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MAKING HEALTH CARE WORK FOR AMER-
ICAN FAMILIES: DESIGNING A HIGH PER-
FORMANCE HEALTH SYSTEM

TUESDAY, MARCH 10, 2009

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

The subcommittee met, pursuant to call, at 10:07 a.m., in Room
2123 of the Rayburn House Office Building, Hon. Frank Pallone,
Jr. (chairman) presiding.

Members present: Representatives Pallone, Dingell, Eshoo,
Engel, Green, DeGette, Capps, Schakowsky, Baldwin, Ross, Mathe-
son, Harman, Gonzalez, Barrow, Christensen, Castor, Sarbanes,
Murphy of Connecticut, Space, Sutton, Braley, Waxman (ex officio),
Deal, Whitfield, Shimkus, Shadegg, Blunt, Pitts, Rogers, Murphy of
Pf(;_nns)ylvania, Burgess, Blackburn, Gingrey, Scalise and Barton (ex
officio).

Staff present: Phil Barnett, Staff Director; Karen Nelson, Deputy
Staff Director for Health; Karen Lightfoot, Communications Direc-
tor, David Rapallo, General Counsel; Steve Cha, Professional Staff
Member; Amy Hall, Counsel; Purvee Kempf, Counsel; Tim
Gronniger, Professional Staff Member; Jon Donenberg, Health Fel-
low; Bobby Clark, Senior Policy Advisor; Virgil Miller, Legislative
Assistant; Jennifer Berenholz, Deputy Clerk; Caren Auchman,
Communications Associate; Alli Corr, Special Assistant; Alvin
Banks, Special Assistant; Caitlin Sanders, Staff Assistant; Brandon
Clark, Minority Professional Staff; Marie Fishpaw, Minority Profes-
sional Staff; Clay Alspach, Counsel; and Chad Grant, Legislative
Analyst.

OPENING STATEMENT OF HON. FRANK PALLONE, JR.

Mr. PALLONE. The meeting is called to order.

I want to first thank every one for being here, particularly our
panelists. The subcommittee today is holding the first in a series
of hearings entitled “Making Health Care Work for American Fam-
ilies.” These hearings will help us better understand issues impor-
tant to the health care reform debate such as quality, cost, cov-
erage and prevention, and today we are focusing on how to design
a high-performing health care system, which implies that our cur-
rent system is underperforming. Indeed, as it is presently struc-
tured, the U.S. health care system is incapable of consistently pro-
viding access to quality and affordable care to every American, and
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a large part of this failure can be attributed to our Nation’s grow-
ing uninsured population. According to a new report on the unin-
sured by the Institute of Medicine, who we will hear from later
today, 47.5 million Americans, or an estimated 17.2 percent, of the
non-elderly population went without health insurance in 2007. As
we move forward with health care reform, we must understand
that our failure to insure 47 million Americans has significant con-
sequences for the health system as a whole. Our Nation’s growing
uninsured crisis impacts us all regardless of our own insurance sta-
tus. If we are to design a high-performing health care system, the
foundation of such a system has to ensure access to quality and af-
fordable coverage for every American.

But the problems we face with our health care system go beyond
coverage issues. Our health care system is woefully disorganized,
so much so it is hard to characterize it as a system at all. There
is virtually no coordination of care among providers. Patients are
often handed off from provider to another. In the process, informa-
tion is lost, inappropriate treatments or tests are ordered and med-
ical errors occur. This is particularly a problem when it comes to
patients who suffer from chronic conditions and are under the care
of multiple providers at any given time.

Researchers have suggested that part of the problem stems from
the fragmented way in which we finance the delivery of health care
services. We pay providers based on volume regardless of the qual-
ity of the care or service provided and regardless of the outcomes.
Furthermore, there is little incentive for providers to follow up with
a patient after they have provided treatment or to coordinate care
among multiple providers or between different health care settings.

What has this disorganization created? Well, the United States
spends more on health care per person than any other industri-
alized nation and yet we do not enjoy better health outcomes by al-
most any measure, and within the United States there are vast dis-
parities in how health care is delivered among the different com-
munities. Clearly we are not getting the most value out of our
health care dollars. The erratic and chaotic manner in which our
health care system is organized can’t continue.

We need to find a way to reorganize the health care delivery sys-
tem in a way that improves quality and efficiency, thereby driving
down costs, and there are a number of options on the table. For ex-
ample, the President’s budget contains specific proposals that
would change the way Medicare pays for and delivers health care
including, one, reducing readmission rates at hospitals, two, pro-
viding performance-based payments for physicians that coordinate
care for Medicare beneficiaries, and three, promoting coordinated
care between acute and post-acute care settings through bundled
payments.

Now, I know we have MedPAC here today and I am happy that
they are here because they have done work in many of these areas
as well as other areas like the medical home model. As Chairman
Hackbarth notes in his testimony, Medicare can be a leader in re-
forming the health care delivery system but changes to the way
Medicare delivers and pays for health care will only take us so far.
We need fundamental change to the entire health care system in
order to achieve our goals.
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Now, one of the best examples of change, I think, was in the eco-
nomic recovery bill. As you know, there is a pot of money for health
care information technology, and that is certainly an example of
the systematic change we need. As more physicians are able to
adopt and use HIT, we can facilitate greater communications
among providers and thereby increase the coordination of care. By
passing the Economic Recovery Act, we started the process of mod-
ernizing our health care system by investing $19 billion in HIT.
But not everything has to be as complicated as moving our health
care system into the electronic era. There are simple changes that
will produce dramatic effects. For instance, I believe that by focus-
ing more on primary care, coordinated care models and prevention
we can achieve greater savings and efficiency within our health
care system, and again, there are prevention and wellness meas-
ures and pots of money in the Economic Recovery Act as well.

If we are successful in redesigning our health care system so that
it performs better, there will be great rewards. Aside from the po-
tential to improve health outcomes, a more efficient health care
system that pays for quality services will help drive down costs for
American families, businesses and the federal government, all of
which are struggling with the escalating cost of health care. In-
deed, health care reform is fiscal reform. Those of us who have
been paying attention to the President over the last month or so,
he constantly talks about health care reform being fiscal reform
and the need to bring down costs if we are going to effectuate an
economic recovery and expand coverage for all Americans. We can’t
restore the financial health of the Nation and American families
WithOl(lit tackling our broken health care system first, so let us get
started.

I just wanted to say that many of us on this committee attended
the President’s health care summit last Thursday. I was tremen-
dously impressed with the fact that almost everyone said that we
needed health care reform now. They did not want to wait, and al-
most everyone said that the cost and bringing down cost was an
important part of any change that we are going to effectuate. I
used to be very proud of the fact that I could go around saying I
was involved in health care policy and that we had the best health
care system in the world. I don’t believe that anymore, and I think
the time to act is now and so we are going to begin today.

[The prepared statement of Mr. Pallone follows:]
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PALLONE STATEMENT AT HEALTH REFORM HEARING ON
DESIGNING A HIGH PERFORMING HEALTHCARE SYSTEM

Washington, D.C. --- U.S. Rep. Frank Pallone, Jr. (D-NJ), Chairman of the House Energy and Commerce
Subcommittee on Health, gave the following opening statement this morning at the first of a series of
hearings focused on making health care work for American families. Today's hearing addresses the need
to design a high performing healthcare system.

"Good morning. Today, the Subcommittee is holding the first in a series of hearings entitled
‘Making Health Care Work for American Families." These hearings will help us better understand issues
important to the health care reform debate, such as: quality, cost, coverage and prevention.

"Today, we are focusing on how to design a high performing healthcare system, which implies
that our current system is underperforming. Indeed, as it is presently structured, the US health care
system is incapable of consistently providing access to quality and affordable care to every American.

"A large part of this failure can be attributed to our nation's growing uninsured population.
According to a new report on the uninsured by the Institute of Medicine, who we will hear from later
today, 47.5 million Americans, or an estimated 17.2 percent of the non-elderly population, went without
health insurance in 2007.

"As we move forward with health care reform, we must understand that our failure to insure 47
million Americans has significant consequences for the health system as a whole. Our nation's growing
uninsured crisis impacts us all regardless of our own insurance status. If we are to design a high
performing health care system, the foundation of such a system has to ensure access to quality and
affordable coverage for every American.

"But the problems we face with our health care system go beyond coverage issues. Our healthcare
system is woefully disorganized; so much so, it’s hard to characterize it as a 'system’ at all.

"There is virtually no coordination of care among providers. Patients are often handed off from
one provider to another. In the process, information is lost, inappropriate treatments or tests are ordered
and medical errors occur. This is particularly a problem when it comes to patients who suffer from
chronic conditions and are under the care of multiple providers at any given time.

"Researchers have suggested that part of the problem stems from the fragmented way in which we
finance the delivery of health care services. We pay providers based on volume, regardless of the quality
of the care or service provided and regardless of the outcomes. Furthermore, there is little incentive for
providers to follow up with a patient after they have provided treatment, or to coordinate care among
multiple providers or between different health care settings.

~over-
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"What has this disorganization created? The United States spends more on health care per person
than any other industrialized nation, and yet, we do not enjoy better health outcomes by almost any
measure. And within the United States, there are vast disparities in how health care is delivered among
different communities. Clearly we are not getting the most value out of our health care dollars.

"The erratic and chaotic manner in which our health system is organized cannot continue. We
need to find a way to reorganize the health care delivery system in a way that improves quality and
efficiency, thereby driving down costs.

"There are a number of options on the table. For example, the President’s budget contains specific
proposals that would change the way Medicare pays for and delivers health care, including:

« reducing readmission rates at hospitals;

« providing performance based payments for physicians that coordinate care for Medicare
beneficiaries;

« and promoting coordinated care between acute and post-acute care settings through bundled
payments.

"I am glad we have MedPAC here today, who has done work in many of these areas, as well as other
areas like the medical home model. As Chairman Hackbarth notes in his testimony, Medicare can be a
leader in reforming the healthcare delivery system but changes to the way Medicare delivers and pays for
health care will only take us so far. We need fundamental change throughout the entire health care system
in order to achieve our goals.

"For example, greater use of health information technology is an example of the systemic change we
need. As more physicians are able to adopt and use HIT, we can facilitate greater communication among
providers and thereby increase the coordination of care. By passing the Economic Recovery Act, we
started the process of modernizing our health care system by investing $19 billion in HIT.

"But not everything has to be as complicated as moving our health care system into the electronic
era. There are simple changes will produce dramatic effects. For instance, I believe that by focusing
more on primary care, coordinated care models, and prevention, we can achieve greater savings and
efficiencies within our health care system.

"If we are successful in redesigning our health care system so that it performs better, there will be
great rewards. Aside from the potential to improve health outcomes, a more efficient health care system
that pays for quality services will help drive down costs for American families, businesses and the federal
government, all of which are struggling with the escalating cost of health care. Indeed, health care reform
is fiscal reform. We cannot restore the financial health of the nation and American families without
tackling our broken health care system first. So, let’s get started.

"Thank you. I will now recognize our Ranking Member, Mr. Deal for the purpose of making an
opening statement.”

-30-
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Mr. PALLONE. I now recognize our ranking member, Mr. Deal, for
an opening statement.

OPENING STATEMENT OF HON. NATHAN DEAL

Mr. DEAL. Thank you, Mr. Chairman. I want to thank you for
holding the hearing today. I want to thank both panels of witnesses
who are going to testify. In particular, I would like to go ahead and
welcome in advance of his official introduction Dr. Todd
Williamson, who is a neurologist from Georgia and is president of
the Georgia Medical Association. He will be on panel II, and thank
you for allowing him to testify.

You know, when you talk about health care, you are talking
about how to wrestle a porcupine, and the problem I think we have
encountered is that we have known different ways to deal with this
issue in small pieces over a long number of years and we have
failed to come to grips with dealing with those pieces and now we
are trying to deal with the system as a whole and talk about how
bad the system is even though we have not taken advantage of the
opportunities to make it better incrementally. I am always con-
cerned about major reforms, especially of a segment of our economy
and of societal service as large as health care. But we are now ap-
parently on the brink for whatever reason, dereliction of duty in
the past or whatever, of having to deal with major reform.

Now, let me mention a couple of things that I hope in the context
of this hearing, perhaps even more specifically in future hearings,
I think are important to deal with. First of all, I have had a pas-
sion for the issue of price transparency. In the health care arena,
it is one of the few areas that you just cannot know in advance of
a service being rendered what the charge is going to be, and the
reason is, and it indicates part of the problem we are wrestling
with, is the reason you don’t know is because the question is al-
ways followed with a question. When you ask how much is it going
to cost, the question becomes well, who is going to pay, and who
pays depends on how much the cost really is, and that is something
that you do not find in most other areas of service in our Nation.
So price transparency is an issue and I am pleased that the chair-
man and the chairman of the subcommittee have both indicated a
willingness to explore that issue in the future.

Let me talk about a couple of other things. I think you are going
to find that throughout all of this, the issue of medical malpractice
reform has got to be one of those issues that we just simply cannot
ignore. Now, it manifests itself not only in private physician and
hospital practices but also the one that is probably the most acute
that we tried to deal with several years ago and that is the emer-
gency rooms with EMTALA that requires to treat everyone with no
ability to divert without running the risk of being held accountable
on a liability basis, you are just simply going to continue to see as
in my local emergency room the primary reason for presentation is
ear infections and you probably could duplicate that all across the
country, non-emergencies being presented in the most costly envi-
ronment, that is, an emergency room. But until we deal with the
ability either to alter EMTALA, which I have no confidence that
that will be done, or to provide some protections as we attempted
to do several years ago for diversions to non-emergency settings in
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an environment close to the emergency room so as to take that
pressure off and the financial as otherwise the pressure off. I think
we still have a problem there.

Now, there are other issues and I am just going to deal with
them in very broad, general terms. First of all, I think we have to
remember that as we are dealing with an expansion of government
power we never can forget about the fact that the only thing that
keeps our country working in almost every facet of life is the issue
of personal responsibility. When we have government assuming all
of the responsibility, then it is very difficult to get people to do
what they need to do for themselves, not only financially contrib-
uting to the cost of their health care but to doing the things that
they need to do that the chairman has alluded to such as preven-
tion, such as wellness programs, et cetera. A few other things that
I would like to mention. I think that as we deal with the broader
context of how to reform the delivery system, hopefully we will not
forget the private sector. The private sector has been the primary
mechanism for providing health insurance through the employer-
based system. Obviously it has some problems. I would like to see
us be able to take advantage of the one that has the most personal
responsibility and that is a medical savings account where a person
has the right to decide how they want to spend their money and
they are directly involved but they can’t be the ones that are pay-
ing the highest price. If that is the case, then you can’t make that
kind of system work.

Thank you, Mr. Chairman. This is certainly the beginning, I
hope, of a wide-ranging look at the issue of health care reform, and
thank you for hosting this hearing today. I yield back.

Mr. PALLONE. Thank you, Mr. Deal.

I will recognize our chairman, Mr. Waxman, but let me just di-
gress a minute here, if you will bear with me. There are a lot of
people on this committee who have played major roles over the
years in the health care debate, and if we do actually accomplish
health care reform in a significant way this year, I think that we
owe a lot to them, and Mr. Waxman, Mr. Dingell, others are
amongst them, and I just wanted to say, you know, I remember 20
years ago, because this is my 20th year, I came to this room and
I watched Mr. Waxman and Mr. Dingell and others talk about
health care issues and I was so impressed, that is why I wanted
to be on this committee, and I know that is why a lot of the new
members have started. We have a number of new members on our
Health Subcommittee this year and they have expressed the same
thing to me, that the main reason they came to this committee was
because they wanted to deal with health care reform. But if and
when we accomplish this goal this year, a lot of the credit is going
to go to some of these people who have labored for years on this
issue and brought out a lot of the problems and solutions that are
necessary for health care reform and certainly our chairman is one
of the leaders among them. So I just wanted you to know that,
Henry.

OPENING STATEMENT OF HON. HENRY A. WAXMAN

Mr. WAXMAN. Thank you very much, Mr. Chairman, and when
we accomplish the goal of enacting affordable health insurance for
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all Americans, you will be there ranking among all the members
who have played a significant role. This isn’t one or two, it is all
of us working together, and I thank you for holding this hearing
on the health reform issue.

I think we have a unique opportunity. President Obama has
called on Congress to work with him to enact comprehensive health
reform this year, and to underscore this commitment, the President
has proposed over $630 million in new revenues and program sav-
ings to help pay for reform. This marks a sea change from the last
8 years, and as we will hear from our witnesses today, it comes
none too soon. The status quo is simply no longer an option. The
health of our people, the health of our economy depends on achiev-
ing affordable, high-quality, sustainable coverage for all Americans.
The President has laid out the broad outlines of his preferred way
to achieve this goal, and I think his approach is sensible. It builds
on and protects the employer-based coverage that is now in place
for most Americans. It lets those people who have coverage that
works for them keep that coverage. It strengthens the safety net
of our vital public programs, Medicare, Medicaid, CHIP. It gives
people a place to go to get accessible, affordable, high-quality cov-
erage through private plans or if they prefer through a public alter-
native. The choice is theirs. And it recognizes the critical impor-
tance of prevention and wellness services and the management of
chronic diseases. I am determined to work to find the approach
that will be broadly acceptable to the American people, to the pro-
viders that are critical to making it work, and to the Members of
Congress who in the end have to pass it.

This hearing begins the work of this committee in responding to
the President’s request. As the testimony will make clear, the
health care challenges we face are daunting and finding workable
and enactable solutions will be extremely difficult. Mr. Chairman,
you as chairman of the subcommittee will build on the work that
I and Mr. Dingell and others have done over the years and you and
the newer members of the committee will bring vitality to this ef-
fort that I think will finally get us to the goal that has been so elu-
sive, and I look forward to working with you in this regard.

[The prepared statement of Mr. Waxman follows:]
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I’d like to thank Chairman Pallone for holding this series of hearings on health reform.

President Obama has called upon Congress to work with him to enact comprehensive
health reform this year.

To underscore his commitment, the President has proposed over $630 billion in new
revenues and program savings to help pay reform.

This marks a sea change from the last eight years. And, as we will hear from our
witnesses today, it comes none too soon. The status quo is simply no longer an option.

The health of our people, and the health of our economy, depends on achieving
affordable, high quality, sustainable coverage for all Americans.

The President has laid out the broad outlines of his preferred way to achieve this goal.
And I think his approach is very sensible:

. It builds on and protects the employer-based coverage that is now in place for most
Americans.

. It lets those people who have coverage that works for them keep that coverage.

. It strengthens the safety net of our vital public programs — Medicare, Medicaid, and
CHIP.

. It gives people a place to go to get accessible, affordable, high-quality coverage through
private plans or, if they prefer, through a public alternative. The choice is theirs.
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. And it recognizes the critical importance of prevention and wellness services and the
management of chronic diseases.

Throughout my career, I've supported a number of different approaches to achieve these
ends. I am not wedded to any one of them. Because in the end, the best approach to securing the
goals of affordable coverage, sensible controls on cost, and high-quality care has to have one
crucial element: it has to be one that we can pass.

I am determined to work to find the approach that will be broadly acceptable to the
American people, to the providers that are critical to making it work, and to the members of
Congress who, in the end, have to pass it.

This hearing begins the work of this Committee in responding to the President’s request.
As the testimony will make clear, the healthcare challenges we face are daunting, and finding
workable and enactable solutions will be extremely difficult.

I believe this Committee is up to the challenge, and I look forward to working with my
colleagues on both sides of the aisle to meet it.
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Mr. PALLONE. Thank you, Mr. Chairman.
Next is our ranking member of the full committee, the gentleman
from Texas, Mr. Barton.

OPENING STATEMENT OF HON. JOE BARTON

Mr. BARTON. Thank you, Mr. Chairman, and I want to commend
you and full committee Chairman Waxman for the bipartisanship
in arranging these series of hearings. This it not like the hearing
upstairs on climate change where there is a clear ideological dif-
ference, and we have even gotten to the point of arguing over how
many witnesses and which witness and this type of thing. In this
subcommittee under your leadership and Mr. Waxman’s leadership,
it has been a very cordial operating relationship, and I do sincerely
want to commend you and Mr. Waxman for that.

Health care is very important to everybody in America and I do
slightly disagree with your opening statement, Mr. Chairman,
when you said that you used to think the United States had the
best health care system in the world but you don’t think we do any-
more. I think we still do. I think our health care system is the best
in the world. I think it is the best in terms of quality. I think it
is the best in terms of inclusiveness. I think it is the best in terms
of its research capability. I do think there are problems with it. I
think that obviously Americans that don’t have health insurance
are not able to take advantage of some of the wellness programs
and the preventive medicine practices that are becoming more and
more prevalent, but if somebody in America is sick today and needs
to see a doctor or a health care practitioner, they are going to see
them. Whether it is in an emergency room or a clinic or a private
doctor’s office, they are going to see them, and the more serious the
condition, the more fortunate that person is that they are in the
United States of America.

My sister-in-law has just undergone 6 weeks of chemotherapy
treatment at M.D Anderson in Houston, Texas. She went home
Sunday to recuperate. Her CAT scan and the tests that they ran
show that the cancer that is ravaging her body is beginning to re-
cede because of the treatment that she is receiving and hopefully
will continue to receive after her body recuperates. I am darned
glad that she lives in the United States of America and I am very
glad that she lives close enough to M.D. Anderson in Houston,
Texas, that she could take advantage of the treatment that is avail-
able there. People come from all over the world to that facility for
that type of treatment.

So what we are engaged here today, Mr. Chairman, is to begin
a discussion of how we can improve our health care system, and
I think we can do it. I do think our health care system is too expen-
sive. I do think that there are lots of ways that we can improve
it. I agree with you that the President’s health care meeting at the
White House last week was very productive. I said there and I will
say here, I agree with President Obama’s eight principles but the
devil is in the details and that is what these hearings are going to
accomplish. I think there is a difference between Republicans and
Democrats. In general I think the Democrats, the majority party
right now, want more government involvement in health care. I
think Republicans in general would rather have the private sector
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and the marketplace system with openness and transparency
where doctors and patients make the decisions themselves and
don’t have to depend on some sort of a government official or a gov-
ernment program but I do think the government needs to be in-
volved and I think that somewhere in these hearings perhaps we
can have a meeting of the minds.

So Mr. Chairman, I am involved in the health care debate in this
committee in a different way than I am the climate change issue.
I think on health care we can improve the system and we can find
a consensus and we can do something hopefully this year to make
health care for Americans more affordable and more accessible and
even higher quality than it is. I must say on climate change that
I am hopeful we can convince enough people that is not something
that we need to do, given the state of our economy. In any event,
this is a very good hearing, you have got good witnesses, and I look
forward to a serious discussion.

Mr. PALLONE. Thank you. I want to thank our ranking member.

Next is our chairman emeritus, and I cannot have enough acco-
lades about his involvement over the years in health care reform
and Medicare, and again, I look to him as one of the giants on this
issue, Mr. Dingell.

OPENING STATEMENT OF HON. JOHN D. DINGELL

Mr. DINGELL. Mr. Chairman, I thank you for those kind words
and I thank you for holding this hearing, which is a very important
one, about designing a high-performance health care system. We
have a splendid health care system in this country which doesn’t
work. It doesn’t work because we have 47 million Americans who
lack care and we have a lot who have substantial deficiencies in
the amount of care available to them. We have a worse situation
in that the problem is fixable but it has not been able to be ad-
dressed for years because of intense lobbying by the health insur-
ance lobby and others. I remember we lost it the last time by one
vote here and we lost it in good part because of dawdling by the
Administration, which made a fine speech on the subject on the
floor of the House in February and didn’t present the bill to the
House until sometime in November by which time we had lost in
this committee and a business roundtable by one vote.

The health care system in this country is wonderful but it doesn’t
work, and one of the problems about it is, that we are seeing large
numbers of Americans die prematurely or suffer from serious
health problems back of the lack of availability of care from this
extraordinarily advanced system which we are blessed with. Health
care costs are far higher in the United States than in any other ad-
vanced nation. These costs have been rising significantly faster
than the overall economy or personal incomes for more than 40
years, and if left unchecked will shortly create irreparable harm to
the Nation’s health and economic system. The two curves which are
important to us in this country, the GDP and the cost of health
care or the percentage of health care, will cross about 2070. That
should give us a warning. We have heard the data. Health costs
are consuming a growing share of federal and State government
budgets. The United States spends $2.2 trillion and more on health
care each year, about $8,000 per person. This represents 16 percent
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of the total economy and is expected to reach almost 20 percent,
more than $4 trillion, by the year 2017.

Health insurance premiums have doubled over the past 8 years,
rising 3.7 times faster than wages in the last 8 years, and Amer-
ican businesses are losing business share in world competition be-
cause of the increasing cost of health care for their employees. For
example, a General Motors car today contains about $1,600 in
health care costs per car. General Motors is in fact not an auto-
mobile producer but a health care provider that makes automobiles
to pay for the cost of it, and the same is true for many other U.S.
corporations. American automakers spend more now on health care
than steel. They only spend $750 on steel. And Starbucks spends
more on health care than they do on coffee beans. No one can dis-
pute the fact that we spend a great deal of money on health care.
America enjoys the most outstanding cadre of health care profes-
sionals on the planet, the most advanced technologies, the most in-
novative health care institutions and the finest medical research,
which is a model for the whole world. However, in spite of this
great investment and the amazing talent of our health workforce,
our health system continues to operate at low performance and
more spending has not and does not mean better quality service
and care available to the American people.

Studies have shown the United States underperforms relative to
other countries on most dimensions of health care performance. It
has lower life expectancy and higher infant mortality, amongst
other things, but there is plenty other things wrong if you read the
statistics. A number of other studies have shown that many sur-
geries are performed without being clinically appropriate. Patients
typically receive about half the recommended treatment and serv-
ices. About 100,000 Americans die from medical errors at hospitals
every year. Half of these cases are avoidable. One-quarter of med-
ical spending goes to administrative and overhead costs, something
which we must address if we are to save ourselves from a crazy
system that is failing.

Across the Nation, health care costs vary substantially, however,
and higher cost areas surprisingly do not generate better health
outcomes. Our goal of providing health care security for those
struggling to keep the coverage they currently have while expand-
ing coverage to the 47 million Americans currently without cov-
erage is clearly necessary. However, we must all do what we can
to first make our current system of health care more efficient and
effective including care provided by public programs like Medicare
and Medicaid, the costs of which without reform will become
unsustainable in the near future. The current payment structure of
these systems does not encourage coordinated care and encourage
unnecessary treatment which in turn leads to higher costs and sig-
nificant inefficiencies.

I look forward to the testimony of our witnesses today and of con-
tinuing our discussion and action as we seek to reform our health
care system. Mr. Chairman, this has long been a passion of mine,
as you have noted, and also of my great father, who introduced the
first legislation on this in 1943. I look forward to working with you
and with Chairman Waxman and the others of my colleagues on
both sides of the aisle to solve this terrifying problem.



14

Thank you, Mr. Chairman.
Mr. PALLONE. Thank you, Chairman Dingell.
Next we have the gentleman from Kentucky, Mr. Whitfield.

OPENING STATEMENT OF HON. ED WHITFIELD

Mr. WHITFIELD. Chairman Pallone, thank you very much for this
hearing on making health care work for American families.

We all hear a lot about health care reform and we know that
there are basically two reasons that we are moving down this ave-
nue. One, health care costs continue to escalate, health insurance
premiums go up and then access for all of the American people,
and I noticed that President Obama in his budget has set aside
$634 billion for health care reform, and although his plan is quite
sketchy, the one thing that he has talked about specifically is a fed-
eral board to set provider rates, design coverage and ultimately
control prices in the health care market.

I think from the philosophical point of view, health care reform
gets down to a debate on both sides of the aisle. When we talk
about these federal health boards, most of us, I think, think of
Canada and Great Britain. They both have federal boards, and the
key issue, as least from my understanding, is that in both of those
countries while the primary health care delivery system is very
good, they basically ration health care, and that is something that
we really have never done in America so that if you do not need
a certain criteria then you are not going to be eligible for a par-
ticular kind of health care procedure. That is something I think we
have to move very carefully with as we discuss health care reform.

A second thing, it looks like to me that—I philosophically believe
that a federal board is not the way to go because when you talk
about an effective health care system, I like to look at Part D of
the prescription drug benefit under Medicare because today we
know that the premium for that plan is less than what was origi-
nally anticipated. The cost of that plan is less than what was origi-
nally anticipated. And the reason for that in my view is that in
every jurisdiction you had private companies coming together com-
peting with each other offering plans and more important than the
cost is that the senior citizens seem to be satisfied with their Part
D prescription drug benefit. I know that not all of them are but
generally speaking they are satisfied, and I think that is a model
that as we talk about health care reform that we definitely need
to explore giving patients more of an opportunity to decide for
themselves rather than a federal board making all these decisions.

I yield back the balance of my time.

Mr. PALLONE. Thank you.

Next for an opening statement is the gentlewoman from Colo-
rado, and thank you again for your work on stem cells.

OPENING STATEMENT OF HON. DIANA DEGETTE

Ms. DEGETTE. Thank you very much, Mr. Chairman. It was a
banner day yesterday.

I want to—I was just telling Congresswoman Capps about my
sister and I think I am going to talk about that because it is why
we have to do something about health care in this country. My sis-
ter is married to a fellow who has worked for one of the local school
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districts for many, many years and she is a stay-at-home mom. She
home schools her kids. And they are middle-class Americans. Their
insurance premiums working for the school district are $1,100 per
month with copays and exclusions and everything else you can
imagine. And about a year ago my nephew, as teenage boys will,
was skateboarding and broke his arm at the skateboard park and
his friend’s parents couldn’t find my sister to ask what to do. It
was a compound fracture with the bone sticking out. So they took
him over to the local emergency room and then her insurance com-
pany refused to pay the bill because they said they didn’t get pre-
approval, and that is what kind of health care system we are living
with in this country and that is why we need to have comprehen-
sive national health care policy and that is why, Mr. Chairman, I
am so grateful to you and also Mr. Dingell and also the President
for pushing this through. We have got to do something about a sys-
tem where we are spending over $2 trillion a year but our health
outcomes are abysmal.

I just want to reference really quickly two studies that we have
seen recently. In 2007, the Commonwealth Fund did an inter-
national health care survey where they compared the American
health care payment and service delivery system to six other coun-
tries and found huge disparities. For example, the United States
spends $6,697 per capita on health care services, which is more
than double the per capital expenditures of all the other countries.
Canada was the next highest, spending only $3,326 per capita.
Well, you could say we have the best health outcomes in the world,
which is what many people assume. However, this is simply not
true if you look at the rest of the data. For example, the most re-
cent data from the Centers for Disease Control ranks the United
States 29th worldwide in terms of infant mortality and it also
ranks us 31st worldwide in terms of life expectancy and 24th in
terms of women’s health. The United States ranks 37th overall in
the world for health outcomes, just below the Dominican Republic
and Costa Rica and just above Slovenia. So if anybody thinks that
we don’t need health care reform in this country, they not only
need to look at these statistics but the statistics that average
ﬁmerican families, middle-class families are dealing with every

ay.

Thank you very much, Mr. Chairman.

Mr. PALLONE. Thank you.

Next is the gentleman from Texas, Dr. Burgess.

OPENING STATEMENT OF HON. MICHAEL C. BURGESS

Mr. BURGESS. Thank you, Mr. Chairman. I appreciate you hold-
ing this hearing as well, you know, so much of what we discuss.
I have an opening statement that I will submit for the record. It
is very thoughtful and well written. But let me just make a few
comments because of what I have heard.

We spend so much time talking about cost and coverage, and I
do implore us to remember that health care is first and foremost
and always about taking care of people. I also urge us not to let
the perfect become the enemy of the good. Now, we have heard the
President talk on Thursday of last week at the White House at the
forum that the only thing that was not acceptable is the status quo.
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Well, true, there are things we can make better and that we should
strive to make better but I promise you, having spent 6 years now
in this body, I know we can make things worse and we must be
careful that we don’t do that. I certainly don’t want to diminish the
contributions of any of the men and women who work in the Amer-
ican health care system because I know firsthand what they do day
in and day out, a tremendous job.

Now, just a word about 1993 and 1994. I was not here then. It
is often talked about in health care policy circles as the failure to
improve health care in this country but I would just simply submit,
the health care world in the United States has not been static since
1993 and 1994. Indeed, some of the things that came out of the
failure of the Clinton health care plan, certainly medical savings
account were one of the things that came out of that. The State
Children’s Health Insurance Program was one of the things that
came out of the failure of the Clintons’ plan, and I would argue
that these are good things. On the issue of medical savings ac-
counts, fast-forward to the present time with what we have seen
in the improvements with health savings accounts. Just a personal
story that I will share with you. In 1994 I had an adult child who
finished college and moved back home and chose not to go to work.
I don’t recommend that if anyone is considering that for them-
selves. Don’t try this at home. But I could not get an insurance pol-
icy for any price. I was willing to write a large check for that insur-
ance policy. Fast-forward to today, and last Friday I went on the
Internet and looked under ehealthinsurance.com, and for what
would be a comparable situation, a 25-year-old female, and I used
the Washington, D.C., area code, actually you could purchase an
HMO plan through Kaiser here in D.C., $98 a month with a $20
copay but not a high-deductible plan. In fact, there was no deduct-
ible. So there are options out there for people who find themselves
without insurance that were not available in 1993 and 1994. So
p}!lease let us not fool ourselves that the world has been static since
then.

Certainly there are examples of how we can make things worse.
Look what we did with the health information technology in the
stimulus bill, and I tried to offer an amendment so that we could
use these funds in June of this year but instead it is June of 2011,
and we have doctors’ practices all over the country that have lit-
erally listed the pen off the check and are going to wait an addi-
tional 2 years before they write that out.

We must look at the things that are actually working today. Af-
fordability does remain key in the equation but let us look at the
things that work and not just focus on trying to expand the things
that don’t. Certainly employer-sponsored insurance, the price is in-
creasing over 7 percent a year. Medicare and Medicaid we know in-
crease at 7.4 percent a year. Consumer-directed health plans in-
crease at 2.2 percent a year. Shouldn’t we take a lesson from
Safeway and Walmart and what they have been able to do with for-
ward-leaning plans that they have implemented before we just sim-
ply provide a program essentially equivalent to Medicaid for all?
And if we are going to do Medicaid for all, shouldn’t we also do that
for Members of Congress? I introduced an amendment like that on
the SCHIP bill and I got no votes in the Rules Committee for that.
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Dr. Zerhouni has come to this committee and talked about a time
when medical care is going to become a great deal more personal-
ized. He said because of the human genome we are going to be a
great deal more predictive. We can as a consequence be a great
deal more preventive, and it is going to require us to be more
participatory. That is the direction in which we need to be moving,
not in a direction that is going to harm that forward progress that
we have already made.

Mr. Chairman, you have been generous with your time and I will
yield back.

[The prepared statement of Mr. Burgess follows:]
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STATEMENT OF
CONGRESSMAN MICHAEL C. BURGESS, M.D.

BEFORE THE

SUBCOMMITTEE ON HEALTH
COMMITTEE ON ENERGY AND COMMERCE

March 11, 2009 HEARING
“How De We Fix Qur Ailing Food Safety System”

The size of the food industry and the diversity of its products and
processes have grown tremendously — both in the amount of
domestic food manufactured and the number and kinds of foods
imported. At the same time, the FDA as well as state and local
agencies has had the same limited level of resources to ensure food
safety.

This has caused, in this past year alone, two outbreaks of
salmonella — once in jalapenos and once in peanut butter — and
various other food safety concerns, making us seriously doubt the
efficacy of our food safety system as well as the capacity of the
Food and Drug Administration to supervise this ever burgeoning
industry.

As we look today towards legislative fixes to our food safety
system, it is obvious the pathway forward is more modernization,
specifically a greater reliance on a risk-based approach. The FDA
should be given the authority to mandate the use of the Hazard
Analysis and Critical Control Point (HACCP) in domestic and
imported products. This would allow the FDA to access necessary
records to quickly identify the source of any food borne pathogens.

The mandate for HACCP is already in place. In 1995 the FDA
mandated the use of HACCP in seafood — and then in 2001 for
juices — and the USDA mandated the use of HACCP for meat and
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poultry processing plants. Thus it would hardly be too much to
demand the other domestic and imported product groups to use this
system.

Finally, we must give the FDA the resources they need to do the
job they have been given to do. We should fully fund the FDA and
THEN demand full accountability of their actions and
expenditures.

Thank you.
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Mr. PALLONE. Thank you.

Next for an opening statement is Ms. Capps. Let me mention
that once again she is the vice chair of this subcommittee and de-
servedly so since she has done so much work on health care, par-
ticularly on health care professionals.

OPENING STATEMENT OF HON. LOIS CAPPS

Ms. CApps. Thank you, Mr. Chairman. I am so pleased we are
beginning our hearings in this Congress on health reform. It is
clearly, in my opinion, the number one issue this subcommittee
needs to address, and as the President has articulated in his health
summit and so many other places, our efforts at overhauling our
Nation’s broken health system are really integral to our work in
improving the economy.

I am eager to hear from today’s witnesses about how we arrived
at this point in the first place. Why does the United States—and
we have heard a lot of documentation in the opening statements
so far—with all of our innovation and our spending, why do we
measure up so purely against other industrialized nations? Why do
we have such high infant and maternal mortality rates? Why do we
have a lower life expectancy? Why do we pay so much more but re-
ceive so much less? Our next steps, of course, are how to address
these factors that plague our health care system. I am counting on
a certain absolute, that in any solution we offer or pursue, we
should bring and will bring prevention and wellness back into the
fold as a core ideal.

During the Bush Administration particularly, there was very lit-
tle attention given to the importance of prevention in health care,
and because of that our Nation’s public health infrastructure has
suffered. We need a system that incentivizes primary and preven-
tive care, not only that simply responds to chronic diseases and
emergencies, often in the emergency room. We need a system that
invests in our health workforce so that enough nurses, physicians
and a myriad of other professionals are available to treat people
and to work with them, not only that divests from medical and
nursing education or cuts reimbursements. I am glad to see this
issue is on the agenda for future hearings.

In closing, I just want to underscore the urgency with which we
must address the current crisis. It is very real today in the commu-
nities we represent and communities across this Nation in rural
areas and in the inner cities. I very much look forward to hearing
what our witnesses are saying today, and I yield back.

Mr. PALLONE. Thank you, Ms. Capps.

And next for an opening statement, another one of our health
care professionals which we have quite a few on this subcommittee,
the gentleman from Georgia, Mr. Gingrey.

OPENING STATEMENT OF HON. PHIL GINGREY

Mr. GINGREY. Mr. Chairman, I thank you and I want to thank
of course overall committee Chairman Waxman and former Chair-
man Dingell, our ranking member, Joe Barton, and the ranking
member on this health subcommittee, my colleague from Georgia,
Congressman Nathan Deal. I also want to thank Dr. Todd
Williamson from the great State of Georgia, who is chairman of the
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Medical Association of Georgia, a neurologist, a practicing physi-
cian from Lawrenceville, Georgia.

Like my colleague from Texas, Mr. Chairman, I have a statement
too that is fantastically written and I want to just submit that for
the record, but I actually didn’t write it, my staff wrote it, and I
want to give them all due credit but I would like to ask unanimous
consent to submit my written statement for the record, and I will
just make a few off-the-cuff comments.

I agree with the President, I agree with the Democratic majority
and many of my Republican colleagues that we need to do some-
thing on health care in this country which I believe is the best in
the world. At the same thing, I think that we have the best of
times and the worst of times, and that is to say that while what
we are doing with medical care in this country I believe is the best
in the world, the reason the statistics are so bad as Ms. DeGette
and others have mentioned is the fact that we have 47 million peo-
ple who don’t have access to affordable coverage and we have too
many underinsured, and as a result of that they put off getting
needed care, going to the emergency room, going to their doctor.
The availability is there but they don’t have the money so they
wait until things are so bad that it is really costly and that is why
it is the best of times and the worst of times.

I think we need to look very closely though at what we can do
to make sure that we improve our system. There is so much room
for improvement. My thoughts have always been that if there is a
real emergency to get something done by August 1 of this year,
even when we our economy is suffering tremendously and we are
trying to get that back on track, then maybe the money that we
are spending, the $19 billion on having a fully integrated com-
prehensive electronic medical records system is a direction in which
we need to go as well as a liability reform, which we have needed
since California did it way back in the late 1970s. So there are
many things, Mr. Chairman, that we can do.

As I close my remarks, I just want to say that we don’t want to
destroy the marketplace and we don’t want to destroy the doctor-
patient relationship, which is so important if we are going to con-
tinue to get the brightest and the best young people to go into this
wonderful profession, and I will yield back at this time, Mr. Chair-
man.

[The prepared statement of Mr. Gingrey follows:]
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Rep. Phil Gingrey
Opening Statement for March 10th Hearing
Energy and Commerce Health Subcommittee

Mr. Chairman, there is little doubt that our health
care system is in need of reform. Every day,
millions of Americans find quality health care just
beyond their reach. Cost is a barrier for low-
income families, elderly Americans, patients with
chronic diseases, and those who purchase care on
their own. Therefore, Mr. Chairman, I would like to
commend you and this sub-committee for taking up

this important issue.
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Today, the cost of health care is rising faster than
inflation and wages. These costs are in part due to
an aging population, expensive new technologies,
high demand for medical devices and innovative
treatments, excessive litigation, and defensive

medicine.

On top of the ever increasing costs, our system of
care is wracked by physician and nurse shortages, a
system of paper records that breeds inefficiency and

wastes billions each year, and a lack of proper
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wellness and nutrition incentives, among many

others.

Mr. Chairman, these problems need to be addressed
in the right way. Ensuring everyone in this country
has affordable, high quality health care 1s a very
worthy goal but will not be achieved through the
implementation of a one-size-fits-all health care
system. In our rush to solve the many problems that
plague our system, we must find a way to increase
access to health care without destroying the

fundamental doctor / patient relationship. We
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should not throw away what is the most important
component of healing the sick — compassionate

carce.

Compassionate care is not delivered through a
government program, or with an insurance card.
Compassionate care is the product of the face-to-
face interaction between a patient and his or her

doctor.
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And the basis of this relationship is the Hippocratic
Oath, which has guided me in my 30-plus years of

practice as a physician.

To quote: “I will apply dietetic measures for the
benefit of the sick according to my ability and
judgment; I will keep them from harm and

injustice.”

And further: “Whatever houses I may visit, I will

come for the benefit of the sick.”
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Providing medical care is an important charge and
these words, this credo, is the duty of every doctor.
I was governed by this oath when I provided care
for the sick and for the healthy, for the rich and for
the poor. A child being born into the world is

special, regardless of the circumstances.

As we work toward a fundamental reform of our
health care system, I would like to urge my
colleagues to seek important changes by
strengthening the doctor / patient relationship, not

by requiring that patients seek the government’s
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permission before acting on their doctor’s advice.
This doctor / patient relationship is a key aspect of
any health care system that must be preserved if we
are to achieve the type of sustainable syétem and

quality of care that our citizens want, and deserve.

Mr. Chairman, I yield back.
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Mr. PALLONE. Thank you.

I next recognize for an opening statement the gentleman from
Texas, Mr. Gonzalez.

Mr. GONZALEZ. Waive opening.

Mr. PALLONE. Thank you.

And next, the gentleman from Pennsylvania, Mr. Murphy.

OPENING STATEMENT OF HON. TIM MURPHY

Mr. MURPHY of Pennsylvania. Thank you, Mr. Chairman, and
thank you for doing another hearing on what we need to do with
health care reform.

I want to bring attention an aspect here which I still hope that
someone in this federal government will deal with and that has to
do with waste and inefficiency and its additional costs in this whole
system here, and I do believe we have a great system of health
care. I also believe that unfortunately sadly enough we waste a lot
of money in this whole system and that leads to a lot of deaths.
Let me just raise a few issues here, and here I also want to credit
Dr. Gawande. Thank you for the great article in the New Yorker.
I hope I am here later when you testify, but you point out a couple
of things we need to pay attention to and that is that there is a
lot of money and a great many lives we can save by practicing
health care and along these lines making sure government sup-
ports the doctor-patient relationship and doesn’t get in the way.

We look at statistics such as 90,000 to 100,000 deaths each year
from infection and costs $50 billion to $52 billion. Programs like
the Keystone Initiative have been able to save a lot of lives and
save a lot of money, which helps make health care more affordable.
Using these numbers, so far this year there has been 378,082 cases
up to this moment of this hearing, 18,713 deaths and a cost of
$9,452,000,000. These are unacceptable, and as long as we continue
to talk about quality, affordable, accessible health care, we have
got to deal with these issues of true quality. The list goes on and
on. The underuse of appropriate medication such as generic
antihypertensives could safe us another $3 billion a year if that
was corrected. The underuse of medications for pediatric asthma
could save us another $2.5 billion. One of the things that the gov-
ernment did in its infinite wisdom has said that the aerosol for
asthma should no longer contain air that affects the ozone, so that
was removed, new substances were put in that made the asthma
medications brand name and raised the prices and I don’t know
what that has done in terms of increasing admissions to hospitals
since those studies have been reported.

The overuse of medications such as antibiotics adds $8 billion to
the cost. You also have to deal with untreated complications that
come from mental illness that is associated with chronic illness and
yet what is happening in situations like this, we need programs
that do real case and disease management to look at what kind of
complications and problems are coming from underuse of medica-
tions, overuse of medications, referrals that are not needed, treat-
ments that are needed, but instead we are talking about cutting
programs like Medicare Advantage without looking at what Medi-
care Advantage does.
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To the extent that it works on prevention, disease management
and wellness programs, I hope this committee reviews what can be
done in assisting those things, but this idea of saying that what we
ought to do is just look at universal health care without looking at
what we are doing for health care has got to stop. Along those
lines, Mr. Chairman, a report came out in the last couple weeks
from the New England Health Care Institute called Waste and In-
efficiency in the U.S. Health Care System, clinical care conference
of analysis in support of systemwide improvements. This report
says that in our $2.3 trillion health care system, we have between
$600 and $800 billion of waste that is hurting people, that if we
removed this it doesn’t hurt health care, it actually improves
health care, and that certainly helps meet our goal of affordable,
accessible, quality health care.

Mr. Chairman, I would like to submit this to you and hope this
is something that members of the committee would have access to
and perhaps include this in the record. It is a review of a lot of
studies and the kind of things we should be looking at.

I end with this. I have known a number of people who have been
hurt and harmed in hospitals, and we don’t usually do this but I
am just curious. We have a good-sized audience out here. How
many people here know of someone who went into a hospital or
clinic and ended up getting an infection that made it worse? Raise
your hand. I submit for the record, Mr. Chairman, there are a lot
of lives we can be saving out here if we took efforts on this.

I yield back.

Mr. PALLONE. I thought that we were going to have like we did
the other day with Mr. Buyer and you were going to get up with
the chart and I was going to feel like I was in a classroom again.
But thank you.

As I mentioned, we have quite a few health professionals. Mr.
Murphy is a psychologist and now we have our colleague from the
Virgin Islands who is also a physician, Ms. Christensen.

OPENING STATEMENT OF HON. DONNA M. CHRISTENSEN

Ms. CHRISTENSEN. Thank you, Mr. Chairman, and thank you,
Chairman Pallone and Ranking Member Deal, for bringing the sub-
committee into the health care reform process early and planning
a series of hearings that we are going to have so that we can fulfill
our responsibility on this vital issue, and although I am not prac-
ticing medicine today, I am always going to be a physician so I
come to this from the same perspective of Dr. Williamson and oth-
ers that I have heard speak to this today. Physicians though too
often blamed are not the cause of the problem but restoring the in-
tegrity of the physician-patient relationship can be a part of the so-
lution and I hope it will be. I put the blame, largely it rests with
the reimbursement system and the failure of our country to provide
universal coverage, but fixing this country’s system of non-health
care delivery and making it work for families will require far more
than providing coverage. It must include addressing and ending
our long history of unequal access to health care for racial and
ethic minorities, for women, for families in rural areas, for gay, les-
bian and transgender communities and anyone perceived as dif-
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ferent or who speaks differently or who is far enough away to be
ignored such as those of us who live in the territories.

I had a chance to look at some of the testimony and I just want
to make some comments. Mr. Levine, I support increasing and ex-
panding Medicaid but I do share some of your concerns about Med-
icaid because increased access has not always resulted in better
health outcomes but I think that this is due in part to assumptions
that discriminate against women, against people of color and the
poor, and that is why aggressively moving to increase providers of
diverse backgrounds at all levels of our health care system has to
be a part of designing a high-performance health care system.

Mr. Hackbarth, the commission has a heavy responsibility be-
cause so many important policy decisions rely on your rec-
ommendations and I hope that you will be able to assure me that
the territories will receive equity in those recommendations.

Dr. Gawande, I have really been impressed with not only your
testimony but what I have heard and read from you in the past.
I am concerned, though, that you don’t reference the issue of dis-
proportionate burden of disease borne by people of color and rural
Americans in your testimony or address the elimination of health
disparities in your recommendations.

Director Elmendorf, you are part of our Congressional family and
I look forward to working with you, especially because I think we
have a little work to do to convince you on the savings that really
will be realized from universal coverage and prevention, so I look
forward to that.

And lastly, Mr. Ebeler, I thank you for all of the work that the
IOM has done on the issue of the uninsured. The institute has
clearly shown that this is not just a problem of those who are un-
fortunate as not to have coverage but it is a problem that increases
the cost and wundermines care for everyone. All of the
vulnerabilities you list speak directly to health disparities which
must be an essential focus as we work on health care reform if it
is to be successful.

So I look forward to all of the oral testimony and the dialog that
will follow and I thank all of you for being here this morning.

Mr. PALLONE. Thank you.

Next is the gentlewoman from Tennessee, Ms. Blackburn.

OPENING STATEMENT OF HON. MARSHA BLACKBURN

Ms. BLACKBURN. Thank you, Mr. Chairman. I thank you for the
hearing, and I along with my colleagues am looking forward to a
discussion of how we reform the health care system and what route
we are going to travel here. There are some who would like to see
it move toward a government-run entity, and coming from Ten-
nessee, where we have had the TennCare experience and many
would argue that the TennCare delivery system is probably the
most broken health care delivery system in the Nation and that it
is evidence or should be evidence to us that a government-run sys-
tem will encourage cost overruns, mismanagement, inadequate
service, rationing or elimination or diminishment of care in certain
areas of the State and also it has become evident from the
TennCare experience that the estimated savings or the projected
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savings, the expected savings were not evident because of increased
usage and the other problems that I previously mentioned.

Rather than encouraging expansion of inefficient and ineffective
government bureaucracy for a health care delivery system, I feel
that we should be putting our time and energy focusing on how to
foster competition, how we would actually reduce cost and provide
choices for patients and consumers. I do believe in consumer-driven
health care, which empowers patients to make the best choices for
their individual needs and to do that with a physician and also as
they are choosing an insurance product that best suits them, and
the medical savings accounts were mentioned earlier by Dr. Bur-
gess and the impact that they have had. Transformation to con-
sumer-driven health care and putting our focus there would create
consumer demand for information on prices, on quality. It would
also shift us toward greater transparency, which other of my col-
leagues have mentioned is a need that we have for the health care
delivery system. Our constituents are telling us they would like to
have access to information about quality, about outcomes, testing
procedures so that they can be an informed consumer. Mr. Deal
had mentioned the need for medical liability reform. I associate
myself with his remarks there.

I welcome our witnesses today. We look forward to a robust de-
bate and for continuing the hearings, Mr. Chairman, that you will
continue to have on this issue, and I yield back.

Mr. PALLONE. Thank you, Ms. Blackburn.

Next is the gentlewoman from California, Ms. Eshoo.

OPENING STATEMENT OF HON. ANNA G. ESHOO

Ms. EsHOO. Thank you, Mr. Chairman, for holding this impor-
tant hearing. We know it is important just looking at the first
panel, the director of CBO and the chairman of MedPAC, and of
course, to be followed by the other witnesses.

I think that this is really the easy part is having the hearings,
but the hearings are really the foundation for what we will come
to do and that is to reform our Nation’s health care system. I have
been on this subcommittee for—this is my, I believe, 15th year, and
what I have seen over the years are stops and starts. We have gone
body part by body part to try and improve different parts of the
system, have been successful in doing some of them. We have, I
think, the world’s finest doctors. I think we have the most innova-
tive medical centers. We have progressed in leaps and bounds in
bi technology and the life science technologies but our means of de-
livering care to patients is really inefficient and it is costly and it
is often really counterproductive to maintaining good health, and
this is now not only an issue for every American, and the American
people are ahead of us on this, this is front and center an economic
issue. The costs of our health care system in the country are just
absolutely killing us. We have increased it at a rate that has dou-
bled that of inflation and that really should take everyone’s breath
away.

So obviously we need to reform, but I am very mindful that this
isn’t called the health care industry for nothing. There are tens or
maybe hundreds of thousands of players and stakeholders so we
have a ways to go, but as the President said, in good times we
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didn’t do it, in recession we didn’t do it, after wars we didn’t do it;
now is the time to do it. I don’t think we can afford to keep going
this way, and I think the Congress will work its will. I think that
there are going to be a lot of very good ideas placed on the table.
Some will be somewhat startling because they will take down some
of the old systems and bring about new ones. I am open to all of
those ideas, and I think that it is important for all of us to do that,
and I don’t think this is going to be done just by one party. We are
going to really have to work together to get this done for the Amer-
ican people. I look forward to it, and maybe this will be—I have
confidence, I am not going to say “maybe” that in my 15th year on
the committee that we will get this done, so I welcome all the ex-
perts. We need the best ideas from the brightest and the best in
our country, and I think that America is up for this. In fact, I think
it is a demand of the American people that we do so, and when we
do, I think that the rest of the world will watch and learn from us
because what America does is always a great lesson for the rest of
the world.

So thank you, Mr. Chairman, for the kickoff on this and I look
forward to the rest of it.

Mr. PALLONE. Thank you.

The gentleman from Arizona, Mr. Shadegg.

OPENING STATEMENT OF HON. JOHN B. SHADEGG

Mr. SHADEGG. Thank you, Mr. Chairman, and I want to thank
you for holding this hearing.

I want to jump off on the title, “Making Health Care Work for
American Families” is the first part of the title and I think that
is essential. I think this Congress can no longer tolerate the prob-
lems with the current system and therefore it must be reformed.
The second half of the title is “Designing a High-Performance
Health Care System,” and I believe we can do that but I believe
we have to do that by beginning with an analysis of what is wrong
with the current system. As the gentlelady just mentioned, one of
the things that is wrong with the current system is that costs have
spun out of control. It is not exactly difficult to figure out why costs
have spun out of control. We do not have a system in America that
rewards the efficient delivery of health care. We have a system
that rewards the inefficient system of health care. What we have
is a third-party control system where your employer picks out your
health care plan and your health care plan picks out your doctor.
I suggested to a colleague this morning, that would make about as
much sense as if he said to me, OK, for the rest of my life you,
John, will pick out my homes, pick out my cars, pick out my suits
and pick out my shoes and pick out everything else, pick out the
food I eat and I will give those decisions to you. I suggested if he
gave those decisions to me and I tried my best to make him happy,
I wouldn’t make him happy. We have created a system in health
care in America where we have divorced the consumer of the
health good from the person paying or selecting that good. Right
now that system is a third-party control system where the employ-
ers pick the health care plan for their employees. Employees don’t
pick their own health care plan and we have biased the system to
say the only economic system that works is employer care, and oh,
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by the way, if your employer doesn’t provide you care, we are going
to encourage you to buy care but we are going to punish you by
saying that under the tax code you have to pay a third more for
that health care than your employer does if he buys it. So we have
rewarded a system that gives the decision to somebody other than
you to select your health care and then we wonder why Americans
aren’t fit, why they don’t eat right, why they don’t control their
blood pressure, why they don’t control their cholesterol. I think if
we look at the flaws in the current system that it is easy to under-
stand where we should go. We should not go to another third-party
control. It seems to me it makes no sense to take third-party con-
trol by employers and plans and give that third-party control to the
government. I got a flash. If I said to the government, you buy my
cars in the future, you buy my house in the future, you buy my
suits and my shirts and you pick out the food I eat, the government
wouldn’t do any better job at making those decisions for me than
my employer is, so what is the option? The option is in fact uni-
versal health care. This country has decided that nobody should go
without health care, that we can give every single American health
care and at the same time preserve choice. How do you do that?
Well, you let the people that have the financial means to buy their
own health care and you give them a tax credit to do that and you
say go buy your own health care, but for every other American you
say to them, we are going to give you a stipend, we are going to
give you a chunk of money and you go make choices about your
own health care, you buy a plan that meets you. Now, what about
some person who doesn’t respond and doesn’t take up that plan?
We put them in a pool and we say to them, if you need health care
and you show up at a doctor’s office, we are going to give you the
health care. That way we preserve choice, we preserve consumers’
ability to make their own individual choices about health care.
That will both bring down cost and bring up quality, and it is a
system we can implement and will cover every single American. I
hope when we begin to design a system for health care in America,
we look at the President’s eight points. I think every single of those
fits with what I have just described and I believe we can do it and
we can do it for every single American, and I thank the gentleman
and yield back the time I don’t have.
Mr. PALLONE. Thank you.
The gentleman from Maryland, Mr. Sarbanes.

OPENING STATEMENT OF HON. JOHN P. SARBANES

Mr. SARBANES. Thank you very much, Mr. Chairman, and I want
to congratulate you on now launching this discussion on health
care reform, much needed, and I am looking forward to the various
panels that we see. If and when, as Congresswoman Schakowsky
said, we achieve health care reform, it will only be partly because
of the arrival of some of the newer members in recent years. It will
be mostly because of the incredible work that you and others,
Chairman Waxman, Chairman Dingell and other distinguished
members of this committee have performed for so many years. It
is a great committee with a great challenge before it.

The broken health care system that we are all alluding to is one
that really has two sets of victims. I had the privilege of working
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for almost 18 years as a lawyer with hospitals and physicians and
clinics and nurses and other providers, and I say “privilege” be-
cause I have never witnessed the level of professionalism that I
have when it comes to people that work so hard in our health care
industry every day on the provider say, and they are one of the vic-
tims. They are one of the sets of victims here in this broken health
care system because they are carrying it on their back right now.
The other set of victims of course are patients and the consumers
of health care, and, you know, most Americans don’t really have
any idea what the perfect design or even close to good design of our
health care system will be. But for millions of Americans who are
uninsured and underinsured, what they do know is that they get
up every morning and they can’t breathe. They are burdened by a
corrosive anxiety that eats away at their self-dignity and eats away
at the stability of their families, and that is why we have got to
get this done and I look forward to the hearings that are coming
forward and I look forward to getting health care reform done in
a timely fashion.

I yield back. Thank you.

Mr. PALLONE. Thank you.

The gentleman from Pennsylvania, Mr. Pitts.

Mr. PrrTs. I will waive.

Mr. PALLONE. The gentleman waives. The gentleman from Ohio,
Mr. Braley.

Mr. BRALEY. I was confused by the reference to Ohio but I will
be glad to——

Mr. PALLONE. Did I say Ohio? I meant Iowa. I apologize.

OPENING STATEMENT OF HON. BRUCE L. BRALEY

Mr. BRALEY. Thank you, Mr. Chairman, and thank you for hold-
ing this important hearing. I am looking forward like many of the
other members of the panel to helping the subcommittee address
health care reform over the coming months, but as we look at ways
to design a high-performance health care system, I want to draw
everyone’s attention to two issues that directly impact the overall
performance of this system: one, geographic inequity in Medicare
reimbursement, and two, the considerable variation in health care
quality across this country.

The current system that we have in place has built-in inequities
that result in a lack of access to care for residents in many rural
states like Iowa. An example of this can be found in the Geographic
Practice Cost Indices, or GPCIs. These antiquated figures ensure
that some parts of the country receive drastically lower Medicare
reimbursement rates than other parts and have led to a tremen-
dous shortage of health care providers in certain parts of the coun-
try, and in an attempt to achieve some leveling of geographic in-
equity in physician reimbursements, the Medicare Modernization
Act of 2003 established a temporary floor of 1.0 for the work GPCI,
which helps level the playing field for physicians in Iowa and other
rural States. Congress has had to extend this floor repeatedly yet
the floor on the work GPCI still does not go far enough. Despite
the well-documented efficiencies of Iowa’s health care system, Iowa
health care providers still lose millions of dollars because they
choose to care for Medicare patients. Last Congress I introduced
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the Medicare Equity and Accessibility Act, which addresses the
GPCI problems. I will continue fighting for a permanent work
GPCI floor as well as a practice expense GPCI floor, but frankly,
this is only a Band-Aid for a broader problem. While Iowa’s access
to care ranks low, the State’s quality of care consistently ranks
right at the top. Iowa physicians, hospitals and health care per-
sonnel are unrivaled and are a primary reason why lowa consist-
ently ranks in the top 10 healthiest States. Unfortunately, the way
our current health reimbursement system is set up, it is not based
on the quality of care provided but instead incentivizes quantity of
care, which results in considerable variation in quality around the
country.

I hope this committee takes a serious look at proposals to
incentivize quality and efficiency such as value-based purchasing
models. This fundamental shift in our reimbursement system
would lead to a tremendous improvement in the quality of Amer-
ican health care. Instead of a business model that encourages phy-
sicians and hospitals to get patients in and out as quickly as pos-
sible, we would have a system that encourages them to make sure
the patient is healthy. That is what really matters. By including
efficiency measure and value-based payment programs, we can
keep costs down for our patients in our federal payment programs.
By aligning incentives across hospitals, programs and physicians,
we could achieve greater interoperability, and by encouraging care
coordination such as through the medical home concept, we can
further deliver better and more efficient health care.

So I want to thank you, Mr. Chairman, for tackling the impor-
tant issue of health care reform and I want to thank all the wit-
nesses for spending time with us today.

[The prepared statement of Mr. Braley follows:]
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Congressman Bruce Braley
Opening Statement

House Energy & Commerce Subcommittee on Health
Hearing on Making Health Care Work for American Families:
Designing a High Performance Health System

Thank you Chairman Pallone, and thank you for holding
this hearing. I'm looking forward to helping this
subcommittee address health care reform over the coming
months.

As we look at ways to design a high performance health
system, | want to draw everyone’s attention to two issues
that directly impact the overall performance of our system: 1)
geographic inequity in Medicare reimbursements; and 2) the
considerable variation in health care quality across the

country.
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Our current system has built-in inequities, which result
in a lack of access to care for residents in many rural states
like lowa. An example of this can be found in the
Geographic Practice Cost Indexes, or GPCls. These
antiquated figures ensure that some parts of the country
receive drastically lower Medicare reimbursement rates than
other parts, and have led to a tremendous shortage of
doctors in certain parts of the country.

In an attempt to achieve some leveling of the
geographic inequity of physician reimbursement, the
Medicare Modernization Act of 2003 established a temporary
floor of 1.0 to the Work GPCI, which helps level the playing
field for physicians in lowa and other rural states. Congress
has had to extend this floor repeatedly, yet the floor on the
Work GPCI still does not go far enough. Despite the well-
documented efficiency of lowa’s health care system, lowa
health care providers still lose millions of dollars because

they choose to care for Medicare patients. There is already
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a physician shortage in lowa, and the existence of the
GPCls only serves to further disincentivize the treatment of
those who often need it most — Medicare patients.

Last Congress, | introduced the Medicare Equity and
Accessibility Act, which addresses the GPCI problems. | will
continue fighting for a permanent Work GPCI floor, as well
as a Practice Expense GPCI floor, but, frankly, this is only a
band-aid for a broader problem.

- While lowa’s access to care ranks low, the state’s
quality of care consistently ranks right at the top. lowa
physicians, hospitals, and health care personnel are
unrivaled, and are a primary reason why lowa consistently
ranks in the top 10 healthiest states. Unfortunately, though,
our current health care system does not reimburse based on
quality of care, but instead incentivizes quantity, so as a
result there is considerable variation in quality around the

country. | hope that this committee will take a serious look at
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proposals to incentivize quality and efficiency, such as value-
based purchasing models.

| feel that this fundamental shift in our reimbursement
system would lead to tremendous spikes in the quality and
performance of American health care. Instead of a business
model that encourages doctors and hospitals to get a patient
in and out as quickly as possible, we’d have a system that
encourages them to make sure the patient it healthy.’ That's
what really matters.

By including efficiency measures in value-based
payment programs, we can help keep costs down for our
patients and our Medicare and Medicaid programs. By
aligning incentives across hdspitals, physicians, and other
providers, we can further achieve the interoperability that
we’ve begun in our Health IT proposals. By ehcouraging
care coordination, such as through the “medical home”
concept, we can further help deliver better and more efficient

health care. Through a quality-based reimbursement
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program, with consistent and objective measures, we can
finally align the incentives of our system with the goal of

good quality health care for all Americans.

Thank you, Mr. Chairman, for tackling the important
issue of health care reform, and thank you to the witnesses

for coming in today.
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Mr. PALLONE. I thank the gentleman from Iowa.

Next is the gentleman from Michigan, Mr. Rogers.

Mr. ROGERS. Mr. Chairman, I will submit my statement for the
record in lieu of questioning time.

[The prepared statement of Mr. Rogers follows:]
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Opening Statement — Mike Rogers (MI)
Designing a High Performing Healthcare System
Health Subcommittee Hearing, 3/10/09

Thank you Mr. Chairman for holding this hearing.
I know we can all agree that America’s health care system is broken.

I believe we must work in a bipartisan fashion to provide solutions for
patients.

Cost is the number one reason our system isn’t working — premiums keep
rising, costs for services are crushing family budgets, and because of this
access to medical care is out of reach for millions of Americans.

At the same time, government health programs face an unsustainable
future: CBO estimates Medicaid alone will cost $6 TRILLION over the
next 10 years.

Our experience with both Medicaid and Medicare has taught us that
government solutions alone can’t possibly solve this problem.

For example, simply because someone has Medicaid “coverage” doesn’t
mean they can get to a doctor. Many doctors are turning Medicaid
patients away in droves because the system is broken.

Health insurance reform cannot be based on a broken system. We must
work to fix public these public health safety net programs, and expand
access to quality, affordable coverage for all Americans.

I believe we can achieve this goal. But we must find solutions that:
» Put patients in control of their health, not government bureaucrats.
o Create more choices and more options, not a “one size fits all” model.

Mr. Chairman, I look forward to working with you, Members of this
Committee, and President Obama to reform health care in America.
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Mr. PALLONE. Thank you.
Next is the gentlewoman from Illinois, Ms. Schakowsky.

OPENING STATEMENT OF HON. JANICE D. SCHAKOWSKY

Ms. ScHAKOWSKY. Thank you, Mr. Chairman. In some ways I
think I have been waiting for this hearing all of my adult life. As
my goal as a public official, I will die a happy woman if it says on
my tombstone or urn or whatever they do with me, that she helped
bring health care to all Americans, and I think this is the first of
a process that I hope moves rather speedily. The President has tar-
geted actually signing the bill after the August recess so we have
a lot of work to do.

I think it is a total embarrassment that the United States of
America, the wealthiest country in the world, does not provide
health care to all of its people like every other country in the in-
dustrialized world. It is a moral issue, it is an economic issue, and
one that may be controversial here in this body but actually outside
of this room and in the country most Americans are ready for
change, they are ready for big change and they see an important
role for government in that change. Anyone who thinks that we
have good access to health care doesn’t live in the real world. In
my State alone, 1.8 million people have no health care but that is
just the beginning, the tip of the iceberg. The number of people
who are uninsured, over half of Americans say that they have de-
layed health care or foregone health care because they can’t afford
it. As people lose their jobs, 650 people every day in Illinois right
now are losing their jobs, 14,000 people are losing their health in-
surance every single day, this is a crisis that cannot wait to be
solved.

So I want to make one other point. There has been a lot said
about having a public health insurance option, the choice which 73
percent of Americans say they would rather have a choice of a pub-
lic option or a private option. If their private plan works for them,
fine. But I would say it is the private health insurance industry
that has some explaining to do. Medicare is one of the—people
come into my office and say I can’t wait until I am 65 years old,
I am sick right now and I am looking forward to my 65th birthday
so that I can actually get the health care that I need, and persons
with disabilities and seniors have been lifted out of poverty because
of the successful social insurance program along with Social Secu-
rity. The Commonwealth Fund did a study and found that design-
ing a health care system that covered everyone including a public
health insurance option over 11 years would take $3 trillion to do
that. In 2008, private market health insurance premiums rose by
5 percent to nearly $12,700 for a family of four, $4,700 for indi-
vidual coverage, and so private insurance is increasingly out of the
reach of Americans, and so what the President has proposed is to
have this option of the public health insurance program or private.
I think that ought to be a centerpiece of any plan that we adopt,
and I yield back. Thank you.

Mr. PALLONE. The gentleman from Texas, Mr. Green.
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OPENING STATEMENT OF HON. GENE GREEN

Mr. GREEN. Thank you, Mr. Chairman, and I appreciate the
time. Following my colleague from Illinois, I know your current
Senator was concerned about what was going to be on his tomb-
stone. I want to, like my colleague from Illinois though, having
moved to the Energy and Commerce Committee in 1997, this is one
of the most important hearings I think we can have because it is
a start on what we are going to do in this Congress to change how
health care is provided to our country.

I come from the State of Texas, where we have the highest per-
centage of uninsured in the country and have the highest number
of uninsured in the country. There are a lot of reasons for that, and
I am glad the President also in his budget released a couple weeks
ago is planning to take action on health care. I also like the prin-
ciples he laid out for us last Thursday instead of sending down a
large piece of legislation to try to dot all the i’s and cross the t’s,
that is Congress’s job is to draft legislation. Give us the goals and
we will do everything we can to get to it.

Again, this is our first hearing. We currently have 47 million
people uninsured in our country, and overall health care is con-
suming an ever-increasing amount of our resources. Health care ex-
penditures are now 16 percent of the GDP with the rate going to
maybe 2017. Unfortunately, we are paying more for the cost of
health care but seem to be receiving less and fewer people have ac-
cess to quality and affordable health care. The current economic
times make it even harder for individuals that are uninsured sim-
ply because their companies can’t afford health premiums so their
employees can’t afford to pay their percentage of the premium.

We recently passed the American Reinvestment and Recovery
Act, which I strongly supported and extended COBRA subsidies for
these individuals that lost their jobs, which is wonderful for those
who had insurance before they lost their jobs. Unfortunately, in a
blue-collar district like I represent, most individuals never had ac-
cess to health care in the first place because they are in low-wage
jobs. Too many individuals in our country are unemployed or unin-
sured and all too often end up in the emergency room with very
costly medical issues that could have been prevented with access
to primary and preventative care. We can’t continue to shore up a
health care system with short-term fixes instead of long-term solu-
tions. We also cannot continue down the path with costly health
care and more uninsured.

I am glad we are taking our first step in addressing the health
care crisis, and I welcome our witnesses today to be the leadoff wit-
nesses. I have a saying in Houston. We have one of the greatest
medical centers in the world, the Texas Medical Center. On a clear
day in Houston, we can see the medical center but most folks in
my area can’t get to it because they lack health care unless it is
through our public hospital system.

And with that, Mr. Chairman, I yield back my time.

Mr. PALLONE. Thank you.

The gentleman from Ohio, Mr. Space.
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OPENING STATEMENT OF HON. ZACHARY T. SPACE

Mr. SPACE. Thank you, Mr. Chairman. I look forward to working
with you as we begin this comprehensive debate on how we deliver
health care in America.

I think as we move forward, many of my colleagues have raised
very important and legitimate issues. The health IT program, co-
ordinated care, preventative measures, rewarding positive life-
styles, punishing negative lifestyles, but one element that I am
hoping we won’t forget about is the importance of cure, curing dis-
ease. There has not been a significant breakthrough on a cure in
this country since polio was cured, and cures are within our grasp
and not only do we have a moral obligation to alleviate or mitigate
human suffering, cures end up being a very economically effective
way of handling the health care crisis. In 2007 this Nation spent
$178 billion on one disease, diabetes. That is more money than we
spent in Iraq. With a small percentage of those monies that were
spent in that one year and that are spent every year at an increas-
ing rate, we could cure the disease within 5 to 10 years either nat-
urally or artificially, providing every type 1 diabetic with a closed-
loop artificial pancreas, mitigating and eliminating the expenditure
of trillions of dollars over the next 30 years. That is one disease.
Imagine what we could do if we invested in a cure for cancer, for
heart disease, for liver failure, even for things like autism. We are,
Mr. Chairman, I think, remiss in failing to address cures with an
aggressive posture, and I am hopeful that that will be a part of this
debate as we move forward. In the end, I think we all share a com-
mon goal and that is providing affordable access to quality health
care. I don’t care how we get there but we have to get there.

I yield back.

Mr. PALLONE. Thank you.

The gentlewoman from Wisconsin, Ms. Baldwin.

OPENING STATEMENT OF HON. TAMMY BALDWIN

Ms. BALDWIN. Thank you, Mr. Chairman.

Addressing our health care crisis is the issue that brought me to
public service in the first place so I do want to truly thank you,
Mr. Chairman, for holding this hearing and getting us started on
this enormous task that is before us, and I want to thank all of our
witnesses in advance because your expertise is going to be invalu-
able to us in the process.

In a report released last week on the series of health care com-
munities’ discussions held around the country, the Department of
Health and Human Services found that more than anything else,
Americans want a system that is fair. No matter what your cir-
cumstance or background, the American health care system should
perform well for you too. To that end, I will address briefly the
three major issues that we all know so well: access, quality and
cost.

As we will hear today, being shut out of the system is deadly.
Uninsured adults are 25 percent more likely to die prematurely
than insured adults, and if they have a serious chronic condition,
the situation is worse, and every day more and more people are
falling into the ranks of the uninsured. Erosion of employer-based
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coverage and the challenges of the individual market demand our
immediate attention.

A high-performance health care system by definition must also
deliver quality care, and I strongly believe that providers can use
performance measurements to drive quality improvements. A lead-
er in this respect is a hospital in my own district, the University
of Wisconsin Hospital on Clinics. They have led the way in several
nationwide efforts to benchmark performance. They consistently
rank among the top five academic medical centers in the country
according to five key metrics: mortality, effectiveness of care, safe-
ty, equity and patient centeredness. These efforts at public report-
ing and the sharing of best practices demand excellence from our
health care system.

Lastly, I want to quickly address the issue of cost. We are oper-
ating under an assumption today that at first glance seems implau-
sible, that we can pay less for our health care and get more from
it, and yet the data is clear. Our current system is wildly ineffi-
cient. Some of the highest cost regions produce poor patient out-
comes. Some of our lower cost regions produce some of the highest
outcomes.

I would like to personally thank our witnesses on our first panel
today for your invaluable assistance in helping us to solve this
problem. MedPAC has recommended significant restructuring of
the payment system, suggesting that we pay for care that spans
across provider groups and types and time in order to hold pro-
viders accountable. For me, health reform is an endeavor that is
both intellectual and emotional. As a Member of Congress, I know
that we must control the unsustainable spending in our health care
system. As a representative of the men, women and children in the
Second District of Wisconsin, I know we must fix our broken sys-
tem so it can reach and serve everyone.

Again, thank you to our witnesses today for being here and, Mr.
Chairman, for beginning our work in earnest.

Mr. PALLONE. Thank you.

The gentleman from Arkansas, Mr. Ross.

OPENING STATEMENT OF HON. MIKE ROSS

Mr. Ross. Thank you, Mr. Chairman, and like Dr. Burgess and
some of the others, I had a prepared statement that I will submit
for the record but most of what I said in that has already been
said, but I would like to speak for a moment from experience and
from a rural perspective, if I may.

I served for 10 years on the State health committee in Arkansas
in the State Senate and that is where I learned that any real re-
form had to happen at a national level and it inspired me to run
for Congress and to seek this committee and seek this sub-
committee. It is the rural perspective I took to the health care sum-
mit at the White House last week in our breakout session. My ex-
perience as a pharmacy owner, someone married to a pharmacist
and being from a small town, I can tell you I have seen too many
people walk through the doors of that pharmacy that could not af-
ford a $30, $40 or $50 medication, and living in a small town, I
would learn when they were in the hospital a week later running
up a much higher bill, if you will.
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We have got to make health care affordable and accessible and
available for everyone. My hometown is much like my district. I
represent 150 towns, and half my constituents don’t live in any of
them. They live down this gravel road or that gravel road, and it
is important that those folks have access to health care too. My
hometown is a good representation of my district. It is 3,600 people
when I am home and two traffic lights. Just a few years ago we
had six doctors, five pharmacies and a hospital. Today we have got
three doctors, two are over the age of 60, two pharmacies and no
hospital. The nearest hospital is in Hope, Arkansas, 16 miles away,
and now it is struggling to keep its doors open. If it closes, we will
be 40 miles from the nearest hospital.

The leadership of the hospital in Hot Springs, Arkansas, the
largest town in my district, wanted to meet with me recently and
they wanted to tell me how Hot Springs cannot attract doctors. It
has got a high retirement-age population, a lot of sick folks, it is
on a lake, and it is in a national park. By Arkansas standards, it
is a prime place to live, and if we can’t attract doctors there, what
about these other 149 towns that are much smaller and much more
rural? So I would ask that rural health care be an important part
of any reform, and I can’t help but think, Mr. Chairman, back to
the days of Oren Harris. His portrait is right here. He comes from
my district. He chaired this committee. He began chairing this
committee 5 years before I was born and he was trying to reform
health care then, and that was 53 years ago, and I hope that we
can get it done and get it done right this time.

With that, Mr. Chairman, I pledge to work with you. Please keep
rural health care an important part of any reform debate. Thank
you, and I yield back the balance of my time.

Mr. PALLONE. Thank you.

The gentlewoman from Florida, Ms. Castor.

OPENING STATEMENT OF HON. KATHY CASTOR

Ms. CASTOR. Thank you, Chairman Pallone, for this first in a se-
ries of hearings to reform health care in America and make it more
affordable for businesses and families. Together with President
Obama, we have already hit the ground running to improve the
health care of Americans with the enactment of the landmark chil-
dren’s health bill, the SCHIP. The American Recovery and Rein-
vestment Act also provides much-needed assistance in COBRA pay-
ments for folks who have lost their jobs and aid to States for Med-
icaid. We are not going to let our families fall through the safety
net.

Now our larger challenge is to confront health care reform and
I believe we can tackle it with commitment and determination to
develop quality, affordable health care options for Americans. In
my home State of Florida, where we have the second highest rate
of uninsured, families and businesses have been clamoring for ac-
cess to affordable health care well in advance of the economic
downturn and the rise in unemployment and home foreclosures. In
Florida, it is estimated that more than six working-age Floridians
die each day due to a lack of health insurance. The inability to af-
ford basic health care poses a major threat not only to the well-
being of families but to our economy as a whole. Nearly half of
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home foreclosures in 2006 were caused at least in part by financial
issues stemming from a medical problem. As President Obama
noted just last week, the cost of health care now causes a bank-
ruptcy in America every 30 seconds.

Now, there will be many outstanding ideas and I look forward to
hearing from our witnesses. I believe particular focus and attention
must be paid to the primary care system and preventative medi-
cine, also to the health care professions, especially this very arbi-
trary cap on physician resident slots that penalize States that have
high growth and high population, nursing shortages, Medicare re-
form. With everyone’s help and my colleagues’ expertise, I am con-
fident that we will reduce health care costs for families and busi-
nesses and hopefully our national budget. The time to act is now.

I yield back my time.

Mr. PALLONE. Thank you.

The gentlewoman from Ohio, Ms. Sutton.

OPENING STATEMENT OF HON. BETTY SUTTON

Ms. SurTON. Thank you, Mr. Chairman, for holding the first of
many important hearings on health care reform.

Health care reform is a critical component to our economic recov-
ery and our Nation’s competitiveness. As health care costs rise, nei-
ther employers nor employees can afford them, and if one loses
their job, the situation is even more daunting.

I would like to begin today talking about a family in my district,
the Lee family. Mr. Lee has always had health insurance through
his job but when his company laid him off last year, he and his
family lost coverage. Mrs. Lee tried to get coverage through her job
but she didn’t qualify because she was a part-time employee. Now,
having a family with medical problems ranging from diabetes to
degenerative joint disease and being without health insurance has
created a very, very difficult problem for the Lees, and unfortu-
nately, Mr. Chairman, this is a situation that is familiar to far too
many Americans. The Lee family is certainly not alone. In Ohio,
there are over 1.2 million people without health insurance, and Mr.
Chairman, this causes an amazing outcome. According to Families
USA, two Ohioans die each day because they lack health care cov-
erage. I want to say that again. In Ohio, two Ohioans die each day
because they lack health care coverage.

Many Americans have to forego health care in order to put food
on the table or keep a roof over their head. That is unacceptable.
Our health care system must be reformed, and as a member of this
subcommittee, I look forward to working with my colleagues and
the American people to make it happen finally, and I look forward
to hearing from our panelists today about this important issue and
tllleir insight into how we might go about making this become a re-
ality.

I thank you, and I yield back the balance of my time.

Mr. PALLONE. Thank you.

The gentleman from New York, Mr. Engel.

OPENING STATEMENT OF HON. ELIOT L. ENGEL

Mr. ENGEL. Well, thank you for holding, Mr. Chairman, this
hearing today on making health care work for American families.
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It is clear to so many of us that our health care system is broken.
For years we have been talking about the 47 million and growing
uninsured Americans and 25 million underinsured Americans, and
it is apparent that some people have come to accept this tragedy
as a fact of life, that some people are fortunate to have health cov-
erage and some people, millions and millions of people aren’t, so
too bad for them. In truth, it has often been said, everybody does
better when everybody does better. We can do better. The status
quo is no longer acceptable.

In the first 2 months of the Obama Administration, we made sig-
nificant strides toward improving our current health care system.
Our reauthorization of the State Children’s Health Insurance Pro-
gram provided health care coverage for 11 million children, pre-
serving coverage for the roughly 7 million children already covered
by SCHIP and extending coverage to 4.1 million uninsured children
who are eligible for but not enrolled in SCHIP and Medicaid. We
made a solid investment in modernizing our health care system in
the stimulus by making key investments in health information
technology. Wide-scale adoption and implementation of health in-
formation technology will be a fundamental part of any true health
reform bill. The $19 billion designed for HIT will eventually enable
our health care system to save billions of dollars, reduce medical
errors and improve quality of care. Many of the measures included
in the stimulus ranging from extra Medicaid funding for States to
subsidizing COBRA insurance for unemployed workers will help to
stop the bleeding during this terrible recession.

Long term, though our health care delivery system requires a
comprehensive implementation of sustainable reforms in order to
succeed. The President is off to the right start with this commit-
ment to health reform. His $630 billion down payment towards
health reform coupled with the Administration’s eight principles
will guide Congress in our joint efforts to revamp our health care
system. With the United States paying more than $2 trillion a year
for health care, we should ensure that we are getting what we are
paying for, a world-class health care system for our Nation’s hard-
working citizens, and yet it is clear that our payment systems are
flawed. As MedPAC has noted in its testimony today, Medicare’s
fee-for-service payment system rewards more complex care without
regard to the value of this care. Bizarrely, for those with multiple
ailments, coordination among providers is not encouraged finan-
cially by Medicare where clearly coordinated care would result in
improved health conditions.

Mr. Chairman, thank you again for holding this hearing. You
have a really been a champion in pushing these reforms and I com-
mend you for it. I look forward to the work ahead of us this spring
and summer on reforming and designing a quality health care sys-
tem, and I yield back the balance of my time.

Mr. PALLONE. Thank you.

The gentlewoman from California, Ms. Harman.

OPENING STATEMENT OF HON. JANE HARMAN

Ms. HARMAN. Thank you, Mr. Chairman. I am very pleased to be
a new member on this subcommittee though not new to these
issues.
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I am the sister and daughter of physicians and I recall very well
a half century ago how my father handled his general practice of
medicine. He was the neighborhood physician. He made house calls
most evenings. He served three generations of patients in a small
group practice in Culver City, California, during the time he prac-
ticed medicine. I was very proud of what he did and now I look
back on it and it seems an Ozzie and Harriet alternate reality.

We can’t go back there, Mr. Chairman, and we surely have to
grapple with the problems described by so many of our colleagues
this morning, but I must commend you for the panels in this open-
ing hearing today and I especially want to mention Doug Elmen-
dorf and congratulate him in his new role as director of CBO. He
has been a valuable asset to many of us as we have tried to grapple
with budget issues, and what I think he brings to this is obviously
an understanding of the cost piece of health care but also great
compassion for the need to extend coverage to as many as possible
in our country.

So I commend you for this hearing and I commend our witnesses
and count me in on all plots to make a huge down payment on solv-
ing this problem this year. I yield back.

Mr. PALLONE. Thank you.

I believe that concludes our opening statements and so we will
now turn to our witnesses. First of all, let me welcome the first
panel and the two gentlemen and let me introduce you. On my left
is Glenn Hackbarth, who is the chairman of the Medicare Payment
Advisory Commission, or MedPAC, and to his right is Douglas El-
mendorf, who is director of the Congressional Budget Office. We
are really looking forward to your testimony. I have kind of looked
at some of the written testimony and you deal very effectively with
new ways of doing things and the whole cost efficiencies, which are
so important to us.

We will start with Mr. Hackbarth.

STATEMENTS OF GLENN HACKBARTH, CHAIRMAN, MEDICARE
PAYMENT ADVISORY COMMISSION (MEDPAC); AND DOUGLAS
ELMENDORF, DIRECTOR, CONGRESSIONAL BUDGET OFFICE

STATEMENT OF GLENN HACKBARTH

Mr. HACKBARTH. Thank you, Mr. Chairman and Ranking Mem-
ber Deal. I appreciate the opportunity. Many of my comments in
my opening statement will echo themes that have already been
heard.

Let me begin with a brief definition of health reform, at least in
my mind. Health reform equals expanded coverage plus lower cost
growth while maintaining or even improving quality of care.
MedPAC’s focus, as you well know, is on the latter set of issues,
in particular using payment policy to improve the efficiency and
the effectiveness of the care provided to Medicare beneficiaries. In
some quarters, this has been labeled moving the system toward
high performance. Let me start by emphasizing that the U.S.
health care system has tremendous resources in the professionals
who serve in that system. I have been fortunate in my career to
work with talented physicians and advanced practice nurses and
psychologists and other professionals and I know what talent and
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commitment they bring to their work. The problem we have is that
Medicare’s payment systems and those of most private insurers re-
ward more care, more-complex care without regard to the value of
that care to the patients. But equally important is that Medicare’s
payment systems enable what we have referred to as siloed prac-
tice whereby individual clinicians and organizations act independ-
ently of one another, even while caring for the same patient. Too
often efforts at coordination and integration of care are sporadic,
and where they occur their testimony to the commitment of indi-
vidual professionals. They are not inherent in the system itself.
The result is the care is all too frequently fragmented, duplicative
and gap filled, and on occasion even conflicting as is the case some-
times with adverse drug interactions. Care of this sort isn’t just ex-
pensive, it is dangerous, and it is dangerous in particular for pa-
tients with multiple complex illnesses, which is a common problem,
as you well know, in the Medicare population.

In the last several years MedPAC has recommended a series of
changes in Medicare payment policy that we believe would help
move health care to a higher level of performance, and let me just
quickly mention some of those recommendations. First is increased
payment for primary care services and perhaps a different method
of paying for primary care services as is embodied in the idea of
a medical home. Research demonstrates conclusively, in my view,
that a strong primary care system is the foundation of a high-per-
formance health system. In the United States at this point, our pri-
mary care system is weak and rapidly deteriorating. The second
recommendation has been that we begin providing confidential epi-
sode-based feedback to physicians about their practice so that they
can better understand how their practice compares to their peers,
both in their local area and in their specialty. Third, we have rec-
ommended authorization of what we refer to as gain sharing be-
tween physicians and hospitals. The goal here it to encourage col-
laboration between physicians and hospitals both in reducing cost
and in improving quality of care. Next we have recommended re-
duced payments for hospitals experiencing unusually high levels of
potentially avoidable readmissions. About 18 percent of all Medi-
care admissions are followed by a readmission within 30 days at
a cost of about $15 billion per year. A sixth recommendation is a
pilot of what we have referred to as bundling whereby payment for
a hospital and physician service provided during an admission
would be combined into a single payment and perhaps combined
with payment for post-acute services as well. Next, we have pro-
posed reforms in the Medicare Advantage program so that partici-
pating private plans are engaged in promoting high performance in
health care instead of offering plans that mimic traditional Medi-
care except at a higher cost. And last, we have urged public invest-
ment in comparative effectiveness research, which the Congress
has already acted on in the Economic Recovery Act.

This week at our MedPAC meeting we will also be considering
the potential for what we have referred to as accountable care or-
ganizations, organizations that assume clinical and financial re-
sponsibility for a defined population of patients. We will be trying
to figure out methods to pay such organizations that could reward
efficiency and reduce cost for the Medicare program.
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Let me close with two quick cautions about the challenge ahead
of us. First of all, changing payment systems and especially trying
to do so quickly requires a lot of resources and I am very con-
cerned, the Commission is very concerned about the level of re-
sources that CMS has to pursue this agenda. A second caution is
that while striving for payment reform, as important as it is, as
vital as it is, we must also apply steady, indeed perhaps increasing
pressure on unit prices under Medicare’s existing payment sys-
tems.

Thank you very much, Mr. Chairman, and I look forward to the
discussion.

[The prepared statement of Mr. Hackbarth follows:]
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Chairman Waxman, Ranking Member Barton, distinguished Committee members. I am Glenn
Hackbarth, chairman of the Medicare Payment Advisory Commission (MedPAC). I appreciate
the opportunity to be here with you this morning to discuss MedPAC’s views on delivery

system reform.

The health care delivery system we see today is not a true system: care coordination is rare,
specialist care is favored over primary care, quality of care is often poor, and costs are high and
increasing at an unsustainable rate. Part of the problem is that Medicare’s fee-for-service (FFS)
payment systems reward more care, and more complex care, without regard to the value of that
care. In addition, Medicare’s payment systems create separate payment “silos” (e.g., inpatient,
physicians, post-acute care providers) and do not encourage coordination among providers
within a silo or across the silos. We must address those limitations—creating new payment
methods that will reward efficient use of our limited resources and encourage the effective

integration of care.

Medicare has not been the sole cause of the problem, nor should it be the only participant in the
solution. Private payer rates and incentives perpetuate system inefficiencies and the current
disconnect among different payers creates mixed signals to providers. This contributes to the
perception that one payer is cross-subsidizing other payers and further exacerbates the problem.
Private and other public payers will need to change payment systems to bring about the
conditions needed to change the broader health care delivery system. But Medicare should not

wait for others to act first—it can lead the way to broader delivery system reform.

Why is fundamental change needed?

The Medicare program should provide its beneficiaries with access to appropriate, high
quality care while spending the money entrusted to it by the taxpayers as carefully as
possible. But too often that goal is not being realized and we see evidence of poor quality

care and spending growth that threatens the program’s fiscal sustainability.

Poor quality
Many studies show serious quality problems in the American health care system. McGlynn
found that participants received about half of the recommended care (McGlynn et al 2003).

Schoen found wide variation across states in hospital admissions for ambulatory-care-
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sensitive conditions (i.e., admissions that are potentially preventable with improved
ambulatory care) (Schoen et al 2006). In Crossing the Quality Chasm, the Institute of
Medicine pointed out that there were serious shortcomings in quality as well as the absence
of real progress toward restructuring heath care systems to address both quality and cost

concerns (IOM 2001).

At the same time that Americans are not receiving enough of the recommended care, the care
they are receiving may not be appropriate. For 30 years, researchers at Dartmouth’s Center
for the Evaluative Clinical Sciences have documented the wide variation across the United
States in Medicare spending and rates of service use (see Figure 1). Most of this variation is
not driven by differences in the payment rates across the country but instead by the use of
services. Dartmouth finds most of the variation is caused by differing rates of use for supply-
sensitive services, that is, services whose use is likely driven by a geographic area’s supply
of specialists and technology (Wennberg et al. 2002). Areas with higher ratios of specialty

care to primary care physicians also show higher use of services.
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Figure 1. Total Medicare spending by Hospital Referral Region
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Source: Dartmouth Atlas of Health Care, 2005 Medicare claims data.

The higher rates of use are often not associated with better outcomes or quality and instead
suggest inefficiencies. In fact, a recent analysis by Davis and Schoen shows at the state level
that no relationship exists between health care spending per capita and mortality amenable to
medical care, that an inverse relationship exists between spending and rankings on quality of
care, and that high correlations exist between spending and both preventable hospitalizations
and hospitalizations for ambulatory-care-sensitive conditions (Davis and Schoen 2007).

These findings point to inefficient spending patterns and opportunities for improvement.

Sustainability concerns

This inefficiency costs the Federal government many billions of dollars each year,
expenditures we can ill afford. The share of the nation’s GDP committed to Medicare is
projected to grow to unprecedented levels, squeezing other priorities in the federal budget
(see Figure 2). For example, the Supplementary Medical Insurance Trust Fund (which covers
outpatient and physician services, and prescription drugs) is financed automatically with
general revenues and beneficiary premiums, but the trustees point out that financing from the
federal government’s general fund, which is funded primarily through income taxes, would

have to increase sharply to match the expected growth in spending.
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Figure 2. Medicare faces serious challenges with long-term financing
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In addition, expenditures from the Hospital Insurance (HI) trust fund, which funds inpatient
stays and other post-acute care, exceeded its annual income from taxes in 2008. In their most
recent report, the Medicare trustees project that, under intermediate assumptions, the assets
of the HI trust fund will be exhausted in 2019. Income from payroll taxes collected in that
year would cover 78 percent of projected benefit expenditures. (The recent downturn in the
economy is expected to move the HI exhaustion date closer by one to three years in the next
Trustees’ Report (BNA, 2009).)

Rapid growth in Medicare spending has implications for beneficiaries and taxpayers.
Between 2000 and 2007, Medicare beneficiaries faced average annual increases in the Part B
premium of nearly 9.8 percent. Meanwhile, monthly Social Security benefits grew by about 4

percent annually over the same period. The average cost of SMI premiums and cost sharing
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for Part B and Part D absorbs about 26 percent of Social Security benefits. Growth in
Medicare premiums and cost sharing will continue to absorb an increasing share of Social
Security income. At the same time, Medicare’s lack of a catastrophic cap on cost sharing
will continue to represent a financial risk for beneficiaries. Almost 60 percent of beneficiaries
(or their former employers) now buy supplemental coverage to help offset this risk and

Medicare’s cost sharing.

Barriers to achieving value in Medicare

Many of the barriers that prevent Medicare from improving quality and controlling costs—
obtaining better value—stem from the incentives in Medicare’s payment systems. Medicare’s
payment systems are primarily fee-for-service (FFS). That is, Medicare pays for each service
delivered to a beneficiary by a provider meeting the conditions of participation for the
program. FFS payment systems reward providers who increase the volume of services they
provide regardless of the benefit of the service. As discussed above, the volume of services
per beneficiary varies widely across the country, but areas with higher volume do not have
better outcomes. FFS systems are not designed to reward higher quality; payments are not
increased if quality improves and in some cases may increase in response to low quality care,
For example, some hospital readmissions may be a result of poor quality care and currently

those readmissions are fully paid for by Medicare.

While this testimony focuses on changes to Medicare FFS payment systems that would
encourage delivery system reform, the payment system for Medicare Advantage (MA) plans
also needs reform, as we have previously reported. In aggregate, the MA program continues
to be more costly than the traditional program. Plan bids for the traditional Medicare benefit
package average 102 percent of FFS in 2009, compared with 101 percent of FFS in 2008. In
2009, MA payments per enrollee are projected to be 114 percent of comparable FFS
spending for 2009, compared with 113 percent in 2008. Many MA plans have not changed
the way care is delivered and often function much like the Medicare FFS program. High MA
payments provide a signal to plans that the Medicare program is willing to pay more for the
same services in MA than it does in FFS. Similarly, these higher payments signal to
beneficiaries that they should join MA plans because they offer richer, benefits, albeit
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financed by taxpayer dollars. This is inconsistent with MedPAC’s position supporting
financial neutrality between FFS and MA. To encourage efficiency across the Medicare
program, Medicare needs to exert comparable and consistent financial pressure on both the
FFS and MA programs, coupled with meaningful quality measurement and pay-for-

performance (P4P) programs, to maximize the value it receives for the dollars it spends.

MedPAC has identified four specific problems that make it difficult for Medicare to achieve
its goals: lack of fiscal pressure, price distortion, lack of accountability, lack of care

coordination, and lack of information. These are discussed below.

Lack of fiscal pressure. Medicare payment policies ought to exert fiscal pressure on
providers. In a fully competitive market, this happens automatically through the “invisible
hand” of competition. Under Medicare’s administered price systems, however, the Congress
must exert this pressure by limiting updates to Medicare rates—or even reducing base rates in
some instances (e.g., home health). MedPAC’s research shows that provider costs are not
immutable; they vary according to how much pressure is applied on rates. Providers under
significant cost pressure have lower costs than those under less pressure. Moreover,
MedPAC research demonstrates that providers can provide high quality care even while

maintaining much lower costs.

Our analysis shows that in 2007, hospitals under low financial pressure in the prior years had
higher standardized costs per discharge (36,400) than hospitals under high financial pressure
($5,800). Over time, aggregate hospital cost growth has moved in parallel with margins on
private-payer patients (Figure 3). Due to managed care restraining private-payer payment
rates in the 1990s, hospitals’ rate of cost growth in that period was below input price
inflation. However, from 2001 through 2007, after profits from private payers increased,
hospitals’ rate of cost growth was higher than the rate of increase in the market basket of
input prices. This resulted in lower Medicare margins. Hospitals with the highest private
payments and most robust non-Medicare sources of revenues have lower Medicare margins

(-11.7 percent) than hospitals under greater fiscal pressure (4.2 percent).
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Figure 3. Three periods to the private-payer payment-to-cost ratio
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Price distortion. Within Medicare’s payment systems, the payment rates for individual
products and services may not be accurate. Inaccurate payment rates in Medicare’s payment
systems can lead to unduly disadvantaging some providers and unintentionally rewarding
others. For example, under the physician fee schedule, fees are relatively low for primary
care and may be too high for specialty care and procedures. This payment system bias has
signaled to physicians that they will be more generously paid for procedural, specialty care,
and signals providers to generate more volume. In turn, these signals could influence the
supply of providers, resulting in oversupply of specialized services and inadequate numbers
of primary care providers. In fact, the share of U.S. medical school graduates entering
primary care residency programs has declined in the last decade, and internal medicine

residents are increasingly choosing to sub-specialize rather than practice as generalists.

Lack of accountability. Providers may provide quality care to uphold professional standards
and to have satisfied patients, but Medicare does not hold them accountable for the quality of
care they provide. Moreover, providers are not accountable for the full spectrum of care a
beneficiary may use; even when they make the referrals that dictate resource use. For

example, physicians ordering tests or hospital discharge planners recommending post-acute
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care do not have to consider the quality outcomes or the financial implications of the care
that other providers may furnish. This fragmentation of care puts the quality of care and

efficiency at risk.

Lack of care coordination. Growing out of the lack of accountability, there is no incentive for
providers to coordinate care. Each provider may treat one aspect of a patient’s care without
regard to what other providers are doing. There is a focus on procedures and services rather
than on the beneficiary’s total needs. This becomes a particular problem for beneficiaries
with several chronic conditions and for those transitioning between care providers, such as at
hospital discharge. Poorly coordinated care may result in patient confusion, over-treatment,

duplicative service use, higher spending, and lower quality of care.

Lack of information and the tools to use it. Medicare and its providers lack the information
and tools needed to improve quality and use program resources efficiently. For example,
Medicare lacks quality data from many settings of care, does not have timely cost or market
data to set accurate prices, and does not generally provide feedback on resource use or
quality scores to providers. Individually, providers may have clinical data, but they may not
have that data in electronic form, leaving them without an efficient means to process it or an
ability to act on it. Crucial information on clinical effectiveness and standards of care either
may not exist or may not have wide acceptance. In this environment, it is difficult to
determine what health care treatments and procedures are needed, and thus what resource use
is appropriate, particularly for Medicare patients, many of whom have multiple
comorbidities. In addition, beneficiaries are now being called on to make complex choices
among delivery systems, drug plans, and providers. But information for beneficiaries that
could help them choose higher quality providers and improve their satisfaction is just

beginning to become available.

Commission recommendations to increase efficiency and improve
quality

In previous reports, the Commission has recommended that Medicare adopt tools to
surmount barriers to increasing efficiency and improving quality within the current Medicare

payment systems. These tools include:
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Creating pressure for efficiency through payment updates. Although, the updateis a
somewhat blunt tool for constraining cost growth (updates are the same for all providers
in a sector, both those with high costs and those with low costs), constrained updates will
create more pressure on those with higher costs. In its March 2009 report, the
Commission offers a set of payment update recommendations that exert fiscal pressure on
providers to constrain costs. For example, the Commission recommends a zero update for
home health agencies in 2010, coupled with an acceleration of payment adjustments due
to coding practices, totaling a 5.5 percent cut in home health payments for 2010.
Improving payment accuracy within Medicare payment systems. In our 2005 report on
specialty hospitals, the Commission made recommendations to improve the accuracy of
DRG payments to account for patient severity. Those recommendations corrected
distortions in the payment system that among other things, contributed to the formation of
hospitals specializing in the treatment of a limited set of profitable DRGs. In another
example, in our June 2008 and March 2009 reports, the Commission recommended
increasing fee schedule payments for primary care services furnished by clinicians
focused on delivering primary care. This budget-neutral adjustment would redistribute
Medicare payments toward those primary care services provided by practitioners—
physicians, advanced practice nurses, and physician assistants—whose practices focus on
primary care. This recommendation recognizes that a well functioning primary care
network is essential to help improve quality and control Medicare spending (MedPAC
2008, 2009).

Linking payment to quality. In a series of reports, we have recommended that Medicare
change payment system incentives by basing a portion of provider payment on the quality
of care they provide and recommended that the Congress establish a quality incentive
payment policy for physicians, Medicare Advantage plans, dialysis facilities, hospitals,
home health agencies and skilled nursing facilities. In March 2005, we recommended
setting standards for providers of diagnostic imaging studies to enhance the quality of
care and help control Medicare spending.

Measuring resource use and providing feedback. In our March 2008 and 2005 reports to
the Congress, we recommended that CMS measure physicians’ resource use per episode

of care over time and share the results with physicians. Those who used comparatively
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more resources than their peers could assess their practice styles and modify them as
appropriate.

o Encouraging the public reporting of provider quality and use of comparative-
effectiveness information. In our June 2007 report, we found that not enough credible,
empirically based information is available for health care providers and patients to make
informed decisions about alternative services for diagnosing and treating most common
clinical conditions and the Commission recommended that the Congress charge an
independent entity to sponsor credible research on comparative effectiveness of health
care services and disseminate this information to patients, providers, and public and
private payers. We have also recommended public reporting to provide beneficiaries with
better information and encourage providers to improve their quality.

s Creating financial neutrality between the MA and FFS payment systems. In our June
2005 report, the Commission first recommended reducing overpayments to MA plans by

setting the MA benchmarks should 100 percent of Medicare FFS expenditures.

The need for more fundamental reform

The recommendations discussed above would make the current Medicare FFS payment
systems function better, but they will not fix the problems inherent in those systems for two
reasons. First, they cannot overcome the strong incentives inherent in any fee-for-service
system to increase volume, thus it will be difficult to make the program sustainable. Second,
they cannot switch the focus to the patient rather than the procedure because they cannot
directly reward care coordination or joint accountability that cuts across current payment
system “silos,” such as the physician fee schedule or the inpatient prospective payment

system.

There is evidence that more fundamental reforms could improve the quality of care and
potentially lower costs. For example, patient access to high-quality primary care is essential
for a well-functioning health care delivery system. Research suggests that reducing reliance
on specialty care may improve the efficiency and quality of health care delivery. States with
a greater proportion of primary care physicians have better health outcomes and higher

scores on performance measures (Baicker and Chandra 2004). Moreover, areas with higher

10
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rates of specialty care per person are associated with higher spending but not improved
access to care, higher quality, better outcomes, or greater patient satisfaction (Fisher et al.
2003, Kravet et al. 2008, Wennberg 2006). Countries with greater dependence on primary
care have lower rates of premature deaths and deaths from treatable conditions, even after
accounting for differences in demographics and GDP (Starfield and Shi 2002). Changing the
balance in the delivery system between primary and specialist care may have high payoffs for

Medicare.

Evidence points to other potential reforms:

*  Greater care coordination. Evidence shows that care coordination can improve quality.
As we discussed in our June 2006 report, studies show self management programs, access
to personal health records and transition coaches have resulted in improved care or better
outcomes such as reduced readmission for patients with chronic conditions.

*  Reducing preventable readmissions. Savings from preventing readmissions could be
considerable. About 18 percent of Medicare hospital admissions result in readmissions
with 30 days of discharge, accounting for $15 billion in spending. The Commission
found that Medicare spends about $12 billion on potentially preventable readmissions.

» Increasing the use of bundled payments. The Medicare Participating Heart Bypass Center
demonstration of the 1990s found that bundling of hospital DRG payments and inpatient
physician payments could increase providers’ efficiency and reduce Medicare’s costs.
Most of the participating sites found that, under a bundled payment, hospitals and
physicians reduced laboratory, pharmacy, and ICU spending. Spending on consulting

physicians also decreased as did spending for post discharge care. Quality remained high.

A direction for payment and delivery system reform

To increase value for the Medicare program, its beneficiaries, and the taxpayers, we are
looking at payment policies that go beyond the current FFS payment system boundaries of
scope and time. This new direction would pay for care that spans across provider types and
time and would hold providers jointly accountable for the quality of that care and the
resources used to provide it. It would create payment systems that reward value and

encourage closer provider integration—delivery system reform. For example, if Medicare

11
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held physicians and hospitals jointly responsible for outcomes and resource use, new

efficiencies such as programs to avoid readmissions and standardization of operating room

supplies could be pursued. In the longer term, joint responsibility could lead to closer

integration and development of a more coordinated health care delivery system.

This direction is illustrated in Figure 3. The potential payment system changes shown are not

the end point for reform and further reforms could move the payment systems farther away

from FFS and toward systems of providers who accept some level of risk, driving further

delivery system reform.

Figure 4. Direction for payment and delivery system reform
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History has shown that providers will respond to financial incentives. For example, the

advent of the inpatient prospective payment system in 1983 led to shorter inpatient lengths of

stay and increasing use of post acute care services, physician services have increased as

payments have been restrained by volume control mechanisms, and a greater proportion of

patients in skilled nursing facilities (SNFs) were given therapy, and more of it, in response to

the SNF prospective payment system incentives. Financial incentives can also result in

structural changes in the health care delivery system. In the 1990s, the rise of HMO and the

12
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prospect of capitation led doctors and hospitals to form physician-hospital organizations
whose primary purpose was to allocate capitated payments. Paying differently will motivate
providers to interact differently with each other, and, if reforms are carefully designed for
joint accountability, to pay more attention to outcomes and costs. To be sure, implementing
these changes will not be easy. Changes of this magnitude will undoubtedly be met with
opposition from providers and other stakeholders. In addition, the administrative component

of the proposed payment system changes will require refinement over time.

Recommended system changes

We discuss three recommendations the Commission has made that might move Medicare in
the direction of better coordination and more accountable care: a medical home pilot
program, changing payments for hospital readmissions, and bundling of payments for

services around a hospital admission.

Medical home

A medical home is a clinical setting that serves as a central resource for a patient’s ongoing
care. The Commission considers medical homes to be a promising concept to explore.
Accordingly, it recommends that Medicare establish a medical home pilot program for
beneficiaries with chronic conditions to assess whether beneficiaries with medical homes
receive higher quality, more coordinated care, without incurring higher Medicare spending.
Qualifying medical homes could be primary care practices, multispeciality practices, or
specialty practices that focus on care for certain chronic conditions, such as endocrinology
for people with diabetes. Geriatric practices would be ideal candidates for Medicare medical

homes.

In addition to receiving payments for fee-schedule services, qualifying medical homes would
receive monthly, per beneficiary payments that could be used to support infrastructure and
activities that promote ongoing comprehensive care management. To be eligible for these
monthly payments, medical homes would be required to meet stringent criteria including:

= furnish primary care (including coordinating appropriate preventive, maintenance, and

acute health services);

13



68

= use of a team to conduct care management;

= uge health information technology (IT) for active clinical decision support;

= have a formal quality improvement program;

= maintain 24-hour patient communication and rapid access;

= keep up-to-date records of beneficiaries” advance directives; and

* maintain a written understanding with each beneficiary designating the provider as a

medical home.

These stringent criteria are necessary to ensure that the pilot evaluates outcomes for the kind
of coordinated, timely, high-quality care that has the highest probability to improve cost,
quality, and access. The pilot must assess a true intervention rather than care that is

essentially business as usual.

In rural areas, the pilot could test the ability for medical homes to provide high-quality,

efficient care with somewhat modified structural requirements.

Beneficiaries with multiple chronic conditions would be eligible to participate because they
are most in need of improved care coordination. About 60 percent of FFS beneficiaries have
two or more chronic conditions. Beneficiaries would not incur any additional cost sharing for
the medical home fees. As a basic principle, medical home practitioners would discuss with
beneficiaries the importance of seeking guidance from the medical home before obtaining
specialty services. Participating beneficiaries would, however, retain their ability to see
specialists and other practitioners of their choice. Under the pilot, Medicare should also
provide medical homes with timely data on patients” Medicare-covered utilization outside the

medical home, including services under Part A, Part B and drugs under Part D.

A medical home pilot provides an excellent opportunity to implement and test physician pay-
for-performance (P4P) with payment incentives based on quality and efficiency. Under the
pilot project, the Commission envisions that the P4P incentives would allow for rewards and
penalties based on performance. Efficiency measures should be calculated from spending on
Part A, Part B and Part D, and efficiency incentives could take the form of shared savings

models similar to those under Medicare’s ongoing physician group practice demonstration.

14
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Bonuses for efficiency should be available only to medical homes that have first met quality
goals and that have a sufficient number of patients to permit reliable spending comparisons.
Medical homes that are consistently unable to meet minimum quality requirements would

become ineligible to continue participation.

It is imperative that the medical home pilot be on a large enough scale to provide statistically
reliable results with a relatively short testing cycle. Additionally, the pilot must have clear
and explicit results-based thresholds for determining whether it should be expanded into the
full Medicare program or discontinued entirely. Focusing on beneficiaries with multiple
chronic conditions and medical homes meeting stringent criteria should provide a good test

of the medical home concept.

Readmissions and bundled payments around a hospitalization

Evidence suggests there is an enormous opportunity to improve care and address the lack of
coordination at hospital discharge. Discharge from the hospital is a very vulnerable time for
patients, and in particular for Medicare beneficiaries, who often cope with multiple chronic
conditions. Often they are expected to assume a self-management role in recovery with little
support or preparation. They may not understand their discharge instructions on what
medications to take, know whom to call with questions, and know what signs indicate the
need for immediate follow-up care. Often they do not receive timely follow-up care and
communication between their hospital providers and post-acute care providers is uneven.
These disjointed patterns of care can result in poorer health outcomes for beneficiaries and in

many cases, the need for additional health care services and expenditures.

The variation in spending around hospitalization episodes suggests lower spending is
possible. There is a 65% different in spending on readmissions between hospitals in the top
quartile and the average of all hospitals; the top quartile is almost four times higher than the
bottom quartile. The spread between high and low use hospitals is even larger than spending
for post-acute care. These high-spending hospitals often treat the beneficiaries with the
costliest care. Greater coordination of care is needed for this population, and changing

incentives around their hospital care could be the catalyst.
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How can Medicare policy change the way care is provided? First, the Commission
recomnmends that the Secretary confidentially report to hospitals and physicians information
about readmission rates and resource use around hospitalization episodes (e.g., 30 days post-
discharge) for select conditions. This information would allow a given hospital and the
physicians who practice in it to compare their risk-adjusted performance relative to other
hospitals, physicians, and post-acute care providers. Once equipped with this information,
providers may consider ways to adjust their practice styles and coordinate care to reduce
service use. After two years of confidential disclosure to providers, this information should

be publicly available.

Information alone, however, will not likely inspire the degree of change needed. Payment
incentives are needed. We have two recommendations—one to change payment for
readmissions and one to bundle payments across a hospitalization episode. Either policy
could be pursued independently, but the Commission views them as complementary. A
change in readmissions payment policy could be a critical step in creating an environment of
joint accountability among providers that would, in turn, enable more providers to be ready

for bundled payment.

Readmissions

The Commission recommends changing payment to hold providers financially accountable
for service use around a hospitalization episode. Specifically, it would reduce payment to
hospitals with relatively high readmission rates for select conditions. Conditions with high
volume and high readmissions rates may be good candidates for selection. The Commission
recommends that this payment change be made in tandem with a previously recommended
change in law (often referred to as gainsharing or shared accountability) to allow hospitals
and physicians to share in the savings that result from reengineering inefficient care

processes during the episode of care.

Currently, Medicare pays for all admissions based on the patient’s diagnosis regardless of

whether it is an initial stay or a readmission for the same or a related condition. Thisis a

16
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concern because we know that some readmissions are avoidable and in fact are a sign of poor

care or a missed opportunity to better coordinate care.

Penalizing high rates of readmissions encourages providers to do the kinds of things that lead
to good care, but are not reliably done now. For example, the kinds of strategies that appear
to reduce avoidable readmissions include preventing adverse events during the admission,
reviewing each patient’s medications at discharge for appropriateness, and communicating
more clearly with beneficiaries about their self-care at discharge. In addition, hospitals,
working with physicians, can better communicate with providers caring for patients after

discharge and help facilitate patient’s follow-up care.

Spending on readmissions is considerable. We have found that Medicare spends $15 billion
on all-cause readmissions and $12 billion if we exclude certain readmissions, for example,
those that were planned or for situations such as unrelated traumatic events occurring after
discharge. Of this $12 billion, some is spent on readmissions that were avoidable and some
on readmissions that were not. To target policy to avoidable readmissions, Medicare could
compare hospitals’ rates of potentially preventable readmissions and penalize those with high
rates. The savings from this policy would be determined by where the benchmark that
defines a high rate is set, the size of the penalty, the number and type of conditions selected,

and the responsiveness of providers.

The Commission recognizes that hospitals need physician cooperation in making practice
changes that lead to a lower readmission rate. Therefore, hospitals should be permitted to
financially reward physicians for helping to reduce readmission rates. Sharing in the financial
rewards or cost savings associated with reengineering clinical care in the hospital is called
gainsharing or, shared accountability. Allowing hospitals this flexibility in aligning
incentives could help them make the goal of reducing unnecessary readmissions a joint one
between hospitals and physicians. As discussed in a 2005 MedPAC report to the Congress,
shared accountability arrangements should be subject to safeguards to minimize the

undesirable incentives potentially associated with these arrangements. For example,
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physicians who participate should not be rewarded for increasing referrals, stinting on care,

or reducing quality.

Bundled payments for care over a hospitalization episode

Under bundled payment, Medicare would pay a single provider entity an amount intended to
cover the costs of providing the full range of care needed over the hospitalization episode.
Because we are concerned about care transitions and creating incentives for coordination at
this juncture, the hospitalization episode should include time post-discharge (e.g., 30 days).
With the bundle extending across providers, providers would not only be motivated to
contain their own costs but also have a financial incentive to better collaborate with their
partners to improve their collective performance. Providers involved in the episode could
develop new ways to allocate this payment among themselves. Ideally, this flexibility gives
providers a greater incentive to work together and to be mindful of the impact their service
use has on the overall quality of care, the volume of services provided, and the cost of
providing each service. In the early 1990s, Medicare conducted a successful demonstration of
a combined physician—hospital payment for coronary artery bypass graft admissions,

showing that costs per admission could be reduced without lowering quality.

The Commission recommends that CMS conduct a voluntary pilot program to test bundled
payment for all services around a hospitalization for select conditions. Candidate conditions
might be those with high costs and high volumes. This pilot program would be concurrent

with information dissemination and a change in payment for high rates of readmissions.

Bundled payment raises a wide set of implementation issues. It requires not only that
Medicare create a new payment rate for a bundle of services but also that providers decide
how they will share the payment and what behavior they will reward. A pilot allows CMS to
resolve the attendant design and implementation issues, while giving providers who are ready

the chance to start receiving a bundled payment.

The objective of the pilot should be to determine whether bundled payment for all covered

services under Part A and Part B associated with a hospitalization episode (e.g., the stay plus
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30 days) improves coordination of care, reduces the incentive for providers to furnish
services of low value, improves providers® efficiency, and reduces Medicare spending while
not otherwise adversely affecting the quality of care. The pilot should begin applying

payment changes to only a selected set of medical conditions.

Conclusion

The process of reform should begin as soon as possible—reform will take many years and
Medicare’s financial sustainability is deteriorating. That deterioration can be traced in part to
the dysfunctional delivery system that the current payment systems have helped to create.
Those payment systems must be fundamentally reformed, and the recommendations we have
made are a first step on that path. They are, however, only a first step; they fall far short of
being a “solution” for Medicare’s long-term challenges. MedPAC will consider other
options, beginning with the evaluation of accountable care organizations (ACOs) at our
March and April meetings. In addition, MedPAC will consider steps to alter the process by
which payment reforms are developed and implemented, with the goals of accelerating that
process as far as possible. I thank the Committee for its attention, and look forward to
working with you to reform Medicare’s payment systems and help bring the health care

delivery system into the 21% century.
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Mr. PALLONE. Thank you, Chairman Hackbarth.
Director Elmendorf.

STATEMENT OF DOUGLAS ELMENDORF

Mr. ELMENDORF. Thank you, Chairman Pallone, Ranking Mem-
ber Deal, members of the subcommittee. I appreciate the invitation
to talk with you today about the challenges and opportunities that
Congress faces in trying to make the health care system more effi-
cient so that it can continue to improve Americans’ health but at
lower cost.

Policymakers could seek to improve efficiency by changing the
way that public programs pay for health care services or by encour-
aging such changes in private health care plans. In both sectors,
these changes could in turn exert a strong influence on the delivery
of care. To assist the Congress in its deliberations on this topic,
CBO released last December a report titled Budget Options for
Health Care. Drawing on this report, my testimony makes three
key points.

First, a substantial share of spending on health care contributes
little, if anything, to the overall health of the Nation. Second, re-
ducing unnecessary spending without also affecting services that do
improve health is challenging but many analysts will concur with
the importance of providing stronger incentives to control costs and
generating and disseminating more information about the effective-
ness of care. Third, despite broad support among analysts for mov-
ing in these directions, there is substantial uncertainty about the
effects of many specific policies and many policies might not yield
substantial budget savings or reductions in national health spend-
ing within a 10-year window.

Let me discuss these points briefly in turn. First, as you know,
spending on health care has grown much faster than the overall
economy for decades. This imposes an increasing burden on the
federal government for which the principal driver of the
unsustainable budget outlook is growth in per capita health costs,
not aging. It also imposes an increasing burden on the private sec-
tor where the growth of health spending has contributed to slower
growth in wages because workers must give up other forms of com-
pensation to offset the rising costs of health insurance. When con-
fronted with these costs, ever more firms and families drop their
health insurance coverage. Concerns about the level and growth of
health care spending might be less prominent if that spending was
producing commensurately good and improving health. Unfortu-
nately, substantial evidence, detailed in my written testimony, sug-
gests that more spending does not always mean better care.

The second main point is that many analysts would concur with
the importance of providing stronger incentives to control costs and
of generating and disseminating more information about the effec-
tiveness of care. Many analysts would agree that payment systems
should move away from a fee-for-service design and should instead
provide stronger incentives to reward value. These incentives could
be created in a variety of ways including fixed payments per pa-
tient, bonuses based on performance or penalties for substandard
care. However, the precise effects of these policies are highly uncer-
tain. Many analysts would also agree that the current tax exclusion
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for employment-based health insurance which exempts most pay-
ments for such insurance from both income and payroll taxes
dampens incentives for cost control because it is open ended. Those
incentives could be changed by restructuring the tax exclusion in
ways that would encourage workers to join plans with higher cost-
sharing requirements and tighter management of benefits. More-
over, many analysts would agree that more information is needed
about which treatments work best for which patients and about
what quality of care different doctors, hospitals and other providers
deliver. But absent stronger incentives to improve value and effi-
ciency, effective information alone will generally be limited.

Third, many steps that analysts would recommend might not
yield substantial budget savings or reductions in national health
spending within a 10-year window. There are a number of reasons
for this, again, further details in my written testimony, but briefly,
in some cases, savings materialize slowly because initiative is
phased in. In other cases initiatives that generate savings such as
prevention efforts or disease management have costs to implement.
In some cases the federal budget does not capture the reductions
in national health spending. In other cases, new structures for
health care delivery improve health but do not provide incentives
to reduce costs. And in yet other cases, limited evidence about the
effects on efficiency is available.

Let me conclude with two general observations. One is that given
the central role of medical technology and the growth of health
spending, slowing spending over the long term will probably re-
quire decreasing the pace of adopting new treatments and proce-
dures or limiting the breadth of their application. Such changes
need not involve explicit rationing but could occur as a result of
market mechanisms or policy changes that affect the incentives to
develop and adopt more costly treatments.

The other observation concerns the urgency of health care re-
form. In contrast with the situation in the economy and financial
markets, our system for delivering and paying for health care is
not fundamentally different this year from last year. However, very
few analysts think that the relatively gradual pace of change in
health care is an argument for deferring reform. On the contrary,
our current health system evolved over years and decades, and the
changes needed to substantially improve efficiency will take years
and decades to come fully to fruition. Nearly all analysts think
those changes should begin soon.

Thank you.

[The prepared statement of Mr. Elmendorf follows:]
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Chairman Pallone, Ranking Member Deal, and Members of the Subcommittee,
thank you for inviting me to testify this morning about the opportunities and
challenges that the Congress faces in trying to make the health care system more
efficient—so that it can continue to improve Americans” health but at a lower cost.
Policymakers could seek to improve efficiency by changing the ways that public
programs pay for health care services or by encouraging such changes in private health
plans; in both sectors, those changes could in turn exert a strong influence on the
delivery of care.

In designing proposals to control costs and improve the efficiency of health care,
policymakers must take into account a number of important factors:

m Spending on health care has generally grown much faster than the economy as a
whole, and that trend has continued for decades. Studies attribute the bulk of that
cost growth to the development and diffusion of new treatments and other forms
of medical technology. That expansion in the capabilities of medical care has con-
ferred tremendous benefits by extending and improving lives, but it has also
absorbed a rising share of the nation’s resources.

m The cost of health care is imposing an increasing burden on the federal govern-
ment, as well as on state governments and the private sector. According to the
Congressional Budget Office’s (CBOs) projections, under current policies federal
spending on Medicare and Medicaid will increase from about 5 percent of gross
domestic product (GDP) in 2009 to more than 6 percent in 2019 and about
12 percent by 2050. Most of that increase will result from growth in per capita
costs rather than from the aging of the population. In the private sector, the
escalation of health care costs has contributed to slow growth in wages because
workers must give up other forms of compensation to offset the rising costs of
employment-based insurance.

m Rapidly rising costs for health care have generated rapid increases in the price of
health insurance—an important factor behind the ongoing increase in the number
of uninsured people. As health insurance premiums rise faster than workers” pro-
ductivity and total compensation, people need to give up more of other goods and
services to obtain insurance, and the rates at which people obtain insurance fall.

® The available evidence suggests that a substantial share of spending on health care
contributes little if anything to the overall health of the nation, but finding ways to
reduce such spending without also affecting services that improve health will be
difficult. In many cases, the current system does not create incentives for doctors,
hospitals, and other providers of health care—or their patients—to control costs.
Significantly reducing the level or slowing the growth of health care spending
below current projections will require substantial changes in those incentives.
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® Given the central role of medical technology in the growth of health care spending,
reducing or slowing that spending over the long term will probably require decreas-
ing the pace of adopting new treatments and procedures or limiting the breadth of
their application. Such caanges need not involve explicit rationing but could occur
as a result of market mechanisms or policy changes that affect the incentives to
develop and adopt more costly treatments.

Controlling costs and improving efficiency present many challenges, but there are a
number of approaches about which many analysts would probably concur:

® Many analysts would agree that payment systems should move away from a fee-for-
service design—which tends to encourage the delivery of more services—and
should instead provide stronger incentives to control costs, reward value, or both.
A number of alternative approaches could be considered—including fixed pay-
ments per patient, bonuses based on performance, or penalties for substandard
care—but their precise eTects on spending and health are uncertain. Policymakers
may thus want to test vatious options (for example, using demonstration programs
in Medicare) to see whether they work as intended or to determine which design
features work best. Almost inevitably, though, reducing the amount that is spent
on health care will involve some cutbacks or constraints on the number and types
of services provided relative to the currently projected levels.

® Many analysts would agree that the current tax exclusion for employment-based
health insurance—which exempts most payments for such insurance from both
income and payroll taxes—dampens incentives for cost control because it is open-
ended. Those incentives could be changed by replacing the tax exclusion or restruc-
turing it to encourage werkers to join health plans with lower premiums (reflecting
some combination of higher cost-sharing requirements and tighter management of
benefits).

m Many analysts would agree that more information is needed about which treat-
ments work best for which patients and about what quality of care different doc-
tors, hospitals, and other providers deliver. The broad benefits that such
information provides suggest a role for the government in funding research on the
comparative effectiveness of treatments, in generating measures of quality, and in
disseminating the results to doctors and patients. Wider adoption of health infor-
mation technology (IT) would facilitate all of those efforts. But absent stronger
incentives to control costs and improve efficiency, the effect of information alone
on spending will generally be limited.

® Many analysts would agrze that controlling federal costs over the long term will be
very difficult without addressing the underlying forces that are also causing private
costs for health care to rise. Private insurers generally have more flexibility than
Medicare’s administrators to adapt to changing circumstances, but changes made
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in the Medicare program can also stimulate broader improvements in the health
sector.

Many of the steps that analysts would recommend might not yield substantal budget-
ary savings or reductions in national spending on health care within a 10-year win-
dow—and others might increase federal costs or total spending—for several reasons:

m In some cases, savings may materialize slowly because an initiative is phased in.
For example, Medicare could save money by reducing payments to hospitals
that have a high rate of avoidable readmissions (for complications following a
discharge) but would have to gather information about readmission rates and
notify hospitals before such reductions could be implemented. More generally, the
process of converting innovative ideas into successful programmatic changes could
take several years. Of course, for proposals that would increase the budget deficit,
phasing them in would reduce the amount of the increase that is within a 10-year
budget window.

m Even if they generate some offsetting savings, initiatives are not costless to imple-
ment. For example, expanding the use of disease management services can improve
health and may well be cost-effective—that is, the value of the benefits could
exceed the costs. But those efforts may still fail to generate net reductions in spend-
ing on health care because the number of people receiving the services is generally
much larger than the number who would avoid expensive treatments as a result. In
other cases, most of the initial costs would be incurred in the first 10 years, but lit-
tle of the savings would accrue in that period.

B Moreover, the effect on the federal budget of a policy proposal to encourage certain
activities often differs from the impact of those activities on total spending for
health care. For example, a preventive service could be cost-reducing overall, but if
the government began providing that service for free, federal costs would probably
increase—largely because many of the payments would cover costs for care that
would have been received anyway.

® In some cases, additional steps beyond a proposal are needed for the federal govern-
ment to capture savings generated by an initiative. For example, getting hospitals
to adopt electronic health records would lower their costs for treating Medicare
patients, but the program’s payment rates would have to be reduced in order for
much of those savings to accrue to the federal government.

W Savings from some initiatives may not materialize because incentives to reduce
costs are lacking. For example, proposals to establish a “medical home” might have
little impact on spending if the primary care physicians who would coordinate care
were not given financial incentives to economize on their patients’ use of services.
Those proposals could increase costs if they simply raised payments to those pri-
mary care physicians.
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m In some cases, estimating the budgetary effects of a proposal is hampered by lim-
ited evidence. Studies generally examine the effects of discrete policy changes but
typically do not address what would happen if several changes were made at the
same time. Those interactions could mean that the savings from combining two or
more initiatives will be greater than or less than the sum of their individual effects.

On a broad level, many analysts agree about the direction in which policies would
have to go in order to make the health care system more cost-effective: Patients and
providers both need stronger incentives to control costs as well as more information
about the quality and value of the care that is provided. But much less of a consensus
exists about crucial details regarding how those changes are made (and similar dis-
agreements arise about how to expand insurance coverage). In part, those disagree-
ments reflect different values or different assessments of the existing evidence, but
often they reflect a lack of evidence about the likely impact of making significant
changes to the complex system of health insurance and health care.

Those difficulties notwithstanding, CBO recently analyzed the budgetary and other
effects of numerous proposals designed to increase the efficiency of public health
insurance programs or of the health sector more broadly—and identified a number
of options that would probably reduce federal spending and would seem likely to
enhance the quality of care. To provide a context for those options, my testimony first
discusses some evidence abcut the inefficiency of the current health care system and
then briefly reviews the incentives created by different payment methods and their
implications for health care delivery and costs. Finally, I consider in more detail two
commonly cited approaches for improving the system’s performance: expanding the
use of health IT and investiag in research that compares the effectiveness of medical
treatments. Those examples illustrate the important role of incentives in determining
the effects of enhanced information on health care spending.

Background on Health Care Spending and Inefficiency
Spending on health care and related activities will account for nearly18 percent of
GDP in 2009—an expected total of $2.5 trillion—and under current policies, that
share is projected to exceed 20 percent in 2018." Annual health expenditures per cap-
ita are projected to rise from about $8,000 to about $13,000 over that period. Federal
spending accounts for roughly one-third of those totals, and federal outlays for the
Medicare and Medicaid programs are projected to grow from about $720 billion in
2009 to about $1.4 trillion :n 2019. Over the longer term, rising costs for health care
represent the single greatest challenge to balancing the federal budget.?

1. See Andrea Sisko and others, ‘Health Spending Projections Through 2018: Recession Effects Add
Uncertainty to the Outlook,” Health Affairs, Web Exclusive (February 24, 2009), pp. w346-w357.
Spending on related activities includes the administrative costs of public and private insurance
plans, funding for medical research, and the costs of constructing medical facilities.

2. For additional discussion, see Congressional Budget Office, The Long-Term Outlook for Health Care
Spending (November 2007).
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Concerns about the level and growth of health care spending in this country might be
less prominent if it was clear that the spending was producing commensurately good
and improving health, but substantial evidence suggests that more spending does not
always mean better care. Although many treatments undoubtedly save lives and
improve patients’ health, much spending is not cost-effective and in many cases does
not even improve health. Indeed, despite spending more per capita than other
nations, the United States lags behind lower-spending nations on several metrics,
including life expectancy and infant mortality. Statistics on health can be affected by
a number of factors outside the scope of the health care system, but one recent study
found that, compared with other industrialized countries, the United States also had
higher mortality rates for conditions that are considered amenable to medical care.d

Recent studies have highlighted three types of shortcomings in the quality of care that
people receive, each of which may constitute a form of inefficiency:

m Overuse. Overuse occurs when a service is provided even though its risk of harm
exceeds its likely benefit—that is, when it is not warranted on medical grounds. A
more expansive definition would include cases in which the added costs of 2 more
expensive service did not exceed the added benefits it was expected to provide. A
number of studies have found, on the basis of after-the-fact reviews by independent
panels of doctors, that a sizable share of certain surgeries were performed despite
their being clinically inappropriate or of equivocal value; those findings held true
under various types of insurance plans.’

® Underuse. At the same time that some services are overused, others do not get pro-
vided even though they would have been medically beneficial. One recent study
found that Medicare enrollees frequently did not receive care that was recom-
mended or deemed appropriate; another study, which examined a broader popula-
tion, found that patients typically received about half of recommended services,
whether for preventive care, treatment of acute conditions, or treatment of chronic
conditions.®

3. See, for example, Gerard E. Anderson and Bianca K. Frogner, “Health Spending in OECD Coun-
tries: Obtaining Value per Dollar,” Health Affairs, vol. 27, no. 6 (November/December 2008),
pp- 1718-1727.

4. Cathy Schoen and others, “U.S. Health System Performance: A National Scorecard,” Health
Affairs, Web Exclusive (September 20, 2006), pp. w457-w475.

5. See Elizabeth A. McGlynn, “Assessing the Appropriateness of Care: How Much Is Too Much?”
RAND Research Brief (Santa Menica, Calif.: RAND, 1998).

6. See Stephen E Jencks, Edwin D. Huff, and Timothy Cuerdon, “Change in the Quality of Care
Delivered to Medicare Beneficiaries, 1998-1999 w 2000-2001,” Journal of the American Medical
Association, vol. 289, no. 3 (January 15, 2003), pp. 305-312; and Elizabeth A. McGlynn and
others, “The Quality of Health Care Delivered to Adults in the United States,” New England
Journal of Medicine, vol. 348, no. 26 (June 26, 2003), pp. 2635-2645.
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m Misuse. That term includes incorrect diagnoses as well as medical errors and other
sources of avoidable complications (such as infections that patients acquire during
a hospital stay). Over the past decade, the Institute of Medicine has issued several
reports documenting the extent of medical errors and their consequences. Recently,
Medicare has stopped paving for what are termed “never events”—mistakes such as
operating on the wrong body part. The range of avoidable errors is undoubtedly
much larger, but other types may be more difficult for an insurer to identify.

Geographic Variation in Spending for Health Care

Perhaps the most compelling evidence suggesting inefficiency in the health sector is
that per capita health care spending varies widely within the Medicare program, and
yet that variation is not correlated with available measures of the quality of care or

of health outcomes overall. [n 2004, for example, Medicare spending per beneficiary
ranged from about $5,600 in South Dakota to about $8,700 in Louisiana. Yet a
comparison of composite quality scores for medical centers and average Medicare
spending per beneficiary shows that facilities in states with high average costs are no
more likely to provide recommended care for some common health problems than are
facilities in states with lower costs (sec Figure 1). For the country generally, health care
spending per capita also varies widely, ranging from roughly $4,000 in Utah to
$6,700 in Massachusetts in 2004, but the connection between that variation and
health outcomes has not been examined as closely. In addition, Medicaid spending
per enrollee varies considerably among states for many reasons.

The observed variations in Medicare spending per enrollee are even greater when
examined using smaller geographic areas that reflect where enrollees get their hospital
care—but a link between higher spending and better health is still hard to discern.

In 2005, average costs ranged from about $5,200 in the areas with the lowest spend-
ing to nearly $14,000 in the areas with the highest spending (those averages were
adjusted to account for differences in the age, sex, and race of Medicare beneficiaries
in the various areas). Accorcing to one study, higher-spending regions did not have
lower mortality rates than lower-spending regions, even after adjustments were made
to control for different rates of illness among patients and in various regions.” That
study also found that higher spending did not slow the rate at which the elderly devel-
oped functional limitations (reflecting their difficulties in taking care of themselves).

Other studies of spending variation reach somewhat different conclusions, but they
also suggest opportunities to improve the efficiency of the health sector. For example,
some research suggests that aealth overall might not suffer in the process of changing

7. Elliott S. Fisher and others, “" he Implications of Regional Variations in Medicare Spending,
Part 2: Health Qutcomes and Satisfaction with Care,” Annals of Internal Medicine, vol. 138, no. 4
(February 18, 2003), pp. 288--298. The study divided the country into about 300 “hospital referral
regions” by determining wher: Medicare enrollees were most likely to get their hospital care.
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Figure 1.

The Relationship Between Medicare Spending and
Quality of Care, by State, 2004

{Composite measure of quality of care)
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Source: Congressional Budget Office based on data from Department of Health and Human Ser-
vices, Agency for Healthcare Research and Quality, National Healthcare Quality Report,
2005 (December 2005), Data Tables Appendix, available at www.ahrq.gov/qual/nhqr05/
index.html, and data from the Centers for Medicare and Medicaid Services’ Continuous
Medicare History Sample.

Notes: The composite measure of the quality of care, based on Medicare beneficiaries in the
fee-for-service program who were hospitalized in 2004, conveys the percentage who
received recommended care for myocardial infarction, heart failure, or pneumonia.

Spending figures convey average amounts by state.

medical practice to match that of lower-cost regions but that patients who would ben-
efit most from more expensive treatments might be made worse off as a result, while
patients who would do better with less expensive treatments would gain.® Other,
older, studies of geographic variation indicate that there may be room to reduce
spending without harming health in both high-use and low-use areas of the country,
because—in both types of regions—a large share of certain surgeries were found to be
clinically inappropriate or of equivocal value.

8. See Amitabh Chandra and Douglas Staiger, “Productivity Spillovers in Health Care: Evidence from
the Treatment of Heart Attacks,” Journal of Political Economy, vol. 115, no. 1 (2007), pp. 103-140;
and Mary Beth Landrum and others, “Is Spending More Always Wasteful: The Appropriateness of
Care and Outcomes Among Colorectal Cancer Patients,” Health Affairs, vol. 27, no. 1 (January/
February 2008), pp. 159-168.
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What factors contribute to geographic variation? Some of the differences in spending
reflect varying rates of iliness as well as differences in the prices that Medicare pays for
the same service (which are adjusted on the basis of local costs for labor and equip-
ment in the health sector). But according to researchers at Dartmouth, differences in
illness rates account for less than 30 percent of the variation in spending among areas,
and differences in prices can explain another 10 percent-—indicating that more than
60 percent of the variation is due to other factors.” Differences in income or the stated
preferences of individuals for specific types of care also appear to explain little of the
variation in spending, although unmeasured differences in the demand for care could
be important.

Some evidence suggests thar the degree of geographic variation in treatment patterns
is greater when less of a consensus exists within the medical community about the best
treatment to use. For example, patients who have fractured their hip clearly need to
be hospitalized, and there is relatively little variation in admission rates for Medicare
beneficiaries with that diagriosis. For hip replacements and for knee replacements,
however, more discretion is involved, and the surgery rates vary more widely. There
appears to be even more variation in the rates of back surgery—a treatment whose
benefits have been the subject of substantial questions.!°

A significant part of the variation in medical practice appears to be attributable to
regional differences in the supply of medical resources and the use of those resources.
For example, lower-cost areas tend to have a lower ratio of specialists to primary care
physicians. Analysis by the Dartmouth researchers that focused on spending in the
last 6 months of Medicare patients’ lives and on patients with similar medical condi-
tions also found substantial differences between high-cost and low-cost areas in the
number of visits to the doctor, the number of tests conducted, and number of days
spent in the hospital.!! Overall, patterns of treatment in high-spending areas tend to
be more intensive than those in low-spending areas. That is, in high-spending areas, a
broader array of patients will receive costly treatments.*?

9. See John E. Wennberg, Elliott S. Fisher, and Jonathan S. Skinner, “Geography and the Debate
Over Medicare Reform,” Hea/th Affairs, Web Exclusive (February 13, 2002), pp. w96-w97.

10. See Dartmouth Atlas Project, The Dartmouth Atlas of Health Care. Determining what share of any
geographic variation in the usc of specific procedures is attributable to differences in the treatments
that docrors recommend and -what share is attributable to differences in the prevalence or intensity
of the underlying illness is challenging, so the comparison of procedures may be sensitive to the
manner in which differences i1 illness rates are estimated.

—
—

. Elliott S. Fisher and others, “The Implications of Regional Variations in Medicare Spending, Part 1:
The Content, Quality, and Accessibilicy of Care,” Annals of Internal Medicine, vol. 138, no. 4
(February 18, 2003), pp. 273--287. The study did not find substantial differences among areas in
the number of hospital admissions or the types of surgeries performed.

12. For further discussion, see Congressional Budget Office, Geographic Variation in Health Care Spend-
ing (February 2008).
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Payment Methods and Providers’ Incentives

Before turning to specific options for encouraging efficiency, it is useful to consider
the broad range of payment methods that are currently in use and the incentives that
they create for doctors and hospitals. Most care provided by physicians in the United
States is paid for on a fee-for-service basis, meaning that a separate payment is made
for each procedure, each office visit, and each ancillary service (such as a laboratory
test). Hospitals are often paid a fixed amount per admission (a bundled payment to
cover all of the services that the hospital provides during a stay) or an amount per day.
Such payments may encourage doctors and hospitals to limit their own costs when
delivering a given service or bundle, but they can also create an incentive to provide
more services or bundles that are more expensive if the additional payments exceed

the added costs.

Other arrangements, such as salaries for doctors or periodic capitation payments
{fixed amounts per patient), do not provide financial incentives to deliver additional
services. One study randomly assigned enrollees to different health plans and found
that those in an integrated plan (which owns the hospitals used by enrollees and pays
providers a salary) used 30 percent fewer services than enrollees in a fee-for-service
plan, but whether those results could be replicated more broadly is unclear. Moreover,
those approaches raise concerns about providers’ incentives to stint on care or avoid
treating sicker patients. A number of intermediate options exist that would provide
fewer incentives to limit services, including episode-based payments {fixed amounts
for all services related to treating a given health problem) or partial capitation (a blend
of a smaller fixed payment per patient and reduced fees per service).

Proposals could seek to change payment methods either indirectly or directly. They
could change the payment methods used by private health plans indirectly by encous-
aging shifts in enrollment toward plans that have lower-cost payment systems. In par-
ticular, modifying the current tax preference for employer-sponsored health care—so
that it did not encourage workers to purchase more expensive plans than they would
otherwise choose—could make lower-cost, integrated health plans more attractive.
For public programs, such as Medicare and Medicaid, policymakers could directly
change payment methods. Depending on the extent of the changes that were made,
implementing them could prove to be very challenging, both because the government
would have to determine the appropriate level and structure of the new payments and
because providers might have to alter decades-long practices about how they organize
and deliver health care.

The financial incentives created by different payment systems-—and the spending
amounts they yield-—also depend on the level at which payment rates, or prices, are
set. Those rates depend partly on the methods that are used to set them. Private-sector
payment rates are set by negotiation, reflecting the underlying costs of the services and
the relative bargaining power of providers and health plans; in turn, bargaining power
depends on factors such as the number of competing providers or provider groups
within a local market area. Fee-for-service payment rates in Medicare and Medicaid
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are generally set administrat vely (with any bargaining generally taking place through
the legislative process of determining or modifying statutory rate-setting formulas).
Administered pricing poses 2 number of challenges, particularly in deciding how

to determine providers costs for services that require substantial training or that
become cheaper to provide when they are performed more frequently. Additional
issues include how to account for the quality of those services and their value to
patients, and what impact rate setting might have on the development of new medical
technology.!

CBO’s Analysis of Budget Options

Addressing the strong interest of policymakers in health care financing and health
care issues, CBO recently re eased Budget Options, Volume 1: Health Care.t4 That
December 2008 report comprises 115 discrete options to alter federal programs, affect
the private health insurance market, or both. It includes many options that would
reduce the federal budget deficit and some that would increase it. Although similar to
CBO’s previous reports on budget options, that volume reflects an extensive and
concerted effort to substantially expand the range of topics and types of proposals
considered and includes estimates of many approaches that the agency had not
previously analyzed.

The options stem from a variety of sources, including discussions with Congressional
staff; reviews of legislative proposals, past versions of the President’s budget, and
academic literature; and analyses conducted by CBO staff, other government agencies
such as the Medicare Payment Advisory Commission, and private groups. Although
the number of health-related policy options is significantly greater than in previous
volumes, it is not an exhaustive list. CBO’s estimates are sensitive to the precise
specifications of each option and could change in the future for a variety of reasons,
including changes in econoraic conditions or other factors that affect projections of
baseline spending or the availability of new evidence about an option’s likely effects. It
should also be noted that the options’ effects may not be additive; that is, there could
be important interactive effects among options that make their cumulative impact
larger or smaller than the sum of the estimates. Some of the options that are particu-
larly complex may be candicates for demonstration projects or pilot programs, which
could reduce the uncertainty about their effects.

Chapter 5 of CBO’s Budget Options volume examines a number of policies that
could change the way that providers are paid—and thus the incentives they have—in
ways that are designed to enhance the quality and efficiency of health care. Most of
those options focus on Medicare, but others address Medicaid or the larger health
care system. Some options would involve relatively modest changes in payment

13. For additional discussion of payment methods and rate-setting techniques, see Congressional Bud-
get Office, Key Issues in Analyzing Major Health Insurance Proposals (December 2008), pp. 102-108.

14. Another volume, containing budget options that are not related to health care, is forthcoming.
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methods, but others would make more dramatic changes to those methods and thus
to incentives for providers. (Chapter 6 describes several options for reducing the
geographic variation in spending for Medicare, primarily by cutting payment rates
in high-spending areas, but the effects of those options on care quality are less clear.)

Option 38 provides one example of how Medicare could move away from fee-for-
service payments to physicians toward a blend of capitated and per-service payments.
That option would require the Centers for Medicare and Medicaid Services to assign
each beneficiary who participates in the traditional Medicare program to a primary
care physician. Those physicians would receive approximately three-fourths of their
Medicare payments on a per-service basis and approximately one-fourth under a
capitated arrangement; they would also receive bonuses or face penalties, depending
on the total spending for all Medicare services incurred by their panel of beneficiaries.
In response to the incentives created by that payment approach, physicians would
probably try to reduce spending among their panel of patients in several ways—for
example, by limiting referrals to specialists, increasing their prescribing of generic
medications, and reducing hospitalizations for discretionary procedures. According to
CBO’s estimates, this option would increase payments to physicians and decrease pay-
ments to all other Medicare providers, with a net federal savings of about $5 billion
between 2010 and 2019.

Option 30 focuses instead on Medicare’s payments for hospital and post-acute care,
which would be bundled together. Under the specifications of that option, federal
spending would be reduced by about $19 billion over the 2010-2019 period, CBO
estimates. That approach would constitute a significant change in the way Medicare
pays for post-acute care (which includes services provided by skilled nursing facilities
and home health agencies). Medicare would no longer make separate payments for
post-acute care services following an acute care inpatient hospital stay. Instead, the
unit of payment for acute care provided in hospitals would be redefined and expanded
to include post-acute care provided both there and in nonhospital settings. Hospitals
would have incentives to reduce the cost of post-acute care for Medicare beneficiaries
by lessening its volume and intensity or by contracting with lower-cost providers.

Chapters 7 and 8 examine a much wider range of ways in which payment rates

for medical services and supplies could be changed under both the Medicare and
Medicaid programs. For example, Option 55 would reduce (by 1 percentage point)
the annual update factor under Medicare for inpatient hospital services; by CBO’s
estimates, that change would yicld $93 billion in savings over 10 years. Option 59
includes several alternatives for increasing payment rates for physicians under
Medicare, which (under current law) are scheduled to fall by about 21 percent in
2010 and by about 5 percent annually for several years thereafter. The 10-year cost
of those alternatives ranges from $318 billion to $556 billion.

Chapters 3 and 9 examine several options that could improve the efficiency of the
health sector by changing incentives about how much insurance to purchase and how
much care to demand. For example, Option 11 would replace the current tax exclu-

11

R



90

sion for employment-based health insurance with a refundable but more limited tax
credit. In addition to encouaging workers to choose less expensive health insurance
plans, that option would increase federal revenues by $606 billion through 2018 (as
estimated by the staff of the Joint Committee on Taxation). Option 83 would change
the Medicare program’s cost-sharing requirements and restrict supplemental insurance
coverage of those requirements (known as medigap plans) in ways that would reduce
federal costs by $73 billion over the 2010-2019 period. That approach would
encourage enrollees to be more prudent in their use of Medicare services.

The Potential and Limits of Health Information Technology
Health information technology has the potential to significantly increase the effi-
ciency of the health sector by helping providers manage information. In particular,
electronic health records—comprising electronic documentation of providers’
medical notes, electronic viewing of laboratory and radiological results, electronic
prescribing of medications, ind an interoperable connection among providers of
health care—could have a significant impact on medical practice.'”> When used
effectively, electronic health records could reduce the duplication of diagnostic tests;
remind physicians about appropriate preventive care; identify harmful drug inter-
actions or possible allergic reactions to prescribed medicines; and help physicians
manage the care of patients with complex chronic conditions. Such steps could yield
significant health benefits fcr patients, but research indicates that the extent to which
health IT also generates reductions in health care spending depends largely on the
incentives facing providers who have adopted it. By itself, the adoption of more health
IT is generally not sufficient to produce substantial savings because the incentives for
many providers to use that technology in ways that control costs are not strong.

Factors Affecting Adoption of Health IT

The most auspicious examples of health IT have tended to involve relatively inte-
grated health care systems. Such systems typically involve a hospital network or a
health plan that owns the hospitals that provide most care to enrollees, with doctors
and other providers who werk exclusively for the organization (either for a salary or
under contract). In such sys:ems, most savings generated by health IT care are cap-
tured by the hospital or the health plan—thus providing incentives to adopt health
IT and use it effectively. A rumber of integrated delivery systems, including Kaiser
Permanente, Intermountain Healthcare, Geisinger Health System, and Partners
HealthCare—as well as the Department of Veterans Affairs—have implemented elec-
tronic health records either across their organizations or in some regions, and officials
of those systems believe that both the efficiency and quality of the care they provide
have improved as a result.

15. Definitions of what constitutcs a health I'T system vary, which can affect the measured adoption
rates. Capabilities that are sometimes considered separate from an electronic health record include
computerized physician order entry (for ordering tests and medications within a hospital) and
computer-based decision support systems.
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For providers and hospitals that are not part of integrated systems, however, the
financial benefits of health IT are not as easy to capture. Correspondingly, those phy-
sicians and facilities have adopted electronic health records at a much slower rate.
Office-based physicians in particular may see no benefit if they purchase and install
such a product—and may even suffer financial harm. Even though the use of health
IT could reduce costs for the health system as a whole so as to offset the start-up and
operating costs involved, many physicians might not be able to reduce their

own office expenses or increase their own revenue sufficiently to pay for it. The health
benefits deriving from health IT are probably lower in unintegrated settings, but
whether that tendency reflects the lack of financial incentives for effective use of
health IT in such settings or stems from other limitations of a more fragmented sys-
temn of care is not clear.

Allin all, despite the potential gains from health IT, relatively few providers have
adopted it—about 12 percent of physicians and 11 percent of hospitals as of 2006.16

Effects of Recent Legislation Regarding Health IT

The recently enacted American Recovery and Reinvestment Act establishes payment
incentives in the Medicare and Medicaid programs to encourage providers to adopt
health IT. Although the direct effect of those provisions involves participation in those
programs, providers would use the newly purchased IT systems for all of their
patients. Thus, both public and private health care delivery will benefit from the
increased use of health IT. Consequently, CBO expects, the adoption of health IT
brought about by the law will modestly reduce total spending on health care services
by diminishing the number of inappropriate tests and procedures, reducing paper-
work and administrative overhead, and decreasing the number of adverse events
resulting from medical errors. Before the new law, CBO had assumed that nearly all
doctors and hospitals would adopt health IT eventually, but that process would prob-
ably take about 25 years. As a result of the law’s provisions, about 90 percent of doc-
tors and 70 percent of hospitals will adopt health IT by 2019, CBO estimates.

Although the use of health care services in Medicare and Medicaid is projected to
decline as a result of the increased adoption of health IT, the net effect of the Rein-
vestment and Recovery Act’s provisions for health IT is to increase federal spending in
the near term, because those programs bear the full cost of the incentive payments.
Specifically, CBO estimates that the law’s payment incentives will increase spending
for the Medicare and Medicaid programs by about $33 billion over the 2009-2019
period. The expanded use of health I'T will reduce direct federal spending for benefics
by Medicare and Medicaid (and by the Federal Employees Health Benefits program)
by about $13 billion over the same period. Taking into account about $1 billion in
funding for administering the payment-incentive provisions, CBO estimates that
those provisions will increase direct spending on net by about $21 billion over the

16. For further discussion, see Congressional Budget Office, Evidence on the Costs and Benefits of Health
Information Technology (May 2008).
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2009-2019 period. Because accelerating the adoption and use of health 1T will lower
health care costs for private payers, the law will also yield lower health insurance pre-
miums in the private sector. Consequently, private employers will pay less of their
employees’ compensation irt the form of tax-advantaged health insurance premiums
and more in the form of taxable wages and salaries—so federal tax revenues will, by
CBO’s estimates, increase by about $3 billion between 2009 and 2019.

Comparing the Effectiveness of Medical Treatments

Patients with a given disease or medical condition often have several treatment
options available to them, but rigorous evaluation of the relative effectiveness of those
options is rarely available to them or their doctors. Drugs and medical devices must be
certified as safe and effective before they can be marketed, but with limited exceptions
the regulatory process for approving those products does not evaluate them relative to
alternatives. Meanwhile, medical procedures—which account for a much larger share
of total health care spending—can be in widespread use without a systematic review
of their impact. Appraisals of the cusrent situation vary widely, but some experts
believe that less than half of all medical care is based on adequate evidence abour its
effectiveness—a gap that may never close entirely but that remains troubling.

Consequently, many analysts recommend conducting additional research that com-
pares the effectiveness of different treatments—and reflecting that view, the Recovery
and Reinvestment Act provided $1.1 billion in federal funding for such research.
Studies of comparative effectiveness may examine similar treatments, such as compet-
ing drugs, or they may analyze very different approaches, such as surgery and drug
therapy. The analysis may focus only on the relative clinical benefits and risks of each
option, or it may go on to veigh both the costs and the benefits of those options. In
some cases, a given treatment may be found more effective for all types of patients,
but more commonly a key issue is determining which specific types would benefit
most from it. Assessing cost-effectiveness as well as clinical effectiveness would proba-
bly yield a somewhat larger effect on health care spending than would research
focused only on clinical effectiveness, because it would help highlight cases in which
the additional benefits of a more costly treatment are relatively small.

By itself, however, generating additional information is likely to have a very limited
effect on spending for health care.!” To affect medical treatment and reduce health
care spending, the results of comparative effectiveness analyses would ultimately have
to change the behavior of doctors and patients—that is, to get them to use fewer ser-
vices or less intensive and less expensive services than are currently projected. Bringing
about those changes would »robably require action by public and private insurers to
incorporate the results into their coverage and payment policies in order to affect the
incentives for doctors and patients. Making such changes to the Medicare program

17. For further discussion, see Option 45 in CBO’s Budger Options volume.
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would require legislative action; private insurers would not face the same constraint
but might be reluctant to take such steps if Medicare did not do so.'®

18. For further discussion, see Congressional Budget Office, Research on the Comparative Effectiveness of
Medical Treatments: Issues and Options for an Expanded Federal Role (December 2007).
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Mr. PALLONE. Thank you.

So we are going to have questions now from the members, 5 min-
utes, in some cases more, I think, if the members passed on their
opening.

I wanted to start with Mr. Elmendorf because of the issue of pri-
mary care. Many experts such as Dartmouth researchers maintain
that a lack of access to high-quality primary care contributes to in-
efficient care and geographic variations around the Nation and
they say that if we invest more in primary care to improve quality
and lower cost, you know, that that would be one of the main effi-
ciencies that we could achieve. And I have to say that when you
listened to President Obama at the summit last Thursday, he
stressed, you know, this whole idea of health inflation and that
somehow we have to curb the growth in cost. I think Karen Ignani
from the health insurance trade group or whatever actually at my
breakout session talked about, you know, curbing the growth of the
inflation, if you will, and I have to give you a person experience.
A couple of my staff people in my office in New Jersey have Cad-
illac health insurance, Blue Cross, whatever, and have had a prob-
lem getting a primary care doctor and on two occasions because
they couldn’t get a primary care doctor ended up going to an emer-
gency room for something that really wasn’t necessary to go to the
emergency room. We keep talking about people who have no insur-
ance that go to the emergency room. Well, what about a Congres-
sional staff person who has insurance and can’t get a primary care
doctor and goes to an emergency room?

So my question is, with regard to primary care and particularly
within the Medicare program, I mean, you mentioned this patient-
centered medical home as an option but talk a little bit more about
what you see in terms of enhancing primary care and how impor-
tant that is to the overall system in terms of cost efficiencies and
trying to make a better quality system.

Mr. ELMENDORF. Mr. Chairman, many analysts have worried for
some time that our system does not reward primary care physi-
cians the same way that it rewards physicians in specialties, and
if you look across the country and compare medical centers that
seem to be delivering very efficient medical care in the sense of low
cost but medical care of high quality, those medical centers tend to
have higher relative numbers of primary care physicians to special-
ists, and I think that sort of evidences the basis of some of
MedPAC’s recommendations in this area.

The options that CBO looks at, we looked at a number of them,
regarding ways to empower or reward primary care physicians, one
is a proposal for establishing medical homes in which all Medicare
recipients are assigned to primary care physicians and those physi-
cians then oversee the way in which those patients receive care
from other providers. The crucial issue for—and I think many ana-
lysts would agree that sort of focus on primary care physicians
would lead to greater coordination of care, fewer duplicative tests
and better health. Whether it leads to cost reductions depends in
our judgment crucially on the incentives that those primary care
physicians receive. So one approach to this is to provide those in-
centives to primary care physicians by rewarding them for reduc-
tions in spending while maintaining high quality and the effective-
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ness of those sorts of provisions, so we look at some other provi-
sions. There are other ways in addition to medical homes in which
primary care physicians can be empowered to make decisions and
to coordinate care but again it is crucial if one wants to reduce fed-
eral outlays that they have incentives focused on not just recom-
mending a whole range of additional services that aren’t necessary.

Mr. PALLONE. OK. I want to get a second question in but I appre-
ciate that. You know, I want to ask Mr. Hackbarth this. Mr. El-
mendorf talked about how you might limit the pace of new proce-
dures not through rationing but through some other means. You
know, the President, I commend him. He has been so honest about
everything in terms of budgeting. You know, he came up with this
$600 billion reserve fund. He said look, that is only going to pay
for half the cost of covering everyone. Within that he said, you
know, half of it can be done through cost efficiencies, the other half
you are going to need a new source of funding. All these things are
very controversial but he doesn’t hesitate to bring them up, to his
credit. But, you know, when you talk about these cost efficiencies
which MedPAC is really the key, you know, as you know, you came
out with your report I guess a week or so ago and, I mean, every
time it comes out the phone rings endlessly in my office because
they see you as like their ultimate bad guys that want to cut back
on all the providers and on the imaging and everything else.

So the question is, how realistic is this? Can we really pay for
all these things through cost efficiencies? I mean, are we really
going to be able to pay for a quarter of the cost of expanded cov-
erage through these cost efficiencies? Can we pay for even more
than that? Because the President’s reserve is only half. Can you
move towards what Mr. Elmendorf said and actually limit new pro-
cedures without having an uproar and without—I mean, I am not
asking you to—I know you are not a politician but I just wanted
you to comment on that, if you could. It is endlessly obviously
but

Mr. HACKBARTH. Yes. Well, let me break it into two parts, first
addressing the issue of new technology, how it is introduced to the
system, how it diffuses. In terms of slowing the rate of increase and
long-term health care costs, that is going to be a principal focus of
our efforts, and that is why we strongly supported the idea of a
large-scale public investment in comparative effectiveness informa-
tion. We don’t think that that necessarily means that you have to
have a single entity making rationing decisions. Indeed, what we
have advocated is creating more information so that individual
physicians and their patients, private health plans, public health
plans and others can more thoroughly evaluate the choices that
need to be made, and we have advocated that the choices continue
to be made on a decentralized basis, not in one federal bureauc-
racy, but we can’t make sufficient progress on this technology issue
without far better information than we have had in the past. The
private market has not and will not produce that information so
public investment is very welcome in that.

Having set aside the technology issue for a second, there are very
large inefficiencies in the delivery of care, many of them, most of
them rooted in how we pay for care. Realistically though, as you
say, Mr. Chairman, when you change those payment systems, you
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are doing two things. One, you are redistributing income across dif-
ferent types of providers, sometimes geographically. In addition to
that, you are bumping up against really entrenched ways of behav-
ing, you know, cultures that exist within these organizations, and
we need to be realistic about how quickly those things will change.
They will not change overnight. But to me, what that does is em-
phasize how important it is we start today and not delay these
things further and further into the future. The decisions will be
controversial. You are going to need to make those decisions. We
will provide you the best information and analysis we can to sup-
port you in that effort.

Mr. PALLONE. Thank you.

Mr. Deal.

Mr. DEAL. Thank you.

As I listen to opening statements and your testimony, two words
come to mind, and I want to focus on those two words. Much of
what you just responded to in the chairman’s questions you will re-
spond I am sure the same to mine but maybe you want to elaborate
further. The two words are cost and results. Now, they are not al-
ways equated with each other. In fact, we know the statistics. First
of all, cost, and I think we all recognize that much of the escalation
in the cost has been related to new procedures, new treatments,
new pharmaceuticals, and Mr. Elmendorf, a partial quote from
your testimony about two weeks to the Senate Finance Committee,
you said, “Reducing or slowing spending over the long term would
probably require decreasing the pace of adopting new treatments
and procedures or limiting the breadth of their application.”

Now, I have two questions. My first question is, are there ways
to encourage doctors and patients to take into account the cost
when making a treatment decision without requiring third parties
such as the insurance company or other people including Congress
to make those decisions for them? So that is the question on cost.
The second question relates to results. Now, comparative effective-
ness is a term that has sent shock waves through the medical de-
livery community, as you are aware. Now, when I think of cost
comparative effectiveness, I think it can be defined as either the
mode of treatment which is generally most effective, which is, I
think, the equivalent of a protocol or best practices, but it can also
be interpreted as a limitation of treatment, which is where the
scary part of rationing comes in. And in that regard, my second
question is, what steps can we take to ensure comparative competi-
tive effectiveness research helps improve patient and provider deci-
sion making while avoiding the blunt centralized access restric-
tions? My two questions.

Mr. ELMENDORF. On your first question, Congressman, there are
several steps that can be taken to increase incentives for providers
and patients to focus on value, on getting results, not just on
spending money. One, as I mentioned in my testimony, is changing
the tax exclusion for health insurance so as not to be open ended
so that we don’t provide essentially a federal subsidy at fairly high
rates for people to get ever more expensive policies. Changing that
would induce people and firms to be more cautious in the policies
that they bought, to hunt harder for bargains, and that in turn
would induce the providers to be more careful in the money that
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they spent. We could provide incentives for Medicare beneficiaries
to choose more carefully additional treatments by increasing the
cost-sharing rates. Of course, those policies have consequences as
well. More generally, the Medicare program reimburses providers
in certain ways and CBO reviewed a number of potions in its vol-
ume of ways to encourage providers to economize on spending
while maintaining quality, and that includes the way we pay for
post-acute care after hospitalization. It includes the way we reim-
burse doctors, very importantly, because they tend to be paid now
on a fee-for-service basis, not on a more bundled basis.

On comparative effectiveness, more information is absolutely cru-
cial. There is a very large share of medical care delivered in this
country where many analysts think there is very little evidence
about what works and what doesn’t and the largest variation in
spending across geographic regions is in the aspects of care where
there is the least consensus among medical professionals about
what is the appropriate treatment so that providing that informa-
tion can then provide understanding about what is useful and not,
can try to reduce these disparities, but I think it is absolutely cru-
cial to really get the effectiveness of this sort of research to provide
incentives for using it, and that comes up against your concern
which is well, who 1s saying that you can’t get a certain treatment.
And I think the answer here is not to—don’t rule out certain treat-
ments. What it does is change the incentives so that doing another
treatment is not a financial winner, it is more of a neutral propo-
sition for providers who would then recommend services only if
they really are necessary and not otherwise but the incentives have
to go with the information to get the maximum effect.

Mr. HACKBARTH. If I could, I would like to focus on the cost-shar-
ing piece of your question. I addressed the technology piece in my
earlier comment. Having patients understand the cost of alter-
natives can be a part of the solution but it has to be structured
very carefully. One of the areas where we think it can be particu-
larly helpful is in Medicare Advantage where we give incentives,
rewards to patients who enroll in more-efficient, high-performance
private health plans. That could be a step in the right direction.
Our chief concern about Medicare Advantage as currently struc-
tured is that we are rewarding Medicare beneficiaries for enrolling
in private plans that simply mimic Medicare except at a much
higher cost. So we think with restructuring, Medicare Advantage
could be a significant contributor.

As far as cost sharing at the point of service is concerned, when
care is actually being delivered, of course that could be very prob-
lematic for very low-income Medicare beneficiaries who don’t have
much income and could impede access to care, and there is a body
of research showing that in fact if you have cost sharing for some
types of services, you can end up with worse results and higher
costs. An example of that is drugs for diabetics. You don’t want to
impede access by having them share in the cost.

A third point there is that well-structured cost sharing with pro-
tections for low-income people that doesn’t discourage really needed
things like drugs can be OK but for the really sick patients, they
are going to exceed cost-sharing limits and the real money in our
health care system is in the care of people that are really com-
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plicated and have very high bills so cost sharing isn’t going to solve
that problem, we need other tools to address the issue.

Mr. PALLONE. Ms. DeGette.

Ms. DEGETTE. Thank you, Mr. Chairman.

I want to explore two sort of issues as we start to think about
how we are going to fund health care reform. The first is an issue
that I have been thinking about for quite a long time, which is that
under the current system the way the CBO funds health care is
just simply by estimating how much it will cost to treat diseases
and then paying for that, and a concept I have been working on,
I am calling it the prevention dividend. That is just what I am call-
ing it. The concept would be that we would try to figure out—and
I have actually spent quite a bit of time talking to Peter Orszag
about this. We would try to figure out if there are certain treat-
ments or efforts that can prevent disease that we don’t necessarily
fund now because we can’t afford it and shift the way that we fund
health care in this country. I will give you one example. When we
did the Medicare Part D benefit in this committee a few years ago,
I went to then-Chairman Barton and I said Joe, I think we should
fund smoking cessation programs for senior citizens in this bill,
and he said I think it is a great idea, Diana, but we can’t do it be-
cause I have got a $50 billion price tag and I can’t go beyond that.
So I thought well, that is swell. We are not going to give them the
patch but we are going to give them treatment for their heart dis-
ease, lung cancer and emphysema.

Mr. Elmendorf, I am wondering what you think of a concept like
that and how trying to structure a payment program for some kind
of health care reform could take advantage of prevention.

Mr. ELMENDORF. Congresswoman, if you propose policy to en-
hance prevention for single or a range of possible diseases, then we
would certainly try to take account of the effects of that policy on
the subsequent prevalence of those diseases and the costs of treat-
ing them and the estimates. I think there are a few general points
to make. One is that some researchers have looked at a range of
possible preventive measures. Some seem to be very cost-effective
and are not done enough. Others do not look particularly cost-effec-
tive much like the range of results people see for different sorts of
health treatments in which some things are not done enough and
others are done probably too much. So I think it depends. The ef-
fects on the future disease and the cost of that disease depends im-
portantly on the particular preventive service or strategy you have
in mind.

The related second point is that when one engages in preventive
services, there are certainly some number of people who won’t suf-
fer very health-damaging and costly problems later but one is pro-
viding a lot of additional services to a very large number of people,
many of whom would not have had that cost later. So part of the
reason that preventive actions end up being less cost-saving than
one might think is because one is providing them to a lot of people
at a small cost per person to be sure but

Ms. DEGETTE. But some of them do—I mean, in line with what
the President said yesterday, I think all of this should be based on
science rather than just our gut feeling and so that would be part
of what I would say is, you would have to have some kind of longi-
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tudinal studies or some evidence that would show in fact that by
giving a dividend to these prevention efforts you would either, A,
improve people’s health, or B, prevent longer term disease. It is not
just about preventing long-term diseases, it is also about improving
quality of life.

Mr. ELMENDORF. Yes.

Ms. DEGETTE. Mr. Hackbarth, I see you nodding your head. I am
wondering if you can comment on this as well.

Mr. HACKBARTH. Yes, I very much like the idea of it being
science based because I agree with Mr. Elmendorf that you will
have cases where prevention can improve quality but it may not re-
duce cost and then you have cases where it would reduce cost a lit-
tle bit but not as much as the investment. So you need to have a
very focused effort driven by science.

Ms. DEGETTE. And you have to decide your criteria because is
your sole criterion saving money or do you have the additional cri-
terion of improving quality of life. I completely agree, but would
you think that would be an appropriate consideration, prevention
as we develop

Mr. HACKBARTH. Oh, absolutely, guided by science as you have
described.

Ms. DEGETTE. Thank you very much.

Mr. PALLONE. Thank you.

Mr. Burgess.

Mr. BURGESS. Thank you, Mr. Chairman.

Glenn, always good to see you and glad you are back here in
front of our committee. It seems like old times. Let me just con-
centrate on a few things that you listed in your list of where we
can see savings. I was really encouraged by the physician group
practice demonstration project at CMS and I hope that has not died
a natural death with the change in helm, but really that seemed
to be—you look at the 20 percent of the people that account for 80
percent of the costs and that really seemed to follow the old Willie
Sutton’s law: you rob the bank because that is where the money
is. That is where the money is in the Medicare system. I am con-
cerned and I think I heard both of you talk about increasing dollars
to primary care physicians, a good thing, but any time—since we
are in a purely transactional environment, any time we increase
dollars to one, we are probably taking it from somewhere else. Is
that a fair assumption, that this would be a redistribution across
providers?

Mr. HACKBARTH. That has been MedPAC’s recommendation, yes,
that it be a budget-neutral change, and the reason that we have
taken that approach is that as you know, total expenditures on
physician services have been growing quite rapidly. As that has
been happening, there has also been a shift in the distribution of
dollars away from primary care services towards more subspecialty
services and imaging and the like, so there has been a shift that
we think needs to be addressed in the name of enhancing our pri-
mary care system. We don’t think the problem is too few dollars
in the pool, just how they are distributed.

Mr. BURGESS. And along that line, and of course, we always hear
that removing the cost to administer drugs and imaging would be
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some way to provide perhaps more equanimity in that situation. Is
that possible to do that in the current structure?

Mr. HACKBARTH. Are you talking about under the SGR, how the
SGR is calculated?

Mr. BURGESS. Yes.

Mr. HACKBARTH. We have not really looked at the issues, not
taken a position on the issue of whether drugs ought to be in-
cluded. We think that those are more issues of budget baselines
than they are of health policy.

Mr. BURGESS. Let me ask you a question on—because you had
talked about readmission, and that is one of the things that makes
me enthusiastic about the process but also frightens me at the
same time because of some of the things I have seen us do in the
past that tend to be heavy-handed. Now, under the physician group
practice demonstration project, a patient is hospitalized for decom-
pensation of congestive heart failure. If they are given as they
leave the hospital the appointment to see their primary care physi-
cian within 5 days, the risk of readmission really plummets, and
if they are simply given the instructions to see their primary care
doctor within 2 weeks as opposed to actually having an appoint-
ment made, the readmission rate is significant and those readmis-
sions are terribly costly readmissions. So that seems to me to be
a good thing. But if we simply say that we want you to take care
of everything that might happen, or this is the way it might be in-
terpreted by the hospitals and the physicians, we want you to take
care of everything that might happen within the next 30 days be-
cause we are not going to pay you anymore, this hospitalization is
going to be it. Are we perhaps going to tend to drive utilization in
a way that we hadn’t intended?

Mr. HACKBARTH. Well, we too, like the physician group practice
model, that is what we refer to as accountable care organizations,
and the ideal approach is to have aggregations of clinicians and
providers with a broad target and then give them freedom to allo-
cate resources in the name of both improving quality and reducing
cost, just as you described it. The challenge that we face in Medi-
care 1s that not everybody is prepared for that format. Not all phy-
sicians are part of large group practices or even involved in, you
know, a hospital IPA-type format as is used in Connecticut in the
demo. And so we need tools to apply in situations where the group
practice model doesn’t fit.

Mr. BURGESS. Correct, and that is why of course it was impor-
tant to do it as a demonstration project and I understand from the
10 institutions that participated, there was probably one that was
not actually institutionalized as an IPA. It was more of a group
without walls and organized through the hospital structure. But at
the same time, these were groups that were then allowed to, gain
sharing is perhaps not the right word but if they met a certain
threshold, they certainly were rewarded for meeting that threshold
and that incentive to drive behavior. You don’t want to pay doctors
not to see patients because that it what we will do, we will not see
patients, and then you get into the problem of his staff not being
able to find a primary care doctor. That was the whole problem
with the staff model HMO and a fully capitated environment. We
don’t work. We made all our money at the beginning of the money.
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Why struggle? You close the doors and take the phone off the hook.
That is the way to make money in that environment. Doctors are
not stupid. We will do that if that is what you pay us to do. We
have to be paid based on productivity as a general rule.

Mr. HACKBARTH. So our goal, which I think aligns with yours, is
to find ways to align physicians and hospitals and other providers
to do the right thing, which is what they want to do, better quality
at a lower cost. Our payment systems get in the way. So what we
are trying to do is put some pressure on some places like readmis-
sions, open some doors for people to go through with new opportu-
nities like gain sharing and bundling of hospital with post-acute
services and say collaboratively physicians, hospitals work to-
gether, reduce the cost, improve the quality and share in the bene-
fits with the Medicare program.

Mr. BURGESS. I think the group practice model is on the right
track and I think sharing in the savings that occurs is on the right
track. We will save bundling for another day because I am not sure
I am ready to go there yet. Doctors and hospitals and insurance
companies do not trust each other at the present time.

Thank you, Mr. Chairman.

Mr. PALLONE. The gentlewoman from the Virgin Islands, Ms.
Christensen.

Ms. CHRISTENSEN. Thank you, Mr. Chairman.

I will begin with Director Elmendorf as well, and I am going to
follow up, try to follow up on Congresswoman DeGette’s question.
I was reading in Congress Daily today that there is a coalition of
high-profile organizations on the Hill arguing that requiring offsets
within a 10-year budget window does not look at the full picture
and it becomes a barrier to doing things that we are going to have
to do if we are going to reform health care as well as eliminate
health care disparities. Because you don’t see the benefits, you
don’t see the savings inside of that 10-year window necessarily. It
takes a longer period of time. So what can we expect from CBO?
Will this continue to be a barrier? Can we go outside of that 10-
year window and budget for the savings that would be realized
both to fix the broken system that we have, to eliminate the health
care disparities so that we won’t be behind every industrialized na-
tion and some developing ones for health status?

Mr. ELMENDORF. So Congresswoman, CBO will continue to pro-
vide detailed estimates of the effects of health reform proposals
over the 10-year window. We will try where the evidence allows to
offer our qualitative judgment about the effects of certain reforms
on spending beyond that. I understand your concern that there can
be larger savings down the road that aren’t captured. Unfortu-
nately, we don’t have the evidence or the modeling capacity to play
out a whole set of specific reforms and how they are going to mat-
ter 10, 20, 30 years down the road. As I said in my remarks, many
analysts agree on the general directions of policy but there is much
less consensus about whether the particular approach should be
bundling, should be accountable care organizations, should be pen-
alties for readmission rates and things like that, and that is the
limits of the evidence as it currently exists.

Ms. CHRISTENSEN. We look forward to continuing this conversa-
tion and seeing if we can find a way to address the costs that will
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have to be—the money that will have to be invested to get to where
we need to be.

Mr. Hackbarth, we all know that Medicare plays a key role in
our health care system and there are several very strong aspects
of the system but there are still some areas that need work. We
found that reimbursement rates within a city vary by zip code, for
example, and we know that some of the proposed changes to Medi-
care like those to Medicare Advantage and some of the ESRD reim-
bursement provisions sometimes have a negative impact on some
populations, largely African-Americans and other communities of
color. So we make changes to programs, is MedPAC taking this
into consideration and looking for ways to reassure us or to assure
us that we are not inadvertently cutting access to needed services
to some populations?

Mr. HACKBARTH. That is an area of increasing focus for us. For
a number of years now, 3 or 4 years at least, we have been looking
in particular at ESRD, the dialysis program, because that is so im-
portant to African-Americans as well as others, and looking for any
indication that changes in that system have eroded repeated access
for African-Americans. In addition, we will be looking at the issue
of access to kidney transplants where there are some disparities in
terms of access. So this is going to be a focus of ours. We have also
tried to look more broadly at differences in access to physicians and
satisfaction with access to physicians. We found some issues.

Ms. CHRISTENSEN. So you are looking at it. The bundling does
bother me, and I believe as a physician and having been a medical
director that information will change behavior. You are going to
make the information public. Hospitals are not going to want to
have a negative report given to the public. And I believe also that
once hospitals are better reimbursed, which they would be when
everyone is covered, they will be able to provide the better services,
so why a bundling pilot? It is going to put doctors and hospitals
in competition, you know, in ways that—I just don’t see why you
think that would work.

Mr. HACKBARTH. Well, our goal is the opposite, not to put them
in competition——

Ms. CHRISTENSEN. Or why it is needed.

Mr. HACKBARTH [continuing].—But to put them in collaboration
with one another. In the current system where they are paid sepa-
rately, there is often competition, and as Dr. Burgess indicated, un-
fortunately some places, some open conflict and hostility. We think
that they need to be engaged working together collaboratively to
improve care, and we think bundling could be a step in that direc-
tion.

Ms. CHRISTENSEN. I agree, but I think—that they need to work
collaboratively. I just think there are other ways to do it. Thank
you.

Mr. PALLONE. Mr. Gingrey.

Mr. GINGREY. Mr. Chairman, thank you.

Chairman Hackbarth, you had mentioned in your testimony,
your written testimony on page 7, regarding payment system bias
and the fact that many physicians who are subspecialists who do
a lot of procedures are causing a problem in our manpower, physi-
cian supply, particularly in regard to our primary care physicians.



103

I know we have one sitting here in the audience from my State of
Georgia, Dr. John Antalis, a former president of the Medical Asso-
ciation of Georgia, who is a primary care physician, and, you know,
I think about him. I think about my colleague, Donna Christensen,
who is also a family doctor. Do you feel like this patient bias sys-
tem may be a factor contributing to the various physician and
nursing shortages we are seeing across the country, and what
would you recommend that we do about that possibly in regard to
payment incentives?

Mr. HACKBARTH. Well, first of all, I want to emphasize that phy-
sicians are responding to the system that we created and the incen-
tives that we create speak volumes about what kind of activities we
value, and over a period of years that means more subspecializa-
tion, more high-end imaging and the like. So I am not blaming
them for what they are doing. They are responding to a system
that we created.

In the interest of a high-performance system, though, we need to
redirect those signals that we are sending, and as I said earlier,
we do think that payment deficiencies is one reason for the growing
problems that we have in primary care. It is not the only reason
by any stretch but we think it is a very important reason, and so
we need to go about changing that and we have made a series of
recommendations about how to change primary care payment.

Mr. GINGREY. Well, certainly, Chairman, that makes sense to
me, and as a practicing physician for 26 years, as an OB/GYN spe-
cialist, I concur that we need to do something about that, to in-
crease the number of primary care physicians and opportunities for
medical homes as we have talked about for all of our Medicare re-
cipients.

Director Elmendorf, let me shift to you for just a second. You
talked about in your testimony in response to some of my col-
leagues’ questions in regard to 10-year window and that, you know,
a lot of times you can’t really measure or see the savings that are
going to occur from various and sundry things that we have done,
and it made me think about Medicare Advantage or Medicare Plus
Choice, and the fact that we are on the verge if we follow the Presi-
dent, well, indeed in the economic stimulus package and what he
plans for health care to create that reserve account so we can do
all of this reform of health care to take, I think it is $178 billion
out of the hide of Medicare Advantage. Now, I don’t know whether
Medicare Advantage is working the way Congress originally in-
tended for it to work but certainly it was my understanding that
the 10 million people that have signed up for Medicare Advantage
are getting more than just episodic care. You know, they are not
just going when their head hurts or their tummy hurts or what-
ever. They are getting a good annual physical, they are getting a
call back from a nurse practitioner to make sure they are taking
their medication, and clearly that is going to cost a little bit more.
Now, I am not sure it is worth 15 percent more and I know that
is a concern of Congress, but it is worth more in that you are in-
vesting in something and you are investing, I would think, that in
the long run, in the final analysis that at the end of life, let us say,
we don’t spend beaucoodles of money on those who have been
under Medicare Advantage because they are healthier, they have
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taken care of themselves and the doctors have taken care of them
in a better way. We can’t capture that. We can’t score that dynami-
cally, unfortunately. But I think at the end of their lives when you
look at it and compare the cost of fee for service versus something
like Medicare Advantage, there may be a tremendous savings, and
we are on the verge of gutting that. Would you like to respond to
that in the few seconds that I have got left?

Mr. ELMENDORF. I think you were right that the patients in
Medicare Advantage who are under the care of managed care orga-
nization are receiving more-integrated, more-coordinated care than
they might otherwise. Not all patients in Medicare Advantage are
being seen by HMOs, though, for example. There have been pa-
tients under Medicare Advantage who are going through private
fee-for-service plans and Congress has taken action to reduce the
number of people in that category, and that is the point that Mr.
Hackbarth has made before about the importance of not just pay-
ing more for patients to receive essentially the same kind of care
in Medicare Advantage, because some have been in that category.
The others who are receiving this more-integrated care, I think
there are some advantages to that. I think most analysts though
would be concerned about the point that you alluded to which is
that the reimbursement rates have risen relative to costs over time
and those patients are now receiving a variety of additional bene-
fits that are of some value to them but are costing taxpayers more
per patient than would be the case in the traditional Medicare pro-
gram.

Mr. GINGREY. Thank you.

Mr. Chairman, thank you for your patience in letting us go a lit-
tle bit over. Thank you.

Mr. PALLONE. Thank you.

Mr. Sarbanes.

Mr. SARBANES. Thank you, Mr. Chairman. Thank you all for
being here.

I wanted to pick up on this discussion of the primary care pro-
viders again because to me, in many respects, that is sort of the
elephant in the room. In other words, I have seen some statistics
that say that if we were able to provide coverage for all those who
don’t currently have it, that in order to meet the demand that rep-
resents, we need another 60,000 primary care physicians. That 1is
not even talking about nurses and other primary care profes-
sionals. So that is potentially a new train wreck that is coming. We
talk a lot, and much of the debate and much of the focus is over
the coverage side of this discussion. Is it going to be hybrid public-
private, is it going to be Medicare for all, is it going to be single
payer, is it going to be employer based, et cetera. But if we make
the assumption for the moment that we will achieve universal cov-
erage, then the question of who is going to provide that care be-
comes critical, and there is a kind of chicken-and-egg dimension to
this so if you could speak to that just a little bit more and maybe
comment on the notion of having the design of the insurance be
driven by the kind of providers that we are trying to bring, you
know, if we build it, then will come kind of concept. Because I can
make the argument that we should choose the insurance model
based on which providers—I am going to talk through this. We
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should pick the insurance model based on wanting to get more pri-
mary care providers so what will incentive them to do that. You
can wait until that stops.

Mr. PALLONE. I am sorry. I don’t know exactly what is going on.
Hold on. Does somebody have their phone on? I think it is over. All
right. We will continue.

Mr. ELMENDORF. On your first point, Mr. Sarbanes, that if we
move towards universal coverage we may increase the demands on
an already weak primary care system, I think that may well be
true. Dr. Gawande can maybe talk about Massachusetts where
anecdotally, at least, I have heard that that become something of
an issue. We think there are several responses appropriate within
Medicare, and if you want, I can talk in detail about those but in
general there are ways of increasing the payment for primary care
and changing the method of payment so that primary care prac-
tices can afford the infrastructure that allows them to provide ap-
propriate coordination of care. Realistically, no matter what we do
in the payment side, even if we did all of these things tomorrow,
the increase in the primary care physicians is going to occur slowly
over a period of years, and that is going to be a real challenge for
us. I think practically speaking, what we are going to have to do
is expand our use of some non-physician clinicians, advanced-prac-
tice nurses, for example, so that we can provide basic primary care
to a broader population. I used to be the CEO of Harvard Van-
guard Medical Associates in Boston, a very large group practice,
that made extensive use of advanced-practice nurses to improve ac-
cess to primary care, and I think as a national health care system
Weuare going to need to do more of that to deal with this issue as
well.

Mr. SARBANES. I think one way to approach this health care re-
form is to figure out what elements of everybody’s proposal are in
common and that is where the final design will be in terms of crit-
ical components, and I haven’t heard any proposal with regard to
coverage or provider or anything else that doesn’t include the no-
tion that we need more focus on primary care. So because it is
going to take so long to get the pipeline going, we probably need
to bet now that that need is going to be there regardless of what
we design and get going on it.

Mr. HACKBARTH. Absolutely. There is a real urgency to move
quickly on that front.

Mr. SARBANES. Thank you.

Mr. PALLONE. Thank you.

The gentleman from Illinois, Mr. Shimkus.

Mr. SHIMKUS. Thank you, Mr. Chairman.

I want to congratulate my colleague, Mr. Sarbanes, too. I think
that was a great line of questioning, something I hadn’t considered,
so I thought it was good. I think if we adequately compensate and
then I would say protect physicians. I come from a big litigious
State and medical liability issues really drive people out and my
family practitioner, who delivered my three boys, no longer delivers
babies because of—and we have talked about that but in com-
prehensive reform, especially if the government takes a larger role
in our community health clinics, there is liability protection there,
I mean, the programs that are funded and so that—some people
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aren’t going to want to debate this but it is a way to incentivize
people to be in these professions, to give them some security. We
still want people to get a redress for their grievances, especially if
they are harmed, but that has got to be, I would think, a very—
and I didn’t think about that until the line of questioning, so I do
appreciate that.

I would also—in an opening statement, my colleague from Cali-
fornia listed the things, well, why don’t we do this, why don’t we
do that. I would ask the question, why do people from industri-
alized nations that have national health care, why do they come
here for catastrophic care? Or I would ask another question. Why
are all the major medical advances around the world, whether it
is in devices or pharmaceuticals, why is that done here for the most
part? There is something that is still going right in this country
that is helpful to health and lifestyle and longevity that we just
want to be careful that we don’t disregard.

To that point, I think the thing that I fear most is a one-payer
system, and the OMB Director Orszag talked about no one is talk-
ing about using cost information to deny needed care to bene-
ficiaries and that patients need to be protected from being denied
what they need. This comparative effectiveness debate that we
have now entered into raises, maybe not intentionally but raises
that concern that we are going to use cost, and I will let you an-
swer. I will just tell you the story that I used. I was at a local uni-
versity talking to nurse anesthetists, and it was a pretty big group
and we were talking about a competitive model versus a one-payer
system and they were asking about it. Readily upfront, I am highly
biased in opposition to a one-payer government-run system and I
am a market-driven individual, so I wasn’t trying to deceive them
so I said here is an example and I talked about some of the indus-
trialized nations having formularies and if you don’t fit that for-
mula, you get denied care. And then I get a hand raised in the
back of the room. I used New Zealand as an example. And the lady
stood up and she said I am from New Zealand, and I thought I am
either right or I am busted. And she told me that her father had
to wait for kidney stone surgery for 8 months. Now, for those of you
who have had kidney stones knows that that was a terribly long
wait. I guess my question would be, do you share these concerns
as we move in this direction on a debate on a national policy?

Mr. ELMENDORF. So Congressman, I think many analysts worry
that our current system provides no reason for many providers and
patients to think about whether extra treatments are cost-effective
or not. It is also quite fair to worry as you do that we could device
a national health system in which costs would become the predomi-
nant criterion for what is provided or not. And that is why I think
many analysts suggest moving in the direction of learning what
works and providing incentives to take that knowledge seriously,
but I think few analysts suggest that we should move to a system
where one person in Washington decides who gets what, and one
thing we will discover in future comparative effectiveness research,
as has been discovered in past research of this sort, is that some
procedures are very good for some patients and not very helpful for
others.
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Mr. SHIMKUS. Can I follow up? And I don’t want to cut you off
but I want to—I am going to ask this of the second panel, defensive
medicine and liability protection, will that be part of the cost-effec-
tiveness analysis?

Mr. ELMENDORF. I think the consensus of researchers is that de-
fensive medicine is a factor but not a particularly large factor in
the decisions of providers.

Mr. SHIMKUS. But do you think we will see that in this cost-effec-
tiveness analysis? Will that be considered? I mean, we won’t know
until we get the stats, and if this is an issue of trying to figure out
the cost, you would think that that would be part of the variables.

Mr. ELMENDORF. So I think the most direct connection is that
currently if one is facing a patient with a particular problem and
there is very little evidence about what to do, then there can be
reason for the provider to do the most that can be done and that
can be expensive, whereas if there were clear evidence on what
worked and what didn’t, that would help providers avoid having to
prescribe everything to protect themselves. So in that sense I think
having the knowledge can reduce the amount of defensive medicine
that is practiced, apart from the liability issues that you have
raised as well.

Mr. PALLONE. Thank you.

Mr. SHIMKUS. The chairman is going to let me

Mr. PALLONE. You wanted Mr. Hackbarth to answer the same
question?

Mr. SHIMKUS. Yes.

Mr. HACKBARTH. I was going to pick up where Mr. Elmendorf left
off. Ideally what we do is develop scientifically based, evidence-
based standards of practice based on the best available evidence.
It seems to me that if you have that information, then it can pro-
vide some comfort and protection to physicians that practice in ac-
cordance with that guideline, that standard of practice. When we
are information starved, as we are so often now, the response is
well, do more. More is synonymous with better because we don’t
have sufficient evidence to show otherwise. That is the refuge. We
need to create another refuge, if you will, so more isn’t always the
response to uncertainty.

Mr. PALLONE. Thank you.

Ms. Schakowsky.

Ms. SCHAKOWSKY. Thank you, Mr. Chairman.

You know, we just heard an anecdotal story about somebody who
had to wait for kidney stone surgery, which my husband having
had them, that certainly is a problem. But you know what? There
is also millions of people insured as well as uninsured who wait a
lifetime for the care that they need in this country because we do
ration health care, and by and large that ration card is a dollar
bill. You can shake your head but——

Mr. SHIMKUS. If the gentlelady would yield, everyone who needs
care gets it because when they go into the emergency room, the
hospital has to serve them.

Mr. PALLONE. The gentlewoman I assume has yielded to the gen-
tleman?

Ms. SCHAKOWSKY. No, I am going to take back my time because
the myth that everyone in this country receives the care they need
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has got to be dismissed because that is not true. Over half of Amer-
icans, I said in my opening statement, the data shows actually
have gone without or postponed health care because they can’t af-
ford it. That is just a scientific fact. We have looked at the Amer-
ican people and that is just true.

But here is my question. First of all, I wanted to ask Mr.
Hackbarth, you talked about the percent of readmissions in hos-
pitals. What was that percentage?

Mr. HACKBARTH. About 18 percent of Medicare admissions are
followed by a readmission within 30 days.

Ms. ScHAKOWSKY. OK. I just wanted to have that. I wanted to
get back to this model. You know, we do have a single-payer health
care system in Medicare right now for elderly people and again, I
had said before, that this is a widely accepted and much liked and
it still has holes on it, and I wanted to ask about what are those
holes. We have heard Medicare Part D lauded as something that
has worked so well but certainly in my office, we get people all the
time confused over those many, many options. Senator Durbin and
I and others in the House have introduced legislation that would
create a public pharmaceutical option under Medicare. I wanted to
get comments from both of you on whether or not—and that that
option would be able to negotiate with Medicare for—with the
pharmaceutical companies for lower prices, hopefully to fill the
donut hole. I wanted to get your opinion on that.

Mr. ELMENDORF. So referring to drugs specifically, CBO’s judg-
ment is that the private providers of the drug benefit do negotiate
for low prices. They negotiate with the threat of moving drugs off
of their formularies or charging higher prices for their use and that
there is no reason to expect that a public program would do better
unless it were prepared to be tougher in not covering certain drugs.
If it were tougher in writing its formulary, then it could avoid—
then it might negotiate for lower benefits, but that would be the
crucial—lower drug costs, that would be the crucial factor.

More generally in health care reform, when people talk about
public plans competing with private plans, I think designing a sys-
tem in which a public plan could compete on a level playing field
is extremely difficult. It raises issues of what the providers are
paid. It also raises issues of selection, of patients across plans and
hovgl sick they are. It is issues about how the financial risk is dealt
with.

Ms. SCHAKOWSKY. Are you saying whether a public plan could
compete with a private plan? Who would be disadvantaged? Which
would be disadvantaged?

Mr. ELMENDORF. I am saying that if the objective is to have them
complete on a level playing field——

Ms. ScHAKOWSKY. Well, I know. Who would be disadvantaged?
For whom would it not be level?

Mr. ELMENDORF. Well, under current payment rates, then a pub-
lic plan would be less expensive because—than the private plan,
the reasoning from the Medicare example, where the government
does push down reimbursement rates. That would be a benefit for
the public plan. The issue is, it depends on how you design the sys-
tem. So there are risks associated with running health plans. If the
public plan didn’t have to insure itself against that risk, it was just
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the taxpayers holding the bag, then that would be an advantage for
a public plan relative to private plans that have to charge enough
to cover that risk. It depends on how it is designed. If public plans
ended up with sicker patients than private plans because perhaps
they managed benefits less tightly, that would be a disadvantage
to public plans relative to private plans. So it is a set of parameters
that you and your colleagues will pick that would affect whether
a public plan is advantaged or disadvantaged.

Ms. SCHAKOWSKY. Does it matter that the CEO of Cigna in 2007,
for example, made $22.7 million, a cool $23 million more than the
President of the United States in a year, and the kinds of overhead
costs that private plans have as opposed to Medicare, for example?

Mr. ELMENDORF. Yes. So administrative costs are including the
costs of paying executives are another fact that I forgot to mention.
Medicare does have lower administrative costs

Ms. SCHAKOWSKY. For profits for shareholders.

Mr. ELMENDORF [continuing.]—And large employer returns. That
is right. But remember, the profits for shareholders, part of that
covers the risks that I have just discussed. It covers the cost of the
capital that goes into managing these plans. So some of that—that
is why I said, it depends importantly on:

Ms. SCHAKOWSKY. How is it—my time is running out. How is it
that the United States of America pays 40 percent more than the
closest country for health care, causing the President of the United
States to say I think in response to something that Mr. Pallone
said, are you saying that there is not enough money in the system
currently to cover everyone. Are you saying there is not enough
money in the system right now to cover everyone?

Mr. ELMENDORF. Oh, no. I didn’t say anything like that. What
I said in my testimony, and is the position of CBO, is that covering
everyone would be expensive, that there is also a lot of dollars
spent in the health care system for which we are getting a little
or no improvement in health, but that rooting out those dollars
without also reducing some services that do improve health is chal-
lenging, and we talked and I think most people agree about the im-
portance of information, the importance of incentives to use that in-
formation, but exactly how to do that and how to do that in the
short run is not so clear. Again, the direction is clear but how effec-
tive that can be, whether that can save enough money to cover the
increase in health care that would be delivered to the currently un-
insured is much more difficult.

Mr. PALLONE. I am going to take 30 seconds here as the chair-
man. What the President actually said in response to my question
at the summit, and I think, you know, it hasn’t been laid out here,
is that, you know, you can have a lot of cost efficiencies and that
can contribute to expanding coverage but he said that you do need
a lot of up front. In other words, those savings may occur as the
reforms kick into place but initially you are going to need a new
source of revenue up front because a lot of things that we are talk-
ing about have large costs up front and then the savings come
later. So, I mean, that is one aspect of this that we have to think
about. But I want to thank the gentlewoman.

Mr. Rogers.

Mr. ROGERS. Thank you, Mr. Chairman.
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Thank you both for being here today. You said some things made
me scratch my head a little bit and I think we are kind of dancing
around some pretty important issues here because we don’t want
to use the words that we know inflame the fears of most Ameri-
cans, and that is rationing. And I have to tell you that as a Michi-
gander, you know, we can see directly the impact of a government-
controlled system for health care in Canada, and as one Canadian
told me, that if you break your leg in Canada you have the best
health care ever. If you get sick, it is the worst in the world. And
I think what they are talking about is sustaining that system of
health care is very difficult, and I find it interesting that there is
a great number of our surgeons who do cash business with Cana-
dians on weekends for hips and knees because the system in Can-
ada just rations care for elderly, and elderly starting in their 60s.

And you said, Mr. Elmendorf, a couple of things that I found in-
teresting. You talked about in this government-run plan that they
would hunt for bargains and do those kinds of things and you said
and in order to work they would limit what coverage they had and
then later in answering questions you said in order for this to work
there had to be some limitation for maximum effect on costs. And
then I want to go back to something you said in your testimony.
You were talking about the comparative effectiveness language
would ultimately have to change the behavior of doctors and pa-
tients, and if they are basing that on information available in a
doctor’s decision between a doctor and a patient, I am for it. That
is a great idea. But later you say bringing about those changes
would probably require action by public and private insurers to in-
corporate the results in their coverage and payment policies. You
are quite clearly advocating for rationing care through what is cov-
ered, and here is my concern. Eighty-five percent of Americans
have coverage. We often talk about the 15 percent. And it seems
odd to me that we are going to say because we have this 15 percent
that we should figure out a way to get access to health care, we
are going to start rationing care for the other 85 percent who enjoy
some pretty good health care in the United States. And maybe you
can help me untwine that in both your oral comments and your
written testimony.

Mr. ELMENDORF. So first let me be clear. I am not advocating for
anything. CBO does not make policy recommendations. So nothing
in the testimony or in my answers to questions says that Congress
should proceed certain ways on policies. What my testimony does
say and which I stand by is that more information by itself is not
going to have as large an effect on—just providing information will
not have as large an effect on practice patterns and on costs as cre-
ating incentives for providers and patients to make use of that in-
formation. And I think that is consistent in what is written here
and the answers I have given to questions.

Mr. RoGERsS. OK, but it says you require action to incorporate
the results of coverage. So when you say incentives, are you saying
they should build that into the coverage, meaning they should re-
strict certain——

Mr. ELMENDORF. I am not saying they should. I am saying that
the rising costs of health care, which are linked to the increasing
utilization of expensive services, that that rate of increase would be



111

changed more if private insurers or public insurance plans created
incentives for providers to take account of information about what
was and was not most effective, and some of that information will
be able to get counted anyway but not as much if there are finan-
cial incentives.

Mr. ROGERS. I think we are still talking around it but you say
that you are not advocating, even though I would say “probably re-
quire” sends a pretty clear message where you are going there. But
in the other countries, and we have seen it in the U.K., breast can-
cer, kidney cancer, Alzheimer’s and hip and knee replacements
happen to be a big one. I think in the U.K. they just had one as
young as 62 was denied care and coverage for a knee replacement.
How do we avoid that? I mean, I think if we were going to be hon-
est with Americans, we have to tell them, hey, this is what is com-
ing because the only way we can fix the 15 percent problem is, we
are going to take it away from the 85 percent who have coverage.
I just think we are smarter, better, more innovative than that. I
think there is a way to do that. But how do you stop that from hap-
pening, given your testimony today?

Mr. ELMENDORF. So let me just be clear one more time. The testi-
mony says to reduce health spending, results of comparative effec-
tiveness would have to be used in certain ways. Bringing about
these changes would probably require—again, it is not a statement
of CBO’s preferences. It is the chain of logic of what would be re-
quired to affect the path of health spending.

I think the crucial point that many of us have made here today
is that a large share of U.S. health spending does not seem to be
improving health. You can look at—and one particular piece of evi-
dence for this is the geographic variation in spending under Medi-
care that does not appear to be correlated with quality of care, as
judged by the measures that are available. That holds open the
possibility, I think the very important possibility, that more evi-
dence of what works and incentives to use it could squeeze out that
money. It is a lot of money, by some estimates $700 billion a year.
As I noted before, doing that without affecting care that does im-
prove health is not an easy task to accomplish, even if analysts
generally agree on some other plausible directions. So I think that
holds open the possibility that we can reduce care that is not very
useful and save a lot of money through doing that.

Mr. ROGERS. That I understand. I just—I think your words some-
times—you were kind of parsing around what you are trying to say
and you are trying to say in order for it to work, you have to limit
coverage in the future under government-run plans. I get it. As a
matter of fact, you also said that under a government plan, they
would push down reimbursement. Well, if you have ever had a
meeting with a medical provider in the last month and a half, and
I am sure you have, they can’t get the reimbursement they need
today, and it is having this inverse impact on private insurance
companies trying to be asked to hold the burden of the govern-
ment-run plan that pushes it down. So you are going to destroy
competition in the market. I don’t know how you think that works.
And I don’t know about my colleagues, we are getting calls in my
office, people are in a panic because in cancer care reimbursement,
where I think that you all have completely missed the boat, they
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are calling and saying they are not taking any new patients under
Medicare because the reimbursement rates are wrong and they lose
money. So to start out the premise that the government is going
to push down reimbursement rates as a way to control costs and
somehow a private plan is going to survive, it defies the logic of
viflha:c) is going to work in the marketplace. How do you reconcile
that?

Mr. ELMENDORF. Again, I am not advocating pushing down reim-
bursement rates. What I am saying is that under the current Medi-
care system, Medicare pays less to providers than private payers
pay. A number of options that we have considered, a number of
MedPAC has recommended in fact, but we don’t make rec-
ommendations, a number of those options that have been discussed
would reduce payment rates. In fact, under current law, as you
know, physician payment rates under Medicare will drop very, very
sharply this year. The evidence suggests that the shifting of costs
to the private sector is not as acute as one might worry, that in
fact the private insurance companies negotiate with the providers
and achieve the rates of reimbursement that they can. To the ex-
tent that Medicare and even more so Medicaid pays less to doctors
and to hospitals, that is taken out mostly in some combination of
reduced quality or reduced amenities for those hospitals and doc-
tors. I am not clear how much of that, though, as I said, spills over
to the private sector.

Mr. ROGERS. I appreciate it.

And just as a follow-up to Mr. Hackbarth, if we had had a gov-
ernment-run prescription plan under Part D, what would it have
done to the competitive plans in Part D, in your estimation?

Mr. HACKBARTH. Well, MedPAC has never looked at that issue
specifically. Of course, we have spent a lot of time looking at Medi-
care Advantage, which is a system where we have a public plan
and private plans competing with one another, and there, far from
the playing field being tilted in favor of the public plan, it has been
tilted significantly in favor of the private plans. So in one real-
world experience we have with this idea, the fears that well, the
public plan gets favorable treatment has in fact not been the case.

Having said that, you know, I am a strong believer that we need
both strong public plans and private plans in our health care sys-
tem. I have worked in both. I worked in what was then HCFA, ob-
viously deeply involved in Medicare issues now. In my prior lives
I have worked at premier HMOs. So I understand a bit about both.
I think they bring distinctive strengths, different strengths, com-
plementary strengths. On the one hand, Medicare is a public plan,
as noted earlier, has low administrative costs, in part because of
scale, in part it doesn’t incur marketing expense and profit as dis-
cussed earlier. In addition to that, because of its size, it is able to
command low prices. On the other hand, private plans have some
advantages as well. They are more flexible than a government plan
can ever be. It is easy for a private plan to change how it pays pro-
viders to better regard the sort of behavior that we have been talk-
ing about today. It is a cumbersome process for Medicare to make
those changes. It involves legislation and regulation writing in
CMS and the like. So private plans have more flexibility there. In
addition, private plans have the opportunity to try to identify a se-
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lect group of particularly efficient high-quality providers and direct
patients to them, which is not feasible in a public program like
Medicare.

So you have two types of health plans potentially competing with
one another, offering different things to Medicare beneficiaries.
Some will like the public plan for what it offers, the free choice of
provider and the like. Others might like Kaiser Permanente as an
alternative. Rather than saying we want one or the other, I think
we ought to be striving to build a system that has both strong pub-
lic plans and private plans competing on a level playing field.

Mr. PALLONE. Thank you.

Ms. Baldwin.

Ms. BALDWIN. Thank you, Mr. Chairman. One quick comment be-
fore I get to my questions. I know we have had a little of discussion
about public plans versus private plans and the playing field, and
even in the Medicare Part D context. I would draw attention to the
fact that I think Wisconsin is the only State that does have a pub-
lic plan in the Medicare Part D program called Senior Care. It was
based on a pharmacy waiver that was granted prior to enactment
of the Medicare Part D program. It is wildly popular to the degree
that on a bipartisan basis, every member of the Wisconsin delega-
tion weighed in to try to keep that program in existence as the
Medicare Part D program was phased in. And I think it would pro-
vide an interesting analysis for some of the—you know, to see
whether some of the comments we have been hearing really have
a basis or not.

Chairman Hackbarth, I wanted to explore with you and have you
talk a little bit about the value of demonstration projections as a
way to go from current payment systems to perhaps testing some
of the recommendations that MedPAC has made for reform. Con-
gress, it seems, has funded through Medicare legislation for years
demonstration projects such as the physician group practice dem-
onstration or the premier hospital demonstration yet it seems like
we fund those projects and don’t insist that they are replicated
elsewhere or expanded on a much more broad scale. I am curious
about their value to inspire confidence that new models of payment
will achieve desired results and whether we ought to be looking at
more. Please comment.

Mr. HACKBARTH. I worry about this a lot, and more and more
over time, and I think it is an issue that MedPAC is going to try
to think through systematically, but let me offer some personal
thoughts. We have got to make a lot of payment changes for all the
reasons that have been discussed today. The changes that we need
to make are sometimes operationally complex and uncertain in
terms of their effect on cost and quality and so it stands to reason
that we may want to do tests of them first. The fear that I have
about the process that we have been using is that often the tests
are small and so our ability to detect meaningful results is com-
promised. They are small projects that run for a few years and we
are trying sometimes to affect things that will only materialize over
a longer period of time. There is almost a bias in the design to find-
ing no effect, and then we throw out the idea and say well, that
didn’t work and we will go on to something else when in fact it may
be in part a function of the limits of the design.
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A second issue is that even when things work, and I think you
were pointing in this direction, then they have to come back
through the legislative process for further consideration, maybe
modification, in ways that might undermine whatever success we
found in the demonstration. And so it seems to me that Congress
may want to consider ways that we can accelerate that process, do
more of what we have referred to as pilots, large-scale tests that
will be better able to find whether it works or not, and if it works
according to pre-established standards, move immediately towards
implementation as opposed to saying let us now go back through
the legislative process again. So those are a couple ideas but I
think we need to look at the whole process of innovation in pay-
ment and figure out where we can take out unnecessary steps and
unnecessary resources and streamline that process. We have to get
better way faster than we are right now.

Ms. BALDWIN. You and I have had a chance to talk about this
sort of pilot idea before. You would conceive of that under the aus-
pices of CMS, and are there good examples of that working in the
past or is this something that we would need to authorize?

Mr. HACKBARTH. Well, the most recent example was in the dis-
ease management pilot. It was retitled, I think, Medicare Health
Support or something like that, and the intervention that was
being tested was having third-party disease management entities
counsel patients, provide information, make sure they take their
meds and whatnot. In that case, the intervention was pretty large
scale. The test was pretty large scale and the finding was no effect,
but the legislation had authorized the Department to go ahead and
implement program-wide it if had worked, and they found that it
didn’t so we didn’t go down that path. We need to do more of that.
I think that is a model worth maybe tweaking some but exploring
for future projects, and bundling is an example that we have sug-
gested a pilot approach.

Ms. BALDWIN. Thank you.

Mr. PALLONE. The gentlewoman from California, Ms. Capps.

Ms. CAppS. Thank you, Mr. Chairman, and thank you both. I
read your statements. I wasn’t able to be here. But I have a ques-
tion for each of you and I know I have 5 minutes, so we can base
it accordingly. Both of you discussed the fact that we lack primary
care coordination of and incentives for primary and preventive
care.

Mr. Elmendorf, you mentioned in your testimony that the poten-
tial effects of initiatives where we might invest more now, which
preventive care is all about, and not realize the savings until later.
This would be certainly true in efforts to offer preventive care serv-
ices but right now the CBO doesn’t even allow us to account for
savings, and as I have often said about a field that I care a great
deal about, which is preventive health care as a public health
nurse, there is no special interest group pushing for preventive
health care. And so my question is, how do we integrate into our
proposals a way to realize that the savings later are what we are
investing now for, and if you could give me your response to that.
I have a different question for you, Mr. Hackbarth.

Mr. ELMENDORF. So Congresswoman, CBO does not just as a
blanket matter ignore the health effects of changes in policy. The
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tobacco example was raised earlier as a case where we very specifi-
cally look at the effects of higher tobacco taxes or tougher tobacco
regulation and try to trace that through to the effects on spending,
for example, in Medicaid, the number of premature infants that are
born and the costs of that. So we are very actively looking for evi-
dence to help us trace through the effects of changes in policies on
health and then on federal and on private health spending later.
So in no sense are we putting those issues to the side. We are fo-
cused on them. The problems that I mentioned are lack of evidence
in many cases or very long-run effects in many cases and it is just
more difficult to trace things out over several decades.

Ms. Capps. When you talk about tobacco smoking, it is a specific
act, and when you talk about prematurity there is a specific entity
surrounding it. I guess what I am talking about in the area of pre-
vention some harder measures that may be more pervasive. Com-
prehensive health education for kids in a school curriculum is a
subject dear to my heart. There is no—most school curricula have
no place for it today, and if we were to target things like that,
maybe not that specifically, where it is general education but tar-
geted towards preventive health care, are you looking to us or to
some study group to measure the impact of the input and then
some kind of impact and outcome?

Mr. ELMENDORF. Yes. So we looked to outside researchers to
guide us in the choices that we make in our estimating process. So
on the tobacco front, there has been a wide range of research about
the effects of tobacco on health outcomes.

Ms. CapPs. How about obesity and diet and exercise?

Mr. ELMENDORF. And I think that as well. I think on obesity,
there are several steps of the prevention that have to work. So I
think there is a good deal of evidence about the effects of obesity
onuhealth problems, less on how particular public policy changes
wi

Ms. CAPPS. So that is what we need to work on.

Mr. ELMENDORF. And that is what we look for.

Ms. CAPPS. And I hope there are some outside researchers listen-
ing who will help us take the ball. I want to turn to another topic,
but that is one that certainly needs to be explored further, and I
appreciate what you have just said.

Mr. Hackbarth, in your testimony you alluded to the declining
number of medical students pursuing a career in primary care.
This has been well demonstrated. Could you please expand on how
you do the correlation between Medicare reimbursement structure
and this decline? And if I could just roll all my questions together,
you will understand. Could you offer some suggestions on how we
would need to restructure a payment system to incentivize primary
care and how this would then spill over to private payers?

Mr. HACKBARTH. So the first question, the relationship between
payment levels and the decline in interest in primary care, I am
not going to be able to point to particular studies off the top of my
head but we could——

Ms. Capps. Maybe you could get back to us if you know of some.

Mr. HACKBARTH. But certainly in talking to people involved in
medical education including some of our commissioners and other
people that I work with in other walks, what I hear from them over
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and over again is that medical students considering their career op-
tions often point to a couple things about primary care that make
it unattractive. One is the income level relative to other specialties.
Second is the demands, the lifestyle demands that they experience
in primary care as opposed to some of the other specialties.

Ms. CapPps. Do you think the cost of medical school has anything
to do with that? I am seeing a lot of people nod behind you.

Mr. HACKBARTH. Yes, it certainly could. Obviously if you are
making a salary or an income that is two or three times larger you
can pay off those medical school loans a lot faster.

Ms. CapPs. Exactly.

Mr. HACKBARTH. And so the cost of medical education is not
equal for all specialties but it tends to be a real problem for people
concerning primary care. As far as what to change, we have made
three types of recommendations. One, you are familiar with the
process of establishing the fee levels, the relative value of scale,
and we have identified what we think are some problems with how
that process works. In particular we think the process focuses more
on things that are undervalued and increasing values than things
that are overvalued and need to be reduced. The net effect of that
bias that we have seen in the system is to hurt primary care fees.

Ms. Capps. Exactly.

Mr. HACKBARTH. And some steps are being taken to reform that
process that we are cautiously optimistic about. The second thing
that we have recommended is what we refer to as a primary care
modifier. It is basically a bonus for physicians and other clinicians
who through their practice demonstrate that they are committed to
primary care. So it would be a modifier. You would get your fee
plus an increase of 5 or 10 percent if you are designated as a pri-
mary care clinician.

The third thing that we have recommended is a large-scale pilot
of the medical home idea, a key element of which is to say for pri-
mary care because of the unique nature of the specialty, we ought
to pay not just fee for service but on top of that pay a lump sum
per patient to cover activities that are not included in the Medicare
fee schedule, various counseling activities, following up on specialty
referrals and the like, plus give primary care practices money to
build some infrastructure including hiring staff that would allow
them to more effectively coordinate care, especially for complex pa-
tients.

Ms. CApPS. Has that proposal

Mr. PALLONE. We have got

Ms. Capps. I know. I would like to follow up on that topic with
you.

Mr. HACKBARTH. I would be happy to talk more about it.

Mr. PALLONE. Thank you.

The gentlewoman from Ohio, Ms. Sutton.

Ms. SuTTON. Thank you, Mr. Chairman.

Mr. Hackbarth, I understand you may have touched on this al-
ready but I would just like to expand it a little bit. In your testi-
mony you mentioned that one way to cut costs from Medicare is to
reduce payments for hospitals with relatively high readmission
rates for select conditions. You go on to say that we know that
some readmissions are avoidable and in fact are a sign of poor care
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or missed opportunity to better coordinate care, the premise being
of course that keeping readmission rates down is critical not only
for saving cost but for quality care. I am interested though in what
criteria would be used to deem a readmission as unnecessary or
avoidable. I mean, how do we know that are only penalizing hos-
pitals for readmissions that could have been avoided?

Mr. HACKBARTH. Let me just begin with a little bit of factual
background. If you look at the rate of readmissions within 30 days,
it varies according to the type of admission it is. The rate is higher
for some things than others. Take a condition like congestive heart
failure or chronic obstructive pulmonary disease, very common rea-
sons for admission among the Medicare population. You see as
much as a fourfold difference in the readmission rates between the
hospitals that are the best and those that are lagging. So we are
not talking about small differences here. There are quite large dif-
ferences. Our approach would be to look at the readmission rate
and set a threshold and obviously this is policy judgment about
how high to set that threshold but you could set it at quite a high
level so that, you know, you are basically hitting institutions that
are way, way above the mean, way above the average in terms of
this performance on this dimension and we believe that with appro-
priate incentives, and it could be structured different ways that by
focusing people’s attention on it, we can improve performance, and
there are models that they can look to. There are institutions. Don
Berwick’s organization, the Institute for Health Care Improvement
has really started to focus on teaching hospitals the things that
they can do to reduce their readmission rates. So you want an in-
centive coupled with support information on how to improve.

Ms. SUTTON. Again, and this is an example in a way of those pre-
ventative measures we can take to reduce cost, what we don’t want
to do is though have an incentive that goes too far the other way
and people who need to be readmitted aren’t readmitted, so that
is the balance there.

Mr. HACKBARTH. Absolutely.

Ms. SurTtOoN. Mr. Elmendorf, you know, I understand that in
keeping with CBO’s nonpartisan role you can’t offer recommenda-
tions on any specific policy options, but do you think if we fail to
enact some meaningful health care legislation in this Congress,
that the cost to tackle reform down the road will be greater, and
if so,?in what specific areas do you foresee the highest increase of
costs?

Mr. ELMENDORF. Congresswoman, I appreciate your under-
standing of the role of CBO in this regard. Many analysts would
agree that the changes in the health care delivery system that
would be needed to improve the efficiency of delivering care will be
changes that cannot be made overnight. As I said in my testimony,
there are decades of experience following the rules as they have
been laid down, the structures, the policies that have been created,
and a lot of ingrained habits, and devising the rights sorts of incen-
tives, collecting the right sort of information and then letting the
health care professionals make the improvements in what they do
is a task that will take time. So the sooner the process is started,
the more unnecessary and ineffective care can be avoided. The
longer that policymakers wait to create the incentives and help to
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provide the information, the more unnecessary and ineffective will
be given, and because the rising cost of health care imposes such
a burden on the federal government and on the private sector, the
more it will be necessary to make starker, more radical changes to
balance budgets, to let employers and families pay for health care
down the road, and starting sooner is a way to make the changes
most based on evidence and the most effective way.

Ms. SutToN. Thank you.

Mr. PALLONE. Thank you.

Mr. Murphy.

Mr. MURPHY of Connecticut. Thank you very much, Mr. Chair-
man.

It is curious to me listening to people talk on this panel and in
other forums about how we talk about this issue of rationing as if
rationing is some futuristic, catastrophic development that is going
to happen in our health care system when we know it happens
every day right now. Medicare makes decisions on who gets care
and who doesn’t, this Congress makes those decisions, and in par-
ticular private insurers make those decisions, sometimes based on
medicine but other times based on cost. And so I wanted to bring
one particular difference that I see between private plan manage-
ment and public plan management to your attention and get your
thoughts on it.

When I was chair of the health committee in the Connecticut
State Legislature, we brought in our insurers one afternoon to talk
about a development that occurred in that the insurers had essen-
tially stopped covering bariatric surgery across the board. Now, cer-
tainly there are a lot of abuses in bariatric surgery where it is
more cosmetic than medical but we know that there plenty of cir-
cumstances in which it saves lives and reduces enormous costs
later on in the system. The answer that we got from the insurers,
not necessarily when they were all sitting together but privately
was that because the average time that an individual spends on
their particular plan is only two or three years before they switch
to another plan, that it didn’t make sense for them to pay for that
enormously expensive surgery up front if they weren’t going to bear
the benefits of the person’s extended health down the road. And it
seems to me to be a particular handicap of a private insurance sys-
tem where people now even if they stay with an employer or move
from employer to employer are moving from plan to plan over a
long period of time. It is a perfect example of the tragedy of the
commons. If they all made the decision to cover bariatric surgery,
they would all be benefited, but they don’t because they are calcu-
lating that they are going to pay the cost and not receive the bene-
fits.

And so in evaluating whether we—the question to you, Mr.
Hackbarth, is how do you look at that particular problem as you
weigh the benefits of public or private plans? And then to Mr. El-
mendorf, in terms of looking at how you score a new system that
is reliant on the existing system of private plan management or an
expanded public option, is that an issue that gets considered in
your cost estimates?

Mr. HACKBARTH. A couple thoughts. Earlier I was talking about
public plans and private plans, each have distinct advantages, and
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if you are a private plan and you are in a market where there is
lots of turnover in your enrollee population, it would be surprising
if they didn’t make the sort of calculation that you were talking
about; I am not going to have this patient in the long run, and that
could influence their thinking. I don’t think that is true of all pri-
vate plans, however. There are some like Kaiser Permanente who
take the long-term view, in part because they have pretty good sta-
bility in their membership but in part also because it is the right
thing to do. So I wouldn’t want to cast all private plans in the light
of being, you know, calculating green eyeshade types that are just
looking for short-term profit. Some are that way, others are not.

The last comment I would offer on this whole subject of rationing
is that it has been characterized, well the haves and the have nots.
That is an important dimension of the debate but let us just focus
on the haves for a second. I think we are all of two minds about
the soaring cost of health care. If we are the patient or our loved
one is the patient, of course is only natural that we want access
to the latest, most innovative treatment that can help them get
better. On the other hand, we are also all taxpayers and premium
payers. You know, Mr. Elmendorf can correct me if I am wrong but
I think this most recent economic expansion was pretty unusual in
that the median income did not rise, and a big part of that was
health care was taking the money out of people’s pockets and a lot
of Americans are very worried about that in addition to the possi-
bility of losing their health insurance altogether. So, you know, I
don’t think this is a haves versus have nots. We have got finite re-
sources as a society. We need to figure out how to use them most
effectively to achieve all the things we want to achieve.

Mr. ELMENDORF. To the extent that a public plan would provide
more services now that would save cost down the road, that is
something we would try to incorporate in our estimates. As I have
said a couple of times, it is very difficult to track all of those effects
but certainly something we would try to have in mind. The only
thing I would just add is that incentives can be created for private
plans that would not otherwise do the sorts of preventive services
that are important to do them. The government could pay for vac-
cinations, flu shots, things of that sort administered through pri-
vate plans or through public plans so there are ways to work
thrﬁugh the private plans to accomplish some of those objectives as
well.

Mr. PALLONE. Thank you. I think that concludes our questions,
so I want to thank you very much. First of all, you raised some
major new ways of doing things and looking at things and all the
cost efficiencies. It was very helpful in terms of our trying to craft
health care reform. So thank you very much.

I will ask the next panel to come forward. Let me welcome all
of you and introduce everyone. Starting on my left is Jack Ebeler,
who is vice chair of the Committee on Health Insurance Status and
Its Consequences of the Institute of Medicine, and then is Alan Le-
vine, who is secretary of the Louisiana Department of Health and
Hospitals, and then we have Dr. Todd Williamson who is president
of the Medical Association of Georgia, and finally Dr. Gawande—
I hope I am pronouncing it correctly—who is associate professor of
surgery at the Harvard Medical School and associate professor of
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the Department of Health Policy and Management at the Harvard
School of Public Health. Again, I want to thank you all and we will
have opening statements for 5 minutes.

We will start with Mr. Ebeler.

STATEMENTS OF JACK EBELER, VICE CHAIR, COMMITTEE ON
HEALTH INSURANCE STATUS AND ITS CONSEQUENCES, IN-
STITUTION OF MEDICINE; ALAN LEVINE, SECRETARY, LOU-
ISIANA DEPARTMENT OF HEALTH AND HOSPITALS; M. TODD
WILLIAMSON, M.D., PRESIDENT, MEDICAL ASSOCIATION OF
GEORGIA; AND ATUL GAWANDE, M.D., ASSOCIATE PRO-
FESSOR OF SURGERY, HARVARD MEDICAL SCHOOL, ASSO-
CIATE PROFESSOR, DEPARTMENT OF HEALTH POLICY AND
MANAGEMENT, HARVARD SCHOOL OF PUBLIC HEALTH

STATEMENT OF JACK EBELER

Mr. EBELER. Thank you, Chairman Pallone, Ranking Member
Deal, members of the subcommittee. I am pleased to present today
the findings and recommendations of the Institute of Medicine
Committee on Health Insurance Status and Its Consequences,
which is funded by the Robert Wood Johnson Foundation and
chaired by Larry Lewin. It is a particular honor to appear before
this subcommittee which I once had the privilege of staffing.

The IOM presents its findings formally in rigorous and occasion-
ally dense academic reports. Looked at another way, we present a
simple and unfortunately logical three-part story about coverage of
the uninsured. Coverage is trending down. The evidence is better
than ever before that health coverage matters for access and
health, and even the care of the insured may be affected by high
rates of uninsurance in the community and we strongly recommend
action. Let me briefly review each area.

First, since 2000, we see an erosion in employment-based health
benefits coupled with improvements in Medicaid and the child
health program. The net result is that the portion of children who
are uninsured has remained relatively stable at 11 percent while
the portion of adults who are uninsured has risen from 17 to 20
percent. The principal cause of that eroding coverage: rising health
care costs and premiums coupled with changes in the economy and
the labor market. With premiums rising about three times faster
than wages, employers are less able to offer coverage and employ-
ees are less able to afford it even if offered. Our committee con-
cluded that these trends would not reverse without concerted ac-
tion and the current recession will only make the problem worse.

Second, we find that the evidence is stronger than ever before
that even with the availability of safety net services, uninsured
Americans frequently delay or forego doctor visits, medications and
other effective treatments and those deficits in care have con-
sequences for health. We see that in particular for those who are
sick with serious health care needs, chronic and acute, for which
medical intervention can be most beneficial. Again, there is a sim-
ple logic here. Coverage and access matter more as our health care
gets better. For uninsured children, we see shortfalls in immuniza-
tions, in prescription medications, asthma care and basic dental
care, missed school days and more preventative hospitalizations.
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Uninsured adults with chronic health conditions are more likely to
have received no medical attention in the prior year and they expe-
rience more rapid declines in their health status. They are less
likely to receive vaccinations or cancer screening services, more
likely to be diagnosed with late-stage cancer and they are more
likely to die prematurely.

Fortunately, we also found good news. When uninsured people
acquire health insurance, they can experience improvements. Pre-
viously uninsured children who enroll in CHIP or Medicaid are
more likely to have their serious health problems identified earlier,
have fewer avoidable hospital stays, better asthma outcomes, fewer
missed days of schools and more appropriate preventive services.
Previously uninsured adults who become eligible for Medicare are
more likely to receive appropriate care that improves their health
and prevents costly complications. Their risk of death when hos-
pitalized for serious conditions is also reduced. We concluded that
lacking health insurance reduces access to effective health care
services and is hazardous to the health of children and adults.
More importantly, we can now validate for you that gaining health
insurance provider substantial health benefits to the previously un-
insured.

Third, we report on a potential spillover effect. When community
level rates of uninsurance are high, the insured population is more
likely to report difficulties in accessing needed care and less likely
to report satisfaction with that care. We also found that widespread
vulnerabilities in local health care delivery including emergency
care are sensitive to financial pressures that may be exacerbated
by high rates of uninsurance. The committee concluded that the
trends in coverage and the evidence of adverse health consequences
are all too clear, and while we did not advance specific policy pro-
posals we called for immediate action to address the coverage and
cost problems. Stated formally, the Institute of Medicine rec-
ommends that the President work with Congress and other public
and private sector leaders on an urgent basis to achieve health in-
surance coverage for everyone, and in order to make that coverage
sustainable, to reduce the costs of health care and the rate of in-
crease in per capita health care spending.

Thank you. I look forward to our discussion.

[The prepared statement of Mr. Ebeler follows:]
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Chairman Pallone, Representa-ive Deal, and members of the Committee, my name is Jack
Ebeler. I am honored to present to you today the findings and recommendations of the Institute of
Medicine (I0M) Committee on Health Insurance Status and Its Consequences, as detailed last
month in our report, America’s Uninsured Crisis: Consequences for Health and Health Care

(http//www.iom.ed/CMS/3809/54070/63118.aspx ).

Our Committee was convened in 2008 with funding from the Robert Wood Johnson
Foundation to update the six prior JOM reports on the consequences of uninsurance that were
issued from 2001 through 2004. Our 14-member Committee included health economists,
physicians, a nurse, and experts in nealth policy and public health with substantial leadership
experience in state and federal government, private-sector corporations, health-care delivery, and
medical research.

I will review the findings of our most recent report concerning three key questions: First, what
are the dynamics driving downward trends in health insurance coverage? Second, is being
uninsured harmful to the health of children and adults? Third, are insured people affected by high

rates of uninsurance in their community?

Caught in a Downward Spiral: Health Insurance Coverage is Declining

A number of signs point to a continuing decline in health insurance coverage. Health care costs
and insurance premiums have been growing substantially faster than the economy and family
incomes. Rising health care costs and a severely weakened economy threaten not only employer-
sponsored insurance, the cornerstone of private health coverage in the United States, but also
threaten recent expansions in public health insurance through Medicaid and the Children’s Health

Insurance Program.

2.
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Employment-based health benefits have served as the primary source of health coverage for
several generations of workers and their families. However, in the years 2000 through 2007 that our
Committee examined, rates of employer-sponsored coverage declined by 9 percentage points for
children (from 66 percent to 57 percent) and by 5 percentage points for non-elderly adults (from 69
percent to 64 percent).

The principal cause of declining rates of private health insurance coverage is the ever-rising
cost of health care. Between 1999 and 2008, family health insurance premiums rose 119 percent,
more than triple the 34 percent increase in workers’ eamnings in the same time period. Employers
are finding it more difficult to sponsor coverage and their employees are increasingly unable to
afford the premiums if offered coverage, particularly those workers with lower wages.

Fundamental changes in the workplace are also contributing to the decline in coverage. Jobs in
the U.S. have shifted away from industries with traditionally high rates of health coverage, such as
manufacturing, to service jobs, such as wholesale and retail trade, with historically lower rates of
coverage. In some industries, employers are relying more heavily on jobs without health benefits,
including part-time and short-term employment, as well as contract and temporary jobs. Early
retirees are also less likely to be offered retiree health insurance benefits than in the past.

Many more low-income Americans would be uninsured today were it not for state and federal
efforts to expand coverage in the past decade. By expanding eligibility, conducting outreach to
people already eligible, and expediting enrollment in Medicaid and SCHIP (now CHIP), which has
been reauthorized and expanded, states and the federal government have substantially increased
health coverage among low-income children and to a lesser degree among adults. The net result of

eroding employment-based coverage and improved public programs is that the portion of children

3-
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who are uninsured has remained at about 11 percent from 2000-2007, while the portion of adults
under age 65 who are uninsured has increased from 17 percent to 20 percent.

For those Americans without access to employer-sponsored or public insurance, acquiring
health insurance in the non-group health insurance market can be very difficult if not impossible. In
most states, insurers may deny applicants for nongroup coverage completely; impose either a
permanent or temporary preexisting condition limitation on coverage; or charge a higher premium
based on health status, occupation, and other personal characteristics. As a result, nongroup
insurance policies are often unaffordable, particularly for those with preexisting conditions.
Individual medical insurability also depends on how recently one has been covered by a group
health plan. Applicants with recent group coverage have some protections under the federal Health
Insurance Portability and Accountability Act (HIPAA). However, HIPAA coverage can also be
expensive, include high cost-sharing requirements, and offer only limited benefits. Moreover,
HIPAA’s rules do not protect individuals from future increases in premiums. As a consequence,
someone who suffers a serious meclical condition or trauma may be charged extremely high
premiums.

The Committee concluded that there is no evidence that the trends will reverse without
concerted action by policymakers. Current economic conditions and rising unemployment will
only exacerbate the problem as more individuals and families lose employment-based benefits and
many of them turn to public insurance programs in an exceptionally challenging fiscal time for state
and local governments. The Administration and Congress have already taken recent steps beyond
the reauthorization of the CHIP program to deal with the impact of the recession. To mitigate the
effects of expected private-sector coverage losses and increased costs to state programs, short-term

financing for some of the cost of COBRA benefits has been provided for workers who have lost

-4-
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their jobs, and supplemental federal matching has been extended to hard-pressed state Medicaid

programs. However, net losses in overall coverage rates are still expected in the near term.

Coverage Matters: Health Insurance is Integral to Personal Well-Being and Health

Important new research has emerged since 2002 when the IOM last studied the health
consequences of being uninsured for children and adults, including nearly 100 new studies that our
Committee reviewed. These new studies have confirmed and extended the evidence regarding the
harms of being uninsured that were featured in earlier IOM reports. Furthermore, rigorous new
research in the past six years has demonstrated the benefits of gaining health insurance for both
children and aduits.

Uninsured Americans frequently delay or forgo doctors’ visits, prescription medications, and
other effective treatments, even when they have serious disease or life-threatening conditions.
Uninsured children are 20 to 30 percent more likely to lack immunizations, prescription
medications, asthma care, and basic dental care. Uninsured children with conditions requiring
ongoing medical attention, such as asthma or diabetes, are 6 to 8 times more likely to have unmet
health care needs. Uninsured children are also more likely than insured children to miss school due
to health problems and to experience preventable hospitalizations.

Among working-age uninsured adults, 40 percent have one or more chronic health conditions
such as asthma, hypertension, depression, diabetes, chronic lung disease, cancer, or heart disease.
Uninsured adults with such chronic conditions are two to four times more likely than their insured
counterparts to have received no medical attention in the prior year. Because uninsured adults seek
health care less often than insured adults, they are often unaware of health problems such as high

blood pressure, high cholesterol, or early-stage cancer. Uninsured aduits are also much less likely to
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receive vaccinations, cancer screening services such as mammography and colonoscopy, and other
effective preventive services.

These deficits in care have important consequences for uninsured adults. Middle-aged adults
with chronic conditions such as diabetes or hypertension experience more rapid declines in health
than insured adults with these conditions. Uninsured adults are also more likely to be diagnosed
with later-stage cancers compared 1o their insured peers. If hospitalized for a serious acute
condition, such as a heart attack, st-oke, or major trauma, uninsured adults are more likely to die
after admission to a hospital. Uninsured adults are 25 percent more likely to die prematurely than
insured adults overall, and with serious conditions such as heart disease, diabetes or cancer, their
risk of premature death can be 40 to 50 percent higher.

Fortunately, our Committee also found good news to report: when uninsured people acquire
health insurance they can experience both immediate and long-term improvements in their health.
Since 2002, numerous well designed studies have focused on what happens to uninsured people
after they gain health insurance. For children, this research shows substantial benefits for
previously uninsured children after enrolling in SCHIP or Medicaid, particularly if they have
special health needs. Once enrolled in a public insurance program, children experience numerous
health benefits. They are more likely to have serious health problems identified early, have fewer
avoidable hospital stays, enjoy better asthma outcomes, have fewer missed days of school, and
receive more appropriate preventive services such as immunizations and basic dental care.

For previously uninsured adults, the health benefits of becoming eligible for Medicare at age
65 are substantial. Once enrolled in Medicare, these adults are much more likely to receive
appropriate cholesterol testing, cancer screening tests such as mammograms, physician services,

and hospital care. Recent evidence shows that acquiring Medicare coverage improves the health of
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uninsured adults and prevents costly complications such as hospitalizations for heart failure,
particularly for adults with cardiovascular disease or diabetes. The risk of death when hospitalized
for serious conditions, such as stroke, respiratory failure, or hip fractures, is also reduced after
uninsured adults become eligible for Medicare.

Despite the availability of some safety net services for uninsured Americans, these new
research findings demonstrate that lacking health insurance reduces access to effective health care
services and is thus hazardous to the health of children and aduits. Most importantly, based on
numerous new published studies, our Committee determined that gaining health insurance provides

substantial health benefits to uninsured Americans

High Levels of Uninsurance May Undermine Health Care for the Insured Population

National trends in uninsurance rates mask the tremendous variation in uninsurance across the
country among states, counties, and even areas within counties. For example, across zip codes in
Los Angeles County, uninsurance rates for the nonelderly population ranged from 6 percent to 45
percent in 2005.

As the size of the local uninsured population grows, even those who have health insurance
become vulnerable. While more research is needed on this topic, a growing body of evidence since
the last IOM report suggests that when community-level rates of uninsurance are relatively high,
worrisome “spillover” effects are experienced by the insured population. Rigorous surveys of 60
communities across the United States over the last decade suggest real risks to living in
communities with high rates of uninsurance. The Institute of Medicine commissioned a special
study by economists Mark Pauly and Jose Pagan to explore this issue further.

When rates of uninsurance in communities are relatively high, insured adults in those

communities are more likely to report difficulty obtaining needed health care and to be less
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satisfied with the care they receive. Privately insured, working-age adults in higher uninsurance
areas, for example, are significantly less likely to report having a place to go when sick, having a
doctor’s visit or routine preventive care (including mammography), and seeing a specialist when
needed. They are also less likely to be satisfied with their choice of primary care and specialty
physicians or to trust their doctor’s decisions.

Our Committee also examined widespread vulnerabilities in local health care delivery. These
vulnerabilities are not necessarily attributable to uninsurance but they are sensitive to financial
pressures and may be exacerbated by higher rates of uninsurance in local communities:

¢ Health care providers and capital investment tend to locate in well-insured areas (and
away from communities of high rates of uninsurance). It is common for hospitals to

focus major investments in more affluent locations with well-insured populations.

* Physicians and other health care providers are drawn to newer facilities with the most
up-to-date technologies This phenomenon makes it challenging for financially stressed
hospitals in communities with high uninsurance rates to recruit on-call specialists for
emergencies.

¢ A range of problems with hospital-based emergency services — including limits on
inpatient bed capacity, outpatient emergency services, and the availability and
timeliness of trauma care -— have serious implications for the quality of care for insured

as well as uninsured patients in need of these services.
These community effects of uninsurance are complex and not fully defined, in part because
empirical data to inform the issue are limited. Nonetheless, weaknesses in local health care delivery
are intensified by high rates of uninsurance, and these problems have potentially grave

consequences for the quality and timeliness of care for everyone in the community, both insured

and uninsured.
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Conclusions and Recommendation of the Institute of Medicine

Our Committee determined the evidence on the adverse health consequences of being
uninsured is stronger than ever before. This evidence makes a compelling case for urgent action,
because health insurance coverage matters for the health of children, aduits, and communities.
Expanding health coverage to all Americans is essential and should be done as swiftly as possible.
Without such action, preventable suffering due to the lack of health insurance will persist. Our
Committee also concluded that steps to reduce the costs of health care and the rate of increase in
health care spending are of paramount importance if coverage for all is to be achieved and
sustained. In the Committee’s consensus view, however, action to expand coverage should not be
delayed pending the development of a long-term solution to curbing underlying health care costs.
Given the demonstrated harms of lacking health insurance for children and adults, the Committee
determined that action to achieve coverage for all should proceed immediately, coupled with
concerted attention to addressing the long-term underlying trends in health care costs to assure
sustainability of the system for all.

Therefore, the Institute of Medicine recommends that the President work with Congress
and other public and private sector leaders on an urgent basis to achieve health insurance
coverage for everyone and, in order to make that coverage sustainable, to reduce the costs of

health care and the rate of increase in per capita health care spending.
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Mr. PALLONE. Thank you, Mr. Ebeler.
Mr. Levine.

STATEMENT OF ALAN LEVINE

Mr. LEVINE. Thank you, Mr. Chairman. I am here today to sup-
port systemic reform of health care in our country and to advocate
that every American have access to affordable health insurance.
However, covering the uninsured by simply expanding government
programs like Medicaid and Medicare without structural reforms
that focus on early identification of people with chronic disease and
prevention is not a solution and may in fact make the problem
Wlorse, particularly from the perspective of the States. Let me ex-
plain.

In Louisiana, we are proud of the fact that 95 percent of our chil-
dren have insurance. Most are covered through Medicaid, and
while they have coverage, only 39 percent accessed a dentist last
year. Only 55 percent of our infants zero to 15 months received
their recommended well-child visits. Our infant mortality rate is
the second highest in the Nation. Our death rate among children
is the second highest in the Nation. We have one of the highest
rates of insured children but the real question is, does that alone,
does the Medicaid one size fee for all system provide the access,
proper diagnosis and coordination of needed services. Structurally,
we argue it doesn’t. Considering that 56 percent of our Medicaid
population is African-American and nationally 56 percent of the
Medicaid population is minority, we are literally as a matter of
practice institutionalizing the very disparities that we all want to
address.

Who is accountable for the fact that 30 percent of what we are
spending does nothing to improve health outcomes, and what in-
dustry would a purchaser accept paying a 30 percent premium for
services that don’t add value? Medicaid and Medicare were origi-
nally designed simply to pay claims, a financial process, at its
worst breeding waste, corruption and fraud, and at its best sup-
porting payment policies that incent legal but unnecessary and
sometimes even harmful care. Many argue the low administrative
cost of Medicaid and Medicare are reason enough to expand a gov-
ernment solution. I argue it doesn’t cost anything to simply pay
claims. The comparison simply isn’t a fair comparison. The hidden
cost of the inefficiencies caused by not coordinating care, not man-
aging chronic illness and chasing fraud costs tens of billions of dol-
lars each year that is not counted toward the administrative costs.

To quote Dr. Emmanuel, special advisor to the President on
health care reform, the health care delivery system is a frag-
mented, fee-for-service arrangement emphasizing delivery of more
services rather than the right services. I couldn’t agree more. Why
is the C-section rate 122 percent in Minneapolis but 26 percent in
south Florida? Why does Louisiana have the highest Medicare cost
per capita but the worst health outcomes? Just last week, three
more physicians in south Florida were arrested for infusion therapy
fraud. In 2005, providers in two south Florida counties submitted
more than $2.2 billion in claims for infusion therapy, 22 times the
total filed by the rest of the country combined, even though only
8 percent of the HIV/AIDS population lives in south Florida. We
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will never catch up with fraud or inefficiency if our system is de-
signed to pay claims first and then ask questions later. It is simply
difficult to manage.

Even States are forced to resort to gimmicks in Medicaid to opti-
mize federal funding, a persistent source of frustration for Con-
gress, the executive branch and for the States. We believe the solu-
tion is a structural reform that provides each American with access
to health insurance, harnessing the resources and infrastructure of
the private sector and government. Consumers should have a
choice with government acting in its proper role of ensuring trans-
parency and providing the system with proper oversight.

I again agree with Dr. Emmanuel, the President’s advisor, who
has said the advocates for a single-payer system fail to recognize
the very organizations with the infrastructure necessary to coordi-
nate care and implement the technology to develop rational pay-
ment models are the very insurance organizations they disfavor.
Opportunities exist to correct the tax code to eliminate the bias
against individuals, particularly low-income individuals. Rather
than segregate the poor into government programs like Medicaid
where they are confined without choice to poor outcomes, low-in-
come Americans could be provided with premium assistance and be
permitted to choose their own certified health plan that meets
stringent requirements. The premiums should be risk adjusted and
align the financial incentives with early identification of people
with chronic conditions so they can be properly managed. Each
plan should be measured publicly on key performance metrics, par-
ticularly for children, and we should focus on things like manage-
ment of chronic disease, engaging consumers in their own behav-
iors, and I will tell you, the evidence as I will talk about during
the Q&A shows that these models work. They have worked in Cali-
fornia, they have worked in New York, they have worked in Ari-
zona, they have worked in States all over the country, and we have
shown actually that avoidable hospitalizations were reduced by 30
percent for minorities in California by using this model.

I look forward to answering your questions, particularly as it re-
lates to the medical home model. We think that has to be the heart
of any reform as well as investment in creating more primary care
physicians and dealing with the medical liability system.

Mr. Chairman, I appreciate the opportunity.

[The prepared statement of Mr. Levine follows:]
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Thank you, Mr. Chairman. My name is Alan Levine. | am the Secretary of Health for Louisiana
and served a similar role in Florida. | have operated rural and urban public and private hospitals
and health systems, and have seen the healthcare system function - not from a single silo, but

from its many interacting parts.

I will start by saying that our nation’s health enterprise is full of success stories and miracles
borne through innovation and the compassionate touch of millions of professionals who must
practice every day within the constraints of what the mounting evidence shows is a
fragmented, dysfunctional system. | am here today to support systemic reform of health care
and to advocate every American having access to affordable health insurance. However,
covering the uninsured by simply expanding government programs like Medicaid and Medicare
- without structural reforms - is not a solution, and in fact may make the problem worse ~

particularly from the states’ perspective. Let me explain by way of example.

In Louisiana, we are proud 95 percent of our children have insurance coverage. However, most
are covered through Medicaid. While they have coverage, only 39 percent accessed a dentist
last year. Only 55 percent of our infants 0-15 months received their recommended well-child
visits. Our infant mortality rate is the second highest in the nation, and our death rate among
children is the highest in the nation. We have one of the highest rates of insured children, but
the real question is, does Medicaid’s one-size-fits-all fee-for-service system provide access,
proper diagnosis and coordination of needed services? ' Considering 56 percent of Louisiana’s
Medicaid population is African American, and nationally, 56 percent of the Medicaid population
is minority, we are literally, as a matter of practice, institutionalizing the very disparities we all

want to address.

According to several reports, as much as 30 percent of what we spend in America does nothing
to improve outcomes. Who is accountable for this? in what industry would a purchaser accept
paying a 30 percent premium for services that don’t add value? Medicaid and Medicare were

originally designed to simply pay claims — a financial process at its worst breeding waste,
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corruption and fraud, and at its best, supporting payment policies that incent legal but
unnecessary and sometimes even harmful care. Many argue the low administrative costs of
Medicaid and Medicare are reason enough to expand a government - operated solution. |
argue it doesn’t cost much to simply pay claims. But the hidden cost of inefficiencies caused by
not coordinating care, managing chronic iliness, and chasing fraud, costs tens of billions of

dollars each year.

To quote Dr. Ezekiel Emanuel, special advisor to the White House on health care reform, “The
health care delivery system is a fragmented, fee-for-service arrangement that emphasizes
delivery of more services rather than the right services.” | could not agree more. Why is the C-
section rate 12.5 percent in Minneapolis, but 26 percent in south Florida? Or why does
Louisiana have the highest Medicare cost per capita but the worst health outcomes? Just last
week, 3 more physicians in south Florida were arrested for Infusion therapy fraud. in 2005,
providers in two south Florida counties submitted more than $2.2 billion in claims for infusion
therapy — 22 times the total filed by the rest of the country combined, even though only 8
percent of the HIV/AIDS Medicare population resides there. We will never catch up with the

fraud or the inefficiency if our system is designed to pay claims first, and ask questions later.

Even states are forced to resort to gimmicks in Medicaid to optimize federal funding—a
persistent source of frustration for Congress and the executive branch. Through creative means
of financing, states expend enormous effort drawing more federal dollars in order to hold their
programs together. In most cases, we do so only in form, as even while the costs continue to

rise, we struggle to maintain access to providers.

We believe the solution is structural reform that provides each American with access to health
insurance that harnesses the resources and infrastructure of the private sector and
government. Consumers should have choice, with government acting in its proper role of
ensuring transparency, and providing the system with the proper oversight. | again agree with

Dr. Emanuel, who has said the advocates for single payer systems fail to recognize the very
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organizations with the infrastructure necessary to coordinate care and implement the
technology to develop rational payment models are the very insurance organizations they

disfavor.

Opportunities exist to correct the tax code to eliminate the bias against individuals ~
particularly low income individuals. Rather than segregate the poor into government programs
like Medicaid where they are confined, without choice, to poor outcomes - low-income
Americans could be provided with premium assistance and be permitted to choose their own
certified health plan, and have a choice of public or private plans that all meet stringent
requirements. The premiums should be risk-adjusted and align the financial incentives with
early identification of people with chronic conditions. Each plan should be measured publicly
on key performance metrics, such as how well they improve access and diagnosis — particularly
for children; comply with evidence-based and technology-based management of chronic
disease; and engage consumers in their own health behaviors. Evidence shows these models
work, and in fact, when deployed, avoidable hospitalizations, particularly for minorities, has
been shown to decrease by as much as 30 percent. We should reward those plans that meet

aggressive goals, and financially punish — or even exclude — those that perform poorly.

The heart of the system should be each American having an accountable Medical Home, with
payment systems designed to reward primary care physicians who comprehensively manage
their patients rather than simplv rewarding them for seeing more patients. Providers who
follow standards of care should not face the legal risks that often unfairly follow poor
outcomes. And we need to invest in more training opportunities for future physicians to
address what will soon be a crippling shortage of primary care and allied health professionals,

with a particular eye toward underserved areas.

Finally, we must address the fragmented long-term care system and develop a strategy for how

we ensure the dignity of aging in place.
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Mr. Chairman, there are so many good things about our health care system. But we are facing
headwinds unparalleled in our history, and failure to make the right changes now can threaten
the very strengths of which we are so justly proud. We stand ready to be helpful. Thank you,

and ! look forward to answering your questions.
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Mr. PALLONE. Thank you.
Dr. Williamson.

STATEMENT OF M. TODD WILLIAMSON

Dr. WILLIAMSON. Good afternoon, Chairman Pallone and Rank-
ing Member Deal and members of the committee. My name is Todd
Williamson, and I want to thank you for the opportunity to speak
to you today on an issue that is vitally important to my profession
and my patients.

I am particularly pleased that you have included on this panel
an actively practicing physician who sees patients on a daily basis.
I am a medical doctor, board certified in neurology, and practice in
Lawrenceville, Georgia. I also have the privilege of serving as the
president of the Medical Association of Georgia and am testifying
on behalf of six State medical societies representing more than
35,000 physicians.

Medical care in America became the best in the world because
of the patient-physician relationship and the right of a patient to
select his or her own physicians. Patients have the right to pri-
vately contract with the physician of their choice. Decisions regard-
ing care and the cost of care were made as part of this coveted rela-
tionship. This relationship and the profession it fostered served pa-
tients well and attracted bright young men and women into a re-
warding field of service to their community. Clearly now something
has changed. The private practice of medicine, once the backbone
of America’s medical care system, has become nearly untenable.
Many newly trained physicians do not have the option of going into
private practice because of large educational debt and high practice
startup costs. This is especially true for primary care specialties. In
many communities, only older, established practices are feasible
and new physicians are rare. In my home county of Gwinnett, the
population has nearly doubled during my practice tenure but the
number of full-time practicing neurologists has remained nearly
constant. The number of primary care physicians has not kept pace
with the population and the number of general surgeons has actu-
ally declined. This means that it is more difficult for patients to see
the doctor of their choice.

How did this happen? The answer lies in examining how we pay
for our medical care. Initially, health insurance was a mechanism
for distributing risk, not a means of paying for all medical care
services. Soon after, third parties began paying for medical care
and they began controlling the delivery of medical care. Medical de-
cisions have become the business of third-party payers causing
delays in the delivery of care. Our patients have lost the ability to
choose where they receive care and physicians are faced with take-
it-or-leave-it contracts offered by large health plans. As the impact
of third-party payers increased, administrative burdens were
placed on physicians. When I started practicing nearly 15 years
ago, my office of four doctors employed one person to submit insur-
ance claims. We are now down to three doctors but we have three
full-time employees just to manage insurance issues. These added
administrative costs divert funds that could be used for patient
care. Simultaneously, Medicare and Medicaid rates have not kept
pace with the cost of providing care, and in many instances are
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below the cost of delivering the care. Private payers have reduced
payments dramatically using federal payment levels as guidelines.

We all know the payment system is broken. How should it be
fixed? I believe the way to heal our payment system is to restore
the patient-physician relationship by ensuring that patients have
the right to privately contract with the physician of their choice
without onerous penalties regardless of the presence of a private or
government third-party payer. The importance of this point cannot
be overstated. Medical decision making would once again be in the
hands of patients and their physicians. This will enhance patient
choice, heal the ailing payment system and once again restore the
best medical care system in the world. We hear a lot about the
high cost of medical care in our country. Please consider the dif-
ference between medical care costs versus medical care expendi-
tures. While the cost of many specific procedures and therapies is
actually lower today than in years past, we now expend much more
for care because more patients have access to more tests and thera-
pies that simply were not available in years past. We can signifi-
cantly reduce health care expenditures by enacting proven, effec-
tive medical liability reform measures that will eliminate the need
for so-called defensive medicine.

As an early adopter of electronic medical records, I will caution
you not to overestimate the savings from advances in health infor-
mation technology. We must continue to guarantee patient privacy
and ensure that medical records are kept confidential. However, re-
gardless of whatever reforms are enacted, we can preserve patients’
access to quality medical care only by ensuring the rights of physi-
cians and patients to privately contract for care.

I appreciate this opportunity to present the views of a practicing
physician to you today, and I am happy to answer any questions
you may have. Thank you.

[The prepared statement of Dr. Williamson follows:]
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Good morning Mr. Chairman and members of the committee. My
name is Todd Williamson and I want to thank you for the
opportunity to speak today on an issue that is vitally important to
our profession and our patients. I am particularly pleased that you

have included an actively practicing physician on this panel.

I am a medical doctor, board certified in neurology, and practice in
Lawrenceville, Georgia. I also have the privilege of serving as the
president of the Medical Association of Georgia, and am testifying on
behalf of six state medical societies! representing more than 35,000

thousand physicians.

Medical care in America became the best in the world because of the
patient-physician relationship and the right of a patient to select his
or her own physician. Patients were able to privately contract with
the physician of their choice. Decisions regarding care, and the cost

of care, were made as part of this coveted relationship.

! Medical Association of the State of Alabama, Arkansas Medical Society, Medical Association of Georgia,
Medical Society of New Jersey, South Carolina Medical Association, Tennessee Medical Association.
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This relationship, and the profession it fostered, served patients well
and attracted bright young men and women into a rewarding field

of service to their community.
Clearly, now, something has changed.

The private practice of medicine, once the backbone of America’s
medical care system, has become nearly untenable. Many newly-
trained physicians do not have the option of going into private
practice because of large educational debt and high practice start-up
costs. This is especially true for primary care specialties. In many
communities, only older, established practices are feasible and new
physicians are rare. In my home county of Gwinnett, the population
has nearly doubled during my practice tenure, but the number of
full-time practicing neurologists has remained nearly constant. The
number of primary care physicians has not kept pace with the

population, and the number of general surgeons has actually

declined.
How did this happen?
The answer lies in examining how we pay for our medical care.

Initially, health insurance was a mechanism for distributing risk, not

a means of paying for all health care services. Soon after third
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parties began paying for medical care, they began controlling the

delivery of medical care.

Medical decisions have become the business of third party payers,
causing delays in the delivery of care. Our patients have lost the
ability to choose where they receive their care, and physicians are
faced with “take-it-or-leave-it” contracts offered by large health

plans.

As the impact of third party payers increased, administrative
burdens were placed on physicians. When I started practice nearly
15 years ago, my office of four doctors employed one person to
submit insurance claims. We are now down to three doctors, but we

need three full-time employees to manage insurance issues.

Simultaneously, Medicare and Medicaid rates have not kept pace
with the cost of providing care, and in many instances, are below the
cost of delivering the care. Private payers have reduced payments

dramatically using federal payment levels as guidelines.
We all know the payment system is broken. How should it be fixed?
I believe the way to heal our medical care system is to restore the

patient-physician relationship by ensuring that patients have the

right to privately contract with the physician of their choice, without
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onerous penalties, regardless of the presence of a private or
government third party payer. The importance of this point cannot be
overstated. Medical decision-making would once again be in the
hands of patients and their physicians. This will enhance patient
choice, heal the ailing payment system, and once again restore the

best medical care system in the world.

We hear a lot about the high COST of medical care. Please consider
the difference between medical care COSTS versus medical care
EXPENDITURES. While the COST of many specific procedures and
therapies is actually lower today than in years past, we now EXPEND
more for care because more patients have access to more

tests and therapies that simply were not available in years past.

We can significantly reduce health care expenditures by enacting
proven, effective medical liability reform measures that will eliminate

the need for so-called “defensive medicine.”

As an early adopter of electronic health records, I will caution you to
not overestimate the savings from advances in health information
technology. We must continue to guarantee patient privacy and

ensure that medical records are kept confidential.
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However, as reforms move forward, we can only preserve medicine
as a profession by ensuring the right of physicians and patients to

privately contract for medical care.

I appreciate this opportunity to present the views of practicing
physicians to you today and am happy to answer any questions you

may have.
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Mr. PALLONE. Thank you, Dr. Williamson.

I just want everyone to know, we have three votes. We are going
to hear from Dr. Gawande and then we will break and come back
right after the votes for questions, so we will ask the panel to stay.

Dr. Gawande.

STATEMENT OF ATUL GAWANDE

Dr. GAWANDE. Chairman Pallone, Ranking Member Deal and dis-
tinguished members of the subcommittee, it is an honor to be
speaking to you today about repairing our ailing health care sys-
tem. As a clinician and observer, this is what I see. Our health sys-
tem is failing in cost, coverage, safety and value because health
care itself has become so immensely complex. I will try to explain.

The new edition of the International Classification of Diseases
identifies more than 68,000 different diagnoses that we now know
a human being can experience, and science has given us beneficial
remedies for most of them with more than 4,000 different proce-
dures and 6,000 different drugs, but the remedies are rarely sim-
ple. Each involves different steps care, risks and uncertainties,
often expensive technologies and complex coordination. This ex-
treme complexity has produced failures of coverage and of execu-
tion with large numbers of patients experiencing inappropriate
treatment, avoidable infections and other forms of costly harm.
These failures reveal that the structure of our health system is not
suited to what we have learned is required for good care. It has
three main problems. Human beings need preventive and acute
care throughout our lives including costly medications, procedures
and hospitalizations yet most Americans lack coverage for signifi-
cant stretches of time. The system doesn’t measure its successes or
failures. And third, the system has no reliable mechanism for de-
ployment of practical knowledge for ensuring, in other words, that
important discoveries actually reach the average American.

The result is a troubling mismatch. We are an industry of highly
skilled and extraordinarily hardworking individual professionals
but we work in a structure where no one is aware of, let alone re-
sponsible for, the overall effects of what we do, whether for our pa-
tients or the economy as a whole.

This reality, I want you to know, comes home to me weekly. Re-
cently I helped care for a critically ill woman in her 60s with severe
abdominal pain. Insurance coverage troubles may have played a
role. She had not seen a doctor in 15 years and had multiple pre-
ventable problems. To save her, I operated to repair her ruptured
colon, a cardiologist treated her subsequent heart attack,
intensivists managed her pneumonia and a vascular surgeon tried
to rescue her foot, which had become gangrenous and would have
to be amputated. She didn’t make it. It was all too much for her.
But there was a moment when we thought she would pull through,
and as we contemplated it and considered that when she went
home she would be unable to work, unable to eat for months and
have a large open wound, someone asked, who is going to be her
doctor, who is going to take care of her. The silence was deafening.
The answer, of course, was that we all needed to be her doctor.
Each of us would see this woman in our clinics for one of her prob-
lems but we had no real mechanism, let alone incentives, to work
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as a team and ensure that nothing fell between the cracks, that we
all worked in a common direction for her.

The great satisfaction of medicine is to have skills that help peo-
ple and to be rewarded for using them but there is also a constant
demoralizing recognition that one is but a white-coated cog in a
broken machine. Our present structure of health care with its gaps
in coverage and value has set us up for failure. A better health sys-
tem requires a few new capabilities. For one, it must provide cov-
erage for people without it, a kind of lifeboat for those left out or
dropped from care, and over the next few months we are going to
be hearing you argue until we are all blue about whether that life-
boat should be a public program, a private program or both, but
the key is that the coverage must be there and it must be ade-
quate. We must simply take that step. Just having an insurance
program, though, will not make health care better, safer or less
costly. We must also outfit the system to measurably reduce fail-
ures and increase success in health care delivery and thereby in-
crease the value of our immense investment in health care, and
that requires doing three new things.

Number one, we have to measure national statistics. We must
measure in real time the results and value of care nationally, how
many Americans suffer hospital infections, die from surgical com-
plications and other basic indicators. Our current data measure-
ment is inadequate, uncoordinated and at least 3 years out of date.
This is one-sixth of our economy, and not having these measures
is like not knowing our unemployment or inflation rate.

Second, we have to support discovery of practical know- how. We
spend $30 billion a year seeking new scientific discoveries but little
to identify how hospitals and doctors’ offices can put them all into
effective use. This is vital, lifesaving reach. My team at Harvard
and at the World Health Organization, for example, devised a 90-
second safe surgery checklist that was found to reduce surgical
complications and deaths by more than one-third. We need more
solutions like these, basic team checklists for everything from heart
attacks to infectious outbreaks, and we also need investigation of
the complex solutions you heard about today such as how to orga-
nize and bundle payments for teams to be more effective for care
and wellness and measure what is happening with them.

And third, we need to coordinate deployment. At present, new
knowledge like that safe surgery checklist, takes more than a dec-
ade to reach most Americans because no one is responsible for en-
suring dissemination. A reformed system must therefore support
active deployment.

I would like to see this work coordinated in a national institute
for health care delivery but it can be done through existing agen-
cies like the National Center for Health Statistics, the Agency for
Health Care Research and Quality, and insurers like Medicare or
a coverage program for the uninsured. The debate about how we
will do any of these things will be fierce but we must do these
things if we want a better health system and the goals are achiev-
able. By 2013, we can virtually eliminate personal bankruptcies
due to health care debt. We can make health care measurably more
effective including reducing the number of infections picked up in
hospitals by 50 percent, by becoming the first country in which car-
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diac disease is no longer the number one cause of death, and by
reducing major complications and deaths from surgery by at least
a fourth. We can improve the ability of clinicians to do their jobs
by reducing the burden of insurance paperwork by at least 50 per-
cent, and we can cut overall health inflation by at least half by
2013 and ensure no business has to spend more than 15 percent
of payroll on ordinary health coverage.

Health reform is not going to produce a utopia but we can have
transformation, which is to say we can do more than just catch up
to other countries. If we follow through on this work, we will have
the most effective health care system in the world. I thank you.

[The prepared statement of Dr. Gawande follows:]
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Chairman Pallone, Ranking Member Deal, and Distinguished Members of the
Subcommittee, it is an honor to be speaking to you today about repairing our ailing health
care system. As a clinician, public health researcher, and medical-watcher, this is what I
see: our health system is failing—on cost, coverage, safety, and value—because the
complexity of health care itself has exceeded our abilities as individual clinicians.

The Nature of the Problem

Let me explain. The new edition of the International Classification of Diseases identifies
more than 68,000 diagnoses'—68,000 different ways in which the human body can fail.
And over the last half century, science has given us beneficial remedies, if not outright
cures, for nearly all of them. But these remedies are rarely simple. Each involves
different steps in care, vexing uncertainties, often expensive technologies, complicated
systems, and coordination. We have relied on training and ever greater specialization of
individuals, but no industry in the world has to deliver on so many different service lines,
We have some 6,000 different drugs2 and more than 4,000 different kinds of procedures3,
and providing them currently entails 35 million hospital admissions®, 120 million ER
visits®, 400 million ima%ing procedures,® almost 1 billion office visits, and 3.5 billion
prescriptions each year.” What science has given us is extreme complexity. And our
system cannot handle it.

In our current health care structure, this extreme complexity has produced three kinds of
failures:

« Failures of coverage: Whether uninsured or inadequately insured, fifty-seven
million Americans reported difficulty paying medical bills in 2007, up 14
million from 2003.° On average, they had $2,000 in medical debt'® and had
been contacted by a collection agency at least once about it. " Due in part to
underpayment, half of American hospitals found themselves operating at a
loss in the third quarter of 2008. 12 And all this was before the worst of the
recession. Today, employers we could never have imagined are dropping
insurance coverage to stay afloat, or simply going out of business—even
hospitals are folding.
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Failures of decision-making: Over and over again, studies find that medical
decision-making is not nearly as consistent or reliable as people deserve. To
take just a few examples: Forty percent of patients with coronary artery
disease receive incomplete or inappropriate care; sixty percent of patients with
pneumonia do; and so do ninety percent of patients with alcohol

dependence.’ 3

Failures of execution: Even when good diagnosis and treatment decisions are
made, our execution is inconsistent. The failures can be of the simplest kind
imaginable—each year, almost 2 million patients pick up infections in
hospitals, and 99,000 of them die, most because someone failed to just wash
their hands. " '> And they can reach realms of care that are extraordinarily
complex: each year, we estimate that at least one million Americans suffer
disabling complications from surgery, and more than 100,000 die—and at
least half of these cases are known to be avoidable.'®

These failures should not be separated from one another. They are a reflection that the
structure of our health care system is not suited to what we now know is required for our

health.

The system has left gaps. We need lifelong care and prevention to maintain
productive, independent lives, with virtually all of us requiring costly
medications, major surgical and medical procedures, and hospitalizations at
numerous times during our lives. Yet our system leaves major gaps in
coverage for that care for significant stretches of time. As the Institute of
Medicine has shown, this is causing substantial rates of death and disability. 1

The system has left failures invisible. Even for the well-insured, we in
medicine do not measure or monitor how often we succeed or fail. And—as
any business can tell you—you cannot improve what you do not measure. For
example, despite doing more than 100 million surgical procedures for people
annually,'® we do not know how many of them died due to surgical
complications last year or whether our results are getting better or worse. We
do not know if the 17 million new patients with major depression are better
off being treated in 2009 than 1999. !9 Half of our states have no monitoring of
hospital infections.”® Not knowing these kinds of results is like not knowing
what our unemployment or inflation rate is. We are spending one-sixth of all
the money in our economy on health care.”! Yet we have no idea how we are
performing from one year to the next.

The system has no reliable mechanism for deploying practical knowledge.

Health care is without any reliable tools to insure new, important discoveries
will reach the average American. Here, for example, are just two discoveries
of the last few months: People with normal cholesterol levels but high levels
of a protein called CRP can reduce their likelihood of cardiac disease by half
if they take a statin.”* And working with the World Health Organization, my
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team at Harvard devised a simple, 90-second safe surgery checklist that we
showed reduced complications and deaths by more than a third in eight
hospitals around the world.” But how long will it take for hospitals and
doctors to apply this knowledge in the actual care of most Americans? More
than a decade.”® And even then it will not reach all of them. This is because
there is no one in health care taking responsibility for deployment of
lifesaving knowledge.

What we have is the picture of disorganization. It has occurred because medicine has
changed fundamentally without our quite adjusting to it. Just a few decades ago, our
knowledge was limited and provided by mostly single clinicians, given a prescription pad
or an operating room and a few people to help. So we built a structure in which clinicians
generally function and are rewarded as solo agents. But today medical knowledge is
vaster than any one of us can manage or even grasp; success now requires well-organized
teams and systems. The result is a painful and problematic mismatch: we are an industry
of highly trained, highly specialized, and extraordinarily hardworking individuals; but we
have no one who is aware of, let alone responsible for, the overall effects of what we
do—whether for individual people or the economy.

This reality comes home to me as a clinician every week. Recently I helped care fora
critically ill woman in her sixties with a severe abdominal pain. Insurance coverage
troubles may have played a role. She hadn’t seen a doctor in fifteen years and she proved
to have multiple preventable problems. To save her, I operated to repair a ruptured colon,
a cardiologist treated her subsequent heart attack, an intensivist managed her pneumonia,
and a vascular surgeon worked to rescue her foot, which became gangrenous and would
have to be amputated. She didn’t make it. It was all simply too much for her. But there
was a moment when it seemed like she would pull through. And as we contemplated it,
and considered that when she went home, she’d be left unable to walk, unable to eat for
months, and with a large open wound, someone asked: “Who’s going to be her doctor?
Who’s going to take care of her?” The silence was deafening.

The answer, of course, was that we all needed to be her doctor, Each of us would see this
woman in our clinics for one of her problems. But we had no real mechanism, let alone
incentives, to spend time as a group insuring that nothing fell between the cracks, that we
were all working in a common direction for her.

The great satisfaction of medicine is to have skills that help people and to be rewarded for
using them. But there is also a constant demoralizing recognition that you are but a white-
coated cog in a broken machine. Our present structure of health care—with its systemic
gaps in both coverage and value—has set us all up for failure. It has given us a crisis of
health care safety and public health; it has contributed to an economic disaster; and it has
left us incapable of serving our patients as we should.

Structural problems like ours cannot be fixed with a flip of a switch. As the President has
said, it took a long time for us to get into this trouble. It will take a long time to get out of
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it. But there is good reason to believe that the problem, once understood for what it really
is, can be remedied.

A Framework for Change

The mission for coverage. We all now recognize that we must create a system that closes
our gaps in coverage. As has often been pointed out, every other major industrialized
nation has successfully done so. Less often pointed out, they have done so in an
enormous diversity of ways—ranging from Switzerland’s system of subsidized private
insurance choices to Britain’s system of nationally run hospitals.”

This diversity is not because of differences in political opinion. It is because each country
built its system upon the programs they had experience with. In order to avoid mistakes
and terrible harm, that is what we will have to do. That precept sounds as if it would
severely limit our choices. But our health care system has been a hodge-podge for so long
that we have experience with all kinds of systems.

On the start date for our new health system——on say, January 1, 2011-—nothing
noticeable has to change for the vast majority of Americans who have dependable
coverage. But we want to construct a kind of lifeboat for those who are left out or
dumped out of what exists, a rescue program for the people of our country. And we have
a number of choices for what that can look like. We have programs like Medicare,
Medicaid, and the veterans’ health system that could expand to provide a public option
for people. And we have a benefits program for federal workers across the country that
can expand to provide a system of private insurance choices.

All of these are established, working programs. Each of them has advantages and
disadvantages. And over the next few months we are going to argue about them until
we’re blue in the face. But, as other countries have shown, all of them can be made to
work. Once we decide to do it, the gaps in coverage can begin closing within weeks. We
must simply take the step.

The mission for value. Just providing coverage, however, will not remedy the failures of
decision-making and execution that arc hobbling American health care. A better health
system will not be possible unless that system has components structured to serve one
critical and singular mission: To measurably reduce failures and increase successes in
health care delivery, and thereby increase the value for the country of our massive
investment in health care.

To achieve this, a reformed system must fulfill three new functions that our current
system does not:

¢ Measurement of national statistics. We must have the capacity to measure in real
time the results and value of actual care in America. This would include (but not
be limited to) how many hundreds of thousands of Americans suffer hospital
infections, death or disability from surgery, failures in mental health care, racial




153

disparities and whether we’re reducing these numbers from year to year. (Our
current data measurement, if present at all, is uncoordinated and at least three
years out of date—which is useless for health system guidance. We spend less on
measuring health care than we do on measuring agriculture.) The data should also
include measures of efficiency (including how much insurance paperwork is
required of clinicians), equitability, and benefit for workforce productivity, as
well as how much these parameters are improving over time. These measurements
provide the targets for our health care system, much the way our economic
measures of employment and productivity provide the targets for our economic
system.

e Discovery of practical know-how. We spend $30 billion a year on new
discoveries but virtually nothing on identifying the practical steps for how our
hospital and doctors offices can put them all into effective, daily use.”® This is
lifesaving research. This neglected work would identify the systems innovations
that improve American health care. It would focus on both simple solutions (such
as the production of low-cost team checklists to improve performance for
anything from cardiac disease to infectious outbreaks) and more complex
investigations (such as how to organize teams, and bundle payments for them, to
be most effective for health care and wellness).

o Coordinated deployment. My team at Harvard and the WHO is working with the
Institute for Healthcare Improvement to deploy the safe surgery checklist across
the country, as an instance of that kind of practical know-how. And in six states, it
is proving remarkably successful—Washington, South Carolina, North Carolina,
New York, Massachusetts, and Indiana. Why? Because their hospital associations
committed to helping all of the hospitals in their state adopt it. Dissemination is
not possible without coordination. And a reformed system should provide support
for this kind of coordinated deployment of practical lifesaving knowledge in
every state.

1 would like to see this work consolidated in a National Institute for Health Care
Delivery, standing alongside our National Institutes of Health. But this work can also be
done through existing agencies—with the National Center for Health Statistics, the
Agency for Healthcare Research and Quality, and our public insurers like Medicare,
Medicaid, our a future public option for the uninsured.

As we embark on health reform, we are entering a debate that will inevitably fuel fierce
antagonism over questions of public versus private coverage, how to contain health costs,
and taxes. But along the way, we must not forget that our aim—whether we are
policymakers, patients, clinicians, or citizens who must pay one way or another for health
care—is a better health system. And we have within our grasp the practical possibility of
a reformed system that can be better for both public health and our economy.

The Possibility: Health Care Transformed
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If the health reform bill you seek to pass closes our yawning gaps in coverage for people,
provides timely measurement of basic national health system statistics, supports
discovery of practical organizational know-how, and supports deployment, the results
will be life-altering for Americans. It will go down in history.

In the face of health care’s extreme complexity, this possibility may seem beyond reach.
But it’s not. We have the know-how. Our goals are achievable.

By 2013:
e We can virtually eliminate personal bankruptcies due to health care debt.

¢ We can make health care measurably more effective, including:
o Reducing the number of infections picked up in hospitals by 50%;
o Becoming the first country in which cardiac disease is no longer the
number one cause of death;
o Reducing major complications and deaths from surgery by at least one-
fourth.

s We can improve the ability of clinicians to do their jobs by reducing the burden of
insurance paperwork by at least 50%.

e We can cut overall health inflation by half and insure that no business has to
spend over 15% of payroll on ordinary health coverage.

Health reform is not going to produce a utopia. People will still face co-payments and
premiums. We will still face agonizing disputes over drug and technology costs.
Whatever the system’s contours, we will still find it exasperating, even disappointing. We
are not going to get perfection.

But we can have transformation—which is to say, a health-care system that works for all
of us. And that will do more than just catch us up to other countries. If we follow through
on this work, we can have the most effective health system in the world.
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Mr. PALLONE. Thank you. You went over, but your optimism
makes me feel good.

What we are going to do is, we have about half an hour approxi-
mately for votes and then we will come back, so we ask you to stay
here and then when we come back we will have questions. So we
are in recess.

[Recess.]

Mr. PALLONE. The committee will be called to order. Myself and
Mr. Deal are the first questioners so we might as well get started
and then I am sure the others will start coming in. I will recognize
myself for 5 minutes.

I wanted to ask Dr. Gawande the first questions. During the
health summit, and I keep harking back to that, the consensus was
clearly that we weren’t looking to make radical changes with the
system. You know, we really were just looking to improve the cur-
rent system, and I mean, politically certainly that is going to be the
easiest way to go, and of course, from my perspective, when we talk
about the current system, I divide it into three parts. One, existing
government programs like Medicare, Medicaid, SCHIP and how we
can improve those, and then the second thing would be employer-
sponsored care, which I think Mr. Ebeler stated has been dras-
tically reduced because of rising costs over the last few years, the
percentage of Americans that get their health care through their
employer is down, and then finally of course, there is this area of
creating some kind of a health market or national insurance pool
that the government would regulate in some way either with to-
tally private insurers or possibly with a government option for
those who now can’t get a government program because they are
not eligible or they don’t get it through their employer and they
have to go on the private market. So when I talk about building
on the current system, I mean those are the kinds of things that
I talk about.

But you say, I think, Dr. Gawande, that we can’t simply expand
coverage and leave it at that. In other words, we hope that we can
reduce costs and reduce growth and come up maybe with a new
funding source, as the President has in his budget, but that is all
part and parcel of the ability to expand coverage. In other words,
we are going to hopefully expand coverage by using some of the
cost savings but if all we do is expand coverage, that is not going
to be good enough.

And T also wanted to hark back to what Mr. Ebeler said because
I was thinking of my staff person in my office. You said that high
levels of uninsurance may undermine health coverage for the in-
sured population, and in the previous panel I used the example of
my staff person in New Jersey who has, I think, Blue Cross/Blue
Shield, works for me, but he couldn’t get a primary care physician
so he ended up in an emergency room. So I guess my fear is, you
know, we want to build on the current system, we want to expand
coverage but at the same time we have to make sure that it is done
in a way that improves the system and creates cost efficiencies. So
I guess I would like to know from Dr. Gawande, how do we achieve
these goals? I mean, can you walk me briefly through and show
how it is achievable to cover everyone and use cost savings to pay
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for a good percentage of it and still have a quality system? I mean,
you could talk for days but——

Dr. GAWANDE. So the short answer is that it is going to have to
happen on a path that takes a step-by-step process. So imagine on
January 1, 2011, what can we do. Within weeks we could cover an
entire population of people. We could start with people under 25,
for example, and have them in coverage by saying that we would
enroll them in a plan and it can build on the experiences we have.
It could be one that is based on something like the federal em-
ployee benefits plan which offers a range of private options. It
could be an option that is a public option building off of Medicaid
or Medicare. But that coverage part can be done. The second part
of it is whether you are able to begin to include the kinds of pro-
posals that people proposed earlier in that first panel. Do you begin
to include, for example, in Medicare and other kinds of programs
medical home and other models which start to make primary care
better, just better organized. But we have work to do on our side
in medicine as part of reform as well, and I think that includes
being able to now test ways to structure care that make it more
cost effective but more important better in safety and better in
quality.

Mr. PALLONE. Let me ask you this, and I am not trying to cut
you off, but include for me your opinion about whether there should
be a public option and whether or not we should be expanding em-
ployer-sponsored care, for example, by providing tax credits or, you
know, making it more affordable using federal dollars for that.

Dr. GAWANDE. Well, the debate over the private-public option is
a bit baffling to me. I think the question people are asking is
whether the existence of a public choice undermines the ability of
the private sector to succeed, and we live in a world that looks like
that as it is. We live in a world where we have Medicaid, we have
the VA, we have Medicare and we have private insurance. We have
a kind of flotilla of ships that provide our health care system with
a big gap because you have 15 percent dumped off of these ships
into the sea without coverage and so what we are talking about is
what is the makeup of this ship that would be a lifeboat for the
people who are left out. As a clinician, I don’t have any strong pref-
erence about a private plan. Dealing with private insurers is as
ugly to me as dealing with Medicare. I have, just like Dr.
Williamson laid out, I have a full-time person who has to manage
just dealing with insurance rejections and referral numbers and ev-
erything else and so I think a fundamental part of this is that we
include research work for the practical know-how of cutting that in-
surance paperwork and that private insurance administrative costs
for us down. I think there is a burden that I see as both a citizen
and as a physician where I wonder what is the added value of pay-
ing more for some of those private insurance costs that I am ab-
sorbing and I do think there is a burden to prove that value in
be}ng able to coordinate care and improve the value of our end re-
sults.

Mr. PALLONE. OK. Thank you.

Mr. DEAL. Well, this is a difficult onion to peel. First of all, I
would like to ask the two doctors here, both of whom are special-
ists, when we start talking about concepts like medical homes, ob-
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viously your practices depend on referrals from someone below you
in the chain of delivery. Do you have concerns about medical homes
becoming the proverbial gatekeepers that maybe absorb more re-
sponsibility than perhaps we would anticipate? Is that a concern?

Dr. WILLIAMSON. That certainly was a concern I think back in
the 1990s. I think what we saw is that the gatekeeper model really
didn’t work for anyone. It added delays, it added extra costs. I do
agree that anything that would serve as a gatekeeper function is
concerning to specialists and it should be concerning to patients. As
I understand the medical home concept as it has been presented,
it is not fundamentally a gatekeeper as that term was initially in-
troduced. So yes, I am concerned about any gatekeeper scenario but
my understanding of the medical home scenario as is being put
forth now doesn’t include that as a significant consideration.

Dr. GAWANDE. And I would agree. The medical home concept, as
I understand it, and it does shift a bit but the general idea is that
the only way the primary care physician is paid is if you are phys-
ically with the patient in your office, and compensating them for
all that time they spend on the phone, on e-mail, coordinating care
with other specialists should be done and that is a major part of
what primary care physicians do and we should make that more
attractive and better structured, and I think that would make the
specialty care better as well. The way I think of it is, we should
have a medical home but there are going to be specialists in the
neighborhood.

Mr. DEAL. Well, I agree with the concept as long as it plays out
the way the both of you have talked about.

One of the other concerns I have is that we are talking about re-
form but invariably we come back to wanting to use our current
programs as a model or a basis for expansion, and as somebody,
several of you actually have pointed out, we currently face the cri-
sis of SGR every year. The complaints that we get from both Medi-
care and Medicaid, from the provider community continue to grow,
and to anticipate we are going to dump 47 million people into gov-
ernment programs that already have their problems without struc-
turally reforming those programs I think is not feasible. Now, we
talk in terms of being able to save half or whatever of the ultimate
cost to pay for this expanded coverage from efficiencies within the
current system but then that means there is another half that
comes on top of that.

Mr. Levine, I also have a concern of, for lack of a better term,
the woodworking effect. We recognize that there is always a wood-
working effect once you have coverage of expanding the utilization.
Do you have a concern about that?

Mr. LEVINE. Thank you, Mr. Deal. I would think that anything
that we do to expand government programs can potentially have
the unintended consequence of allowing people the opportunity to
leave their private coverage and come into the public program, and,
you know, the difficulty from the States’ perspective as it relates
to Medicaid is, if that starts to occur, if you see Medicaid rolls in-
crease dramatically, we can’t serve the population we have now.
Providers, because of the rates paid in Medicaid, it is very difficult
to get specialists and even primary care. So I would be concerned
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about what we call the crowd-out. So I think States really need to
be consulted on that before that decision is made.

Mr. DEAL. Dr. Williamson, you mentioned the question of defen-
sive medicine practices and the necessity for medical malpractice
reform.

Dr. Gawande, do you agree that that is an element that ought
to be addressed in this overall discussion?

Dr. GAWANDE. I have actually written a great deal about what
I consider to be a problematic medical malpractice system. It
doesn’t work for patients, it doesn’t work for doctors and it is exces-
sively costly. One of the most—from some of the research work we
have done, though, the most valuable thing we can do for mal-
practice is have universal coverage. Other countries that have uni-
versal coverage have markedly lower malpractice costs, primarily
because the payouts for the medical costs are no longer in the legal
system and that is the majority of what is paid out in the costs.
So physicians could have a markedly reduced premium for their
malpractice expenses in a universal coverage system simply be-
cause that system now guarantees the coverage for universal cov-
erage and it doesn’t end up in that legal expense.

Mr. DEAL. I don’t quite follow the logic of that. Let me say from
the perspective of what I just heard you say, is that if we get more
people into the public system, that the doctors don’t need to worry
as much about the cost of medical malpractice. It would seem to
me that they would have even exponentially more reason to worry
about it.

Dr. GAWANDE. So if I get sued and I have to pay $1 million for
a malpractice suit, most of that money is future medical expenses
for the patient who was harmed and left disabled. In other sys-
tems, because that person’s disability and their medical expenses
are covered in a national health system, that doesn’t enter the
court system and so the costs for medical malpractice are massively
lower, much lower than you would achieve with a cap, much lower
than other kinds of approaches, and a universal coverage system
is hugely, hugely beneficial for us as physicians in helping decrease
that malpractice cost.

Mr. DEAL. That would require some substantial changes of State
and perhaps federal law as well, I think to be able to discount the
cost of future medical as a compensable factor in medical mal-
practice.

Dr. GAWANDE. It is just that every other country that has a uni-
versal coverage system is able to do that because they have health
coverage.

Mr. DEAL. OK. Thank you.

Mr. PALLONE. Ms. Christensen.

Ms. CHRISTENSEN. Thank you, Mr. Chairman.

Mr. Levine, I clearly support Medicaid and like the Chairman,
you know, consider that building upon Medicaid, SCHIP and others
as part of extending coverage but I do share some of your concerns
about the ineffectiveness of the care and the poor outcomes but
don’t you think we can fix Medicaid without throwing the baby out
with the bathwater? I mean, there are other factors like lack of
providers, facilities, services in poor neighborhoods.
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Mr. LEVINE. I agree with you. I am not suggesting necessarily
throwing the system out but what I am saying is that expanding
it without fixing it will be perilous for us. I will tell you, I look at,
for instance, in California. When California implemented the co-
ordinated care model and they allowed consumers to opt out of the
fee-for-service system into a managed Medicaid model, unique to
California, the rate of avoidable hospital admissions for African-
Americans decreased by 36 percent, Hispanics by 37 percent. When
we talk about proving out prevention—because what went along
with that was, looking at, for instance, in New York, cervical can-
cer screenings went from 39 percent to 71 percent using a coordi-
nated care model, diabetes testing went from 32 percent to 76 per-
cent. What you find when you move towards a coordinated model
is, you will spend more on physicians, particular primary care phy-
sician services, you will spend more on pharmaceuticals for things
like diabetes maintenance drugs and things like that, but you will
spend much less on institutional services that cost more. And that
data is out there. There is compelling data over 20 years to support
that claim.

So I think that fundamentally before you look at any expansion
into public programs, into public fee-for-service programs, I would
argue that you should fix the structure so it does three things.
Number one, it is geared towards risk adjustment of premiums so
if somebody is chronically ill, there are more resources that follow
them. Number two, it also incentivizes people to identify people
with chronic conditions and it also encourages chronic disease man-
agement, and then finally engaging the consumer in their own be-
havior, particularly if they have a chronic disease.

Ms. CHRISTENSEN. Thank you. I am going to try to get two more
questions in. Thank you for the clarification.

Dr. Gawande, you mentioned one of the reasons for having the
problems within the system is decision making not being as con-
sistent or reliable as people deserve. Now, in looking at that deci-
sion-making problem, have you seen any racial, ethnic, economic or
gender basis for this or is it across all lines?

Dr. GAWANDE. No, and just as Mr. Levine pointed out, the ways
in which the insurance coverage plays in affects the disparities in
the care and then also in the decision making that occurs and we
have seen some very powerful studies that show, for example, that
people presenting with the same complaints about chest pain end
up having very different care. One of the striking things from being
able to implement our work in making surgery safer is we have
done it from rural Tanzania to top hospitals in places like Seattle,
and the striking thing is that you are taking places that are hugely
disparate and even with that degree of resource changes, we were
able to reduce their complication rates and bring them all up the
bell curve and reduce the disparities considerably, and if we can do
that from India and Tanzania and Jordan to London and Toronto
and Seattle, we can do that between, you know, my hometown in
rural Ohio and a place like here in D.C.

Ms. CHRISTENSEN. Thank you.

Dr. Williamson, could you elaborate on your statement in your
testimony that you caution us not to overestimate the savings from
advances in health information technology?



162

Dr. WILLIAMSON. Yes, I can, and that is made purely from a per-
spective of a practicing physician. I was one of the first 4 percent
of physicians in Georgia to implement an electronic health record
as well as electronic billing services, and that one item was the sin-
gle largest purchase in my practice in its 25-year history, and
maintaining it is enormously expensive every month. Once you buy
it, you have got it. Changing it is prohibitive. So you are pretty
much locked into a certain cost of maintenance month by month.
It is a fantastic tool and it allows you to do things that you simply
cannot do otherwise. Unfortunately, saving money is not one of the
immediate advantages that I have found. Now, I know many prac-
ticing physicians that have bought systems like this and actually
abandoned them and just called it a loss. I know other physicians
that feel like it has added to the productivity of their office. It is
not a slam dunk though, and it shouldn’t be, I don’t feel, viewed
as a way to instantly save money across the board.

The other concerns that I have about health information tech-
nology going forward, although certainly it could make us more ef-
ficient, is that protecting patient privacy be paramount in that be-
cause a patient is much less likely to come to the doctor if they
know that their medical records are instantly going to be on the
Internet somewhere, and we have got to keep that in mind going
forward. You are talking about something that would keep patients
out of the doctor’s office. That definitely would. So I strongly en-
courage you to keep that in mind as we go forward, protecting pa-
tient privacy in health information technology.

Ms. CHRISTENSEN. Thank you, Mr. Chairman. I would like to just
ask unanimous consent to enter a statement for the record sub-
mitted by AARP for this hearing.

Mr. PALLONE. We have seen it, so without objection, so ordered.

Ms. CHRISTENSEN. Thank you.

[The information was unavailable at the time of printing.]

Mr. PALLONE. Mr. Burgess.

Mr. BURGESS. Mr. Chairman, before I do questions, may I just
take a moment for a point of personal privilege? I wanted to add
to your optimism after Dr. Gawande testified and he gave you
great hope. I have a young constituent here from Texas, Wen Chin,
who is a student at the Texas Academy of Math and Sciences at
the University of North Texas. This is where young high school
students are taken into a college environment and allowed to flour-
ish, and Mr. Chin has done exactly that and he has developed a
new system called pulse plasma deposition, which lays down a
layer of plastic, silicone, metal and a variety of other substances
which inhibits the growth of bacteria and therefore could one day
reduce our hospital-acquired infections with a very inexpensive
process that he has developed. So Mr. Chin, stand up and take a
bow. As I understand it, he has won a scholarship from Siemens
Westinghouse for $100,000 and he is a finalist for an Intel scholar-
ship, so congratulations. I wanted to add to your sense of optimism
that there are indeed new breakthroughs on the horizon that are
not going to break the bank. Thank you, Mr. Chin, for your indul-
gence.

Now, I am going to ask you a question. This is really mean to
do it but I am going to do it anyway because I have been sitting
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here all day, and you don’t have to answer, but let me just go
across the board here and if you have health insurance today,
would you swap that one for one for Medicaid coverage? Mr.
Ebeler?

Mr. EBELER. I am in a policy box here because I am representing
the IOM committee and we did not speak to that, so my only advice
to you is that health insurance coverage matters, it is important
for everybody to have it. We have no judgment on that question.

Mr. BURGESS. Very good evasive answer.

Mr. Levine?

Mr. LEVINE. Would I trade my coverage for Medicaid?

Mr. BURGESS. Yes.

Mr. LEVINE. No.

Mr. BURGESS. Dr. Williamson?

Dr. WILLIAMSON. No.

Mr. BURGESS. Dr. Gawande?

Dr. GAWANDE. No.

Mr. BURGESS. The reason I ask is, I offered an amendment dur-
ing the SCHIP legislation so that members of Congress could get
a better idea, and Mr. Levine, you have alluded to it, that provider
rates are different in Medicaid. Of course, it varies from State to
State. It may be different in different States but it is typically hard
to find a doctor if you pick up the phone and call and say will you
take my Medicaid. And then of course for the doctors who do, it is
very difficult if you need a cardiologist or an ear, nose and throat
specialist or whatever, it is hard to find a specialist to take that
care. So I offered an amendment to get members of Congress to
give up the FEHBP, the Federal Employee Health Benefit Plan,
and switch to Medicaid so we could live that life for a while and
see if we couldn’t be more creative about offering better solutions,
and I didn’t get any votes. So just like you all, you are not unique
in that. But I didn’t poll the IOM and maybe next time I need to
do that.

Now, Mr. Levine, you have brought up some very interesting con-
cepts about Medicare being simply a bill-paying organization and
therefore the overhead, when we hear overhead comparisons be-
tween Medicare and other private sector plans that that is perhaps
a false comparison, and we also all know that we never calculate
the cost of capital. Medicare has a huge unfunded liability and if
any of us were to construct a business plan and carry liability we
would have to have interest payments on that liability going for-
ward. But would you care to speak to that just a little bit more?

Mr. LEVINE. Well, there are a couple of things, I think two
things, first, about the administrative costs of Medicare and Med-
icaid and then two, relating to rates. Let me answer the second
part first. You talked about rates. Let us be clear about how Med-
icaid sets rates. It is different from Medicare. Medicaid sets rates
based on how much a State can afford generally in the aggregate
and there is no rationale behind the rates. If you are a neuro-
surgeon in Lake Charles, Louisiana, and you are a neurosurgeon
in Baton Route, you are getting paid 90 percent of Medicare, and
by the way, I understand that is a good pretty rate compared to
other States.

Mr. BURGESS. Very good.
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Mr. LEVINE. So come to Louisiana if you are a doctor. But irre-
spective of the market conditions, we pay the same thing. That is
not a way to deal with the shortages that we have, and in fact, I
have a case right now, a woman with a brain tumor that literally
was told by her primary care doctor who lives in Lake Charles, you
have a brain tumor, there are no neurosurgeons taking new Med-
icaid patients, drive to Shreveport, go to the ER, tell them you
have a brain tumor and you will get to a neurosurgeon. That is
how Medicaid operates, and there are stories like that in every sin-
gle State, so it is not a unique anecdote.

As to the administrative costs, understand, and I am going to
refer to the American Medical Association. They have done their
own analyses of administrative costs between public and private
programs. First of all, when you measure the administrative costs
of Medicare and Medicaid, fundamentally all they are really doing
is paying claims and then chasing the claims afterwards when they
go after fraud and abuse and overbilling. But they don’t even count
administrative costs the same. In the Medicare program, and this
is according to the AMA, premium collections by private payers is
counted but not by the government when they count their own ad-
ministrative costs. Medicare outreach, customer service, OIG audit-
ing, contract negotiations, these things are not added the same,
and what administrative costs also don’t count in the public paying
systems is, like for instance in Medicaid, people that are very sick,
very chronic that are in the Medicaid fee-for-service program as a
percentage if you are measuring the cost as a percentage, of course
they are going to be lower because the per-unit billing, the per-per-
son cost is substantially higher.

Mr. BURGESS. I need to move on to one other thing. GAO did a
report 2 years ago that suggested within the Medicaid system that
Medicaid becomes the primary payer when in fact it should be the
secondary payer and this occurs roughly 15 percent of the time, dif-
ferent in different States, as low as 11 percent in Texas, 25 percent
in Towa, and I suspect this is a problem because of the difficulty
with collecting across States lines if a patient changes addresses
and changes locations. Is there a way that we can deal with that
problem of Medicaid going from a secondary insurance to a primary
insurance when a private insurance should in fact be covering that
patient?

Mr. LEVINE. We do have recruitment processes but typically
again, as I mentioned earlier, we are paying and then chasing
afterwards. I need to do some more research on that for you.

Mr. BURGESS. I will get you the link to the GAO report and I
would be interested to get your thoughts on that.

Thank you, Mr. Chairman. I will yield back.

Mr. PALLONE. Thank you.

Ms. Capps.

Ms. Capps. Thank you, Mr. Chairman, and thank you to these
witnesses and for your perseverance and staying as long as you
have. I want to turn first to Dr. Gawande and then Mr. Ebeler for
the last half of my precious 5 minutes.

Dr. Gawande, I appreciated your testimony very much, as I told
you, and I am very interested to learn more about your idea for a
national institute for health care delivery. As we develop a strategy
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to improve our health system overall in that big picture, clearly cli-
nicians are the most integral players, and I would like to ask how
you foresee a national institute for health care delivery or some-
thing like that working and how we could get that information to
clinicians, how actually you would see that implemented?

Dr. GAWANDE. So a good example would be to break down our
services that we provide into several buckets. We do 3-1/2 billion
prescriptions, we do about a billion office visits, we do 120 million
ER visits, and if you had a national institute of health care deliv-
ery, it would focus on asking why do the ERs not work, what are
the tools they need to get rid of diversion, to deal with organiza-
tional problems, to stop the waiting times in ERs, to divert the
group who are getting, you know, non-urgent care that should be
in other places. They would invest in programs that we don’t invest
in, for example, experiments with how do you triage people cor-
rectly so they go to the right place safely and get quality care and
save money. NIH does not pay for that work. I spent 3 years trying
to say that we know how to make surgery have fewer complications
but there was no funding in the government to get it. I got the
funding to carry out an American study from the World Health Or-
ganization. In the end it only took about $100,000. I made sure we
tested it in eight countries, and I showed here at home that we
could reduce our complications with a 90-second checklist that
costs, you know, nothing at all, and so that is the kind of work I
can imagine coming from a national institute for health care deliv-
ery service by service, in the ER, in dialysis, in operating rooms
and in offices and clinics. What is it we need to make those places
i)rganize all of these drugs and technologies we are trying to de-
iver.
th. CappPs. Thank you very much. I would like to follow up with
that.

Mr. Ebeler, some of the testimony that has come forward today
during this hearing argues that we should look at private arrange-
ments, that sort of sacred physician-patient relationship in the pri-
vate context or others have argued that our health care problems
can be solved through a tax code alone, in other words, leave those
decisions in that other sector. Your research seems to indicate an-
other direction and maybe you would elaborate on why this might
not work according to some studies that you have access to.

Mr. EBELER. Let me say what we found, and it is not—we are
not speaking particularly to different options that the sub-
committee and committee have for reforming system. Our message
and our research really hones in on the fact that people who have
no coverage are getting less than they need, they are suffering
worse outcomes, and that relates a little bit to Mr. Deal’s question,
very good research that when you add coverage, whether that be
children becoming eligible for CHIP or adults becoming eligible for
Medicare, for folks who were previously uninsured you see very
positive results of that. So that is the way to go. So the message
we have for you is the need to proceed, the need to make sure that
those uninsured patients get coverage so that they can have a con-
nection with a physician. The flavor of that approach of the dif-
ferent options in front of you, we don’t have a view on that at this
point.
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Ms. CAPPs. Your basic discovery, if you will, sort of makes sense
too, that if you don’t have a regular path to some provider that you
use for small things, that when you are forced because of the dras-
tic nature of your symptoms to seek health care, you are not going
to have as good an outcome, and you have documentation to show
that too, so which kind of care it is that we pursue with some kind
of goal of everybody getting coverage some way, is it less important
to you than the difference between not having coverage and having
coverage?

Mr. EBELER. Correct.

Ms. Capps. Anyone else? I have 16 seconds left if anyone has a
final thought on that topic. I appreciate that very much. I think it
gives us a good starting basis from which to—I mean, I hope we
can all agree as a result of this day that we spent with you that
it is more important to have some access to care than not to have
any, even though there is care available in the community.

Mr. EBELER. That is an important point, because these studies—
the simple reality is, the uninsured are getting some care and there
is a safety net out there and there are doctors and nurses and hos-
pitals trying to help every day, but the simple reality is, when you
adjust for all the things you need to adjust for, they are not getting
the clinically appropriate care and they are suffering worse out-
comes.

Ms. Capps. I yield back. Thank you very much.

Mr. PALLONE. Thank you.

Mr. Gingrey.

Mr. GINGREY. Mr. Chairman, thank you, and I will direct my
first question to Dr. Gawande.

Dr. Gawande, when Ranking Member Deal was talking to you
about medical malpractice and that sort of you and you were say-
ing under universal coverage it would be much less expensive.
When you referenced universal coverage, were you meaning the
same thing as this phrase national institute for health care deliv-
ery? Is that basically the model that you were talking about?

Dr. GAWANDE. No. So a national institute for health care delivery
would be more like a research organization like we have with the
National Institutes of Health, which does new discovery of tech-
nologies and this looks at the side of how do we make sure
those

Mr. GINGREY. OK. Then I understand that. But basically I guess
when you said universal coverage, you were referring to universal
health care, a single-payer system?

Dr. GAWANDE. No, that is not true. Any system in which—so, for
example, in Switzerland, they don’t have a single-payer system,
they have multiple private insurers that provide coverage for the
entire population. They don’t have a public insurance——

Mr. GINGREY. Reclaiming my time. The reason I asked you that
question, because I really do believe that a lot of people get con-
fused about universal coverage and universal health care, and I
think it is important to understand that members on this side of
the aisle and even on the other side of the aisle, we are in favor
of universal coverage without question. I think those 47 million
people ought to be insured and I think that would be good for our
country, good for our economy and certainly good for them, for the
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individuals. But universal health care when it means a single-
payer system or national health insurance program, and I think
that was the thing that seemed to be a little bit confusing when
Representative Deal was asking you about the cost of malpractice
coverage and he was a little confused, and clearly I think it would
not be cheaper just because you had universal coverage. But any-
way, I am going to move away from that. I wanted to ask the other
witnesses a couple of questions.

Real quickly for Mr. Levine, in regard—you run that Medicaid
system in Louisiana. Do you feel that we should get away from the
Medicaid system and very likely put everybody in a managed care
Medicaid sort of program, maybe through a connector where you
have insurance companies that are going to bid on this business?

Mr. LEVINE. I am for consumers have a choice of what model
they want. I think it is very difficult for States—we process 54 mil-
lion claims a year. We spent a lot of our time just really chasing
fires as opposed to trying to put these integrated systems together
that we need to. There is a variety of different models out there.
I think philosophically where we are at is a coordinated system of
care where consumers can choose from different networks, which
network they want based on transparent outcomes, which one has
the best patient satisfaction, which one has the best provider satis-
faction, best compliance with well-child checkups, and let a con-
sumer choose that plan that works best for them. I think in that
model the consumers win because fundamentally everyone is going
to react to the most powerful force out there, which is——

Mr. GINGREY. Reclaiming my time because I do want to get to
my colleague from Georgia with the last question but I tend to
agree with you on that, Mr. Levine.

Dr. Williamson, I thank you for your testimony, and, you know,
like every aspect of our economy, health care and its costs are also
a function of supply and demand. I think you brought that out in
your testimony, and obviously when we are discussing our health
care system, demand is the need for medical services by the patient
and supply is very much contingent on the quality and quantity of
doctors and other medical providers in the market. I am wondering
if you can tell us from your perspective what obstacles potential
medical students of the future may face when considering entering
the field of medicine? I am talking about education costs, years of
schooling, cost of liability insurance and practice overhead, if you
could in the few seconds remaining.

Dr. WILLIAMSON. It is a significant endeavor to start down that
road, and you just listed, I think, all the major items. Students, as
you know, now face enormous debt when they finish medical
school. The numbers are way into six figures. I have heard a lot
of figures thrown around. But that amount of money is easily equal
to a mortgage, easily, and I remember when I first finished resi-
dency I felt like I should be looking for a retirement community
rather than a job, but I had to go out and find a job, and that basi-
cally is a starting-over point for residents that finish their training
after a 13-year or so depending on what specialty you are in, ten-
ure and you have accumulated quite a lot of debt, made very little
money and spent a decade and a half, and I am concerned that
bright young men and women like the gentleman that was intro-
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duced so eloquently earlier aren’t going to pursue the profession of
medicine if they don’t see it as a viable way to take care of their
families and their debts, and that is a very real problem that we
have now. It is not just attracting bright young men and women
to the field but it is keeping them.

Mr. GINGREY. Real quickly, because my time has run out, do you
feel like if we go to a single-payer system, national health insur-
ance and that these bright young men and women realize that they
indeed will be working not managed by the government but for the
government that they would disincentivize them even further from
choosing medicine as a profession?

Dr. WILLIAMSON. I believe that is correct, and we have data in
Georgia that bears that out. We have survey data that practicing
physicians have said in a majority that they do not feel that in-
creased government involvement in financing health care is going
to be a good thing for the profession, so I think you are right. I
think larger government involvement in health care in general is
going to dissuade bright young men and women from entering the
field of medicine.

Mr. GINGREY. Thank you, Doctor.

Mr. PALLONE. Thank you.

Mr. Sarbanes.

Mr. SARBANES. Thank you, Mr. Chairman. Thank you to the
panel.

Dr. Gawande, I have to say your response to the malpractice
question is kind of like a heat-seeking missile. I thought that was
very good. I am sure it is going to generate a lot of follow-up re-
search and inquiry. But I wanted to ask another question because
I am so focused on this issue of the physician shortage, particularly
in the primary care arena, and also how it gets linked to new and
more innovative delivery models or taking some of the existing de-
livery models that we have and expanding them. The term I use
for this is sort of place-based health care, so for example, school-
based health clinics. That is where the kids are. That is where they
spend most of their day. There should be a health center in every
school and you are going to need pediatricians to staff those. There
is a concept called naturally occurring retirement communities,
which are where people are aging in certain neighborhoods so you
can look at the whole neighborhood like you would like at a senior
living community so you could argue that a place-based clinic with
an emphasis on geriatricians in a NORC, a naturally occurring re-
tirement community, would make sense. The concept of clinics in
places of employment, I mean, if you walk down the hall there is
a health clinic, you know, a health suite right down the hall here
to make it easy for people who work here on the Hill to go get
health care. So I don’t know how much you have thought about
that but I would love to get your perspective on that in terms of
informing the kind of delivery model we are trying to move towards
and where you would base a lot of these new primary care pro-
viders like geriatricians and pediatricians and others once we get
them in the pipeline.

Dr. GAWANDE. My immediate reaction is that what are you
honing in on is that we have had half a century now of lost innova-
tion with how primary care is created and delivered because we
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haven’t provided the incentives for people to put them anywhere
else other than in offices that might be from 9 to 5 with very lim-
ited evening hours, very limited weekend access and so on. The
idea of putting them in places closer to where people actually need
their care if there was more incentive for those physicians to be en-
trepreneurial, it would be—you would see those cropping up and
you would see that come into place. I think the creation of ideas
like medical homes starts to give people incentives for organizing
their groups in places where they can do that work most effectively
and get to their patients that they are looking for and so I think
that is an important point.

The second thing is that on physician shortage, your earlier com-
ments and then coming again here to say that we have this loom-
ing aging population without adequate primary care and then a
world where if we create universal coverage will provide increased
demand for basic services. We have seen that in Massachusetts
where we have coverage now and primary care physicians can fi-
nally see people but because there weren’t enough primary care
physicians around we still have insured people, as the chairman
mentioned, going to emergency rooms and so I think that work that
you are interested in is very fundamental.

Mr. SARBANES. And of course, that will be the critique, right? If
you get the coverage and you don’t have the providers in place,
then people are going to have to wait, you know, weeks and months
to see somebody, and that is the refrain you get from those who
don’t want us to move to coverage

Dr. GAWANDE. It is the chicken and the egg problem. You can’t
create those physicians sitting there with their offices open without
knowing whether there are going to be people coming, and you see
it in plenty of places that expand coverage that you see a growth
in those models. But what you are going to have happen over time
is that we also have to learn how to take care of an enormously
growing aging population. We are going to double the number of
people over 65 in the next 20 years and our health workforce isn’t
going to grow much to keep up with that no matter what we do.
And so our models have to evolve. An example is at Intermountain
Health Care in Utah. Brent James, who leads that program, was
able to take care of their entire diabetic population with just two
endocrinologists by being creative and they are getting better qual-
ity results than almost anywhere in the country.

Mr. SARBANES. The concept of medical home is one that we typi-
cally think of in terms of an individual, but I think what we are
also discussing here is the potential to think of a medical home for
a community, and that is what a clinic in a school is. It a medical
home for that school community. It is what a clinic in a naturally
occurring retirement community is. It has a staff of geriatricians.
It is a medical home for that community so we can look at it both
in terms of the individual and in terms of the community.

Mr. PALLONE. Thank you.

Ms. Schakowsky.

Ms. ScCHAKOWSKY. Thank you, Mr. Chairman. I think the need in
this discussion as we go forward in time to use accurate data is
going to be very important. I talked about the myth that I think
Mr. Ebeler has talked about in his studies that there is a difference
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between getting access to care and then getting access to care you
need. You can go to an emergency room but obviously insurance is
very important, and this notion that somehow we have absolutely
the best care system in the world and no one in the United States
goes without health care really begs the question of the negative
effects of not having insurance. We also need to talk about Canada.
If you ask the question, would Canadians swap with the United
States on their health care system, I think we should get that data
about what is really going on in a country is pretty satisfied with
their health care. And finally, the issue of students not wanting to
go into health care if there were a national system. I have talked
to plenty of doctors who say not having to deal with billing and if
we had a really good system of public health that it would be more
satisfying.

But I wanted to ask Mr. Ebeler, a previous IOM study found that
the lack of insurance resulted in 18,000 premature deaths annually
in the United States. I am wondering if you have updated that at
all or how your new study contradicts the notion that we are all
accessing the care we need.

Mr. EBELER. Thank you. The report I am presenting today is sort
of an update of a very extensive six-part IOM series that was pre-
sented between 2001 and 2004. We did not update that particular
study on 18,000 deaths. We did again look at the literature very
clearly and the evidence is even better than was available to that
committee when it met that it absolutely does matter to have
health insurance, it matters for the access of children and adults
and it matters for the health outcomes, and the likelihood of pre-
mature death is higher for those who have no health insurance. We
didn’t follow up and quantify that though.

Ms. SCHAKOWSKY. Mr. Chairman, the Institute of Medicine
study, has that been inserted into the record, or at least the report
brief? Has the Institute of Medicine study been put into the record
already? If not, I would like to

Mr. PALLONE. I am a little concerned about the number of pages.

Ms. ScHAKOWSKY. Well, how about the report brief?

Mr. PALLONE. Yes, that is fine. We will put that

Ms. ScHAKOWSKY. OK. With unanimous consent——

Mr. PALLONE. Without objection, so ordered.

[The information appears at the conclusion of the hearing.]

Ms. SCHAKOWSKY. I also wanted to ask Mr. Levine, I was inter-
ested in your statement and agree with much of it, but you said
that Medicare and Medicaid are not innovators in quality and you
mentioned the importance of medical home model, which I support.
In Illinois we began the primary care case management medical
home initiative in the fall of 2006. We have enrolled 1.6 million
Medicaid and SCHIP beneficiaries in 5,300 medical homes, and a
May 2008 memo from the National Academy for State Health Pol-
icy mentions medical home models in Pennsylvania, in Arizona. I
think there were other States, I think including Mississippi, that
were doing well. And by the way, that memo also talks about State
Medicaid innovation in health IT. So Louisiana could undertake
similar initiatives, could it not?

Mr. LEVINE. Well, in fact, Louisiana is doing a lot of those things.
We have a primary care case management program where 700,000,
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800,000 of our residents that are in Medicaid have a—we pay an
enhanced fee to the primary care doctor, $3 per member per month,
and frankly, our results haven’t been—in some instances have been
good in terms of reducing ER visits but when you compare us with
the national measures with other States, we perform poorly, and
so we are looking to improve that system. We have 37, I believe,
medical homes that were just certified by the NCQA just last week
and I think we are the second State in the country to have a hos-
pital certified as a hospital-based medical home. So, you know, we
are embarking on that. You know, we are a State that has 23 per-
cent of our children in poverty, you know, we are a State that I
think is still going through rebuilding from two hurricanes in 2005
and now again two more in 2008, and so we are engaged and we
have submitted a waiver request to CMS to allow us to dramati-
cally transform our Medicaid program to get to what you are talk-
ing about, allowing consumers to choose between different coordi-
nated care networks, and we are still going through what the com-
plexion of those networks will look like, but at the end of the day—
and I think the doctor said it right. He said we shouldn’t stop with
a discussion about the medical home. You really have to consider
the neighborhood. You have got to have specialists. You have to
have institutional support. You have to have home-based services.
So I think that is the model, and I think Medicaid programs all
over the country are going to have to transform to that model.

Ms. SCHAKOWSKY. Thank you.

Mr. PALLONE. Before I go on to the next member, we have en-
tered a number of executive summaries here and I have one more.
This is the economic impact of private practice physician offices in
Georgia. I am going to put in the executive summary and then ref-
erence the Web site for the full document. I am going to do that
with each of the ones that we have had today. And then in addition
to that, your article, Dr. Gawande, from the New Yorker, “Getting
There from Here: How Should Obama Reform Health Care,” I
would ask unanimous consent to put that in and the Georgia docu-
ment. Without objection, so ordered.

[The information appears at the conclusion of the hearing.]

Mr. PALLONE. And next is Ms. Castor.

Ms. CASTOR. Thank you, Mr. Chairman.

Thank you, gentlemen, very much for your testimony. Health
care in America is such a patchwork. You know, you have Medicaid
for folks in poverty, primarily children and pregnant women, then
Medicare if you are 65 and over but sometimes seniors, sometimes
nursing home under Medicaid and Medicare and then SCHIP, and
private health insurance is the bulk of it, of course, but Mr. Ebeler,
in your testimony you point out it is practically impossible for a
hardworking family now to access insurance if they don’t get it
through their employer and they are working hard so they are not
going to qualify for Medicaid, they are too young for Medicare, and
I think the latest estimates for a family it would cost over $12,000
a year to access it and that is if they don’t have preexisting condi-
tions. If they do, they will meet the hand.

In my community in Tampa, Florida, in Hillsborough County we
have a model program that we set up over a decade ago to kind
of fill those gaps for folks that don’t have health insurance from
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any other source, and I think it is one of those models that we need
to be looking at, and then I am going to ask if you all can identify
other models from around the country. What the Hillsborough
health care plan does, it is kind of like what Mr. Sarbanes was dis-
cussing and Congresswoman Capps, a more expansive community
clinic system, not just community health centers but they are an
important piece of it. We have developed a neighborhood clinic sys-
tem in conjunction with our hospitals and doctors, private hospitals
and private doctors that do this, because a decade ago we were
having our property taxes going to indigent care in the hospitals.
So instead we said let us get these folks out of the ER and into
neighborhood clinics. It has worked very well and we are able
now—we have built in programs like smoking cessation and pre-
vention and they have that medical home in their neighborhood. It
might not be as close as Members of Congress have right down the
hall but they recognize the doctor, they recognize the nurses in
their community. They are part of their community. They are their
neighbors.

Can you all identify other models like this? Mr. Levine, you are
familiar with this because of your experience in Florida. Is this
something that we need to—a model we should be looking at and
can you identify other models across the country where we should
focus in and learn some lessons?

Mr. LEVINE. I think first of all, I am familiar with the
Hillsborough Health Plan. As you might know, I used to run South
Bay Hospital and Sun City Center. And they operate it as an insur-
ance plan. Basically once you meet qualifications, you effectively
have a medical home, and it does operate well for the people that
fall through the cracks and don’t have other forms of coverage,
whether Medicaid or private coverage. Healthy Palm Beaches is
another one that operates. They actually offer an SCHIP insurance
plan, as you know. Almost every child in Florida is covered
through—every child in SCHIP in Florida is covered through pri-
vate insurance and Healthy Palm Beaches is operated as a private
insurance plan, even though it is a public plan. The North Carolina
model is a medical home model that seems to be working well in
North Carolina. Arizona uses models. There are 40 States that are
using different variations of integration of care all the way from
straight managed Medicaid all the way to various forms of en-
hanced primary care case management. And I think each State re-
lated to Medicaid has to do what works for that State and really
what drives that is the provider community, what does your pro-
vider network look like, how robust is it, and can your model work.
But I think there might be other people can answer as well.

Mr. EBELER. Actually I am familiar with those where I used to
work at the Robert Wood Johnson Foundation which——

Ms. CASTOR. Yes, and the Robert Wood Johnson Foundation rec-
ognized them.

Mr. EBELER. Let me talk about it briefly from the perspective
again the relatively constrained lane I am from the committee. It
reminds me a little bit of the lexicon issue that Mr. Gingrey raised
when people hear everybody covered or universal coverage. From
the perspective of our report, that is an open issue of how one
achieves that so, you know, these different models of how one gets
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to everybody getting coverage is the key variable that we are here
reporting to you.

The second thing is the models you are describing connect to an-
other piece of our recommendation and I think what many com-
mittee members have been discussing, which is you can’t—every-
thing relates to everything. You can’t get to coverage without cost,
which is why we have recommended action on both. You can’t get
to cost without attention to deliver. You can’t get to delivery with-
out quality. You can’t get to those two without primary care. So the
idea of looking at models that do not just coverage but other ap-
proaches to reforming delivery, producing the high-performance
system that you are talking about a very positive direction to go.

Ms. CASTOR. Thank you.

Mr. PALLONE. Thank you.

Mr. Scalise.

Mr. ScALISE. Thank you, Mr. Chairman. I appreciate extending
the courtesy.

As we discuss the importance of health care reform, obviously
there are a lot of different options, a lot of different ways we can
go, and I am sure on this committee there is going to be a whole
lot of discussion on what the different routes are. I know I have
some real concerns about a socialized health care model and I
think we have heard some of the problems with Medicaid specifi-
cally and how just spending money doesn’t necessarily yield better
health outcomes, and Secretary Levine, if you can touch on the
medical home model that Louisiana is pursuing and how this pro-
vides more options for people on Medicaid to maybe use the money
smarter in essence to yield better health outcomes with the money
that is being spent.

Mr. LEVINE. Louisiana faces a problem not unique. It is faced by
almost every State, and that is first in 2004 our Medicaid budget
was 10 percent of our State budget and now it is 22 percent of our
State budget just 5 years later, and so we clearly have to do some-
thing to maintain the sustainability of Medicaid. And so we started
looking at the cost of our program. We realized that we need to
focus our effort on, number one, early identification of people with
chronic conditions so that we can properly manage the condition
before it becomes acute and we wind up spending money. Our State
has the highest rate of avoidable hospitals in the United States,
which is one of the drivers for why we have such an expensive sys-
tem with poor outcomes. So our proposal, which we have submitted
to CMS, creates a medical home model. Everybody in Medicaid
would have a patient-centered, NCQA-certified eventually medical
home. We actually require the coordinated care networks to share
any bottom line results if there is a positive bottom line at the end
of the year related to the coordinated care network, they must
share the savings with the primary care physicians. That is some-
thing that I don’t know that any other State is doing right now.
So there are some unique tenets to our proposal we would ask peo-
ple to look at and we certainly are going to try to get CMS to ap-
prove it.

Mr. ScALISE. How long has it been since the application to CMS?

Mr. LEVINE. The application was submitted in the end of Decem-
ber and there has not been any formal action by CMS yet, I antici-
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pate because of the transition. It might speed up one there is a sec-
retary and an administrator in place.

Mr. EBELER. Just briefly, at the risk of defending Medicaid,
again, our view of this is no coverage is the wrong amount one
wants to move to coverage, and we are open about the various tools
at your disposal to do that, one of which is Medicaid, one of which
is improving Medicaid, and I guess the only thing I would point out
is that if we were a random draw of five males at this table from
the community, it is likely that one of us would be uninsured, and
the choice of no coverage and Medicaid might be viewed differently
than sort of the currently insured. So it is—again, the IOM report
has no particular policy option that is preferred. My only message
is to urge you to keep various options on the table as you deliberate
and make your choices.

Mr. ScALISE. Right, and I think earlier when everybody was
asked to go down the table and respond to whether or not you
would be willing to trade your health policy for Medicaid and no-
body responded that they wanted to do it, I think that said a lot
about the problems but I will say, you know, we have experienced
this in Medicaid populations, not just in Louisiana, but you have
seen a shrinking number of doctors that accept Medicaid patients
because of some of those problems, and especially with this last
SCHIP bill. I think the concern a lot of us had was that as you go
to a much higher level of bringing more people in that otherwise
in some cases are on private insurance because the lure might
sound good, that you are paying for private insurance now, you can
get on SCHIP and you don’t have to pay, many of those people are
experiencing that many doctors don’t take Medicaid and so you get
a decreased list of options as a parent. I would be curious to hear
your take, Dr. Levine, about the problems with Medicaid as we are
talking about physicians, we want to attract more physicians and
a big challenge is in getting enough doctors, people to come into the
profession. If it looks like we are doing something, creating policies
that replicate more of a Medicaid model, how would that help at-
tract more doctors when in fact many doctors don’t want to take
Medicaid today?

Mr. LEVINE. I think any model, particularly in Medicaid, histori-
cally Medicaid has achieved its financial goals by pushing down
provider rates. That is pretty much the only weapon we have to try
to fight the growth in Medicaid. And as we have done that, it has
been a self-inflicted wound in that we wind up with fewer particu-
larly specialists that will take new Medicaid patients and then that
creates a serious access problem and obviously it drives ER utiliza-
tion and we know what the consequences are. And I think the
problem is the spiral that we are in is if we don’t—if we expand
Medicaid, if we use Medicaid as the vehicle by which we expand
access to coverage and we call that a victory, we have not solved
this problem. We have given people a card for a system that may
not be able to serve their needs.

Mr. SCALISE. And we may in fact have made it worse, and I know
my time is expired but I appreciate your comments and hopefully
we can get CMS to approve that application, the waiver.

Thank you, Mr. Chairman.
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Mr. PALLONE. Thank you. We are done with our questioning but
I want to thank all of you. You may get additional questions in
writing from us over the next few days, so we would appreciate
your getting back to us about that, but again, this was our first
hearing today and I appreciate your participation. We obviously
have a long way to go but we are determined to deal with this
issue of health care reform.

So thank you again, and without objection, this meeting of the
subcommittee is adjourned.

[Whereupon, at 3:45 p.m., the subcommittee was adjourned.]

[Material submitted for inclusion in the record follows:]
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BLUNT STATEMENT FOR E&C SUBCOMMITTEE ON HEALTH
“Designing a High-Performing Health Care System”
MARCH 10, 2009

Mr. Chairman,

Thank you for holding this hearing on the important and pressing issue of
health care reform. It is critical that we work to find responsible solutions for
those Americans that do not have access to quality and affordable health care. I'm
commiitted to helping improve health care in this country.

We need to fix what is broken, while at the same time making sure we keep
what works well. All solutions we put forward should improve the patient-doctor
relationship. Ibelieve the best system will be one that is government-organized,
not government-run. Programs like Medicare Part D have shown that when private
companies compete, the patient is the one that benefits. Our health care sysfem
should not be a government-run operation, like the local DMV.

I also have concerns about the part that comparative effectiveness research
will play in our health care system as reforms move forward. I believe that if
comparative effectiveness is used properly, it could give health care providers an
additional tool to evaluate health care treatment options to meet the personalized
needs of their specific patient. The problem arises when this research is allowed to
impact overall coverage decisions about what treatments may be offered to patients
based on cost. Patients should not be denied access to a proven treatment because

the government deems it to expensive to cover.
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I’'m hopeful this subcommittee can find ideas and solutions to help reform
our current health care system that will empower patients and the doctors that care
for them. I look forward to working with the chairman, my friend Nathan Deal the
ranking Republican, as well as my colleagues in the full committee to achieve

good policy in a bipartisan way.
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SEPORT BRIEF o FEBRUARY 2009

AMERICA’S UNINSURED CRISIS:
CONSEQUENCES FOR HEALTH AND
Hreavrra CARrE

‘When policy makers and researchers consider potential solutions to the
crisis of uninsurance in the United States, the question of whether health in-
surance matters to health is often an issue. This question is far more than an
academic concern. It is crucial that U.S. health care policy be informed with
current and valid evidence on the consequences of uninsurance for health
care and health outcomes, especially for the 45.7 million individuals without
health insurance.

From 2001 to 2004, the Institute of Medicine (IOM) issued six reports,
which concluded that being uninsured was hazardous to people’s health and
recommended that the nation move quickly to implement a strategy to achieve
health insurance coverage for all.

The goal of this report is to inform the health reform policy debate—in
-—with an up-to-date assessment of the research evidence. This report ad-
os three key questions: (1) What are the dynamics driving downward
trends in health insurance coverage? (2) Is being uninsured harmful to the
health of children and adults? (3) Are insured people affected by high rates of
uninsurance in their communities?

2

CAUGHT IN A DOWNWARD SPIRAL: HEALTH INSURANCE COVER-
AGE 15 DECLINING AND WILL CONTINUE TO DECLINE

Anumber of ominous signs point to a continuing decline in health insur-
ance coverage in the United States, Health care costs and insurance premiums
are growing substantially faster than the economy and family incomes. Rising
health care costs and a severely weakened economy threaten not only em-
ployer-sponsored insurance, the cornerstone of private health coverage in the
United States, but also threaten recent expansions in public coverage. There is
no evidence to suggest that the trends driving loss of insurance coverage will
reverse without concerted action,

Overall, fewer workers, particularly those with lower wages, are offered
employer-sponsored insurance, and fewer among the workers that are offered
such insurance can afford the premiums. Moreover, employment has shifted
away from industries with traditionaily high rates of coverage, such as manu-
facturing, to service jobs, such as wholesale and retail trades, with histori-
cally lower rates of coverage. In some industries, employers have relied more
heavily on jobs without health benefits, including part-time and shorter-term
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employment, and contract and temporary jobs. In addition, carly retivees are less likely
10 be offered retiree health insurance benefits than In the past.

The states and the federal government have increased substantially health insur-
ance coverage among tow-income children and, to a lesser degree, among adults in the
last decade. While these coverage expansions have mitigated the overall numbers of
uninsured, many states are now under extreme economic pressures to cut their recent
expansions of public programs.

Awmericans without access to employer-sponsored health coverage, other sources
of group health insurance, or public insurance must turn to the nongroup health nsur-
ance market if they want to obtain coverage. For many people, nongroup coverage is
prohibitively expensive or altogether unavailable. In most states, insurers may deny
applicants for nangroup coverage completely; impose either a permanent or tempo-
rary preexisting condition limitation on coverage; or charge a higher premium based
on health status, occupation, and other personal characteristics.

Percent of Adults Ages 18-64 Uninsured by State

1999-2000 2006-2007

B 23% or mere
B 19%-22.9%
5 1% 18.8%
Less than 14%

Reprinted with permission from The Commonweaith Fund, 2008 Copyright 2008 by the Commonweaith Find
thitp:/ / werwcommonwealthfund.org).

COVERAGE MATTERS: HEALTH INSURANCE IS INTEGRAL TO PERSONAL
WELL-BEING AND HEALTH

A robust body of well-designed, high-quality research provides compelling find-
ings about the harms of being uninsured and the benefits of gaining health insurance
for both children and adults, Despite the availability of some safety net services, there
is a chasm between the health care needs of people withont health insurance and ac-
cess to effective health care serv This gap results in needless illness, suffering, and
even death.
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RECENT RESEARCH FINDINGS ON THE HARMFUL EFFECTS OF
UNINSURANCE FOR ADULTS WITH SELECTED ACUTE CONDITIONS
AND CHRONIC DISEASE

Condition Findings

Acute ischemic stroke Uninsured adults are more likely than insured adults
to suffer extremely poor outcomes, including nearo-
logical impaivment, intracerebral hemorrhage, and
death.

Cancer Uninsured adults are more likely than insured adults
to be diagnosed at an advanced stage of cancer, es-
pecially if effective treatments are available and the
condition can be detected early by screening {e.g.,
breast or colorectal cancer) or by clinical assessment
of symptoms {e.g.. melanoma, bladder cancer).

Congestive heart failure | Uninsured adults are at greatey risk of death than in-
sured adults.

Diabetes Uninsured adults have significantly worse glycemic
control than insured adults.

Heart attack Uninsured adults are more likely than insured adults
to die after heart attack.

Hospital inpatients with | Uninsured adults are at greater risk than insured
serious acute conditions | adults of higher mortality in hospital and for at least
2 years after admission.

Hypertension Uninsured adults are less likely than insured adults to When children
be aware of hypertension and, if hypertensive, more acquire health
likely to have inadequate blood pressure control. insurance they

Serious injury or trauma After an unintentional injury, uninsured adults are receive more
less likely than insured adults to fully recover and timely diagnosis
more likely to report subsequent declines in health of serious health
status. Uninsured adg!ts in severe automobile acci- conditions,
dents have a substantially higher mortality rate. experience

fewer avoidable
Research shows children benefit considerably from health insurance. When chil-  hespitalizations,
dren acquire health insurance: have improved
»  They are more lkely to have access to a usual source of care; well-child care  asthme out-

and immunizations to prevent future iliness and monitor developmental mile-  comes, and miss

stones; prescription medications; appropriate care for asthma; and basic den-  fewer days of

tal services. schoal.

e Serious childhood health problems are more likely to be identified early, and
children with special health care needs are more likely to have access to spe-
cialists.

»  They receive more timely diagnosis of serious health conditions, experience
fewer avoidable hospitalizations, have improved asthma outcomes, and miss
fewer days of school.
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For adults without health inswrance, the evidence show:
*  Menand women are much less likely to receive clinical preventive services that
have the potential to reduce unnecessary morbidity and premature death.

o Chronically il adults delay or forgo visits with physicians and clinically effec-

tive therapies, including preseription medications.

e Adults are more likely to be diagnosed with later-stage cancers that are
detectable by screening or by contact with a clinician who can assess worri-
some symploms.

*  Adults are more likely to die from trauma or other serfous acute conditions,
such as heart attacks or strokes.

= Adults with cancer, cardioy;
heart ¢

seular disease (including hypertension, coronary
ease, and congestive heart failure), stroke, respitatory failure, chronic
obstructive pulmonary d o (COPD), or asthma exacerbation, hip fracture,
wes, and serious injury are more likely to suffer poorer health outcomes,
greater limitations in quality of life, and premature death,
The evidence also demonstrates that when adults acquire health insurance, many
of the negative health effects of uninsurance are mitigated.

COMMUNITIES AT RISK: HIGH LEVELS OF UNINSURANCE MAY UNDER-
MINE HEALTH CARE FOR THE INSURED POPULATION

There are stark differences in conumunity-level uninsurance rates across states,
counties, and even areas within counties. In 2007, state-level uninsurance rates ranged
from 6 percent in Massachusetts up to ahmost 28 percent in Texas. Across zip codes in
Los Angeles county, uninsurance rates in the nonelderly population in 2005 ranged
from 6 percent to 45 percent.

Evaluating the effects of community-Jevel unins
tons and health care delivery sy s challenging. Bven when the rates of uninsur-
ance are comparable, uninsurance may not affect all communities in the same way.
The available research suggests that when community-level rates of uninsurance are
relatively high, fmsured adults in those communities are more likely to have difficulties
obtaining needed health care and to be less satisfied with the care they receive, For
example, privately insured, working-age adults in areas of higher uninsurance are less
likely to report having a place to go when sick, having had a doctor’s visit or routine
preventive care, and having seen a specialist when needed. They are also logs likely to
be satisfied with their choice of primary care and specialty physicians or to feel trust
in their doctor’s decisions.

The specific contribution of uninsurance to these problems is not well-established.
Jevertheless, well-documented fault lines in Tocal health care delivery are particularty
vidnerable to the financial pressures that may be exacerbated by higher uninsurance.
These pressures contribute to the tendency of providers and capital investments in
health care facilities and technology to be concentrated in well-insured areas, the re-
luctance of specialists to assume on-call responsibilities for emergencies, and a ¢
cade of interrelated hospital-based problems such as insufficient inpatient bed capac-
ity, strained emergency services, and barriers to timely trauma care. These problems
can only worsen existing disparities between communities in the supply of provider

rance rates on insured popula-

ent

Z

services and other health care resources and may have potentially serious implications
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The commitiee
does not

believe that
action should be
delayed pending
the development
of a fong-term
approach to
underlying
health care
costs,

for the quatity and timeliness of care for insured people, as well as uninsured people,
in these comununities.

The current economic crisis and associated growth in unemployment will fuel fur-
ther decline in the number of people with health insurance and likely intensify finan-
cial pressures on local health care delivery.

RECOMMENDATION

The i Y ds that the President work with C and
other public and private sector leaders on an urgent basis to achieve health
insurance coverage for everyone and, in order to make that coverage sus-
tainable, to reduce the costs of health care and the rate of increase in per
capita health care spending.

CONCLUSION

In the 5 years since the IOM recommended action to achieve coverage for all
Americans, there has been no comprehensive national effort to expand coverage to ev-
aryone. A severely weakened economy, rising health care and health insurance costs,
growing unemployment, and declining employment-based health insurance coverage
all provide evidence that the U.S. health insurance system is in a state of crisis,

There is a compelling case for action. Simply stated: Health insurance coverage
matters. Expanding health coverage to all Americans is essential. Action to reduce
health care expenditures and the rate of increase in per capita health care spending
is also of paramount importance if health insurance coverage for all is to be achieved
and sustained.

The committee does not believe that action should be delayed pending the devel-
opment of a long-term approach to underlying health care costs. Given the demon-
strated harms of not having health insurance for chitdren and adults, the committee
believes that action to achieve coverage improvements should proceed immediately.
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FOR MORE INFORMATION . . .

Copies of America’s Uninsured Crisis: Consequences for Health and Health Care are available from the National
Academies Press, 500 Fifth Street, N.W., Lockbox 285, Washington, DC 20055; (800) 624-6242 or (202) 334-3313 (in
the Washington metropolitan area); Internet, wwwnap.edu. The full text of this report is available at www.nap.
edu.

This study was supported by funds from the Robert Wood Johnson Foundation. Any opinions, findings, conclu-
sions, or recommendations expressed in this publication are those of the author(s) and do not necessarily reflect the
views of the organizations or agencies that provided support for this project.

The Institute of Medicine serves as adviser to the nation to improve health. Established in 1970 under the char-
ter of the National Academy of Sciences, the Institute of Medicine provides independent, objective, evidence-based
advice to policy makers, health professionals, the private sector, and the public. For more information about the
Institute of Medicine, visit the IOM web site at www.iom.edu.

Permission is granted to reproduce this document in its entirety, with no additions or alterations. Copyright ©
2009 by the National Academy of Sciences. All rights reserved.
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GETTING THERE FROM HERE

How should Obama reform health care?

by Atul Gawande

JANUARY 26, 2009

Our jerry-rigged health-care system contains many models that reformers can build on.

In every industrialized nation, the movement to reform health care has begun with stories about cruelty. The

- Canadians had stories like the 1946 Toronto Globe and Mail report of a woman in labor who was refused help by
three successive physicians, apparently because of her inability to pay. In Australia, a 1954 letter published in the
Sydney Morning Herald sought help for a young woman who had lung disease, She couldn’t afford to refill her oxygen
tank, and had been forced to ration her intake “to a point where she is on the borderline of death.” In Britain, George
Bernard Shaw was at a London hospital visiting an eminent physician when an assistant came in to report that a sick
man had arrived requesting treatment. “Is he worth #t?” the physician asked. It was the normality of the question that
shocked Shaw and prompted his scathing and influential 1906 play, “The Doctor’s Dilemma.” The British health
system, he charged, was “a conspiracy to exploit popular credulity and human suffering.”

In the United States, our stories are like the one that appeared in the Times before Christmas. Starla Darling,
pregnant and due for delivery, had just taken maternity leave from her factory job at Archway & Mother’s Cookie
Company, in Ashland, Ohio, when she received a letter informing her that the company was going out of business. In
three days, the letter said, she and almost three hundred co-workers would be laid off, and would lose their health-
insurance coverage. The company was self-insured, so the employees didn’t have the option of paying for the
insurance themselves—their insurance plan was being terminated.

“When | heard that I was losing my insurance, | was scared,” Darling told the Times. Her husband had been laid off
from his job, too. “I remember that the bill for my son’s delivery i 2005 was about $9,000, and I knew T would never
be able to pay that by myself.” So she prevailed on her midwife to induce labor while she still had insurance coverage.
During labor, Darling began bleeding profusely, and needed a Cesarean section. Mother and baby pulled through. But
the msurer denied Darling’s claim for coverage. The couple ended up owing more than seventeen thousand dolfars.

newyorker.comy/.../090126fa_fact_gaw... 17
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The stories become unconscionable in any society that purports to serve the needs of ordinary people, and, at some
alchemical point, they combine with opportunity and leadership to produce change. Britain reached this point and
enacted universal health-care coverage in 1945, Canada in 1966, Australia in 1974. The United States may finally be
there now. In 2007, fifty-seven million Americans had difficulty paying their medical bills, up fourteen million from
2003. On average, they had two thousand dollars in medical debt and had been contacted by a collection agency at least
once. Because, in part, of underpayment, half of American hospitals operated at a loss in 2007. Today, large numbers
of employers are limiting or dropping insurance coverage in order to stay afloat, or simply going under~—even hospitals
themselves.

Yet wherever the prospect of universal health insurance has been considered, it has been widely attacked as a
Bolshevik fantasy-—a coercive system to be imposed upon people by benighted socialist master planners. People fear
the unintended consequences of drastic change, the blunt force of government. However terrible the system may seem,
we all know that it could be worse—especially for those who already have dependable coverage and access to good
doctors and hospitals.

Many would-be reformers hold that “true” reform must simply override those fears. They believe that a new
system will be far better for most people, and that those who would hang on to the old do so out of either lack of
imagination or narrow self-interest. On the left, then, single-payer enthusiasts argue that the only coherent solution is to
end private health insurance and replace it with a national insurance program. And, on the right, the free marketeers
argue that the only coherent solution is to end public insurance and employer-controlled health benefits so that we can
all buy our own coverage and put market forces to work.

Neither side can stand the other. But both reserve special contempt for the pragmatists, who would build around the
mess we have. The country has this one chance, the idealist maintains, to sweep away our inhumane, wasteful
patchwork system and replace it with something new and more rational. So we should prepare for a bold overhaul, just
as every other Western democracy has. True reform requires transformation at a stroke. But is this really the way i
has occurred in other countries? The answer is no. And the reality of how health reform has come about elsewhere is
both surprising and instructive.

No example is more striking than that of Great Britain, which has the most socialized health system in the
industrialized world. Established on July 5, 1948, the National Health Service owns the vast majority of the
country’s hospitals, blood banks, and ambulance operations, employs most specialist physicians as salaried government
workers, and has made medical care available to every resident for free. The system is so thoroughly government-
controlled that, across the Atlantic, we imagine it had to have been imposed by fiat, by the coercion of ideological
planners bending the system to their will.

But look at the news report in the Times of London on July 6, 1948, headlined “FIRST DAY OF HEALTH SERVICE.”
You might expect descriptions of bureaucratic shock troops walking into hospitals, insurance-company executives and
doctors protesting in the streets, patients standing outside chemist shops worrying about whether they can get their
prescriptions filled, Instead, there was only a four-paragraph notice between an item on the King and Queen’s return
from a holiday in Scotland and one on currency problems in Germany.

The beginning of the new national health service “was taking place smoothly,” the report said. No major problems
were noted by the 2,751 hospitals involved or by patients arriving to see their family doctors. Ninety per cent of the
British Medical Association’s members signed up with the program voluntarily—and found that they had a larger and
steadier income by doing so. The greatest difficulty, it turned out, was the unexpected pent-up demand for everything
from basic dental care to pediatric visits for hundreds of thousands of people who had been going without.

The program proved successful and lasting, historians say, precisely because it was not the result of an ideologue’s
master plan, Instead, the NLH.S. was a pragmatic outgrowth of circumstances peculiar to Britain immediately after the
Second World War. The single most important moment that determined what Britain’s health-care system would look
like was not any policymaker’s meeting in 1945 but the country’s declaration of war on Germany, on September 3,
1939.

As tensions between the two countries mounted, Britain’s ministers realized that they would have to prepare not
only for land and sea combat but also for air attacks on cities on an unprecedented scale. And so, in the days before
war was declared, the British government oversaw an immense evacuation; three and a half million people moved out
of the cities and into the countryside. The government had to arrange transport and lodging for those in need, along
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with supervision, food, and schooling for hundreds of thousands of children whose parents had stayed behind to join in
the war effort. It also had to insure that medical services were in place—both in the receiving regions, whose
populations had exploded, and in the cities, where up to two million war-injured civilians and returning servicemen were
anticipated.

As a matter of wartime necessity, the government began a national Emergency Medical Service to supplement the
local services. Within a period of months, sometimes weeks, it built or expanded hundreds of hospitals. it conducted a
survey of the existing hospitals and discovered that essential services were either missing or severely inadequate—
laboratories, X-ray facilities, ambulances, care for fractures and burns and head injuries. The Ministry of Health was
forced to upgrade and, ultimately, to operate these services itself.

The war compelled the government to provide free hospital treatment for civilian casualties, as well as for
combatants. In London and other cities, the government asked local hospitals to transfer some of the sick to private
hospitals in the outer suburbs in order to make room for victims of the war. As a result, the government wound up
paying for a large fraction of the private hospitals’ costs. Likewise, doctors received government salaries for the
portion of their time that was devoted to the new wartime medical service. When the Blitz came, in September, 1940,
vast numbers of private hospitals and clinics were destroyed, further increasing the government’s share of medical
costs. The private hospitals and doctors whose doors were still open had far fewer paying patients and were close to
financial ruin,

Churchill’'s government intended the program to be temporary. But the war destroyed the status quo for patients,
doctors, and hospitals alike. Moreover, the new system proved better than the old. Despite the ravages of war, the
health of the population had improved. The medical and social services had reduced infant and adult mortality rates.
Even the dental care was better. By the end of 1944, when the wartime medical service began to demobilize, the
country’s citizens did not want to see it go. The private hospitals didn’t, either; they had come fo depend on those
government payments,

By 1945, when the National Health Service was proposed, it had become evident that a national system of health
coverage was not only necessary but also largely already in place——with nationally run hospitals, salaried doctors, and
free care for everyone. So, while the ideal of universal coverage was spurred by those horror stories, the particular
system that emerged in Britain was not the product of socialist ideology or a deliberate policy process in which all the
theoretical options were weighed. It was, instead, an almost conservative creation: a program that built on a tested,
practical means of providing adequate health care for everyone, while protecting the existing services that people
depended upon every day. No other major country has adopted the British system—not because it didn’t work but
because other countries came to universalize heaith care under entirely different circumstances.

In France, in the winter of 1945, President de Gaulle was likewise weighing how to insure that his nation’s
population had decent health care after the devastation of war. But the system that he inherited upon liberation had no
significant public insurance or hospital sector. Seventy-five per cent of the population paid cash for private medical
care, and many people had become too destitute 1o afford heat, let alone medications or hospital visits.

Long before the war, large manufacturers and unions had organized collective insurance funds for their employees,
financed through a self-imposed payroll tax, rather than a set premium. This was virtually the only insurance system in
place, and it became the scaffolding for French health care. With an almost impossible range of crises on its hands—
food shortages, destroyed power plants, a quarter of the population living as refugees—the de Gaulle government had
neither the time nor the capacity to create an entirely new health-care system. So it built on what it had, expanding the
existing payroll-tax-funded, private insurance system to cover all wage earners, their families, and retirees. The self-
employed were added in the nineteen-sixties. And the remainder of uninsured residents were finally included in 2000.

Today, Sécurité Sociale provides payrol-tax-financed insurance to all French residents, primarily through a hundred
and forty-four independent, not-for-profit, local insurance funds. The French health-care system has among the highest
public-satisfaction levels of any major Western country; and, compared with Americans, the French have a higher life
expectancy, fower infant mortality, more physicians, and lower costs. In 2000, the World Health Organization ranked it
the best health-care system in the world. (The United States was ranked thirty-seventh.)

Switzerland, because of its wartime neutrality, escaped the damage that drove health-care reform elsewhere.
Instead, most of its citizens came to rely on private commercial health-insurance coverage. When problems with
coverage gaps and nconsistencies finally led the nation to pass its universak-coverage law, in 1994, it had no experience
with public insurance. So the country—you get the picture now—built on what it already had. It required every
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resident to purchase private health insurance and provided subsidies to limit the cost to no more than about ten per cent
of an individual’s income.

Every industrialized nation in the world except the United States has a national system that guarantees affordable
health care for all its citizens. Nearly all have been popular and successful. But each has taken a drastically different
form, and the reason has rarely been ideology. Rather, each country has built on its own history, however imperfect,
unusual, and untidy.

S ocial scientists have a name for this pattern of evolution based on past experience. They call it “path-dependence.”
in the battles between Betamax and VHS video recorders, Mac and P.C. computers, the QWERTY typewriter
keyboard and alternative designs, they found that small, early events played a far more critical role in the market
outcome than did the question of which design was better. Paul Krugman received a Nobel Prize in Economics in part
for showing that trade patterns and the geographic location of industrial production are also path-dependent. The first
firms to get established in a given industry, he pointed out, attract suppliers, skilled labor, specialized financing, and
physical infrastructure. This entrenches local advantages that fead other firms producing similar goods to set up
business in the same area—even if prices, taxes, and competition are stiffer. “The long shadow cast by history over
location is apparent at all scales, from the smallest to the largest—from the cluster of costume jewelry firms in
Providence to the concentration of 60 million people in the Northeast Corridor,” Krugman wrote in 1991,

With path-dependent processes, the outcome is unpredictable at the start. Small, often random events early in the
process are “remembered,” continuing to have influence later. And, as you go along, the range of future possibilities
gets narrower. It becomes more and more untikely that you can simply shift from one path to another, even if you are
locked in on a path that has a lower payoff than an alternate one.

The political scientist Paul Pierson observed that this sounds a lot like politics, and not just economics. When a
social policy entails major setup costs and large numbers of people who must devote time and resources to developing
expertise, early choices become difficult to reverse. And if the choices involve what economists call “increasing
returns”—where the benefits of a policy increase as more people organize their activities around it—those early
decisions become self-reinforcing. America’s transportation system developed this way. The century-old decision to
base it on gasoline-powered automobiles led to a gigantic manufacturing capacity, along with roads, repair facilities, and
fuelling stations that now make it exceedingly difficult to do things differently.

There’s a similar explanation for our employment-based health-care system. Like Switzerland, America made it
through the war without damage to its domestic infrastructure. Unlike Switzerland, we sent much of our workforce
abroad to fight. This led the Roosevelt Administration to impose national wage controls to prevent inflationary increases
in labor costs. Employers who wanted to compete for workers could, however, offer commercial health insurance.
That spurred our distinctive reliance on private insurance obtained through one’s place of employment—a source of
troubles (for employers and the unemployed alike) that we’ve struggled with for six decades.

Some people regard the path-dependence of our policies as evidence of weak leadership; we have, they charge,
allowed our choices to be constrained by history and by vested interests. But that’s too simple. The reality is that
leaders are held responsible for the hazards of change as well as for the benefits. And the history of master-planned
transformation isn’t exactly inspiring. The familiar horror story is Mao’s Great Leap Forward, where the
collectivization of farming caused some thirty million deaths from famine. But, to take an example from our own era,
consider Defense Secretary Donald Rumsfeld’s disastrous reinvention of modern military operations for the 2003
invasion of Iraq, in which he insisted on deploying far fewer ground troops than were needed. Or consider a health-
care example: the 2003 prescription-drug program for America’s elderly.

This legisiation aimed to expand the Medicare insurance program in order to provide drug coverage for some ten
mitlion elderly Americans who lacked i, averaging fifteen hundred dollars per person annually. The White House,
congressional Republicans, and the pharmaceutical industry opposed providing this coverage through the existing
Medicare public-insurance program. Instead, they created an entirely new, market-oriented program that offered the
elderly an online choice of competing, partially subsidized commercial drug-insurance plans. It was, in theory, a
reasonable approach. But it meant that twenty-five million Americans got new drug plans, and that all sixty thousand
retail pharmacies in the United States had to establish contracts and billing systems for those plans.

On January 1, 2006, the program went into effect nationwide. The result was chaos. There had been little realistic
consideration of how millions of elderly people with cognitive difficulties, chronic illness, or limited English would
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manage to select the right plan for themselves. Even the savviest struggled to figure out how to navigate the choices:
insurance companies offered 1,429 prescription-drug plans across the country. People arrived at their pharmacy only to
discover that they needed an insurance card that hadn’t come, or that they hadn’t received pre-authorization for their
drugs, or had switched to a plan that didn’t cover the drugs they took. Tens of thousands were unable to get their
prescriptions filled, many for essential drugs like insulin, inhalers, and blood-pressure medications. The result was a
public-health crisis in thirty-seven states, which had to provide emergency pharmacy payments for the frail. We will
never know how many were harmed, but it is fikely that the program killed people.

This is the trouble with the lure of the ideal. Over and over in the health-reform debate, one hears serious policy
analysts say that the only genuine solution is to replace our health-care system (with a single-payer system, a free-
market system, or whatever); anything else is a missed opportunity. But this is a siren song.

Yes, American health care is an appallingly patched-together ship, with rotting timbers, water leaking in,
mercenaries on board, and fifteen per cent of the passengers thrown over the rails just to keep it afloat. But hundreds
of millions of people depend on it. The system provides more than thirty-five million hospital stays a year, sixty-four
miflion surgical procedures, nine hundred million office visits, three and a half billion prescriptions. It represents a sixth
of our economy. There is no dry-docking health care for a few months, or even for an afternoon, while we rebuild it.
Grand plans admit no possibility of mistakes or failures, or the chance to learn from them. If we get things wrong,
people will die. This doesn’t mean that ambitious reform is beyond us. But we have to start with what we have.

hat kind of constraint isn’t unique to the health-care system. A century ago, the modern phone system was built

on a structure that came to be cafled the P.S.T.N,, the Public Switched Telephone Network. This automated
system connects our phone calls twenty-four hours a day, and over time it has had to be upgraded. But you can’t turn
off the phone system and do a reboot. It’s too critical to too many. So engineers have had to add on one patch after
another. .

The P.S.T.N. is probably the shaggiest, most convoluted system around; it contains tens of millions of lines of
software code. Given a chance for a do-over, no self-respecting engineer would create anything remotely Hke it. Yet
this jerry-rigged system has provided us with 911 emergency service, voice mail, instant global connectivity, mobile-
phone lines, and the transformation from analog to digital communication. It has also been fantastically reliable,
designed to have as little as two hours of total downtime every forty years. As a system that can’t be turned off, the
P.S.T.N. may be the ultimate in path-dependence. But that hasn’t prevented dramatic change. The structure may not
have undergone revolution; the way it functions has. The P.S.T.N. has made the twenty-first century possible.

So accepting the path-dependent nature of our health-care system—recognizing that we had better build on what
we've got—doesn’t mean that we have to curtail our ambitions. The overarching goal of health-care reform is to
establish a system that has three basic attributes. It should leave no one uncovered—medical debt must disappear as a
cause of personal bankruptcy in America. 1t should no longer be an economic catastrophe for employers. And it should
hold doctors, nurses, hospitals, drug and device companies, and insurers collectively responsible for making care
better, safer, and less costly.

We cannot swap out our old system for a new one that will accomplish all this. But we can build a new system on
the old one. On the start date for our new health-care system—on, say, January 1, 201 1—there need be no noticeable
change for the vast majority of Americans who have dependable coverage and decent health care. But we can
construct a kind of lifeboat alongside it for those who have been left out or dumped out, a rescue program for people
like Starla Darling.

In designing this program, we’ll inevitably want to build on the institutions we already have. That precept sounds as
i it would severely limit our choices. But our health-care system has been a hodgepodge for so long that we actually
have experience with all kinds of systems. The truth is that American health care has been more flotilla than ship. Our
veterans’ health-care system is a program of twelve hundred government-run hospitals and other medical facilities all
across the country (just like Britain’s). We could open it up to other people. We could give people a chance to join
Medicare, our government insurance program {much like Canada’s). Or we could provide people with coverage
through the benefits program that federal workers already have, a system of private-insurance choices (fike
Switzerland’s).

These are all established programs, each with advantages and disadvantages. The veterans’ system has low costs,
one of the nation’s best information-technology systems for health care, and quality of care that (despite what you've
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heard) has, in recent years, come to exceed the private sector’s on numerous meéasures. But it has a tightly limited
choice of cliniclans—you can’t go to see any doctor you want, and the nearest facility may be far away from where
you live. Medicare allows you to go to almost any private doctor or hospital you like, and has been enormously popular
among its beneficiaries, but it costs about a third more per person and has had a hard time getting doctors and hospitals
to improve the quality and safety of their care. Federal workers are entitled to a range of subsidized private-insurance
choices, but insurance companies have done even less than Medicare to contain costs and most have done little to
improve health care (although there are some striking exceptions).

Any of the programs could allow us to offer a starting group of Americans—the uninsured under twenty-five years
of age, say—the chance to jein within weeks, With time and experience, the programs could be made available to
everyone who lacks coverage, The current discussion between the Obama Administration and congressional leaders
seems to center on opening up the federal workers” insurance options and Medicare (or the equivalent) this way, with
subsidized premiums for those with low incomes. The costs have to be dealt with. The leading proposals would try to
hold down health-care spending in various ways (by, for example, requiring better management of patients with
expensive chronic diseases); employers would have to pay some additional amount in taxes if they didn’t provide health
insurance for their employees. There’s nothing easy about any of this. But, if we accept it, we'll all have a lifeboat
when we need one.

[t won’t necessarily be clear what the final system will look like. Maybe employers will continue to slough off
benefits, and that lifeboat will grow to become the entire system. Or maybe employers will decide to strengthen their
benefits programs to attract employees, and American health care will emerge as a mixture of the new and the old. We
could have Medicare for retirees, the V. A. for veterans, employer-organized insurance for some workers, federally
organized insurance for others. The system will undoubtedly be messier than anything an idealist would devise. But the
results would almost certainly be better.

Massachusetts, where I live and work, recently became the first state to adopt a system of universal health
coverage for its residents. It didn’t organize a government takeover of the state’s hospitals or insurance
companies, or force people into a new system of state-run clinics. It built on what existed. On July 1, 2007, the state
began offering an online choice of four private insurance plans for people without health coverage. The cost is zero for
the poor; for the rest, it is limited to no more than about eight per cent of income. The vast majority of families, who
had insurance through work, didn’t notice a thing when the program was launched. But those who had no coverage
had to enroll in a plan or incur a tax penalty.

The results have been remarkable. After a year, 97.4 per cent of Massachusetts residents had coverage, and the
remaining gap continues to close. Despite the requirement that individuals buy insurance and that employers either
provide coverage or pay a tax, the program has remained extremely popular. Repeated surveys have found that at least
two-thirds of the state’s residents support the reform.

The Massachusetts plan didn’t do anything about medical costs, however, and, with layoffs accelerating, more
people require subsidized care than the state predicted. Insurance premiums continue to rise here, just as they do
elsewhere in the country. Many residents also complain that eight per cent of their imcome is too much to pay for health
insurance, even though, on average, premiums amount to twice that much. The experience has shown national
policymakers that they will have to be serious about reducing costs.

For all that, the majority of state residents would not go back to the old system. I’m among them. For years, about
one in ten of my patients—I specialize in cancer surgery—had no insurance. Even though I'd waive my fee, they
struggled to pay for their tests, medications, and hospital stay.

I once took care of a nineteen-year-old college student who had maxed out her insurance coverage. She had a
treatable but metastatic cancer. But neither she nor her parents could afford the radiation therapy that she required. 1
made calls to find state programs, charities—anything that could help her—to no avail. She put off the treatment for
almost a year because she didn’t want to force her parents to take out a second mortgage on their home. But eventually
they had to choose between their daughter and their hfe’s savings.

For the past year, I haven’t had a single Massachusetts patient who has had to ask how much the necessary tests
will cost; not one who has told me he needed to put off his cancer operation until he found a job that provided
insurance coverage. And that’s a remarkable change: a glimpse of American health care without the routine cruelty.

It will be no utopia. People will still face co-payments and premiums. There may still be agonizing disputes over
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coverage for non-standard treatments. Whatever the system’s contours, we will still find it exasperating, even
disappointing. We're not going to get perfection. But we can have transformation—which is to say, a health-care
system that works. And there are ways to get there that start from where we are. ¢

ILLUSTRATION: STEVE BRODNER
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