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SPECIAL ARTICLE

THE MONETARIZATION OF MEDICAL CARE

Er1 GiNnzsrrae, Pu.D.

LOSL observers of the health-care system, among

them Arnold Relman'® and David Rogers,! arc
alarmed at how fast American medicine appears to he
turning from a profession into a business. The evi-
dence of history and economics suggests that a related
and more pervasive trend, the monetarization of medi-
cal care, has been proceeding apace for the past sever-
al decades and dominates the present scene.

Monctarization can be defined as the rapid penetra-
tion since 1950 of the “moncy ecconomy” into all facets
of the health-care system. Its influence is reflected in
the following developments: the order of magnitude of
growth in the financial dimensions of academic health
centers; the shift from voluntary to employed physi-
cians in large teaching hospitals; the payment of rea-
sonable stipends to house stafl; the marked decline in
the role of philanthropy in meeting the operating defi-
cits and the capital needs of nonprolit hospitals; and
the substantial reduction in unrequited services by
physicians, especially after the introduction of Medi-
care and Medicaid. This process of monetarization
has sct the stage for the explostve growth of for-profit
medicine.

A glimpse into history reveals large-scale changes in
the traditional system that are essential to under-
standing both the present predicament and the out-
look for the future. In 1940 philanthropy accounted for
24 per cent of the total operating budget of nonprofit
hospitals in New York City; by 1948 it had dropped to
17 per cent.” According to the United Hospital Fund
of New York, its sharc is now barely I per cent. The
last figure underestimates the amount of free care that
hospitals and physicians continue to provide to the
sick poor through cross-subsidization and unrequited

service, but the volume is greatly reduced from that of

decades past.

Before World War 11, physicians in training — in-
terns and residents — were required to live in the
hospital and were on duty every other night. Some
reccived a small cash stipend, but many worked for
room, board, and laundry. Interns were not permitted
to marry, and fellows did not carn enough to marry.
Physicians who sought o gain admitting privileges at
a prestigious hospital had to work in its clinics for a

period of years, donating several half-days per week; if

appointed to the staff; they continued to donate sever-
al half-days per weck to caring for paticnts on the
wards. Most physicians adjusted their office fees for
those unable to meet them in full.
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One more critical fact: capital funds for new con-
struction, expansion, and modernization were raised
by the trustees of voluntary hospitals from among
themselves, their friends, legacies from the wealthy,
and on special occasions, from a broad community
fund-raising eflort.

Up to the beginning of World War 11, U.S. medi-
cine was partly monctarized, partly cleemosynary.
Therealter, a major expansion in hospital insurance
and the long upward trend in real family income set
the stage for the complete monetarization of health
care, the final phase of which followed the enactment
of the Medicare and Medicaid programs in 1965.

The monetarization process was speeded by the
changing relationships in supply and demand between
those who sought medical care and those who pro-
vided it. Patients with more income and better insur-
ance coverage found it easier to seck and pay for medi-
cal care. Hospitals treated fewer nonpaying patients,
largely as a result of the rapid spread of insurance.
With more revenue and fewer bad debts, hospitals
were able to pay nurses and nonprolessional personnel
higher, il not yet competitive, wages and salarics. The
charitable element in hospital operations dwindled as
hospitals became more fully integrated into the moncey
cconomy.

Several additional points: government financing be-
came available for the first time (through the Hill-
Burton Act, 1946) to assist voluntary hospitals, pri-
marily in small communities, to meet their capital
needs; substantial funding from the Nadonal Insti-
tutes of Health enabled many academic health centers
to become major educational, rescarch, and service
enterprises with budgets 10 or 20 times larger than
those of the prewar era; Blue Cross, commercial insur-
ance, and selected government financing programs
were willing and able to cover the rapidly expanding
costs of graduate medical education through patient
reimbursement.

Even more striking was the decline of philanthropy
as the principal source of capital funding. Third-party
payers accepted funded depreciation as a reimburs-
able charge. When voluntary hospitals necded addi-
tional sums for expansion or modernization, they went
to the capital markets to borrow, using their anticipat-
c¢d future reimbursements as guarantee of their credit-
worthiness.

As general practitioners and specialists {found it in-
creasingly casy to earn good livelihoods, they curtailed
their hours of work and particularly the amount of
time that they donated to hospitals for the care of the
poor. Residents provided more and more of the free
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and below-cost services that voluntary hospitals con-
tinued to render, particularly in their expanding emer-
geney rooms.

The passage of the Medicare and Medicaid legisla-
tion in 1965 transformed the great majority of the poor
into paying patients, thereby vastly increasing the
flow of funds into the health-care system. Hospitals,
physicians, and the rapidly increasing number of
nursing homes were the principal beneficiaries. To-
gether, they accounted by the mid-1970s for close to 70
per cent of all health-care expenditures.®

Cost-based or charge-based reimbursement encour-
aged hospitals to increase and upgrade the services
that they oflered, with almost complete protection
against financial loss. In this unconstrained financial
environment, for-profit medical enterprises, particu-
larly in the South and West, found many opportunitics
to start and expand highly profitable operations.

Another facet of the monctarization process dates
from the carly postwar years, when first the Veterans
Administration and later the large municipal hospitals
that delivered acute care to the indigent contracted
with the nation’s medical schools for alfiliations.’
These affiliations provided medical schools with more
sites for graduate training and faculty positions and
made additional funding available for rescarch.

Three other developments should be noted. First of
all, the many new and enlarged sources of funding
were the primary cause for the steep indlation in
health-care prices that outpaced the gains in the con-
sumer price index throughout most of the past three
decades. In 1950, expenditures for health care in the
United States totaled $13 billion, or 4.5 per cent of
the gross national product. The latest figure available
(1982) is $322 bhillion, or 10.5 per cent of a much larg-
er base.b

Sccondly, the combination of an clongated period of
graduate training before entry into independent prac-
tice, together with an improved outlook for profession-
al carnings, raised the expectations of the postwar gen-
cration of physicians about their future incomes. By
the mid-1970s, specialists in training — particularly
those in the procedure-oriented specialtics — could
reasonably anticipate carning at least $100,000 within
a few years of board certilication.

The third salient development can be classified as
the practice of defensive medicine and the associated
phenomenon of steeply rising  professional-liability
costs. The malpractice-insurance premium for a neu-
rosurgeon in New York City is in the $70,000 range at
present. That means that a young neurosurgeon start-
ing out in independent practice faces a prospective
outlay of $150,000 per year in terms of oflice rent,
liability coverage, and other expenses — before seeing
the first patient.

‘The thrust of the foregoing is to underscore that the
financial dimensions of medical practice underwent a
major transformaton in the postwar cra as a conse-
quence of the many changes in the provision, distribu-
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tion, and payment of services. 'The proportion of con-
tributions by philanthropy to hospital operating and
capital requirements has been greatly reduced., and
the same is true of the voluntary services of physicians,
in and outside hospitals. The nursing care given by
nuns in Catholic hospitals (an important form of unre-
quited service in carlier decades) has all but disap-
peared.

The scale of this transformation was suggested at
a recent symposium at the Columbta-Presbyterian
Medical Center (New York City) by Dr. Henry Ara-
now, who noted that in the late 1930s, when he joined
the stall of Presbyterian Hospital, a patient with ad-
vanced pulmonary discase who was admitted for
pneumonia would die within a day or two, having run
up a terminal hospital bill of $8 to $12. Today,
this bill could, under special circumstances, reach
$100,000. Overall there has been an approximately
fivefold increase in real per capita outlays for health
care in the past third of a century. It is this fact that
has forced the issue of management to the fore.

T'o be concrete: a major academic health center
with its principal teaching hospital has annual outlayvs
in the $200 million range, the hospital usually ac-
counting for between one half and two thirds of the
total. A very large medical complex, such as the Mayo
Clinic, which has a modest teaching but a substantial
rescarch component, has annual outlays in excess of
$400 million (excluding the independent activities of
its afliliates, St. Mary’s and Methodist Hospitals).
Whatever their designation — public, private, non-
profit, voluntary, or for-profit — medical complexes
with annual expenditures in excess of $100 million, as
well as those operating on a more modest scale. need
strong management to perform their multiple func-
tions of education, rescarch, and service efliciently,
and at the same time to make effective use of the re-
sources at their command.

It should no longer come as a surprise that {or-profit
medical enterprises have been able to make rapid
headway during the past decade and a half — buving
up cexisting hospitals; raising capital on the equity
markets to build new hospitals in preferred locations
where there is little risk of bad debt; and managing
hospitals in middle-income and upper-income areas
where patents, most of them heavily insured, will
not object to paying a litde more for comfort and
service, even if they get no more and often a livtde less
in the quality of professional care. Hospital chains
have been in a particularly strong position to develop
space, equipment, personnel standards, and purchas-
ing arrangements, cach of which may give them a
slight edge over the single, free-standing, nonprolit
hospital.

Certain incluctable forces have drawn medical care
cver more deeply into the vortex of the money econo-
my, where management techniques must aim at the
preservation and enhancement of capital. 160 we look
ahead, these forces appear even more powertul. Con-
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sider the following: the high cost of introducing and
perfecting new technology; the opportunities for cor-
porate enterprises to attract and retain both young
and mature physicians who will be available, even
cager, for salaried employment; the current unbun-
dling of services, which is likely o aceelerate as entre-
prencurial physicians see opportunities 1o improve
their carnings by undertaking more diagnostic work
and other procedures in their offices, in prelerence to
the hospital; the introduction of DRGs (reimburse-
ment based on diagnosis-related groups), which will
inevitably lead to tighter hospital controls over modes
of physician practice, mediated by ever more elabo-
rate computerization; and the recent emphasis by
both for-profit and nonprofit hospitals on marketing
policies and diversification, which are leading to links
with other health-care providers, particularly physi-
cian groups, nursing homes, and hospices, and inten-
sifying the need for skilled management if the hospitals
are to survive and prosper.

Although 1 have singled out the impact of monetari-
zation on the hospital sector, it must be noted that
physicians in and outside ol hospitals are the critical
providers of care. Relman is surely right in being deep-
ly concerned about the growing conflict hetween
medical cthics and money-making goals,® an issue
that the American Medical Association — and |
would add, state hlcensing officials and other regula-
tory baodies, both public and private — should keep
under close surveillance. T'o view the practice of medi-
cine as just another business undertaking like retailing
or banking is to he blind 1o the role of agency in the
work of a professional. To rely on the market to disci-
pline money-grubbing professionals is to overestimate

what the market should be asked o do or is capable of

. 4
doing.’
T'here are further indications of the increasing im-

portance of the money cconomy in the delivery of

health-care services. The continuing growth of for-
profit chains has already had the inevitable conse-
quence of stimulating free-standing nonprofit hospi-
tals to explore alternative means of afliliation and
merger so that they will be better able o stave ofl' their
increasingly strong (‘()mp(-lilors.“' In this connection,
it is worth recalling the point made in an address to
the Assoctation of American Medical Colleges several

vears ago by Dr. Robert Heyssel, the president of

Johns Hopkins Hospital, that litde difference remains
between a for-profit hospital raising money on the eq-
uity markets and a nonprofit hospital forced to meet
the interest payments on its bond issue.'! Bach is sub-
servient to the lender.

The involvement of the nation’s medical-supply
companies in a proposal for the development ol a com-
mission, drawn from the for-profit and nonprofit sce-

tors and government, to explore alternative ways of

rationalizing the introduction of new costly technology
bespeaks their concern that innovation may hecome
the victim of cost containment now that the uncon-
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trolled market with a limitless stream of new funds is a
thing of the past.'™

Iinally, the tightening of the capital markets for
institutional financing will force hospital leaders o
pay more attention to financial controls and improved
market strategies aimed at assuring the survival and
vitality of the community hospitals and medical cen-
ters that are the hackbone of sophisticated medical
care for the American people. The cumulative eflect of
these potent forees has been at the heart of the contin-
ued monetarization of U.S. medicine.

Two overlapping issues must be sharply diflerenti-
ated: the broad consequences of the almost total mon-
ctarization of our health-care system, and the role of
for-profit enterprises in shaping its future. There is
no possible way for any large provider o escape the
dictates of the dollar. Congress has begun to explore
alternatives to the large deficit in the Medicare ‘1'rust
Fund that looms ahcad; business coalitions are inten-
sifying their efforts to moderate increases in their
health-insurance premiums; state governments, such
as those of California and Massachusetts, have resort-
ed 1o radical innovations to rein in their steeply ris-
ing outlays for health services. Nonprofit hospitals
are merging or are joining chains (or both) and are
intensifying their marketing efforts to assure them-
selves of a steady flow of patients. In the meantime,
for-profit enterprises continue to expand through the
purchase or construction of additional hospitals and
ambulatory facilities and through a wide array of
other approaches, from the establishment of new
health-maintenance organizations to working out in-
genious arrangements with physicians to lease back
cquipment.

The policy arena is beginning to change. Congress
acted recently to limit the returns on capital that
would be approved by Medicare for reimbursement of
for-profit hospitals, and warned that such returns
might be completely disallowed after 1986. Several
states, including New York, Massachusetts, Mary-
land, and New Jersey, have introduced a method of
hospital reimbursement in which a portion of the total
reimbursement pool is sequestered for distribution
among the participating hospitals in proportion to the
bad debts that they have incurred in treating the in-
digent.

The recently initated DRG system will act o con-
strain for-profic hospitals from heavy reliance on ancil-
lary charges as a source of revenue. A considerable
number of municipalitics and counties that are trans-
ferring their facilities to a for-profit chain have stipu-
lated in their contracts of sale that the purchaser must
provide a designated amount of free or subsidized care
to the locality’s indigent citizens,

Raising new money in the bond market is currently
more difficult than it has been, and if a number of
hospitals start to default, as may happen in the years
ahead, all institutions, including the for-profit chains,
will encounter difficulties when they attempt to obtain
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additional funding for continued expansion. More-
over, they will have to compete with some strong non-
profit chains that may be equally attractive to bond-
holders.

We have had relatively little success during the past
decade in moderating advances in hospital costs, but
even if the first-generation DRG system fails to accom-
plish what its proponents envisage, by the third gen-
cration we should have a better functioning system in
place. The tighter the system is controlled, the less
scope there will be for for-profit institutions to exploit
hitherto advantageous niches.

Up till now, the argument between critics and de-
fenders of the growth of the for-profit sector in medi-
cal care has been formulated in terms of the sources
of its profits. Relman maintains, with considerable
merit, that these profits reflect entreprencurial prac-
tices — the buying and selling of assets, “crecaming”
of the market, and avoiding unprofitable activities
such as teaching and care for the poor.''* The defend-
ers emphasize gains from access to capital, improved
planning and operating systems, and more profession-
al management.'™'® From the perspective of this re-
view of the monetarization of the U.S. health-care sys-
tem, the answer is to be found in the opportunitics
crcated by faulty public policy, primarily through re-
imbursement, for those with money-making procliv-
itics to establish a strong niche in what was formerly a
quasi-clecemosynary sector. The American public can-
not continue indcfinitely down the path that it has
been following — that is, o devote an ever larger
share of its gross national product to health care. But
only the naive believe that the goals that must be pur-
sucd — innovation, quality, access, and equity at an
aflordable cost — can be achieved either by greater
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reliance on the for-profit sector or by radically con-
straining its growth.

To secure its long-term financial foundation, Amer-
ican medicine will require a combination of political
leadership and professional cooperation that is not yet
visible on the horizon. The great danger is that such
cooperation will be delayed past the point at which
intervention can be effective.

I am indebted to Miriam Ostow for help in preparing the manu-
seript.
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BIOLOGIC AND CLINICAL IMPORTANCE OF PROINSULIN
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N 1953 Sanger and Thompson described the com-
plete covalent structure of insulin, a hormone con-
taining two scparate peptide chains and three disul-
fide bonds."® Although proposed models for the
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biosynthesis of such a complex molecule were debated
for many years, it was not until 1967 that the mecha-
nism for insulin biosynthesis was finally elucidated:
using an in vitro system containing isolated pancreatic
islets or human insulinoma tissue and radiolabeled
amino acids, Steiner and his colleagues showed that
the formation of insulin was preceded by the biosyn-
thesis of a single-chain insulin-containing peptide
about 12 times the size of insulin itself.* Isolation of
this precursor in larger amounts and determination of
its primary structure revealed an extended peptide se-
quence connecting the amino terminus of the insulin A
chain with the carboxyl terminus of the insulin B
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