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Health Care Spending Disparities Stir a Fight

care. The article became required reading in the White House,
last week with two dozen Democratic senators. #EIFC

“He came into the meeting with that article having affected his thinking dramatically,” said Senator Ron
Wryden, Democrat of Oregon. “He, in effect, took that article and put it in front of a big group of senators and
said, ‘This is what we’ve got to fix.””

As part of the larger effort to overhaul health care, lawmakers are trying to address the problem that
intrigues Mr. Obama so much — the huge geographic variations in Medicare spending per beneficiary. Two
decades of research suggests that the higher spending does not produce better results for patients but may be
evidence of inefficiency.

Members of Congress are seriously considering proposals to rein in the growth of health spending by taking
tens of billions of dollars of Medicare money away from doctors and hospitals in high-cost areas and using it
to help cover the uninsured or treat patients in lower-cost regions.

Those proposals have alarmed lawmakers from higher-cost states like Florida, Massachusetts, New Jersey
and New York. But they have won tentative support among some lawmakers from Iowa, Minnesota,
Montana, North Dakota, Oregon and Washington, who say their states have long been shortchanged by
Medicare.

Nationally, according to the Dartmouth Atlas of Health Care, Medicare spent an average of $8,304 per
beneficiary in 2006. Among states, New York was tops, at $9,564, and Hawaii was lowest, at $5,311.

Researchers at Dartmouth Medical School have also found wide variations within states and among cities.
Medicare spent $16,351 per beneficiary in Miami in 2006, almost twice the average of $8,331 in San
Francisco, they said.

The Senate Finance Committee recently suggested that one way to pay for health care overhaul would be to
reduce geographic variations by cutting or capping Medicare payments in “areas where per-beneficiary
spending is above a certain threshold, compared with the national average.”

Another proposal would spare health care providers in low-spending, efficient areas from across-the-board
cuts in Medicare payments.
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The committee chairman, Senator Max Baucus, Democrat of Montana, and the panel’s senior Republican,
Senator Charles E. Grassley of lowa, are from lower-spending states.

But the proposals are not just pork-barrel politics. They are based on the research by Dartmouth experts who
have documented wide geographic variations in health spending. The research has become phenomenally
influential on Capitol Hill since it was popularized by Peter R. Orszag, as director of the Congressional

Aides said Mr. Obama had been intrigued by regional variations in health spending since before his
inauguration. The topic came up at a meeting with Mr. Orszag in Chicago late last year.

The magazine article, by Dr. Atul Gawande in the June 1 issue of The New Yorker, said a major cause of the
high costs in McAllen was “overuse of medical care,”

Dr. Elliott S. Fisher, one of the Dartmouth researchers, diagnosed the problem this way: “Medicare
beneficiaries in higher spending regions are hospitalized more frequently, are referred to specialists more
often and have a much smaller proportion of their visits to primary care physicians.”

In his blog last month, Mr. Orszag wrote, “The higher-cost areas and hospitals don’t generate better
outcomes than the lower-cost ones.”

But other researchers and politicians are not so sure. They say it would be a mistake to cut or cap Medicare
payments without knowing why spending in some places far exceeds the national average.

“There is too much uncertainty about the Dartmouth study to use it as a basis for public policy,” said Senator
more on health care than others. There are many reasons spending could vary: higher costs of living, sicker
people or more teaching hospitals.”

“States like Massachusetts are concentrated centers of medical innovation where cutting-edge treatments are
tested and some of the nation’s finest doctors are trained,” Mr. Kerry added. “This work might cost a little
more, but it benefits the entire country.”

Madeline H. Otto, an aide to Senator Bill Nelson, Democrat of Florida, said he was “adamantly opposed” to
the proposed cuts in higher-spending areas because the cuts did not distinguish between necessary and
unnecessary care. ‘

Mr. Orszag says health spending could be reduced by as much as 30 percent, or $700 billion a year, without
compromising the quality of care, if more doctors and hospitals practiced like those in low-cost areas. The
supply of hospitals, medical specialists and high-tech equipment “appears to generate its own demand,” Mr.
Orszag has said. ‘

A Democrat from a low-spending state said critics were trying to “blow holes in the Dartmouth analysis.”

Dr. Michael L. Langberg, senior vice president of Cedars-Sinai Medical Center in Los Angeles, is among the
critics.
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“The statement that Medicare costs can be cut by 30 percent has been repeated so many times that it has
come to be viewed as a proven fact by some,” Dr. Langberg said in a recent letter to the Senate Finance
Committee. “It is not a fact. It is a gross oversimplification of an untested theory.”

Dr. Langberg endorsed the goal of covering the uninsured, but said, “We do not believe that rushing to make
large cuts in Medicare payments to hospitals is the right way to fund that coverage.” The Dartmouth team has
cited Cedars-Sinai as having very high Medicare spending per beneficiary.

Research by Dr. Robert A. Berenson and Jack Hadley of the Urban Institute suggests that much of the
geographic variation in health spending can be explained by differences in “individual characteristics,
especially patients’ underlying health status and a range of socio-economic factors, including income.”

“Some patients may benefit from higher spending,” said Mr. Hadley, who is also a professor at George Mason
University in Virginia. “They could be adversely affected if they live in geographic areas where payments are

3

cut.

Dr. Berenson, who was a Medicare official in the Clinton administration, said, “There remains too much
uncertainty about the Dartmouth findings to ground public policy on them.”

Sheryl Gay Stolberg contributed reporting.
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ANNALS OF MEDICINE

THE COST CONUNDRUM

What a Texas town can teach us about health care.
by Atul Gawande

JUNE 1, 2009

Costlier care is often worse care. Photograph by Phillip Toledano.

J

It is spring in McAllen, Texas. The morning sun is warm. The streets are lined with palm trees and pickup trucks.
McAllen is in Hidalgo County, which has the lowest household income in the country, but it’s a border town, and a
thriving foreign-trade zone has kept the unemployment rate below ten per cent. McAllen calls itself the Square Dance
Capital of the World. “Lonesome Dove” was set around here.

McAllen has another distinction, too: it is one of the most expensive health-care markets in the country. Only
Miami-—which has much higher labor and living costs—spends more per person on health care. In 2006, Medicare
spent fifteen thousand dollars per enrollee here, almost twice the national average. The income per capita is twelve
thousand dollars. In other words, Medicare spends three thousand dollars rrjore per person here than the average person
earns.

The explosive trend in American medical costs seems to have occurred here in an especially intense form. Our
country’s health care is by far the most expensive in the world. In Washington, the aim of health-care reform is not just
to extend medical coverage to everybody but also to bring costs under control. Spending on doctors, hospitals, drugs,
and the like now consumes more than one of every six dollars we earn. The financial burden has damaged the global
competitiveness of American businesses and bankrupted millions of families, even those with insurance. It’s also
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devouring our government. “The greatest threat to America’s fiscal health is not Social Security,” President Barack
Obama said in a March speech at the White House. “It’s not the investments that we’ve made to rescue our economy
during this crisis. By a wide margin, the biggest threat to our nation’s balance sheet is the skyrocketing cost of health
care, It’s not even close.”

The question we’re now frantically grappling with is how this came to be, and what can be done about it. McAllen,
Texas, the most expensive town in the most expensive country for health care in the world, seemed a good place to
look for some answers.

k F rom the moment I arrived, I asked almost everyone 1 encountered about McAllen’s health costs—a businessman I
met at the five-gate McAllen-Miller International Airport, the desk clerks at the Embassy Suites Hotel, a police-
academy cadet at McDonald’s. Most weren’t surprised to hear that McAllen was an outlier. “Just look around,” the
cadet said. “People are not healthy here.” McAllen, with its high poverty rate, has an incidence of heavy drinking sixty
per cent higher than the national average. And the Tex-Mex diet has contributed to a thirty-eight-per-cent obesity rate.

One day, I went on rounds with Lester Dyke, a weather-beaten, ranch-owning fifty-three-year-old cardiac surgeon
who grew up in Austin, did his surgical training with the Army all over the country, and settled into practice in Hidalgo
County. He has not lacked for business: in the past twenty years, he has done some eight thousand heart operations,
which exhausts me just thinking about it. I walked around with him as he checked in on ten or so of his patients who
were recuperating at the three hospitals where he operates. It was easy to see what had landed them under his knife.
They were nearly all obese or diabetic or both. Many had a family history of heart disease. Few were taking preventive
measures, such as cholesterol-lowering drugs, which, studies indicate, would have obviated surgery for up to half of
them.

Yet public-health statistics show that cardiovascular-disease rates in the county are actually lower than average,
probably because its smoking rates are quite low. Rates of asthma, H.1.V., infant mortality, cancer, and injury are
lower, too. El Paso County, eight hundred miles up the border, has essentially the same demographics. Both counties
have a population of roughly seven hundred thousand, similar public-health statistics, and similar percentages of non-
English speakers, illegal immigrants, and the unemployed. Yet in 2006 Medicare expenditures (our best approximation
of over-all spending patterns) in El Paso were $7,504 per enrollee—half as much as in McAllen. An unhealthy
population couldn’t possibly be the reason that McAllen’s health-care costs are so high. (Or the reason that America’s
are. We may be more obese than any other industrialized nation, but we have among the lowest rates of smoking and
alcoholism, and we are in the middle of the range for cardiovascular disease and diabetes.)

Was the explanation, then, that McAllen was providing unusually good health care? I took a walk through Doctors
Hospital at Renaissance, in Edinburg, one of the towns in the McAllen metropolitan area, with Robert Alleyn, a
Houston-trained general surgeon who had grown up here and returned home to practice. The hospital campus sprawled
across two city blocks, with a series of three- and four-story stucco buildings separated by golfing-green lawns and
black asphalt parking lots. He pointed out the sights—the cancer center is over here, the heart center is over there, now
we’re coming to the imaging center. We went inside the surgery building. It was sleek and modern, with recessed
lighting, classical music piped into the waiting areas, and nurses moving from patient to patient behind rolling black
computer pods. We changed into scrubs and Alleyn took me through the sixteen operating rooms to show me the
laparoscopy suite, with its flat-screen video monitors, the hybrid operating room with built-in imaging equipment, the
surgical robot for minimally invasive robotic surgery.

1 was impressed. The place had virtually all the technology that you’d find at Harvard and Stanford and the Mayo
Clinic, and, as I walked through that hospital on a dusty road in South Texas, this struck me as a remarkable thing. Rich
towns get the new school buildings, fire trucks, and roads, not to mention the better teachers and police officers and
civil engineers. Poor towns don’t. But that rule doesn’t hold for health care.

At McAllen Medical Center, | saw an orthopedic surgeon work under an operating microscope to remove a tumor
that had wrapped around the spinal cord of a fourteen-year-old. At a home-health agency, I spoke to a nurse who could
provide intravenous-drug therapy for patients with congestive heart failure. At McAllen Heart Hospital, I watched
Dyke and a team of six do a coronary-artery bypass using technologies that didn’t exist a few years ago. At
Renaissance, | talked with a neonatologist who trained at my hospital, in Boston, and brought McAllen new skills and
technologies for premature babies. “I’ve had nurses come up to me and say, ‘I never knew these babies could survive,’
” he said.
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And yet there’s no evidence that the treatments and technologies available at McAllen are better than those found
elsewhere in the country. The annual reports that hospitals file with Medicare show that those in McAllen and El Paso
offer comparable technologies—neonatal intensive-care units, advanced cardiac services, PET scans, and so on. Public
statistics show no difference in the supply of doctors. Hidalgo County actually has fewer specialists than the national
average.

Nor does the care given in McAllen stand out for its quality. Medicare ranks hospitals on twenty-five metrics of
care. On all but two of these, McAllen’s five largest hospitals performed worse, on average, than El Paso’s. McAllen
costs Medicare seven thousand dollars more per person each year than does the average city in America. But not, so far
as one can tell, because it’s delivering better health care.

ne night, I went to dinner with six McAllen doctors. All were what you would call bread-and-butter physicians:
busy, full-time, private-practice doctors who work from seven in the morning to seven at night and sometimes
later, their waiting rooms teeming and their desks stacked with medical charts to review.

Some were dubious when I told them that McAllen was the country’s most expensive place for health care. | gave
them the spending data from Medicare. In 1992, in the McAllen market, the average cost per Medicare enrollee was
$4,891, almost exactly the national average. But since then, year after year, McAllen’s health costs have grown faster
than any other market in the country, ultimately soaring by more than ten thousand dollars per person.

“Maybe the service is better here,” the cardiologist suggested. People can be seen faster and get their tests more
readily, he said.

Others were skeptical. “1 don’t think that explains the costs he’s talking about,” the general surgeon said.

“It’s malpractice,” a family physician who had practiced here for thirty-three years said.

“McAllen is legal hell,” the cardiologist agreed. Doctors order unnecessary tests just to protect themselves, he said.
Everyone thought the lawyers here were worse than elsewhere.

That explanation puzzled me. Several years ago, Texas passed a tough malpractice law that capped pain-and-
suffering awards at two hundred and fifty thousand dollars. Didn’t lawsuits go down?

“Practically to zero,” the cardiologist admitted.

“Come on,” the general surgeon finally said. “We all know these arguments are bullshit. There is overutilization
here, pure and simple.” Doctors, he said, were racking up charges with extra tests, services, and procedures.

The surgeon came to McAllen in the mid-nineties, and since then, he said, “the way to practice medicine has
changed completely. Before, it was about how to do a good job. Now it is about ‘How much will you benefit?” »

Everyone agreed that something fundamental had changed since the days when health-care costs in McAllen were
the same as those in El Paso and elsewhere. Yes, they had more technology. “But young doctors don’t think anymore,”
the family physician said.

The surgeon gave me an example. General surgeons are often asked to see patients with pain from gallstones. If
there aren’t any complications—and there usually aren’t—the pain goes away on its own or with pain medication. With
instruction on eating a lower-fat diet, most patients experience no further difficulties. But some have recurrent ’
episodes, and need surgery to remove their gallbladder.

Seeing a patient who has had uncomplicated, first-time gallstone pain requires some judgment. A surgeon has to
provide reassurance (people are often scared and want to go straight to surgery), some education about gallstone
disease and diet, perhaps a prescription for pain; in a few weeks, the surgeon might follow up. But increasingly, I was
told, McAllen surgeons simply operate. The patient wasn’t going to moderate her diet, they tell themselves. The pain
was just going to come back. And by operating they happen to make an extra seven hundred dollars.

I gave the doctors around the table a scenario. A forty-year-old woman comes in with chest pain after a fight with
her husband. An EKG is normal. The chest pain goes away. She has no family history of heart disease. What did
McAllen doctors do fifteen years ago?

Send her home, they said. Maybe get a stress test to confirm that there’s no issue, but even that might be overkill.

And today? Today, the cardiologist said, she would get a stress test, an echocardiogram, a mobile Holter monitor,
and maybe even a cardiac catheterization.

“Oh, she’s definitely getting a cath,” the internist said, laughing grimly.

To determine whether overuse of medical care was really the problem in McAllen, I turned to Jonathan Skinner, an
economist at Dartmouth’s Institute for Health Policy and Clinical Practice, which has three decades of expertise in
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examining regional patterns in Medicare payment data. I also turned to two private firms—D2Hawkeye, an
independent company, and Ingenix, UnitedHealthcare’s data-analysis company—to analyze commercial insurance data
for McAllen. The answer was yes. Compared with patients in El Paso and nationwide, patients in McAllen got more of
pretty much everything—more diagnostic testing, more hospital treatment, more surgery, more home care.

The Medicare payment data provided the most detail. Between 2001 and 2005, critically ill Medicare patients
received almost fifty per cent more specialist visits in McAllen than in El Paso, and were two-thirds more likely to see
ten or more specialists in a six-month period. In 2005 and 2006, patients in McAllen received twenty per cent more
abdominal ultrasounds, thirty per cent more bone-density studies, sixty per cent more stress tests with
echocardiography, two hundred per cent more nerve-conduction studies to diagnose carpal-tunnel syndrome, and five
hundred and fifty per cent more urine-flow studies to diagnose prostate troubles. They received one-fifth to two-thirds
more gallbladder operations, knee replacements, breast biopsies, and bladder scopes. They also received two to three
times as many pacemakers, implantable defibrillators, cardiac-bypass operations, carotid endarterectomies, and
coronary-artery stents. And Medicare paid for five times as many home-nurse visits. The primary cause of McAllen’s
extreme costs was, very simply, the across-the-board overuse of medicine.

his is a disturbing and perhaps surprising diagnosis. Americans like to believe that, with most things, more is

better. But research suggests that where medicine is concerned it may actually be worse. For example, Rochester,
Minnesota, where the Mayo Clinic dominates the scene, has fantastically high levels of technological capability and
quality, but its Medicare spending is in the lowest fifteen per cent of the country—$6,688 per enrollee in 2006, which is
eight thousand dollars less than the figure for McAllen. Two economists working at Dartmouth, Katherine Baicker and
Amitabh Chandra, found that the more money Medicare spent per person in a given state the lower that state’s quality
ranking tended to be. In fact, the four states with the highest levels of spending—ILouisiana, Texas, California, and
Florida—were near the bottom of the national rankings on the quality of patient care.

In a 2003 study, another Dartmouth team, led by the internist Elliott Fisher, examined the treatment received by a
million elderly Americans diagnosed with colon or rectal cancer, a hip fracture, or a heart attack. They found that
patients in higher-spending regions received sixty per cent more care than elsewhere. They got more frequent tests and
procedures, more visits with specialists, and more frequent admission to hospitals. Yet they did no better than other
patients, whether this was measured in terms of survival, their ability to function, or satisfaction with the care they
received. If anything, they seemed to do worse.

That’s because nothing in medicine is without risks. Complications can arise from hospital stays, medications,
procedures, and tests, and when these things are of marginal value the harm can be greater than the benefits. In recent
years, we doctors have markedly increased the number of operations we do, for instance. In 2006, doctors performed at
least sixty million surgical procedures, one for every five Americans. No other country does anything like as many
operations on its citizens. Are we better off for it? No one knows for sure, but it seems highly unlikely. After all, some
hundred thousand people die each year from complications of surgery—far more than die in car crashes.

To make matters worse, Fisher found that patients in high-cost areas were actually less likely to receive low-cost
preventive services, such as flu and pneumonia vaccines, faced longer waits at doctor and emergency-room visits, and
were less likely to have a primary-care physician. They got more of the stuff that cost more, but not more of what they
needed.

In an odd way, this news is reassuring. Universal coverage won’t be feasible unless we can control costs.
Policymakers have worried that doing so would require rationing, which the public would never go along with. So the
idea that there’s plenty of fat in the system is proving deeply attractive. “Nearly thirty per cent of Medicare’s costs
could be saved without negatively affecting health outcomes if spending in high- and medium-cost areas could be
reduced to the level in low-cost areas,” Peter Orszag, the President’s budget director, has stated.

Most Americans would be delighted to have the quality of care found in places like Rochester, Minnesota, or
Seattle, Washington, or Durham, North Carolina—all of which have world-class hospitals and costs that fall below the
national average. If we brought the cost curve in the expensive places down to their level, Medicare’s problems
(indeed, almost all the federal government’s budget problems for the next fifty years) would be solved. The difficulty is
how to go about it. Physicians in places like McAllen behave differently from others. The $2.4-trillion question is why.
Unless we figure it out, health reform will fail.

v
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had what I considered to be a reasonable plan for finding out what was going on in McAllen. I would call on the

heads of its hospitals, in their swanky, decorator-designed, churrigueresco offices, and 1’d ask them.

The first hospital I visited, McAllen Heart Hospital, is owned by Universal Health Services, a for-profit hospital
chain with headquarters in King of Prussia, Pennsylvania, and revenues of five billion dollars last year. I went to see
the hospital’s chief operating officer, Gilda Romero. Truth be told, her office seemed less churrigueresco than Office
Depot. She had straight brown hair, sympathetic eyes, and looked more like a young school teacher than like a
corporate officer with nineteen years of experience. And when I inquired, “What is going on in this place?” she looked
surprised.

Is McAllen really that expensive? she asked.

I described the data, including the numbers indicating that heart operations and catheter procedures and pacemakers
were being performed in McAllen at double the usual rate.

“That is interesting,” she said, by which she did not mean, “Uh-oh, you’ve caught us” but, rather, “That is actually
interesting.” The problem of McAllen’s outlandish costs was new to her. She puzzled over the numbers. She was
certain that her doctors performed surgery only when it was necessary. It had to be one of the other hospitals. And she
had one in mind—Doctors Hospital at Renaissance, the hospital in Edinburg that I had toured.

She wasn’t the only person to mention Renaissance. It is the newest hospital in the area. It is physician-owned. And
it has a reputation (which it disclaims) for aggressively recruiting high-volume physicians to become investors and send
patients there. Physicians who do so receive not only their fee for whatever service they provide but also a percentage
of the hospital’s profits from the tests, surgery, or other care patients are given. (In 2007, its profits totalled thirty-four
million dollars.) Romero and others argued that this gives physicians an unholy temptation to overorder.

Such an arrangement can make physician investors rich. But it can’t be the whole explanation. The hospital gets
barely a sixth of the patients in the region; its margins are no bigger than the other hospitals’—whether for profit or not
for profit—and it didn’t have much of a presence until 2004 at the earliest, a full decade after the cost explosion in
McAllen began.

“Those are good points,” Romero said. She couldn’t explain what was going on.

The following afternoon, I visited the top managers of Doctors Hospital at Renaissance. We sat in their boardroom
around one end of a yacht-length table. The chairman of the board offered me a soda. The chief of staff smiled at me.
The chief financial officer shook my hand as if I were an old friend. The C.E.O., however, was having a hard time
pretending that he was happy to see me. Lawrence Gelman was a fifty-seven-year-old anesthesiologist with a Bill
Clinton shock of white hair and a weekly local radio show tag-lined “Opinions from an Unrelenting Conservative
Spirit.” He had helped found the hospital. He barely greeted me, and while the others were trying for a how-can-I-help-
you-today attitude, his body language was more let’s-get-this-over-with.

So I asked him why McAllen’s health-care costs were so high. What he gave me was a disquisition on the theory
and history of American health-care financing going back to Lyndon Johnson and the creation of Medicare, the upsihot
of which was: (1) Government is the problem in health care. “The people in charge of the purse strings don’t know
what they’re doing.” (2) If anything, government insurance programs like Medicare don’t pay enough. “I, as an
anesthesiologist, know that they pay me ten per cent of what a private insurer pays.” (3) Government programs are full
of waste. “Every person in this room could easily go through the expenditures of Medicare and Medicaid and see all
kinds of waste.” (4) But not in McAllen. The clinicians here, at least at Doctors Hospital at Renaissance, “are providing
necessary, essential health care,” Gelman said. “We don’t invent patients.”

Then why do hospitals in McAllen order so much more surgery and scans and tests than hospitals in El Paso and
elsewhere?

In the end, the only explanation he and his colleagues could offer was this: The other doctors and hospitals in
McAllen may be overspending, but, to the extent that his hospital provides costlier treatment than other places in the
country, it is making people better in ways that data on quality and outcomes do not measure.

“Do we provide better health care than El Paso?” Gelman asked. “I would bet you two to one that we do.”

It was a depressing conversation—not because I thought the executives were being evasive but because they
weren’t being evasive. The data on McAllen’s costs were clearly new to them. They were defending McAllen
reflexively. But they really didn’t know the big picture of what was happening.
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And, I realized, few people in their position do. Local executives for hospitals and clinics and home-health agencies
understand their growth rate and their market share; they know whether they are losing money or making money. They
know that if their doctors bring in enough business—surgery, imaging, home-nursing referrals—they make money; and
if they get the doctors to bring in more, they make more. But they have only the vaguest notion of whether the doctors
are making their communities as healthy as they can, or whether they are more or less efficient than their counterparts
elsewhere. A doctor sees a patient in clinic, and has her check into a McAllen hospital for a CT scan, an ultrasound,
three rounds of blood tests, another ultrasound, and then surgery to have her gallbladder removed. How is Lawrence
Gelman or Gilda Romero to know whether all that is essential, let alone the best possible treatment for the patient? It
isn’t what they are responsible or accountable for.

Health-care costs ultimately arise from the accumulation of individual decisions doctors make about which services
and treatments to write an order for. The most expensive piece of medical equipment, as the saying goes, is a doctor’s
pen. And, as a rule, hospital executives don’t own the pen caps. Doctors do.

f doctors wield the pen, why do they do it so differently from one place to another? Brenda Sirovich, another

Dartmouth researcher, published a study last year that provided an important clue. She and her team surveyed some
eight hundred primary-care physicians from high-cost cities (such as Las Vegas and New York), low-cost cities (such
as Sacramento and Boise), and others in between. The researchers asked the physicians specifically how they would
handle a variety of patient cases. It turned out that differences in decision-making emerged in only some kinds of cases.
In situations in which the right thing to do was well established—for example, whether to recommend a mammogram
for a fifty-year-old woman (the answer is yes)—physicians in high- and low-cost cities made the same decisions. But,
in cases in which the science was unclear, some physicians pursued the maximum possible amount of testing and
procedures; some pursued the minimum. And which kind of doctor they were depended on where they came from.

Sirovich asked doctors how they would treat a seventy-five-year-old woman with typical heartburn symptoms and
“adequate health insurance to cover tests and medications.” Physicians in high- and low-cost cities were equally likely
to prescribe antacid therapy and to check for H. pylori, an ulcer-causing bacterium—steps strongly recommended by
national guidelines. But when it came to measures of less certain value—and higher cost—the differences were
considerable. More than seventy per cent of physicians in high-cost cities referred the patient to a gastroenterologist,
ordered an upper endoscopy, or both, while half as many in low-cost cities did. Physicians from high-cost cities
typically recommended that patients with well-controlled hypertension see them in the office every one to three
months, while those from low-cost cities recommended visits twice yearly. In case after uncertain case, more was not
necessarily better. But physicians from the most expensive cities did the most expensive things.

Why? Some of it could reflect differences in training. I remember when my wife brought our infant son Walker to
visit his grandparents in Virginia, and he took a terrifying fall down a set of stairs. They drove him to the local
community hospital in Alexandria. A CT scan showed that he had a tiny subdural hematoma—a small area of bleeding
in the brain. During ten hours of observation, though, he was fine—eating, drinking, completely alert. I was a surgery
resident then and had seen many cases like his. We observed each child in intendive care for at least twenty-four hours
and got a repeat CT scan. That was how I’d been trained. But the doctor in Alexandria was going to send Walker home.
That was how he’d been trained. Suppose things change for the worse? I asked him. It’s extremely unlikely, he said,
and if anything changed Walker could always be brought back. I bullied the doctor into admitting him anyway. The
next day, the scan and the patient were fine. And, looking in the textbooks, I learned that the doctor was right. Walker
could have been managed safely either way.

There was no sign, however, that McAllen’s doctors as a group were trained any differently from El Paso’s. One
morning, I met with a hospital administrator who had extensive experience managing for-profit hospitals along the
border. He offered a different possible explanation: the culture of money.

“In El Paso, if you took a random doctor and looked at his tax returns eighty-five per cent of his income would
come from the usual practice of medicine,” he said. But in McAllen, the administrator thought, that percentage would
be a lot less.

He knew of doctors who owned strip malls, orange groves, apartment complexes—or imaging centers, surgery
centers, or another part of the hospital they directed patients to. They had “entrepreneurial spirit,” he said, They were
innovative and aggressive in finding ways to increase revenues from patient care. “There’s no lack of work ethic,” he
said. But he had often seen financial considerations drive the decisions doctors made for patients—the tests they
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ordered, the doctors and hospitals they recommended—and it bothered him. Several doctors who were unhappy
about the direction medicine had taken in McAllen told me the same thing. “It’s a machine, my friend,” one surgeon
explained.

No one teaches you how to think about money in medical school or residency. Yet, from the moment you start
practicing, you must think about it. You must consider what is covered for a patient and what is not. You must pay
attention to insurance rejections and government-reimbursement rules. You must think about having enough money for
the secretary and the nurse and the rent and the malpractice insurance.

Beyond the basics, however, many physicians are remarkably oblivious to the financial implications of their
decisions. They see their patients. They make their recommendations. They send out the bills. And, as long as the
numbers come out all right at the end of each month, they put the money out of their minds.

Others think of the money as a means of improving what they do. They think about how to use the insurance money
to maybe install electronic health records with colleagues, or provide easier phone and e-mail access, or offer expanded
hours. They hire an extra nurse to monitor diabetic patients more closely, and to make sure that patients don’t miss their
mammograms and pap smears and colonoscopies.

Then there are the physicians who see their practice primarily as a revenue stream. They instruct their secretary to
have patients who call with follow-up questions schedule an appointment, because insurers don’t pay for phone calls,
only office visits. They consider providing Botox injections for cash. They take a Doppler ultrasound course, buy a
machine, and start doing their patients’ scans themselves, so that the insurance payments go to them rather than to the
hospital. They figure out ways to increase their high-margin work and decrease their low-margin work. This is a
business, after all.

In every community, you’ll find a mixture of these views among physicians, but one or another tends to
predominate. McAllen seems simply to be the community at one extreme.

In a few cases, the hospital executive told me, he’d seen the behavior cross over into what seemed like outright
fraud. “I’ve had doctors here come up to me and say, ‘You want me to admit patients to your hospital, you’re going to
have to pay me.” ”

“How much?” I asked.

“The amounts—all of them were over a hundred thousand dollars per year,” he said. The doctors were specific. The
most he was asked for was five hundred thousand dollars per year.

He didn’t pay any of them, he said: “I mean, I gotta sleep at night.” And he emphasized that these were just a
handful of doctors. But he had never been asked for a kickback before coming to McAllen.

Woody Powell is a Stanford sociologist who studies the economic culture of cities. Recently, he and his research
team studied why certain regions—Boston, San Francisco, San Diego—became leaders in biotechnology while others
with a similar concentration of scientific and corporate talent—Los Angeles, Philadelphia, New York-—did not. The
answer they found was what Powell describes as the anchor-tenant theory of economic development. Just as an anchor
store will define the character of a mall, anchor tenants in biotechnology, whether it’s a company like Genentech, in
South San Francisco, or a university like M.1.T., in Cambridge, define the character of an economic community. They
set the norms. The anchor tenants that set norms encouraging the free flow of ideas and collaboration, even with
competitors, produced enduringly successful communities, while those that mainly sought to dominate did not.

Powell suspects that anchor tenants play a similarly powerful community role in other areas of economics, too, and
health care may be no exception. I spoke to a marketing rep for a McAllen home-health agency who told me of a
process uncannily similar to what Powell found in biotech. Her job is to persuade doctors to use her agency rather than
others. The competition is fierce. I opened the phone book and found seventeen pages of listings for home-health
agencies—two hundred and sixty in all. A patient typically brings in between twelve hundred and fifteen hundred
dollars, and double that amount for specialized care. She described how, a decade or so ago, a few early agencies began
rewarding doctors who ordered home visits with more than trinkets: they provided tickets to professional sporting
events, jewelry, and other gifts. That set the tone. Other agencies jumped in. Some began paying doctors a
supplemental salary, as “medical directors,” for steering business in their direction. Doctors came to expect a share of
the revenue stream. ‘

Agencies that want to compete on quality struggle to remain in business, the rep said. Doctors have asked her for a
medical-director salary of four or five thousand dollars a month in return for sending her business. One asked a
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colleague of hers for private-school tuition for his child; another wanted sex.

“I explained the rules and regulations and the anti-kickback law, and told them no,” she said of her dealings with
such doctors. “Does it hurt my business?” She paused. “I’m O.K. working only with ethical physicians,” she finally
said.

About fifieen years ago, it seems, something began to change in McAllen. A few leaders of local institutions took
profit growth to be a legitimate ethic in the practice of medicine. Not all the doctors accepted this. But they failed to
discourage those who did. So here, along the banks of the Rio Grande, in the Square Dance Capital of the World, a
medical community came to treat patients the way subprime-mortgage lenders treated home buyers: as profit centers.

he real puzzle of American health care, I realized on the airplane home, is not why McAllen is different from El

Paso. 1t’s why El Paso isn’t like McAllen. Every incentive in the system is an invitation to go the way McAllen
has gone. Yet, across the country, large numbers of communities have managed to control their health costs rather than
ratchet them up.

I talked to Denis Cortese, the C.E.O. of the Mayo Clinic, which is among the highest-quality, lowest-cost health-
care systems in the country. A couple of years ago, I spent several days there as a visiting surgeon. Among the things
that stand out from that visit was how much time the doctors spent with patients. There was no churn—no shuttling
patients in and out of rooms while the doctor bounces from one to the other. I accompanied a colleague while he saw
patients. Most of the patients, like those in my clinic, required about twenty minutes. But one patient had colon cancer
and a number of other complex issues, including heart disease. The physician spent an hour with her, sorting things out.
He phoned a cardiologist with a question.

“I’1l be there,” the cardiologist said. 7

Fifteen minutes later, he was. They mulled over everything together. The cardiologist adjusted a medication, and
said that no further testing was needed. He cleared the patient for surgery, and the operating room gave her a slot the
next day. ‘

The whole interaction was astonishing to me. Just having the cardiologist pop down to see the patient with the
surgeon would be unimaginable at my hospital. The time required wouldn’t pay. The time required just to organize the
system wouldn’t pay.

The core tenet of the Mayo Clinic is “The needs of the patient come first”—not the convenience of the doctors, not
their revenues. The doctors and nurses, and even the janitors, sat in meetings almost weekly, working on ideas to make
the service and the care better, not to get more money out of patients. I asked Cortese how the Mayo Clinic made this
possible. ‘

“It’s not easy,” he said. But decades ago Mayo recognized that the first thing it needed to do was eliminate the
financial barriers. It pooled all the money the doctors and the hospital system received and began paying everyone a
salary, so that the doctors’ goal in patient care couldn’t be increasing their income. Mayo promoted leaders who
focussed first on what was best for patients, and then on how to make this financially possible.

No one there actually intends to do fewer expensive schns and procedures than is done elsewhere in the country.
The aim is to raise quality and to help doctors and other staff members work as a team. But, almost by happenstance,
 the result has been lower costs. '

“When doctors put their heads together in a room, when they share expertise, you get more thinking and less
testing,” Cortese told me.

Skeptics saw the Mayo model as a local phenomenon that wouldn’t carry beyond the hay fields of northern
Minnesota. But in 1986 the Mayo Clinic opened a campus in Florida, one of our most expensive states for health care,
and, in 1987, another one in Arizona. It was difficult to recruit staff members who would accept a salary and the
Mayo’s collaborative way of practicing. Leaders were working against the dominant medical culture and incentives.
The expansion sites took at least a decade to get properly established. But eventually they achieved the same high-
quality, low-cost results as Rochester. Indeed, Cortese says that the Florida site has become, in some respects, the most
efficient one in the system.

The Mayo Clinic is not an aberration. One of the lowest-cost markets in the country is Grand Junction, Colorado, a
community of a hundred and twenty thousand that nonetheless has achieved some of Medicare’s highest quality-of-care
scores. Michael Pramenko is a family physician and a local medical leader there. Unlike doctors at the Mayo Clinic, he
told me, those in Grand Junction get piecework fees from insurers. But years ago the doctors agreed among themselves
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to a system that paid them a similar fee whether they saw Medicare, Medicaid, or private-insurance patients, so that
there would be little incentive to cherry-pick patients. They also agreed, at the behest of the main health plan in town,
an H.M.O., to meet regularly on small peer-review committees to go over their patient charts together. They focussed
on rooting out problems like poor prevention practices, unnecessary back operations, and unusual hospital-
complication rates. Problems went down. Quality went up. Then, in 2004, the doctors’ group and the local H.M.O.
jointly created a regional information network—a community-wide electronic-record system that shared office notes,
test results, and hospital data for patients across the area. Again, problems went down. Quality went up. And costs
ended up lower than just about anywhere else in the United States.

Grand Junction’s medical community was not following anyone else’s recipe. But, like Mayo, it created what
Elliott Fisher, of Dartmouth, calls an accountable-care organization. The leading doctors and the hospital system
adopted measures to blunt harmful financial incentives, and they took collective responsibility for improving the sum
total of patient care.

This approach has been adopted in other places, too: the Geisinger Health System, in Danville, Pennsylvania; the
Marshfield Clinic, in Marshfield, Wisconsin; Intermountain Healthcare, in Salt Lake City; Kaiser Permanente, in
Northern California. All of them function on similar principles. All are not-for-profit institutions. And all have
produced enviably higher quality and lower costs than the average American town enjoys.

hen you look across the spectrum from Grand Junction to McAllen—and the almost threefold difference in the

costs of care—you come to realize that we ate witnessing a battle for the soul of American medicine.
Somewhere in the United States at this moment, a patient with chest pain, or a tumor, or a cough is seeing a doctor.
And the damning question we have to ask is whether the doctor is set up to meet the needs of the patient, first and
foremost, or to maximize revenue.

There is no insurance system that will make the two aims match perfectly. But having a system that does so much
to misalign them has proved disastrous. As economists have often pointed out, we pay doctors for quantity, not quality.
As they point out less often, we also pay them as individuals, rather than as members of a team working together for
their patients. Both practices have made for serious problems.

Providing health care is like building a house. The task requires experts, expensive equipment and materials, and a
huge amount of codrdination. Imagine that, instead of paying a contractor to pull a team together and keep them on
track, you paid an electrician for every outlet he recommends, a plumber for every faucet, and a carpenter for every
cabinet. Would you be surprised if you got a house with a thousand outlets, faucets, and cabinets, at three times the cost
you expected, and the whole thing fell apart a couple of years later? Getting the country’s best electrician on the job (he
trained at Harvard, somebody tells you) isn’t going to solve this problem. Nor will changing the person who writes him
the check.

This last point is vital. Activists and policymakers spend an inordinate amount of time arguing about whether the
solution to high medical costs is to have government or private insurance companies write the checks. Here’s how this
whole debate goes. Advocates of a public option say government financing would save the mbst money by having
leaner administrative costs and forcing doctors and hospitals to take lower payments than they get from private
insurance. Opponents say doctors would skimp, quit, or game the system, and make us wait in line for our care; they
maintain that private insurers are better at policing doctors. No, the skeptics say: all insurance companies do is reject
applicants who need health care and stall on paying their bills. Then we have the economists who say that the people
who should pay the doctors are the ones who use them. Have consumers pay with their own dollars, make sure that
they have some “skin in the game,” and then they’ll get the care they deserve. These arguments miss the main issue.
When it comes to making care better and cheaper, changing who pays the doctor will make no more difference than
changing who pays the electrician. The lesson of the high-quality, low-cost communities is that someone has to be
accountable for the totality of care. Otherwise, you get a system that has no brakes. You get McAllen.

One afternoon in McAllen, I rode down McColl Road with Lester Dyke, the cardiac surgeon, and we passed a
series of office plazas that seemed to be nothing but home-health agencies, imaging centers, and medical-equipment
stores.

“Medicine has become a pig trough here,” he muttered.

Dyke is among the few vocal critics of what’s happened in McAllen. “We took a wrong turn when doctors stopped
being doctors and became businessmen,” he said.
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We began talking about the various proposals being touted in Washington to fix the cost problem. | asked him
whether expanding public-insurance programs like Medicare and shrinking the role of insurance companies would do
the trick in McAllen.

“] don’t have a problem with it,” he said. “But it won’t make a difference.” In McAllen, government payers already
predominate—not many people have jobs with private insurance.

How about doing the opposite and increasing the role of big insurance companies?

“What good would that do?” Dyke asked.

The third class of health-cost proposals, I explained, would push people to use medical savings accounts and hold
high-deductible insurance policies: “They’d have more of their own money on the line, and that’d drive them to bargain
with you and other surgeons, right?”

He gave me a quizzical look. We tried to imagine the scenario. A cardiologist tells an elderly woman that she needs
bypass surgery and has Dr. Dyke see her. They discuss the blockages in her heart, the operation, the risks. And now
they’re supposed to haggle over the price as if he were selling a rug in a souk? “I’ll do three vessels for thirty thousand,
but if you take four I’ll throw in an extra night in the 1.C.U.”—that sort of thing? Dyke shook his head. “Who comes up
with this stuff?” he asked. “Any plan that relies on the sheep to negotiate with the wolves is doomed to failure.”

Instead, McAllen and other cities like it have to be weaned away from their untenably fragmented, quantity-driven
systems of health care, step by step. And that will mean rewarding doctors and hospitals if they band together to form
Grand Junction-like accountable-care organizations, in which doctors collaborate to increase prevention and the quality
of care, while discouraging overtreatment, undertreatment, and sheer profiteering. Under one approach, insurers—
whether public or private—would allow clinicians who formed such organizations and met quality goals to keep half
the savings they generate. Government could also shift regulatory burdens, and even malpractice liability, from the
doctors to the organization. Other, sterner, approaches would penalize those who don’t form these organizations.

This will by necessity be an experiment. We will need to do in-depth research on what makes the best systems
successful—the peer-review committees? recruiting more primary-care doctors and nurses? putting doctors on
salary?—and disseminate what we learn. Congress has provided vital funding for research that compares the
effectiveness of different treatments, and this should help reduce uncertainty about which treatments are best. But we
also need to fund research that compares the effectiveness of different systems of care—to reduce our uncertainty about
which systems work best for communities. These are empirical, not ideological, questions. And we would do well to
form a national institute for health-care delivery, bringing together clinicians, hospitals, insurers, employers, and
citizens to assess, regularly, the quality and the cost of our care, review the strategies that produce good results, and
make clear recommendations for local systems.

Dramatic improvements and savings will take at least a decade. But a choice must be made. Whom do we want in
charge of managing the full complexity of medical care? We can turn to insurers (whether public or private), which
have proved repeatedly that they can’t do it. Or we can turn to the local medical communities, which have proved that
they can. But we have to choose someone—because, in much of the country, no one is in charge. And the result is the
most wasteful and the least sustainable health-care system in the world.

S omething even more worrisome is going on as well. In the war over the culture of medicine—the war over whether
\J our country’s anchor model will be Mayo or McAllen—the Mayo model is losing. In the sharpest economic
downturn that our health system has faced in half a century, many people in medicine don’t see why they should do the
hard work of organizing themselves in ways that reduce waste and improve quality if it means sacrificing revenue.

In El Paso, the for-profit health-care executive told me, a few leading physicians recently followed McAllen’s lead
and opened their own centers for surgery and imaging. When I was in Tulsa a few months ago, a fellow-surgeon
explained how he had made up for lost revenue by shifting his operations for well-insured patients to a specialty
hospital that he partially owned while keeping his poor and uninsured patients at a nonprofit hospital in town. Even in
Grand Junction, Michael Pramenko told me, “some of the doctors are beginning to complain about ‘leaving money on
the table.” ”

As America struggles to extend health-care coverage while curbing health-care costs, we face a decision that is
more important than whether we have a public-insurance option, more important than whether we will have a single-
payer system in the long run or a mixture of public and private insurance, as we do now. The decision is whether we
are going to reward the leaders who are trying to build a new generation of Mayos and Grand Junctions. If we don’t,
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McAllen won’t be an outlier. It will be our future. ¢
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KENNEDY, HELP COMMITTEE DEMOCRATS ANNOUNCE THE “AFFORDABLE
HEALTH CHOICES ACT”

Bipartisan Talks Continue on Outstanding Key Issues

WASHINGTON, D.C. — For the past year, Chairman Edward M. Kennedy and Democratic
Members and staff of the Senate Committee on Health, Education, Labor and Pensions (HELP)
have been working to develop legislation that reduces health care costs, allows Americans to
keep the coverage they have if they want it, and makes health insurance affordable to those who
do not have it today.

Today, while discussions between HELP Committee Democrats and Republicans on key
outstanding issues continue, Chairman Kennedy released the landmark “Affordable Health
Choices Act.” Click here for a copy of the bill, http://help.senate.gov/BAIO9A 84 xml.pdf.

“Our health care system is a crisis for American families and President Obama and members of
Congress of both parties recognize the urgency of the problem. Our goal is to strengthen what
works and fix what doesn’t. Over the next few days, we will continue working with our
Republican colleagues on common sense solutions that reduce skyrocketing health care costs,
assure quality care for all and provide affordable health insurance choices. Much work remains,
and the coming days and weeks won’t be easy. But we have a unique oﬁportunity to give the
American people, at long last, the health care they need and deserve,” said Senator Kennedy.

Earlier this year, Kennedy and Senator Max Baucus, Chairman of the Finance Committee, which
shares jurisdiction of health care reform with HELP, established a joint process that will lead to
complementary legislation being marked-up in June and on the Senate floor by July. The HELP
Committee is on track to meet that goal. On Wednesday, June 10 and Thursday, June 11,
Democrats and Republicans on the Committee will meet to discuss outstanding legislative
options such as the public option and employer mandate.

A public hearing is scheduled for Thursday, June 11 at 3 p.m. in Dirksen 430. Mark-up will
begin Tuesday, June 16 at 2:30 p.m. in Russell 325.



Last year, Kennedy asked Senator Christopher J. Dodd, vice chair of the HELP Committee, to be
his chief deputy on health reform to help lead the overall effort. In addition, Senators Tom
Harkin, Barbara A. Mikulski, Jeff Bingaman and Patty Murray have also assumed leadership
roles on key aspects of reform within the Committee. Since January, the Committee has held
over a dozen public hearings on improving the quality of care, prevention and wellness, and
expanding insurance coverage.

“Health care reform cannot and must not wait. Today, we will introduce legislation that will
strengthen what works and fix what doesn’t. If you like the insurance you have today, you can
keep it. If you don’t like what you have today, we’ll give you better choices, including a public
option for health care. This does not symbolize the end of the game or even the end of the first
quarter. We still have a lot of work ahead of us and are looking forward to working with our
colleagues on a bipartisan basis to resolve the remaining issues and move forward with a mark-
up of this legislation next week,” Senator Dodd said.

«All stakeholders in the health reform debate agree one of the keys to reining in the rising costs
of health care in this country is to reduce chronic disease. Data shows that with an investment of
$10 per person per year, community prevention programs could yield net savings of more than
$18 billion annually within 10 to 20 years,” said Senator Harkin. “This reform provides one of
the largest investments in prevention and wellness initiatives, offering choices throughout the
health care system. At the federal level, it creates a new inter-agency council to develop a
national health strategy and a dedicated funding stream to support these efforts; at the clinical
level, it provides coverage of preventive services and the elimination of co-pays and deductibles
for these services; and at the grassroots level offers grants for community initiatives. It short, it
realigns incentives to make it easier to be healthy and removes the barriers to preventive services
like screenings for diabetes, depression, tobacco cessation, and nutrition counseling — to name
just a few.”

“We can’t fix the economy without fixing health care so families can afford it and businesses can
afford it. We can’t afford not to fix health care,” said Senator Mikulski, who was asked by
Chairman Kennedy to lead the Senate effort on improving health care quality. “A national health
care quality strategy will provide solutions to the biggest problems — medical errors, preventable
hospital readmissions and failure to manage chronic disease ~ that severely impact people, their
lives, their checkbobks and national health care costs. Emphasizing quality improves lives, saves
lives and helps pay for reform by saving money.”

“This bill introduction marks a very important step toward fixing our nation’s broken health care
system. As we continue developing this measure in the coming days and weeks, our primary
goal will be to ensure that all Americans have access to affordable and quality health care,”
Senator Bingaman said.

“Qur health care reform bill is a step toward ensuring all Americans can see a doctor when they
need one and that our long term economic strength is not held captive by the skyrocketing cost of
care,” Senator Murray said. “] applaud my colleagues for the hours of work they have all put in
and thank Senators Kennedy and Dodd for their leadership in moving this forward. I am
particularly proud that as we work to offer quality, affordable coverage to all Americans that we



have included a plan to ensure we have enough health care professionals to provide that care. We
still have work to do, but this bill is a good step forward on protecting patient choice, lowering
costs and providing coverage for the millions of Americans who currently have none.”

A Quick Summary of the Affordable Health Choices Act

Senator Edward M. Kennedy, Chairman of the Health, Education, Labor and Pensions
Committee (HELP), today released The Affordable Health Choices Act, legislation that aims to
reduce health care costs, protect individuals’ choices of doctors, hospitals and insurance plans
and guarantee, quality and affordable health care for all Americans.

The Affordable Health Choices Act includes the following five major elements:

CHOICE: An important foundation of The Affordable Health Choices Act is the following
principle: If you like the coverage you have now, you keep it. But if you don't have health
insurance or don't like the insurance you have, our bill will give you new, more affordable
options.

COST REDUCTION: The Affordable Health Choices Act will reduce health care costs
through stronger prevention, better quality of care and use of information technology. It will also
root out fraud and abuse and reduce unnecessary procedures.

PREVENTION: The best way to treat a disease is to prevent it from ever striking, which is
exactly why The Affordable Health Choices Act will give citizens the information they need to
take charge of their own health. The bill will make information widely available in medical
settings, schools and communities. It will also promote early screening for heart disease, cancer
and depression and give citizens more information on healthy nutrition and the dangers of
smoking. '

HEALTH SYSTEM MODERNIZATION: The Affordable Health Choices Act will take
strong steps to see that America has a 21st-century workforce for a modern and responsive
healthcare system. America must make sound investments in training the doctors, nurses, and
other health professionals who will serve the needs of patients in the years to come. It will make
sure that patients’ care is better coordinated so they see the right doctors, nurses and other health
practitioners to address their individual health needs.

LONG TERM CARE AND SERVICES: The Affordable Health Choices Act will also make it
possible for the elderly and disabled to live at home and function independently. It will help
them afford to put ramps in their homes, pay someone to check in on them regularly, or any of an
array of supports that will enable them to stay in their communities instead of in nursing homes.
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To make quality, affordable health care available to all Americans, reduce
costs, improve health care quality, enhance disease prevention, and
strengthen the health care workforce.

IN THE SENATE OF THE UNITED STATES

mtroduced the following bill; which was read twice
and referred to the Committee on

A BILL

To make quality, affordable health care available to all Amer-
icans, reduce costs, improve health care quality, enhance
disease prevention, and strengthen the health care work-
force.

1 Be it enacted by the Senate and House of Bepresenta-
twes of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

(a) SHORT TITLE.—This Act may be cited as the

“Affordable Health Choices Act”.

(b) TaBLE OF CONTENTS.—The table of contents of

< O U W N

this Act is as follows:

See. 1. Short title; table of contents.
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TITLE I—QUALITY, AFFORDABLE HEALTH CARE FOR ALL
AMERICANS

Subtitle A—Effective Coverage for All Americans

PART I-—PROVISIONS APPLICABLE TO THE INDIVIDUAL AND GROUP
MARKETS

. 101, Amendment to the Public Health Service Act.

“See. 2705, Prohibition of preexisting condition exclusions or other dis-
erimination based on health status.

“Sec. 2701, Fair insurance coverage,

“See. 2702. Guaranteed availability of coverage.

“Sece. 2708, Guaranteed renewability of coverage.

“See. 2704, Bringing down the cost of health care coverage.

“See. 2706. Prohibiting diserimination against individual participants and
beneficiaries based on health status.

“See. 2707. Ensuring the quality of care.

“See. 2708, Coverage of preventive health services.

“See. 2709, Extension of dependent coverage.

“See. 2710. No lifetime or annual limits.

PART II—PROVISION APPLICABLE TO THE GROUP MARKET
121, Amendment to the Public Health Service Act.
“See. 2719, Prohibition of diserimination based on salary.
PART III-—OTHER PROVISIONS

131. No changes to existing coverage.
132. Applicability.

133. Conforming amendments.

134. BEffective dates.

Subtitle B—Available Coverage for All Americans

141. Assumptions regarding medicaid.

142, Building on the suceess of the Federal Employees Health Benefit
Program so all americans have affordable health benefit
choices.

. 143, Affordable health choices for all americans.

“TITLE XXXI—AFFORDABLE HEALTH CHOICES FOR ALL
AMERICANS

“Subtit;ie A—Affordable Choices

“Sec. 3101, Affordable choices of health benefit plans.
“See. 3102, Financial integrity.
“See. 3103, Seeking the best medical advice,
“Sec. 3104, Allowing State flexibility,
“Sec. 3105, Navigators.
Subtitle C—Affordable Coverage for Al Awnericans

161, Support for affordable health coverage.

“Subtitle B—Making Coverage Affordable
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“See. 3111, Bupport for affordable health coverage.
“See. 3112, Small business health options program credit.,
Eal
See. 152, Non-diserimination in health care.

Subtitle D—=Shared Responsibility for IHealth Care

See. 161, Individual responsibility.
See. 162, Notification on the availability of affordable health choices.
See. 163. Shared responsibility of employers.

“Sec. 3115, Shared responsibility of emplovers.

“Sec. 3116. Definitions,

Subtitle E—Improving Access to Health Care Services

See. 171, Spending for Federally Qualified Health Centers (FQHCs).

See. 172, Other provisions.

See. 178, Funding for National Health Service Corps.

See. 174, Negotiated rulemaking for development of methodology and criteria
for designating medically underserved populations and health
professions shortage areas.

See. 175. Bquity for certain eligible survivors.

Sec. 176. Reauthorization of emergeney medical services for children program.

Subtitle F—Making Health Care More Affordable for Retirees
See. 181. Reinsurance for retirees.

Subtitle G—Improving the Use of Health Information Technology for
Enrollment; Miscellaneous Provisions

Sec. 185. Health information technology enroliment standards and protocols.
Sec, 186. Rule of construction regarding Hawaii’s Prepaid Health Care Act.
Sec. 187. Key National indicators.

Subtitle H-—CLASS Act
See. 190. Short title of subtitle.
PART T—COMMUNITY LIVING ASSISTANCE SERVICES AND SUPPORTS

See. 191, Establishment of national voluntary surance program for pur-
chasing community living assistance services and support.

“TITLE XXXIT--COMMUNITY LIVING ASSISTANCE SERVICES AND
4 SUPPORTS

“Sec. 3201, Purpose.

“See. 3202, Definitions.

“Sec. 3203. CLASS Independence Benetit Plan.

“Sec. 3204. Enrollment and disenrollment requirements.
“Sece. 3205, Benefits.

“See. 3206, CLASS Independence Fund.

“See. 3207, CLASS Independence Advisory Council.
“Sec. 3208, Regulations; annual report.

“See. 3209, Tax treatment of program.

PART II—AMENDMENTS TO THE INTERNAL REVENUE CODE OF 1986



OABANBAIOYA84 . xml] [file T of 6] S.L.C.

4

See. 195. Credit for costs of employers who elect to automatically enroll em-

ployees and withhold elass premiums from wages.

See. 196. Long-term care msurance includible in cafeteria plans.

See.
Sec.
See.
Sec.
Sec.

See.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

TITLE UI—IMPROVING THE QUALITY AND EFFICIENCY OF

HEALTH CARE

Subtitle A—National Strategy to Improve Health Care Quality

201.
202.
203.
204.
205.

211

ee. 212,

213.

214,

215.
216.
217.
218.
219.
220.

221.
222,

National strategy.

Interagency Working Group on Health Care Quality.

Quality measure development.

Quality measure endorsement; public reporting; data collection.

‘Collection and analysis of quality measure data.

Subtitle B—Health Care Quality Improvements

Health care delivery system research; Quality improvement technical
assistance.

Grants to establish community health teams to support a medical
home model.

Grants to implement medication management services in treatment of
chronic disease.

Design and implementation of regionalized systems for emergeney
care.

Trauma. care centers and service availahbility.

Reducing and reporting hospital readmissions.

Program to facilitate shared decision-making.

Presentation of drug information.

Center for health outcomes research and evaluation.

Demonstration progran to integrate quality improvement and patient
safety training into clinical education of health professionals.

Office of women’s health.

Administrative simplification.

TITLE HI—IMPROVING THE HEALTH OF THE AMERICAN PEOPLE

See.
Sec.
See,
Sec.

Sec,
Sec.
Sec.
See.

301.
302.
303.
304.

Subtitle A—Modernizing Disease Prevention of Public Health Systems

National Prevention, Health Promotion and public health council,
Prevention and Public Health Investment Fand.

Clinical and commnunity Preventive Services.

Bducation and outreach campaign regarding preventive benefits.

Subtitle B—Inereasing Access to Clinical Preventive Services

311,
312,
313.
314.

321.
322.
323,
324,

Right choices program.

School-based health clinics.

Oral healtheare prevention activities.
Oral health improvement.

Subtitle C—Creating Healthier Communities

Community transformation grants.
Healthy aging, living well,

Wellness for individuals with disabilities.
Immunizations.
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See.

Sec,
See.
Sec.
Sece.,

Sec.

See.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
See.

5)
325, Nutrition labeling of standard menu items at Chain Restaurants and
of articles of food sold from vending machines,
Subtitle D—Support for Prevention and Public Health Information

331. Research on optimizing the delivery of public health services.

332. Understanding health disparities: data collection and analys
£ I )

333. Health impact assessments.

334. CDC and employer-based wellness programs,

5.

TITLE IV—HEALTH CARE WORKPFORCE
Subtitle A—Purpose and Definitions

401. Purpose.
402. Definitions.

Subtitle B—Innovations in the Health Care Workforce

411. National health care workforce commission.
412. State health care workforee development grants.
413. Health care workforce program assessment.

Subtitle C—Inereasing the Supply of the Health Care Workforee

421, Tederally supported student loan funds.

422, Nursing student loan program.

423. Health care workforee loan repayment programs.

424. Public health workforce recruitment and retention programs.
425, Allied health workforce recruitment and retention programs.
426. Grants for State and local programs.

427, Funding for National Health Service Corps.

428. Nurse-managed health clinics.

429, Elimination of cap on commissioned corp.

430. Establishing a Ready Reserve Corps.

Subtitle D—Enhaneing Health Care Workforce Education and Training

Sec.

Sec.
Sec,

See,
Sec.
Sec.
Sec.
Sec.
Sec,
Sec.

431. Training in family medicine, general internal medicine, general pedi-
atries, and physician assistantship.

432. Training opportunities for direct care workers.

433. Training in general, pediatric, and public health dentistry.

434. Alternative dental health care providers demonstration project.

435. Geriatric education and training; career awards; comprehensive geri-
atric education.

436. Mental and behavioral health education and training grants:

437. Cultural competency, prevention and public health and individuals
with disabilities training.

438. Advanced nursing education grants.

439, Nurse education, practice, and retention grants.

440. Loan repayment and scholarship program.

441, Nurse faculty Joan program.

442. Authorization of appropriations for parts B through D of title VIIL

443, Grants to promote the community health workforce.

444, Youth public health program.

445, Fellowship training in public health.

Subtitle E—Supporting the Existing Health Care Workforee
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See. 451, Centers of excellence.

Sec. 452, Health care professionals training for diversity.
Sece. 453, Interdisciplinary, community-based linkages.
See. 454, Workforee diversity grants.

Sec. 455. Primary care extension progran.

Subtitle F~—QGeneral Provisions
Sec. 461, Reports.
TITLE V—PREVENTING FRAUD AND ABUSE

Subtitle A—Bstablishment of New Health and Human Services and
Department of Justice Health Care Fraund Positions

Sec. 501, Health and Human Services Senior Advisor.
Sec. H02. Department of Justice Position.

Subtitle B—Health Care Program Integrity Coordinating Council
See. 511, Establishment.
Subtitle C—T alse Statements and Representations
See. 521. Prohibition on false statements and representations.
Subtitle D—Federal Health Care Offense
See. 531. Clarifying definition.
Subtitle E—Unifornity in Fraud and Abuse Reporting
Sec. 541, Development of model wniform report form.
Subtitle F—Applicability of State Law to Combat Fraud and Abuse

See. 551, Applicability of State law to combat fraud and abuse.
Subtitle G—Enabling the Department of Labor to Issue Administrative Sum-

mary Cease and Desist Orders and Summary Seizures Orders Against

Plans That Are in Financially Hazardous Condition

See. 561, Enabling the Department of Labor to issue administrative summary
cease and desist orders and summary seizares orders against
plans that are in financially hazardous condition.

Subtitle H—TReqguiring Multiple Employer Welfare Arrangement (MEWA)
Plans to File a Registration Form With the Departiment of Labor Prior to
Enrolling Anyone in the Plan ’

See. 571. MEWA plan registration with Departiment of Labor,
Subtitle I-—Permitting Evidentiary Privilege and Confidential Communications
See. 581, Permitting evidentiary privilege and confidential communications.

TITLE VI—IMPROVING ACCESS TO INNOVATIVE MEDICAL
THERAPIES

Subtitle A—DBiologies Price Competition and Innovation
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Subtitle B—More Affordable Medicines for Children and Underserved
Communities

See. 611, Expanded participation in 340B program.
See. 612, Improvements to 3401 program integrity.

1 TITLE I—QUALITY, AFFORDABLE
2 HEALTH CARE FOR ALL
3 AMERICANS
4 Subtitle A—Effective Coverage for
5 All Americans
6 PART I—PROVISIONS APPLICABLE TO THE
7 INDIVIDUAL AND GROUP MARKETS
8 SEC. 101. AMENDMENT TO THE PUBLIC HEALTH SERVICE
9 ACT.
10 Part A of title XXVII of the Public Health Service
11 Act (42 U.S.C. 300gg et seq.) is amended—
12 (1) by striking the part heading and inserting
13 the following:

14 “PART A—INDIVIDUAL AND GROUP MARKET

15 REFORMS™;

16 (2) in section 2701 (42 U.8.C. 300gg)— |

17 (A) by striking the section heading and
18 subsection (a) and ingerting the following:

19 «SEC. 2705. PROHIBITION OF PREEXISTING CONDITION EX-

20 CLUSIONS OR OTHER DISCRIMINATION
21 BASED ON HEALTH STATUS.
22 “(a) IN GENERAL.—A group health plan and a health

23 insurance issuer offering group or individual health insur-
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EMBARGOED UNTIL TUESDAY, JUNE 2
THE ECONOMIC CASE FOR HEALTH CARE REFORM

EXECUTIVE SUMMARY

The Council of Economic Advisers (CEA) has undertaken a comprehensive analysis of the
economic impacts of health care reform. The report provides an overview of current economic
impacts of health care in the United States and a forecast of where we are headed in the absence
of reform; an analysis of inefficiencies and market failures in the current health care system; a
discussion of the key components of health care reform; and an analysis of the economic effects
of slowing health care cost growth and expanding coverage.

The findings in the report point to large economic impacts of genuine health care reform:

s We estimate that slowing the annual growth rate of health care costs by 1.5 percentage points
would increase real gross domestic product (GDP), relative to the no-reform baseline, by
over 2 percent in 2020 and nearly 8 percent in 2030.

s For a typical family of four, this implies that income in 2020 would be approximately $2,600
higher than it would have been without reform (in 2009 dollars), and that in 2030 it would be
almost $10,000 higher. Under more conservative estimates of the reduction in the growth
rate of health care costs, the income gains are smaller, but still substantial.

e Slowing the growth rate of health care costs will prevent disastrous increases in the Federal
budget deficit.

» Slowing cost growth would lower the unemployment rate consistent with steady inflation by
approximately one-quarter of a percentage point for a number of years. The beneficial
impact on employment in the short and medium run (relative to the no-reform baseline) is
estimated to be approximately 500,000 each year that the effect is felt.

* Expanding health insurance coverage to the uninsured would increase net economic well-
being by roughly $100 billion a year, which is roughly two-thirds of a percent of GDP.

e Reform would likely increase labor supply, remove unnécessary barriers to job mobility, and
help to “leve}l the playing field” between large and small businesses.

WHERE WE ARE AND WHERE WE ARE HEADED

Health care expenditures in the United States are currently about 18 percent of GDP, and this
share is projected to rise sharply. If health care costs continue to grow at historical rates, the
share of GDP devoted to health care in the United States is projected to reach 34 percent by
2040. For households with employer-sponsored health insurance, this trend implies that a
progressively smaller fraction of their total compensation will be in the form of take-home pay
and a progressively larger fraction will take the form of employer-provided health insurance.

The rising share of health expenditures also has dire implications for government budgets.
Almost half of current health care spending is covered by Federal, state, and local governments.
If health care costs continue to grow at historical rates, Medicare and Medicaid spending (both



Federal and state) will rise to nearly 15 percent of GDP in 2040. Of this increase, roughly one-
quarter is estimated to be due to the aging of the population and other demographic effects, and
three-quarters is due to rising health care costs.

Perhaps the most visible sign of the need for health care reform is the 46 million Americans
currently without health insurance. CEA projections suggest that this number will rise to about
72 million in 2040 in the absence of reform. A key factor driving this trend is the tendency of
small firms not to provide coverage due to the rising cost of health care.

INEFFICIENCIES IN THE CURRENT SYSTEM AND KEY ELEMENTS OF SUCCESSFUL HEALTH CARE REFORM

While the American health care system has many virtues, it is also plagued by substantial
inefficiencies and market failures. Some of the strongest evidence of such inefficiencies comes
from the tremendous variation across states in Medicare spending per enrollee, with no evidence
of corresponding variations in either medical needs or outcomes. These large variations in
spending suggest that up to 30 percent of health care costs (or about 5 percent of GDP) could be
saved without compromising health outcomes. Likewise, the differences in health care
expenditures as a share of GDP across countries, without corresponding differences in outcomes,
also suggest that health care expenditures in the United States could be lowered by about 5
percent of GDP by reducing inefficiency in the current system.

The sources of inefficiency in the U.S. health care system include payment systems that reward
medical inputs rather than outcomes, high administrative costs, and inadequate focus on disease
prevention. Market imperfections in the health insurance market create incentives for socially
inefficient levels of coverage. For example, asymmetric information causes adverse selection in
the insurance market, making it difficult for healthy people to receive actuarially reasonable
rates.

CEA’s findings on the state of the current system lead to a natural focus on two key components
of successful health care reform: (1) a genuine containment of the growth rate of health care
costs, and (2) the expansion of insurance coverage. Because slowing the growth rate of health
care costs is a complex and difficult process, we describe it in general terms and give specific
examples of the types of reforms that could help to accomplish the necessary outcomes.

THE ECONOMIC IMPACT OF SLOWING HEALTH CARE COST GROWTH

The central finding of this report is that genuine health care reform has substantial benefits.
CEA estimates that slowing the growth of health care costs would have the following key
effects:

1. It would raise standards of living by improving efficiency. Slowing the growth rate of
health care costs by increasing efficiency raises standards of living by freeing up resources
that can be used to produce other desired goods and services. The effects are roughly
proportional to the degree of cost containment.



2. It would prevent disastrous budgetary consequences and raise national saving. Because

3.

the Federal government pays for a large fraction of health care, lowering the growth rate of
health care costs causes the budget deficit to be much lower than it otherwise would have
been (assuming that the savings are dedicated to deficit reduction). The resulting rise in
national saving increases capital formation. -

Together, these effects suggest that properly measured GDP could be more than 2 percent
higher in 2020 than it would have been without reform and almost 8 percent higher in
2030. The real income of the typical family of four could be $2,600 higher in 2020 than it
otherwise would have been and $10,000 higher in 2030. And, the government budget
deficit could be reduced by 3 percent of GDP relative to the no-reform baseline in 2030.

It would lower unemployment and raise employment in the short and medium runs. When
health care costs are rising more slowly, the economy can operate at a lower level of
unemployment without triggering inflation. Our estimates suggest that the unemployment
rate may be lower by about one-quarter of a percentage point for an extended period of time
as a result of serious cost growth containment.

THE ECONOMIC IMPACT OF EXPANDING COVERAGE

The report identifies three important impacts of expanding health care coverage:

1.

It would increase the economic well-being of the uninsured by substantially more than the
costs of insuring them. A comparison of the total benefits of coverage to the uninsured,
including such benefits as longer life expectancy and reduced financial risk, and the total
costs of insuring them (including both the public and private costs), suggests net gains in
economic well-being of about two-thirds of a percent of GDP per year.

It would likely increase labor supply. Increased insurance coverage and, hence, improved
health care, is likely to increase labor supply by reducing disability and absenteeism in the
work place. This increase in labor supply would tend to increase GDP and reduce the budget
deficit.

It would improve the functioning of the labor market. Coverage expansion that eliminates
restrictions on pre-existing conditions improves the efficiency of labor markets by removing
an important limitation on job-switching. Creating a well-functioning insurance market also
prevents an inefficient allocation of labor away from small firms by leveling the playing field
among firms of all sizes in competing for talented workers in the labor market.

The CEA report makes clear that the total benefits of health care reform could be very large if
the reform includes a substantial reduction in the growth rate of health care costs. This level of
reduction will require hard choices and the cooperation of policymakers, providers, insurers, and
the public. While there is no guarantee that the policy process will generate this degree of
change, the benefits of achieving successful reform would be substantial to American
households, businesses, and the economy as a whole.
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HAT MATTERS MOST

Californians’ Priorities for Healthcare Coverage

Yhen it comes to
healthcare benefits,
Californians do not
expect insurance to pay for
everything. But they are very
clear about the medical problems
that matter most for coverage.

In an effort to understand how
people prioritize healthcare
benefits, the Center for Healthcare
Decisions (CHCD) developed
What Matters Most to address

an important question for state
and national healthcare reform:
what types of medical problems
are essential for coverage? This
project is part of CHCD’s on-going
commitment to bring the public’s
voice to healthcare policy.

Approach

What Matters Most was conducted

in two stages: a random-sample
telephone survey to learn how
Californians prioritize coverage

of various medical situations and

a series of discussion groups to
identify the reasons that differentiate
higher and lower priorities.

Field Research Corporation
surveyed 1,019 Californians,
presenting a series of short medical
vignette ranging from curable
cancer to mild forgetfulness.

Examples:

A 24-year-old woman has long-
standing asthma that prevents her
from being active. With an inhaler
\ and medic&jztioﬂs, she can live a
more normal life.

A 32-year-old man is very active
with sports.and his glasses often get
in the way. Laser surgery would
correct his vision so he wouldn’s
need glasses anymore. ,

Each respondent was randomly
assigned 19 vignettes (from 87 total)
and asked two questions for each:

1) On a scale of 1 to 10, what
priority would you give to cover
this if you were designing a health
plan for a general population in
California?

2) Given that the more that health
insurance covers, the more the plan
may cost you and others, would
you want health insurance to cover
this service or not?

Following the phone survey, CHCD
conducted 15 two-hour group
discussions with 176 community
members throughout California.

At each session, group members
discussed a sampling of the
vignettes, providing the rationale

for why some services are rated high,
mid-level and lower priority.



Results

o There is strong agreement among Californians coverage. Others regard them as intangible,
that insurance coverage is most important for without boundaries and not the purpose of health
saving lives, preventing illness and restoring or insurance. This topic divides discussion group
maintaining basic activities of living. members more than any other. -

* When medical problems do not have a major Personal responsibility. Seen as important in
impact on an individual’s functioning or life span, avoiding medical problems or taking actions
or when treatments are not likely to work well, to resolve them, it is a value that everyone
Californians consider them a lower priority for embraces. But for many, a person’s lack of personal
coverage. responsibility is the overriding rationale for making

® Certain situations — such as those regarding ; a problem a lower priority for coverage.

obesity and substance abuse — elicit intense debate,
reflecting differing views about illness and the
obligations of health insurance.

Prevention. As saving lives is the preeminent

health outcome, preventive care is regarded as the

best use of health insurance. Its value is two-fold:

e Several themes dominate discussions about avoiding or reducing suffering and saving societal
coverage priorities, including: and personal dollars.

Personal fulfillment. Self-esteem, happiness,
good mental health and individual achievement
are goals that some view as high priority for

Based on the survey data and discussion findings, Californians’ coverage priorities are grouped at three levels:

port coverage when: -

\ting th ',Epj’roblen;i,‘h‘ai/e been "tr‘i’ed:‘ﬁrst‘.

e Problems that d’;l‘ay or prevent ir

e requested by p

medically significant or would resolve over time without treatment.




Next Steps

As healthcare and policy leaders explore ways to
reduce costs and extend coverage to more people, Whar
Matters Most results could help develop a prototype

basic coverage plan:

1) Focus first on those medical situations that matter
most, assuring that there are no financial barriers to
getting the care. Foregoing ‘inconsequential’ care is
no bargain unless patients can obtain and afford the
care that matters most.

2) Review the services rated at mid-level priority — such
as dental, vision, substance abuse and obesity — and
develop options that balance benefits with resources.

3) Consider developing a tiered cost-sharing model for
lower-priority situations and for medical treatments
with low effectiveness.

4) Keep the public actively involved in these decisions.
Their participation can help policymakers design
coverage standards that are most likely to be accepted
by individuals in their roles as patients, as taxpayers
and as concerned citizens desiring a system that is fair

and affordable.

The entire Whatr Matters Most report can be downloaded
~ at www.ched.org or contact CHCD for print copies.
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916.851.2828

ched.org

Engoge your public.
We can help.

The Center for Healthcare Demsxons
(CHCD) is a nonpartisan, nonprofit
501(c)3 organization near Sacramento,
California. Understanding there are

no easy answers in healthcare policy, we
are dedicated to advancing healthcare that
is fair, affordable and reflects the priorities

ofan mformed publlc

Contact CHCD for more- mformatxon

c‘hcd;org-/'916.851.2‘828‘ o




