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MAKING HEALTHCARE WORK FOR AMERICAN
FAMILIES: ENSURING AFFORDABLE COV-
ERAGE

TUESDAY, MARCH 17, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HEALTH,
COMMITTEE ON ENERGY AND COMMERCE,
Washington, DC.

The subcommittee met, pursuant to call, at 10:15 a.m., in room
2123 of the Rayburn House Office Building, Hon. Frank Pallone,
Jr. (chairman) presiding.

Members present: Representatives Pallone, Dingell, Eshoo,
Green, DeGette, Capps, Schakowsky, Baldwin, Weiner, Matheson,
Harman, Gonzalez, Barrow, Christensen, Castor, Murphy, Sutton,
Braley, Waxman (ex officio), Deal, Whitfield, Shimkus, Shadegg,
Bflfynt, Pitts, Rogers, Burgess, Blackburn, Gingrey, and Barton (ex
officio).

Staff present: Phil Barnett, Staff Director; Karen Nelson, Deputy
Staff Director for Health; Karen Lightfoot, Communications Direc-
tor; Purvee Kempf, Counsel; Tim Gronniger, Professional Staff
Member; Bobby Clark, Senior Political Analyst; Jon Donenberg,
Health Fellow; Virgil Miller, Legislative Assistant; Caren
Auchman, Communications Associate; Alli Corr, Special Assistant;
Alvin Banks, Special Assistant; Caitlin Sanders, Staff Assistant;
Brandon Clark, Professional Staff; Marie Fishpaw, Professional
Staff; Clay Alspach, Counsel; Chad Grant, Legislative Analyst; and
Aarti Shah, Counsel.

OPENING STATEMENT OF HON. FRANK PALLONE, JR., A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER-
SEY

Mr. PALLONE. The subcommittee hearing is called to order. Good
morning and welcome to our witnesses on the first panel. This is
a second in our series of hearings on health reform. Today the sub-
committee will examine issues surrounding the affordability of
health coverage.

Now more than ever securing quality health care coverage at an
affordable price is not possible for millions of American families.
First and foremost, health insurance has become too expensive. As
health insurance premiums continue to outpace wages every year,
people can no longer expect to pay a reasonable price for health
coverage.
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And as we talk about health care reform, we have to ask our-
selves what should we expect to pay for health care coverage and
what should that coverage include. Cheap plans that offer little
protection, such as high deductible plans, are not a solution in my
opinion. We need real reform that makes quality health care cov-
erage affordable to every American, and in order to do that, we
need to change the rules which govern the way people obtain
health care coverage, particularly within the individual market.

I am particularly interested to hear from our witnesses today
about new ideas like a health exchange or connector, similar to the
one in Massachusetts, a public plan option, and an individual man-
date that can help provide individual’s access to affordable options
for meaningful coverage.

I also think it is important that, as we talk about making cov-
erage on the individual market more affordable, we don’t do any-
thing to disrupt the affordability of coverage in other sectors. There
was talk last week and in the media about eliminating or cutting
back on the tax exclusion for health benefits offered by employers.
This was an idea promoted by former President George Bush and
was a key component of Senator McCain’s health care proposal
during his presidential campaign, but obviously this is controver-
sial as well.

The employer market is already declining. It is becoming increas-
ingly difficult for both employers and employees to afford health
care coverage, and eliminating those tax incentives may further ex-
acerbate the affordability problems we already face with employer-
sponsored insurance and not necessarily do anything to improve
the affordability of coverage in the individual market.

Again these are all issues that I think we need to discuss. Look-
ing at places like Massachusetts, public plan options, individual
mandates, and the tax exclusion for health benefits. Not that I am
taking a position on any of those right now, but I think these are
important things that we have to look at.

I want to thank our witnesses again for being here today. I know
we have a very distinguished panel.

[The prepared statement of Mr. Pallone follows:]
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PALLONE STATEMENT AT HEALTH REFORM
HEARING ON ENSURING AFFORDABLE COVERAGE

Washington, D.C. --- U.S. Rep. Frank Pallone, Jr. (D-NJ), Chairman of the House Energy and Commerce
Subcommittee on Heaith, gave the following opening statement this morning at the second of a series of
hearings focused on making health care work for American families. Today's hearing addresses the need
to make health care coverage more affordable.

"Good morning and welcome to our witnesses. This is the second in our series of hearings on
health reform. Today, the Subcommittee will examine issues surrounding the affordability of health
coverage.

"Now more than ever, securing quality health care coverage at an affordable price is not possible
for millions of American families,

"First and foremost, health insurance has become too expensive. As health insurance premiums
continue to outpace wages every year, people can no longer expect to pay a reasonable price for health
coverage.

"As we talk about health care reform, we have to ask ourselves, what should we expect to pay for
health care coverage and what should that coverage include?

"Cheap plans that offer little protection, such as high deductible plans, are not the solution. We
need real reform that makes quality health care coverage affordable to every American.

"In order to do that, we need to change the rules which govern the way people obtain health care
coverage, particularly within the individual market.
1 am particularly interested to hear from our witnesses today how new ideas like a health exchange or
connector, (similar to the one in Massachusetts); a public plan option; and an individual mandate can help
provide individuals access to affordable options for meaningful coverage.

"I also think it’s important that as we talk about making coverage on the individual market more
affordable, we don’t do anything to disrupt the affordability of coverage in other sectors.

"There is a lot of talk lately about eliminating the tax exclusion for health benefits offered by
employers. This was an idea promoted by former President George W. Bush and was a key component of
Senator McCain’s health care proposal during his presidential campaign.

-Qver-
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1 think that this is a dangerous road to go down. The employer market is already declining. It’s
becoming increasingly difficult for both employers and employees to afford health care coverage.
Eliminating those tax incentives will further exacerbate the affordability problems we already face with
employer sponsored insurance and will do nothing to improve the affordability of coverage in the
individual market.

"I want to thank our witnesses again for being here today and I look forward to hearing their

testimony. I now recognize our ranking member, Mr. Deal for three minutes for the purpose of making an
opening statement. Thank you.”

-30-
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Mr. PALLONE. And I will now call on Mr. Deal for opening state-
ments, and then we will have opening statements from other mem-
bers, both Democrat and Republican. Thank you.

OPENING STATEMENT OF HON. NATHAN DEAL, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF GEORGIA

Mr. DEAL. Thank you, Mr. Chairman. Thank you for holding the
hearing today, and thanks to the witnesses for being here, and I
believe we have two panels of them. So we are going to be here a
while, I suppose.

Obviously as we broach this subject of how to reform the health
delivery system in this country, it is a difficult task and one that
has many facets to it. Dr. Reinhardt, I was interested in reading
your article that appeared back in January in the “New York
Times” on the question of pricing.

As you probably know, this is an issue that has been important
to me in the area of transparency of pricing. It is probably one of
the most difficult issues to understand and try to get a handle on.
We have so much difference in pricing of health care of services in
this country that it is, in fact, I think, one of those issues we have
to begin to wrestle with if we are going to decide how we are going
to approach the delivery of health care because pricing obviously
has a lot to do with it.

I look forward to the testimony of the witnesses. There are a lot
of issues that we have not talked about in previous hearings, and
I am sure that these two panels today will broach some of those
subjects that we have yet to explore. And thank you for being here,
and I look forward to your testimony. I yield back.

Mr. PALLONE. Thank you, Mr. Deal. The gentlewoman from Cali-
fornia, Ms. Eshoo.

OPENING STATEMENT OF HON. ANNA G. ESHOO, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Ms. EsHOO. Thank you, Mr. Chairman, for holding not only to-
day’s hearing but the series that you have planned as we work to
bring health care to every American.

One of the biggest problems in health coverage is including those
who are left out of group coverage and must purchase insurance in
the private market. These very same people not only face tougher
afcess and higher cost issues, but they are also taxed on these
plans.

Any individual who receives coverage through their employer
gets their plan tax-free. I think it is very important that everyone
has the option to buy into a group plan that would mitigate costs
and not discriminate based on pre-existing conditions. We don’t
want to upset the health insurance for people who have it and who
like it. We want to expand affordable comprehensive health care
options to those who don’t or those who want better coverage.

So I look forward to our very distinguished panel’s testimony
today, and I hope we are able to discuss the tax treatment of
health insurance and how we might address that as well. Thank
you.
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Mr. PALLONE. Ranking member of the full committee, Mr. Bar-
ton.

Mr. BARTON. Thank you, Mr. Chairman. I have an excellent
statement that my staff has prepared. I am going to submit it for
the record, but in the interest of time, I am going to just submit
it.

The main thing that is in the statement that I think we need to
put before yourself and the members of the committee is that the
Republicans do want to work in a bipartisan fashion this year. We
are willing to work with you and the full committee chairman and
other members on the majority side to enact comprehensive health
care reform if it really is reform.

So this is not an issue where we are going to try to rope-a-dope
the committee. We are prepared to work if it is something that is
in the middle and can be done and maintain the private health
care plans of Americans.

[The prepared statement of Mr. Barton appears on page 153.]

Mr. PALLONE. Thank you, Mr. Barton. I appreciate what you
said, and I think it is crucial that we work in a bipartisan fashion.
And that is certainly our intention. Thank you. The gentleman
from Texas, Mr. Green.

OPENING STATEMENT OF HON. GENE GREEN, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. GREEN. Thank you, Mr. Chairman. I want to thank you for
holding this second hearing on health care reform. Our state of
Texas has the unfortunate distinction of having the largest number
of uninsured in the United States, nearly 5.4 million Texans or 25
percent of the population in Texas without health insurance cov-
erage, and nearly 1.4 million children are uninsured. Of that 1.4
million, 900,000 children in Texas are S—CHIP eligible.

We need a national system designed so that every American
should be covered, either employer-based plan, an individual plan,
or a public plan no matter what state they live. The largest rate
of growth in the uninsured and underinsured are middle class fam-
ilies who make too much to qualify for public plans but don’t make
enough money to pay costly premiums under the private plans, and
those who work in low-wage jobs without employer-based insur-
ance.

Ultimately, the large number of uninsured Americans create a
vicious cycle by driving up health care costs which increases the
number of people who can’t afford insurance.

Mr. Chairman, I ask unanimous consent to have the remainder
of my statement be placed in the record.

Mr. PALLONE. Without objection, so ordered, and thank you. The
gentleman from Kentucky, Mr. Whitfield.

Mr. WHITFIELD. Thank you, Chairman Pallone, and I am going
to waive an opening statement.

Mr. PALLONE. Next is the gentlewoman from Colorado, our full
committee vice chair, Ms. DeGette. Mr. Shimkus.

Mr. SHIMKUS. Thank you, Mr. Chairman. I too am excited about
getting into this debate, basically how do we make sure we get in-
surance for those who have no insurance. So my focus has always
been affordable, portable, and access. I do believe that the market-



7

based system, which encourages price transparency and shopping
around is the best method. I do fear a government backstop plan
of action which the government controls, and I am deadly in oppo-
sition to a one-payer system, which I hope we don’t segue into
when this fight really gets going. I do not want bureaucrats picking
health care decisions in the end.

So having said that, it is great to be back on this committee. As
I said, Mr. Chairman, I look forward to working with you. I yield
back.

Mr. PALLONE. Thank you. Our subcommittee vice chair, Ms.
Capps.

OPENING STATEMENT OF HON. LOIS CAPPS, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA

Ms. CAPPS. Thank you, Chairman Pallone. Since today’s hearing
is about ensuring affordable coverage, I want to quickly set the
stage with a story about my constituent, Terry Terpin. Her story
was featured in the Ventura County Star yesterday, and I would
like unanimous consent to enter the article for the record.

She, like so many others, recently lost her job when her employer
filed for bankruptcy. Unfortunately, Terry had just been diagnosed
with a relapse of cancer only a month earlier. COBRA would have
cost her well over $500 a month, so she applied for coverage in the
individual market but never heard back because of her pre-existing
condition.

Luckily, Ventura County has a wonderful public health system
where she was able to get access to oncology treatment. Not every-
body lives in a community that provides that backup. At the bot-
tom line is that patients shouldn’t have to switch providers in the
middle of treatment because they lose their job.

So I look forward to discussing today how we can improve access
to affordable coverage for everyone. I yield back.

Mr. PALLONE. Gentleman from Missouri, Mr. Blunt.

Mr. BLUNT. Thank you, Mr. Chairman. I have a statement for
the record. I do look forward to working with you and with Mr.
Deal and the subcommittee to find a solution to this question of af-
fordability.

I think we can find common sense solutions. In fact, the Medi-
care Part D program that has been in place now for several years
is an example of a program where, for the first time, the govern-
ment organized a private, competitive-driven system rather than
try to operate a system. The cost is lower. Satisfaction is higher.
Seniors have more options. In fact, competition works, and it puts
patients and health care providers in control.

There is no government-run program offered under Medicare
Part D, and in fact, there is no government run plan offered for
members of Congress or any other federal employee. And I think
there is a good reason for that. People want choices, and choices
bring greater satisfaction. I look forward to the testimony today,
Mr. Chairman.

[The prepared statement of Mr. Blunt appears on page 158.]

Mr. PALLONE. Thank you. The chairman emeritus, Mr. Dingell.
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OPENING STATEMENT OF HON. JOHN D. DINGELL, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHI-
GAN

Mr. DINGELL. Thank you for your courtesy. I commend you for
this hearing. First of all, this is an important hearing on affordable
coverage. Addressing affordability is a crucial piece of health care
reform debate. This hearing will help guide us in our future delib-
erations.

The amount that workers pay for health insurance has greatly
outpaced the rate of inflation and certainly has risen faster than
stagnant wages and incomes. The statistics are frightening. The
share of family income spent on health insurance increased from
7.3 percent in 1987 to 16.8 percent in 2006. In 2006, one-fifth of
the nation spent more than 10 percent of their income on out-of-
pocket medical expenses.

In 2007, 69 percent of the people who went without medical care
or delayed needed medical care cited worries about cost, a 3.8 per-
centage increase from 2003. The average cost of employer-based
family insurance policy in 2008 was $12,680, an amount almost
equal to the annual earnings of a full-time minimum wage job.

It is not just the uninsured population that suffers from the high
cost of health care. More than 42 million people with health insur-
ance report having problems paying medical bills. Of those who
face medical bankruptcies, almost three-quarters had health insur-
ance at the time of the illness that left them financially unstable.

Without any action, the expected cost of full family employer
health insurance will increase to more than $24,000 in 2016, and
the average deductible will reach nearly $2,700. This means that
in only seven years, almost half of American households will spend
more than one-third of their income on health insurance.

It comes as no surprise to anyone that families are literally going
bankrupt. The high cost of health care causes a bankruptcy every
30 seconds. At the end of the year, it will cost 1.5 millions the
homes which they cherish. Furthermore, as health care costs domi-
nate budgets, families will have less to spend on food, education,
and necessities.

As we continue the debate, we must ensure that every American
has coverage, but we can’t stop there. Increasing costs alone will
get us nowhere if we don’t find ways to reduce the cost of health
insurance and health care delivery as a whole.

Access to health insurance does not mean that individuals can
utilize available services. They are also kept out of the circle of
care due to high premiums, deductibles, and other out-of-pocket
costs. I look forward to working with my colleagues and working
with the leadership here and the administration. There are a num-
ber of worthy options being debated. I think public option is some-
thing that should be seriously considered as we move forward on
health reform. While we have not decided the specifics of what a
public option should look like, I believe that such option must be
affordable, and it must have suitable benefits. And it must provide
healthy competition in the marketplace.

Insurance market has a nasty habit of gaming the system, of
building barriers to affordable coverage, of excluding coverage all
together, or coverage for pre-existing conditions, and charging high-
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er premiums for certain individuals, cherry picking, and other
games that make insurance unavailable to our people.

I am confident if we weigh our options with an eye towards the
end goal of providing quality coverage for Americans, we can pass
a reform that benefits all of our Americans. We must do so because
the consequences of not doing so are terrifying. Thank you, Mr.
Chairman.

Mr. PALLONE. Thank you, Chairman Dingell. Next is the gen-
tleman from Pennsylvania, Mr. Pitts.

OPENING STATEMENT OF HON. JOSEPH R. PITTS, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF PENNSYLVANIA

Mr. PirTs. Thank you, Mr. Chairman, for convening this hearing.
Recently the Pennsylvania Insurance Department released a sur-
vey of Pennsylvania health insurance. Let me just share a couple
of results. Overall in 2008, 15.3 percent of Pennsylvanians did not
get some type of needed medical care during the past 12 months
due to its cost. This represents about 1.9 million residents. Cur-
rently 8.2 percent of Pennsylvania residents are uninsured. That is
about a little over one million residents.

According to the survey, the cost of health insurance remains the
primary barrier to coverage. I believe any health reform plan must
contain several key principles to empower the consumer. Among
them, in-tax policies that discriminate against an individual who
purchases private health insurance on their own rather than
through their employers make it easier to de-couple health insur-
ance from employers. Those who own their coverage should be able
to take their plan with them with they change jobs or quit working
and one they can take to another state. They should be able to buy
from another state. Also risk-pooling within a state or across state
plans. People should be able to choose the plan and doctors and
services they want. And insurance and providers are accountable to
them, not their employer or government bureaucrats.

The bottom like is privately owned health insurance will lead to
competition among plans, lower costs, higher quality, more choices,
and more transparency. I thank all the witnesses for testifying,
look forward to hearing their thoughts, and yield back my time.

Mr. PALLONE. Thank you. The gentlewoman from Chicago, Ms.
Schakowsky.

Ms. ScHAKOWSKY. Thank you, Mr. Chairman. I will put my en-
tire statement in the record, but I wanted to make a couple of
points. One, this debate about cost should not be about providing
access to health insurance. It must be about providing access to
health care. Too many insured Americans find that having an in-
surance policy is no guarantee that they or a loved one will be able
to afford care when they need it.

And finally I want to point to a new report by the Illinois Main
Street Alliance in which 56 percent of small business owners in the
state support a choice between a public insurance option and a pri-
vate option. Those are the small businesses in our state.

And finally, Mr. Chairman, I would like to submit for the record
a report from the Institute for America’s Future, Massachusetts
Health Reform, Near Universal Coverage but No Cost Controls or
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Guarantee of Quality Affordable Health Care For All, if I may sub-
mit it for the record.

Mr. PALLONE. Without objection, so ordered.

Ms. SCHAKOWSKY. Thank you, Mr. Chairman.

Mr. PALLONE. Next is the gentleman from Texas, Mr. Burgess.

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. BURGESS. Thank you, Mr. Chairman. I was astonished a cou-
ple weeks ago to be invited to the White House to a forum. I still
haven’t figured that out, but I was grateful to be there, and I heard
the President observe that he just wants to figure out what works.
And I am certainly prepared to help him.

Now, I always get a little bit discouraged on these panels and
discussions. We end up talking a lot about cost and coverage. After
all, as a physician, I can tell you it is about taking care of people
in the final analysis.

One of the things the President also told us was that the status
quo is not an option. I would also observe that very little is static
in the field of medicine, and in fact, in the 15 years since the last
major attempt at reform was undertaken, medicine has changed
drastically.

Now, the President wants to figure out what works. We are going
to hear a lot of about former Governor Romney’s proposal in Mas-
sachusetts that has now had a couple of years to go through a cou-
ple of iterations. It is a bold experiment. It deals with a connector.
It deals with mandates. But maybe we should also look at Wal-
Mart, which in the past four years now, covers without mandates
95 percent of its employees with affordable coverage. If we want to
learn from what works, maybe we ought to include that in our
broad-based discussion.

You know you look at the cost increases. It was referenced by
former Chairman Dingell, the cost for indemnity insurance, PPO.
In fact Medicare and Medicaid all are going up in excess of 7 per-
cent a year.

Look at consumer-directed health plans though, and they are ris-
ing at a rate of a little over 2 percent a year. It seems to me it
would make sense that if we are going to deal with issues of cost
and coverage, we would give a close look to those things that are
working particularly how Wal-Mart has provided affordable cov-
erage to its employees and how consumer-directed health plans
have held the line on cost increases. I will yield back the balance
of my time.

Mr. PALLONE. Thank you. Gentlewoman from California, Ms.
Harman.

Ms. HarMAN. Thank you, Mr. Chairman. Health care reform
can’t wait. It is an integral part of any economic recovery strategy,
and I think it is very good news that both the Obama Administra-
tion, this Congress, and this committee know that.

Let me just make three brief points. First I am new to this sub-
committee but not new to this issue, and I welcome the opportunity
to be a player at some level as we craft legislation.

Second, I urge that all of the expertise on this committee, start-
ing with our chairman emeritus, but including every other member
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of ]c;dllle committee, Democrat and Republican, be tapped as we draft
a bill.

Third, of special interest to me is the lack of surge capacity in
our health care system. Should we have another major terrorist at-
tack or near simultaneous attacks, I would bet that all of our trau-
n}lla centers will be full to capacity even before the latest victims get
there.

And finally, let me say that both wellness and preventive care
are the cheapest options for health care, and I hope we feature
both as we craft a bill. Thank you very much.

Mr. PALLONE. Thank you. The gentlewoman from Tennessee, Ms.
Blackburn.

OPENING STATEMENT OF HON. MARSHA BLACKBURN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF TEN-
NESSEE

Ms. BLACKBURN. Thank you, Mr. Chairman. Thank you for the
hearing, and welcome to our guests today. You know there is a say-
ing nothing in life is free, and in Tennessee we have figured this
out with our Tenn Care system. It has become proof of that. We
have learned that comprehensive health care packages for all can-
not be affordable. Government’s resources to provide care are fixed,
and as we learned, intervention can exacerbate rather than control
the growing cost of health care. And Tenn Care has been very prob-
lematic for our state.

Tenn Care kept a blind eye to rising costs and over generosity.
It imposed no limits on days in the hospital or number of prescrip-
tions that were allowed each month, and in the mid ’90s, each
Tenn Care enrollee received an average of 30 prescripts per year.
However, health outcomes in the state did not improve.

So to control costs and expand care, we must look to market
forces, not look past them. And while the private sector is in need
of reform, it is more effective than the proposed government-run
options being floated to bring about more efficient, higher quality,
and more effective health care.

This hearing is entitled “Ensuring Affordable Coverage.” I be-
lieve it should be entitled “Ensuring Access to Affordable Health
Care Options,” and I say that because of the experience we have
had in our state. The nation will achieve high quality care at a
lower cost when Americans are empowered to make choices and be-
come prudent health care consumers.

Thank you, Mr. Chairman, and I yield back my time.

Mr. PALLONE. Thank you. The gentleman from Texas, Mr. Gon-
zalez. Mr. Gingrey.

OPENING STATEMENT OF HON. PHIL GINGREY, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF GEORGIA

Mr. GINGREY. Mr. Chairman, thank you. Ensuring affordable
quality health care for all Americans is a worthy goal indeed, a
necessary goal. We should work to ensure that low-income families,
those with disabilities or chronic diseases, and all who purchase
health care on their own, have the same opportunity to access
health care as their neighbors.
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But access to an insurance card, no matter if that card is for a
family health plan or a government program, it does not guarantee
access to quality health care. In my state of Georgia, the number
of general physicians has declined over 15 percent in the past 10
years. Unfortunately Georgia is not an isolated case.

Mr. Chairman, access to quality health care should mean that all
Americans are able to see a qualified medical professional and re-
ceive a life-saving treatment or drug when they need it. Going for-
ward, Mr. Chairman, it is my hope that this subcommittee will not
lose sight of the fact that we will destroy, not improve, but destroy
health care if we take actions to reform the system that drive doc-
tors out of the practice. Thank you, Mr. Chairman. I yield back.

Mr. PALLONE. Thank you. The gentlewoman from the Virgin Is-
lands, Ms. Christensen.

Ms. CHRISTENSEN. Thank you, Mr. Chairman. I waive my open-
ing statement.

Mr. PALLONE. Gentlewoman from Florida, Ms. Castor.

OPENING STATEMENT OF HON. KATHY CASTOR, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF FLORIDA

Ms. CASTOR. Thank you, Chairman Pallone. Our neighbors and
folks all across this country are depending on us to tackle this
health care reform effort and help make health care more afford-
able for their families. So we need your expert testimony now more
than ever. The stakes are very high in my home state of Florida
that has the second highest rate of uninsured.

In fact, I was going through the comment cards in my office last
night, and health care is the number one issue. They know that it
is not just their well-being. It is their economic well-being in a very
difficult time.

One constituent shared a story. I guess they felt so compelled.
They were so offended by the fact they were waiting in line at the
pharmacy behind a woman who was picking up insulin for a rel-
ative, and the pharmacist had to say I am sorry. Your private
HMO has declined coverage. We cannot provide the insulin. And
they said there is no other option? No, there is no other option for
this expensive insulin. We cannot provide it to you. So that person,
that neighbor waiting behind felt so compelled to write to their
member of Congress to say this just is not acceptable in our coun-
try.

The proof of dysfunction is legion. Now, what we need are the so-
lutions. So I look forward to your testimony very much, and I know
that this committee will act expeditiously this year on health care
reform. Thank you.

Mr. PALLONE. Thank you. The gentlewoman from Ohio, Ms. Sut-
ton.

OPENING STATEMENT OF HON. BETTY SUTTON, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF OHIO

Ms. SurToN. Thank you, Mr. Chairman, for holding this impor-
tant hearing. I am particularly interested in today’s topic of mak-
ing health care affordable for working families. Unfortunately our
current system is far from affordable, and every day we wait, there
are consequences.
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Ask Tammy Whit from Ohio. She was diagnosed with stage three
breast cancer in April of 2006 and had to undergo a mastectomy
and nine months of radiation. Tammy was receiving what she
thought was comprehensive health insurance from her job, but
Tammy’s low annual insurance benefit caps left her with
unaffordable medical debt that eventually caused her to declare
bankruptcy.

Like Tammy, far too many Americans have to worry about facing
bankruptcy when they become ill because of the cost of health care.
We can do better, Mr. Chairman, by Tammy and families across
this country. We have to do what we can to rein in costs and make
health care more accessible and affordable. And I look forward to
hearing from our panelists today.

Mr. PALLONE. Gentleman from Iowa, Mr. Braley. Ms. Baldwin.

OPENING STATEMENT OF HON. TAMMY BALDWIN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF WIS-
CONSIN

Ms. BALDWIN. Thank you, Mr. Chairman. I hear from my con-
stituents every single day about the high cost of health care,
whether they are insured or not. Brenda, a constituent of mine,
was self-employed as a children’s book author. Her small income
disqualified her from being eligible for Wisconsin’s public health in-
surance program, and she couldn’t afford to purchase health care
in the individual market.

Last year, Brenda got a small kidney stone, but because she was
uninsured and could not afford health care, she delayed getting it
treated to the point that she had to be hospitalized with severe in-
fections and internal bleeding. She is no longer able to work and
receives insurance from the public health insurance program now.

We absolutely must tackle this issue if our reform is to succeed
at all, and we must ensure that individuals like Brenda are able
to access the care they need when they need it.

In my last couple of seconds, Mr. Chairman, I just wanted to re-
spond to some of the comments we have heard about having public
sector options along with private sector options. Medicare Part D
is used as an example frequently. I would note that in the state
of Wisconsin, I think we are the only state that has a public sector
option in the Medicare Part D program. It is very, very successful,
and I hope that we will be able to study it further as we have this
debate about whether there should be both public and private sec-
tor options available to our constituents.

Mr. PALLONE. Thank you. Gentleman from Connecticut, Mr.
Murphy.

OPENING STATEMENT OF HON. TIM MURPHY, A REPRESENTA-
TIVE IN CONGRESS FROM THE COMMONWEALTH OF PENN-
SYLVANIA

Mr. MURPHY OF CONNECTICUT. Thank you, Mr. Chairman. I hope
that we spend some time this morning talking about the fact that
just because you have health care insurance doesn’t necessarily
mean you have health care. This is an important distinction that
needs to be at the center of this debate.



14

For instance, in Connecticut, we have a very generous Medicaid
program, but because it doesn’t pay doctors enough to be part of
it, we have Medicaid recipients that can’t find a psychiatrist or
can’t find an orthopedic surgeon no matter where they go. Before
I came here, we had to pass a law in Connecticut that cracked
down on private insurers that were charging $200 copays for MRIs,
basically putting the entire burden of that procedure on the con-
sumer.

Universal health care insurance and universal health care are
potentially very different things, and I hope that this hearing will
push Congress towards passing a health care reform bill that guar-
antees that every American gets quality health care that they can
afford, not just a claim of coverage or phantom access. I thank the
panel for being here, and I look forward to hearing from you today.

Mr. PALLONE. Thank you. Gentleman from Utah, Mr. Matheson.

OPENING STATEMENT OF HON. JIM MATHESON, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF UTAH

Mr. MATHESON. Thank you, Mr. Chairman. Cost is the issue, and
today we are talking about affordability for families. We should be
talking about affordability for everyone, the American families,
businesses, the effect on small business. There is a lot of talk about
access and making sure everyone has access to health care. If we
give access to everyone under our current system and don’t take
steps to create reform in our system and make it more efficient, we
are going to drive off the financial cliff even more quickly than we
are headed right now.

So I encourage this committee to continue to look at ways to
make this system better. The good news is there is tremendous op-
portunity to make it better without spending more money. The cur-
rent system is inefficient. It is not productive. It has perverse in-
centives built throughout its structure. It has a bloated administra-
tive component that I can’t believe we have put up with as a coun-
try. So I think there are great opportunities for this committee to
act in the best traditions of the Energy and Commerce Committee
in a bipartisan way to be substantive, to look at multiple variables
that really need to be addressed if we want to reform our health
care system.

That is what this committee ought to do, and I look forward to
this hearing and additional hearings in the future. Thanks, Mr.
Chairman.

Mr. PALLONE. Thank you, and I want to thank all of our mem-
bers for their opening statements, and now we will turn to our wit-
nesses and welcome to all of you. We have a very distinguished
panel with us today, and I am going to introduce them from left
t% right. And then we will have five-minute statements from each
of you.

First again to my left is Dr. Uwe Reinhardt, who is a professor
of political economy, economics and public affairs at Princeton Uni-
versity in home state. Thank you very being here today. We have
Ms. Sally Pipes who is president and chief executive officer of the
Pacific Research Institute, and then we have Dr. Judy Feder, who
is senior fellow of the Center for American Progress Action Fund.
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She also has been before our committee many times in the past,
our subcommittee.

So thank you all, and if we could start with Dr. Reinhardt. Is
your mike on? I am not sure. You pressed the button?

Mr. REINHARDT. High tech.

Mr. PALLONE. That is good.

STATEMENTS OF UWE REINHARDT, PH.D., PROFESSOR OF PO-
LITICAL ECONOMY, ECONOMICS AND PUBLIC AFFAIRS,
PRINCETON UNIVERSITY; SALLY C. PIPES, B.A., PRESIDENT
AND CHIEF EXECUTIVE OFFICER, PACIFIC RESEARCH INSTI-
TUTE; AND JUDY FEDER, PH.D., SENIOR FELLOW, CENTER
FOR AMERICAN PROGRESS ACTION FUND

STATEMENT OF UWE REINHARDT

Mr. REINHARDT. I am from rural New Jersey, as you know, and
I have to learn these things.

I have submitted a statement to the committee. It falls into three
parts, and the first one I briefly visit the issue of cost, just to re-
mind Americans how expensive our system is. The second one, I
look at what this cost does to American families, looking sort of at
the median American family. And then in the final, I have some
perspectives on proposals before the nation to fix this problem.

Now, it is well known that we spend on a per capita basis in pur-
chasing power parity a lot more than other nations, 56 percent
more than Switzerland, which is viewed as a very high quality
health care system, and 83 percent more than Canadians do. And
yet if you look at health statistics, you will not find that much dif-
ferent. In fact, I find it an intellectual breakthrough of major pro-
portions that the business roundtable, which used to be the
staunch defender of our system as the best in the world, now comes
out with a report just last week talking about a 20 percent value
gap, saying relative to other nations, Americans get 20 percent less
value for their health care dollar than other nations. That is a very
important recognition by these important people.

I also remind people of what we call the Winberg variations, for
example, that under Medicare, it costs more than twice as much
per elderly in Miami than it does in San Francisco, which is an
issue, I believe, that Congress should begin to look into, fund re-
search to say why should it cost twice as much in one part of the
country than in others. But it is not just in Medicare. You will find
the same in private insurance as well.

So I believe cost effectiveness analysis, which is a dirty word yet
on the Hill, at some point does have to be embraced. It is just
called operations research. There is no other industry that wouldn’t
look at cost per unit of output. Health care is really the only one.

But I also would urge Congress not to say let us do cost control
first and then universal coverage because we have said this for 30
years. We have never done the former, and I don’t think you can
fool God that long with the excuse that we cannot afford it. We
have said this now for 30 years. It is time to go to universal cov-
erage.

In the second section, I look at the American family. I use for
this not health insurance premiums, which is a very misleading in-
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dicator. I use the Milliman medical index, which includes the pre-
mium for health insurance for the family plus their out-of-pocket
spending. But you can always make premiums go down or slower
just by cutting the benefit package, raising deductibles, and so on.

So you really should look at the Milliman medical index. Last
year, on average, for a family of four, it costs $15,600 for health
care in America. It would be now $16,500. Now, compare that to
the median household income in America in 2007 was $51,000. So
if one had the view that people should be responsible for their own
health care, you would be saying for a median American family
that they should spend $16,000 out of their $51,000. That is an
awful heavy burden. Now, for lower income families, as your state-
ment correctly says, 30 percent of available discretionary income
goes for health care.

So what I predict that in the next decade—I have a little table
here. I use a family here with a wage base of $50,000 and say if
that wage base grows at 3 percent and health care spending per
capita by 8 percent, which is what it has been, for the next decade,
then half that family’s wage base would be chewed up by health
care 10 years from now, half.

Even if you make very optimistic assumption that health spend-
ing grows only 4 percent and wages 5 percent—it is even unthink-
able given what we are facing right now. But even if you make
that, 30 percent of that family’s wage base would be chewed up. So
we are sailing into a perfect storm, and the Congress at some point
faces the following question. Either taxes have to be raised on
those of us fortunate to be in the upper part of the income distribu-
tion, myself included, or—and then you could have a roughly egali-
tarian health system. Or you seriously have to redesign the system
to ration health care by income class, which is, of course, what we
have been doing already. And this is a sort of mischievous piece of
mythology that government run systems like Canada’s ration
health care and private markets don’t.

If you have a specialty drug that costs $100,000 a year and you
ask somebody to pay a 30 percent co-insurance for getting that
drug, you are rationing that person out of that specialty drug if
their income is $50,000. I mean it is just—every textbook in eco-
nomics will tell you that prices ration. It is just one other form of
rationing. So this is what the Congress faces.

And then look in the last section at the individual market and
presents several models. I don’t have time to go into it, but there
is the issue of the public health plan. Given what the American
people have witnessed, they have seen great American companies,
AIG, GM, CitiGroup, go under. Given the shock they have received,
one could imagine that Americans would yearn for an option that
is government because I believe in the end it is the government
Americans trust because that is where they always run to when
they get in trouble, whether they are big bankers, or whether it is
FEMA or whoever it is. When the going gets tough, the tough run
to the government. That is the slogan, and I have observed it for
40 years in this country.

So therefore I believe that people say we shouldn’t have a public
option have a tall order to explain to the American people why they
should be deprived of a choice that they may yearn to have. And
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I then go through later on how one could make that a level playing
field. It is after all only a choice. You don’t have to choose it. You
can go private. But it should be, in my view, I as a citizen would
love to have that option, and I might even take it. Thank you very
much.

[The prepared statement of Mr. Reinhardt follows:]
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My name is Uwe E. Reinhardt. | am a Professor of Economics and Public Affairs
at Princeton University and have been engaged in research on health economics and
health policies for several decades.

1 would fike to thank you, Mr. Chairman, for convening this hearing on an issue
that is now uppermost in the mind of the American people. It is an honor to be invited to
present a statement to your Committee.

My statement has three sections. In the first | present some data on the
extraordinary and increasingly indefensible high cost of American health care. In the
section | shall illustrate how these high and relentlessly growing costs are inexorably
pricing American families in the lower half of the nation’s income distribution out of
health insurance and timely, efficient health care. The third section then offers some
perspectives on how the nation might address this growing problem.

A. The High Cost of American Health Care

Over the past four decades the United States has constructed for itself a health
system that is now the most expensive such system in the world.

In 2006, the last year for which such data are available from the Organization of
Economic Cooperation and Development (OECD), the U.S. spent 56% more per capita in
Purchasing Power Parity Dollars (PPP$) than did the second most expensive health system,
Switzerland’s, which is widely regarded as a well-endowed, high-quality with remarkably
good health-status statistics. The U.S. spent 83% more per capita in PPP$ than does
neighboring Canada, whose health statistics also are as good and sometimes better than
comparable American statistics although, unlike the Swiss or, say, Germans, Canadians do
have to queue up from time to time for elective surgery and certain high-tech procedures,
such as imaging.

For decades, Americans have viewed these sizeable cost differentials in health care
with equanimity, on the unquestioned premise that the American health system is the best in
the world. A growing volume of research in the past decade, however, has cast serious
doubt on that premise. While at its best American health care undoubtedly has few, if any,
rivals, on average the system does not appear to rank at the top of nations, and certainly not
as high as its high health spending would seem to warrant.

Only last week, for example, the Business Roundtable, traditionally a staunch
defender of this country’s approach to health care, delivered itself of a doleful report which
concludes that, in terms of value received per dollar spent on health care, the American
health system exhibits a “23 percent value gap relative to five leading economic competitors
~ Canada, Japan, Germany, the United Kingdom and France.” Coming from that quarter,
this is a quite remarkable statement.

! The Business Roundtable, Health Care Value Comparability Study, Executive Summary, available at

hitp/Awww.businessroundtable org/sites/defaul/files/BRT%20exec%20sum%20FINAL %20FOR%20PRINT . pd
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But one need not look across national boundaries to question what value Americans
actually receive for their enormous health spending. Several weeks ago, researchers of the
Dartmouth Medical School published in The New England Joumnal of Medicine their latest
report in a long series of similar reports published in the literature and formally presented to
the U.S. Congress during the past two decades. ? The graph below, taken directly from the
report, indicates that in 1992, Medicare spent about 33% more per Medicare beneficiary in
Miami, Florida than it did for statistically similar beneficiaries in San Francisco, and close to
twice as much than was spent on Salem, Oregon. By 2006, this spending gap had widened.
In that year, Medicare spent twice as much per Medicare beneficiary in Miami than for similar
beneficiaries in San Francisco and 2.7 times as much as it spent for Medicare beneficiaries
in Salem Oregon. While Medicare spending over the period 1992-2006 per beneficiary rose
at an annual compound rate of 5% in Miami, it rose by only 2.4% per year in San Francisco
and only 2.3% per year in Salem Oregon.
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Annual Growth Rates of per Capita Madicare Spending in Five U.S. Hospital-Refarral Regions, 1992-2006.

Data are in 2006 doltars and were adjusted with the use of the gross domestic product implicit price deflator {from the Economic Report of the
President, 2008) and for age, sex, and cace. Data are from the Dartmouth Atlas Project.

| mention these international and intra-US variations in per capita heaith
spending not to deflect us from the topic before this hearing, but to register an important
point:

Sooner or later those who write most of the checks for health care in
America - employers, Congress and state governments — must
embrace the idea that, like any other sector, health care should be
subjected to the rigorous cost-effectiveness analysis known
elsewhere in the economy as “operations research.”

2 Elliott S. Fisher et al., “Slowing the Growth of Health Care Costs — Lessons from Regional
Variation,” The New England Journal of Medicine vol. 360, No. 9 (February 26, 2009): 849 - 52,
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To the detached cbserver, for exampie, it seems incredible that,
having been apprised for over two decades now of the huge
geographic variations in Medicare spending per beneficiary, the U.S.
Congress has never funded research to inquire whether the high
spending levels in the high-cost states are really necessary.

The same, of course, can be said of private employers, who have
done very little over the years to reign in the growth of health
spending in this country and to extract greater cost-effectiveness
and accountability from the supply-side of the health system.

Unfortunately, the term “cost-effectiveness analysis” remains as yet anathema
in the halls of Congress, as we saw only recently in connection with the Economic
Stimulus Bill. That is unfortunate, because more and more American taxpayers and
families are now becoming the victims of a health system that has never been properly
held to account for what it does with the enormous real and financial resources entrusted
to it.

At the same time, of course, | am fully aware also that any attempt to wrestle the
supply-side of our healith sector down on the issue of cost-effectiveness is constrained
by what | have facetiously called in earlier work

ALFRED E. NEUMAN’S COSMIC LAW OF HEALTH CARE

Every dollar of health spending = Someone eise’s dollar of health care income,
including fraud, waste and abuse.

As the members of this Committee know only toc well, much economic and political
power resides on the right-hand side of this equation. indeed, even the iegendary
General David Petraeus might find daunting the legion of K-Street insurgents enlisted by
that side.

For that reason, | would never advocate a frequently proposed policy of
controlling health care cost first, before helping Americans currently priced out of the
health system to gain access to timely, good-quality health care, without pushing them to
the brink of personal bankruptcy. Eliminating the value gap of which the Business
Roundtable speaks will take decades of concerted effort by an alliance of payers and
health-services researchers. Congress must ask itself whether America’s growing
number of families without health insurance should be made to wait that long.
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A. Pricing Americans out of Health Care

During the past four decades, real (inflation-adjusted) health spending in the
United States has, on average, grown 2% percentage points faster than the rest of real
GDP. This differential was not constant year by year and is not true for every component
of national health spending, But, over the longer run and for total national health
spending, it has been remarkably stable over the decades.

If this differential persisted for another four decades, then health care would
absorb close to 40% of the GDP by 2050. ° It would severely stress the budgets of
governments, of employers and of households across the United States, most of all
those of families in the lower half of the nation’s income distribution.

Household spending on health care: Figure 1 below shows data from the
Milliman Medical Index published annually by Milliman, Inc., a benefits consuiting firm.
The index shows the average annual health spending for a privately insured hypothetical
American family of four, averaged over a very large, nationwide data base of families
covered by a private Preferred Provider health insurance plan (PPQ). *

FIGURE 1 — THE MILLIMAN MEDICAL INDEX
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® See, for example, Congressional Budget Office, The Long-Term Outlook for Health Care
Spending, November, 2007; Figure 4, p. 13.

* Milliman, Inc., 2008 Milliman Medical Index,
http://www.milliman.com/expertise/healthcare/products-tools/mmi/pdfs/milliman-medical-index-
2008.pdf
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The virtue of the Milliman Medical index is that it includes not only the premium
for the family’s employment-based health insurance, but also the family’s out-of-pocket
spending for health care. Many other surveys capture only the premium component,
which can be treacherous when benefit packages change over time and deductibles and
coinsurance as well as exclusions rise over time.

It is seen that over the past 7 years the average total outlay on health care for a
family — from all sources - nearly doubled. The overall average annual compound
growth rate in the series is 8.9%, although on a year-to-year basis that growth rate had
declined from 10% in the earlier years to 7.6% in between 2007 and 2008.

To put the data in Figure 1 in perspective, it may be noted that according to the
U.S. Bureau of the Census, median household income in the United States in 2007 was
about $51,000°. The word “median” means that 50% of American tamilies had a smaller
income. That figure is not likely to grow much in the near future — it is apt to fall -- and it
may grow only sluggishly over the next decade. For the 50% of households falling below
this median, then, it will be increasing difficult to finance the household’s health
insurance premiums and out-of-pocket spending with its own resources.

Household spending on health care and the wage base: An important point to
note in connection with Figure 1 is that the total spending on health by or on behalf of a
non-elderly American family must be supported by what one may call the “gross wage
base” of this family’s income earner or earners combined. This conception of the “gross
wage base” is so important that it merits some further explanation.

One should think of the “gross wage base” of an employee as the total price an
employer pays for labor per employee. In accounting parlance, it is the sum of all of the
debits an employer makes to the account PAYROLL EXPENSE for an employee. Thus,
it includes not only the gross amount shown on the employee’s paycheck, prior to
withholdings from that sum for taxes owed by the employee or the employee’s
contributions to his or her health insurance and pension. The gross wage base also
includes any mandated contributions the employer must make to the employee’s Social
Security and Unemployment Insurance Fund, along with the voluntary contributions the
employer makes to the employee’s pension and health insurance plans, the cost of
vacation and sick pay, and so on.

The idea that an employee’s gross wage base must support all of the health
spending of the employee and his or her family seems not well understood among non-
economists.

For example, it tends to confuse people — many corporate executives and union
leaders among them -- who believe that the employer's contribution to an employee’s
health insurance is paid by shareholders and not the employee him- or herself in the
form of lower take-home pay. That myth that has long bedeviled the role of employment-
based health insurance in health policy. Most economists are convinced, by dint of their
and empirical research, that over the longer run, employers are able to shift the cost of

® U.S. Census Bureau, Quick facts from the U.S. census Bureau,
hitp://quickfacts.census.gov/gfd/states/00000.htmi.
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their contributions to the employee’s fringe benefits back to employees by lowering take-
home pay. An implication of this insight is that the cost of employment based health
insurance should not make American business uncompetitive in the global market.

The fact that the employee’s gross wage base must support alt of a family's
health spending, including its out-of-pocket spending, also confuses the many people
who argue that reducing the premiums for health insurance through higher deductible
and coinsurance — an idea frequently offered under the label Consumer Directed Health
Care -- solves the health-care cost problem for American families. It certainly does not.
For the most part, high-deductible health insurance merely shifts spending out of the
insurer’s accounts into the family’s accounts. It must still be borne by the family’s gross
wage base and, therefore, is not a solution to the American health-care cost problem.
Indeed, the whole idea of measuring the cost of American health care by the premiums
for employment-based health insurance is faulty.

Health spending as a percentage of the gross wage base: Consider a family
supported by a gross wage base, as defined above, of $50,000. It could be a family with
one or two breadwinners. Suppose that wage base grew at an annual rate of about 3%,
the long-run average growth rate of average weekly earnings during the past two
decades. ® it would then be $67,200 by 2018. Suppose next that the total annual health
spending of the family grew at an annual compound growth rate of 8% during the next
decade, from $15,600 in 2008 to $33,700 by 2018.

1t follows that the family’s total health spending in 2018, which must be
supported by its gross wage base as defined above, would absorb half that wage base
before it could support any other of the family’s spending, including its tax obligations.
Table 1 repeats this calculation for other combinations of growth in the wage base and in
health spending. It is seen that even if health spending grew only at 4% per year and
wages by 5% -- both highly optimistic assumptions — 29% of the wage base in 2018
would be chewed up by health care.

TABLE 1 -- RATIO OF FAMILY'S HEALTH SPENDING TO ITS WAGE BASE, 2018

Annual Growth - Assumed Annual Growth in Family Health Spending -
in Wage Base 4% 6% 8% 10% 12%
1% 42% 51% 62% 74% 89%
2% 38% 46% 56% 67% 81%
3% 35% 42% 51% 61% 73%
4% 32% 38% 46% 55% 66%
5% 29% 35% 42% 50% 60%

® See Economic Report of the President to the Congress 2008, Table B47,
hitp:/Awww.gpoaccess.qov/eop/2008/B47 xis.
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Figure 2 shows that being uninsured is strongly related to income levels. If the
average health spending from all sources for American continues to grow in the next
decade as it has in the past, an increasing number of families with incomes 200% of the
Federal Poverty level and above will find themselves among the uninsured and unable to
fiancé their health care with their own resources.

FIGURE ~2 HEALTH INSURANCE COVERAGE BY
FEDERAL POVERTY LEVEL, 2007
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SOURCE: Kaiser Family Foundation, The Uninsured: A Primer, October, 2008; Figure 3.

This circumstance will confront American voters and their representatives in the
political arena with the following choice:

Either the households in the top half of the income distribution
must pay higher taxes to help subsidize the health care of
households in the lower half of the income distribution,

or

The American health-insurance and health-care systems will
gradually be restructured into a two- or multi-tiered system that
rations health care by income class, perhaps by means of
reference pricing.

By “reference pricing” is meant an insurance system that covers patients fully or
near fully only at fow cost hospitals and medical practices and for low-cost medical devices
and pharmaceutical products — e.g., generics -- forcing the patient to pay out of pocket the
whole difference between the cost of the low-cost facility or product and a higher priced
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option. We see this form of pricing already in drug therapy. Quite possibly it will be
extended in the next decade to other segments of the health care sector.

C. Providing American Families with Secure Health Insurance

In formulating their thoughts on the goals for reforming the nation’s health
system, American might begin their contemplating by thinking about the following
questions:

1. Do you want to live in a society were a family, already financially stricken when
one or both of the family’s breadwinners lose their jobs, the family also loses the
financial security of health insurance?

2. Do you want to live in a society views getting sick pretty much as the same as
having a poor driving record, that is, that views iliness as basically the sick
person's own fault, rather than a matter mainly of genetic inheritance, or an
unhealthy workplace, or unhealthy living conditions, or just plain bad luck all
around, so that it is perfectly fair that chronically sick individuals should be
charged higher health-insurance premiums than chronically healthy people?

3. Do you want to live in a society in which access to health care is rationed by
income class, through price and the household’s ability to pay?

4. Do you want to live in a society in which your offspring, who may be starting their
work-life in a small business firm -- perhaps one of their own creation -- or many
other self-employed entrepreneurs cannot get health insurance because the
insurance industry does not serve small business firms well?

5. Do you want to live in a society in families are can easily face bankruptcy when
one of its members is stricken by serious iliness?

If the answer to these questions were “Yes” in every case, you will find the
present health insurance system perfectly adequate. If the answers were “No,” then this
list furnishes the minimal benchmarks a sound health-reform program ought to achieve.

Most citizens in the industrialized world have long enjoyed the mental and
financial security of permanent, life-cycle health insurance that is portable from job to job
and from employment into the status of unemployment or retirement. Furthermore, most
citizens in other industrialized countries still view iliness as mainly bad luck, often driven
by genetic make-up that amplifies or mitigates the effects of unhealthy life styles.

In the United States, the state of security in health care enjoyed by citizens
elsewhere is enjoyed only by Medicare beneficiaries, who do have permanent, portable,
life-cycle insurance for life starting at age 65. The rest of society could be said to be
more “unsured” than “insured,” because insurance coverage can be lost for a number
of reasons, job loss most prominent among them.
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To the outsider, the question is why Americans have been content with this
inherently brittle health insurance system for so long and for how long they wish to
continue it.

The employment-based health insurance system: It can be doubted that any
health-policy analyst, given the luxury of starting from scratch, would ever think of
making the current American employment-based health insurance system a major
corner stone of the American health system. Not only is that form of coverage ephemeral
and, thus, brittle, but it also entails huge administrative costs all around.”

In the eyes of many, however, a major advantage of employment-based health
insurance within the American health system is it is based on usually wide risk pools that
are not segregated by risk class. In fact, as already noted, these systems can be viewed
as a form of private social health insurance.

It can be predicted that the fraction of the American population covered by
employment-based system — now still over 60% of the non-eiderly population — will
shrink gradually in the decade ahead, especially among smaller enterprises, unless
employers are directly subsidized publicly for continuing that form of coverage. The
reasons for that erosion were explored in the previous section of this Statement.

Therefore, this is a propitious time to develop soon a robust, alternative track to
the employment-based system, based either on a reformed market for individually
purchased health insurance or a public insurance program for the non-elderly or both.

A strengthened market for individual health insurance: Volumes have been
written on the merits and shortcomings of the market for individually purchased health
insurance and how to strengthen that market. There are two options.

One extreme option would be to permit this market to segregate itself by risk
classes through medical underwriting and then to subsidize individual families buying
coverage in this market so that their total annual outlay on health care, plus health
insurance, does not exceed a legislated fraction of discretionary income (i.e., income
after covering basic necessities such as food, utilities, housing, etc).

In theory, economists find this the most attractive model, as it permits efficient
competition among private insurers without having to worry about the problem of
creating broad risk pools for individually purchased health insurance. In practice, of
course, this approach would require a whole new bureaucracy to determine and pay out
the customized public subsidies to individual families in this market.

At the other extreme are arrangements such as the German statutory health
insurance system under which private, non-profit sickness funds compete for enroliees,
but subject to guaranteed issue, community-rating for each insurer and even uniform fee
schedules for paying the providers of health care.

7 In this connection, see U E Reinhardt, "Employer-based health insurance: a balance sheet,”
Health Affairs, November/December 1999; 18(6): 124-132.
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In between these extremes are countless alternative arrangements leaning to
one or the other of the extremes. One can find a good sampling of such arrangements
on eHealthinsurance.com.

These arrangements always come with several problems.

First, there is the well-known problem that a major instrument of competition in
these markets will be judicious cherry picking among insured risks — especially if
insurers are subject to community rating. The question then is whether that behavior
should be discouraged by public policy and, if so, how.

Second, if insurer's competing in the individual health insurance market are
subject to guaranteed issue and community-rated premiums, but households are free to
insure or not to insure, there will be adverse risk selection on the part of consumers.
Many of them will go without insurance when they are healthy, but then have the
privilege of throwing themselves on the mercy of community-rated premiums when they
fall ill. it is well known that community-rating and guaranteed issue, coupled with
voluntary insurance, tends to lead to a death spiral of individual insurance. The State of
New Jersey, which introduced this arrangement some years ago, furnishes a clear
example of this tendency. ® Thus, the question is whether having health insurance
should be made mandatory upon the individual in such a system.

Third, there is the expectation that insurers will compete in part on their ability to
pay the providers low prices for health care. It is not at all clear, however, that the price
discrimination on the part of providers this competition engenders works to the
advantage of society. As William Porter and Elizabeth Olmsted Teisberg remark on this
issue in their Redefining Health Care, correctly in my view:

The dysfunctional competition that has been created by price discrimination far
outweighs any short-term advantages that individual system participants gain from
it, even for those participants who currently enjoy the biggest discounts.

Fourth, it is not clear to me how the market for individual health insurance,
any more than employment-based insurance, can offer Americans what citizens in
any other nation take for granted: stable, permanent, life-cycle insurance, if that is
what some or many Americans actually would like to have. In Germany, private
commercial insurers must offer permanent, life-cycle insurance policies; but that is
achieved only with very heavy handed federal regulation. To create such policies in
American private insurance would require similarly heavy regulation of insurers.

A public health insurance program for the non-elderly: It seems clear
that a well functioning market for individually purchased health insurance ought to
be based on some form of farmer's market for insurance that brings order to the
transactions and makes sure that they are reliable.

8 See, for example, Alan C. Monheit, Joel C. Cantor, Margaret Koller, and Kimberley S. Fox,
"Community Rating And Sustainable individual Heaith Insurance Markets In New Jersey,” Health Affairs,
July/August 2004; 23(4): 167-175.

¥ Michael E. Porter and Elizabeth Olmsted Teisberg, Redefining Health Care: Creating Value-
Based Competition on Results, Harvard Business School Press, 2006: 66.
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Electronic farmers markets such as eHealthinsurance.com go a long way of
providing such a farmers market, but they are mainly passive organizers of listings
of different insurance products. They lack regulatory power.

A more powerful alternative would be the National Insurance Exchange
proposed by President Obama and also b y Senator Max Baucus'®, which, at the
blueprint stage, seems to be a compound of the Massachusefts Insurance
Connector and the Federal Employee Health Benefit (FEHB) system. In the 1990s,
these organizations went by the name of “Health Insurance Purchasing
Cooperatives” or “Heaith Insurance Alliances.”

Whatever their name, these types of more powerful farmers markets for
health insurance would have to be endowed with regulatory powers to supervise
and enforce the reputability of the products being offered on these markets and
perhaps even to develop standard contracts whose fine print does not have to be
studied every time an insured buys insurance. Policymakers might also look to
these farmers markets to organize larger risk pools and to limit, if not altogether
eliminate, cherry picking on the part of insurers and adverse risk selection on the
part of the insured.

Whatever the eventual shape of such an organized market would be, it
would presumably offer consumers a menu of choices among different health
insurance products. The question then arises whether among these products
should be a public insurance program for the non-elderly as well.

In his presidential campaign, President Obama promised to provide
Americans such a public, Medicare-like health insurance plan, which American
desirous to enroll in such a plan could chose, if they preferred it to rival private
insurance offerings. A similar provision is included in Senator Baucus white paper
Call to Action: Health Reform 2009."'

On its face, this idea should not appear controversial to anyone who
believes that choice among insurance products and carriers should be a hallmark
of a reformed American health insurance system. Remarkably, however, this idea
now seems to have become the proverbial third rail in the current health reform
debate. Opponents of a public health plan for non-elderly Americans want
Congress to deprive American citizens of the choice of such a plan; but taking
choice away from citizens is a tall idea calling, at a minimum, for a strong and
persuasive defense.

The arguments against offering non-elderly American citizens the choice of
a public plan, enroliment in which would be entirely voluntary, is that such a plan

10 http:/finance.senate.gov/healthreform2009/finalwhitepaper. pdf

" http:/ffinance. senate.gov/healthreform2009/finalwhitepaper.pdf
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would have an “unfair” advantage over private insurers.'? That argument requires
careful and convincing explication in what way such a plan would be “unfair.”

After all, it may well be that, after having seen their private savings eroded
in the private market, after having seen promised retiree health benefits disappear,
and after seeing hallowed American business firms such as GM, AIG, Lehman
Brothers, Citigroup sliding into bankruptey or hanging on to life only on life support
from the taxpayer, many American citizens might well look upon a government-run
health insurance program as a more stable option that could, in principle, offer the
insured permanent, fully portable, life-cycle financial protection against the financial
inroads of iliness. In the present economic turmoil, and after the truly disappointing
performance of so many executives in the private sector, that feature of a public
plan could become a decided advantage in the market for health insurance; but
am not sure that one could call it an “unfair” advantage.

Another candidate for an “unfair” advantage might be the ability of a public
insurance plan to obtain exceptionally low prices from providers by virtue of its
market power. For example, if the new public plan simply piggy-backed itself onto
the existing Medicare payment system and paid the same rates, which are
unilaterally set (albeit after some indirect negotiation with providers in the political
arena), then the public plan would have a comparative advantage vis a vis private
insurers in the market for health insurance that could be called “unfair.”

On the other hand, if the new public plan had to negotiate its own prices,
then it would not have a competitive advantage any more “unfair” than is the ability
of large insurers — such as Aetna or Wellpoint — to negotiate lower prices with
hospitals and physicians than these providers charge smaller insurers. For some
reason, not one has ever called this form of price discrimination “unfair,” although,
as Porter and Teisberg have pointed out', it is difficult to defends it on grounds of
economic efficiency.

It will be fascinating to see whether, in the coming months, how the debate
over the proposed public health plan will evolve — whether in the end it will be
debated and decided upon on the basis purely of its economic merit, or whether it
will disposed of as part of political horse trading.

* It is more than a bit ironic that commentators who make this argument so no “unfair” advantage
in having taxpayers by private insurers an average of 14% more per Medicare beneficiary
choosing a private insurance option than that beneficiary would have cost taxpayers in traditional
Medicare.

'® Michael E. Porter and Elizabeth Olmsted Teisberg, Redefining Health Care: Creating Value-
Based Competition on Results,"Harvard Business School Press, 2006: 66.
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Mr. PALLONE. Thank you, Dr. Reinhardt. I want to make sure I
got this quote. When the going gets tough, the tough run to the
government?

Mr. REINHARDT. Yes.

Mr. PALLONE. OK.

Mr. REINHARDT. That is the marching order of the rugged indi-
vidualist.

Mr. PALLONE. Thank you. Ms. Pipes.

STATEMENT OF SALLY C. PIPES

Ms. PrpEs. And that is probably me. Thank you very much for
the opportunity to testify. I think we would all agree that all Amer-
icans want affordable, accessible quality health care. The question
is how do we achieve that goal? And there are two competing vi-
sions for reforming health care and achieving universal coverage in
this country.

One focuses on patient-centered solutions, empowering doctors
and patients, and encouraging innovation in new pharmaceuticals
and medical devices. The other vision is focusing on increasing the
role of government in our health care through higher taxes, man-
dates, and subsidies. This vision for greater government involve-
ment is on the rise today, and I think we need to focus on the fact
47 percent of health care in this country today is in the hands of
government through Medicare, Medicaid, S—-CHIP, and the VA sys-
tem.

The long-term goal of the new administration and many Demo-
crats in Congress is Medicaid for all. As has been pointed out, the
U.S. today spends 16 percent of GDP on health care, about $2.3
trillion, and many people say that that is too much. And if we are
going to get that percentage down and achieve universal coverage,
how do we reduce the number of uninsured from the 46 million
Americans?

Canada, my country of birth and where I spent most of my ca-
reer working as an economist, spends 10 percent of GDP on health
care and does have universal coverage. If Canada has universal
coverage and only spends 10 percent of GDP, why can we not du-
plicate that model? The Canadian government took over the Cana-
dian health care system in 1974 and banned any private health
care for procedures provided under the Canada Health Act.

Of course, the demand for health care was much greater than
could be provided by government. As a result, Canadians suffer
from long waiting lists for care, rationed care, and a lack of access
to the latest technological equipment.

A few statistics: 750,000 Canadians are on a waiting list, waiting
for procedures; 3.2 million Canadians, out of a population of 32 mil-
lion, are waiting to get a primary care doctor. The average wait
today from seeing a primary care doctor to getting treatment by a
specialist is 17.3 weeks. That is over four months. Canada ranks
14th out of 25 countries within the OECD on MRI machines and
19th out of 26 countries in CT scanners.

When the government is the monopoly provider of health care,
people wait and wait. When they get tired of waiting or are too sick
to wait further, they flee if they can, and many come to the United
States for treatment.
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Belinda Stronick, former member of Parliament in Canada, op-
posed opening up the Canadian health care system to any private
side, but when she was diagnosed with breast cancer in June 2007,
she came to UCLA and had her breast cancer surgery done and
paid for it out of pocket.

A woman in Calgary, Alberta, expecting quadruplets last year,
there was not a single neonatal unit in Calgary, in Alberta, or in
Canada where she could deliver her quads. She was air lifted to
Great Falls, Montana, a city of 55,000, and her quads were success-
fully delivered.

I have many, many stories of people in my family. My mother
couldn’t get a colonoscopy at her age and died within two weeks
when she was hemorrhaging in the emergency room. Dr. Brian
Day, orthopedic surgeon and former president of the Canadian
Medical Association, told the “New York Times” “Canada is a coun-
try where a pet—a dog can get a hip replacement within two
weeks. A Canadian citizen has to wait two to three years.”

In June 2005, the Canadian Supreme Court ruled on a case for
the province of Quebec that the ban on private health care and pri-
vate insurance is illegal because of the long wait times. Madame
Chief Justice Beverly McLaughlin said access to a waiting list is
not access to health care. Canada is opening up its system while
the U.S., it seems to me, is moving more towards a government-
administered system.

President Obama has said that employers would have to provide
coverage or pay a payroll tax so that employees can get coverage
within a new government-run insurance plan, which would be part
of a newly created national insurance exchange.

The exchange would also include private insurers. I think the
government insurance and the private plans would have to have
guaranteed issue, community rating, and many mandates which
will make them even more expensive.

My view is that the government plan will be priced lower than
the private plans. I see ultimately crowding out of private plans
and taking American down a fateful road to Medicaid for all. We
would then have universal coverage. We would not have universal
access. Care will be rationed. Taxes will increase significantly, and
the entrepreneurial spirit of this country will be weakened.

When we get totally socialized health care in America, where are
we going to go? We can change the tax code, as has been men-
tioned, by removing the tax advantage to those who get their insur-
ance through their employer. We could offer, as McCain suggested,
a refundable tax credit for everyone. We want to empower patients.
We want to reduce state mandates, which add between 20 and 50
percent to the cost of an insurance plan.

I think people should be able to purchase insurance across state
lines. We need med now reform, and if we do all that, we can re-
duce costs and significantly reform and reduce the number of unin-
sured in this country. Universal choice will lead to universal cov-
erage for all Americans, and then we will have affordable, acces-
sible quality health care for all.

As P.J. O’'Rourke, my friend, says if you think health care is ex-
pensive now, just wait until it is free. Thank you.

[The prepared statement of Ms. Pipes follows:]
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Testimony to the U.S. Committee on Energy and Commerce, Subcommittee on
Health

By Sally C. Pipes, President & CEOQ, Pacific Research Institute, Tuesday, March
17,2009

2322 Rayburn Building, Washington, D.C.

1 would like to thank the members of the Subcommittee for inviting me to testify on
“Making Health Care Work for American Families: Ensuring Affordable Coverage”.

1 think that everyone would agree that the goal for all Americans is affordable, accessible,
quality health care.

The question is: how do we achieve that goal?

There are two competing visions when it comes to health care reform and achieving
universal coverage.

One focuses on patient-centered solutions: empowering doctors and patients and
encouraging innovation for new pharmaceuticals, biologics, and medical devices.

The other vision is increasing the role of government in our health care system through
higher taxes, mandates, and subsidies.

This vision of a greater role for government is on the rise. In America today, government
controls 47% of health care through Medicaid, Medicare, S-CHIP, and the VA system.

The long-term goal of the new Administration and the Democrats in Congress is
“Medicaid for All.”

The U.S. spends about 16% of GDP on health care ($2.3 trillion) and it is considered too
high. Politicians say we need to get that percentage down if we are going to achieve
universal coverage and reduce the number of uninsured from the 46 million Americans
without health insurance.

Canada, my country of birth and where I spent a major part of my career as an economist,
spends about 10% of its GDP on health care and has universal coverage. If Canada has
universal coverage and only spends 10%, why can’t we duplicate their model?

The Canadian government took over the health care system in 1974 and banned any
private health care for procedures provided under the Canada Health Act. The
government mandates that the share of spending on health care not exceed 10%.

Of course, the demand for health care is much greater and as a result, Canadians suffer
long waiting lists, rationed care, and a lack of access to the latest technology.
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I would like to provide some statistics that are not generally known to most Americans:

750,000 Canadians are waiting for procedures.

3.2 million out of a population of 32 million are waiting to get a primary care doctor.
Average wait from seeing a primary care doctor to getting treatment by a specialist in
2008 was 17.3 weeks.

Canada ranks 14" out of 25 OECD countries in MRI machines and 19” out of 26
countries in CT scanners.

When the government is the monopoly provider of health care, people wait and wait.
When they get tired of waiting, or are too sick to wait further, they flee—if they can—to
the United States for treatment.

Examples: Lindsey McCreith from Ontario had brain surgery in the U.S., former
Canadian MP Belinda Stronach who had her breast cancer treated in LA, the Calgary
quadruplets delivered in Great Falls, MT because no neo-natal units in Canada were
available.

Dr. Brian Day, orthopaedic surgeon who is the immediate past president of the Canadian
Medical Association and who runs the illegal Cambie Clinic in Vancouver told the New
York Times, “Canada is a country where dogs can get a hip replacement in less than a
week and where humans have to wait two to three years.”

In June 2005, the Canadian Supreme Court ruled on a case from Quebec: “the ban on
private health care and private insurance is illegal because of the long wait times.”

Madame Chief Justice Beverly McLachlin said, “access to a waiting list is not access to
health care.” Madame Justice Marie DesChamps reported, “the idea of a single payer
system without waiting lists is an oxymoron.”

Canada is opening up its government-run health care system to private alternatives while
the U.S. is moving, under the current Administration, to a system where government has
more control in order to provide universal coverage at affordable prices.

President Obama has said that employers would have to provide coverage or pay a
payroll tax so employees can get coverage in a new government-run insurance program
that would be part of a newly-created National Insurance Exchange.

The National Insurance Exchange would also include private insurance companies in
addition to the government insurance plan.

The government insurance and private plans would have to include guaranteed issue,
community rating, and many mandates.
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My view is that the government plan will be priced lower than the private plans. The
result will be “crowding out” of the private plans and a fateful turn down the road to a
Canadian style “Medicaid for All” program. We may have universal coverage but not
universal access. Taxes will increase significantly and weaken the entrepreneurial spirit
in this country.

Many Canadians and others from around the world come to the U.S. and pay out of
pocket for the best health care procedures and treatments.

When we get totally socialized health care, where will “we” go?

If we could change the tax code to level the playing field by removing the tax advantage
from those who get their insurance through their employer, reduce state mandates that
add between 20-50% to the cost of a premium, allow the purchase of insurance across
state lines, and have medical malpractice reform, we could reduce costs and significantly
reduce the number of uninsured in this country. :

Universal “choice” will lead to universal coverage for all Americans. And, we will have
affordable, accessible, quality health care for all.

As P.J. O'Rourke says, “if you think health care is expensive now, just wait until it is
free.”

Thank you for the opportunity to provide my perspective on health care reform in
America.
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Mr. PALLONE. Thank you. Dr. Feder.

STATEMENT OF JUDY FEDER

Ms. FEDER. Thank you, Chairman Pallone and Congressman
Deal and members of the committee. It is a pleasure to be with you
today to talk about the critical need for affordable health care for
all Americans.

As T listened to Ms. Pipes, I wonder whether she is truly fol-
lowing the plight of Americans who can’t afford health care and
whether she is following the kind of American health reform that
we are really talking about. You mentioned President Obama’s
campaign plan. He has talked about his commitment of the choice
of health plan, of quality care, and affordability for all Americans.
So I would like to get our attention back to the problems Ameri-
cans are facing as 14,000 Americans are estimated every day to be
losing their health insurance as they lose their jobs and as benefits
are shrinking even for those Americans who have health insurance.

The problem of unaffordability is most apparent for the now
probably more than 47 million Americans who lack health insur-
ance, most of whom have incomes below twice the federal poverty
level, about $44,000 per family of four. And if they don’t get health
insurance through their employers, as most of them don’t until
most of them are working, they simply can’t afford the $13,000
roughly 2008 cost of a comprehensive health insurance policy.

But affordability, as you have noted, is increasingly a problem
even for people who have health insurance. In 2007, for example,
the Commonwealth Fund identified 25 million people under-in-
sured or economically threatened due to high out-of-pocket costs up
from 15 million. So that is 15 up to 25 million in only four years.

Similarly, the number of Americans who report problems facing
paying medical bills has risen. It has jumped from one in seven
Americans under age 65 in 2003 to one in five Americans by 2007.
Not surprisingly, low income families face the greatest problems,
and sadly, our valuable Medicaid and CHIP programs do not nec-
essarily prevent these problems. No matter how low their incomes,
working aged adult who are not parents of dependent children or
are not disabled aren’t eligible for Medicaid in most states. And
even the populations they do cover, Medicaid and CHIP have been
modified in recent years to give less protection in terms of out-of-
pocket costs to low-income families.

Finally, not really surprisingly but ironically, affordability prob-
lems are the biggest problem for people when they get sick. In par-
ticular, individuals who are older, have an activity limitation, a
chronic condition like diabetes or heart disease are most likely to
be underinsured. And if they don’t get coverage through an em-
ployer-sponsored health plan or if they lose this coverage, they are
going to have one heck of a time getting it from a non-group mar-
ket that systematically denies coverage, limits benefits, or charges
excessive premiums to individuals with pre-existing conditions or
whom insurers believe are likely to need health care.

Now, I have been talking here about money problems, but we all
know that affordable health care is a problem of your money and
your life. There is lots of evidence and the Institute of Medicine has
come out with a new report documenting once again that people
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without health insurance are more likely than people who have
health insurance to delay care, to get less care, and actually to die
when they get sick.

Sadly, evidence suggests that increasingly people who are under-
insured are facing similar problems. One report shows that they
are postponing care, skipping recommended medical visit or treat-
ment, not filling prescriptions, and skipping doses or cutting pills.
The underinsured not only struggle medically to survive, their
medical struggle, as we have heard from some of you and you hear-
ing from your constituents is forcing them into bankruptcy and in-
creasingly into foreclosure.

Even people with insurance just can’t afford to get sick. But we
are gathered here today to address these problems, and, Mr. Chair-
man, we are counting on you in the coming months to do exactly
that. So let me give you four principles to keep your eye on as the
committee and the Congress moves forward.

First, keep your eye on families’ total health spending, as Dr.
Reinhardt said, not just premium contributions but also on
deductibles, cost sharing, and spending for other service. You have
to watch out for a desire to keep those premiums low by keeping
the cost sharing high. The result is going to be insurance that
doesn’t work when you get sick.

Second and related, remember that benefits matter. Health in-
surance worthy of the name has to work for people when they are
sick. So despite claims that I have heard and I am sure you have
heard that any insurance is better than no insurance, insurance
that leaves people without the ability to buy the services that their
doctors and practitioners prescribe is just not good enough. Like
members of Congress, all Americans need adequate benefit pack-
ages with a defined set of services. It is a critical linchpin for af-
fordability.

Third, affordability clearly depends on income, and low-income
families need special protections.

And finally, insurance must stop discriminating against sick peo-
ple. As long as insurers can deny coverage, limit benefits, or charge
higher rates based on people’s age or health status, insurance is
going to remain unaffordable for people who need health care.

Meaningful health reform cannot fail to ensure that health insur-
ance is affordable for people who have been or whom insurers be-
lieve are likely to become sick.

We know that enacting health reform is a challenging task, but
now is the time. I commend you for your efforts and look forward
to working with you to get affordable coverage for every American
this year. Thanks.

[The prepared statement of Ms. Feder follows:]
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Chairman Pallone, Congressman Deal and Members of the Committee, ] am
honored to be here today to testify on the importance of assuring affordable health care
for all Americans. As you well know, health reform is critical to restoring prosperity for
our nation’s families. Reform means reducing the crushing burden of rising health care
costs on America’s families, businesses and governments at all levels. Achieving that
goal requires streamlining Medicare and refocusing our health care delivery system on
prevention, primary care and treatments that work. But it also requires that everyone, all
the time, have affordable health insurance—regardless of where they work, their income,
their age, or their health status. Affordable heaith insurance is the key to a productive
work force, small business innovation, and the economic as well as health security of our
nation’s families. My focus today is on those families: how lack of affordable health
insurance undermines their health and economic security and how health reform can and

must assure affordability in order to restore families’—and the nation’s—well-being.

The Evidence on Affordability

As health care costs continue to grow faster than the economy as a whole — not to
mention faster than family incomes — individuals and families have felt the pinch of
escalating health spending. People feel that pinch not only in insurance premiums, but
also in the payments they make toward ser‘vices their insurance covers (through
deductibles, copayment, and other cost-sharing arrangements) and in payments they make

for services that are not covered by their health insurance policies. Affordability—or

unaffordability -- has to look at all three.
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The problem of unaffordability is most apparent for the nearly 47 million
Americans who lack health insurance. Roughly two thirds of Americans without health
insurance have incomes below 200 percent of the federal poverty level—or
approximately $44,000 for a family of four. Most people without health insurance are
workers or live in families with a worker, but do not have health coverage through an
employer.! With the annual average cost of employer-sponsored health insurance nearing
$13,000 in 2008, health insurance is clearly unaffordable for families who must purchase

it on their own."

Sadly, even people who actually have health insurance increasingly face
affordability problems when it comes to paying for health care. Research documents that
a growing number of Americans with health insurance face affordability problems for
health insurance and for health care. Researchers define affordability in a number of
ways. One set focuses on medical spending as a share of income, characterizing families
that exceed specified thresholds as economically threatened or underinsured. For
example, a recent analysis by the Commonwealth Fund identified families as
underinsured if they had out-of-pocket medical spending that absorbed at least 10 percent
of family income, or, for low-income adults (defined as 200 percent of the federal
poverty level), at least 5 percent of family income; or if they faced deductibles of at least
5 percent of family income. Using these tests, the study identified 25 million adults who
had health coverage as underinsured in 2007 - a 60 percent increase from the 15.6

million Americans who were underinsured in 2003, ™
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Similarly, AHRQ researchers Jessica Banthin and Didem Bernard found that
while 15.8 percent of adults spent more than 10 percent of their family income on health
care services in 1996, by 2003 the proportion of adults bearing what has historically been
considered catastrophic financial burdens had increased to 19.2 pércent of the population,
or 48.8 million individuals.” An additional analysis by Jessica Banthin, Peter
Cunningham and Didem Bernard also determined that by 2004, financial burdens had
increased to the point that, for low-income families, private coverage no longer provided

adequate financial protection.”

Another approach has examined affordability problems directly—exploring
families’ actual problems paying medical bills. According to the Center for Studying
Health System Change, one in seven Americans under age 65 reported problems paying
medical bills in 2003 — a figure that jumped to one in five Americans by 2007. This
analysis indicates that even moderate levels of out-of-pocket spending relative to family
income — that is, spending that is well below the 5 or 10-percent of family income
considered to be underinsured by the studies just cited — created medical bill problems.
For example, two-thirds of the individuals who reported trouble paying medical bills
spent 5 percent or less of their family income on health care. As author Peter
Cunningham noted, many families have little wiggle room within their family budgets for

large or unexpected out-of-pocket health care expenses. And even a relatively low level
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of health care spending compared to family income can create financial stress for low-

income families. (See chart below.)

Burden of medical bills for families spending 2.5% or less of family income

% with medical bill problems
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20%
15% -
10%

5% -
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16.20%
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Less than 200% 200-400% 400% of poverty
of poverty of poverty and higher

Family income level

Medicaid and CHIP, established to provide special protection for low-income and
modest income families, do not necessarily prevent these problems. First, no matter how
low their incomes, working aged adults who are not parents of dependent children (or are
not disabled) are not eligible for Medicaid (except in states with waivers), and, in many
states, parents earning the minimum wage have too much income to qualify for Medicaid

protection.
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For populations they do cover, Medicaid and CHIP have been modified to give
less recognition to low-income families’ limited ability to absorb significant out-of-
pocket health care spending. The traditional Medicaid program limits cost-sharing
responsibilities to nominal deductibles and copayments for most services, and exempts
children, pregnant women and other vulnerable groups from service-related cost-sharing.
The Deficit Reduction Act of 2005 made some important changes to Medicaid’s
traditional limitations on cost-sharing, thus exposing even some low-income children to
cost-sharing that can equal 5 percent of family income. The CHIP program, which
typically serves children with somewhat higher ~ although still modest — incomes also

utilizes a 5 percent of income cap on aggregate cost-sharing.

The risk of being underinsured or experiencing financial problems due to health
spending varies not only by family income but also by health status. Health care
affordability is particularly elusive for individuals with chronic illness and other
conditions that require on-going, often costly, medical care. In particular, individuals
who are older, have an activity limitation, have a chronic condition such as diabetes,
heart disease, or arthritis, or have experienced stroke, are more likely to spend a high
proportion of their income on health expenses. (See chart next page.) If these
individuals are not covered by an employer-sponsored health plan, or lose this coverage,
their ability to purchase coverage in the non-group market is limited at best. Far from
serving as a safety-net, the non-group market systematically denies coverage, limits
benefits or charges excessive premiums to individuals with pre-existing conditions or

whom they perceive as likely to need care. Ironically, then, underinsurance or financial
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problems is most likely to arise for people who get sick—the very population that

insurance is supposed to protect.

Groups at high risk of having high financial burden for health care, 2003
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Age Fair Any Diabetes Stroke/ Heart Arthritis
55-64 or poor activity other disease
health limitation cerebral

Note: High Financial Burden defined as families spending mare than 10% of their after-tax income on health
care, including premiums and out-of-pocket health costs,

Source: Kaiser Family Foundation, based on Banthin, JS and DM Bernard. “Changes in Financial Burdens for
Health Care,” JAMA 296{22), December 2006.

As stated at the outset, affordability problems do not reflect a single feature of
insurance—its presence or absence, its premiums or its benefits. Rather they result from
the interplay among various aspects of insurance design: premiums, deductibles, co-
insurance and other cost-sharing, and spending on services that are not covered by health
insurance. This means that insurance design that aim to make premiaums more affordable
by imposing substantial deductibles or low annual lifetime benefit limits offer a false
promise: they place individuals and families at substantial financial risk of facing
unaffordable health care costs when they get sick. Similarly, benefit packages that

constrain covered services—by excluding, for example, prescription drug or mental
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health benefits, placing arbitrary day or visit limits on specific benefits, or steeply tiering
prescription drug cost-sharing—leave families at risk of being unable to afford necessary
but un-covered services——again, undermining the very purpose for having insurance in

the first place.

Problems with health insurance plan, by deductible

Percent of adults ages 19-64 insured all year with private insurance
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Source: The Commonwealth Fund Biennial Health Insurance Survey {2005).

The Consequences of Affordability Problems

A strong and growing body of literature demonstrates that unaffordability of
health insurance makes health care unaffordable and unavailable. As the Institute of
Medicine recently noted, there is a chasm between the health care needs of people
without health insurance and access to effective health care services. People without
health insurance are more likely to delay care, to get less care, and to die when they get

sick.*"
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Evidence suggests that people who are underinsured can experience very similar
problems getting needed care. According to the Commonwealth Fund, underinsured
individuals are two to three times as likely as insured individuals to forgo various needed
medical services because of cost."™ Of sicker underinsured adults, a full two-thirds went
without needed care due to cost, including half of individuals with a chronic condition
forgoing necessary medications.® In a recent Kaiser Family Foundation survey,
concerns about affording needed medical care led insured individuals to cut back on care
due to cost. Responses included postponing care (34%), skipping a recommended

medical visit or treatment (30%), not filling prescriptions (27%), and skipping doses or

cutting pills (21%).*

People who are under-insured not only face the medical problems of inadequate
treatment; they also face financial problems from the treatment they actually get. High in
the list is bankruptcy. Nearly half of all bankruptcies in the United States are related, at
Jeast in part, to health care expenses. And of those facing medical bankruptcies, roughly
three-quarters had health insurance at the onset of their bankrupting illness X Of sicker
underinsured adults, three-fifths reported having been contacted by a collections agency.
In a 2007 survey, respondents reported making difficult choices between using up a
lifetime of savings, running up credit card debt, skipping the purchase of other

necessities, or trying to take out a mox’tgage.Xii
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Home mortgage foreclosure, another personal financial catastrophe, is also related
to health care expenses. Seven out of ten respondents in a recent survey of borrowers in
foreclosure self-reported unmanageable medical bills as an underlying cause of their
foreclosure, or had experienced other medical disruptions to their income, such as lost
work due to illness or using home equity to pay medical bills.™

Insurance that makes care unaffordable can be a problem for anyone facing
serious illness, no matter what its cause. But an examination of the problems facing
patients with cancer makes clear how people are dealing with overwhelming financial
problems at the very point they are coping with overwhelming medical conditions. A
recent report prepared by the Kaiser Family Foundation and the Ame