guestion to answer. Altmeyer, who was intimately involved in the deci-
sions, believed the president’s judgment was right in 1935 but wrong
in 1ga8. He later wrote that after the National Health Conference the
administration could have secured favorable congressional action “if
the President had actively supported” Wagner’s bill.1®® At that moment,
the obstacles to health insurance may have been more political than
structural—that is, more a matter of a political judgment than of the
kind of overwhelming opposition that blocked reform during the Pro-
gressive era. But hindsight, of course, is cheap, and reformers may also
see mirages in the past.
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SYMBOLIC POLITICS, 1943-1050

Socialized Medicine and the Cold War

Compulsory health insurance had stood on the periphery of national
politics throughout the New Deal—omitted from Social Security, never
fully backed by the president, subordinated to other programs even by
many reformers. In the 1g4os the issue fnally moved into the center
arena of national politics and received the unreserved support of an
Arnerican president. But the opposition also acquired new strength. For
now compulsory health insurance became entangled in the cold war,
and its opponents were able to make “socialized medicine” a symbolic
issue in the growing crusade against commmunist influence in America.

The shift to the national arena was written into health legislation in
the forties. Even as late as the Wagner bill of 1939, reformers were still
proposing health insurance as a state option. But by the early forties,
as it became clear the Supreme Court would aceept a national program,
the advocates of reform felt less constrained by possible states’ rights
objections. They finally proposed that health insurance be operated as
part of Sacial Security, They also dropped most limitations on coverage:
National health insurance was to be universal and comprehensive.
These principles were incorporated into a bill Arst introduced in 1943
by Senator Wagner, Senator James Murray of Montana, and Represen-
tative John Dingell of Michigan.'® The Wagner-Murray-Dingell bill also
called for other changes in Social Security that were meant to bring
abouk a system of “cradle-to-grave™” social insurance comparable to the
Beveridge plan then being discussed in Great Britain.

As is often the case, a new generation of reform saw a turnover in
organizational leadership. After the deaths of John Andrews, who had
directed the American Association for Labor Legislation, and Abraham
Epstein, who had founded the American Association for Social Security,
the two main organizations concerned with health insurance had disap-
peared. In February 1944 representatives of organized labor, progres-
sive farmers, and liberal physicians met in the office of Senator Wagner
to set up a new group called the Social Security Charter Committee.
"Two years later, under Michael Davis, this became the Committee for

the Nation's Health.™

Toward the end of his life, Roosevelt had indicated that he would §-
nally press for health insurance once the war was over. In 1944 he asked
Congress to affirm an “economic bill of rights,” including a right to ade-
quate medical care. Shortly after becoming president, Truman re-
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peated the request and in November 1945, three months after the end
of the war, he called upon Congress to pass a national program to assure
the right to adequate medical eare and protection from the “economic
fears” of sickness.1®
Truman’s plan closely resembled the national health program of 1938,
but there was a difference in emphasis. The president was now strongly
committed to health insurance, and he was more forthright in advoeat-
ing expanded investment in the medical system. Reversing the order
of the 1938 program, Truman’s first recommendation called for expan-
sion of hospitals and the second for increased support of public health
and maternal and child health services. Truman’s third recommenda-
tion, federal aid to medical research and education, had not been part
of the earlier program, Most significant, whereas the 1938 program had
a separate proposal for medical care for the needy, Truman proposed
a single health insurance system that would include all classes of the
society, even those like professionals, agricultural workers, and domes-
tics not covered by Social Security. Public agencies would pay the insur-
ance premiums of those too poor to pay for themselves. The president
readily admitted that this extension of services would cost more money.
Medical services “absorb only about 4 percent of the national income,”
Truman stated. “We can afford to spend more for health.1®
Truman was emphatic, however, that this program was not “social-
ized medicine.” Under his plan, he stated, “our people would continue
to get medical and hospital services just as they do now.” Altmeyer,
as chairman of the Social Security Board, said that doctars and hospitals
would be permitted to choose “the method of remuneration they de-
sire” and that doctors had the right to expect higher average earnings
than they had received before.\ss
Thus the Truman program was expansionary in several senses: It
aimed to expand access to medical care by augmenting the nation’s
medical resources and reducing financial barriers to their use, and it
promised doctors higher incomes and no organizational reform. Since
voluntary hospital insurance was now rapidly developing among the
middle class, the comprehensive and universal features of the program
became central to its identity. Unlike the Progressives, who had pro-
posed a plan only for the working elass and who sought economies in
medical organization and greater efficiency for society, liberals after the
New Deal were both more egalitarian on distributive issues and less
radical on organizational ones.
The accommodating attitude toward physicians in the plan did not
win the Truman program any support from that quarter. Immediately
after the president’s message, the National Physicians Committee, a
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protessional lobby set up in 1938 to receive contributions mainly from
the drug industry, sent out an emergency bulletin calling upon doctors
to resist the program. The AMA said in an editorial that Truman's
health insurance plan would make doctors “slaves.”” In December the
AMA House of Delegates offered as an alternative the extension of vol-
untary insurance and expanded public services for the indigent.!

Public reaction to Truman’s plan was initially sympathetic. Among
those who had heard of the proposal, 58 percent approved in national
polls taken in November 1g45."" However, more complex surveys in
California and New York disclosed several points of weakness in public
support for compulsory health insurance. A survey conducted for the
California Medical Association in 1943 found that while a “socialized
government controlled medical plan™ was approved 5o to 34 percent,
support for a government program fell to about one quarter when it
was compared with voluntary insurance.’™ Another survey, conducted
in January 1946 in New York for a legislative commission, found that
the comprehensive program liberals were advoeating had less support
than a more modest plan.* This division in sentiment between the core
supporters of health insurance and the public represented a hidden but
serious political problem: What the supporters wanted most, the public
was least willing to approve. Finally, all surveys indicated that support
for compulsory insurance varied inversely with social class, The AMA
had as its allies those who ran community organizations, the media of
opinion, the large corporations. 14

The medical profession’s struggle to hwn around public opinion
began in California, where the liberal Republican Governor Earl War-
ren proposed a health insuranee plan much like the one the California
Medical Association had favored ten years earlier. The doctors now
hired a public relations firm, Whitaker and Baxter, to combat the pro-
posal. Explaining that “you can’t beat something with nothing,” the
firm urged the doctors to publicize their support for voluntary insur-
ance, It then serured endorsements from private groups and businesses
and had doctors and their friends visit public officials and the heads of
community organizations. During this campaign the number of papers

*The New York survey tested public reaction to four alternative proposals, each pres-
ented with estimated monthly costs. A compulsory insurnnce program covering all ser-
vives for children, plus laboratory tests and visiting nurses for others, would have been
approved B4 to 25 percent in o state referendum. A plan to cover hospital expenses for
everyone would have been ndopted 55 to 51 percent. The third alternative—covering
the services in the first two plans, plus all surgical and maternity bills—would have uﬁmmnm
maore narrowly, 47 to 37 percent. But the most comprehensive plan, including all doctors
Lills in addition to the services in the Hrst three proposals, would have been defeated
38 to 47 percent. Yet arnong the respondents who supported any plan, thislast alternative
was preferred, 1%
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in the state opposing the Warren plan increased from about 100 to 432.
In an article in the AMA’s fournal, the secretary of the California Medi-
cal Association explained that newspaper executives had at first been
unsympathetic because doctors did not advertise. “We now have an an-
swer to that,” he continued, explaining that the association had begun
advertising at the rate of $100,000 a year. “We have found the Tesponse
from editors, in publicity, has been beyond anything we expected when
we started the campaign.”'¥! The Warren plan was defeated.

In Congress, the reception of Truman's proposal was mixed. The
chairman of the House committee was an antiunion conservative who
refused even to hold any hearings, and in the Senate, hearings yielded
more controversy than support. In his introaductory remarks the Brst
day, Senator Murray, the committee chairman, asked that the health
bill not be described as socialistic or communistic. Interrupting, Senator
Robert Taft of Ohio, the senior Republican, declared, “I consider it so-
cialism. Tt §5 to my mind the most socialistic measure this Congress has
ever had before it.” Taft suggested that compulsory health insurance,
like the full employrment act, came right out of the Soviet constitution.
When Murray refused to allow him to continue, Taft walked out, an-
nouncing that Republicans would boyeott the hearings.'®

While not as vehement as the AMA, most other health care interests
opposed the Truman plan. The American Hospital Association favored
government subsidies for private insurance. Support for voluntary in-
surance was also the position of such groups as the American Bar Associ-
ation, the Chamnber of Commerce, and the National Grange as well as
most of the naton’s press.

Even the agencies of the federal government did not all wholeheart-
edly back the president’s plan. The Children’s Bureau was mare inter-
ested in expanding an insurance program for wives and dependents of
servicemen that had been started during the war. The bureau was wary
of jeopardizing the Future of this program by associating it with the
more controversial national health bill. The medical director of the Vet-
erans Administration opposed the Truman plan, and the chief of the
Public Health Service was “decidedly coal."0

In 1946 Truman himself gave the proposal only occasional publicity.
Even though in the spring of that year he expressed some hope that
the bill would pass, its chances were nil. In August, the president signed
into law the Hospital Survey and Constructon Act, which carried out
the first recommendation in his plan. But this part had the approval of
the AMA,; its approval was no sign the rest would be carried out.*

*On the hospital construction progrem, see Book Two, Chapter 3
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Although the supporters of the president's program said they would
try again after the next election, the Republicans took control of Con-
gress in 1946 and had no interest in enacting national health insurance.
Senator Taft, who now replaced Murray as chairman of the Committes
on Labar and Public Welfare, had his own plan for the nation's health:
a systern of welfare medicine for the poor Enanced by federal aid and
administered by the participating states. Liberals objected that the pro-
gram segregated the poor from other Americans, subjected them to a
humiliating means test, and provided charity rather than the right to
service which they would have under health insurance. Taft responded
that his plan left most Americans to pay for medical care as they paid
for other commodities. Only the poor, he argued, should be subject to
“eompulsory” medicine and they should "have to take it the way the
State says to take it.”"** Taft, however, made no serious effort to pass
his measure and may have proposed it only to gain AMA suppart in his
bid for the presidency.

The Republicans now charged that national health insurance was
part of a larger socialist scheme. In May 1947 Senator Homer Ferguson
accused the administration of illicitly spending millions “in behalf of
a nationwide program of socialized medicine.” A House subcommnittee
investgating government propaganda for health insurance concluded
that “known Communists and fellow travelers within Federal agencies
are at work diligently with Federal funds in furtherance of the Moscow
party line.” The charge centered on one employee on L. S. Falk’s staff
who had written a positive account of socialized medicine in New Zea-
land. The Federal Security Administrator immediately called off a trip
by the suspect employee and ordered an FBI investigation, which later
cleared him of any communist afiliations.!

If the Republicans used health insurance as a symbalic issue for polit-
cal purposes, so did Truman, The president and his aides focused more
attention on the national health bill as the 1948 election approached.
FSA Administrator Oscar Ewing convened yet another conference to
define the nation’s health needs. Though this National Health Assembly
only endorsed voluntary insurance, Ewing transmitted a final report to
the president reaffirming the need for his original program.!® In his
campaign, Truman cited national health insurance as an example of the
Republican “do-nothing” Congress that had obstructed his best efforts
to secure liberal programs. Fighting to keep votes from the left-wing
Progressive candidate Henry Wallace, Truman continually hammered
at the issue, promising national health insurance if the Democrats were
returned to power.

After Truman’s surprise victory, the AMA thought armageddon had
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come. It assessed each of its members an additional $25 just to resist
health insurance and hired Whitaker and Baxter to mount a public rela-
Hons campaign that cost $1.5 million in 194y, at that time the most ex-
pensive lobbying effort in American history. As in California, Whitaker
and Baxter used pamphlets, the press, public speakers, and private con-
tacts to stress that voluntarism was the American way and to persuade
private organizations—1,82g of them, according to its count——to en-
dorse the AMA position. “Would socialized medicine lead to socializa-
tion of other phases of American life?” asked one pamphlet, and it an-
swered, “Lenin thought so. He declared: ‘Socialized medicine is the
keystone to the arch of the Socialist State.” ' (The Library of Congress
could not locate this quotation in Lenin's writings.} So successful was
the campaign in linking health insurance with socialism that even peo-
ple who supported Truman's plan identified it as “socialized medicine,”
despite the administration’s insisterice it was not. Support in public
opinion polls, among those who had heard of Truman's plan, dropped
from 58 to 36 percent by 1949; three quarters of those who had heard
of the plan knew of the AMA’s opposition,'® As anticommunist senti-
ment rose in the late forties, national health insurance became vanish-
ingly improbable.

Yet compromises were available that might have faced less opposi-
tion. In November 1947 the financier Bernard Baruch recommended
a national system of voluntary health insurance for high-income Ameri-
cans and compulsory insurance under Social Security for low-income
people, an arrangement common in many Western countries and simi-
lar to the original Progressive era proposals. Because of possible busi-
ness support for Baruch’s plan and the likely approval of some Southern
Democrats, Michael Davis urged it be given consideration. The AF of
L was willing, if necessary, to exempt families with incomes over $5,000
a year as well as farmers. This compromise, however, was doomed
as Truman's breach with Southern Democrats over civil rights wid-
ened.™?

A second compromise, sponsored by several Republicans in Congress,
including Senator Jacob Javits of New York and Representative Richard
Nixon of California, called for a locally controlled, government-
subsidized, private nonprofit insurance system, with premiums scaled
to subscribers’ incomes. Unlike other Republican proposals, this one
had no means test. Altrneyer later wrote that the Demoerats made a
serious mistake in not seeking a compromise of this sort.!® Another pro-
posal for subsidizing the purchase of private insurance by the poor,
sponsored by Representative Lister Hill and Senator George Aiken, had
considerable support, but neither the AMA nor liberals were interested.
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The deadlock over health insurance stands in contrast to the expan-
sion of Social Security in other areas during the postwar period. Amend-
ments passed in 1950 broadened coverage under old-age and survivors’
insurance to include an additional 10 million Americans and raised pay-
ments by an average of 8o percent. The opposition of the AMA and the
Chamber of Commerce, however, still blocked the addition of coverage
for those permanently and totally disabled before age sixty-Ave. The
AMA denounced disability insurance as “another step toward wholesale
nationalization of medical care and the socialization of the practice of
medicine.”!®! ¥et in an obscure provision, the 1950 amendments pro-
vided matching funds to the states for payments to doctors and hospitals
for medical services to welfare recipients. These "vendor payments,”
as they were called, increased the federal subsidies for welfare medi-
cine that had been growing quietly since the Depression.

The passage of these amendments, with no provision for health or
disability insurance, confirmed the pattern of government intervention
since 1935. Instead of a single health insurance system for the entre
population, America would have a system of private insurance for those
who could afford it and public welfare services for the poor. The year
1950 also saw the attention of the Truman administration turn to Korea
and the decline of any serious effort to pass national health insurance.
Discouraged by yet another defeat, the advocates of health insurance
now turned toward a more modest program they hoped the country
would adopt—hospital insurance for the aged.

As the movement for national health insurance stalled, the coalition
supporting it began to break up. A faction within the Committee for

the Nation's Health, led by Albert and Mary Lasker, two wealthy do-

nors, urged that the committee shift attention {Tom health insurance
to federal aid for medical education and research. Michael Davis re-
sisted this change, and when organized labor supported Davis, the
Laskers and the Rosenwald family withdrew their financial support. Al-
though the Democratic Party and organized labor made up the deficit
for a few years, the committee finally went out of business in 1956. So
closed yet another effort at reform.

Three Times Denied

Why had reform failed yet one more Hme?

The burial of national health insurance during the cold war was only
the culmination of a long process of treating it in symbolic terms. Amer-
ica is frequently described as a less ideological society than Europe,
more given to interest-group than ideological politics. The AMA’s battle
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against health insurance is often cited as a premier case of interest-
group political influence. But throughout the debate over health insur-
ance in the United States, the conflict was intensely ideological, much
more o than in Europe. The interest groups opposed to health insur-
ance repeatedly found it useful fo cast the issue in ideological terms.
By accusing the supporters of health insurance of being the agents frst
of German statism and then of Soviet communism, they meant to inject
a meaning into health insurance that the reformers deeply resented.
The reformers’ efforts to detoxify the conflict were to no avail. And their
attempt to present national health insurance as a technical matter of
meeting the “health needs™ of the society had its ideological bias, too.

Each side in the controversy sought to prevail by linking its case to
some deeply rooted aspect of American belief (liberty for the oppo-
nents, and efficiency and fairness for the supporters). The opponents
did not win because their views were more truly rooted in American
culture than those of the supporters. Each side had a plausible case in
playing up the American values that favored its cause. So the values
themselves do not provide an explanation for the outcome.

Public cpinion, as I indicated earlier, was highly malleable. It was
generally in favor of health insurance but uncertain as to what kind.
The opponents were able to take advantage of this uncertainty to nul-
lify whatever advantage the reformers originally held in public support.
Then, like many other highly organized lobbies, they were able to mar-
shall political influence to prevent any action from being taken against
their interests.

Between the two sides in the conflict, there was a gross imbalance
in resources—partly material, partly social, partly symbolic. And these
imbalances reinforced one another: The edge that the oppositon en-
joyed in its social bases of support could be translated into material ad-
vantages and means of influence.

The gap in material resources was overwhelming. While the reform-
ers struggled along on shoestring budgets, the opponents had access to
considerable wealth. The annual budget of the Committee for the Na-
tion’s Health was about $50,000; in 1950 it spent only $36,000. That same
year, the AMA spent $z2.25 million in its “natonal educational cam-
paign” against national health insurance. More than $1 million was
spent in two weeks in October alone, just before the 1950 congressional
elections. During that period, the AMA also offered businessmen the
opportunity to join in sponsoring advertisements denouncing compul-
sory health insurance. Companies paid over $2 million for this privilege.
In those two weeks, as Monty Poen describes it, “every bona fide weekly
and daily newspaper in the United States (10,033 in all) carried a five-
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column-wide, fourteen-inch-deep ad from the AMA or from one of its
business allies decrying the enemies of free enterprise, while 1600 radio
stations broadcast spot announcements and a5 magazines carried simi-
lar advertsements,”'1s

But this material advantage, as the participation of business in the
AMA’s campaign suggests, was itself only a reflection of the ample social
foundations of the opposition’s strength. Beginning with the National
Civie Federation and the insurance industry during the Progressive
era, the most powerful econornic interests in the society had opposed
health insurance. Both economic and ideological considerations
brought the AMA its business support. Many employers did not want
the additional cost of health insurance, which constituted a de facto in-
crease in the minimum wage, while others stood to gain from providing
health benefits on their own. And, more generally, they shared a desire
to draw the line against socialism. The AMA also benefited from alli-
ances with the specific industries that profited from a private market
in medical care. Organized medicine received large contributions from
pharmaceutical firms to fight health insurance, in addition to the reve-
nues from pharmaceutical advertising in AMA journals. The doctors re-
ceived this support in part because of the strategic location they held
in the marketing of drugs; their gatekeeping function allowed them ta
collect a toll for use in political agitation. Physicians were also able to
draw upon the elaborate network of contacts that medical practice
vields, Congressmen and state legislators, newspaper editors, and other
community leaders frequently found their personal physicians paying
them a visit to talk about health insurance. Many doctors’ offices be-
came outposts in a political struggle, dispensing literature, cartoons,
and other propaganda against “socialized medicine.”

The changing ideological temper of the postwar period was itseif a
resource for the opponents of health insurance. The forties witnessed
a growing confidence in American capitalism as anxiety about a relapse
into Depression abated. In 1942 a Roper poll for Fortune had found that
only 4o percent of Americans definitely opposed socialism, while 25
percent were in favor of it and 35 percent said they had an open mind.
By 1949 a Gallup poll found that only 5 percent of the public wanted
to move more in the direction of socialism, while 61 percent wanted
to move more in the opposite direction.!s This cold war ideological shift
was not decisive. Otherwise one would not have expected the Kberal-
ization of Social Security in iggo0. The rejecton of health insurance
stands out as an exception to the postwar pattern of rising social welfare
expenditures in the United States and other advanced Western socie-
tes. In most of Western Europe, governments that were no less anti-
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communist than the United States tock part in the steady expansion of
health insurance to all sectors of the society. Only in America was grow-
ing anticommunism channeled into opposition to health insurance.

In the face of all these considerations—material, social, symbolic—the
potential supporters of national health insurance sought other remedies
to their problems. The middle class continued to buy private insurance,
and the unions began to look to collecHve bargaining for health
benefits.

Another large group, American veterans, received extensive medical
care in the hospitals and clinics of the Veterans Administration (VA),
which were greatly expanded and modernized after the Second World
War. Veterans were entitled not Jjust to treatment for war-related inju-
Ties, but to all medical care to the extent the VA had room for them.
A rule requiring them to vouch that the services were otherwise be-
vond their means was not seriously enforced. So this large group of
working-class, predominantly white males was able to receive govern-
ment-financed health services, which when advocated for other Ameri-
cans were denounced as likely to undermine self-reliance. The AMA
opposed the extension of the veterans’ program to nonservice-
connected illness, but the veterans were one lobby even the medical
profession could not overcome,

So instead of the universal system that Truman had proposed, Ameri-
can society provided insurance against medical expenses primarily to
the well off and the well organized. The people who lost out were those
without membership in groups, like the veterans and unions, that had
political influence or econormic power. The poor, for whom health in-
Surance was originaily conceived, were precisely the ones who did not
receive its protecton.

The political failure of universalism also had its reflection in the frag-
mentation of public policy. Each government agency—the Children's
Bureau, the Public Health Service—pursued its own agenda. The hospi-
tals sought relief through aid for construction, and the medical schools
through aid for research. The culmination of this piecemeal approach
was categorical legislation on behalf of constituencies organized around
specific diseases, such as cancer and heart disease, The opposition ta
compuisory insurance did not prevent a steady growth in state inter-
vention in medical care. Government financing inereased, but it was
channeled into avenues that did not, at least immediately, threaten pro-
fessional sovereignty.



