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(1)

ROUNDTABLE ON IMPROVING QUALITY
AND REDUCING COSTS IN THE

HEALTH CARE DELIVERY SYSTEM

TUESDAY, APRIL 21, 2009

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The roundtable was convened, pursuant to notice, at 10:12 a.m.,

in room SH–215, Hart Senate Office Building, Mr. John Iglehart
(moderating).

Present: Senators Baucus, Conrad, Bingaman, Kerry, Lincoln,
Wyden, Schumer, Stabenow, Cantwell, Nelson, Menendez, Carper,
Grassley, Hatch, Snowe, Kyl, Bunning, Crapo, Ensign, Enzi, and
Cornyn.

Also present: Democratic Staff: Bill Dauster, Deputy Staff Direc-
tor and General Counsel; Liz Fowler, Senior Counsel to the Chair-
man and Chief Health Counsel; Tony Clapsis, Associate; Shawn
Bishop, Professional Staff Member; Kelly Whitener, Fellow; Toni
Miles, Fellow; Catherine Dratz, Health Policy Advisor; Chris Dawe,
Professional Staff; and David Schwartz, Health Counsel. Repub-
lican Staff: Kolan Davis, Staff Director and Chief Counsel; Mark
Hayes, Republican Health Policy Director and Chief Health Coun-
sel; Nick Wyatt, Tax Staff Assistant; Michael Park, Health Policy
Counsel; Terri Postman, Detailee; Susan Walden, Health Policy Ad-
visor; and Jill Kozeny, Communications Director.

Panelists:
John Iglehart, Founding Editor, Health Affairs;
Paul J. Diaz, J.D., President and CEO, Kindred Healthcare Inc.,

Louisville, KY;
Glenn M. Hackbarth, J.D., Chairman, Medicare Payment Advisory

Commission, Washington, DC;
Allan M. Korn, M.D., Senior Vice President, Chief Medical Officer,

Office of Clinical Affairs, Blue Cross Blue Shield Association,
Washington, DC;

Peter V. Lee, J.D., Executive Director, National Health Policy, Pa-
cific Business Group on Health, San Francisco, CA;

Mark B. McClellan, M.D., Ph.D., Director, Engelberg Center for
Health Care Reform, Brookings Institution, Washington, DC;

Lewis Morris, J.D., Chief Counsel to the Inspector General, Office
of Counsel to the Inspector General, Washington, DC;
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Mary D. Naylor, Ph.D., FAAN, RN, Marian S. Ware Professor in
Gerontology, University of Pennsylvania School of Nursing,
Philadelphia, PA;

Debra Ness, President, National Partnership for Women and Fami-
lies, Washington, DC;

Frank G. Opelka, M.D., FACS, Vice Chancellor for Clinical Affairs,
Professor of Surgery, Office of the Chancellor, Louisiana State
University, Health Science Center, New Orleans, LA;

Glenn Steele, Jr., M.D., Ph.D., President and CEO, Geisinger
Health System, Danville, PA;

John Tooker, M.D., MBA, FACP, Executive Vice President/CEO,
American College of Physicians, Philadelphia, PA;

Richard J. Umbdenstock, FACHE, President and CEO, American
Hospital Association, Washington, DC; and

Ronald A. Williams, Chairman and CEO, Aetna Inc., Hartford, CT.
[The prepared statements of panelists can be found in the appen-

dix.]

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

The CHAIRMAN. The Committee will come to order.
Hubert Humphrey said, and I quote him, ‘‘Freedom is hammered

out on the anvil of discussion, dissent, and debate.’’
Today, the Finance Committee holds the first of three roundtable

discussions. We hope that these discussions might be the anvil on
which we hammer out health care reform.

The Committee has spent a significant amount of time laying the
groundwork for comprehensive health reform. In the past year, we
held a dozen hearings, held a day-long health reform summit just
across the street at the Library of Congress.

Now, the time for action approaches. These roundtable discus-
sions will preview many of the policies that the Committee will
consider in its June markup.

We will follow up today’s roundtable on delivery system reform
with another on expanding health coverage to all Americans on
May 5, and then we will have our third roundtable on financing
health reform on May 14.

Why is delivery system reform such a critical part of comprehen-
sive health reform? Because our current system falls short. It falls
short in terms of the value that we get for the dollars that we
spend. We spend more than any other country in the world, yet the
U.S. health system scores 65 out of 100 on indicators of health out-
comes, quality, access, equity, and efficiency. And we know from
previous research that adults receive recommended care only about
half of the time in our country.

We have the opportunity to modernize our outdated payment sys-
tems, and today’s payment systems encourage delivery of more care
rather than better care.

We have the opportunity to improve quality. We can encourage
care coordination. We can promote integrated, patient-centered de-
livery of health care.

Each of our participants brings an important voice to the discus-
sion. They are experts, or stakeholders, or both. Among our guests
are folks from the hospital and physician communities; we have
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consumer and business representatives; we have voices for chronic
care management, current and former government officials, and ex-
perts in health care fraud and abuse.

Forgive me for not taking the time to introduce each person. We
have distributed a biographical sketch and a brief statement for
each part icipant.

Before today’s session, we gave each participant some questions
that will help start our dialogue, and beyond that, I anticipate a
fruitful discussion.

So let’s get started with our discussion. Let’s start hammering
out health care reform.

I personally believe that this is a terrific, wonderful opportunity
that we have, not only in the health care community but also in
America. Not many times like this pass by. I think it is very impor-
tant, it is exciting, in fact, that we have the opportunity here to
come together and to come up with health care delivery that makes
sense for Americans so more Americans have higher quality health
care at an affordable cost and access to our health care system in
a way we all know that it should be.

We also must remind ourselves that if we do not act now—that
is, this year—the consequences will be dire. The alternative to not
passing significant health care reform is dramatically increased
costs in health care for consumers, for business, for governments,
and it will be very difficult later on to pass the kind of health care
reform that we know is needed. It will be harder to do that later
on, so we have a terrific opportunity now. It is going to take a little
work, but anything worthwhile takes a little bit of work. And I just
feel very, very good and very excited that the time has now come,
the stars aligned, where we are going to do meaningful health care
reform in America. And today is going to mark the beginning of
that effort, and you are all part of it, and thank you so much for
being here today to help us move along that path.

Now I would like to turn to my partner here, Senator Grassley.

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

Senator GRASSLEY. Thank you, Mr. Chairman, and thanks to all
of you who are going to participate today, as well as the members
who are going to have to spend so much time on this issue over
the next 2 or 3 months as we work to put this bill together.

This is the toughest issue and most needed issue that Senator
Baucus and I have ever been involved in, and it is not just talking
about health care. It is talking about things that affect 16 percent
or 17 percent of our gross national product.

Most everybody agrees that our health care system is not per-
forming as efficiently as it should. We have escalating costs, an in-
efficient delivery system, and 47 million people lacking health in-
surance. We need to make significant improvements in our delivery
system, and we must make these reforms in a fiscally responsible
way.

A job this big and this important requires everybody to be work-
ing together. During the last year, the Finance Committee has held
a series of hearings on health care reform. We have heard many
witnesses tell us what is wrong with the system and how they be-
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lieve health care delivery can be improved. Indeed, some health
care providers deliver high-quality care at lower cost. We want to
learn from people who are doing things well, take the best ideas,
and apply them where we can.

Each and every one of you plays an important role in the health
care system. If we are to succeed in making real changes that ben-
efit millions of Americans, all of us are going to have to listen and
consider many ideas. Now is the time for innovation and for re-
form.

I urge all of us to roll up our sleeves and help us figure out how
to make these proposals work. Everyone will have to be willing to
recognize strengths, improve upon weaknesses, and find common
ground.

I am very appreciative that all of you have come here today to
help with this process. Working together, we can make a difference
and we can improve our health care system.

Thank you.
The CHAIRMAN. Thank you, Senator.
In an effort to ensure the most productive conversation, I urge

all my colleagues, all of us, and panelists to be quite brief. There
are many of us here, and there is not a lot of time. So I urge each
of us to get straight to the point, get straight to the heart of the
matter in your comments, and that will be most productive.

Mr. John Iglehart will moderate. We discussed this in advance,
John and I. The thought is that John might give a few ground
rules. Then he will begin asking questions of panelists. You all
have questions in advance anyway. Our thought is that Senators
could then jump in any time they want, but I would ask Senators
and panelists who wish to speak to just raise your hand, and John
will then recognize you.

Again, let’s be brief in our comments, and if I personally think
that someone is speaking a little bit too much, you will hear this
little sound. [Gavels.] That means it is time to cut it off. Okay.
Thanks a lot.

We are very honored to have John here. John moderated an ear-
lier discussion over at the Library of Congress and did such a great
job that we thought we would invite him back. John, thank you
very much.

Mr. IGLEHART. Thank you, Senator Baucus.
The panelists, too, given my position at the table here, if you do

have a comment or a question you would like to make or ask, if
you would put your ID cards in a vertical position, I would be able
to see that a little better than if not. And, of course, I will entertain
questions from Senators, or comments, any time their raise their
hand.

We will begin questions with Dr. Glenn Steele, who is the CEO
of the Geisinger Health System in Pennsylvania. And the question
I would ask him or the comment I would start with, anyway, is
that Geisinger Health System nationally has been recognized as an
innovative system that has tried a number of things to focus on im-
proving quality, increasing the efficiency of its plan, and the like.
And given that, Dr. Steele, the first question I would ask you is:
As the Congress works on health care reform, what are the key les-
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sons that the Congress should take away from the Geisinger expe-
rience?

Dr. STEELE. Thanks. First of all, it is an honor to be here. I am
privileged to be a part of this august group.

I think the Geisinger experience is a remarkable way of framing
the issue. We are able to take our insurance leadership and we are
able to take our clinical leadership, the docs and the nurses, and
focus on the patient groups that we think get the least good care.
There would be the chronic disease patients. This would be the pa-
tients with the greatest variation for hospital-based therapy. It
would be the end-of-life patients.

What we start with in the discussion, since we are in this inte-
grated health system, insurance and provider, is: What is the end
result we would like to get with that group of patients? How would
we like to go from where we are now to where we want to be? And
then we back out from the correct incentives.

So we do not start with a negotiation that is based on getting
more units of pay for a particular piece of work. What we start
with is: Where do we want the patients ideally to be in 3 or 5
years? And then how do we get the reimbursement aligned
throughout our doctor group, throughout our doctors and the hos-
pitals, to get there?

I think what we have shown—and, again, the question is: Is it
scalable, is it generalizable to other markets and other non-inte-
grated systems? But what we have shown, John, is that when you
increase quality for these groups of high-utilizing patients, you are
also decreasing cost. So increased quality and decreased cost actu-
ally will cohabitate.

That would be my answer.
Mr. IGLEHART. Let me follow up and ask you, many of your pa-

tients in some of your system are located in rural areas in Pennsyl-
vania. What are the challenges presented in terms of care coordina-
tion, more efficient delivery, when it comes to serving patients in
rural settings?

Dr. STEELE. Well, the obvious issue is access to primary care, ac-
cess to a series of small hospitals that, you know, are very chal-
lenged in terms of their operating costs and access to capital. And
one of the things that we have done is to try to take responsibility
for that. We have established a huge number of primary care phy-
sicians out in 43 counties. We attempt to take care of as many of
our Geisinger patients as possible in non-Geisinger hospitals, many
of which account for half of their admissions—those very small
rural hospitals. And we have found ways actually to extend our
capital access to these hospitals in order for them to get up to snuff
in very expensive technology.

So I think the other advantage in rural areas—everybody always
bemoans rural areas, but actually we have a very stable popu-
lation, and that gives us an advantage because we can see the ef-
fects of what we do not just over 30 days or 6 months, but over
many years. We have stable families, sometimes multigenerational,
and we can use that asset to help take care of a lot of these chronic
disease patients without having to have them, schlep into the
emergency room.
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So the rural issue actually cuts both ways, and there are some
real advantages we have found. We couldn’t do it without elec-
tronics. We couldn’t do it without Health Information Technology
(HIT) throughout our entire geography. It would be impossible be-
cause of the physical distances.

Mr. IGLEHART. Now, you describe the Geisinger system as an in-
tegrated system, which it certainly is. But the patients come from
the channels of payment derived from several different channels.
And in a recent paper that Health Affairs published that you co-
authored, you talked about the sweet spot of one-third of Geisinger
patients for whom you are financially and clinically responsible,
and then the other 70 percent or so of Geisinger patients come
through, as I understand it, a fee-for-service payment channel.

Can you describe either differences in costs or differences in effi-
ciency between this sweet spot cohort of one-third of the patients
and the other 70 percent?

Dr. STEELE. You know, I am going to be a little circuitous on this
one. Seventy percent of our payer is Capital Blue Cross, Highmark,
Northeast Blue Cross, and Coventry, and governmental payors and
30 percent, as you say, is our own insurance company. So for that
30 percent where we are both giving care for patients and we are
insuring them, that is where we have committed our major innova-
tion, because as I said, we can have our insurance leaders and our
docs and nurses in a different conversation than we have with Cap-
ital Blue Cross, Highmark, Coventry, and Northeast. That con-
versation is the old-fashioned ‘‘we are trying to get the best rates
we possibly can per unit of work we do,’’ and that is high yield for
us.

Now, when we create an innovation, whether it is our
ProvenHealth Nagivator—an advanced medical home program—or
whether it is the ‘‘warranty’’ we have developed that takes cost out,
it is obvious that we do that for all the patients, regardless of who
the payer is. So it benefits all the patients. And because our insur-
ance company is relatively small and is competing with big, big in-
surance companies, the way that insurance company sells its com-
mercial product is to take some of that value and give it back
through lowered premiums to the small commercial buyers.

Mr. IGLEHART. And then one last question. Do you have a prob-
lem hiring or retaining under contract primary care doctors in your
plan, Doctor?

Dr. STEELE. We do not, John, because we pay them better than
market, and we pay them better than market because we cross-
subsidize from our specialists. That is part of our social contract.
Our specialists basically understand how important it is to have
the entire continuum of care, and our commitment is to having pri-
mary, secondary, specialty, non-hospital, and hospital based. So it
is a cultural and very important social contract that allows us to
get those folks.

It is a tough market, obviously, and one of the other things that
is very important is the re-engineering of our primary care. We
have a lot of physician assistants (PAs) and nurse practitioners
now doing things that used to be assigned only to primary care
physicians. So we can recruit them, but we are also re-engineering.
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The CHAIRMAN. John, if I might ask both Glenn and also Mr.
Hackbarth, your recommendation of how we can transfer, transport
what you do to nationwide—that is, through Medicare or however?
You know, to be honest, all these concepts, I think, are pretty much
all agreed upon as good delivery system reform. And some sectors
of the economy are doing it. Some hospitals, some docs, some spe-
cialties are doing this. Certainly Geisinger is. So the real question,
for me anyways, is your advice on how we transfer it, how we
transport it to the country as a whole, maybe using Medicare or
whatnot. Just what advice do you have and what problems do you
see going along the way, and how would you iron out those kinks?

Dr. STEELE. Well, the first thing I would do is to redesign CMS.
I think CMS needs to be an engine of innovation, not a stultifying
bureaucracy. I think that part of the redesign should be based on
a patient focus, and I would start with the patients that are prob-
ably the highest cost and probably have some of the poorest con-
tinuity of care. And then I would back out—after you decided
where you wanted to go with that group of patients, I would back
out how you paid for that care.

Now, going from where we are in our structure to where we
would want to be in medical home or bundled payments or what
have you is not going to be easy to get perfect straightaway. So I
think there is going to have to be some sort of a learning network
or some sort of an ability where you take the demonstration
projects and you really make a much more rapid cycle time so that
you are not waiting 5 to 8 years for each demonstration project to
give you some innovative approach.

Mr. IGLEHART. Senator Stabenow?
Senator STABENOW. Thank you very much. Thank you, Mr.

Chairman, and thank you to each of you. I guess my question——
The CHAIRMAN. If I might, I am just curious. Glenn did not get

a chance to answer that question. I asked the same question of
Glenn. If he could just answer that question, because MedPAC has
a lot of thoughts on that, too, I would guess. I am sorry, Senator.

Mr. HACKBARTH. Thank you, Senator Baucus.
Geisinger is a terrific organization. My own professional experi-

ence in health care management is in Geisinger-like organizations,
but as you say, most of American health care is not currently orga-
nized that way, and so we will need to start with building blocks
and move in measured steps towards better coordination, better in-
tegration of care.

I would like to identify two opportunities in Medicare. One is to
change how we pay physicians, with particular emphasis on both
increasing the level of payment for primary care and changing the
method of payment for primary care, not just paying fee-for-service
but also paying a lump sum per patient, as is embodied in the med-
ical home idea.

We have abundant research that shows that strong primary care
is essential for a well-functioning, high-performing health care sys-
tem. As you know all too well, primary care in the United States
is weak and, unfortunately, getting weaker. So that is a key pri-
ority.

A second major opportunity that we see both for improving care
and reducing cost as well as starting to build some organization in
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the health care system is a focus on readmissions. As you know,
Senator, Medicare has a very high readmission rate. About 18 per-
cent of Medicare patients are readmitted within 30 days of a hos-
pital discharge at a substantial cost financially and some cost in
terms of pain and suffering and risk for the patients involved as
well.

What is striking about those numbers is there is a very large
variation in readmission rates across hospitals, and so we see in
that an opportunity for the high readmission rate hospitals to im-
prove by learning lessons from their peer hospitals.

We think that there are two types of changes that Medicare
ought to make in order to encourage a focus on readmissions. One
would be to feed back data to hospitals and their medical staffs on
how their readmission rates compare to their peers’ and then follow
that with a penalty on excessive readmission rates.

Concurrent with that, we think that Medicare ought to invest in
pilots of what we refer to as bundling, whereby Medicare would
make a single payment covering all of the cost of the admission
and perhaps post-acute care as well, so it would cover the hospital
inpatient care, physician services provided inpatient, plus poten-
tially post-acute providers. And so if there is a single payment,
there will be a strong incentive for all of the participants—the phy-
sicians, hospitals, and post-acute providers—to focus on how we
can reduce the readmission rate.

A secondary advantage of that is that providers that heretofore
have acted in silos independently of one another will need to come
around the same table and say, ‘‘How do we solve this problem?’’

The CHAIRMAN. Good. Thank you.
Mr. IGLEHART. Senator?
Senator STABENOW. Thank you.
Dr. Steele, I wondered if you could speak a little bit more about

your ability to focus on chronic diseases and be patient focused as
an integrated system? Because as I understand it, you own your
own hospitals; you have home care; you have nursing homes. And
that is a different delivery model than we have in other areas. You
have your own insurance company that is covering a third of your
patients. To what extent does that—if you could speak more to how
that affects your success in doing what we all want, which is to be
creating a system that is more patient focused?

Dr. STEELE. Senator, I think it is critical, and, you know, we
could talk about the blocking and tackling, but the main reason
that folks with congestive heart failure end up being admitted and
readmitted and/or readmitted—in our experience—is they do not
take their medicines at the right time or correctly. I mean, it is just
that simple.

Now, solving that problem is an immense and complex series of
blocking and tackling issues that we have accomplished in different
ways. We put nurses in our community practice sites, and the
nurses take care of 125 of the sickest patients on a 24/7 basis, so
it is kind of like concierge care for the sickest, not the richest. And
it basically helps to redesign the practice, so the primary care phy-
sicians are able to do something else if the nurses are really
triaging those sickest patients.
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The real question is: What are the lessons for scaling and gener-
alizing to the rest of the country? And I do not have simple an-
swers for that. But I think if in Medicare you are able to focus on
that as a 3- to 5-year goal: number one, I bet you would cost it out
through CBO and it would be a huge savings; and, number two,
you know, if you could create some sort of an innovation engine
that would allow other systems that were like ours or virtual sys-
tems to try to solve for us, because we are not going to be able to
come up with the perfect generalized solution.

Now, if you don’t get there, then maybe there should be a Plan
B, and the Plan B would be something that would be a lot more
onerous, you know, than 3 to 5 years of innovation and trying to
get there. So that would be my response.

Senator STABENOW. Thank you.
Mr. IGLEHART. Senator Conrad?
Senator CONRAD. Just following up on Dr. Steele, and I pose this

to the panel because I do not know—perhaps, Mr. Iglehart, you can
direct the question. The statistic that jumps out at me is 5 percent,
roughly 5 percent of Medicare beneficiaries—Dr. McClellan would
know this—use half of the budget. Five percent use 50 percent of
the money, and they are the chronically ill. And we do a very poor
job of coordinating their care. The result is we get weaker health
care outcomes than we should, and it costs far more than is nec-
essary.

Have you, Dr. Steele, in your organization found that coordi-
nating the care for those chronically ill does get better health care
outcomes, does save money? And what is the empirical evidence
that tells us that?

Dr. STEELE. We are going to turn a paper in with an experience
of about 35,000 Medicare patients and about 3,000 to 5,000 com-
mercial patients—with chronic disease, and hopefully it will get ac-
cepted in a nice peer-reviewed journal and we can talk about it.
But I can tell you that from our original experiment, which started
about 4 or 5 years ago, where our insurance company put these
nurses into the community practice sites to help re-engineer the
practice and focused on that group of patients you are talking
about, the return on that for the patients was incredible. It was in
a number of our sites over a 50-percent decrease in rehospitaliza-
tions, you know, in a year, and that has been durable.

Now, most of the financial benefit of that in our system comes
back to our insurance company. But because we are an integrated
system, we can do internal transfer pricing and get a lot of those
rewards, financial rewards, back to the folks that actually deliver
the improved care. And, you know, we would have to innovate as
to how to do that in non-integrated health systems. But we have
got pretty hard data that, when you redesign, you really do benefit
the patient, and quality goes up while cost goes down. They are not
inversely related.

Mr. IGLEHART. Dr. McClellan, do you want to respond?
Dr. MCCLELLAN. Yes, Senator, just to pick up on your question,

there is no double that for many of these Medicare beneficiaries,
most of whom have a chronic condition, they are experiencing com-
plications and higher costs, worse health because we are not doing
nearly all we could to help them get better outcomes. And Dr.
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Steele has talked a lot about the activities that the Geisinger clinic
has undertaken, and, by the way, some of those were supported by
payment reforms in Medicare to support those kinds of coordina-
tion of care activities. But the problem for most of the physicians
in your States—and I am sure you hear about this from all of them
all the time—is that they know steps that they could take that
could help patients comply with their medicines better, that could
help them manage their diseases better. They just do not get any
support for that in most of our current payment systems. They get
paid on a fee-for-service basis, and what Medicare typically does
when costs go up is you squeeze down the payment rate so it gets
harder and harder to spend time with patients. Things like having
a nurse practitioner help care for the most complex patients; things
like actually taking the time and effort to put information into an
electronic system so that it can be shared; things like spending
extra time educating a patient about why certain drugs or certain
dietary or activity changes are needed—none of that gets reim-
bursed. So it is very hard for providers today, outside of integrated
systems like Geisinger’s where they are actually now supported in
doing this, to provide the kinds of care that would really help im-
prove the outcomes.

The problem on the other side, of course, is that if you talk to
some of the budget experts at CBO and the Medicare actuaries and
so forth about just simply taking steps like starting to pay for all
these things that we do not pay for now, there is a real concern
that that could add to health care costs if it does not really result
in changes in care that get those better outcomes and that reduce
health care spending.

So that is why I think some of the movement in this direction
that your staffs are supporting—and I really commend the bipar-
tisan effort here—is to move away from just relying on fee-for-serv-
ice payments, but instead of simply paying more for more or other
kinds of stuff, move towards having some accountability around
better results, reducing these complications, as Dr. Hackbarth
mentioned, reducing the readmissions, getting costs down, improv-
ing patient outcomes in measurable ways. That is the general di-
rection that we are trying to move in, and the big challenge, of
course, is how can we do it in a way that is not too disruptive for
care today, most of which is not integrated at all, yet still is going
to give us some assurance that we are getting real meaningful
change quickly. And I think there are a number of proposals that
your staffs are working on that people on this panel have suggested
that can be put together to create a vision to get there.

The CHAIRMAN. John, I must interrupt here. We have a little
business to conduct which will help health care reform, and that
is to confirm Kathleen Sebelius as Secretary of HHS.

[Recess.]
The CHAIRMAN. We will turn back to our business. John?
Mr. IGLEHART. Mr. Hackbarth, I would like to get back to your

days as an executive at the Harvard Community Health Plan and
the Harvard Vanguard Plan, because you administered a plan that
had capitation payments and fee-for-service payments, as does
Geisinger. And the question I have is really the relative efficiency
that you recognized during that period of time. Fee-for-service
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seems to be, if not universally recognized as kind of the problem
or the major problem, or one of them, certainly, of the current sys-
tem, and I would like to get your thoughts on the relative value
and efficiency of those two kinds of payment channels.

Mr. HACKBARTH. Well, at Harvard Vanguard, which is a 500-phy-
sician, multi-specialty group practice in Boston, we were about two-
thirds prepaid global capitation covering all services from the most
basic to the most complex, so we would get a lump sum per patient
payment per month, and then about one-third was fee-for-service.
And to be blunt, fee-for-service was a pain in the neck to deal with,
and we were able to provide the sort of care that we thought pa-
tients needed by using the global capitation payments.

The key is that we—and I say ‘‘we’’ meaning the clinicians of the
group—have the flexibility to allocate resources where they see the
most benefit for the patient; whereas, under fee-for-service you only
get paid if you check certain boxes and you do certain activities,
and some of the most critical activities in health care are not paid
for by fee-for-service.

So from our perspective, the global capitation was a much more
effective system, and we used those payments to improve care for
our fee-for-service patients. It is not just an issue of the payment
level in fee-for-service. It is what is not paid for is the crux of the
problem.

Mr. IGLEHART. Taking the experience of the last 9 years as
chairing MedPAC, and recognizing that earlier experience, and also
recognizing Senator Baucus’ earlier question about how you take
experiences and scale them up to some national level, what
thoughts or recommendations might you have based on MedPAC’s
work about moving to a more efficient payment system?

Mr. HACKBARTH. You know, I think we need to look at both ends
of the provider continuum. We do have some organizations that
have the potential to be Geisingers of the future, and I think if
Medicare combined with private payers offer payment methods
that reward the effective integration of care, we will get more of
those organizations. And so I am sure that Mark McClellan will
talk later on about an idea that he and colleagues have developed
called accountable care organizations, and basically it is a way,
within the context of fee-for-service Medicare, of rewarding orga-
nized, integrated delivery of care. We think that concept has poten-
tial, although it is quite tricky to figure out the precise payment
method within Medicare to make it work.

So we need to work that end of the continuum, foster more orga-
nized, integrated delivery organizations. But having said that, as
I said in response to Senator Baucus, there are going to be large
parts of the American health care system that are not ready for
that, and so we need to start smaller with them, build up our pri-
mary care base through higher payments for primary care, dif-
ferent methods of payment, and then we think around hospital ad-
missions there is another opportunity to begin bringing providers
together—physicians, hospitals, and post-acute providers—to better
organize and integrate care. So work both ends of the provider or-
ganization continuum.

Senator WYDEN. John?
Mr. IGLEHART. Yes, go ahead, Senator.
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Senator WYDEN. A question on this point. We have been at it
maybe 20, 25 minutes, and this panel has already done a very good
job, it seems to me, of showing we are spending a lot of money on
health care. It is $2.5 trillion this year, but we are not spending
it in the right places. And, clearly, that started with Glenn’s com-
ments and has been echoed.

So I wanted to ask and maybe direct this to you, Dr. McClellan:
It is clear that of that $2.5 trillion, well over $700 billion of it is
spent in areas that are of modest or no value. That is what Peter
Orszag said at CBO. Lew Morris at the Inspector General said $60
billion is out the door on fraud. The Center for Medicare & Med-
icaid Services says $10 billion goes for inaccurate payments.

Why don’t you start by saying how we could better spend that
$700 billion in a way that we might actually show the American
people would wring some savings out of that $2.5 trillion sometime
in the next few years? Because that is what I think they are wait-
ing to hear. They have got bailout fatigue. They are not going to
support spending trillions of dollars in new money. But if you and
your colleagues can show us how we can wring out some savings—
and I, for example, am very attracted to Glenn Steele’s idea. I am
pretty much ready to say we ought to go to a warranty approach—
a warranty approach that involves the doctors and good quality.
That is a way to generate some savings. But, Mark, how do we
start with that $700 billion plus and show the American people we
are squeezing some savings there before we ask them for more
money?

Dr. MCCLELLAN. Senator, this is a core question. I am sure the
other panelists have some views on it that will, I think, reinforce
some of the things that I am saying. But as you pointed out, our
health care system is doing a pretty good job of showing us the
money, and we know where the money is going. But we are not get-
ting what we should in terms of the results. We are not showing
the results.

A lot of the comments that you have heard so far have all been
focusing in the direction of emphasizing getting better results for
patients. And as you heard just a minute ago from Dr. Hackbarth,
giving providers more flexibility in how they get there rather than
just micromanaging them by paying for certain services, not paying
at all for others, is very important for doing that, but that needs
to go along with some accountability for what we really want our
health care system to produce.

That is what the American public wants to see. They want to be
healthier. They want to see these gaps in preventable complications
close. But also, if you look at surveys—and I know you have since
you have spent so much time and effort on finding a way forward
on health care reform—they are also very concerned about dis-
rupting the kind of care that they get now. The very important re-
lationship they have with their doctors and their other health care
professionals is really important to them.

So as we make these changes, we need to make sure to do it in
a way that is not too radical and too disruptive, especially for the
vast majority of Americans whose doctors cannot even get, if they
wanted to, timely information on whether the prescriptions are
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being refilled or what other specialists are being seen or whether
their patient has been admitted with a complication.

In the short term, there are a number of proposals, like medical
home payments, like health IT payments, like moving towards bun-
dled payments for admissions, that could move us in the direction
of showing that we are getting better results and we are doing a
better job of supporting doctors and patients in doing good care,
and over time we need to put more emphasis on the fact that we
are actually getting better outcomes and lower costs.

So that is how I think this can fit together, and I think it is very
important for this Committee on a bipartisan basis to, as you did,
point out the problems that we have in our health care system
today, but also a path that is not too radical and disruptive but
that can over time get us to some fundamentally better outcomes
at a lower cost. And I do not see another way to get there besides
measuring the outcomes that we really care about and starting to
build that into our payment systems and benefit designs and all as-
pects of our health care system, much as Geisinger has already
started to do.

Mr. IGLEHART. Senator Cornyn?
Senator CORNYM. Thank you. It has been widely observed that

we do not really have a health care system, we have a sick care
system. And I want to ask, perhaps playing off of Senator Wyden’s
questions, how we can save some money, but also by encouraging
or providing incentives for individuals to take some personal re-
sponsibility to do some of the things that will keep them healthier
and well longer, thus avoiding costly and perhaps painful, health
care conditions.

I am aware—and no doubt the panel is, too—of some instances
where various companies are trying to control their own health
care costs. Safeway, which—Mr. Steve Burd, who has, I know, con-
sulted with a number of us on a bipartisan basis, has really kind
of a fascinating program at his company, which perhaps is dupli-
cated elsewhere, which provides a financial incentive to the em-
ployees to do things like quit smoking, lose weight, get exercise,
control their blood pressure, control their cholesterol, get a
colonoscopy on a periodic basis—the kinds of things that will keep
them healthy longer or perhaps diagnose conditions early on when
they are less costly and less dangerous to treat.

What kind of delivery system are we going to design for Medicare
or other public tax dollar-supported programs to provide some in-
centive for individuals to take some responsibility for their own
health care and to stay well and healthy longer?

Mr. IGLEHART. Mr. Lee?
Mr. LEE. Senator, Peter Lee with the Pacific Business Group on

Health, and I just want to affirm the question in that many large
employers are investing a lot of money, time, and effort in engaging
their employees in staying well. And we talked about, Mark, the
spectrum on the provider side. We need to look at the spectrum on
consumer side of engaging folks that are well to stay well. And I
think that the lessons from the private sector should be brought
over to Medicare, which is to encourage people that are well to en-
gage in healthy habits, but also for people with chronic disease to
have incentives to be engaged in disease management programs.
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The issues on the treatment side need to be married with the con-
sumer side.

I think also, though, we have a challenge with Medicare. Medi-
care is often seen as one size fits all as opposed to being tailored.
And I think we need to really look at how Medicare can implement
consumer-facing programs such as do we have networks within
Medicare for centers of excellence that you encourage people with
information and incentives to say this center is doing a better job.
This is a challenge, but we need to look at lessons from the private
sector that can be brought in, consumer facing on the public sector
as well.

Mr. IGLEHART. Senator Bingaman?
Senator BINGAMAN. Thank you. I was just struck by Dr. Steele’s

point when he was asked what could be done to take the practices
that you have got at Geisinger and expand them. I thought his an-
swer was redesign CMS to be an engine of innovation.

I would just be interested in Dr. McClellan’s view as to what the
obstacles are to us getting that done. It seems to me, you know,
Congress is way into the weeds on health care reform and writing
these laws and trying to understand the intricacies of this busi-
ness. Why can’t CMS be given a broader mandate—or maybe they
have a broader mandate—to implement many of these practices
that I think everybody around here says make a lot of sense and
save us a lot of money and improve care?

Dr. MCCLELLAN. Let me start by saying a word of praise for the
staff at CMS that have an enormously, impossibly complex job,
very limited resources to do it. They are overseeing the largest
health care programs in the world for the most difficult populations
and the most vulnerable populations in terms of coverage. So with
their limited budget, they frankly need a lot more resources, would
be the number one thing, and I think would help get more done.

But as you pointed out, the way that Medicare is managed now
does not leave a whole lot of room for discretion in implementing
the kinds of reforms that we have been talking about today—mov-
ing away from payment on a fee-for-service basis, promoting
wellness, and new steps to help patients with chronic disease man-
age their disease at a lower cost.

Congress, in due respect to this Committee, you all set the pay-
ment rates for each and every Medicare service in each and every
county around the country.

Now, you have also given CMS a lot of demonstration authority,
and Dr. Steele mentioned this. In fact, while I was at CMS, we im-
plemented a demonstration program with Geisinger to pay them
more when they demonstrated that they were getting better out-
comes at a lower overall cost for their patients. I think that pro-
gram has helped motivate and implement the kinds of steps that
Dr. Steele talked about over the last couple of years.

It would be very helpful to enable CMS to engage and support
more pilot programs like that. You heard a minute ago about the
cycle time for trying out new approaches in payment or in benefit
design being much slower than it should be if we want to see time-
ly and effective impacts on health care costs and the health of
Americans. That is going to take more resources, and it is going to
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take at least a clear authority for CMS to pilot and test out these
new approaches.

In the Medicare Modernization Act, there was a pilot program for
Medicare Health Support, a kind of disease management program.
It ended up not in most cases delivering the savings that had been
hoped, but at least it could be tried out on a large scale, and at
least successful programs could be expanded quickly. That might
be a model to look at more widely as you are considering these re-
forms.

The CHAIRMAN. I might ask, though, Dr. Steele, what did you
have in mind when you say reform of CMS? Three minutes.
[Laughter.]

Dr. STEELE. I have the ability to speak without any knowledge
at all.

The CHAIRMAN. You are not alone. [Laughter.]
Dr. STEELE. Again, I do not think we are going to get it right for

all of these changes straightaway, and yet I think we have huge
leverage through Medicare, and also through Medicaid. We have
not talked about Medicaid either. That is another incredible lever.
And I think if we are interested in getting closer to an integrated
system, whether it is a real one or a virtual one, if Congress could
set the big rules—here is where we want to go in 3 years or 4
years; you folks figure out how to get there. And by the way, if you
do not get there in improving this quality of care and decreasing
this cost, then we will have a Plan B—I have a feeling that
ramping up from our small experiments to maybe, I do not know,
three, four, five million out of the 40 million would be the next step
in looking at scalability, with much more feedback, much more
ability to change on the fly.

A lot of what we did was accomplished because we were able to
change on the fly. There were a lot of unanticipated consequences
for things that we did that we could respond to. That is at a
35,000-foot level, it is without working specifically with CMS, you
know, so it is easy to make these pronouncements.

The CHAIRMAN. Thank you.
Mr. IGLEHART. Senator Snowe?
Senator SNOWE. Thank you. I held some listening sessions in

Maine over the recess, and many of the issues that you raise here
today with respect to primary care being instrumental and improv-
ing the quality of care and lowering costs is exactly what I heard
at home. And one of the issues that was raised, however, was the
crisis that exists with physician shortages, particularly in primary
care. And if you look at the number of studies that have been re-
leased on this question, I think it is all the more evident that we
have a dearth of physicians with respect to primary care. Ameri-
cans lack access, almost a third of Americans of working age lack
access to primary care providers. Seventy percent, I was told, of
health care needs can be met in primary care. And yet we have a
lack of primary care providers across the spectrum. And, in fact,
we will have a serious crisis by the year 2025, and even more so
if changes are made to the system.

So I would like to ask you, Dr. Tooker and Mr. Hackbarth, and
anybody else who cares to comment on this question, how do we
reverse that? And what is the timetable for reversing it? Because,
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obviously, it is going to take some time to, you know, turn this ship
around with respect to primary care physicians and nurse practi-
tioners and physician assistants across the spectrum, which is a
critical problem, even more so when only 2 percent indicated an in-
terest in even going into the primary care field, which I think is
all the more troubling given the fact that I think the emphasis on
prevention and early diagnosis is going to be key in transcending
from a system that responds to a crisis and rather trying to design
a system that is to prevent the illness in the first place.

So, Dr. Tooker, would you care to comment?
Dr. TOOKER. I would be delighted. Thank you, Senator Snowe,

and thank you, Chairman Baucus and Ranking Member, for this
opportunity.

As Senator Snowe has said, I think on the one hand the value
of primary care is highly recognized as a critical part of a high-per-
forming health system. But that value is not translated into val-
uing primary care providers, including physicians, in this country.
The disparity in payment across specialties of primary care com-
pared to other specialties is wide, and the first recommendation
would be to restore those primary care physicians who are pro-
viding care right now, quickly, immediately, with improvements in
reimbursement for primary care physicians now.

Related to that, though, and I think a critical part of this notion
of the funding for primary care, including new models of care, such
as the patient-centered medical home, is funding the infrastructure
to provide the care that these patients need. As Glenn Steele has
said, Geisinger helped to reform primary care at Geisinger, both by
improving the compensation for primary care physicians so that
they do not have difficulty recruiting primary care physicians to
those practices, but also in providing the infrastructure for those
physicians and the team-based care that they provide to be able to
provide the care—for example, care coordination. Thinking about
our Medicare population in particular, about a quarter of Medicare
patients have five or more chronic conditions. They will see lots of
physicians over the course of a year, 40 or more outpatient visits
in a year, hospitalizations, et cetera.

There is an enormous amount of information that has to be man-
aged for each individual patient, and that does require infrastruc-
ture. It requires the people with the skills, such as advanced prac-
tice nursing, which in team-based care is invaluable, but also re-
quires—and Glenn mentioned you cannot do this without the elec-
tronics—the need for practices to be able to acquire health informa-
tion technology, and obviously that has been a big part of the stim-
ulus package as well.

I think we also at the same time need to recognize that the de-
mand for these services is only going to increase with an aging pop-
ulation, and to your point about prevention, I think Senator
Cornyn made the same point, that at the present time primary
care, population health, and preventive services are not reim-
bursed, so there is not time for the physician and the team to pro-
vide those services now. In a medical home model with team-based
care, with adequate compensation for the care coordination, those
services can be provided. I am not, though, saying that if you were
to score this 1 year from now that you would be able to document
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savings—funding primary care would have to be a long-term propo-
sition.

The last point I want to make in response to your question, Sen-
ator, is that while I am a huge admirer—I am from Pennsylvania
now, formerly from Maine. I am a huge admirer of Geisinger, but
we have to recognize that the vast amount of this care in this coun-
try is provided in practices of five or less now, 80 percent or so.
And we are talking about in the range, in the 2006 National Inven-
tory Care Study, of 900 million ambulatory visits in the course of
a year. So the vast amount of this is taking place in small settings,
and there is this big divide between the electronics that Geisinger
has and what a two- or three-person practice has. And while we
might want it some other way, that is the reality which we are
dealing with right now.

So I think there has to be frank recognition of the fragmentation
of health care in this country, and Maine is a good example of that
right now.

On the other hand, Maine is also leading in the sense of innova-
tion of developing a primary care medical school with Tufts to try
to solve some of these problems that you were talking about.

Thank you.
Mr. IGLEHART. Mr. Hackbarth?
Mr. HACKBARTH. Two quick additional points, Senator Snowe. In

addition to the medical home, MedPAC has recommended that
Congress provide for a bonus payment basically for clinicians that
are focused on primary care practice. So this is an additional pay-
ment on top of the standard fee-for-service payment that would go
to clinicians that are in certain specialties and through their pat-
tern of practice demonstrate a commitment to primary care.

In addition to that, we have made several recommendations
about the process by which Medicare sets the fees for different
types of services, the relative values, and we think that that proc-
ess is skewed in a way that is detrimental to primary care.

The last point that I would make is that, you know, even if we
do all of these things—medical home, primary care bonus, change
the RVU-setting process—the unfortunate reality is that we are
going to face a shortage of primary care clinicians in the future. We
are going to have too many older people with complex illnesses and
not enough people coming through the pipeline. And so I think an-
other part of, if not a solution, another part of addressing the prob-
lem is increased use of advanced practice nurses. In Harvard Van-
guard Medical Associates, my old group, we made extensive use of
advanced practice nurses to complement the efforts of physicians,
and I think the health care system needs to do that more broadly.

Mr. IGLEHART. Dr. Korn, do you have a quick comment?
Dr. KORN. Yes. I am with the Blue Cross and Blue Shield Asso-

ciation, and I think I can weave together some of the suggestions
made by Senators into a recommendation. What can CMS do?

You know, the Blues are somewhat unique. We are national, but
we are also very, very local. And so as CMS thinks through any
number of innovations and/or pilots, you might consider partnering
locally with successes that have been achieved. And we are begin-
ning to emulate the Geisinger model in a fee-for-service environ-
ment. I am sure you know in Iowa that we have a model where
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nurse case managers work for the individual physicians’ offices
rather than the plan, and care management is directed to those pa-
tients whom the physicians suggest are most ill.

Montana a number of years ago innovated with a remarkable
program to control the use of unnecessary radiologic procedures.

Massachusetts has now put together a program where, in a fee-
for-service sector, using a very unique contracting strategy, they
are beginning to emulate the incentives and loyalties that a
Geisinger system has.

The reason I am somewhat passionate about this is because age
65 is an artificial designator. The payer changes, but the delivery
system does not. And so if there is some way for those of us who
care about these things and finance this care to learn from one an-
other and benefit from one another’s experience and even use one
another’s capabilities in reasonable relationships, I think there is
a real opportunity. And the Blues are prepared to collaborate and
share with all of you in any way we can.

Thank you.
The CHAIRMAN. I see that Senators Cantwell and Carper have

been trying to seek recognition for a while. I do not want to get in
your way here, John, but I just know they have been——

Senator CANTWELL. Well, I wanted to jump in there on the pri-
mary care shortage issue and just ask or emphasize more about the
education system, about incentives for getting those to go into pri-
mary care with more loan forgiveness, more focus on medical resi-
dency support, and more on the structure—I mean, obviously, we
have to quit disincenting from a structural perspective primary
care service, but we also, as you said, have to deal with the short-
age, and I think we need to be much more aggressive.

I am hearing from my hospitals in Spokane—and I know,
Umbdenstock, you just came from there, running the association—
patients are now coming back to the emergency room for their pri-
mary care. It is not just the cost of going to the emergency room.
People are using the emergency room as their primary care physi-
cian, and it is costing us. And so we have to deal with this demand
wave that is coming in for the population and match it up with
education programs. So I wondered if you supported those kinds of
incentives.

Mr. HACKBARTH. MedPAC has just recently begun looking at
medical education and Medicare’s role in financing medical edu-
cation to see if there are ways that we can use the leverage of that
financing to influence the output. We have not yet made specific
recommendations. We may well this coming fall. But among the
issues that we have identified are, of course, the mix of people
being trained is not what we would want from the perspective of
a high performance health system, and conceivably—and this is not
a MedPAC recommendation, but conceivably, you could imagine
Medicare saying, you know, we are going to skew our payments to
reward more primary care training than others.

You could imagine Medicare or the Federal Government more
broadly establishing special programs of expanded loan forgiveness
for clinicians who commit to primary care activities.

There are also some more technical issues in how Medicare pays
for residents that actually get in the way of proper ambulatory
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training. The training is skewed towards inpatient hospital and
away from ambulatory settings.

So there are a number of levers that we think Medicare might
be able to influence that could change the output in constructive
ways.

Mr. IGLEHART. Senator Hatch?
Senator HATCH. Well, thank you. Now, in my opinion, just along

the same lines, we have access to the finest facilities and tech-
nology in health care, but their effectiveness will always be limited
if we do not have well-trained professionals. The workforce short-
age in our health care system is reaching crisis proportions, in my
opinion, and is a multifaceted and complex problem that ranges
across the entire cross-section of the medical profession, from
nurses to primary care physicians to emergency room doctors.

Now, to truly understand this problem—and I have been very
impressed with some of the things you have said, Mr. Hackbarth,
and MedPAC. But to truly understand this problem across this
broad spectrum of issues, I would like to suggest maybe the forma-
tion of a medical or health care workforce shortage commission to
not only study the several efforts already underway, but to provide
Congress with a blueprint of recommendations to better coordinate
these efforts and suggest new strategies to drastically reduce, if not
completely eliminate health care workforce shortages.

So I am very interested in hearing your various perspectives on
that suggestion and see if that is a worthwhile thing to do. Dr.
Tooker, we will start with you.

Dr. TOOKER. Yes, thank you very much. I think that builds on
the comments from you, from Senator Snowe, and also the testi-
mony that we had originally provided.

To me, there is, unless the market is going to fix itself first in
the sense that primary care is competitive in the market, it will not
be enough just to try to fix medical school and graduate medical
education, and by the market, I mean that we need to value pri-
mary care as highly as we value every other critical service that
is provided to our patients now.

I think it is important—and that is why I mentioned the primary
care medical school in Maine—to have innovation where medical
students are specifically encouraged to practice a certain kind of
medicine in a certain geographic area. Maine is unique, or northern
New England is unique, and I think that there, that is a potential
benefit. For example, loan forgiveness, because the debt of medical
students now is in the range of $160,000. They are making rational
decisions to pursue careers that are going to reimburse them high-
er.

But I think sometimes we are not talking enough about how and
where they are trained, and we, of course, have very impressive
academic medical centers in this country, and in GME we have
hundreds of other community programs that are developing our
trainees now. But I would say—and I am certainly a part of it,
coming from a major academic medical center in Philadelphia—
that primary care is not valued in academic medical centers the
same way that other tertiary and quaternary services are. Aca-
demic medical centers are ranked by the number of NIH grants
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that they get, how specialized their services are, not for primary
care.

So I would tend to agree with Senator Hatch that we need inde-
pendently to look at workforce from the point of view of what is the
best workforce to provide care for the patients in this country as
opposed to other models which are disincenting our young people
to go into primary care.

Now, to their credit, the AAMC, the Association of American
Medical Colleges, has been out front in the sense of a patient-cen-
tered medical home model in which they have committed as a mat-
ter of policy to providing the appropriate training for the patient-
centered medical home. But a lot of that training is difficult to pro-
vide in typical academic medical centers, and as Glenn Hackbarth
has said, we need to expand funding to making payment available
for community-based training for these types of physicians.

Senator HATCH. Well, I appreciate those comments. Can I ask a
follow-on question, Mr. Iglehart?

Dr. Brent James of Intermountain Health Care in Salt Lake, one
of the top quality experts in the country, often says that the United
States is number one in providing ‘‘rescue care.’’ Rescue are is sav-
ing accident victims, premature babies, heart attack victims, trans-
plant patients, and dialysis patients, just to name a few. The good
news perhaps is that no other country comes close to the United
States in providing rescue care.

Unfortunately, rescue care has little or no impact on the general
population and on more effective approaches to place a stronger
emphasis on primary care and preventive medicine.

Now, how do we as a country go from providing the best rescue
care in the world to providing our citizens with better primary care
and preventive medicine? Anybody who cares to answer.

Mr. IGLEHART. Dr. Opelka from the surgical community,
thoughts on that? And also your workforce perspective, if you
would, please.

Dr. OPELKA. Thank you very much, and Chairman Baucus and
Senator Grassley and the rest of the Committee members, we ap-
preciate the opportunity to be here on behalf of the American Col-
lege of Surgeons.

If I could, Senator Hatch, first to the workforce issues, they are
complex and we are starting now to see some actual shortages in
surgery areas. We have got about a 16-percent reduction in general
surgeons over the last 10 years. We are now reaching the point
where we are losing general surgeons in aggregate, and in other
areas of surgery, like urology and ophthalmology and orthopedics,
the number per 100,000 is dropping year after year.

Now, perhaps some of that is right-sizing in surgery, but perhaps
some of it is not. And certainly in general surgery, and particularly
in the rural areas, if we think about the medical home—and we are
highly supportive of the concept of the medical home—the general
surgeon actually is the first responder for the entire medical home
community. And with a shrinkage of that general surgery support,
it supports all the rest of the acute care in a hospital. When you
start to lose your general surgeons in a hospital, you start to lose
your hospitals. It is very difficult for rural communities to actually
support other activities in a hospital if they do not have the gen-
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eral surgeon. And we will actually see an erosion of some of the
trauma support that we currently have and established at a very
high level.

In other specialty areas, you can leave Boston and Worcester,
Massachusetts, and start heading to the west and you will not find
another neurosurgeon until you get to New York. So when you
have major trauma injuries, head injuries, transporting those pa-
tients, if you do not have the general surgeon to stabilize them in
those communities and they cannot get them to a neurosurgeon in
a timely fashion, we are going to have other major issues.

Now, the real problem with the workforce and the reason I think
your idea is such a great idea is that it takes a long time to develop
these surgeons in their specialty areas. It is 6 or 7 years before
they complete their training after medical school, and then to truly
flourish and develop that expertise is another 3 to 5 years as they
mature as a surgeon.

So the queue is very long. The pipeline is a long push. When we
are behind in general surgery, it is going to take us years to catch
up. So we need programs to address these workforce shortages and
to incentivize people to go into those areas.

Lastly, then, to address your issue, I think switching our focus
is probably not to switch our focus on the excellence that we have,
but to truly hit into these chronic care diseases where even the sur-
gical specialties are on board that we need better primary care, we
need better coordination of care with our primary care colleagues
to take care of not an isolated silo of care, but to take care of a
continuum of care. How do we deliver the best care not for this mo-
ment for this patient but over this life for this patient for that dis-
ease condition?

Senator HATCH. Thank you.
Mr. Chairman, I presume we are able to submit questions to the

panel, because this is an excellent panel.
The CHAIRMAN. Absolutely.
Senator HATCH. I just want to compliment them for taking the

time to be here.
The CHAIRMAN. I might just put a little bug in Senators’ ears,

and even the panelists, that we may want to, because this is so im-
portant, come back this afternoon, too, and just keep going here,
because there are not many opportunities like this, and this might
be the appropriate thing to do. But yes, questions——

Senator HATCH. Mr. Chairman, I have a lot of questions, but I
have to, like all of us——

The CHAIRMAN. We all do.
Go ahead, John.
Mr. IGLEHART. Senator Nelson?
Senator NELSON. Thank you. I want to throw out a couple ideas

and get you all to respond.
Number one, the advantage of Medicare Advantage, a Medicare

HMO having a 14-percent differential, should we put that on a
competitive basis? Because it was originally set up to save costs,
and, of course, it did not save costs.

And the other one, dealing with the workforce, Medicare sup-
ports residency slots. Well, that was all frozen in 1998 with the re-
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sult that your growth areas are way underfunded now in the
growth States for residency slots.

So maybe if we could start with Mr. Williams, that you could ad-
dress the Medicare HMO.

Mr. WILLIAMS. Thank you, Senator, and it is a pleasure to be
here and have an opportunity to share our point of view.

I think it is fair to say that there are opportunities for meaning-
ful cost savings from the Medicare Advantage program. I would,
however, ask us to recognize that the base Medicaid Advantage
benefit that is exactly comparable to Medicare is well delivered
with innovative programs that really do improve quality and im-
prove the quality of care that patients do, in fact, receive. And I
think Aetna as well as the industry are open to a variety of ap-
proaches to understanding that with a couple of suggestions.

One is we need to recognize and avoid sudden shocks to the 10
million Medicare beneficiaries who entered this particular program.
And as we figure out how to get from where we are to where we
go, we need an appropriate slope so that the health care delivery
system can collaborate in right-sizing and readjusting its whole
mechanism to be certain that we maintain the right value for the
beneficiary and avoid those sudden shocks—with the under-
standing that there is an opportunity to make some meaningful
changes there.

I think also we need to keep a focus on providing incentives to
the providers for improving quality both in Medicare Advantage
and base Medicare.

And, finally, whatever we do, I would encourage us to keep it
simple but, most importantly, keep it predictable.

Senator NELSON. Would you be in favor of competitive bidding?
Mr. WILLIAMS. Well, I think like most ideas, I think we are open

to all ideas. We do not really understand exactly what specifically
competitive bidding means.

Senator NELSON. So that the plans would be based on their cost
instead of a government-set rate.

Mr. WILLIAMS. Well, I think we are open to any change in the
system that results in a predictable slope, minimal impact to bene-
ficiaries, and a way to create value for Medicare beneficiaries and
for the Government.

Senator NELSON. And the graduate medical education?
Mr. UMBDENSTOCK. I want to thank you, Mr. Chairman, and the

members of the Committee for the chance to be here today. I am
Rich Umbdenstock from the American Hospital Association. And
we would be very supportive of increasing the number of residency
slots, Senator Nelson. We have heard the estimates, and we know
the shortages on the front lines. So looking forward, you know,
something of at least a substantial number of new residency slots
in the 15,000 range or something, because some of the estimates
and requests have gone as high as 25,000 and 30,000, but a huge
new opportunity is necessary.

As my colleagues have said, being sure that we focus those new
slots or the residency program in general toward what we need in
the primary care area is very important, but also to Senator
Hatch’s concerns, looking beyond residencies to the workforce and
the shortages we face overall equally important. We struggle with
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the nursing shortage and the continuing projections there in the
hundreds of thousands of nurses that we are going to need, that
we just are not able to accommodate today. So we would be very
supportive on both counts.

Mr. IGLEHART. Mr. Umbdenstock, a question. If the number of
GME positions that Medicare funds was increased, what guarantee
would the Federal Government have that those increased positions
would go into primary care specialties?

Mr. UMBDENSTOCK. Well, John, I think it is all in how you design
both the program and the rewards so that both the incentives for
medical students to look toward primary care and the way in
which, again, as Dr. Tooker said, we make that an attractive career
path, not just in the residency realm but also in the market realm,
coming out the other end, that, in fact, there is a viable—not just
profession but a viable business model. So it has really got to be
thought of in connection between both the educational sphere and
the real world that those physicians will enter upon completion of
those residencies.

Mr. IGLEHART. Okay. Senator?
Senator MENENDEZ. Well, thank you very much. Very inform-

ative, and I appreciate your willingness to come and your service,
and, Mr. Chairman, for putting an excellent panel together.

I have two questions that I would like to pursue. One is I want
to echo my colleagues who have talked about the primary care
issue. We are 48th in New Jersey relative to the number of pri-
mary care physicians to families, and so that is an issue. And for
those of us in the minority communities, we are concerned about
the disparity that further is enhanced by that reality.

Mr. Hackbarth, you mentioned the 10 percent that MedPAC has
talked about as a bonus. While that is certainly worthy, is that suf-
ficient to draw what we need in terms of the primary care commu-
nity? You might be looking at keeping a universe but, obviously, it
seems to me that may not be enough, and what else you would be
doing. And, secondly, a different question—and I would like to hear
your answers—to Ms. Ness, this whole issue of the medical home
concept is one that has a lot of promise to it. I would be interested
in your thoughts on how that model works for women’s health care
in this context. As we all know, many women consider their ob/gyn
as their primary health care physician, and when you look at the
array of services from pregnancy to specific cancer care, it is a pret-
ty wide range of services.

Do the current medical home demonstration projects adequately
address these women’s unique health needs? If they do, fine. Tell
me how they do that. If they do not fully, is it something that we
should be considering looking at a women’s health medical home?
Those are the two things I would like to hear some responses to.

Mr. HACKBARTH. Senator, we do not think that a 10-percent
bonus by itself is sufficient. We have recommended that as part of
a broader package. So, in addition to the bonus, we have talked
about ways that the process by which relative values are set, the
fees for individual services are set, can be changed in ways that we
believe will increase payment for primary care. We also, as I said
earlier, believe that the medical home idea is an important part of
that package.
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I would mention that there have been some steps already taken
in the Medicare payment system that have increased payment for
evaluation and management services, many of which are provided
by primary care clinicians. I will not get too far down into the
weeds, but in combination, steps taken in the last couple years
have increased payment for those services by 10 or 11 percent. So
it would be that 10 or 11 percent, a 10-percent bonus on top of
that, some changes in the price-setting mechanism, medical
home—that is the sort of package that we think may be sufficient
in scale to have a meaningful effect. It is not just one piece.

Mr. IGLEHART. Ms. Ness?
Ms. NESS. Thank you, and I really appreciate the opportunity to

be here, Senators. I am really encouraged by the conversation that
I have been listening to because as an organization that has been
representing the interests of women and families for more than 35
years, I can say that the urgency is very great. People want us to
transform this delivery system. They get that it is broken. They get
that it is not working as well as it should. They want better quality
care. They want it to be more affordable. And they also get that
we need to get better value for our health care dollars. They know
we need to make changes to make this all sustainable over time
so we can ultimately get to coverage for everyone.

And one of the most exciting things, I think, about this conversa-
tion today has been the amount of focus on what is needed for the
patient. And Dr. Steele said something very profound when he
started us off. He said at Geisinger they started first by looking at
what the patient’s needs were, and then they designed delivery and
the way they were going to pay for it around those patient needs.
And if there is one message I would like to deliver, it is that I
think we need to think about delivery system reform, payment re-
form, from the perspective of: is it going to get us to making a more
patient-centered system? Will it meet the needs of patients? And
will it meet the needs of the highest-risk, most vulnerable patients,
the ones who are falling through the cracks the most, but the ones
who are also costing us the most money?

We know that the folks with multiple chronic conditions are cost-
ing us at least 75 percent of our health care dollars, and that is
only going to get worse. The population is aging. The number of
chronic conditions people have is escalating. And from a women’s
perspective especially, women who are reaching those middle years,
the baby-boomer generation of women who are now just beginning
to deal with their own chronic conditions, also facing the caregiving
responsibilities of dealing with aging relatives who are living
longer with more complex conditions than ever. Their struggle with
the shortcomings in this fragmented, uncoordinated delivery sys-
tem is just going to be off the charts.

So the conversation today about shifting to primary care, shifting
our payment system so it incentivizes us to move toward better in-
tegrated, more coordinated, shared accountability, that all makes
sense. I would like to just put a spin on that, if we look at that
from the patient perspective, some of the same things, what it
takes us to.

For example, we talked about needing to really move from acute
care focus to focus on managing chronic conditions and more focus
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on primary care. Well, we have to value primary care more and dif-
ferently than we do today, but we also probably need to think dif-
ferently about how we go about that valuation process. Right now,
we look at resource costs, and we assign values. Well, we do not
look at the values to patients. And what would happen if you in-
cluded a patient voice in how we establish the payment decisions
around what is valued and revaluing primary care?

The medical home model moves us in the right direction. It is the
right idea. But as it stands now, it will not meet the needs of the
most vulnerable patients, those folks with the multiple chronic con-
ditions, those folks with geriatric syndrome.

Senator Lincoln, you have legislation that gets at the importance
of geriatric assessment, for example. Senator Wyden, you have leg-
islation that looks at the importance of making sure we can deliver
care to people at home.

Right now, the medical home is not there. We need to evolve it.
So we need to think about this as getting to primary care payment
that pays for the right services based on patient needs, which prob-
ably means some kind of a risk-adjusted model that is matched to
patient complexity and covers those things like geriatric assess-
ment and care at home and making sure we have the link to com-
munity-based services. So putting the patient lens on some of these
things I think helps steer us in the right direction.

With respect to your question, Senator Menendez, about women
having particular needs, that is another example of us needing to
ensure that we are matching what we pay for to the actual patient
needs. And I think the important thing here is that we want pa-
tients to be able to choose where they get their care, and for many
women an ob/gyn is their provider of choice. But we then need to
make sure that those ob/gyns are providing the full range of pri-
mary care services or linking to those services so women get the
full range of services that they need.

So I think there are ways we can move in the direction of ensur-
ing that women in their peak reproductive health years that have
a range of needs have those needs met in the context of getting
comprehensive primary care.

I want to reinforce what folks——
Mr. IGLEHART. Yes, we better move on.
Ms. NESS. Sure.
Mr. IGLEHART. I want to ask Dr. Naylor to follow up. Her team

at the University of Pennsylvania has done a lot of work targeting
the chronically ill elderly population. What lessons can we learn
from the research that you and your team have done, Dr. Naylor?

The CHAIRMAN. Dr. Naylor, you might remind us who you rep-
resent.

Dr. NAYLOR. I represent the University of Pennsylvania School of
Nursing.

The CHAIRMAN. Okay. Thank you.
Dr. NAYLOR. And I have had the great fortune to work with a

terrific multidisciplinary team based at Penn from the schools of
nursing and medical school and Wharton, et cetera, on testing a
model designed explicitly to look at the challenges and issues
around the 20-percent of older adults who are waking up each day
with multiple chronic conditions, often complicated by cognitive im-
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pairment, depression, and for whom we have not yet figured out
how to well serve them. So we have been testing and refining an
approach. It is called transition care, and it targets this high-risk
group as they are at their most vulnerable, as they have acute epi-
sodes of illness, explicitly designed to interrupt this chronic illness
trajectory that constantly brings these elders in and out of the hos-
pital. And across multiple multi-site studies, we have demonstrated
consistently the capacity of this approach to care to improve their
outcomes, to improve their function, quality of life, to improve, ob-
viously, their satisfaction with the care experience, as well as their
family caregiver’s satisfaction, to significantly reduce hospital re-
admissions and to save health care dollars. In our last clinical trial,
we were able to improve outcomes and reduce readmissions
through 52 weeks post after the index hospital discharge at a
means savings per Medicare beneficiary of $5,000.

So what are the lessons learned and how can some of what we
have learned contribute to this conversation today?

Well, the first is that I think we have a great opportunity here
to target this 20 percent who are not well served by our current
care system. I think we have a great opportunity to apply evidence
built over many years to apply to this population. Across our work
and across many other studies, we have learned that delivering
services to this population is a team sport. It requires the input of
nurses, physicians, mental health specialists, therapists, social
workers, pharmacists, and it requires continuity of care.

Consistently across clinical trials, we have demonstrated that
nurses have been most successful in directing this approach in pa-
tients’ homes, in the emergency department, in the hospitals, wher-
ever it is that their needs are, and making sure that all the physi-
cians, all the other team players are on board with a rational,
streamlined plan of care.

We think that in terms of lessons learned it would be very appro-
priate for us to focus on the development of new measures, process
and outcome measures, that are much more closely aligned with
the needs of these people. Quite frankly, most elders do not what
their hemoglobin A1c is. They want to know that people have pre-
pared them for their next site of care. They want to know that they
have a person that they can point to when they have questions or
concerns, et cetera, so we know what the process measures are that
are important to these individuals.

In terms of outcomes, they are concerned about function. They
are concerned about quality of life. And we need to be thinking
about the development of measures that, therefore, support the de-
velopment of team approaches to get at these.

Finally, let me say that we do need a different payment system.
In order to accomplish the goals that we have outlined on top of
our fee-for-service system, we really need to target a transition care
benefit that would enable this approach to care to be available to
Medicare beneficiaries who are at high risk, who require much
more than we currently provide, again, in order to interrupt this
cycle that we are clearly able to do, our evidence has shown us.

Mr. IGLEHART. Senator Grassley, please.
Senator GRASSLEY. Only if you are done discussing what you

wanted to discuss. Right after that I——
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Mr. IGLEHART. Well, I would just ask Senator Baucus’ question
about is this scalable, your model.

Dr. NAYLOR. First of all, I think this model is highly complemen-
tary to great primary care, to great chronic care, to the independ-
ence at home initiative, to the chronic geriatric assessment and
chronic efforts approach, et cetera. We have worked in collabora-
tion with Aetna and with Kaiser Permanente to translate this
model into the real world of clinical practice and have dem-
onstrated its capacity to replicate both clinical and economic out-
comes.

We have developed tools of translation, web-based training mod-
ules to prepare nurses and other providers throughout the country
to deliver this, clinical information systems that house the evidence
that make it available to colleagues in Maine and Iowa and every
other State across the country. We have created quality improve-
ment tools and strategies to make sure that we continue to invest
in building the team’s capacity to do this.

We place a high premium, though, on providing and preparing
family caregivers to do this because, in fact, they are the primary
deliverers of care in this country, and we have not paid enough at-
tention to their needs. So we have provided tools also for these
family caregivers in order to make sure. So it is absolutely scalable.

Mr. IGLEHART. Senator Grassley?
Senator GRASSLEY. Yes, I want to bring up an issue that I have

to get some comfort with over the next 2 or 3 months as we try
to put together a bipartisan package, and it is the irony of, on the
one hand, people saying we have to spend more on health care and
the other one, as has been evidenced here, that we are wasting a
lot of money, like Senator Wyden said, $700 billion; like was just
said by Ms. Ness, better value for health care; like Dr. Steele said,
we can increase quality, reduce costs. You have heard Senator Bau-
cus and this Senator say on so many occasions that if they prac-
ticed medicine in the rest of the country like they do for Michigan
over to the Pacific Northwest, from Kansas north to Canada, we
would save one-third of all the money we are spending on Medicare
as an example.

So this is what I would like to point out and get any two or three
of you to respond. And I do not call on anyone to respond. I would
like to point out the irony that we are talking about all the unnec-
essary and inefficient spending that we have while also looking at
increases in spending even more on health care reform during this
debate as we try to put together a bill.

How long will it take to set a course to improve delivery? And
are we being bold enough and particularly on delivery reform? In
other words, how do we make sure that we are really tackling de-
livery reform? Because if we do not, we are really setting ourselves
up to make the costs worse, not better. And I do not call on anyone.
Whoever feels that they can address it. But it is something I have
got to get some comfort with.

Mr. IGLEHART. Mr. Williams?
Mr. WILLIAMS. Yes, I would start out by saying that it all starts

with the notion of starting where we are and working with what
we have, and I think we have an enormous amount of capability
in the system to improve quality and reduce cost. By that, what I
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mean specifically is that the employer-based system has been a
huge source of innovation, and many of the things we have talked
about this morning about Medicare and disease management have
proven models that the employer community has embraced which
have significantly slowed down the rate of increase for certain em-
ployers, and at the same time improved quality, and let me give
you just a few examples.

One is if we can find ways to apply the irrefutable science based
as published in peer-reviewed journals by tapping into the informa-
tion that we have in the system already—claim data, which actu-
ally is much richer than many people think, the pharmacy data,
the lab values. At an individual patient level at Aetna, we have
sent out to physicians 480,000 care considerations based on data
we know about the patient, with the patient’s consent, and check-
ing that against the irrefutable science base. In the large percent-
age of those cases, those considerations have resulted in identifying
gaps in care, identifying procedures that should be—screenings
that should be conducted.

And so I think what we have done—and we are not the only ones
who are doing some of these things. Others are. There is a huge
opportunity to apply the strengths of the employer-based system to
really help improve and slow down the rate of increase both in
Medicare as well as in the current system.

So I think those would be some of the things that I would sug-
gest.

Mr. IGLEHART. Dr. Steele?
Dr. STEELE. Senator, I think the leverage is in Medicare, and I

believe that if you instruct some sort of patient-focused goals on
the highest utilization areas, which, as I have mentioned before,
are generally the areas where we do least well in carrying, and you
give discretionary capability, much more discretionary capability to
some aspect of CMS to innovate for an evolution—and it has got
to be done carefully, but you set a time limit, and that time limit
is obviously your discretion. And if you do not get where you want
to go, which is patient focused, in that time limit, then there is a
Plan B. And I think that Plan B would be—you know, that is for
you, but it should be pretty motivating.

The CHAIRMAN. And what would some of the components be of
Plan B?

Dr. STEELE. I am not willing to say right now. [Laughter.]
The CHAIRMAN. That is why we are meeting.
Dr. STEELE. I am interested in pushing Plan A. Plan A is innova-

tion. It is taking advantage of the market-based approaches. But
it is insisting that for those four or five major utilization cohorts,
we actually achieve some obvious metrics of significant improve-
ment on both quality and value, and then we could talk about Plan
B later.

The CHAIRMAN. Well, sometimes a very sobering Plan B will en-
courage a Plan A.

Senator GRASSLEY. Can I just follow up? And this is more of a
comment, but it is also in the form of a question. Can this Senator
just for himself assume, since I have not heard anybody on the
panel suggest we need to spend more money, that maybe that is
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your conclusion, that we do not need to spend more money? Can
I conclude that?

The CHAIRMAN. No. [Laughter.]
Senator GRASSLEY. Well, then, I think somebody ought to tell me,

yes, we have got to spend a lot more money.
Senator BINGAMAN. I thought Dr. McClellan said we do need to

spend a lot more money in Medicare and Medicaid. Wasn’t that
your testimony?

Dr. MCCLELLAN. Well, let me clarify this in two ways.
One is if you are going to ask CMS to do more and more quickly

to drive the kinds of reforms in health care that Dr. Steele has
talked about, let’s face it, they are going to need more support.
They already have a very, very big job to do for a very sensitive
and vulnerable set of 90 million-plus Americans, and that is going
to take some more support for the agency.

I do not think that is really the kind of big dollars that you are
talking about, though. You are talking about numbers like $700
billion.

And just to be frank, Senator Grassley, I think some of the pro-
posals that you have heard about today do mean more spending,
at least in the short term, like you did with health IT in the stim-
ulus bill, like some of the additional payments for primary care,
medical home that you have talked about today. I do not see any
way to do that, to take those steps meaningfully, without spending
more at least in the short term.

That said, as Senator Wyden said, we have got to show some re-
sults to the American public around closing these huge gaps in
quality of care and reducing these unnecessary and potentially ex-
cessive costs.

So if you were to link some of these reforms that might have
some costs in the short term will real steps towards accountability
for getting the results, sort of like you did for health IT, you are
going to have this additional spending, but it is tied to meaningful
use, which still needs to be worked out. But I would argue that
that ought to be an actual impact, demonstrated impact on improv-
ing outcomes, patient-level outcomes, like Debra Ness talked about,
and reducing overall costs. You have that same kind of model ap-
plied elsewhere, I think you could get to the point, with good meas-
ures, with accountability, get to the point where you are saving sig-
nificant amounts of money over time and demonstrating to the
American public that they are getting better health care as a result
of these reforms.

Mr. IGLEHART. Senator Baucus, there are a number of Senators
who have questions. I might ask these folks if they could write in
their responses—is that all right?—so we can get to the Senators’
questions.

The CHAIRMAN. Yes. I do think it is more important at this point
that Senators ask their questions, frankly. We will play it by ear
and see how this moves along.

Mr. IGLEHART. Senator Lincoln?
Senator LINCOLN. Great. Thank you. Well, thanks to all of you

for being here.
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There has been an awful lot of talk about medical home and talk
about how much we are going to spend and how much we are going
to save——

The CHAIRMAN. I wonder, Senator, because Mr. Hackbarth, while
we are on this subject of investment in returns, if he just might
spend a second to—MedPAC has got some thoughts, I am quite cer-
tain, on how you spend a little bit to save more down the road.

Mr. HACKBARTH. Yes. Well, I largely agree with what Mark
McClellan said. I do think that you are going to need to make some
targeted investments, and health IT being the classic example.

The CHAIRMAN. What else besides health IT?
Mr. HACKBARTH. Well, we have also been strong advocates of

comparative effectiveness and to provide better information.
The CHAIRMAN. Right. What else?
Mr. HACKBARTH. Those are the two big investments, in addition,

of course, to universal coverage, which is beyond Medicare’s pur-
view.

You know, we very much agree with the premise of what Senator
Grassley said, that the task here is to level down. We have got
huge variation in health care spending, low spending per Medicare
beneficiary in Iowa and Montana and my home State of Oregon,
and dramatically higher spending in other parts of the country.

The task before us is not to figure out ways to bring up spending
in Iowa and Montana and Oregon so it is closer to Florida in the
name of equity. What we need to do is bring Florida down closer
to the other States. No offense intended to Florida or any other
State, but I think that is the fiscal challenge we face.

One other lesson I think is important to note. The way health
care is delivered varies a lot in the Western quadrant of the United
States that Senator Grassley referred to. There is not one single
right way to deliver efficient health care. It can be done a lot of
different ways. And so we need to respect that.

One other finding is that the resources we put into the health
care system, the mix of specialists and the like, and where they lo-
cate has a huge impact on spending patterns in locales.

So to go back to Senator Cantwell’s point, the training process
and the sort of people we are putting out into the health care sys-
tem and where they locate will have a huge influence on local
spending levels.

Mr. IGLEHART. Senator Kerry?
Senator LINCOLN. Well, I did not get to ask my question.
The CHAIRMAN. Senator Lincoln gets to go next.
Senator LINCOLN. Thank you. We have just talked about the

medical home, and when we talk about it, we have got a medical—
I do not know. I never came in here thinking we were not going
to have to make an investment of spending in order to realize the
savings that we want down the road. We are moving from an
acute-care system to a chronic management system, and it is going
to take resources.

When we talk about the medical home, one of the problems is
that about 85 percent of Medicare beneficiaries would qualify. To
me, it seems like what Dr. Steele is saying, that we may not get
everything right off the bat, but let us focus on the group that will
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bring us the greatest savings and the greatest example of the sav-
ings that we can have.

If you think about it, you know, we could do a much better job
if we could capture the real complex and expensive patients with
multiple chronics if we also deal with the cognitive impairments as
well.

So if you think that roughly about 20 percent of Medicare bene-
ficiaries have five or more multiple chronic conditions, but they ac-
count for 85 percent of our spending. So if we do some—and we are
working with the Committee, Dr. Naylor, in those transitions like
you are talking about in a model that would, I think, encompass
a lot of what I have talked, what Ron has talked about, and others,
where we would use all of those models to reach that 20 percent
that are 85 percent of the costs through a plan like we are talking
about.

I just think that we have to be realistic about the steps that we
take in order to get everyone covered. When you talk about cost,
I mean, we have got to make an investment. There are other coun-
tries out there that are covering a lot more people with a lot less
percentage of their GDP than what we are.

So I hope that we will look incrementally at how we take the
steps to get to where we need to be, but without a doubt, I appre-
ciate Ms. Ness and Dr. Naylor bringing up the issue in terms of
how we deal with these chronic care management schemes as well
as the fact that when you are looking at cognitive impairment, that
is a huge part. Those patients are 3 times more costly in the Medi-
care system, and that is going to be important.

The thing is I did a tour much like Senator Snowe in taking a
pulse on rural America and their health care, and to the issue that
Senator Nelson brought up in terms of the need for more primary
care physicians, there is a critical need out there, but it is not
going to just come by paying them more. I got to tell you, when you
go into these small communities—and I am full of them in Arkan-
sas—it is quality of life, it is education for their kids, it is jobs for
their spouses. It is not just a reimbursement system. We have got
to look at that, and the best way to look at it is to grow your own.

If we get residents into a residency program at the University of
Arkansas Medical School, they are much more likely to stay in Ar-
kansas than they are to ship in doctors from New York or Chicago
or anywhere else to come practice in these small communities.
Growing your own is the best way you can do it.

So I do not know if any of you all have comments on that, but
I appreciate the chronic care issue, because I think for States like
ours that are disproportionately elderly, disproportionately low-in-
come, and disproportionately in rural areas where they are difficult
to serve, it is going to be critical.

Dr. NAYLOR. Let me also add that the level of satisfaction of
health care workers, providers that work in teams and complement
each other is tremendously important, too. So physicians love the
capacity to work in partnership with advanced practice nurses and
others to complement the skills that they bring to serve these peo-
ple. It is not going to happen by any one provider doing it alone.
So we have to really foster a primary care system that is based on
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capitalizing on the expertise of health professionals as well as com-
munity workers and the family caregivers.

The CHAIRMAN. I might say, if I might, that Senator Carper and
Senator Kerry have been seeking recognition for quite some time,
and they both have time constraints. So I do not know who wants
to go first between the two of you, but I know they have both been
seeking recognition for some time. I know Senator Carper was a
long time ago. I think you were ahead of Senator Kerry, actually.
Senator Carper?

Senator CARPER. I will be brief. Thank you so much for being
here, and it is good to see some of you again and others to have
a chance to hear from you for the first time.

Senator Cornyn mentioned Safeway, supermarket people out in
California. I was there last Thursday, and I had a chance to talk
with them about what they are doing in order to be able to basi-
cally provide health care costs for 200,000 employees in 2008 at the
same level as they provided in 2004. And a lot of it is what they
figured out how to do was to harness market forces to incentivize
their employees to do certain things to ultimately maintain or level
off their health care costs but provide better outcomes.

I studied a little economics—not enough, probably—as an under-
graduate and in graduate school, but I have always been intrigued
by the notion of how do we harness market forces, how do we
change behavior by harnessing market forces and incentivizing
folks.

Like several of my colleagues, over the recess period that we just
concluded, I held a series of listening sessions around the State of
Delaware—all three counties, mind you. [Laughter.]

Senator CARPER. It did not take all that long, but they were good
sessions.

One of the things I will share is that the folks at the sessions
were talking about market forces, and I used a different example
than medical care, and I just want to share it with you. We have
been trying to figure out how to mitigate against home fore-
closures. A lot of people, millions of people are facing home fore-
closures. How do we do that? How do we get the mortgages to be
modified in order that folks can stay in their homes, lower interest
rates, whatever, stretch out their mortgage payments?

We found that one of the keys in all this is a person called a
‘‘servicer,’’ the people that we send our mortgage payments to, and
they then take that money and they send it out to investors, the
people buying these mortgage-backed securities around the world.
And we are trying to push for foreclosure mitigation, and we found
out that the mortgage servicers did not want to help modify mort-
gages to help folks out. Why not?

Number one, they did not get paid for it. Number two, if they did
it, they get sued by the investors.

Now, if you are thinking about how to harness market forces to
get things done and the key person is a servicer and they know if
they are going to help you modify a mortgage they will get sued
and they are not going to get paid for it, why should they get in-
volved?

At one of our listening sessions, we started talking about fee-for-
service. If you are physician, you get paid for doing more proce-
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dures. You get paid for maybe ordering more tests, especially if you
own a facility. You get paid for maybe having more lab work done,
more MRIs, more, x-rays. But the other thing that kind of drives
that behavior, aside from fee-for-service, if you do not do those
things and there is a problem, somebody gets hurt, somebody dies,
you get sued. You get sued.

What we did with the servicers in the mortgage foreclosure deal
is we provided them a safe harbor. We provided them a safe harbor
in order to try to take care of that. We also gave them money up
front out of the TARP fund, as I recall, to actually pay them for
doing the work, and then we said if you do this work and you help
work out mortgages, we will make sure that you are in a safe har-
bor situation.

Some people who screw up and kill people in hospitals and who
do serious harm, they ought to be sued. They ought to be sued, no
question. A lot of people die. We know all that. But in terms of a
safe harbor and the idea of trying to work on this market force deal
where we incentivize people to do more services, more procedures
and so forth, and by doing that to protect themselves from being
sued, how do we balance that out? And this safe harbor idea, is it
something that might be extended to health care?

Mr. IGLEHART. Any comments? Yes, Peter.
Mr. LEE. One, 160 million Americans are covered through their

employers. Employers believe in the market. And I think you have
heard a lot of examples about payment changes that move to get
the market to work. So it is not fee-for-service. We are bundling.
We are sort of bringing payments together. Doing that, though, I
think we need to have a market that actually brings together the
public and the private sectors. We do not have enough of a market
signal for many providers when they are dealing with many dif-
ferent health plans, CMS, and so how do we align payments so the
market is working because we have aligned signals? So that is one.

The second thing I would note—and I really cannot agree enough
with Senator Grassley’s note about needing to be bold, because em-
ployers and Americans are being crushed by health care costs. So
we do need to be bold. We need to take some rapid steps. But part
of the challenge is we do not in many areas have enough of the
right measures to say who is really doing the right job. Which doc-
tor is using resources most effectively? Which one is doing a better
job for patients in terms of getting outcomes? And so we need in-
vestments in having better measures so we know what we are re-
warding.

And, last, if I could, Senator, I think that your idea with regard
to medical malpractice is a very important one. We should look at
if you are a doctor that is following the guidelines, do you get a
safe harbor. Again, we should be looking and encouraging doctors
to follow the evidence, to have the tools to do a better job with mar-
ket forces. I think there are tools we can use.

Mr. IGLEHART. Senator Cantwell?
Senator CANTWELL. Yes, on this question of efficiencies and sav-

ings, isn’t there a big opportunity in cost savings in the area of
long-term care and shifting our focus to community-based care,
particularly when this dual-eligible Medicaid/Medicare population
is something like 44 percent of the Medicaid spending and 25 per-
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cent of the Medicare budget? Mr. Diaz or somebody. I mean, it is
something like States that have implemented community-based
care programs have saved like 7.9 percent or seen a decrease, and
those States that do not have those programs have actually seen
an increase in cost?

Mr. DIAZ. There is no question that there are still significant op-
portunities to take advantage of home and community-based serv-
ices. At the same time, I want to echo some of the comments we
heard earlier. I think that in order to better navigate the transi-
tions in health care—and we see in our own experience almost 47
percent of the patients going through our long-term acute-care hos-
pitals and our nursing and rehab centers accessing home care. It
is about navigating the transitions, and the investments that have
been talked about, particularly in physician-directed nurse man-
agers, that is where we see the greatest opportunity, to bring an
interdisciplinary team together to manage these transitions, pre-
vent avoidable hospital readmissions.

I do think that it is not a zero-sum game, though, I mean, that
the different sites of service, properly managed, with the right—
you know, improved regulation and certification, can help us re-
duce costs and move patients through the system and keep patients
from re-entering the system whenever possible.

But at the heart of it I think is a physician and a care manager,
and there is plenty of evidence out there from Hopkins and others
that there is a great opportunity to do that.

Dr. MCCLELLAN. Let me just add to this. Washington State has
some experience with putting more emphasis on home and commu-
nity-based care leading to measurably better outcomes for patients.
They are more satisfied, their caregivers are more satisfied, and
lower cost per person. And this is an area where Medicaid pro-
grams around the country, including in Washington, have led the
way in making these reforms. What they generally do, though, is
not just focus on community care but focus on the person, give the
individual person with the long-term care needs and their care-
givers more control over how resources are spent on their behalf,
and then they choose the best way to get their care. Maybe it is
at home, maybe it is a group home arrangement or something like
that.

This is harder to do when the Medicare program is involved be-
cause, for people who are on both Medicare and Medicaid, it is sep-
arate funding streams. It is one stream that comes through Medi-
care with all the Medicare services, and another one that is man-
aged primarily by the States through Medicaid.

There are some good examples there of programs that have put
it all together, including a program called Evercare that was actu-
ally started by some nurses because they were so frustrated with
all of the preventable hospitalizations and complications and medi-
cation overuse and misuse that was happening for this very vulner-
able population. They put it all together. They demonstrated that
they are delivering better care.

So the experience from long-term care services and supports is
that if you give people more control and have good measures and
accountability around the outcomes that you want—reducing com-

VerDate 11-MAY-2000 11:39 Jul 02, 2009 Jkt 000000 PO 00000 Frm 00044 Fmt 6633 Sfmt 6633 48952.XXX SFIN1 PsN: SFIN1



35

plications, avoiding hospitalizations, getting overall costs down—
you can get much better results.

Senator CANTWELL. Well, if the savings for Washington State
have been in the hundreds of millions, wouldn’t it be in the billions
nationwide if we implemented the same system?

Dr. MCCLELLAN. Absolutely could be.
The CHAIRMAN. Senator Ensign, you have been seeking recogni-

tion for a long time here.
Senator ENSIGN. Yes, thank you. Thanks, Mr. Chairman.
I want to go back a little bit, because it really has not been em-

phasized. A couple of Senator did, but the panel really has not ad-
dressed it that much. Ms. Ness, when you talked about patient-cen-
tered care, one of the things that really has not been talked a lot
about is patient accountability; in other words, the patient having
skin in the game financially. A couple of people have kind of
touched on it; but that is really, I think, what Safeway and other
private, basically self-insured companies have discovered. And you
have mentioned some up-front costs that later get return on you.
Well, Safeway’s experience was they actually saved almost 12 per-
cent the first year. It was not a long-term savings because they ac-
tually had the patient put something in the game. And I actually
believe that we can model even some of our Medicare reforms along
the lines of putting the patient in the accountability loop, especially
because of the idea of information technology and putting trans-
parency in the system, both on costs as well as outcomes.

We understand there are huge differences between what one
colonoscopy costs 3 miles away from what another colonoscopy
costs, and an MRI versus an MRI, or a whatever. But there are a
few diseases that take up most of the health care costs, and we can
focus on them—you do not have to focus on 500 diseases. You can
focus on a few of them, and that is what Safeway did. They focused
on basically four areas: obesity, smoking, heart disease—especially
hypertension—and diabetes. Even if you have something like that,
if you manage it properly, you can save huge costs. If you are a hy-
pertension person and you are taking all the proper drugs on the
hypertension case, you can, if the patient has the incentives, the
financial incentives—the skin in the game, so to speak—they can
manage that, and not only is it better for them, but it is also better
for the system. So I actually would argue that we do not need more
money in the system. We need to spend our money more properly
and have the incentives.

A couple other points to make on this, and then anybody who
wants to comment on this can. Obviously, obesity is one of the big-
gest problems we can have in our children. The massive obesity
rates that we see in our children are going to hugely explode med-
ical costs as these folks get older if we do not get control of it. But
in all of the adult population, I think the statistics are something
like 40 percent of Americans are considered obese—not just over-
weight but actually obese. You know, those numbers are startling,
and it contributes to all of the other factors.

We only allow 20 percent of the current premium cost to be
incentivized through—or the total of the premiums to be
incentivized as positive incentives. We need to raise that so that we
can truly reflect what it costs to insure a smoker. Incentivize them
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to quit smoking. What it costs to actually insure somebody who is
overweight. Not to penalize somebody who is genetically pre-
disposed to that, but incentivize them to get on weight loss pro-
grams and exercise programs. All of these preventative things, it
was always told to us these are long-term benefits. Safeway has
proven, and other companies have proven actually the short-term
costs are there, and we need to talk to CBO and some of the other
people about scoring this thing properly so that we can put these
incentives in our private health care system as well as Medicare
and Medicaid too. Long term and short term, save total costs for
the system so we actually will have the money to be able to take
care of the uninsured.

I believe that that is what Safeway has discovered, is harnessing
those market forces through incentives, once again, for the pa-
tient—this is patient directed, but it is also patient responsibility,
and I think that both of those things need to be in our health care
system, along with a lot of the other reforms that you folks have
been talking about today.

Ms. NESS. Senator, I could not agree more that a key component
here is getting to real patient engagement in managing their
health and making better decisions about their health care. And
you identified the three operative things that we have to have in
place. We have to have the right information and tools for con-
sumers, and that gets directly to transparency. It gets to what
Peter Lee was saying about having measures that are meaningful
to consumers and that help them be able to make judgments about
which providers they should see. It also gets to the importance of
comparative effectiveness research so we know what works and
what does not. We need to be able to give patients the information
that would enable them to make better decisions, to see the dif-
ferences. That is part of engaging them.

A second thing is we need to make sure that we give them the
right benefit design so the incentives are there, and incentives to
engage in healthy behaviors is one type of incentive. Incentives to
be able to better manage your chronic condition is another set of
incentives. And we know there is experience out there of plans that
have designed benefits that, for example, reduce co-pays for the
kinds of medications that help people with chronic conditions man-
age their condition. Compliance goes up; people stay out of the hos-
pital. So the right benefit design is critical here as well.

One other thing I want to say is that we are now learning how
valuable shared decision making tools can be. These are tools, in-
formational tools, which tell people for their condition what are the
range of options, what are the pros and cons, and allows them with
their health care clinician to make a decision that weighs those and
is consistent with their values and preferences. And guess what?
When people use those kinds of tools, they tend to make decisions
that are more conservative. They tend to get better outcomes, have
higher satisfaction and lower costs.

So patient engagement is a great thing. We need to make sure
we give people the right information and tools.

Mr. IGLEHART. Senator Cornyn?
Senator CORNYM. I have a question for Mr. Morris and respond-

ing or reacting to a question by the Ranking Member, which some
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have addressed, whether the United States is spending enough
money to deliver health care.

As I think the Chairman pointed out, we spend more as a per-
centage of our gross domestic product than any other country in
the world. My hope would be that before we spend more money, we
look at the money we do spend and see whether it gets spent on
the target, whether it is effectively spent delivering health care, as
opposed to, for example, the $60 billion that the Washington Post
has reported is lost to Medicare fraud each year. That is just Medi-
care. According to the Centers for Medicare & Medicaid Services
last fall, 10.7 percent additional is lost through Medicaid fraud,
waste, and abuse.

So, in light of the fact that Medicare and Medicaid are the main-
stays on the Government Accountability Office’s list of high-risk
programs, would you be concerned that any new public plan option
or perhaps Medicare for All, so to speak, would be vulnerable to
waste, fraud, and abuse? And what do you think you need and
what kind of tools does the Department of Justice need in order to
root out this kind of waste that does not go into the delivery of
quality health care for the American taxpayer?

Mr. MORRIS. Senator, first let me say that we in the law enforce-
ment community very much appreciate being part of this discus-
sion. I do not pretend to be a health care policy wonk, but I do
know from the perspective of law enforcement that building and re-
forming this program has to recognize that waste, fraud, and abuse
not only takes money out of needed health care, but promotes cyni-
cism on the part of the taxpayer who believes we are wasting their
dollars.

We begin with the premise that how you build a system will de-
fine how the unethical will cheat it. So, for example, if you operate
on a pay-for-service basis, the incentive is to overutilize. If you op-
erate on a capitated system, the incentive is to underutilize.

So to address the current system as well as to think about how
to effectively protect an expansion of the health care benefit to
make Medicare a system for all, to use your suggestion, we believe
there are five principles that should be brought to the analysis, and
there are a series of recommendations that stem from each of
those. Let me hit those five very briefly.

First, we think that we need to scrutinize the individuals and en-
tities that want to participate as providers and suppliers before we
allow them to enroll in the program. We need to move from think-
ing about participating these programs as a right to considering it
a privilege. This means scrutinizing who they are, looking at their
backgrounds, making sure they are accredited and can perform the
services that we are allowing them in to treat our beneficiaries and
have access to our trust fund dollars.

Second, we think we have to establish payment methodologies
which are reasonable and reflect changes in the marketplace. In
my written testimony, I give just one example of the many audits
and inspections we have discovered that we pay way too much for
services. Oxygen concentrators—we pay $7,200 for the rental of an
oxygen concentrator that you can buy for $600. Not only is that a
waste of taxpayer dollars, but beneficiaries are paying excessive co-
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payments. So this is impacting not only the program, but the very
beneficiaries we are trying to help.

In addition to saving dollars, we think having methodologies that
are responsive to changes in marketplace reduce abuse. It has been
our experience that many of those who come into Medicare and
Medicaid to commit fraud see these enormous dollars and actually
use some of those excess profits to generate kickbacks to produce
more referrals. Perversely, they are using our money to generate
further schemes.

Third, we need to assist health care providers and suppliers in
complying with our program requirements. It is a complicated set
of programs. The vast majority of providers and suppliers are hon-
est. They want to comply with the program, and they need all the
help we can give them. Part of that, we believe, means requiring
that as a condition of participation, providers, suppliers, and practi-
tioners have compliance programs in place. These should be tai-
lored to the particular type of practitioner or supplier and should
be tailored to the sort of risk that they present. But we think it
is incumbent on those who are going to participate in our program
to have internal controls to ensure they are doing it right.

Fourth, we think it is critical that we do a better job of vigilantly
monitoring the programs for evidence of waste, fraud, and abuse.
This requires better data systems. This requires us to be able to
better sense how claim patterns and trends are occurring. It re-
quires that we have a better sense of who the problematic pro-
viders are and the we build large adverse-provider databases so we
know who is coming into our system and where they have been be-
fore.

Finally, we think we need to do a better job of responding swiftly
to detected frauds, imposing sufficient punishment, and promptly
remedying program vulnerabilities. We have in place, with our
partners in the Department of Justice and U.S. Attorneys’ Offices,
strike forces throughout the country which are going in and tar-
geting target-rich environments, like Miami, Los Angeles, Houston
and Detroit, where criminal elements and organized crime have
come in and prey on our program. Through effective use of prosecu-
tion and investigation, we are putting a stop to it.

Now, a question has been raised throughout this panel is: Will
it take resources? I think it will. I think in order to build effective
databases, in order to more effectively monitor the system and re-
spond promptly to these vulnerabilities will require resources. But
I will also tell you that I believe that there will be a tremendous
return on that investment.

By way of example, over the last 3 years, for every dollar spent
on the Inspector General’s office to combat waste, fraud, and abuse,
we brought back $17 to the Medicare trust fund. So I would submit
to you that it is a good investment.

The CHAIRMAN. I might follow up on that, if you do not mind. I
would say the question that Senator Cornyn asked is: Where is the
waste? Jack Wennberg says there is a lot of waste. CBO says there
is a lot of waste, and that 700 figure is a CBO number. Senator
Cornyn asked the question about waste, fraud, and abuse, and the
question is: How much of the waste is fraud, waste, and abuse and
how much of the waste is other inefficiencies in the system?
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My sense is that there is waste, and partly because practice pat-
terns vary significantly all across the country. I remember when
Uwe Reinhardt testified before this Committee, from Princeton, oh,
maybe a few months ago, he said he checked with three different
hospitals in New Jersey to see how much each spent in the last 6
months at the end of life in three different hospitals. I have forgot-
ten the ratio, but it was wildly different between the most expen-
sive and the least expensive. And he called them all up and asked
them why: ‘‘Why do you spend three times’’—or whatever it was—
‘‘what the other hospitals spend?’’ The answer is, ‘‘That is just the
way we do it.’’

My sense is that there is a lot of waste, therefore, in addition to
fraud, waste, and abuse, which we have now discussed. And Mr.
Morris did a terrific job in outlining some ways to address that.

My sense is that there are also other areas with a lot of waste
in the system, and I wonder if anybody else wants to comment on
that. Dr. Steele?

Dr. STEELE. All of the publicity on this single price that we have
gotten called a ‘‘warranty’’ is not the real substance of what we
have done. The substance is re-engineering our care, and the way
we did that was to get rid of all unjustified variation. And the way
we got rid of unjustified variation was to have our professionals ei-
ther take consensus- or evidence-based best practice off the shelf or
by forcing them into arriving at an evidence- or consensus-based
themselves. And that is the method for increasing the quality and
decreasing the cost. You know, everything was publicized as the
warranty, but it was really going after that unjustified variation.

And so I could not agree with you more, and if you can find best
practice in many, many parts of the country, in many markets, in
different systems, and somehow get an engine to disseminate that
best practice, that would be a real way of making significant ad-
vances in these high-cost cohorts that we have been talking about
all day.

The other thing, Senator, is that the docs and the nurses get tre-
mendous pride of purpose in leading these changes. It is not as if
you are forcing them to do it. They think it is cool, and there is
nothing like having a professional lead this if you want to get
something done.

The CHAIRMAN. Senator Stabenow?
Senator STABENOW. Well, thank you, Mr. Chairman.
Just to follow up on that point, I guess one of the questions—

I have had a couple of different questions in terms of how we get
to where we want to go in terms of quality, the comparative effec-
tiveness and so on. How do we get from the lab bench to the pa-
tient’s bedside on this information? And I know that last year we
heard from the RAND Corporation that we only receive necessary
preventative care services and recommended care for acute health
problems a little more than half the time.

Now, in Michigan, we have had a wonderful program through the
Michigan Hospital Association, the Keystone Center, which is now
being expanded out through pilots. But I guess the first question
I would have is: How do we get from the lab bench to the bedside?
And, secondly, as we talk about pilots, I think several people men-
tioned the slowness of turning these things around. I know that in
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talking to one of the demonstration projects that the University of
Michigan health care system was involved in, it was a Medicare
physician group practice demo, pay-for-performance project, author-
ized in the year 2000, did not start until 2005.

So, you know, how do we move these things? How do we make
these things happen?

Dr. OPELKA. Senator, thank you very much. Frank Opelka with
the American College of Surgeons.

I think that, you know, the way we look at this is—in the past
has been, at least for me, over almost 30 years practicing surgery,
I never knew what my results were. And it is only now that we
are actually starting to see some of the tools that are coming out
showing me what those results are.

I think we need—we have a lot of data, but it is claims data
alone, and we do not have a robust clinical data system that actu-
ally starts to drive this. And Glenn has piloted some of that in his
own programs by taking his data and looking at what he does. In
surgery, we have several tools that we do not have well dissemi-
nated across the country, and we need to get them disseminated.
Beginning in the VA in the mid-1980’s, they developed the National
Surgery Quality Improvement Program. That shows an enormous
improvement in the quality of care, decreased length of stay, better
overall outcomes for the patients. And it has a return on the in-
vestment, but it takes an initial investment to get out there for a
hospital to deploy that resource.

We have got a trauma system that actually is successful, but it
varies State by State, so we have our own variation in trying to im-
plement a national trauma system. We need to put those systems
together, and we need to join a lot of these efforts with our chronic
disease management and how we actually create the coordination
of care across those disease management systems, taking some-
thing like the STS thoracic surgery/cardiac database and combining
that with the cardiology database, combining that with the claims
data so we have clinically enriched data sets. Our data systems are
all in silos, and we are not unified on looking at a problem together
and designing a solution.

That is an opportunity, I think, that the Senate can help pull all
that together to put things like the National Surgery Quality Im-
provement Program in every major hospital that is performing
every major type of surgery, to bring that together, to link the
trauma systems that we have and bring all that together, to com-
bine our chronic disease issues and outline those together where
we need them.

It starts with the data, and I think physicians respond to data,
and then when they get the data, we have an opportunity to
change the culture. Right now our culture is ‘‘More is better,’’ and
whether we practice defensive medicine, whatever it is, we practice
a culture of ‘‘More is better,’’ and it is not. In fact, more may be
harmful to patients. It is the right care at the right time for the
right reason. It has to be data driven. Whether or not we have
true, bona fide, absolute evidence or whether we just have observa-
tional data, we have got to make these decisions in a more unified
manner.

Mr. IGLEHART. Mr. Umbdenstock?
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Mr. UMBDENSTOCK. Could I piggyback on what Dr. Opelka has
just said? We have got two very specific examples, and, Senator,
you raise one of them, which is the Keystone Project around central
line infection prevention. And based on the success of that, starting
with knowing what works and having the results to prove it, we
have now leveraged that through a grant to our Health Research
and Education Trust to take out to ten States, and we have had
to turn States away, because they are so anxious for this informa-
tion and this support in order to take care of that kind of problem.
So I think with the results and with the knowledge comes the
speed and the flywheel effect.

We have also seen it with the Hospital Quality Alliance where
hospitals now for 5 years have been publicly reporting against con-
sistently defined and agreed-upon measures, and we are starting to
see that, in fact, the frequency with which patients receive the
agreed-upon process steps and care steps is increasing signifi-
cantly.

So, again, with the information and with the knowledge that, in
fact, we are going to invest in something that is going to, in fact,
make it better for patients and providers alike, we see the flywheel
spinning much faster.

Mr. IGLEHART. Senator Wyden?
Senator WYDEN. On this point, because I think the Chairman is

right, I think we are getting close to wrapping up the morning ses-
sion, to keep coming back to squeezing out the inefficiency and
squeezing out the areas where there are additional savings. I want
to put one other element into this discussion of efficiency.

If you watched the entire morning session, I think you probably
walk out of here and say, ‘‘What Glenn Steele has come up with
sounds like the greatest things since night baseball, and I want to
sign up for that Geisinger Steele program.’’

So then you unpack it through to today’s system. If you are lucky
enough to have employer-based coverage in this country, more than
half of you do not even get a choice about what your coverage is.
So more than half of the people would not even get a chance to go
to Geisinger. Then in that system, you do not get any financial re-
ward under today’s system for choosing the Geisinger kind of ap-
proach, and I wanted to just wrap up with a question on this point
for Dr. McClellan and Peter Lee.

How important is it, in your view, to make sure that people have
more choices—by the way, everybody up on this panel has plenty
of choices. We have got plenty of choices of good-quality packages,
and I think the American people would like to have the kind of
choices the Members of Congress have and not just have one. But
how important is it to have more choices and then to get a finan-
cial reward for making the careful selection of a Geisinger-like
good-quality package? Dr. McClellan and Mr. Lee.

Dr. MCCLELLAN. Senator, I do think it is important, and Senator
Ensign highlighted the value of these kinds of choices as well. You
pointed out some critical elements. One is that you can save money
if you choose less expensive care, if you take steps in your own life
to bring costs down. And we have heard from the panel about the
importance going along with that, is good information and support
in comparing across these choices, making informed decisions about
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your health. We do not do as good of a job as we should in sup-
porting those kinds of decisions to promote this sort of effective
competition.

I think you really do need to take this holistic approach in the
end if these reforms are really going to work. Chairman Baucus
emphasized that, look, you know, even if we find ways to improve
specific aspects of care, the fact of the matter remains that there
are still these huge variations in overall costs and utilization. You
know, we can do a great job, and we should, of improving the effi-
ciency of a hospitalization, reducing the complications during a hos-
pitalization. But as you point out, hospitalization rates and hos-
pitalization days vary two-, three-, four-fold around the country. So
there needs to be a further step that focuses at the level of the per-
son around choices to enable them to find better care at a lower
cost, information to support those decisions, and then ways for
health care providers and insurers and new Internet companies—
you name it. Who knows where health care is exactly going to be
in 10 years from now? But supporting those kinds of reforms that
get people better care at a lower overall cost has got to be the bot-
tom-line goal here, and choices, done right, are a very important
part of that.

Mr. LEE. Absolutely, choice is critical, and we have heard a lot
on this panel about the importance of choosing treatments, choos-
ing lifestyles. But you have taken it up the level of choosing a
health plan. And some large employers actually have incentives to
pick that better plan. If you do not have a choice, though, you have
got nothing there.

And so I think what we have heard across this panel of needing
information to say which is better in terms of quality of care and
in terms of the cost-effectiveness, linked to incentives, linked to
tools to use it. And I think when we look at a delivery system, that
needs to also include choice of plans so people can make the choice
between which plan is the right one for them as well.

The CHAIRMAN. I think Dr. Hackbarth——
Mr. HACKBARTH. Yes, I just wanted to chime in on Senator Wy-

den’s point. I absolutely agree with you, Senator. In fact, I think
that was one of the cardinal lessons of the managed care backlash
of the 1990’s. Employers, at least many of them, restricted choice,
and they grabbed the savings for themselves as opposed to giving
their employees a choice, a cost-conscious choice of alternatives.
And I think it is very important as we try to change the health
care delivery system that the patients, the enrollees in health
plans, feel invested in the process, that they are making choices
and they are benefiting from the choice of more efficient alter-
natives. Otherwise, we will have another backlash, and things will
unravel on us.

The CHAIRMAN. I would like to focus a little more on CMS. What
investments, what changes are needed? Presumably we in the Con-
gress cannot dot all these i’s and cross all these t’s in how all this
is implemented. I sense there is a lot of agreement in what the
general approach should be. But the question is how do we execute,
how do we implement, and CMS is a major player here. I think Dr.
Steele had at least an idea, you know, empower CMS to be more
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flexible, empower them to come up with the solutions that we are
all talking about here.

So what changes and what investments are needed in CMS?
Mr. IGLEHART. Back down to the other end. Mr. Diaz?
Mr. DIAZ. Yes, thank you. I want to comment from the perspec-

tive of a multi-State provider. We operate in 40 States. We live in
a public and private world. We are in partnerships with private
plans and Medicare and Medicaid for some of the very chronic pa-
tients that we talked about today. And we talked earlier about the
potential for a broader mandate, and it seems to me that is part
of the opportunity here, that there are immediate savings and im-
mediate benefits to patients by a broader mandate to—you know,
MedPAC’s authority. When we look at some of the dislocation and
managing the transitions of payments, we see that in the disloca-
tion between the Medicare and the Medicaid program. And we see
that CMS, all the well-intentioned folks there typically regulate
and develop policy based on silos—long-term acute-care hospitals,
skilled nursing facilities—with very little study of the interrelation-
ships and the opportunity to better coordinate care.

So I think there is an opportunity, consistent with many of the
comments we heard today, for a broader mandate of looking at how
we move past the silos, again, having physicians and care coordina-
tors as the real drivers of the engine, and that there are immediate
opportunities to bring down those silos and give MedPAC and give
CMS a broader charter to look at those opportunities along with
looking at the opportunities with the private plans as well.

Mr. IGLEHART. Mr. Hackbarth?
Mr. HACKBARTH. I would say three things, Senator, and these

have been mentioned by other people. They need more money,
more resources, more people to do the tasks that they’ve been as-
signed. They need less detailed, less prescriptive legislation, more
latitude to make decisions—subject, of course, to proper oversight.
And, third, I think we need a different model of how we innovate
in the Medicare program.

Right now it takes 6 to 10 years for a new idea to sort of work
its way through the process. If it is a large-scale test, it needs Con-
gressional authorization for the money, and it takes a couple years
to design, recruit participants, then you have 3 years of the project,
a couple years of evaluation. It goes back through the legislative
process. That way of developing new payment models for the Medi-
care program is way too slow for our needs. And so we need to look
at each step of that process and see if we can cut out steps in time.
And one idea that Glenn Steele has mentioned is the possibility of
sort of a standing network of providers that can pilot ideas on a
fast-turnaround basis. That would be one idea. There are others as
well.

The CHAIRMAN. Thank you.
Mr. IGLEHART. Dr. Korn?
Dr. KORN. Very briefly, Senator, agility. If Aetna and Independ-

ence Blue Cross were able to come together to support a medical
home model in Philadelphia, why isn’t Medicare at the table? Of
all the innovations that the insurers are rapidly using across the
United States, the combined market share and the impact of the
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physician’s practice to rapidly share in these pilots and innovations
on a local basis would, I think, advance knowledge very rapidly.

Mr. IGLEHART. Mr. Lee?
Mr. LEE. Alignment of the CMS partnering with private plans is

incredibly important, but I would build on everything that Dr.
Hackbarth said in terms of the decision process to change who is
at the table. And Debra Ness noted this, but in terms of having
more agility, ability to rapid cycle authority that Congress needs to
grant in an appropriate ways that CMS can act, but then who
should be at the table? I come back to patient-centered, and we
have too many decision processes that has, with all due respect,
only those who are actually getting paid at the table, not having
those that are actually getting care, patients, consumers, as well as
those, employers and others, that are paying the bills.

Mr. IGLEHART. Ms. Ness?
Ms. NESS. And just very briefly, building on what Peter just said,

I think we need to make sure that the innovation, the demos, the
pilots, whatever it is we are doing, we do begin to integrate the pri-
vate sector and the public sector components. We cannot have the
innovation going on in silos.

Mr. IGLEHART. Dr. Opelka?
Dr. OPELKA. One of the things that we learned with our other in-

surers is we sit down and partner over issues and try and come up
with innovative solutions together. We don’t do enough of that with
CMS, and I think there is a real opportunity to actually sit down,
put a problem on the table, and try and solve it more collegially
together and have the ability to move more nimbly than we cur-
rently move.

Total system redesign, because of the cost and the need to rede-
sign chronic care, as Mary has said and as John has said, we to-
tally support that within the college.

I think that we need to enhance how we do the value assess-
ments on the outcomes-based care initiatives, like surgery, cardi-
ology, other areas other than primary care. How are we looking at
what we are doing to know that we need to do those procedures
that are absolutely necessary, where the overuse is. We need to ac-
tually cut back on where we’ve got defensive medicine that is really
just running up a cost. And so the safe harbor concept, I fully sup-
port that.

And, lastly, preserving the key elements of the surgical workforce
is important. Trying to pull monies out of the surgical workforce
to start up and fund other initiatives could actually have a real del-
eterious effect on how we maintain the surgical workforce.

Mr. IGLEHART. Dr. Steele?
Dr. STEELE. You know, again, I think the narrative is important,

and if we focus on where we are now with some of these incredibly
poorly cared for, high-cost groups of patients, and you give direc-
tion that you want to get to another place over a period of time,
and you hold CMS responsible for creating the innovation to do
that as opposed to the much more specific granular kinds of in-
structions, then the only thing I would add is if you actually do this
health care reform——

The CHAIRMAN. We are going to do it.
Dr. STEELE. CMS——
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Senator SCHUMER. He means it, too. He means it.
Dr. STEELE. Your goal should be to have CMS as the workplace

that everybody wants to be a part of, because you are going to be
dependent upon the human resource over there. And it should be
the place where people want to work if they want to work in gov-
ernment.

The CHAIRMAN. That is a good point. How do we accomplish
that?

Dr. STEELE. We can talk later.
The CHAIRMAN. Okay.
Senator SCHUMER. Mr. Chairman?
The CHAIRMAN. Anyone else want to address this one subject——
Mr. WILLIAMS. Yes, Mr. Chairman, I want to get a point in here,

if I may. Just a couple of points on CMS.
One, I think this notion of public-private partnerships is ex-

tremely important, and one of the things I would continue to en-
courage is the ability to share claim and clinical data between
Medicare and the private sector so that we enrich both the claim
database as well as the quality database, building on National
Quality Forum-approved data.

Innovation is fundamentally important. Two years ago, we had
zero members with the personal health record. We now have ten
million members who have their own personal health record that
they own, that they can take with them, that captures all of their
data.

The other point I would make is network-based products. You
take an area like bariatric care, bariatric surgery for weight loss.
We built networks and determined that by looking at those net-
works, the quality of care and cost was 15 percent lower a year
later for those physicians and institutions that were in the net-
work, and they were selected on the basis of quality, good thorough
assessment, good counseling for the members. And it was 4 percent
higher than the average outside. The use of network-based prod-
ucts is a fundamentally important missing component and tool, and
I think that brings us back to public-private partnerships.

The other point I would make is just flexibility, the ability to in-
novate with things like value-based insurance design so that the
insurance products, whether it is a pharmacy or other benefit, real-
ly has the ability to adjust the co-pay based on that individual
member’s health circumstances. Prevention for you may be dif-
ferent than prevention for someone else, and we need the ability
to have variable definitions of prevention based on the clinical cir-
cumstances.

And, finally, there is a whole set of missing decision support tools
that give a member alerts on health screenings that they should
be having, an ability to give an alert to the member and an alert
to their physician, that there seems to be a gap in care based on
the evidence-based standards. All of those things represent stand-
ards that have been innovated in the commercial health care sector
that are readily available and that are unavailable in base Medi-
care today—all of which contribute to improving quality and reduc-
ing cost.

Dr. TOOKER. I just want to make a follow-up point—this is John
Tooker from American College of Physicians—about CMS. It looks
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to us—to me, at least—that we are going to be trying to test mul-
tiple models of payment as well as multiple models of health care
delivery. And CMS is going to be crucial to the testing of those
models.

And it seems to me that there may be opportunities to improve
the relationship of Congress, the White House, and CMS so that
there are common expectations at the time that legislation is devel-
oped all the way to the implementation of programs through CMS.
Just looking at the Medicare patient-centered medical home dem-
onstration project that was authorized in 2006, it is not yet started;
whereas, in the private sector at the State levels, both Medicaid
and the private insurers are well down the road of testing models
of the patient-centered medical home. And there are lessons to be
learned from partnerships of CMS with those State and private en-
tities that in our opinion would help improve the ability of CMS
to implement.

Second is distinguishing between pilots and demonstration
projects and, where possible, to take the lessons learned from pilots
and implement them as soon as possible as opposed to having to
go back through an authorization after a demonstration project,
which takes an additional period of time.

Mr. UMBDENSTOCK. And, Mr. Chairman, just briefly, I would be
remiss if I did not suggest we look at the regulatory side as well
and the burden that that causes. The amount of regulation that
hospitals live under today really has to be examined and rethought
and redesigned.

In the case of CMS, it is additive, and I think we have to figure
out how to replace the old with the new. I will give one example
and be brief: the Hospital Quality Alliance. Terrific move to pub-
licly report on nationally agreed upon measures. As I said earlier,
hospitals have signed on and are very anxious to get their data
back.

The agency has to be able to process that data in a realistic time
frame and get it back, so it needs the resources in order to do that.
It needs the resources in order to display that data if the public
is going to use it to make decisions.

At the same time, though, getting that data out of the hospital
and off to the data processors and to CMS has taken significant re-
sources, especially nurses to comb through records where we need
that done. And we have not seen any relief on regulation on the
payment side or anyplace else. There is never a substitution of one
priority for another or one regulatory burden or cost for another.
Those substitutions we are trying to make every day at home on
the front lines. I think we need to think about how we can help
CMS think that way as well.

The CHAIRMAN. Okay. Senator Schumer?
Senator SCHUMER. Well, thank you, Mr. Chairman. First I want

to thank you. This has been a great morning. I have watched a lit-
tle of it on the TV from my office and I have been here. I am sorry
I cannot be here the whole time.

I would like to focus on the public plan option, which has had
some discussion but nothing direct, and some of the witnesses here
today who have offered criticisms of the public plan option also
strongly support the new payment and quality initiatives—medical
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home, accountable care organizations, bundled payments. And I do
not see—I think there is, at least in some places, almost a knee-
jerk saying you cannot do this, you cannot have a public option,
where it seems to me we should take the best of these ideas and
use them in a public plan option. A public plan option could be
formed in many different ways. There is a whole lot of rhetoric, you
know, on the public plan option, but we have not even defined what
the insurance product will look like, how it pays doctors, how it
pays hospitals, what part of the Federal Government will be run-
ning it. It could be in CMS. It might not be.

So I would first ask everybody to keep an open mind. We all
agree that reform must occur. We need higher quality. We need
better care. And I think a public plan option could help make that
happen.

To Dr. Korn, here is what I would ask you and then ask others
to comment. You criticized the concept of a public health plan in
the association’s recent advocacy, and I wonder if there is not a
way to work together on this important component of health care—
that is what my question is—or if the opposition that your associa-
tion has is simply about protecting a monopoly over a small group
and individual market? If the field was level, the playing field was
level in rules and requirements that private plans and the new
public option plan had to live under in the new health exchange,
why would you oppose it? Competition is healthy, right?

Dr. KORN. Competition is healthy. We are always open to discus-
sion, and I think that no door is ever slammed shut on increasing
competition among private insurers. However, some of the funda-
mental concerns with a governmental programs, though, that I
think we have to deal with realistically are that a federally spon-
sored program would not have to have reserves, would not pay
taxes. It is very hard to imagine what a level playing field would
look like when the ultimate competition is an economic proposal to
a potential purchaser. So there are many issues to be thought
through here before we can determine how that might work.

Certainly we do want everyone to be covered, and certainly there
are those who under no circumstance could afford any option, and
we think there is a role for the Federal Government in filling that
gap through existing programs, if possible, if they were not willing
to subsidize premiums to those of us who are in the commercial
sector.

So the level playing field is somewhat difficult to envision given
the requirements of private insurers, and I wonder if maybe Mr.
Williams would have any further reflections on that.

The CHAIRMAN. I might say, too, that the next session is going
to deal with coverage, which is a more appropriate forum for this
particular subject. It is fine to bring it up now, but this session is
designed more for delivery system reform. The next session is going
to be coverage in all various ways we cover Americans. But I am
glad you raised the point. We do not have the panel yet——

Senator SCHUMER. I know. But even——
The CHAIRMAN. And I might also say, as you are saying, Senator,

that my judgment is the public plan option should be on the table
along with everything else. Nothing is off the table, because we
have such a terrific opportunity here to move forward together.
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One of the beauties of all this—it is tremendous when you think
about it—we are being strategic here. We are coming up with a
plan which will take several years to implement and to take effect
and help reduce cost and help improve quality of health care and
help improve coverage. Instead of Congress going down the usual
road of every year a little bit here, a little bit there, pushing the
balloon here and it bubbles up someplace else, this is exciting. This
is strategic. This is a whole new approach in health care reform
that we have taken in Congress for a long, long time. That is why
I want to keep everything on the table, everybody keep an open
mind. There is always a way to skin a cat. There is always a way
to work out something here. It is give and take everywhere. Then
the public option is clearly in that same category.

Senator SCHUMER. I appreciate that, Mr. Chairman. The point I
was making to Dr. Korn is it might be that for a private nonprofit
insurer or private for-profit insurer, a public plan might work to
your advantage. You know, I know everyone thinks, ‘‘Well, I am
going to get this segment of the market and this is the segment I
want.’’ But part of our job is to make sure you cover other—and
it is true, it is related to coverage. But it also is related to innova-
tion and cost savings and things like that. And to me, at least, I
would never—there may be some people who say only have a public
plan. That makes no sense. But it equally makes no sense to sort
of push off the table, as the Chairman said, to have a public plan
even in your own self-interest. And, admittedly, our interests and
your interests are not always the same.

Do you want to say something to that, Mr. Williams?
Mr. WILLIAMS. At this point I would just say the Chairman has

spoken and we understand it is all on the table.
Senator SCHUMER. Everyone agree with that? [Laughter.]
The CHAIRMAN. Everything is on the table. Everything is on the

table with the single exception of single pay. I do not think single
pay is on the table. This country is not going to adopt single pay—
at least not this time. I do not think. But everything else is clearly
on the table.

I have a question on behalf of Senator Kerry. He was unable to
stay for the hearing. I would like to ask it on his behalf. He asks:
Medicare Part A and Part B have different payment structures
that often result in silos and discourage care coordination. Some of
you on the pane have discussed the need for bundled payments.
Can you elaborate on this concept? What else besides bundling can
be done to better coordinate care between services covered under
A and B?

We discussed that a little bit, but why doesn’t somebody just sum
up an answer to that? Anybody who wants to take a crack at that
on behalf of Senator Kerry.

Mr. IGLEHART. Mark?
Dr. MCCLELLAN. We have talked about a number of different ap-

proaches to try to payments aligned, better support, results, and
care at the patient level, this patient-centered care notion. The
medical home can help with that by giving primary care providers
more of an opportunity to bring together different pieces of health
care delivery, the bundled payments by bringing more alignment
between physicians and hospitals and post-acute providers. All of
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these kinds of things move in the same—have the intent of moving
in the same direction.

I would add to that the notion of accountable care organizations,
which we have talked about. That is at a bit higher level, trying
to get some recognition of the importance of better results truly at
the person level, at the population level, and trying to get costs
down at that level as well.

As you heard from many of the providers here today, with hos-
pitals, physicians all working in a very fragmented way today, you
have got to be careful about how you move in this direction, and
it may require some extra support in the short term to get there.
But it seemed like from this panel there is a lot of support for rec-
ognizing that if we can do a better job of having payments that
support coordination of care and person-level results, that will help
us get the kinds of delivery system changes that we want.

Mr. IGLEHART. Mr. Morris?
Mr. MORRIS. I also think we will need to look at the current

fraud and abuse laws to ensure that the effort to align the interests
of hospitals and physicians is not blocked by current laws, which
in many cases inhibit those sorts of changes. There are civil pen-
alties, the Stark law, and the kickback statute all in play here, and
we will need to look at those to ensure that they are not inhibiting
positive innovation.

The CHAIRMAN. Right. I hear that.
Mr. UMBDENSTOCK. Three things, Mr. Chairman, quickly.
First of all, conceptually we understand where this is trying to

go and why it has not been tried broadly, demos just starting. I
think we need to learn a lot and bring it back to the Congress and
decide what needs to go forward, what is the best way to move.

Secondly, to underscore what Lew Morris just said, we need
some legal review, if not legal relief, so that hospitals and physi-
cians can work together more closely, clinically integrate so that we
deliver on a higher-quality product, but understand that the legal
barriers have been lowered.

Thirdly, as we talk about bundling as it is presently being dis-
cussed around acute and post-acute, there is no common assess-
ment tool to figure out where to put the patient in different post-
acute facilities. Work has begun on that. We need to know more
about that and how to do that properly for the patient’s point of
view but also the provider’s.

And, lastly, we have in that same realm in the post-acute numer-
ous regulations that restrain or constrain where a patient can go
or how many patients can go to what type of facility from what
type of facility. We have got to think about lowering all of those
barriers if we are going to truly pay as one and operate as one, and
that is going to take—I think that has got to be considered as well.

The CHAIRMAN. Thank you.
Mr. IGLEHART. Dr. Naylor?
Dr. NAYLOR. On the idea that everything should be on the table,

I hope that we will consider in the payment options an opportunity
for accountable entities defined by local communities that are stra-
tegically targeted and designated to provide services to this 20 per-
cent of Medicare beneficiaries who need more than the medical
home or the primary care services will provide and who will not

VerDate 11-MAY-2000 11:39 Jul 02, 2009 Jkt 000000 PO 00000 Frm 00059 Fmt 6633 Sfmt 6633 48952.XXX SFIN1 PsN: SFIN1



50

necessarily be well served by a bundled payment delivered to hos-
pitals.

So I hope that we can think about what our evidence suggests
is an appropriate approach to improve the care, reduce the re-
admissions, and achieve health care savings.

Mr. IGLEHART. Mr. Hackbarth?
Mr. HACKBARTH. I want to take a little bit different tack. The

silos in health care delivery that we have talked about are not so
much a function of the separation between Part A and B but, rath-
er, a function of the payment systems that we use within them. I
think the relevance of the A-B distinction is more at the financing
level, how the revenues raised to finance the program. And so, you
know, I think we need to bundle payment across A and B, but I
do not think the current A-B distinction is a barrier to doing that.

So I would urge you to think about A-B issues as matters of eq-
uity in financing. Is this the way we want to raise the revenues to
finance a Medicare program?

Mr. WILLIAMS. I think the one other point—a couple of points I
would make. One is as we think about the process of bundling, we
need to make certain that we do not lost sight of patient preference
as they go through a course of treatment, because as you bundle
the payment, the patient may at some point in that process choose
to have different ideas about where to get care or how to get care.
And so I think all that needs to be contemplated as this process
evolves. I think it is a very good process, but we need to not lose
sight of that.

I think the other thing I would say is to have flexibility in the
model. I think there is a question about is it a hospital model, a
physician model, or even a health plan model. And all of this is
going to require health information technology, software, data. For
example, biometrics could be a huge component of providing better
care outside of the hospital in collaboration with nurses and others
in the home, along with telemedicine and other capabilities.

And so I think if we want to explore this, we should have broad,
general ideas to give us an ability to figure out what works experi-
entially.

Mr. UMBDENSTOCK. Mr. Chairman, as you know, how this plays
out in a rural community with differing arrays of service capabili-
ties is something for us to think through as well.

The CHAIRMAN. That is right. When we talk about rural, I am
reminded there is rural and there is rural in this country. [Laugh-
ter.]

Anyway, rural in the East is an interesting concept. Rural in the
West is really rural.

Mr. IGLEHART. A number of the panelists have brought up the
subject of hospital readmissions, mostly in the context of express-
ing concerns about them. But I would like to ask Mr. Umbdenstock,
representing hospitals, to give us the AHA view of that in terms
of an issue and how to address it.

Mr. UMBDENSTOCK. I am sorry. We were finishing up on the last
topic. Can you——

Mr. IGLEHART. Readmissions, and what the AHA view is in terms
of how to address it.
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Mr. UMBDENSTOCK. Well, first of all, a readmission is not a read-
mission is not a readmission. The way the term is being used
today, some apply as a readmission, a second admission off of a
common diagnosis or episode. Others are just talking about new
admissions within a specific period of time. And so our concern is
not over eliminating unnecessary or preventable readmissions. We
want to do that. But when everything gets lumped into the same
bucket, it becomes problematic.

We think that on the readmissions we really need to focus on
those that are related to the original admission and that were un-
planned as part of the patient’s course of treatment. If we can focus
in on those and, like other subjects here today, focus in on those
that are most common for different types of patient conditions, we
think we can make some significant progress on that. But lumping
them all together as readmissions is a problem.

Secondly, the current proposal says that the bottom quartile or
top quartile, whichever direction you want to come from, but some
sort of quartile cut-off, there is always going to be a final quartile.
And so we have got to look at a better way, because even as we
improve on readmission rates, the notion that there is some con-
tinuing penalty hanging out there does not make a lot of sense to
us.

The CHAIRMAN. Mr. Diaz?
Mr. DIAZ. Yes, just one further point. I appreciate and I think it

is very important that post-acute care has been incorporated in the
discussion of potential bundling opportunities. I think that there
are great opportunities there. And I think it is the right goal to
talk about better care coordination and improving efficiencies—or
inefficiencies within the system.

I think, as has been suggested, that an incremental approach is
best. There is a lot yet we have to learn in terms of the compara-
tive effectiveness, in terms of different post-acute sites. And I
would also say that part of what needs to be considered are which
entities, in addition to acute-care hospitals, are best vested with
that responsibility.

And, lastly, I think that, as has also been talked about, we need
to make sure that incentives are aligned to build that infrastruc-
ture that is necessary to operate in a bundled payment environ-
ment to assure quality, to assure care coordination, and that that
happens all across the country in rural communities as well as
metropolitan communities.

The CHAIRMAN. Dr. Steele?
Dr. STEELE. Yes, I think that the readmission is a metric that

you could easily apply to your goals for chronic disease manage-
ment improvement. And I think that what would be a terrific en-
gine for getting there is to go to systems that might not be the
usual delivery system and see what the best outcome is. And then
you essentially say how do we generalize into a much more frag-
mented system and work with the AHA and other community-
based organizations to figure out how to bridge the gaps that are
going to be there for quite a while, since everything does not look
like our integrated system. But I think that there are ways of get-
ting there in a short period of time doing dissemination from best
practice.
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The CHAIRMAN. This is very interesting. You know the game
whack-a-mole? Every once in a while, I see another card go up
here. [Laughter.]

Dr. NAYLOR. I just want to say from that patient and family care-
giver’s perspective, a hospital readmission is a hospital readmis-
sion. It is an extraordinarily tremendous human burden to them.
And we have the capacity to reduce readmissions for Medicare
beneficiaries between a quarter and a third, avoidable readmis-
sions. And I think we are only going to succeed when we realize
that the care needs of these people are much more complex. It is
not just about medical management. It is about managing the com-
munity services. It is about managing the inadequate social sup-
port—all of the factors that contribute to poor outcomes. We need
a comprehensive, holistic approach. We need a team model to get
there. And we have evidence to guide us.

The CHAIRMAN. I experienced a little of this. My mother was in
the hospital a few years ago—it was a colon matter—and we put
her in a post-acute facility, and she had to go back in the hospital
again because it got worse. And I know that a lot of it was because
she was not cared for when she left, with her meds and everything
under the sun. I could just feel the disconnect there when I was
visiting her. And so when people talk about all this—my mother is
real—it happens. She is fine now. She is great. But it was a bit——

Mr. IGLEHART. I have a final question, if you have any——
The CHAIRMAN. Sure.
Mr. IGLEHART. I think back a generation to the Republican ad-

ministration of Richard Nixon and the proposal that he put forward
that really proved to be transformational: government support for
the creation of what was called ‘‘prepaid health plans’’ at the time
and then became known as ‘‘health maintenance organizations.’’
And, of course, it went on to evolve into managed care, and we all
know what happened to that.

But my question is really, based on the concerns of the Com-
mittee and the Congress about the unsustainability of Medicare
and Medicaid in the current cost trends, whether the proposals
that we have discussed today are broad enough, are fundamental
enough, to really address the magnitude of the problem. And I
would be interested in comments, or even written comments to the
Committee if time has elapsed.

The CHAIRMAN. Well, thank you, John. I think it is an excellent
question, and I would like panelists to think about that, frankly.
Before we get to that point, I want to give panelists an opportunity
to say anything that has not yet been said. Maybe somebody has
said something outrageous that needs to be addressed. Or maybe
there is a nagging little something in the back of your head that
you would kind of like to get out. Here is the opportunity now.

We are going to be going through something we call a ‘‘walk-
through’’ a week from tomorrow. It will not be a markup of legisla-
tion on this subject of delivery system reform. Again, we divided
this into three areas: delivery system is one, coverage second, and
payment is the third, how we pay for it is the third.

But on Wednesday, we are going to do something called a walk-
through; that is, the Committee will walk through tentative, sug-
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gested, potential legislation with respect to delivery reform. Then
we put all these three together in June, have a markup in June.

So during this next week, we will be talking to you, calling you
up for some follow-up, because you have given a lot of solutions and
a lot of suggestions here which I think make a lot of sense. But
you have also raised a lot of questions, at least in my mind. I made
notes on how to do this and how to do that and so forth. But I just
want to thank you very, very, very much. This has been one of the
most productive sessions I have ever participated in since I have
been in the Senate. Everybody was right on target, no grand-
standing; nobody is playing to the crowd.

This is why we came here. We came here to do good, public good,
public service. I know I can speak for all the members of the Com-
mittee in saying so, and I know I can speak for all of you because
you are in a field providing service to people. And I just want to
compliment you very much.

As I said at the outset, I am very excited about this. We are
going to go somewhere. Something is going to happen here. And if
we are here at the take-off and just keep working, we are going to
be also all together on the landing, which will be hopefully a soft
landing, and one which will provide a lot of care at lower case, give
access to the American people, and make us all very, very proud.

So thank you very much. Unless somebody wants to finish some
comment, some statement, something that he or she thinks should
be addressed.

[No response.]
Mr. IGLEHART. Thank you, Mr. Chairman.
The CHAIRMAN. The Committee is adjourned. Thank you very

much.
[Whereupon, at 1:12 p.m., the roundtable was adjourned.]
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ROUNDTABLE ON EXPANDING
HEALTH CARE COVERAGE

TUESDAY, MAY 5, 2009

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The roundtable was convened, pursuant to notice, at 10:07 a.m.,

in room SD–106, Dirksen Senate Office Building, Hon. Max Baucus
(chairman of the committee) presiding.

Present: Senators Conrad, Bingaman, Kerry, Lincoln, Wyden,
Schumer, Stabenow, Cantwell, Nelson, Menendez, Carper, Grass-
ley, Hatch, Snowe, Kyl, Bunning, Crapo, Roberts, Ensign, Enzi,
and Cornyn.

Also present: Democratic Staff: Bill Dauster, Deputy Staff Direc-
tor and General Counsel; Liz Fowler, Senior Counsel to the Chair-
man and Chief Health Counsel; Cathy Koch, Chief Tax Counsel;
Tiffany Smith, Tax Counsel; and Bridget Mallon, Detailee. Repub-
lican Staff: Kolan Davis, Staff Director and Chief Counsel; Mark
Hayes, Republican Health Policy Director and Chief Health Coun-
sel; Susan Walden, Health Policy Advisor; and Kevin Courtois,
Health Staff Assistant.

Panelists:
Stuart M. Butler, Ph.D., Vice President, Domestic and Economic

Policy Studies, The Heritage Foundation, Washington, DC;
John J. Castellani, President, Business Roundtable, Washington,

DC;
Gary Claxton, Vice President and Director, Health Care Market-

place Project, Henry J. Kaiser Family Foundation; Washington,
DC;

Donald A. Danner, President and CEO, National Federation of
Independent Business, Washington, DC;

Jennie Chin Hansen, R.N., M.S., FAAN, President, AARP, Wash-
ington, DC;

Karen Ignagni, President and CEO, America’s Health Insurance
Plan, Washington, DC;

R. Bruce Josten, Executive Vice President, Government Affairs,
U.S. Chamber of Commerce, Washington, DC;

Len M. Nichols, Ph.D., Director, Health Policy Program, New
America Foundation, Washington, DC;

Ron Pollack, J.D., Executive Director, Families USA, Washington,
DC;
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Sandy Praeger, Commissioner of Insurance, State of Kansas, and
Chair, Health Insurance and Managed Care Committee, National
Association of Insurance Commissioners, Washington, DC;

Sara Rosenbaum, J.D., Chair, Department of Health Policy, George
Washington School of Public Health and Health Services, Wash-
ington, DC;

Diane Rowland, Sc.D., Executive Vice President, Henry J. Kaiser
Family Foundation, and Executive Director, Kaiser Commission
on Medicaid and the Uninsured, Washington, DC;

Raymond C. Scheppach, Ph.D., Executive Director, National Gov-
ernors Association, Washington, DC;

Scott Serota, President and Chief Executive Officer, Blue Cross and
Blue Shield Association, Washington, DC; and

Andrew L. Stern, International President, Service Employees Inter-
national Union, Washington, DC.
[The prepared statements of the panelists can be found in the ap-

pendix.]

The CHAIRMAN. The committee will come to order.
[Interruption from the audience.]
The CHAIRMAN. The comments from the audience are inappro-

priate and out of order. Any further disturbance will cause the
committee to recess until the police can restore order.

[Interruption from the audience.]
The CHAIRMAN. The committee will be in order. The committee

will stand in recess until the police can restore order.
[Whereupon, at 10:07 a.m., the roundtable was recessed and re-

sumed back on the record at 10:08 a.m.]
The CHAIRMAN. Today the Finance Committee hosts the second

of three roundtable discussions on health care in America.
[Interruption from the audience.]
The CHAIRMAN. The committee will be in order.
[Interruption from the audience.]
The CHAIRMAN. The committee will stand in recess until the po-

lice can restore order.
[Interruption from the audience.]
The CHAIRMAN. The committee will stand in recess until the com-

mittee can restore order.
[Whereupon, at 10:08 a.m. the roundtable was recessed and re-

sumed back on the record at 10:10 a.m.]
The CHAIRMAN. The committee will come back to order. Let me

try something else here.
[Interruption from the audience.]
The CHAIRMAN. For all those who are listening, and especially for

those in the audience here——
[Interruption from the audience.]
The CHAIRMAN. And especially those—sir? Sir? Sir? Sir, if you

would let me just say something. Sir?
[Interruption from the audience.]
The CHAIRMAN. The committee will come to order.
[Interruption from the audience.]
[Whereupon, at 10:10 a.m. the roundtable was recessed and re-

sumed back on the record at 10:12 a.m.]
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Senator KERRY. Is there anybody in the audience who did not
come to——

[Laughter.]
The CHAIRMAN. Let me say this. I think I speak for everybody

on the committee and everybody in the Congress, that we deeply,
deeply respect the views of all members of the audience and all
Americans who feel deeply about health care reform, especially
those who are worried about the single-payer system or a public op-
tion, who really do fervently believe that that is the proper result.
That is a view that many people have. It is a view which I respect.
There are other approaches to health care reform, which I also re-
spect.

The whole point of this hearing, and other hearings, is to try to
determine the best route, the best option in determining how to
best reform our country’s health care system. So for those of you
who remain in the audience who may be inclined to stand up and,
out of order, state your views, I encourage you not to do so because
I want you to know that I personally care deeply about your views.
I deeply respect your views. I hear what you say. I talk to a lot
of people in my home State of Montana who have the exact same
views. I represent 900,000 of the world’s best bosses, Montanans,
and many of them have the very same view.

But we are going to get the best result here the more we can
have an orderly discussion as to how we should best reform our
health care system. So I want to say to everyone, and especially
those of you who might be inclined to stand up, that I urge you not
to so that we can proceed with the hearing—holding your views
also deeply in mind as we proceed. Thank you.

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

The CHAIRMAN. Today the Finance Committee hosts the second
of three roundtable discussions on health care in America. The
committee has spent a significant amount of time laying the
groundwork for comprehensive health care reform, and now the
time for action approaches. This roundtable discussion will preview
many of the policies that the committee will consider in a walk-
through session next week, and depending upon comments from
Senators on the committee, in a markup in June.

The week before last, we had a roundtable on delivery system re-
form. Today we are here to discuss how to provide health coverage
to all Americans. Next week, we will hold our third, and final,
roundtable on financing health care reform.

As we discuss policy options for coverage, it is important to keep
several facts in mind. First, the United States is the only developed
country without health coverage for all of its citizens. Approxi-
mately 87 million people, 1 in 3 Americans, went without health
insurance for some period during 2007 and 2008, and the situation
is only getting worse.

Second, the economic climate has caused even more people to be-
come uninsured. According to the Kaiser Family Foundation, for
every 1 percent increase in the unemployment rate, Medicaid and
CHIP enrollment increases by 1 million, and the number of unin-
sured Americans increases by 1.1 million.
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In today’s economy, that means a lot of folks are affected. In
March, 2009, the unemployment rate rose to 8.1 percent, and ac-
cording to the Center for American Progress, 14,000 more people
lose their health insurance coverage every day.

Third, why is covering all Americans so critical? It is because
people without health insurance generally experience poorer health
and worse health outcomes than those who are insured. The Urban
Institute reports that 22,000 uninsured adults die prematurely
every year because they lack access to care. In addition to the unin-
sured, another 25 million Americans are under-insured. They do
not have enough coverage to keep their medical bills manageable.

Despite their insurance coverage, medical debt keeps these
Americans from feeding their families, paying their rent, or heating
their homes. Finally, the uninsured affect those who have insur-
ance. When the uinsured who cannot pay health care providers
shift those costs to those who can, those who have insurance. This
cost shift accounts for roughly 8 percent of the average health in-
surance premium. That is $1,100 per family, or $410 per individual
in 2009.

We have an opportunity to make sure that all Americans have
a fair chance at good health, make sure that no family goes bank-
rupt due to medical costs, to make sure that the insured no longer
have to bear the costs of the uninsured. The cost of inaction is too
high. It is too high for individuals, for families, businesses, and
State and Federal Governments.

Each of our participants today brings an important voice to the
discussion. They are experts, stakeholders, or both. Among our
guests are folks from the insurance and business communities, we
have labor and consumer representatives, we have experts in insur-
ance markets and public programs.

As we proceed with today’s discussion, I urge everyone to keep
in mind that coverage is one part of health reform. We must also
address rising health care costs and must find responsible and sus-
tainable ways to finance reform.

Forgive me for not taking the time to introduce each person here
today. We have distributed a biographical sketch and a brief state-
ment for each participant. Before today’s session we gave each par-
ticipant and Senator on the committee some questions to help start
our dialogue, and beyond that, I anticipate a fruitful discussion. So,
let us get started.

Before I introduce Senator Grassley, though, a couple of points
here. Number one, I will recognize Senators as they seek recogni-
tion. I ask Senators just to raise their hand. I would also encourage
all participants who wish to speak spontaneously or in reaction to
some outrageous statement that was made, raise your hand so I
will recognize you as well.

I am going to try to keep the discussion flowing, subject per sub-
ject. That is, if we are on the individual market and some of the
problems in the individual market, I just encourage Senators to
stay on that subject. But of course, we never constrain Senators.
Senators may want to speak on any subject that they might. But
we will do our very best to try to make this as significantly on
point as we can.
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Unfortunately, I think we are going to have a vote around 11:00,
so we might have to break and come back. But I will do my very
best just to keep things flowing.

I would now like to introduce my colleague, Senator Grassley.

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

Senator GRASSLEY. Yes. Thank you, Mr. Chairman. And thanks,
all of you, who are on our panel, for participating in this round-
table. The first roundtable was very, very successful. I think this
one will be, too. The subject that we are dealing with today is a
little more difficult than the previous subject and they probably get
more difficult as time goes along. So, you are participating in one
of the more difficult decisions that this committee has to make.

Most everyone agrees that our health care system is in need of
fixing. The American health care system, if you can even call it a
system—and I would rather not use the word ‘‘system’’—is in des-
perate need of reforms. We spent twice as much on health care as
other developed countries, but even with all of this spending our
health care outcomes are not as good as in other countries.

We have escalating costs, inefficient delivery systems, 47 million
people lacking health insurance, millions more live in fear of losing
coverage. Our responsibility is how to get affordable coverage to ev-
eryone, and we must make these reforms in a fiscally responsible
way. We need to bring costs under control.

In March, Senator Baucus and I joined other members of Con-
gress and other stakeholders at a White House Conference on
Health Care. In bringing everyone together, it was clear that we
agree on many issues and still have a long ways to go on others.
But overall, I left the White House knowing that Republicans and
Democrats share a commitment to expanding health insurance cov-
erage and improving the way that care is paid for and delivered.

Last week we had our first roundtable on delivery system re-
forms. It went very well. Now we are moving on to tougher issues.
There are more controversial issues when it comes to coverage. I
will not name them all, but individual mandates, government-run
public plan, and Federal health boards are just some of those
issues that will come up. There are no easy issues when it comes
to coverage.

We are here today to share ideas and to weigh in on all the cov-
erage issues that we need to tackle. If we are to succeed in making
real changes that benefit millions of Americans, all of us are going
to have to listen and consider many ideas.

On all of these tough issues, we need to find solutions that work.
Everyone needs to work together to find common ground. I am very
appreciative of all of you who have come together to help with this
process.

Mr. Chairman, I yield.
The CHAIRMAN. We have a quorum here. I apologize to the ex-

perts here, the panelists, but we now have to conduct a little bit
of business and will make it as expeditious as possible.

[Whereupon, at 10:21 a.m., the roundtable was recessed to enter
into Executive Session.]

[After recess—10:22 a.m.]
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The CHAIRMAN. All right. Let us get to business. I want to start
out by talking about the individual market. I want to ask Gary
Claxton, Karen Ignagni, and Sandy Praeger, can you tell me a little
bit about the current factors used in determining premiums in the
current individual market and a bit about the current state of the
market as on open for obtaining health insurance? Just focus a bit
on the individual market, its strengths, its weaknesses, the prob-
lems, and how we begin to reform the individual market.

I will start with you, first, Gary Claxton.
Mr. CLAXTON. Thank you, Senator. Thank you very much. Rates

are currently set in the individual market based on health status,
age, gender, geography, whether or not someone smokes, and, of
course, benefits. There are also some other practices in the market
that are a little bit less apparent.

Some insurers will vary the rates that people are charged based
by their duration in the policy, for instance, how long they have ac-
tually had it. This allows insurers to offer the lowest possible prices
when the policy is first issued, but then people get higher increases
each year than they would normally get. Unfortunately, it is the
kind of practice that is not disclosed.

Another factor that can affect rating at renewal is whether or not
the insurer is still accepting new business into the policy. Closed
blocks of business tend to have much higher rates of increase from
year to year than policies that are still being offered.

If you look at the market and want to characterize it in terms
of its ability to offer people good coverage options, the market is ba-
sically characterized by policies with low actuarial value and high
administrative costs, so the policies tend to have high cost sharing,
a lot of coverage limits, and the sort of administrative cost of sell-
ing these policies is pretty high, in part because of the turnover in
the market and also because of the commissions that are paid to
people.

The lack of tax subsidies for this market make it much less at-
tractive than group insurance, so people do not tend to choose non-
group coverage unless they do not have a group option. Because
they are paying the entire cost and because they do not get any
help through the Tax Code like group insurance does, people tend
to buy policies which are much less valuable.

The CHAIRMAN. Cutting to the quick here a little bit, is there
anybody on the panel who agrees with the statement that the indi-
vidual market needs significant reform? Is there anyone who dis-
agrees with that statement, that the individual market needs sig-
nificant reform?

[No response.]
The CHAIRMAN. Seeing no objections, we will establish that as a

predicate here. All right.
Now, I want to ask somebody, how are we going to form the indi-

vidual market? Ms. Ignagni, I will ask you, and also ask Sandy
Praeger, a former NAIC president and current Kansas Insurance
Commissioner.

Ms. IGNAGNI. Thank you, Senator. First of all, thank you for con-
vening this forum. We very much appreciate the opportunity to
participate. I think Gary has made important observations which
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caused us in the health insurance arena to step back and consider
what was not working.

In our proposals, we have recommended a full-scale reform and
a complete overhaul of the rules associated with the individual
market. In fairness, just for a little context, it is important to note
that, with the exception of Massachusetts, there never was a law
passed that requirede everyone to participate in the market, so
health insurance rose and developed practices similar to life insur-
ance, property and casualty, et cetera. The problem is, people in
the individual market generally wait until they need insurance to
purchase, so we stepped back and said, how do we solve this prob-
lem and how do we provide health security to people, which is the
fundamental question you are asking?

Our proposals are as follows, simply: guarantee issue, that every-
one gets insurance; two, nobody falls through the cracks because of
preexisting conditions; three, no health status rating so that no one
would be discriminated against or penalized because of their prior
health care status, requiring them to pay more. This would level
the playing field.

We are proposing Federal guidelines that could be implemented
and executed at the State level, so there is no inherent benefit of
living in State A, B or C. This would be a whole-scale reform,
would solve the underlying problems that Gary articulated very
well, and that you implied in your opening statement. We are fully
supportive of this whole-scale reformation.

We also are fully supportive of Federal regulations. We are not
proposing voluntary efforts, we are talking about uniform guide-
lines that would be specified in legislation so that everyone could
understand there is transparency, there is effectiveness, and there
would be regulatory accountability.

The CHAIRMAN. Jim? Senator Bunning?
Senator BUNNING. Yes. I do not disagree with you, I just would

like to find out who is going to pay for that from the present set-
up that we have, the many different, various payors, whether you
are in a group policy or whether you are in a single coverage policy,
or whether your employer furnishes you benefits. That does not
cover about 47 percent of the American people. How do we get
enough money in the system to take care of that?

Ms. IGNAGNI. Senator, would you like me to respond?
The CHAIRMAN. Go ahead.
Ms. IGNAGNI. There are three answers, very quickly, Senator, to

your question: one, there is no question that health reform will re-
quire additional resources; two, there are efficiencies that can be
applied if you bring everyone into a system versus having people
fall through the cracks because they have high health care costs or
previous health care status, as you know.

Senator BUNNING. I understand that.
Ms. IGNAGNI. Three, we strongly believe, as part of health care

reform, and this committee has done considerable talking about the
third point, which is, as part of reform, we have to bend the cost
curve so that we can free up resources that can be applied, either
through changes in reimbursements, through other kinds of em-
phasis on prevention and wellness. There are many strategies that
can help you bend the cost curve.
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Senator BUNNING. Or does that mean that those of us who are
presently covered and paying are going to have to ante up more to
make sure that everybody is covered?

Ms. IGNAGNI. Well, you are now, frankly. There is a surcharge
that is being paid on health insurance because people are not——

Senator BUNNING. I understand that. But I am talking about a
significant amount. When I look at Sweden and I look at Canada
and I look at the United Kingdom, where we have single payor and
government single payor, we have a tax rate of 60 percent or high-
er in those countries. So can you give me a ballpark figure?

The CHAIRMAN. If I might, Senator, we are going to take up fi-
nancing, how we pay for all this, in the next session. That is an
excellent question you are asking. It is a question on everybody’s
mind. The past session, as you know, was on delivery system re-
form.

Senator BUNNING. All right. I will wait.
The CHAIRMAN. Today’s is on coverage, various ways of coverage.

The third, is how we are going to pay for all this.
Senator Kerry?
Senator KERRY. Thank you, Mr. Chairman.
Ms. Ignagni, you said that you agree that there ought to be re-

form of the individual market, and particularly that you are not
rating on health status.

Ms. IGNAGNI. Yes, sir.
Senator KERRY. But I have introduced legislation today, which I

hope will actually become part of this ultimately, but if it is not we
should pursue it, I think, and that is that you do rate gender. Gen-
der rating is a pretty common insurance practice, and women are
charged higher premiums than men for identical coverage.

The National Women’s Law Center says that a 25-year-old
woman can pay up to 45 percent more than a 25-year-old man for
the same coverage; a 40-year-old woman pays 48 percent more than
the 40-year-old man for the same coverage; and a 55-year-old
woman pays 37 percent more than a 55-year-old man. So it seems
to me that is insurance discrimination and I would like you to ad-
dress whether that should also be eliminated.

Ms. IGNAGNI. Yes, sir. We do not believe that gender should be
a subject of rating.

Senator KERRY. But it is, correct, in many places?
Ms. IGNAGNI. It is, sir. And in our reforms we have not rec-

ommended that that be continued. We recommend that it be dis-
continued.

Senator KERRY. So do you recommend that we actually create a
prohibition?

Ms. IGNAGNI. Yes, sir. And to add credence to your point in terms
of the data, what it says is the following: women tend to incur
higher costs in their childbearing ages versus men, and then that
flips around 50 to 55 and men incur higher costs later in life. So
our thought was that it does not make sense, as we are thinking
aboute a reform system with everyone participating, and subsidies
to help people make sure that the care is affordable. So, we agree
with you.

Senator KERRY. Well, I am glad to hear that.
Thank you, Mr. Chairman.
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The CHAIRMAN. Senator Wyden?
Senator WYDEN. Thank you, Mr. Chairman.
I think Senator Bunning touches on the key question and the re-

lationship of coverage to finance. I think you are absolutely right,
Mr. Chairman, in saying that finance is a topic for another time.
I think there is a way to get at this issue that keeps it primarily
on coverage.

If you go out on the streets of this country and you talk about
coverage, it is almost a no-brainer issue. People want coverage like
their members of Congress have. That is what you hear again and
again and again. I think we know that there are some ways to do
that, a variety of different ways, including ways that are budget-
neutral.

The key is individual choice. I think that is central to the reform
issue. In fact, 85 percent of the firms that offer health benefits in
this country offer only one health plan type, so you have got most
Americans not having the kinds of choices that members of Con-
gress have.

My question is for you, Mr. Nichols, and for Stuart Butler. I
think Stuart is down at the end. Is not the key in terms of health
care reform containing costs and satisfying the public to make sure
that our people have these choices like members of Congress have?
They are part of a big group so that they can have the benefits of
cost containment when you spread the cost and the risk, they do
not get discriminated against, they do not get cherry-picked. Is that
not the key to reform, is having those kinds of individual choices
as part of a big group, Mr. Nichols?

Dr. NICHOLS. Well, Senator Wyden, it is certainly true that—it
is kind of interesting. There is almost a parallel. If you think about
your last roundtable where a lot of discussion was on patient-
centeredness, insurance really ought to be about individual-
centeredness. That is, how do we give all people in the United
States the same kind of choices that people in very large groups
get? Certainly members of Congress and the people who work for
the Federal Government are one group. A lot of large firms also
offer a very large set of choices. What we really want to do, it
seems to me, is bring the efficiencies of very large-group pur-
chasing to everyone.

When you do that, it turns out you can then afford fairness be-
cause then you can have the rules that Karen just talked about,
that fundamentally if you have a big pool, then the overall pool is
the population that is healthy so you do not have to worry about
all the things that the individual insurers had to worry about when
the purchase was voluntary, et cetera.

But the key to making competition work—and I think that is
really what this committee is most focused on here—is making sure
that the insurers have to satisfy the individual preferences. Now,
you know there are 300 million Americans who have a couple of
different preferences about how you want to have your arrange-
ment set up.

If you just have a situation where they have to sell to one owner
or to one HRVP or somebody who is picking a plan for a bunch of
other people, then that is not as good as allowing individuals their
own choice. It forces the insurers to reflect those different choices,
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and I think, in fact, they are quite willing to do that because the
last thing they want is a straightjacket on exactly one type of plan.

What they want is to have those preferences meet in the market-
place. But the key is changing their business model. Fundamen-
tally, in the past, before they have been willing to do away with
the kinds of procedures that Gary described and that Karen is now
skewed, basically they made money by selecting risk, by making
sure that they prevented some from being insured with the others.

What we want is a system where everybody is covered, and
where they make money by helping us find value in the health care
system. Again, that is how it is linked to what you did last week,
that it is about finding value in the health care system. Individual
choice will drive you there.

The CHAIRMAN. I have a question for Mr. Castellani, the employ-
er’s perspective in all this. We are talking about the individual
market. What is businesses’ view on its role here, from your per-
spective?

Mr. CASTELLANI. Thank you, Senator. Clearly, from business’
standpoint, and particularly the larger businesses that the Busi-
ness Roundtable represents, having everybody in the market is
very important. We think the insurance reforms that Karen
Ignagni laid out are absolutely essential, if we can bring everybody
into the market because that is one of the key starting points.

For large employers, we tailor our benefit programs to match the
needs of our employee bases and their families. One of the most
important things that helps us do that and do it in an affordable
way, is ERISA, so one of the biggest concerns we have is, while we
open the market and while we have everyone covered, that large
employers still have the protection of ERISA so that they do not—
while they can provide choice, which the Senator is pointing to, and
they do indeed provide choice—have to have 50 different programs
to provide those choices.

They can have a single-employer program that covers all of their
employees and their retirees, if they cover retirees. That is how we
gete the kinds of cost efficiencies that will allow, in our case, 35
million lives to be covered from just the 160 companies of the Busi-
ness Roundtable, and then overall, the 177 million Americans that
currently get their health insurance from their employer.

The multi-state employers both support the kind of health insur-
ance market reforms that are necessary to get everybody in, but
also would urge that you keep in mind the efficiencies that ERISA
gives us as multi-State employers to be able to have an affordable
product that is tailored to our employees.

The CHAIRMAN. I see Senator Stabenow is seeking recognition.
Before I do that, Senator, might I just ask the small business per-
spective? Mr. Danner, your view?

Mr. DANNER. Sure. We certainly agree very strongly in the need
for, as Mr. Nichols said, large-group efficiencies. We have sup-
ported for a long time creating larger marketplaces, like an ex-
change. We think that is important for both individuals and small
businesses. We certainly agree that both individuals and small
businesses need more choices in the marketplace. Of the small
businesses that do provide health care, it was mentioned earlier,
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about 80 percent of them only provide one plan. So their employees
would need, and would like to have, more choices.

We also agree that there needs to be, in both the small group
and individual market, added additional competition. The small
businesses want a competitive marketplace that gives them added
options for choices to quality plans.

The CHAIRMAN. I know there are lots of Senators seeking rec-
ognition. Let me ask, do you favor the basic provisions in the white
paper, that is, the exchange concept, and also the requirement that
everyone have health insurance? Does that help small business,
those two points?

Mr. DANNER. We do very much favor an exchange system, some
kind of added marketplace in an individual mandate. I think we
are open to the idea. Our members support some kind of individual
responsibility.

The CHAIRMAN. All right.
Senator Stabenow?
Senator STABENOW. Thanks, Mr. Chairman.
To follow up on Mr. Danner’s point in terms of whether or not

there is enough competition in the marketplace, the American Med-
ical Association has published reports on the current insurance
marketplace, indicating that they believe it is very anti-competitive
at this point. Results of mergers and acquisitions since 2000 have
resulted in insurance companies controlling over one-third of the
national market for commercial health insurance and they found
anti-competitive markets in 94 percent of their metropolitan statis-
tical areas. I would take my question a little different way, and I
would like Dr. Nichols to comment, and then others as well. Ron
Pollack, if you want to comment as well.

When we look at the current situation, let us argue for a moment
that there is a consumer plan option. Some folks have called it a
public option, but the idea of a consumer-driven public option that
would negotiate rates, and, Dr. Nichols, as you indicated, across
the board, no special treatment, no connections to Medicare, just
straight across-the-board competition. Would that not help us im-
prove access, coverage, and cost in the current marketplace that we
have today?

Dr. NICHOLS. Well, I think it would, Senator Stabenow. I think
it really speaks to Mr. Danner’s point, that a lot of what—and we
have all been workong on these issues for quite some time, trying
to find a way to solve the small business problem. They often do
find that they do not have much competition in their local markets.
I would say, all health care markets are local and so the national
market share, while I respect the AMA and their work, is not real-
ly relevant to what the real businesses in real life see.

It sort of varies quite a bit across the country. But it is unambig-
uously true. I have been in hearings where Senator Snowe was the
chairwoman, and Senator Kerry too, where the businesses talked
about how little competition there was in their spot. So, there is
no question that that is a major issue. I think a well-designed plan,
as you put it, is consumer-driven public plan. We will go with that
name for the day. That is a great one, maybe better than the one
I came up with.
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That is about two things. It is about restoring the trust that,
with all respect, the insurance industry has lost from a lot of peo-
ple, some of whom were screaming when we began today. But peo-
ple have lost the faith that their insurer is going to be on their
side. A lot of what public policy is about is making rules so that
the self-interest is channeled into public interest. That is what re-
form is all about. Karen has now accepted those principles, and I
think we can move on, but there are still people that do not trust.
So, that is number one.

Number two, it is about a benchmark. Because we do not trust,
we want to see, is it indeed sort of fair, what we are being told?
That lack of trust feeds into the need for the benchmark, so the
benchmark can provide, in essence, an actuarily fair price. I agree
completely with everything you have said. It has got to be a level
playing field. If it is not, it will not earn the trust of everybody else.
It, too, has to be essentially allowed to compete. It has got to be
allowed to fail. It has got to compete for business. It has got to earn
the trust of the people. But if it does that, I could not agree more,
it will be a very useful benchmark as long as the field is, indeed,
level. So, I would agree.

The CHAIRMAN. Mr. Pollack? I think she asked you to respond as
well.

Senator STABENOW. Yes. Thank you.
Mr. POLLACK. I like your term, and I support that direction.

There seem to be two arguments that are made in opposition to
such a plan. One, is that it is not good enough, it is going to pro-
vide lousy service, it is going to ration care. The other argument
is, consumers are going to perceive it is too good, and as a result
more and more people are going to join this consumer-driven plan
and leave their current private insurance plan.

It seems to me it is the latter concern that needs to be addressed.
I think Len Nichols described, I think, the key component of this
accurately, namely, we have got to have a level playing field in
terms of the rules that are created. If you have a plan that in effect
competes with others, it is hard to say that at the same point it
should be the referee as well. So if we can separate those two func-
tions, then I think the greatest concern that has been expressed
can be dealt with.

The CHAIRMAN. Thank you, Senator.
Senator STABENOW. Thank you.
The CHAIRMAN. Senator Roberts, I think you were next.
Senator ROBERTS. Yes. Thank you, Mr. Chairman. Thank you for

your perseverence in regards to the outbursts earlier. Those folks
were undoubtedly from the House. That is just the way they are.
[Laughter.]

I just mark them down as ‘‘undecided.’’ [Laughter.]
This is a very unusual way of doing it. We have 18 people and

a Senator. Not that the Senator is not a ‘‘people.’’ Sorry. An awful
lot of talk gets into what I call health care policy gobbeldy-gook.
I do not mean to make that a pejorative in regards to what any-
body has said.

I have a question for Scott Serota from the Blue Cross people,
one of those dreaded health insurance folks. I like your beard,
Scott.
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There was an article in the Wall Street Journal April 17 that I
think made a heck of a lot of sense, and I think it dovetails into
what we are talking about. But it raises another point. It says,
health insurance does not automatically lead to health care. With
more and more doctors dropping out of one insurance plan or an-
other, especially government plans, there is no guarantee that you
will be able to see a physician, no matter what coverage you have.

Thirty-eight percent of primary care doctors in Texas took new
Medicare patients last year. The statistics in New York State are
about 25 percent. The problem is even worse in Medicaid, 50 per-
cent. The same thing with HMOs. Now, Scott, I am going to get
to my question here pretty quick, but I just have a few comments
first.

This so-called public plan option has been described as simply of-
fering a consumer another choice or increased competition. Every-
body is for that. I think the Chairman mentioned that, boom, right
off the bat. But I am concerned that it could, in fact, eliminate
most private insurance and leave us with a government-rationed
health care system. I am going to underline the ‘‘rationed’’ part.

Basically, the worry is that the public plan, to some, is only one
step in the larger strategy of simply eliminating private health in-
surance. If this is the case, the one thing that we talk about, pa-
tient choice, patient access, it is patient access to health insurance
that will really suffer. Medicare pays hospitals 30 percent less and
physicians 20 percent less than private insurers in Kansas. Sandy,
you know this. Our hospitals have lost over $1 billion in the past
several years due to Medicare under-payments.

Scott, my question to you is: what are your views on the poten-
tial for reduced access to care under the proposed government
plan? And before you answer that, I want to give you an example.
Two weeks ago today I had a knee operation. Should have had it
a long time ago. I consulted with I do not know how many doctors,
finally found the time to do it and got it done. I am in recovery.
I awoke to six doctors looking over me. This was my doctor, the
head of surgery, four other doctors, the anesthesiologist—who was
hoping I would recover—and there were six doctors. I thought, my
God, they have operated on the wrong leg or something.

They wanted to know about the single-payor plan, Mr. Chair-
man, and they wanted to know about bundling, and they wanted
to know about all of the things that we talk about here. I think the
basic conclusion was that if this happens, they are gone. Now, they
were a little long in the tooth in regards to their experience; most
of them have been practicing doctors for 25 years.

What I want to know is, especially in a rural area, who is going
to do that knee operation and how long are they going to have to
wait? I do not see anybody here that can do it. I trust Sandy to
do it, and you, too, Scott. I really worry about the availabilty of
health care providers, as we have seen today that we are rationing
health care. Here we are talking about superimposing this big plan
over the current plan. Not that I do not want reform. You always
have to have a ‘‘while I’’ in there.

So I guess my question to you is: what are your views on the po-
tential for reduced access to care under the proposed government
plan, and especially in our rural areas?
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The CHAIRMAN. Sounds like all those doctors liked all of that
bundling, though.

Senator ROBERTS. That is right.
The CHAIRMAN. Mr. Serota?
Mr. SEROTA. Thank you, Senator. First, you would not want me

to operate on your knee, trust me. I am not equipped, nor have the
appropriate credentials for that. If the government plan pays pro-
viders the way it does under Medicare and Medicaid at the same
time that we try to expand coverage for an additional 47 million,
I think there will be negative consequences on access, clearly, in
the delivery system.

According to the Lewin report, hospital and physician net income
could decline by as much as approximately $70 billion under a gov-
ernment plan. Over time, a government-controlled system, if we
take the assumption that was put forth, that eventually it would
move toward a single-payor outcome, I think you would find delays
for major surgeries, delays for MRIs, lack of access.

The number of primary care physicians—we are already at a cri-
sis stage with the number of primary care physicians and primary
care access points—diminished even further. I think you could ex-
pect longer wait times, which could lead to lower quality of care
and reduced access, a lack of capital in the system which would
allow institutions to reinvest in their physical plants and other
things, some of which are in need in a number of areas.

So a government-run plan that is based on reimbursement levels
which exist today, I think, would have a tremendously potentially
devastating effect on access and the existing delivery system, caus-
ing terrific problems and a reduction in quality.

Senator ROBERTS. Well, thank you for your answer. That gets
back to Senator Bunning’s question on, how on earth do we pay to
make sure that that does not happen? Does anybody have a con-
trary view, or a similar view, or any view? Yes, sir? Dr. Nichols?

Dr. NICHOLS. Well, Senator, I would certainly agree with Mr.
Serota, that if we paid Medicare rates nationwide tomorrow it
would be a bad idea. But I do not think that is necessarily what
a public plan has to do. If you will remember how Senator
Stabenow phrased it——

Senator ROBERTS. Yes.
Dr. NICHOLS. We envision a world in which they would pay mar-

ket rates. They would have to negotiate precisely in those rural
areas where, if they do not pay what those clinicians—I grew up
in rural Arkansas, by the way. I know something about having to
drive 80 miles for surgery. I think fundamentally it is about paying
what the market will bear, and that means paying what the mar-
ket demands, so they have got to negotiate like everybody else. So
I think, in fact, you could design a public plan that would be com-
petitive. That is what a lot of States have done, and that is basi-
cally, in my view, the proof of concept that you could do it.

The CHAIRMAN. All right. I would like to just keep on this subject
if I could for a second.

Mr. Stern, you might have a view on the public plan and what
its consequences might be, I suppose, depending upon how it is for-
mulated.
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Mr. STERN. I mean, first of all, if we start with certain assump-
tions we obviously get certain results. If we start with the assump-
tion we are going to pay Medicare rates we are going to get to one
set of results. If we start where Senator Stabenow started, we will
get to a different set of results where there is more of a level play-
ing field. I think it is important just to repeat: 94 percent of mar-
kets, according to the AMA, are not competitive.

People, as Senator Wyden said, do not have choices when they
work for their employer, necessarily. They may get one choice. If
you are a worker in Maine or New Hampshire, where if you are
a State worker particularly where your rates are disproportionately
higher for the same benefits that other State workers get in other
States because there is a lack of competition, I think the question
is, are we going to have excessive regulation to try to make all the
insurance companies comply with the laws—and I am not for ex-
cessive regulation—or are we going to enhance competition?

I think enhancing competition along the lines as Senator
Stabenow said is a much better way than trying to figure out all
the different regulations we can create to try to make sure there
is a level playing field and fair competition.

So if you look at costs today, where there is a lack of competition,
if you look at the fact that there is not enough competition—I am
a big fan of increasing competition on a fair set of rules and letting
the consumers choose which is the plan that they want and not
having necessarily anyone else choose but the individual.

The CHAIRMAN. I see Senator Bunning. Senator Cornyn, I think
you are next. I would like to stay on this subject for a minute or
two more, if we could.

Senator Cornyn, is your question on this topic?
Senator CORNYN. Yes.
The CHAIRMAN. All right. Senator Cornyn?
Senator CORNYN. Thank you, Mr. Chairman.
My question is for Ms. Ignagni regarding the so-called ‘‘public

plan.’’ It is interesting how this public plan is now called a con-
sumer-oriented health plan. I think it is more descriptive to say it
is a Washington-directed unfair competition plan, because the gov-
ernment is not a fair competitor. The government price fixes. It
tells how much it is going to pay and you take it or leave it. That
is the problem now with Medicare and Medicaid because there is
a promise of coverage, but no access, because you cannot find doc-
tors who will accept that price that the government is willing to
pay.

So I agree with you, Mr. Stern, about the importance of competi-
tion. I think the best evidence that competition works is Medicare
Part D, the prescription drug plan, which has come in under cost
and actually has a lot of people engaged in offering plans. But I
do not know how you can have competition unless you have trans-
parency as to price and outcomes to let consumers get the informa-
tion they need in order to make the right choices, because other-
wise I am unaware of any other way to try to contain costs, other
than the Federal Government saying, this is how much we are
going to pay, take it or leave it. So how do we increase trans-
parency as to price and as to outcomes in a way that will allow for
competetion to take place?
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Ms. IGNAGNI. Senator, I think you have framed this very impor-
tantly, in the sense that I believe that Len Nichols has done a very
valuable piece of research here. What it demonstrates is how hard
it is to actually achieve these objectives that Len thoughtfully lays
out. Government does not have the infrastructure to negotiate
rates right now.

Imbedded in Len’s paper, very importantly, they talk about how
it would take a while to set up this particular structure. It also
would take a significant amount of resources on the eve of a Medi-
care trustees’ report that we know the trust fund is going to look
at lot worse today than it did this time last year. So what you
would ultimately be doing is replicating what the private plans do,
so you are either going to be negotiating global budgets—bundling
is essentially global budgets—episodes.

What you drop back to, is to solve the Medicare reimbursement
problem you would have to drop back to some administered pricing
system that might be 10 percent over Medicare or 20 percent over
Medicare, leaving still the private sector to absorb the cost shifting
from the under-funding of the current Medicare and Medicaid pro-
grams. That would lead to a declining number of employers who
would want to stay in that system moving over. Therein is our con-
cern.

For us, we think that notwithstanding Dr. Nichols’ very impor-
tant research, that I think when the public program was developed
and the concept of public program was developed, I think nobody
expected that the private sector would step up and say, yes, there
is a problem here and it needs to be solved. So we are not asking
individuals—the people who spoke this morning, Mr. Chairman, I
think made an important point, and you did, too, imbedded in your
remarks.

We are not asking any individual to trust us, we are asking them
to trust the government, because we are proposing very aggressive,
comprehensive government regulations where we would be account-
able, where it would be transparent and the rules would be fun-
damentally changed. That is the type of competition we are talking
about, which is imbedded in the Federal Employees Health Benefit
Program and imbedded in many of the countries in Europe, and it
works very well, very satisfactorily. But this is a whole-scale
change in the rules.

The CHAIRMAN. I see Senators Bunning, Menendez, Hatch, and
Snowe seeking recognition. Do any of you want to stay on this sub-
ject here?

Senator BUNNING. Yes. This is to the subject.
The CHAIRMAN. To the subject? All right. Then you are next.
Senator BUNNING. Mr. Josten, you made a point in your written

testimony about the creation of a public plan, and I hope that you
would expand on. You said that costs to employer plans are in-
creased due to the cost shifting from Medicare and Medicaid, and
that assurances that a new public plan would not cost shift ring
hollow, particularly in light of unfunded liabilities under these two
programs currently. Can you elaborate on that? Would you like to
expand on that?

Mr. JOSTEN. Senator, cost shifting seems to be indemic to the
current delivery system. Our memberse, for years, have felt that
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the under-reimbursement of both Medicare and Medicaid is shifted
back at the hospital level to the one place that they can really shift
it to, which are to the premium payers on the employer side of the
ledger. The employers then end up shifting some of that cost down-
stream to their employees. We need to fix that part of the system
and that gets to our concern about a public plan.

We think once you have the government, basically, as the team
owner and the referee, and recognizing, as Karen just pointed out,
that both of these plans are already severely underfunded and are
going to be more seriously underfunded going forward, the govern-
ment itself has a huge interest here in reducing costs, which is the
central issue, I think, for everybody sitting at this side of the table,
where we do need to bend the cost curve to address getting more
people into the system. But we think a public plan, in addition, will
inherently destabilize the employer-based system, which today is
covering roughly half of all Americans with health insurance cov-
erage at a cost of $500 billion a year.

Senator BUNNING. Thank you.
The CHAIRMAN. Senator Menendez?
Senator MENENDEZ. Thank you, Mr. Chairman.
Mr. Serota, let me ask you, in your written statement to the com-

mittee and in advocacy that the association has been promoting re-
cently, you have criticized this concept of a public health insurance
plan. I am wondering exactly what is the principal position in the
opposition that the association has.

I have heard that it is because you have a lot of individual and
group market and you are concerned that the public plan could
overtake the business. But if the playing field was level in the
rules and requirements that private plans and this new plan had
to live under in the health exchange, why would you oppose it?

Is competition not healthy if the playing field is level, all the
rules and requirements that you have to live under, a private plan
would have to be lived under by this consumer-driven public plan,
would that not be something that would be good? Would it not be
competitive? Do your plans really think that if the rules for all
were the same, that you would not be able to continue to be com-
petitive in the marketplace?

Mr. SEROTA. Thank you, Senator. I think that I would make a
couple of points. First, I think it is a mischaracterization to indi-
cate that the markets are not competitive today. According to the
Government Accountability Office, the median number of small
group insurers competing in State markets today is 27, so there are
sufficient competitors today in the marketplace to create a competi-
tive market.

Further, with the regulations that we have advocated, I think
that the marketplace, as indicated by Karen, will become an ex-
tremely vibrant and competitive marketplace. So my concern with
regard to the public program is similar to the comments that the
previous speaker made, and that is that inevitably, regardless of
the intentions, I think, what has happened, at least historically, is
a movement toward government rate setting by fiat as opposed to
competition. If you look back at history, in 1965 the Medicare pro-
gram was supposed to pay market rates. That is how it was intro-
duced, that is what was passed.
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Senator MENENDEZ. But I think we are not talking apples and
apples here. I am saying, if the rules and requirements were all the
same for this consumer-driven public entity as your companies,
why would you be at a competitive disadvantage?

Mr. SEROTA. Well, we would have to see. I would have to see
what the program looked like. The idea of the government com-
peting on a level playing field is one that is hard for me to con-
ceive, so I guess I would have to see the particulars and——

The CHAIRMAN. I am going to have to interrupt you. We have
about three minutes left on this vote. Senator Carper, do you wish
to proceed? We have three minutes left on this vote. Or you can
come back.

Senator CARPER. Yes. If we could just pick it up when we come
back.

The CHAIRMAN. We will recess and come back. As soon as Sen-
ator Grassley comes back, though—he has already voted—then he
will reconvene. We will stand in recess until Senator Grassley re-
turns. Thank you.

[Whereupon, at 11:03 a.m., the roundtable was recessed.]
[After Recess—11:05 a.m.]
Senator GRASSLEY. The meeting will come to order on the author-

ity that I get from Senator Baucus. [Laughter.]
Thank you all very much for putting up with these votes and the

confusion that always goes on in the Congress at voting time.
I want to continue the discussion and ask a question of Karen

and Stuart Butler on this point. I do not want just those people to
answer. I would like to have reaction, because some of you on the
panel might obviously have a difference of opinion.

Some have said that a government-run plan is needed to keep
private insurers honest. In the absence of a—Karen is not here.
Stuart, in the absence of a public plan, do you think aggressive rat-
ing reforms and requiring insurers to take all applicants would go
a long ways towards ‘‘keeping insurers honest?’’

Dr. BUTLER. Well, I think it would, Senator. There is complete
agreement that we have got to have more effective competition and
choice, and we have got to hold plans accountable. That is not real-
ly a point of disagreement. The issue is whether you can, in fact,
set up a level playing field with a public plan as the instrument
to make sure there is that situation.

I think the very fact is that you as a member of Congress, and
Congress itself, will be held responsible, both for setting the rules
and the public plan will be your plan. Everybody will see it that
way. So I think it is impossible to imagine a true level playing field
in that circumstance.

As far as how you can actually achieve the objective that is put
forward for a public plan, I would point out that in the Federal em-
ployees’ system, which does cover over 10 million people, the same
issues arise: how do you get effective competition; how do you hold
plans accountable; how do you make sure people have true avail-
able plans wherever they are in the country, and you achieve that
through an exchange, through setting broad rules, and also
through negotiating with particular private plans on a national
basis to make sure they are available everywhere.
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You do not need, in the FEHBP, a public plan. I do not believe
you need it generally. I think you should look at the way you struc-
tured the FEHBP system to achieve the very objectives that have
been purported as being only achievable through a public plan. I
think it is a combination of appropriate rules and requirements,
and expectations and objectives. I think it is also recognizing that
you do not have to lay down very specific benefits. You set cat-
egories of benefits, as you do in the FEHBP, so I think you can,
in fact, achieve those objectives.

Senator GRASSLEY. Ms. Ignangi, would you respond, please?
Ms. IGNAGNI. Yes, sir. I apologize for not being here. I took a fa-

cility break.
Senator GRASSLEY. Did you hear the question?
Ms. IGNAGNI. Yes, I did.
Senator GRASSLEY. All right.
Ms. IGNAGNI. The answer to your question depends on whether

or not individuals believe in government regulation, because what
we are proposing is a whole-scale change and a complete overhaul
of existing regulation, so it would be set out at the Federal level,
clearly, transparently, hitting the mark with respect to, no one falls
through the cracks, no one is discriminated against because of pre-
existing conditions, and no one has to pay according to health sta-
tus.

There would not be gender differentiation. That essentially is the
thrust of what folks have quite correctly talked about as something
that needs to be done. We squarely support it, we have proposed
it, and we stand behind it. We are ready to be accountable to those
rules.

In fairness, it is important contextually to remember that, with
the exception of Massachusetts, no one passed a rule, ever, saying
that everyone should be participating in the system, so the health
insurance arena grew up similar to life, property and casualty, and
other insurance products in our system today.

Now, as we think about health reform, there are new opportuni-
ties. So, no, I do not accept the premise that to keep the plans hon-
est you need a public program. Moreover, I think the discussion
this morning thus far has demonstrated how difficult it is to actu-
ally achieve that elusive goal of leveling the playing field. Govern-
ment does not have the infrastructure to negotiate rates with pro-
viders.

To set that up it would completely replicate what the health
plans do today. Governmenet has been unable to do disease man-
agement, or care coordination, or real pay-for-performance, or the
kinds of other strategies that we have implemented within private
health plans that are getting results. So we accept the premise that
the system is not working today. It needs to be reformed and, in
fact, we need very clear, specific, and effective government regula-
tions.

Senator GRASSLEY. Yes. Go ahead, please.
Ms. PRAEGER. Yes, Senator. Sandy Praeger, and I am represeting

both my State—Kansas—as the Insurance Commissioner, but also
the National Association of Insurnace Commissioners.

I would like to make a couple of points. One, on the issue of the
public plan competing with the private plans, many State employ-
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ees have, in fact, a choice between a public plan, self-insured by the
State, and a private plan. So I think as long as the rules are the
same—and that point has been made, I think, by several folks—
I think you can make that kind of a system work. I think what you
do not want is the ability to segment the market and have, with
different rules, the ability to choose one over another because the
rules encourage, in a sense, an adverse selection.

Let me, if I could, make another point, too, because it is about
the way the current markets in our States function. We have seven
States that do not allow rating based on health status. Also, let me
just comment, we have a great opportunity here to, I think, get rid
of one of the most onerus aspects of the current system, and that
is rating based on health.

The people who need health insurance are sometimes absolutely
just priced out, especially in the individual market. But you cannot
do that without requiring that everybody have coverage, otherwise
you will just wait until you are sick and then buy the coverage.
That is where we do need rules set at the national level so that
all of the States are functioning under the same system.

Now, as we move towards phasing in a new system with Federal
national rules, I think we have to be careful to recognize that those
States that do currently allow rating based on health have a very
wide variance between the young/healthy and what they pay and
the older/sicker and what they pay. So phasing in a plan, gradually
phasing in some age rating factors, for example, and narrowing the
rating bands, I think will make this more doable, leaving the over-
sight of that phase-in to the States who currently provide that kind
of oversight. So those are just a couple of points that I wanted to
make.

Senator GRASSLEY. Ms. Hansen?
Ms. HANSEN. Thank you, Senator. I would also want to concur

with Ms. Praeger on that issue because one of the populations I
think that I will probably have a chance to speak to a little bit
later are the people who are between 50 and 64, so this age rating
component is highly significant just because it is one thing to in-
clude people under the tent, but if that becomes a barrier, having
them under the tent but not being able to afford it, becomes no ac-
cess. So I just want to make sure that we keep that clearly in mind
and understand that there is a gradual rating process in order to
make this affordable at the same time. Thank you.

Senator GRASSLEY. Mr. Claxton?
Mr. CLAXTON. Just to add on to your point about market reform,

while guaranteeing issue and making sure that health status rat-
ing is eliminated is important, I have been doing insurance regula-
tion and insurance stuff a long time and worked on many Medigap
and other guaranteed issue rules. You do have to do more to make
sure that coverage is truly available. Insurers can selectively mar-
ket still in these kinds of arrangements by where the producers
are, where they choose to set up their—what parts of the country
or what parts of an area they choose to serve.

So you really need to make sure the coverage is available to ev-
eryone, maybe through an exchange or something, but you need
something where you can go and get coverage without having to
work too hard at it, something like the website for Part D, for in-
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stance. Everyone could go there and get coverage, and that is one
way to eliminate some of the risk selection behaviors that can still
exist.

Senator GRASSLEY. I know a couple of other people want to chime
in here, but Senator Hatch has to leave right away. Let him ask
his questions and then we will go back to you two.

Senator HATCH. Thank you. Thank you, Mr. Ranking Member. I
appreciate it very much, Mr. Vice Chairman.

I want to go back to the public plan option. So I ask this question
of Mr. Serota, and also Ray Scheppach, if I can, to get your ideas
on this. A lot of our discussion has been rightly focused on the con-
cerns related to creating a new public plan option. However, at the
same time I am concerned about the extensive Medicare and Med-
icaid expansions that some people are talking about.

Let me put it in perspective. My State is currently at approxi-
mately 74 percent of the Federal poverty level, and nationally ex-
panding Medicaid to 133 percent, which PhRMA and Families USA
endorsed recently, will almost double the size of the program and
thus cause significant market crowd-out.

Another big concern is cost. Simply expanding it to even 100 per-
cent—which New York is at 100 percent. If you just go to 100 per-
cent in Utah, that will cost the Federal Government, and all the
other States, would cost them somewhere between $500 and $700
billion over 10 years, and the State government, $24 billion in 2009
alone, as we view it.

In the same vein, expanding Medicare to the early retiree popu-
lation—that is 55 years or older—will also cause significant strain
on the program that is already under tremendous financial stress,
and that is Part A.It would probably go bankrupt by 2015. To me,
a combination of Medicaid, Medicare, and SCHIP expansion, which
we have already done, has much the same intended effect as a pub-
lic plan.

Now, let me ask the two of you, I would like your thoughts on
my concerns here, because I am very concerned about this.

Dr. SCHEPPACH. In terms of back-of-the-envelope estimates, Sen-
ator, our sense is that the Medicaid expansion, up to about 100
percent of poverty, would cost in the neighborhood of $65 to $75
billion. Now, some of that, about $24 billion, is actually for the new
population, but our assumption is that the current reimbursement
rates, where States average about 72 percent, would probably have
to go up close to the Medicare rates to do that and that would drive
the cost of the existing population up. So you are probably in the
ballpark of $65 to $75 billion. You would pick up an extra, I think,
$11 million people taking Medicaid, from probably $54 million to
$65 million.

Senator HATCH. Over 10 years, I am estimating $500 to $700 bil-
lion.

Dr. SCHEPPACH. Well, States clearly cannot finance that. Gov-
ernors would oppose it as unfunded mandates. Just to give you an
order of magnitude, States are already struggling with sustaining
the current Medicaid and that is over 10 percent of the general
fund revenues of the States currently. So, it is a huge increase.

Senator HATCH. Thank you.
Scott, do you agree with that?
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Mr. SEROTA. Yes. Senator, I agree with the previous comments.
Senator HATCH. How about my comments?
Mr. SEROTA. Oh, absolutely. I think the Medicaid program and

the current Medicare program cover significant numbers of Ameri-
cans already, and expanding those programs have created a de
facto public program in place today.

Senator HATCH. That is great.
I have a question for Mr. Castellani, and also Bruce Josten. Did

you want to make a comment, Mr. Pollack?
Mr. POLLACK. Thank you, Senator. As the Baucus white paper

makes clear, 37 percent of the uninsured have incomes below 100
percent of the Federal poverty level. Now, for a family of three,
that is precious little income, $18,310. If we are going to do some-
thing for the low income, we have got to do something, frankly, to
upgrade the Medicaid program. The Medicaid program today is
presumed by a lot of people to cover anybody who is poor. In fact,
of course, that is not true.

Let me just take two populations. For parents, the median in-
come eligibility standard among the 50 States is only 67 percent of
the Federal poverty level. Only 16 States reached the Federal pov-
erty level. For adults who have no dependent children, literally, in
43 States you can be penniless and you are ineligible for Medicaid
coverage.

So if we are going to be serious, I think, about covering people
who need care the most and who are least able to get it, we are
going to have to upgrade Medicaid and create a national floor. My
hope is that the national floor, as we in PhRMA had suggested,
would go to 133 percent of the Federal poverty level. But there
needs to be a national floor so that nobody can fall through. Med-
icaid provides some very important services.

Senator HATCH. Well, let me just interrupt you there. I under-
stand about helping low-income Americans. I want to do that. But
I would personally use more innovative processes or approaches,
like low-income subsidies for private coverage instead of simply ex-
panding Medicaid, which, once it is expanded, you cannot change
that or turn that around. We could have a lot of flexibility to do
this coverage another way.

So, I understand the problem and we have got to solve that prob-
lem. I do not want to ignore what you are saying, but I would pre-
fer doing something like that which gives us more flexibility, and
maybe even more ability to do it, and to do it within certain con-
straints.

Mr. POLLACK. Senator, there are some things that Medicaid pro-
vides that you just do not get in the private sector, and very impor-
tant for low-income populations. For example, for children, there
are very important protections so that they get early screening and
treatment for virtually any condition that they have; if they have
got a hearing problem, a vision problem, a dental problem, that is
going to be taken care of.

There are other services which are important in a State like
Utah, particularly for those people who live in rural communities
who may not be able to get to a health facility. The Medicaid pro-
gram provides them with transportation services which they are
going to need in order to see a physician. They will get home- and
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community-based care, which they do not get today in the private
sector. So I would urge that you give serious consideration about
expanding Medicaid, at least for those people at the lowest income
levels.

And one other thing, Senator. The Medicaid program provides
certain kinds of cost protections that simply do not exist in the pri-
vate sector. For those, for example, below the poverty level, no pre-
mium is charged. For those people who seek services, either pre-
scription drug services or other kinds of services, there is only
nominal cost sharing. As numerous studies have showed, if you
charge any significant amount of cost to those people at these very
low-income levels, they are not going to get the care that they very
much need.

Senator HATCH. I understand.
I just had one other question to Mr. Castellani and Mr. Josten.
The CHAIRMAN. Did you want Ms. Rosenbaum and Ms. Rowland’s

response, too?
Senator HATCH. If you would like to, sure. Go ahead.
The CHAIRMAN. You want them to?
Senator HATCH. Yes, if you do not mind me asking the other

questions later.
The CHAIRMAN. Fine. Go ahead.
Senator HATCH. Ms. Rosenbaum had a comment.
The CHAIRMAN. Ms. Rosenbaum, and also Ms. Rowland.
Senator HATCH. And Ms. Rowland, yes.
Ms. ROSENBAUM. Thank you, Senator. I would just like to add to

Mr. Pollack’s statement. The other thing that I think is notable
about the low-income population is that their underlying health
conditions are so serious. Interestingly, the severity of health condi-
tions, whether it is children or adults, does not abate at the Fed-
eral poverty level. There is a tremendous burden of illness well
into, actually, moderate income levels.

If we are focused on health reform, I think as we should be, not
only about the act of covering but also about bringing down dispari-
ties in health care and health status, the Medicaid program as the
sponsor of the coverage probably has a lot more experience in de-
signing the internal workings of coverage to deal with children and
adults with severe health burdens. Issues such as childhood asth-
ma or adult mental illness, conditions that, even if they are not so
fully disabling so that you are not on Social Security Disability
benefits, create a burden of health problems that private insurers,
even when they are very good and very thorough, simply do not
have the experience managing.

Now, this is not to say that greater efficiencies cannot be brought
to how Medicaid affectuates the coverage or arranges delivery sys-
tems. But, in terms of having to weigh this very important issue
that you put your finger right on, which is which people will get
their subsidies through Medicaid versus which people will get their
subsidies in a more commercial or traditional insurance-oriented
exchange system, my own recommendation would be that, in order
to advance the equally important goals related to the reduction of
health disparities, you actually rely more on Medicaid for the direct
sponsorship of the coverage, while looking to align Medicaid and
the exchange in how delivery of care actually takes place. That is
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where you can get efficiencies that each sponsor, buying alone, may
not be able to.

Senator HATCH. All right. Ms. Rowland?
The CHAIRMAN. Ms. Rowland?
Ms. ROWLAND. Senator, I just wanted to add that when we look

at the uninsured population, unfortunately a substantial share of
them are below the poverty level. What we have seen in the Med-
icaid program is the ability for the program to provide a broad
range of benefits, and we have heard today a lot about provider
participation issues.

But when we look at how the population on Medicaid compares
to those with private insurance who are low-income, the Medicaid
population actually does better on many access measures. So I
think building on an operational program and minimizing the need
for transitions may help bring some of the lowest income uninsured
into a system and not overburden the exchange, which a subsidy
program might do.

Senator HATCH. Well, thank you. I think I am quite a bit of
time——

The CHAIRMAN. Well, let me get to Senator Ensign. Do you have
one more question?

Senator HATCH. I have one more.
The CHAIRMAN. All right. Go ahead, Senator Hatch.
Senator HATCH. For Mr. Castellani and Mr. Josten. As much as

I am worried about the employer penalty under a play-or-pay man-
date, I am more worried about what employers will be required to
offer to avoid this penalty. All signs are pointing to the fact that
some want the more expensive—very expensive—Blue Cross Fed-
eral coverage for anyone. According to the National Bureau of Eco-
nomic Research, even asking employers to provide a $9,000-per-
year package will cause per-hour wages to decline by more than $3
and cost us more than 220,000 jobs.

Now, that is not all. The administration is also taking a look at
eliminating corporate deferral as a potential pay-for. We already
have the second highest corporate tax rate in the world, second
only to Japan. Now, this will ensure that every multinational com-
pany will relocate abroad—at least that is what the leaders have
told me—causing irreversible harm to our economy.

Now, all these policies, as the sum of their whole, look to me like
they are going to have a devastating impact on our economy. So
what I am asking the two of you is, is my assessment wrong on
this or is my assessment of these policies accurate?

Mr. CASTELLANI. Senator, you make a very good point. It is the
cost issue that brings employers to this table. Again, all of our
members provide health insurance. They want to continue to pro-
vide health coverage for their employees because, quite frankly, it
both enhances productivity, as well as provides a good way to re-
cruit and retain key skilled employees, good-quality employees. We
want to be in this game, but it is the single biggest cost pressure
that we face day in and day out. It took oil at $150 a barrel to even
tie it.

In an increasingly international marketplace where we are com-
peting against companies who reside in countries that have a dif-
ferent model, a different tax model, a different health care cost
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model, or where we are competing against companies that do not
provide health care, this cost burden for U.S. corporations, particu-
larly ones who participate in the global marketplace, is really
unsustainable.

So if the answer here is not to improve the delivery of the sys-
tem, to improve the coverage of the system so that we bring the
cost trajectory down, but rather increase the costs either through
what is happening with health care costs well above GDP or what
is happening with our tax system, then U.S. companies cannot
compete.

So our premise here: we want to continue to provide health care
coverage but we have to be able to do so in a way that allows us
to compete in the international marketplace. And that is why we
need the kind of efficiencies that this committee has talked about,
that you have all talked about, and a level playing field so that we
can compete and we can create jobs.

Senator HATCH. Mr. Josten?
Senator GRASSLEY. We have talked a lot today about medicaid

expansion. There are a few points I want to make sure are made
today about that idea: (1) Expanding Medicaid will be a tremen-
dous financial challenge for States. We should not ignore that, no
matter how easily some folks say ‘‘let’s just expand Medicaid’’ or
‘‘yes we can’’; (2) access is a serious problem in Medicaid. Ray
Scheppach of NGA argued that States will need to increase reim-
bursement rates to Medicare levels to truly provide access to care.
That will not be cheap; and (3) Sara Rosenbaum testified that Med-
icaid can be the sponsor of overage while private insurers deliver
coverage. I think it is very important we don’t build a high wall
between Medicaid and private insurance. People should be able to
move seemlessly without changes in their coverage or providers—
particularly children.

The CHAIRMAN. Senator Enzi? I am sorry. Senator Ensign.
Thank you. Senator Ensign?

Senator ENSIGN. People get us confused all the time. They call
us twins. [Laughter.]

The CHAIRMAN. I apologize. I apologize.
Senator ENSIGN. I would make a quick comment. It was an inter-

esting discussion we had earlier when we were talking about the
public plan, and Mr. Stern talked about more choices. I think a lot
of folks talked about more choices. I cannot remember the Senator
that pointed out about Medicare Part D, and that there are a lot
of different choices offered under that plan.

One observation to think about is, why do the individuals have
the choices? Well, one of the reasons is because the benefit goes to
the individual. In our Tax Code, the benefit goes to a company. It
does not go necessarily—indirectly it goes to the individual, but it
does not go directly to the individual. In other words, you get your
tax deduction for your health insurance only through an employer.

The individual, if you are self-employed or if you are out there
without insurance and you want to buy it in the individual market,
you do not get the tax deduction yourself. So if we want to have
all of those various choices and we truly want to have a bunch of
different market forces coming into play, I think there are two real-
ly critical aspects that we have to have.
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One, is that the individual needs to get the benefit, the tax ben-
efit, whether it is a deduction, whether it is a credit, depending on
your income level. You could do probably even a hybrid system be-
tween those two. If we want to have the universal coverage you
could do it through a combination of those two things. Then if you
wanted to set up the delivery system where you had the competi-
tion between the plans, those people could be able to then choose
between those various plans that are out there.

The question, though, that I want to bring up has to do with—
and I have talked a lot about this. I think Wal-Mart has done a
lot on that, I know Safeway, Steve Byrd, has been up here and
talkd to a bunch of us—basically encouraging healthy choices. A lot
of the plans out there today do not encourage healthy choices, they
just do not. There are not the proper incentives for people to have
healthy choices. There are not the financial incentives. Most of the
plans are really not set up for that, to be able to do that. You may
give incentives here and there, but it is not the same way as, like,
an employer could be able to do that.

Safeway has figured out, with four different conditions, that cer-
tain conditions cost more money to insure various people. They ba-
sically focused on smoking, obesity, controlling hypertension, and
controlling their cholesterol, and had pretty good results with it,
being able to lower their health care costs by about 40 percent com-
pared to the rest of the country over the last 4 years. I would say
that is a faily significant result.

My question has to do with that. Right now, they are only al-
lowed to incentivize up to 20 percent of the premium. Maybe Ms.
Ignagni and Mr. Castellani, if you could comment on this. Should
that be raised? Safeway has been saying that they could do a lot
more if you could raise the amount of that premium, the percent-
age of that premium, say up to 50 percent. If anybody else on the
panel wants to comment on that, if that would encourage more peo-
ple to do more healthy choices, which would then in effect lower
the cost of health care in the United States.

Ms. IGNAGNI. I think, Senator, you are probing an important
area and I would answer it in two ways, make two points. One, the
Safeway example is very interesting because they have done this
in cooperation with the UFCW, the union, and I think that that
speaks to the breadth and depth of the proposals that have been
on the table. You are quite right, that if you participate in disease
management you get an incentive for doing that, you pay less, if
you stay with it and hit certain markers.

We do believe, in our laundry list of proposed reforms that we
talked with the Chairman about just a little while ago, one of the
issues that we have flagged is to have a discussion with all of you
in the Congress at large about a permissible set of circumstances
in which we could encourage this type of behavior more broadly,
number one. So we agree with you very strongly.

On the other hand, we would want to have a very important,
transparent conversation so that everyone is clear about the incen-
tives, where they might be applied, where they should not be ap-
plied, et cetera, so that we have the rules of the road very clearly
established, number one.
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In the Safeway-UFCW situation that you are probing, I think
there is reason to think about giving them more room. There are
employee benefits managers that can actually work on both sides,
on the labor and the management side, and I think they could
teach us quite a lot about what is possible. There is a safety valve
there for workers so that people are protected, and employers and
the union are working together very well. So I think that is a good
example.

There are other companies where there is not a collective bar-
gaining situation who are also doing very provocative and produc-
tive things. So I do think where you have benefits managers that
can take responsibility for coordinating that, there is a reason to
really think about, in the corporate setting, giving more room. I
think we could do that quickly, find out some real experience that
could be applied broadly. But we would very much like, across the
board, to be able to do this. The reason I am hesitating a little in
saying yes broadly to your question about, why not expand it for
everyone, in a small business situation, which Don Danner talked
about, for example, one of the most important things we have to
do is set up the infrastructure where they can have more choices.

Senator ENSIGN. Right. If you did it through small business
health plans you could get to the size where you could make these
incentives work.

Ms. IGNAGNI. Yes. Well, that is right. You have more choices if
you set up portals the way they have done in Massachusetts, where
small business knows what is offered. Now it is very hard to find
out, et cetera, et cetera. So, we are strongly supportive of that. I
think in those arenas, where there was interest, there might be
some real opportunities there as well. But we would offer them,
from an insurance perspective, a fully developed package that
would not depend on a small business having to have an employee
benefits manager.

The CHAIRMAN. The following Senators have sought recognition—
I will read the list—in this order: Senators Menendez, Cantwell,
Snowe, Stabenow, and Kerry.

Senator Menendez?
Senator ENSIGN. Senator Baucus, I had asked Mr. Castellani to

comment on that.
The CHAIRMAN. Fine. Go ahead.
Mr. CASTELLANI. Senator, you are getting at one of the key

things that we hope that is part of this debate, and that is that
we provide as much incentive for wellness and prevention as we
provide for disease management. That is very, very critical to
avoiding the kinds of costs that do cripple the entire system. When
we look at our membership, about 82 percent of our members al-
ready offer disease management programs; 74 percent offer tobacco
cessation programs; 85 percent have weight management pro-
grams.

All of these, and others, are key to avoiding the kinds of costs
that burden the system. We believe it will make an important dif-
ference and we want to have the kinds of incentives that we are
providing for our employees to engage in those programs so that
they have ownership for their own success.

Senator ENSIGN. Thank you.
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Thank you, Mr. Chairman. You know, one of the things we
should look at as the committee as well, because some of these in-
centives are in the private sector, is can we provide some of these
incentives in Medicare or Medicaid? For instance, we know with 40
percent of our country being obese, and it contributes to every sin-
gle disease, can we provide incentives for people who are on these
public plans to be able to choose healthier behaviors as well?

The CHAIRMAN. That is a very good question, one I have been
pondering for some time. Larger companies who are self-insured, I
think, can more easily manage in negotiations with their insurance
companies and providers and so forth. It is a little more difficult
on the public side. But that is an excellent point, and clearly we
should work very hard to try to find ways to build in those same
incentives because that clearly is going to bring down health care
costs. I appreciate your line of inquiry.

Senator Menendez, you are next.
Senator MENENDEZ. Thank you, Mr. Chairman.
I want to return to Mr. Serota, and then Dr. Nichols for compari-

son here just so I can see if I am not missing something. We were
sort of cut off by the vote. My sense of it is that you were saying—
correct me if I am wrong—that you cannot envision a public plan
that somehow would be on a level playing field and competitive,
and therefore you reject it out of hand. Then you were making the
case that there is plenty of competition in the marketplace.

So, I look at the AMA’s study and they found anti-competitive
markets in 94 percent of metropolitan statistical areas. I look at six
States that they list in which the top two insurers have anywhere
between 62 and 87 percent of the market. I look at the Common-
wealth Fund’s information in which they have, by way of example,
16 States in which there is anywhere between 70 and 100 percent
of the market by a limited number of insurers. I am trying to fig-
ure out why, out of hand, there is a rejection without knowing the
specifics of what that public plan would be, especially if the propo-
sition is that it can be on a level playing field with the same set
of circumstances.

Dr. Nichols, I think in your testimony you have a different view
as to the possibility of that. As a matter of fact, one of the things
I heard in New Jersey when I conducted listening sessions was not
the universe who has no insurance, although that is 1.2 million
people in New Jersey, it is the universe that has insurance that
talks about the endless time on the phone, the run-around, the de-
nials, the whole process of the appeals. I heard horror story after
horror story. I think you referred to that, Dr. Nichols.

So am I right, Mr. Serota, about my understanding of what your
answer to me was? If I am wrong, tell me where I am wrong. Dr.
Nichols, tell me why it seems like you have a somewhat different
view.

Mr. SEROTA. Well, Senator, I think you accurately characterized
part of my concern, and that is that I cannot conceive of a govern-
ment program competing on a level playing field. I think you
mischaracterized that where you said I have dismissed it out of
hand. What I think I said is, I have not seen it.

But it is very difficult for me to conceive of a government pro-
gram that is overseen by Congress, developed by Congress, and
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regulated by Congress, competing on a level playing field in the
private market. I mean, you become a competitor and a regulator
in the same environment, and a financer. I think that that creates
an unlevel playing field. It is hard for me to conceive of how, in
fact, that could work and that could be a level playing field.

The CHAIRMAN. Dr. Nichols, do you seek recognition?
Dr. NICHOLS. Sure. I would just hasten to add that I understand

Mr. Serota’s concern. It does not happen very often, but I will show
two examples and then get to specifically, sir, your specific ques-
tion, Senator Menendez.

The two examples—let us just take a step away from health for
a moment and remember the post office. The post office, last time
I looked, is a government entity. The post office came under some
competition pressure.

The CHAIRMAN. Yes. A lot. FedEx, UPS.
Dr. NICHOLS. Exactly. What I remember, sir, because I grew up

in rural Arkansas, there was this concern that we would not be
able to keep mail going to the small towns because they ‘‘needed
a subsidy’’ of the money they were earning in the cities. But we fig-
ured out a way—and I think there is a complicated story there, but
it actually makes a lot of sense, and believe it or not, Senator, I
think it is relevant to health care. I will come back to that later—
to allow competition to eventually flourish, and in fact, now, we
have very robust competetion between UPS, DHL, FedEx, Pitney-
Bowes, all that stuff, and the post office is still doing some. So, that
is one example.

But back to health care. Let us go back to these 34 States that,
in their own wisdom of organizing how they want to buy for their
employees, 34 States have created a plan that is self-funded—that
is, the State bears the insurance risk, the State picks the man-
agers, the State has, frankly, no interest in driving the other insur-
ers out of business, the State has an interest in preserving competi-
tion, enhancing competition for their own workers, and for many of
these States they have been doing this kind of competition for over
15 years.

So I just think we have got to look in a couple of places. I would
offer to meet with Scott’s able staff and talk about the post office,
but also about these State plans because I do think, indeed.

The question, it seems to me, is why do we need it if we have
the rules? I think that is a fair question. I think, for the people in
this room, it probably is kind of hard to imagine. But for people
who do not trust private insurance, the ones that Senator Menen-
dez talked to in New Jersey, they wonder why we do not see the
obvious, and that is that they have been, in some sense, treated
badly in the past and they have a hard time accepting that it
would work in the future. I certainly would agree in the long run
we may not need it, but let us let it try and let us preserve that
trust and let the competition flourish, which I think we could do.

Senator MENENDEZ. Mr. Chairman, could we let Mr. Pollack——
The CHAIRMAN. We are going to come back to this subject a little

later, but Senator Cantwell is next in line.
Senator CANTWELL. Thank you, Mr. Chairman.
The CHAIRMAN. I do not want to keep Senators waiting.
Senator CANTWELL. Thank you, Mr. Chairman.
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To go back to the question or the discussion about efficiencies,
particularly as it relates to Medicaid—and I wonder whether Ms.
Hansen or Mr. Stern could address this—but it is back to this
question where we are looking at a public plan. To me, the ques-
tion is, what are we going to do to improve the efficiency of the sys-
tem and focus it more on community- and home-based care?

If you are talking about 57 percent of overall Medicaid spending
being on long-term care and chronic care, why should we not be
incenting States with our Federal program to move more towards
community- and home-based care as a way to drive down these in-
credible costs that we are going to see at the Federal level? So I
do not know whether Ms. Hansen or Mr. Stern wants to address
that.

Mr. STERN. I would just say, Senator, that seems like such an
obvious way we need to go here. I mean, Dorothy, I think it was,
said in The Wizard of Oz, ‘‘There’s no place like home.’’ I think for
most Americans, being in their home and supporting them staying
in their home is not only a way to control costs, it is also a way
to provide people the real choice they want at different times of
their life when they are unable to do other things. So I think all
the incentives should be to keep people where they want to be,
which is in their home, to provide them the community-based sup-
port that they need.

I appreciate that you, Senator Kerry, and Senator Grassley have
been all working on these issues and I think it would be a real
missed opportunity if we did not use this moment of history to real-
ly push people to where they want to be—not push people, allow
people to be where they want to be and give them the support they
need to be there.

Senator ROBERTS. Mr. Chairman, could I ask a question on top
of that?

The CHAIRMAN. Briefly, because I have Senators lined up here.
Senator ROBERTS. I am sorry. I am sorry.
The CHAIRMAN. All right.
Senator Snowe, you are next. Do you want to be added to the

list, Senator?
Senator ROBERTS. Sure.
Senator SNOWE. Thank you, Mr. Chairman. I want to thank all

of you for being here today. I want to follow up on some of the
issues concerning the small business health insurance reform,
which I think is essential. I cannot believe that it would not be in-
cluded in the broader reform that we anticipate to address in June
here in the committee, and also in the Help Committee.

As former Chair, and right now Ranking, of the Small Business
Committee, I know this is a huge crisis for the small business com-
munity across the country, particularly now where insurance pre-
miums have now risen more than 89 percent since 2000. Market
consolidation clearly has occurred. In fact, the GAO issued a report
at my request, and Senator Lincoln and Senator Bond’s, talking
about further consolidation of the market that virtually leaves very
little competition in small markets.

The five largest carriers in the small group market, according to
GAO, when combined, represent three-quarters more of the market
in 34 of 39 States, which has actually increased in terms of consoli-
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dation, and they represented 90 percent or more in 23 of these
States, including my State of Maine. So I think it underscores the
fact that there is very little competition, which of course means ei-
ther people are left out of the market or have insurance policies for
virtually catastrophic coverage, which is certainly what has hap-
pened in my State. So I hope that small business health insurance
reform will be included in the broader reform.

Senator Durbin, Senator Lincoln, and I have introduced legisla-
tion today called the Small Business Health Insurance Option Pro-
gram, which we think think goes a long way. I know that Mr.
Stern and Mr. Danner have supported this legislation; Mr. Pollack
has as well. We have had help from the National Association of In-
surance Commissioners on the rating questions, which we think
are really critical to addressing some of these issues.

We addressed the health status, basically phasing it out over 5
years. We allow pooling on a national basis, and also have State-
based plans as long as they have conformed to certain criteria. We
also allow the self-employed to be part of this group market that
otherwise is left out. If we exclude the small business markets,
then clearly we are going to leave out 52 percent of the uninsured
because they are the ones that work for small businesses or depend
on someone who does.

Now, one of the issues is not only including in the broader re-
form, but then, secondly, the number of employees it should apply
to in terms of defining a small business. Now, I have heard it range
from 10 employees—I think, Ms. Ignagni, you referred to as just
having micro-businesses, 10 employees. Our SHOP Act includes
100 because basically the 52 percnet of the uninsured working for
small businesses are those working in businesses of 100 or fewer.
Ms. Rosenbaum, I think you mentioned 200 in your testimony.

So I would like to address that issue in terms of, what should
be the definition of small business? Two, should we include small
business health insurance reform in the broader reform, not just
the individual market? What benefit would there be to leaving out
a group like small businesses that clearly are going to be critical
in this process?

I mean, there is a big difference between 26 million people being
part of this process, or if you have 10 employees, Ms. Ignagni, then
you are talking far fewer. I do not know how many are in that un-
insured pool, but we know that 26 million are represented for
working firms of 100 or fewer.

So Mr. Danner, would you begin on this question? Yes.
Mr. DANNER. Obviously we are very supportive of the SHOP bill.

We appreciate your efforts and the efforts of Senator Bond and
Senator Durbin to get there. We strongly believe that the principles
embodied in the SHOP bill need to be included in broader legisla-
tion. Small businesses are half the economy, but they are also half
of the uninsured. Small business members and their employees are
half the uninsured. So we certainly hope that the principles of
broad pools, of tax equity, the things in the SHOP bill, need to be
included in broader legislation.

We also support the 100 and below employee level in the SHOP
bill. We think it is very important that many businesses above 100
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are able to self-insure and most businesses under 100 do not. So
we think that is a good cut-off point.

Senator SNOWE. Anyone else to comment on that? Yes, Ms.
Ignagni?

The CHAIRMAN. We have got a lot of Senators here. Maybe one
more comment. Frankly, we have too many people here.

[Laughter.]
The CHAIRMAN. So we are just going to have to do the best we

can with what we have got here. This is becoming a difficult prob-
lem logistically to manage. But if you could ask one more panelist,
Senator, then we will go on.

Senator SNOWE. Just one other comment.
The CHAIRMAN. I would ask everybody, get straight to the point.
Senator SNOWE. Dr. Nichols? And thank you for your help in

drafting this. You have been a great resource in this as well.
Dr. NICHOLS. Well, Senator Snowe, I would just offer this defini-

tion of, ‘‘how small is small?’’ If you think about the one market,
in my view——

The CHAIRMAN. Briefly.
Dr. NICHOLS. One area that is working well today is the very

large self-insured employers. So the small should be defined as the
size at which you can self-insure safely. I think we can argue about
what that number might be, but I think it is more like 300. I will
just stop there.

Senator SNOWE. Thank you.
The CHAIRMAN. Senator Stabenow?
Senator STABENOW. Thank you, Mr. Chairman.
To follow up on that, I want to talk for a moment and ask some

input regarding those large employers. The majority of people
recieve their insurance through their employer, and frankly some
of our best cost efficiencies, our cost savings have come from large
employers, many of them in my State who have focused on using
generic drugs, using preventative measures, other kinds of efforts.

A couple of different questions. Well, first, an observation. The
reality is today that while most people get their insurance through
their employer, as people are losing their jobs—and more and more
of them are—they are losing, therefore, their insurance or they are
paying more premiums, more co-pays because of just the nature of
the cost and what is happening for employers. I could spend a lot
of time on the competitiveness issues around the globe and how
poorly we have designed this for employers.

A couple of questions. One, is that more and more we are seeing
people who are 55 or older who are being asked to take that early
out or are retiring, whatever, finding themselves losing that em-
ployer-based coverage and not qualifying for Medicare. There are
creative financing options. We have now seen things like Voluntary
Employee Benefit Associations, VEBAs, and so on, to try and make
up the difference.

I would ask panelists what you would suggest, because this is
certainly the highest cost for employers as well as people who are
older. What about those who are early retirees? The Chairman’s
white paper suggests something possibly to look at like Medicare
buy-in or something that would transition. So one thing is, what
about older people?
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Then, second, whatever we do in reform is going to take time to
implement and I am wondering about a bridge to transition for em-
ployers right now to help employers in terms of insurance, and any
kind of good-guy credit for the folks that have been doing the right
thing for a long time. So, early retirees, and then what about help-
ing employers right now?

The CHAIRMAN. You have to pick a panelist, Senator. Pick who
you want.

Senator STABENOW. Well, first, I would ask Ms. Hansen, from the
retiree standpoint, and then Ms. Ignagni, would you respond?

Ms. HANSEN. Right. Thank you, Senator. This is a major concern
and initiative for AARP and the concern of not only these 55 and
older, but we are finding people who are perhaps losing their jobs
at 50. So I think the whole aspect of affordability is there and some
creative ways to look at subsidies to make it possible, because I
think one of the things we were talking about earlier is the concern
that as you do get more health care issues as you get older, the
insurability aspect—even if people, again, are all included, the cost
side is going to be extremely high.

We are finding in certainly the stories that we are hearing from
people who are either let go from work or, by health, have to leave
work or find that they are in a situation that they just do not have
the ability to get a job. The affordability component and access is
just absolutely critical for some people who are not even retiring,
at that age.

Senator STABENOW. Do you support some kind of Medicare buy-
in?

Ms. HANSEN. I think that has been one of the discussions here.
I think we are looking at your leadership collectively to take a look
at what the implications are for coverage, and that there are prob-
ably many ways to get there. We would want to make sure that
we have an opportunity to discuss that.

The CHAIRMAN. Senator Kerry?
Senator STABENOW. I am sorry. Ms. Ignagni had raised her hand.
The CHAIRMAN. All right, but very briefly because we have lots

of Senators who wish to speak here.
Ms. IGNAGNI. I will be very quick, Mr. Chairman.
Senator, I think you have asked an important strategic question.

Quickly, the answer is the following: you have a strategic choice to
make in terms of designing the rules. If we design rules where the
insured are subsidizing each other, even with bands and so on,
there will be higher costs, as Ms. Hansen observed, for older work-
ers.

One of the things I think was learned in the California experi-
ence most recently. They did not pass their legislation, but they
had a provision that people over 55 would not have to pay more
than 10 percent of income for health insurance coverage. I think
you could marry the two. So think about rating and subsidization
in tandem, and there are many different choices. Thank you.

The CHAIRMAN. Senator Kerry?
Senator KERRY. Thank you, Mr. Chairman.
Let me try to be quick on this. I want to get more precise with

respect to the answer on part of the question that was asked by
Senator Cantwell, and I direct this to Andy Stern and/or Ms. Han-
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sen and Ms. Rowland if you want to contribute to this, if you
would.

Senator Grassley and I have introduced the Empowerment at
Home Act, which seeks to create greater flexibility for the delivery
of home care, which is what we were talking about. We have got
about 9 million people today who need home care. It is going to go
up to about 21-plus million over the course of the next 25, 30 years
as the aging population grows and as more people need it. Cur-
rently, we spend about $100 billion in Medicaid on that. Medicaid
pays for about 49 percent, Medicare pays for 21 percent, private in-
surance pays for only about 7 percent.

My question to you is, in our Act, Senator Grassley and I use
sort of an extended waiver process, et cetera, to try to expand the
opportunity for care. Should we be more specific here? Should we
change the percentage? Do we need to be more arbitrary? I mean,
currently, 75 percent of the weight of Medicaid reimbursement goes
to institutional care and only 25 percent goes to home care. Does
that need to change? Can you adequately get at this and get the
cost reduction in home care increase you want through the waiver
process? What is the best way to structure this, bottom line?

Mr. STERN. Senator, that is a good question. What I would say
is, what we cannot do is structure a payment system that rewards
institutional care and have no compensation for people who want,
and are able, to live in their home. I think that is what we do too
much now, which is, we provide money to do certain things and do
not provide money to do other things, and lo and behold we get the
result you might expect.

So I think whether it is a waiver process, whether it is redoing
the payment system to have the least restrictive care that people
are able to operate in, whether it is having Medicare provide more
support or the private insurance being required to provide more
support for home care, something has to be done if we want to
drive down costs.

The CHAIRMAN. All right.
Senator KERRY. Ms. Hansen?
Ms. HANSEN. Yes. I do think there is a great opportunity right

now to redistribute that mix. In fact, we are finding that——
Senator KERRY. With specificity, in other words?
Ms. HANSEN. With specificity.
Senator KERRY. We should target the percentage differnetly?
Ms. HANSEN. It can be much more focused. Some States have al-

ready done that. There is also an alternative that actually, in Sen-
ator Grassley’s own State, has the ability to build it into the State
plan. I think that is the only State right now that has been able
to achieve that. Once you build it in, then the shift will occur. Some
of the States in the past have taken this lead earlier. Senator
Cantwell’s State and Oregon have done this and we do find a much
better mix. It meets Mr. Stern’s comment about people wanting to
stay at home.

Senator KERRY. Great. Thank you, Mr. Chairman.
The CHAIRMAN. I am sorry I am going to have to limit it right

now. We can come back. There will be a wrap-up here.
Actually, Senator Grassley has a statement to make.
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Senator GRASSLEY. I am not going to ask questions. I would like
to discuss this for 10 minutes, but I just want to take a minute and
say two things, kind of in the form of a question, but as something
for people to think about. If some of you want to respond, please
do it for the record later on, do not do it now.

In the first place, in regard to lack of competition in some States,
I think it is true that the lack of competition in some markets is
due to the fact that some States have, through the community rat-
ing rules and through the limits on preconditions and all those
sorts of things, have kind of messed up their insurance markets
and a lot of the competition has just pulled out. They were not
going to do it, so what is left is very, very expensive and very lim-
ited competition. So I accept some of that, but I believe that gov-
ernment has created a situation in some States for that to be the
case.

The second point I would make would be in regard to people that
want to expand Medicaid. Now, in my State, the State pays 62 per-
cent, so doctors are not taking Medicaid people. So you want to
load Medicaid down with more, with less people willing to take it.
So you get back to, how do we get in this condition that Medicaid
pays 62 percent, in my State as an example, and in other States
it would obviously vary? This gets back a little bit to the govern-
ment-run option. It has been mentioned, the fact that when Medi-
care was created it was designed to pay private rates, but over
time the government realized that they could save money by just
setting lower payment rates.

Some would create a government-run plan, with the best of in-
tentions, but how do you know that the government will not, in the
future, do like they did in Medicare, or more frequently with Med-
icaid, and just lower rates and give the public plan an unfaire ad-
vantage when we need a little extra money?

I yield the floor.
The CHAIRMAN. Thank you, Senator.
Actually, I am going to change the order a bit because Senator

Carper, who has left, wanted to be recognized. That is why he was
not recognized earlier.

Senator Wyden?
Senator WYDEN. Thank you, Mr. Chairman.
A question for you, Mr. Castellani. Health costs are hitting all

of our businesses like a wrecking ball. I want to ask you a question
about how we might unify your position and Don Danner’s position
for the small business folks. Here is what Don Danner said in his
testimony: ‘‘Our research suggests that employees are better off
choosing their own insurance plans rather than leaving the deci-
sion to their employers. No matter how smart and well-intentioned
the employer, the employee has a better grasp of his or her family’s
needs and desires. The best approach is to give individuals the op-
tion to use employer contribution dollars to pick the plans of their
choice.’’

Now, here is my question for unity between you and the small
business folks. Supposing we said that we would do what Mr. Dan-
ner is talking about, but the worker could, in effect, use their dol-
lars with your plan, one; you tread softly on ERISA, which I think
you made a good point to the Chairman on; and second, you would
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continue all the incentives for prevention that you and your mem-
bers have wanted.

If that was done, clearly there are going to be some challenges,
like risk adjustment in terms of how to do it. But would that not
be one way to unify the big businesses and the small businesses
so that all employers can come to Chairman Baucus and Senator
Grassley and say, we can be on the same page in terms of holding
costs down?

Mr. CASTELLANI. Well, Senator, you make a very good point. As
you know well, we have really enjoyed and benefitted from the dis-
cussions and your focus on the issue. The answer is, in part yes,
but in part no, because here is the concern we have. We need small
business and people employed by small business to be covered. If
this system is going to work, everybody has to be covered.

What we have to be concerned about is that we do not lose a
large segmente of our population that we currently have in our in-
surance programs. As large employers that might be—for example,
one of the issues that was just lightly touched on with an optional
public plan—the young and healthy. And then you get stuck with
old people like me. We have to have a broad enough pool so we
make sure that it is affordable and we can be competitive.

So the concern I would have is, yes, you are right, we want the
small business people to be covered because we are subsidizing
those who are not covered now, but we cannot have it at the ex-
pense of the affordability of large employers because we need the
broad spectrum of the risk pool to make it affordable.

Senator WYDEN. Can I follow that up, Mr. Chairman?
The CHAIRMAN. Yes.
Senator WYDEN. I understand that and I think everybody under-

stands that risk adjustment is going to be a challenge under any
proposal. But it seems to me you can have those big pools that you
want and still have the consumer preference that Don Danner is
talking about. If we do that, then the business community comes
out unified and, in particular, the country walks away with the
prospect that all Americans can have choices like their members of
Congress, and then you eliminate some of the police fight over the
public option.

Mr. CASTELLANI. Well, we certainly want everybody in the sys-
tem.

Senator WYDEN. Thank you for your thoughtfulness, Mr. Chair-
man.

The CHAIRMAN. Senator Bingaman?
Senator BINGAMAN. Thank you all for being here.
Let me ask about oral health care. In my State, one of the big

health care problems when you look at quality of health care, is
lack of adequate oral health care for a lot of citizens. I am just
wondering, what do you believe should be included in a health care
reform proposal that might come out of this committee to deal with
that problem? Is this just a question of expanding Medicaid or is
this a question of doing something else? Is there any way that we
can accomplish a solution to this problem as part of a more com-
prehensive health care reform effort?

Ms. Rosenbaum, you have written about this subject. What are
your thoughts?
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Ms. ROSENBAUM. Thank you very much, Mr. Senator.
First of all, I think that there is probably not a more important

health condition than oral health. It is universal. It can be deadly,
as we have seen now in this part of the country. I think back to
my early years as a legal services lawyer and the first thing that
I noticed about my clients was the state of their teeth. It was not
just the cosmetic dimension of it—t was a crippling condition.

I think that oral health also poses a real challenge to Congress
because it does not lend itself in some ways to insurance theory.
It is the kind of care you want to finance for people. You want to
help them buy the dental care they need. Dental care is expensive.
So the models that have developed over time are in a program like
Medicaid where we simply pay for necessary health care for people.
We do not worry about the kinds of insurance principles that you
have heard a great deal about today, and it makes Medicaid actu-
ally a very strong source of coverage for oral health. I would note,
in relation to Senator Grassley’s earlier question, that one of the
reasons why Medicaid payments are so low is because its coverage
is broad, which causes tension.

I think that for people who derive their coverage through path-
ways other than Medicaid, having an oral health component will be
critical. This is particularly true and certainly for women of child-
bearing age because of the relationship between oral health and
pregnancy outcomes. It is also an area where, going back to your
last hearing, you are going to have to think about health system
reform, and about encouraging the expansion of programs like
health centers in the core to build up capacity in underserved
areas.

Senator BINGAMAN. Mr. Chairman, Ms. Hansen wanted to com-
ment. Is there time for that?

The CHAIRMAN. Go ahead.
Senator BINGAMAN. Please.
The CHAIRMAN. Go ahead, Senator. Yes, go ahead.
Ms. HANSEN. Thank you, Senator. I would just offer, on the other

end of the spectrum, my previous work before becoming a volunteer
for AARP was starting the original program of all-inclusive care to
the elderly. That is a program now in 30 States. Within that model,
oral health is included; dental care, eyeglasses, things that would
help individuals stay more independent.

So, clearly the evidence of physical health being affected by, say,
poor oral health, with cardiology problems does require a different
framing of looking at health well-being. So that is something where
I know there are some programs that are integrating Medicare and
Medicaid and do then include oral health.

Senator BINGAMAN. Thank you, Mr. Chairman.
The CHAIRMAN. All right. Senator Carper has returned. Do you

want to speak, Senator? You have been with us for some time now.
Senator CARPER. I appreciate it. Do I have to sit back in my own

seat or can I sit here for a minute?
The CHAIRMAN. You may sit wherever you wish to sit.
Senator CARPER. Thank you. I am used to sitting with the press

over there. This is nice to sit here closer to Chuck Grassley.
[Laughter.]
The CHAIRMAN. Yes. Right.
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Senator CARPER. Thanks very much.
The point I wanted to make earlier—and I have been drawn into

other discussions. We just had a tidal wave of folks from Delaware
here today, just one right after the other. People, when they come
from Delaware, they expect to see us, so I try to oblige them.

This goes back to some earlier conversations we were having
about the public plan, whether we should have a public plan or not.
I have not, frankly, focused a lot of time on that. But I have
thought a lot about the role of government in issues like the one
that we are discussing here today, and we thank you all for being
here.

I like the thought that the role of government—thank you. I
might get comfortable here.

The CHAIRMAN. Do not get too comfortable.
Senator CARPER. I will not. I will not. I will not. [Laughter.]
I will not. The role of government is to steer the boat, not to row

the boat. If you look at the Federal Employees Health Benefit Pro-
gram, the role of government is really kind of to steer the boat, not
to row the boat.

We use the private sector, we use private insurers. Folks get to
choose their doctors, and that kind of thing. But the government
helps to steer the boat. I think when you look at the Medicare Part
D program, it is similar. We do not have necessarily a public plan.
We have a lot of private insurers. They have the opportunity to
participate and we let the market decide.

There was a lot of concern early on whether we already have a
Medicare Part D, especially the way it was structured. It is not the
way I would have structured it, but it has got an 85 percent ap-
proval rating from the people who use Medicare Part D. As I un-
derstand it, we have been doing this for about 4 years or so under
Part D, and I think each year the price comes in at budget or below
budget, which in my business, that is pretty good. I have a pretty
decent approval rating; I can assure you, it is not 85 percent.

But to what extent, in terms of thinking about a public plan,
could we use the philosophy that the role of government is to steer,
not to row? Look at FEHBP as maybe a model. Look at Medicare
Part D maybe as a model. I would just welcome your comments,
anybody who wants to speak up on that.

Dr. BUTLER. Well, I would like to maybe make a comment on
that, Senator. I think you are exactly right, that the idea of the
government steering or acting as the umpire is very different from
doing that and also trying to run one of the plans. I think the
FEHBP is absolutely instructive on that. It is precisely what the
government does, and that is why you do not have the concerns
about the role of government in that area that you do with the idea
of a public plan.

That is why I do think that you could certainly pick up on what
Ms. Ignagni said, and others, that you can envision the government
steering and also leaning on, or negotiating with, some of the pri-
vate plans to provide the kind of safe harbor that the large na-
tional plans do in the FEHBP. I mean, it does work. If you have
a system that does work, it seems to me that trying to create some-
thing else, with all the issues associated with joint custody of run-
ning the plan itself and trying to set the rules, you can avoid that
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with an example that clearly works well. It is what members of
Congress have. It is what President Obama says he wants to have
for the rest of the country. I think it is the perfect model.

Senator CARPER. All right. Good. Thank you.
Ms. Ignagni?
Ms. IGNAGNI. Senator, thank you for the opportunity. I think,

metaphorically, you need a bigger oar in terms of what the govern-
ment needs to do, take more control, create uniformity, and do
more by way of regulating. So, that is very clear.

I think Ms. Praeger said something very important.
Senator CARPER. We need a bigger oar or a bigger rudder?
Ms. IGNAGNI. Actually, I was thinking more the oar because you

have got to do a little more up front, and then the rudder as well.
But we did not want to go too far.

Senator CARPER. Who should be manning the oar? [Laughter.]
Ms. IGNAGNI. I wanted to say something that I suspect may be

somewhat unpopular, but I think it needs to be put out there in
terms of the architectural discussion. The Federal Government set-
ting up the rules of the road here is extremely important. We be-
lieve State enforcement—Ms. Praeger made a very good point.
They have the infrastructure to do the consumer protection. Where
we have gone wrong, there are two models of HIPPA: one is where
the Federal Government sets minimums and the States do more,
the other is where the Federal Government sets the rules of the
road, without getting into the details of which is which.

The point is, if you get to the situation where the States are
going to do more, you do run into the problem, the number-one
problem that small businesses are facing today, where they have
mandates that are developed at the State level that block out small
businesses from actually purchasing insurance and designing pack-
ages that are appropriate for their workforce?

Similarly, we can go on and on, but that is just one example. I
know the Chairman wants to move, so I think, as you think
architecturally about this, it is very, veyr important to create no in-
herent disadvantage of living in State A versus State B. If we move
to a system where it is HIPPA 1, where it is minimum and then
the States move on and do additional things, then I do think you
risk tremendous inequities.

Senator CARPER. All right. Thanks. Thanks so much.
The CHAIRMAN. Senator Roberts? Thank you. Senator Roberts?
Senator ROBERTS. Excuse me, Mr. Chairman. I grew a beard

since the last time you recognized me. Rather amazing. [Laughter.]
Mr. Stern and everybody on the panel who has expressed great

support for something called a community-based incentive, more
especially for people who have chronic disease, and I am interested
also in Senator Ensign’s comments. So obviously this kind of a plan
or this kind of a concept would include wellness things for blood
pressure, for obesity, for smoking, and cholesterol, everything that
your grandmother said that you should not do and should do. Ev-
erything in moderation.

I want to know, who is going to do all this? Because if I go out
to Syracuse, Kansas, or Tribune, or St. Francis, or Matter, Kansas,
the border out there next to Colorado—Sandy has been there and
she knows what I am talking about. It is not the end of the earth,
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but you can see it from there—I do not know who does this. In
other words, I do not know how you get a community incentive pro-
gram implemented with the personnel that is going to be involved,
with a provider that is going to be involved.

I would just like some help here because I just jotted down who
would be doing this. Obviously there would be a member of AARP
who would do the best that he or she could. There is the Area
Home Health Care Agency, which is a 1-800 number that is always
busy, and good luck on that. These people work very hard at it, but
the number of people out there just is very scarce. You have got
the Meals on Wheels people, and sometimes they are the only peo-
ple that visit somebody that is a senior with a chronic condition.

You have got, obviously, the home health care provider who not
only provides it and the durable medical equipment, but many
times they are the only person that goes out there to visit Fred,
who is 6 miles out of town and 4 miles to the east. Then you have
got the preacher in the church, and you have got the pharmacist.
Do not forget him, because he is the guy who really operates the
Medicare Part D. We ought to make him a GS–15. I do not know.

What are the incentives for a doctor? Number one, we do not
have a doctor. But number two, we have doctors and nurse clini-
cians, and they try very hard. What would be the incentive to take
that doctor and actually make them have house calls out there in
our rural population?

I am all for this, you understand. But I am just having trouble
seeing what the infrastructure is all about. Sandy will tell you that
basically States have about 2,000 mandates with Medicare and
Medicaid and State mandates. Some States have got their man-
dates so high that they have priced their program, or their plan,
out of any kind of possibility here. So, that is a problem.

Who is going to do this?
Mr. STERN. Well, I think we just had a discussion about, what

is the role of government. I think what we are seeing is the market
and the payment system not working very well, for all of the rea-
sons you have just appropriately said.

Senator ROBERTS. Right.
Mr. STERN. So I think State needs a plan. I think they need the

options, the choices that allow people to stay in their home. I think
every State is going to be fundamentally different. In California,
there are 300,000 people that provide this service in the smallest
rural areas that provide certain parts of the service.

But clearly, if we are going to build a system that deals with the
aging population and deals with the growing desire of people to
stay in their homes, we are going to have to have States find an
integrated way to do that and the Federal Government is going to
have to give them the flexibility and the resources to do those dif-
ferent things. Right now we incentivize people in nursing homes.
I do not think that is what we want for our citizens, I do not think
that citizens want for themselves.

Senator ROBERTS. No. That is a warehouse situation. If anybody
else would like to help me out on this, we have got about three or
four people raising their hand. Sandy, do you want to respond?

Ms. PRAEGER. Senator, thank you. One of the issues I know the
committee is going to take up is the payment mechanism. I do
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think we need to create incentives for good primary care—and they
currently do not exist—so the primary care physician is rewarded
for providing that good preventive care that right now is not a re-
imbursable event.

So shifting the incentives away from fee-for-service where we pay
for volume of care to a value-based system where you are paying
for value and create some incentives to encourage people to do pri-
mary care and to go into primary care, I think is critically impor-
tant.

The CHAIRMAN. And I might say, Senator, that is the thought in
delivery system reform that tends to get at your question there. I
think it is a very good one.

Senator ROBERTS. I appreciate that.
The CHAIRMAN. It is not an easy one to answer.
Senator ROBERTS. I think more people want to say something.
The CHAIRMAN. But you have got your finger on the basic point.
Mr. POLLACK. I just want to say that infrastructure is probably

going to follow payment incentives. RIght now, all the payment in-
centives are towards institutionalization, not for keeping people in
homes and in their communities.

The Medicaid program is the primary payor of long-term care
today. For years, we have said that institutional care is a manda-
tory service under Medicaid. On the other hand, home- and com-
munity-based services essentially have to go through the waiver
process, which is fairly laborious. So if we created a payment sys-
tem in Medicaid that treated home- and community-based care on
an equal plane as we do institutional care, it will not solve the
problem overnight, but as money becomes available I think you are
going to see greater incentives for infrastructure being developed.

Senator ROBERTS. Well, I would remind you of the statement
that I said at first: a 2005 Community Tracking Phyisicians Survey
showed that only 50 percent of physicians accept Medicaid now,
and this doctor says he does not take it. He realized a few years
ago that it was not worth the money to file the paperwork for the
25 bucks or less that he received from an office visit. This is at the
office, this is not going out to make a house call. So, something
would have to change very dramatically. It is a big challenge.

Mr. POLLACK. And right now under Medicaid, actually it is the
States that set these rules.

Senator ROBERTS. I understand that.
Mr. POLLACK. And so as we now have an opportunity for health

care reform, the Federal Government can play a strong role to
make sure that payment levels for providers are adequate so that
when people have a Medicaid card, they actually can receive the
service.

The CHAIRMAN. Senator Lincoln?
Senator ROBERTS. This could be an expensive proposition.
The CHAIRMAN. Senator Lincoln?
Senator LINCOLN. Thank you, Mr. Chairman. And thanks to so

many of you that have worked with us in trying to come up with
the solutions. I know I have worked for years with Senator Snowe
on really how to focus on the small businesses and the self-em-
ployed. In our State, we know that there are well over 50 percent
not only of our working families, but also in terms of those that are
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uninsured, or certainly under-insured. So, I am grateful for all of
the input that you all have provided us through the years on what
we have been trying to do.

As much as what was mentioned here with Senator Carper, we
did use FEHBP as a model, looking at how, in its infinite wisdom,
the government did see that they could do a better job of providing
greater coverage, more meaningful coverage to Federal employees
at a lower cost when they pooled them all together and pooled that
risk. So, it has been helpful.

I would just like to ask a couple of questions. I think we have
got a great model in the SHOP bill to begin with. I know that there
is probably places that we can always improve, but really with the
input that so many of you all have made, I think we have been able
to make an awful lot of improvements in terms of both availability,
looking at some of the issues of making sure that States maintain
their regulation of what we do, but still being able to allow State
and national pools or exchanges, or within the same exchange to-
gether to be able to provide that competitive nature.

One of the things is about rural health care. I very much appre-
ciate the fact that Dr. Nichols grew up in rural Arkansas, just as
I did, in terms of that availability. I guess my first question would
be, how robust is the insurance market in rural areas? I know that
having traveled across the State of Arkansas during our 2-week
break and listening to people, it is extremely difficult for small
businesses and self-employed people out there to access anything in
the private marketplace, not to mention their access to health care.

I would, on top of that, not only talking about how robust is the
insurance market in rural areas and do those individuals and small
businesses have affordable options for some kind of comprehensive
coverage, I would also like any comments you all may have about
how we balance the high cost of health care with providing a plan
that is meaningful.

In most of those sessions that I had with people in Arkansas,
they said that they may have had access to one or two health in-
surance options, but none of them were meaningful in terms of
what they needed, the high premium, plus the high deductibles,
the co-pays, resulting basically in their out-of-pocket costs that
were just simply cost prohibitive.

So touching on a little bit about those high costs of health care,
providing a plan that is meaningful, it provides things—one of the
things we did in SCHIP that was so meaningful was the dental
wrap-around. Senator Bingaman brought up the issue of dental
and how important it is, particularly in rural America where you
have less access to dental care, but more importantly people that
are just not able to afford it in a plan that is going to be so costly.
So, anything of those two—I know the Chairman is going to cut me
off, but anything on those two that——

The CHAIRMAN. No, no, Senator. Go right ahead.
Senator LINCOLN. Yes?
Ms. IGNAGNI. Senator, I think there are three issues, and they

go together. In terms of the reforms that we are recommending,
having a full-scale reformation of the existing market and setting
out the rules very clearly and creating portals at the State level,
which would be a place where, with one click, small businesses, in-
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dividuals could go on a system and clearly see whether it is—in the
Massachusetts arena, it is gold, silver, bronze. You could use a dif-
ferent set of structures, but it should be synergistic across the
States and we should figure out the best way to do it and help the
States and provide the software so it can be similarly designed
across the country.

Senator LINCOLN. Just like our Plan Finder with FEHBP.
Ms. IGNAGNI. Exactly. Exactly.
Senator LINCOLN. And in SHOP, we do. They just click on their

State.
Ms. IGNAGNI. You do. In fact, you have done a great job of think-

ing about that. So, that would help considerably, number one.
Number two, the cost. We have talked to a considerable amount

of small businesses around the country. I was just recently in Albu-
querque and spent a great deal of time in rural New Mexico, and
this is the same sort of situation you are talking about. Our plans
do not have the ability—for those small employers, whether they
are restaurants, whether they are service providers, they want to
customize their products. We cannot do that because of the man-
date barriers.

We would like to be able to do that. We can do that for large
businesses, we cannot do it for small. So that is why we have to
think about, what will be an essential benefit package that every-
body has access to across the country, and it is offered by all pro-
viders?

Then the third issue that we have been talking about quite a lot
today is the care. We were just talking about the home- and com-
munity-based care. This is a very important issue in rural America.
People should have the ability to have care plans and government
should not make a decision about how people seek access. So the
Medicaid situation is a great case in point where it is old-fash-
ioned. It grew up that way because institutional care was the thing
that was done when Medicaid was provided. That should not be the
case. We should look.

Individuals should make the decision on the places that are ap-
propriate for them. So, we have done a lot of thinking about: (A)
those care plans; (B) how to get the services to people, and there
are fascinating things, as you know, going on in rural America
where our health plans have been able, through a great deal of
equipemnt, for example, to do off-site monitoring hooked up to com-
puters.

Senator LINCOLN. Oh, yes.
Ms. IGNAGNI. Do the kinds of disease management that we were

never able to do before. So I think the three go together and we
can make some real progress.

Senator LINCOLN. Well, we have talked a lot about it in the pre-
vious panel on guided care and some of the other kind of institu-
tional things.

The CHAIRMAN. Ms. Rowland, you wanted to respond?
Ms. ROWLAND. Senator, I think you also have to recognize, given

the lower levels of income and especially the high rates of
uninsurance in rural areas, that what you do in terms of sub-
sidizing coverage and what that coverage is will be very critical.
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I think you pointed out very adequately that people do not want
to have a low premium for a policy they do not think is really
worth the coverage. So that is why, in many rural areas, I think
investing in a very substantial subsidy for a comprehensive benefit
package, and for the poorest of the population, continuing to build
on the kind of coverage that Medicaid can provide in terms of pro-
viding transportation and additional assistance. In fact, it is Med-
icaid that provides those wrap-around benefits for home- and com-
munity-based services that are generally not available in any pri-
vate health insurance plan, and I doubt will be covered by many
of the plans in the exchange.

Senator LINCOLN. Well, should there be something that provides
an incentive to States that have large populations of, say, children
or Medicaid-eligible individuals who are not enrolled?

Ms. ROWLAND. Yes. There should certainly be a way to try and
reach out and get some of those individuals, and that is, in fact,
a very important look at the State level too at who the workforce
is for that population. Many States—Massachusetts, for example,
knowing that it has a problem with dental access, has expanded
the Medicaid reimbursement so that dental hygienists can bere im-
bursed directly without having to go through a dentist. So, I think
there are a whole variety of ways in which you can really look at
both improving the supply of providers and the access to coverage
in rural areas.

The CHAIRMAN. Mr. Danner, do you want to speak?
Mr. DANNER. Yes, sir. Senator, certainly you have hit on what we

hear daily from small businesses, particularly in rural areas, and
that is that the current marketplace does not work for them. It is
broken. It is difficult to navigate, it is hard to understand, and spe-
cifically it lacks competition. They pay more for less than our large
counterparts do. Changes in health status can cause an individual
employer with one employee to have to drop coverage, so that
needs to be addressed.

That is why we appreciate all you have done on the SHOP Act.
We really think there needs to be larger pools, regional or national,
that small businesses can participate in to have lower cost, more
choice in particular, and more options for them as they purchase
for their employees.

Senator LINCOLN. And tax incentives.
Mr. DANNER. And tax incentives.
Senator GRASSLEY. If we are trying to imporve competition in the

insurance market, it seems to me that one of the keys is to increase
the amount of information available to consumers. This could be an
important function of health insurance exchanges. If the govern-
ment is setting new rules and insurers start competing more on
cost and quality instead of risk selection, exchanges could be a very
important tool for consumers to shop around, compare plans, and
pick the one that best meets their needs. Ms. Ignagni mentioned
an essential benefit package in her last answer. I just want to
make a quick point. I often here people calling for a really com-
prehensive essential benefit package—but it has to be affordable.
I want consumers to have the choice between a wide variety of
plans—some less generous and others more generous. But we need
to keep in mind that if the government sets an essential benefit
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package that is too high, it will limit choices and be unaffordable
and people who need coverage.

The CHAIRMAN. Senator Schumer?
Senator SCHUMER. Thank you, Mr. Chairman. I want to thank

all of our panelists, and you, Mr. Chairman. This is extraordinary,
what we are doing here, and I think it is great. But it meets an
extraordinary need, so it is the right thing to do.

I would like to focus a little more on the public plan option. I
guess I would sum it up. Some of you said you do not want the
public plan to have an unfair advantage. I would agree. But just
as bad as a public plan with an unfair advantage is a proposal with
no public plan at all. I know my colleague from Kansas said people
do not want the government involved.

Well, let me tell you, they have problems with the government
sometimes, but they have a lot more problems with private insur-
ance companies. The bottom line is, you need somebody who is not
a private insurance company to be in the mix. There are many of
us who feel very strongly about that.

We want to work with you—and I appreciated Ms. Ignagni’s com-
ments—to try and see that the playing field is level, because I do
not think a public plan should have an unfair advantage. But it
would be giving all of you in the insurance industry an unfair ad-
vantage not to have a public plan, particularly given the fact that
in so many States we do not have real competition.

My State is one of the three that does. We have a lot of insur-
ance companies fighting. But you look at the statistics—and no one
has refuted them other than to say they do not believe them—and
they are overwhelmed that you have two, three companies having
the majority of the market.

Just one other point, then I want to outline something here and
ask your thoughts. I met somebody years ago who was from the
railroad industry. He said, one of the problems that the railroad in-
dustry had—he worked for the old New York Central—was that
they did not know the cost it took to ship a car of coal from the
Pennsylvania coal fields to Baltimore. So I began by asking, what
is the cost of treating someone who has a particular condition, and
who does it better, Medicare or private insurance? No one knows
the answer. We can say, on this procedure Medicare pays less.

We might say, and I heard some of you say at our previous
panel, that you folks, the private insurance industry, are more
adept at figuring out who to use. But if you take two people who
have, let us say, the same condition of tuberculosis, just to pick
one, who are in decent health and they are both cured, who ulti-
mately charges more for that being cured? No one knows the an-
swer.

For anyone to say that we should not have a public plan when
we cannot answer that question is just being, in my opinion, closed-
minded because we do not know which one is better, at best. Some
of us think private is better, some of us think—myself—public
might be better. But no one knows. And to not have the competi-
tion the way the Chairman has set it up in the white paper and
let them compete, I think, is closed-minded, maybe self-interested.
Just as people should not say there should not be a private plan,
I think it is just as unfair to say there should not be a public plan.
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So I would like to focus on trying to make the public plan fair,
if you will, so it is a fair competitor as opposed to having an unfair
advantage. There are five or six points. I have put together a little
document here that I will distribute, that talks about five or six
points that might make it ‘‘fair.’’ Even if it is not ideally what I
would do, I am trying to get some kind of consensus here so we will
have a public plan as competition.

We call our blueprint here Plan USA. It is a consumer-driven
public health plan. I will get some details. This is just the public
option. But here are some of the rules, and I would like to ask peo-
ple what they think: (1) the public plan must adhere to the same
rules as all other plans in the exchange. That includes actuarial re-
porting, community rating, and guaranteed issue; (2) the govern-
ment should not serve as both the player and the umpire.

In other words, the public plan should not be administered by
the same entity that runs the exchange; (3) the public plan must
be self-sustaining, just as a private plan would have to be; (4) the
government cannot use existing programs like Medicare as a stick
to compel providers to participate in the public plan. The public
plan must be required to provide the same minimum benefit design
as the other insurers competing in the exchange; (5) government
subsidies for low-income individuals must be uniform, whether
they are public or private.

So those would be some principles to try to create a level playing
field. But I have to tell you, the model that says we are not making
a profit, that we are going to be automatically transparent, that we
are going to provide, always, their recourse, should be in the mix.

All right. Who would like to comment? Ron Pollack.
The CHAIRMAN. Mr. Pollack, go ahead.
Senator SCHUMER. I am sorry, Max.
The CHAIRMAN. Mr. Pollack, go ahead.
Mr. POLLACK. It strikes me that there are three differences in

terms of advantages and disadvantages, public plan versus private
plan, one of which we talked about earlier today where I think your
rules about having a level playing field make absolute sense. That
is, what do we pay providers? To the extent that public plans pay
less to providers, that should be changed. I think that is essentially
what you are driving at when you are talking about creating a
level playing field.

But there are two other ways in which there is a difference that
tends to inure to the benefit of a public plan, and I do not think
that is something we should try to avoid. One, is that there are cer-
tain expenses that are associated with a private plan that generally
do not exist with respect to a public plan.

For example, private plans typically will do a whole lot more in
marketing and advertising and paying agents’ fees, and many of
them are in the business for making a profit. Some are nonprofit
entities. But that is an advantage. I am not sure we need to create
a level playing field with respect to that.

And there is yet another difference where I also do not think we
need to create a level playing field, and that is, a public plan is
probably going to do somewhat better in terms of economies of
scale. You are going to probably get somewhat larger enrollment in
a public plan than you will in any single private plan, and that
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achieves economies of scale. I do not think that is something we
should discourage.

Now, it is interesting. We keep on talking about a level playing
field, but we have seen something exactly the opposite with respect
to the Medicare program. We do not have a level playing field. As
we have learned from MedPAC, the payments to the private plans
in Medicare Advantage are considerably larger than it would be for
somebody who stayed in traditional Medicare.

So I think your principles make a great deal of sense. I think
they address some of the kinds of concerns that we are hearing.
But there are some benefits in a public plan which I think make
sense to continue, and it deserves offering people that choice.

The CHAIRMAN. Who else wants to address Senator Schumer?
Yes, Dr. Scheppach?

Dr. SCHEPPACH. Let me just say that unless you are willing to
add a sixth point, which comes and forces the industry to publish
prices and quality measures, I do not think you are going to go
very far in terms of actually creating competition in these market-
places. You may change a very little bit with respect to administra-
tive costs, but that is it. You are not going to transform the system
unless you really go to that other step.

Senator SCHUMER. Yes, we do that. I think Senator Baucus, in
his exchange, involves that too and implies that as well. So, I as-
sume there is going to be transparency.

Dr. SCHEPPACH. I am going to walk into a doctor’s office, and on
the wall, the prices are going to be listed?

Senator SCHUMER. Well, it is something to think about, sure. I
would be happy to do that. The more transparency, the better.

Dr. SCHEPPACH. I am just saying, I think you need tehat for not
only wehat you are buying in insurance, but what insurance is buy-
ing from labs, hospitals, and doctors. Until you are willing to make
that step——

Senator SCHUMER. Just one of the goals of the public plan, which
will have total transparency, is to see actually what is going on to
begin to answer that question about the railroad car, if you will.

Dr. BUTLER. I think, Senator, you do raise exactly the kind of cri-
teria that would have to be in place for people to be comfortable
with the idea of a public plan. I think that, in itself, raises a ques-
tion about, to what extent those are realistic criteria. For example,
the one I particularly emphasize, you say whoever is controlling
the public plan has to be a completely separate entity from those
that are actually in some way setting the rules of the game.

Ultimately, of course, it is Congress who is going to be deter-
mining both. You are going to be responsible and have oversight
over that public plan and over the rules. I think when you think
also about, as you said at the very beginning, that it is very dif-
ficult to know exactly what the cost of something is and who is ac-
tually paying the bill for a particular procedure, it gets murkier
and murkier to really imagine this level playing field, as you well
know.

In this discussion of contracting out government services, for ex-
ample, there are lots of questions about where the costs really are
and what is actually cheaper. I think, as Mr. Pollack said, that one
of the concerns with the Medicare program right now in terms of
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the private Medicare plans is, are they overpaid? Did the previous
Congress and the previous administration try to rig the game in
favor of them? You can answer that either way, but at least that
was a risk, which I think is a concern. So I think there are a lot
of issues here that, in a broad sense, make it easy to say there
have to be these criteria.

But then you have got to think, how does the political system ac-
tually deliver that? I think that is what the concern is and why I
particularly favor the model you do have in the FEHBP, of saying
let us keep everything private, let us have the government steer-
ing, negotiating, and so on, but do not mix up who has oversight
over a particular plan.

Senator SCHUMER. But then you would be losing the goods and
the competition that Dr. Pollack talked about.

Dr. BUTLER. Well, I think you can get at that in other ways. I
think you have certainly a lot of competition in the FEHBP. I do
not think you would argue that the FEHBP system that is devoid
of competition or answerability or transparency, or that the govern-
ment does not set reasonable rules, and so on. But it is very dif-
ferent from what you laid out as your plan.

The CHAIRMAN. Ms. Ignagni, you sought recognition, as have sev-
eral others. This is an important question, so we will stay on it for
a short while.

Ms. IGNAGNI. Thank you, Mr. Chairman.
Senator Schumer, we appreciate how thoughtful you are working

to try to reconcile all these different views, so let me start there
because it needs to be said. Second, there is a significant amount
of capital requirments that we hvae to meet. Medicare would fail
the capital test right now, so that is a very significant dollar figure
that would have to be imbued into this plan, and I knowe you have
thought about that.

The third issue is the payment issue, and that is where I want
to spend a quick point here. Because right now, it would take a
very long time for government to develop the infrastructure to ne-
gotiate with physicians. Government does not have networks, can-
not put together networks. The disease management program
failed in traditional Medicare, and we all know why, because there
is no predictability with respect to who is coming in the doors of
the physicians’ offices, et cetera, et cetera.

So you would drop back, understandably, solving one problem by
saying we are not going to use Medicare rates, say we are going
to go to 100 percent just for purposes of discussion. So we go from
Medicare paying 80 cents on the dollar on average, and will go to
100. So, it is still an administered pricing system.

Right now, and in our testimony we provided some California
data, the one thing that should be done as part of health care re-
form, we should be able to have the same data we can get in Cali-
fornia, and every State in the country so we know exactly what is
being paid by the payor. So you see government, now, paying
roughly 80 percent—a little less, on average—in California. The
private sector is paying anywhere from 130 to 140.

So if you set up a new system where government is paying 80
and we are still subsidizing at the 130, 140, that immediately takes
more people there, moving every employer, whether they are small
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or large, using great economic sense to say, well, why do I have to
pay that subsidy? It does not make sense. I am migrating to the
plan. I want you to know that as we thought about our rec-
ommendations to this committee and this Congress, we did not rule
out anything.

We looked at everything, which is why we have been so far-
reaching in our market reforms, to try to create a situation that
would solve the problems that consumers have, the trust factor. So
again—you were out of the room—we are not asking people to trust
us, but to trust government and to do that very transparently. You
are talking about a lot of disclosure, you are talking abour rules.
We are very comfortable with that. That is the way FEHBP works,
it is the way Switzerland works, Germany, the Netherlands.

I think we could actually provide a great deal of help to the com-
mittee in structuring something that solves that trust issue. We ac-
cept that proposition. You are right, we need to do more, we have
to have a complete overhaul of the rules, but I hope that helps give
you a window into what we are very concerend about.

The CHAIRMAN. I see Dr. Nichols wants to speak and Mr.
Castellani wants to speak.

Doctor?
Dr. NICHOLS. Just very briefly. First, Senator Schumer, I would

like to applaud you on the principles that you outlined. I mean, if
what Robert Pare wrote was half of what you have in mind, we are
moving in the right direction here. I definitely agree that the key
is, can we structure a truly level playing field so that competition
would be fair? I think we are all in that boat. I think, in fact, what
you have heard today is a lot of willingness to continue to think
about this with you and others as we——

Senator SCHUMER. Which is very heartening. It is.
Dr. NICHOLS. But I would just say that I think it is unambig-

uously true that 34 States are doing something like this now. They
manage to contract with providers, partly because they typically
hire a network either that is already existing or they ask another
health plan to help them go out and do that, and they basically
piggy-back on the contracting that is there.

It is really kind of a daily make-or-buy decision, and 34 States
have decided to keep that public option, that self-insured option
alive and viable, not because States enjoy paying more for health
care or because clearly States are not trying to drive competition
away, they are trying to preserve that competition.

What I understand in my colleagues’ comments is that they fear
that government will allow the competition to be fair. I think it is
kind of interesting, though, when you think about market advo-
cates afraid of competition. The burden is on you, sir, and us to
make sure that the public policy actually does create a level play-
ing field and protect that competition, but it seems to me that com-
mitment is very much part and parcel of where you are going. So,
I applaud you.

The CHAIRMAN. All right. Mr. Castellani?
Mr. CASTELLANI. Senator, just a point or two. We share your con-

cern in terms of what you are trying to accomplish and what this
discussion is trying to accomplish. We want everybody to be cov-
ered. There is one rule that you did not include, and that is a rea-
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sonable return on the capital that is employed by the taxpayers
which the private sector has to provide in order to be viable and
raise capital.

Our concern is, without that, which cannot be in a government
system, you are going to have a public plan that is so attractive
that we will lose a substantial portion of those people that we cur-
rently cover now and be left with a problem that is more expensive
and unsustainable. That is the big concern. We would rather see
that we can achieve the same thing through insurance market re-
form and then see who is not covered.

Senator SCHUMER. All right. Now, just a couple of quick points.
I thank the Chairman for his indulgence. I know that you and Ms.
Ignagni and others have a lot of faith in market insurance reform
and that these rules can make everything work. There are many
of us, both on this side of the table and that, who are not so sure
it does. The present system—admittedly imperfect—has not proven
that by any stretch of the imagination, although I would admit that
some progress has been made.

The second point I guess I would make to you is, we do not want
the public plan to be exactly the same as the private plan. There
are certain advantages that the public side has. There are also cer-
tain advantages—we have heard it from many of the private side
people, the gentleman from the Blues, Ms. Ignagni, and others—
over the public. They do it more efficiently.

In Medicare, as I said, the cost may be less for the specific serv-
ice or the specific visit, but the private sector will claim, we get you
to the right person more quickly so you do not have extra things
that you do not need. The private sector will still have that in this
competition. It is sort of as if you are saying, well, the public ad-
vantages we should get rid of, but the private advantages we
should keep. Let them compete.

I do think, Mr. Chairman, we will sort of move to have the pri-
vate sector be required to do some public goods, to put some public
goods into the way they operate, and the public plan required to
put some private goods into the way they operate, but it is still a
real competition that could show us something because, frankly,
the first thing I learned when I started studying this—and I do not
know close to as much as the Chairman, or Senator Wyden, or Sen-
ator Stabenow, who have studied this for so long—that we do not
have all that much information.

Again, it is confounding to me that while we can measure little,
discrete parts, we do not know whose coverage is more cost-effi-
cient. The only way to find it out is transparency, which a public
plan will bring about, although you probably could put in trans-
parency, I would say to the NGA gentleman, without it. But it is
much better to have it with it. But there is also competition to find
out. The private sector will have some advantages, and we cannot
just get up and say, well, the public advantages we should get rid
of in this competition, but the private sector advantages we should
not.

To Ms. Ignagni’s point, yes, a good public plan, our Plan USA,
would have to make some investments. They would not have prof-
its and they would not have marketing, but they would sure have
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to make some investments in paying systems and IT and things
like that that you would have already done.

The CHAIRMAN. All right. We have to move on here.
Senator Wyden?
Senator WYDEN. Thank you. Thank you, Mr. Chairman. Just one

last topic, and I will be quick. The most heart-wrenching health
care coverage in this country for families, the most heart-wrench-
ing issue, is end-of-life care. We saw that during the Terry Schiavo
debate. I went to the floor of the Senate and said, I am objecting
here. I do not want the U.S. Senate to become a medical Court of
Appeals.

I think I will start with you, Ms. Hansen, on this. There are a
host of issues that relate to policy. AARP has been interested in an
area that a number of us care about, the idea that you would not
have to give up the prospect of a cure in order to get hospice care.
I think we will have support for that. But the big issue is the eth-
ical framework for dealing with these very tough end-of-life issues.

I think what the country said during that Terry Schiavo debate
is that families want to be able to make the choices themselves
rather than to have government drive those decisions. As we move
to the end of this discussion, can you give us your thoughts with
respect to what you think the ethical framework ought to be for
end-of-life so that particularly we can empower people so they will
get the sense that they get to make the choices, these very difficult
choices, rather than to have the government and Washington, DC
dictate instructions to them?

Ms. HANSEN. Well, thank you, Senator. This is a significant, both
personal individual family issue, but it is also a cost issue to soci-
ety. I think one of the things that we encourage, and it is an initia-
tive on which I know we have some support, is the ability for fami-
lies to talk about this early on and have some clarity of what their
wishes are and have that kind of establishment.

So having a framework that allows that kind of guided discussion
at a time that is not an emergency—these emergencies occur and
what happens is, there is no ethical framework, there is an action
framework. The framework is to get into the care system and get
many services, and oftentimes in a situation where there really is
not great quality of life. The angst that family members go through
is a major issue. So, I think one of the frameworks is discussing
what regular people want to do.

We have research to show that the majority of people probably,
if they could not achieve their level of performance or competency
at a certain functional level, oftentimes want more supportive, pal-
liative care. That actually is what would be more ethical, both for
the individual and for society, so that we do not end up spending
what amounts to, as shown in the study by Hogan in 2001, one-
quarter of Medicare spending on end of life issues.

So if we could do it from a personal value discussion early on and
have some tools for physicians and others, it would make a huge
difference for individuals, for families, and for practitioners who do
not get caught in a legal battle at that partiuclar time, which adds
to cost, and it creates, oftentimes, services of suffering, frankly,
that are not right for people if we had a better framework early.

Senator WYDEN. Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you, Senator.
I have got a question, a transition question. I think a lot of mem-

bers of Congress are going to be quite concerned about the impacts
of policies we are discussing today on their own States, especially
their insurance commissioners in their States generally.

In my State of Montana, for example, we have no regulation of
the individual market, none. There are many States in that same
situation. As we implement an exchange in which we will make
certain decisions, that gets into questions of design, for example,
and benefits, the question is, how do we transition here?

I would just be curious as to what some of the States’ reactions
would be. About 14 percent of Montanans purchase coverage
through the individual market and half of those are between 19
and 29 years of age. About 76 percent of the young people in Mon-
tana are below 400 percente of poverty. That is going to have cer-
tain impacts on States, too.

I also want to talk a little about rating, community rating or rat-
ing bands, because the thought is that insurance companies cannot
deny coverage based on health status or preexisting conditions. I
guess the next question is about rating, community rating and rat-
ing bands. Maybe the Federal Government sets some basic param-
eters, but then States can then implement that, those State bands,
whatever the bands are. That begs the question: what should the
bands be? But then there is the question of, how do you avoid red-
lining?

What happens if we delegate to States the authority to set geo-
graphic boundaries within States, say, how do we make sure that
there is no red-lining? I know those are a lot of questions, but the
basic question is, as we transition, what is the proper way to tran-
sition and what should the role of States be, and how do we deal
with some of these questions that I just raised?

I am going to ask Ms. Praeger, first, to answer that question.
Ms. PRAEGER. Thank you, Mr. Chairman.
The CHAIRMAN. Both questions. Sorry.
Ms. PRAEGER. As I mentioned earlier, I think allowing the States

to retain the authority to regulate and to transition from rating
bands or modified community rating, whatever system they cur-
rently have. If they have no rating rules, the impact of imposing
those is going to be more dramatic, especially on younger, healthier
individuals, and of course it is going to benefit those older individ-
uals who currently are paying more.

So transitioning in and eliminating those current rating systems
over a period of time and perhaps allowing for, still, age rating and
family status—I mean, I think those are appropriate rating meth-
odologies to have in place, getting away from rating based on
health status. But even with age, I would encourage the committee
to think about beginning at a 5:1 and gradually transitioning down
to a tighter rating band on age.

We do not want to negatively impact those younger, healthier in-
dividuals who currently may not be paying as much, if they are in
the system at all, but if we have an individual mandate, require
that they come in. These are people just getting started in their ca-
reers. They are not making the kinds of incomes that perhaps some
of the older population is making.
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So allowing for some transitioning in is important, especially for
age factors. I think you want to keep some system of age rating in
this, especially in the individual market. If we are going to bring
young people in there have to be some advantages for their young-
er age and healthier, in general, status. So, transitioning over time
I do think if we get rid of health status, which I think would be
a very important step in health reform, you have to have a man-
date that everybody have coverage. Otherwise there is too much op-
portunity for gaming.

The CHAIRMAN. Mr. Claxton, could you answer that, please?
Mr. CLAXTON. Surely. The kinds of reforms you are talking about

for the non-group market are really quite transformative because
you are not only changing the insurance rating rules, you are put-
ting in substantial subsidies.

The CHAIRMAN. Correct.
Mr. CLAXTON. You are talking about changing the level of cov-

erage.
The CHAIRMAN. Correct.
Mr. CLAXTON. There are probably more uninsured people who

will come into this market than there are existing market partici-
pants, so you really have to think about, during the transition,
what kind of market are you providing for all of these new people
who are getting subsidies, as well as what are you doing for the
people who currently have coverage?

One way you could think about it is for all the people who are
coming into the market with new subsidies and for the people who
are in the market now who might want to move because they will
get some subsidies, they might want to find better coverage than
they are able to get today, let them come into a new market that
has the exchanges you have laid out, that has no health status rat-
ing.

For the people who now have insurance that they like, which
might be much cheaper because they have very high deductibles or
because they were underwritten and so they are healthy, and
where the rate impact of the reform market would be a fairly big
impact on them, let them keep their own policy in sort of a
grandparenting idea for a while.

You could let the State determine how long that is appropriate.
Then gradually transition them into the new benefit standards and
the new rating standards. You are still probably going to have
plenty of people in the market because the subsidies and the en-
couragement of the requirement to have insurance is going to bring
a lot of new people into the market. You want to have a place
where they can buy in in the competitive system you have been
talking about.

Senator WYDEN. Mr. Chairman?
The CHAIRMAN. Just a second. Mr. Scheppach, I wanted you to

answer first.
Dr. SCHEPPACH. Yes. I think you have got to think in terms of

a 5- to 7-year period, not only for the transition in terms of the
market reforms, but I think it will take time—Medicaid probably
should be phased in over a period of time so that you move up to
60 percent of poverty, 75 at certain particular dates until you get
up to 100 percent. I think in terms of State alliances it is probably
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important to bring in the individual market and the small firm
market first, then perhaps your subsidized other population. You
probably ought to give States some flexibility at some point to
bring in the Medicaid, or portions of the Medicaid population, State
employees, and then other firms.

We are beginning to put together a plan but it would involve
some up-front planning money, some certification by Governors
when they believe that the systems are ready for enrollment. But
as indicated, I think we are going to have to think in terms of a
5- to 7-year period to do it efficiently.

The CHAIRMAN. Senator Wyden?
Senator WYDEN. Mr. Chairman, I think you are exploring a very

good area and I just wanted to see if I heard something right. Ms.
Praeger, did you say that in the transition you could allow seniors
to pay up to five times as much as younger people? I was not sure
if I heard it right, and if I heard it right, then obviously Ms. Han-
sen’s stomach lining is going to be bubbling here. I think the Chair-
man is asking a very important issue, and I want to work with the
Chairman on it.

The transition area is invariably where things blow up, so if you
could just kind of unpack this and make sure I even understand
it. If you are talking about what I thought I heard, then I think
we probably would all benefit from hearing from Ms. Hansen. So,
take us through it.

Ms. PRAEGER. Currently, I would venture to say the age rating,
in the individual market especially, is higher than 5:1, so this
would be, even at a 5:1, an improvement. I just think it is impor-
tant in the transition to recognize the winners and losers that you
are going to create when you require everyone to have coverage. I
think you can go to 3:1. You will be requiring, then, those younger,
healthier individuals to pay more. If they are currently in the mar-
ket they will be paying significantly more than they currently are.

Senator WYDEN. It does not have to be that way. I think that is
what we are going to all be working for, and I think the Chairman
is right to be asking this question.

The CHAIRMAN. All right. Does anybody else want to address the
question I asked? Yes, Ms. Rowland?

Ms. ROWLAND. Mr. Chairman, I think it also involves who you
put into that individual reform market and who you do not. So if
you look at the lowest-income population, people below poverty, sig-
nificantly higher amounts of chronic disease and illness, which
would in fact drive up the costs in the new market.

So during a transition, I would urge that you build on the appro-
priate coverage that is already available through Medicaid for the
lowest-income populations so that at least the population in pov-
erty during a transition is not put in and added on to the com-
plexity of building the new market.

The CHAIRMAN. All right.
Dr. Nichols?
Dr. NICHOLS. Mr. Chairman, I would just respectfully add that,

in addition to all of the good advice you have just gotten, the most
important thing in a transition is to define where you are going be-
cause it turns out, if you lay down the market and say ‘‘this is
where we are going and we are going to all get there as gently and
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as wisely and humanely as we can,’’ you will be amazed at the pri-
vate sector’s inventiveness in getting you there faster, but you have
got to specify.

The CHAIRMAN. Good point. Good point.
Ms. Ignagni?
Ms. IGNAGNI. Yes, sir. Thank you. I was going to make exactly

that point. I also think, to Senator Schumer’s point, if we are going
to hit the mark on trust, varying this State to State is not going
to leave people satisfied. So the rules of the road should be estab-
lished uniformly across the country, and 30 States have nothing at
all right now, as Ms. Praeger observed, and so we would want to
avoid rate shock.

We have a number of ideas about how to vary subsidies, how to
get people to that end point sooner rather than later, and we have
begun to share them with the staff. We would be happy to talk
more about that.

The CHAIRMAN. All right. It is interesting, this whole conversa-
tion. It has been assumed—I think it has been assumed—that ev-
eryone agrees that everyone should have health insurance and
there should be an individual responsibility on the individual that
every individual must have health insurance. If anybody disagrees,
I would like him or her to speak up now.

[No response.]
The CHAIRMAN. I think that is agreed to unanimously all the way

around. Most of us who think about this subject do believe that.
I have another question about benefits and benefit design. Who

in the world is going to put this package together and what is
going to be in the package? There are a lot of trade-offs there. One
question is, who decides? There are some over the last couple, three
years—more than that—who have suggested some kind of a med-
ical board that will make some of these decisions to insulate mem-
bers of Congress from the onslaught from every group under the
sun that wants to be covered and design the package. Others say,
no, no, no, no, that is too much big government, that is socialism,
and so forth. We cannot let that happen. Which means if we go
down the latter road, I guess maybe Congress is going to decide
what is in the benefit package, just lay it out.

So I would like someone to give us some suggestions, some ideas
on who decides and how those decisions should be made. Ms.
Rosenbaum?

Ms. ROSENBAUM. Thank you, Mr. Chairman. I think that because
the question of insurance benefit design is so complex, as there are
9 or 10 moving parts to just the question of how the coverage oper-
ates, I think that it is very important for Congress to set a topmost
direction. If you look at Congress’——

The CHAIRMAN. What do you mean, ‘‘topmost direction?’’
Ms. ROSENBAUM. In other words, there are certain, as Ms.

Ignagni has talked about, rules of the road that I think Congress
must address. For example, there may be certain parts of a benefit
design that you allow the concept of actuarial fairness to apply to,
or actuarial substitution.

There are other parts of benefit design that serve such an impor-
tant public health/health care/social function that even if portions
of a benefit package can vary in the implementation by what is
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paid for by variable cost sharing, by the range of covered proce-
dures that will be recognized, there are certain bottom lines that
I think only Congress can set.

So, for example, whether or not, in making decisions about what
is in and what is out of benefits, insurers have to use a standard
of coverage for children that prohibits them from discerning be-
tween children with developmentally-based conditions and children
with acute-onset conditions. It is something that only really, I
think in the end, Congress can say whether or not there will be a
range of coveraged benefit classes as opposed to simply medical
care, hospital care, ancillary services.

The CHAIRMAN. Right. Right.
Ms. ROSENBAUM. That is what is important. So I think it is those

top levels of decision-making that are very important for Congress
to make, as has happened over the years with Medicare and Med-
icaid, then a very large delegation of powers, either to the Sec-
retary in the case of Medicare, or to the States in the case of Med-
icaid, to fill in a lot of the detail.

The CHAIRMAN. Who else wants to address design package and
how that decision is made? Mr. Stern?

Mr. STERN. I would just say, there is both a question of policy
and politics.

The CHAIRMAN. Right.
Mr. STERN. And I think we do better on policy than politics if we

keep it out of this august body’s decision-making process, so I am
in for subcontracting the decision to anyone other than people here,
because I think it is an incredibly important decision and politics
should not play a significant role in it.

The CHAIRMAN. Dr. Butler?
Dr. BUTLER. Well, I sort of agree with that, although maybe with

a slightly different way of approaching it. I certainly think it would
be very dangerous to get into the business of detailed benefit pack-
ages, either by the Congress or by in some way delegating that to
some body, like a board, that you do not have any control over. If
you did have control over that board you would be ultimately set-
ting that anyway, but another approach might be what you do
under your own system, which is to set very broad categories of
benefits.

I would certainly include, obviously, pharmaceuticals in addition
to what you have under the FEHBP, to say, well, we will set these
broad categories. We may insist on some very minimum, very spe-
cific things that anybody can agree on, and then to use an actuarial
test in terms of saying, well, is it actually insurance? Is it really
protecting people in a financial way?

I think that is another way of going rather than trying to wrestle
over who is going to make very detailed decisions over what I have
to have, or somebody else has to have. I think as you try to do that
and you try to pick somebody, you are not going to find anybody
that everybody in this room would agree on.

The CHAIRMAN. Mr. Pollack?
Mr. POLLACK. There are many layers to this question. I want to

pick one of them. That is, I think where Congress really needs to
play a more active role is on the question of out-of-pocket costs and
what the limits are. I would separate two different things, what is
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in the benefit package and what kind of cost sharing are people
going to have to experience with respect to the benefit. It is my
hope that Congress plays a more robust role with respect to the lat-
ter so that it protects the affordability, particularly for populations
that currently cannot afford health care coverage.

With respect to the former, those are decisions often left to sci-
entific analysis, and I think that is best left outside of the hands
of the Congress and left for an administrative body.

The CHAIRMAN. Dr. Nichols?
Dr. NICHOLS. Mr. Chairman, I would certainly echo what has

been said, but I would also say there are two dimensions of afford-
ability: one is for people and the other is for all of us, for the gov-
ernment. Your happy task in this committee is to weigh those two.
So I would submit, in a sense, to agree with Sara, what you have
got to do is pick a level. I would say something like the Federal
employees’ plan, or some percentage of that, but then leave the de-
tails to, I would say a combination of a delegated body, the indus-
try.

Then remember, at least I think what your white paper envisions
and what a lot of us are assuming will come to be, an exchange,
or maybe a bunch of exchanges, maybe exchanges in different
States, whatever. Those marketplaces will have at some level exec-
utive directors, board of directors. They will have people who will
make decisions about what is appropriate to be sold in this place.
That is where I think the industry input, the analytic input. But,
your actuarial value pick will then be determinative and prevent
the kind of things we are talking about. I take Ron’s point, it would
be smart to do both cost sharing and benefits separately.

The CHAIRMAN. You think basically, to use your words, some ac-
tuarial value pick?

Dr. NICHOLS. I think that is the right thing for you to—you have
got to decide how much we can afford, sir, as a Nation, and then
other people can go make it so.

The CHAIRMAN. So business today is—what, 73, 75 percent of
health care costs are picked up by insurance? Is that right, Mr.
Castellani?

Mr. CASTELLANI. Yes.
The CHAIRMAN. Is that in the ballpark actuarial value——
Dr. NICHOLS. Well, I think you would have to take it to a specific

policy that they can write down and you have got to pick a number.
You have got to say 100 percent of FEHBP, Blue Cross Standard,
or 70 percent of that, or 120 percent of that, or something concrete,
and then they can go make it happen.

The CHAIRMAN. Mr. Serota?
Mr. SEROTA. I guess, Senator, my comment in this regard would

be that an appropriate role would be to set a minimum benefit
package, and if we have effective transparent State-level insurance
marts, the ability for individuals to purchase greater benefits, then
that would be transparent and the benefits would be clearly articu-
lated in the marketplace so everybody would understand what they
were buying and what they were getting. But, there would be a
minimum that everybody would be required to, or encouraged to,
whatever words we want to use, to purchase so we had uniform,
universal coverage that was meaningful in the marketplace.
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But as long as we are transparent in what the benefits are, and
it is clearly articulated in a State-level insurance mart, I think peo-
ple can make choices about the trade-offs that they want to make
with regard to their coverage.

The CHAIRMAN. Well, I am going to wrap up here, but I want to
thank all of you very, very, very, very much—unless Senator
Wyden has more questions—for your extraordinary contribution
and for your extraordinary patience. This has been an extremely
important subject. It is really complex. We are all kind of delving
into the briar patch to try to figure out the answers to all this. But
I want to thank you all very, very, very much.

Senator Grassley has some questions that were submitted for the
record, Senator Nelson did as well.

[The questions appear in the appendix.]
The CHAIRMAN. Before we do wrap up, because of the kind of un-

ruly nature of all this today, does anybody have something to say
that he or she feels must be said? That is, did somebody say some-
thing so outrageous that it deserves a response? Is there some little
nagging thought in the back of one of your minds that you would
like to say at this point? I am open. I mean that.

Yes, ma’am?
Ms. HANSEN. Yes. I just wanted to pick up where Senator Wyden

said I might have stomach churn.
The CHAIRMAN. Yes. I caught that, too.
Ms. HANSEN. Yes. I think the importance of—again, if we all

agreed that we want health insurance coverage, we cannot be pe-
nalizing people for the fact that they happen to be at an older age
or the fact that there is a natural kind of life-cycle change that you
have conditions. So we are looking to your leadership as an entire
leadership team to understand, again, what the benefit package is,
and meaningful affordability and benefits combined together.
Thank you.

The CHAIRMAN. Thank you very, very much.
I see Mr. Castellani. All right.
Mr. CASTELLANI. Senator, in the thinking, there are some of us

here that have worked a long time. Everybody here has worked a
long time to make it safe for the U.S. Congress and the public pol-
icy process to come back and address this issue. So on behalf of
those of us, we want to thank you, this committee, and the leader-
ship that you have provided for taking on this very important issue
and driving us toward it.

The CHAIRMAN. Well, thank you very much for that statement.
Clearly we are all in this together, so it is for all of us to find a
solution.

Thank you all very much. The hearing is adjourned.
[Whereupon, at 1:18 p.m., the roundtable was concluded.]
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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 get started, I want to say a few words about hearing

each other out. The reason we are getting together here today is
so that we can hear each other out. This works because we treat
each other’s views with respect. I respect the views of everyone
here, including everyone in the audience. And that respect, in turn,
means listening and not interrupting when others are speaking. I
sincerely hope that everyone here today, including our guests—es-
pecially guests in the audience—will afford these proceedings with
that level of respect.

The novelist Edith Wharton said, ‘‘The only way not to think
about money is to have a great deal of it.’’ Today we host the third
of our three roundtable discussions on health care reform. This one
thinks about money. With any luck, we will have a great deal of
it.

This roundtable discussion will preview many of the revenue and
savings options that the committee will consider in a walk-through
session next week, heading into our mark-up next month. The com-
mittee has spent a good deal of time laying the groundwork for
comprehensive health care reform. We have discussed days to re-
form the health care delivery system, we have talked about ways
to provide health coverage to all Americans. Now it is time to think
about money. It is time to talk about how to finance health care
reform.

I am committed to comprehensive reform of our health care sys-
tem, but I also recognize that we need to pay for it. The proposals
that we have discussed in our previous roundtables and the walk-
through will not come easily and the reforms we are planning will
not be cheap. But Americans already spend $4.5 million on health
care every minute of the day; that is $2.5 trillion a year. Without
reform, over the next 10 years, America will spend more than $33
trillion on health care.

The Federal Government alone spends nearly $700 billion a year
on Medicare and Medicaid, and the Federal Government forgoes al-
most $300 billion a year in Federal tax revenue and health care tax
expenditures. The costs of health care are high for families, for
businesses, and for the Federal Government and States alike. To
make the system more affordable and provide coverage for all, we
need to look at where we spend money on health care today. When
it comes to the government, we need to look at both spending and
tax expenditures.

The first place we should look for savings is within health care
itself. We should reform the health care delivery system to bring
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higher quality and greater efficiency to all Americans. We dis-
cussed a range of reforms during the walk-through on delivery sys-
tem reform, and we will discuss additional savings options today.
We should also look at the current tax treatment of health care.
I know that there is some controversy about doing so. Some do not
want to modify the current unlimited exclusion for employer-pro-
vided health care, and I agree that we are not going to eliminate
that exclusion.

But the current tax exclusion is not perfect. It is regressive and
often leads people to buy more health coverage than they need.

[Applause from the audience.]
The CHAIRMAN. We should look at ways to modify——
[Applause from the audience.]
The CHAIRMAN. We should look at ways to modify the current tax

exclusion so that it provides the right incentives, and we should
look to ways to make it fairer and more equitable for everyone.

We also need to look at other tax benefits for health care. Among
these are tax-preferred health savings accounts and the itemized
deduction for health expenses. We should try to make sure that
those benefits are structured fairly and efficiently. Because of the
cost of comprehensive health care reform, we will need to look at
other options among those as the President’s proposal to limit
itemized deductions. All of these ideas deserve close and careful
scrutiny and discussion.

Finding money that we can all agree on will not be easy, but few
worthwhile things are. Achieving comprehensive health care reform
is important enough that we must find a way to succeed. This
roundtable will begin the discussion of how we can responsibly fi-
nance health care reform.

At next week’s walk-through we will look at the menu of options
for financing reform. We need to keep all the options on the table
and everyone has to give and take to make this work, and I hope
that my colleagues here will keep an open mind as we start this
discussion.

Together we can find the money that we will need to finance
comprehensive health care reform. It will not be easy. This round-
table is an important part of those discussions. Each of our partici-
pants today brings an important voice to the discussion; they are
experts, stakeholders, or both. Once again, forgive me for not tak-
ing the time to introduce every participant. We have, however, dis-
tributed a biographical sketch and a brief statement for each par-
ticipant.

As we did before, we gave each participant and Senator some
questions that will help start a dialogue, and beyond that, I look
forward to a very fruitful discussion. So let us get started. Let us
see if we can advance the effort of comprehensive health care re-
form.

Senator Grassley?
[Interruption from the audience.]
The CHAIRMAN. The committee will be in order. Comments from

the audience are inappropriate and out of order. Any further dis-
ruption will cause the committee to recess until the police can re-
store order.

[Interruption from the audience.]
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The CHAIRMAN. The committee will be in order. The committee
will stand in recess until the police can restore order.

[Interruption from the audience.]
[Off the record.]
Senator GRASSLEY. Mr. Chairman——
[Interruption from the audience.]
The CHAIRMAN. The committee will be in order.
[Interruption from the audience.]
The CHAIRMAN. The committee will stand in recess until the po-

lice can restore order.
[Off the record.]
The CHAIRMAN. Let me just speak a few minutes.
[Interruption from the audience.]
The CHAIRMAN. Sorry. The committee will be in order.
[Interruption from the audience.]
The CHAIRMAN. The committee will recess until order can be re-

stored. The committee will be recessed until the police can restore
order. Will the police please come more expeditiously?

[Off the record.]
[Interruption from the audience.]
The CHAIRMAN. The committee will stand in recess until the po-

lice can restore order.
I will say to everybody else out in the audience who may be simi-

larly inclined, believe me, we hear you. We deeply respect the
views of everyone here. We have got an extremely open process,
and I just urge everyone to respect the views of others by not inter-
rupting those who are speaking. There will be plenty of time to
meet with everybody. This is a long, involved process.

So those of you in the audience who are not panelists and wish
to be heard, I urge you just to contact my office and we will figure
out a way to talk to you. I will figure out a way to listen to you.
I will be there personally to listen to you. So I urge you to take
that option rather than to interrupt and be rude to our panelists
here, who have come a long distance and spent a long time trying
to make very thoughtful presentations to the committee. But I will
meet with anybody who wants to meet with me. All right.

Senator Grassley?

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

Senator GRASSLEY. Right or wrong, politics often is driven by
polls: some follow them and some do not. I will bet if you polled
every member of Congress, asking them what they think would be
the hardest part of health care reform, they would probably say
something like we are doing today, trying to figure out how to pay
for it. If I were asked, I would say something along the same lines.

So here we are, Mr. Chairman, as the top tax writers of the Sen-
ate. It appears that we have our work cut out for us. I thank you
for your leadership in trying to answer this tough question.

To start this important process, I have some questions of my
own: what are the most appropriate financing tools available to us?
Should we look at non-health related measures or should we stick
to health-related measures? Consistent with our interests in look-
ing at all of the options out there, I think it is appropriate to look
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at both. But I will emphasize that I do not agree with all the non-
health related measures that we will be examining, and some of
those have been put forth recently by the President, but this does
not mean that we cannot talk about them.

Yesterday, we had a White House gathering between the White
House and industry folks that would lead some to believe that we
do not even need this roundtable. Our money problem is somehow
solved with $2 trillion of savings from better efficiencies and so
forth. While I am sure that we will be waiting for some time before
this fairy dust becomes real gold, the Washington Post mentioned
similar promises were made in the 1970’s. But look at what it got
us: not much.

But the meeting yesterday does emphasize something that I
wanted to emphasize. President Obama is going to be a key player
in health care reform. I guess he has to be because it is this sort
of leadership that is going to help us find a way to pay for health
care reform.

For example, Mr. Chairman, there are maybe some financing
measures that the Senate may agree on, but we have found evi-
dence that there is a great difference between the House and Sen-
ate on how you might pay for them, so it may come down to presi-
dential leadership.

The President’s leadership is not only essential in finding ways
to pay for health care reform, but the President’s leadership is
going to be key to health care reform generally. So, I thank you for
this important meeting and I look forward to our expert panelists
in helping us solve some of these problems.

The CHAIRMAN. Thank you, Senator.
I am going to just recognize Senators as they seek recognition.

There is no early-bird rule here today. So when any Senator wants
to speak or ask a question, just raise your hand. The same goes for
panelists. Some panelists may want to jump in and say something.
Maybe—perish the thought—some Senator said something that de-
serves a response. So, feel free to take advantage of the oppor-
tunity. Just raise your hand so I can recognize you so that you can
proceed as well.

Senator GRASSLEY. I would lead off, Mr. Chairman, if you want
me to.

The CHAIRMAN. Go ahead.
Senator GRASSLEY. All right. IRS has historically granted tax ex-

emption to hospitals because they operated for the benefit of the
poor. Over the last 40 years, with the creation of Federal and State
insurance programs such as Medicare and Medicaid and the
growth of private insurance, it has been increasingly difficult to
distinguish the activities of for-profit hospitals from the activities
of charitable hospitals.

It appears that tax-exempt hospitals are more likely to provide
services for those with insurance than for the poor and indigent.
Federal tax breaks for charitable hospitals amount to billions of
dollars each year and include Federal income tax exemption, as
well as the ability to raise capital through tax-exempt bonding and
financing of charitable hospitals.

So, a series of questions along this line to Mr. Kleinbard, or Mr.
Elmendorf, or Mr. Burman, or Gruber, or anybody that wants to
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jump in. If, as a result of health care reform, everyone has health
insurance, presumably hospitals should see a steep decline in, or
the elimination of, uncompensated care. This trend appears to be
occurring in Massachusetts. Given this trend, does it make sense
to retain tax-exemption for hospitals?

The CHAIRMAN. Who are you going to address that to?
Senator GRASSLEY. Well, I suppose Mr. Kleinbard would be one

to address it to.
The CHAIRMAN. Kleinbard?
Senator GRASSLEY. Kleinbard.
Mr. KLEINBARD. Senator Grassley, thank you. There is some good

data that has been developed by the Congressional Budget Office
and by the Internal Revenue Service. Those data are consistent
with the point that you have made, that charity care within non-
profit hospitals receiving tax-exempt status is only about one-half
of 1 percent greater as a percentage of revenues than is the case
for for-profit hospitals, so about 4.7 as opposed to 4.2 percent.

That would suggest as well that if coverage becomes broader and
broader, the number of uncompensated care cases will go down.
Therefore, if you were to choose to retain tax-exempt status for hos-
pitals, you would need, I think, to ask the question, what is the
mission that makes those tax-exempt entities unique? Could that
mission be repurposed?

Today, the value of the tax-exemption, all aspects of it, we out-
line in our pamphlet, runs in the neighborhood of $6 billion a year.
So the question would be, are there other charitable purposes be-
yond the so-called charity care case to which the tax-exempt insti-
tutions could be directed as the condition of their tax-exempt sta-
tus?

The CHAIRMAN. Dr. Gruber, you are raising your hand there.
Dr. GRUBER. Yes. I would like to speak to the experience in Mas-

sachusetts where, you are exactly right, Senator, that we have seen
a large decline in our uncompensated care since our health reform
law was passed. I very much agree with the spirit of the question
that this raises, the question of the mission of nonprofit providers
and what role they play.

I will say that there will be, under any reform, some remaining
need for uncompensated care. About a third of uncompensated care
today goes actually to the insured who do not pay their co-pay-
ments or deductibles, and the number of uninsured is not going to
go to zero; it will not in Massachusetts, it will not in the Nation
as a whole.

So I think we can definitely move to a more rationalized system,
but it has to be a system that recognizes that there will still be
some need for uncompensated care, even in a universal coverage
world.

The CHAIRMAN. Might I ask, so how much will nonprofits make
up with losing uncompensated—let us say we had universal cov-
erage. One-third of uncompensated care, as you say, are insured,
and other people get paid. Assuming we had universal coverage,
how much would hospitals save? Maybe Mr. Kleinbard or somebody
has a figure. Do we have a number on how much that would be,
roughly? Dr. Altman?
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Dr. ALTMAN. Well, there is a tremendous variation in the hos-
pitals’ use of uncompensated care. Many of our public/private hos-
pitals can have 12, 15 percent; the average is much closer to 4 per-
cent, 3 or 4 percent. So I think the issue here is going to be, for
the average community hospital, the uncompensated care, as I
said, runs between 2 and 4 percent of their revenue, but for some
it could be 15 percent.

So the issue is not going to be that part, it is going to be the
extra payments that we now give these institutions, dispropor-
tionate share. Those, I do agree with Senator Grassley, we need to
substantially look at it. But I would argue, for what it is worth,
that the benefit of the hospital deduction gives community benefits
far in excess of just the issue of uncompensated care. So just like
for educational institutions, I think it would be a mistake to totally
wipe it out, but we can substantially reduce it.

The CHAIRMAN. Dr. Burman, are you seeking recognition?
Dr. BURMAN. Yes. One aspect of tax-exempt hospitals is that they

qualify for tax-exempt bond financing, and that is a really ineffi-
cient way to subsidize anything. A large share of the benefits actu-
ally goes to the bond holders rather than to the entities that are
issuing the bonds. So it would certainly make sense to rein that in
or convert it into some kind of direct cash subsidy, in which case
you could target it to the places that need help.

The CHAIRMAN. Dr. Wilensky?
Dr. WILENSKY. I would like to continue the targeting notion. I

agree with the comment that no matter what expansions in cov-
erage we have, there will be some people who will slip through the
cracks and remain uninsured. The question is whether or not we
would be better served to use the safety net hospitals, the public
hospitals as the providers of last resort and otherwise use more
targeted subsidies if there are specific functions we would like hos-
pitals to take on. But the mass tax-exempt for all nonprofit hos-
pitals seems to be reflective of an era that has long since lapsed.

The CHAIRMAN. All right. One more on this subject, Mr. Shea?
Then I have a little bit of business to conduct.

Mr. Shea?
Mr. SHEA. Thank you, Mr. Chairman. I think the overall point

that the difference between for-profit and nonprofit hospitals has
been shrinking, as Dr. Wilensky says, it was a different era, is ab-
solutely true. The distinctions you see today mostly, or generally,
is between public hospital provision of uncompensated care and pri-
vate, whether they are for-profit or nonprofit. However, as others
have said, this is not all the same and there are some nonprofit
hospitals that still adhere to the basic mission of providing care, re-
gardless of whether or not people have the ability to pay.

But let me just make a point that has not been made here on
this, which is, we are concerned about the destabilizing effect of
this kind of tax change at the same time as we are asking enor-
mous change from the hospital industry in terms of restraining
cost. I would suggest to you, we ought to focus on that and later,
perhaps, once we have universal coverage, look at this question and
not try to do the two things together.

The CHAIRMAN. Why? Why not together?
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Mr. SHEA. Because I am afraid it really would destabilize the
basic delivery system.

The CHAIRMAN. All right. I appreciate that.
[Whereupon, at 10:25 a.m., the meeting was recessed to enter

into executive session.]
[After Recess—10:27 a.m.]
The CHAIRMAN. Senator Bingaman, I think you were seeking rec-

ognition.
Senator BINGAMAN. I wanted to ask, one of the obvious issues we

are going to have to make a decision on is whether or not to deal
with this employer exclusion as a way to help pay for health care
reform, whether to cap it, whether to deal with it at all, eliminate
it. I would be interested in any of the witnesses giving us their
views.

I know this is an interesting issue. The President has not en-
dorsed this. I believe Senator McCain did strongly endorse it when
he was seeking the presidency, so I am not sure where the politics
of this issue are, but I would be interested in whether or not it
works.

Mr. Klein?
Mr. KLEIN. Thank you, Senator. My thanks to the committee for

the opportunity to be here on behalf of the American Benefits
Council.

I think that, speaking on behalf of our members, we believe that
the exclusion, which is really an employee exclusion, is fundamen-
tally important in order to maintain, and hopefully expand upon,
the employer-based system.

In answer to your question, I have to take issue with one point
that the Chairman noted in his opening remarks, in saying that
this exclusion is somehow regressive. In fact, I think we would be
hard pressed to find aspects of the Tax Code that are more progres-
sive when one considers that it is very common practice for employ-
ees at all income levels to be afforded the same employer-based
coverage.

There is a very interesting report that just came out from The
Commonwealth Fund, demonstrating that in fact the value of the
expenditure is much greater for lower and middle income individ-
uals than for higher income individuals and it represents a much
greater percentage of their overall income. Of course, the fact that
it is also exempt from Social Security tax means that it is very im-
portant for them as well, since they are fully subject to that.

Two other very quick points. The other argument that is often
made for limiting the exclusion is that it will have cost savings. In
fact, I think that employers and employees would agree that there
are no more incentives that are needed to try to contain costs.
Costs of plans are not necessarily high because the plan is exces-
sive. In fact, a plan may be more costly than one that does not pro-
vide as comprehensive coverage because of the age of the group of
people who are covered, the geographic location where they are lo-
cated that may be a higher health care cost area, and so forth.

And the last point is one of enormous complexity. Congress ex-
amined this issue back during the Tax Reform Act of 1986 and it
chose not, at that time—wisely chose not—to cap the exclusion.
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What they did do in place was establish a provision called Section
89 of the Internal Revenue Code.

In order for any tax exclusion to work and to be equitable for
workers, it would require an extraordinary amount of valuation to
ensure that what would be reported on a person’s W–2 form would
take into account some of these regional differences, would take
into account the type of coverage they have, single, single plus
spouse, single plus spouse and children, et cetera. What was cre-
ated in Section 89 was a very complex proposal that ultimately had
to be repealed because it was unmanageable.

Senator BINGAMAN. Dr. Gruber, did you have a perspective on
that?

Dr. GRUBER. Yes. Thank you, Senator. My perspective differs in
some fundamental ways from the one that was just presented. Let
me just point out the three reasons why I think this is a problem
in our Tax Code and a natural place to look to finance the kind of
health reforms we are talking about.

The first, is this is a large amount of dollars we are talking
about. It is about $250 billion as of a year or two ago, making it
the second largest Federal health care program in America. It is
regressive. The statement that was made is incorrect. It is a ben-
efit which, the higher your tax rate the more benefit you get from
this exclusion, so by definition it is regressive. And it is inefficient,
because people are buying health care with tax-subsidized dollars.
When they have a decision between, should I get paid in wages or
should I get health insurance that does that mean that much to
me, I will get the health insurance because it is tax-free, where the
wages are taxed.

In terms of the comments that were made just now about
regressivity, that is just wrong. It is a highly regressive benefit.
And in terms of complexity, we have to remember the world is very
different now than it was. The Section 89 experience was a bit of
a fiasco in many ways. We have to remember a fundamental dif-
ference with the world today, which is now every employer who is
self-insured has to have a COBRA benefit that they report. What
that means is that for an employer to report their benefit for tax
purposes, if they are insured they get a bill that they can report.
If they are self-insured, they have a COBRA premium that they al-
ready by law have to calculate that they can report.

So the fundamental problem that bogged us down in 1986, which
was calculating premiums for self-insured employers, is not a prob-
lem anymore. So administratively there is not a major problem
here. This is very doable. It is exactly the right place to go to fi-
nance health care reform. It is really the win-win solution. We both
make our health care system work better and we raise the money
we need to cover the uninsured.

The CHAIRMAN. This is a big subject. I have Senators seeking
recognition. I would like to stay on this subject, frankly, and ex-
plore it. I see you all raising your hands; we will get to you. But
I see Senators seeking recognition, too. Senator Stabenow, I think
you were first.

Senator STABENOW. Thank you, Mr. Chairman.
The CHAIRMAN. But let us stay on this subject.
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Senator STABENOW. Yes. Absolutely. I think this is one of the
major questions for us. Dr. Gruber, to follow up on your testimony,
and I know a number of you mentioned—Mr. Sheils, you have spo-
ken about this, and many of you have spoken about this. But in
your testimony you said that the right reason to worry about the
erosion of the employer subsidy is that sick and older individuals
are treated much more fairly in employer groups today. So I won-
dered if you might just talk about that a bit, and then if Mr. Shea,
from an employee standpoint.

I know there are issues or concerns that have been raised as well
about that. I would just say as a comment ahead of time, it seems
to me that there are two very different approaches. One is to look
at the value of the benefit, in which case it may very well be—I
mean, these are negotiated benefits where people have given up
wage increases to take health care packages that are important to
them based on regional differences, or the age of the employees and
so on. That is one thing versus capping based on income for higher
individuals. So, I would welcome, Dr. Gruber, your thoughts in re-
lationship to your comments about the right reason to worry about
doing this.

Dr. GRUBER. Thank you very much, Senator. I think the context
in which the tax exclusion is tackled is very, very important. There
is no health expert who, if setting up a system today, would include
the tax exclusion for employer-provided health insurance. That
does not mean that we would all favor getting rid of it in a vacu-
um, because if you get rid of it in a vacuum you do have the prob-
lem that there are many people who are older and sicker who
would have trouble finding health insurance in the non-group mar-
ket. That is why it is very important that it be part of a package
of reform, and part of the kind of reform they are talking about
here today.

If you move to a new system of the kind that has been outlined
by Senator Baucus’s white paper or by President Obama, a system
where there is reformed insurance markets with guaranteed issue
and non-discrimination based on health, where there are new ex-
changes where people can fairly purchase health insurance, then
we do not have to worry about these issues any more.

Then basically we get away from the unfair discriminatory world
we have now have in insurance markets towards one where people,
even if they are not getting insurance through their employer, can
get health insurance in a fair way that does not discriminate
against the sick. So that is why taking it away in a vacuum is a
problem for that exact reason, but doing it in the context of reform
is all right because you deal with that problem.

I think the other issue you mentioned which is important is the
notion about, what about employees and employers who negotiated
packages? They gave up wages in return for health benefits. That
is why I think, if there is one lesson I think I have learned from
Massachusetts on the negative side, it is, you need to phase this
kind of reform in. This is a fundamental change.

The notion of doing it right now, while it is urgent, it is urgent
to pass a law, I think, and to get steps in place. I think we do need
a phase-in period so that people who negotiated contracts under
the old rules have time for those contacts to play out and so that
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everybody is working under a new set of rules that is well under-
stood in advance.

The CHAIRMAN. Senator Wyden?
Senator WYDEN. Thank you, Mr. Chairman. Mr. Chairman, I

think this highlights the point that the country is spending enough
on health care, but we are not spending it in the right places and
these tax rules really illustrate it.

Now, on first glance the tax rules clearly look like a sweet deal
for the typical middle class person. That middle class person says,
hey, health care is not going to be taxed for me and my employer
gets a deduction. But what looks sweet actually has some very sour
consequences for that typical middle class person.

Mr. Sheils, I want to walk you through an example to highlight
this question. If you are middle class, and say you have a modest
package from your employer, what you are facing today are more
co-payments and your coverage keeps going down, so that middle
class person needs more money to make ends meet. But instead of
putting more money in your pockets, the Federal Tax Code takes
it away from you to subsidize a deluxe health plan held by some-
body who, for example, says they want to go out and get a designer
smile.

My question to you, Mr. Sheils, is, is it not possible to convert
this unfair tax system into a new one that cuts the waste and still
protects the middle class family from getting taxed on their health
care?

Mr. SHEILS. Yes. Thank you, Senator. You and I have certainly
worked on that in developing your bill. Senator Enzi has a bill
which would make some of the changes you are describing. In both
cases, it really would turn out that most individuals would actually
see a net increase in their tax benefit, not a reduction.

It is because in those bills, or certainly in your bill, it was de-
cided the idea was not so much to raise revenues, it was to change
the incentives people face, to create incentives for people to go to
plans that are perhaps lower cost and better managed; integrated
delivery systems like HMOs I think are a good example.

What we found was that it is possible to do it in a way where
almost everybody really was better off, at least initially. The mid-
dle class and higher income people—well, lower middle income peo-
ple, those individuals in those groups more or less would come out
ahead. I think in your bill it was an average of about $150 a fam-
ily, if I remember correctly. So you can design this thing. You can
purpose build it in a way that will give you the changes in incen-
tives that you want to make, while at the same time not hurting
most of the taxpayers out there.

Senator WYDEN. Mr. Chairman, can I just follow that up with
Mr. Kleinbard, very briefly?

The CHAIRMAN. Yes. Sure.
Senator WYDEN. Mr. Kleinbard, my understanding is that you

found that something like 70 percent of the American people have
health expenses of under $15,800. So hypothetically, if someone
gave a generous deduction to the middle class, say $17,000,
$18,000, take a sum like that, would that not be a way to convert
the system today that seems, at least to me, so inequitable to a sys-
tem that would protect the middle class and honor President
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Obama’s campaign pledge and still have some extra money left
over in order to start the process of health reform?

Mr. KLEINBARD. Yes, sir. What we found in our data is that for
someone who is insured, for a family who is insured, the value of
the insurance premium at the 70th percentile is in the neighbor-
hood of the $15,800 number that you gave, and that means that
if you were to, on the one hand, take away the employer-sponsored
insurance exclusion that benefits employees, and on the other hand
replace it with a standard deduction of the magnitude you say, you
would leave that family at that 70th percentile of premiums with
the same pre-tax income tax case as they would have been with the
employer-sponsored insurance. So, our numbers, taking all taxes
into account, would suggest that at that kind of level a majority of
Americans would actually end up with no increase in taxes.

The CHAIRMAN. I appreciate that. Frankly, to be honest, I do not
think we are going to repeal the exclusion, which Senator Wyden’s
bill does. That is just not going to happen. We have got health care
reform in front of us right now and we have to, in my judgment,
work with what we have got and make what we have work better.
We cannot go to a totally new system. Some want to go single pay.
I do not think that is going to work in this country. Some want to
go the Senator Kyl approach, which is totally different. I do not
think that is going to work in this country.

With all due respect, some want to repeal the exclusion for other
reasons. I do not think that is going to work either. There are ways
to enact health care reform that bend the cost curve in a very sig-
nificant way that provides health insurance reform, which this
country desperately needs, and also to cover all Americans. I very
modestly suggested the white paper that we published last Novem-
ber was a very large step in that direction.

Sure, it is not perfect. It needs lots of improvements, but that is
our current system. America is a battle ship. We are an ocean
liner. We are not a PT boat. We are not a speed boat. We cannot
turn on a dime. Americans have expectations about what they have
and do not have. It is the devil you know versus the devil you do
not know. I just humbly submit, let us work with the system that
we have. We are going to really make it a lot better and that is
the way we are going to be able to bend the cost curve in a very
significant way.

I want to get one more Senator on this subject and then I am
going to go over here. Senator Bunning, on the same subject? The
same subject?

Senator NELSON. The same subject.
The CHAIRMAN. I would like to ask one Senator on the same sub-

ject first and then move on. All right.
Senator Nelson?
Senator NELSON. Well, then what do you do, Mr. Chairman?
The CHAIRMAN. Sorry?
Senator NELSON. What do you do if you cannot touch the tax-fa-

vored treatment of employee-sponsored? What are you suggesting?
The CHAIRMAN. First of all, I am suggesting we do not repeal it.

We are not going to repeal it.
Senator NELSON. All right.
The CHAIRMAN. We are going to modify it.
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Senator NELSON. So how do you modify it?
The CHAIRMAN. Well, that is what our options are all about. You

can put a limit on income, you can put a limit on benefits. You
have a combination of limits and/or benefits. That is what this is
all about here. That is what this roundtable is all about. Let us try
to figure out, what is the best way? Is there a way that is better
than others? I am against repeal of the exclusion. I do think it
makes eminent sense to closely examine the exclusion to see the
degree to which it can be improved.

Senator NELSON. All right. So would you take a certain income
level and eliminate the exclusion above that particular level?

The CHAIRMAN. That is an option.
Senator NELSON. Would you go at the 70 percent level that they

were talking about?
The CHAIRMAN. Well, again, we can dial this any way we want.

Basically, my understanding is that the average in business is
about the 75th, 76th percentile of actuarial value that companies
now provide for their employees.

Mr. Shea, you have been waiving your hand there. Then I will
go over here.

Mr. SHEA. Thank you, Mr. Chairman. Your point about this
being a radical change is absolutely right. I cannot resist the oppor-
tunity to say, if we are going to do a radical change, I think single
payor is really the way to go and we could cut out all of this——

The CHAIRMAN. You have a lot of supportive demonstrators here.
[Laughter.]
Mr. SHEA. All of my members, yes. All of this mechanical fol-

derol. But I just wanted to make a couple of points, really going
back to Senator Stabenow’s issue. I asked our unions what their
experience was in terms of the cost of benefits in similar situations.
Let me give you one example.

A construction trade fund, two different funds in western States.
I have got the following example. Plan A. These are average 50-
year-old, similar demographics, rural and urban. Plan A, the cost
is $16,600. Plan B, the cost is $10,046. You might think that
$16,000 has the better benefit package; it does not. It has higher
deductibles, higher co-pays than Plan A. The difference is simply,
as it was explained to me by the actuaries, the health experience—
that is, the claims experience—of those two funds and the size of
the funds.

So in terms of the practical application of this, I do not think you
could possibly do it without building an even much more com-
plicated situation. But the bottom line is, this is the Willy Sutton
rule being applied, with all due respect. There is an awful lot of
money here, as Dr. Gruber said, so it is natural to look at it. But
going back to my comment on the charitable hospitals, this would
really destabilize the system.

The CHAIRMAN. Yes.
Mr. SHEA. It would also, I would just say, undermine support for

health reform. If you have talked with any of your constituents,
certainly when I talked with workers about this, they are just flab-
bergasted at the idea that somebody would tax the benefits they al-
ready paid for, because as Senator Stabenow pointed out, this is
simply deferred wages.
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The CHAIRMAN. Well, there are a lot of banks here. I will recog-
nize Senator Bunning. But in partial answer to Senator Nelson,
there are lots of options on the table and modification of the em-
ployer-provided exclusion is just one of many, many options. I do
not want to leave the impression that that is the only one. It is not
the only one. There are many, many, many other options that we
are looking at.

Senator Bunning?
Senator BUNNING. Yes. I have a couple of questions for Dr.

Greenstein and Michael Jacobson. Both of you seem to favor an in-
crease in the alcohol tax. Are you aware that there has been a loss
of 540,000 jobs in the hospitality industry over the last year, and
that unemployment in the hospitality industry is now at 11.4 per-
cent? Would it surprise you to learn that indexing alcohol tax for
inflation would cause an additional 160,000 jobs to be lost in the
hospitality industry?

Both of you speak as if alcohol tax increases would have small
impact on the price of alcohol. Are you aware that Federal, State,
and local taxes combined already account for 59—59—percent of
the cost of the bottle of alcohol? Are you aware that Federal reve-
nues from alcohol taxes have actually declined following the last al-
cohol tax increase in 1991? This meant that Congress collected
about $2.4 billion less than expected for the first 5 years of the tax
increase. If this is the case, how can this be viewed as a stable way
to raise revenue for health care? Either, or.

Dr. GREENSTEIN. I would be happy to start. Could I just, before
I do, as the Chairman—as you know there are a number of us who
also wanted to make comments on the employer exclusion.

The CHAIRMAN. Sure. Right. Fine. Sure, Dr. Greenstein. If you do
not mind, Senator, if he speaks on that subject, too.

Senator BUNNING. You go right ahead. Just so you answer my
question.

Dr. GREENSTEIN. I can answer his question, and Dr. Jacobson
can answer it. I am just suggesting, after we do, that I——

Senator BUNNING. Because I only have a few minutes.
The CHAIRMAN. Senator Bunning has the floor, so it is his choice.
Dr. GREENSTEIN. All right.
Senator BUNNING. Go ahead and answer whatever you want to

first.
Dr. GREENSTEIN. Virtually every major industry in the country

has lost a lot of jobs in the past year. We are in the deepest reces-
sion since the end of World War II. I do not know that there is
something particular here. My assumption is that health care re-
form of the magnitude that we are talking about will take several
years to implement, and certainly I, and I would presume other
panel members, who have various recommendations that include
recommendations involving the Tax Code, are not suggesting that
these changes be immediately instituted now while we are in the
middle of the recession. We are talking about what would be insti-
tuted several years from now, hopefully when the economy is in a
good recovery and when changes in health care reform are insti-
tuted.
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With regard to alcohol taxes, I would note that in real terms the
Federal excise tax on alcohol has fallen 85 percent since 1951, and
37 percent since 1991. The kind of change that——

Senator BUNNING. Can I interrupt you for just a second? Even
though there was a major increase in the alcohol tax in 1991?

Dr. GREENSTEIN. There was an increase, but the tax is X amount
per gallon. If you have a sales tax at the State level, that is a per-
centage tax. As the price of goods and services rise, the sales tax
rises. The excise tax on alcohol is a given number of cents or dol-
lars per gallon, as a result of which, as inflation over time raises
the price of all goods and products, including alcohol, the excise tax
falls in real terms and falls as a percentage of total sales. Federal
alcohol excise taxes, some years ago, were about 12 percent, I think
in 1980, of the gross alcohol sales; they are now about 6 percent.

The main recommendation in my testimony is merely to put in
real terms the excise tax on alcohol back to where you put it in the
1990 Deficit Reduction agreement, and in terms of the impact that
would have, it would increase the tax on a bottle of beer by 4 cents,
on a glass of wine by 3 cents. If you, like myself, following doctors’
recommendations, have a drink every night—which I do. I have a
glass of wine every night. [Laughter.]

Senator BUNNING. Can I get an answer out of that?
Dr. GREENSTEIN. It would cost me $10.95 over the course of the

year if I had a drink every single day of the year. I do not think
that is a crushing tax burden or something that is going to cause
big dislocation.

Senator BUNNING. So, we had local State taxes increase prior to
our discussion here at the national level.

Dr. Jacobson, would you mind answering the question also?
Dr. JACOBSON. I think there are a lot of questions about the var-

ious figures you used.
Senator BUNNING. Really?
Dr. JACOBSON. We can provide you with some details about

those.
Senator BUNNING. Thank you. Would you do that for me?
Dr. JACOBSON. I would be glad to.
[The information appears in the appendix on page 333.]
Dr. JACOBSON. But I think Mr. Greenstein hit an obvious point,

that inflation, every year, erodes the value of the taxes, these ex-
cise taxes. Also, our society pays a tremendous toll because of the
heart disease, cancers, and other health problems posed by alco-
holic beverages that a strong alcohol tax increase would help pay
for health reform and marginally reduce these expenses caused by
alcoholic beverages. So it should not be, and we are not advocating
putting all the costs of health reform on the alcoholic beverage in-
dustry.

Senator BUNNING. Just a bit.
Dr. JACOBSON. But as part of a suite of prevention measures, it

makes absolute sense. When Alaska raised its alcohol taxes they
saw an almost immediate decline in mortality.

Senator BUNNING. All right. I have one more question.
The CHAIRMAN. All right. Then we will go on to Senator Cornyn.
Senator BUNNING. One more question. Joseph Antos, lifestyle

taxes. Dr. Antos, would the lifestyle taxes supported by some of our
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witnesses be progressive or regressive? In other words, would in-
creased excise taxes on alcohol or soft drinks tend to hit low-income
families more harshly than upper income families?

Dr. ANTOS. Thank you, Senator. Yes, they tend to be regressive.
They tend to hit lower income families, not just alcohol taxes, but
also, taxes on cigarettes. In fact, that is a particularly good exam-
ple. The middle class has largely overcome its cigarette addiction,
but lower income people, for various reasons, do not have nec-
essarily the access to the kinds of assistance that the rest of us
have and may have difficulties in life, and frankly a cigarette helps
that.

So the fact is that raising taxes in these matters is not going to
have a gigantic impact on health style or health care costs simply
because the problem is much bigger than that. If we want to deal
with this as a health issue then we have to take public health
steps.

Senator BUNNING. Thank you very much, Mr. Chairman.
The CHAIRMAN. Next, Senator—on the same subject? Briefly.
Dr. BURMAN. Just a very brief comment.
The CHAIRMAN. Briefly, because I want to recognize Senator

Cornyn.
Dr. BURMAN. Thank you. Thank you, Mr. Chairman. I think for

all of these proposals you need to think about the whole package
together. I mean, anything you do to raise revenues is going to
raise taxes on some people. Some of these things might seem re-
gressive, but if you use the revenue raised to cover low-income peo-
ple, as a group they would be much better off. Thirty-five percent
of people with incomes under $10,000 do not have any health in-
surance.

The CHAIRMAN. Senator Cornyn?
Senator CORNYN. Thank you, Mr. Chairman.
The administration proposed $600 billion as a down payment on

an estimated $1.5 trillion health system overhaul. To me it seems
counter intuitive that you spend more money in order to save
money, to say the least. But I would like to ask Dr. Baicker to talk
about what the economic evidence shows, because to me it seems
like that is very fundamental to what we are doing here. We can-
not make unjustified assumptions that by spending $1.5 trillion we
are actually going to bend the cost curve, where now we spend 17
percent of our Gross Domestic Product on health care.

Associated with that, I want to ask Dr. Antos to comment. Yes-
terday we saw a press conference at the White House where stake-
holders said that they would save a lot of money, $2 trillion, over
the next 10 years by voluntarily—and I could not find any kind of
enforcement mechanism there—reducing their rate of increase in
health care costs over the next 10 years.

Can you tell me—Dr. Antos, would you comment on whether you
think that is a realistic assumption? Dr. Baicker, first.

Dr. BAICKER. Thank you. I think an exclusive emphasis on how
much money measures save can be misleading in that a lot of
things we might spend money on would get us a lot better health
outcomes and would be well worth the money spent, and a lot of
things that might reduce costs might do so at a cost in health that
is larger than we want to bear.
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So I would focus instead on measures that improve the value
that we get from the health care system, and in truth many of
those measures are unlikely to accrue budgetary savings in a nar-
row window. We should invest in them because we think they pro-
mote health in an effective way and may save money over the long
haul, but not necessarily because they would solve any short-term
budget issues.

That brings us back to the employer exclusion. There are not
that many opportunities to change the tax treatment of anything
in a way that both makes the system more progressive and im-
proves the value that we get from it. I would agree with what Jon
Gruber said, that the current system is regressive, not only because
the value is worth more to people in higher income tax brackets,
but because, as Dr. Burman noted, people in lower income tax
brackets are less likely to have access to any employer insurance
at all, and when they do are likely to have a policy that has a lower
premium.

So by changing that tax treatment you could move towards high-
er value care by aligning incentives to provide not just more care
and not just more expensive insurance, but higher value care that
produces more health. We should be looking to improve value, not
just lower costs.

The CHAIRMAN. I see a lot of hands here.
Senator CORNYN. Mr. Chairman?
The CHAIRMAN. Yes?
Senator CORNYN. My question went to Dr. Antos. If he could just

follow up on the second part of that, please.
The CHAIRMAN. Right.
Dr. ANTOS. Thank you, Senator. The ideas that were presented

yesterday were certainly voluntary. These are ideas that we have
heard for the last 20 or 30 years. They are fine ideas, but the fact
is that most of these—and these are ideas. These are not proposals.
As you said, there is no enforcement mechanism, and in fact, no
specific steps suggested in the letter yesterday as to how we would
achieve savings at any level, much less $2 trillion. So these are fine
ideas. We have been talking about them for a long time. We need
to continue to work on them. This letter will not suddenly trigger
a change in the health care system that we desperately need to
promote efficiency.

Now, a better question, or a bigger question is, even if this $2
trillion were achieved, what impact would that have on the Federal
budget, which I think is the issue really before this committee? The
answer is, a very, very small part of that would end up as savings,
at least in the first 10 years of the Federal budget. To give an ex-
ample, the Congressional Budget Office estimated, with regard to
the stimulus package, that there would be approximately three-
tenths of 1 percent reduction in health care spending, Federal
health care spending, because of what they say is $32 billion spent
on health information technology. Three-tenths of one percent. We
have a long way to go to get to $2 trillion.

The CHAIRMAN. Well, I think the point is, a lot of this is incre-
mental. Over time we can start to bend the curve a little bit here.
One more, then I am going to go to Senator Conrad, on the same
subject. All right. Dr. Wilensky?
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Dr. WILENSKY. A point was raised that I want to emphasize, and
that is that there is a distinction between how to raise the money
to expand coverage estimated may at $1.5 trillion for the 15 per-
cent who do not have coverage now, and $635 billion that was sug-
gested by the administration. But the harder question that this
committee has wrestled with goes to the other 85 percent of us who
have coverage, and that is: what do we do to be able to sustain the
spending for Medicare, for Medicaid, and to improve the value,
making sure that when you look at how you get the money to ex-
pand coverage, whether or not that is helping us improve value for
the rest of us or, just as a revenue raiser, becomes very important.
I would like to echo my support for the committee’s considering it
in whatever way it thinks is politically feasible to alter the current
tax treatment of employer-sponsored insurance. I appreciate the
problems of changing it completely, but to the extent that you can
limit it in some way will both raise money and drive some better
outcomes in terms of the kind of health insurance that people are
likely to choose.

The CHAIRMAN. All right. I am sure we will get back to some of
you again. Just do not forget if you want to say something. But I
have Senators to recognize, too. The budget question, I think, is a
good segue into recognizing the chairman of the Budget Committee,
Senator Conrad.

Senator CONRAD. Thank you, Mr. Chairman. And again, thank
you for this roundtable, and thanks to each of you for participating.

I have got a question I would like to pose to three or four of the
panelists, and that is a question of, if they were to give two or
three of their best ideas for financing health care reform, what
would those two or three ideas be? I would start with Dr. Wilensky,
then Mr. Sheils, Dr. Gruber, and Mr. Greenstein. If I could ask the
four of you, if you were to give us your two or three best ideas for
financing health care reform, what would they be? Dr. Wilensky?

Dr. WILENSKY. The first one, not to be a broken record, is to go
after the tax treatment of employer-sponsored insurance. It is re-
gressive, it is inefficient, and it is a lot of money. How you replace
it in terms of how you decide to subsidize, whether moving it to
credits, doing it directly to subsidies, will influence how much
money you get. I do not think you can avoid taking that on.

Second, I am very appreciative of the work that you and Mr.
Baucus did last August in terms of your comparative clinical effec-
tiveness bill. I believe that represents an important way to slow
down spending, first investing in the money and then recognizing
that we have got to drive change so that we use it.

Concepts like value-based insurance, where you vary the co-pay-
ment toward the most clinically appropriate use of care, value-
based reimbursement where you reimburse more to the institutions
and clinicians that provide good quality and efficient care, can
make a large difference. That will take several years, at best, to
generate the information and to implement. You will have to
change the ability of CMS to make use of these kinds of concepts
in terms of how they reimburse. It is an area the private sector can
do on its own if it wishes to—you might learn something—but stat-
utory change will be needed for CMS.
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Number three is, you have got to go after how we reimburse phy-
sicians. The current system is the most broken part of Medicare.
We spend a lot of money. We are doing badly for the physicians
that are trying to practice in a conservative manner. They have
had no fee increases over the decade, and yet we see 10 to 12 per-
cent spending increases, which is unsustainable and unfair. Many
of you are from States that take this particularly hard in terms of
the current reimbursement under Medicare.

Senator CONRAD. Mr. Sheils?
Mr. SHEILS. Thank you. In the testimony we prepared we actu-

ally looked at a few ideas. I guess I would have to say that I am
really interested in these ideas that both raise revenues and
change incentives for individuals when it comes to health care and
their health. For example, the tax exclusion for health benefits. If
we were to cap that at, say, the average amount per worker right
now, we would raise that, plus a phase-out that is described. You
would raise about $700 billion in revenues over 10 years. The
health spending would go down by over $300 billion as well, and
the reduction in health spending has to do with the fact that we
have created incentives for individuals to go into plans that are
going to be more efficient.

The second thing we looked at was the tobacco tax. It seems kind
of mundane, and everybody points to it, but we played with it a lit-
tle bit more. We looked at a $2-per-pack cigarette tax. We raised
about $250 billion in revenue and we also got almost $200 billion
in savings, reduced health spending, some of which went to the
Federal Government in Federal programs.

The last thing I looked at was, again, with the mundane. We
looked into recovering Federal money that is now in the safety net,
and that includes Medicaid disproportionate share hospital funds,
the Medicare DSH payments, there is funding for FQHCs, and so
on. We heard today that it is important to maintain the safety net
system because we are still going to have uninsured people, but if
we were to take, perhaps, half of that back in the context of a
major expansion that covers almost everyone, you would be able to
raise another $130 billion.

Now, I am trying to remember these numbers off the top of my
head, but basically we got to $1.2 trillion in Federal revenues,
about half a trillion dollars in savings and spending throughout the
system. Well, we did analyze the President’s proposal during his
campaign and at that time we estimated his proposal would cost
about $1.2 trillion. So, it pretty much pays for it. But you are going
to get 19 different ideas and they are all good.

Senator CONRAD. All right.
Dr. Gruber?
Dr. GRUBER. I like Dr. Wilensky’s broken record analogy because

this is a wonderful opportunity to see the degree of consensus
among a wide array of experts on the win-win nature of using re-
form of the tax exclusion to finance health care reform. That is at
the top of my list as well because it is exactly the right thing to
do to finance health care reform, for the reasons I have given, for
the reasons others have given.

What I want to do is just talk for one minute about what that
means. Senator Baucus has raised the issue of, you can reform, but
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there are lots of moving pieces. I think we should talk for just a
minute about what the moving pieces are. There is the cap. We
talked about, you can cap at a certain level. You could do it income-
related. There is also the issue of the rate at which you inflate that
cap. So for example, just to give ideas, if you, starting in 2012,
capped the exclusion at the 50th percentile, I estimate you would
raise about $500 billion.

Now, alternatively you could say, well, that is not fair because
that hits everyone with taxes. So, let us say we did something else.
Let us say we said that we are not going to touch the exclusion for
families below $125,000 of income. We are then going to cap it be-
tween $125,000 and $250,000 of income and then get rid of it, but
only for families above $250,000 of income. So, that is a progressive
cap that raises just the same amount of money without touching
families below $125,000 of income.

There is a lot of money there that you can use, that you can get
at in very progressive and different kinds of ways, many of which
get you the kind of efficiency savings and progressivity that we
want to get out of the system. So, I think that is the number-one
place to look, and I am thrilled to hear the general support for it
today.

I think the second place to look, I just would really echo Dr.
Wilensky, on looking at value-based adjustments to the system. I
think this is the harder one. I cannot give you numbers; I think
it is hard to give numbers on how much different packages can de-
liver, but obviously thinking about the kind of reforms that she dis-
cussed are important.

But I would also echo what Mr. Sheils said. I think we really
need to think about lifestyle-based changes, both in taxes and in-
surance prices. In the State of Massachusetts, a fundamental part
of reform was, for the first time, insurers were allowed to rate peo-
ple’s health insurance prices based on smoking status. We need to
think about setting up the right kind of incentives for people, both
through the prices they pay for the goods and the prices they pay
for their insurance, to try to induce healthier lifestyles and raise
revenues at the same time.

Senator CONRAD. Dr. Greenstein?
Dr. GREENSTEIN. I think this is a key question. I think the first

point is, there is no single mechanism you can pass that can get
you all the way, that can probably get you even half of the way to-
wards financing the whole package. So that leads to the conclusion
that you are going to have to put together an array of items on
both the spending and the revenue side of the equation if this bill
is going to be paid for.

Let me start with the spending side. I would absolutely start
with the types of reforms in Medicare that the President pro-
posed—I know you discussed a number of them in your delivery
roundtable several weeks ago—ranging from reigning in overpay-
ments in Medicare Advantage to raising premiums on affluent
Medicare beneficiaries. Some of these have been opposed on one or
the other side of the aisle. We are going to need all of them to deal
with this important priority of health care reform.

Those kinds of Medicare changes—bundling of payments,
changes in hospital readmissions—you really get a triple benefit
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from them. They can help finance the bill. A number of them will
get picked up by private insurance and will help slow the rate of
growth in private sector health care costs as well, and they will
help shore up Medicare financing for the long term.

We are going to get a bad report at 2:30 this afternoon from the
trustees on Medicare financing. Medicare reforms can do all three,
and I would supplement them with some additional reforms in
terms of pharmaceutical pricing in Medicaid, as well as Medicare,
that can yield some additional savings.

Second, deal with the employer exclusion. Senator Stabenow
raised some important issues. But again, I do not see how you can
put a package together that is going to get you to fully paying for
this unless you touch the exclusion. I would agree that you do not
want to eliminate it. I think we need stronger employer-based cov-
erage, not weaker.

However, a well-designed cap, as part of well-designed health
care reform, can actually increase employer-based coverage. If you
combine it with an individual mandate and perhaps a pay-or-play
mechanism like Massachusetts has, you are going to end up, even
with a cap, I think, having more people enrolled in employer-based
coverage, not fewer.

There were three particular issues that have often been raised.
What about people who were sicker? Part of your health care re-
form plan, I believe—I hope—will have a prohibition on insurers
charging higher prices for sicker people than for healthier people.

The CHAIRMAN. It does. Right.
Dr. GREENSTEIN. What about regional variation in cost in firms

that have older workforces? I would recommend you have a cap
that builds in an adjustment for regional differences in health care
costs and an adjustment for the age of the workforce of the firm.
You can have an adjustment built into the cap itself.

The third item I would mention is other tax treatments of health
care. By the way, I presume that you are going to have subsidies
for low- and moderate-income workers, and you are probably, I pre-
sume, going to deliver that through a tax credit. So I think it is
a mistake to just think of these as tax increases. The goal, really,
is to redesign the Tax Code’s treatment of health care costs in a
much more efficient way. So right now we spend money on flexible
spending accounts, which increase health care costs. They are use-
it-or-lose-it.

We all have had the experience. At the end of the year you rush
out—I did it on March 15th myself. I spent an hour in the CVS
loading up on things I did not need because it was use-it-or-lose-
it. You also can use your FSA for all kinds of low-priority, elective,
unnecessary medical procedures that no insurance would cover.
Now, we do not necessarily need to get rid of FSAs, but they were
put into place to help people afford coverage in the absence of na-
tional health care reform.

In the presence of national health care reform, FSAs should be
reformed—and by the way, they really ought to be incorporated
into any cap you have, otherwise you could have employer contribu-
tions that were over the cap. If the employer reduces them to the
cap level and the employee takes the additional amount he or she
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pays and puts them all through an FSA, you really have not effec-
tively changed very much in terms of the tax treatment.

The CHAIRMAN. All right.
Dr. GREENSTEIN. Finally, the lifestyle taxes: alcohol, sugared soft

drinks, we have talked about. I would hope you would not totally
rule out looking at the issue of the itemized deductions. I know the
President’s proposal is not really still on the table in the form he
presented it.

The CHAIRMAN. Yes, it is. It is one of the options.
Dr. GREENSTEIN. All right. Then as sub-options you could look at

excluding charitable contributions, or alternatively the criticism
has been that people deduct at 35 percent today if they are in the
top bracket. What happens if they deduct at 28 percent? Our anal-
yses suggest there would not be a big impact that would cripple
charities, but I will put that analysis to the side. My point is, sim-
ply, you could deduct at 35 percent. If the top rate goes back to
39.6, that is in the baseline, you get savings just from holding the
deduction rate at 35.

The CHAIRMAN. Thank you very much.
Senator Snowe, then Senator Cantwell are on my list here.
Senator Snowe?
Senator SNOWE. Thank you, Mr. Chairman.
Dr. Gruber, I wanted to get back to the single national cap on

tax exclusion as well. I know Dr. Greenstein just sort of addressed
the question of making regional adjustments. There are marked
geographical variations among States in terms of cost. Now, some
obviously can be addressed and we are going to be reforming the
health care system. Perhaps some changes or drivers of cost are
not amenable to change.

So I would like to have you address if you have given any
thought to how we could structure such a cap that includes those
variations. For example, in my State of Maine it costs $16,000 for
a family plan, versus the average nationally of $12,400. That is a
$3,600 difference, almost $4,000. In the individual market, it is
$24,000 for a family of four.

Now, there are some real cost differences and economies of scale,
obviously, for rural areas particularly. So I am wondering if you
have given any thought to incorporating some kind of adjustments
that include criteria for those costs indexing the cost of coverage,
indexing the subsidy to make sure that people have adequate cov-
erage, depending on which State they live in. Obviously we do not
give people more than they need, but we do not want to give them
less than they require to access this coverage as well.

And Dr. Greenstein, if you have anything in that regard on how
you would make those adjustments for regional I would appreciate
it. Then there is one other question I have. Thank you.

Dr. GRUBER. I think, Senator Snowe, you are raising a very im-
portant issue. There are large variations in the cost of health insur-
ance across the Nation. Part of those will be compressed as part
of national health care reform, particularly in non-group markets.
You mentioned the higher non-group price in Maine versus other
States. A lot of that will go away with reform, but a lot of it will
not. So I would personally advocate that we have a cap that is ad-
justed, at least initially, for premium differences across States.
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So, for example, what you could do is you could say in the first
year you have a cap which is adjusted fully for premium differences
across States, but over time that should phase out to recognize that
some of those premium differences are not due to cost of living dif-
ferences, they are due to inefficiencies in the way medical care is
delivered.

So in the long run you could move to a cap which varies just by
the underlying cost of living, so you could say, for example, if the
cost of living in Maine is 10 percent higher than in Mississippi, the
long-run cap would be 10 percent higher.

But if the cost of premiums in Maine is 50 percent higher, you
would start at 50 percent higher but over time, giving Maine time
to adjust, you would then eventually move down to something that
is just reflecting cost of living differences.

That is something which reflects the true cost of living dif-
ferences that drive your health care costs but which forces States
which are higher cost to take the steps towards efficiency that we
would all like as a Nation. So, that is the kind of step that I would
strongly endorse.

Senator SNOWE. I appreciate that.
Dr. Greenstein?
Dr. GREENSTEIN. I would agree that probably different regional

variations in insurance costs is probably the best way to do the ad-
justment. We have not really looked at the question Dr. Gruber
just mentioned about what you do over time. I hope it would be
possible over time to limit the adjustment to differences in cost of
living. As he suggests, I am not sure it would be possible to go that
far.

But certainly in terms of constructing the cap, I think not just
for the first year, but for the whole first period, you would want
to vary it by differences in insurance costs. And hopefully as var-
ious reforms work their way through the insurance system, one
hopes that the variations in insurance costs across regions would
themselves compress and that a cap adjustment, therefore, natu-
rally would narrow because the differences in cost, one would hope,
would narrow.

Senator SNOWE. So a time frame would obviously be important
in this, whether it be 5 years, 10 years, or something in phasing
it in of some kind.

Another question, Dr. Greenstein.
Senator HATCH. Before you move on, Senator Snowe.
Senator SNOWE. Yes?
Senator HATCH. Could I just ask a question on this precise point?
Senator SNOWE. All right.
The CHAIRMAN. Senator? Sorry?
Senator HATCH. If you would let me——
Senator SNOWE. Yes. I will yield. I have one more question after

this point.
The CHAIRMAN. All right. Why do you not go ahead?
Senator HATCH. If I could on this precise point, because I am

concerned about it. Under the Sixteenth Amendment, ‘‘The Con-
gress shall have power to lay and collect taxes or income. . . .’’

The CHAIRMAN. On this point, right, Senator?
Senator HATCH. On this point, yes.
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The CHAIRMAN. All right.
Senator HATCH. ‘‘. . . from whatever source derived, without ap-

portionment among the several States and without regard to any
census or enumeration.’’ That is the exact language.

Now, in Mr. Kleinbard’s testimony he points out that the Tax
Code does not adjust for variation in cost of living between regions,
and some types of variation may be considered unconstitutional.
Now what I would like to know is, in the view of the various folks
here, would a geographic variation on capping the exclusion based
upon the State you live in be unconstitutional?

Now, such an idea seems unprecedented but, in fact, even though
the higher cost of living in certain areas is usually accompanied by
higher wages, would such a geographical variation mean that peo-
ple in some areas of the United States would be subsidizing health
care for people who are located elsewhere in the United States?

Mr. KLEIN. If I may, Senator. Thank you so much. I have to
leave it to constitutional scholars to answer the question as to
whether or not it would violate the Constitution, but your question
and Senator Snowe’s question underscores just one of the chal-
lenges that would be involved in capping the employee exclusion.
Whether or not it is unconstitutional, I do not know, but I can tell
you it would be extraordinarily complex. The geographic variations
account for some of the differences in the cost, as does the age of
the workforce, as does the claims experience, and so on and so
forth. This walks you right back into the Section 89 experience,
which should not be underestimated.

I dug out of my filing cabinet yesterday this little button calling
for the repeal of Section 89. Some of you may remember the hun-
dreds, if not thousands, of workers and small business people and
benefits professionals who marched up to Capitol Hill when they
had to deal with this incomprehensible challenge of trying to value
this different coverage.

With all due respect to Dr. Gruber, and just in general what I
would say—I do not have the sterling qualifications of the aca-
demics on the panel who are supportive of capping the exclusion—
so I am disadvantaged by the need to sort of tell you how employ-
ers and employees will behave in practice rather than in theory.

But I must say that the notion that somehow we are in a dif-
ferent place because of COBRA than we were 20 years ago is sim-
ply wrong. It is one thing to make a rough justice approximation
of the value of the health benefit in order to know what to charge
a former employee toward the premium. It is quite another to be
fair to people in terms of the way you are reporting some taxable
benefit on their W–2 form.

Senator HATCH. Mr. Kleinbard brought it up.
Mr. KLEINBARD. Yes. If I could, I have some data that I think

is relevant to your question, and then I would like to come to the
specific problem. The first, the insight that Senator Snowe began
with of regional variations is absolutely correct. In our data we dis-
covered, in fact, that variations across regions are larger than vari-
ations across income levels. You would think that higher income
employees have much more generous plans than lower income em-
ployees.

VerDate 11-MAY-2000 11:39 Jul 02, 2009 Jkt 000000 PO 00000 Frm 00146 Fmt 6601 Sfmt 6601 48952.XXX SFIN1 PsN: SFIN1



137

In fact, the variation across income levels—at least when you go
by quartiles, which may be too rough a cut, but that is all the data
we have—shows less than a 10-percent variation between the bot-
tom quartile and the top quartile of incomes in the value of the in-
surance premiums. We see a significant larger variation when we
look at costs across regions. So the problem is there, there is no
question about it.

Then you turn to solutions, and there are two issues that you
need to think about. The first, is that the Internal Revenue Service
today does not really, frankly, care very much where you live with-
in the United States. Very little turns on whether you are a resi-
dent of Maine or you are a resident of Boston with a summer house
in Maine.

When we go to regional variations, that is going to matter a lot.
That is something that the IRS does not really police today. There
are a couple of places in terms of, where is your principal residence
or things like that, but as a general matter, the whole question of
how we will define who is in which region and how will the IRS
police that is going to be a significant issue and we should not
overlook the administrative burdens that that will put on the Inter-
nal Revenue Service.

The second question you raised is the constitutional one. The
issue is the uniformity clause of the Constitution which requires
that excises and other taxes be levied uniformly across the States.
It is my belief—although there is a good deal more research to do.
The great thing about the Constitution is you never get to the end
of the research—based on our preliminary research, we believe that
one could design regional variations that are constitutional.

It would require, however, a more sophisticated definition than
simply going State by State. For example, New York State has
some very, very high-cost areas and some relatively low-cost areas.
So we do think that you could work with the constitutional con-
straint, but it would require a more sophisticated approach, which
in turn adds further to some of the administrative burdens. But the
problem is real, as I have said. There are very substantial vari-
ations.

The CHAIRMAN. All right. Senator Grassley, you are asking on
geographic variation, correct?

Senator GRASSLEY. No.
The CHAIRMAN. Not on this subject? All right. More on geo-

graphic variation? All right. Senator Cantwell?
Senator CANTWELL. I know we are talking about geographic vari-

ation. I want to go back to Dr. Wilensky’s point about Medicare re-
form and geographic variation because before I am interested in
talking about new sources of revenue, I am interested in talking
about how we are going to make this system more cost-effective.
Washington State is one of those that you have referred to as a
high health outcome State with relatively low cost.

What I do not understand is why this Dartmouth study is not
carrying more weight in explaining the transformation that can
happen. For example, Washington State beneficiaries, per spending
average for a year, is $6,200. So for the U.S. it is $7,400, so roughly
a $1,200 difference. For New Jersey, it is $8,512. For Florida, it is
$8,462, $2,200 more per Medicare beneficiary.
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Now, why should we keep paying for that? Why should we in
Washington State keep paying for that? If the entire country went
to the general State rate that Washington had per beneficiary rate,
we would save close to $55 billion a year. So why is it that we can-
not use this study to break through that there are systems
throughout the country that are higher outcome, lower cost, and
before we spend another dime raising someone’s revenue some-
where else we had better implement those efficiencies?

The CHAIRMAN. Good question. Who wants to take it?
Dr. WILENSKY. I would like to respond.
The CHAIRMAN. All right.
Dr. WILENSKY. It actually goes to a point that Senator Hatch

made, of are we asking people in one part of the country to pay for
health care in another. Of course, in Medicare we do that all of the
time. Your State residents pay the same Medicare taxes into the
system, but as you have pointed out, Medicare pays very differently
according to the practice style and how health care is delivered in
these areas.

The differences can be a matter of three-fold, according to some
of the estimates that MedPAC and other commissions have done.
There is not an association with higher health outcomes or more
response to patient preferences in the higher spending areas. They
vary within States, as somebody just mentioned. It is not enough
to just say one State does this and another one does that. Cali-
fornia is an even bigger example. The Los Angeles area is incred-
ibly expensive, and the northern California area is much less so.

There are mechanisms you can use to try to drive spending down
in the high-cost areas that have little health value. It would re-
quire arming CMS with very different tools in terms of how they
reimburse clinicians and institutions rather than paying the same
amount with only an adjustment for cost of living.

It will be, if not to CMS, delegating to some other group a lot
more authority in terms of how you set up reimbursement systems.
I believe it will be very difficult, no matter what tax increases you
use, to sustain health care spending and improve the value unless
you take on these broader issues.

The CHAIRMAN. Dr. Baicker?
Dr. BAICKER. Thank you. This highlights, I think, the importance

of thinking beyond just the insurance structure. I have done some
research in the area that you are discussing and the variation that
you see is among the people who are all on Medicare fee-for-service,
so it is not that people have different types of insurance paying for
their care. In fact, in the parts of the country where we spend the
most on Medicare beneficiaries, they are the least likely to get
high-quality, low-intensity interventions like diabetic eye exams,
flu shots, mammograms.

That kind of care may fall through the cracks when people are
seeing a lot of specialists and not seeing a lot of general practi-
tioners, and when there is not an integrated infrastructure of infor-
mation so no one is saying to the patient, ‘‘gee, it is time for your
flu shot,’’ in between all the specialist visits.

We would like to find a way to promote that low-intensity but
high-value care by reforming the payment system such that pro-
viders are reimbursed for providing high-quality care, not just more
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care—where there is an opportunity to do higher value interven-
tions, providers are reimbursed for phone calls and for answering
e-mails, where coordination of care is encouraged, not just through
doctors’ office visits, but through hospitals and through episodes of
care.

Managing a disease like diabetes or hypertension requires coordi-
nation across a wide array of providers, and right now we are just
reimbursing more for more care and that seems to drive that rela-
tionship between higher spending and lower quality care, even in
a program where everybody has the same insurance product.

The CHAIRMAN. This is a very important subject. This Dartmouth
study has been referred to many, many times by many, many peo-
ple. CBO did an analysis of it and concluded that there would be
a 29 percent savings, $700 billion, roughly.

So I have a couple of questions about it. First, is there any rea-
sonable justification for geographic variation? I mean, I am assum-
ing the Dartmouth study adjusted for lots of different factors to try
to get a true sense of the disparity in health care spending versus
outcomes.

But my first question is, what justification is there for it? Second,
what is the cause? What is the main cause of geographic variation?
I think you, Dr. Baicker, started to touch on some of the causes.
Third, what are some of the better solutions to attack it? My as-
sumption is that some of the delivery system reforms contained in
the white paper will help get at that problem, with health IT, com-
parative effectiveness, and reimbursement based on quality, and so
on and so forth. So I would like just a little discussion on, is there
any justification for it? Because it is sure talked about a lot. Sec-
ond, what are the main causes? Third, what do we do about it?

Dr. Wilensky?
Dr. WILENSKY. This year’s report particularly highlights how the

variations can impact spending. There is a chapter that looks at
the treatment of chronic disease, and also end-of-life care. It com-
pares the Los Angeles area and northern California, Sutter, Inter-
mountain Healthcare, and the Mayo Clinic, and indicates that
there are some parts of the country, like the Los Angeles area, that
even their lower spending areas are way more than other parts
that are not very far geographically. We call it practice style dif-
ferences.

There is discussion about how you begin to drive change so that
the more aggressive interventionists change some of their behavior.
It takes a lot of different activities—financial, but also having good
data, that the outcomes, in fact, are not improved. The first re-
sponse, according to other earlier work that Wenburg and others
at Dartmouth have done, is that physicians will say, I am different,
my patients are different. My patients are sicker, I am having bet-
ter outcomes.

It is only if you can have good data to show that the patients are
not different, that you do not get better outcomes, that you can
begin to try and drive change, in addition, having it backed up by
financial rewards to those who have good clinical outcomes and
practice conservatively.

Very different end-of-life care in terms of how medicalized the
last 6 months of life are. Within small areas, it means that it will
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require more than just crudely taking a State or multiple States
and labeling them ‘‘high spending,’’ and that is why I have used the
California area—you all have talked about this because you come
from States that tend to be quite low-spending.

The CHAIRMAN. Right.
Dr. WILENSKY. And have been appropriately frustrated that you

do not see this recognized in a payment.
The CHAIRMAN. Right.
Dr. WILENSKY. But it will mean redefining how we reimburse

under Medicare if you want to capture those savings and reward
the kind of behavior you want to see.

The CHAIRMAN. All right.
Mr. Sheils?
Mr. SHEILS. Thank you. We have looked into this and have done

some research on it. We first got involved in it when we were look-
ing at the question of establishing a comparative effectiveness in-
stitute. The question we were faced with was, well, how effective
will it be to generate new guidelines? One of the things we found
in the literature reviews is that physician adherence to guidelines,
medical practice guidelines, evidence-based medicine, is actually
quite low. Only about 55 percent of physicians are found to be ad-
hering to the guidelines that apply.

The CHAIRMAN. And why is that?
Mr. SHEILS. Studies have tried to look at that. Some of it is that

they do not know about the guideline. That is number one. Number
two, they may not agree with the guideline. They may feel that it
is wrong. The third, it is always very politely put, but it is difficult,
with a guideline, to alter the practice of medicine with a physician.
What they found is that things like publishing the guidelines do
not really make much difference. They found that doing, what do
they call these? Conferences and so on, presenting papers, does not
do very much.

The one thing they found was really effective was, as Dr.
Wilensky was saying, is when they did profiling to find physicians
who seemed to be operating out of bounds and then went in, with
a physician, to educate that physician with what is known about
it. That was shown to change medical practice. The study we
looked at, though, showed that the cost of doing that is about
$7,200 per physician, so this is a costly item.

I think the conclusion we came to, and I think CBO sort of is
here on this as well, is that generating the information is nec-
essary, but not sufficient, to fix the problem of variation in medical
practice. We need changes in incentives that accompany that, and
there might have to be some fairly stiff incentives like paying phy-
sicians less for doing care that is not indicated under the guide-
lines. Without incentives, we probably are not going to get very far
with it.

The CHAIRMAN. Mr. Klein?
Mr. KLEIN. Yes. I could not agree more. In answer to your ques-

tion, why does this occur, it is because we have a misalignment
here between outcomes and what we pay. Health care may be the
only product or service provided in this country where, as a matter
of routine, we pay as much, if not more, for poor quality as we do
for good quality. So in terms of your initial question about——
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The CHAIRMAN. Because we reimburse on basic quantity.
Mr. KLEIN. That is one big part of it, and without regard some-

times to quality whatsoever. I think what you outlined in your
white paper are precisely the kind of measures that need to be
taken to address this. I just would sort of add the point as well,
very briefly, that comparative effectiveness is an area that deserves
more attention and it is absolutely essential that these kinds of
changes be part of the overall reform effort.

The CHAIRMAN. All right.
Dr. Altman?
Dr. ALTMAN. Yes. One of the things I want to support Senator

Cantwell on. One of the major differences that goes on in the State
of Washington, the State of Oregon, in Minneapolis, is the orga-
nized delivery system, the integrated delivery systems you have
there. So I would totally support what I have heard before. In that
white paper you are moving towards those integrated delivery sys-
tems, and I would support my colleagues. But it is how the system
is organized, and we have big differences. Those three States that
I would focus on, Washington, Oregon, Minneapolis, and parts of
even Massachusetts, are where integrated delivery systems are
playing out.

So I would support what others have said. We need to change the
incentives. We need to move away from fee-for-service towards in-
tegrated bundled payments and we need to sort of penalize those
institutions and providers that continue to practice low-quality,
high-volume care. You can say, fine, if you are going to continue
to practice that way we do not have to pay you the same rates. So
what Senator Cantwell was saying is absolutely correct.

The CHAIRMAN. All right.
Senator Lincoln?
Senator LINCOLN. Thank you, Mr. Chairman. I just wanted to go

back a little bit to the geographic variation, in that cap. I think it
is correct that where wages adjust in regions to account for vari-
ations, that when cost of living is higher, pay is higher also, usu-
ally, in those areas, appropriately, in some ways to compensate the
workers. But I guess what I would like to kind of add onto—I can-
not remember which one of you all made the comment, but the
variances in health care costs across regions exist for a number of
reasons, not just higher costs.

I know, Mr. Kleinbard, you had some of that in your testimony.
But is it possible that some of those regional variances result from
behavior in practice, as you have mentioned, that could and should
be corrected? That is something that we obviously have to look at.
Are we rewarding certain regions for less efficient or more expen-
sive health care? Is that a part of the conversation?

To Mr. Kleinbard, I would ask you, do we adjust anywhere else
in the Tax Code for geographical variances?

Mr. KLEINBARD. I can address that last part of your question;
with respect to practice issues, I would defer to the health econo-
mists. Essentially, we do not in the Tax Code. We do make dif-
ferentiations, of course, on the Medicare spending side, but in the
Tax Code we essentially do not make any kind of regional vari-
ations. The nearest thing you can see to that would be, for exam-
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ple, some of the special benefits for the Gulf Opportunity Zone or
something like that. But as a general matter, no.

Dr. BURMAN. But actually there are some. Low-income housing
credit allocations vary by State. The sales tax deduction varies by
State.

Mr. KLEINBARD. No, the consequences vary by State, Len, I agree
with that.

Dr. BURMAN. No. But they are actually designed to vary by State
in those cases.

Mr. KLEINBARD. No. The sales tax——
Dr. BURMAN. The sales tax deduction, the tables vary by State.

Low-income housing credit allocations are based on population. I do
not think there is any reason why, if you had an objective measure
to define differences in costs across States, that you could not—and
I think you said this in your answer before. For example, the ideal
thing would be if you could design an efficient health insurance
plan and figure out what costs would be in each State and tie a
cap to that, that would be the ideal cap. A second-best measure
might be to take something like the lowest-cost plans in the Fed-
eral Employees Health Benefit Program, which vary across States,
and you could tie the cap to that. So I do not think there would
be a problem with that kind——

Mr. KLEINBARD. As I said before, I do not disagree, Len, with the
ultimate constitutional question. I do think it is fair to say that we
do not, in fact, as a general matter, impose different tax rates
based on cost of living. If in fact you have higher income in a State
or region that has a higher cost of living, you are paying at a high-
er marginal rate. We do not give a special adjustment to keep you
at the same rate as you would have been had only you been earn-
ing less in a lower-cost region. That is my point.

Dr. BAICKER. But your question also is predicated on the distinc-
tion between differences between States that we want to take into
account and differences between States that we do not want to take
into account. Some of those differences are because medicine is
practiced in some areas in a much less efficient way, and do we
want to continue to subsidize that through the Tax Code by saying
the more inefficient you are practicing medicine here the higher the
tax benefit your residents will get? I think those are the kind of
distinctions we would like the Tax Code to smooth out over time.

The question then is, in the first year that you implement this,
do you want to penalize the people who are living in those high-
cost areas by having them take a much bigger hit in year one? I
would agree with Jon Gruber that you want to smooth it out a lit-
tle bit over time, especially because contracts have been negotiated
and because people do not have control over this, especially in the
short run. But in the long run, I do not think the Tax Code should
be promoting wildly different bundles of health care in different
parts of the country.

Senator LINCOLN. But if your cost of living is so much lower be-
cause you live in a poorer area, but all of a sudden you are going
to be carrying a heavier part of that burden, because there are
other areas where the cost of living is higher for whatever reason,
those people in those States are compensated normally by a higher
income. So, I mean, my concern is, because I come from a State
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that has disproportionately low-income people, but I also have
lower-cost plans, if in fact they are going to share a greater burden
of covering those States that have higher-cost plans because they
have a higher cost of living in those areas. I am already in the
tank.

Dr. BAICKER. And that seems like a much bigger tax policy ques-
tion that, in a way, is not specific to health care. There are a few
provisions in the Tax Code that seem to take into account dif-
ferences in cost of living, but by and large the Tax Code does not
adjust for the fact that some parts of the country are just more ex-
pensive to live in, whether or not wages keep up commensurately.
That is going to be true of health care as well.

So whether you want to just take the cost of living component
into account seems like a broad tax policy question.The excess costs
above and beyond the cost of living that are driven by differences
in the quantity and quality of health services consumed, those are
the differences in costs that I think we would want to stop sub-
sidizing over time.

Dr. ALTMAN. Do you need to use the Tax Code? What I think
many of us are saying, is you do not need to use the Tax Code. As
a matter of fact, what you need to do is change the way Medicare
pays for these providers and you can make a major change on that
without getting into the tax issues. That is where the dollars will
flow directly back into the Federal Government.

Senator LINCOLN. I think that is a good point, but I think it is
going to take both.

Dr. BURMAN. But again, if you had a cap that varied by region
and you used the money you raised from that to cover low-income
people, the people in Arkansas might well be better off. I mean, the
current subsidies really provide next to nothing for low-income peo-
ple, no matter how much you are paying for health insurance.

The CHAIRMAN. All right. Senator Grassley?
Senator GRASSLEY. Yes. Dr. Baicker, on this issue, we have been

talking about regional variations. Do you think a flat national cap
would achieve the downward pressure on insurance that you dis-
cussed?

Dr. BAICKER. Yes. I think if we were to reform the current tax
treatment in a way that did not provide a subsidy for more and
more expensive plans, that would exert a downward pressure on
the cost of insurance and the cost of care more broadly, but would
also encourage the kind of value-based insurance that was talked
about before where you would want people to see out insurance
policies that delivered the highest value care for each dollar of pre-
mium they were paying. That incentive is dulled right now by a
system that subsidizes more and more and more insurance regard-
less of the marginal improvement in health it produces.

Now, how you can do that in a way that does not involve a poten-
tial degeneration of risk pooling in the employer market would be
through a complementary policy I would not want to just reform
the tax treatment alone. I would also want to provide an alter-
native mechanism for risk pooling, such as risk adjusted payments
between insurers or risk adjusted vouchers for health insurance,
where higher-cost enrollees generated more revenues for insurers
so they would not seek to avoid high-cost enrollees, but the enroll-
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ees themselves would not have to bear that cost. There would be
a social insurance component like the one that we are currently de-
livering in a really inefficient way through the employer system.

We could, rather, deliver that social insurance component
through an alternative mechanism that would create an incentive
for insurers to seek out high-cost enrollees and provide them with
higher-value care. For example, you could have insurance compa-
nies that specialized in diabetes disease management—rather than
trying to shed their diabetic enrollees—because they were paid
enough to make it worthwhile to insure them. They would strike
to provide the most efficient, coordinated diabetic care available,
and people would seek out that plan if there were appropriate in-
centives for them to get high-value care. We do not have right now.

Senator GRASSLEY. Thank you.
The CHAIRMAN. Senator Bingaman?
Senator BINGAMAN. Let me just go back to what I believe Dr. Alt-

man said, just to clarify in my own mind. You are saying the most
direct way for us to deal with some of these geographic disparities
and to essentially reward lower cost, more efficient delivery of care,
is to do it through the Medicare system and instead of doing a reg-
ular across-the-board reduction in Medicare benefits, adjust those
reductions to reflect the geographic differences that currently exist,
and do that over a period of time.

Is that what you were saying?
Dr. ALTMAN. That is what I was saying. I think trying to get at

it by putting a cap—I would support some form of a cap on the em-
ployer exclusion, but to make it the major item and to sort of push
down hard on it beyond a certain point so that we could turn
things around, I think is the wrong way to go. The better way to
do it is to go into the payment system, to reward the value-based
payments, to move towards an integrated delivery system, and to
sort of penalize those that continue to practice fee-for-service high-
cost, low-value care. You can make it out much faster.

Senator BINGAMAN. All right. Dr. Antos?
Dr. ANTOS. Stuart’s suggestion is really a top-down kind of an

approach, and certainly we should move in many of those direc-
tions. But we should also not forget that people still make decisions
about health insurance based largely on what they think they are
paying for health insurance. Apparently the latest surveys suggest
that they think they are paying $100 a month. So we do have to
deal with the tax treatment of health insurance.

There is a way to smooth that transition that has not been sug-
gested, although many suggestions have been very valid and, I
think, worth working on. That is, why not give people a choice?
Why not let people choose between a capped tax exclusion and a
tax credit? With a tax credit you do not run into all of the problems
that may exist with legal issues and you can risk adjust it in terms
of both the person’s income, the person’s health status, and the
overall cost of health care in that area, applying some pressure
where it seems overly expensive. But if you give people that choice,
they will make the right choice and it will not necessarily drive
people out of employer coverage. They can stay if they want, they
can use their tax credit where they want.
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Mr. SHEA. Senator, can I comment on this from a different per-
spective? The point has been well made how complex trying to pro-
vide equity within the tax system is if you were to go this route.
But there is no question that we could improve the practice of med-
icine. The Institute of Medicine number is, 30 percent or two of our
$2.5 trillion a year is for care that does not really help people.

The beauty of what you have done in your options report the
other week about delivery system reform, is you are in tune with
what is going on in the health professions and the health field.
This has been a long time coming, but people believe that we can
do a lot better. We have learned that there are ways to do this.
People—physicians, for instance—have become much more com-
fortable with this.

I would just suggest to you, going way back to Senator Cornyn’s
question, there was real significance in yesterday’s announcement.
I understand we ought to take it with a few grains of salt, and
really what you need is to get this stuff in scorable numbers. But
the significance, I would submit to you, is that the trade associa-
tions, which are not necessarily thought leaders but really rep-
resent everybody, they are comfortable enough with the idea of big
system change because their constituents are ready for that.

I think that is the lesson of the work that has been done over
the last 10 years among consumers, purchasers, physician groups,
hospitals, and insurers, and goes on today. It is a very, very vig-
orous and robust enterprise. I think that is the right moment here.
It is not nearly as explosive as taxation, believe me.

Senator BINGAMAN. Could I ask a follow-up question, Mr. Chair-
man? Let me just ask—yesterday’s announcement, I applaud that.
But my understanding is that much of the increase in the cost of
health care is related to technology improvement. It seems to me
if that is the case, then it makes it all the more important that if
we are going to reduce the growth in health care costs, that we
pursue this comparative effectiveness effort. There is no other way
we are going to make the kinds of savings that were talked about
yesterday or today that the President was championing. We are not
going to make them real unless we really get serious about com-
parative effectiveness. Is that right or wrong?

Mr. SHEA. I think that is absolutely right, Senator. I think,
again, the professions are ready for this. There are some outliers.
People have to be assured that it is going to be done fairly, but I
think people are ready for this. I would suggest to you also that,
looking forward, we have to go way beyond comparative effective-
ness because, as you mentioned technology, we have a system that
has developed a model of competition among providers that is
based on more, and more, and more technology. The new heart in-
stitute across town begets another heart institute on the other side
of town. This is what competition is among providers. It is dysfunc-
tional in the extreme. So we have to go beyond that comparative
effectiveness, but that is one of the first places to start because I
think people are ready for it.

The CHAIRMAN. Mr. Wojcik?
Mr. WOJCIK. Yes. Thank you. One of the things that the business

community does is look at the pipeline of the new medical tech-
nologies, medical interventions that are coming down the road, and
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that is one of the reasons why, for the past decade and longer, the
business community has been very concerned. Because we are see-
ing what is coming down the road in the next few years in terms
of the cost of new medical interventions being applied to common
conditions, chronic conditions, cardiovascular disease, diabetes,
asthma, many of these which are becoming more and more preva-
lent.

So we definitely need a strong, vigorous comparative effective-
ness effort and more evidence-based medicine, more focus on pri-
mary care, more value in the Medicare system and other payment
systems for evaluation and management, care coordination, and the
hand-offs between hospital care and other settings.

If I can talk a little bit about the tax exclusion. My observation,
in listening to the discussion about the geographic adjustments
that would have to be made if we capped the tax exclusion, that
has major implications for the employer system because right now,
especially if it is an employer that is in multiple States, we pride
ourselves on having the same benefit for the same employees no
matter where they live, and we would have to deal.

That would be another administrative complexity that self-in-
sured employer plans would have to deal with. Especially, the more
States or the more regions you have people in, you are going to
have to be making all these adjustments and raising all these eq-
uity issues, people doing the same job for the same pay, some of
whom will be taxed, depending on where they live, on their health
benefits, others who will not. So, I just want to make that point,
that it is a major complication for the self-insured employer system
as well.

The CHAIRMAN. One thing that has always struck me is the testi-
mony of Uwe Reinhart, whom all of us know of, not in this room
but in this committee, which pointed out that even in the State of
New Jersey, if I recall correctly, he looked at the end-of-life costs
in the last 6 months at three different hospitals in New Jersey and
found a variation of three-fold. I think one hospital spent three
times what another hospital spent in his own State, New Jersey.

So he called them up and asked them, hey, what is going on
here? Why are you spending three times more than the other hos-
pital? Answer? That is just the way we do it, just practice patterns
and so forth. My guess is that that explains a lot of the disparity
around the country: that is just the way we do it here. For what-
ever reason, that is just the way we do it.

So we are trying to get at that, with all of the things we are talk-
ing about here with delivery system reform, health IT, comparative
effectiveness, value-based purchasing, and more emphasis on pri-
mary care doctors, and so forth, trying to bend the stovepipe so
there is more collaboration and bundling, and some integrated care
and things like that. But I am just astounded at the variation in
the country based on practice patterns, which to me indicates that
it must explain a lot of the waste that occurs in the current system.

Dr. ALTMAN. You know, Senator, I think the single biggest dif-
ference between the United States and other countries is in just
what you just said. When you just look at the high cost of dying
in this country—and of course it is geographically different—and
you just looked at that, and we have looked at it and compared it
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to Canada, England, and places like that; that is where the big dif-
ferences in our spending patterns are. It has to do with the orga-
nized way we deliver care.

The CHAIRMAN. Right. Now, this is a question that many of us
have thought about, and Senator Wyden sometimes raises this very
question. It is delicate, it is sensitive, but it is important. I would
like any of the panelists to address what this country might do
about the high cost of end-of-life care. Dr. Wilensky, you raised
your hand first, so you are getting called on first.

Dr. WILENSKY. We should not fool ourselves that this is going to
help as much as it might sound. I say that because the percentage
of Medicare dollars spent on individuals during their last 12
months of life has been pretty constant over the last several dec-
ades. About 28 percent of the Medicare dollars are spent in the last
12 months.

Now, that is not to say that there are not strategies that can be
used to try to encourage care that meets what the family and the
individual wants, that reduces some of the medicalization. I men-
tioned this year’s Dartmouth Atlas showed a three-fold difference
in the last 6 months of life between spending in Los Angeles hos-
pitals, northern California, Intermountain, and Mayo. That, along
with the other variations, is very important.

The Congress has tried to encourage advanced directives that
people say how they want to be treated. That is important. Making
hospice more available, shared decision-making, where there is
more discussion between the families and the physicians is very
important, making sure these benefits are available. But when you
look at it within the whole context, these variations occur all across
the life scale in all kinds of health care, only some of which is re-
lated to the last 6 months.

The CHAIRMAN. All right. Any other points on the last 6 months?
Dr. ALTMAN. Yes. First, Gail’s comment about the same percent-

age really sort of hides what has really happened. Remember, our
population is aging. At the very, very elderly, the costs go down,
so that percentage should be falling and it is not. Second, the cost
of care is growing by so much, so the same percentage is worth a
lot more.

So let us go back to the issue of comparative effectiveness, which
we are supporting. That is where that can have a big impact. It is
not only there, but that is where the waste is. That is where people
are using technologies that really either do not work at all or keep
people alive for very limited and very high costs.

Hospice is one option, but we do need to take account of the cost/
benefit of some of the things we do, and either we can do it directly
or we can do it by bundling payments and let the delivery system
deal with it. So it is a combination of the delivery system dealing
with it and/or you providing more information for people to make
the right decisions, both for themselves and for the care.

The CHAIRMAN. Before I go to Senator Carper, does anybody else
want to reply?

Mr. KLEIN. Yes, Mr. Chairman.
The CHAIRMAN. Mr. Klein?
Mr. KLEIN. Thank you. You will not hear me saying this often,

but this is one area that I think does call out for Congress to com-
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mission a study. I honestly think that the realm within which the
questions are raised here are in the realm of ethics and faith and
other factors that are outside the province of tax policy and health
policy.

In order to ensure that we do have patients and caregivers and
health care providers better informed about the different options,
that is just going to take more time than would be able to be done
as part of the very important health care reform initiative that you
are under.

But how that links into the technology issue is what sort of gave
rise to this. I just have to put in a plug on behalf of technology,
since the number of people have identified it here as a reason for
increased costs, particularly at the end of life.

Technology can be our friend. I think what you have called for
in your white paper in terms of promoting health information tech-
nology is the perfect example of that, and I think we only need to
look, for example, I will say in closing, at the experience following
Hurricane Katrina, where literally overnight hundreds of thou-
sands of people were separated by hundreds of miles from their
medical records that were on paper, that were either inaccessible
or destroyed.

All these people knew was, gee, in the morning I take a pink pill
and in the afternoon I take a yellow pill. If this kind of information
were available digitally we would not have that. The health care
sector lags seriously behind almost every other industry in this
country in terms of its adoption of health care information tech-
nology.

The CHAIRMAN. Senator Carper?
Senator CARPER. Just as a segue, the folks that happen to be vet-

erans and those in that part of the country during Katrina who
were hospitalized in VA hospitals or in VA nursing homes who
were moved out of harm’s way to other facilities inland, when they
arrived in those new VA facilities the people receiving them knew
what medications they were taking, they knew what their medical
conditions were, they knew about their lab tests or MRIs, and pro-
vided excellent care.

I have a son that goes to MIT, who is a lot smarter than his dad,
and he is on this triathlon team there. He was out there riding his
bike just before Christmas and he wiped out on some black ice out-
side of town and really screwed up his hand pretty good. He went
to the doctor’s office—actually, the hospital there—and had X-rays
and so forth. He came home for Christmas a couple of days later
and we took him to a hand specialist there.

He went out and worked in San Diego for the month of January
and he visited another hand specialist out there. He went to all
three of them. Every one of them never talked to the other two
physicians. They all took their own X-rays and there was just no
way to really figure out what kind of care he had gotten and see
if there are any conclusions. There was just no communication.

That sort of thing goes on all the time, I think. It goes on all the
time. I was not planning on getting into health information tech-
nology. In Delaware we have been standing up something called
the Delaware Health Information Network. We have been working
on it for a number of years, starting when I was Governor. The
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idea is to link our hospitals, our doctors’ offices, medical labs, and
so forth, and to use some of this stimulus money to really
incentivize doctors’ offices, especially the smaller offices, to move
toward medical electronic health care records. I think we are get-
ting a pretty good uptake on this sort of thing.

Do you all have any specific advice for us as it pertains to effec-
tively using stimulus money? There is $19 billion that has been set
aside for harnessing information technology. But I would welcome
your thoughts as to how we might spend that money effective. Dr.
Wilensky?

The CHAIRMAN. Dr. Wilensky?
Dr. WILENSKY. The VA has been able to demonstrate how impor-

tant it is to be able to at least pull up records and read what is
there. During Katrina, that was a clear example. One of the issues,
as you are going forward—there are really two areas that States
that are trying to promote health IT need to focus on, as we do in
this country. One is interoperability, but the second is standards
and terms that are used within the medical records themselves.
The VA and the DoD represent our two most advanced areas of
electronic medical records, but they have been struggling mightily
for the last decade and a half to learn how to talk to each other.

Senator CARPER. I understand they are under orders right now
from Bob Gates to work on that.

Dr. WILENSKY. They have been under orders from many——
Senator CARPER. I think this time it is for real.
Dr. WILENSKY [continuing]. From the Congress for basically the

last two decades. But trying to make sure before you start, or while
you are early, that there is an agreement both about interoper-
ability—but we have talked about comparative effectiveness, and if
we are going to make use of the natural variation that occurs in
how care is provided—maybe more than we would like but that is
occurring—and to try to see the clinical outcomes that occur with
that natural variation. It means that not only do you need to be
able to look at the record so you do not repeat the test, but re-
searchers need to be able to do a deep dive into the record to be
able to see if you treat cardiac disease differently with angioplasty,
or with bypass surgery, or medically, and you stage the illness, are
you having different clinical outcomes? Getting that kind of deci-
sion-making early rather than after you have already invested bil-
lions of dollars will be very important and it will be much harder
to fix it after the fact.

Senator CARPER. All right. Yes, sir?
Dr. ANTOS. This also drives home the point that there has to be

a business case for the use of health IT and for doctors and hos-
pitals to cooperate with each other. Outside of certain kinds of
health systems such as Kaiser Permanente, which clearly there is
a business reason because the doctors are generally employees, in
most of health care in America it is a fee-for-service, atomistic kind
of a system. There are, in fact, strong business reasons to not co-
operate.

Hospitals do not want to lose—not so much the patients, they do
not want to lose the admitting physicians. If it is too easy to move
patient records from one hospital to another, from one insurer to
another, it is too easy to lose market share. So, that is a big, big
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problem. There has to be a business reason. Medicare is providing
a little bit of a business reason by imposing a penalty if unspecified
standards are not met in a few years, but that is not a positive in-
centive, that is a negative incentive.

Senator CARPER. I just have one other issue. I do not know if
anybody has talked at all about health savings accounts. I think
they are being used in a couple of other countries, along with our
own. Among the things I found attractive about the health savings
accounts is that they had the potential for reigning in the growth
of health care costs and they encouraged individuals to make better
health-related choices. Are they the end all, be all? Not at all. But
as we look at the context of health care reform overall, what place
is there, or what can we learn from health savings accounts going
forward? Yes, sir? Dr. Gruber?

Dr. GRUBER. First of all, I am glad your son chose wisely for col-
lege and I am very impressed. I have trouble enough walking on
that black ice. I am impressed he was out biking.

Senator CARPER. I was a junior at Ohio State before I could spell
MIT. [Laughter.]

Dr. GRUBER. I think it is very important to separate the concept
of a high deductible health plan from a health savings account. I
think that as we as a Nation move towards a more rationalized
health care system, part of that which we have not really talked
about today, is going to be putting more of a burden on patients
to make cost-conscience decisions about their health care and high-
deductible health plans can play a role in that. That does not mean
that we should have a large, regressive tax subsidy attached to
them to promote them.

The right way to promote high-deductible health accounts is ex-
actly by saying the U.S. Government will not subsidize excessively
generous insurance. They will subsidize a general level of insur-
ance, and that is a level which can be readily met by things like
high-deductible plans. But to in some sense say, all right, to make
you get a high-deductible plan we are now going to give you an
extra tax break, that is what I call two wrongs trying to make a
right. It does not work that way. If we want to promote high-de-
ductible health plans, the right way to do it is to stop the subsidies
we give that cause people to get excessively generous insurance
rather than to try to bribe them with a highly regressive tax break
to get those high-deductible plans.

The CHAIRMAN. Do you agree with that, Dr. Greenstein?
Dr. GREENSTEIN. Excuse me?
The CHAIRMAN. Do you agree? Because this subject is going to

come up quite a bit, HSAs.
Dr. GREENSTEIN. I very much agree with what Dr. Gruber just

said. There actually are aspects of HSAs that promote unnecessary
and excessive health care spending. A couple of examples. First,
HSAs can be spent on a very broad array of health expenses, all
sorts of things that are not covered by a health insurance plan.

Now, there is more justification for that at the present time, but
if you have a reformed health care system where you have some
kind of creditable minimum benefit standard, maybe that an ex-
change sets, or some other body sets, then the notion that you are
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going to allow all sorts of tax deductibility into an account for all
kinds of additional health insurance, health spending is a concern.

There is a second issue, which was when health savings accounts
were first enacted in 2003 there was a rule that the amount that
an individual could put in an account in any year was limited by
the lower of some very high amount or the deductible for your
high-deductible plan.

In 2005 or 2006, the law was changed in, I think, a very unwise
way, so that now you can put an amount in up to the maximum
amount specified in law, even if that is way over your deductible.
So for a family plan, family coverage, a deductible plan of $2,300
qualifies you to use an HSA, but you are allowed to put in, on a
tax-deductible basis, $5,950. Well, the extra $3,650 is a huge tax
shelter.

So I would recommend, first, that you go back to not having an
amount be able to be put in on a tax-deductible basis that exceeds
the deductible for the plan. Second, I really think you need to deal
with the fact that one aspect of HSAs has nothing to do with
health, it is really to provide a tax shelter for high-income people
in retirement and to evade the limits on IRAs you have put in, be-
cause in retirement you can withdraw money for health, you can
withdraw it for non-health expenses—if it is non-health it is tax-
able—and there are no income limits at all on it. So when you put
all these features together you have created an incentive for high-
income people to use HSAs as one hell of a tax shelter.

The CHAIRMAN. Senator Wyden? I am sorry, there are Senators
seeking recognition, too. Senator Wyden?

Senator WYDEN. Thank you very much, Mr. Chairman. Let me
also say, I really appreciate what you are doing on regional dispari-
ties and end-of-life care. I am looking forward to working with you
on it.

On this question of choice, and I think Gerry Shea touched on
it, and now we are on the HSA issue, it is very clear to me that
with 85 percent of those lucky enough to have health coverage but
not getting any choice among plans, that it is going to be critical
to reform to give people choices, in effect, with a menu like mem-
bers of Congress have.

So Mr. Sheils, the question for you is, is it not true that it is a
vital cost containment tool that people have a range of choices with
at least a standardized minimum package so that insurers and oth-
ers have to compete for their business and people get rewarded for
smart selection?

Mr. SHEILS. Yes. It really would be pointless to create new incen-
tives for people to go into lower-cost plans if they do not have that
option available to them, if it is not available to them at work. Lots
of people, you might be surprised—myself included—do not have
access to an HMO at work. If we are interested in maybe making
a step in that direction for purposes of controlling costs, those op-
tions, those lower-cost options—HSAs, for example, as well, have to
be available to people.

How do you do that when you are dealing with, say, small
groups, for example? I have always thought it would be interesting
to create the exchanges, as Senator Wyden proposed, and similar
to what they have in Massachusetts. Also, I have toyed with the
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idea of perhaps asking insurance agents and brokers to present a
multiple offering to each employer where there is a choice of health
plans. Perhaps that is a way of getting choice to these people. But
it would really be, in many cases, fruitless to improve increased in-
centives to be cost-conscious if people do not have that option to
jump to in response to the incentive.

The CHAIRMAN. Would you modify ERISA plans? Companies who
are self-insured who provide insurance for their employees, but
they are self-insured. Would you delve into that arena and require
more choice for the employees?

Mr. SHEILS. Well, I think that requiring—let me put it this way.
Many health reform proposals originate in the notion that we have
to give choice to people and we have to present them with financial
incentives that will get them to make those choices. If we are not
going to put everybody in a system where there are exchanges and
so on that everybody must go through, we have to look for a second
best.

I would think that even self-funded plans have the potential to
benefit here on a cost basis providing a range of options to their
workers. So the struggle is, particularly if you change the tax in-
centive, the question is, how are we going to make sure that people
have options available to them? With an exchange that is an option
to the employer, some people would be——

The CHAIRMAN. Would you require the self-insured to participate
in the exchange? That is my question.

Mr. SHEILS. Yes.
The CHAIRMAN. You would?
Mr. SHEILS. I think that one could provide a range of options

without having to forfeit the self-funded status, for some of the
large employers.

The CHAIRMAN. Senator Stabenow, I think you are next.
Senator STABENOW. Thank you, Mr. Chairman, very much for an-

other very thoughtful discussion.
I need to ask, I guess, a fundamental question, particularly of

our business representatives, and with Mr. Shea as well, just to
have it out on the record. I have been involved for about 30 years,
I hate to say, in health care policy. I started when I was 5 years
old. [Laughter.]

Senator SCHUMER. When you went to the doctor.
Senator STABENOW. Yes. Yes. For years now, particularly coming

from a State with a large number of large employers providing
quality health care, we have talked about losing jobs to inter-
national competitiveness issues because health care is on the back
of business. For years I have said we have got to get health care
costs off the back of business to be more competitive internation-
ally.

As we come to this very important discussion now, we are now
hearing from business that is not what is desired. I mean, there
are multiple options, from a Medicare kind of system, to taking the
employer tax treatment, giving it totally to the employee and ad-
dressing issues of choice and so on. But we are now hearing that
employers want to be in the business of health care.

I have heard the discussion around that, but for the record, I
think, with all of you here, distinguished individuals here, I would
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like to have a discussion, or at least comments, regarding the fact
that even in light of the international competitiveness issues, it is
a desire to build on the employer-based system rather than to
choose a different direction.

Mr. WOJCIK. If I could start, if I may. The employer-based sys-
tem, as you well know, has many merits and provides many advan-
tages to merit the tax treatment. Employer-based plans achieve
economies of scale so they can provide health care coverage at a
lower transaction cost level and lower administrative cost level to
more and more employees.

Senator Stabenow, you had mentioned earlier the concern about
the older employees. Employer-based plans cross-subsidize coverage
so that the younger and the healthier employees, as you know, sub-
sidize the sicker and the older workers. Also, employer plans, de-
pending on how large they are in the health care markets where
they have employees, can leverage that purchasing power on behalf
of employees to provide lower health care costs and many quality
improvements and innovations, and they have the power to do that
for their employees. If employers have the resources, they want to
provide health benefits to employees. There are lots of, obviously,
health benefits to the employees, productivity benefits, and other
reasons for employers offering coverage.

Mr. KLEIN. If I may, Senator, an excellent question. But I
think—I know—that the vast majority of employers, certainly
major multi-state employers, do not want to abdicate their role in
the delivery of health care coverage. We do want the kinds of re-
forms that have been talked about this morning and this afternoon
around ensuring a better alignment of cost and quality and the
other ideas that have been put forward. But we believe that it is
critically important, both from the employer and from the employ-
ees’ perspective, that we build upon the employer-sponsored sys-
tem.

The employer-sponsored system allows large, multi-state employ-
ers like my own members to ensure that they are providing bene-
fits equitably to their workforce wherever they may live or work.
And we should not gloss over the fact that we have talked a lot
about the problems that still exist in the health care system. But
where there have been improvements in innovations, those have
largely been driven by strong employer engagement. I do not think
as a Nation we want to lose that.

Senator STABENOW. Excuse me. I am sorry. Did someone else——
Dr. BURMAN. Can I make just one comment?
The CHAIRMAN. One of the two of you.
Senator STABENOW. I just want to make sure we hear from our

employee end as well.
Dr. BURMAN. It is no surprise that large employers like the cur-

rent system because they can provide health insurance relatively
cheaply. Small employers may have to pay twice as much for the
same health coverage. Because of the way we tax this, basically
they can provide a large share of compensation in tax-free form,
where small employers who cannot afford to offer health insurance
are all paying compensation as cash wages.

So I think that is a major reason why small employers often do
not offer insurance. It is not because they would not like to be able
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to provide the benefit, but because they cannot afford it. It actually
creates a distortion by favoring large employers over small employ-
ers in the Tax Code. That is probably where we get the biggest effi-
ciency cost. It is not so much that employers have to pay for health
insurance—employees pay for it though reduced wages—it is that
we are basically tilting the playing field in favor of large employers.

The CHAIRMAN. Mr. Shea? Then we will go to Senator Schumer.
Mr. SHEA. Senator, thank you. What employers want—and not

just employers, but workers too—is cost containment, is relief from
the high costs. Believe me, I can tell you, for 25 years unions and
employers have worked together. It has been nothing but damage
control. We may have had unlimited tax-preferred treatment. We
have not increased benefits. It has maybe been a tiny bit on the
margin. We have seen costs go up and up and up, despite the tax
deferred.

So I really want to just make a point, without going into detail,
I think we have not talked much about the behavior part of the tax
treatment and I really just want to suggest, you need to look long
and hard about whether or not you are going to get the desired out-
come that a lot of people want to theorize will happen: if you tax
benefits, therefore you will reduce costs in the system. I do not
think that is true.

But cost containment is what we need and there are two struc-
tures on the table that really would add to that. One, is the ex-
change mechanism. If you look at the exchange, John Sheils’ data
that he did for, I think, The Commonwealth Fund, shows that the
administrative costs in the exchange for small business is like one-
half the cost in administration for groups of 20 or under, and it is
like one-third if it is 10. So it is really a very substantial saving.

Then the other is the public health insurance plan option. What
employers say to me is, we want choices. We want real competition
in the insurance market, because all of the work that people do,
even in very large employers, to restrain costs are not going to
work. They will tell you that, down the line, they are not going to
work without some national assistance. One piece of that, I would
suggest to you, is the public health insurance plan option. The
other is what we have been talking about, and where business have
been leaders, in fact, and that is on the delivery reform work. They
have been a very, very positive force in that.

The CHAIRMAN. Senator Schumer?
Senator SCHUMER. Well, thank you. I agree with you on the pub-

lic option, Mr. Shea. I have just one question, actually, of you. We
are looking for cost savings here today. I saw that whole group at
the White House yesterday.

Well, one place for cost containment which could make a signifi-
cant difference is a pathway for biogeneric drugs, something that
myself and others have worked on on this committee. The esti-
mates of cost savings are almost always too low in this area. I wor-
ried that yesterday the estimates of cost savings might have been
too high or too ephemeral. When Ronald Reagan signed the chem-
ical generics law he said it would save a billion dollars over 10
years. A recent study found that generic utilization saved Ameri-
cans $734 billion over the 10 years from 1999 to 2008.
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So what do you think of putting this in the bill? This would not
be our jurisdiction, it would be the Help Committee. But still, while
we are on cost savings, I figured I would ask you, and then what-
ever any of the other panel thinks. That is my only question.

Mr. SHEA. Thank you, Senator. Thank you for your work on this.
I think it is an important area to deal with. Whether it is union
funds or employers, they now pay for biopharmaceuticals and we
are going to have more and more of this, as you know, because of
the science. It is great science, but we have to get them into the
generic market as soon as possible. We know from the drug market
that the Hatch-Waxman Act has been very effective in this area.

When you look at the experience with Medicare Part D, the rea-
son that that has been successful has been because of the entry of
generics. So this is really a crucial area. We need to be careful to
encourage innovation, but these prolonged periods of exclusivity, I
do not think make any sense from our point of view. If that is the
price of innovation, we could wind up in the poorhouse, frankly.

The CHAIRMAN. I was interested in your earlier comment—I
think it was you, Mr. Shea—talking about the effective, proper way
to sort of bend the cost curve. We are here today on this whole sub-
ject in large part because health care costs are rising at such a
rapid rate. So we are trying to figure out some way to, fancy term,
bend the cost curve.

So the question is, what is the most appropriate way, the two or
three more important mechanisms sensitive to the quality of health
care, that you can come up with that appropriately will start to
bend the curve? Now, when you spoke earlier you did not think
that limiting benefits in the employer exclusion would have much
effect, if I recall correctly.

I also heard you say that maybe the public option would be an
enforcer, at least on the insurance companies. But I would just like
to ask the panelists here the two or three most effective ways, be-
cause this is really where a lot of this is at, is how in the world
are we going to begin to get control of the rate of increase in health
care costs in this country? Again, in a sensitive way, in an appro-
priate way, but that also addresses the need for quality and cov-
erage.

Dr. Altman, I see you raised your hand first.
Dr. ALTMAN. Yes. I would like to turn us to Massachusetts. We

in Massachusetts did do a two-phase approach, one coverage, and
now with seriously looking at cost containment. So we are your
guinea pig. We are your poster child. I know the State is taking
this very seriously. Where they are pushing and where I would like
to suggest that the national should push, is to move towards global
payments, bundled payments, and to do it in the context of States,
some State systems.

Again, if I could repeat what I said, we need to change the deliv-
ery system to support what Senator Cantwell and others said. By
doing that, we can also slow down the cost growth without impos-
ing wage and price controls. Wage and price controls just simply
limit prices and wages for the existing system. We need to move
towards value-based payments.

The CHAIRMAN. All right. Right.
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Dr. ALTMAN. Unfortunately, the current balance of power be-
tween the hospitals and doctors on the one side and the payors on
the other just is not there to do that.

The CHAIRMAN. All right.
Dr. ALTMAN. I am concerned about the public system because I

am concerned about Medicare. Medicare has been a real problem
in this area. I mean, I am a big supporter of Medicare. I love Medi-
care. I am on Medicare. [Laughter.]

But I cannot put that up as the number-one insurance model
when it comes to redesigning the delivery system.

The CHAIRMAN. Because of administrative pricing and so forth?
Dr. ALTMAN. Well, it is administering pricing fee-for-service, so

Medicare needs to get into the act in a really big way. So my sug-
gestion for the number-one cost containment over time is to change
the delivery system and squeeze it enough to get out the inappro-
priate care.

The CHAIRMAN. Dr. Jacobson?
Dr. JACOBSON. Well, I think a major thing is to keep people out

of the medical system. I think a major goal, and as you said, the
cornerstone of health reform, should be prevention, keeping people
out of the medical system. That would save huge amounts of money
and it can be done partly through your committee, partly through
the Senate Committee on Health, Education , Labor, and Pensions,
through things like lowering the sodium levels in food.

According to Rand Corporation, that would save about $20 billion
a year in direct medical costs. Getting rid of trans-fat would save
the government a couple of billion dollars a year. The taxes, we
have talked about. Somebody mentioned tobacco taxes, sugar-
sweetened beverage taxes, alcohol taxes would raise a lot of money
and help keep people healthier, and reduce obesity in the case of
soft drink taxes. Then, more sensible modes of treatment. Then it
gets into the comparative effectiveness.

The CHAIRMAN. All right. I guess one part of the calculus here
is what is politically palatable, too, in addition to, what is the effi-
ciency and what is the right public policy.

Mr. Sheils?
Mr. SHEILS. I think we know what works in cost control: it is

capitation, putting people in situations where they have got a fixed
sum of money to work with and they have to maximize efficiency
within it. DRGs were a form of capitation. We saw dramatic drops
in the length of stay almost instantaneously, way before anyone ex-
pected. In 1989, the average rate of growth in spending for em-
ployer coverage was 18 percent a year. Employers just freaked and
made a tremendous investment in managed care.

Many people were in HMOs, but they made a big transformation
in the delivery system, emphasizing those plans where there is a
capitated payment and people have to work within it. By 1996, the
average rate of growth in health care dropped to eight-tenths of 1
percent for employer coverage. Adjusting for inflation, there was an
actual reduction in health spending.

With our own Medicare Part D program, this emphasized com-
petition in market forces and Medicare Part D came in, I believe
it was, 37 percent under budget. Whoever heard of a Federal pro-
gram on health that came in under budget? We know what works.
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We know capitation works, we know markets can work. This is
what I think about what occurs to me when we talk about changes
in incentives. Putting people in integrated delivery systems where
they have the right set of incentives to control costs rather than
just crank up volume is the answer, and anything that moves in
that direction, I think, is important.

The CHAIRMAN. Dr. Gruber?
Dr. GRUBER. We have talked about the role of employers and the

role of providers. I think we do need to return to the role of the
consumer, which is one other place we have real evidence, is mak-
ing individuals price sensitive to their use of medical care. We talk
in Massachusetts about the example of the pregnant woman who
drives by the North Shore Medical Center where the doctor has 30
years experience delivering babies to go to the downtown academic
medical center and have a 25-year-old resident deliver her baby at
three times the price. There is no incentive for her not to do that.

What we need to do, is we need to both bundle payments and do
the other things that Dr. Altman and others have talked about on
the provider side, and we also need to make patients sensitive to
these cost differentials. We have to make them aware of the cost
differentials through our information, but we have to make them
sensitive to those cost differentials through, when their incomes
are high enough, bearing some of those cost differences themselves.
We know that works. We know we can lower health care costs
without sacrificing health by making patients more cost sensitive,
and I think that is an important part and has to be something we
cannot lose sight of as well.

The CHAIRMAN. All right. Mr. Klein?
Mr. KLEIN. If I could just add three other quick ones that have

not been previously mentioned, and associate myself in support of
many of the ones that have been, since comparative effectiveness
and so forth. But first, I think some safe harbor protections for
both providers and payors who render care consistent with prac-
tices that are evidence-based. We get back to that issue of ensuring
that we are paying for good quality.

Second, there is one important lesson that we can take from the
Medicare system which has been discussed earlier, and that is,
Medicare has rules with respect to the non-payments for so-called
‘‘never’’ events. These are preventible errors, procedures that
should not have occurred in the first place. Frankly, all payors
should follow that practice. I also think that health care providers
should be required to report all of those medical errors as a condi-
tion of payment by Medicare.

Then lastly, one of the very positive things that employers and
others have been doing is the promotion of wellness, how to reduce
costs, keep people healthier. There are issues that arise where Con-
gressional clarification would be very helpful. For example, when
employers want to conduct a health care risk assessment to help
determine whether or not assistance can be provided to individuals
because they may have some genetic predisposition to some disease
or some other condition of that sort. Employers right now need
some guidance that being able to collect that information, while
protecting the privacy of the worker, does not violate the Genetic
Information Non-Discrimination Act. Those are some very practical
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things that need to be done in order to support the kind of efforts
we are talking about.

The CHAIRMAN. Mr. Shea?
Mr. SHEA. I think the integrated care area direction is where we

are going. We do not talk about capitation any more because of the
problem of the late 1980’s and early 1990’s, but we do talk about
integration, and bundled care is a move in that direction. There are
just great examples of what high-performance systems, whether
they be Mayo, Geisinger, or Intermountain, or Kaiser, can deliver
through an integrated system and coordinated team work, and
using IT. You have got to put all these things together. You can
get a lot there.

But Dr. Gruber raises a point that has not been talked about and
I was hoping it would come up, and that is consumer engagement.
I have spent 25 years working with employers about, how do you
get individual workers in the game on this? I will tell you, it is a
very humbling experience, Mr. Chairman, because people like the
idea of getting information, but they have not seen it come in a
form that really is very usable for them yet.

Based on my experience, I am convinced that we need to ap-
proach this a little bit differently, and that is, bake it into the doc-
tor-patient relationship. We hear from our doctors suggestions
about what we should do; we largely follow them. It is a rare per-
son who says, well, excuse me, I printed out this web page with the
Medicare data on quality, and could we review it. That is not what
most of us do when we think we need some attention.

But if you had a system that built into it regular education,
health education through the doctor-patient relationship and you
started this in a way or you got close to it with your delivery sys-
tem reform where you said, to deal with readmissions you would
pay for the people in the physicians’ office who did that work, it
is extra money. You are not asking the physician to go and do that.
I think that idea is worth exploring.

I am sure it is worth exploring in terms of consumer engage-
ment. There has been a lot of work done on this by employers and
we are pleased to have been part of that. I think it is key to cost
containment. I think we are finally at a point where we can have
a real discussion, where people will not simply take it as cost shift-
ing, because we are talking about system reform. I mean, that is
the beauty of the announcement yesterday. These trade associa-
tions are stepping up and saying, we are going to save $2 trillion.

Well, of course you have got to pin them down on it, but even
if it is $1 trillion, that is a serious investment. It raises then the
question for consumers—it is something that we, for instance,
would be happy to say, well, we are achieving the cost containment
that we need, let us talk about what our end of this bargain is.

The CHAIRMAN. While you are on the subject, there is so much
to cover here. That is the groups that met with the President. They
are going to get significant benefits with universal coverage. I
mean, the pharmaceutical industry will. Hospitals will, with less
charitable care, for example. Insurance companies will sell more
policies and so forth.

So I would kind of be interested in, what are some of your ideas
if we tell them where they could save? Those were nice-sounding
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words yesterday, as somebody said, but there is not much on en-
forcement. The question is, what is the follow though and follow-
up? They are going to get big benefits with universal coverage: in-
surance companies, pharmaceuticals, hospitals, and so forth. So
where should they pony up? Where should they show savings? I
will start with you, Dr. Wilensky.

Dr. WILENSKY. Let me say, the first thing you ought to do is to
have CBO or others do a scrub for all the specific payments we
have put in over the years. We have referenced the dispropor-
tionate share payments, uncompensated care, bad debt, et cetera.
And there are a lot of specific programs in HHS, some of which
may still be important, but some of which may not, or not in their
present form in terms of the level of support for specific popu-
lations, the maternal and child care, various programs, some of the
special population supports.

Again, I am not suggesting this as just a blanket cut, but they
ought to be reconsidered as to whether the amounts are appro-
priate, whether they need to be more targeted, particularly the
payments that are going for bad debt and uncompensated care.

As you go forward, people have talked about the importance of
moving toward more integrated delivery systems and bundling
care. I am very supportive of that notion. Remembering to learn
from the mid-1990’s experience, people respond much better if they
feel the insurance plan is their choice. The kind of backlash we saw
to managed care in 1997 and 1998 did not seem present with the
Federal employees in Washington because they knew every Novem-
ber they could choose another plan.

Making sure, as much as we think we are moving toward good
systems, we want to engage consumers in a complete way, that is,
not only reward and encourage better health behavior—and I sup-
port a lot of the statements made about trying to both push and
pull better behavior from individuals—but if they can have a choice
about these health care plans they are much more likely to be for-
giving of some changes they might not like because they are able
to respond and pick differently.

One final comment. Stuart Altman was emphasizing that Medi-
care now, although it does many things well in terms of providing
access to care, is a very old-fashioned, out-of-date, inappropriate
delivery system. It is almost all the things we have talked about
needing to be changed: atomistic, á là carte, fee-for-service, no re-
ward for quality and efficiency. That means a lot of change, and
having the Congress decide who will be comfortable directing that
change and providing very different authorities than have what
traditionally happened will be part of the going-forward mechanism
if you are going to try to change how health care is delivered in
the Medicare system.

The CHAIRMAN. Dr. Gruber?
Dr. GRUBER. Yes. I think on the provider side it does hearken

back to Senator Grassley’s original point about how we reimburse
providers for the uncompensated care they deliver in a much more
targeted approach to doing so. But I want to more comment on the
insurer’s side, which is, I do not think it has to be a system which
causes big wins for insurers because I think a key part of the sys-
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tem has to be a much more rigorous, competitive environment
among insurers.

In Massachusetts we set up this connector mechanism where in-
surers compete on a web portal that is very transparent, and we
have really gotten prices down. In our Commonwealth Care pro-
gram, which provides care for low-income populations, we have had
a very aggressive bidding strategy among five Medicaid managed
care organizations to provide care, and we actually have a zero per-
cent cost increase for our Commonwealth Care program this year
because of an aggressive competitive bidding strategy.

So I actually think that this does not have to be a situation
where there are lots of extra resources going to insurers in par-
ticular if we do this in a way which maximizes the competitive
forces in the insurance market.

The CHAIRMAN. Dr. Greenstein?
Dr. GREENSTEIN. Let me just take one area of those that you

mentioned, which would be pharmaceutical companies. So I think
you could start with two measures that the Senate passed on a bi-
partisan basis in 2005, but that were not enacted. One would have
increased the minimum rebate in the Medicaid program.

On a related front, in Medicaid, drug manufacturers are not re-
quired to pay rebates for drugs prescribed for beneficiaries in man-
aged care. The theory here was that managed care would negotiate
good enough prices on its own. The evidence shows that has not
happened. In 2005, you passed legislation that would extend the re-
bate to managed care.

In addition to those, too, some loopholes have developed whereby
manufacturers of brand-name drugs can get around the provision
in the law that says that if the average manufacturer’s price rises
faster than the CPI, that is supposed to be reflected in a higher re-
bate. There are loopholes that can be closed there. There is a CBO
option in the CBO Options Book on that. The HHS Inspector Gen-
eral proposed as well that manufacturers of generic drugs no longer
be exempt from the adjustment in the rebate if their manufacturer
price rises faster than the CPI.

There is not also one in Medicare. The assumption when the
Medicare drug benefit was established in 2003 was that the private
plans offering the drug coverage in Medicare would be able to nego-
tiate as low, or lower, drug prices for the dual eligibles, who as you
know were shifted from Medicaid drug coverage to Medicare. The
assumption was Medicare would get low or lower drug prices than
Medicaid did.

Medicare is paying, in some cases, 20 to 30 percent more than
Medicaid did because Medicaid had the rebate that I just referred
to, and the private plans did not get similar economies in Medicare.
You could require that for the dual eligibles, that the prices under
the Medicare drug benefit matched what they would be had those
people still been in Medicaid and the Medicaid rebate were in ef-
fect.

Finally, and I know this is a little controversial, but if we are
talking about the pharmaceutical companies, and particularly if
you could not get some of those other measures I just mentioned,
I think you could look at some of the international tax reforms.
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President Bush’s IRS Commissioner Mark Everson warned, in
2006, that there was growing evidence of the pharmaceutical com-
panies shifting growing amounts of profits overseas. Their share of
sales and of assets that are overseas are about 40 percent of their
sales, 40 percent of their assets, but they show on the books 70 per-
cent of their profits overseas, even though drug prices for the same
drugs are lower overseas than here. They are engaging in totally
legal practices to move a lot of their profits overseas to avoid cor-
porate income tax. They are going to make a lot of money out of
universal coverage.

The CHAIRMAN. That is a big one.
Dr. GREENSTEIN. So here is a whole menu of things to look at

with regard to pharmaceuticals.
The CHAIRMAN. Thank you. You have been thinking. Thank you

very much.
Senator Grassley?
Senator GRASSLEY. Yes. I think this question fits in with what

was just discussed, but maybe at a little higher altitude. Dr.
Wilensky, Dr. Antos, and Dr. Gruber, we have discussed the need
to bend the growth curve of health care spending. We already
spend 16 percent of GDP on health care, more than any other coun-
try. A statement made, now probably two hours ago, seemed to
suggest that we do not need to be as concerned about the new
spending or up-front costs.

What is your view on this, and how do we make sure that we
do not make things worse instead of better from an economic
standpoint?

Dr. WILENSKY. That is a large question. Not making them worse
from an economic standpoint, to my mind, is to ignore the cost of
funding the expansion and not have it as a funded item. Massachu-
setts has shown us how quickly coverage can be expanded. In a
very admirable way, they have very close to universal coverage
now. They had some sources of money that, unfortunately, are not
available to the Federal Government, a Medicaid waiver that was
about to expire, a pool of money that was previously used for un-
compensated care.

So to my mind the challenge will be making good on our commit-
ment to make sure everyone has access to health insurance and
coverage, and deep coverage, but recognizing it is a big cost and we
need to make sure that our funding is able to match the expansion.

But the second thing is to take advantage of what seems to be
widespread agreement by provider communities, payors, and your
policy advisors here that reimbursement needs to fundamentally
change: bundled payments, trying to reimburse for quality and effi-
ciency, going after the geographic variations that we have talked
about for at least the last decade, and using payment reform, along
with better information to drive the kind of behavior change, recog-
nizing it is going to take several years to implement these changes
and we need to monitor as we are going out to not put ourselves
in a very big fiscal bind. We need to be concerned about what is
going on at an aggregate level to the deficit and to move as fast
as we can, but not faster than we are able to fund.

Senator GRASSLEY. Dr. Antos?
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Dr. ANTOS. Yes. Thank you, Senator. CBO points out the overall
question of how quickly health care spending is perhaps the single
determining factor on our country’s fiscal balance over the long
term, so it is a very, very serious question.

Perhaps the most important thing we need to do is to make sure
that we size the reform right. We do not want to get the promises
out ahead of our ability to pay for it and ahead of our willingness
on the part of people to be taxed or to make other sacrifices to
make all of this happen.

Unfortunately, Medicare is an excellent example of how that has
not worked out. You look at what we are doing now with the sus-
tainable growth rate for physician payment. What is that all about?
That is, having extended promises to individuals—and to physi-
cians, in this case—for payments and Congress says, well, we want
to pull some of that back. We all know how difficult it is to pull
back a promise after you have made it. It is almost impossible.

So I think the most important thing we could do is to take a step
back and ask, of the various options that we have to promote great-
er efficiency, how quickly will they come online? What will it take
to get them moving, and how does that comport with our willing-
ness to tax ourselves and to make expansions in the availability of
health care? What that really calls for is a phase-in. If we jump
into this with both feet, then we are going to have serious, serious
economic problems, not just now, but over the foreseeable future.

Senator GRASSLEY. Dr. Gruber?
Dr. GRUBER. Yes. I think that is really a fundamental question.

Let me offer three points in response. I think the first point is, the
way we do reform has to be in the kind of competitive environment
that is going to make sure we take advantage maximally of what
we are adding to the system, as I mentioned in my last answer, to
make sure that we recognize that we are throwing resources into
the system and use a competitive solution that redistributes those
resources not just to the providers and insurers, but back to con-
sumers.

I think the second feature is to make sure that we use payment
structures for this reform that are as win-win as possible. We fo-
cused on two today, reforming the tax exclusion and pricing more
expensive lifestyle choices. I think that basically those are win-win
solutions that we can use to pay for things.

But the fundamental, most important point that I would make
is, perhaps a bit in contrast to Dr. Antos, is not to be afraid to do
coverage first. I think that to recognize that fundamentally if we
are going to reform health care costs in America, the first step is
to get everyone covered.

The first step is to get all of us pulling in the same direction
rather than some of us fighting for coverage, some of us fighting
for cost control, to say, all right, let us move to an equitable system
where everyone in America has health insurance, and then let us
all work together to make that affordable.

We have a great example of that in Massachusetts, which is, in
Massachusetts we had a bill which did not even pretend to be
about cost control. I would highly recommend the Congress con-
sider a bill that has much more cost control in it than Massachu-
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setts did. But nonetheless, it was a bill that was about coverage.
We did that bill.

We got everyone covered, and then everyone sat back and said,
wait a second. How are we going to make this sustainable? We
have to get costs under control. The result, as has been mentioned
by a couple of speakers here, was a fundamental cost control bill
passed through our legislature that set up a payment reform com-
mission to look seriously at the over-payments of many of our pro-
viders in the State.

It was a bill that would not have been possible—literally would
not have happened—if we did not first move to universal coverage
and first get everyone to get that topic off the table and get every-
one focused on cost control. So, I think the most important lesson
is that you can do coverage first, that that is a critical step towards
the long-run solution we need of getting costs under control.

Senator GRASSLEY. Dr. Wilensky, you asked to be recognized?
Dr. WILENSKY. I would like to make an important distinction. I

agree with not holding coverage expansion hostage until you get
cost control, but we do have to worry about how we fund the expan-
sion. Massachusetts funded their expansion through the Medicaid
waiver and also with the uncompensated care pool. What I am try-
ing to encourage you is to remember, we have got to fund the ex-
pansion and then we are going to figure out how to make the
spending sustainable.

I am concerned, and for me the big economic worry is not yet an-
other unfunded major program, large program. That would, I think,
be a very serious economic mistake. So do not hold it hostage until
you get cost containment in place, but you have got to figure out
where the money is going to come from for the 15 percent expan-
sion.

Senator GRASSLEY. If you want to talk on it, that would be fine.
Mr. SHEA. Thank you, Senator. The very, very high-altitude peo-

ple—I think there is broad agreement that we have to go to evi-
dence-based medicine as opposed to the practice pattern variation
that is really driving up costs so much. The question is how you
take that and bring it down to actual cost savings.

I would just say to you, your sense of urgency that this com-
mittee has had and the President has had is absolutely on target.
When you look at the employer-based system, which is what we
want to base the expansion of health coverage on, this system is
not collapsing, but it is really in serious danger because of high
health costs.

I would just suggest to you two mechanisms. One, develop a pay-
ment authority within the Federal Government structure that is
not CMS that could test out some of these payment cages so you
tie quality to payments, but do it in a rapid-cycle kind of way. We
do not have years and years and years to do pilots and tests and
come back to you and report. I just do not think we have the time.
So I think you need a different structure to tie payments to reform.

Then, second, I do think you need the competition of a strong
public plan. I would disagree to some extent with my colleagues,
Dr. Altman and Dr. Wilensky, about Medicare. They are not the
right sort of delivery model, but they have led the way in terms of
getting hospitals to report on quality measures. They have led the

VerDate 11-MAY-2000 11:39 Jul 02, 2009 Jkt 000000 PO 00000 Frm 00173 Fmt 6601 Sfmt 6601 48952.XXX SFIN1 PsN: SFIN1



164

way in saying we are not going to pay for some of these things.
That was Secretary Thompson, followed by Secretary Leavitt, who
did that sort of thing. They showed that hospitals could report on
quality measures. They showed that the hospitals’ performance im-
proves when they report on quality measures. No private employer
was able to do that. We are all kind of scratching around trying
to get to that. We need the leadership of a strong, robust public
program.

Mr. KLEIN. Senator Grassley, I could not disagree more strenu-
ously with Dr. Gruber. I think it would be a grievous mistake and
a tremendous missed opportunity if the Congress were only to focus
on one of the three essential components of health care reform,
that being coverage. We are all in favor of addressing the issue of
coverage and the American Benefits Council support everyone
being covered, not simply access to it, but everyone being covered.

But the cost and the quality initiatives that we have talked
about today are just as essential, and Congress is frankly up to the
job. I think to sort of relegate that and say it needs to be dealt with
later is to sell short your own efforts and initiatives, and frankly
to potentially exacerbate the problem by not coupling improved cov-
erage, universal coverage with these cost and quality issues.

Lastly, we are only going to get health care reform in this coun-
try if the public believes that it is a winning proposition for them.
This is a rare moment to be captured. If I may return to the point
made earlier about the tax exclusion as it relates to this, there are
over 160 million Americans who receive coverage through their em-
ployer-provided plans. The notion somehow that the exclusion on
employer-provided coverage is regressive is completely upside
down.

Of course higher income people who pay at a higher rate and pay
greater dollars in taxes will enjoy a benefit from a tax preference.
That is true of any preference: the mortgage interest deduction,
charitable contributions, deductions for State and local taxes.

But as a percentage of their overall income, this exclusion dra-
matically benefits lower and middle income people and you do not
want to make the political mistake of the Medicare Catastrophic
Act where people felt that they were losing something in the short
term and any benefits to them were perhaps somewhere off in the
distant future. You do not need to do it that way and it would be
unfair to the very people that you are hoping to serve.

The CHAIRMAN. Mr. Kleinbard, then Senator Wyden.
Mr. KLEINBARD. Thank you. I just would like to respond on the

progressivity point to just give some numbers, give some data here.
It may be that the savings are a smaller percentage of very high-

income individuals’ total after-tax income, but that simply reflects
the fact that that person has lots of income. As I said earlier, med-
ical costs, the amount actually spent on insurance premiums, does
not go up proportionately with income.

So, for example, when you look at the savings per tax return you
see that people who, say, have a $25,000 a year income might save,
on average, $1,900 a year. Somebody at $100,000 income is saving
$4,500 a year. So of course the system today is regressive. It is re-
gressive in the sense that someone with the same health plan is
getting, in effect, a larger subsidy, even though she is richer and
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has a higher income. That is the fundamental upside down nature
of the subsidy today. That is inescapably correct. It is also the case
that it is not required that a subsidy have that characteristic. A tax
credit does not. A tax credit is a lump sum.

Now, it is up to you all what to do with it, but the data are that
there is, in fact, a very substantial benefit that goes up with in-
come and, in turn, it is a feature of current law but it is not re-
quired of a Federal subsidy.

The CHAIRMAN. Senator Wyden?
Senator WYDEN. Thank you, Mr. Chairman. Mr. Chairman, I just

want to ask one last question about something that you put on my
radar that I think is absolutely key, and that is the transition pe-
riod, the whole question of sort of what we have today and moving
into a very different kind of system.

The President clearly started that in the campaign. He made it
clear that everybody in the United States would have a chance to
keep the coverage they have. It is going to be written into law and
100 Senators are going to vote for that. He also said that middle
class people are not going to get taxed. Gerry Shea has made the
point, I think, very eloquently on that point about why that is so
important.

So then the question becomes, how do you start moving to a tran-
sition to a modern system? Much of today’s health care, the ques-
tion we have gone back and forth on on the Tax Code, comes from
the 1940’s. So the question then is, how do you, for example, reform
the Tax Code so it is fair to the large employers—we have got to
be very sensitive about ERISA—but also convert it to something
that is modern? I think that is a generous deduction.

There are other changes, administrative cost reductions. Cer-
tainly if you have big pools of people, that will hold administrative
costs down. Sign up with your employer, the employer wants to do
that. Administrative cost reduction is part of the transition. Then
most of the ideas that you all have been talking about today: re-
warding prevention, buying value, dealing with geographical dis-
parities.

So I think there is a sense of what needs to be done in this tran-
sition period, and I thought I would close with you, Dr. Wilensky,
because of your background. I am particularly struck by the fact—
and you and I have talked about it—you advised John McCain in
the campaign, but you have been very supportive of a lot of the
ideas of President Obama. I think that is exactly the kind of effort
we are going to need to bring the country together.

Why do you not, at least from my standpoint, give us a little bit
more insight about how the country can transition from a system
that largely came out of the 1940’s, and we can pick up on the
Chairman’s very good point about actually getting from there to
here and reforming health care.

Dr. Wilensky?
Dr. WILENSKY. Thank you. Like all of the people in this room and

at this table, I most want to see these problems addressed. I want
to see people have insurance coverage and I want to try to help de-
velop a health care system that improves value and rewards qual-
ity. There is some debate, as you get down to the specifics, about
how you go about doing it.

VerDate 11-MAY-2000 11:39 Jul 02, 2009 Jkt 000000 PO 00000 Frm 00175 Fmt 6601 Sfmt 6601 48952.XXX SFIN1 PsN: SFIN1



166

But during the campaign people like Jonathan Gruber and I, and
David Cutler and I, and David Blumenthal and I, who were shar-
ing many podiums, commented about how much similarity there
existed in terms of the kinds of changes that needed to happen in
terms of better promotion, more focus on chronic disease, health IT,
et cetera.

I am a little concerned about the expectations. Somebody men-
tioned earlier of trying to manage expectations now. It is important
that we make some aggressive, significant moves. You could actu-
ally say you have already done some moves when you reauthorized
and expanded the Children’s Health Insurance coverage, subsidized
COBRA, strengthened Medicaid, but you need to make some other
significant expansions with regard to coverage, provided you can
pay for them.

I am sympathetic with the politics of the tax exclusion changes.
I would hope you can do some of the ones that Jonathan Gruber
raised of limiting—just flat limiting—the amount of the deduction,
doing it for specific income groups, or otherwise targeting more
who you want to have that deduction. Mostly it will depend on how
you index it over time. As long as it is not indexed to medical ex-
penditures it will begin to have more impact over time.

You need to decide who you would be comfortable with to help
redesign the reimbursement under Medicare. I am appreciative
that CMS and HCFA might not be your choice—I do not have any
allegiance there to tell you to direct that—but you need to decide
how to change the delivery of health care and the reimbursement
system under Medicare and to start it quickly, however you can do
it, through pilots, as Gerry Shea said, and to recognize, while you
will probably move faster on the expansion of coverage, that these
are going to take a period to fold in all of these reimbursement and
delivery system changes, and that people need to start saying that
out loud to help try to not have a sense of disappointment.

So I think there is a tremendous momentum here, and the fact
that you had the group yesterday indicates not just for self-protec-
tive reasons, but a real agreement that we need to change, and
there are a lot of things we can do to make it better. It is figuring
out how to harness that energy and to not lose that momentum,
but to monitor the expectations. I am a little afraid that one is
going to be harder for you as people who have to report back to
your constituency.

Senator WYDEN. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator.
Frankly, I think that is a good point to wrap up with. We are,

I think, making history here. You certainly all are. You have spent
so much time thinking about how we reform our system. I do think,
and it has been said by others, that the stars are pretty well
aligned this time to finally accomplish our objective, which is get-
ting control over the increased costs, second, to reforming the
health insurance market, and third, is providing coverage for all
Americans. It will not be easy—nothing worthwhile is easy—but
we are going to get there. I cannot thank you all enough for all of
your work and your help.

I suspect this is not the last time we are going to be conversing
on this subject. This is going to take many more weeks, months,
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and into the next several years too as we put this together. But my
job is to keep the momentum going. My job is to keep people work-
ing together as long as we possibly can. My job is just to help all
of us together, with no ideological axe to grind, just to get a really
good, solid, American health reform put together here.

We need a uniquely American solution here. We are not some
other country, we are the United States of America. We are noted
for our ingenuity, we are noted for our imagination, we are noted
for our can-do spirit, and we are going to put this together in a way
that really makes sense. That is certainly my objective, and I know
it is all of you, too. I cannot thank you enough for coming and
spending about three hours here trying to undertake these next
steps.

So, thank you very much. The committee is adjourned.
[Whereupon, at 1:09 p.m., the roundtable was concluded.]
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