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are two broad and closely linked
strategies for accomplishing these
aims: fostering the growth of more
organized systems of care and im-
plementing fundamental payment
reform. Consensus is emerging
that integrated delivery systems
that provide strong support to cli-
nicians and team-based care man-
agement for patients offer great
promise for improving quality and
lowering costs. Most physicians
already practice within local refer-
ral networks around one or more
hospitals, which could form local
integrated delivery systems with
little disruption of practice.* Poli-
cymakers would need to remove
legal barriers to collaboration and
offer incentives — such as larger
payment updates or subsidies for
implementing electronic health
records — to providers who were
willing to establish real or virtual
accountable care systems.> Our
volume-based payment systems
could then be changed to incor-
porate partial capitation, bundled
payments, or shared savings,
thereby fostering accountability
for overall costs and quality of
care. Although much remains to
be learned about aligning reforms
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in delivery systems with payment
reforms, early results from dem-
onstration projects have been
promising and could provide the
foundation for national reform.

The good news is that small
changes in annual per capita
growth rates have enormous im-
plications for the long-term sol-
vency of Medicare and the sus-
tainability of expanded insurance
coverage. Using data from the 2008
Medicare trustees’ report on pro-
jected revenues and total Part A
and B spending, we estimate that
Medicare will be $660 billion in
the hole by 2023. Reducing annual
growth in per capita spending
from 3.5% (the national average)
to 2.4% (the rate in San Fran-
cisco) would leave Medicare with
a healthy estimated balance of
$758 billion, a cumulative savings
of $1.42 trillion.

Such a change would not solve
the country’s long-term fiscal chal-
lenges. But it suggests that if we
focus reform efforts on current
areas of overspending — overuse
of hospitals and unnecessary vis-
its, consultations, tests, and minor
procedures — we may be able to
bend the cost curve while continu-

ing to enjoy the benefits of tech-
nological advances.
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ndicating that health care re-

form is integral to his policy
agenda, President Barack Obama
has moved swiftly to incorporate
elements of reform into his eco-
nomic recovery bill and signed re-
authorization of the State Chil-
dren’s Health Insurance Program
(SCHIP). Enactment of compre-
hensive reform, however, is likely
to hinge on the development of
a plan that is affordable to fam-
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ilies, employers, and taxpayers. It
will need to combine expanded
health insurance coverage with
investments designed to improve
care and slow spending growth if
it is to be sound and sustainable in
the long term.

The Commonwealth Fund Com-
mission on a High Performance
Health System, in its new report,
The Path to a High Performance U.S.
Health System (Path proposal),* has
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endorsed a set of health care pol-
icies that would produce savings
for the system: the creation of a
national health insurance exchange
with a choice of private plans and
a new public-plan option; invest-
ment in systemic changes, such
as accelerated adoption of health
information technology and health
insurance benefits that are based
on evidence of the comparative ef-
fectiveness of treatment options;
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realignment of incentives for
health care providers under Medi-
care and the public plan to en-
courage accountability for patient
outcomes and prudent use of re-
sources; and public health mea-
sures, including increasing taxes
on harmful products as a way of
combating smoking and obesity.
All these policies would require
substantial changes in the financ-
ing and delivery of health care,
and all would be politically dif-
ficult to accomplish. Estimates of
the effect of this proposal on the
trajectory of health care spending
and coverage were prepared with
the use of a health-benefits-sim-
ulation model and assumptions
derived from the literature.?
Inclusion in the national insur-
ance exchange of a public-plan op-
tion that would be open to busi-
nesses and individuals is key to
achieving savings. Medicare has
lower administrative costs and

provider-payment rates than fee-
for-service commercial insurers;
if private plans did not bring down
rates, a new public-plan option
could offer premiums that would
be 20 to 30% lower than commer-
cial rates for similar benefits.* To
be competitive, private insurers
would need to become more effi-
cient and work with providers to
integrate, coordinate, and redesign
care to treat chronic conditions
more effectively and avert prevent-
able hospitalizations, complica-
tions, and readmissions.
Up-front investments that are
key to long-term savings and im-
proved performance include those
designed to accelerate adoption of
health information technology and
evidence-based care. Under the
Path proposal, an assessment on
private insurers of 1% of premi-
ums, plus an equal proportion
of projected Medicare spending,
would provide about $13 billion
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per year to assist safety-net, rural,
and small medical practices in
adopting information technology
and establish a national electron-
ic network to facilitate the ex-
change of patient health infor-
mation. Similarly, an assessment
on private insurers of 0.05% of
premiums, along with the same
proportion of projected Medicare
and Medicaid spending, would
generate about $14 billion through
2020 for research, undertaken by a
newly established center for com-
parative effectiveness, to evaluate
devices, drugs, procedures, and
other treatments in order to en-
courage the use of cost-effective
therapies.

Achieving substantial savings
in care delivery will require pay-
ment reforms in both the public
and private sectors. The Path pro-
posal would increase payment
for primary care services by 5%
through revision of the Medicare

Table 1. Sources of Savings under the Path Proposal and the Projected Net Effect on the Federal Budget and National

Health Expenditures (2010-2020).*

Variable

Affordable coverage for all

of coverage sources

Enhancing payment for primary care

Adjusting prices to reflect value

Improving quality and health outcomes

Reducing tobacco use
Reducing obesity
Total net effect

Covering net costs of insurance expansion and redistribution

Payment reform (aligning incentives to enhance value)

Encouraging adoption of the “medical home” model

Bundling payment for acute care episodes

Accelerating the spread and use of health information technology
Creating a center for comparative effectiveness

Public health policies and taxes on harmful products

Total National Health
Federal Budget Expenditures
billions of dollars

+1,924 432
-30 -71
-101 -175
-211 -301
407 464
-101 -261
-232 -634
—95 -255
-154 -406
+593 -2,998

* Data are from the Commonwealth Fund Commission on a High Performance Health System.*
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fee schedule; encourage adoption
of the “medical home” model to
promote coordinated care; imple-
ment a global case rate for episodes
of acute hospital care, including
follow-up care; and correct over-
payments for prescription drugs
and other services to align pay-
ments with value.

Substantial savings could be
achieved by eliminating excess
payments to Medicare Advantage
plans relative to the costs of tra-
ditional Medicare.? Prices that are
paid for prescription drugs in the
United States continue to be well
in excess of those paid in other
countries.* In addition, other coun-
tries are more advanced in assess-
ing the cost-effectiveness of treat-
ments and basing prices on the
lowest-cost treatment with equiv-
alent effectiveness.®

The Path proposal also calls for
strategies to improve public health,
including increasing the federal
excise tax on cigarettes by $2 a
pack, instituting a new federal tax
on sugar-sweetened soft drinks of
1 cent per 12 oz, and increasing
the federal excise tax on beer by
5 cents per 12-0z can and on oth-
er alcohol products by proportional
amounts. A portion of these tax
revenues would be used to fund
state and local public health ini-
tiatives.

Our analysis of these propos-
als indicates that reform that si-
multaneously improves coverage,

quality, and efficiency can lead to
better health and economic se-
curity for American families. The
inclusion of an individual mandate
to obtain coverage, along with
income-related assistance in pay-
ing premiums and expanded cov-
erage under Medicaid and SCHIP,
would lead to near-universal cov-
erage, with only 4 million people,
or 1% of the U.S. population, un-
insured in 2020, instead of a pro-
jected increase to 61 million un-
der current policies.?

Equally important, the project-
ed growth in annual national
health expenditures through 2020
would slow from 6.7% to 5.5%
— resulting in cumulative savings
of $3 trillion over 11 years. These
savings, while representing ap-
proximately 7% of the $42 trillion
in health care spending that is
currently projected through 2020,
would reduce expenditures in that
year from 21% of the gross do-
mestic product to 18%.

The cumulative cost to the fed-
eral budget of expanding coverage
alone is $1.9 trillion over the same
11-year period (see Table 1).
Though difficult to achieve, the
above-mentioned reforms — in
the context of a coverage expan-
sion that broadened the potential
effect by increasing the number
of patients to whom the reforms
apply and eliminating the need for
cross-subsidies and a patchwork
of public policies now used to off-
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set the costs of care for the unin-
sured — could offset more than
two thirds of the incremental costs
in the federal budget.

At the same time, employers,
state and local governments, and
households would realize net sav-
ings totaling $3.6 trillion. In light
of these savings, the balance of
$600 billion in federal-budget costs
could be offset in a number of
ways. For example, design features,
such as the level of the public-plan
premium or premium assistance,
could be calibrated to achieve
greater federal-budget savings
while leaving substantial savings
for employers and households.
The return on federal investment
in reforms would accrue to all
payers (see Table 2), and ongoing
financing could then be shared
more broadly by all organizations
that realize gains. Although pay-
ers would benefit from the reduc-
tion in spending growth (as well
as from greater access and more
effective care), providers would
continue to benefit from a grow-
ing health care system: even under
the Path policies, national health
care spending in 2020 is projected
to be $4.6 trillion — 80% higher
than in 2009.

The simultaneous achievement
of universal coverage, better health
outcomes, and slowed spending
growth requires changing the way
public policy is shaped, as well as
rapid experimentation and learn-

Table 2. Net Cumulative Effect of the Path Proposal on National Health Expenditures for Major Payer Groups (2010-2020).*

Total National Health
Period Expenditures
2010-2015 -677
2016-2020 -2,321
2010-2020 -2,998

Net Federal Net State or Local
Government Government
billions of dollars
+4438 344
+145 -690
+593 -1,034

Private Employers ~ Households
+111 -891
-342 -1,434
-231 -2,325

* Data are from the Commonwealth Fund Commission on a High Performance Health System.*
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ing. Currently, the secretary of
health and human services does
not have sufficient flexibility to
test and fine-tune savings strat-
egies on a statewide or regional
basis. I believe that the secretary
should be given far greater au-
thority, with accountability to the
President and Congress — per-
haps with the advice of a council
of independent experts — to act
as a prudent purchaser, test new
payment and system reforms, and
rapidly spread and implement
promising reforms. It is time to

change “business as usual” and
to invest in the health care reforms
that will benefit the public and
patients and put our nation on a
sounder economic footing.
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Expanding Coverage for Children — The Democrats’ Power
and SCHIP Reauthorization

John K. Iglehart

n the first demonstration of

Democratic dominance on
health care issues since Barack
Obama captured the White
House, the new Congress quick-
ly reauthorized the State Chil-
dren’s Health Insurance Pro-
gram (SCHIP), enabling the
president to sign the measure
into law within days after taking
office. Though falling short of
President Obama’s goal of en-
suring that “every child in Amer-
ica has access to affordable
health care,” the measure should
sustain SCHIP’s current enroll-
ment of about 7 million and ex-
pand coverage to an additional
4.1 million children by 2013.

The rapid action underscored
Democrats’ intention to reverse or
amend many health policies put
in place during the Bush adminis-
tration. Twice in 2007, Democrats
failed to override vetoes of similar
SCHIP bills by former President
George W. Bush, who objected
to their financing of the program
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through increased federal tobacco
taxes and to their going “too far
in federalizing health care.” But
the newly authorized SCHIP ex-
pansion still faces a formidable
hurdle. With federal and state gov-
ernments seeing substantial loss-
es in tax revenue as the recession
deepens,* many states will find it
challenging to stabilize, much less
expand, their current SCHIP and
Medicaid enrollments, even as
more people lose their jobs and
their employer-sponsored health
insurance.? A large economic
stimulus package moving through
Congress contains substantial re-
lief for states, including monies
to bolster SCHIP and Medicaid
programs.

On January 14, eight days after
the 111th Congress convened, the
House approved a 4.5-year exten-
sion of SCHIP by a vote of 289 to
139. The bill attracted 40 Repub-
lican votes, reflecting some bipar-
tisan support for expansion of
public coverage for the most po-
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litically popular uninsured group,
children who live in low-income
families, most of which have an
employed family member. On Jan-
uary 29, the Senate voted 66 to
32 in favor of a similar bill. Only
nine Republican senators voted for
the measure. Legislators quickly
resolved the only issue that sep-
arated the House and Senate mea-
sures. They eliminated from the
final bill a House-approved pro-
vision that would essentially have
banned the future development of
specialty hospitals owned or in-
vested in by physicians who refer
patients to these facilities. Presi-
dent Obama signed the bill into
law on February 4.

SCHIP was established by the
Balanced Budget Act of 1997 as a
federal-state program serving chil-
dren living in families with in-
comes at or below 200% of the
federal poverty level ($35,200 for
a family of three in 2008). SCHIP
expanded on coverage provided by
Medicaid, a far larger federal-state
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