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HEALTH CARE REFORM:
AN ECONOMIC PERSPECTIVE

WEDNESDAY, NOVEMBER 19, 2008

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:08 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Max Baucus
(chairman of the committee) presiding.

Present: Senators Rockefeller, Bingaman, Wyden, Stabenow,
Salazar, Grassley, Hatch, and Snowe.

Also present: Democratic Staff: Bill Dauster, Deputy Staff Direc-
tor and General Counsel; Elizabeth Fowler, Senior Counsel to the
Chairman and Chief Health Counsel; Yvette Fontenot, Professional
Staff; Shawn Bishop, Professional Staff; Renee Carter, Fellow; and
Elise Stein, Detailee. Republican Staff: Mark Hayes, Health Policy
Director and Chief Health Counsel; Kristin Bass, Health Policy Ad-
visor; and Jason Foster, Investigator.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The committee will come to order.

Before we begin our hearing today, I would like to make an an-
nouncement and also commend one of the smartest, most intel-
ligent persons who has served in the Senate, not as a colleague, but
as a member of staff, and that is Bill Dauster.

Today marks Bill’s 20 years of service in the Senate. Bill Dauster
is sitting behind me. He started his Senate career when he joined
the Senate Budget Committee staff on December 22, 1986, and
served a decade as Chief Counsel to that committee, then went on
to be the Democratic Staff Director. Bill has also served as Demo-
cratic Chief of Staff for the Labor Committee and as Legislative Di-
rector for Senator Russ Feingold.

For the past 5% years, Bill has served as Deputy Staff Director
and General Counsel here at the Finance Committee. Bill is the ex-
pert, the Senate expert, on budget law and trade law procedures.
He literally wrote the book on both. So, Bill, I congratulate you
today on your 20 years of service in the U.S. Senate. [Applause.]
Those of you who know Bill know that that is no idle statement:
he is that good.

In Washington, people often present choices between alter-
natives, between option A and option B, and it is often the case
that the right choice between option A and option B is neither, but
“yes.” The right choice is often to reject the false choice. We can
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often, I think, in LBJ’s famous phrase, “Walk and chew gum at the
same time.”

We are clearly facing, today in America, a significant recession.
That economic challenge commands a significant investment of gov-
ernment resources. Some say that we will have to choose between
fixing the economy and enacting comprehensive health reform. I re-
ject that false choice. I say we can, and should, do both. We can
walk and chew gum at the same time—not only can we, but we
have to.

Health care reform is not a distraction from addressing the econ-
omy. Health care reform is central to restoring America’s economy.
The costs of inaction, both in human terms and in financial terms,
are greater than the costs of reform.

The Nation’s economy is hurting. Since January, we have lost
more than 1.2 million jobs. That is the highest number in 14 years.
The unemployment rate has soared to 6.5 percent; it was 4.4 per-
cent just a year ago. The number of Americans who cannot find
enough work jumped to 6.7 million, its highest level since 1993.

Some industries have been hit especially hard: manufacturing,
construction, and retail trades have shed the most jobs. The unem-
ployment rate in construction is now close to 11 percent, double
what it was a year ago. It is clear that the economy is in a reces-
sion. Some economists even believe that we are headed for a deep
recession. The question for Congress should no longer be whether
to pass another stimulus bill, but how much, and what kind of
stimulus is needed to get the economy on the right path.

This moment in history is not unlike the one faced by Franklin
Roosevelt and the New Deal generation. Now, as then, solving
America’s economic challenges will require us to go forward with
bold efforts. It will require a multi-faceted response. Comprehen-
sive health reform legislation must be part of any successful eco-
nomic recovery plan.

Last week, I released a white paper that calls on Congress to act
on meaningful health care reform in 2009 that achieves coverage
for all Americans, while also addressing the underlying problems
of cost and quality. We need immediate action on health care re-
form. Health care costs and the economy are linked. The key chal-
lenges of our health care system are high costs, low quality, and
insufficient access. Those challenges have a direct effect on family
budgets. They have a direct effect on American businesses and
American businesses’ ability to compete, and they have a direct ef-
fect on government spending.

Americans’ anxiety about the economy is connected to the con-
cerns about health care. Health care costs have grown 5 times fast-
er than wages over the last decade. Since 2001, real wages and
household income have been flat. The economic downturn means
more individuals could lose health care coverage for themselves
and their families, and that is at a time when savings are low and
credit card debt and medical costs are high. Medical bills could
force a growing number of families into bankruptcy.

We need to reform the health system. First, we must ensure
meaningful coverage and care to all Americans. Second, we must
emphasize higher quality, greater value, and less costly care.
Third, reform should contain an absolute commitment to weed out
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waste, eliminate overpayments, and design sustainable financing
that works for taxpayers as well as the Nation’s recipients and pro-
viders of health care. We all need to be in this together. This has
to be a solution where all Americans participate, all bear responsi-
bility. That is the only way this is going to work.

Yes, reforming health care will cost money, but investments now
will reap savings a decade from now. Spending now will also pro-
vide needed stimulus for the economy as well. I hope that my paper
offers a starting point, a starting point for the dialogue that we will
have on health reform next year. I intend to work with Senator
Grassley, my colleagues on this committee, as well as members of
the HELP Committee to craft a bipartisan bill we can send to the
President next year. We all must work together.

A recently released report from the New America Foundation
states it well. It says, “We must reform our struggling health sys-
tem not in spite of our economic crisis, but rather because the im-
pact health care has on the American economy. The economic and
social impact of inaction is high and will only rise over time.”

Today’s hearing will examine the need for health care reform
from an economic perspective. Is health care reform an economic
imperative? What are the economic costs of inaction? If current
health care trends continue, can we remain competitive?

Today’s hearing is the tenth in a series on health care reform
this committee has held this year. It is my hope that these hear-
ings will help to prepare the committee for the hard work we will
do next year.

And so let us reject false choices. Let us show that we can walk
and chew gum at the same time. Let us rebuild the economy and
bring affordable, meaningful health coverage to all Americans.

Senator Grassley?

OPENING STATEMENT OF HON. CHUCK GRASSLEY,
A U.S. SENATOR FROM IOWA

Senator GRASSLEY. Thank you, Senator Baucus, for holding this
hearing. Because of your leadership over the last year we have
done a lot of work in this committee on this issue and a lot of other
issues, so we are well-positioned to make real progress on health
care reform in 2009. As we have examined our health care system
this year, it has become even clearer how much our system needs
fixing. I look forward to working with you to get that job done.

Health care reform will be a test of our will and our ability to
make tough choices. Those tough choices have become much more
challenging as we have seen our economy falter. Right now, we al-
ready have a deficit of at least $400 billion for the coming year,
and that is before the $700 billion bail-out and the economic down-
turn are factored in.

Congressional leaders have also discussed another economic
stimulus package that may be taken up next year that would add
several hundred billion dollars more. Rising health care costs,
record deficits, and the growing liability of Social Security, Medi-
care, and Medicaid create big challenges for the financing of health
care reform. It is hard to paint a very rosy scenario. In post-World
War II history, the deficit has never been above 6 percent of the
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economy. It seems like we are heading towards a deficit that might
be 10 percent of the economy.

Increasing access for the uninsured is not going to come cheaply,
and it is clear to me that our economy cannot stand much further
deficit spending. We also must acknowledge the problem that spi-
raling increases in health care spending create for our economy, be-
cause it is having that impact that the chairman has spoken about,
and the relationship is very definitely there.

Rising health care costs affect family budgets because costs of
that care are rising much faster than inflation. Rising health care
costs affect jobs when employers struggle to cope with the cost of
providing health coverage to workers, and those costs affect our
competitiveness internationally when health costs here make prod-
ucts produced in the U.S. more costly, making us uncompetitive
with foreign competition.

The rising cost of health care is also a threat to State budgets,
as we are hearing now from Governors. More and more State budg-
et dollars are going for health care, and just for their current obli-
gations, not new obligations. In fact, when it comes to the States,
very soon States are going to reach a point where paying for in-
creased health care costs, maintaining infrastructure, and pro-
viding post-secondary education simply cannot all be done by most
of the States.

Senator Baucus and I requested testimony from the Government
Accountability Office that speaks to this point, which will be sub-
mitted for this record.

[The prepared statement from the Government Accountability
Office appears in the appendix on p. 44.]

Senator GRASSLEY. The recent Medicaid Actuary’s Report showed
the costs of that program doubling over the next 10 years, and ris-
ing health costs are affecting the Federal budget, as has been
pointed out so many times.

According to the most recent trustees’ report, the Medicare trust
fund begins deficit spending this year and funds will be completely
exhausted in 2019. Federal spending for Medicare alone is pro-
jected to double, from about 3 percent of the economy today to 6
percent by 2030. It is clear, then, that the growing cost of health
care is already an untenable burden for both the Federal and State
Governments, so obviously doing nothing is not an option. We must
find ways to address health care costs and we must do it soon, and
we must do that while also making coverage accessible and afford-
able for more.

As 1 said before, we face difficult choices. We have an economy
in distress. Increasing record-breaking deficits is not a legitimate
option. Ignoring the burden inefficient spending in health care
places on our economy is also not an option. We must find ways
to address these difficult problems, and soon.

So I hope we have adequately responded to the chairman’s re-
quest for a bipartisan consensus, working towards that. We have
had meetings already, we will have other meetings, and we will
have innumerable meetings. We may spend all of our time meeting
on health care. [Laughter.] I am very much looking forward to the
testimony of our witnesses as we start down this very difficult
road.



Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much, Senator.
Senator Rockefeller would now like to make a brief statement.

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV,
A U.S. SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Mr. Chairman, I thank you for this cour-
tesy. It has been 15 years since we tried doing comprehensive
health care reform, and there are all kinds of ways to blame why
it did not happen. The point is, it did not happen. We have become
a Congress of incrementalists since then.

It is simply not debatable, the substantial burden that health
care has become for individuals, families, businesses, and the econ-
omy as a whole without the absence of this broad reform which we
now have to pledge ourselves to, and do.

Our current health care system simply does not work, and it is
time for a major overhaul. I have been working on health care pol-
icy for more than 25 years, and I have never been more hopeful
about the prospect of reform or more convinced of the over-
whelming need for reform than I am now. The current economic
crisis, as the chairman has indicated, is also a crisis of health care.
They are one and the same.

Stabilizing our health care system is a critical component of put-
ting our economy back on track. Leading economists have all
agreed that our costly and inefficient health care system is perhaps
the biggest threat to the Nation’s budget. So, health care is not just
health care, it is 47 million uninsured people, all kinds of others
who are underinsured, and it is also, as I say, stability for our
country.

It is long past time for the Federal Government, in my judgment,
to make the investment necessary to achieve comprehensive health
care reform. If the government must intervene to do that, then the
government is going to intervene to do that. That is my view. We
have to do this, we have to do it all, and we have to do it soon.
I say that not in spite of the current economic crisis, again, as the
chairman said, but because of the economic crisis.

I believe there are three broad goals of comprehensive health
care reform: increasing coverage and affordability; improving qual-
ity; and also eliminating unnecessary health care spending, which
is a very broad statement but nevertheless is rich with text.

While each of these goals must be undertaken in earnest, the
foundation of comprehensive reform is coverage for the 47 million
Americans, including nearly 9 millon children and, as we so often
forget to say, more than 2 million veterans who are uninsured. I
have been chairman of the Subcommittee on Health Care for a
while. I look forward to working actively with the House and Sen-
ate leadership, the House and Senate committees of jurisdiction,
and, importantly, the Obama administration to avoid the pitfalls of
the early 1990s. We could do it this time because we have experi-
enced failure and hopefully learned from it, so we can finally real-
ize the goal of comprehensive health care reform. We have to do
it.

Mr. Chairman, I thank you.

The CHAIRMAN. Thank you, Senator.
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Now I welcome our witnesses to the hearing. First, we will hear
from Ivan Seidenberg, chairman and chief executive officer of
Verizon. Next, Mr. Andy Stern, our second witness, is president of
the Service Employees International. Welcome, Mr. Stern. The
third witness is Dr. Uwe Reinhardt, the James Madison professor
of political economy from the Woodrow Wilson School of Public and
International Affairs at Princeton University. Uwe, thank you for
making the extraordinary effort to be here today. I understand you
flew from halfway around the world, arriving at about 3 a.m. this
morning just for this hearing. We deeply appreciate that. Finally,
we will hear from Amitabh Chandra, assistant professor of public
policy at the John F. Kennedy School of Government at Harvard
University.

Mr. Seidenberg, why don’t you begin?

STATEMENT OF IVAN G. SEIDENBERG, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, VERIZON COMMUNICATIONS, INC.,,
NEW YORK, NY

Mr. SEIDENBERG. Chairman Baucus, Senator Grassley, members
of the committee, thank you very much for the opportunity to be
here to discuss health care reform. I am very heartened by all of
your positive statements about the need to focus on this particular
urgent need for our country.

For the business community, the stakes for an affordable and
sustainable health care system are important. As you said, health
care costs are the number-one cost pressure for the Business
Roundtable CEO, the number-one cost issue that all of us talk
about when we get together.

Escalating cost increases for health care mean we are paying a
lot more but getting less value. These increased costs, as you know,
inhibit job creation, damage our competitiveness, and impose a
major strain on household incomes. With most Americans’ health
benefits tied to their jobs, people clearly worry that they will not
be able to afford coverage for their families, move to a new job, try
to start a new business, or, in the worst case, how they pay for
health care if they are unemployed. That is why we are grateful
for your leadership in keeping this issue at the forefront of the con-
gressional agenda.

We also encourage the Congress not to lose focus on medical li-
ability reform and hope, Mr. Chairman, that you will reintroduce
S. 1481, the Fair and Reliable Medicare Justice Act, with Senator
Enzi.

Now, at the Business Roundtable, we have devoted considerable
time to studying the health care reform issue. We have learned a
lot. In September, we released a plan containing many suggestions
that are somewhat similar to Chairman Baucus’s proposal. As you
well know, when it comes to scientific advances, medical tech-
nology, and the quality of our doctors and hospitals, we believe that
American health care—not the system, but health care—is really
the gold standard for the world. We know how to take care of peo-
ple.

But it is beyond the reach of an increasing number of Americans,
and this is the problem. From our perspective, the problem with
the current health care market is that it does not really function
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as an integrated market. It leaves major consumer needs unmet,
costs unchecked by competition, and basic practices untouched by
the productivity revolution that has transformed every other sector
of the economy.

So our plan is based on four pillars.

(1) Creating greater consumer value and efficiency through use
of health information technology, value purchasing, and medical li-
ability protection. We can drive efficiency by doing those things.

(2) Providing more affordable health insurance options for all
Americans by tackling insurance reform. We need more products in
the marketplace to cover more people.

(3) Placing an obligation on all Americans to have health insur-
ance coverage and encouraging widespread participation in preven-
tion and chronic care programs. We have come to the point where,
when you are born until you die, you need to be participating in
the system so we can take care of you in a fashion that drives effi-
ciency and quality of coverage through your lifetime.

(4) Lastly, offering assistance to uninsured low-income families to
meet their participation in the plan.

Now, our written testimony discusses these pillars in more de-
tail. As you will see, Chairman Baucus, some of our fundamental
assumptions mesh with many elements in your plan, such as great-
er use of health IT, more transparency on cost, and quality to cre-
ate greater efficiencies.

In our judgment, the key to finding a practical solution to health
care reform is to fix what is broken while preserving what is work-
ing. So, in that spirit, the Business Roundtable strongly urges Con-
gress to reinforce the existing employer-based system through
which most Americans currently receive health benefits.

The Federal ERISA statute gives employers the flexibility to de-
sign and finance plans that meet their employees’ needs, a success-
ful system that makes coverage widely available to our workers.
Tampering with this law at this time, in our view, is just unneces-
sary. For many uninsured, the problem of obtaining coverage is not
just financial, it is also the inadequate structure of the health care
market.

To fix that, we must also have a functional competitive private
insurance market with affordable options. Our plan would restruc-
ture the private insurance market and, we believe, create a more
rational insurance system with a wider variety of products to meet
the different needs of the uninsured.

While it is obvious we may differ on some mechanics of how to
achieve our objectives, the Business Roundtable stands united with
this committee in our commitment to finding solutions to the
American health care challenge that we are all facing. We firmly
believe that by mobilizing the power of the market and 21st-
century information technology, we can drive down costs, drive up
quality, and improve access to health care for everyone.

We are committed to working with you and all interested stake-
holders in achieving meaningful reform. In fact, we are doing so
today. For example, the Business Roundtable has joined forces with
AARP, with Mr. Stern and the SEIU, and the NFIB in a coalition
called Divided We Fail to build bipartisan support for health care
reform.
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In our company, Verizon, we agreed with our two unions, the
CWA and IBW, to work together to achieve comprehensive health
care reform that covers every American, controls costs, shares the
responsibility of paying for coverage, and improves quality. These
are big steps for the business community.

There are many facets to this problem and many perspectives
that must be taken into account, but we believe that any real solu-
tion to health care reform must emerge from the uniquely Amer-
ican principles that drive our economy: innovation, choice, competi-
tion, and a marketplace that serves everyone.

Now, if I could just beg your indulgence, I need to say just a
word about pension funding. The sudden and unexpected decline in
the markets, combined with the current credit crunch, has put de-
fined benefit plan sponsors in a very tough spot. At a time when
most companies need cash to grow, we are getting hit with unex-
pected pension funding that is far in excess of our most conserv-
ative forecasts and budgets.

We would like the Congress to act now, this year, to give busi-
ness a little breathing room. We need to be able to smooth out the
recent asset decline so that the losses are replaced over a more rea-
sonable period, and we need a little bit more transition into tough-
er funding rules and some flexibility on how those rules are ap-
plied. Companies are making budgeting decisions for 2009 and
2010, and they need to know they are going to get some breathing
room, otherwise many of those companies are going to have to
make some painful cuts in jobs and benefits.

Senator, thank you very much.

The CHAIRMAN. Thank you, Mr. Seidenberg. In fact, I have been
meeting with Senator Grassley on just that second issue, smooth-
ing pension provisions and other asset provisions and the dates by
which plans have to be funded, given the problems facing the econ-
omy. I think there is a decent chance we will get that enacted this
week.

Mr. SEIDENBERG. Oh, that would be great.

The CHAIRMAN. Yes, it would be great.

[The prepared statement of Mr. Seidenberg appears in the ap-
pendix.]

The CHAIRMAN. Mr. Stern?

STATEMENT OF ANDY STERN, PRESIDENT, SERVICE
EMPLOYEES INTERNATIONAL UNION, WASHINGTON, DC

Mr. STERN. It would be great. Good morning, Mr. Chairman,
Senator Grassley, members of the committee. On behalf of the 2
million members of SEIU, including more than a million who went
to work in hospitals, nursing homes, and peoples’ homes, I thank
you for the invitation.

Our members recognize there are many economic challenges that
you need to deal with that face our country, but we believe there
1s now a once-in-a-lifetime chance to finally address a strategic eco-
nomic challenge that has been unsolved for too long, and that is to
solve our health care crisis.

The facts for workers in health care are very clear: 8 of the 10
uninsured go to work every day; premium growth has now doubled
or quadrupled the size of wage growth, as you said, Mr. Chairman;
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and U.S. businesses are spending twice as much per person as
their OECD competitors, and that is not good for American work-
ers.

But those are facts for the head. To get to the heart of the mat-
ter, there are people like Paula Hall, a child care provider in Spo-
kane, WA. In 2001, Paula’s husband was hurt working in a ma-
chine shop, lost his job, could not afford COBRA, did not qualify
for State aid because they made too much, so they played Russian
roulette and went, like so many Americans, without health insur-
ance.

Four years later, after open-heart surgery, three angioplasties,
and $250,000 in health care bills, they spent their savings, spent
their child’s college fund, lost their home, went bankrupt, and then
finally got on State aid so they had health care again because they
had so little income.

It seems ridiculous, in the richest country on earth, to have to
go bankrupt, or be foreclosed, or get a lower income in order to
have a path for health care. We believe, as all of the speakers said,
if we are going to solve today and tomorrow’s economic crises for
working people and for our country, it is time right now to fix the
health care system. Whether it is the economic impact of medical
debt—and we should all appreciate as we deal with this debt crisis,
there are now 72 million Americans struggling with medical debt,
n}llany of them who thought they had insurance that protected
them.

Another study says that medical debt will be the cause of half
of the future bankruptcies in this country. But more importantly,
if people do not have a sense of health care security, they are not
going to begin to purchase at the levels we need to revive consumer
spending, and when we look at what happened in retail where it
dropped an astounding 2.8 percent in sales just last month, we
need people to be secure and feel like they can spend.

With these kinds of choices facing working people today, it is
hard to argue that health care is not tied to the immediate eco-
nomic crisis. If we do nothing, health care will only continue to fuel
the economic crisis for years to come. We know, as you said, that
the typical employer-based family health insurance plan will rise
84 percent, to more than $24,000, in 2016. That will collapse busi-
nesses, health care plans, as well as employees’ budgets.

If we do nothing, we know, as you said, that we will double, from
$2 trillion to $4 trillion, national expenditures on health care,
which is unsustainable. As you said, Federal spending on Medicare
and Medicaid, now 4 percent of our economy, will grow to 6 percent
by 2030, and 12 percent by 2050. This cannot continue.

The single most important way to dramatically improve our eco-
nomic and fiscal outlook is to take steps now to put health care
spending on a growth rate more closely aligned with the overall
economic growth.

Now, here is the good news. As opposed to, as Senator Rocke-
feller said, in 1993, I think there is a unique window of opportunity
here. The voters have spoken clearly about the need for change.
Businesses, consumers, unions, the insurance and pharmaceutical
industries, I think, are all ready to participate in a process of real
change.
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I think everyone now understands this is not a Democratic prob-
lem or a Republican problem, this is an American problem, for fam-
ilies and for our businesses. Just like GM, if we fail to live up to
our responsibilities and see the problems and deal with them
quickly and responsibly, we will see the collapse of our health care
system as well.

We have begun to participate, as Ivan Seidenberg said, in many
coalitions with many people we do not usually agree with, but on
this issue we totally agree. Whether it is the Business Roundtable,
NFIB, Wal-Mart, Intel, Manpower, or the pharmaceutical industry,
we believe the time has come to solve this health care crisis.

That is why, Mr. Chairman, your call to action last week was so
timely, so bold, and such an important step to move this forward.
We were especially pleased to see strong support for accessing cov-
erage, including a public option; strategies for cost containment;
payment and delivery system reform; transparency; and more op-
tions for long-term care. The only way to fix this problem is not in-
cremental, but fundamental, focusing on access, quality, and cost
all at one time.

Senator Grassley, we appreciate your long record of supporting
policies that ensure coverage for all Americans. I am proud to work
with you on transparency and long-term care. Senators Rockefeller
and Hatch have shown great commitment to these issues. Senator
Wyden has obviously been a leader as well. President Obama has
promised us all that he will reach across the aisle. Now is the time
to solve this problem. It is within our reach and can be done, we
believe, in the first 100 days.

Finally, let me just say, when it comes to the health care crisis,
we have to take a lesson from the economic crisis: the longer we
wait, the less we do, the worse it gets. There are those who will
say we cannot afford to reform our health care system, but I say
we cannot afford not to.

Thank you very much.

The CHAIRMAN. Thank you very much, Mr. Stern. I deeply appre-
ciate that.

[The prepared statement of Mr. Stern appears in the appendix.]

The CHAIRMAN. Dr. Reinhardt?

STATEMENT OF UWE E. REINHARDT, Ph.D., JAMES MADISON
PROFESSOR OF POLITICAL ECONOMY, WOODROW WILSON
SCHOOL OF PUBLIC AND INTERNATIONAL AFFAIRS, PRINCE-
TON UNIVERSITY, PRINCETON, NJ

Dr. REINHARDT. Mr. Chairman, Senator Grassley, members of
the committee, thank you very much for inviting me to this impor-
tant meeting. I would also like to congratulate you, Senator Bau-
cus, for this fine document. As I mentioned, I will use it in my
course on health policy as an opening and say the aim is that you
should be able to write a document this good. [Laughter.] So, you
have made a contribution to Princeton University.

The CHAIRMAN. Thank you very much.

Dr. REINHARDT. It is indeed a window of opportunity at the mo-
ment. My wife and I were part of a group of foreigners who went
to Taiwan in the early 1990s to help them move to universal cov-
erage, and they did it in 1995, as we failed. They had all the ingre-
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dients: a demand for it among the populace, among the business
community; there was a legislature enlightened to be receptive; and
there was strong presidential leadership. This president was pas-
sionately committed to the cause, as I hope and believe President-
elect Obama will be. So, this is a great window of opportunity.

My statement falls into four sections. The first one is a reaction
specifically to the proposal you have, and it may seem like pan-
dering when I say I wholeheartedly support the design parameters,
but I had a proposal I had sketched out 15 years ago, and I had
very similar ideas. I called it the All-American Plan, because this
plan does not undo what there is; whatever you have, you can keep
it. It is not a government take-over, it is just filling in the gaps
with intelligent additions.

I like the mandate. I do believe you cannot have community rat-
ing and guaranteed issue, and then allow people to go without in-
surance when they are healthy and throw themselves on the mercy
of a community rate when they are sick. If you belong to a club of
people who look after each other when they are sick, you have to
pay your dues into the club. So, I obviously favor a mandate.

The insurance exchange is often decried as a government take-
over—and you will hear that again—of health care. But Governor
Romney put one in in Massachusetts. The way I would look at it
is, a big business like General Motors has an employee benefit de-
partment that organizes the market for insurance. Small busi-
nesses do not have that, and the exchange is a substitute for their
personnel department. So, it is a private sector thing; it is not a
government take-over.

The point I would say, in your testimony, that needs a little more
work would be the subsidies for small businesses. To an economist,
the issue is not small; the issue is the size of the wage base, the
donkey that has to carry this load. So, if you had a small firm of
architects or lawyers with 20 people, they might not have trouble
paying for health insurance, but if you had a larger firm, 200 em-
ployees, all with a very low wage base, they would have a problem.
So size is not the issue, but wage base.

Which brings me to the second section of my testimony. We are
sailing into a perfect storm. While on the one hand the gross wage
base that has to pay for all the fringes—whether a check is written
by the employer or employee—for all the take-home pay and for
health insurance, that wage base is growing at 3 percent per year,
if we are lucky.

If you look at the Milliman Index, it now costs $15,000 for a typ-
ical family of four, if you include health insurance premiums and
out-of-pocket spending, and that will be $35,000 10 years from now,
while the wage base—I use an example of a family with a $60,000
wage base that will be $80,000 in 2016. So in 2018, 47 percent of
the wage base of this family will be chewed up just by health care.
So, that will not happen, and they will be uninsured.

That puts us—or you—into a nasty situation: either higher-
income people have to pay more taxes to subsidize, to be their
brothers’ and sisters’ keepers in the bottom third of the income dis-
tribution, or we have to run a multi-tier health system where the
health care experience varies by the income of the people.
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I have a long section on cost containment. It is imperative that
we do cost control. You have a beautiful section on it, starting with
the Wennberg variation. I will not have time to go into it, but the
one point I do address is, in years past we have always said, let
us do cost control first and then we can afford to cover more people.

That puts the cart before the horse. I think we need to have uni-
versal coverage first and then, parallel, do cost containment. But
that takes much longer. It is a big, big wrestling match. Of course,
there is Alfred E. Newman’s cosmic equation which says every dol-
lar of health care spending is someone’s health care income, includ-
ing fraud, waste, and abuse. So when you get at that, you are cut-
ting into people’s income, and there could be very powerful oppo-
nents. So that will take a little longer, that battle, to fight, but the
insurance can be done more quickly.

Just some additional points. I applaud you for addressing, at
least for discussion, the tax preference accorded employer-provided
health insurance. I think Republicans and Democrats alike realize
that this is an inequitable and inefficient subsidy that could be
harvested. We are talking $300 billion. There are ways—you
sketched them out yourself—that, instead of taking it away right
away, you could cap it or limit it by income. For example, if you
make more than $200,000, all employer-provided premiums will be
added to the W—4, but if you make $40,000, none would. There are
easy, imaginative ways to do it. Technology assessment—I think
we will have it sooner or later, because we are the only country
that really does not.

Then I thought, in the Medicare Modernization Act, you missed
a great opportunity. You gave the private insurance industry a tip,
12 percent, on top of what regular Medicare costs, but you asked
nothing in return. Usually when I tip, I ask for something. What
you could have asked for is what the Germans did. They told the
insurers, we will pay you extra but you have to come to us with
a fully specced-out disease management program, with a network
of doctors.

Everything has to be in there. You do that. I think you hint at
it in your report. I would go that way. If you want the subsidy,
then you have to manage care, which probably would, for a lot of
these plans, mean they either lose it or they have to get busy really
addressing the issue of disease management.

Thank you very much.

The CHAIRMAN. Thank you very much, Professor. I might say on
the small business, we attempt to deal with the question you
raised, namely not just the size and number of employees, but also
the income. For example, the difference between Jiffy Lube and a
law firm, for example.

Dr. REINHARDT. Yes.

The CHAIRMAN. We tried to address that in this paper. But I
must say, too, in listening to you, you sound like a professor grad-
ing this white paper. [Laughter.] It kind of sounds like you gave
us a pretty decent grade, and I deeply appreciate that.

Dr. REINHARDT. You should see it. [Laughter.]

The CHAIRMAN. Thank you very much. It is like a tutorial here.
Thank you very much.
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[The prepared statement of Dr. Reinhardt appears in the appen-
dix.]
The CHAIRMAN. Dr. Chandra?

STATEMENT OF AMITABH CHANDRA, Ph.D., ASSISTANT PRO-
FESSOR OF PUBLIC POLICY, JOHN F. KENNEDY SCHOOL OF
GOVERNMENT, HARVARD UNIVERSITY, CAMBRIDGE, MA

Dr. CHANDRA. Senator Baucus, Senator Grassley, members of the
committee, thank you for inviting me to Washington today.

My first point this morning is to note that cost growth in health
care has reduced wages and increased the numbers of the unin-
sured. My second point is that the Medicare program encourages
the adoption of new medical technologies, some of dubious marginal
value. It also rewards the full utilization of existing capacity. Yet,
because physicians treat their over-65 and under-65 patients simi-
larly, Medicare’s incentives encourage the intensive treatment of
the under-65, which raises their premiums. My third goal is to
elaborate on reform options.

Let me start by discussing the effects of cost growth in health
care on labor markets. Despite what is commonly believed, workers
who receive health insurance benefits are paying for them in the
form of lower wages, and that means less money for gasoline, food,
and holiday presents. Recognizing this trade-off, some workers de-
cline health insurance.

But firms have limited ability to offset increases in the price of
health insurance through lower wages. They certainly cannot do it
for workers who are retired. For employees whose compensation
cannot be reduced, firms will reduce employment or move workers
into part-time jobs without health benefits.

Dr. Katherine Baicker and I estimate that a 20-percent increase
in health insurance premiums, which is less than a third of what
they have grown since 2000, has resulted in an employment loss
of 3.5 million workers, and an additional 3 to 4 million workers
have been moved from full-time to part-time jobs without benefits.
Firms may also respond by moving to the areas of the United
States where there is less cost growth. For workers in other areas,
there will be no jobs and no health insurance.

Because of our peculiar choice of tying health benefits to employ-
ment, Americans lose insurance when they lose their jobs. Some re-
spond by being more reluctant to switch jobs because they do not
want to lose their insurance and be exposed to the threat of a med-
ical bankruptcy, but such switching is key to revitalizing our econ-
omy.

All this said, there is no reason to believe that, simply because
something is expensive, it is not worth it. But we now know that
30 percent of medical spending in the United States confers no
medical or therapeutic benefit. The United States spends over $2.1
trillion a year on health care, and 30 percent of that is $700 billion.
This is a number that has particular significance today. It is surely
possible to offer more affordable health insurance policies that do
not cover this 30 percent of wasteful spending.

So what can we do? In the short run, Congress may consider in-
creasing the portability of insurance and the expansion of existing
programs. I urge you to do so, but these will be very costly. Perma-
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nent, large-scale insurance expansions will increase providers’ in-
centives to expand capacity, which will then be fully utilized in
other Americans, driving up their premiums further.

Expansions will also encourage some employers to drop coverage,
thereby increasing costs and reducing the realized coverage gains.
Permanent expansions will also weaken the Federal budget situa-
tion. Reforming the individual health insurance market through
regulatory reform is another coverage option and one that will
eventually pave the way for decoupling insurance from employ-
ment. I will be happy to share my thoughts on such reforms with
you later.

We should acknowledge that efforts to insure the uninsured will
not check subsequent premium growth. Moreover, insuring the un-
insured will give them access to the sort of care that everyone else
receives, which is a combination of valuable care, the over-use of
costly care with unproven benefit, and the under-use of some vi-
tally important therapies.

Chairman Baucus, as you have noted, fundamental health care
reform will have many, many components. The more challenging
idea to simultaneously consider is to address cost growth in health
care. This is not a uniquely American phenomenon, but our Medi-
care program’s perverse incentives aggravate the situation by en-
couraging the adoption of innovations that are beneficial in some
patients, but offer tremendous scope for over-use in others.

Physicians do not practice medicine in a vacuum. Because of mal-
practice and practice norms, how they treat Medicare patients is
how they will treat non-Medicare patients. Medicare reforms that
promote value-based reimbursement will spill onto everyone, there-
by extending the reach of both public and private dollars.

Private insurers will be able to offer more affordable policies if
they know that they do not have to cover the 30 percent of useless
spending that Medicare currently covers. Indeed, cost savings from
fMedicare reform could be used to finance other health reform ef-
orts.

How exactly to reform Medicare is a topic for another hearing,
but I have many ideas that I would be delighted to share with you
at that time. The key to Medicare reform is the realization that we
must measure all costs and not only costs at the level of discrete
episodes of illness. We must reimburse for value and ensure that
the care that patients receive is congruent with their preferences.
The accountable care organizations championed by the Dartmouth
Institute offer the greatest promise, but they need to be more rigor-
ously tested.

In summary, addressing cost growth in health care will increase
wage growth and consumption, reduce the number of the uninsured
and unemployment in general, and encourage voluntary turnover.
It might revitalize our economy. It will prevent Medicare from tak-
ing over the entire Federal budget, and it will have the bonus effect
of improving the Nation’s health. There is no better time to initiate
such reform.

Thank you.

The CHAIRMAN. Thank you, Dr. Chandra, very much.

[The prepared statement of Dr. Chandra appears in the appen-
dix.]
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The CHAIRMAN. What strikes me, as Senator Rockefeller has
said, and so many others have said, is that the time has come. So
many groups, people, stakeholders, providers, and consumers want
to work together to find a solution now. It really has risen to the
next level above partisanship. As you said, Mr. Stern, it is truly an
American phenomenon, and clearly the time has come. I think the
stars are aligned where we can get this all put together in a very
meaningful way.

One question we are going to face, though, is, you have done a
good job, all of you, of explaining the costs of inaction. Inaction is
just intolerable. But the question we are going to face is, how much
will the up-front investments be to accomplish our objective, wheth-
er it is health IT, comparative effectiveness, and on down the line.

We run into this difficult question in the Congress of pay-fors,
that is, the degree to which the costs initially are going to be a hin-
drance as we try to realize the benefits from those costs. That is,
the costs are really investments, but we have this archaic budget
system here that is going to make that a bit difficult.

So I would like you to address the importance of these initial in-
vestments and what you think the consequence of the failure of
making those investments might be as we try to achieve meaning-
ful reform here. I will just go down the line here and start with
you, Mr. Seidenberg.

Mr. SEIDENBERG. All right. Senator, there is no magic answer to
that. You have mentioned before, we sit in meetings. I know in our
company and at the Business Roundtable, we listen to experts on
this all the time. So the short answer to your question is, you
should look at the categories where we could make the system
more efficient—evidence-based treatment, disease management,
health IT, transparency of data, and wellness practices. In my com-
pany this is nothing more than looking at a return on investment
of some initial dollars.

So, if we can create accountability around these areas, and we
can get this system to pay for itself over a 3-, 4-, or 5-year period,
cash in/cash out that looks pretty stable, there should not be any
reason why the Congress could not provide the seed money to get
it going. But every time I hear this debate, what we talk about is
all this money on the front end and there is never any discussion
about what the accountability is on the back end.

The CHAIRMAN. Right.

Mr. SEIDENBERG. So my view is, it is what it is. But, if we can
create the accountability around these well-established ideas for ef-
ficiency and savings, then the economy should step up and seed the
program necessarily, and make sure this gets back into account-
ability.

The CHAIRMAN. Thank you.

Mr. Stern?

Mr. STERN. I just think we all appreciate what is going to hap-
pen, if we do not do this, to the Federal budget, I think, as someone
said earlier. I think there are questions of our willingness to try
to, in some ways, legislate a cap on Federal expenditures over some
time that starts to cut the cost of growth in out-years, because, if
we do make an investment, there should be a return. I do not know
legislatively how one would do that, but we have to cut this cost
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curve. I think, if the investment does not do that, it is a bad invest-
ment. The good news is, this is an investment that has paid off in
many other places around the world. Businesses have shown treat-
ing chronic disease, doing things early in terms of prevention, actu-
ally saves money. I think the question is, how do we build that into
the legislative thinking?

The CHAIRMAN. Right.

Dr. Reinhardt?

Dr. REINHARDT. If you look at page 10 of my testimony, I show
there a table which I had asked for as chair of the Commission on
New Jersey Health Care that shows in one hospital area, in the
last 3 years of life, Medicare spends 3 times as much as in another
hospital area in the same State of New Jersey. I asked the hospital
executives to justify this to me, and they said, well, we are just
open workshops. Doctors come in here and tell us what to spend
and we have to spend it, and we have no control over them.

So I proposed in this commission report there exists software
that can track every order entry of every doctor, for every patient,
by every input. It already runs. I think it has been used in Albu-
querque, at Lovelace, where that was tried. So that allows you to
build profiles of what doctors spend to do certain procedures.

As a first step, it would be good to get the doctors in a hospital
in a room and have them justify, what gives? This is how Wenn-
berg’s variation could be addressed. We also can link that to output
data. That software is cheap because it basically exists. It is easy
to run. It would be the first investment, because most allocation de-
cisions in health care flow over the pen of a doctor, and that is
where you would have to start: justify what you do.

The other thing is leverage. If you do sharing—say business, the
Congress, and providers share in IT on the condition that it is
interoperable, that it meets certain specs—you could get a lot of
dollars where everyone benefits, and yet you get the commonality
that it is interoperable. Those things are not all that expensive, I
think, but that is where you would start.

The CHAIRMAN. Well, I appreciate that. Those points are recog-
nized in the white paper. We are going to have to move to dot some
i’s and cross some t’s as we go down the road here. My thought is,
as with e-prescribing, there have to be some incentives and re-
wards for providers that implement IT. We have to develop those
standards. I think those standards, interoperable standards, can
be, and must be, addressed.

I also think, to your other point, Dr. Wennberg’s study, we could
get at that problem—Dr. Chandra, you alluded to it in your testi-
mony—with delivery reform and with transparency, which also is
addressed in the white paper, so that people can compare. It makes
no sense, the disparity you talk about in New Jersey, and the
Wennberg findings make no sense. Clearly, there are areas there,
I think, for great savings with more transparency and disclosure,
which will, I think, root out a lot of the waste that otherwise oc-
curs.

My time is up. Senator Grassley had to briefly step out.

Senator Rockefeller, you are next.

Senator ROCKEFELLER. Dr. Reinhardt, you made many presen-
tations over the years to the Alliance for Health Reform. In one of
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those you referred to the cover story of the September 25, 2006
issue of Business Week magazine. The cover story was entitled,
“What Is the Real Propping Up of the Economy?” Now, this pre-
cedes the disaster of recent months, which has gone on a long time.
The byline read, “Since 2001, the health care industry has added
1.7 million jobs; the rest of the private sector, none.”

Now, obviously I am trying to set up economic recovery and what
health care can do. The article goes on to say that health care has
become the main American job program for the 21st century, re-
placing, at least for the moment, all the industries that are van-
ishing from the landscape. Health care is highly labor-intensive, so
therefore most of the $2 trillion in health care spending ends up
in the pockets of workers.

My question to you: there is an undeniable link, obviously. Can
you talk about the importance of the health care sector to job cre-
ation, and hopefully verify what I am trying to say and will ask
you in another question, and what comprehensive reform could
mean, therefore, for our economy?

Dr. REINHARDT. This was an editorial which, alas, the Wash-
ington Post chose not to print, where I compared universal cov-
erage versus tax cuts. The problem with a tax cut is, you do not
know how the people who get it will spend it. Will they put it into
offshore mutual funds? Will they buy a Ferrari? You have no con-
trol. But, if you put it into health care, it will, in fact, create Amer-
ican jobs, because we do not import health care.

Now, I would not advocate putting it in anywhere where it is
wasted, but my theory is, and I think the facts show that, if you
spend more on the uninsured, you are actually buying high-value
health care. You will insure a child and, therefore, if the child gets
asthma treatment and will not be hospitalized, that is high-value
output. So I am not arguing digging ditches and filling them in, but
it is a fact that the health sector is the American locomotive in the
economy.

So, if you were to move to universal coverage, that, incidentally,
would also be a good part of the stimulus package. It just simply
works out that way. I think, therefore, I did not put that into my
testimony in the statement, but it is a fact. You saw in Business
Week, Michael Mandel took that further and looked at the num-
bers. It turns out health care is the job machine in the U.S. In par-
ticular, if you target it on under-served areas, I think you will get
high value for the dollar.

Senator ROCKEFELLER. Does anybody else want to comment?

Mr. STERN. I think it is an enormous opportunity, not just for
universal health care, but I think one of our untapped industries
continues to be our pharmaceutical, life science, and bio science op-
portunities to develop jobs. I just would say that, as we think about
this, we need to think about workforce development. We do not
have enough family physicians, we do not have enough nurse prac-
titioners. I know that Pfizer and others have talked about this. I
think there is both a training/upgrading as well as job creation op-
portunity that will be really good for America.

Senator ROCKEFELLER. But, if we do all of what you suggest, the
money is all going into the pockets of American workers. I mean,
that is the point I am trying to make.



18

Mr. STERN. It is all American workers, and it is all American
jobs. It could not be much better than that.

Senator ROCKEFELLER. Yes.

Thank you, Mr. Chairman.

The CHAIRMAN. Thanks.

Senator Hatch is next. Dr. Reinhardt, one point. You mentioned
that health care is a locomotive. It is interesting to note that the
only two sectors where there was job growth in October were in the
mining industry and in the health care industry.

Senator Hatch?

Senator HATCH. Well, thank you, Mr. Chairman. I appreciate you
holding this hearing, and I particularly appreciate this very emi-
nent panel of witnesses that we have here today.

Mr. Seidenberg, you mentioned there were some ideas in Chair-
man Baucus’s proposal that may need to have further discussion
about the costs and impact on the workforce. Could you just elabo-
rate a little bit more on what some of those ideas are?

Mr. SEIDENBERG. I think, Senator, the places that we are work-
ing through the issue, not to use sort of forbidden Washington
words, but the Business Roundtable believes that we have reached
a point where universal participation is a good idea, so getting peo-
ple into the system early in life, through their lives, and practicing
good health care mechanisms are good. So, how you incent and pay
for that is one of the things that we need to work through.

Now, the health IT exchange is a good thing. The thing we want
to make certain is that it is equitable, there is personal responsi-
bility in there so that people have to buy insurance, they have to
shop for it, they have to drive appropriate behaviors. We also have
to make sure on the back end of that that insurance companies can
construct new products that incent wellness, and that incent dis-
ease management.

So I think, Senator, we are more focused now on the debate as
to how we sort of blend in good, sound business practice with the
idea that we want everybody to participate in the system, and then
we want to make sure we do not come up with simple answers, be-
cause sometimes a simple answer has a lot of unintended con-
sequences. So those are just two examples, sir, of what we are talk-
ing about.

Senator HATCH. Well, thanks. We would appreciate more, if you
can write to us.

Mr. SEIDENBERG. Yes. We have a whole group of expert staff peo-
ple here who love to talk about this who will do that.

Senator HATCH. All right.

Mr. Stern, I appreciate your interest in this area, very much.
You have been one of the prescient labor leaders in this country,
as far as I am concerned. Now, with health care costs rising at
more than twice the rate of GDP, everybody knows we are a Nation
on the road to fiscal insolvency if we cannot solve that. Within the
next decade, health care costs alone are going to take 20 percent
of GDP unless we can find some way around that. An important
step in ensuring that all Americans have access to quality and af-
fordable health care is some way of bringing down these unaf-
fordable costs or out-of-control costs.
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Now, in your testimony you mentioned that we need to take
steps to “put health care spending on a growth rate more closely
in line with overall economic growth.” Could you elaborate on that,
how you propose to help us to get there?

Mr. SEIDENBERG. We have a couple of thoughts, and I think Dr.
Reinhardt mentioned a couple. I would just take a couple of big cat-
egories. So, as a businessman, I cannot figure out every line item
of every single one of these bills, but there are two or three major
categories that we have focused on. So we know that in Medicare,
no matter what study you look at, 30 percent of the costs go to the
last year of life. We need to get disease management. In Medicare,
we have all sorts of programs geared to paying for activity rather
than output, so we need to get after that.

Health IT is a no-brainer to us. There is not an industry in this
country where, if you put a healthy dose of IT into it that, over the
course of 3 years, you are going to get 20 to 25 percent savings.
You can look at almost any industry. So these are some examples
of how you can bring down that 11 percent premium rate that we
have been paying, on average, down closer to GDP rate, and maybe
even lower it for a couple of years. But from a business standpoint,
it is just inconceivable that we cannot apply health IT and sound
business practice and create accountability that will arrest the
curve of these costs.

Senator HATCH. Mr. Stern, the same question.

Mr. STERN. I just do not know, Senator, because I am not skilled
in this area, how you would actually begin to place a cap on the
overall Federal expenditures.

Senator HATCH. I do not know that you can place a cap.

Mr. STERN. And I do not know either. But I think that is what
you have to, conceptually, at least, deal with: how are we going to
drive disease management and all these changes into the system?
I think we know lots of answers now. We just seem unable to drive
the change into the system. We have lots of anecdotal experience,
as we like to point out, that this company or this hospital did it.
But a lot of them can be scaled up, I believe. I do not know how
to drive it in, but I think we know the answers. Now where is the
financial incentives and the political will to get them done?

Senator HATCH. Well, thank you.

One last question to you, Dr. Reinhardt. In your testimony, you
identify that allowing small businesses to join larger risk pools will
help alleviate the pressures that discourage them from offering cov-
erage. Bipartisan small business health plan legislation allowed
small businesses to pool across State lines to form larger risk pools.
According to the nonpartisan Congressional Budget Office, nearly
750,000 more Americans would have private health insurance and
three out of four small business employees would pay lower pre-
miums. So, give us your thoughts on that approach as well.

Dr. REINHARDT. Yes. Whatever works is fine. The problem I iden-
tified is that, when you have a small business firm and that pool
of employees becomes the experience rated pool and one of them
has cancer or some serious illness, it immediately drives up pre-
miums. That is why, when you meet small business people, they
say my premium went up 30 percent. It could have been one em-
ployee who caused that. So whatever large risk pool you can con-
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figure. And what is important is that it remain stable so businesses
do not go in and out depending on the premium. It has to be stable
over time. Whatever works is fine, as long as it is large.

Senator HATCH. Thank you.

The CHAIRMAN. Next, Senator Bingaman.

Senator BINGAMAN. Thank you very much for having the hear-
ing. Thank you all for being here.

My impression is, the overall subject of the hearing is health care
reform, and we are all impressed with the proposal that has been
put forward by the chairman which provides a critical framework
for the Nation to undertake comprehensive reform.

Dr. Chandra’s testimony, a lot of it, focuses on Medicare reform,
not just health care reform, but more specifically how can we re-
form Medicare and, through that device, get to some significant re-
form of the overall health care system. I gather from what you
said, Er. Reinhardt, that you see serious problems with Medicare
as well.

I guess I would start with you, Dr. Reinhardt. How do we inter-
face these two attempts: overall health care reform with more spe-
cific Medicare reform, particularly in light of your testimony re-
garding Alfred E. Newman’s cosmic health care equation? You
point out correctly that bringing greater cost-effectiveness to health
care is a monumental challenge, and we know that, and I agree
with that.

It seems as though, if we take on the job that Dr. Chandra is
recommending we take on, we are doing just that, we are bringing
this cost-effectiveness to health care. How do you see the two inter-
facing? Do you just go full speed ahead on both or do you try to
do some of the reforms of Medicare that Dr. Chandra is recom-
mending as a prelude?

Dr. REINHARDT. Well, the first thing is that almost no economist
will talk about cost control or expenditure control, but cost-
effectiveness, by which we mean spending per unit of output,
whether it is lowering blood pressure or quality-adjusted life
gained, or the flip side, which is value for the dollar. We feel we
are not getting value for the dollar in Medicare, and that needs to
be addressed.

But it also has the dimension—and that needs to be said—in
general we spend about twice as month for elderly in the Sun Belt
than in the Wheat Belt. If you were to bring them all to Mayo Clin-
ic standards, that would have a tremendous income impact on the
southern area.

So one has to proceed slowly, not with a meat-axe overnight ap-
proach. But as Dr. Chandra says, we need to calibrate where, over
time, the growth in the high-cost areas is slower. In your Call for
Action paper, you have some ideas of having blended rates that
would, over time, gradually get you there. This, I think, would be
a 10-, 15-year program before you could actually do it. If you look
at Dade County in Florida, if overnight you said you are not going
to get more than Minnesota, you would devastate their medical
community.

In almost all areas in health care, Medicare policy has become,
in part, an incomes policy, because people rely on that as a main-
stay. One has to withdraw that very carefully. But to not do any-
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thing—we have talked about this when I was on the Physician
Payment Review Commission in the early 1990s. Let us start now
gradually ratcheting down the growth of health spending in the
Sun Belt areas and let the other States come up. But that never
had political traction. At some point, it must.

Senator BINGAMAN. Dr. Chandra, how do you see the timing of
bringing about the reforms in Medicare that you are advocating?
Do you agree this is a 10- or 15-year effort we need to involve our-
selves in?

Dr. CHANDRA. Absolutely. I think that private health insurance
does not operate in isolation of Medicare, so, when a new cost-
effectiveness study comes out and says that a particular procedure
generates no clinical value, no improvement in patient satisfaction,
as long as Medicare continues to support it, as long as Medicare
continues to cover it, private insurance has to do the same thing.
fSo I do not think we should think about two separate sets of re-
orms.

We have to think about cost growth more generally, because
what is happening in Medicare does spill over into the insurance
products that private insurers are offering their beneficiaries,
which is something that is then strengthened by the fact that doc-
tors do not treat differently insured patients differently. If you go
back to the variations that Dr. Reinhardt put up, you can look at
bypass rates for Medicare patients in a hospital and correlate that
with bypass rates for non-Medicare patients in a particular hos-
pital, and they line up beautifully.

When doctors have extra capacity lying around, they become ag-
gressive. So when we think about Medicare reform, I do not think
we should just think of it as a means to put the long-term Federal
budget situation problem in order. I think we have a real oppor-
tunity here to reform health care for the rest of us. But it will take
time. I do think that we need to spend more money, as Dr. Baucus
suggested in his Call to Action.

The CHAIRMAN. Is that a promotion? [Laughter.]

Dr. CHANDRA. Sorry, Senator. Well, I thought you did very well.
[Laughter.]

We need to understand. We are learning a lot from the physician
group practice demonstrations. We are learning a lot from account-
able care organizations and bundled payments. Even though I am
a champion of these institutions, I am still not willing to say that
we know all the answers. We need a few more demonstration
projects. But demonstration projects are cheap, and we learn the
answers from demonstration projects in 4 to 5 years.

Senator BINGAMAN. Thank you.

The CHAIRMAN. Thank you, Senator.

Senator Wyden?

Senator WYDEN. Thank you, Mr. Chairman. First, Mr. Chairman,
let me say I do not think the Finance Committee has ever gotten
out of the gate faster on this health reform issue and been more
committed to getting to the finish line, and I just want to commend
you for that white paper last week.

The CHAIRMAN. Thank you. Thank you.

Senator WYDEN. For the witnesses, my own view is that one of
America’s biggest hurdles in these tough economic times is that
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much of our health care system comes from the 1940s, when Amer-
ica was under wage and price controls. Nineteen forties health care
was pretty much all right then because workers stayed at their jobs
for decades and employers competed against people down the
street.

But now the typical worker changes their job 11 times by the
time they are 40, and the workers want coverage that is portable,
and the employers need cost relief or they are not going to be able
to offer coverage, or they are just going to have to keep cutting
back benefits.

Now, the fact is, there is nobody outside this building driving
around in an automobile from the 1940s, and I think we have to
modernize the system. That is where I want to start with you, Mr.
Stern, and you, Mr. Seidenberg. Largely at the request of Mr.
Seidenberg and business groups, we now have 17 U.S. Senators on
an actual piece of legislation that says that employers can continue
to keep doing exactly what they are doing, but we are also going
to have more choices for workers. We are going to have more cost
containment because workers get to share in their savings, and
coverage will be portable.

My question to you is, divorced from any bill, Mr. Stern—the
Healthy Americans Act, Senator Baucus has a lot of the same ideas
in his proposal—how important is it to you that the system be
modernized, that the employer/employee system be modernized and
at least brought into the relevant century rather than be a creature
of 60 years ago?

Mr. STERN. First of all, I constantly say that America has not
come to grips with the fact that we are living through the third
economic revolution. And where the agricultural revolution took
3,000 years, the industrial took 300 years, this is taking only 30
years. I think many of our systems, including our health care and
employment, have not been modernized up until where we are. My
son, who is 22, will have 9 to 12 jobs by the time he is 35. It is
not a one-job-in-a-lifetime economy. So, I clearly believe in pension
plans that are employer-sponsored. They are just going to be very
complicated to maintain in a globally competitive world.

So I think the question is, as Dr. Reinhardt was saying, we sort
of need to figure out where we want to go and figure out what are
the steps to get there. We cannot do certain dramatic things about
health care in Miami, FL because they have unintended con-
sequences. So I would say we absolutely need to modernize how we
think about health care, pensions, jobs, training completely. I think
where we are on health care is what Senator Baucus has proposed
and is a huge step forward that allows us to keep having that dis-
cussion about where we want to go. But in the end, we cannot stay
where we are.

Senator WYDEN. Let me ask you about this kind of situation, Mr.
Seidenberg. This is something I want to work with the Roundtable
on. You are 57 or 58 years old and you are laid off in Oregon or
Michigan where there is tremendous hurt. You are going to just go
out into a marketplace where you cannot afford this COBRA pro-
gram. You are going to get your head handed to you in the indi-
vidual market because there is discrimination if you have had any
kind of illness.
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I think that is one of the real textbook cases why we have to
have portability in our health care system. That person has to have
portable coverage. They have to have it in a group so that they
have bargaining power. We have, in the Healthy Americans Act, an
actual, concrete, budget-neutral solution for that person who is 57
or 58 who gets laid off next week in this tough economy. What is
the thinking at the Business Roundtable and large business organi-
zations about how—again, divorced from any bill—you would mod-
ernize the system so that coverage would be portable for people
who get laid off in this tough economy?

Mr. SEIDENBERG. Well, it is a difficult question, as you know. But
I think that, first of all, we believe that, when a worker still of
working age is laid off from a job because of technology, competi-
tion, or something else, the issue is a bridge to finding a new job.
It is not a bridge to have permanent coverage from the government
for the rest of your life.

Senator WYDEN. We are talking about private sector coverage
where there is personal responsibility for the individual and the in-
dividual is a part of a group where they can get their value for
their dollar.

Mr. SEIDENBERG. Yes. So when we say “portability of health
care”—I mean, today we talk about portability of pensions. That is
a different question. But when you talk about portability of health
care, I am not so sure that what we are talking about is taking the
Verizon plan to our competitor. I do not think it works that way.
I think what we are talking about is that we are not locking in our
employees to 30 years of work because all the actuarial assump-
tions based on our pricing of health care is based on staying with
us that long.

So I think what we have to say is, portability needs to be there
because the employee cannot assume that all businesses have some
sort of health care program, and where the businesses do not have
it, there is some sort of default case where they can purchase some
insurance. So I guess portability, in the case of health care insur-
ance, is a different question than when people talk about it in the
case of pensions. It is a different issue. We do not price our health
care to make it portable.

The CHAIRMAN. Thank you, Senator.

Senator Stabenow, you are next.

Senator STABENOW. Thank you, Mr. Chairman. Thank you very
much for the work that you have done in putting out an excellent
white paper, and I look forward to working with Senator Rocke-
feller, who has such long-term passion and has been such a leader
on this, as well as Senator Wyden, who has been spending a tre-
mendous amount of time on this issue.

I wanted to talk, just as a follow-up to Senator Wyden, more spe-
cifically about options, but first I do want to make a note that, com-
ing from Michigan, we have been able to see direct job loss as it
relates to health care costs going up. You can literally look across
the Detroit River into Canada and see plants that have been built
with the same wages, auto worker wages, the same environmental
standards or greater. The plant was moved because of health care.
So, we are the poster child, I think, for looking at what has hap-
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pﬁzned, and certainly there are many, many other stories about
that.

When we look at health care reform, I am struck by the fact that,
first of all, about 45 percent of health care is already paid for by
the public sector in some way—Medicare, Medicaid, providing pub-
lic health insurance through employers, and so on.

But then we also have this piece that we do not talk about,
which is taxpayer subsidies for private employers. We essentially
are paying for, in some way, all of health care, whether it is
thr(augh tax preferences or directly through Medicare and Med-
icaid.

Speak about your thoughts—I would welcome anyone on the
panel—about changing that tax preference or about using the dol-
lars that are there in a different way to provide universal cov-
erage—which certainly is part of Senator Wyden’s plan—as we
struggle, and certainly coming from a State where many people
currently have insurance through their employer and those who
have insurance have relatively good insurance, although it is going
down and the premiums are going up every year.

But speak about how people can keep their insurance, while at
the same time we address what is a publicly funded part of this
which goes to the employer. We as taxpayers publicly subsidize the
tax preferences for employers right now. So how would you change
that, or would you change that? Would you just build on the cur-
rent system or take the dollars right now and restructure it?

Mr. SEIDENBERG. I think your question is great. I do not want
to sound like I am hostile to these ideas, because I am not, but I
want to respond to a couple of things. Your first point—and this
goes to the question before about Medicare—government is the
largest purchaser of health care, so, if you do not tackle Medicare,
it does not matter what you do in the private marketplace, because
you are not going to get the efficiencies out of it. So in my view,
one of the things we need to do is engage the government, as the
purchaser, to get a lot more efficient.

Now, your question about taxpayer subsidies. Theoretically, you
are correct. If I take a health care dollar I spend in wages and take
it as a deduction, to some extent, that is a tax issue. But it is work-
ing. We are covering 132 million people. They are not complaining.
They are not writing you letters. I think to throw them in a pool
because of the people not covered, to me is not the right thing to
do at this time.

So my answer to your question is, we need more options so those
who do not have coverage can get it. The insurance market today
is providing State plans; they are not providing new national plans,
so we need a vehicle similar to some of the items discussed in not
just Senator Baucus’s plan, but in other ideas. Give incentives and
create a structure for the insurance companies to provide new
plans. For example, a catastrophic plan that covers the whole
Southeast, or a plan that has certain standards built into it that
covers the Midwest. Of course, you would still have the States li-
cense the plans.

Now, I would make one point. Our health care costs are exactly
the same as for General Motors, and we have managed them down
over the course of time because we have closed old plants down and
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we have created new businesses. So, it can be done. But I think
the issue we need is a transition to help businesses and industries
that are trapped to get to a new place.

But in the long term, our view is, if the consumer is not part of
the decision-making process, we will never get the efficiency in it.
So I am very concerned that throwing all the money back into a
tax pool is going to recreate what we have in a slightly different
form, and we are going to be back here talking about the same
thing in the future. Unfortunately, that is where we are.

Senator STABENOW. Anyone else? Yes, Dr. Reinhardt?

Dr. REINHARDT. This tax subsidy that you talk about, or pref-
erence, has been a thorn in the eyes of economists for 20 years, be-
cause it is regressive. I am fortunate to be a high-income American.
I benefit a lot more from that than a janitor at Princeton. That is
highly regressive.

Now, there has always been opposition to removing this subsidy,
which is now $300 billion, and it came from the National Associa-
tion of Manufacturers, the Business Council, and the unions, and
therefore, it became something you did not touch. But I am glad
that we are at least raising the possibility of harvesting some of it.
Again, as I proposed, if you are earning more than $200,000, per-
haps you just should not get that at all. If you make $40,000, we
will leave it in place for you.

So I think you should be able to get $100 billion from that. If you
ask any group of health policy analysts, they will say, if we had
to do it over again, we would never have the employment-based
system that we have now. We might have something like the
Wyden-Bennett bill where business contributes, but you would
have portable insurance.

But I think, Senator Baucus, this proposal is really not antithet-
ical to yours. Yours is more a long-run vision, where we could end
up. What I like about your proposal is that there is a parallel sys-
tem into which people who lose employer-provided coverage can
tumble, this public plan or any private plan so, at some point way
down the pike, these plans could merge.

The Committee of Economic Development also posted a plan last
November, Alain Enthoven designed that, and theirs is somewhat
similar. So those are options. I think what is good about this plan
is it can be done fast. This, and President-elect Obama’s ideas, can
be put in place very fast. Your proposal is really quite revolu-
tionary, and God knows what that would trigger. That is how I see
it.

The CHAIRMAN. Thank you, Senator.

Senator Snowe?

Senator SNOWE. Thank you, Mr. Chairman. Thank you for your
leadership on this critical question that is certainly long overdue
for addressing by Congress and the President.

There are obviously a lot of disparities in the health care system,
and we have had a series of hearings before the Finance Com-
mittee regarding cost, and getting more value for our health care
dollars, and duplicative practices, comparative practices.

I am wondering, as we tackle health care in general and pro-
viding particularly for the uninsured, should we not, in conjunction
with that, be required to address health care costs and reducing
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the burdens on the system where we know that there are some se-
rious inequities and disparities? For example, we talked about com-
parative practices. There are protocols and best practices that have
yet to be adopted by doctors and hospitals across this country that
have been in place for the better part of a decade, for example.

Is there a way of addressing that, and should there be a pre-
requisite to be part of it? Obviously what we can do in Medicare
might have an impact on the private system as well.

Dr. Chandra?

Dr. CHANDRA. I just wanted to say that I agree with the spirit
of your comments completely. What is really interesting to note is
that the plans that are more likely to comply with the best quality
indicators that we have are actually cheaper plans. So to get pro-
viders to be in compliance with HEDIS quality measures, or what-
ever quality measures, does not actually require us to spend any
more money. We also have the technology to measure provider
compliance on a host of different dimensions today. It is software
that is already up and running.

The people up at the Dartmouth Institute are certainly able to
do that. So I am very optimistic that, through the initiatives that
CMS has begun to take, we can kind of do more. But there are two
caveats. First is, we need to do a better job of communicating that
information to the public, because I think we should not underesti-
mate the ability of embarrassment in the marketplace to get pro-
viders to do better.

The second problem that I have with how we are measuring
things right now is that we are measuring things at the level of
technical process of care measures, which are things like, did you
give someone a flu shot, did you do the beta-blockers for someone
who had a heart attack? This is a wonderful first step. Ultimately
we have to go to the next level, where we actually ask: did this pa-
tient survive for 5 years after their heart attack? It is not enough
to know that they just got their beta-blockers at the time of dis-
charge.

Senator SNOWE. Thank you.

Dr. Reinhardt?

Dr. REINHARDT. Yes. In your Call to Action, Senator Baucus, you
mentioned bundling. Payment reform is really at the heart of a lot
of this. The idea of bundling is an old idea. Most policy people
would support it. The idea there is that all the services going into
a standard treatment like coronary bypass will be bundled and
there will be one bundled payment.

The Robert Wood Johnson Foundation granted $6 million to a
company called Prometheus Payment, Inc. They are, in fact, experi-
menting and having doctors and hospitals work together to do co-
ordinated care and charge one price for that. That should be based
on evidence-based medicine, in other words, not just what they
want, but the price will be pegged on cost-effective care. That is
really the hope. That will take a while, but I believe, as I look 10
years down the pike, we will reimburse a substantial fraction of
American health care that way, and that will get at the issue of
cost.
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The problem is, as I think we all agree, it needs to be done, and
we should start now. Victory there will take a lot longer than vic-
tory on universal coverage, which could be had first.

Senator SNOWE. Any other comments? Yes?

Mr. STERN. I want to say two things. One is, I want to subscribe
to the “tip” theory that Dr. Reinhardt mentioned. If you think that
the tax subsidy is a tip, and Medicare Advantage is a tip, and we
have 40 percent of our money being spent by the Federal Govern-
ment, the question is: what do we get for that?

I just think if we have best practices—and I think that goes to
the whole question of whether Congress is in the best position to
make all those decisions or there should be someone else—but once
we decide, I think the question really becomes, if you are giving
people something, do you demand that they use the best practices,
whether they are in the private sector or the public sector, when
we know things work? If we do not drive the cost savings into the
system, we can invent them all we want but it will not do us any
good.

Mr. SEIDENBERG. Senator, just very quickly, I am in agreement
with where you are. I guess if I had some sage advice, which prob-
ably is not worth anything, it is this: when Congress finishes
changing this, this should not just apply to the insiders, the med-
ical industry, the corporations. Every household has to know some-
thing changed: either you now have access to something you never
had access to or you have to sit down and shop and learn more
about your health care.

So I think the answer to your question is, if you do not attack
the quality and the efficiency and the personal involvement, you
can make all the changes you want, and the average person is not
going to behave differently. So I am in favor of wholesale focus on
the issue of efficiency, quality, and all those kinds of things, be-
cause it gets the household in the game.

Senator SNOWE. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator.

Senator Grassley?

Senator GRASSLEY. Thank you. I also thank Mr. Stern for bring-
ing up our working together with your organization on the Kerry
bill on the one hand, and the Kohl bill on the other. If you had not
brought it up, I was prepared to thank you anyway. I had a chance
to thank the members of your staff yesterday. I really appreciate
that.

Dr. Chandra, we need to have you give us a bottom line here.
Would it be good for the economy to add up to $1 trillion or more
on long-term unfunded health care spending to the Federal deficit?

Dré CHANDRA. Are you going to reform Medicare at the same
time?

Senator GRASSLEY. That has to be a part of this issue of our total
overall health care reform.

Dr. CHANDRA. Senator Grassley, I am not opposed to adding
more money to the Federal deficit. What I worry about is, what is
the value that we get for the trillion dollars that we added to it,
because that is a trillion dollars that our children are going to have
to pay back in the form of higher taxes.



28

So, if we can convince ourselves that the value that we got in
terms of the reductions in uninsurance, the reductions in medical
bankruptcies, the improvements in health were more than enough
to offset the trillion dollars, then I think it is a trillion dollars well
spent.

Senator GRASSLEY. In your testimony, Dr. Chandra, you say
“now is a good time to deal with health care costs.” Question: If you
had to say which would give us the biggest bang for the buck,
which would it be—bending the cost growth curve or getting every-
one insurance? In your opinion, can we do both?

Dr. CHANDRA. I think we can absolutely do both. If the question
is framed in terms of what is going to change, then going after
costs will bend the cost growth curve more than dealing with the
uninsurance problem. But I do not see any tension between insur-
ing the uninsured and reducing cost growth, because I believe that
the reason people are uninsured is because insurance is currently
unaffordable. So, if we made it more affordable, we would be spend-
ing less on health care and we would be insuring more Americans.

Senator GRASSLEY. Also, Dr. Chandra, in your testimony you say
that some health reforms may help so long as they are not “fiscally
expansive.” Would you explain what you mean by that and tell us
a little more about what reforms would weaken and which would
not weaken, or might even strengthen, the economy?

Dr. CHANDRA. What I worry about, Senator Grassley, is that, if
we take our current insurance programs and expand them without
any other interventions to inject accountability and improve value,
I do not think that it is good value for the dollar because I think
that we have many problems in health care that go beyond the
problem of the uninsured. The uninsured would not necessarily,
with few exceptions, get very high quality health care. So that is
what I worry about a lot.

I also worry that people think of the fact that we have 47 million
uninsured and, if we brought them into a pool, what is it going to
cost us? It is going to cost us $5,000 a person or more. That is the
way that this calculation is usually done. They forget what hap-
pens when you bring that many people into the pool of insured.
One of the first things that happens is that providers respond by
expanding capacity. The minute they expand capacity, they in-
crease or change the threshold at which they readmit. So a lot
more gets done not only to those uninsured people, but to every-
body else in the economy.

So I am definitely—and I have been in my testimony—in favor
of expanding insurance as long as we are thinking long and hard
about these broader problems about how to deal with capacity and
how to deal with the effectiveness of the health insurance that is
being offered to the uninsured. I do not know if that answered all
the components of your question.

Senator GRASSLEY. It touches every point. If we have a follow-
up, we will ask for answer in writing.

The last question that I would have for you, Dr. Chandra, is,
some have suggested that Congress must act quickly to resolve our
health care crisis. You have suggested an incremental reform, as
we know from the law of medicine, “First Do No Harm.”
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Question: When presented with a problem with the complexity of
the health care system in America, and in an effort to do no harm
to those millions of Americans who want to keep the health insur-
ance they have, what economic risks do we assume by undertaking
immediate and comprehensive change in our health care system?

Dr. CHANDRA. Senator, this is the reason why I believe that we
should not, overnight, jettison the employer-provided health insur-
ance system, even though I am not a fan of the system at all. I be-
lieve that we need to first reform the individual insurance market,
and only—only—when that is absolutely functioning well can we
think about reforms in the employer-provided health insurance
market. So I think we have to do this in steps, but I think the op-
portunity to undertake those steps is now.

Similarly, when we are talking about Medicare reform, I am not
in favor of capitation at all. I am in favor of designing accountable
care organizations where providers are rewarded on the basis of
the value that they created. That is not something that we are
going to be able to do in 6 months or 1 year. My most optimistic
guess is that we will be able to do this 5 to 10 years from now.

Senator GRASSLEY. Thank you.

Dr. CHANDRA. Thank you.

Senator GRASSLEY. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator.

The employer-based tax exclusion has come up here. I think
there is a lot of agreement that that has to be addressed. Dr.
Reinhardt, you have mentioned it. Senator Wyden has mentioned
it often. I think there is some agreement, if we were to finance our
health care system all over again, it would be different than what
we now have. But we have what we have. We are where we are.
My view is, and I know you agree, Mr. Seidenberg, to eliminate the
current tax provisions. I think we have to address it in some way
because it is regressive, and it has to be a part of the solution here.

Second, I do believe that another part of that same issue on the
question of portability can be solved various ways. The way we at-
tempt to solve it in our white paper is to make sure that adequate,
good, solid, meaningful health insurance is available for everybody.
So keeping health insurance at your current place of employment
is not a disincentive for taking a different job someplace else. Job
lock is a bit of an issue today. There is no doubt about it. But our
goal here is to eliminate job lock by making sure that health insur-
ance is available for all Americans.

Add to that, too, there clearly is an individual’s responsibility
here. Individual Americans have to step up as well in various
ways. I believe that that is a critical part of the equation here, and
we will try to find a way to help accomplish that.

I am also struck that there is a lot of agreement here at the wit-
ness table—in fact, much more agreement than disagreement. I am
just urging all of us in the country to keep an open mind, suspend
judgment, do not knee-jerk Republican reactions, or Democratic re-
actions, or business, or consumer, or whatnot. The issue is so im-
portant and we are in such a crisis today, it is imperative that we
work together.

Sometimes I think Congress really does not do much unless there
are two conditions. One is, we are in a national crisis. Sputnik, put
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a man on the man, Depression, Pearl Harbor. The other condition
is there is extraordinary political leadership. Frankly, I think we
are at a time in American history where we are in a crisis in
health care reform, and I do think we are in a time where, with
the election of Barack Obama, and with the Congress working with
him—I will not say extraordinary political leadership—but I will
say there is a tremendous commitment to go the extra mile to put
this together in a very meaningful way.

I know I speak for everybody on the committee, and I say that,
and other groups I talk with have been saying that. It is my goal
just to keep us all working together, keep us all having an open
mind, because we all know what the problems are. We tend to
know what the solutions are. It is now in the execution, it is dot-
ting the i’s and crossing the t’s, and we just have to keep that posi-
tive attitude, and we are going to go a long way. So, I just want
1:10 thank all of you very much for adding so much to the equation

ere.

Senator Rockefeller?

Senator ROCKEFELLER. Thank you, Mr. Chairman. I would heart-
ily agree with that, but expand on it just a bit. I think that Presi-
dent-elect Obama is profoundly committed to this, and not to do it
incrementally, but to do it all within a measurable and responsible
period of time. I do not mean to make that seem too long.

Words are important. Dr. Chandra, you said two things using
two sets of words which gave entirely different reactions. One was
that, I am not in favor of raising debt levels with respect to what
the effect would be on our children and grandchildren. But then
you turned around and said, well, in response to a Medicare ques-
tion, yes, I would be willing to see Medicare increased in the size
of its amount, provided that quality and efficiency and other mat-
ters were being addressed at the same time.

Well, if you say it one way, people get one impression, if you say
it the other way, where you mean exactly the same thing in both
cases but you say it differently, it is very, very important. I think
it is part of what our chairman is talking about, that this really
is a time for us to do it. Therefore, we have to in some sense step
back from our traditional roles and be highly flexible. Now, that
was not my question.

Mr. Seidenberg, the Business Roundtable proposal for health
care reform mentions coverage and assistance to low-income unin-
sured individuals and families. That is something that, if you come
from the State of West Virginia or from the State of Montana—in
the State of West Virginia, 50 percent of our babies are born under
Medicaid, paid for by Medicaid, so we tend to think about that fair-
ly clearly.

But the only suggestion on the Business Roundtable’s proposal is
that low-income folks be allowed to go out on the individual mar-
ket. Even going back to the 1993-1994 argument is a fatally flawed
argument, in that there is no possible way. I mean, back then we
used to talk about $5,000, and now we are talking about $16,000
if you include premiums and all the rest of it, up to $16,000. There
is no way they could possibly do that.

So I strongly believe that health care reform should be based, in
part, upon our current system. It seems to me that the Business
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Roundtable supports that viewpoint in the area of employer cov-
erage, but noticeably absent from your proposal is a discussion of
public program expansions. It is a huge, huge point. I believe Medi-
care, Medicaid, and CHIP should be improved and expanded as
part of health care reform, even as we might be doing what Dr.
Chandra is talking about, and that is making them work better,
cutting out inefficiencies. But you fail to mention that in the Busi-
ness Roundtable model, and I am sort of curious as to why.

Mr. SEIDENBERG. Yes. First of all, I agree with you. But here is
the thing we are trying to avoid. If we get down to the number of
people who need public assistance, I think you will find the Busi-
ness Roundtable will be very cooperative in figuring out whatever
the public mechanisms are to do that. When we talk about 47 mil-
lion—we did not get into it today—a large number of those people
are opting out because of structural problems in the system, not be-
cause they cannot afford it.

Our testimony was not as specific about how to deliver the
health care to the groups that need it, but we are open to make
sure that works. Our belief is pretty simple, that, if we take the
inefficiencies out of the system, it will more than pay for the 10 to
15 million American households that need the assistance.

Senator ROCKEFELLER. But in the report—not your testimony but
in the report—it did not mention that.

Mr. SEIDENBERG. Yes.

Senator ROCKEFELLER. When you put out a report, you have to
assume that it is a fairly formal document. So you are revising the
report right here before us?

Mr. SEIDENBERG. I do not think I am revising it, but we will
make sure that we address the point that you just raised.

Senator ROCKEFELLER. I thank you.

Mr. SEIDENBERG. All right.

Senator ROCKEFELLER. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Wyden?

Senator WYDEN. Thank you, Mr. Chairman.

Mr. Chairman, let me echo your admonition there a couple of
minutes ago. This is going to be critically important to stay flexible
and be open. I just want you to know that, as a sponsor of a bill
with 17 sponsors, it is my desire to do exactly what you just de-
scribed, which is to be open and to work with all concerned.

I just have a couple of additional questions. I am going to start
with you, Dr. Reinhardt, of course, known as a champ on reform
for so many of us for many years. I want to get your sense about
a theory that Dr. Ezekiel Emanuel has offered up, and it is one
that I largely subscribe to. That is that bold reform actually gen-
erates more cost savings than going at this incrementally. I think
we saw that with the Congressional Budget Office report on our
legislation on the Healthy Americans Act.

But Dr. Emanuel essentially says, well, if you do all these things
that are largely supported individually—electronic medical records,
comparative effectiveness, prevention—you are going to have to
spend some money to get some savings. But, if you go at this bold-
ly, as Senator Baucus talks about in his white paper, as we are try-
ing to do in the Healthy Americans Act, that that actually gen-
erates more savings more quickly. It is kind of contrarian that
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doing more and being bold actually saves money. But what are
your thoughts on that?

Dr. REINHARDT. Well, unfortunately it is true. I just was up in
Canada. If you chart health spending in Canada until 1970, the
U.S. and Canada were on almost identical tracks in spending. Then
you could see us keep going and the Canadians taper off. I wish
my wife were here, because she is an expert on the Taiwan health
system. I think, Ms. Fowler, you have seen her work. There, too,
when they introduced overnight national health insurance, there
was 1 year of a big bump in health spending, but thereafter they
have actually kept health spending as a percent of GDP at 6 per-
cent, and before it was something like 5.7. That is true.

These countries, however, have parliamentary systems where
bold things are very easily done because there is party discipline,
et cetera. We have a more complex system of government. I think
those of us who are a little bit timid on this have been impressed
over time with how hard it is and what political entrepreneurship
it takes to get anything done.

Most of us, in fact, at the level of theory would completely agree
with that, that if you put a new system in place, you could control
costs better. If you really ask yourself, why do we spend so much
more than other nations, one of them is, we spend infinitely more
on administration. I personally believe it is just inexcusable, how
much we blow on administration.

But in addition, we have so fragmented the demand side that it
is weak. It is chronically weak relative to the supply side. In all
other countries that manage to control costs, the demand side is
stronger, they can bargain over rates as they do in Germany. So
those are issues that really involve political structure. You have po-
litical scientists here that could explain to you why these bold
things are so difficult to do. Unless you are in a real calamity—
Ezekiel’s co-author, Victor Fuchs, says, you can do bold things in
a depression and war, and some others say a pandemic, if we had
it. Well, I hope not.

Senator WYDEN. Let me see if I can ask you one other question.
Dr. Orszag was here recently, the CBO director, now the head of
OMB. I asked him the following. He has been talking about the in-
efficiencies in the system, and they are so pervasive. He has essen-
tially said in response to my question that only two things will ac-
tually bend the cost curve downward. I mean, that was his re-
sponse. One, making sure workers see what they are losing out on
in terms of take-home pay. Two, giving them a financial incentive
for making a cost-effective purchase. Would you largely agree with
that?

Dr. REINHARDT. I think, first of all, to inform workers of the well-
known economic theory that it is really they who pay out of lower
take-home pay. Traditionally, workers thought this was a free
lunch. They thought it came from shareholders. But every econo-
mist and every business executive knows it actually gets shifted
back, certainly over the long run, into the wages, telling workers
that—I quote Douglas Frazier, the leader of the UAW, and he un-
derstood it, absolutely fully understood that it really came under
take-home pay. That would be the first thing.
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Now, the business executives have never seen any reason why
they should inform workers of this. It is much easier to tell work-
ers we are giving you something for nothing. So that is a teaching
job. The other one is to give people an incentive to choose prudently
as long as that ultimately does not turn into a rationing by income
class, unless you want that, of course.

Senator WYDEN. No. No, of course not.

Dr. REINHARDT. I am just an economist.

Senator WYDEN. I am with you.

Dr. REINHARDT. If you do not want to ration by income class,
then the incentives have to be modulated so that you do not get
poor people just getting bare bones and generics and never a spe-
cialty drug, and rich people get plans that offer that. But definitely
even just telling people—the Employee Benefit Research Institute
puts out a beautiful graph that shows total compensation and take-
home pay, and the gap is basically health insurance.

Senator WYDEN. Thank you.

The CHAIRMAN. I would like to ask a different point here. That
is—and you touched on it, Dr. Reinhardt, and Mr. Seidenberg, you
may have a little different point of view—the administrative costs
in the U.S. system, which are 18, 19 percent, something like that,
3 or 4 times higher than the next most expensive country.

One reason may be because of the complexity of plans. Medicare
is supposed to have much lower administrative costs. But you, Mr.
Seidenberg, suggested, if I heard you correctly—implied, at least—
more options, that the health insurance industry be able to tailor
more. I just wonder the degree to which that makes sense, because
in the white paper we have essentially delegated to the exchange,
and also to—it is not an institute, but the outfit, the Board of Gov-
ernors over the exchange, to begin to look at ways to simplify in-
surance applications and to also begin to boost benefits, to have a
minimum benefit package. Also, to some degree, to start to make
it easier for people to choose apples from apples, that is, trying to
reduce some of the complexity rather than to increase some of the
complexity. I just do not know if I heard you say different things
or not there.

Mr. SEIDENBERG. May I answer that? Actually, if I can address
both your points, one of the reasons that I am spending so much
of my time on health care is that we have been down the road of
doing exactly what some of you might want us to do. We have ex-
plained to our employees what they are missing out in terms of
why their wages are going up at a slower level than the benefits
that we are paying in health care. We publish this information.
They can look it up in their own accounts and they can see the ef-
fects.

We have created an enormous number of financial incentives
working with the insurance carriers to see if we can drive costs
down around what we can control. But what I have found is that
employees then say, so, Ivan, what you are doing is you are putting
all the burden on us, when the fact is, you should be down in
Washington helping to change the structure of this process. So now
you get into your question of, what is bold?

I think the modern employee gets on the Internet and they do
not see more plans as being more complex. They say, I am smart
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enough to figure out which products and services I want to buy.
These are the same people who go out and look at 275 different
versions of cell phones. They do that pretty well.

So I think we need to fix the structure, which is creating a lot
of the things that both of our economists here on the panel have
explained so well. I do not think more plans means more com-
plexity. I think it simplifies the delivery of product, and I think
each person is very capable of making those choices. We need more
product to make sure that people are not trapped in either a job
because their employer provides a plan, or, if they leave it, they
cannot get some sort of assistance. So I do think it is inconsistent.

The CHAIRMAN. Dr. Reinhardt?

Dr. REINHARDT. Yes, if I may respond to that. You have to look
at the other side of it. Recently we had a conference at Johns Hop-
kins, and Bill Brody, the president, said Hopkins’ health system
deals with 700 distinct managed-care contracts, each with its own
rules on drugs and payment. I serve on the board of the Duke
Health System, and we consolidated all our billing. We had 900
clerks, and we have 900 beds. I am sure we have a nurse per bed,
but we have a billing clerk per bed. I think we have probably
worked this down maybe a little, so do not hold me to that number.
But that borders on the obscene.

Mr. SEIDENBERG. No, I agree with that.

Dr. REINHARDT. It clearly does.

Mr. SEIDENBERG. But what happens is, you will end up reducing
all the State plans.

Dr. REINHARDT. But there is this notion that we have, and we
economists are guilty in propagating it: the more choice, the better.
Well, mortgages are much simpler than health insurance, and we
saw how beautifully the average American picked mortgages. So, if
you like the way we do mortgages and you like the complexity
there, you will like complexity in health insurance.

I remember when you simplified the Medigap policies.

The CHAIRMAN. That is right.

Dr. REINHARDT. It was chaos before.

The CHAIRMAN. It was.

Dr. REINHARDT. Now, it is a much, much better thing.

The CHAIRMAN. Yes.

Dr. REINHARDT. That is exactly what we need.

The CHAIRMAN. Thank you very, very much. This has been a very
good hearing, and I thank you all for participating. This is exciting.
We are going to go places here. Thank you.

The hearing is adjourned.

[Whereupon, at 12:02 p.m., the hearing was concluded.]
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In a jaundiced economic environment where a growing federal budget deficit has just
consumed another 700 billion dollars, advocating the case for health care reform may
seem imprudent. This view pitches healthcare reform, which may have some costly
components, against the reality of a deficit that will grow even larger as entitlement
programs and automatic stabilizers expand with slowing economic activity. But not all
reforms confront this tradeoff equally. A few can actually improve American healthcare
while reducing the pressures on the Federal deficit. I will focus on these reforms today.
At the same time, today’s economic environment offers great scope for the advancement
of well-intentioned but simplistic panaceas for reform— it is tempting to collapse the
entire reform debate into one about insuring the uninsured, adopting information-
technology, rewriting malpractice laws, or proposing that supplemental healthcare
spending should constitute stimulus spending. We must recognize that genuine
healthcare reform requires doing substantially more. Senator Baucus, I congratulate you
on for recognizing these complexities, and providing great vision for comprehensive
reform in your Call to Action for Health Reform 2009.

My argument today is that reforms that target cost-growth in healthcare will improve
the efficiency of our healthcare system while strengthening the functioning of America’s
labor markets, and consequently, the well being of millions of workers. Cost-growth in
healthcare has reduced the wages of workers, decreased their ability to be consumers,
increased non-employment, swollen the ranks of the uninsured, discouraged job-search
and voluntary turnover, and crippled the competiveness of American corporations who
offer retiree health benefits. Depending on the nature of reforms that confront this
problem, they may even catalyze the economy’s ability to emerge from a recession.

(35)
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Cost-growth in healthcare is not a uniquely American phenomenon, but the incentives
underlying our Medicare program aggravate this situation by encouraging the adoption
of technologically intensive innovations of dubious clinical and therapeutic value. While
beneficial in some patients, these new innovations also offer great scope for overuse in
others. Regrettably, despite thirty years of academic research on this topic, warnings
from the Congressional Budget Office (CBO) and legions of concerned MedPAC
Commissioners, the program is also on the eve of bankrupting the United States. But
today’s strained budgetary environment may give us the stick needed to domesticate the
Medicare monster by finally enacting payment reform that promotes accountability and
rewards outcomes, Because of spillovers from the practice of medicine in the Medicare
to non-Medicare sectors, both public and private dollars will go further if such reforms
are adopted. Indeed, cost savings from Medicare reform could be used to pursue other
health reform efforts, some of which will certainly cost money. But it is also my view
that in the absence of checking the growth of healthcare spending, or accepting limits to
what therapies are covered by insurance, other reform efforts will ultimately fail.

I.  Rising Health Insurance Premiums and Labor Markets

Let me first explain the effects of cost-growth in healthcare on labor markets. The
smooth operation of labor markets requires fewer headlines that capital markets, but
they’re equally vital——155 million Americans who are in the civilian labor force are
affected by what happens in them. According to a national survey conducted by the
Kaiser Family Foundation, since 2000 health-insurance premiums for employer
provided health insurance have grown three times more than the corresponding
increase in wages. Health insurance premiums for workers do not come out of a
unlimited reservoir of firm-profits——they come out of wages, and the extent to which
that happens depends on workers valuation of the benefits (amongst other things). As
the price of health insurance increases, firms lower the wage portion of compensation.
The adjustment towards lower wages is not instantaneous, nor is it dollar for doltar,
and is therefore often obscured. But as many academic studies have noted, it is clearly at
work. Lower wages means lower consumption and less money for gasoline, food, and
retail purchases. Recognizing this tradeoff, some healthy workers may be tempted to
decline health insurance. Their departure increases premiums for those remaining in the
pool. In economics we call their withdrawal the ‘adverse selection death spiral” It
decimates health insurance markets.

There is an important caveat to this discussion: while the uncomfortable arithmetic of
the wage-fringe tradeoff applies to employees, it cannot apply to retired workers for
whom there are no wages to reduce. Increasing costs of retiree health benefits is forcing
firms to lose market share to foreign competitors, or respond by slashing these benefits.

There are many reasons, however, to believe that Crms have limited ability to offset
increases in the price of health insurance premiums through lower wages. Institutional
constraints, such as the minimum wage, union rules, and other provisions of labor and
tax law that prohibit different demographic groups from being paid differently, limit a
Urms ability to reduce compensation. For such employees, firms cannot reduce wages
but they can move them into part-time jobs without health benefits, or simply lay them
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off. And this is exactly what has been happening: Dr. Katherine Baicker and I estimate
that a 20% increase in health insurance premiums (which is less that third of what
premiums have grown nationally) results in an employment loss of approximately 3.5
million workers. A similar number of workers would move from full-time jobs to part
time work. Because of the tremendous geographic variation in the how medicine is
practiced, employers may avoid locating in the areas of the United States where this is
large cost growth cannot be passed on to workers. For workers in these areas, there will
be no jobs and no health insurance.

Recessions create painful job-losses and income uncertainty. Even worse, Americans
lose their health-insurance when they lose their jobs. They respond by being more
reluctant to switch jobs, My colleague Brigitte Madrian estimates that the turnover rate
for those with employer provided health-insurance is 25 percent lower that for those
without. But such switching is key to revitalizing our economy, as workers should leave
failing firms and move to more exciting opportunities. The health of the economy is
vitally tied to the speed and precision with which this matching process is accomplished.
Job-lock, induced by the lack of portability of health-insurance, is making the most
energetic labor market in the world increasingly sclerotic. The worst news has yet to
come—the historical record on the relationship between unemployment and the
business cycle suggests that peak unemployment rates are usually seen over a year after
the economy starts to grow. Many if not most of these families will lose access to
affordable health insurance.

Employers often respond to these pressures by capping insurance benefits. Doing so is
short-sighted: we now have evidence that such caps result in adverse clinical outcomes,
worse adherence, and increased hospital and ER costs. Worse, the presence of caps
means that patients are not insured against catastrophic costs—exactly what insurance
is supposed to protect against. The capping of benefits combined with the fact that
many workers are not only losing jobs but also their health insurance implies that
Americans are a substantially higher risk for a medical bankruptcy (between 20 and 50
percent of all personal bankruptcies are medically related).

All this cost-growth in health may have been palatable if the increase in costs meant
greater quality or higher patient satisfaction. But neither is true. Katherine Baicker and
I have shown that the association between spending and quality is actually negative. My
colleagues at the Dartmouth Institute have demonstrated that 30 percent of medical
spending has been shown to confer no medical or therapeutic benefit. The United States
spends over 2.1 trillion dollars a year on healthcare. 30 percent of that is 700 billion
dollars. We're spending a financial bailout every year, with the difference that this one
rescues no one. The growing price of health insurance is creating two Americas—one
with Americans who lack health insurance and are subject to great uncertainty about
medical expenses, and another whose members carry expensive health insurance polices
which promise great hope. But relative to the price of this insurance, this group second
receives little when outcomes and patient satisfaction are actually measured. We can do
better for both groups.
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II. Incremental Reform

What are we to do about this situation? In the short-run, we should allow workers to
retain access to health insurance benefits. Extending COBRA coverage remains a
reform lever, but this gives workers who're unemployed access to expensive healthcare.

Reforming the individual health insurance market through regulatory reform offers
promise. But it poses several challenges. Reforming the individual market will require
us to address variation across states in the extent to which insurance is ‘community
rated’. Otherwise, insurers will charge sick people more in states without these
provisions. Forbidding such behavior and forcing firms to charge sick patients the
premium for healthy patients will put insurers out of business; an outcome that helps no
one. Arguing that poor-sick and rich-healthy persons should be charged the same
premiums reflects a normative preference for redistribution (from the healthy to the
sick) and we should not be surprised if voters object to such a system. Defining the
extent to which such redistribution or ‘social insurance’ operates in insurance markets is
only vaguely guided by economics—politics and voter opinion ultimately determine
such things. Geographic variation in how medicine is practiced will mean that premiums
for Hanover, New Hampshire will be substantially higher than those in McAllen, Texas.
Simply deregulating insurance markets will do nothing to address these concerns. And,
at the end of the day, none of these reforms ensure that premium growth reflects
growth in valuable services.

People who have already purchased insurance and then fall sick pose a particular policy
problem: insurance is not just about protecting against unexpected high expenses this
year, but is also about protecting against the risk of persistently higher future expenses
in the case of chronic illness. With this kind of protection, enrollees’ premiums would
not rise just because they got sick, but this is not always the case today. In fact, insurers
have an incentive to shed their sickest enrollees, which suggests a strong role for
regulation in protecting such enrollees. Nor are insurers held responsible when
inadequate coverage raises the costs for a future insurer, such as Medicare for those
over age sixty-five. These problems highlight the limited availability of true long-run
insurance offerings. But these are the reform issues that Congress can turn to even in
times of great fiscal pressure.

One reform idea that we hear more of in coming months is that that large-scale
expansions in insurance are most necessary in terms of economic crisis. I agree with the
spirit of this comment, but want to highlight an important caveat to how it is best
accomplished. Reforms that are permanently expansive will weaken the Federal budget
situation even more and compromise America’s long-term economic prospects by
raising capital costs and forcing future generations of Americans to pay higher taxes.
While it may be tempting to view some of this spending as part of a stimulus package,
my colleague and former U.S. Treasury Secretary, Lawrence Summers, has noted that
wise stimulus spending has the hallmark of being able to be shut off in a year or two,
and be linked to a concrete deficit reducing action in the future. Permanent expansions
in government healthcare spending are unlikely to meet either criterion. A compromise
position at this point may be to offer vouchers, or authorize temporary expansions of
Federal and State health insurance policies to American families.
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Regardless of the chosen option, we should not delude ourselves into thinking that
insuring the uninsured assures them access to high-quality healthcare. The focus on the
uninsured is predicated on the view that the insured are receiving high-quality care,
equating higher spending and higher quality. The frequent failure of the use of best
practices and the tremendous geographic variation in the use of costly care of uncertain
medical benefit are often obscured in the focus on the uninsured. Insuring the uninsured
will give them access to the sort of health care that everyone else receives: a
combination of valuable care, overuse of some costly interventions with little proven
benefit, and underuse of some vitally important therapies— care that is sometimes
coordinated but often fragmented. This is better than no care, but it highlights the
problem of collapsing the entire debate about U.S. health care reform down to the issue
of uninsurance: health insurance does not guarantee good health care.

IIL Structural Reform

A deeper, more challenging reform proposal would be to think about the fundamental
causes for cost-growth in healthcare. The aging of the population has very little to do
with this trend. We have a malpractice system that encourages physicians to use every
imaging and diagnostic test in the healthcare armamentarium. However, my research
shows it's wrong to argue that malpractice is the principal driver of increases in
healtheare spending. Rather, cost-growth in healthcare stems from the adoption of new
medical technologies that while offering great hope to some patients also offer
tremendous scope for overuse in others. The biggest monster under the bed is the
gluttonous Medicare program whose perverse incentive structure rewards the adoption
of these technologies, encourages financial entrepreneurship by providers, motivates
improper physician-industry associations and undesirable forms of physician self- .
referral. It penalizes prevention and jettisons accountability by reducing healthcare to
thousands of discrete billing codes.

Because the same providers treat Medicare and non-Medicare patients in an
environment of shared practice norms, what happens in Medicare spills over into the
care of non-Medicare population. If a new cardiac catheterization laboratory is set up to
treat heart-attacks in the elderly, it can surely be used to perform angioplasty for stable
coronary disease in a 45 year old? Even though the former intervention has been shown
to be life-saving, the latter procedure has been shown to generate zero benefit as an
initial management strategy. Zero Benefit. Not small benefit. Zero Benefit. These
insights are probably quite familiar to members of this Committee and to the
Commissioners of MedPAC, both of whom have been prescient in recognizing the
disincentive effects of Medicare. But it is these very spillovers that offer us an
opportunity for reform. Introducing value based reimbursement in Medicare will
spillover onto non-Medicare patients. Profiling physicians in the Medicare program on
quality will information that will be used by insurers who cover the non-Medicare
program to negotiate better prices. Information about quality and resource use is a
public good, and is consequently underprovided. Government has a unique role in
subsidizing the production of such public-goods.
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Reforming Medicare will require enormous Congressional courage, as the beneficiaries
of the status quo will launch a bitter fear-campaign against attempts to inject
accountability. But, as I stated earlier, it is my view that today'’s strained budgetary
environment may give us the stick needed to domesticate this monster by finally
enacting payment reform that promotes accountability and rewards outcomes. For real
reform we have to provide these reforms not only for acute care, but also for ambulatory
care. At the Dartmouth Institute, Dr. Elliott Fisher, and Dr. Julie Bynum have made
great progress in our understanding how to measure, monitor, and benchmark the
longitudinal efficiency of physicians in such settings. But we do not claim to know all
the answers.

Reform efforts that target cost-growth require more than the adoption of cost-
effectiveness analysis (CEA)}—they will require us to measure and reward outcomes for
services that are not easily brought under traditional approaches to cost effectiveness
analysis because they are not provided to treat specific abnormalities. These range from
variations in the intensity of management of chronic disease to different approaches in
diagnosing patients with new symptoms or concerns. The remarkable variations in per-
patient spending observed across academic medical centers with similar outcomes are
largely due to differences in use of largely discretionary services such as the frequency
“of physician office visits or specialist consultation, differences in the relative intensity of
imaging services, and how much time similar patients spend in institutional settings.
There is evidence that suggests the growth of these services, as opposed to treatments
that are administered in an inpatient setting (and amenable to evaluation by CEA),
account for the lion’s share of cost growth in U.S. healthcare.

IV. Conclusion

I liken the recent financial-crisis and accompanying bailout to a heart-attack—swift,
costly, therapy with rescue angioplasty is the only way to restore blood flow and
preserve life. But two vital measures of the economy’s long-term health—the state of its
labor markets and the size of long-term federal budget are ailing. Ignoring these
ailments is like a healthcare plan that treats acute events, but ignores prevention and
chronic disease management. Ironically, we have great expertise in setting up such
plans.

Healthcare reform that addresses cost-growth will enhance the productivity of labor
markets, and have effects on the wages, consumption, employment and insurance of
millions. It can energize our ability to emerge from recession. If such reform is
engineered by reforming the Medicare program, we would also have improved the long-
term budget situation. Doing so would help us cope better with the next economic
challenge that America will surely face.
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Dear Senator Baucus:

Thank you for giving me the opportunity to respond to Senator Stabenow’s question
that was submitted for the record. There are two parts to the inquiry and [ shall respond

to each in turn.

Question 1: Could anyone on the panel discuss how the economy will impact our
nation’s children?

Given the hearing’s focus on healthcare, I've focused my response on how the
economy’s condition will affect health of children-- there are other unportant outcomes

such as educational performance that [ have not discussed.

Economists have shown that when the fathers of children in the bottom 25 percent of
the income distribution, are displaced, the children are more likely to receive
unemployment and social assistance, and have lower earnings themselves when they
become adults. So what happens to people in childhood affects not only their outcomes
as children, but also as adults. As such, for the most disadvantaged children, the effects
of a deep recession may be felt decades into the future. There is something about job-
displacements, and the attendant stressors of income uncertainty and residential
instability that is extremely disruptive [or children. These stressors create mental health
problems which affect educational attainment, and through this channel, longevity and

lifelong economic circumstance.

As | said in my oral testimony, when Americans lose their jobs they also lose their health
insurance-- this loss may greatly affect infants and expectant mothers, We know that

habies who were exposed to high disease burden in childhood experience much higher
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rales of adult mortality. Similarly, low birth weight children have been shown to have
lower test-scores, educational attainment, wages and employment. These facts highlight
the potential for great value in expanding insurance. [ elaborate on this point in my

response to your second qllesli()llv

Finally, I would like to add an important caveat to discussions about the state of the
economy and the well-being of children. It is certainly true that poorer children, and
those of lower socio-economic status (SES), are more likely to experience adverse
health events such as asthma, mental health problems, or a hospitalization). Itis
terapting to observe this fact and conclude that slowing economic activity will reduce
the resources of families and consequently an increase adverse health events for
children. But we must be careful here: simply because poorer children have worse
health outcomes does imply that lower socio-economic status (SES) causes worse child
health. It is possible that a third factor, such as lower parental education, causes both
lower SES and worse child outeomes. In such a world, policies that attempt to improve
child health by affecting their parents SES will ultimately fail, and we should not let our
efforts to help vulnerable children justify the adoption of well-intentioned. but
ineffective policies. I raise this caveat because several welfare-to-work experiments
increased family incomes and maternal employment. Yet, the National Research Council
and the Institute of Medicine evaluations of welfare to work programs found no effects

{positive or negative) on children.

We would do well to start a conversation about how best to insulate children from the
effects of job-displacement for health-insurance ts unlikely to be a sufficient guarantee
of their well-being. We will do well to think about strengthening the WIC program {the
nuirition program that provides supplemental nutrition provides coupons for specific
foods for women and children who're “nutritionally at risk”). We have systematic
evidence that WIC improves child cognitive outcomes, and temperament. And in the
midst of this conversation, we should avoid making it more difficult for plant closures to
happen or for economic aclivity to reorganize ilself-- this reorganization is central to
America’s ability emerge from recession, and consequently, affect the well-being of

millions.

Question 2 How will the Bush administration’s fatlure to reauthorize CHIP and to
address the Medicaid regulations impact our nation’s ability to ensure children have
aceess to health care?
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I disagreed with the President’s decision to veto the compromise legislation that
members of the Senate Finance Committee had taken the initiative in drafting. We will
soon have to revisit the business of CHIP relorm, and we will be able to increase the
value from this social insurance program by recalling the experience of Medicaid
expansions. Mediecaid benefits children in families who are poorer than those covered by
CHIP. So if we find small effects of Medieaid on child outcomes, then we will probably
find even smaller effects from CHIP (CHIP starts coverage at a point in the income
distribution where approximately 15 percent of children are uninsured). A large
literature in economics has evaluated the effect of Medicaid expansions on children’s
wellbeing. Research has found that Medicaid expansions reduced low birth birth and
infant mortality in lower income populations, where expansions were ‘targeted’ (as was the
case until 1987). These expansions were also shown o be cost-effective. Later, “broad”
expansions, to higher income families (but still disadvantaged) were not found to
improve health in these populations. This is perhaps because such families were more

likely to be covered by employer provided health insurance.

Second, arguments about ‘crowdout’ are not theoretical-- they are a harsh reality and we
will serve our children better by acknowledging the challenge of ensuring that public
insurance programs do not become a way for people to leave the non-public insurance
market. The estimates of “crowd out” in this population imply that number of privately
insured falls by 50% to 60% as the number of publicly insured rises.

As we think about reforming Medicaid and CHIP, we should focus on the neediest and
most vulnerable groups fiest. It makes very little sense to thing about expanding
coverage lo new demographic groups who have lower rates of uninsurance and in whom
the program will generate less benefit, when there are 4 million children who are
already eligible but do not take up the program because of stigma or lack of
information. Tt is my view that the compromise legislation that that was initiated by the
Senate was seusitive to these concerns. Adding anti-crowd out measures that have been

shown to work, would extend the reach of public dollars even further.

I hope that you find my response useful. Please do nol hesitate to contact me if | can be

of more assistance to you,

Sincerely,

IR Opantea

Amitabh Chandra.
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Rapidiy rising health care costs are not sivaply a federal budget problem.
Growth in health-related spending also drives the fiscal challenges facing state
and local gover The magnitude of these challenges presents long-ferm
sustainability challenges for all levels of government. The current financial
sector turmoll and broader economic conditions add to fiscal and budgetary

1} for these go as they attempt to remain in balance. States
and localities are facing increased demand for services during 2 period of
declining revenues and reduced access to capital. In the midst of these
challenges, the federal government continues to rely on this sector for
delivery of services such as Medicaid, the joint federal-state health care
financing program for certain categories of low-income individuals.

Our model shows that in the aggregate the state and local government secior
faces growing fiscal challenges. Incorporation of Angust 2008 data shows that
the posttion of the sector has worsened since our Janmary 2008 report.
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The Jong-term outiook presented by our state and local model is exacerbated

by current economic conditions. During economic downturns, states can

experience difficulties financing programs such as Medicaid. Downturns

result in rising unemployment, which can increase the number of individuals

eligible for Medicald, and declining tax revenues, which can decrease revenue

available to fund coverage of additional envollees. GAO's sirulation model 1o

help states respond to these circumstances is based on assumptions under

which the existing Medicaid formula would remain unchanged and add a new,

separate assistance formula that would operate only during times of economic

downturn. Considerations Involved in such a strategy could include:

s Timing assistance so that it is delivered as soon as it is needed,

» Targeting assistance according to the exfent of each state's downturn,

= Temporarily increasing federal funding so that it turms off when states’
econonde clrcumstances sufficiently improve, and

»  Triggering so the starting and ending points of assistance respond to
indicators of economic distress.
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Mr. Chairman and Members of the Committee:

{ appreciate the opportunity to provide this statement for the record for
today’s hearing that discusses our observations on health care costs and
their relationship to long-term state and local government fiscal conditions
in the context of the current economic environment. Our economic
perspective on health care costs draws on historical data, simulations, and
analysis of policy options to reveal daunting challenges in need of
intergovernmental solutions. As Acting Comptroller General Gene Dodaro
testified before this committee in June, the nation's long-term fiscal
outlook is driven primarily by rising health care costs and known
demographic trends.'

Rapidly rising health care costs are not simply a federal budget problem.
Growth in health-related spending also drives the long-term fiscal
challenges facing state and local governments. The magnitude of these
pressures presents vexing long-term sustainability challenges for all levels
of government. The current turmoil in the financial sector adds to the
immediate fiscal and budgetary challenges for these governments as they
attempt to remain in balance in a rapidly changing and uncertain budget
environment. States and localities are facing increased demand for
services during a period of declining revenues and reduced access to
capital. In the midst of these challenges, the federal government continues
to rely on this sector for delivery of services such as Medicaid, the joint
federal-state health care financing program that covers medical costs for
certain categories of low-income individuals.

This statement addresses a few key points:

the state and local government sector’s long-term fiscal challenges,

the rapidly rising health care costs which drive the sector’s long-term
fiscal difficulties, and

the immediate considerations involved in targeting supplemental funds to
states through the Medicaid program during economic downturns.

This statement is based on our previous work on intergovernmental fiscal
issues, including reports and testimony on state and local government

fiscal challenges, our nation’s long-term fiscal challenges, and approaches
to providing federal fiscal assistance through Medicaid. We conducted this

'GAO, Long-Term Fiscal Outlook: Long-Term Federal Fiscal Challenge Driven Primarily
by Health Care. GAO-08-812T (Washington, D.C.: June 17, 2008)

Page 1 GAO-09-210T
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performance audit in November 2008 in accordance with generaily
accepted government auditing standards. Those standards require that we
plan and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit
objectives.

The State and Local
Government Sector
Faces Increasing
Fiscal Challenges

Fiscal sustainability presents a national challenge shared by all levels of
government. The federal government and state and local governments
share in the responsibility of fulfilling important national goals, and these
subnational governments rely on the federal government for a significant
portion of their revenues. To provide Congress and the public witha
broader perspective on our nation’s fiscal outlook, we developed a fiscal
raodel of the state and local sector. This model enables us to simulate
fiscal outcomes for the entire state and local government sector in the
aggregate for several decades into the future. Our state and local fiscal
model projects the level of receipts and expenditures for the sector in
future years based on current and historical spending and revenue
patterns.” This model complements GAQ's long-term fiscal simulations of
federal deficits and debt levels under varying policy assumptions.” We

*To develop the long-run state and local model simulations, we make projections for each
raajor receipt and expenditure category of the state and local government sector. On the
receipts side, key categories of receipts for state and local governments include several
types of taxes (personal incorme, sales, property, and corporate), income on assets owned
by the sector, and grants from the federal government. Categoties of expenditures include
wages and salaries of state and local employees, health insurance costs, pension costs,
payment of social ¥ (e.g., Medicaid and »yment), depreciation expense on
state and local capital stock, interest payments on state and local financial debt, and other
expenditures of the sector. The primary data source for the model is the National Income
and Product Accounts (NIPA). The timeframe for the siraulations parallels that of our
federal fiscal model—the simulations extend until 2050. The state and local model
examines the aggregate (iscal ontcomes for the sector and does not examine the condition
of any individual state or local government.

*GAQ, The Nation
{Washington, D.

Long-Term Fiscad Outlook: September 2008 Update, GAO-09-94R
Nov. 2008).

Page 2 GAOQ-09-210T
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have published long-term federal fiscal simulations since 1992. We first
published the findings from our state and local fiscal model in 2007.*

Our model shows that the state and local government sector faces growing
fiscal challenges. The model includes a measure of fiscal balance for the
state and local governmment sector for each year until 2050. The operating
balance net of funds for capital expenditures is a measure of the ability of
the sector to cover its current expenditures out of current receipts.” The
operating balance measure has historically been positive most of the time,
ranging from about zero to about 1 percent of gross domestic product
(GDP). Thus, the sector usually has been able to cover its current
expenses with incoming receipts.

Qur January 2008 report showed that this measure of fiscal balance was
likely to remain within the historical range in the next few years, but
would begin to decline thereafter and fall below the historical range within
a decade. That is, the model suggested the state and local government
sector would face increasing fiscal stress in just a few years. We recently
updated the model to incorporate current data available as of August 2008.
As shown in Figure 1, these more recent results show that the sector has
begun to head out of balance.

*GAO, State and Local Governments: Growing Fiscal Challenges Will Emerge during the
Next 10 Years, GAO-08-317 (Washington, D.C.: Jan. 22, 2008), and State and Local
Governoments: Persistent Fiscal Challenges Will Likely Emerge within the Next Decade,
GAO-07-1080SP (Washington, D.C.: July 18, 2007).

"In developing this measure we subtract funds used to finance longer-term projects—such
as investments in buildings and roads—{rom receipts since these funds would not be
available to cover current expenses. Similarly, we excluded capital-related expenditures
from spending.

Page 3 GAO-09-210T
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Figure 1: State and Local Model Operating Bal; asaf of GDP
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These results suggest that the sector is currently in an operating deficit.
Qur simulations show an operating balance measure well below the
historical range and continuing to fall throughout the remainder of the
simulation timeframe.

Since most state and local governments are required to balance their
operating budgets, the declining fiscal conditions shown in our
simulations suggest the fiscal pressures the sector faces and are a
foreshadowing of the extent to which these governments will need to
make substantial policy changes to avoid growing fiscal imbalances, That
is, absent policy changes, state and local governments would face an
increasing gap between receipts and expenditures in the coming years.
One way of measuring the long-term challenges faced by the state and
local sector is through a measure known as the “fiscal gap.” The fiscal gap
is an estimate of the action needed today and maintained for each and
every year to achieve fiscal balance over a certain period. We measured

Page 4 GAO-09-210T
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the gap as the amount of spending reduction or tax increase needed to
maintain debt as a share of GDP at or below today’s ratio.® As shown in
figure 2, we calculated that closing the fiscal gap would require action
today equal to a 7.6 percent reduction in state and local government
current expenditures. Closing the fiscal gap through revenue increases
would require action of the same magnitude to increase state and local tax
receipts.

Figure 2: Extent of State and Local Action Required to i {State and
Locat Expenditures, as a Percentage of GDP)

Non-interest expenditures as a percent of GDP
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“Fiscal gap is calculated for the years 2008 to 2057,
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Rapidly Rising Health
Costs Drive Long-
term State and Local
Sector Fiscal
Difficulties

Growth in health-related costs serves as the primary driver of the fiscal
chaltenges facing the state and local sector over the long term. Medicaid is
a key component of their health-related costs. CBQ's projections show
federal Medicaid grants to states per recipient rising substantially more
than GDP per capita in the coming years.” Since Medicaid is a federal and
state program with federal Medicaid grants based on a matching formula,
these estimates indicate that expenditures for Medicaid by state
governments will rise quickly as well. We also estimated future
expenditures for health insurance for state and local employees and
retirees. Specifically, we assumed that the excess cost factor—the growth
in these health care costs per capita above GDP per capita—will average
2.0 percentage points per year through 2035 and then begin to decline,
reaching 1.0 percent by 2050.” The result is a rapidly growing burden from
health-related activities in state and local budgets. Our simulations show
that other types of state and local government expenditures—such as
wages and salaries of state and local workers, pension contributions, and
investruents in infrastructure—are expected to grow slightly less than
GDP. At the same time, most revenue growth is expected to be
approximately flat as a percentage of GDP.* The projected rise in health-
related costs is the root of the long-term fiscal difficulties these
simulations suggest will occur. Figure 3 shows our simulations for
expenditure growth for state and local government health-related and
other expenditures.”

"For Medicaid, our cost growth projections align with CBO's most recent budget baseline
for the first 10 years. Thereafter, we project Medicaid grants by combining the Center for
Medicare and Medicaid Services’ 2008 excess cost growth assumption for national health
expenditures with CBO's Dec. 2007 long-term projection for Medicaid assuming zero
excess cost growth.

*We developed estimates of cost growth for health insurance based on research and
discussions with experts.

*The exception to this is Medicaid grants from the federal government.
“nterest payments that these governments will need to pay on their outstanding debt will

also likely be a rising expense for the sector in the future. Rising interest costs are a
reflection of the sustained deficits the model predicts across future years.

Page 6 GAO-09-210T
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Figure 3: State and Local Government Expenditures, as a Percentage of GDP
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On the receipt side, our model suggests that most of these tax receipts will
show modest growth in the future—and some are projected to experience
a modest decline—relative to GDP." We found that state personal income
taxes show a small rise relative to GDP in coming years. This likely
reflects that some state governments have a small degree of progressivity
in their income tax structures. Sales taxes of the sector are expected to
experience a slight decline as a percentage of GDP in the coming years,
reflecting trends in the sector’s tax base. While historical data indicate that
property taxes—which are mostly levied by local governments—could rise
slightly as a share of GDP in the future, recent events in the housing
market suggest that the long-term outlook for property tax revenue could

‘'Percentages of each category of state and local tax receipts in 2007 were approximately:
sales, 33; property, 30, personal income, 24; corporate, 5; and other, 8.
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also shift downward. These differential tax growth projections indicate
that any given jurisdiction’s tax revenue prospects are uniquely tied to the
composition of taxes it imposes.

The only source of revenue expected to grow rapidly under current policy
is federal grants to state governments for Medicaid. That is, we assume
that current policy remains in place and the shares of Medicaid
expenditures borne by the federal government and the states remain
unchanged.” Since Medicaid is a matching formula grant program, the
projected escalation in federal Medicaid grants sitply reflects expected
increased Medicaid expenditures that will be shared by state governments.
These long-term simulations do not attempt to assume how recent actions
to stabilize the financial system and economy will be incorporated into the
federal budget estimates in January 2009,

Considerations for
Targeting
Supplemental Funds
to States through the
Medicaid Program
during Economic
Downturns

The outlook presented by our state and local model is exacerbated by
current economic conditions. During economic downturns, states can
experience difficulties financing programs such as Medicaid. Economic
downturns result in rising unemployment, which can lead to increases in
the number of individuals who are eligible for Medicaid coverage, and in
declining tax revenues, which can lead to less available revenue with
which to fund coverage of additional enrollees. For example, during the
most recent period of economic downturn prior to 2008, Medicaid
enroliment rose 8.6 percent between 2001 and 2002, which was largely
attributed to states’ increases in unemployment. During this same time
period, state tax revenues fell 7.5 percent. According to the Kaiser
Commission on Medicaid and the Uninsured, in 2008, most states have
made policy changes aimed at controlling Medicaid costs.”

Recognizing the complex combination of factors affecting states during
economic downturns--increased unemployment, declining state revenues,
and increased downturn-related Medicaid costs—this Committee and
several others asked us to assist them as they considered a legislative

“Because CBO's baseline adjusts discretionary spending, such as non-Medicaid grants to
state and local governments, only for inflation, our projections for these grants decline asa
share of GDP over the next 10 years—the timeframe of CBO's projections. Beyond that, we
grow these expenditures at the rate of population growth plus inflation.

P aiser Commision on Medicaid and the Uninsured. Headed for o Crunch: An Update on

Medicaid Spending, Coverage and Policy Heading inlo an Economic Downturn (The
Henry J. Kaiser Family Foundation, Sept. 2008).
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response that would help states cope with Medicaid cost increases.” In
response to this request, our 2006 report on Medicaid and economic
downturns explored the design considerations and possible effects of
targeting supplemental assistance to states when they are most affected by
a downturn.” We constructed a simulation model that adjusts the amount
of funding a state could receive on the basis of each state’s percentage
increase in uneraployment and per person spending on Medicaid services.
Such a supplemental assistance strategy would leave the existing Medicaid
formula unchanged and add a new, separate assistance formula that would
operate only during times of economic downturn and use variables and a
distribution mechanism that differ from those used for calculating
matching rates. This concept is embodied in the health reform plan
released by Chairman Baucus last week.®

Using data from the past three recessions, we simulated the provision of
such targeted supplemental assistance to states. To determine the amount
of supplemental federal assistance needed to help states address increased
Medicaid expenditures during a downturn, we relied on research that
estimated a relationship between changes in unemployment and changes
in Medicaid spending. Our model incorporated a retrospective
assessment which involved assessing the increase in each state’s
unemployment rate for a particular quarter compared to the same quarter
of the previous year. Our simulation included an economic trigger turned
on when 23 or more states had an increase in the unemployment rate of 10
percent or more compared to the unemployment rate that existed for the
same quarter 1 year earlier (such as a given state’s unemployment rate

*“The bipartisan group of Senators requesting this work included Senators Bingaman,
Collins, Nelson, Rockefeller, and Smith.

BGAOQ, Medicaid: Strategies to Help States Address Increased Expenditures during
Economic Downturns, GAG-87-97 (Washington, D.C.: Oct. 18, 2006).

'*J.S. Senator Max Baucus, Call to Action: Health Reform 2009 (Washington, D.C.; Nov.
12, 2008).

YStan Dorn, Barbara Markham Smith, and Bowen Garrett, Medicaid Responsiveness,
Healih Coverage, and Et ic Resili liminary Analysis, Prepared for the
Health Policy Institute of the Joint Center for Political and Economic Studies (Washington,
D.C.: Joint Center for Political and Economic Studies, Sept. 27, 2005). For our model, we
used Dorn ef al.’s estimates to derive an average increase in Medicaid expenditures per
additional unemployed person of $300, which could be adjusted over time by inflation and
changes in demographics of the Medicaid population.

Page 9 GAQ-08-210T7
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increasing from 5 percent to 5.5 percent).” We chose these two threshold
values—23 or more states and increased unemployment of 10 percent or
more-—to work in tandem to ensure that the national economy had
entered a downturn and that the majority of states were not yet in
recovery from the downturn."” These parameters were based on our
quantitative analysis of prior recessions.” As shown in figure 4, for the
1990-1991 downturn, 6 quarters of assistance would have been provided
beginning with the third quarter of 1991 and ending after the fourth quarter
of 1992.%

"“This is an increase of 10 percent compared to the unemployment rate of the same quarter
in the previous year and not a 10 percentage point change in unemployment rates (such as
from 5 percent uneraployment to 15 percent).

We chose both numbers based on a review of states’ unemployment rates over the past
three recessions and determined that these levels would have provided considerable
certainty that the economic slowdown was nationwide.

“We chose these threshold values based on evidence which indicated that 23 states
experiencing a 10 percent of more increase in unemployment provided considerable
certainty that an economic slowdown had extended nationwide and that at least 23 states
had not yet entered a recovery. These parameters could be adjusted up or down to tighten
or loosen the threshold for providing supplemental assistance. The use of unemployment
as an indicator also reflects research establishing a connection between increased
unemployment and Medicaid eorollment.

*This reflects a slight variation from our 2006 report based on a reduction in the
administrative lag to make payments.

Page 10 GAO-09-210T
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Figure 4: Simuiation Model’s Suppl | Medicaid Assi: Compared to
States’ Unemployment Increases
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Analysis of recent unemployment data indicate that such a strategy would
already be triggered based on changes in unemployment for 2007 and
2008. In other words, current data confirm the economic pressures
currently facing the states.

Considerations involved in such a strategy include:

Timing assistance so that it is delivered as soon as it is needed,
Targeting assistance according to the extent of each state’s downturn,
Temporarily increasing federal funding so that it turns off when states’
economic circumstances sufficiently improve, and

Triggering so the starting and ending points of assistance respond to
indicators of states’ economic distress.
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Any potential legislative response would need to be considered within the
context of broader health care and fiscal challenges—including
continually rising health care costs, a growing elderly population, and
Medicare and Medicaid’s increasing share of the federal budget. Additional
criteria could be established to accomplish other policy objectives, such as
controlling federal spending by limiting the number of quarters of
payments or stopping payments after predetermined spending caps are
reached.

Conclusions

The federal government depends on states and localities to provide critical
services including health care for low-income populations. States and
localities depend on the federal government to help fund these services.
As the largest share of federal grant funding and a large and growing share
of state budgets, Medicaid is a critical component of this
intergovernmental partnership. The long-term structural fiscal challenges
facing the state and local sector further complicate the provision of
Medicaid services. These challenges are exacerbated during periods of
economic downturn when increased unemployment leads to increased
eligibility for the Medicaid program. The current economic downturn
presents additional challenges as states struggle to meet the needs of
eligible residents in the midst of a credit crisis. Our work on the long-term
fiscal outlook for state and local governments and strategies for providing
Medicaid-related fiscal assistance is intended to offer the Committee a
useful starting point for considering strategic evidence-based approaches
to addressing these daunting intergovernmental fiscal issues.
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My name is Uwe Reinhardt. | am Professor of Economics and Public Affairs with
a joint-appointment at the Woodrow Wilson School of Public and International Affairs
and the Department of Economics of Princeton University. My research during the past
several decades has focused mainly on health economics and policy, although | also
teach courses in general economics and financial management.

I would like to thank you, Senator Baucus, for holding this important Hearing on
the economics of health reform. It is an honor to sit at this table to contribute to that
exploration.

| also would like to congratulate you, and thank you and your staff, for the vision
and great effort that went into your recently released white paper Call To Action, which |
have read.

The overarching theme of my presentation today is that the reform of our
health system — especially the extension of reliable health insurance coverage to
the currently uninsured — should indeed receive the highest priority in the
Congress and the new Administration.

As | shall argue below, in the decade ahead our traditional employment-
based health insurance system is likely to deteriorate drastically for low-wage
employees. While the measures you propose to shore up that system can arrest
the pace of this deterioration, you are to be applauded for proposing to put in
place also a reliable parallel health-insurance system that can capture Americans
displaced by the employment-based system and provide them with the financial
security citizens in all other industrialized nations have long enjoyed.

Furthermore, this is one of those rare windows of opportunity in which
several factors come together to make health-reform a real possibility, at long
last:

1. afinancially distressed and anxious electorate shell-shocked by the
economic turmoil that the financial markets have visited on the real
economy,

2. aPresident-Elect deeply and personally committed to improving the heaith-
care experience of Americans and thus likely to provide strong
presidential leadership that is the sine qua non of successful health-
reform, and

3. a Congress whose working majority now is equally committed to making
health reform a reality and agreeing with the President-Elect on the
principles and major design parameters for the needed reforms.

My formal written statement, which | have submitted to your Committee for inclusion in
the official record of this Hearing, falls into several distinct parts, to wit:

1. a few brief comments on the reform proposals put forth in your Call for
Action;
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Il a section on the economic imperative of moving towards universal health
insurance coverage now;

. some thoughts on the imperative of attaining better cost-effectiveness for
American heatth care;

V. a critical reaction to the argument, often made, that we must have better cost
control for American heaith care before admitting millions more to the club of
well insured people.

As an American citizen whose social ethic was forged in countries with health
systems based on the Principle of Social Solidarity — Germany and Canada -- | naturally
hold ingrained views on the moral dimensions of the issues before this Committee. in my
role as an economist, however, | shall try not to dwell in this testimony on those moral
dimensions, which in any event are well understood by the members of this Commitiee
and their staff.

I. SOME BRIEF COMMENTS ON THE PROPOSALS IN CALL FOR ACTION

For starters, | would like to express my full support for the broad outlines of your
health-reform proposals in Call to Action. Although that may come across as pandering, |
can say this with a straight face, as | had published in the early 1990s a health reform
proposal with similar building blocks. For the record, | have appended that paper hereto
as Appendix A.

The basic Design Parameters: Specifically, | then had advocated the following
features that were designed to build health reform on the existing American system,
rather than to scrap it and replace it with an entirely new approach. Prominent among
these features were:

1. a mandate on the individual to be insured administered to the extent
possible through the tax system;

2. building on the present system, rather than scrapping it;

3. areorganization of the market for individual health insurance through
what then was generally called a “Health Insurance Purchasing
Cooperative (HIPC)" and your proposal calls a "Health Insurance
Exchange”;

4. choice of insurance carriers and policies through either an employer or
through the HIPC;

5. The inclusion in that choice of a government-run health insurance plan for
Americans under age 65 (in my proposal simply by permitting a buy-in
into Medicare or Medicaid);

6. Means-tested public subsidies for the purchase of health insurance.

In addition to these features, | had also advocated the elimination of the
unseemly price discrimination that is rampart throughout the American health system — a
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feature more commonly known as “cost shifting” amang payers. | shall return to that
issue later in this Statement.

In view of the similarity of these design parameters with those embedded in your
Call for Action it should come as no surprise that | support whoieheartedly the proposal
you have put before the Senate. That proposal can look to the already operating
Massachusetts plan for empirical support. It is also fully compatible with the proposal put
forth during the election campaign by President-Elect Obama, whose support and
leadership on this issue will be crucial to successful heaith reform.

Yours is a pragmatic approach adapted to the unique history of health insurance
of this country and solidly build on it. That should make it more acceptable, because it
forces no one to give up what they currently have and yet gives Americans added
choices in the market for health insurance. Harry and Louise need not be exercised at
the prospect of it, other than being put on notice that freeloading in heaith care is not
acceptable.

The Issue of Mandating Insurance: Although the proposal to mandate the
purchase of health insurance on the individual is likely to be the most controversial
design feature proposed in Call to Action, | have always favored it for a very simple
reason: people who expect society to come to their rescue with possibly hundreds of
thousands of dollars of health care in case they fall seriously ill should be required, when
they are healthy, to make contributions based on their ability to pay into a health
insurance fund that will then pay for such care. Simply to go uninsured when healthy is
to freeload off others when sick. it violates the basic tenets of civic conduct and fairness.

Furthermore, from a strictly economic perspective, leaving the individual free to
choose whether or not to be insured is incompatible with a reorganization of the
insurance market that imposes community rating and guaranteed issue on health
insurers. Such an approach would invite egregious adverse risk selection on the part of
the insured, who could afford to go without insurance when healthy in the comfort of
knowing that they are entitled to health insurance at a community-rated premium when
sick. As every economist and actuary appreciates, this type of adverse risk selection
uitimately leads to the so-called “death spiral” of the community-rated risk pools.

The only way to curb such adverse risk selection under voluntary insurance
coverage wouid be to impose a long waiting period — say, 5 years or more — between an
application for insurance and a community rated premium, and offering only medically-
underwritten insurance with very high premiums in the meantime. One could even
contemplate outright denial of certain kinds of care.

The Health Insurance Exchange: Another feature of your proposal may trigger
accusations of a “government take-over” of health care or of a regulator coming between
you and your health insurer” will be the Health Insurance Exchange you propose. Harry
and Louise may come back from retirement.

Your proposal is nothing of the sort.
In effect, the Exchange you propose is merely the analogue of a farmer's market

for health insurance policies. These policies are so-called “contingent financial contracts
that pay benefits when certain contingencies — here iliness — occur. When these

»
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contingencies are defined by smart lawyers in pages of fine print, the contracts become
very complex.

As the nation is learning belatedly, but to its great dismay, such complicated
financial contracts should be supervised by someone to make sure the contract is sound
and that there are adequate reserves to honor it. In large corporations the employee
benefit divisions of the human resources department perform that monitoring function.
For smaller business firms and for individuals, the Insurance Exchange is an efficient
substitute for the employee-benefit department of large corporations. It should be seen
as such and not at all described misleadingly as a “government take-over” of health
care.

Subsidies to Small Businesses: Like President-Elect Obama’s proposal
advanced in the election campaign, your proposal provides for subsidies to small
business firms to help them offer employment-based health insurance to their
employees.

By virtue of their low number employees, small business firms have two strikes
against them in the market for health insurance.

First, a relatively large part of their premium goes for marketing (including broker
commissions) and other overhead costs of insurers. For them the so-called “loss ratio” of
insurers — the fraction of the premium “lost” for the payment of health benefits — can be
70% or less.

Second, the premiums charged small business firms are experience-rated
(medically underwritten) over the firm’'s small number of employees. If one or two have
fallen seriously ill in one year, it can substantially drive up the premium for all employees
in the following year.

These two factors, of course, could be reduced in importance if these firms could
join larger risk pools offered through the Health Insurance Exchange. For that reason,
the mere size of a small business firm may not be the proper benchmark for the granting
of a public subsidy toward health insurance.

As | shall show in the next section, the proper criterion is not firm size but the
size of the average wage base that financed employer-provided health insurance. A
small law-, engineering-, architectural- or business-consulting firm paying mainly high
average salaries is less in need of a public subsidy toward health insurance than a
medium size firm with primarily low-paid workers.

Therefore, | urge the Committee to revisit the issue of subsidies to small
business firms to make sure that public funds are targeted on actual need of
support, rather than a convenient administrative definition.

il. SAILING INTO A PERFECT STORM: THE ECONOMIC IMPERATIVE OF MOVING
TO UNIVERSAL COVERAGE NOW

One reason for putting in place now a health insurance system parallel to our
traditional employment-based system is that the latter is now sailing into a perfect storm.
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That storm will leave parts of the system in tatters, especially among low-wage
employers.

Health Care and Competitiveness: Although it seems counterintuitive to many
business executives, the storm whereof | speak is not that employer-paid heaith
insurance makes American business uncompetitive in the global market place. Few
economists buy into that story, for reasons | explain in more detail in Appendix B to this
Statement.

The distinguished late leader of the United Auto Workers (UAW) Douglas Fraser
understood economic theory in this regard when he remarked in a debate with an auto
executive':

“Before you start weeping for the auto companies and all they pay for medical
insurance, let me tell you how the system works. All company bargainers worth their
salt keep their eye on the total labor cost, and when they pay an admittedly
horrendous amount for health care, that's money that can't be spent for higher
[cash] wages or higher pensions or other fringe benefits. So we directly, the union
and its members, feel the costs of the health care system.” {ltalics added).

Regardless who actually writes the check for the insurance premium to the
insurance company, or puts money into a firm's self-insurance pool, all of a family’s
health spending, including all other cost of living, must be covered out of what
economists call the “gross wage base” or the “price of labor” in their analyses.
Accountants would think of it as the sum of all the debits an employer makes for an
employee to the account “Payroll Expense.”

That sum includes all fringe benefits — including health insurance-- whether
officially paid by the employer or the employee. It includes all taxes taken out of the
gross wage, whether withheld from employees or officially paid by the employer (e.g.,
the employer’s share of payroll taxes). Finally, that sum includes the employee’s cash
take-come pay which, in turn, supports all of the spending on any item made by the
employee and the family he or she supports.

Thus, the perfect storm into which more and more Americans are sailing in
health care is fueled by the fact that the gross wage base that supports the living
expenses of most American families tends to grow at an annual compound rate of
less than half the rate at which total health spending per capita grows in this
country. Simple arithmetic dictates that this differential growth will inexorably
price more and more lower-income Americans out of health insurance. No
mechanism is in sight now that could eliminate this divergence in growth rate
over the next half decade or more.

As is shown in Exhibit 1 below, according to the well-known Milliman Medical
Index regularly published by the benefit-consutting firm Milliman, Inc. the total annual
health care cost of a typical privately insured American family of four is now $15,6007
The exponent on the equation In Exhibit 1 indicates that the average annual compound
growth rate of this index has been 8.9%. it has been closer to 8% since 2004.

! Douglas Fraser, “A National Health Policy Debate,” Dartmouth Medical School Alumni
Magazine (Summer, 1989): 10.

2 hitp:/iwww. milliman.com/expertise/healthcare/products-tools/mmi/pdfs/milliman-medical-index-2008 .pdf
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The total of $15,600 for 2008 represents the sum of (1) the part of the heaith
insurance premium paid by the employer, (2) the part of the premium paid by the
employee and (3) the family’s out-of-pocket spending for health care. in 2008, the total
employment-based premium for family coverage averages about $12,600, of which an
average of 26% is contributed by the employee.? Out-of-pocket spending therefore
appears to average around $3,000.

Regardless of the relative size of these three components, and regardiess of who
writes the check for it, the entire total health spending on 2008 of $15,600 for the family
must be supported by the family’s 2008 gross wage base in the labor market, as | have
defined that term.

EXHIBIT 1 ~ THE MILLIMAN MEDICAL INDEX (MM))

y=7765.7e"%" $15,600
R*=0.9983

TOTAL ANNUAL HEALTH SPENDING FOR ,
AMERICAN FAMILY OF FOUR

Consider now a family of four with a current, 2008 total gross wage base of
$60,000. it could be a two-earner household with a take-home pay between $35,000 and
$40,000. It would not be a destitute American family. Rather, it would be a family in the
lower-middle income classes. The median money income of American households under
age 65 currently is slightly more than $55,000 which means that about half of all such
households have a money income below that figure.

A household’s money income is, of course, lower than the gross wage base that
begets that income. Even so, it seems safe to say that roughly a quarter to a third of
American households now derive their money income from a gross wage base of
$60,000 or less.

Assume now the skill levels of the family's breadwinners is such that their gross
wage base will grow at an annual compound growth rate of 3%, roughly the annual

®The Henry J. Kaiser Family Foundation and Health Education Research trust 2008 Survey of Employer
Heaith Benefits; Exhibit 2 (http://ehbs kff.org/images/abstract/7814 pdf).
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compound rate at which average weekly nominal wages (not adjusted for inflation) have
grown for the whole U.S. over the past two decades.” At that rate, the wage base would
have grown from $60,000 in 2008 to $80,600 by 2018.

But if health spending for the typical family continued to grow at an annual
compound rate between 8% and 9% -- say, 8.5% -- then the total health spending for
such a family ten years hence would be $35,300. That would be as much as 44% of the
family’s projected gross wage base of $80,600 in 2018.

Exhibit 2 below illustrates how the bite that health spending takes out of the
gross wage base grows inexorably over time. For the many American families with a
gross wage base of less than the $60,000 gross wage base assumed for this numerical
illustration, the picture would be correspondingly direr.

EXHIBIT 2 — PERCENTAGE OF GROSS WAGES ABSORBED BY HEAL'TH CARE
Gross wage base of $60,000 grows @ 3%/yr.; health spending of $15,600 grows @ 8.5%/yr.
50%
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These economic trends — the disparate growth between health spending and the
wage base that must support it -- will confront American health policy makers in the
decade ahead with two quite uncomfortable options.

Option A: One option would be to ask Americans in the upper half of the
nation’s distribution of income to step up to the cashier's window, there to
support with higher taxes the traditional health care of families in the lower half
of that distribution.

Option B: A second option would be to allow the American health system to
evolve even more than it already has towards a two- or multi-tiered system, with
bare-bones health care and substantial rationing of health care in the lower tiers

* See the Economic Report of the President to the Congress 2008, Table B-47
(htip:/Avww.gpoaccess.gov/eop/2008/847 xis).
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and the luxurious, no-holds-barred health care most Americans have hitherto
enjoyed for families in the upper tiers.

Americans generally believe that the rationing of health care is something
countenanced only by other nations. In fact, however, we have already for some time
been rationing timely health care for uninsured Americans through the price mechanism,
in spite of the safety net provided by the emergency rooms of hospitals and whatever
uncompensated care is rendered by physicians. As Hadley et al. have reported in a
recent paper published in Health Affairs, health spending per capita for people under
age 65 with private health insurance is about $3,915 in 2008.° The comparable number
for uninsured Americans is $1,686. Unless one assumes that the lower figure represents
the right amount of care and the higher figure is driven mainly by waste, one is entitled to
conclude that rationing heath care by price and ability to pay has represented a time
honored feature of our health system.

Through its inaction so far, Congress has tacitly ratified that approach to
rationing. Is Congress prepared to make it official U.S. health policy? if not, then the
plight of the uninsured must be addressed by Congress soon.

lil. THE IMPERATIVE OF GREATER COSYT-EFFECTIVENESS

In their policy analyses, economists typically do not advocate just “cost control”
or “spending control,” which is always interpreted by providers as a legislated reduction
in the quality of care.

Instead, economists advocate greater “cost-effectiveness.” By this term is meant
minimizing the total treatment cost of achieving a given clinical outcome (e.g., reducing
blood pressure by a given number of points or wrestling one extra quality-adjusted life
year (QALY) from nature through medical intervention.) The flip side of the term is
getting better value for the health care dollar. It is heartening to see that this facet of
heaith reform has been given so much attention in your white paper Call fo Action, with
many examples of questionable practices.

Inexplicable Variations in Medicare Spending Per Beneficiary: The exhibit
below dramatizes the need for greater attention to cost-effectiveness.

This exhibit is taken directly from the final report of the New Jersey Governor's
Commission on Rationalizing Health Care Resources (2008), which | had the privilege to
chair last year. Shown in this table are the total payments Medicare made in the period
1999-2003 in the last two years of life of deceased Medicare beneficiaries who resided
in the hospital market areas of the New Jersey hospitals shown in column 1. These
payments are standardized so that they average 1 for the United States. These data
were provided to the Commission by John H. Wennberg, M.D., the pioneering
researcher who, along with his research associates at Dartmouth University Medical
School has alerted the nation for over two decade now with large variations in the use of
health care per capita over small geographic areas, such as New Jersey, and over the
Unites States as a whole.®

® Jack Hadley, John Holohan, Teresa Coughlin, and Dawn Miller, *Covering The Uninsured In 2008: Current
Costs, Sources Of Payment, And Incremental Costs,” Health Affairs, September/October 2008; 27(5):
w399-w415; Exhibit 1..

5 See {(http://www.dartmouthatias.org/).
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Table 6.1:
Hed for inpstient Dare Dwing the Last Twe Years of Life of Medivare Seneficiaries
{Rats of Sew Jersey tal's Data to G .8, fverage, 1895-2008}

3¢, Michaels Madioa! Center 331 .34 1.37 .81
Himball Medinal Conter 2.33 1.28 .83 488
Basiten Bay wedioal Gemtar 1.88 1.88 .81 0.8%
Cheist Hosplital 183 1.83 1 .59
3¢ Mary's Hospital Hobokan 138 kN 188 074
Bath lsrael Hespital 1.58 1.58 485 .83
Overleak Hospital 137 1.38 884 o.80
Medival Cantar al Prinpeton 147 1.28 0.8% 084
Atlantic Modiosd Senter 1t 112 B.87 0.89

Somree: Dats suppiied 1 the Commsion by Johm 1. Wenmbers, M.I2., Director of the Dartmonts Al Projert, December 3006

The number 3.21 for St. Michaels Medical Center in the exhibit indicates that, on
average, Medicare spent over three times as much per Medicare beneficiary residing in
that hospital's market area than Medicare did on average for all deceased Medicare
beneficiaries in the 1.8, during the period 1999-2003. By contrast, Medicare spent only
1.11 times as much as the national average for similar Medicare beneficiaries in the
Attantic Medical Center hospital market area of New Jersey. Dr. Wennberg has found
similarly large variations in Medicare spending across hospital market areas — for
example, in California.”

Because these are averages over many patients, they cannot be written off with
the protest so often lodged by physicians that “every patient is different,” which makes
such data meaningless. Furthermore, because Medicare fees are the same across
hospitals in New Jersey, these data represent difference in the use of real health care
resources, such as patient days in the hospital, days spent in the intensive care unit
(ICU) and physician visits per patient.

if one asks hospital executives, as | have, to justify these enormous
variations in resource use, they tend to shrug their shoulders with the argument that
hospitals are the free workshops of the attending physicians over whose resource use
hospital executives have no control. The variations, explain these executives, reflect the
different medical practice styles of the attending physicians, who have the authority to
conscript the hospital's resources at will. That there is something to the executives’
arguments can be inferred also from the fact that quite substantial differences can be
ohserved also in the cost per patient treated for a particular medical condition by
different physicians affiliated with the same hospital.

7 Laurence C. Baker, Elfiott 8. Fisher, and John E. Wennberg, “Variations In Hospital Resource
Use For Medicare And Privately Insured Populations In California,” Health Affairs, March/April
2008; 27{2): w123-w134,
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After a cocktail or two these executives will go on to explain that economic
motives, in the face of the piece-rate (fee-for-service) payment system used for
physician compensation, has much to do with the practice style physicians “prefer.” That
circumstance has persuaded many health policy analysts that a comprehensive health
reform must include a bold effort at reforming our payment system for providers.

The dominant thinking is that compensation for care should take the form of one
bundled payment for all of the ambulatory and inpatient services and supplies going into
the treatment of an episode of iliness. | notice that, Mr. Chairman, you call for that reform
as well in Call to Action. Unfortunately, that approach raises many conceptual and
practical problems that must first be overcome through experimentation.

As you also note in your white paper, Mr. Chairman, Dr. Wennberg and his
associates have found similarly wide, inexplicable variations in Medicare spending per
beneficiary statistically adjusted to be similar across hospital market areas with the entire
United States®. Broadly speaking, Medicare tends to spend twice as much per
beneficiary in the Sun Belt than it does in the Wheat Belt, although there are variations
within these broad categories as well.

Research by other associates of Dr. Wennberg — notably Elliot Fischer and
colleagues - has failed to detect any correlation between these variations in spending
and commensurate variations in either clinical practice processes, clinical outcomes or
even patient satisfaction.® One pair of researchers has even found a negative correlation
between spending variations and the quality of care.™

Variations in Private Sector Payments: | est it be said that Medicare is a
sloppy purchaser of health care — a common accusation - let it be noted that similar
variations in per-capita spending are found also in the private sector. The only difference
between the sectors is that Medicare makes its spending data freely available to health
services researchers while private insurers generally do not.

Upon my request as Chair of the previously cited Commission, two private
insurers were kind enough to extract some data on payments to hospitais for the
Commission. The next two exhibits, taken directly from the Commission’s final report,
show truly stunning variations in the total payments an insurer pays to different hospitals
across a state for the same standard treatment. These payment data, it must be
emphasized, do not reflect hospital “charges,” that is, the list prices that no insurer ever
pays. They are the actual payments made by the insurers to different hospitals in a state
for the procedures listed in the table.

& John E. Wennberg et al., Dartmouth Atlas of Health Care 1999, AHA Press, 1999 Chapter 1,Table, pp. 33-
34 {(http:/fwww.darimouthatias.org/).

° Fisher ES, Wennberg DE, Stoke TA, Gottlieb DJ, Lucas FL, Pander EL. The implications of regional
variations in Medicare spending. Part 1: the content, quality, and accessibility of care. Ann intern Med 2003;
138:273-87., and Fisher ES, Wennberg DE, Stoke TA, Gottlieb DJ, Lucas FL, Pander EL. The implications
of regional variations in Medicare spending. Part 2: health outcomes

"0 Katherine Baicker and Amitabh Chandra, “Medicare Spending, The Physician Workforce, And Beneficiaries’
Quality Of Care,” Health Affairs Web Exclusive, April 7, 2004
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Tahle 8.5
Payments by One California Inswrer to Yarlous Hospitals, 2007 [Wage Adjusted)

Hospital & $1.500 $33,000
Hospital B $2.560 §54,600
Hospilal & $4,700 $64.500
Hospital B §9,500 $72.300
Hospltal E 313,700 $89.500

* Cost per case (DRG 167
T Coronary Bypass with Cardiae Catheterization {DRG 107); tertiary hospitals only,

Table 8.4
Payments by a B.J. Insurer to Various Hospltals for Four Standards Services, 2007

Hospital A $2,178 $28,342 $2,708 $3,330
Hospital B 2,787 832,127 52,852 $3,444
Hespital § $2.806 $34,277 $3,320 $4,200
Hospital B $3,187 $36.792 $3.412 $4,230
Hospital § $3,276 $37.018 $3,524 55,008
Hospital £ $3,529 $45,343 $4,230 $5,787

Udother only,

* Coronary Bypass with Cardiae Catheterization (DRG 347
* Surgical per diemn (DRG 167y with aversee length of o
* Surgical per diem for Total Hip replacement, average length of stay 3 davs.

smrtiary hospitals only.

Critics of the Medicare program decry thaf program as a "dumb price setter.” But
are the payments described in the two exhibits evidence of a smarter pricing system?
What social benefits are actually achieved with this pervasive price discrimination? "

Without further research, based on additional data from the insurers, it is not
exactly clear what drives these huge variations in payments by private insurers for the
same health care services. Is it merely the relative bargaining strength of different
hospitals, that is, differences in the negotiated prices for the particular services going

" For a fuller explanation of the bizarre ways in which American hospitals price their products,
see Uwe E. Reinhardt, "The Pricing Of U.S. Hospital Services: Chaos Behind A Veil Of Secrecy,”
Health Affairs, January/February 2006; 25(1). 57-688.
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into these standard procedures? Or are these payment variations also driven by
underlying differences of the preferred practice styles of the physicians affiliated with
these hospitals, which means differences in the use of real resources in performing the
procedures listed in the two tables above.

Eliminating Price Discrimination: it would be one thing if the price
discrimination typical of American health care were designed to achieve a higher social
purpose — such as the old sliding fee schedules for physicians’ services based on the
patient’s ability to pay. But the price discrimination we now observe in American health
care appears to be related mainly to the relative bargaining strength of payers and
providers. Indeed, under this system uninsured patients — the weakest payers — often
are charged the highest prices for hospital care and prescription drugs.

In my health-reform appended as Appendix A, | had advocated a different
payment system. Under that system all hospitals would be forced to base their prices for
privately-insured and self-paying patients on the refative values inherent in the DRGs
used by Medicare. Similarly all physicians would have to base their prices for such
patients on the relative values inherent in the Medicare physician fee schedule. If price
competition among providers were to be encouraged, each hospital and every doctor
could then be free to set the monetary conversion factor that would convert the relative
value points into that provider’s dollar fees. It would base price competition among
providers on a simple, easily understood number that could be posted electronically. A
long run goal of this pricing system would be that a given provider of care would charge
every patient the same fee for the same service, assuming universal health insurance
coverage. The approach would vastly simplify the administration of our payment system
and reduce its cost.

While, as noted, the ultimate goal of payment reform has long been thought to be
more extensive bundling of the fees for the individual goods and services going into the
treatment of standard episodes of iliness into one large, bundled fee for the entire
treatment, it will be years before current experiments with that approach’? have
progressed to the point where widespread bundling of payments becomes a reality in
American health care. In the meantime, the more easily implemented payment reform 1
advocate may warrant consideration.

The Need for Greater Transparency and Accountability: At the moment, the
American tax- and premium payer and patients have absolutely no idea why the cost of
health care varies so much across their state and the United States. Nor can anyone
explain to them what extra benefits they may or may not receive for an average health
spending per capita which, as you note in a table in your white paper, is about twice as
high in purchasing power parity dollars as the comparable figure in Canada and Europe.

In the face of the general economic distress now befalling many American
families through no fault of their own, and the fact that ever more families are inexorably
being priced out of health care by health spending that grows over twice as rapidly as
the wage base that supports it, several questions come to mind.

2 For a demonstration project aimed at bundied payments for health care, see Prometheus
Payment, inc. at website hitp://www prometheuspayment.org/.
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First, how is it that over some two decades during which Dr. Wennberg's studies
have been well publicized, the providers of heaith care — and especially the medical
profession — have never been challenged by either the Congress or by private payers to
explain the hitherto unexplained large variations in per capita health spending across the
United States?

Second, how is it that the allocation by public and private payers to operations
research in health care (otherwise known as “health services research”) that could help
drive the U.S. health sector towards greater cost-effectiveness has remained miniscule
to this day? Specifically, why has Congress never allocated funds specifically to inquire
further into the spending variations identified by Dr. Wennberg and his associates?

Finally, how is it that even without being challenged by the rest of society, the
providers of health care — especially the medical profession, whose members are the
central decision makers in health care — have never felt morally obligated to explain and
justify the variations in resource use?

It is to be hoped that, as part of the health reforms now being contemplated by
the new Administration and the Congress, the posture of “business as usual” in the
health care sector will be abandoned in favor of a serious, concerted effort to harvest the
economies every student of the American health sector agrees are there to be
harvested.

Alas, a concerted drive {o greater cost-effectiveness in American health care is a
monumental challenge that must overcome both institutional inertia and what | have
described for years as Alfred E. Neuman’s Cosmic Health Care Equation:

Every Dollar Health Spending = Someone’s Health-Care Income
(including fraud, waste and abuse)

It will take ingenuity, tenacity and, for legislators, courage to tackle this challenge, but
tackling the challenge the nation must at long last.

lil. BETTER COST-EFFECTIVENESS BEFORE UNIVERSAL COVERAGE?

Many commentators on health reforms in the past have demanded that we
eliminate the pervasive waste in American health care first before letting even more
Americans join the club of the well insured. This objection to health reform undoubtedty
will be trotted out once again in the months ahead.

Those who argue that cost control must come before universal coverage may
soothe their conscience with the thought that our hospitals’ emergency rooms are a
good enough substitute for regular health insurance. They are wrong.

First, that system, where it still works, does not deliver timely, cost-effective
health care. Research has shown that many hospitalizations and, indeed, deaths could
have been avoided through earlier medical intervention.

Second, only in America do we expect hospitals to serve large numbers of
patients without being paid for that care at all or, in the case of Medicaid, getting paid
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less than it actually costs to render the care. No other country in the industrialized world
relies on such an approach, which begets the sometimes unseemly game of cost- and
patient-shifting that absorbs an enormous amount of human effort and ingenuity in this
country, but has no socially redeeming economic value. It is a game in which “nice guys
finish last,” meaning that hospitals that make heroic efforts to serve the poor and
uninsured often end up in perpetual financial distress and with dilapidated facilities as
society’s reward for that effort.

Finally, the haphazard catastrophic insurance system for the uninsured, kept in
place in part by an unfounded government mandate (EMTALA), is likely to fray at the
edges as more and more Americans are squeezed out of the employment-based
insurance system by the wage—health-spending squeeze described above.

Finally, | cannot resist noting here the irony that those who would make universal
health insurance coverage take a backseat to cost control invariably are well protected
by comprehensive health insurance coverage. It is a comfortable perch from which to
make that argument.
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APPENDIX A

An “All-American”
Health Reform Proposal

Reforming the U.S. health care system is frequently thought of in

t terms. d

competition versus rate regulation; federal versus state administration; and business mandates versus
individual insurance purchases. While these choices must be resolved over the long run, the transition
to a new health care system will take several years and require more flexible solutions. The “Ail-
American” Deal offers just that. It requires individual households to be insured and allows businesses
to voluntarily offer health insurance; relies on the federal income tax system to collect income-based
premiums and transfer funds to states through risk-adjusted payments; and lets states manage the
dlsbnrsemenl of funds for umnsured restdents.

The current debate on the reform
of our health system tends to polar-
ize the options. The either-or ques-
tions frequently presented include:
Should we pursue regulated (man-
aged) competition based chiefly on
prepaid capitation, or a regulated,
all-payer system based chiefly on
fee-for-service payment to. provid-
ers? Should ours be a federal- or a
state-adrinistered health system?
Should we mandate business to pro-
vide health insurance for employed
Americans and their families, or
should that mandate be placed on
individual households themselves?

These are pertinent questions for
a long-run solution. In the short run,
however, the choices are unlikely to
be as neat. What’s needed is a system
to take us from where we are now o
wherever we may choose to éo. The
strategy proposed here is designed
as such a flexible transition.

This strategy does not commit the
nation to either regulated managed

Uwe E. Reinhardt, PhD, is the James
Madison Professor of Political Econ-
omy at Princeton University.
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competition or regulated, negotiated
all-payer rates. It allows some room
and time for experimentation with
both approaches at the state level.
Yet it provides universal health in-
surance coverage and various forms
of cost controf, including implicit
budgeting. Because the media insist
that every proposal have a catchy
name, I dub it the “All-American
Deal,” to signify that it is not just
some foreign import. The specifics
of the All-American Deal ace as fol-
lows:

= It would not mandate business
to procure health.insurance for em-
ployees. Instead, it would mandate
individual households to be insured,
but allow business firms to offer their
employees health insurance on a vol-
untary basis. That design feature
should minimize the opposition of
smal} business to health reform.

« It would rely on the federal
income-tax or payroll-tax mecha-
nism as a convenient vehicle for the
collection of income-based premi-
ums, {not to be confused with tax-
est), but it would use the states to
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manage the disbursement of these
funds to the providers of health care.
The federal government would trans-
fer funds it has collected to the states
through risk-adjusted capitation pay-
ments that could ‘and, in many in-
stances would, be supplemented by
the states with their own levies. The
size of the federal fund would im-
plicitly act as a partial budget cap on
the health system, although it would
not be an air-tight global cap.

= States could manage the dis-
bursement of their health fund for
residents not otherwise insured in
one of three ways: (1) buy these
residents into the federal Medicare
programny; (2) buy these residents into
a qualifying state-run Medicaid pro-
gram; or (3) fold them into a genu-
ine managed competition adminis-
tered by a state-run or state-char-
tered Health Insurance Purchasing
Cooperative (HIPC).

Defining the Terms

Here is a thumbnail sketch of how
such an approach might work (See

1
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Figure 1). A clear distinction is made
between the task of collecting the
funds in an insurance pool from that
of disbursing the funds to the pro-
viders of health care. One should
always treat these two facets sepa-
rately when thinking about health
care reform, because any financing
system for heaith care could be con-
pled with any number of alternative
disbursement systems. This is an
important point often lost in the de-
bate on health policy when, for ex-
ample, * ged care” or 1 d
competition” is presented as a com-
plete health insurance program that
is an alternative to “play-or-pay” fi-
nancing. “Managed competition” per
se is not a health insurance program
at all; it is merely a particular form
of cost control that could be attached
to any mechanism of financing.
Figure 1 illustrates this point. The
health insurance fund at the center
could be a publicly administered in-
surance program, such as Medicare,
ot the health insurance purchasing
cooperative (HIPC) called for by
mapaged competition. The diagram

shows that any health insurance fund,
privately or publicly administered,
is fed solely by private households.
Business firms and government
merely function as pumping stations
along the way, for ultimately they
never pay anything for health care.
Any outlays for health care they do
make always will be recouped from
private households in the form of
taxes, if government is the pumping
station, or in the form of higher pric-
es ot lower take-home pay for work-
ers if private employers act as the
pumping station.

Financing: Two Approaches

Under the All-American Plan, ei-
ther the federal government or pri-
vate employers, or both, could func-
tion as the chief pumping station. If
government played that role, house-
holds would pay an income-based pre-
mium, probably along with their in-
come tax, although the premium Hself
would not really be a tax and should
certainly not be described as such in
the political arena (Summers, 1988).

On the other hand, if business
were selected as the chief pumping
station, employers would coliect an
income-based premium from pay-
roll and remit these premiums to the
hcalth insurance fund, such as a pub-
Hcly administered health insurance
program like Medicare, or a state-
run HIPC. Our major foreign com-
petitors, Japan and Germany, wide-
1y employ this mechanism to finance
health care. Once again, however,
health-insurance premiums collect-
ed at the nexus of the payroll ought
not to be described to the public as
an ordinary payroll tax.

If government were 1o be the chief
conduit for financing health care,
one would include among the in-
come tax forms one strictly devoled
to health insurance. On it the tax-
payer would indicate either that the
household has a private insurance
policy at least as generous as a fed-
erally specitied basic comprehensive
package (and attach evidence of that
coverage), or enter and pay an in-
come-based preminm for the basic
package that would be then auto-

Figure 1
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matically bestowed upon that tax-
payer’s household. T call this financ-
ing mechanism the “Fail Safe” policy.
If written evidence of an adequate
private policy were attached to the
health insurance form, the house-
hold would, of course, be excused
from the income-based premium.

As already noted, this payment
would be collected in conjunction
with the income tax, but it ought not
to be confused with a bona fide tax.
1t is merely a mandated premizm for
which the households receive a well-
defined and personal benefit — com-
prehensive, portable health insurance
coverage. A skillful politician ought
to be able to make this point clear to

_the general public.

The income-based premium rate
“X” could be a flat percentage of
adjusted gross income, or it could be
made to increase progressively with
income. For example, it might be set
close to zero for very low-income
households and might reach at its
peak, for high-income households, a
level equal to the percentage of the
gross domestic product the nation
spends on health care. The wealthi-
est households, therefore, might pre-
fer to purchase private insurance pol-
icies, particularty if the industry fig-
ured out a way to make them avail-
able without the enormous adminis-
trative loading charges now added
to premiums for individual policies.
That tendency could be curbed if an
upper limit were placed on a fami-
{y’s annual premium.

Additional Financing

Any system of income-based
health insurance premiums requires
some transfers.of income from high-
10 low-income houscholds, because
the contributions made by the latter
will not cover the full cost of their
premiums. It is therefore desirable

to look at supplementary sources of
financing for these required ¢ross-
subsidies.

Households above a certain mini-
mum income might be asked to pay,
on some line of the regular 1040 tax
form, a small, progressive, ear-
marked indigent care tax (perhaps
an average one percent or so of tax-
able income). I would call it “Mem-
bership Fee for the Club of Civi-
lized Nations,” so named since the
37 million uninsured Americans arc
an anomaly among industrialized
nations. These funds would be need-
ed to supplement the modest income-
based premiums collected from low-
income families.

Additional funds might be extract-
ed from earmarked taxes on alcohol,
tobacco and gasoline, products
known to contribute directly to the
nation’s health bill. A case can be
made for collecting directly from the
manufacturers or imporiers of fire-
arms a very stiff excise tax per gun,
with near prolubitive taxes on sub-
machine and machine guns. Distress
over the mayhern caused by fireanms
may have progressed to the point at
which a visionary politician could sefl
such taxes to the body politic,

As noted, many industrialized na-
tions, notably Germany and Japan,
collect premiums through the work-
place, mainly because payrolls are
managed by highly competent peo-
ple who have little incentive to cheat
on behalf of employees. By con:
trast, income tax forms typically arc
filled in by less competent individu-
als who have more powerful incen-
tives to evade taxes. .

Politicians frequently prefer health
insurance mandates on business to in-
come-based premiums because these
premiums are so widely misunder-
stood as regular payroll taxes. In
fact, however, mandated benefits
typically are shifted backwards to
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the employees’ paychecks in any
event. If an employer spends an av-
erage of, say, $4,000 for an employ-
ee’s health insurance, then the bulk
of that amount will be shifted back-
waids to highly paid and poorty paid
employees alike, which makes the
mandate highly regressive. Income-
based premiums taken out of work-
ers’ paychecks are not ncarly as re-

* gressive.

Households above a
certain minimum income
could be asked topay a
small indigent care tax.

Some savings could probably be
squeezed from the Medicate pro-
gram. Ideally, one would fuse part
A (hospital carc) and Part B (physi-
cian care} into one program and col-
Ject from the elderly an income-re-
lated premium for the package, if
only to eliminate the sizable federal
subsidy toward health care the high-
income elderly now receive. Unfor-
tunately, the political power of that
group may stand in the way of that
approach, as was so vividly illus-
trated by the 1989 repeal of the Medi-
care Catastrophic Care Act.

A case can be made on grounds
of both equity and economic effi-
ciency to include in an employee’s
taxable income part or all of the
health insurance premiums paid by
an employer on behalf of that em-
ployee, at least for employees with
an income of $50,000 or more (But-
fer, 1992; Enthoven and Kronick,
1989). It has been estimated that the
elimination of this tax exclusion
would yield an estimated $50-t0-560
billion in additional federal taxes,
and about $20 billion in additional
Social Security taxes. If one phased

13
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out the exclusion, starting, say, at
annual incomes of 350,000, with a
complete elimination of the exclu-
sion at incomes of 580,000 or more,
the added tax yield would, of course,
be commensuratcly less. But it may
still be in excess of $25 biliion.

Whatever the source of the addi-
tional funds that would be required
by universal coverage in the short
run, Americans must at long last ask
themselves whether nation with a $6
trillion economy can really stare
some 37 million mainly low-income
Aumericans in the eyes and say: “Sor-
ry folks, we are too poor a nation to
extend to you the financial protec-
tion every other industrialized na-
tion has been able to extend to its
citizens.” Among the millions of
uninsured are many working raoth-
ers and their children. How can we
stand by idly, letting these mothers
$oil on our behalf without health in-
surance?

Disbursing the Funds

Approaches to the cash-disburse-
ment and cost-control facet of the
Fail Safe system could fall into one
of two major categories: purely fed-
eral programs and federal-state part-
nerships.

Under a purely federal program,
the federal government could use its
Fail Safc fund simply to enroll all
Americans who are not privately in-
sured in the federal Medicare pro-
sram, One major advantage of that
approach is its administrative sim-
plicity. Alt of the requisite infra-
structure has already been provided
for and is fully operational. Further-
more, all health care providers are
fully familiar with the operation of
that system. Finally, the approach
would provide government with
considerable clout on the demand
side of the health care market.

14

One major political disadvantage
of the approach, however, is that it
concentrates so much power in the
federal government. Although Ameri-
cans sometimes express a preference
for that approach in opinion surveys,
it is not clear how well an actual
move in that direction would be re-
ceived. Furthermore, while the Medi-
care program has been able to con-
trol the prices it pays for health care,
it has had much more difficulty with
controlling the volume of services
under that fee-for-service system. It
is true that other countries have been
able to control costs better than has
the U.5. with fee-for-service sys-
tems. But these countries also use
other forms of cost control — ca-
pacity limitation and budgets —- and
they, too, now chafe under the prob-
lem of controlling the volurme of ser-
vices.

The federal route, however, is by
no means the only cash-disburse-
ment and cost-control option one
could couple with the Fail Safe fi-
nancing mechanism, An alternative
would be for the federal government
merely to collect funds into a Fail
Safe pool and then to distribute that
fund to the states in the¢ form of
capitation payments adjusted for age,
sex, other measurable risk factors
and regional cost variations. A mech-
anism for such risk-adjusted capita-
tion payments already exists for the
current Medicare program — the so-
called average annual per capita cost
(AAPCC), atthough this adjuster is
far from perfect. The individual state
could then disburse these capitations
(possibly supplemented with state
funds) to providers in a manner that
suits local customs and preferences,
and the existing delivery system.

There are several ways to do this:

1. Medicare Bay-In: Some states
might prefer to buy their wninsured
families into the federal Medicare

program. Under this opt-in strategy,
a state choosing that option would
teturn the capitation received from
the federal Fail Safe program to the
federal government and, possibly, be
asked to add some funds. This gives
states the option of transferring ad-
ministrative responsibility for health
care to the federal government.

2. Traditiona) State Insurance
Program: Other states might prefer
to run their own public health insur-
ance program-— for example, a mod-
ified Medicaid program that owns
up to the federal standards spelled
out for the Fail Safe program. This
would still be a government-run dis-
burserment system, albeit a decen-
tralized one.

3. Managed Competition: States
could also have their uninsured se-
lect from a roster of competing pri-
vate insurance plans under the ap-
proach now widely known as man-
aged competition or regulated com-
petition. Under that concept, origi-
nally proposed by Princeton’s Her-
man and Anne Somers (Somers and
Somers, 1972) and fusther refined
by Minnesota physician Paul Ell-
wood, MD, Stanford economist
Alain C. Enthoven, and a group of
analysts known as the Jackson Hole
Group, rival networks of doctors and
‘hospitals, such as health maintenance
organizations, would be made to bid
for enrollees on the basis of a pre-
paid capitation payment for a speci-
fied, basic package of health bene-
fits, all under the supervision of a
HIPC.

The HIPC in a region could be
the state’s health depastment, or, al-
ternatively, a semi-autonomous, not-
for-profit organization chartered by
the state. It would coordinate the
premium bids submitted by the plans
and also collect from each compet-
ing plan information on patient sat-
isfaction and clinical outcomes (such
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as mortality rates from surgery). That
information would be conveyed to
cousumers, along with the premium
bids. The states of California, Colo-
rado, and Florida seem ready to move
in that direction. -

If the Fail Safe financing scheme
outlined above were coupled with
some form of managed competition,
large parts of the current private in-
surance industry would survive

health cure reform. For the approach |

to wark, however, the industry would
have to use its extensive resources
to enhance the value-to-cost ratio in
health carc through managed com-
petition and managed care rather than
using them to exclude sick Americans
from insurance coverage through
medical underwriting.

Whether managed competition
actually will control costs, as its pro~
ponents insist, remains to be seen.
The approach has been tried only in
smiall, Jocal experiments — for ex-
ample, in the California Public Em-
ployees Retirement System (CalP-
ERS)— with some encouraging ear-
ly results. It is not clear, however,
how dependent the cost savings of
these relatively small, local experi-
ments have been on the ability of
providers to shift costs to other pay-
crs in the area, nor is it clear whether
the savings registered early in the
life of these experiments can be sus-
tained over the long run. The cost
savings under full-fledged national
managed competition are still hypo-
thetical estimates.

Global Budgets

it is virtually impossible to im-
pose an air-tight national budget
upon all types of health spending in
a nation as geographically far-flung
and as economically heterogenous
as is the United States, particular in
ahealth system with multiple payers

and approaches to cost control. Ab-
sent a single-payer system (such as
Canada’s) for all health benefits and
for the entire nation, attempts at top-
down budgeting probably will have
to be limited to controlling only seg-
ments of national health speading.

Doctors and hospitals
should reveal their fees in
terms patients can
understand.

The federal Medicare program has
achieved some apparent success with
that approach by imposing on Part B
of the Medicare program a so-called
volume performance standard, which
is really an expenditure target. That
approach links updates in the fees
paid by Medicare in one fiscal year
to the degree of deviation from a
predetermined expenditure target for
the fiscal period two years earlier.

Under the Fail Safe system pro-
posed here, the total funds collected
by the federal government via in-
come-based premiums and sundry
additional outright taxes would con-
stitute a powerful implicit national
budget of sorts. The amount of mon-
ey in that fund would limit the risk~
adjusted capitation payments to the
states and, thereby, inevitably the
spending by the states on their resi-
dents without private health insur-
ance. States still could, of course,
spend more on health care if they
want. The system would not directly
impact that part of health spending
which would occur outside the fed-
eral-state Fail Safe system. But the
spending level of that presumably
farge system would undoubtedly pro-
vide highly visible benchmarks for
private-sector spending, and would
thereby indirectly exert budgetary
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discipline upon the whole health sys-
tem. It can be argued that this Jess
powerful approach to top-down na-
tional budgeting would be an easier
political sell than other alternatives
now being contemplated,

Sireamlining Fee-For-Service

1t would probably take more than
half a decade to fold the bulk of the
American population into managed
competition, even if most states
chose to move in that direction. In
the meantime, it would be helpful if
doctors and hospitals were forced to
reveal their fees more visibly in terms
that patients and their insurers can
easily understand.

Traditionally, American doctors
and hospitals have billed their pa-
tients for each of thousands of dis~
tinct services and procedures. These
fees, however, have not been based
on common fee schedules, nor even
common lists of procedures. This
lack of uniformity has made it virta-
ally impossible to compare the pric-
es charged by different doetors and
hospitals. The resulting lack of price
transparency has made a mockery of
the idea, so popular among econom-
ic theorists, that patients should
“shop around” for low-cost doctors
and hospitals.

Even a state embracing the con-
cept of managed competition would
presumably allow some fee-for-ser-
vice carriers among the competing
plans. In states not moving to man-
aged competition, of course, fee-for-
service payraent would remain the
dominant mode. To facilitate better
price transparency in that environ-
ment, the government should im-
pose at least comumon relative value
scales, if not comumon fee schedules,
upon all doctors and hospitals. A
relative value scale expresses the fees
for alt procedures as a relative of the

15
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fee for some base unit, for example,
a routine, follow-up office visit or
an appendectorny. A relative value
scale becores a fee schedule only if
the dollar value for the base unit (the
so-called *conversion factor™) has
been set.

Common relative value
scales would greatly
reduce administrative
hassle.

Relative value scales of this sort
have already been developed by the
federal Medicare program for both
doctors and hospitals. For hospitals,
the government introduced a system
of flat fees for some 500 diagnostic-
related groups (DRGs) of cases,
These fees are based on average ac-
counting costs per case and are based
on a well-defined set of relative val-
ues that could be extended by law to
all private payers as well, For physi-
cians, the Medicare program has de-
veloped the so~called resource-based
relative value scale, which is based
on the estimated relative real re-
source costs of producing the 7,000
or so procedures in the catalog of
physician services. That scale, too,
should be extended by law to all
private payers.

A policy of imposing common
refative value scales upon all payers
and providers in the health system
would not, of course, be the same as
outright price controls, if the gov-
emrment permitted physicians and
hospitals to apply their own mone-
tary conversion factors for private pa-
tients. In doing this, providers would
be able to set the absolute monetary
valug of the base procedures and, thus,
of ail other procedures on the list. If
these rates were set by each physician
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and hospital at the beginning of the
year, they could then be published in
the local newspapers and made avail-
able via an 800 number.

Chances are that the publication
of this simple price index would
drive doctor and hospital fees to-
wards more uniform levels, even
without direct price regulation by
the government. At least during a
transition period towards govern-
ment-mandated uniformity in fee
schedules, this idea may be worth a
try. One could, of course, couple the
imposition of the federal relative val-
ue scales upon the private sector with
a ceiling on the conversion factor
set for private payers. That would be
a partial move toward a true all-
payer system based on comron fee
schedules adhered to by all private
payers within a region.

Common relative value scales
would greatly reduce the adminis-
trative hassle now bedeviling Amer-
ican health care, for they would fa-
cilitate the use of electronic billing
based on common claims forms and
common software. The chaos now
reigning in the private fee-for-ser-
vice sector makes electronic billing
difficult and has added billions of
dollars to annual health care costs.

Avoiding Adverse Risk Selection

In the absence of sanctions, the
Fail Sate component of the dual-
track health insurance system out-
lined above would be subject to ad-
verse-risk selection, Business firms
with relatively older or sicker or low-
er-wage employees probably would
prefer to dump the latter into the
federal Fail Safe system, while firms
with younger or healthier or better-
paid workers would prefer their own
private coverage. Similarly, healthy
people would tend to favor actuari-
ally fairly priced private insurance;

chronically ill persons would gravi-
tate toward the Fail Safe sysiem,
driving up its average cost. Such
trends could destabilize the systern.

Other nations that do operate dual-
track insurance systems — for ex-
ample, Germany — have dealt with
that problermn by making switches
between the two systems cumber-
some, slow, and expensive. A Ger-
man family that opts out of the stat-
utory, semi-private health insurance
into the commercial, private system
can return to the statutory system
only under very rare circumstances,
such as a lapse into extrerne pover-
ty, (Reinhardt, 1990).

In the dynamic American econo-
my, where a family’s economic for-
tunes can fluctuate substantially over
time, it would be difficult to outlaw
returns to the Fail Safe system. Even
sa, it would probably be possible to
make the process of switching suffi-
cieatly cumbersome and risky to
avoid the clever and highly destabi-
lizing crearn-skimming that has been
the Achilles heel of any multiple-
track insurance system, notably the
current one.

Finally, business firms that al-
ready are offering their employees
health insurance might be discour-
aged from dumping their employees
into the Fail Safe pool by a mandate
forcing them to increase their work-
ers take-home pay by an amount
equal to the health insurance premi-
ums they have hitherto paid (and
preswnably taken out of their em-
ployees’ take-home pay).

The Best vs. The Good

Could the plan outlined above —
private insurance alongside the fed-
eral-state Fail Safe system — offi-
cially sanction a two- or multi-tiered
health care system in the United
States? It might. Some tiers are in-
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herent in the very ideas of ““choice”,
“managed competition” and “supple-
mental insurance.” But the system
proposed here would be so much
better than the muitiple-tier sys-
tem now in place, which literally
offers nothing or brutal rationing as
its lowest tier.

Furthermore, Americans favor or
atleast tolerate a multi-tier approach
in many other important human ser-
vices sectors, notably in education
and in jurisprudence. For example,
Americans from the entire ideclogi-
cal spectrum, including those whe
profess belief in the concept of pub-
lic education, send their children to
the nation’s better endowed and
highly selective private schools, if
they have the means to do so. The
prospect of being able to impose a
truly egalitarian health systcm upon

such a nation appears dim. One
should not evaluate proposed health
care reforms by highly exacting ide-
ol standards that are unlikely ever to
be reached in practice. As Senator
Daniel Patrick Moynihan of New
York has put it so aptly, in matters
of social policy many well-meaning
people tov often have let the fhypo-
thetical] best become the enemy of
the fachievable] good. That approach

- may make well-mearing people feel

good; but it usually ends up hurting
the poor.
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APPENDIX B
WHO PAYS FOR EMPLOYER-PROVIDED HEALTH INSURANCE?

Currently, employment-based health insurance accounts for about one third of
total national health spending. The premiums for the group policies that provide this
insurance average $12,600 for family coverage and $4,704 for single coverage. Of those
total premiums employees pay through withholds from their paychecks an average of
26% for family coverage and 15% for single coverage. For the remainder, the employer
writes the check to the insurance company.™

The question is: who ultimately pays for the employer’s part of the
premium -- customers in the form of higher prices, owners in the form of lower
returns to their investment in the company or employees in the form of lower take-
come pay?

The Common Perception among Non-Economists: Most non-economists
seem to believe firmly that when an employer pays X% of the health insurance premium
for an employee and the latter contributes the balance, that X% is shifted by the
employer either forward in the form of higher prices or backwards to the firm's owners in
the form of lower return to owners’ equity. Because financial capital is globally mobile,
the argument goes, employers do not have the market power to shift much if anything of
the employer-paid share of health insurance premiums to the firm’s owners. Therefore,
the argument continues, these costs necessarily must be shifted forward into higher
output prices, which can render the firm uncompetitive in the global market for output. All
fold then, the argument concludes, employers find themselves increasingly desperate in
the face of rapidly rising health care cost, especially in the midst of a global recession.

The Economist’s Theory on Fringe Benefits: Economists do not quite buy this
story line. Both economic theory and a considerable body of empirical research
suggests to economists that over the longer run, the bulk of the employer-paid health
insurance premiums actually is shifted back to employees in the form of lower cash take-
home pay. it is an indirect hit on the employee’s pocket book, in addition to the direct
contributions to health insurance employees make by means of explicit withholds from
the paycheck.

The formal theory underlying this argument is rather involved, but is available
from the author upon request.™ Broadly speaking, the argument is as follows.

First, in the face of an exquisitely mobile global capital market, one firm’s or one
country’s firms’ ability to lower the rate of return to capital through backward-shifting

" The Henry J. Kaiser Family Foundation and Health Education Research trust 2008 Survey of Employer
Health Benefits; Exhibit 2 (hitp://ehbs kif org/images/abstract/7814 pdf).

" See, for example, the author’s *Health care spending and American competitiveness,” Heaith Affairs,
Winter 1989; 8(4): 5-21.

'8 E-mail reinhard@princeton.edu with Subject: “Senate Testimony - EPHL"
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employer-paid health insurance premiums is quite limited. Financial capital can too
easily flow to the country in which it earns the highest expected rate of retumn.

Second, if a firm sells its output in a highly price-competitive global market for
that output, then its ability to shift those costs forward in the form of higher prices is very
limited as well. Customers around the world are selfish. No customer anywhere will pay
more for a product just because it covers health insurance for employees.

Finally, however, labor is rooted locally and, for the most part, not very mobile
among countries — certainly not as globally mobile as is capita or are global customers
for output. Thus labor, being the least mobile factor, tums out to be the sitting duck to
which the bulk of the cost of fringe benefits can be shifted in the form of lower cash take-
home pay.

The precise degree to which the cost of fringe benefits can be shifted back to
employees depends crucially on what economists call the “wage sensitivity of the supply
of labor,” that is, the degree to which employees will actually reduce their supply of labor
in response to wage cuts. While that elasticity may be high for individual firms — because
workers can quit and work for other firms nearby — economists have found that for the
economy as a whole the wage-sensitivity of the aggregate supply of labor to the
economy is actually quite low. It means that the cost of fringe benefits can indeed be
shifted back to employees in the form of lower cash take-home pay without reducing
much the level of employment offered by workers. It means, however, that take-home
pay can deteriorate quite a bit and workers will still show up for work.

There are some exceptions to the assumed backward shift.

The Short Run: First, the economic theory alluded to in the preceding discussion
assumes adjustments over the longer run to increasing heatlth insurance premiums paid
by employers. Economists do recognize that, in the short run, take-come pay is “sticky
downward,” as the jargon goes, which means that short run shocks in the health
insurance premiums paid by employers may well be absorbed by owners in the form of
lower retained earnings.

Retiree health Benefits: Second, the preceding discussion applies to heatlth
insurance for active workers, not to retiree health benefits. The cost of retiree health care
does have to be shifted either to owners or to customers. If they are shifted to
customers — either in the form of higher output prices or by cutting the quality of output at
given prices — the firm will see its market shrink. If they are shifted to owners — through
lower retained and reinvested earnings — then the firm will gradually strangle the
capacity of the firm to innovate and replace capital equipment. The traditional American
auto companies represent classic examples of this possibility. They literally have been
suffocating under the weight of their retiree health benefits, which has absorbed the bulk
of these firms' net cash flow from operations in the past decade or so.

Monopoly in the Output Market: Third, if a firm enjoys a monopoly in its output
market, then it can more easily shift the cost of fringe benefits into higher output prices,
especially when the demand for output is relatively price-insensitive (“price inelastic”).
Public utilities that produce basic necessities ~ such as water or power — have been
classic examples of this possibility.

Labor Monopolies (Unions): Fourth, the late UAW leader Douglas Fraser's
theory notwithstanding, if a firm’s work force is organized into a union with very strong
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bargaining power — which economists call a “labor monopoly” — then employees through
their union representatives at the bargaining table may be able to resist any backward
shift of the cost of fringe benefits into their cash take-home pay. Such a policy on the
part of the union, however, is myopic and will be paid for by reduced employment.
Indeed, unless the firm then enjoys a monopoly in the output market, such a bargaining
posture can easily drive a firm, over time, to its gradual demise. This tendency, too, is
illustrated by the traditional auto companies who now literally face bankruptcy.
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Introduction

| am pleased to present testimony on the financial crisis in our society and its
impact on access to health care services for all Americans. Today, | am presenting this
testimony on behalf of the Business Roundtable, an association of chief executive
officers of leading U.S. companies with $4.5 trillion in annual revenues and almost 10
million employees. Member companies comprise nearly a third of the tofal value of the
U.S. stock markets and represent over 40 percent of all corporate income taxes paid to
the federal government. Collectively, Business Roundtable companies returned $114
billion in dividends to shareholders and the economy in 2006. Business Roundtable
appreciates your leadership, Chairman Baucus, Senator Grassley and other Senators
on this Committee, in holding this important hearing to explore ways to improve our
health care system so that all Americans can have access to affordable health care.

With nearly a quarter of a million employees, plus dependents and retirees,
Verizon Communications provides health insurance coverage to approximately 900,000
Americans at a cost of about $4 billion a year.

As the provider of health coverage to almost 35 million Americans, Business
Roundtable companies play a significant role in helping American workers and their
families obtain medical care. Business Roundtable CEOs consistently cite health care
as their number-one cost pressure. Rampant cost increases in the medical system
mean we're paying more for less value. Health care costs are inhibiting job creation
and damaging our ability to compete in global markets. They are also imposing a major
strain on the household incomes of many Americans. In these times of financial

insecurity, maintaining jobs and retaining the health care benefits is an enormous strain
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on both employees and employers. We believe health care reform should be
addressed now as we work our way through these difficult financial times.

Today, all employers make difficult economic decisions about whether to offer
health insurance and face enormous increases year after year. Add to this, two

alarming facts:

First, one-sixth of our economy is spent on health care. In 2007, total national
health expenditures were expected to rise 6.9 percent — two times the rate of inflation.
Total spending was $2.3 ftrillion in 2007, or $7600 per person. Total health care
spending represented 16 percent of the gross domestic product (GDP). U.S. health
care spending is expected to increase at similar levels for the next decade reaching

$4.2 trillion in 2016, or 20 percent of GDP."

Second, over 177 million American get health insurance coverage through their
employer, yet we are facing an unemployment rate at a 14-year high of 6.5 percent, It
is estimated that a single percentage-point increase in unemployment could increase
the number of uninsured by 1.1 million. This means more uninsured, more who will
qualify for public programs, and continued increase in premiums due to a cost-shift to
those Americans who have health insurance. It is critical that we focus on ways to
improve efficiencies to reduce costs just as much as we focus on expanding access to
health insurance coverage. if we fail to do so, we risk being able to maintain current
levels of health insurance coverage and we may find expanding coverage to be

unattainable.

! Poisal, J.A. et al, Health Spending Projections Through 2016, Health Affairs (21 February 2007).
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During these economic difficuities, we must commit to retain what is good about
our health care system, yet find ways to improve the value and the costs, and provide
affordable health insurance options for Americans.

Thank you, Chairman Baucus, for providing us with your views on how to
improve health care coverage for all Americans. Your paper, “Call to Action, Health
Reform 2009,” contains many of the same suggestions that we, as CEOs joined at
Business Roundtable, will make today. Thank you, Senator Grassley, for your
leadership on health care reform. The work you have done, with Chairman Baucus,
over the years has shown an extraordinary commitment by both of you to work together
and find practical solutions to improving Medicare. To all the members of the Senate
Finance Commitiee, | look forward to talking to you about our suggestions on how to
improve our health care delivery system so that more Americans have affordable health
insurance coverage.

Financial Situation

First, let me discuss our financial situation. As leaders of many of the largest
American companies, Business Roundtable members know personally that the ongoing
turmoil in global capital markets is placing great stress on businesses throughout the
American economy — both financial and non-financial companies — as well as on
workers and consumers. For non-financial businesses, the reduced access to credit
markets is constraining the ability of American businesses to stock inventories,
purchase new equipment, meet payroll and pay vendors. Left unchecked, this
breakdown in lending may lead to a deep and sustained recession both at home and

abroad, with significant job losses. Significant job losses mean that many more
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Americans may lose their health insurance benefits. | appreciate your leadership in
understanding that our economy needs help and that all Americans are depending on
your leadership in finding the right solutions to address this crisis.

For the record, on behalf of Business Roundtable, | wish to express our strong
support for new bipartisan legislation to address the severe financial credit disruptions in
order to restore stability to the credit markets and the U.S. economy, which will help
American workers, families and companies recover from the current economic
downturn.

We applaud the actions of the Congress, the Administration and the Federal
Reserve to date, that are intended to restore confidence in the banking system and
additional efforts within the G-7 and G-20 countries to deal with this problem on a
coordinated basis. However, the problems facing the credit markets are
unprecedented, and additional legislative actions are required to assist the economy.

Recent events have demonstrated the close interrelationship between employer-
paid health and retirement benefits and the economy as a whole. That connection is
made clear by the current pension funding dilemma. The steep and sudden market
declings have created immediate and significant pension contribution mandates.
Unless prompt action is taken to allow those unexpected pension contributions to be
smoothed over time, employers will not be able to retain as many workers, invest in job
training, maintain the same robust health plans, or pursue capital improvements that are
critical to the economic recovery. We know that the Members of this Committee have

been examining the pension funding issues and we urge you to act quickly.?

2 See attachment, Business Roundtable letter, November 14, 2008, to Congressional leaders.
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Business Roundtable also believes that for broader economic legislation to be
truly successful it must address two fundamental concerns.

First, policies must address the problems of liquidity confronting U.S. companies
in order for the U.S. economy to return to growth.

Second, to promote a more rapid recovery, the economic stimulus package has
to accelerate job creation and speed the return to work of unemployed workers.

Business Roundtable has made recommendations for addressing these issues
and we offer our assistance to work with you to closely evaluate these and other
proposals that Congress may consider to resolve the current credit crisis and bring
about a quick and robust economic recovery for American workers, families and
companies.®
Health Care Reform — Business Roundtable’s Principles

Today, | want to share with you our principles for improving the health care
marketplace for all Americans.® Our suggestions are offered as ideas — we, as
Business Roundtable CEOs, are prepared to work with you to improve the health care
system and these principles are intended 1o begin the dialogue to find the right balance
between preserving what is the best in our health care system and finding ways to
expand affordable coverage to more Americans.

In September, we released a document entitled “Health Care Reform in America:
A Business Roundtable Plan.” This contains our principles to improve our system. We
all recognize that the American health care system is among the best in the world.

When it comes to scientific advances, medical technology and the quality of our doctors,

* See attachment, Business Roundtable letter, October 30, 2008, to Congressional Leadership, Senators McCain and
Obarna, Federal Reserve Chairman Bernanke, and President Bush.
! See attachment, Business Roundtable, "Health Care Reform in America,” September 2008.
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health care providers and hospitals, the United States is “the gold standard.” From our
perspective, the problem with the health care market in this country is that it doesn't
really function as a market — it leaves major consumer needs unmet, costs unchecked
by competition, and basic practices untouched by the productivity revolution that has
transformed every other sector of the economy.

Contrast that to the communications industry, for example, where we've seen
technology and competition invigorate our business and ignite innovation. Information
technology has revolutionized the interface between customers and providers. The
norms of the electronic marketplace — personalization, control, price and quality
transparency, and 24-by-7 availability — have become part of the customers’
expectations in just about every aspect of life — except in our health care system.

Business Roundtable’s plan improves our health care system and contains four
pillars:

1. Creating greater consumer value and efficiency in the health care marketplace;

2. Providing more affordable health insurance options for all Americans;

3. Placing an obligation on all Americans to have health insurance coverage and
encouraging ali Americans to parlicipate in prevention and chronic care
programs; and

4. Offering assistance to uninsured, low-income families to meet their obligation.
Business Roundtable strongly urges that any plan adopted by Congress reinforce

the existing employer-based system through which Americans currently receive health
benefits. The federal ERISA statute that governs these plans gives employers the
flexibility to design and finance plans that meet their employees’ needs — a system that

has proven successful in making coverage widely available to workers. Tampering with
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this law at this time could cause massive dislocations for those 132 million Americans
who have workplace coverage.

When it comes to heath care reform, ERISA isn’t broken and does not need
fixing. What is broken is that there are 45 million Americans without insurance
coverage — because their employers don't offer it, they don't elect it, they can't afford i,
they don’t enroll in programs where they are eligible, or they can't get it in the private
marketplace. We must address this issue now. Let me provide more detail about our
principles:

1. Creating Greater Consumer Value in the Health Care Marketplace

Today's health care system needs to use modern technology. Health care
consumers find it difficult to obtain reliable information on the cost and effectiveness of
care. Business Roundtable recommends several actions to empower consumers to
take charge of their own health and use technology to make the system more efficient:

First, the most egregious flaw in the current health care delivery model is the
woeful rate of adoption of information technology (IT). Health care has failed to
capitalize on the productivity revolution that has transformed almost every other sector
of the economy. A heavy dose of IT has been shown to improve efficiency by 25-
percent over three years every time it's introduced and can and will demonstrate
savings in health care® We believe the government should adopt uniform,
interoperable health information technology standards so that all the systems can

communicate with each other. This can be done through federal rulemaking or through

5 See attachment, Medco, A Prescription for National Healthcare Reform.
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the government purchasing authority — so long as the Medicare program has the
authority to require the use of health information technology systems.

Second, consumers need more transparency and wider distribution of
information about the cost, quality and effectiveness of the health care services they
purchase. This will make the market function better, create better health care
consumers and improve the quality of medical care. We specifically support the
dissemination of consumer information on the cost and quality of health care,
comparison of the effectiveness of health care services and supplies, and the release of
CMS data in an appropriate manner.

Third, the current Medicare reimbursement system pays for “activities,” not
“outcomes.” The private marketplace generally does the same — we have tried to fix
this through various partnerships and programs. To get meaningful change, all payers
must be included in rewarding performance. We support changing payments by public
and private payers, including Medicare, to reward the value of services provided, not the
volume of the service.

2. Providing More Affordable Health Insurance Options for All
Americans

Over 177 million Americans obtain health insurance coverage through their
employers — almost 133 million through private employers. Almost all private
employers offer plans that are governed under the federal Employee Retirement Income
Security Act, or ERISA. This law establishes fiduciary requirements, administrative
requirements, and procedures to resolve problems in the plans. We encourage the
Senate Finance Committee to continue supporting this federal framework for those

employers who offer their employees health care benefits.
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However, for many Americans, who do not have access to employer-sponsored
coverage, they must rely on the health insurance marketplace for their coverage. The
structure of the market itself is state-by-state. This marketplace has become inflexible,
is overly prescriptive, creates market segmentation, and is afflicted with dueling
mandates, rules and regulations. In our vision, the current state-based system could be
replaced by multi-state markets and there would be more people eligible for this new
market. We believe that this expanded market should be covered by rules — state
solvency requirements and consumer protections would apply. There should be greater
consistency in applying other rules and rate setting and possible guaranteed issue
requirements. Risk adjustments and reinsurance issues would need to be explored.
We need a better marketplace for all Americans to get affordable and portable health
insurance coverage. We have learned lessons about how to create good markets
under the Medicare Modernization Act - and this Committee has an understanding of
the right balance of rules between the federal, state and private marketplace. We would
like to work with you on finding the right balance for individuals who do not have
coverage through their employer.

3. Placing an Obligation on All Americans to Have Health Insurance
Coverage

While many Americans do have health insurance coverage through their
employer, millions of Americans do not have coverage at all. At Business Roundtable,
we have been educated on who are those Americans who do not have health insurance

coverage.® Today, there are some 45 million Americans who do not have coverage.

® See attachment, Aetna's "Covering the Uninsured: Who Are The Uninsured?”
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* 4.7 million are college students;
+ Just fewer than 10 million are non-citizens;

* About 11 million are currently eligible for public programs, such as Medicaid
and SCHIP, but they have not enrolled; and

* More than 9 million have household incomes over $75,000, yet they do not
purchase or elect employer-sponsored coverage.

We believe a "one-size-fits-all” solution will not work because this group is far
from monolithic. For many of these Americans, obtaining coverage isn't so much
financial, as it is structural. We need to have a competitive system that provides
Americans with affordable options that are suitable for their families. However, we
believe that all Americans should have health insurance coverage — as an obligation
through auto-enrollment or some other mechanism.

We also support encouraging all Americans to participate in employer- and
community-based prevention and chronic care programs.” Many Business Roundtable
employers offer prevention and chronic care programs to their employees and there are
many worthwhile efforts in which Americans can participate. More needs to be done to
educate and encourage participation.

4. Offering Health Coverage and Assistance to Low-income,
Uninsured Individuals and Families

For some low-income uninsured families, health care coverage is unaffordable.
We believe that the government should provide financial assistance so that low-income
individuals and families can purchase coverage from the private market. These

targeted subsidies would be funded from the cost efficiencies in improving the health

7 See attachment, Business Roundtable “Doing Well through Wellness,” a 2006-07 Survey of Wellness Programs at
Business Roundtable Member Companies.



94

care marketplace and by expanding the number of lives that are covered by the less
fragmented health insurance marketplace. We want this assistance to be used either in
the newly established health insurance marketplace or by paying the individual's portion
of the premium if they are eligible for employer-sponsored health insurance coverage.
Medical Liability Reform

We also encourage Congress not to lose focus on medical liability reform.
Chairman Baucus, we support S. 1481, the "Fair and Reliable Medicare Justice Act’
that you have sponsored with Senator Enzi. We hope you will reintroduce this
legislation next Congress. We believe Congress should authorize pilof projects to
evaluate alternative ways to resolve medical liability claims and then enact measures
that enhance the fair compensation of individuals who are actually harmed as a result of
negligence by a provider of health care services.

In addition, we believe that evidence-based medicine that is developed through
quality measures will make a difference. Dr. Rohack, the President-Elect of the
American Medical Association, has said that the American Medical Association has
already developed 261 clinical measures. The Business Roundtable believes that these
types of measures should be followed and treated as a defense in medical liability
actions. The AMA is working to ensure that evidence-based appropriate medical care is
provided, health information technology will help this, and we need to get the right
incentives in place to help physicians to have the resources to purchase HIT. Reducing
the unwarranted variation in physician practice, building an evidence-based system,

improving the "business model” of health care through investment in health information
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technology, and moving toward reducing the impact of medical liability fears can do a lot
fo improve the cost and quality of health care.
Efforts to Reach Consensus and Real Examples to Achieve Reform

| want to highlight two important examples of how we can reach consensus on
how to improve the health care system: one is through a "strange bedfellows” group of
Washington-based organizations that are calling for reform. The other relates to efforts
at Verizon, as part of our collective bargaining agreement, where we agreed with the
Communication Workers of America (CWA) union and the International Brotherhood of
Electrical Workers (IBEW) on specific health care principles for reform.

Divided We Fail

Let me start with Divided We Fail (DWF). Representing more than 53 million
people, this organization includes Business Roundtable, AARP, the Service Employees
International Union (SEIU) and the National Federation of Independent Business
(NFIB). The group was launched almost two years ago to call on Congress to enact
bipartisan health care reform and to improve the long-term financial security for all
Americans. We have principles that we believe all Americans should have access to
affordable health care; that wellness and prevention efforts should be priorities; and that
a focus on long-term care is necessary.

On long-term financial security, we believe Social Security must be strengthened,
there should be financial incentives to save, and we need to provide all Americans with
the tool to help manage their finances. Divided We Fail provides constructive input on

the changes that are needed on health care reform. Most Members of Congress have
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joined in our pledge along with more than one million Americans. And, we have worked
together in support of legislation.

Last year, we joined together to support passage of health information
technology legisiation. This year, it is our hope we can join together in support of
positive reforms in our health care system.

Verizon, CWA, and IBEW National Health Care Reform Principles

As | stated earlier, Verizon, as part of our collective bargaining agreement, came
to agreement with the CWA and IBEW on specific health care reform principles.
Collectively, we are committed to working together to achieve meaningful health care
reform that covers everyone; controls costs; shares the responsibility for coverage; and
improves quality. We will work together to educate Verizon employees and the public
about the health care crisis and options for solutions that meet our principles.
Conclusion

We want to work with you on finding solutions — and our plan is also to use the
power of the market to drive down costs, drive up quality and improve access to health
care for all Americans. Chairman Baucus, all ideas are good — you have captured
some of the important issues we support. Some issues in your plan need to have
further discussion about the costs and impact on the workforce. But, we want to work
with you, and all Members of this Committee, to find realistic solutions to improve our
current fragmented system. The challenge of reforming the health care system goes to

the very heart of American competitiveness and innovation:
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+» When Americans are afraid to switch jobs or start their own business for fear of
losing their health insurance;

* When American-made products carry a health-care premium that foreign-made
goods do not;

*  When Americans who currently have health insurance coverage must pay higher
costs to subsidize those who do not have coverage;

+ When America is not leading the world in technological innovation in health care
delivery; and

* When year after year, we are spending more money and getting less value, then
America’s very place in the global economy and our ability to help those who are
lfow-income are all at risk.

Our principles and ultimately your proposal must emerge from the uniquely
American principles that drive our economy: competition, innovation, choice and a

marketplace that serves everybody. We want to go to work with you to find solutions

that are common sense and practical. Thank you for the opportunity to testify.

Attachments
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Individual letters to be sent to the following:
Congressional Leadership

Senators McCain and Obama

Federal Reserve Chairman Bemanke
President Bush

Re: Liquidity Crisis and Economic Stimulus
Dear

On behalf of Business Roundtable, | am writing to express our strong
support for new bipartisan legislation to address the severe financial
credit disruptions in order to restore stability to the credit markets and
the U.S. economy, which will help American workers, families and
companies recover from the current economic downturn,

We applaud the actions of the Congress, the Administration and the
Federal Reserve to date that are intended to restore confidence in the
banking system and additional efforts within the G-7 countries to deal
with this problem on a coordinated basis. However, the problems
facing the credit markets are unprecedented, and additional legislative
actions are required to assist the economy.

Business Roundtable believes that for legisiation to be truly successful
it must address two fundamental concems.

First, policies must address the problems of liquidity confronting U.S.
companies in order for the U.S. economy to return to growth.

Second, to promote a more rapid recovery, the economic stimulus
package has to accelerate job creation and speed the return to work of
unemployed workers.

The enclosed recommendations will assist in resolving the immediate
liquidity problems and will support a more rapid recovery. These
proposals will enable the U.S. economy to return to full strength
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October 30, 2008
Page 2

more quickiy and minimize job losses. Our recommendations are based on the
front-line experience of our members. Business Roundtable is a CEO-led
organization of over 160 leading corporations, with a combined workforce of
more than 10 million employees and more than $5 trillion in annual revenues.
Business Roundtable's highest priority is to sustain growth of the U.S. economy
in order to achieve higher living standards for all Americans.

As leaders of many of the largest American companies, Business Roundtable
members know personally that the ongoing turmoil in global capital markets is
placing great stress on business throughout the American economy -~ both
financial and non-financial companies — as well as on workers and consumers.
For non-financial businesses, the reduced access to credit markets is
constraining the ability of American business to stock inventories, purchase new
equipment, meet payroll and pay vendors. Left unchecked, this breakdown in
lending may lead to a deep and sustained recession both at home and abroad,
with significant job losses.

We are cognizant that additional measures will likely increase an already
significant deficit in 2009. Business Roundtable has always placed a high priority
on deficit reduction as a means to enhance sustained economic growth.
However, in order to avoid a prolonged and potentially deeper recession than the
country has experienced in recent times, we believe a short-term increase in the
deficit is an acceptable, although unfortunate, outcome at this time. This does
not mean that Congress can ignore deficits now, nor when the economy
recovers. Measures to control future spending will be even more important
given the increased debt this nation is now incurring.

Business Roundtable offers assistance to work with you to closely evaluate these
and other proposals that you may consider to resolve the current credit crisis and
bring about a quick and robust economic recovery for American workers, families
and companies.

Sincerely,

itk

Harold McGraw i

Enclosure: Business Roundtable Recommendations tc Promote Liquidity and
Economic Stimulus
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BUSINESS ROUNDTABLE RECOMMENDATIONS
TO PROMOTE LIQUIDITY AND ECONOMIC STIMULUS

Accelerate Economic Recovery by Promoting Liguldity for Businesses

America's businesses fund their ongoing capital requirements through access to capital
from equity markets, debt markets and retained earnings. To date, legislation passed
by Congress and actions taken by the Administration and the Federal Reserve have
resulted in a number of significant and historic steps to restore the functioning of debt
markets, but these markets still remain in severe distress. As noted in a recent speech
by Federal Reserve Bank President Janet Yellen, borrowing rates for most businesses
are higher now than at the beginning of the crisis in August 2007 despite a 375 basis
point reduction in the federal funds rate over this period.

Short-term Regulatory and Federal Reserve Actions to Promote Liquidity:

Additional measured actions should be considered by the Federal Reserve and
Treasury under existing authority to lower the cost of funds to business. One
immediate step is for the Federal Reserve to expand its purchases of commercial
paper through the Commercial Paper Funding Facility to all investment grade
instruments ('A' and 'BBB' or higher securities) rather than just the most highly
rated securities currently eligible and to extend the program to indirect issuers.

Treasury should use some of the funds provided under the Emergency Economic
Stabilization Act to provide direct infusions to auto finance and auto companies.

Short-termn Legislative Stimulus Recommendations to Promote Liquidity for Business:

Temporarily allow foreign subsidiary earnings of U.S. companies to be brought
back to the United States. This will immediately provide more capital to U.S.
companies for their capital needs. As a result of the current liquidity crisis, the
importance of these funds is even greater at this time and, appropriately
structured, this measure can bring about meaningful changes in liquidity and
economic activity in the United States.

Temporary relief from pension funding requirements. Stringent new funding rules
adopted in the 2006 Pension Protection Act (PPA) are still being phased-in.
Recent market declines and the shortage of available credit require a
reevaluation of the transition o those new rules. The volatile and unexpected
cash flow demands on plans caused by the recent economic downturmn should be
smoothed, with those plans prudently returned to full funding status over a
reasonable period. Without temporary funding relief, the economic recovery will
be slowed as available resources are diverted from job creation. Moreover,
retirement security will be eroded as some employers will be forced to freeze or
terminate their pension plans in order to meet the unanticipated and immediate
increase in required plan funding.
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Temporarily extend the carry back period for net operating losses from 2 years to
5 years through 2009 and waive 90% fimitation for AMT. Businesses with current
losses may carry back these losses for 2 years, but if losses exceed profits in
these years they must carry the losses forward to offset future income.

Extending the carry back period from 2 years to 5 years and temporarily waiving
the limitation on use of net operating losses against alternative minimum tax
{AMT) (as was done in 2002} will enhance liquidity of businesses with current
losses.

Extend bonus depreciation and adopt a temporary investment tax credit. The 50-
percent bonus depreciation provision enacted earlier this year is set to expire at
the end of 2008. This provision should be extended, including the provision to
monetize credits for companies in a loss position. Additionally, an investment tax
credit should be considered for new investments . First adopted under President
John F. Kennedy, an investment tax credit of 10 percent applied to most
equipment purchases by businesses until 1986. This credit was frequently
employed on a temporary basis throughout the 1960s to promote investment
during economic downturns and was credited with having a significant
investment response. Today, during this period of reduced liquidity, an
investment tax credit can help stretch scarce capital by lowering the cost of
undertaking new investment.

Temporarily extend and expand the ability to "monetize” existing tax credits.
Under the Housing and Economic Recovery Act of 2008, enacted on July 30,
2008, companies can accelerate a portion of their unused pre-20086 research
credits and alternative minimum credits in lieu of claiming the temporary 50-
percent bonus depreciation allowance. Expanding the provision to provide
immediate monetization regardless of investment amount, cover ali general
business credits, as well as increasing the amount of unused credits that may be
claimed or refunded through this provision or similar mechanism, will enhance
liquidity of businesses with current losses or otherwise unable to claim these
credits. Companies in a loss position are an important component of the
companies that need access to capital and allowing for utilization of their already
existing credits will help increase their liquidity and ability to fund new
investments. These companies should be allowed to immediately monetize all of
their prepaid AMT credits and earned but unused general business credits.

Loosen restrictions on capital losses for corporations. Currently, corporations
can deduct capital losses only to the extent of their capital gains, and excess
capital losses can be carried back three years and carried forward five years.
Easing the restrictions on capital losses by, for example, allowing corporations to
treat losses on the sale of stock or debt securities as ordinary would be an
effective way to bolster liquidity in difficult economic times, when losses of all
types tend to increase.
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+ Allow financial services companies o accelerate bad debt deductions. Until
1986, companies generally could deduct reasonable additions to bad debt
reserves rather than postpone the deduction untif such time the debt was written
off. After 1986, the so-called reserve method is available only to small banks.

Expanding the reserve method to the broader financial services sector including
large banks would be an effective means of improving liquidity for companies that
have been particularly hard hit in the current economic downturn.

« Temporary reduction in required estimated tax payments of corporations o 90%
of current liability. A temporary reduction in estimated tax payments can provide
companies with additional short-term liquidity without creating any revenue loss
to the federal government over the 5-year or 10-year budget periods.

» Temporarily exclude debt repurchases from cancellation of indebtedness income.
The current credit crisis has depressed the value of debt issued by many
companies with sound balance sheets. Companies that issued such debt may
wish to repurchase their own debt to strengthen their own balance sheets and,
since some of this debt is also held by financial institutions, such repurchases
would also strengthen bank balance sheets in a manner similar to that intended
under the Troubled Asset Repurchase Program. Companies can be encouraged
to re-purchase this debt by temporarily relieving such repurchases by issuers
(and parties treated as related to the issuer) from rules freating these
repurchases as giving rise to discharge from indebtedness income.

Accelerate Economic Recovery by Supporting Workers, Promoting Employment
and Moving toward a More Efficient and Sustainable Energy Future

Jobs are the source of strength in the American economy. Job creation, as well as
maintaining employment during a declining economy, is vital for economic growth. The
cost of job dislocation can be reduced by getting dislocated workers back to work more
quickly. Helpful policies include reducing employment-based taxes on a temporary
basis, offering job training for employees and dislocated workers, and maintaining
incentives for workers to regain employment.

Our economy also is facing unprecedented energy challenges and the need to address
these challenges through use of clean and efficient energy strategies. Measures aimed
at creating green jobs motivate creation of capacity in an area vital to both our short-
term economic health and our longer term energy security.

Short-term Legislative Stimulus Recommendations fo Support Workers, Promote
Employment and Move toward a More Efficient and Sustainable Energy Future

« Expand energy efficiency initiatives. Expansion of the labor intensive
Weatherization Assistance Program to retrofit homes with additional insulation
{currently about 70,000 homes) would not only create additional jobs, but also
save consumers on their utility bills. Energy efficiency block grants to states
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would enable states and localities to upgrade building efficiency requirements
and/or match current state programs to finance efficiency retrofits of existing
buildings.

Fund green technology job training programs. The Energy Independence and
Security Act of 2007 included training for green jobs, but nothing was
appropriated for FY 2008. Labor shortages exist right now and demand for
workers with these skills is growing.

Temporarily extend unemployment benefits for workers who exhaust standard
unemployment benefits. Consider also offering personal re-employment
accounts that provide unemployed workers with funds for training, child care,
transportation, moving costs, or other expenses associated with finding a new
job. Recipients who take a new job within a defined period would be allowed to
keep the funds remaining in the account as a re-employment bonus. Studies of
experimental programs find these accounts help workers regain employment
faster and at wages similar to those ultimately attained by unemployed workers
without such accounts.

Focus infrastructure investments. Infrastructure spending should focus on
projects that can be undertaken quickly to repair critical infrastructure as well as
build a more efficient, sustainable energy future. In addition, funding currently
approved, but unfunded federal laboratory and university research infrastructure
modernization and major research instrumentation procurement through existing
federal programs would rapidly stimulate new construction and equipment
purchases.

Temporarily reduce the Social Security tax rate by one percentage point for both
employees and employers. This enhances labor market incentives by reducing
labor costs for employers and providing increased after-tax wages for
employees. A worker earning $50,000 would receive tax savings of $500 over a
year, with the employer receiving similar savings. The Social Security trust fund
would be made whole by a transfer of funds from general revenues to cover the
temporary reduction in payroll taxes.

Provide a worker training tax credit for employers. During an economic
downturn, there is an increased need for workers to find new employment in
areas for which they may be poorly trained. A tax credit for employers can
increase the ability of employers in growing sectors of the economy to take on
workers displaced from contracting sectors and help these workers quickly regain
productive employment.
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November 14, 2008

The Honorable Max Baucus

United States Senate

Chairman, Senate Committee on Finance
219 Dirksen Senate Office Building
Washington, DC 20510

Dear Chairman Baucus:

Last week, Business Roundtable shared some ideas on possible ways
to improve the current economic situation. This letter provides
additional information on the pension funding issues that we raised and
urges you to take immediate action to address the problems that have
been created for pension plans by recent economic conditions.

The sudden decline in the value of pension plan assets, when coupled
with the current credit crunch, places defined benefit plan sponsors in
a very difficult position. Plan sponsors are confronting unexpected
funding obligations that greatly exceed even the most conservative
forecasts and budgets. Resources that must be devoted to meet the
unexpected new funding mandates will have to be diverted from
maintaining payrolis and will delay the business investments necessary
fo preserve jobs and ultimately spur the recovery.

Let me emphasize, this is much more than a cash flow issue. Itis a
jobs issue and a broader economic issue that directly affects every
American. Dramatically larger pension contribution requirements
during an economic downturn reduce capital spending and exaggerate
economic cycles, “Procyclical” pension funding rules result in an
economy that overheats more during upturns and has deeper
recessions during downturns. That is precisely the economic threat we
face today — large and unexpected pension contribution requirements
will dampen the economic recovery and lead directly to greater job loss
from the current recession.

Dr. Robert F. Wescott, former Chief Economist at the Council of
Economic Advisors, and a distinguished team of academic reviewers
have reached the same conclusion. They examined the interaction of
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Page 2

the pension funding rules and economic cycles and concluded that procyclical funding
requirements result in greater job loss during recessions.

Business Roundtable member companies currently sponsor retirement plans benefiting
miflions of workers and retirees. We believe that pension plans must be prudently
funded. Pension promises that are made must be kept because the retirement security
of millions of Americans is dependent on it. Predictable and steady funding rules are
important because they allow employers to make the long-term financial plans and
commitments that are required when taking on pension obligations.

We urge immediate action to address this crisis. Specific steps you should consider
are:

+ Smoothing. Congress should enact the provision already passed by the House
and Senate as part of PPA technical corrections legislation that makes clear that
smoothing of asset gains and losses over 24 months is permitted under PPA. in
order to make the asset smoothing change effective in this period of sharp
market declines, Congress should temporarily remove the “corridor” that limits
the benefits of the smoothing rule.

¢ Transition to New Funding Rules. The transition to new funding targets that
was created in 2006 should be modified to reflect the new economic reality. The
funding target for 2009 should remain 92% and the transition funding regime
should apply not only to those at or above the phased-in funding target but also
to those below these targets.

« Permit New Funding Elections. Congress should permit defined benefit plan
sponsors to change their funding elections for 2009 and 2010.

Sincerely,

John J. Castellani
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l. Introduction

Business Roundtable members provide coverage to more than 35 million employees
and their families and are deeply committed to public policy changes that will
improve our nation’s health care system. To further this urgent priority, Business
Roundtable has developed a health care plan aimed at creating a more competitive
private health insurance marketplace while maintaining a strong, stable public safety
net. This plan contains four elements to meet these goals:

-

Creating greater consumer value in the health care marketplace;

-

Providing more affordable health insurance options for all Americans;

Placing an obligation on all Americans to have health insurance coverage;
and

-

Offering health coverage and assistance to low-income, uninsured individu-
als and families.
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ll. Creating Greater Consumer Value
in the Health Care Marketplace

The high cost of health care imposes an enormous burden on all Americans —
raising the cost of health insurance coverage for those who have coverage and
those who do not have coverage. Business Roundtable supports policies that will
provide greater accountability, enhance efficiency and create value for all con-
sumers of health care services.

Today’s health care system needs to use modern technology. Health care con-
sumers find it difficult to obtain reliable information on the cost and effectiveness
of care. In addition, the health care payment structure emphasizes volume over
quality. Building on Business Roundtable’s existing principles to promote greater
efficiencies, the Roundtable supports reform based on the following principles to
create greater consumer value in the health care marketplace.

Specific principles:

» Adoption of upiform, interoperable health information technology
standards;

» Dissemination of consumer information on the cost and quality of health
care and comparison of the effectiveness of health care services and sup-

plies; and

» Promation of changing payments by public and private payers, including
Medicare, to reward value of services provided, nat volume.

Business Roundtable
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ll. Providing More Affordable Health
Insurance Options for All Americans

Most Americans — a total of 177 million — obtain health insurance coverage
through their employers. Approximately 133 million of these are covered under
plans regulated by the Employee Retirement Income Security Act, or ERISA, which
provides the framework for employer-sponsored coverage. This law has fiduciary
requirements, administrative requirements and remedies. Business Roundtable sup-
ports continuation of employer-sponsored health insurance and the existing legal
framework.

Health Insurance Coverage of Nonelderly, 2006

individual (5%)

Uninsured {18%)

Medicaid (13%)
Other Public 2%)

Source: Kaiser Family Foundation

To create greater health insurance options for all Americans, including insurance
offered by large and small employers, Business Roundtable supports creating a more
competitive marketplace in which health insurers could offer health coverage across
state lines in regions, thereby expanding the numbers of people who could partici-
pate in the plans.

Health Care Reform in Am
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Specific principles:

» The Department of Health and Human Services (HHS) would establish
regions, similar to those established under Medicare, to allow licensed
insurance companies to compete in multistate areas where they hold at

least one state license.

Multistate plans would have the flexibility to offer plans to individuals and
small and large employers throughout the states included in the area.
These plans would not have to comply with mandated state benefit laws

but would have to offer a minimum actuarial value plan.

Low-income individuals who qualify for financial assistance would select

coverage in these multistate markets.

An Open/All-Inclusive Market To Replace Segmented
Insurance Markets

Current health insurance markets are segmented into two markets: (1) the
self-insured/national plan market and (2) the insured market. Many health reform
proposals would establish standardized benefit designs or further segment insur-
ance markets to help certain purchasers through special rules. This proposal
suggests taking the opposite approach — opening the market to all purchasers to
increase access to competitive plans and allow additional choices for consumers.

Creating a Competitive, Multistate Marketplace without
Disrupting Existing Business Opportunities

A framework could be used to govern new, multistate insurance market products,
allowing insurers to offer health coverage across state fines within regions.
Because of the wide geographic variation in health care spending, regions would
combine similar markets. As variation decreases over time, regions could expand
to potentially create a national market. Medicare Advantage, Medicare Part D and
TRICARE all use multistate markets to improve access to benefits.

Business Roundiable
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How Could Multistate Markets Be Established?

Establish Reglons: HHS could establish reglons, similar to those recently created
under Medicare, to allow ficensed insurance companies to compete in multistate

areas where they hold at least one state license.

Create Framework Rules: HHS could establish, through the rule-making process,
the regulations required for multistate markets, Regional plans would not have the
benefit mandates; rather, they would have the flexibility to offer actuarially equiva-
lent options driven by the market. The following issues would need to be
addressed: benefit design, solvancy requirements, rate setting, marketing regula-
tions and possibly guaranteed issue requirements, risk adjustment, and reinsurance.

Create Interest in Multistate Markets: The multistate insurance market could
be enlarged by encouraging participation through reinsurance adjustments that
could help spread the cost of catastrophic cases across the multistate market or

across the nation.

Policy Concept: Competitive Multistate Health Plans

hMultistate Planst 0
“Federal government: Creates the segions
Other riles o bie either federsl, State or :
G hefttethemaket 0 o

i

Health Care Reform in America: & Busio
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The Benefits of Multistate Plans

» Individuals and small- and medium-sized businesses would all benefit from
greater access to additional health insurance coverage options.

» Insurers and heaith plans would strive to become more competitive on cost
and quality.

» Overall, multistate markets would improve competition, choice and access,
which would result in better value for health care spending.

Business Roundtable
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IV. Placing an Obligation on All Americans
To Have Health Insurance Coverage

Although a majority of Americans do have health insurance coverage, there are
others who do not. Some do not elect coverage from their employer or purchase
coverage on their own because they cannot afford it. For those Americans, subsi-
dies should be provided. Some Americans do not envoll in programs for which
they are eligible, such as the State Children’s Health Insurance Program, and
Business Roundtable believes it is important to enhance education and enrollment
opportunities. For all other Americans, it is an obligation that they elect health
insurance coverage through their employers or purchase health insurance cover-
age. Through greater insurance coverage plans and bringing greater value to our
health care system, the Roundtable believes the marketplace will provide employ-
ers and Americans more affordable options.

Specific principles:

» Impose an obligation on all Americans to obtain health insurance coverage
that, at a minimum, offers catastrophic benefits; and

» Encourage all Americans to participate in employer- and community-based
prevention and chronic care programs.

Health Care Reform in America A Business Roundtable Plan
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V. Offering Health Coverage and Assistance
to Low-Income, Uninsured Individuals and
Families

To ensure that all Americans can purchase health insurance coverage, the govern-
ment would provide financial assistance to low-income, uninsured individuals and

families.
Specific principles:

» Permit the individual or family to purchase private health insurance cover-
age with financial assistance through the private multistate marketplace; or

» For low-income Americans who have access to employer-sponsored health
insurance, permit the individual or family to receive financial assistance for
their portion of the premium.

Financing Health Insurance Coverage as a Safety Net for
Low-income Individuals and Families

Adopting reforms that would reorient our health care system toward consumer value
would generate significant savings — savings that could be used to enhance the
heaith insurance safety net for low-income Americans. For example, Medicare now
is implementing e-prescribing, which is estimated to save $2.1 billion over 10 years.
Business Roundtable believes additional efforts to enhance efficiency and reward
value rather than volume can produce additional savings, providing sufficient
resources for the government to finance coverage for many individuals and families
who cannot afford health insurance today.

Busiess Roundiable
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Introduction

2006~07 Survey of Weliness Programs at Business Roundtable
Member Companies

Ask any group of chief executive officers (CEOs) to name their companies’ greatest asset and they
will almost always say, “Our employees.” As business leaders and as people, CEOs understand the
importance of having a qualified, productive and engaged workforce — so it is no surprise that
Business Roundtable’s 2006-~07 Weliness Survey reveals “healthier employees” as the number one
reason cited by member companies for having a corporate wellness program.

But U.S. employers also remain the largest source of heaith insurance coverage for nonelderly
Americans. So, as benefit costs continue to rise faster than the rate of inflation, it also makes
sense that “lower cost of benefits” runs a close second in the survey as a reason to invest in

employee wellness.

Less than a decade ago, these two goals might have seemed to be at cross purposes. As benefit
premiumns soared by double digits year after year, health plans sought to contain costs by
offering options that tightly managed how, where and from whom workers could receive care.
Coupled with that approach, a number of companies recognized the potential benefits of pre-
vention as a strategy to help workers be healthier and, therefore, reduce their use of the health
care system. Companies hired wellness directors, set up on-site fitness centers and thought
seriously about how they could help their workers maintain their health.

Although many companies and employees embraced the wellness ideal and services, the suc-
cess of managed care as a cost containment tool proved limited. After the initial savings, health
plan costs began to rise again — the result of inflation and employee demand for plans that

altowed wider access to providers and services.

From thase lessons learned, however, a new approach is emerging — one that encourages
employees to take greater responsibility not only for their well-being but also for how their
heaith dollars are used. At the leading edge of this trend, Consumer-Driven Health Plans
(CDHPs) combine high-deductible health care coverage with Health Savings Accounts (HSAs)
to pravide employees with the financial incentive to make thoughtful day-to-day health care
decisions while shielding them from catastrophic costs.

Coupled with their CDHPs — and in some cases in advance of them — many companies are
taking a new look at weliness. Once largely a standalone enhancement, wellness is becoming
fully integrated within companies: with other corporate health and safety initiatives, with health
benefit plan designs, and with the corporate culture. As companies are giving employees the
opportunity to direct their own health care choices, they are equipping their people with the
tools they need to make the most of that opportunity: education, intervention, outreach and
support — along with incentives to take full advantage of these opportunities.

Business Roundtable
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About this Report

Business Roundtable's membership consists of CEOs from 160 of the United States” largest
companies, with a combined workforce of more than 10 million employees. As a 10-year foliow-
up to the 1997 report, Quality Health Care Is Good Business: A Survey of Health Care Quality
Initictives by Members of The Business Roundtable, the Roundtable’s Health and Retirement
Task Force wanted to learn how member companies are using health and weliness initiatives to
support the health of their employees while addressing rising health benefit costs.

With the support of Business Roundtable member CEQs, in late fall 2006 the Roundtable sent
comprehensive questionnaires regarding corporate health promotion and weliness initiatives to
the appropriate wellness, medical or benefits director at each member company. Mailings were
followed up with e-mails, telephone calls and, where necessary, re-mailings to ensure that the
questionnaire reached the right person and was returned in a timely way. We received an
unusually high rate of 76 responses, of which all but one reported having wellness programs
either fully under way or in active development.

Surveys included quantitative {multiple-choice} questions, with space for additional responses
or elaboration, and open-ended guestions, which invited respondents to describe in detail their
signature programs, communications initiatives, return on investment and, significantly, how
their programs have changed over the past five years. Based on this input, we identified com-
panies with illustrative trends or promising practices and followed up in extended telephone
interviews with program spokespeople at these companies.

Because of the limited size of the population surveyed, this report does not present full numer-
ical results or attempt detailed statistical analysis. Instead, we use the numbers for general
observation purposes to suggest trends within the member population, and we freely combine
the data, open-ended responses and interviews to present what we believe is an accurate and
instructive picture of how Business Roundtable’s member companies are advancing the state of
the art in workplace wellness today.

Doing Well through Wellness — 2006-2007 Survey of Weliness Programs at Business Roundtable Member Comp
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Overview of Survey Results

Weliness at Business Roundtable Member Companies

Many Business Roundtable member companies have longstanding weliness programs: Of the 73
wellness initiatives reported, more than half have been in operation for at least five years, and
42 percent have existed for more than 10 years. A notable number of other companies have
recently launched wellness initiatives: Twenty percent of the respondents’ programs were
created within the past one to two years, and several other companies reported that they plan
to have new programs up and running this year.

Current program offerings run the gamut from standbys, such as on-site flu shots {97 percent),
health fairs and on-site screenings (91 percent), on-site workout facilities (73 percent), and
organized employee walks or other challenges (66 percent), to increasingly popular tools such
as health risk assessments {80 percent), nurse/health advice lines (84 percent) and online
resources {72 percent).

Shifts in Focus

Interestingly, the open-ended and interview responses revealed that several companies with
longstanding programs, including such weliness pioneers as Aetna Inc., CIGNA Corporation,
Corning Incorporated, IBM Corporation, Northwestern Mutual Life Insurance Company and
Texas Instruments Incorporated, have recently revamped or refocused their programs into
integrated, branded, companywide initiatives focused on helping employees take responsibility
for their health and be more effective consumers of health care. Companies with new or devel-
oping programs reported starting directly with a comprehensive consumer-based model, and in
some cases, the wellness program actually was created to support the implementation of a
COHP.

In the process of such changes, lines between health plans and wellness are increasingly
blurred. Many companies are reinforcing that relationship with the use of financial incentives
or consequences tied directly to their health plan premiums or health-related savings accounts.
Strategies such as health risk assessments {HRAs), once introduced as part of the wellness
program, have become integral tools for identifying employees who need preventive or condi-
tion management programs and getting them the health system services they need,

Similarly, the focus of many programs has moved from maintaining general health and well-
being to identifying, managing or reducing specific {and potentially costly) health risks.
Targeted interventions, such as disease management (82 pescent), tobacco cessation (74
percent) and weight management programs (85 percent), have become common. Again, finan-
cial incentives and consequences are used to engage employees at high risk, and data are used

to track outcomes.

Jusiness Roundtable
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Employees are getting the message that they can be effective partners in improving their own
health and well-being. For those who participate in CDHPs or any health plan that emphasizes
consumerism, this speaks loud and clear to their own bottom line. “With consumerism, when
employees are responsible for their initial medical care costs, they are more interested in, "How
can | take care of myself?”” observes Sharon Kiun, manager of work/life initiatives at
Accenture Ltd,

For their part, employers expect to see that sense of shared responsibility take hold across
their companies. “We trust that the culture of wellness and personal responsibility that we've
nurtured over the years will continue to serve us well,” says Bridget Schulz, assistant director,
benefits at Principal Financial Group. "As long as we're providing the tools and resources,
when employees are ready, they will use them.”

Trends and Strategies

Based on the numbers, open-ended responses and interviews with representatives from approx-
imately two dozen companies, a number of emerging strategies bear additional discussion.

These strategies fall into three broad categories:

1. Create a culture of wellness within the company. Along with integrating wellness
with other corporate initiatives, companies are exploring more effective ways to com-
municate health care consumerism, benefits and wellness; make wellness opportunities
available and accessible across the employee population; increase employee participa-
tion and ownership; and build management accountability for the health goals of the
organization.

2. Focus on the health of each employee. Companies are developing toals and
approaches to target health risks, offer customized interventions, and empower
employees to manage their own health and weliness.

3. Build the business case for wellness. Business Roundtable’s member companies are
tracking costs and return on investment {(ROI), working with vendors to measure RO,

and developing other measures of wellness program effectiveness.

This report presents summaries of these trends along with snapshots of some of the strategies

at work at member companies.

Doing Well through Wellness — 2006-2007 Survey of Weliness Programs at Business Roundtable Member Companies
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Public Policy Implications and Actions

This report highlights an important aspect of America’s health care system — the commitment
of U.S. businesses to offer benefits and services that help their employees lead healthier lives
and make wise use of health care services. Business Roundtable members have taken the lead
in developing innovative benefits and programs that promote wellness, prevent disease and
manage chronic conditions to help employees maintain the best possible quality of life while
becoming effective stewards of health care resources.

At the same time, Business Roundtable recognizes that the U.S. health care system needs
improvement that will require the combined determination of both the private marketplace and
public payers of health care. First and foremost is the goal that all Americans have access to
affordable, quality heaith care coverage.

In addition, federal policymakers need to address certain policy issues to accelerate change and
improve health outcomes. A 21st-century health care system should be powered by technology
and driven by evidence-based performance and healthy lifestyles.

Most important, we need to foster greater involvement of individual Americans in their own
health care. Business Roundtable believes that every person has two responsibilities: to make
the choices that support his or her own health, including participating in wellness, prevention
and any necessary chronic care programs, and to have health insurance coverage that, at a
minimum, offers cotastrophic benefits.

To accomplish these goals, the Roundtable supports the following policies and initiatives:

» Release information from the public and private sectors quantifying the critical impor-
tance of healthy lifestyles, di p ion, care 9 and health p ion
programs. individuals who engage in healthy lifestyles, participate in efforts to prevent
disease and follow the recommended treatment for their chronic conditions can improve
their health and reduce their long-term costs. Information on the importance of these
efforts to improving health care should be widely available.

» Support incentives for wellness initiatives. Tax incentives should be expanded and public
health programs enhanced to encourage companies to offer health and wellness programs
for employees and to expand options for individuals who do not have access to these

programs in the workplace.

Preserve and protect the laws that provide the foundation for employer-sponsored
health care. The Employee Retirement Income Security Act of 1974 (ERISA) is the founda-
tion on which most employers offer health coverage to their employees. ERISA enables
employers to create health plans that are tailored to the needs and desires of their own
employees, ERISA plans are federally requlated, allowing employers to create the plan, or

Business Rouedtable
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plans, that best serves the needs of their current and retired employees without the impedi-
ment of complying with 50 different sets of state regulatory requirements. Without ERISA
there would be significantly less health care coverage and fewer healthy workers in America‘s
workforce.

Expand private plan options to permit greater choices and flexibility in the design of
consumer-centric health benefits. Although progress has been made in improving the
design and use of HSAs and other CDHPs, additional legislative changes should be enacted
that enhance the benefits of these plans by permitting more flexibility.

-

» Promote and reward quality and efficiency through the use of health information
technology. Adopting a uniform, nationwide health information system will improve the
patient experience and increase positive health outcomes while realizing significant savings
in health care costs for both individuals and businesses.

Make accessible actionable cost and quality information about health care services.
Private and public efforts at the local, state and federal levels should be expedited to pro-
vide Americans with the information they need to make wise decisions about health care
services available in their communities. Such efforts must include data from both public
and private plans so that consumers can make accurate evaluations based on the best infor-

mation available.

We hope that the private-sector initiatives described in this report will serve as a catalyst for
change in public policy — encouraging federal, state and local policymakers; business leaders;
and most important, individual employees to become effective advocates for preventing disease
and promoting health in the workplace, at home and in every aspect of American life.

Doing Well through Weliness — 2006-2007 Survey nf Weliness Programs at Business Rounatable Member Jompanies
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Strategy: Create a Corporate Culture of Wellness

“Our offices are all confronted with the same question: How can we tweak the
employee value proposition and use wellness to give our employees a really
great work experience?”

~James Corry, Ph.D., wellness director, MetlLife, Inc,

In recent years, companies have begun to think big about wellness: how to move it from a
standalone program to one that supports the overall goals of the company, even above and
beyond the hottom line of health care costs. And although almost 40 percent of the companies
that responded to this survey reported yearly wellness budgets of $200,000 or more and 20
percent spend at least $1 million annually, the big thinking is not limited to the size of the pro-
gram. Wellness professionals — along with the CEOs who champion their programs — under-
stand that changing behavior starts with changing the culture that supports it.

OFf course, many of Business Roundtable’s member companies have nourished a culture of
wellness for years or even decades. Recently, though, even these leaders have revamped and
rebranded their programs, formed partnerships with other internal health-related corporate
services, and reached out to previously underserved employee populations. Perhaps most
important, some Roundtable members have devised innovative ways of keeping management
and health professionals explicitly accountable for the well-being of company employees and

their communities.

Following is a look at some of the approaches that member companies are successfully using to

build a companywide commitment to weliness.

Integration

“We are proud to be a leader in consumer-directed health care benefits.
Naturally, we want our employees to understand this and integrate it into their
own way of life.”

—Mary Bianchi, director, work/life programs, CIGNA

Several Business Roundtable member companies have pulled together two or more of their
health-related initiatives with the shared mission of enhancing the health of their workplace
and employees. The strategy has many benefits, It clarifies functional responsibilities and
reporting relationships; it expands the resources a company can bring to bear on health-related
activities as well as the reach of those efforts; it promotes the sharing of data and ideas to
improve quality and manage costs; and it allows the company to align its health-related pro-
grams and activities to support clear, companywide goals.

Business Roundiable
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Most of the respondents with integrated programs have branded those programs as weli,
increasing the impact of their communications while helping employees understand how various
initiatives work together to support health at the company.

Although they share some elements, programs at the following member companies illustrate

some of the many forms that integration can assume:

» CIGNA’s Healthy Life model is based on using health care consumerism to drive behavior
change and address health care costs by providing an integrated range of programs and services
to all employees. Launched in fall/winter 2006, the program combines health care consumerism
resources with health and fitness tools, including HRAs and biometric sereenings. “We have
created an ongoing dialogue of health at our company. We really want employees to use the
information we give them, put it into practice and act on the successes we've seen in our own
organization,” says Mary Bianchi, director, work/life programs.

MetlLife created a total health and productivity model by bringing all of its health vendors
together to create a comprehensive, coordinated care system across the health spectrum.

-

Metlife worked with its health plans, condition management, employee assistance program
(EAP) and other vendors to facilitate referrals among the vendors, including those who
normally compete with each other. Wellness Director James Corry, Ph.D., created a system to
track intervendor referrals and used quarterty conference calls with vendors to keep the
effort focused. "It was a little hard for some of them at first — especially if they needed to
refer to a competitor,” says Corry. “But at the end of the day, they are all trying, and we are
pleased with their effort”

¥ The Dow Chemical Company has launched a comprehensive corporate health strategy,
which addresses primary prevention and health promotion, quality and effectiveness of
health care, health system management, and health-related legislation at the national and
state levels, says Catherine Baase, M.D., global director, health services. The company’s inte~
grated approach combines the health and outreach elements of the company, including
occupational health, health promotion, human resources benefits and organizational effec-
tiveness, safety, industrial hygiene, corporate communications, government affairs, and risk
management, with a stated and measurable corporate commitment to improving the health
of Dow’s employees, their corporate environment and their communities.

Union Pacific Corporation identifies finks between heaith conditions and safety risks

through a series of innovative periodic reports that integrate incident, lost work time and
other safety data with wellness assessment data, "We saw that certain health conditions and
behaviors, such as tobacco use, correlated with safety, which helped us target interventions
at specific worksites,” reports Marcy Zauha, director of health and safety.

Doing Well through Wellness — 20062007 Survey of Wellness Programs at Business Roundrable Membear Companies
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» Schering-Plough Corporation is integrating its existing wellness programs under the
Healthy Steps brand and adding HRAs, a multicondition disease management vendor and
other programs in a comprehensive initiative to support employee health. “As a health care
company, we wanted to have a program that says we are serious and committed to the
health of our employees and their famities,” says Teri Pazos, senior benefits manager. “This
is really a very strong concern of our CEQ.”

» Humana Inc. initiated MOCHA (More Options and Choices for Humana Associates) in 2000
to develop and evaluate consumer-choice health plans and related products. “As associates
became more informed health care consumers, we expanded our weliness programs to
reinforce the connection between lifestyle behaviors and health,” reports Elona DeGooyer,
consultant, human resources, Toward that end, Humana developed internal programs and
external partnerships to reach its goals to encompass multiple dimensions of weliness,
encourage participation and goal attainment with incentives, and pilot innovative programs
the company can introduce into the marketplace. “We use a muitilayered approach to well-
ness program design to provide a variety of services and resources that address the broad
definition of wellness,” DeGooyer writes. “We incorporate traditional benefit programs and
components from our consumer-choice medical plans and use site-specific opportunities to
create a unique and comprehensive program.”

» Texas Instruments (Live Healthy), Corning (Total Health), IBM (Healthy Living Rebates)
and Verizon Communications (HealthZone) are among the other Business Roundtable
member companies that have brought some or all of their health-related initiatives together
under one brand.

Jusiness Roundrable
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Communications

“Once you start communicating, you can’t stop.”
—Tom Coogan, director of employee benefits, Case New Holland Inc.

As health plans and wellness programs become integrated, complex and proactive, companies
are assigning communications a more strategic role. In many programs, including Texas
instruments” Live Healthy initiative and Corning’s Total Health, communications has an identi-
fied seat at the table. "Our corporate communications department is key to what we do,”
declares Linda Moon, manager of wellness and health management at Texas Instruments. “We
try to involve them from the front end, to help us start thinking through how things will be
perceived, what we want to be careful about, what we want to emphasize. It's their specialty —
why not utilize it?”

COMMUNICATING ABOUT CONSUMER-DRIVEN HEALTH PLANS

“This is the first wave of getting associates to understand healti care and be
more accountable for how they use the consumer-driven health plan program.
To do that, we reaily felt we needed to educate our associates around wellness
and help them understand more about their own heaith and well-being.
Everything the teom looked at directed us to o decision to redesign our
communications initiative around weflness.”

—Frank LaPlaca, director, benefits, Office Depot, Inc.

Severat Business Roundtable member companies have developed communications strategies
based on health care consumerism to support the roliout of their COHPs.

» Northwestem Mutual credits the company’s high COHP participation levels at least in
part to its incentive-based communications strategy. When the company introduced its
consumer-driven plan three years ago, “We decided that brown bag presentations and
infrequent screenings were not enough, 50 we revamped our program to include four- to
12-week campaligns and focused on nutrition and exercise,” reports Jessie Schwade, health
services consultant. Among the popular activities: a consumerism scavenger hunt, which
had employees scurrying to look up information on existing company programs, such as the
fitness center, a self-care guide and a health clinic.

American Electric Power Company, Inc., also credits communications for the favorable

employee response when the company introduced a COHP option in 2006. “We believe the
rollout was a success as the result of an extensive communications campaign that included
more than 400 face-to-face meetings,” writes Karen Jenkins, senior human resources
associate.

» Office Depot has launched a three-year communications strategy, including a Web site,
12-month health calendar, seif-care manual, and other integrated programs and tools, to
support the company’s changing benefit platform, including a new CDHP/HSA. “As in any

Jusiness Roundtable
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associates are looking at this pretty much as bi rance, a benefit that

they are "entitled” to. We are trying to change that outlook to one of awareness and under-

standing of how to use this product,” says Frank LaPlaca, director of benefits,

tions tools and programs with thelr CDHPs. Others, Including ArvinMeritos, Ine, currently are

designing consumer-based communications strategies to support planned COHP mfiouts.

iness
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COMMUNICATING ABOUT A HEALTH-FOCUSED CULTURE

Business Roundtable member companies also use communications strategies to increase
participation and engagement in health and wellness initiatives, Following are a few of their
noteworthy ideas.

» Humana uses its benefits enrollment period to reinforce the wellness strategy that is com-~
municated throughout the year to associates, reports Deborah Triplett, director of associate
benefit programs, human resources. “Just prior to benefits enroliment, we train approximately
200 associates {all levels) to serve as MOCHA Mentors — helping peers locate resources and
resolve issues and be program champions,” she writes. “For the past two years, we have pro-
vided wellness program information to this group in addition to the human resources con-
sultants and benefits specialists. This year we also produced a special consumerism weliness
message from [healthful living advocate] Dr. Michael Roizen at our MOCHA to Market
meetings and developed a podcast to explain key aspects of the wellness program.”

Humana’s associates also can participate in pilots of new wellness products developed by
the company before those products are offered to consumers.

Texas Instruments brands every item having to do with health with its Live Healthy logo.
Bottled water available at the company also sports the Live Healthy logo plus rotating well-
ness program messaging.

Eastman Chemical Company uses a aumber of creative tactics to deliver health messages to
employees, including Bathroom Briefs — flyers posted on the insides of restroom stalls. New

-

flyers are posted every two weeks.

CSX Corporation is using strategic communications to lay a strong foundation for its new
integrated wellness program. “Direct, person-to-person communication is vital,” reports Ken

Glover, director, health and ergonomics. “Division wellness coordinators meet with manage-

ment and union employees on a regular basis.”

» General Motors Corporation’s Life Steps Wellness Program uses lifestyle-based approaches
to communicate awareness and educate its diverse employee populations, writes David
Siegel, M.D., M.P.H,, assistant director, health care operations and programs. Each program
topic provides information, skill building and group support and tracks individual employees’
health behaviors and outcomes.

For example, a deer hunting module featured an expert hunter who shared information on
deer density trends and information about the Bovine T8 virus while health educators shared
nutritious venison recipes, walking program how-tos, proper lifting techniques to load the
deer onto a truck, and warning signs of a heart attack. Golf conditioning focused on core
stretches and exercises to generate power and performance, along with healthfuf food

choices for a golf outing and relaxation techniques to improve performance.
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Employee participation in health and wellness programs is an essential companent of a company’s
culture of wellness and contributes to the success of its health programs and interventions.
Business Roundtable member companies have devised numerous strategies to reach out to their
employee populations, provide them with appropriate wellness opportunities, encourage their
participation and, in the process, allow them to embed their own philosophies of wellness within

the corporate cufture.

INCENTIVES

Incentives have been recognized for some years as an effective strategy to increase participation
in health and weliness assessments and activities, Of the survey respondents, 69 percent indicated
that they use some kind of program incentives, such as money rewards; logo athleticwear,
pedometers or other gear; public recognition; or other positive feedback measures. Benefit
designs, including CDRPs that tie financial consequences to health care choices, behaviors or
outcomes, are another typical form of positive — or in some cases, negative — incentives.

Several Business Roundtable member companies have taken the lead in exploring new incen-
tives, applying incentives in new ways, or effectively integrating their incentive programs with
the company’s mission or philosophy. Following are some examples.

» Northwestern Mutual gave employees an incentive to get to know their new self-care
manuals by randomly hiding $50 gift certificates in some books before distributing them to
employees.

IBM built on its successful smoking cessation rebate with its Healthy Living Rebate program.
Today, the program also includes a Physical Activity Rebate to reward participation in a

-

personalized program through the company’s Virtual Fitness Center, and a Preventive Care
Rebate to reward employees who take steps to identify their preventive care needs and per-
sonal health risks through completion of online personal health records and other activities.

» Humana's HealthMiles program from Virgin Life Care makes it simple for associates to earn
gift cards for being active, tracking results and reaching goals. Steps recorded on a pedome-
ter are automatically downloaded via USB port, and biometric data are captured at a health
kiosk. Fase of use has resulted in increased participation, higher activity levels and body
mass index (BMI) reduction, reports Elona DeGooyer, consuitant, human resources.

In addition, Humana's MOCHA Weliness Account rewards participation in a range of non-
fitness programs, including clinical and lifestyle change programs, ergonomics, wellness
Webcasts and healthy behavior campaigns. “Weliness awareness and participation have
increased significantly since the introduction of the program a year ago,” writes DeGooyer.

-

Aetna’s Healthy Lifestyles incentive program encourages employees to access preventive
care, complete their HRAs, join Weight Watchers, participate in and keep track of physical
fitness activities, and participate in appropriate disease management programs.
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s Caterpillar Inc

s a differentiated pr

ing strategy to encourage employees to make
healthy food choices in company cafeterias. Lunch for Less offerings tempt employees with
sutritious, lower-cost favorites, such as a chicken breast sandwich for $1.98 or a four-
vegetable selection for less than a dollar. “Employees can still get a double cheeseburger,
but they'll pay more,” says Michae! L. Taylor, M.D, Caterpillar's medical director for health
promation.

»  Owens Corning Inc. added a tobacco-free discount program in 2005, Employees qualify for
a $40-per-month discount on their health plan premiums if they pledge to be tobacco-free
for the entire year or, If they use tobacco, attempt to guit and become part of a smaoking
cessation program.
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Although wellness and health promotion initiatives are voluntary at most companies, some
benefit designs call for mandatory participation. For example, the Preferred Provider Option at
Office Depot requires an HRA for all enrollees.

Western & Southern Financial Group is using premium surcharges and weliness programs to
encourage associates to change unhealthy lifestyles. !ts self-funded health plan includes a
health premium surcharge for associates who have used tobacco during the preceding 12
months and a tiered scale of surcharges for associates whose BM} exceeds 27. The company’s
plan offers atfowances for smoking cessation programs and medical treatments for obesity, and
it provides an on-site weight management program that includes counseling, healthy nutrition
and exercise. Associates who lower their BMI or discontinue tobacco use are efigible for rebates
of the surcharges.

Currently one-third of Western & Southern employees are paying the tobacco surcharge, and
about 40 percent pay a weight surcharge.

AVAILABILITY AND ACCESSIBILITY
“Our observations and survey data tefl us that many employees felt too busy
to set aside time to attend to their health needs — particularly for wellness
services that are often seen as elective. So we've been making conscious
efforts to bring these services to our employees.”

~-Jeanette Fuente, vice president, wellness, Merrill Lynch & Company, Inc.

Business Roundtable member companies make the logical connection between how many
employees participate in weliness activities and how easy it is for employees to use the services.

Of the companies that responded to the 2006-07 Weliness Survey, 73 percent have an on-site
fitness center in at least one location, 57 percent have an on-site employee health clinic, 97
percent offer on-site flu shots, 81 percent offer brown bag lunches or other on-site education,
and 91 percent offer a health fair or on-site screenings. Almost half of Business Roundtable
members that responded to the survey offer wellness activities at every worksite.

Companies that do not have wellness facilities at every site use a variety of strategies to reach
distant employees, including subsidizing the cost of membership in a local health facility (27
percent) or paying all or part of the cost of local weight management, smoking cessation or

other wellness programs (36 percent).

Member companies also take care to reach their covered populations, including families of
employees and retirees. Of the survey respondents, 39 percent say they extend weliness
services to employees’ families, 68 percent to part-time employees and 41 percent to retirees.

For many Business Roundtable member companies, on-site health and wellness services are
deeply embedded in the corporate culture. For example, Texas Instruments opened its first
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Texins fitness center in the 1960s and naw runs state-of-the art centers, open to employees
and their families, in three of the company’s major locations. “The centers stemmed from our
employees wanting a convenient outlet to five a healthy lifestyle,” reports Linda Moon, the
company’s manager of wellness and health management. “Many of our company’s leaders are
members of the fitness centers, working out there and setting that example.”

Corporate teaders alsa regularly work out at Principal Financial Group’s seven advanced fitness
centers, two at corporate headquarters in Des Moines and five at other company sites.
Principal’s centers are the focus of the companywide fitness program, which includes screening,
coaching, goal setting and other activities. “We started 20 years ago with one person to run the
first fitniess center — now we have nine people whose sole responsibility is wellness,” reports

Bridget Schulz, assistant director, benefits.

On-site fitness also is an integral part of the corporate culture at The Boeing Company, where
fitness centers at 34 locations receive more than 1 million employee visits annually.

Schering-Plough provides on-site medical facilities at its major sites. In addition to performing
evaluations for return to work and other occupational services, the standalone facilities provide
urgent care to employees along with a comprehensive menu of physical examinations and
screenings. “Services are free and convenient for employees,” says Teri Pazos, senior benefits
manager. An on-site pharmacy at the company’s Kenilworth, NJ, facility, operated by the
company’s health plan vendor, fills prescriptions for employees, Schering-Plough prescription
products are available through the medical plan with no copayment.

Business Roundtable member companies report using various approaches to offering weliness
activities at their plants, including full professional staffs; partnerships with local vendors;
volunteer wellness committees; and offering discount memberships in local gyms, smoking

cessation programs or weight management groups.

Integrated health and wellness programs at many companies include unified organizational
structures for setting goals, managing programs and working together throughout the corpora-
tion. Other companies with health or wellness programs at diverse sites have various strategies
for maintaining communications and bringing their efforts together. Following are some
examples,

» DuPont’s Global Health Team, consisting of the company’s regional medical directors and
competency leaders in areas such as EAP, prevention and wellness, and occupational medi-
cine, meets regularly to set policies, share ideas and develop tools.

» FedEx Corporation has a Health Task Force with directors responsible for health programs
or benefits from the corporation’s separate operating units, such as FedEx Express, FedEx
Ground and FedEx Kinkos. “Our goal is to develop an overarching health care strategy
without changing the benefit structures of the individual companies,” reports Beth Casteel,
managing director of employee benefits, heaith and communications at FedEx Express.

Doing Well through Weliness — 20062007 Survey of Weliness Pragrams at Susiness Roundtable Member Companies
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“Companies also learn from each other and adopt practices from others that make sense for

thelr own populatio

5.

Navistar infernational Corporation is among the Business Roundtable member companies

that bring their local volunteer weliness leaders together for an annual Wellness Summit. "At
|

se,” reparts Dawn Weddle, wellness manager. “It keeps everyone energized and
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TECHNOLOGY

Business Roundtable member companies with multiple sites increasingly look to technology to

bring wellness to their distant employees.

“Because our population is so diverse geographically, most programs are avatlable virtually {via
either Web or phone) or at facilities in close proximity to McGraw-Hill locations,” writes Danielle
Shanes, director of benefits planning and design at The McGraw-Hill Companies. “For exam-
ple, we offer discount gym memberships to more than 1,500 fitness clubs nationwide but spon-
sor very few health facilities. When we conduct educational sessions, the venue is Web and

telephone based so that the maximum number of employees can participate.”

Dow’s local health professionals and “health contacts” serve as a network of liaisons and pri-
mary health promoters to each work location, says Catherine Baase, M.D., global director,
health services. in addition, the company uses a variety of technologies to communicate with its
dispersed workforce, including video commercials on internal TVs or computers, (Ds for use by
salespeople while driving, an interactive feedback tool on the company’s global Web site, and
informal highlights by leaders on company broadcasts.

Sun Microsystems and 1BM are two Business Roundtable member companies that use cus-
tomized virtual fitness centers to motivate and track employees” progress toward fitness goals.
tn addition, several companies use Webinars to deliver wellness programming to their far-flung

workforces.

Doing Well through Wellness — 2006-2007 Survey of Weliness Programs at Business Roundtable Membar Companies
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ReEACHING DIVERSE POPULATIONS

Throughout the United States and around the world, Business Roundtable member companies
have adopted other strategies to make wellness programs available and accessible to their var-
ied employee populations. For example:

Shift Workers: At General Motors, the UAW-GM LifeSteps program has developed organiza-
tional, educational and psychological strategies and best practices to deliver a weliness program
in @ manufacturing environment, according to David Siegel, M.D., M.PH., assistant director of
health care operations and programs. Among the strategies: identifying ideal times for health
screenings in a multishift population, strict confidentiality of records, company union and
community support, programs tailored to different shift audiences, employee participation as
program leaders, and a final reminder that “the program must be fun”

Global Workforce: “MetLife is using its domestic seasonal flu campaign as a vehicle to gain
competency in the global arena and as a pilot for a corporatewide intervention should there be
a pandemic,” writes James Corry, Ph.D., wellness director. “Many employees of Metlife’s newly
acquired Travelers Life and Annuity unit are located in parts of the world where we have con-
cerns about avian flu,” he adds. “We're doing a good job of flu education in the United States,
so we want to apply that model to meet the needs of our employees and our clients in other
parts of the world.”

Similarly, DuPont’s Global Health Team has developed standardized protocols for 19 different
occupational health processes for its plants throughout the world, covering such issues as
determining fitness for duty, modified work programming and health surveillance for hazardous
agents, says Sol Sax, M.D., chief medical director. Protocols include clear process maps,
methods and procedures, and they take into account cultural differences and sensitivities, says
Sax. implementation plans currently are being created by a global team of subject matter
experts, he reports.

Dow translates its annual global physical activity program into 10 languages for implementation
in more than 30 countries, says Catherine Baase, M.D., global director, health services.

Aging Population: “As an insurance company, MetLife looks ahead to anticipate demographic
trends and emerging risk areas. One obvious demographic chaltenge we see is an aging work-
force that is getting ready to retire, and this Is certainly true in our company,” notes James
Corry, Ph.D. The company has adopted multiple strategies to keep its older workers healthy and
engaged until the age of normal retirement and even longer. 1t also has invested millions of
dollars in research on aging issues, particularly Alzheimer’s disease, through the company's
foundation.

At SAS Institute Inc., “our programs have changed in many ways over the past five years as
the age of our employee population continues to rise,” observes Jack Poll, director, recreation
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and employee services. SAS has modified many of its fitness programs to accommodate the
needs of aging warkers and their families, including adding water-based activities to sports and

fitness offerings.

Case New Holland's COHP benefits include an option specifically designed for peaple close to
retirement, according to Tom Coogan, director of employee benefits. The plan directs unused
employer-funded dollars into workers” HRAs.

Corporate Change: Duke Energy, DuPont, MetLife and FedEx Corporation are among the
Business Roundtable member companies that are making efforts to integrate their health and
wellness cultures with those of recently acquired companies.

Corporate Leadership and Accountability

“Advancing the health of our employees is one of the most important things
we need to do for our people as well as for the good of our organization. So
it is reasonable that our bonuses should be tied to our success in moking that
happen.”

—Catherine Baase, M.D., global director, health services, Dow

Business Roundtable member companies have long understood that their leaders play a critical
role in establishing a culture of weliness, and many maintain strategies to engage top manage-
ment on an ongoeing basis. For example:

» Navistars Executive Wellness Council regularly brings together the company’s 10 top corpo-
rate leaders, including the CEQ, the chief financial officer, presidents of its four business
units and executive vice presidents, to set the strategy and provide visionary ieadership for
its program. Council members are quoted in the employee wellness newsletter, present fit-
ness awards at company ceremonies and challenge employees to beat their performance in
company-sponsored fitness challenges. “We are fortunate to have executives who truly
believe in the business case for health and wellness, and we want our employees to know
that,” says Dawn Weddle, wellness manager.

» Principal Financial Group's chairman and CEQ, Barry Griswell, set a companywide example
of healthy choices when he made a public commitment to ose pounds. "We made a big
event of it,” recalls Bridget Schulz, assistant director, benefits, “Wellness isn't a hard sell at
Principal — it's a top-down belief”

¥ Employee support for the disease management program at Xerox Corporation got a strong
boost when Roger LaDue, the president of UNITE HERE! Local 14A, spoke publicly about
how the program had improved his life. “The union sent a personal letter to every union
member and Roger did a Webinar telling how the program had helped him and his wife lose
weight and lead healthier lives,” recalls Lawrence Becker, director of benefits and human
resources policy at Xerox. “His message was extremely effective because it came from the
heart — from the person our employees had chosen to be president of their union.”

Business Roy
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Top executives at many Business Roundtable member companies also are visible on national
and local platforms on behalf of public policies that support employee health and wellness,

including serving on the Roundtable’s own Health and Retirement Task Force.

Several Business Roundtable member companies have adopted strategies for reinforcing
accountability for health improvement initiatives, as well as tools to measure the results of

those efforts. For example:

»

-

Doing Well through Wellness — 2006-2007 Survey of Wellness Programs at Business Round

Corning combines and distills data from its integrated programs into companywide and
plant-tevel dashboards that show performance at a glance on measures such as HRA partici-
pation, aggregate risk levels, use of preventive services and productivity data. Plant-level
24/7 Wellness Teams will use the dashboards to evaluate local programs and see how thelr
plants measure up to companywide performance,

Union Pacific’s Health Index measures the progress of local management in achieving action
plans drawn up by its work units to achieve health improvement goals, reports Mascy Zauha,
director, health and safety. The Health Index includes mandatory measures — such as rate of
participation in the company’s HRA, behavior medification programs and educational pro-
grams — as well as extra-credit measures, such as community outreach, Local units earn
points cumulatively throughout the year, with interim resuits tabbed on scorecards that are
discussed in monthly safety calls with the company’s regional vice presidents.

fe Member Companies
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Using the Company’s Unique Resources to Advance Health Goals

Many Business Roundtable member companies tap into their products, promotional capabilities
and other resources to educate and motivate their employees toward more healthful lifestyles.
Following are a few of their popular initiatives.

McGraw-Hill offers a robust calendar of employee Lunch and Learns — 90-minute sessions
that many times feature the company’s authors, who speak and answer questions on topics
related to health and other work-life matters, reports Danielle Shanes, director, benefits plan-
ning and design. Recent sessions include Dr. Edward Abramson’s Body Intefligence, Perry
Christenson’s Fomily 360 and Robert Brooks™ Raising Resilient Children. Employees participate
via Web conference, with the audio delivered over the phone and the presentation on their
computers, Sessions also are recorded and accessible to employees for six to 12 months on the
company intranet. Employees who participate in the sessions given by company authors receive

free books.

“As a diverse health care company, Abbott Laboratories has many products and resources that
support healthy living activities,” writes Roberta Finkler, manager, wellness. Among these are
diabetic supplies and nutritional products that support disease management programs. Abbott
now covers these company-made supplies at 100 percent, as well as other Abbott drugs, says
Finkler.

Office Depot’s employee health initiatives get great promotional mileage from the company’s
national sponsorship of NASCAR driver Carl Edwards and his racing team, reports Daisy
Vanderlinde, executive vice president of human resources. Edwards, who is well known around
the circuit for his personal commitment to physical activity and other healthy lifestyle choices,
signed a statement encouraging healthy lifestyles in the recent annual enroliment newsletter
sent to all Office Depot employees.

Edwards™ letter read, in part, “The importance of heaith and wellness can’t be overstated, par-
ticularly in our nation today where we are facing a crisis in terms of individual health and in the
health care industry. As someone who is personally a strong advocate of health and weliness, |
want to convey that message to you as well. .., We all operate in the same high-pressure, fast-
paced world, whether we spend our days behind a desk, at a cash register, assisting customers
in a retail store, or behind the wheel of the No. 99 Office Depot Ford Fusion. Live your life in 3
way that helps you be hoth physically and emotionally healthy. Why? It’s your health.”

To support its healthy nutrition efforts, Alcoa Inc. created the Healthy Living Cook Book, with
submissions from employees, writes Melissa Miller, manager, relocation and work life benefits.
The cookbook was given free to all employees attending a company heatth fair.

Doing Well through Wellness — 2006-2007 Survey of Weliness Pragrams at Business Roundtab
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Strategy: Target Interventions to Employee Needs

“Today, we are more focused on identifying and lowering health risks. In the
post, our progroms were geared toward the entire population. While we stifl
have programs for everyone, we are more focused on moving individuals to
lower risk levels.”

—Keith Winick, wellness coordinator, Prudential Financial

As companies expand and integrate their programs and build them into their corporate culture,
they also are becoming more strategic about how they use wellness to support the health of
their employees. Although some companies have always made efforts to involve the workers
who could benefit most from their programs, it was not uncommon for programs to appear to
be “preaching to the choir” — filling their fitness centers with the already fit, Programs typically
promoted broad goals such as physical activity, healthier eating and stress reduction.

Today, Business Roundtable member companies are skeptical about the one-size-fits-all
approach. Serving workforces that are among the world’s largest and most diverse, they draw
on aggregated claims data, HRAs and other advanced tools to identify risks or conditions that
are prevalent within their employee populations, such as tobacco use or diabetes, and/or those
risks and conditions that account for the highest medical benefit costs.

Companies also have become skilled at customizing their interventions for individual employees
— timing offers of help to quit smoking, for example, based on an employee’s readiness to
change, then providing telephone counseling and other personalized support to employees who
have made the commitment. Personal self-care and health improvement services, such as nurse
lines, health coaching, and telephone and online support for tobacco cessation and other
behavior change programs, also are popular options within Business Roundtable members’

programs.

As a result, companies believe their programs are becoming more effective at keeping workers
healthy and productive while showing more measurable results in containing costs for the
popudation’s most expensive conditions. Following is a summary of the approaches and tools
that Business Roundtable members are using to target their wellness programs.

Health Assessments and Screenings

Online or written HRAs have become a popular tool for companies — and their employees —
to identify conditions that have the potential to become problems and provide targeted inter-
ventions. Of the member companies that responded to the Wellness Survey, 80 percent offer
some kind of health assessment.

wrvey of Wellness Programs at Business Roundtable Member Companies
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Many Business Roundtable members use instruments provided by their health plan or ancther
vendor, in some instances branding them with the company logo or otherwise customizing the
assessment for their own use. Other companies have developed their own assessment or other
screening tools from scratch,

Employers typically make their HRAs available through the company’s wellness Web site,
although some companies offer them at their health fairs, Most HRAs cover the employee’s
medical history, current physical condition and lifestyle choices, such as frequency and duration
of physical activity.

Many Business Roundtable members similarly use biometric screenings, such as blood pressure,
heart rate or other data, performed either separately or in conjunction with HRAs. Roundtable
companies also encourage the use of other preventive screenings, such as mammograms to
detect breast cancer and PSA tests for prostate cancer, through strategies that include
providing first-dollar caverage in their benefit plans or making the screenings avaifable on-site.

Companies use the results of their assessments and screenings to classify employee risks and
target interventions, A common strategy is to place employees in high-, medium- or low-risk
groups and offer help in moving from a higher- to a lower-risk category.

Based on resuits, companies also may offer employees with identified risks the opportunity to
joint a disease management program or receive lifestyle change support such as tobacco cessa-
tion or weight management coaching. Companies that conduct assessments or screenings in
person may offer help on the spot, using the results as a teachable moment to drive behavior
change. Several companies report making dramatic, life-saving interventions when assessments
or screenings revealed imminently dangerous conditions, such as extremely high blood pressure
or the possible presence of a tumor.

Most HRAs are voluntary, although companies typically offer a cash reward, medical plan pre-
mium discount or other kind of incentive for completing the assessment. Several companies use
the assessment as the portal for enroliment in the wellness program itself. HRAs also are
mandatory in some health benefit plans. Participation rises as employees become familiar and
comfortable with the tools. Several Business Roundtable companies with well-established
programs say that participation rates in their HRAs and screenings consistently top 80 percent.

Companies are aware of employee concern about the privacy of their personal information and
are prepared to respond when questions arise. For example, Jessica Muhlenberg, Applera
Corporation’s manager of benefits, reports that the privacy issue was at least part of the rea-
son for low participation when the company first offered its HRA in late 2005. “Our employees
are very concerned about disclosing personal information,” she writes. *We focused on the
confidentiality of their HRA resuits this year, and participation jumped.”

Susiness Roundtable
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Following are some of the ways that members of Business Roundtable are using assessments
and screenings to support the health of their employees.

» General Mills” in-house health services staff developed the General Mills Health Number
Screening tool, a personalized, “live” version of an HRA, writes Karen Seal Grafe, manager,
health and wellness communications. At on-site health fairs, employees answer guestions on
10 lifestyle factors, including physical activity, tobacco use, nutrition, seat belt use, alcohol
use and stress. Company health professionals then measure employees’ blood pressure, cho-
lesterol, BMI and fasting blood sugar and give employees their health numbers on the spot,
Those whose numbers indicate risks receive referrals to information, personal health coach-
ing, local clinics or other resources.

» At CIGNA's Healthy Life Expo, employees complete biometric screenings, engage in discus-
sions with the company’s resource representatives and put together an action plan for
personal health, reports Mary Bianchi, director, work/life programs. CIGNA stages the expo
at more than 10 company locations.

» W.W. Grainger, Inc., offers ergonomic evaluations, including carpal tunnel screenings, by
company health center nurses as part of its extensive program of on-site screenings.

¥ Principal Financial Group provides on-site screenings for blood pressure, blood sugar and
cholesteral at all locations with 20 or more employees. Employees at smaller sites receive
screenings in their physicians” offices and are fully reimbursed. All employees fill out HRAs
and set goals online.

Int addition to — or in conjunction with — their other assessment and screening strategies,
some companies have invested in predictive modeling software tools to target and respond to

employee health risks.
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Online Strategies

“Qur Web portal is an opportunity to look beyond sick care. It has trackers
and modules that allow you to proactively take better care of yourself, not just
in @ crisis.”

—Pascale Thomas, director, benefits, Verizon

Over the past decade, the computer has evolved from a passive communications tool for deliv-
ering wellness messages and benefits enroliment materials to the active center of a company’s

integrated health strategy.

Of the Business Roundtable member companies that responded to the survey, about three-
fourths say that they use the Web to provide wellness services to their employees. Most of
these companies have branded health or wellness home pages on their corporate intranets that
serve as portals to all of their internal programs, with links to vendors and other resources.
Some companies have built their own sites, while others have partnered with WebMD or other

vendors to design customized sites.

Within that broad reach, online resources also provide virtually limitless options for targeting
wellness interventions to employees — from assessing risk, to customizing and delivering pro-
grams to targeted employees, to motivating, facilitating and tracking participation. Following is
a summary of some of the ways Business Roundtable companies are using virtual resources to

customize and focus their programs.

BRANDING AND SUPPORTING A NEW PROGRAM

» Verizon partnered with WebMD to create a customized, cobranded portal, Verizon Health
Zone. The portal was launched in May 2006 in tandem with a health improvement program
for management employees that provides seamless and coordinated access to the company’s
health-related benefits and services, including integrated data from key health care vendors.
“Prior to this, we had several points of entry for health information and myriad programs
that were not coordinated,” writes Audrietta izlar, manager, benefits. “These programs did
not allow for clear messaging or effectiveness measurement against our health claims

experience.”

Office Depot's three-year communications strategy to launch its new COHP benefits
platform also has a Web site as its centerpiece. in its first year, the site will focus on health,
bringing together all the company’s wellness initiatives, health benefits enrollment informa-
tion and tools, plus interactive features and links to engage employees and keep them
coming back, says Frank LaPlaca, director, benefits. Next year, LaPlaca plans to add a
“wealth” component, with information on company-sponsored retirement accounts, stock
programs and related benefits. “Eventually the Web site will be an access point to total com-
pensation and benefit information,” says taPlaca.

Doing Well through Weliness — 2006-2007 Su
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ESTARLISHING A LOCAL PRESENCE FOR CORPORATE PROGRAMS

Business Roundtable members use the Web to support and connect with their wellness

programs at distant sites. For example:

¥

Navistar's wellness effort includes teams of local volunteers who help implement programs

at the pl ieaders. More than half the teams

ant fevel, with guidance from corporate wellne
have their own Web sites, reports Dawn Weddle, wellness manager.

Merrill Lynch connects wellness champions at the company’s small local worl

ksites with the

Web sites of national vendors and pariners, such as the American Heart Associ

helps our people jden

ity people they can work with locally 1o set up their own on-site

programs,” explains Jeannette Fuente, vice president, wellnass.
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PROVIDING EMPLOYEES WITH PERSONAL HEALTH MANAGEMENT ToOLS

Several members of Business Roundtable, including Verizon and IBM, offer Web-based
Personal Health Records {PHRs) that employees can use to enter their family medical histories,
allergies, current medications and other information that affects their health.

Verizon is populating its PHR tool with claims data from selected health plans and the prescrip-
tion drug administrator, retroactively from 2004. “This gives employees a greater opportunity to
control their own health care because it provides a lot of information that normally doesn’t

exist in one secure place,” explains Pascale Thomas, director, benefits.

For example, the program helps employees prepare for a doctor visit by drawing on their data
to generate questions to ask during the visit. The program also can alert employees if there is
an industry update about their medication. “This is a smart tool. The more you use it, the more
it knows you and can help you,” adds Thomas.
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Disease Management Programs

“Our surveys tell us that employee satisfoction with our disease manogement
programs is high. Once people get into the programs, they can really see a
difference.”

—tLawrence Becker, director, benefits and human resources policy, Xerox

Disease management programs are an increasingly popular strategy to reduce the prevalence
and complications of chronic or complex conditions such as asthma, diabetes and coronary
heart disease, contributing to improved quality of life while reducing the high costs associated
with these conditions.

Program designs vary, but most incorporate personal coaching and education, based on best
practice treatment guidelines for the disease. Employees who are identified as having the con-
dition or as being at risk are encouraged to receive timely and appropriate medical treatment,
comply with prescribed treatments, and make lifestyle changes that may reduce the severity of
the conditions or help prevent complications.

Of the Business Roundtable member companies that responded to the survey, 82 percent say
they offer a disease management program or self-care tool. Disease management programs typ-
ically are offered as part of the benefits package by health plan providers or as carveout pro-
grams from other vendors. Although diabetes management is the program most frequently
mentioned in the survey, some companies have begun covering many other conditions, includ-
ing chronic pain, cancer and lower-back pain,

v Abbott’s Custom Care Coordination program is a coordinated treatment approach for chronic
conditions such as coronary heart disease, cancer and lower-back pain. Offered through
Abbott’s health plan vendors, “the program can improve quality of life by preventing flare-
ups and complications and minimizing symptoms through oversight of all treatments,” writes
Roberta Finkler, manager, wellness.

Custom Care Coordination services can include supportive care, education, helping patients
find community resources or helping mermbers better understand their treatment plans, adds
Finkler. “As the team of nurses interacts with Abbott members, they assess the whole situa-
tion and connect members to the appropriate Abbott resources and programs like employee
assistance programs [EAPs]. This type of integration is not usually seen with disease man-
agement programs offered.”

+  Caterpillar worked with a local provider to create its own programs to manage diabetes and
coronary heart disease. “We wanted a program that focused on conditions that were prob-
lems in our own populations and that evidence showed could be prevented by making
lifestyle modifications and other strategies,” says Michael L. Taylor, M.D., medical director for
health promotion.

Doing Well through Wellness — 2006-2007 Survey of Weliness Programs at Business Roundtable Member Companies
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Taylor and the local hospital crafted their own program, which draws on a multidisciplinary
team that includes a nurse, dieticians, a social worker and a health educator with an exercise
physiology background. The program is telephone based to serve the company’s workforce
in plants across the United States. Taylor tracks the program’s performance on process
measures such as use of screenings and clinical outcomes.

» FedEx Express integrates data from disease management and other vendors to track results
and design improvements to its programs. Based on data showing that few participants in
the diabetes management program were receiving dilated eye exams to detect a common
but preventable complication of the condition, the company created an incentive that sub-
stantially increased use of the screening (see sidebar, page 16).

Many companies include disease management strategies in their integrated health and wellness
programs. For example, Corning identifies chronic disease management on the company’s
Health Care Continuum. ExxonMobil Corporation, Schering-Plough, Owens Corning and
Pactiv Corporation are among the companies that report that they have recently added or plan
to add disease management componenits to their wellness programs.

Although participation in disease management programs usually is voluntary, some comparnies
offer incentives for participating. For example, along with a $200 medical premium reduction
for taking an HRA, McKesson Corporation offers additional incentive dollars to employees who
complete a health improvement or disease management program.

Jusiness Roundiable
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Support for Healthier Lifestyles

“We look upon food service as a health promation opportunity, not g dining
experience.”
—Michael L. Taylor, M.D., medical director for health promotion, Caterpiflar

For many companies, programs aimed at lifestyle improvements, such as increasing physical
activity, managing weight, quitting smoking or reducing stress, have been traditional points of
entry into wellness, and they remain among the most popular offerings. Of the Business
Roundtable companies that responded to the Wellness Survey, 85 percent offer a weight man-
agement program, 74 percent offer a smoking cessation program, 73 percent offer an on-site
warkout facility, 66 percent offer organized wellness activities that promote physical exercise,
and 47 percent provide on-site massages or another stress-reduction program.

As companies become more sophisticated about tracking the costs associated with these
lifestyle-retated conditions as well as the effectiveness of interventions, they also are increas-
ingly creative in how they design their programs — using HRAs, predictive modeling and other
tools to identify high-risk populations; using incentives, readiness to change and personal goal-
setting strategies to encourage participation; providing personal coaching, tracking and other
approaches to customize interventions and feedback; and closely integrating their programs
with the corporate culture. Following is a sampling of ways that Business Roundtable members
have added their signatures to healthier lifestyle programs.

» In Navistar's companywide challenge, Trucking Across North America, employee teams from
26 company sites use a Web-based tracking tool to track their physical activity for 13 weeks.
Employees use a pedometer to add up miles walked or run to a virtual destination. They get
credit for all forms of physical activity from gardening to running, and receive bonus miles
for other beneficial activities like community service or getting a flu shat, according to Dawn
Weddle, wellness manager. Plenty of incentives and rewards keep the competition interest-
ing; the winning team also keeps a traveling trophy for the year along with a letter of
congratulations from the CEO.

» Sprint Nextel turned its weight management initiative into a highly successful team-
building event, reports Collier Case, director, health and productivity. Approximately 3,200
employees signed up for a 10-week program that combined friendly competition, weight-
toss goals and physical activity. Employees assembled four-person teams, registered online
and tracked their workouts. Most teams also had weekly weigh-ins, reports Case.

Every employee who participated received a sports bottle, and teams that met their goals
were eligible for eight cash drawings of up to $100 for each team member. “People appreci-
ated the opportunity to do something different,” says Case. “They had just been through a
merger, and this changed their focus a little bit, giving us a good reason to get out and take

a walk, feel healthier and jose some weight.”
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» Caterpillar formed a partnership with its food service vendor to provide healthier choices in
its employee cafeterias and vending machines. “Up to this point, their job was managing the
dollars and cents and the quality. Now, they are part of our change model, and their job is
to provide healthier alternatives,” says Michael L. Taylor, M.D., medical director for health
promotion. Caterpillar also made corporate food service a division of its integrated Healthy

Balance program.

Company cafeterias now offer nutritious Lunch for Less entrees at lower prices and supported
by signage. The vendor also provides nutrition labeling and uses more healthful ingredients.
“We did this before it became popular” reports Taylor. “We told our vendor this would
become a competitive advantage for them and it has — now they are replicating it with
other companies.”

Boeing's telephonic tobacco cessation program uses Web integration and special program-
ming to help employees control their weight while they attempt to quit smoking, reports

-

Michael Brennan, weilness programs manager. “Our program serves alt employees at all sites
globally, and we continue to attract at least 2,000 new registrants annually,” he writes.
Boeing also pays one-third of the cost of employees” participation in a pilot Weight
Watchers enhanced-for-business program. “So far, the resuits have been impressive,” writes

Brennan.

SAS provides an extensive on-site services program that saves employees and their families
time and money on necessary daily errands and amenities, reports Jack Poll, director,
recreation and employee services, Popular offerings include a hair salon, skin care services,
massage therapy, dry cleaning, alterations, car detailing, a podiatrist and a bakery.
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Strategy: Make the Business Case for Wellness

“We don't consider it a cost because the net effect is to improve health,
reduce overall health care costs and improve productivity impacting the
bottom line.”
—Deborah Lauper, director, compensation,
integrated health and employee benefits, Corning

Wellness programs can involve a substantial investment. Of the Business Roundtable member
companies that responded to the Wellness Survey, almost 40 percent spend more than
$200,000 annually on their programs, and 20 percent spend at least $1 million.

Most companies that offer wellness programs believe that their investment pays generous
returns, both financially and in terms of valuable intangibles, such as employee health and
satisfaction. “We track the effectiveness of our program by evaluating the use of our programs
by our employees and the feedback we get for our programs,” says Jack Poll, director, recre-
ation and employee services, SAS.

When it comes to estimating an ROl in terms of dollars and cents, however, many companies
find the calculation harder to make, Although costs, such as salaries, vendor fees, facilities,
equipment, assessment tools and volunteer time equivalents, are readily known, the value of

improved health status is harder to reduce to numbers.

Jeanette Fuente, Merrill Lynch vice president of wellness, sums up the situation faced by many
wellness professionals: “Although the program recognizes that prometing health and preventing
disease save money through reduction in health claims costs, increased productivity and
reduced absenteeism, it is difficult to systematically estimate those savings because of the com-
plexity of accurately quantifying the savings from health behavior change, averting illness, early
detection of disease or saving a life.”

Still, Business Roundtable member companies are making significant efforts to track the ROl of
their wellness programs, advancing the state of the science as they make a strong case for their
programs. They include a growing number of companies that accompany launches of new or
refocused integrated health plans with initiatives to track and analyze data that help them tar-
get at-risk employee populations, deliver appropriate services, and evaluate and refine their

programs.,

Calculating Dollar Return on Investment

Business Roundtable member companies use gualitative as well as guantitative program meas-

ures to place real dollar values on their program results. Following are some of their strategies.

noanies

Doing Well through Wellness — 2006-2007 Survey of Walivess Programs at Business Roundtable K




-

181

MetLife estimates the 10-year cost savings effect of regular exercise on reducing cardiovas-
cular risk. An initial profile of 200 randomly selected fitness center members showed that 65
percent had low or no risk of cardiovascular disease, while 35 percent were in the high-risk
category, writes James Corry, Ph.D., wellness director. Over time, the proportion of partici-
pants in the low- to no-risk categories increased to 90.4 percent, while the percentage of
employees in the high-risk category dropped to less than 10 percent.

with annual medical costs estimated at $1,166 for employees in low- or no-risk groups and
$3,803 for higher-risk employees (those with three or more risk factors), MetLife estimated
a savings of $1.38 million per year by improving the risk profiles of nearly 2,100 members in
its fitness centers at the time of the study. Against annual fitness program costs of
$550,000, this resulted in an estimated ROt of 2.52 for the fitness program, reports Corry.

Corning measures RO! for programs in which the company has baseline costs and some
years of data, reports Deborah Lauper, director of compensation, integrated health and
employee benefits. “For example, our disease management program ROl is 3.7:1 over a two-
year period, measuring health care costs for the participating group and tracking year after
year.

“Each program is measured separately and not always relfated directly to cost,” adds Lauper.
“We determine if the risk factors are improving from year to year and can guantify the
estimated health care costs of various risk groups.”

Prudential tracks RO based on the use of its on-site clinics, wellness programs, flu shots
and ergonomic workstation assessments, writes Keith Winick, wellness coordinator. “Our
return on investment for 2005 was approximately $4 million.” The company will track short-
and long-term benefits costs for employees who participate in the HRA, its wellness
programs or both.

With a self-funded, self-administered health plan, Western & Southern has its entire med-
ical and prescription cost details, reports Laura Hauter, associate director, benefits depart-
ment. The company is tracking medical and prescription drug costs related to its weight,
diabetes and tobacco cessation programs and is in the process of measuring the return
based on a net decrease in health care expenses.

Navistar estimates the potential cost avoidance savings for seven key wellness programs,
including disease management, its health club subsidy and its Trucking Across North America
fitness incentive campaign at $6.2 million. “If we were to reach 100 percent participation,
these savings could reach $19 million,” reports Dawn Weddle, wellness manager.

W.W. Grainger annually reviews its companywide claims history. The company targets pro-
grams such as disease management to address conditions associated with the greatest claims
costs. The company plans to track those claims going forward to evaluate the impact of the
program. WW. Grainger also uses cost avoidance 1o evaluate the impact of some programs,
such as carpal tunnel screenings performed by its health center nurses.
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Principal Financial Group has begun tracking RO! for its health screening and disease man-

agement programs, according to Bridget Schulz, assistant director, benefits. “We have had

enly one year since we've implemented health screenings, so the RO1 s not positive vet at

0517 Looking enly at clalms and not measy

ing lost productivity, RO for disease manage-
ment is 2.71, she reports.

Principal does not look at every component of other programs and services, but it does look
at some individual metrics. The company also looks at aggregate cost compared to savings,
says Schulz.

Verizon's integrated program, launched in May 2006, includes methodology for measuring

RO! by tracking reduction in health risks over three to Tive years.
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Working with Vendors

“Consistent with one of MetLife’s core values — People Count — we engage
our vendors to address health issues across the entire health spectrum, from
high-level wellness to acute diseose to chronic conditions.”

~James Corry, Ph.D., wellness director, MetLife

Business Roundtable member companies are turning to disease management and other vendors
to provide ROl and other cost-benefit metrics. Although this approach relieves the company of
the burden of tracking and analyzing data, it may not always give the company a comprehen-
sive, consistent or precise picture of the impact of the program.

“We work continuously with our vendors to evolve useful, accurate cost-benefit metrics,” writes
James Corry, Ph.D., wellness director, MetLife. “Given our health and productivity goals,
however, these measures are not always perfect in capturing the full business impact of our
health enhancement programs.

“For exampte, our vendors typically report on cost savings attributed to reduced use of medical
services, mare cost-effective drug selections or the use of equally effective but lower-cost alter-
native medical procedures. The cost-benefit ratios reported for medical savings alone have
ranged from 1:2 up to 1:7.85," observes Corry. Adding reliable measures of productivity would
make these estimates even more impressive.

Following is a sampling of ways that Business Roundtable companies work with vendors to
track ROI.

» Sprint uses an integrated hierarchy of vendor-reparted ROI for its complex case manage-
ment, disease management and behavior change programs and for its HRA, according to
Collier Case, director, heaith and productivity. The programs have produced resuits of up to
7.86 ROI, he reports.

» Abbott's Custom Care Coordination program resulted in a $2.5 million cost avoidance, most
significantly with coronary artery disease and cancer care, and affected the overall health
care cost trend by 1.5 percent, reports Roberta Finkler, manager, wellness. Abbott measures
RO! by evaluating medical trends by disease state as well as comparing baseline illness costs
to post-program costs.

» “Verizon is beginning to review methodologies for disease management programs with our
key health vendor partners,” reports Audrietta Izlar, manager, benefits.

» Xerox has negotiated 2:1 return guarantees with its disease management vendors, reports
Lawrence Becker, director, benefits and human resources policy. Guarantees include a sliding
scale of penalties. “They are sharper below 1:1 and go away above 2:1,” reports Becker.

dusiness Rou




184

»  Union Pacific has just completed & deta warehouse to track relationships among health

tivity costs.

management program participation and claims costs, disability costs and produg
The company also has done lifestyle claims analyses as well as a series of studies to deter-

ording to Marcy Zauha, div

nine relationships between safety and health risks,

health and safety,

Business Roundtable companies also partner with outside resources, including leading
researchers, to provide data, program design or other support to determine ROL For example:
5 Navistar recently partnered with researchers at the University of Michigan and plans 1o track

s, wellness manager.

ROH data for the toming vear, reports Dawn Wedd!
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Other Measures to Track Program Effectiveness

Business Roundtable companies also use outcomes and other metrics to measure how well their

programs are serving their employee populations.

In addition to its ROI studies, Aetna measures the effectiveness of its programs through
productivity studies using self-reported data; risk reduction studies using biometric data
from health assessments and screenings; self-efficacy questionnaires using before-and-after
results of selected wellness interventions; and literature-based savings based on participa-
tion in wellness interventions, according to Dick Watson, senior benefits consultant, wellness
strategy and fitness operations.

Eastman Chemical Company measures the impact on risk levels after participation in a
face-to-face coaching program. Before-and-after risk levels are assessed, and a statistical
significance test is run against the outcomes, according to Amanda Dean, human resources
representative.

Case New Holland tracks the number of employees who stop tobacco use at six-month and
one-year intervals. The program has been in effect since October 2006.

CIGNA uses individual program metrics including participation, costs, goals achieved, weight
foss, HRA scores, multiple employee surveys on benefits and behavior change, biometric
screening data, and results of incentives for enrollment and participation in disease manage-
ment programs, reports Mary Bianchi, director, work/life programs. The company will analyze
data from claims and outcomes post-intervention.

The wellness program at DuPont’s Pioneer facility supports four key company market
channels: maximum employee engagement/capability; attraction and retention of a world-
class workforce; quality, efficiency and sustainable affordability of health care; and the

safety goal of zero occupational injuries or illnesses.

To measure wellness program impact on the quality health care channel, Pioneer applied a
three-tiered metric approach: Tier 1 — program payroll as a percentage of revenue; Tier 2
— health care cost trend; and Tier 3 — health care benchmarks, such as use of generic ver-
sus brand name prescription drugs, inappropriate visits to the emergency room, use of pre-
ventive screenings and change in employee health status.

IBM’s goal is to measure success at four levels, reports Megan Turner, health promotion pro-
gram coordinator. The levels are penetration as a measure of participation; behavior change,
such as increased physical activity or improved nutrition; health risk reduction or mainte-
nance of low-risk status; and cost savings for the company, including lower health care costs
and improved productivity.

Sprint’s cost-benefit measures include calculating and evaluating total medical costs, track-
ing changes in risk factor distribution and use of HEDIS® (Health Plan Employer Data and
Information Set) metrics, reports Collier Case, director, health and productivity.
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s Principal Financlal Group is coll

ng baseline data for a dashboard 1o track costs, partici-
pation and results, says Bridget Schulz, assistant director, benefits.

% Corning uses dashbosrds to measure and compare year-to-year prog

s5 at each company
foation. Measures include risk factors, productivity, participation levels, use and program

spending, reports Deborah Lauper, director, com

ealth and employee
benefits.
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Telephone 202.872.1260
Facsimile 202.466.3502
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1717 Rhode istand Avenue, NW
Suite 800
Washington, DC 20036

December 17, 2008

The Honorable Max S. Baucus
Chairman

Senate Finance Committee

219 Senate Dirksen Office Building
Washington, D.C. 20510

Dear Chairman Baucus:

This letter responds to your December 1, 2008 letter requesting our response to
Senator Stabenow’s question submitted for the record, foliowing the Finance
Committee’s hearing, “Health Care Reform: An Economic Perspective,” held on
November 19, 2008. Specifically, Senator Stabenow asked:

How will the economy impact our nation's children? How will the Bush
administration's failure to reauthorize CHIP and to address the Medicaid
regulations impact our nation’s ability to ensure children have access to
health care?

Business Roundtable is very concerned about our nation’s economy and our
ability to compete in the global marketplace. Business Roundtable believes that
the Children’s Health Insurance Program (CHIP), is a critical component of our
nation’s safety net, and as such, we supports its reauthorization to ensure that
low-income children can have access to heaith insurance coverage. Our goal
should be to ensure that all Americans have access to coverage, either through
their employer, by purchasing coverage on their own or through public programs
for low-income Americans who need subsidies.

in September we released, “Health Care Reform in America,” that outlines how
reforms could create a more competitive private health insurance marketplace
while maintaining a strong, stable public safety net. Business Roundtable will
continue to work with you and others in Congress {o advance health care reforms
so that every American has access to health insurance coverage. We appreciate
your work and leadership on health reform, as well as the opportunity to present
our views during the recent hearing. We look forward to a continued dialogue
with you as you advance this critical issue.

Sincerely,
\,\J\QW\ 4
lvan G. Seidenberg
Chairman & CEO, Verizon Communications
Chairman, Business Roundtable Consumer Health & Retirement Initiative
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Mr. Chairman, Senator Grassley, and Members of the Committee, on
behalf of SEIU’s 2 million members—including more than 1 million
workers who went to work today in hospitals, nursing homes, and people’s
homes—thank you for inviting me to testify this morning. We recognize the
significant challenges in addressing the economic problems of our country.
But we also believe we have a once in a lifetime chance to address the
economic insecurity of too many Americans by responding to the urgent
need to address our nation’s health care crisis.

We appreciate and applaud Senator Baucus in particular for your most
recent proposals on how to take the next large steps to make our health care
system have quality, control costs, and expand access—the holy grail of
health care reform.

You’ll hear a lot of facts and statistics today—if you haven’t heard
enough already over the years; yet the facts are truly alarming:

¢ 46 million uninsured.

e Annual premium growth that is double ro guadruple the size of wage
growth.

e US business spending on health care nearly twice as much per person
as our OECD competitors, but our investment is not rewarded
appropriately, as medical outcomes are no better and in many
categories we’re actually doing much worse than many other nations.

But the facts are for the head. To get to the heart of the matter, you
simply need to hear the story of Paula Hall, a childcare provider and SEIU
member in Spokane, Washington:

In 2001, after Paula’s husband was hurt working in a
machine shop and lost his job, they both lost their health
insurance. They couldn't afford COBRA payments, and they
didn't qualify for state aid because they made too much money, so
Paula and her family lived without health insurance.

Four years later, after open heart surgery and three
angioplasties, Paula was left with $250,000 in health care bills.

Now, Paula and her husband rent a much smaller house so
Paula is only licensed to take care of seven children. Ironically,
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because her income has fallen, Paula now qualifies for state aid
and health coverage again.

In the nichest country on earth, bankruptcy, foreclosure, and lower
incomes should not be the path to health coverage for Americans who work
hard, and take responsibility for their families. America is better than that.

And if we are going to solve the economic insecurity crisis of working
people living in fear in this country—of losing their jobs, of not being able
to afford their health care or being just one illness away from financial
ruin—the only cure is to fix health care.

Too many families are faced with impossible choices today. Do they
pay their premium share or pay for groceries? Do they pay their mortgage
or take their prescription every other day? Does fear of the future and
increased co-pays mean postponing doctor visits and treatments? Do they
take on credit card debt with outrageous interest rates or loans?

We see the alarming results: according to the Commonwealth Fund,
there are now 72 million Americans struggling with medical debt, many of
whom thought they had insurance that protected them. Another study

-indicated that crushing medical debt accounts for half of bankruptcies.

And without a sense of health care security, families will not begin to
spend at the levels we need to revive consumer spending in retail which
dropped an astounding 2.8% in sales just last month!

With these kinds of choices facing working people today, it’s hard to
argue that health care isn’f tied to the economic crisis. If we do nothing,
health care will only continue to fuel the economic crisis for years to come.

Working families and our economy can no longer survive the status
quo. Failure to act is a policy decision with dire consequences:

¢ According to the New America Foundation, if we fail to act to address
the current trends, the full cost of a typical, employer-based family
health insurance plan will rise 84% to more than $24,000 by 2016,
which will collapse the employer-based system. The full cost of
paying for health care—that is, the worker’s share and the employer’s
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share—could skyrocket to half of total income for one in two
households by 2016.

e If we do nothing, our national health expenditures will double from
more than $2 trillion to more than $4 trillion in less than ten years.
And as we spend all that additional money, American businesses who
we need to create jobs will become less competitive as they not only
take responsibility for their own employees’ costs but an even greater
cost-shifting tax from other employers’ workers who are not offered
affordable insurance.

¢ Federal spending on Medicare and Medicaid accounts for 4% of our
economy today. If we do nothing, spending on these programs will
grow to 12% of our economy by 2050.

The single most important way to dramatically improve our economic
and fiscal outlook is to take steps to put health care spending on a growth
rate more closely in line with overall economic growth.

Chairman Baucus and members of the Committee, we have a moment
here. Post-election polling by Lake Research Partners showed voters
continue to name health care among their top issues—and those who cited
the economy as their top issue said health care was their number one
£conomic concern.

As opposed to 1993, remarkably, voters, business, consumers, unions,
the insurance and pharmaceutical industries are all ready to work for real
change.

We understand this is not a Democratic or Republican problem, it is
an American problem that threatens our country economically every day we
fail to live up to our responsibilities as leaders—to find common ground and
act as voters have demanded.

SEIU’s millions of working families have been participating in
coalitions with diverse and sometimes unlikely partners—including the
Business Roundtable, NFIB, Wal-Mart, Intel, and Manpower—employers
we may disagree with on a lot of other issues, but who all agree we need to
fix health care now. In fact, Mr. Seidenberg and I come to you today as two
of the partners of Divided We Fail. We stand ready to work with you,

Mr. Chairman, and members of the Finance Committee, to get the job done.
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That is why the Chairman’s “Call to Action” last week was so timely,
so bold, and such an important step to move this process forward. We were
especially pleased to see strong support for access and coverage (including a
public plan option that ensures coverage for every American), strategies for
cost containment, payment and delivery system reform, transparency, and
more options for long-term care. We agree that the only way to fix the
problem is to address access, quality, and cost together.

Senator Grassley has a long record of supporting policies that ensure
coverage for all Americans, and SEIU is proud to be working with him on
transparency and long-term care. Senators Rockefeller and Hatch have
shown great commitment to all of these issues. Senator Wyden has also
shown true leadership and has been calling for action well before this
economic crisis, and President-Elect Obama has promised voters that he will
reach across the aisle to ensure we pass comprehensive health care reform.
We urge all of you to work together and take action to ensure health care for
every man, womasn, and child in this country is enacted in the first 100 days
of the new Administration.

When it comes to the health care crisis, we have to take a lesson from
the economic crisis: the longer we wait, and the less we do, the worse it
gets.

There are those who will say we can’t afford to reform our health care
system. But we say we can’t afford not to. As you, Mr. Chairman, have
said, if we try to fix the economy and don’t fix health care, “America will
just have more economic problems down the road.”

Chairman Baucus and members of the Committee, it’s time to fix the
health care system so it works for Paula, for American businesses, and for
our country. We look forward to working with you to build a stronger,
healthier America.

Thank you.
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On behalf of AARP’s more than 40 miflion members, thank you for convening this
hearing regarding the economy and health care.

As Congress considers a second stimulus package, we believe it is essential to
include additional temporary funding to states for Medicaid, our nation’s health
care safety net. The current economic crisis is forcing many states to consider
cuts to Medicaid that would deny care to people who cannot afford health
insurance. They also would worsen the economic crisis and drive up health care
costs in the long term. That's because Medicaid does much more than help
people with low incomes pay for care. Medicaid is essential for millions of
middle-class families who rapidly deplete lifetime savings when they need costly
long term care. And, by covering one out of every six Americans, Medicaid is a
cornerstone of our nation's entire health care system and economy.

Medicaid cuts harm the economy, and increased federal funding boosts local
economies and can help prevent our economic crisis from getting worse. That's
because for every dollar a state cuts in Medicaid, the state loses between $1 and
$3 in federal matching funds. For every Medicaid dollar a state can avoid cutting,
between $2 and $4 is put into the state’'s economy. That money then flows
through the economy, providing jobs and generating tax revenue for both state
and local governments.

With Congress considering its second fiscal stimulus package, and federal
deficits rising, we understand that some may advocate delaying action on health
care reform as a priority. However, we bhelieve that there is a cost to individuals,
employers, and society in general to doing nothing on health care reform, and we
urge you to continue making enactment of health care reform a top priority.

Cost of not enacting health care reform

Without health care reform, personal health care costs will continue to increase.
For the past eight years, health insurance premiums for a family of four have
outpaced overall inflation and workers’ earnings.' The average total annual
premium for family coverage increased from $6,438 in 2000 to almost double in
2008.2 And studies show that the more employees have to pag for premiums,
the less likely they are to enroll in their employer’s health plan.” People with
private non-group insurance are even worse off; they likely spend more than 10
percent of their income on health care.*

; HRET/Kaiser Family Foundation. 2008 Employer Health Benefits Survey

Ibid.
% Kaiser Family Foundation. February 2007. Snapshots: Health Care Costs. Insurance Premium
Cost-Sharing and Coverage Take-up.
4 Jessica Banthin, “Out-of-Pocket Burdens for Health Care: Insured, Uninsured, and
Underinsured” presentation. September 23, 2008.
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Employers are also facing the high costs of health care. For example, U.S.
automakers estimate that $1,500 is added to the price of each car to provide
health insurance to their employees.® The percentage of small employers
offering coverage has declined bg six percent from 2000 to 2008 as the cost of
offering coverage has increased.” For those without employer coverage,
purchasing health insurance in the individual market may not be possible or
affordable. Forinstance, a recent report found that 21 percent of individuals
were turned down or charged a higher price because of a pre-existing condition.”
Of those who sought to buy individual coverage in the past three years, 89
percent never bought a plan®

Going without health insurance generates costs for society. People who lack
health insurance will receive about $56 billion in uncompensated care in 2008.°
Furthermore, they have a 25 percent higher risk of dying prematurely than their
insured counterparts. '’

Without health care reform, medical costs will continue to soar. The Centers for
Medicare and Medicaid Services (CMS) estimates that national health
expenditures will nearly double over ten years, rising to $4.3 trillion by 2017."
Medical price inflation accounts for 51 percent of this health care spending
growth while population increase accounts for only 15 percent.'?

Overall cost increases in our health care system will continue to drive increases
in Medicare costs as well. Total Medicare expenditures are estimated to
increase from $432 billion in 2007 to over twice that amount ($882 billion) in
2017."® Without reform, Medicare Part B premium increases will continue to
outstrip Social Security cost of living adjustments." In addition, large employers

® Lisa Girion. "Healthcare costs pinch employers.” Los Angeies Times. May 6, 2008.

® HRET/Kaiser Family Foundation. 2008 Employer Heaith Benefits Survey.

3. Collins et al., Squeezed: Why Rising Exposure to Health Care Costs Threatens the Health
and Financial Well-Being of American Families {New York: The Commonwealth Fund, September
2006).

8 Ibid?

% J. Hadley et al., “Covering the Uninsured in 2008: Key Facts about Current Costs, Sources of
Payment, and Incremental Costs.” Kaiser Commission on Medicaid and the Uninsured, 2008.

" Institute of Medicine, “Care Without Coverage: Too Little, Too Late” (Washington, DC: National
Academy Press, 2002)

** Centers for Medicare and Medicaid Services. National Health Expenditure Projections 2007-
2017. Table 1.

"2 California HealthCare Foundation. Snapshot, Health Care Costs 101, 2008.

'3 Centers for Medicare and Medicaid Services. 2008 Annual Report of the Board of Trustees of
the Federal Hospital Insurance and Federal Supplementary Medical Insurance Trust Funds.
Table liLA1,

™ Centers for Medicare and Medicaid Services. 2008 Annual Report of the Board of Trustees of
the Federal Old-Age and Survivors Insurance and Federal Disability Insurance Trust Fund, Table
V.C1and V.C2.
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are continuing to cut back on their health coverage, and the share of large
employers offering retiree health coverage has declined for both pre-Medicare
eligible retirees and Medicare eligible retirees."®

Framework to achieve health security

The current health care system costs too much, wastes too much, makes too
many mistakes, and too often returns little value for money. AARP believes there
are options to improve health care and its delivery. First, we must build the
infrastructure for expanded coverage. This would include implementing health
information technology, using comparative effectiveness to determine the most
appropriate treatments, and ensuring that the health care workforce has enough
primary care providers, including nurses. Health care delivery can become more
efficient with this infrastructure in place. Payment reforms are also necessary to
transform Medicare and other payers into value-based purchasers. Health status
can be improved with increased attention to healthy behaviors, health promotion,
and public health. We also need to review how we pay for long-term care.

AARP has identified at least seven ways fo achieve cost containment:

1. Evidence-based guidelines and comparative effectiveness research to
underpin benefit design and clinical practice, including evidence-based
incentives to avoid inappropriate use of technology

2. Standardized and simplified administrative process and adoption of health
information technology (including electronic medical records) throughout
the system to lower administrative overhead, reduce medical errors, and
improve quality

3. More effective disease prevention and health promotion efforts

4. Better coordination and management of chronic conditions, combined with
personal assistance and support services

5. Wider use of palliative care, especially at the end of life

6. incentives for health providers based on performance (“pay for
performance”) and episodes of care across a continuum of services and
settings (“episode- based reimbursement”) rather than fee-for-service
reimbursement

7. Effective health navigation and decision supports to enable patients to
make evidence-informed decisions and better manage their own health

5 Mercer Health & Benefits. National Survey of Employer-Sponsored Health Plans. 2006 Survey
Report.
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Conclusion

We commend the Committee for holding this important hearing to focus more
attention on the economy and health reform. We hope that this hearing is just
the beginning. AARP looks forward to working with you and your colleagues on
both sides of the aisle to promptly provide states with a temporary increase in
Medicaid funding in order to prevent harmful cuts and boost our sagging
economy. We also look forward to working with you to make meaningful,
comprehensive health reform a reality.
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Statement of Cheryl Healton, Dr. P.H
President & CEO, The American Legacy Foundation
1724 Massachusetts Avenue, NW
Washington, DC 20036
Submitted to the United States Senate Committee on Finance
In regard to the November 19, 2008 hearing,
“Health Care Reform: An Economic Perspective”

Chairman Baucus and Ranking Member Grassley, on behalf of the Board of Directors
and staft of the American Legacy Foundation, | appreciate you holding this important and
timely hearing and I am glad to have the opportunity to submit this statement for the
record. One important aspect of our economy is our health care system. One issue that
has significant impact on health care costs is tobacco use and the diseases and conditions
related to it. As you and your staff continue to work on reforming our health care system,
we wanted to provide you our key considerations regarding tobacco prevention and
cessation.

The American Legacy Foundation (“Legacy”) is a national, independent public health
foundation created in 1998 out of the landmark Master Settlement Agreement ("MSA™)
between the tobacco industry, 46 state governments and five U.S. territories. Legacy is
dedicated to helping young people reject tobacco, and providing access to tobacco
prevention and cessation services. Qur core programs include:
truth® - A national youth smoking prevention campaign cited as contributing to
significant declines in youth smoking.

EX® - A new innovative smoking cessation public education campaign designed to
identify with smokers and change their approaches to quitting by helping them “re-
learn” their lives without cigarettes.

Research Initiatives - Examining the causes, consequences and approaches to
reducing tobacco use.

Qutreach to Prierity Populations —Priority Populations Initiatives and grants
provide critical interventions using methods that are culturaily competent and tailored
for the specific needs of communities disproportionately affected by the toll of
tobacco, including African Americans, Hispanics and American Indians/Alaska
Natives the Lesbian/Gay/Bisexual/Transgender population and those of lower
socioeconomic status. Socio-economic differences, historical factors, and cultural
practices—-as well as aggressive marketing by the tobacco industry targeted at
particular groups—have all contributed to a higher rate of tobacco use and related
disease in these populations.

1t is impossible to ignore the impact smoking has on our current health care system and the
economy. When assessing that impact, here are a few points to consider:



203

e An Institute of Medicine report cited the combined public and private health care
expenditure for smoking-related health conditions total approximately $89 billion with
joint federal and state Medicaid costs alone amounting to $28.4 billion per year.’

¢ Lost work productivity attributable to death from tobacco use amounts to more
yy 2
than $96.8 billion annually.”

* An estimated 8.6 million people in the U.S. have serious illnesses attributed to
smoking, including cancers, heart disease, emphysema and stroke.”

¢ Recently, the CDC estimated that 443,000 people a year died prematurely from
smoking or exposure to secondhand smoke in the years between 2000 and 2004.2
Of those, 49,400 deaths were attributed to secondhand smoke exposure.’

The cost savings for successfully getting smokers to stop smoking, let alone preventing people
from taking up smoking in the first place, could have a major impact on the economics of health
care, as well as the economy generally. Fortunately, there are currently programs and services
available to help people quit and prevent people from starting, but that those who need them can
access those services. Legacy believes that with a relatively modest investment in effective
smoking prevention and cessation programs, we can both save lives and achieve significant
savings.

Tobacco Prevention: Preventing people from starting to smoke is critical, and it is
imperative to focus prevention efforts for young people on “inoculating” them from
developing an addiction before becoming lifelong smokers. Eighty percent of smokers
begin before the age of 18”, and 90% before the age of 20.° Tragically, one out of three
youth smokers will die prematurely from tobacco-related disease. Recently the National
Cancer Institute released a report that concluded that most tobacco advertising targets the
psychological needs of adolescents, and at the same time, that mass media campaigns can
reduce smoking.® The American Legacy Foundation’s award-winning truth® campaign
is one example.

The truth® campaign is the only national youth, peer-to-peer smoking prevention
campaign in the country. In its first two years, truth® was responsible for 22% of the
overall decline in youth smoking.” That translates to approximately 300,000 fewer youth
smokers in 2002 as a result of the truth® campaign. However, the annual budget for
truth® is less than the daily marketing budget ($36 million per 24 hours®) of the tobacco
industry. Ensuring that prevention programs like truth® are funded and reaching their
target populations is a critical investment with big returns in preventing health problems
associated with smoking.

Tobaceo Cessation: There are 43 million adult smokers in the US.” In 2005, 70% of
smokers said they wanted to quit'” and nearly 90% of smokers say they regret having
started smoking.'' Forty-one percent of them actually tried to quit, but only 4.7 percent
succeeded. '’
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These statistics take on even more significance when you take into account the smoking
rates of the uninsured and Medicaid populations compared to the general public. Among
adults under 65 years of age, 18% with private health insurance coverage were current
smokers compared with 34% who were uninsured and 35% who had Medicaid health
care coverage.'” This disproportionate number of smokers in these populations makes it
that much more difficult to help them to quit, since many smoking cessation interventions
are either difficult to access or not available to them at all. Even for those who have
private health insurance, access to those services is spotty and often insurance only
covers the minimum recommended level of programs. Only eight states have required
that insurance plans provide a certain level of coverage for cessation programs. N
Furthenmore, those with insurance coverage for cessation programs, whether it is private
or public, often encounter other barriers to access, such as high co-pays, limits on the
length of treatment, or prior authorization requirements. This discourages smokers from
taking those crucial steps toward quitting.

Quitting is an uphill battle, but there are interventions that are proven to work. However,
the key to quitting often involves employing multiple interventions. Nicotine replacement
therapies are helpful, but studies have shown that practical counseling and social support
delivered as part of treatment are also especially effective, and the U.S. Department of
Health and Human Services recommends that they be used with patients attempting
tobacco cessation."* It takes more than a pill to quit smoking — it requires a change in
behavior, which is not easily done without counseling.

In response to this need Legacy has created the National Alliance for Tobacco
Cessation. This public private partnership includes seventeen states (AR, AZ, CT, DC,
IN, MO, NC, ND, OK, NH, NY, OR, LA, R1, VT, WA and WY) and eight national
organizations combining resources aimed to provide smokers with the “how-to” of
quitting primarily through public education. Public private partnerships like these should
be adequately funded so that smokers ready to quit have access to available resources.

In closing, because of the significant impact tobacco-related disease and medical costs
have on our health care system, any health care reform program should include smoking
prevention programs and ensure access to smoking cessation programs. Legacy would be
happy to provide further information on tobacco prevention and cessation. We thank you
for your work on this critical national priority.

|
Ending the Tobacco Problem, A Blueprint for the Nation, Institute of Medicine of the National

Academies (2007), p. 30 (available at www americanlegacy.org).
2

" CDC. Smoking-Attributable Mortality, Years of Potential Life Lost, and Productivity Losses—United
States 2000-2004. MMWR 2008: 57(45)
" CDC. Cigarette Smoking-Attributable Morbity—United States, 2000. MMWR 2003; 52:342-844
4

Mowery PD, Brick PD, Farrelly MC. Legacy First Look Report 3. Pathways to Established Smoking:
Results from the 1999 National Youth Tobacco Survey, Washington DC: American Legacy Foundation.
October 2000.
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The American Nurses Association (ANA) congratalates Chairman Baucus on
putting forward a vision for health care reform that emphasizes the urgency for action in
2009. ANA is the only full-service professional organization representing the interests of
the nation's 2.9 million registered nurses, and advances the nursing profession by
fostering high standards of nursing practice, promoting the rights of nurses in the
workplace, and sharing a constructive and realistic view of nursing’s contribution to the
health of our nation. We agree that reform of the current broken health care system is
desperately needed in order to meet the needs of all people living in the United States.

ANA believes that any national health strategy, such as that articulated by
Chairman Baucus, must begin with the premise that health care is a basic human right.
Qur country’s current fragmented, inequitable health system bears witness to the lack of a
clear national vision and strategy for optimizing the health and productivity of its people.
The U.S. health care system must be restructured to guarantee high-quality, affordable
health care for all.

Chairman Baucus’ proposal emphasizes many of the key elements that ANA
believes are essential to a reformed health system. Among these are prevention and
screening, health education, cultural competency, chronic disease management,
coordination of care and the provision of community-based primary care. These are
precisely the professional services and skills that registered nurses bring to patient care.
As the largest single group of clinical health care professionals within the health system,
registered nurses are educated and practice within a holistic framework that views the
individual, family and community as an interconnected system that can keep us well and
help us heal. Registered nurses are fundamental to the critical shift needed in health
services delivery, with the goal of transforming the current “sick care” system into a rrue
“health care” system.

RN are the backbone of hospitals, community clinics, school health programs,
home health and long-term care programs, among many other roles and settings. The
support, development and deployment of this keystone profession is essential for any
quality health reform plan to succeed.

It is with some concem, then, that ANA notes the negligible acknowledgement of
registered nursing’s essential role in providing those exact services to which Chairman
Baucus would give heightened attention in the delivery of care. We believe this is based

American Nurses Association Written Statement
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on a fundamental, and common, misunderstanding of the problem at hand. Simply put,
access to coverage is not access to care. These two concepts are not synonymous.
Concentrating one’s focus on a guarantee of coverage only promises to place more
people into a broken system. Failure to address issues related to the delivery of care will
strain the health infrastructure even more than it already is today.

While Chairman Baucus® proposal describes in some detail renewed consideration
for physician education and training toward primary care, certainly a component of
workforce reform, it completely fails to appreciate the significance of the growing
nursing shortage and the neglected systems that exist within our communities — such as
public health and preventive services, community clinics, hospitals, mental health
services, long term care, primary health care, schools, work places, and other venues
where health services are delivered — that will have to serve the greater number of
individuals that would be covered under his proposal. Simply tweaking Medicare GME -
while certainly in need of reform — will not result in creating a health workforce that will
be able to meet the care needs of the United States. A high-level, on-going system for
national health workforce planning is needed to develop solutions, not only to the current
flaws in education, distribution, and utilization that have resnlted in our existing
inequitable, fragmented system, but to explore innovative delivery solutions to meet
future needs. Substantial investment is needed in the people and places where health care
is provided ~ this will be the foundation to successful reform. This investment must move
toward the creation of patient-centric delivery models that expand choice and access to
innovative primary care models, featuring interdisciplinary care teams and enhanced
coordination of care services, such as those delivered by advanced practice registered
nurses. This reflects a similar approach describe in the Chairman’s proposal to invest in
community health teams.

Chairman Baucus’ vision builds on the existing employer-based health insurance
system, while also creating a public Health Insurance Exchange. As a matter of policy,
ANA believes that a single-payer system is the most desirable structure for financing a
reformed system. However, we also acknowledge merit in reform plans that would
create a public-private coverage partnership, based on a principle of shared responsibility.
In any public-private approach, significant health insurance market reforms will be
necessary so that all plans would be held to the same high quality standards and
meaningful benefit designs regardless of whether they are offered through the improved
public system or through the private employer-based system. For an individual mandate
to be equitable, it must be paired with such market reforms as are described in Chairman
Baucus’ proposal.

ANA applauds Senator Baucus’ initial thinking around significant issues that
would move the current health care system in a new direction, such as:

o Creation of a Comparative Effectiveness Research Institute

s Establishment of a national system for performance measurement
and reporting,
Continuing the movement toward standardized quality measures.
Addressing social determinants that affect health status

e Attacking health disparities and seeking respect for cultural and
language differences

American Nurses Association Written Statement
November 19, 2008 Senate Finance Committee
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Each of these elements supports a framework to create a system that not only covers the
health needs of people but also cares for people. Senator Baucus describes his vision for
reform as a trigger for this crucial conversation with consumers and patients, providers
and other key stakeholders within the health care industry. ANA hopes to work with
Chairman Baucus, the Senate Finance Committee, and other progressive voices seeking
comprehensive health reform, in order to assure that the promise of coverage is backed
up by high-quality, accessible, affordable health care for all.

American Nurses Association Written Statement
November 19, 2008 Senate Finance Committee



209

I
NATIONAL ASSOCIATION OF
CHAIN DRUG STORES

Statement of:

The National Association of
Chain Drug Stores

On:

Health Care Reform: An Economic Perspective

Submitted To:
413 Norsth Lee Srreer
PO. Box 1417-D49 United States Senate
Alexandria, Virginia Committee on Finance
22313-1480
Wednesday, November 19, 2008
(703} 349-3001

Fax (703) 836-4869

www.nacds.org



210

The National Association of Chain Drug Stores (NACDS) appreciates the opportunity to
submit a statement for the record on health care reform. We commend the Finance
Committee for holding this important hearing, Health Care Reform: An Economic
Perspective, and are committed to working with members of this committee and others to
advance health care reform legislation in the 111™ Congress.

NACDS represents traditional drug stores, supermarkets, and mass merchants with
pharmacies. Its more than 170 chain member companies include regional chains with a
minimum of four stores to national companies. Chains operate more than 39,000
pharmacies, and employ a total of more than 2.5 million employees, including 118,000
pharmacists. They fill more than 2.5 billion prescriptions yearly, and have annual sales
of over $750 billion.

When one considers all stores with pharmacies, chains and independents alike, annual
sales reach $827; however, their total economic impact reaches well beyond this figure.
Retail stores with pharmacies have a total annual economic impact of $2.42 trillion —
equivalent to approximately 17% of the gross domestic product. Every one dollar spent
in these stores creates a ripple effect of $2.93 throughout other segments of the economy,
including manufacturing, information technology, construction, real estate,
transportation, and others.

Pharmacies are the face of neighborhood healthcare. Americans rely on their
neighborhood pharmacies and pharmacists as easily accessible and trusted points of care.
As Congress develops healthcare proposals that focus on accessibility, prevention, and
affordability, a logical course of action is to expand the role of pharmacists in providing
healthcare.

Pharmacists play a key role in helping patients take their medications as prescribed.
When patients adhere to their medication therapy, it is possible to reduce higher-cost
medical attention, such as emergency department visits and catastrophic care, and the
preventable human costs that impact patients and those who care for them. Specifically,
pharmacists are uniquely qualified as medication experts to work with patients to manage
their medications and chronic conditions. Pharmacists also provide prevention and
wellness services, such as immunizations, and promote lower cost alternatives, such as
generic drugs, when in the best interest of the patient.

Evidence of the value of the pharmacist in the delivery of healthcare includes:

The Patient Self-Management Program (PSMP) for Diabetes, implemented in 2003,
offers employees of five nationally known companies scheduled consultation with
pharmacists to receive counseling on management of their diabetes. The PSMP program
resulted in a mean total healthcare cost reduction of $918 (10.8%) per patient per year
from the employers’ projected expenditures.'

Pharmacist-Delivered Immunizations Impact Public Health

Pharmacists provide patients with convenient access to immunizations and forty-nine
states now allow pharmacists to administer vaccinations. Each year, more then 50,000
adults and 300 children in the United States die from vaccine-preventable diseases or
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their complications.2 Meanwhile, immunizations, including those administered by
pharmacists, help prevent 14 million cases of disease and 33,000 deaths every year.’

America’s Medication Use Experts Are Guardians of Patient Safety

Failure to take medications as prescribed costs over $177 billion dollars annually.* As
medication use experts, pharmacists help patients every day by counseling on proper use
of medications, checking for possible side effects, drug interactions or allergies, and
helping to coordinate insurance benefits. Pharmacists providing pharmaceutical care to
patients with high cholesterol in their community im?roved patient compliance with
medication from a national average of 40% to 90%.

With these substantiated demonstrations of the value of pharmacy in mind, NACDS
believes the following principles should guide the development of any healthcare reform
proposal:

» Providing high-quality, affordable and accessible healthcare coverage to as many
Americans as possible should be the goal of any healthcare reform proposal.

o The reformed healthcare infrastructure should consist of a combination of private
insurance plans augmented by existing public insurance programs, rather than a
single-payer model.

¢ The value of prescription drugs and retail pharmacy professional services should be
recognized in healthcare reform, and patients should be able to choose where to
obtain their prescription medications and pharmacy services.

¢ Financing mechanisms for reform initiatives should be broad-based, fair, and
proportionate. They should be crafted to avoid negative consequences, such as
creating excessive burdens on employers that might lead to the elimination of jobs,
raise the prices of consumer goods, and negatively affect the overall economy. The
flexible and nationally uniform framework for employer provision of healthcare
benefits through the Employee Retirement Income Security Act (ERISA) should be
maintained.

¢ Patients should have access to the most appropriate cost-cffective medication to treat
their particular medical condition. Lower-cost, equally effective generic medications
should be encouraged when appropriate.

e Preventive services, such as medication therapy management, should be encouraged.
The medication and healthcare expertise of the pharmacist should be reflected in any
efforts to facilitate collaboration in patient care.

* Methods of evaluating the costs of legislation and regulations should take into
consideration the role of pharmacy professional services in preventing poor health
and acute healthcare events that result in more costly forms of care.

¢ Cost-sharing, such as patient co-payments, should be set at affordable levels that
encourage the use of the most cost-effective medications. However, cost- sharing
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should not prevent patients from secking appropriate medical care, or create barriers
to accessing providers.

e Reimbursement to healthcare providers should be equitable to prevent access
limitations that result when providers are forced to reduce or eliminate services. In
the case of pharmacies, reimbursement should include those costs related to
dispensing medication and pharmacist-provided care, as well as medication costs,
both of which should be determined fairly.

* Non-pharmacy healthcare and educational services such as in-store clinics and
healthy living presentations should be explored, in collaboration with other healthcare
providers including the physician community.

» A robust and standardized health information technology system, including e-
prescribing and electronic medical records, should be the backbone of healthcare
reform. Speeding the adoption of this technology will increase the likelihood that
patients will take their medications as prescribed, helping to prevent medication
errors, and enhancing medical decision-making and collaboration.

Pharmacies are the face of neighborhood healthcare. As Congress looks to reform our
nation’s healthcare system, improve access to vital healthcare services, control costs, and
improve outcomes, NACDS urges policymakers to expand the role of the pharmacist.
Trusted by patients, trained as medication experts, and accessible in virtually every
community, pharmacists are a critical resource to our healthcare system.

Thank you for this opportunity to submit a statement to the hearing record. We applaud
the leadership of the Finance Committee in healthcare reform, and look forward to
working with you on this important issue.

iGarrett DG, Bluml BM. Patient self-management program for diabetes: first-year clinical, humanistic, and
economic outcomes. J AmPharmAssoc 2005 MarApr45(2):130-137.

Institute of Medicine Report. Shaping the Future for Health - Calling the Shots ~ Immunization Finance
Policies and Practice. Accessed at: hupy//books.nap.edu/huml/calling the shots/reportbrief.pdf, October 26,
2008.

3Department of Health and Human Services, Fiscal Year 2008. Centers for Disease Control and Prevention.
Jusufication of Estimates for Appropriation Committees. Accessed at:

hep:// www.317coalition.org/ documents/cde_fy?008budget_immunization.pdf, October 26, 2008.

*Ernst FR, Grizzle AJ. Drug-Related Morbidity and Mortality: Updating the Cost-of-Illness Model. ] A m Phom
Assoc 2001 Mar-Apr41(2):192-199,

SBluml BM, McKenney JM, Cziraky MJ. Pharmaceutical care services and results in Project ImPACT:
Hyperlipidemia. / Am Pharm Assoc 2000 Mar-A pr40(2):157-165.
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To: Senate Committee on Finance
Atn. Editorial and Document Section
Rm. SD-219

Diirksen Senate Office Bldg.
Washington, DC 20510-6200

From: Quentin Young, MD, MACP, Volunteer National Coordinator
Dron MeCanne, MD, Senior Health Policy Fellow

Physicians for a National Health Program

29 E Madison Suite 602

Chicago, 1L 60602-4406

Physicians for a National Health Program respectfully requests an opportunity for one or more of our members to
testify about the merits of single-payer national health insurance (as embodied in the U.S. National Health Insurance
Act, H.R. 676, which currently has the support of over 90 members of Congress) at the Scnate Finance Committee’s
hearings titled “Healthcare Reform: An Economic Perspective.” Wednesday November 19, 10:00am.

Single-payer health reform, sometimes characterized as an improved “Medicare for AlL” is the only reform model
that offers $400 billion in annual savings in administrative costs. It is the only approach that contains effective cost-
containment provisions, such as bulk purchasing and global budgeting. Such economies would allow for expanding
health coverage to everyone — with no co-pays or deductibles — with no overall increase in health care spending.

The single-payer model is the only fiscally prudent proposal available, an especially important consideration at a
time of economic distress. By basing itself (and improving upon) Medicare, it presents itself as a uniquely American
way of guaranteeing care to all who need it. Such an approach has proven its effectiveness.

With a single-payer national health insurance program we can assure lifelong, high quality, comprehensive and
affordable coverage for everyone. Such a program will lift the heavy burden of crushing medical expenses off the
shoulders of vur population, cxpenses that often fead to personal bankruptcy. And we can save lives: the Institute of
Medicine estimates that more than 18,000 Americans die each year from lack of health insurance.

Single payer is the only evidenced-based health policy model that best reflects American’s needs and values.

Support for single payer is extensive. In a peer-reviewed scientific study in the Annals of Internal Medicine, 59
percent of U.S. physicians said they support government action to establish national health insurance (1). in a recent
Associated Press poll 65 percent of the respondents said, “The United State should adopt a universal health
insurance program in which everyone is covered under a program like Medicare that is run by the government and
financed by taxes” (2).

[ addition, over 480 labor organizations, including 39 state federations of the AFL-CIO, have endorsed single payer
legislation, as have numerous professional associations, city and state governments, and religious denominations.

We therefore expect that single-payer proponeats will be invited to testify before the Committee and we look
forward to your affirmative response.

It conclusion we offer the following commentary on behalf of Physicians for a National Health Program Senior
Health Policy Fellow, Don McCanne, MD.
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On November 19, America's Health Insurance Plans (AHP) announced their Proposal to Guarantee Coverage for
Pre-existing Conditions and Promote Affordability in the Individual Insurance Market

(hupyawww alip.org/eontentpressrelease. aspx Tdocid-=23068). Their proposal summary included the following, “1)
Guarantee-issue coverage with no pre-cxisting condition exclusions. 2} Establish an individual coverage requirement
with an insurance coverage verification system, an automatic enrollment process and effective enforcement of the
requirement that all individuals purchase and maintain coverage; 3) Promote affordability by: providing refundable,
advanceable tax credits for moderate-income individuals and working families; and promoting tax equity whether
coverage is obtained through an employer or the individual market; and 4) Ensure premium stability for those with
existing coverage through a broadly funded refmbursenient mechanism that spreads costs for the highest-risk
individuals.”

Also on November 19, BlueCross BlueShield Association (BCBSA) also announced its support for an individual
mandate coupled with a requirement for insurers to offer coverage to all. The press release reads, “To assure teuly
meaningful refonn, the Blue Cross and Blue Shield Association (BCBSA) and the 39 member Blue Cross and Blue
Shicld companies today announced support for every individual being required to have coverage and all insurers
being required to accept everyone regardless of their health status” (hitpiwww bebs.com/news hebsaibebsa-
announces-support-Tor.himb).

Dr McCanne writes, “If anyone has any remaining doubt that comprehensive reform is close at hand, just Jook at the
response of the private insurance industry. AHIP, representing 1,300 insurance companies, and BlueCross
BlucShield Association, insuring over 100 million individuals, in simultaneous press releases have confirmed that
they understand that, if they want to continuc to insure the majority of Americans, they must abandon their current
business mode! and come to the table with policies that work. Policies that work means that everyone nst be
included, and that risk must be distributed in an equitable manner, based on ability to pay.

So what is their current business model that no longer works? They have been successful in limiting their exposure
to the very large numbers of us who are relatively healthful: the healthy workforce, their young healthy families, and
the healthy sector of the individual insurance market. But health care costs are now so high that the premiums that
niust be charged for these healthy risk pools are no longer affordable for the majority of us.

The industry's response was to reduce benefits thereby reducing the upward pressure on premiums, but that has
resulted in the rapidly growing epidemic of underinsurance. As a result, health care is now often unaffordable even
for those whe do have insurance. Also, in response to high premiums and mediocre coverage the numbers of
uninsured continue to rise.

The private insurance industry has been trying to ride this out, but no more. Their hand is being forced by the
political tidal wave that is sweeping over our health care system with the demand for reform that works for all of us.

They understand that in a truly universal system they must guarantee coverage for cveryone regardless of
preexisting conditions. Since that would push premiums up, they know that they must add larger numbers of healthy
individuals to dilute the risk in their pools. An obvious source is the large numbers of young, healthy individuals
who are uninsured. But the only way those individuals would pay the high premiums would be by forcing them to
participate. Thus an individual mandate must be coupled with guaranteed issue,

The industry pretends that an individual mandate with guaranteed issue is all that they need to be major players, but
they are reticent on revealing the most crucial barrier that they face. Although premiums for private plans are
already too high for average-income individuals to afford, they must reverse the innovations that have led to
uaderinsurance. Obvicusly that will significantly increase premiums. Also, since they currently sell to mostly
healthy individuals, adding those with preexisting disorders will result in even higher premiums.

What to do, what to do? The AHIP release gives us a couple of hints.
Those supporting universal coverage through private health plans have long conceded that tax credits {or vouchers)

must be used to assist low-income individuals with the purchase of their plans. In their press release, AHIP now
states that we must use "refundable, ad vanceable tax credits for moderate-income individuals and working
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families." Finally, the industry explicitly concedes that most of us can no longer afford to purchase their health
plans. So who is going to help? The taxpayers. Gee, isn't that us?

The other problem is how are they going to pay for the high-risk individuals who now must be covered? Their
solution is somewhat more cryptic. They are going to "ensure premium stability for those with existing coverage
through a broadly funded reimbursement mechanism that spreads costs for the highest risk individuals." "Premium
stability" means that other sources will be paying the higher costs of the higher-risk individuals. What other sources?
They propose "Guarantee Access Plans" which are "loosely modeled on state high-risk pools.” Oops. The taxpayers
- us - again.

Think about it. The private insurance industry has just the solution for us, but only if we agree to foot the bill for
those who actually need health care, while they continue to collect large premiums to pay for their egregiously
wasteful administrative excesses.

Their proposal is to shift the real costs of health care to the taxpayer. They are right. We need to establish a universal
risk pool and fund it equitably based on ability to pay. The only sensible way to do that is through a single payer
national health program. Why would we want to implant on our health care financing system the cancer of private
health plans?”

L. AE Carroll & RT Ackerman. Support for National Health Insurance among U.S. Physicians: 5 years Later, Annals
of Internal Medicine. Vol148 (7)

2. Associated Press/Yahoo News Poll, Dec. 14-20, 2007
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