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GETTING BETTER VALUE IN HEALTH CARE

WEDNESDAY, JULY 16, 2008

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The committee met, pursuant to call, at 10:10 a.m., in Room 210,
Cannon House Office Building, Hon. John Spratt [chairman of the
committee] presiding.

Present: Representatives Spratt, Schwartz, Kaptur, Becerra,
Doggett, Berry, Scott, Etheridge, Moore of Kansas, Ryan, Conaway,
Alexander, and Smith.

Chairman SPRATT. I call the hearing to order.

Good morning and welcome to the House Budget Committee’s
hearing on Getting Better Value Out of Health Care. We have
three outstanding witnesses with us today to help us understand
what needs to be done to ensure that our money is spent wisely
and well on health care both in the private and public sectors.

CBO’s Director Peter Orszag has made a great contribution to-
wards helping us in Congress understand better the issues and le-
vers that are available to us in the arena of health care. I can’t un-
derstate how much we appreciate his advice and input.

Jeanne Lambrew is a health policy expert now at the University
of Texas, a constituent of Lloyd Doggett, but we know her from
years 1Il)ast for her excellent advice and participation in these issues
as well.

Dr. David Gratzer is a physician who has practiced in Canada
and the United States, which gives him a special perspective to
bring to the table today. I thank all three witnesses for coming and
we look forward to your testimony.

Health care spending has outpaced U.S. economic growth for
quite some time and, frankly, is expected to continue doing so. This
overall trend has significant implications for our Federal budget.
CBO projects its spending for Medicare and Medicaid under cur-
rent law could more than quadruple as a percent of GDP over the
next 75 years, growing from 4.1 percent of GDP today to 18.6 per-
cent of GDP by 2082. CBO also projects that based on current
trends and policy preferences, the gap between Federal spending
and revenues over the next 75 years is 6.9 percent of GDP.

To address this long-term fiscal imbalance, everything will have
to be on the table and everyone will have to be at the table, but
it is also clear that these budget decisions cannot be made in a vac-
uum. Putting the budget on a sustainable path inescapably in-
volves the need to address the growth trends in overall health care
spending.

(1)
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We have held a number of hearings on this subject, and we will
hold more. Today’s hearing gives us a chance to delve a bit deeper
into some of the challenges and opportunities in health care.

We do not know with any certainty today how much society can
or should spend for the health care we all desire, but we do know
it makes no sense to spend money on health care that is ineffective
or potentially even harmful to patients.

Dr. Orszag has noted in previous testimony that there are sig-
nificant opportunities to reduce health care costs without harming
health care outcomes. It is critical that we begin to explore these
opportunities, especially in connection with a system-wide look at
both public and private health care. Today’s hearing gives us just
that opportunity.

Before turning to our witnesses for their testimony, let me go to
Ranking Member Ryan and ask him for any opening statement he
would like to make.

Mr. Ryan.

Mr. RYAN. Thank you, Mr. Chairman. As usual, another great
hearing. A very timely topic and fantastic witnesses.

Access to quality, affordable medical care is critically important
to all Americans, and that is why this hearing is so timely. The
problem is, we are spending more than $2 trillion a year on health
care, and that number continues to skyrocket. But we still have 47
million people without health insurance, and many others are
afraid they might lose their coverage because costs are rising too
fast for them to keep up with it.

We can and we must get control of health care costs, and there
are a number of steps we can make to improve this situation, some
of which we are going to be discussing here today. But we need to
be sure that we start in the right place, and that would be the ar-
gument I would make.

The real cornerstone of health care is the relationship between
the individual patient and their doctor. So whatever we do, we
ought to aim to strengthen and reinforce that relationship.

We can achieve that goal by removing the distortions in the
health care marketplace to make it more competitive and more
cost-effective. That was one of the guiding principles in the health
care component of a plan I introduced in May that I call a Road-
map for America’s Future. I believe that some of the elements of
my plan will be consistent with some of the recommendations of
our witnesses here today, so I will briefly just note a few.

First, we need to recognize that the current third-party payment
arrangements promoted by the Federal tax exclusion for employer-
based health insurance and by the structure of Medicare and Med-
icaid themselves remove patients from the decision-making process
and hide the true costs of services. The tax treatment also discrimi-
nates against workers and families who do not have employer-spon-
sored health insurance.

Placing the tax benefit in the hands of individuals and families
will lead to better competition, which will spur greater options and
higher-quality services to meet the diverse needs of Americans, just
as it does in all the other sectors of the U.S. economy.

Second, making price and quality data available to everyone is
critical. It is critical to the success of an effective health care mar-
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ketplace. Individuals and families must have a better sense of what
they are expected to pay for health care and what they are going
to get for their money.

Third, just as individuals ought to be able to own their own
health care coverage, they should also own their own health care
records. This can be done by making medical records electronic and
portable.

Finally, we have got to recognize that we will never get ahold of
overall medical costs without also addressing the structure of Fed-
eral health entitlements. We know this all too well on this com-
mittee. Medicare and Medicaid make up one-third of all health care
spending nationally, so clearly this has a huge impact on the over-
all health care financing network.

As I said at the start, because Americans want quality, afford-
able medical care, we will always spend a large share of our eco-
nomic resources to get it. But we can certainly get more value for
what we spend today, and I look forward to hearing from our wit-
nesses on how we just do that on this critical issue.

Thank you, Mr. Chairman.

Chairman SPRATT. I ask unanimous consent that all members be
allowed, if they wish, to submit an opening statement for the
record at this point.

Without objection, so ordered.

[The prepared statement of Mr. Smith follows:]

PREPARED STATEMENT OF HON. ADRIAN SMITH, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF NEBRASKA

Good morning. Thank you, Mr. Chairman, for convening this hearing today on
Getting Better Value in Health Care. Thank you also to our distinguished panel of
witnesses.

With Medicare, Medicaid, and Social Security consuming 8.4% of the federal budg-
et, and expected to grow to 18.9% by 2050, we cannot hope to balance the budget
if we do not find ways to encourage more efficient use of health care dollars. Col-
lecting and sharing data on the effectiveness of various treatments is one way we
could encourage better decisions. By doing so, we would be able to demonstrate to
both providers and patients the most common or expensive course of treatment is
not always the most effective, and begin encouraging better use of Medicare’s lim-
ited funds.

We must remember, however, that doctors and patients, not politicians, are best
equipped to determine the proper course of treatment. While comparative effective-
ness data can be a useful tool in saving lives and money, patients have unique
needs, and this information should not be used to mandate treatment for anyone.
Not only do patients react differently to treatment, but often the best course of
treatment for seniors in large cities with ready access to health care facilities may
not be right for a senior in rural Nebraska who must travel 50 to 100 miles or more
round trip to see a specialist for the same condition.

We must remember comparative effectiveness is not a panacea. We must also pur-
sue any number of other solutions to encourage the smart, efficient use of health
care dollars if Medicare is going to be around for our children and grandchildren.

Thank you again, Mr. Chairman and panelists. I am looking forward to learning
much more this morning about how we can more efficiently provide health care to
our seniors.

Chairman SPRATT. Let’s begin our witnesses today with Dr.
Orszag.

Dr. Orszag and all of our witnesses, you should be on notice that
your entire statement will be made part of the record so that you
can summarize it as you see fit. But the floor is yours to take as
much time as you need to explain your points today.

Let’s begin, as I said, with Dr. Orszag.
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Thank you, sir, for coming. We look forward to your testimony.

STATEMENT OF PETER ORSZAG, DIRECTOR, CONGRESSIONAL
BUDGET OFFICE

Mr. ORszAG. Thank you, Mr. Spratt, Mr. Ryan, members of the
committee.

Health care contains, in my opinion, the largest inefficiencies in
our economy. Credible estimates suggest that as much as $700 bil-
lion a year in health care services delivered do not improve health
outcomes. That is 5 percent of our national income. There is no
other inefficiency that I can identify that comes close to it.

Health care costs are also the key to our fiscal future, as the first
chart shows—or is about to show—with very rapid growth in Medi-
care and Medicaid being the dominant force in spending over the
long term.

It is also the case, as an illustration of the inefficiencies that I
mentioned, that health care costs vary quite substantially across
different parts of the United States, as the second chart shows, for
reasons that cannot be explained based on the severity of illnesses
in different parts of the country or the prices of building a hospital
or paying a doctor in different parts of the country. And the darker
blue areas of the country—I should probably say that sometimes
this graph is presented in red and sometimes in blue; today it is
blue. The darker blue parts of the country have significantly higher
costs mostly because of more intensive treatment patterns—not be-
cause things cost more there, but rather because there is more
done there.

The interesting part is as you look at the next chart, there is no
additional benefit that you seem to get from the higher spending
areas. So the higher spending is not associated with better health
outcomes or higher quality than lower spending areas. And we see
that even at our leading medical centers, where there are signifi-
cant variations in the cost of treating a patient across our top med-
ical centers that don’t correlate or do not seem to generate im-
provements in health outcomes. I think that is perhaps the most
telling illustration of this significant inefficiency.

So what do we do about 1t? It seems to me like there are three
steps that are crucial to any plan to attack this problem.

The first is, we need much more information on what works and
what doesn’t. Far too much of the medical care delivered in the
United States is not backed by specific evidence that it works bet-
ter than anything else, and much of that additional intensity in the
higher spending regions is of low or zero value apparent care, again
because it is not backed by any specific evidence that it works bet-
ter.

In order to get that information on what works and what doesn’t,
we likely will need a more universal system of health information
technology. And I would just immediately say if you were serious
about getting there, rather than providing small subsidies for hos-
pitals and doctors to adopt health information technology, which
would only affect those entities that were close to adopting volun-
tarily, you could very quickly get to nearly universal health infor-
mation technology if you said to hospitals and doctors, you have 3
or 4 years to adopt a health IT system that meets the following
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qualifications, and after that you won’t be reimbursed under Medi-
care unless you have such a system in place.

If you did that, I am very certain we would have nearly universal
health IT very quickly.

In addition, you need some system for using the information and
evaluating what is coming out of the health IT system through
some sort of comparative effectiveness research entity or entities.
So that is more information.

Secondly, we need to change the incentives in health care. Right
now we have financial incentives for more care rather than better
care, and we are not going to get better care unless we create in-
centives for that. What that means is basically paying more for the
stuff that works and not paying for or paying less for the stuff that
doesn’t. We can talk more about that.

I also think we need to be doing a lot more on healthy living and
helping people live the kinds of lives that most people say they
want to. On that point, I would say I feel like I was mistrained as
an economist, and we are learning from behavioral economics and
psychology that a lot of personal behavior is driven by social norms,
by the way things are presented, by what the default is, what hap-
pens automatically, and that financial incentives can matter, but
they matter often much less than those other things. So the purely
rational Economics 101 perspective, which is at the heart of a lot
of public policy, is very limited in terms of how effective it is in af-
fecting personal behavior.

I would just close by noting, I think one of the significant impedi-
ments that we face is a political economy one, which is that most
workers don’t seem to appreciate how much health care costs are
actually bearing on them because the costs are hidden in the form
of employer contributions for health insurance; and even though all
of the evidence suggests that workers do bear those costs through
reduced take-home pay, it is not salient. People don’t focus on that,
and most people I think don’t recognize how much the system is
actually costing us.

Secondly, there are questions about whether our political system
deals well with gradual, long-term problems like this one, gradu-
ally increasing costs. On that point, I would note there may be
process changes that could help. There have been ideas floated for
a Federal health board, which we could discuss in more detail. And
also, unlike some other long-term challenges that we face, this one
has things that are happening today. As I have already said, work-
ers’ wages are being reduced to a degree that perhaps is under-
appreciated and unnecessarily large.

At the State level, Medicaid costs are crowding out State support
for higher education and thereby raising public tuition today. And
your taxpayer dollars are financing care at UCLA Medical for
Medicare beneficiaries in the last 6 months of life that cost an av-
erage of $50,000 a year, and at the Mayo Clinic for Medicare bene-
ficiaries in the last 6 months of life $26,000 a year; and I cannot
tell you what we are getting in exchange for the extra money.

Thank you very much, Mr. Chairman.

Chairman SPRATT. Thank you, Dr. Orszag.

[The prepared statement of Peter Orszag follows:]



Statement of
Peter R. Orszag
Director

Increasing the Value of
Federal Spending on Health Care

before the
Committee on the Budget
U.S. House of Representatives

July 16, 2008

CONGRESSIONAL BUDGET OFFICE
SECOND AND D STREETS, S.W.
WASHINGTON, D.C. 20515

NOTE.—This statement reprises a presentation given at the Senate Finance Committee’s
“Health Reform Summit,” in Washington, DC, on June 6, 2008.



Chairman Spratt, Ranking Member Ryan, and Members of the Committee, thank
you for giving me the opportunity to discuss oppotunities for increasing the efficiency
of health care. The rate of growth in health care costs is the most important factor
influencing the federal government’s long-term fiscal sicuation. The Congressional
Budget Office (CBO) projects that, without any changes in federal law, total spending
on health care will rise from 16 percenc of the gross domestic product (GDP) in 2007
to 25 percent in 2025 and 49 percent in 2082, and net federal spending on Medicare
and Medicaid will rise from 4 percent of GDP to almost 20 percent over the same
period.! Many of the other factors that will play a key role in determining future fiscal
conditions—including the acruarial deficit in Social Security and a decision about
extending the 2001 and 2003 tax legislation past its scheduled expiration in 2010—
pale by comparison over the long term with the impact and challenges of containing
growth in the cost of federal health insurance programs.

Both demographic changes and rising health care costs per beneficiary contribute sig-
nificantly to our future fiscal challenges, but it seems clear that the latter is more
important over the long term. To be sure, among adults, health care spending gener-
ally increases wich age. As the number of elderly people increases over time, health
care spending naturally will grow. Yet the dominance of cost growth in health care
over the effect of demographic changes can be seen by comparing the trajectory of
cost growth in Social Security with that in Medicare and Medicaid over time (see
Figure 1).

Given the nature of the programs, a demographic shift will have similar effects on the
costs of Social Security and of Medicare and Medicaid. In the next 10 to 20 years, the
projected growth of spending in those programs differs but perhaps not all that dra-
matically, which suggests that demographics account for a relatively large share of the
increase during that period. Beyond that point, however, Social Security spending lev-
els off as a share of GDP, while spending on Medicare and Medicaid is projected to
grow much more rapidly. Some have interpreted that relative dominance of cost
growth per beneficiary in influencing our fiscal future as an excuse for not addressing
the higher costs associated with an aging population. That reasoning makes litcle sense
to me; it is a non sequitur. To say that problem A is bigger than problem B is not to
say that problem B does not exist or should not be addressed.

My statement briefly explores evidence of the potentially substandal inefficiencies in
health care and then discusses a few pathways to reducing them.

Evidence of Inefficiency
Embedded in cthe nation’s long-term fiscal challenge is a substantial opportunity: to
reduce health care costs without adversely affecting healch outcomes. Perhaps the

1. Congressional Budget Office, The Long-Term Outlook for Health Care Spending (November 2007).



Figure 1.

Federal Spending Under CBO’s Alternative Fiscal Scenario
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most compelling evidence suggesting that opportunity is that per capita health care
spending varies widely across the United States (see Figure 2), and yet the very sub-
stantial variation in cost per beneficiary is not correlated with health outcomes overall,
For example, a comparison of composite quality scores for medical centers, on the one
hand, and average spending per beneficiary, on the other, shows that facilities in states
with high average costs are no more likely to provide recommended care for some
common health problems than are facilities in states with lower costs (see Figure 3); if
anything, it would appear that the opposite might be true.

Variations in health care are often most dramatic when there is uncertaincy about
what kind of treatment to administer. For example, it is clear that aspirin should
almost always be provided to a patient upon admission co the hospital for a heart
attack, and there is very little variation in that practice. However, there is significant
geographic variation in the use of imaging and diagnostic tests, and it is often unclear
when those services generate useful information or how frequently they should be
provided.

Similarly, admission to the hospital for a hip fracture is always indicated, and admis-
sion rates for people with that injury show little variation; but much less of a consen-
sus exists about back surgery, and the related admission rates vary much more widely.
Overuse of supply-sensitive services and differences in social norms among local
physicians seem to drive regional approaches in the use of innovations and treatments.
Some regions appear more prone to adopt low-cost, highly effective pacterns of care,



Figure 2.

Medicare Spending per Beneficiary in the United States, by
Hospital Referral Region, 2005
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Source: Congressional Budget Office based on data from the Centers for Medicare and Medicaid
Services.

Note: The data are for Medicare spending per beneficiary in the fee-for-service program, adjusted
for age, sex, and race. The geographic unit is the hospital referral region, as defined by the
Dartmouth Atlas of Health Care. Areas labeled "Not Populated” include places such as
national parks, forests, lakes, and islands.

whereas others are more prone to adopt high-cost patterns of care and to deliver treat-
ments that provide lictle benefit or are even harmful.

One might note that some of the highest-cost areas are concentrated around the top
U.S. medical centers and assume that it is the work of those centers that drives the
cost differences across the nation. However, even among elite medical centers, there is
significant variation in cost. Among the UCLA (University of California, Los Ange-
les) Medical Center, Massachusetts General Hospirtal, and the Mayo Clinic (St. Mary’s
Hospital), for example, composite quality scores are very similar (81.5, 85.9, and
90.4, respectively). Although the Mayo Clinic scores above the other two, its cost per
beneficiary for Medicare clients in the last six months of life ($26,330) is nearly half
that at the UCLA Medical Center ($50,522) and significantly lower than the cost at
Massachusetts General Hospital ($40,181). Uwe Reinhardt, renowned professor of
economics at Princeton University, asks, “How can it be that ‘the best medical care in
the world’ costs twice as much as the best medical care in the world?”?

2. As quoted in Gina Kolara, “Sharp Regional Tncongruity Found in Medical Costs and Treatments,”
Warnens Health, January 30, 1996, available at www.nytimes.com/specials/women/warchive/
960130_1576.html.
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Figure 3.

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

(Composite measure of quality of care, 100 = maximum)
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Source: Congressional Budget Office based on data from the Centers for Medicare and Medicaid
Services and from Department of Health and Human Services, Agency for Healthcare
Research and Quality, National Healthcare Quality Report, 2005 (December 2005), Data
Tables Appendix, available at www.ahrq.gov/qual/nhgr05/index.html.

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

Spending figures convey average amounts by state.

So how much could all this amount to? Researchers have estimated that nearly 30 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—and those estimates could probably be extrapolated to the health care system as
a whole.? With health care spending currently representing 16 percent of GDP, that
estimate would suggest that nearly 5 percent of GDP—or roughly $700 billion each
year—goes to health care spending that cannot be shown to improve health out-
comes. Of course, figuring out how to reduce spending only for inappropriate and
unnecessary care is a not a trivial exercise. Nevertheless, there do not appear to be
other examples that credible analysts can identify that offer a potential efficiency gain
of that magnitude for the U.S. economy.

3. John E. Wennberg and others, “Geography and the Debate Over Medicare Reform,” Health Affairs,
Web Exclusive (February 13, 2002), pp. W96-W114; and Elliott Fisher, “More Care Is Not Better
Care,” Expert Vaices, Tssue 7 (National Institute for Health Care Management, January 20053).
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The idea that there could be such a potendally large inefficiency—valued at $700 bil-
lion per year—in the health care system is striking. Also striking is the relatively small
investment in research focused on the mechanics of restructuring the delivery of and
payments for health care to reduce inefficiency.

Behavioral Economics and Efficiency in the Health Sector
One factor helping to perpetuate inefficiencies in health care is a lack of clarity regard-
ing what insurance costs and who bears those costs, especially for employment-based
health insurance. Employers’ payments for employment-based health insurance and
nearly all payments by employees for that insurance are excluded from individual
income and payroll taxes. Although both theory and evidence suggest that workers
ultimately finance their employment-based insurance through lower take-home pay,
the costs are not evident to many workers.

We know from other settings that salience matters—and indeed that it often marters
much more than the underlying financial incencives, at least when relatively small
sums are involved. When consumers go into a store, for example, they see pretax
prices on the items, One might assume—or at least the Econ 101 rational optimizing
model would assume—that consumers are generally aware of which items are taxable
and what the tax rate is. But studies in the growing field of behavioral economics
question such assumptions. For example, when researchers went into a grocery store
and posted after-tax prices on some items, sales of those goods fell by about 8 per-
cent.* They found similar effects when examining the effects of sales taxes and excise
taxes (which are included in posted prices) on alcohal sales. Another scudy looked ac a
related question: When highway tolls are automated, does the reduced salience induce
higher prices?® The answer s that it does. The author found that toll rates were

20 percent to 40 percent higher than they would have been without electronic toll
collection.

I suspect, on the basis of similar logic, that workers demand less efficiency from the
health system than they would if they knew the full cost that they pay via forgone
wages for coverage. | suspect also that making the underlying costs associated with
employment-based insurance more transparent might prove to be quite important in
containing healch care costs. For workers and dependents with employment-based
insurance, deductibles and copayments account for only about a fifth of their health
care spending. The remainder comes from insurance premiums, only a quarter of
which is paid directly by workers. As transparency increases and workers see how
much their income is being reduced for employers” contributions and what those con-

4. Raj Chetry, Adam Looney, and Kory Kroft, Sulience and Taxation: Theory and Evidence, Working
Paper No. 13330 {(Cambridge, M. National Burcau of Economic Rescarch, August 2007).

5. Amy Finkelstein, £-ZTaec: Tax Salience and Tax Rates, Working Paper No. 12924 (Cambridge,
Mass.: National Bureau of Economic Research, January 2007).
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tributions are paying for, there might be a broader change in cost-consciousness that

shifts demand.

Pathways to Improving Efficiency

What could be done to improve the efficiency with which health care is delivered—
and specifically to reduce the delivery of services with little or no value? In health care,
the vast majority of decisions are heavily influenced by doctors and other medical pro-
fessionals. Restraining cost growth will therefore primarily require changing their
choices. Cost constraints could be implemented by refusing to pay for certain services;
I suspect, however, that more subtle actions may be more sustainable.

Like other people, doctors tend to follow professional norms of behavior. There are

a number of reasons for that behavior, among them that following professional norms
is simple and that it may help defend against charges of malpractice. The problem

is that the professional norms in different parts of the nation do not always follow
evidence-based standards of best practice. Indeed, the regional pattern of health care
delivery (apparent in Figure 2) probably reflects, at least in part, differences in norms
of practice among doctors. Professional norms may differ by locality because local col-
leagues may have a disproportionate influence and because bias favoring the starus
quo may make norms slow to change in the face of new evidence.

How can norms be shifted? Two potentially complementary approaches to reducing
total health care spending involve generating more information about the relative
effectiveness of medical treatments and changing the incentives for providers and con-
sumers of health care. More information on the “comparative effectiveness” of alterna-
tive medical treatments could offer a basis for ensuring that future technologies and
existing costly services are used only in cases in which they confer clinical benefits that
are superior to those of ocher, cheaper services. Analysis of comparative effectiveness is
simply a comparison of the impact of different options that are available for treating a
given medical condition in a particular set of patients.

Anesthesiology provides one example of a great success story in putting evidence-
based standards into practice. In the mid-1980s, after analyzing the most commeon
sources of errors, the American Society of Anesthesiologists promulgated standards of
optimal practice (both in procedures and equipment).® Providers had an incentive to
follow the standards because deviations from them made the imposition of malprac-
tice liabilicy more likely. After the standards were adopted, mortality rates fell to about
5 per million encounters, as compared with averages above 100 per million during

6. See Jeffrey B. Cooper, “Getting Into Patient Safety: A Personal Story,” AHRQ WebMcs-M: Morbidity
and Moriality Rounds on the Web (Agency for Healthcare Rescarch and Quality, August 2006),

available at www.webmm.ahrq.gov/perspective.aspx?perspectivel D=29.
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eatlier periods.” Thus, aggressively promulgated standards backed by some incentives
can alter a long-standing and suboptimal status quo.

Research suggests, however, that the merely providing information to physicians
results in an “exceedingly modest behavioral response.”R The current financial incen-
tives for both providers and patients tend to encourage or at least facilicate the adop-
tion of expensive treatments and procedures, even if evidence about their effectiveness
relative to existing therapies is limited. Costly services that are known to be highly
effective for some patients are sometimes provided to others for whom the clinical
benefits have not been rigorously demonstrated. Therefore, to alter providers’ behav-
ior, it is probably necessary to combine comparative effectiveness research with aggres-
sive promulgation of standards and changes in financial and other incentives.

Inefficiency and Price Transparency for

Specific Medical Services

Let me also address the effect of transparency with regard to specific medical services.
Some observers believe that if people know the prices of health care services, they are
more likely to seek out less expensive providers or treatments and co question how
effective the care they are purchasing is likely to be. But several factors may limit che
effectiveness of that type of transparency in cutting health care expenditures.

On the consumer side, more than 80 percent of the population is covered by some
form of health insurance, which insulates people from the full price of their healch
care, limiting their incentive to compare prices. Doctors and other health profession-
als often direct the decisions about what services to buy from whom, as patients may
have lictle information on the care they need or the quality or value of that care.
Moreover, for insured and uninsured people alike, awareness of prices will make lictle
difference in emergencies or in the relatively small number of cases that account for a
disproportionate share of overall health care spending.

On the provider side, more transparency would make information about the prices
that hospirals, physicians, and drug companies charge insurers more visible, but
whether such disclosure would lead to higher or lower prices for consumers on average
is unclear and depends on the nature of competition in the relevant market. The mar-
kets for some health care services are highly concentrated, so increasing transparency
in such markets could lead to higher, rather than lower, prices because higher prices
are easier to maintain when the prices charged by each provider involved can be

7. Sce David Hyman and Charles Silver, “You Get What You Pay For: Result-Based Compensation for
Health Care,” Washington and Lee Law Review (Fall 2001).

8. David E. Kanouse, Joel Kallich, and James . Kahan. “Dissemination of Effectiveness and Qut-
comes Rescarch,” Health Policy, vol. 34, no. 3 (1995), pp. 167-192.

9. Sce Congressional Budget Office, Research on the Comparative Effectiveness of Medical
Tssues and Options for an Expanded Federal Rofe (December 2007).
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observed by all of the others. However, aggregated information or information on
average prices would make it more difficult for providers to coordinate higher prices
because individual providers’ prices would not be obvious. Whatever the effect on

average prices, more transparent prices would probably reduce the range of prices.'?

CBO’s Activities

Because future health care spending is the single most important factor determining
the nation’s long-term fiscal condition, CBO is devoting increasing resources to assess-
ing options for reducing such spending in the future. The agency has expanded the
number of full-cime-equivalent staff analyzing health care issues from 30 at roughly
this time last year to 45 now, with 3 more coming on board within the next three
months. Last year, CBO established a panel of health advisers (consisting of experts
from academia, industry, and independent research organizations), which meers peri-
odically to examine frondier research in health policy and to advise the agency on its
analyses of health care issues. As part of its work generally, CBO continually reviews
research conducted both in and outside of government. Late this year, the agency
plans to release two reports on health policy: One will present budger estimates for
numerous specific policy options, and the other will address critical topics related to
proposals to make major changes in the health care system. CBO hopes that those
efforts will be of significant value to the Congress in assessing ways to address these
critical policy issues.

10. Sce Congressional Budget Office, lncreasing Transparency in the Pricing of Health Care Services and
Pharmaceuticals (June 5, 2008).
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Chairman SPRATT. Now Dr. Lél;lbrew.

STATEMENT OF JEANNE M. LAMBREW, PH.D., ASSOCIATE PRO-
FESSOR, LYNDON B. JOHNSON SCHOOL OF PUBLIC AFFAIRS,
UNIVERSITY OF TEXAS AT AUSTIN, AND SENIOR FELLOW,
CENTER FOR AMERICAN PROGRESS ACTION FUND

Ms. LAMBREW. Thank you, Chairman Spratt, Ranking Member
Ryan and distinguished members of the committee. I thank you for
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the opportunity to testify on the topic of value in health care. Argu-
ably, few other topics are more important to your work.

As Dr. Orszag just laid out, the long-run budget problems are
largely driven by health care cost growth, and fiscal stability can-
not be achieved without health reform. As such, it is both a health
priority as well as a budget priority. In my testimony, I suggest
how value in the care system can be enhanced and why the oppor-
tunity for doing so is on the horizon.

To begin with, health care is complex, eluding simple rules. Tech-
nological advances in medicine tend to increase the need for high-
paid specialists rather than improving productivity. Providers de-
termine demand, as well as meet it, insurers have little incentive
to promote value when enrollees come and go, and people believe
that high-cost care equals high-quality care, despite evidence to the
contrary. As such, no single simple plan can achieve value. Instead,
I suggest that it requires an adaptable infrastructure through
which changing information, best practices and incentives for use
can be channeled.

The first component of such an infrastructure is standards. De-
spite evidence on the benefits and trade-offs for many treatments,
no authoritative synthesis of such information exists. Instead, dif-
ferent and sometimes conflicting standards are used across the Na-
tion. This has resulted in low use of recommended care, high use
of questionable care, and unnecessary complexity for doctors and
patients. Creating a standard-setting process to guide health care
decisions could improve value in the health care system.

Second, dissemination is as critical as the development of these
standards. Standards can only affect performance if they reach the
remote parts of our health care system and vice versa. Information
and expertise from all parts of the health care system are needed
to set standards. Information networks can accelerate access to
best practices and provide data to inform them.

Third, knowledge is necessary, but not sufficient. Financial in-
centives for providers and patients should be steered towards
value, not just costs. Public subsidies of private insurers could also
leverage value-based coverage, and the delivery system itself could
be redesigned to make high-value health care in coverage the easi-
est choice for individuals and providers.

Such infrastructure to promote standards through dissemination
and their use can undergird a number of different health reform
proposals, although their efficacy is maximized in a seamless sys-
tem with sustainable financing. In my testimony, I have described
five policies that could lay the groundwork for value oriented
health care. Here I list three.

The first, echoing what Dr. Orszag just said, is investing in com-
parative effectiveness research. A prerequisite to assigning value is
knowing the relative impact of the various health services and de-
livery modes. So-called comparative effectiveness research has sup-
port from a wide range of businesses, consumer groups and ex-
perts.

Bipartisan legislation has been introduced, and the Congres-
sional Budget Office estimated that that proposal could save the
system up to $6 billion over 10 years. Congress should enact this
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legislation, since this information is the building block for a value-
based system.

Second, policymakers could create a Federal Reserve-like board
to set standards. This board would be an authoritative source of in-
formation on the value and trade-offs associated with health care
services and delivery mechanisms. It could focus on high-cost serv-
ices as well as new services and complement existing efforts. Its as-
sessments of high-value health care would be accessible to payers,
providers, patients and the public.

Like the Federal Reserve System, it could also include regional
health value boards to tap into local medical leadership. Such
boards may be better able to gain the trust and change the behav-
ior of local providers than a national board. This Federal health
board system could be built on existing State and Federal efforts.

Third, Medicare should become a leader in promoting value. De-
spite funding less than 20 percent of the health system, Medicare
often sets the standards for the private sector. It could lead the
shift to a value-based system as well. Congress could delegate au-
thority to Medicare to adopt payment policies consistent with
value-oriented standards. Such changes could be allowed within
boundaries.

For example, the authority could be limited to changes that
would reduce spending within the budget window according to Con-
gressional Budget Office or MedPAC or some authority. Congress
could always override these changes, but the default would be
flipped. Medicare would automatically adopt value-based policies
rather than relying on Congress to do so.

In addition, Medicare could use its capital financing to facilitate
high-value care. For example, it could support computer-assisted
reminder systems that have proven effective at improving use. It
could also make the adoption of such practices part of its accredita-
tion for hospitals and providers.

This infrastructure—and in addition, in my testimony I talk
about mandatory health information technology, which could be a
part of this, as well as the importance of prioritizing prevention.
There are considerable policies out there to figure out how we shift
the emphasis from acute care to prevention, and those are detailed
in my testimony.

But this infrastructure for standards, information exchange, and
tools for its use does not depend exclusively on a private or public
insurance system. It could be put into place through incremental
reform. But high-value health care cannot be initially or consist-
ently applied when one in three Americans falls out of the system
over the course of 2 years; and using public financing to leverage
private, value-based care and coverage is necessary to meet the
system’s potential.

So, in closing, the imperative for improving the value in the
health care system is strong, and the opportunity for doing so may
be nearer. The next Congress and President face inescapable tax
and budget decisions, and a number of expiring policies will be
waiting on the doorstep. Tax and budget reform represent an op-
portunity for health reform, and I am encouraged by your focus on
value today.

Thank you for your attention.
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[The prepared statement of Jeanne Lambrew follows:]

PREPARED STATEMENT OF JEANNE M. LAMBREW, PH.D., ASSOCIATE PROFESSOR,
LYNDON B. JOHNSON SCHOOL OF PUBLIC AFFAIRS, UNIVERSITY OF TEXAS AT AUSTIN

Chairman Spratt, Ranking Member Ryan, and distinguished Members of the
Committee, I thank you for the opportunity to testify on the topic of value in health
care. Arguably, few other topics are more important to your work. As the Congres-
sional Budget Office Director has testified, the long-run budget problems are largely
driven by health cost growth. Medicare, Medicaid, and other health program spend-
ing comprise about one-fourth of the Federal budget. Their rapid projected growth
accounts for the entire long-run Federal fiscal deficit. It is an economic as well as
a budget issue. Health spending accounts for 16 percent of our economy—more than
housing or food. Its rapid growth poses challenges to businesses and individuals
whose income is increasingly devoted to paying for health care. And, despite the
enormous investment in health care, the quality of that care and its outcomes fall
short by most standards. As the Federal Reserve Board Chair Ben Bernacke re-
cently said, “Improving the performance of our health-care system is without a
doubt one of the most important challenges that our nation faces.”

In this testimony, I would like to suggest how value in the health care system
can be improved and why the opportunity to do so is on the horizon. “Value” gen-
erally describes the perceived quality of care or benefit per dollar spent. Improving
value is not necessarily synonymous with improving efficiency. Some aspects of care
provision, such as its patient centeredness, are worthwhile to patients but not strict-
ly efficient. Nonetheless, the United States spends an enormous amount on duplica-
tive, low-utility, and even harmful health care, so that a high-value health system
WOﬁld be more efficient overall—and offer significant non-economic advantages as
well.

ELEMENTS OF A VALUE-ORIENTED SYSTEM

There is no “silver bullet” for improving value in health care, precisely because
of the nature of health care. The exacting rules that govern fields like engineering
and physics do not apply to human health. Illnesses and therapies evolve rapidly,
with new diseases and cures introduced each year. Basic economic rules also fit
some aspects of health care poorly. Technological advances that typically lower labor
costs have instead raised them by increasing the reliance on highly-paid health care
specialists. Mass production that has revolutionized other sectors has no real foot-
hold in health; health care jobs now outnumber manufacturing jobs.! Moreover, peo-
ple still trust their doctors to define their demand (i.e., diagnose it) as well as fulfill
it. People believe high-cost care equals high-quality care, despite evidence to the
contrary. And, they undervalue disease prevention and overvalue disease “heroics”
or intense medical interventions to reverse disease—reflecting the values and beliefs
that also shape our health system.

The nature of health care make it is impossible to draft a single, perfect health
care system: it would not work for all providers and people, and even if it did, it
would be obsolete quickly. It also means that classical market solutions do not neat-
ly apply to health care. Demand is complicated, providers sit on both the supply and
demand sides of the equation, and suppliers—primarily insurers—have little incen-
tive to promote value when payers and enrollees come and go. What is needed in-
stead, in my opinion, is a strong infrastructure though which changing information,
best practices, and preferences can be channeled. This infrastructure consists of
standards for high-quality, cost-effective care, networks for transferring these stand-
ards throughout the system, and policies for their adoption, described below.

Standards for High-Value Health Care: In certain respects, the United States
leads the world in health care. The National Institutes of Health, its universities
and its private-sector labs have produced medical breakthroughs that have benefited
millions and are used worldwide. Some insurers and payers of care have used this
information to successfully shape the delivery of care. For example, most health
plans use the Healthcare Effectiveness Data and Information Set (HEDIS) that
measures plan and provider performance on key quality indicators, with proven suc-
cess. And, some providers have developed feedback systems to inform both the basic
research as well its adaptation for daily practice. For example, Kaiser Permanente’s
monitoring of its own enrollees detected the increased risk of heart attacks associ-
ated with Vioxx and dropped its coverage of it—contributing to its withdrawal from
the market. Despite evidence of the benefits and tradeoffs for many if not most
treatment options, no authoritative synthesis of such information exists. Instead,
different and sometimes conflicting standards are used across the nation, propa-
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gated by specialty societies, some government programs, insurers, consumer
websites, and regional coalitions.

The consequences of few standards for high-value health care and coverage are
troubling. Lack of knowledge of recommended therapies likely contributed to their
provision only 55 percent of the time.2 Another study found that only 41 percent
of primary care doctors were familiar with national guidelines for blood pressure
treatment, although awareness increased the probability of recommended action.3
Competing standards also affect performance. For example, a study by the Institute
of Medicine found the six major Federal health programs had different quality
standards, creating unnecessary confusion and burdens for providers.? A typical doc-
tor has public and privately insured patients, making the adherence to the different
coverage and quality reporting onerous. And, as can be seen in the studies of prac-
tice patterns, the variability is greater for services with a weaker evidence base. For
example, the landmark Dartmouth study that found no better quality or outcomes
in high-cost areas attributed the excess costs to greater use of testing and evaluative
services as well as use of the hospital as a site of care; use of major surgical proce-
dures and minor non-discretionary services were not significantly different.> In the
absence of evidence on benefits and costs, people and often providers assume that
more is better even when it may be wasteful or harmful.

Creating a standard-setting process to guide health care decision making could
improve value in the health system. This process could identify services and delivery
system practices for which there is: (a) strong evidence for or against their use; (b)
strong evidence on the tradeoffs of substitutes; or (c) weak evidence. It could also
identify research gaps that should be prioritized to promote a high-performing
health system. In particular, studies on the comparative clinical and cost effective-
ness of different treatment options could be encouraged. These standards would nei-
ther constitute “cook-book medicine” nor the elements for a defined benefits plan.
For example, the process would not weigh in on resource allocation and who pays
for care. Instead, these standards would advance a common understanding of the
state-of-the-art health care practices—the basic building block for improving per-
formance.

Information Exchange Networks: Dissemination is as critical as the development
of standards. Standards can only affect performance if they reach the remote parts
of our health system, and vice versa: information and expertise from all parts of the
health system are needed to set the standards. Historically, knowledge among pro-
viders and managers has been shared through annual conferences, continuing med-
ical education programs, journals, and specialty societies. Disease registries, where
information is collected on certain types of patients and treatment protocols, have
proven to assist in both education and adoption. The rapid evolution of information
technology has also facilitated dissemination and adaptation at all levels of the
health system. “Learning networks” and Regional Health Insurance Exchanges have
been created to harmonize data collection and reporting at the local level. Provider
and consumer decision support tools have proliferated. And the interest in imple-
menting a nationwide electronic medical record is strong.

Yet, rather than simplifying the system, the explosion of communication tools has
sometimes increased chaos. Internet-based journals, physician and health plan re-
sources, and consumer resources (e.g., WebMD) abound. A patchwork of registries
and data bases has placed time-consuming and sometimes expensive demands on
providers and organizations to participate. Entrepreneurs have entered the space,
offering electronic health records, support systems, and feedback tools. Meanwhile,
there is no evidence that these advances have shortened the years for a proven
treatment to move from the lab bench to the bedside. And, a recent study found that
only 4 percent of physicians used a complete electronic medical record, with an addi-
tional 13 percent using a basic system.®

One key step to increasing value in health care is creating a national, health in-
formation technology infrastructure to facilitate development and dissemination of
best practices. Beyond its potential administrative savings, information technology
could build in prompts, reminders, and error warnings at the point of service. The
Veterans’ Administration health system has used technology in this way with posi-
tive results. In addition, a national, privacy-protected electronic health record would
provide data for studies on the comparative effects of clinical and delivery system
interventions on a wide-scale basis. This could make the health system more effi-
cient over time by limiting the adoption of new therapies that offer less benefit than
existing ones.” Technology is an essential but not the sole source for the exchange
of information. The heavy reliance on judgment and experience in health care deliv-
ery supports the idea of building regional peer networks. Like specialty societies,
they would provide the latest research and data feedback, but would do so with an
understanding of the local context, culture, and health system resources.
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Tools to Promote Adoption of High-Value Care: Arguably the greatest challenge
to promoting value is ensuring that the participants in the system adhere to proven
standards. Knowledge of these standards alone can help. But, evidence suggests it
is not enough. Regular blood testing is a well-known standard of care for diabetics,
yet only 24 percent of participants in a national study had three or more
glycosylated hemoglobin tests over a two-year period.8 Conversely, there is little evi-
dence supporting the use of CT scans for management of heart disease yet a recent
article documented the rapid increase in their use and thus costs.?

Part of this pattern can be explained by reimbursement rates. Value is rarely
taken into account when determining whether and what a provider gets paid.1© Pay-
ment rates usually only account for a service’s cost, not its benefits—promoting
high-cost health care irrespective of its merit. This may explain why there is higher
adherence to standards of care for procedures (which tend to have high reimburse-
ment) versus counseling (which tends to go unreimbursed).!! Similarly, the amount
that patients pay in cost sharing is typically pegged to a service’s cost rather than
itls Vahue. Simply stated, financial incentives for providers and patients are mis-
aligned.

Beyond financing, the lack of organization of the delivery system diffuses the ac-
countability for producing value. Studies have found that having an organizational
culture that promotes quality results in high performance ratings for providers.12
Yet, most doctors still practice alone or in small groups and lack the critical mass
to implement and connect to larger systems to improve the value of the care for
their patients. Ideas to remedy this range from linking all providers to a hospital
to forging “interdependent practice organizations” that assume responsibility for
members’ performance.13 Beyond their ability to invest in system supports, organi-
zations could also have a social network effect on provider behavior, which has re-
cently been found to be powerful in reducing obesity and tobacco use.l4

Lastly, an often-overlooked tool in improving value is making it the path of least
resistance. A growing literature suggests that making the desired behavior the de-
fault improves the odds of achieving it.15 For example, the use of beta blockers after
a heart attack is the standard of care. Research has found greater use of this drug
among patients to whom it was prescribed in the hospital discharge orders—not
leaving it to the patient to fill the prescription independently later. Moreover, some
hospitals automatically prescribe beta blockers on the discharge order, allowing the
doctor to take it off the order, but asking for an explanation why. This system re-
duces the required steps needed to achieve the desired result. Across the board, pay-
ment and delivery systems could be designed so that high-value care is the easiest
choice for individuals and providers.16

POLICIES TO CREATE THE INFRASTRUCTURE FOR A VALUE-ORIENTED SYSTEM

This infrastructure—standards for value, information exchange networks, and
tools for its use—could undergird different mixes of public and private insurance.
It does not depend on either an exclusively public or private insurance system to
work. As such, it could be incorporated into a number of different health reform
plans. However, a key to achieving a high-value health system is seamless coverage
for all Americans: high-value care cannot be initially or consistently applied when
one in three individuals falls out of the system for at least a month over a two-year
period.17 Similarly, inadequate coverage—a problem for 25 million insured Ameri-
cans according to a recent study—results in cost-related barriers to care and coordi-
nation and communications problems which interfere with value-oriented care.1® As
Henry Aaron has put it, ensuring adequate coverage for all Americans is, “a pre-
condition for effective measures to limit overall health care spending.” 19

That said, some of the infrastructure for a value-oriented health system could be
k;;ult into place in the context of incremental reform. These components are described

elow.

Investing in Comparative Effectiveness Research: A pre-requisite to assigning
value in health care is knowing various services’ relative impact. “Comparative ef-
fectiveness research” is the rigorous assessment of the relative safety, effectiveness,
and cost of treatments or approaches for addressing the same condition. This type
of research has been funded by the Agency for Healthcare Research and Quality’s
(AHRQ’s) appropriations, but at a fraction of the amount authorized in the Medicare
drug law enacted in 2003. Proposals to significantly increase comparative effective-
ness research funding and ensure its independence have support from a wide range
of businesses, consumer groups, and experts, including the health advisor to George
H.W. Bush.20 Bipartisan legislation has been introduced by Representatives Allen
and Emerson and a version of it was included in the Children’s Health and Medi-
care Protections Act of 2007 that passed the House but was vetoed by President
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Bush. The Congressional Budget Office estimated that this provision, which created
a trust fund seeded by public and private funding, would save the system $6 billion
over 10 years and reduce Federal spending by the tenth year.2! The 111th Congress
?houl(% enact this legislation since this information is essential to setting standards
or value.

Creating a Federal Reserve-Like Board to Set Standards: Another policy to con-
sider is the creation of an independent board to promote high-value health care.22
Composed of experts with long terms, this board would be modeled on the Federal
Reserve Board which has succeeded in making crucial decisions with greater credi-
bility than most Federal agencies. This board would be an authoritative source of
information on the value and tradeoffs of health care services and delivery mecha-
nisms. Because of the breadth of health care, the board would focus on high-cost
and new services. To ensure it complements rather than replaces existing efforts,
it could give its imprimatur to publicly and privately-developed standards (e.g., U.S.
Preventive Services Task Force guidelines; the AHRQ’s Evidence-Based Practice
Centers; the National Quality Forum; specialty societies’ protocols). Its assessments
of lﬁligh-value health care would be accessible to payers, providers, patients, and the
public.

The board would also assess the optimal mode for delivering high-value care. This
function may be best carried out regionally. The Federal Reserve has twelve district
banks whose governance includes key stakeholders as well as experts. They are re-
sponsive to their regional resources and climate—features that could be valuable in
promoting value given the geographic variation in health care. Regional “health
value” boards could tap into medical leadership to tailor their work to region-specific
problems. They could gather data, analyze it for patterns, and feed the results back
to providers and facilities with comparisons to local, regional and national process
and outcome measures. They may be better able to gain the trust and change the
behavior of local providers than a national board. Several states have already devel-
oped regional consortia to promote quality and efficiency.23 These boards could also
be built from the current Quality Improvement Organizations in Medicare. Medicare
could support regional boards by providing data as well as incentives (or require-
ments) that providers participate in them.

Accelerating the Use of Health Information Technology: This Congress may suc-
ceed in enacting legislation that creates standards, privacy protections, and funding
for the implementation of electronic health records (EHRs). The bipartisan legisla-
tion is necessary but probably not sufficient to yield rapid adoption of EHRs in a
short period of time. Physicians may still be resistant given their inability to cap-
ture the return on the investment; private plans may worry about losing a competi-
tive edge; and the benefits that result may make it more of a public good that pri-
vate commodity.24 Congress should consider making the President’s aspiration that
most Americans have an EHR by 2014 a deadline. It could enforce this requirement
in a number of ways, including lower or no Medicare payment to providers who do
not comply. Loans and grants would likely be needed to assist in meeting this dead-
line. The ongoing activity to set standards for interoperability and privacy and cre-
ate data exchanges to support EHRs would need to be stepped up. Other nations
have already made the switch from paper-based to electronic systems; it is feasible
as well as essential to optimizing health system performance.

Allowing Medicare to Align Policies with Value: Even though it funds less than
20 percent of the health system, Medicare’s policies have often set the standard for
the private sector. The shift to a new standard based on value could be led by Medi-
care as well. Congress could delegate authority to Medicare to adopt payment poli-
cies that the Medicare Payment Advisory Commission recommends based on the
value-oriented standards set by the new board. These changes could include adopt-
ing successful “pay for performance” models, creating bundled payments across pro-
viders and/or services, and adjusting patient cost sharing to promote high-value care
and discourage low-value care. Such changes could be allowed within boundaries;
for example, the authority could be limited to modifications that reduce spending
within the budget window according to the Congressional Budget Office. The Medi-
care Trustees might also take a bigger role in program operation, having to approve
the policies recommended by the program administrator. Congress could always
override the changes, but the default would be flipped: instead of having to wait for
Congress to align payments with value, Medicare would do so unless Congress
blocked it.

In addition, Medicare payment systems build in some funding for capital improve-
ments; this funding could be directed toward system design to facilitate high-value
care. For example, Medicare could incentivize hospitals to develop or adopt com-
puter-assisted reminder or default order systems that have proven effective at im-
proving adherence and outcomes. It could also add the use of effective, simplifying
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systems as a condition of accreditation; arguably, they are as important to safety
and the system as a facilities’ cleanliness or doctor attendance at medical staff meet-
ings.

Prioritizing Prevention: Lastly, the gravity of the problem of preventable disease,
coupled with the inadequacy of the existing system, suggests that a new model is
needed to prioritize wellness. To be effective, it should strive to make preventive
services valued by individuals and providers, available, and affordable. It should ele-
vate wellness within the health system and complement it with new delivery sys-
tems. Payment for prevention should be designed to leverage behavioral change and
widespread use. Finally, it should be universal, providing recommended prevention
services irrespective of individuals’ insurance status.

A Wellness Trust is one approach for structuring an effective prevention system.25
Under this model, preventive services would be carved out of the health insurance
system and financed through a new independent agency. The Wellness Trust would
set national priorities for prevention, employ unconventional systems for delivering
services, use payment policy to drive results, and integrate prevention with the
health care system through information technology. Congress could lay the ground-
work for this approach by creating the Trust, assessing prevention spending, review-
ing priorities, and developing a prevention workforce.

OPPORTUNITY

The imperative for improving value in the health system is strong, and the oppor-
tunity to do so may be near. The next Congress and president face inescapable tax
and budget—as well as health policy—decisions. A number of expiring policies will
be waiting on the doorstep. These include: the 2001 and 2003 tax cuts, the esca-
lating taxes due to the Alternative Minimum Tax problem, and a budget that will
likely be unresolved in 2008. Tax and budget reform represents an opportunity for
health reform. Responsible tax policy to replace the expiring Bush tax cuts could
build in revenue to fund up-front health system changes. Modifying while maintain-
ing the tax break for employer health benefits could redirect high-income tax breaks
to low-income tax credits.2¢6 And, the cost savings inherent in health reform are es-
sential to long-run budget stability.

No doubt, enacting health—and budget and tax—reform is hard. Yet, the only
thing harder may be turning a blind eye while our nation’s health and economic
prospects fade. Incremental reform can lay the groundwork for a high-quality, effi-
cient, equitable health system; the policies described here take steps toward it. But
small changes may take as much political capital as big ones. A strong infrastruc-
ture must be combined with coverage in a seamless system supported by sustainable
financing to achieve the potential of a high-value health system.

ENDNOTES

1For a discussion of labor costs and the health sector, see, for example, J. Hartwig. (March
2006). What Drives Health Care Expenditures? Baumol’s Model of Unbalanced Growth Revis-
ited. KOF Swiss Economic Institute, ETH Zurich, Working paper number 06-133. htip://
www.kof.ethz.ch [ publications/ science | pdf | wp—133.pdf

2E. McGlynn et al. (2003). “The Quality of Care Delivered to Adults in the United States,”
New England Journal of Medicine,348 (26): 2634-45.

3D.J. Hyman and V.N. Pavlik. (2000). “Self-Reported Hypertension Treatment Practices
Among Primary Care Doctors,” Archives of Internal Medicine,160: 2281-86.

4J. Corrigan, J. Eden, B.M. Smith. (2003). Leadership by Example: Coordinating Govern-
ment’s Role in Improving Health Care Quality. Washington, DC: National Academies Press.

5E.S. Fisher et al. (2003). “The Implications of Regional Variation in Medicare Part I: The
Content, Quality, and Accessibility of Care,” Archives of Internal Medicine,138: 273-87.

6 C.M. DesRoches et al. (July 3, 2008). “Electronic Health Records in Ambulatory Care: A Na-
tional Survey of Physicians,” New England Journal of Medicine, 350:50-60.

7For a discussion of the potential impact of health information technology on cost, see Con-
gressional Budget Office. (May 2008). Evidence on the Costs and Benefits of Health Information
Technology. Washington, DC: CBO.

8E. McGlynn et al. (2003). “The Quality of Care Delivered to Adults in the United States,”
New England Journal of Medicine,348 (26): 2634-45.

9A. Berenson and R. Abelson. (June 29, 2008). “The Evidence Gap: Weighing the Costs of a
CT Scan’s Look Inside the Heart,” The New York Times,Al.

10Value is not a component of public program payment systems, and a recent survey found
few employers use it. See: M.B. Rosenthal et al. (2007). “Employers’ Use of Value-Based Pur-
chasing Strategies,” JAMA, 298(19): 2281-88.

11E. McGlynn et al. (2003). “The Quality of Care Delivered to Adults in the United States,”
New England Journal of Medicine,348 (26): 2634-45.

12 See, for example, S.M. Shortell et al. (2005). “An Empirical Assessment of High-Performing
Medical Groups: Results from a National Study,” Medical Care Research and Review, 62(4): 407-
34.



22

13 See, for example, E.S. Fisher et al. (2007). “Creating Accountable Health Care Organiza-
tions: The Extended Hospital Medical Staff,” Health Affairs, 26(1): w44-w57; S.M. Shortell, L.P.
Casalino. (2008). “Health Care Reform Requires Accountable Organizations,” JAMA, 300(1): 95-
97

14 A recent article discussed several of the emerging studies: R. Stein. (May 26, 2008). “Social
Networks’ Sway May be Underestimated,” Washington Post, A06.

15For a discussion of behavioral economics and its possible application to health care, see P.
Orszag. (2008). “Health Care and Behavioral Economics: A Presentation to the National Acad-
emy of Social Insurance,” Washington, DC: Congressional Budget Office.

16 For a commentary on how this might be done, see B. James. (2001). “Making It Easy to
Do It Right,” New England Journal of Medicine, 345: 991-93.

17J.A. Rhoades and S.B. Cohen. (August 2007). “The Long-Term Uninsured in America, 2002-
2005,” Rockville, MD: U.S. DHHS, AHRQ, Statistical Brief #183.

18C. Schoen et al. (2008). “How Many Are Underinsured? Trends Among U.S. Adults, 2003
and 2007,” Health Affairs, WebExclusive, 27(4): w298-309.

19H. Aaron. (2007). “Budget Crisis, Entitlement Crisis, Health Care Financing Problem—
Which Is It?” Health Affairs, 26 (6): 1622-33.

20 G.R. Wilensky. (2006). “Developing a Center for Comparative Effectiveness Information,”
Health Affairs, 25(6): w572-85.

21See P. Orszag. (September 7, 2007). “Letter to Chairman Pete Stark,” Washington, DC: Con-
gressional Budget Office, available at: hitp://www.cbo.gov/ftpdocs/85xx/doc8598/09-05-
ComparativeEffectiveness.pdf

22This idea is the subject of a book: T. Daschle, with S.S. Greenberger and J.M. Lambrew.
(2008). Critical: What We Can Do About the Health Care Crisis. New York: St. Martin’s Press.

23 See, for example, Minnesota’s SmartBuy Alliance. A coalition of purchasers accounting for
60-70 percent of the State’s population, its members use uniform performance standards, cost
and quality reporting requirements, and technology. S. Silow-Carroll and T. Alteras. (2007).
Value-Driven Health Care Purchasing: Case Study of Minnesota’s Smart Buy Alliance. New
York: The Commonwealth Fund.

24 Congressional Budget Office. (May 2008). Evidence on the Costs and Benefits of Health In-
formation Technology. Washington, DC: CBO.

25For details, see: J.M. Lambrew and J.D. Podesta. (2006). Promoting Prevention and Pre-
empting Costs: A New Wellness Trust for the United States. Washington, DC: Center for Amer-
ican Progress; and J.M. Lambrew. (2007). A Wellness Trust to Prioritize Disease Prevention.
Washington, DC: The Brookings Institution, The Hamilton Project.

26 For a discussion of financing options, see M. Seshamani, J.M. Lambrew, and J.R. Antos.
(2008). Financing the U.S. Health System: Issues and Options for Change. Washington, DC: Bi-
partisan Policy Center.

Chairman SPRATT. Dr. Gratzer.

STATEMENT OF DAVID GRATZER, M.D., SENIOR FELLOW,
MANHATTAN INSTITUTE FOR POLICY RESEARCH

Dr. GRATZER. Thank you, Mr. Chairman, ranking member, mem-
bers of the committee.

I have provided you with written testimony which provides some
thought on these topics. I would emphasize that though I am a
Senior Fellow at the Manhattan Institute, the views I express in
that written testimony, as well as today, are my views and my
views alone, and don’t necessarily reflect those of the Manhattan
Institute.

Mr. Chairman, health care can be enormously personal. I think
it is perhaps one of the reasons we are discussing it here today. Be-
sides, obviously, the budgetary implications, there are other aspects
of public policy that are enormously important, but perhaps none
quite as personal as health care. Let me open then by talking per-
sonally about some of my experiences with American health care
and then maybe drawing some larger lessons.

It was the best of American medicine, the worst of American
health care. My wife hurt her back. I would emphasize my wife
tells this story slightly differently than I do. For the sake of our
marriage, I have that disclosure.

I was invited to a conference out in the Rockies. They very gener-
ously agreed to pay for my ski ticket and the airfare. All I had to
do was buy a pass for my wife. She ended up on a ski slope and
hurt her back.
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I would emphasize she tells this story differently than I do.

My version of events involves a Bunny Hill, a ski school—per-
haps the Snoopy Dog Ski Camp or something august like that—
with a lot of 5-year-olds, who, by the way, were absolutely mar-
velous skiers. And my wife fell a lot.

She tells this story involving a large mountain, gale-like winds
of about 70 miles per hour, and a small furry mammal that had
to be avoided, perhaps a squirrel or something of this sort. But the
long and the short of it is, my wife ruptured a disc in her back.

My wife is an emergency doctor, and she went from living an ex-
traordinarily active life to lying on her back hours a day because
of the pain. Of course, there was the numbness in her foot which
made work very difficult.

She needed a procedure. We are two doctors. At the time, for a
variety of reasons, we were living in West New York and we
weren’t insured, and we were trying to find the best care we could.
Well, we are tech-savvy people. We went to Yahoo. We are not
super-tech-savvy people because we would have Googled, I suspect,
but we Yahooed, and the top 10 sites were pornographic.

Finally, we found a neurosurgeon we were comfortable with. We
were interested in outcomes. We couldn’t find any on the Internet.
He couldn’t provide us with any. We had a choice of two hospitals
for this procedure. We decided, not being able to get any quality
data, to choose the one with “saint” in the title, because, as you
know, Mr. Chairman, nothing bad can happen to you at a hospital
with “saint” in the title.

These are some of the frustrations we experienced.

We also experienced frustrations around the bill. At the end of
the day we were sent a bill that was a foot-and-a-half long, and it
was my medical opinion that they didn’t know what they were talk-
ing about. I called up the top administrator of the hospital, and I
said, I have never not paid a bill in my life, but this seems out-
rageous for a day procedure. She responded by telling me that this
is simply the starting point of our negotiations.

I don’t know anywhere else in American society where you get
a bill from somebody and they fully acknowledge that they them-
selves don’t take the bill seriously.

I also want to emphasize, though, that this was the best of Amer-
ican medicine. Fifty years ago somebody like my wife would have
hurt her back and would have lived out the rest of her life with
chronic pain and some significant morbidity. Twenty years ago I
suppose she would have had a spinal fusion, which is a very com-
plicated procedure.

Today, or a few years ago, she got a procedure that lasted under
half an hour, an incision that was less than an inch, and she is up
and about and living her life as she wants to. We had our second
child a year ago and life is good. That is the best of American medi-
cine. We can never forget that when we have these discussions.
These are always feel-bad discussions.

I don’t feel badly about American medicine and I don’t feel badly
about the future because we have done so much in the last 60
years—tamed polio, made depression treatable, allowed people like
my wife to return to the workforce—and I look very much forward
to what we will do over the next 60 years. Part of the reason we
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were able to do these things is that we have certain values in
American health care that we should preserve even when we talk
about what is wrong with it.

First and foremost is that we value the doctor-patient relation-
ship. Secondly is that we recognize that not all decisions should be
driven by dollars and cents, that health care also has some intu-
itive value. And thirdly, perhaps a point slightly underappreciated,
is the best way of spending money often is keeping people out of
the health care system, by which I mean keeping them healthy in
the first place.

There are undoubtedly enormous problems with American health
care. Costs keep rising year after year. My colleague and cowitness
has given a very nice summary of some of the macro implications.

I like to think of things in terms of its implications in the Amer-
ican family. As you know, every year for the last 7 years the me-
dian family income has dropped by about 1,000 bucks a year be-
cause of rising health costs, even though wages are up.

These are enormous problems. What should we do to get better
value in American health care? Well, I put forward a number of
ideas. But, again, I think back to my wife and that black box of
American health care that we dealt with, and I think forward to
some basic ideas.

First of all, we need to move decisions closer to families. Too
much of American health care, for historic reasons, is paid by
someone else, usually employers, and, of course, as you are well
aware also, the Federal and State governments. I like experiments
like health savings accounts. I like Medicaid experiments like those
going on in South Carolina and Florida, again bringing decisions
closer to the individual.

Transparency is, I think, something we can all agree has enor-
mous value. I would point out, though, that even though the Fed-
eral Government sits on such a wealth of information, relatively lit-
tle of it is revealed.

I would also suggest that if we are talking about the government
pushing the private sector in more of the right direction, we could
talk about better disclosure by hospitals, clinics and doctors in
terms of fee schedules and the like.

We need better information on quality, and I think that is a
thorny issue. Often it is difficult for us to judge how to do that.
Certainly, with surgeries, one can look at complications, and that
is relatively straightforward. But I am a psychiatrist, and some-
times I wonder how one judges who is a good psychiatrist and who
isn’t.

I think some of this information is going to come from the public
sector. I think about the New York State report cards on cardiac
surgery. Some of it will come from the private sector, such as the
Leapfrog Group and their work.

Finally, I believe in five-sixths of the general economy, we have
discovered that the best way of improving quality and value is
through competition and choice, and too often in health care, gov-
ernments have been eager to regulate first and ask questions later.
It deprives individuals of choice, innovation suffers, and I think, ul-
timately costs rise.
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I would suggest to you those are some basic commonsense ideas
we can employ with health care to move us forward so that people
like my wife and I can have better information on quality before
we make a decision, people like my wife and I and you and your
spouse and your constituents.

Thank you very much.

Ms. SCHWARTZ [presiding]. Okay, and thank you for your testi-
mony.

[The prepared statement of David Gratzer follows:]

PREPARED STATEMENT OF DAVID GRATZER, M.D., MANHATTAN INSTITUTE

I am honored to testify today in these hearings on “Getting Better Value in
Health Care” before the Committee on the Budget. My name is David Gratzer. I
am a physician and a senior fellow at the Manhattan Institute in New York. The
views I present are my own and do not necessarily represent those of the Manhat-
tan Institute.

Before speaking directly to the topic at hand, I wish to put forward an important
anecdote. The daughter of a friend of my family will start elementary school in the
fall. Of course, there doesn’t seem much remarkable about the above statement—
millions of children across the United States are starting grade 1 in a couple of
months. But my friend’s daughter is a cancer survivor. Just a couple of years ago,
she was diagnosed with leukemia. After a series of treatments, however, she’s fine.
Actually, she’s more than fine. She’s bright, energetic, full of life. And why shouldn’t
she be?

But not that long ago, of course, a diagnosis of childhood leukemia was a death
sentence. Today, the vast majority of children under the age of 12 with this illness
are cured. That’s not to suggest that life isn’t without complications—recent studies
peg their SAT scores at lower than average for their age cohort—but these chal-
lenges seem minor compared to battling cancer.

We're talking today about “getting better value in health care.” At a time when
health costs are spiraling up, it would be difficult to think of a more timely or rel-
evant topic. But as we consider what’s wrong with American health care and what’s
to do, it’s important to remember what’s right. People like my friend’s daughter get
excellent health care.

Before discussing better value, we should note our values in making it possible
for people like my friend’s daughter to thrive: (1) American health care is built on
the doctor-patient relationship; (2) health care isn’t just about dollars and cents, but
about improving lives; (3) the best way of saving money is to keep people out of the
health care system by keeping them healthy in the first place.

We live in challenging times. My co-witness Peter Orszag provided macro-num-
bers pointing out the high cost of health care. Let me bring things back to the
household level: Median family income has dropped by a thousand dollars a year
every year since the beginning of the decade because of rising health costs.

Why? The central problem is the way Americans pay for their care. Rather than
paying directly, most people get their health insurance from their employer (or the
parent’s or spouse’s employer). Someone else foots the bill. This odd financing ar-
rangement developed because of World War II wage controls. Employers began to
provide health benefits as a disguised form of income, and their incentive to do so
only increased when the IRS ruled that, unlike income, these employer-provided
benefits would not be taxed.

The resulting accidental system is wasteful and bureaucratic. With Americans
paying directly just 13 cents for every health dollar they spend, there is much incen-
tive to spend first, and ask questions later. Health managers, meanwhile, create bu-
reaucratic hurdles in an attempt to constrain patient choice (and thus costs). During
the 1990s-heyday of managed care, for instance, HMOs attempted to dictate wheth-
er and when their patients were tested. HMOs have fallen away—the economic
problem they attempted to address continues.

There is hope: the Miami Herald ran a story on a Fort Lauderdale woman who
shopped around for physiotherapy—and saved herself a thousand dollars a session.
Obviously, not every health service can be “shopped for.” That said, there are some
basic steps that we should take with health care to make it easier for patients and
providers to seek out excellence and value:
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MOVING DECISIONS CLOSER TO FAMILIES

Innovative health insurance products like health savings accounts encourage
Americans to think more about the financial consequences (and the value) of the
health services they receive. Medicaid experiments in South Carolina and Florida
also attempt to reward better decisions.

TRANSPARENCY

For practically everything other than health care, Americans are able to access
good pricing information before making a decision. That’s not true with health care.
HHS has started to reveal more information—an important if small step. The fed-
eral government should make its pricing information available and encourage hos-
pitals, clinics, and doctors to do the same.

BETTER INFORMATION ON QUALITY

While some aspects of health care remain difficult to measure, surgical outcomes,
complication rates, and a raft of other information is available—except to patients.
Ultimately, better quality information should be developed, which probably will
come from both public sector sources (e.g., the New York State report cards on car-
diac surgery) and private sources (e.g., the Leapfrog Group).

MORE COMPETITION AND CHOICE

For 60 years, the federal and state governments have heavily regulated health
care. The end result is that patients are deprived of choice, innovation suffers and
costs ultimately rise. New regulations ought to be carefully considered in terms of
their impact on choice; existing regulations should be reviewed.

Some have suggested that a centralized board should oversee health-care deci-
sions. While the idea is tempting—who wouldn’t want a defining authority to push
America to better value in health care?—the international results are at best mixed.
The euphemistically named NICE in Britain, as an example, is slow to approve
drugs for funding (often taking up to 2 years) and tremendously biased against new
or cutting-edge cancer treatments, which partially explains the poor outcomes found
in that country.

American medicine has never been better. American health care, though, is at a
cross-roads. Some see utility in pushing down the path to greater government in-
volvement. In five-sixth of the economy, however, we value individual choice, com-
petition, and responsibility. The prescription for American health care is thus clear.

Ms. SCHWARTZ. I guess I have the discretion of the Chair, which
is kind of neat, so I think I was first in line to ask questions any-
way, so if my colleagues will indulge.

I did want to thank you again very much for your testimony. I
think one of the themes that came out in all of your testimony was
the issue of quality. That has come up. I particularly wanted,
though, to focus my question on something else that two of you
mentioned, which is the issue of health IT.

We had a very good win I think for Medicare and for the country
last evening when we passed the Medicare bill, which included e-
Prescribing, an initiative of mine that I know all of you know
about, that is a great first step in using health information tech-
nology, moving doctors and hospitals to use that technology to re-
duce errors, to save lives and to save money.

So what I would like you to do is elaborate, if you will. And I
know there was some work—Peter Orszag, you particularly have
done some study of this.

But I wanted to also ask, Jeanne Lambrew, if you will comment
on the potential for improving quality, improving health outcomes
for Americans, if we were to scale up in a very aggressive way the
use of information technology, particularly electronic medical
records; and specifically how we might do that other than just your
suggestion of mandating it, which I guess is one possibility.
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But my question very clearly is, what do you believe we should
do right away on information technology and electronic medical
records in particular? And how could that impact both savings in
the health care system, the public and providers, and improve out-
comes?

Dr. Orszag, if you would start, that would be great.

Mr. ORSZAG. Sure, Chairwoman, I will elaborate a little bit.

Let me say first that health IT has substantial potential to help
reduce costs and improve quality in health care if—if—it is part of
a system in which the information is used to evaluate what works
and what doesn’t, and if it is part of a system in which there are
financial incentives for the stuff that works.

But just by itself, plopping a health IT system into a fragmented
system with distorted financial incentives and no way of using the
information in general doesn’t generate the kinds of results that
many people would hope for.

Ms. SCHWARTZ. So does that involve, Federal standards have to
come first, or be a part of it, as to how they will be used?

Mr. ORSZAG. There are questions about interoperability and what
have you, and I will leave that aside for a second.

What I meant was the evidence on health IT actually generating
improvements in efficiency or some combination of higher quality
and lower costs are more impressive for more integrated systems
where the information that’s coming out of a system is used to
evaluate the procedures and then to push back down to the practi-
tioners some guidance on what works and what doesn’t.

In an isolated hospital setting or an isolated physician setting,
we have much less opportunity to do that, unless the information
is then garnered or used for some broader comparative effective-
ness kind of effort.

Ms. SCHWARTZ. Certainly systems that use it say that, in and of
itself, the use of electronic medical records, particularly if they are
interoperable, actually do help alleviate the fragmentation, basi-
cally help to coordinate care, because your doctor can see work that
has been done last week by another doctor, your emergency room
can see your test results from your doctors the week before.

So it actually forces, if you want to call it that, a better inte-
grated system. I don’t know if you want to comment on that, or
Professor Lambrew.

Go ahead.

Mr. OrszAG. I would just say—I guess she is deferring to me for
a second—on the fragmentation, the problem is really the financial
incentives and the way in which care can be delivered in multiple
settings. Yes, you can get some benefit from seeing the tests that
were done somewhere else, but that is not the most salient or prob-
lematic aspect of fragmentation.

The biggest problem associated with fragmentation is that you
have financial incentives for multiple care being done in multiple
places without the kind of unification that doesn’t come just from
seeing the other tests that were done.

Ms. SCHWARTZ. You are saying, even if they see the MRI from
yesterday, they are still going to repeat it because there is no fi-
nancial disincentive.
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I am not sure that is true, by the way, but that is what you are
saying, isn’t it?

Mr. ORszAG. You assumed, also, full interoperability. In many
cases that is not the case. So unless you have full interoperability
and then, again, some system for—it is not just whether they re-
peat the MRI, but whether the MRI is used.

When the MRI is done or not done could be informed by, how
many times for that kind of patient does the MRI change the diag-
nosis. And unless you have some structure in place for evaluating
that kind of information, just stringing together lots of different
outpatient settings where there are MRIs done and letting them
see each other’s MRIs is not going to change that basic dynamic.

Ms. SCHWARTZ. But, again, the issue is also the software that
suggests you ought to order the MRI or you don’t need to. You
haven’t mentioned that, but that is also part of this, that there is
also the opportunity.

And maybe this is the chance, Dr. Lambrew, to jump in to actu-
ally be able to say it matters to do an MRI or it matters to talk
to somebody at this point about other testing or other kinds of be-
havior. It is also something that could be part of electronic medical
records, based on evidence-based medicine, obviously.

Ms. LAMBREW. I would just say, if we think about the potential
benefits of all electronic health records, there are four different lev-
els. There is the basic administrative paperwork savings and reduc-
tions, which is important—not necessarily a major driver of our
costs, but an important component.

Second, is this information sharing to reduce duplication and to
ensure, when possible, coordination? I have to say, as somebody
who has tried to gather my medical records because I moved re-
cently, it is not easy. It is not easy to go every third Tuesday to
a doctor’s office to collect your medical records and pay $25.

So I do think there is more potential to that information sharing
than not.

Third is

Ms. SCHWARTZ. The point is well taken. It is information sharing
not only between the providers, but also with the patients and con-
sumers as well.

Ms. LAMBREW. A third level is this idea of using information
tools, because in that waterfall of medical information that comes
out, physicians and patients, it is hard to figure out what is the
right information, how to use it, and do you have it at the bedside
at the right moment for both the patient and provider. And using
the tools that are available through an information basis or a plat-
form could be significant when we again decide what is high-value
care and promoting it.

Lastly—and I feel very strongly about this as a researcher—are
the feedback loops. It is trying to figure out how we get the infor-
mation to feed back in to figure out what is high-value care. You
look at two examples of organizations that have used it, the Vet-
erans Administration and Kaiser Permanente. Kaiser discovered
Vioxx earlier than anybody else, the problems with it, because it
had a system that it could monitor what was going on and pick up
and detect things that it wasn’t necessarily looking for.
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So I think these four levels are the potential for it, and I would
argue that we can’t get to a system using the word “system” with-
out this basis.

So it is necessary, but not sufficient, to use a cliche.

Ms. SCHWARTZ. Just take another minute to make a comment.

Dr. GRATZER. These comments have been pretty innocuous. I
think we would all agree that there is something wrong with a
health care system whose basic information infrastructure harkens
back to the days of the Pony Express.

Looking internationally, there are countries that have done far
more in terms of information technology experimentation. In Can-
ada, Alberta, one of the largest and most affluent provinces, in fact,
puts practically all health records now online. You see your family
doctor, the tests go on your record; you cross the street and go to
the hospital, and it is there and accessible.

In Denmark, they have gone so far as to put the health records
online, and it is accessible, in fact, to patients. And patients can
even track things like their own cholesterol levels and glucose lev-
els. I think these things are definitely worth thinking about.

I think, again, by the way, some of this will begin in the United
States through the private sector. I wonder about Google medicine
and Google health. I think it is worth for Congress to weigh these
things as well.

I would point out, though, in both the Canadian and Danish ex-
periments, you don’t quite get the cost savings that people have
suggested you would. I think this might be a step in the right di-
rection. I don’t think anyone would argue it is a panacea.

Ms. ScHwARTZ. All right. I would say that what a couple of you
are suggesting is that, while it may not be a panacea, it is a tool
that we ought to really look seriously at.

There are some conditions set and there are a number of bills
moving through Congress thinking about this. But I think we
would all really appreciate hearing the conditions that have been
suggested as important to this, in and of themselves.

It only matters if we actually do it right, and that is true for just
about everything we do. But it is a tool we have not used in any
elaborate way. I think less than about 5 percent of American doc-
tors use full electronic medical records. The suggestion is, if done
right, it could actually affect both quality outcomes and costs.

We are looking for savings wherever we can get them, and if we
can improve quality at the same time, it certainly seems worth-
while.

But having taken my time, I would like to move on and ask Mr.
Ryan if he chooses to inquire.

Mr. RYAN. Thank you, Ms. Schwartz. First, let me start off.

Dr. Orszag, you are taking about an hour out of your day, and
the rest of the day you are going to be spending on the GSE issue,
Fannie and Freddie.

Mr. ORSZAG. I am viewing this hearing as a welcome respite from
that.

Mr. RYAN. I am sorry about that. I am going to ask a GSE ques-
tion, a very brief one, and then I want to get into health care. It
is just so topical right now.
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I am reading in the Business section of The New York Times
today this article that more or less implies that because Treasury
is asking for unlimited limits on explicit debt or line of credit or
ability to go purchase instruments, that there might not be any
score attributed to that.

You are in the middle of trying to score all of this. I am not going
to ask you to give specifics because you are probably still figuring
this out. But whatever we do on the GSEs, your granting the
Treasury more authority, is it not going to score? And if there is
no limit to Treasury’s ability to go and do this, that is going to
score a lot, is it not?

So can you just give me your sense of the wisdom of the implica-
tion in this New York Times article? And what should we begin to
expect on scores coming from CBO with respect to these ideas we
are looking at that we very well could be voting on as early as, I
think, Wednesday or something like that.

Mr. ORszAG. I guess my response would be, that was not news
that was fit to print.

Mr. RYAN. The New York Times put that out.

Mr. ORrszAG. Correct.

Mr. RyaN. Okay. Thank you.

Mr. ORszAG. And that the absence of a limit on the ability of the
Treasury to inject funds, either as equity or debt in loans into the
GSEs, does not mean in any way that there would be no cost asso-
ciated, no score associated with the activities. And CBO will be
issuing a cost estimate for the legislation in the near term.

Mr. Ryan. All right. I won’t ask you any more details, because
I am sure you are still figuring that out.

Mr. OrszZAG. Thank you.

Mr. RYaN. I want to, but I won’t. Let’s go to health care.

There is a bipartisan issue out here that we can get done, and
it is IT and it is transparency. So let’s explore how we should go
about doing this. America is sort of behind the times when it comes
to these issues, especially on technology.

First, let me put a pitch in for a bill I have with Dennis Moore
on health IT. Right now, the system that works today, you have the
marketplace basically putting up silos. You've got McKesson, Epic,
Cerner, GE and, I think, Siemens as the main providers of health
IT software and hardware, who by their own very designs have
these stovepipes where they can’t talk to each other. So, by design,
they are not interoperable systems.

When you get into this issue, we are concerned about privacy,
about the property, who houses these records, individual medical
privacy, but also interoperability. So I hope Dennis will take time
in his questioning to go into this.

But this is something we are really going to have to look at with
respect to how these medical records are housed, where they are
housed, who has them, and how do we drive interoperability.

I think, Dr. Orszag, you have given us some good ideas about
how to get this going and get it off its feet.

Let me get to the more sticky issue of transparency. In my road-
map plan, I pursue a legislative course, which I will be doing an
independent bill on soon, to try to get at real transparency on cost,
on price and value and best practices.
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And here is the basic question: What is the best way to go about
this? Should we have the Federal Government, HHS, CMS, design
the metrics on price, design the metrics on quality, design the
metrics on best practices; and basically tell physicians how to prac-
tice medicine, and we are going to pay you for this or we are going
to pay you for that?

The reason I urge caution on this is, from being on the Ways and
Means Committee for the last decade, this then becomes politicized.
There are just no two ways about it. What you will have are var-
ious provider groups, various interest groups come to the Ways and
Means Committee and say, pick us as the winner, pick us as favor-
ites; and we nonphysicians will inject ourselves into the practice of
medicine in the marketplace. The professionals won’t be the deci-
sion-makers, it will be the bureaucrats and the politicians.

I think there is probably a better way. And the way we are advo-
cating, and I would like your response to, is, instead of having
CMS design and police all of this—which will be behind in the
times, it will be behind in innovation—let’s look at areas where
similar ideas have worked better.

Financial markets: After the Great Depression, we created the
Securities and Exchange Commission to sort of police corporate
books and make sure this is working.

We have the FASB, the Federal Accounting Standards Board,
which is not a government agency, but a public-private partnership
of all the various stakeholders, the academics, the consumers, the
CFOs, the Big Three or Four accounting firms—I don’t remember
how many are left—to basically come up with promulgating stand-
ards and metrics on accounting which innovate with the time. And
if you cook the books and don’t follow the standards, the SEC
comes and gets you with government enforcement.

So what I am proposing is taking AHRQ, taking it outside of
CMS, using it as a stand-alone agency, calling it the Health Care
Services Commission, to also set up a board of standards of all the
stakeholders, so that you have a standard-setting agency that de-
signs the metrics. But it is the market designing it, more or less
with the enforcement mechanism of a health care SEC, if you cook
the books.

So when we are designing best practices on how to replace a hip,
it is the College of Orthopedic Surgeons that are in the room help-
ing design those standards as technology continues to innovate. So
when we are designing metrics on how to measure price on per epi-
sode of care, on what does the entire bypass surgery cost, you have
got the hospitals in the room saying, here is how we ought to do
it. When you are talking about quality standards, you have the ac-
tual specialist in the room saying, here is the best way to risk ad-
just, putting a drug-coated stent versus a non-drug-coated stent;
you have the cardiologist doing that.

The point I am trying to make is, this industry innovates very
quickly. Health care innovates very fast, faster than government
can possibly promulgate regulations. So why not have a system like
we have for the financial services sector, which innovates with that
sector, in health care, where you have the government saying, if
you cook the books, if you deviate, you are going to be penalized.
But you have the industry itself, along with consumers, along with
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all the various stakeholders, government included, designing the
metrics on price, designing the metrics on quality, designing the
metrics on best practices, putting them out on an apples-to-apples
basis, standard metrics, so the market can respond, so consumers
can see, so people can shop for value, so employers can reward out-
comes, so the payers can actually see what they are getting for
their money.

Is that not a better model going forward, than having CMS dic-
tate the terms of all of this stuff, and penalize or reward providers
based on what CMS thinks is the best way to practice medicine?

I will start with Peter and go down the road. Would you care to
respond to that notion?

Mr. ORSZAG. Do I have an option?

No, I didn’t think so. Why don’t I phrase it this way?

In the current structure of our public health insurance programs,
Medicare and Medicaid, there are decisions that the government
needs to reach on what should be reimbursed and what have you.
So in a sense you are asking a far larger question about the struc-
ture of those programs.

But given those programs, structured roughly like they are, there
is a further question which is, can the decision-making process be
improved through which reimbursement rates and what-have-you
are set? And I think, on that, Dr. Lambrew mentioned—and I know
it has come up on the Senate side during hearings—this idea of
trying to create some other structure that takes many more of the
decisions away from the Ways and Means and Finance Committees
and puts them in a Federal Reserve-like structure, both for tech-
nical competence and for political insulation.

I would say that CBO will be doing a report on options for that
kind of Federal health board which should be out later this year.

Mr. RyaN. All right.

Jeanne?

Ms. LAMBREW. I think there are a lot of analogies with what I
discussed and what you just said, and I am excited to have this dis-
cussion.

I would say the question becomes how much you want to sepa-
rate out what I will call “the standard generation” from its use.
And I think that what I described here—and I work with with Sen-
ator Daschle, who has been thinking a lot about this idea—what
we both are thinking is, you would create the standard-setting
board with experts—doctors, economists, people who are pure ex-
perts—to figure out: is there strong evidence that something is
high value or low value? Is there real evidence on trade-offs,
whether this one has a marginal impact on quality, but this has
an impact on cost? Real trade-offs. Or is there no real evidence, so
virle glave to basically let other people figure out what to do with
this?

So our idea is, you have one body create the standards. Then you
have other people, because when you start figuring out resources
and price, that gets into value judgments, societal judgments, polit-
ical judgments. So we would separate out the standard develop-
ment from the use of it.

What I propose in my testimony is, we basically allow MedPAC
and the board of trustees for Medicare and other public programs,
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for example, to use that information, in a devolved way, to act, so
it doesn’t have to be decided by the Ways and Means Committee
and the Energy and Commerce Committee. You basically say, here
are the standards, here are your experts who say how to employ
that, and then let Medicare do that without the process of coming
to Congress every single time.

I think it has to be kind of a trade-off, because having the stand-
ard-setting board also say, here is an aggressive way to pay for it,
may be, probably, a different set of expertise. That is why we sepa-
rate them out.

But there are many different models for how you allocate these
functions, with the bottom line being—and I firmly agree with
this—we need to find a new way for decision-making processes in
health policy and trying to move it into the sort of processes I set
forward.

Mr. RYAN. We definitely want to get to the same place. That is
pretty clear.

Just from being jaded, being in the middle of the committee that
oversees this stuff and seeing how politicized this gets, how slow
the bureaucracy moves, it is a cautionary tale of how to proceed
going forward.

Dr. Gratzer.

Dr. GRATZER. I know that you have drawn heavily in your think-
ing from the work of Professor Regina Herzlinger, who does talk
about a Securities and Exchange Commission for health care. I
have enormous respect for Professor Herzlinger. As you know, she
also has an affiliation with the Manhattan Institute, and I think
she has written probably the second best book on health care to be
published in the last half decade.

I am not quite as bullish on all aspects of this as perhaps she
is.

Undoubtedly, we have an issue with transparency. We can talk
about pricing; that is the tip of the iceberg. We are not just inter-
ested in how much each orthopedic surgeon charges. We are inter-
ested in how good are they at it.
| 1}\1/Ird RyanN. Without the quality, you can’t get the value estab-
ished.

Dr. GRATZER. Well, a starting point is to look at pricing, because
one finds extraordinary things when one looks at that alone. It is
very difficult to get pricing. As you know, the Bush White House
has attempted to do that, and different people have been ap-
proached. And the hospital industry argues that they don’t actually
have prices, it is the insurance industry; and the insurance indus-
try argues it is the hospital industry.

We know also there have been some experiments with legisla-
tion, like in California where hospitals are required to release all
their pricing information; and unfortunately, most of what they re-
lease is nonsense because they don’t really expect to receive the list
pricing. So one hears there that blood testing can be $300 at a hos-
pital, but they don’t actually get that. Certainly they don’t get that
from Medicare or Medi-Cal, and they don’t get that from the pri-
vate sector.

So some sort of fair play organization, modeled after the SEC,
where you would have more information on pricing, more disclo-



34

sure of complication rates and low-hanging fruit we can all agree
on. I think that might be reasonable.

I am hesitant in pushing forward and saying that such a body
could then turn around and identify best practices and so on. I am
worried about the politicization that would come from it. I am wor-
ried also about other things.

That is not to say that I don’t think there is an enormous role
for the Federal Government in facilitating information. Let me give
you an example, as a practicing psychiatrist.

There are new drugs coming to the market all the time. I treat
schizophrenic patients. What is the best antipsychotic? There is no
drug company that is going to fund a head-to-head comparison with
another on-patent drug. NIMH funded a beautiful study done by
psychiatrists at different centers, called CATIE, that gives you
great information. Those are the sorts of initiatives I think the
Federal Government could do and the sort of research that NIMH
and NIH could do.

Again, I am just a little bit hesitant in how much further you
want to push. You suggest bringing in the experts and bringing in
the orthopods and discussing what are best practices.

But, you know, they do actually have clinical guidelines come out
of those bodies. I am not sure there is as much discrepancy in
terms of best practices as some would suggest, or that there is as
much a role for the Federal Government as some would advocate.

Mr. RyaN. Dr. Gratzer, you practice both in Canada and the
U.S., correct?

Dr. GRATZER. Now I am not practicing in the United States.

Mr. RYAN. You practiced in Canada; is that correct?

Dr. GRATZER. That is correct.

Mr. RyaN. I want to ask you one final question.

In the year 2000, the World Health Organization said the French
health care system was the best health system in the world. The
next year, France declared the system bankrupt.

President Sarkozy now—he won his election on many issues,
chief among them saying people are going to have to pay more for
their health care expenses out of pocket.

Give us just your top few ideas on lessons learned from the Ca-
nadian system and lessons we ought to learn before we overhaul
our system, and what we ought to avoid going forward, so that we
can learn from your experience and the mistakes that may have
been made in Canada, rather than repeating them.

Dr. GRATZER. Sure.

The WHO study is often cited. I fear it is probably not worth the
paper it is written on. International comparisons are enormously
difficult to do. If you actually look at their data set—and it has
been some time since I looked at it—they put a huge emphasis on
things like equity and relatively little emphasis on things like time-
liness of care.

I would point out that the United States and—for that matter,
Canada—finished behind Morocco and Colombia, and I don’t think
the experts at the WHO, as august and intelligent as they are,
really pack their kids up in the morning if they have a cough and
fly them to Bogota for care. So I think one has to be enormously
cautious about international comparisons.
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I think if you look right across the Western world and not just
at Canada, as you suggested—the country of my birth—but France
and Sweden and Great Britain, you find that these countries are
dealing with similar things that we are dealing with right here in
the United States, an aging population, the full impact of the high-
tech, high-expense medical revolution, the fact that value doesn’t
necessarily come with higher expenses.

I would also suggest to you that many of those countries, coun-
tries with public systems that some in the United States seem to
idolize, we see that they haven’t found a cure-all. Which isn’t to say
that there aren’t ideas there that are relevant in the United States
or there aren’t things that we could learn about, for instance, infor-
mation technology. But in the overall scheme of things, often what
they have ended up doing is simply rationing care.

If you see a doctor in Canada or Britain or Sweden, I don’t think
they have access to the best practices much more than in the
United States or other countries. And I think part of the way they
have saved money—and let’s emphasize those systems are much
less expensive than the American system as a percent of GDP—
people just have much less access to care.

There is a news item in The Globe and Mail, which is a major
newspaper in Canada, kind of like I suppose The New York Times
is in the United States. They are talking about a town in New-
foundland, Gander, where they have an annual lottery, and the
people who win the lottery get access to the family doctor.

Again, I want to emphasize, there are things we can learn right
across the board from these countries, but there is no country we
can point to and say, they have gotten everything right and we just
need to plagiarize.

Mr. ORszAG. Could I make a very quick point? I would urge that
we dial down a bit the cross-country comparisons, and dial way up
the comparisons across parts of the United States. There is so
much variation within the United States, within a single payment
system under Medicare, where I think we could be learning a lot
about ways of improving efficiency.

And the cross-country comparisons are useful for some purposes,
but there are lots of problems associated with them. They get way
more than attention than the regional variation within the United
States, and I think we should try to flip that on its head.

Mr. RYAN. What is helpful with cross-country is policy design de-
cisions.

I think you are right, what is helpful is—look at Louisiana—I
think their prices are twice or three times what we have in Wis-
consin; you factor utilization in and exempt out for that, it is still
a huge, huge delta.

And that is why—correct me if I am wrong, Peter, Dr. Orszag—
IT is a big deal, IT and best practices, and seeing very clearly what
value you get and then rewarding based on outcomes.

I think we all agree, that is clearly the way to go after where
a lot of the waste is in the system. Is that not your point?

Mr. OrszAG. I think there is substantial inefficiency, and one of
the key ways of capturing it is to have a more expansive health IT
system that is then used for that purpose.
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Ms. LAMBREW. Just a quick note. Thinking about Medicare, we
do have significant variations in Medicare when you can argue
there shouldn’t be that much. But it is still less than what we see
more generally, and part of the reason is that providers operate in
local contexts. So you know from Wisconsin that your private pay-
ers and your Medicare payers generally have lower prices and
lower costs than other areas of the country.

This is why I think we have to go beyond doing solutions one
program by one program, figure out how to develop a standard, fig-
ure out a system to transmit those standards to all parts of the
system, public and private; and then—and I think we can’t under-
score this enough—come in with financial tools, systems to make
it the priority, because just having the information out there isn’t
sufficient.

Chairman SPRATT [presiding]. Thank you very much.

Mr. Becerra.

Mr. BECERRA. Thank you, Mr. Chairman, and thank you to the
panelists for their testimony.

Dr. Orszag, a quick question. You mentioned the $700 billion
that doesn’t seem to get us anything more than we already had.
That seems to indicate that we have quite a bit of room to make
improvements and dollars to use to make the system much more
efficient and successful in its outcomes towards America’s health
care.

Mr. ORSZAG. I think there are huge opportunities for improving
efficiency. The difficulty is how to capture that opportunity.

Mr. BECERRA. If we could capture it, that is $700 billion we could
put into the system in more efficient ways.

Mr. ORSZAG. Yes. It is a lot of money, but a big “if.”

Mr. BECERRA. They are both big, both big.

Dr. Gratzer, a question for you: I don’t think anyone disagrees
with you with regard to trying to move towards a health system
that places the decisions closer to the home, to the family, to pro-
vide them that choice.

The difficulty I think I would have with what you say is that
chances are your family, my family, would have far better choices
than, say, most of the folks who live in my congressional district
in the city of Los Angeles.

The average income in my district, the median income of a family
in my district is about $34,000. That is probably about what I
make in 3 or 4 months as a Member of Congress, and I guarantee
it is probably somewhere around what you make—maybe you make
more than I do, as a physician as well. But I think it would be very
difficult for a lot of these families to have the choice that your wife
had with regard to her back surgery. That is what makes it dif-
ficult. They would love to have that choice, to stay closer to home.
The problem becomes affordability.

So what Mr. Ryan was saying, and I think what you were saying
with regard to the markets—and I am not sure if I would want to
use the markets necessarily these days to try to talk about a better
role model for our health care. If you look at the financial markets
recently, the ups and downs, they would probably cause quite a bit
for chaos for health care if people had to depend on a pure market-
based system.
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Supply and demand works well if it is a pure system. But if your
wife demands surgery for her back, if my wife demands surgery for
her back, we probably can find it and find a good physician to pro-
vide that surgery. I doubt that most of the people who live in my
congressional district could make that demand and follow through.

So supply and demand is great so long as, on the demand side,
you have the ability to follow through.

At the same time, there is the issue of choice. You are a physi-
cian, your wife is a physician, my wife is a physician. I will bet if
I told you to make sure that your wife didn’t have to go to the hos-
pital to get that surgery in July, you would understand why I was
saying that.

My wife and a lot of her colleagues always joke and say, if you
are ever going to become seriously ill or injured, make sure it is
not in July, because you don’t want to go into a hospital in July.
Why? That is when most medical students who graduated start
their residency program in teaching hospitals or in hospitals that
take residents.

So the last thing you want is to be severely injured or ill and
have to go to the hospital and the person who is treating you first-
hand is a resident, a first-year resident.

I suspect you have probably admonished people the way my wife
has admonished me and others that, if you are going to see a phy-
sician, make sure the physician you are going to see is board cer-
tified. I have got some 20 years of education under my belt, 4 as
undergraduate, 3 as a law student. I wouldn’t have known to ask
that M.D., by the way, are you board certified in that particular
field? But now I do because I happen to have a physician as a
spouse who says to me, make sure that physician you are going to
see is board certified.

These are all choices we get to make, but some people have bet-
ter information than others do, and some have a better ability to
make choices and make the demands than others do. And so I
think if we could figure out how to make better use of the $700 bil-
lion that is out there and then be able to give everyone in America,
including those 47 million Americans who don’t have health insur-
ance, a choice so they can make a demand, to make sure the supply
meets the demand, then I think we would be there. But at this
stage we still have so many people who don’t have even basic ac-
cess to health insurance that the choice your wife gets to make, my
wife gets to make, that we get to make is not yet there.

And I thank all of you for your testimony. I don’t really have a
question, but I think it is important to note that there are good
ideas out there. It is just a matter of making sure that we match
the good ideas to the good intentions to make sure everyone in
America can make good use of those ideas.

Mr. Chairman, I yield back the balance of my time; and I thank
the panel for their time as well.

Chairman SPRATT. Thank you, Mr. Becerra.

Mr. Smith.

Mr. SmiTH. Thank you, Mr. Chairman.

I guess, Dr. Gratzer, if you wouldn’t mind, what is the avail-
ability of information? Let’s just say, most basic, for a patient wish-
ing to know how much a procedure will cost before they undergo
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the procedure, can they call? What is the likelihood of being able
to find out the cost before it is done?

Dr. GRATZER. That is a surprisingly complicated question. If you
asked me what is the price of a Toyota Camry in different places
in the United States, it is a pretty easy question to answer. It is
very difficult for individuals to get pricing information.

Now, again, it depends if they are in the public sector or the pri-
vate sector in terms of their insurance. As you know, HHS has
been trying to release more data.

As you know, different companies like Aetna and so on have ex-
perimented with better disclosure of how much, say, specialists in
Cincinnati are compensated for consults. But, for the most part, it
is very difficult to get that sort of information available. Which I
think also suggests some of the enormous problems that people
who champion consumer driven health care face, because there is
not that much consumerism to be had if you don’t have good infor-
mation available.

So I think wherever you sit on this debate, though, one can ap-
preciate that we need more information, both on pricing and, ulti-
mately, on pricing and quality.

Ms. LAMBREW. I think that we need to be careful about more
versus better. Because the reality is that we do have a fair amount
of information on things that we potentially can’t use. In fact, there
has been some studies that are interesting that say sometimes
there is too much information for effective decision making. The
classic study being that if you give people many, many choices of
ice cream they choose chocolate, vanilla and strawberry, versus you
give them 10 choices they can digest them and choose across a
broader range of that.

So I think that we need to look at the type of information that
people should have. People want to know the information on their
doctor so they can make a choice to a degree. I think it is always
a little bit more about word of mouth and other factors, but they
want to choose their doctors, they want information on their plans,
and then they want information at the point of service when there
is a real choice.

I think we need to figure out how to structure the information
around those types of choices so it is useful, effective and promotes
high value, and take some of the other information, when there is
a clearly effective service or a clearly better way to deliver health
care, to adopt it. Because we can’t reduce that variation without at
some point saying, this does work. Let’s use every tool that we
have to promote it.

Mr. OrszAG. Can I just add two quick points?

In the written testimony, there is a little discussion of this.

I think there are two things to remember about the price trans-
parency for individual transactions, for medical services, this sur-
gery, that surgery, et cetera. First is such a large share of health
costs are insured, something like 80 percent or so, which obviously
diminishes the incentive to kind of shop around, if you will.

And then, secondly, that many health care markets are local, and
many of those local health care markets are quite concentrated.
And evidence from other sectors suggests when there is more price
transparency with that kind of industrial organization setting,
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where there is only a limited number of competitors, basically, the
effect can be to facilitate collusion. So if you are thinking about two
hospitals in an area and you start publicizing prices for individual
transactions, the effect in other sectors has been not to reduce the
average price but to increase it because of collusion.

Mr. SMITH. So there is evidence that through more disclosure of
price that that leads to price fixing or a collusion?

Mr. ORrszAG. Yes, there is. And so that would be a concern that
would need to be very carefully attended to with more price trans-
parency in local health markets.

Mr. SMITH. So I guess what I am getting at is what is the inci-
dence of a patient needing to pay for an office call with the pro-
vider before they know how much it is going to cost?

Mr. ORszAG. Oh, I am not denying there is very little trans-
parency that exists currently in terms of how much things actually
cost. If you were quoted a price, that, as was already mentioned,
is often not the final price but rather just a starting point for nego-
tiation anyway.

But the question I was trying to answer is what if we had a lot
more transparency about the underlying cost or price of the doctor
visit or the MRI or the surgery. And I think in our heads we all
think that will lead to significant reductions in cost because we will
be a bunch of very savvy consumers shopping around. And there
is a limit to the degree to which that will happen to the extent you
are insured and therefore don’t have much incentive to shop
around, first.

And then, secondly—and that’s on the beneficiary side. And on
the provider side you could be facilitating collusion and moving to-
wards more monopoly pricing, rather than competitive pricing,
which is just a concern that would need to be again sort of very
carefully monitored by antitrust and other authorities.

Mr. SMITH. Absolutely. I would speculate that it would be easier
to detect collusion with more information available to the public,
getting more people chatting about it and perhaps—I mean, there
will always be that risk with more information, but, to me, it would
be a greater opportunity for detection.

Mr. ORSZAG. Let me just pin in, focus in on that. What you would
expect with more transparency is that, currently, there is some dis-
tribution of prices basically, and that it would collapse. It would—
you know, there would be much less variance in the prices. But
whether that collapses to a higher or lower average price depends
on the provider behavior in addition to beneficiary behavior, and
that is where it can get a little dicey.

We put out a policy brief on this topic a few months ago which
I will get to you with examples of other sectors where this has ac-
tually led to higher rather than lower prices.

[The information follows:]
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Increasing Transparency in the Pricing of
Health Care Services and Pharmaceuticals

What Is Price Transparency?

The price of a particular health care service is not uni-
form among providers or payers. Although a provider
may have a list price for a particular service, the actual
transaction price for that service varies widely, depending
on the type of payer—individuals, governments, or insur-
ance companics. Morcover, competing pmvidcrs may col-
lect different payments from different payers or types of
payers. Therefore, in health care markets, list prices arc

often higher than what the provider accepts as payment
in full from a particular payer.

With so many different prices applicable to a particular
health care service, it is perhaps not surprising chat a
consistent definition of the term “price transparency” is
elusive. Publication of list prices has at times been
referred to as transparency, but the term could also be
used to describe insurers’ efforts to make available to their
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subscribers the rates that they have negotiated with physi-
cians and hospitals. A more expansive definition of trans-
parency would make those rates available to anyone and
not limit them to subscribers. Alternatively, a government
agency or other entity could report average prices. Cer-
tainly, those different concepts of transparency may elicit
different responses from consumers and providets.

Who Buys and Sells Health Care and at
What Prices?

There are three primary payers for health care: individu-
als, governments, and privare insurers. When an individ-
ual decides to seek care, in most cases payments from
government insurance, such as Medicare or Medicaid, or
from a private health insurer supplement the person's out-
of-pocket spending. The 16 percent of individuals who
lack health insurance face all of the charges for the health
care they receive, though some may receive uncompen-
sated care (either as charity or as a debt written off by the
provider), reducing their out-of-pocket spending.

Health care providers are on the other side of that trans-
action. There are many types of providers: hospitals, phy-
sicians, pharmaceutical companies, laboratories, imaging
centers for such services as MRIs (magnetic resonance
images) and X-rays, physical therapists, nursing homes,
and others. This brief focuses on the three largest compo-
nents of health care spending—hospital care, services by
physicians, and prescription drugs—which together
accounted for about two-thirds of national health expen-
ditures in 2006."

Far cach good or service it delivers, a hospiral or physi-
cian practice may bill a patient (or his or her insurer)
according to its list prices. However, most parienes’
accounts are settled for a smaller amount, with the actual
transaction pgice depending on the individual’s insurance
arrangement.” The rates for Medicare and Medicaid
paticnts arc sct unilaterally by the federal and state gav-
ernments, respectively, and are frequently publicly avail-
able.® Those payments are typically lower than the rates

1. Department of Health and Human Services, Centers for
Medicare and Medicaid Scrvices, National Health Expenditure
data, January 8, 2008,

2. Hospitals in Maryland are an exception. The state requires the
same price for all payers. See Maryland Health Services Cost
Review Commission, Maryland Hospital Priving Guide (December
2006).

praviders accept from private health insurers, with Medi-
care’s generally exceeding Medicaid’s.

For an individual with commercial health insurance, the
price a provider typically accepts as payment in full is the
result of a contract negotiated berween the insurer and
the provider. Such contracts usually require that the
prices they set be kept confidential. Some insurers arc
beginning to make many of those prices accessible to
their subscribers, which may make confidentialicy more
difficult to maintain. For prescription drugs, the system
of charges and rebates that determines final prices to con-
sumers and their insurers is particularly cm'np]ex./1

n individual without insurance or someone whose

An individual without h
insurance company has not reached an agreement with a
provider is usually responsible for paying the provider’s
list price. Such prices are not usually bound by the confi-
dentiality that governs the prices negotiated between
praviders and health plans, but they may still not be
accessible or comprehensible to people.

What Information on Prices Is
Available?

State governments, state-level industry associations, and
various privatc organizations have started to publish
prices for some health care services, usually hospiral set-
vices. The usefulness of that information to individuals is
likely to vary, both with the type of service they require
(emergency carc as opposed to treatment planned in
advance) and with their health insurance status.

Programs in Wisconsin and California present informa-
tion that is typical of that offered by many state govern-
ments and industry associations.® The Wisconsin

3. Although Medicare’s and Medicaid’s payment rates are public,
they are typically set using coding systems and formulas that may
nor be casily understood by the average paient. For Medicarcs
fee schedules, see www.cms.hhs.gov/FeeScheduleGenInfo or
www.cms.hhs.gov/ProspMedicarcFeeSvePmieGen. Medicaid’s
fee schedules differ by state. See, for example, Wisconsin's:
dhfs.wisconsin.gov/ medicaid4/maxfees/maxfee.hem.

4. Sce Congressional Budget Office, Presription Dyug Pricing in the
Private Sector (January 2007).

w

See the Wisconsin PricePoint System, available at
www.wipricepoint.org. See also the Web site of California’s
Office of Statewide Health Planning and Development,
www.oshpd.ca. gov/HID/Products/Hospitals/Ch rgmstr!
index.heml.



Hospital Association collects information from its mem-
bers on their average and median charges to patients for a
number of procedutes. Since 2005, California has
required hospitals to submit to the state and to make
available to paticnts a copy of their list prices for all goods
and services. Such information may be of only limited
uscfulness to people, though. The information made
available in Wisconsin and California includes only hos-
pitals’ charges and so leaves out other imporrant charges.
Perhaps the most important exclusion is the price of the
services provided by physicians—surgeons, anesthesiolo-
gists. and others—during a hospital stay. In addition,
individuals with health insurance coverage may face very
different total prices and out-of-pocket expenses if their
insurer has negotiated discounted rates. Rankings based
an list prices may not hold for the prices insurers have
negotiated.

A New Hampshire initiative includes some of the infor-
mation that others omit. The state’s Insurance Depart-
ment collects detailed information from insurance claims
data and, for cach of the state’s largest health insurcrs,
reports estimates of total prices and out-of-pocket
expenses for an entire episode of care, including the prices
paid for physicians’ services.

The private sector is also reporting data on the price of
hospital care, an indication that some firms believe con-
sumers will value comparison shopping for health care.
Thosc private ventures are mote varied, and cach example
takes a different approach. Vimo, a private firm that pro-
vides information about health insurance providers,
reports both a hospital’s list prices for procedures and its
awn estimate of the range of negotiared rares the hospital
has agreed to with insurers. In Minnesota, Carol, another
private firm, reports list prices from health care providers
that have paid a fee to participate. However, those list
prices are for provider-designed bundles of services that
may not match insurers’ coverage or be easily compared.
Insurers have also begun to provide pricing informarion
to their subscribers.”

6. See New Hampshire’s HealchCost Web site,
www.nhhealthcost.arg.

7. For details on two instances, see www.actna.com/news/
2007/1003 htm and www.humana.com/members/tools/
transparcney.asp.
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What Are the Potential Benefits of
Price Transparency?

The primary argument in favor of morc transparent pric-

ITICALS

ing for specific health care services is that beteer informa-
tion on prices will lead consumers to use health care more
cfficiently.® For some individuals, the information could
allow them to consider various providers to find the one
offering the lowest price. Other people may opt not to
seek carce for a particular ailment, deciding that their con-
dition is not scrious cnough to warrant the expense or
that the promise of a remedy is not likely enough to jus-
tify the price of treatment. Still others may use the infor-
mation to compare the prices of alternative treatments—
a course of physical therapy versus surgery, for example.

Teople who do not have health insurance and those
whosc insurance arrangements require substantial out-of-
packet expenditures through large deductibles or ather
cost sharing are more likely to adjust their healch care
spending in response to prices. In particular, individuals
enrolled in consumer-directed health plans, which com-
bine a high-deductible insurance policy with tax-
sheltered accounts to finance out-of-pocket payments,
would probably find price transparency more useful than
individuals with policies involving HMOs (health main-
tenance organizations) or PPOs (preferred provider orga-
nizations), for which cost sharing may involve only a
fixed-dollar copaymcnno Although enrollment in those
high-deductible policies has been growing since health
reimbursement accounts (HRAs) and health savings
accounts (HSAs) were approved in 2002 and 2003,
respectively, those plans still represent a small share of the
market. According to the Congtessional Budget Officc’s
(CBO’s) estimates, by January 2006, approximately

6 million people were enrolled in insurance policics cligi-
ble for HRAs or HSAs, compared with the 180 million
people under age 65 who had private health insurance

coverage that year. 10

8. See the statement of Regina E. Herzlinger, Professor of Business
Administration, Harvard Business School, before the Subcommit-
tee on Health of the House Committee on Ways and Means
(July 18, 2006).

9. Once an individual’s health care spending exceeds that high
deductible, the incentive to shop on the basis of price falls.

. Congressional Budget Office, Consumer-Disecied Health Plans:
Potensial Fffecis on Health Cave Spending and Ouicomes (December
2006), p. xi; and U.S. Census Bureaw, fncome, Poverty, and Llealth
Tnsurance Coverage in the United States: 2006 (August 2007),
Table C-3.
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For people with a greater degree of cost sharing in their
health insurance plans, more transparent pricing might
reduce their consumption of health care or redirect it to
less costly choices. The RAND Health Tnsurance Experi-
ment, conducted in the 1970s and 1980s, showed that
individuals purchase less health care when faced with
greater cost sharing and thar the reduction in health care
services had little impact on their health."! Although that
study did not consider the question of price transparency,
its results suggest that individuals who pay for health care
on their own are responsive to out-of-pocket payments.
At the same time, the evidence indicated that the primary
cffect was on whether individuals sought carc for a medi-
cal condition; once they went to a doctor, subsequent
spending per person was similar in the different cost-
sharing arrangements.

Researchers have studied the effects of price transparency
in markets outside of health care and found that individ-
uals alter their purchasing behavior when there is a
change in the price transparency of a good they already
consutme and for which they pay the full price. For exam-
ple, in one study, drivers in the United States were more
likely to cut their use of roll roads when the price of a
cash toll was posted than when the road had an electronic
transponder toll payment system like E-ZPass, which
might not quote the price of an individual toll."? Experi-
ments with real-time pricing of electricity showed that
French retail customers shifted their use from higher- ro
lower-priced time periods.'?

However, consumption of specific health care services
might not show a similar response to more transparent
pricing. Insured individuals generally pay only a portion
of the toral price and may not understand their payment
tesponsibilitics, so their behavior might not match that of
consumers who face the full price of a good. 4 In same
instances, moreover, there may be only one reliable course
of treatment available. Finally, many purchases of health

. Willard G. Manning and others, “Health Insurance and the
Demand for Medical Care: Evidence from a Randomized Experi-
ment,” American Economic Review, vol. 77, no. 3 (June 1987),

pp. 251-277.

%}

. Amy Finkelstein, “E-ZTux: Tax Salience and Tax Rates,”
Working Paper No. 12924 (Cambridge, Mass., National Burcau
of Bconomic Rescarch, February 2007).

>

. Christophe Aubin and athers, “Real-Time Pricing of Electricity of
Residential Customers: Economerric Analysis of an Experiment,”
Journad of Applied Econometrics, vol. 10, no. S1 (November 2006),
pp. S171-5191.

carc cannot be planned ahead of time and shifted to
lower-priced providers; in an emergency, people generally
will go to the nearest available provider.

What Are the Potential Disadvantages
of Price Transparency?

The markets for some health care services are highly con-
centrated, and increasing transparency in such markets
could lead to higher, rather than lower, prices. Tn markets
where only a small number of firms operace, increased
transparency would make it easier for those firms to
observe the prices charged by their rivals, which could
lead to reduced competition between them. In health
care, reduced competition might result if more transpar-
ent pricing revealed the prices negotiated between insur-
ers and providers, especially in concentrated markets.

What Factors Might Lead to Higher Prices?

For the most part, the market for healch care services is
local. An individual choosing a physician or a hospital for
care will, in general, be choosing among local providers,
who may compete with one another.'* The degree of
competition varies a great deal from one market to the
next within the United States. Within a local area, the
competitive landscape is also likely to differ across types
of providers. For example, in a city with only one or two
haospitals, there may still be extensive competition amang
many primary care pl’lysicians.1 6

More concentrated markets with fewer sellers are more
likely to be conducive to the sort of coordination that

. L7 . .
would produce higher prices.!” In those instances, price

14. LASIK (laser- d in situ k il
and dental care are not typically covered by insurance, but one
study investigating price comparison shapping for them found
limited to no shopping on that basis for those services, largely
because of concerns about qualicy; referials were more imporcant.
See Ha 'T. T and Jessica May, “Self-Pay Markets in Health Care:
Consumer Nirvana or Caveat Emptor2” Tealsh Affairs, Web
Exclusive, val. 26, no. 2 (February 6, 2007), pp. w217-w226.

cosmetic surgery,

15. Exceptions include patients who have unusual illnesses or who
travel to a marquee clinic or physician for treatment.

16. However, the level of competition in the hospital market is likely
to have an impact on the level of competition in services by physi-
cians, beeause any physician entering the markee will eypically
seck privileges at one of the local hospitals.

=

. See Organisation for Economic Co-operation and Development,
Directorate for Financial, Fiscal, and Enterprise Affairs,
Committee on Competition Law and Policy, “Price Transpar-
ency,” September 11, 2001.



transparency makes it easy to observe a competitor’s
prices and to respond to them. The incentive to price
aggressively is reduced because a firm considering offering
a lower price to gain more business knows that its few
competitors could quickly observe that action and cut
their prices to deny the firm its advantage or even to
punish the firm.

Although economists might agree about the potential for
such effeets to arise, there is litde empirical evidence
about their extent. Studies of laws requiring greater trans-
parency in other concentrated industries suggest that
more transparency resulted in higher prices. Two studies
have examined a change in a U.S. law in the late 1980s
that required railroads to disclose some of their contract
terms with grain shippers. One found that rail races
increased once the requirement wok effect.'® The ather
study found that rail rates rose on routes without water
competition but fell on routes where barges could more
casily substituce.!? Thus, both studics suggest that rail-
roads took advantage of the requirement for transparency
to raisc rates when they could obscrve what their compet-
itars in concentrated markets were charging. Subsequent
researchers, however, have raised concerns about the reli-
ability of the data the studies used. 20

A study of the Danish concrete industry that examined
prices following the antitrust authority’s decision to pub-
lish firms transaction prices receives frequent mention in
any discussion of increasing price transparency. The
authors found that the average price of concrete rose
between 15 percent and 20 percent following the publi-
cation of prices and concluded that the dissemination of
price information empowered firms to practice tacit col-
lusion.?! Observing their rivals’ prices made it possible
for firms to charge higher prices without fear of being
underbid. However, that result was based on a small
sample of plants over a shart period.

18. Secphen W, Fuller, Fred J. Ruppel, and David A. Bessler, “Effect of
Contract Disclosure on Price: Raiload Grain Contracting in the
Plains,” Westera Journal of Agriculiaral Ecanomies, vol. 13,
no, 2 (December 1990), pp. 265-271.

19. John Schmitz and Stephen W. Fuller, “Effect of Contract
Disclasure on Railroad Grain Rates: An Analysis of Corn Bele
Corridors,” Logistics and Transportation Reviews vol. 31, no. 2

(June 1995), pp. 97-124.

20. K. Eric Wolfe and William P Linde, “The Carload Waybill Statis-
tics: Usefulness for Economic Analysis,” fawrnal of the Transporta-

tion Research Farum, vol. 36, no. 2 (1997), pp. 26-41.
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Tospital Markets. Hospital markets in the United Startes
have grown steadily more concentrated, leaving some
hospitals with the potential for substantial market power.
One study counts an average of 58 consolidations each
year between 1990 and 2003 in the United States.?? Even
without transparency. as a local market grows more con-
centrated, its hospitals or hospital systems may gain the
power to demand higher payment rates from insurers
simply because there are fewer choicees. Alternacively,
some C[)rlS()lid:l[i()nS C()U]d Pr[)duCC CC()“[)miCS Ofsca]t: or
scope that lower the costs to supply care. The type of hos-
pital seems not to matter. as studies indicate that the pric-
ing behavior and consolidation patcerns for nonprofit
hospitals are similar to those of for-profit hospitnls,23

Even when they do not know the precise rates at which
competitors are paid, hospitals may press far highcr rates
to be more in line with their competition. One study
recounts that an effort by Blue Cross of California to con-
vey information about hospital prices to its PPO enrollees
by marking the lowest-priced hospitals with “$” and the
highest-priced wich “$$$$” was halted in part because so
many law-priced haspitals pushed far higher prices.2 It
is not clear, however, whether that pressure was the result
simply of efforts to seek greater profits or a reaction out
of fear that being pegged as low-priced would also suggest
low-quality care.

Physician Markets, The markets for physicians’ services
arc often far less concentrated than hospital markets,
reducing the likelihood that greater transparency would
lead to higher prices. Though entry to the market is cer-
tainly expensive (training, licensing, and establishing a
practice arc all costly), the barricrs are much lower than

21. Svend Alback, Peter Mollgaard, and Per B. Overgaard,
“Government-Assisted Oligopoly Coordination? A Concrere
Case,” Josrnal of Industrial Economics, vol. 45, no. & (December
1997), pp. 429443.

2

1

. Robert Town and others, “The Welfare Consequences of Hospital
Mergers,” Working Paper No. 12244 (Cambridge. Mas:
National Burcau of Economic Rescarch, May 2006).

. Sce Congressional Budget Office, Nomprafis Hospitals and the
Lrovision of Commnnity Benefits (December 2006); and John
Carreyrou and Barbara Martinez, “Nonprofit Hospitals, Once
for the Poor, Strike It Rich,” Wall Street Journal, April 4, 2008,
p-Al

24. Paul B. Ginsburg, “Shopping for Price in Mcdical Care,”
Health Affvirs, Web Bxclusive, vol. 26, no. 2 (February 6, 2007),

p. w213,
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for hospitals. Except in some specialty markets, individ-
ual physicians therefore have little or no market power to
exercise in their negotiations with health insurers. In fact,
there have been numerous cases of physicians working
together, allegedly anticompetitively, to obtain better
contract terms from insurers, and of insurers agreeing to
preferential rates for sizable local groups 0(:].7}1)'sicians,’Z
With so many competitors to observe, individual physi-
clans would be less likely chan hospitals to be able to use
more transparent pricing successfully to demand higher
payments from health insurers. Conversely, a lack of price
transparency can be a problem for physicians because it
leaves them unsure of the payment amount they can
expect for a service.

Prescription Drug Markets. Spending on prescription
drugs totaled $217 billion in 2006, or 11 percent of
health expenditures.”® Brand-name pharmaceuticals that
are sheltered from competition under patent protection
may enjoy substantial market power and even monopoly
power to the extent that no alternative drugs effectively
treat the same condition. Even those drugs with competi-
tion from generic alternatives are likely to have only a
limited number of rivals. For individuals with preserip-
tion drug insurance coverage, the final price that they and
their insurer together pay for a prescription drug is signif-
icantly influenced by the rebate the manufacturer grants
to the health insurer or to the pharmacy benefit manager
(PBM) acting as the insurer’s agcnt.27 The insurer or
PBM negotiates those discounts on the basis of a volume
of business or a market share that it guarantees for the
manufacturer or on the preferred status that it grants to a
range of the manufacturer’s products. CBO’s past work
has noted that requiring the disclosure of discounts made
to prescription drug plans in the Medicare program could

25. See, for example, Federal Trade Commission, “Texas Doctors’ [PA
Agrees to Settle Price Fixing Charges” (press release, February 13,
2006), available at www.fre.goviopa/ 2006/02/ laredo.shtm.

26. Department of Health and Human Serviees, Centers for Med
and Medicaid Services, National Health Expendicure data, Janu-
ary 8, 2008.

27. Individuals without insurance coverage for prescription drugs pay
the entire retail price themselves, making the price transparent at
the point of purchase. There may be substantial variation in prices
among pharmacies, chough it may be difficult to uncover those
differences. Sce Ha T. Tu and Cathering G. Coreys State Presorip-
tion Drug Price Web Sites: How Usefid to Consumers? Research Brief
No. 1 (Washington, D.C.: Center for Studying Health System
Change, February 2008).

set in place conditions for racit collusion, as manufactur-
ers would find it more difficult to set prices below their
competitors’ without detection.?®

There are a number of different benchmarks for drug
prices, but many are based on list prices and do nort take
into account the discounts and rebates that manufactar-
ers grant insuters and PBMs. In conjuncrion with a
change in the rules governing Medicaid’s reimbursement
for prescription drugs, the Centets for Medicare and
Medicaid Services was to colleet and publish what is
termed the average manufacturer price (AMP) far pre-
scription drugs starting in 2007, but legal action has
delayed the endeavor.”? Though revealing the AMP
would not allow competitors to observe their rivals’ prices
dircetly, it could alter the balance of bargaining power
between payers and manufacturers in negotiating dis-
counts and move the average price higher ar lower.

‘What Factors Might Prevent Higher Prices?

Though many health care praviders have significant
market power, they do not operate unchecked. Just as
providers artempt to use their market power to press for
higher prices, insurers atcempt to use their market power
to push prices down. In addition to that market disci-
pline, antitrust authoritics may intervenc if chey suspect
anticompetitive behaviar.

Tealth Insurers. Insurance—cither public or privarc—is
the primary payer for most purchases of health care in the
United States. The prices paid by Medicare and Medicaid
are set by regulators and are generally publicly available
and therefore may serve as a benchmark for negotiations
between private insurers and health care providers. With
transparcncy, what happened to those negotiated prices
would depend in large part on whether providers or
insurets had more bargaining power.

28. Congressional Budget Office, Porential Lffects of Disclosing Price
Rebates on the Medicare Drug Benefit (March 12, 2007). The Fed-
cral Trade Commission expressed similar concerns about an carlier
proposal in California that ultimately was not implemented. See
the letter from Susan A. Creighton and others, Federal Trade
Commission, Burcau of Competition, Burcau of Economics, and
Officc of Policy Planning, to Greg Aghazarian, California Assem-
bly Member, September 7, 2004,

2

&

. Lecter from Gale P Arden, Director, Center for Medicaid and
State Operations, Disabled and Elderly Health Programs Group,
to State Medicaid Directors, December 21, 2007, available
at www.cms.hhs.gov/ DeficitReductionAct/ Downloads/
SMDAMPLetecr.pdf.
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Health insurance plans have substantial bargaining power
in their negotiations with health care providers. Larger
healch insurets are able to extract larger discounts from
providers, and, like hospital markets, the health insurance
market has grown more concentrated.*® The American
Medical Association reports that two large private health
insurance companics in the United States—WellPoint
Inc. and UnitedHealth Group—now cover 67 million
people, or more than one-third of the commercial health
insurance market, following numerous acquisitions
berween 2000 and 2007.%! Another study found that the
largest commercial insurer controlled at least one-third of
the market in 38 states and more than half the market in
16 states in 2002 and 2003. The largest three plans con-
trolled more than 50 percent of the market in all but
three states.>® The potential for other health insurers to
enter a market may exert some competitive pressure on
the existing insurers, but the opportunity for entry may
be limited. According to that same analysis, the four larg-
est national health plans (along with regional Blue Cross
and Bluc Shicld plans) alrcady operate in most states, so,
in addition to regulatory barriers, new insurers could face
difficulties in building networks of providers and
subscribers.

Although it is difficult to know how concentration in the
healtch insurance market might alter the effects of trans-
parency. one study has found chat that concentration can
counteract aspects of concentration in hospiral markers.>
In markets where there was more comperition berween
HMOs—and each one therefore had less market power
to exercise in negotiating with hospitals—a hospital
merger led to higher health insurance premiums. Where
there was little competition between HMOs, however, a
hospital merger had no effect on premiums. There, an
HMO’s market power could counteract the hospirtals’
increase in market power to prevent higher prices. On the

30. Itis not clear how consolidation of health care plans and hospital
systems into national companics has affected the bargaining pro-
cess, Leverage in one city market could be used to gain berter
terms in another.

W

. American Medical Association, Conspetition in Tealth Tnsurance: A
Comprebensive Studdy of U.S. Markets, 2007 Update (2007).

32. James C. Robi “C lidation and the Transformartion of
Competicion in Health Insurance,” el Affzir, vol. 23, no. 6
{November/December 2004), pp. 11-24.
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. Town and others, “The Welfare Consequences of Hospital
Mergers.”
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whale, although both markets have grown mare concen-
trated, one analyst concludes that hospitals’ bargaining
position stands to benefit more from improved transpar-
ency than insurers’ bargaining position daes.3*

Antitrust Authorities. In an effort to prevent health care
firms from coordinating to raise prices, federal antitrust
authorities have issued guidelines to describe a “safety
zone” for the dissemination of fee information that will
be available to competing providers.?* To stay in the
safety zone and avoid scrutiny by anticrust authoricies,
collective disclosure of fee information must meet three
requirements: The information must be collected by a
third party, any information that is available to comperi-
tors must be at least chree months old, and the informa-
tion must be collected from enough sources so that no
individual provider's price may be identified.

Thar last requirement would seem to prevent the public
release of the prices negotiated between providers and
insurers, but it does not preclude a provider or an insurer,
acting independently, from disclosing those prices to its
patients ar subscribers. The health insurer Aetna has ini-
tiated such a program in a number of the local markets it
serves. That level of transparency may be useful to peaple
already enrolled in a health insurance plan to see the pos-
sibly different rates charged by cach of the providers who
participate in their insurer’s network. However, it would
not help people choose a health insurance plan by allow-
ing them to compate the prices different insurers have
negotiated. Though publicly available prices might raise
concerns about anticompetitive behavior, they could be
useful to the many people choosing among insurance
plans and secking to minimize their total out-of-packet
spending on hoth insurance and health care 3

Aggregated ar average price information would make it
more difficult for providers to coordinate higher prices
because individual providers’ prices would not be obvi-
ous. That aggregated information might be of limited use
to people, because it would not allow comparisons of

34,

sburg, “Shopping for Price in Medical Care,” p. w214.

35. Sec U.S. Department of Justice and Federal Trade Commission.
Statements af Antitrust Enforcement Policy in Health Care, Statc-
ments 5 and 6 (August 1996).

3
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. Those individuals would include policyholders who purchase cov-
erage in the individual matket, employees whose employers offer
two or mare health insurance plans, and marricd individuals cligi-
ble for coverage through cither spousc’s cemploger.
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actual prices for different providers and different treat-
ments. In small markets, where there may be fewer than
five hospitals or other providers, even providing aggre-
gated information would appear to fall outside the safety
zone.

What Could Happen to the Range of
Prices Paid?

More transparent prices would probably reduce the range
of prices that providers agreed to with payers as the new
information altered the balance of bargaining power.>’
That narrowing might happen in two different ways. A
given provider might find price discrimination—charg-
ing different payers different prices—more difficult. Pay-
ers facing the high rates could use more transparent price
information to press the provider for lower prices. Mean-
while, those private payers at the low end of the provider’s
accepted payment range might see prices rise, driven by
the provider’s ability to observe rivals’ prices and the pro-
vider's desire to reduce the pressure to lower rates for
high-end payers. More transparency would also shrink
the range of prices paid by reducing the variation in
prices among different providers. With transparency, low-
price providers would see the opporrunity to raise races,
and high-price providers would seek to avoid losing cli-
ents to rivals with lower prices. Such compressing cffects
would also be expected if providers' average prices were
published. As long as there were enough different transac-
tions that averages did not reveal the prices paid by indi-
vidual paycrs, concerns about the potential for less aggres-
sive price competition would be attenuated.

As an example, German electricity markets experienced a
reduction in price dispersion following the government’s
requirement that operators of transmission networks
publish their access charges. In the year after the change,
the average charge was little changed, but the variance
decreased.?® The aperators with the lowest prices before
the requirement took effect raised their rates, while those
with high prices reduced them.

37. For furcher discussion, scc Congressional Budget Office, Patential
Effects of Disclosing Price Rebates.

38. Chuistian Growitsch and Thomas Wein, “Negoriated Third Party
Access—An Industrial Orgnnisation Perspective,” Enrapean four-
nal of Law and Iiconomics, val. 20, no. 3 (2003), pp. 165-183.

What Is the Likely Net Effect of More
Price Transparency?

The implications of increased price transparency on the
average price of health care goods and services, total
health care spending, and the federal budget are ambigu-
ous. The confluence of many factors—changes in indi-
viduals” actions, the lack of incentives or feasibility for
many individuals to change their behavior in purchasing
health care, the potential for less aggressive pricing in
markets where providers are concentrated, the counter-
weight in markets where insurers are concentrated, and
the reduced variation in prices—makes it difficult to
determine which forces would ultimately cutweigh the
others. In addition, the interpretation of price transpar-
ency used might also influence the end result for average
prices and health care spending.

If, for example, insurers have a stronger bargaining posi-
tion than providers and if enough individuals pay for a
substantial portion of their care out of pocket, price
transparency that reveals insurers’ negotiated rares could
bring lower average prices and less spending. Conversely,
when providers have a stronger position and individuals
have few incentives or little ability to conserve health care
spending, that same transparency could produce higher
average prices and spending. Those results, however, may
hold only in the shott term, as health care providers
decide to enter or leave health care markets in response to
the prices they receive.

This bricf was prepared by Sheila Campbell. It and
other CBO publications are available at the agency’s
Web site (www.cbo.gov).
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Peter R. Orszag
Dircctor

Mr. SMITH. Okay. Thank you, Mr. Chairman.

Chairman SPRATT. Mr. Doggett.

Mr. DOGGETT. Thank you, Mr. Chairman; and thank you for the
testimony that each of you have offered.

Dr. Orszag, if I understand your testimony, it is that we have
$700 billion of waste in our health care system and one of our goals
is to try to reduce or eliminate that waste.

Mr. ORrszAG. Let me rephrase it carefully. Credible estimates
suggest that as much as $700 billion a year is delivered in health
care services, surgeries, MRIs, doctor visits that don’t improve
health outcomes. That is a lot of money.
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Mr. DOGGETT. If they don’t improve health care outcomes, they
are wasteful expenditures.

Mr. ORSZAG. They are wasteful in terms of improving health out-
comes. The providers may not view them as wasteful.

Mr. DoOGGETT. Well, and that goes to the heart of how we address
the problem.

You have also said—and there has been kind of a suggestion
among some of these questions—that if we have the truth it will
set us free. And I think you have pointed out that just having in-
formation, just having disclosure is not a panacea, that in fact it
will only add cost to the health care system and be of academic in-
terest unless you link that disclosure specifically to comparative ef-
fectiveness and have financial disincentives so that you are not re-
warded for waste.

Mr. ORSZAG. I think that’s right.

Just to focus on the fact, while I think in general for consumer
behavior the Econ 101 perspective is exaggerated, on the provider
side, we do need to remember financial incentives matter; and to
a first approximation in health care we get what we provide finan-
cial incentives for providers to provide. And unless you are going
to change the payment methodology, you are not going to wind up
with a more efficient health care system.

Mr. DOGGETT. You have also suggested that if you really want
to have comprehensive information technology where all health
care providers use it, just providing financial incentives will only
encourage those who are about to adopt it anyway and that what
we need to do, ultimately, is to set a timeline by which if you don’t
adopt the technology you don’t get a penny of government money.

Mr. ORSzAG. Yeah, let me come back to that. Because that had
come up earlier.

So one approach is to provide some tax credit or a payment or
subsidy for adopting health IT. The problem with that is the folks
who already view it as beneficial for their own operations to adopt
will have done so, and there will be more of them over time even
without Federal intervention.

And so what are you doing? You are flipping those people who
were sort of close to the line, who from their own perspective were
pretty close. And if you want to keep the fiscal costs contained, you
are not going to have a huge subsidy.

I was asked earlier, what else could we do? Well, you know, it
is either the carrot or the stick. That is kind of the carrot and then
there is the stick approach. In e-prescribing and other approaches,
you can combine both of them. You could provide a small subsidy
up front during a 3- or 4-year transition and say, thereafter, you
won’t receive Medicare reimbursement unless you’ve adopted.

I'd also note that is not a perfect system. The Medicare approach,
for example, pediatricians and others who might fall outside of the
bulk of the Medicare system may require some other kind of ap-
proach.

Mr. DOGGETT. I want to involve Dr. Lambrew in this, also.

If the goal here is just get the government out of the way and
turn all of this over to those who have a financial interest in the
outcome, let PhRMA decide pharmaceuticals, let some kind of sur-
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geon decide what kind of surgery we will reward, that certainly
won’t eliminate that $700 billion of waste, will it?

Ms. LAMBREW. I don’t think so. I think that, going back to the
car analogy, because that is what we usually do in health care——

Mr. DOGGETT. Better than a financial services analogy.

Ms. LAMBREW. Exactly. It is not as though trying to pick a drug
or picking a doctor is like buying a car. It is more analogous to try-
ing to say people should be buying the parts for their car and put-
ting it together themselves.

We have to think through systems. We know that thinking
through choice of organizations where you get care, because the or-
ganizations then have the infrastructure, the multiple specialists,
nurses, the other components of a high-functioning health care sys-
tem matters.

We also know that having somebody help structure the choices
for health insurance matters. Employers do these days really make
discriminating decisions on behalf of many people to figure out
what is a high-value health insurance plan. Unfortunately, there is
often not as many choices as they would like. We see a real consoli-
dation of the insurance industry.

I did a study about 5 years ago in which we asked people, which
would you rather have, the money your employer pays and go out
and buy insurance on your own or a set of a couple of choices, three
to five choices of health insurance plans? And, by far, people want-
ed their employers to help them.

Health care is complicated. They want choices, but it’s a narrow
set of choices, and we need to figure out not only how to focus in
on the right types of choices for individuals that promote value in
their own preferences but also make sure everybody has those
choices.

I need to underscore the point that you made earlier. We have
to have everybody have those choices. It is not fair to have a sys-
tem where one in three Americans is out of the system at some
point in time over 2 years. We have to get everybody in to make
sure that this is a high-functioning as well as a fair system.

Mr. DOGGETT. Let me just say, in closing, Mr. Chairman, the
suggestion that has been made this morning, not by the witnesses,
that we need our health care system to follow the example of the
Securities and Exchange Commission and the regulation of the fi-
nancial market seems to me to be particularly ill-timed, because we
have had the idea of government gets out of the way, no regulation
of the sub-prime market, and we have a disaster.

I think to follow the notion that we will just turn it over to those
that know best and government with get out of the way and Con-
gress won't pay attention or be involved, everything well work out
fine—we only need to look at the economic crisis we face today to
know that approach does not and will not work.

Chairman SPRATT. Thank you, Mr. Doggett.

Mr. Berry.

Mr. BERRY. Thank you, Mr. Chairman.

Mr. Gratzer, I believe that you in your opening remarks spoke
of HSAs and how you thought that was one of the good things that
had been done. Do you have information that says how much
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money they save or do they get better outcomes, why you think
that is a better deal?

Dr. GRATZER. Thank you, Mr. Congressman.

We are in the early stages of experimenting with health savings
accounts. I think that there have been a plethora of studies that
have come out. To really satisfactorily study this issue, we will
need far more data over many years.

I think that there is early evidence, certainly some from insur-
ance companies, some from organizations, suggesting that when
people are given more financial incentives they do tend to make
better decisions. I think we have some early evidence that, and of
course we are all very worried about this, people aren’t sacrificing
care and thus sacrificing their own health in the long run.

As you know, there is one landmark study from the 1970s, one
of the largest social science experiments in human history, the
RAND Health Insurance Experiment, where a thousand families
were put on a free-for-all system, not unlike perhaps what one
would get in a country like Canada. A thousand families were put
on a user-fee system, and there was no discernible health outcomes
except in the poorest of the poor.

So there is evidence that if you separate out smaller items in
health care—checkups, X-rays for sprained ankles and so on—from
larger items, like, God forbid, one of us is hit by a bus, that people
are able to make decisions again. Early evidence from health sav-
ings accounts does prove somewhat supportive of this.

Mr. BERRY. Either one of you have a comment?

Ms. LAMBREW. I would just say that I think there are downside
risks to this approach, and they are kind of trying it out. One of
which is we do have a sense from the research that people are not
good at discerning necessary from unnecessary use, so they maybe
equally likely to skip the chronic disease medications or the early
detection of a disease that does cost as much as other services. So
I think there is a risk of losing valuable services as well as waste-
ful services in the process.

And the second is that, to the extent that people have low income
and we’re not figuring out a way to address that, we are really cre-
ating financial barriers to access to care. And most of the surveys
we have seen of these different products are indeed they do in-
crease people’s awareness of cost, but they also increase people’s
self-reported access problems and financial problems associated
with those deductibles.

Mr. BERRY. I am curious, as this discussion has taken place,
there has been—most of the discussion has been about IT, it seems
to me. And I don’t discount the value of that. I think we are going
to have to do something that improves all that.

I am a little bit surprised that no one has mentioned the value
of larger health care pools. I don’t believe I have heard it. Maybe
it happened when I was out of the room. Or the cost of prescription
medicine in, actually, what I consider to be a wacky way that pre-
scription medicine is priced to the American people.

Have you all looked at any of those things as they reflect the cost
of health care? And if anybody knows the value of PBMs, I'd like
to know what it is, because I have never understood it.

Mr. OrszAG. Okay, why don’t I take a crack at that?
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By the way, I should first say I actually have a health savings
account myself.

On your former question and the discussion—Mr. Ryan looks
surprised by that

Mr. RYAN. Pleasantly surprised.

Mr. ORszAG. The discussion we were having before about lack of
information about the value of different procedures and what have
you, the lack of comparative effectiveness is quite salient because
it is often very difficult as a non-medical professional to determine
what is or is not valuable.

Let me turn to pharmaceuticals. I think it is they get a lot of at-
tention, but it is important to remember that pharmaceutical
spending is about 10 percent of the total health care spending. And
that, therefore, there is sort of an inherent limit in some sense to
the traction that you get from bending the overall curve through
changes in pharmaceutical spending. And in fact there is often
some offset in the sense of more pharmaceutical spending may re-
duce inpatient and other spending.

On pharmaceutical benefit management firms or that technique,
we have seen a very dramatic shift towards generics and away
from branded drugs, which, by the way, is the primary explanation
for why Part D in Medicare is costing a lot less than was projected
initially. The shift towards generic drugs that has occurred overall
means that overall pharmaceutical spending is much lower than it
was projected to be at the time of enactment of Part D. And that
has carried through over to Part D, also. So there is no sort of
magic to the fact that Part D spending is lower than was projected.
That is occurring in drug spending overall, where there has been
much less rapid growth than was projected in, say, 2001, 2002,
2003.

Mr. BERRY. Could that savings not have been achieved just by
using the pharmacist and his knowledge or her knowledge or by a
Medicare-run plan?

Mr. OrsZAG. There are lots of ways of achieving savings.

Again, the question is you need to make sure that the entities
that you are hoping will achieve savings have financial incentives
to do so. And you mentioned PBMs, they have incentives to achieve
those savings.

Ms. LAMBREW. I would like to address your other issue about
pools, and I think that was a neglect on my part in my testimony.
Because I do think we have heard today the discussion about
health care, and it is just not a normal economic good. So the ques-
tion, if we have price transparency leading to higher collusion on
prices, that is not your typical market. So the question becomes, if
we do have this different type of system where we have some of
this collusion going on, how do we best reduce that? That was a
question I think Representative Jordan asked earlier.

And I would argue that trying to have individuals out there
shopping for different providers to hopefully lower the price is not
a viable option. Having large pools, pool purchasers, sophisticated
buyers, insurers trying to figure out how they can, for blocks of
people, negotiate down rates, figure out better systems of care,
would be more effective, to say nothing of the marketing costs, ad-
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ministrative costs of taking apart our employer-based system today
where 60 percent of the people get coverage.

So I would argue that there is fairly significant evidence that if
you have large groups of people, not monopolies per se, but large
groups of people in purchasing pools that are dealing with a com-
plicated health care system that is fairly consolidated, supply-ori-
ented, you might be able to achieve the kinds of value-oriented
health care that we discussed.

Mr. BERRY. Thank you very much.

Dr. GRATZER. I wanted to add, in two or three sentences you
have raised some of the biggest issues in health care, obviously
going beyond just what we’ve discussed so far. Pooling is an issue,
and the way we buy health insurance right now is very relevant.
There are some questions as to whether a 1940s model of employer-
based health care is relevant in a day and an age when people are
turning over jobs and moving from workplace to workplace. That
is a topic for another day.

The other issue, of course, is that prescription drugs often is
brought up; and people often get very excited about it. It is only
really about 10 percent of overall health spending. It is probably
not nearly as fast in growing as a percentage of health spending
as, say, hospitals are at this point in time.

It is one area, by the way, where we have seen better informa-
tion and better pricing availability for people make a difference in
that people increasingly choose generics, which probably are more
cost-effective for more individuals. That might be one of the very
few success stories we can clearly identify, both in Part D and in
the private sector.

Chairman SPRATT. Mr. Etheridge.

Mr. ETHERIDGE. Thank you, Mr. Chairman. Thank you for this
hearing. I thank our panelists.

I think we all do share the goal of having a health care system
that buys high quality and the costs are affordable. We struggle
with both those, unfortunately, especially today.

We talk about it—but what we are really talking about is a sys-
tem last year in the United States we spent about %2.3 trillion, and
we are hearing that CBO projections that health care spending will
go up to roughly, over the next 75 years, and may increase 10
times. And we're looking at about $28 trillion, which is a number
that is so big we can’t really comprehend at this point.

Each of you have spoken about the importance of controlling
health care costs. Yes, it is what we are about today. How do we
do that?

We talked about IT as one of those areas. And just yesterday
Congress passed the Medicare Improvement Act, which includes
provisions on electronic prescriptions, which I think is a great step
forward. I know when I get a prescription from my doctor, his
handwriting looks about as bad as mine; and I really wonder how
the pharmacist figures it out. But I guess he does so that we get
the right kind of medication and the prescription is done, and that
is a step in the right direction. Number one, it won’t get lost; and,
number two, we get the right stuff. So I won’t ask you the question
on IT because I think we have pretty well beaten that dog to death.
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The issue I guess that I do hope you’ll cover when I get to the
next question is, we have to find a way, I think, in health care how
IT can improve our understanding of the system. Because I think,
to get the results we want, we really have to understand the prob-
lem first—I am not sure we do—that will lead to better care.

And I think consolidation is one of those issues across the coun-
try as we look to the charts, hospitals advertise, and if I am sick
I want to go to the very best one. I think that is true of everyone
else.

You have talked about that through your wife. And that’s what
happens. We start to do selections. And in the process it is the cost
of the increased equipment we buy that we get to.

So I guess the question I want to ask is, one of the curious things
about health care is that people don’t always have the time, they
don’t always have the knowledge to wade through all the options.
Prime example was the Medicare option as it relates to prescription
drugs.

We came out—in North Carolina, I think we had 37 different
plans we could go through. Now I have some knowledge of stuff,
and my mother-in-law, I was trying to help her, and finally we just
decided we weren’t going to change. We had an insurance plan. It
was so complicated that you had to go to so many different areas
to find out whether they covered the drugs she was in.

That is the question. I hope you’ll comment on that.

But as we look at the enrollment, people tend to save if they are
automatically enrolled and have to opt out. You touched on that
earlier. Health care plans, I would be interested in that. Are there
ways that we can develop policies that harness this power to im-
prove Medicare or medical efficiencies? Because I think we give too
many choices, the first option is not to choose at all, unfortunately,
either on the provider or on the consumer side.

Mr. ORSzZAG. Yes. Absolutely. And I think this is one of the larg-
est untapped areas of improving health. So, for example, that if you
are trying to get someone to get vaccinated next week, saying you
should go get vaccinated, you get very low take-up rates. If you say,
you should go get vaccinated and here is where you should go and
give them a map, higher level. If you automatically make an ap-
pointment which they can then cancel, you get extraordinarily
higher take-up rates. And, again, you are not imposing anything on
anyone because they can always opt out. So you still have the free-
dom of choice about what happens.

But making it easy for people to do things I think is an extraor-
dinarily powerful thing that we have not tapped across a whole
array of policy topics.

And in terms of healthy living, I think what we learn is that if
there are even small impediments to exercise or eating well gen-
erate very large differences in how much people actually exercise
or what they eat. And that is the same story as retirement savings.
Just a small impediment, that you have to read through the forms
and then sign on the dotted line, that is a big deal in terms of par-
ticipation rates. We need to be making it easy and simple for peo-
ple to be eating right and to be exercising, and in the health care
system we can be using that same insight.
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You mentioned Medicare. In Medicare, for example, one of the
things that would pay off, people are always asking me, what can
we do that would actually save money in a 5- or 10-year window?
E-prescribing actually was scored as saving money.

Another thing that would save money is if we got flu vaccination
rates for Medicare beneficiaries up to closer to 100 percent. That
would save money in the short run. There is not universal take-
up. You could probably get towards universal take-up because most
beneficiaries touch a medic or see some Medicare provider during
the flu vaccination season. If it were the default that when you
went to see a Medicare provider you would receive the flu vaccine
unless you opted out—so there are lots of things that you could do.

Ms. LAMBREW. I just would build on it by saying that we also
have to figure out ways like that that move beyond the medical
system. Because so much of the types of prevention and wellness
and behaviors that we need to address are outside of the bound-
aries of our medical system.

And one study found that if we had a typical physician with
2,500 patients provide the recommended preventative services to
that patient group, 7 out of 8 hours of the day would be spent pro-
viding prevention. So I do think that part of our challenge in
health care is thinking about how we use less costly ways of deliv-
ering it in schools, in the workplace. Pharmacists we talked about
earlier. Pharmacists see a lot seniors. Why not build pharmacists
into these systems to try to ensure immunizations and other good,
preventative practices?

So much of prevention is asymptomatic without diagnosis and
could be delivered in less costly and more ubiquitous ways, and I
think that we need to figure out ways to explore that as well.

Dr. GRATZER. I think we can all agree that one of the easiest
ways of saving money is to keep people out of the system in the
first place because they are healthy.

Long-term projections always need to be taken with a grain of
salt, but people have looked at rising obesity rates in the United
States and suggested, between now and 2020, in one study 20 per-
cent of all new costs would be associated with obesity-related ill-
nesses. As you know, that is an entirely avoidable condition. Unfor-
tunately, more and more Americans now qualify as obese. I know
the last statistical analysis suggested that maybe we had plateaued
out, something like one in five Americans qualify as obese; 40 per-
cent are overweight.

I think, though, when we look at public health—and this is an
area of extraordinary interest to me—we have to be a little bit cau-
tious. Life isn’t as easy as it was in the 1960s. As you know, in the
early 1960s, before the greatest public health revolution of the 20th
century, two-thirds of Americans actually thought there was no
connection between tobacco use and cancer. Because of the Surgeon
General’s report and because of the government’s efforts on edu-
cating, by the end of the 1960s the vast majority of people saw that
obvious connection.

Today, people are actually extremely informed. There was a
study recently done by an economist suggesting that tobacco users,
cigarette smokers in fact tended to overestimate the risk to their
health.
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So it is one thing to say, look, prevention is good. We have to
deal with prevention, though, through the challenges of our time,
which are that people are more educated than ever before and
more informed on health issues more than before.

Why is it that they continue to make bad decisions? Well, there
are economic factors. There are cultural factors.

But that is equally relevant I think to these discussions. How
can we save money with health care over the long term? Have
more healthy Americans.

Mr. OrszAG. Can I just add one more really quick comment,
which is that we are seeing—smoking is a good example where the
reductions in smoking rates that occurred disproportionately oc-
curred among higher-income, better-educated people and did not
occur to the same degree at the bottom of the socioeconomic dis-
tribution.

One of the consequences relative to that kind of change is that
we are seeing literally an explosion in life expectancy inequality,
where life expectancy is going up on average, but it is going up way
faster at the top of the socioeconomic distribution, and it is flat or
by some measures may even be declining slightly at the bottom.

One of the things that may be the consequence of changing de-
faults and changing social norms and what have you is to kind of
retilt that a little bit. That is what happens in retirement savings.
What happens when you make retirement saving automatic is that
you get low- and moderate-income workers participating at rates
that are close to those for higher-income workers which no other
policy intervention seems to be able to accomplish.

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

Chairman SPRATT. Mr. Moore.

Mr. Moore of Kansas. Thank you, Mr. Chairman; and thanks to
the three panelists for being here.

Dr. Orszag, you emphasized in your opening statement that our
health care system’s use of electronic medical records would be of
benefit, I think—establishing a system. As I provided you a copy
of the Dear Colleague letter that Mr. Ryan and I have circulated
to our colleagues in support of such a system. And I understand
and I appreciate your comment back, and we will review the study
that you mentioned there and certainly correct it if it needs cor-
recting as far as the information.

But we have introduced the Independent Health Record Trust
Act, which would establish a modern, market-driven, nationwide
health information technology network by providing for the cre-
ation of nonprofit health record trusts in this country. Under this
system, persons would have—the individuals would have the option
of signing up for an account to be managed by a health record trust
similar to the way banks offer to maintain credit card accounts.

Right now, patients walk into a hospital or a physician’s office
and the first thing they are handed is a history form to be com-
pleted and provide information about medical history. Sometimes
the patients get it right, and sometimes they don’t.

And I think I read into what—at least what I heard you say Dr.
Orszag, that we could benefit from these miraculous little devices
called computers now and bring maybe the health care delivery
system into the 21st century.
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I am not trying to be facetious here, but I am just saying I think
there is a lot of opportunities for errors when patients are asked
every time they check into a medical facility or a doctor’s office to
complete this patient history form. And, again, they may or may
not have the correct information, and the information could be com-
piled and could be distributed with the authority of the patient.

My wife is a practicing nurse for more than 20 years, and she
says patient confidentiality and protecting patient’s information is
very important. And we certainly understand that and agree with
that as well. In fact, she says a woman who goes in for a skin con-
dition to a dermatologist, the dermatologist probably, probably does
not need to see her OB/GYN records, and she should have the au-
thority to make that decision.

But our point is that—and I would like you and the other panel-
ists, if you have thoughts about this, to comment on how much
benefit we could derive—our country could derive and especially
our people could benefit from the establishment of this kind of sys-
tem. Because, again, we want to get it right, but we want to pro-
vide information to the caregivers with the authority of the pa-
tients.

A CBO study of health information technology released in May
laid out some of the improvements in efficiency that can be cap-
tured through health information technology, but the analysis, in
my opinion, seemed to downplay some of the health and safety ben-
efits of the health information technology and that the full value
of adoption of such a system can only be realized through the sys-
tem-wide change like we proposed here.

And I guess I just—do you think the widespread, integrated im-
plementation of a national health information network, particularly
one that protects the privacy and security of an individual’s
records, is a critical component of any effort to control the growth
of health care costs and improve the efficiency and effectiveness of
our system?

And the last thing I want to ask—and will stop and you can
talk—is somebody—I think it was you, Dr. Orszag, but whom-
ever—mentioned the Veterans Administration system; and I've
heard from many people that they have a pretty good system over-
all. And I guess I would like you just to give any additional com-
ments you might have there.

Because we’ve just got to get this right. It just seems like we are
not delivering the best health care to people if the physicians and
the people who are providing the treatment and the hospitals don’t
have all the correct information they need. Again, with these de-
vices, that should be kind of something that shouldn’t require a lot
of thought.

Thank you.

Mr. ORSZAG. Sure, let me just first say health information tech-
nology in my view is necessary but not sufficient. So it is critical
to improving the efficiency of the health system, but by itself, if
that’s all you did, it wouldn’t be sufficient to capture the $700 bil-
lion opportunity that we were discussing before.

The VA system, through its Vista health IT system, does have
one model. And we actually came out with a preliminary report.
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We are going to have a fuller report on the VA system and what
we can learn from it out I think later this year.

You have to remember that that system basically is contained.
It’s not a fully integrated system, but it is closer than the rest of
the health system to the sort of full array of things of what you
would want. There are incentives for higher-value care. The infor-
mation is processed in terms of what is coming out. It’s not just the
health IT systems. It is a health IT system in a structure that
makes sense.

The analogy that Laura Adams, who runs the Rhode Island
Quality Institute uses, is: getting more efficiency out of the health
system is like waiting for toast to come out of the toaster. And
some people say we need to plug the toaster in. That is like health
IT. Other people say we have to go to the store and we have to buy
the bread. And other people say you have to put the bread in the
hole and press the lever down and wait for it to come back up. You
need to do all of those things, obviously; and just plugging the
toaster in by itself is not going to get the bread to come out. And
that is my point.

Mr. MooRre of Kansas. Thank you very much.

Any other comments?

Thank you.

Chairman SPRATT. Ms. Kaptur.

Ms. KAPTUR. Thank you, Mr. Chairman, very much; and, again,
thank our long-suffering panelists here for being with us and for
the great work that you do.

I wanted to ask, Dr. Orszag, in your testimony on page 3 you
have included a map and it is entitled, Medicare Spending per Ben-
eficiary in the United States, by Hospital Referral Region. I would
be very interested and I am sure all the members would be in our
own regions, since these maps don’t reflect congressional districts
and what that might say about our respective regions.

Are those dollar amounts merely a reflection that we have more
elderly or is it the system that is operating in the area and the way
it expends dollars? And if so, if it is the second, then could you
comment on the areas that are in the top category and what those
higher costs might reflect?

Mr. ORrszAG. Yes. Most of that variation is occurring because of
the intensity with which Medicare beneficiaries are treated. In
those areas that are at the top of the cost curve that are darker
in this map, there is a lot more stuff that happens to you.

So if you get sick, you are much more likely to be hospitalized—
for any given condition, you are much more likely to be hospital-
ized. You are much more likely to spend a lot more time in the hos-
pital. You are much more likely to see lots of specialists. You are
much more likely to have lots of tests done to you. And when there
is ambiguity about what should happen, you’re much more likely
to have an expensive procedure undertaken.

So the more intense service is provided. But the kicker is it
doesn’t look like that greater intensity actually buys you anything
in terms of better health outcomes.

Ms. KapPTUR. That is what I want to know. One of the sentences
that you have in your testimony is some of the highest cost areas
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are concentrated around the top U.S. medical centers. Now that is
very interesting.

One of the issues that we face in our region is the ability to keep
attracting good doctors and research-related doctors, because they
go off to where these medical centers are where they can do more
intensive research and where there is a broader array of physi-
cians. And I see—just as with airline deregulation and you have
these mammoth, big airports in certain places, I see what is hap-
pening in our health care system, these mammoth health systems
that are creating, rearranging the way we have doctors arrayed in
this country, for example, and it is a great concern. I was won-
dering what that map is really telling us.

Well, let me ask this question. Do you see any correlation, Dr.
Orszag, in work that you have done between the cost of medical
care and pharmaceuticals? And one of my big questions there is,
when a pharmaceutical comes off patent, are there studies that
show that prices go down?

Mr. ORSZAG. Yes.

Ms. KAPTUR. Is it by drug?

Mr. ORszAG. What you see is—the patterns around when some-
thing—a brand new drug goes off patent are actually often quite
interesting, but let me actually—we can raise—there is legislation,
for example, for so-called follow-on biologics which would create a
pathway for FDA approval of complex molecules, complex drugs,
not simple molecular drugs but complex molecular drugs to get
FDA approval.

We have scored savings to that legislation because having that
follow-on biologic, which is sort of a generic type thing, enter the
market would help, once a brand-new drug came off patent, drive
down the price. I mean, basically, the mechanism is, once some-
thing is off patent and generics are a more prominent part of the
market, there is price pressure on the old, branded drug, but then
consumers are shifting towards this generics

Ms. KAPTUR. You can’t watch television without seeing 15 ads in
an hour. I mean, if you weren’t sick before you started watching,
you will be sick after. So the amount of money it takes to do that
across this country, unbelievable.

I am interested in pharmaceuticals and the rising cost of health
care in this country. Any studies, any information you have would
be most interesting, especially when most of those pharmaceuticals
are made offshore.

Let me give you an example. Heparin—not a new drug. I don’t
know what the prices of heparin are. I would be interested if there
is a study that tells me. But we had lots of people die in this coun-
try taking heparin that was manufactured in China.

I would like to know, if you can tell me, what it would cost to
manufacture that right here in this country? What is the cost ad-
vantage to the company to manufacture in China?

And we have people in my district that died taking that in full
faith that it was examined and so forth. How can that happen? It
is a formula that is well-known. It is a very old drug. I don’t know
how much it costs. What should it cost? And what happened that
we can’t make that in this country? Is it a complicated formula?
And, if it is, maybe we should be making it here. Can you comment
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on the heparin situation and how that could have possibly have
happened in the year 2008 in this country?

Mr. OrszAG. I am going to stay away from talking about a spe-
cific drug, but let me come back to your broader question. There
is no question that pharmaceuticals play some role in rising health
care costs. But I do think it is important to remember they seem
to receive an amount of attention that is disproportionate to their
role either in cost growth or in cost. They are about 10 percent of
total health care spending.

Most of that $700 billion inefficiency that I was mentioning be-
fore occurs because of variations in—that we were talking about in
this map—occurs because of variations in hospitalizations and sur-
gery rates and MRIs and other imaging and what have you. So
pharmaceuticals are part of the puzzle, but relative to their actual
contribution they receive way more media and policy attention
than their sort of numerical contribution would suggest.

Ms. KAPTUR. Well, I know my time is up, Mr. Chairman. But I
would be very interested in, Dr. Orszag, on the map if you could
take the 9th Congressional District of Ohio and tell me—because
you can’t really tell where it is on here—if you could go down to
that level and tell me what those numbers mean for us. What does
that translate into our particular region—I am sure other members
on the committee would be similarly interested.

And then, on the pharmaceutical issue, I would be very inter-
ested in anybody on the panel, if you know where I would find this,
I would like to know the cost accounting of manufacture of heparin.
I would like to know how much it costs, I would like to know where
it is manufactured, and I'd like to know what it would take to man-
ufacture it in this country.

Incidentally, all the heparin cases are being referred to a Federal
court in my district, so I have a really special interest in this.

What are the economics of driving that production offshore? I
don’t know if you have access to studies on that or if you could
refer me somewhere, but I am very, very—because that is not the
only one. That is one I am really paying close attention to.

Why can’t we make that here? What are the economics that are
driving that offshore? And then I want to know what it costs if you
go off and you buy it through Medicare, let’s say. You must have
access to data. Do any of you feel comfortable in referring me to
sources on that?

Ms. LAMBREW. I will say one of the interesting experiences that
I had in the ’90s when I worked in the Clinton administration was
we were all debating the Medicare drug benefit at that point and
looked into how do we understand the relative prices of a set of a
basket of drugs. And it is very difficult to try to go in and try to
look at who pays what from wholesale price to retail price to Med-
icaid price to the cost of manufacturing. And we found our study
concluded that we don’t have the systems in place to know.

So I think it is a very hard question that you have asked. I am
not sure there is information on that.

I would put in a plug for trying to ensure at least that the data
support agencies that you have—CBO, GAO, CRS—get access to
some of the drug data that we are getting through Medicare. I
mean, Medicare is now a major payer for prescription drugs in the
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United States of America. Yet we—you all in government don’t nec-
essarily have the types of scrutiny of the data that we are getting
to figure out what is working, what is not working and what are
the costs of the different drugs. So I think that there is some im-
proved information sharing that could happen with the new Medi-
care drug benefit to begin to feed into a larger system to help an-
swer some of these questions.

Ms. KaPTUR. Thank you.

Thank you, Mr. Chairman.

Chairman SPRATT. Just two questions and then Mr. Ryan has a
question to close.

Going back to this variegated map of the United States and costs
per capita. Dr. Orszag, you said it can’t adequately be explained.
I understand we are trying to discern the reasons for these dif-
ferent patterns of expenditure. But, number one, what can we do
to better discern and speed up the effort to determine what is at
the root cause of these differences in per capita costs?

And, secondly, how do we disseminate that information? How do
we institutionalize it and disseminate it? Would it be worthwhile
to consider the creation of an institute at NIH for the delivery of
health care in order to develop information in a package form that
can be systematically disseminated amongst physicians, practi-
tioners all over the country?

Mr. OrRSZAG. Let me answer that in two stages.

First, with regard to the regional variation, CBO came out with
a report a couple months ago looking at what is known. There is
ongoing work about getting at the cause. There is a group up at
Dartmouth, the Wennberg Center, that is exclusively devoted to
this kind of regional analysis.

And CBO is currently expending a lot of internal resources, put-
ting together two significant volumes that will be out at the end
of this year to present policymakers and others with options for im-
proving the efficiency of the health care system, among which will
be options to try to get at this regional variation.

The second part of your question had to do with ways of dissemi-
nating information, and I think we have touched upon a Federal
health board idea. There are related ideas about some comparative
effectiveness entity or entities beyond the existing AHRQ that is
part of HHS.

It is crucial to—coming back to the basic point, just having infor-
mation floating out there is not going to do the trick. In order for
information to matter, it has to affect the way medicine is prac-
ticed. And in order to affect the way medicine is practiced, you
need to be getting the information especially to medical profes-
sionals and doctors. And then you need to be giving them incen-
tives to, again, move towards better care.

So I do think there are institutional gaps in our ability to do both
of those things right now, and that is why there are discussions
about whether some change in institutional forms would be bene-
ficial.

Chairman SPRATT. Thank you.

Mr. Ryan.

Mr. RyAN. I will follow up on that.
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I guess at the end of the day the different approaches we may
look at come from sort of a bottom-up market-based approach or
sort a of top-down government-based approach. But I think we are
all coming to consensus on the need on some of the design features,
and then we will squabble over a few other details. But this is a
productive debate going in the right direction, nonetheless.

Dr. Orszag, you said something when I stepped out which was
interesting. Unless you change the payment system, you are never
going to have a more efficient health care system. Obviously, I
think that is totally accurate.

Let me ask you this. The trustees of Medicare are telling us we
have a $34 trillion unfunded present value liability with respect to
Medicare. Can you change the payment system without spending
more money? And can you change the payment system that actu-
ally saves more money? And, if so, can you quantify that?

Mr. ORSZAG. There is no question that—first of all, I will try to
avoid only saying interesting things when you are not here. But
there is no

Mr. RYAN. The HSA comment was the most interesting.

Mr. ORszAG. There is no question that you could save money
through payment methodology changes within Medicare today:

Mr. RYAN. Net.

Mr. ORrszAG. Net. That is not hard. Because, you know, simplis-
tically, you could ratchet payments down.

The key question is, can you change the payment methodology in
a way that not only saves money but is sustainable over time and
that changes the way medicine is practiced so that you are bending
the curve not only for Medicare but for the health system as a
whole? Because, if not, you are just going to create the kind of
issue that we have with the sustainable growth rate formula and
other artificial constraints that operate just on Medicare. If you are
not affecting the overall rate of health care spending over time, all
you would create with ratcheting down Medicare reimbursement
rates is an access problem.

Mr. RYAN. That is basically why I asked the question.

If anybody else wants a stab at that, please have at it.

Ms. LAMBREW. You also asked the question of can you save with-
out spending. I think the question depends, can you get these types
of bending-the-curve systems without an up-front investment. And
I would argue that we do need to consider investing in health infor-
mation technology, investing in the research to undergird this sys-
tem, getting people into insurance arrangements so that they have
the same choices and benefits that we all have.

I could make a case—and I will just say one more thing. Of that
$700 billion that Dr. Orszag has suggested is out there, remember
that is not all public. A good proportion of that is private savings.
Trying to figure out how we capture and redirect in a system is
hard to do at the Federal level.

Mr. RYAN. Do these investment costs have to be borne by the tax-
payer or could they be borne by the market?

Ms. LAMBREW. I would make a case that if the goal is to figure
out where the Federal Government invests in public goods, then I
would argue HIT and comparative effectiveness are public goods. I
would argue trying to help low-income people afford health insur-
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ance is not something the markets can do. I think there needs to
be an up-front Federal investment.

I can make a case that that up-front Federal investment should
and potentially could yield systemic, if not Federal, savings within
a budget window. And that is our challenge, is to figure out how
academics and policymakers can come together to say, let’s invest
now but ensure that that investment yields long-run savings. That
is our challenge.

Mr. RYAN. Yeah, and scoring it.

Ms. LAMBREW. That’s his challenge.

Chairman SPRATT. Could I add one final question?

If we want to disseminate the information and have this diffu-
sion of knowledge on a more equal basis and have information
technology, latest technology, wouldn’t it make sense for the gov-
ernment simply to develop this software, this program and maybe
develop it on an open source basis so that it is changed, upgraded
from time to time? It would mean that everybody was operating
with the same system.

Mr. OrszAaG. Well, the Federal Government has sort of tried that
in the sense of almost basically giving away a health IT system.

I think it may turn out to be more productive for the Federal
Government to set certain standards regarding interoperability and
privacy and then let the market develop for the specific systems
that can fulfill those standards, that the history of government in-
novation in technology is not marked by substantial successes. So
the approach of kind of saying, here is what we need the system
to do.

And, again, coming back to our earlier discussion, if your system
doesn’t do that, you are not going to get paid under Medicare, may
wind up being the most auspicious approach.

Chairman SPRATT. Well, I think one of your studies noted part
of the problem is there are still a lot of small-sized practices, and
these practices find it difficult to spread the cost of expensive soft-
ware over the relatively small volumes of businesses that they do.
If the government was bearing much of the cost of development of
the software like this, you would be able to have these smaller
firms take advantage of it.

Mr. ORSZAG. Yeah. But the problem is it is often not just the pur-
chase of the software that is the cost, it is that you are disrupting
your operations for some period of time while people learn how to
use it. And all the other sort of process changes that are involved.
So just even giving away software will not get you universal take-
up among small practitioners.

Mr. Ryan. I think, if you take a look at the market, you have
five or six basic big players doing the software systems out there.
A couple of them are from Wisconsin, GE and Epic. And if the gov-
ernment simply requires interoperability, it patches on these pro-
grams so that they can talk to each other, that in and of itself is
a step in the right direction. But the market continually innovates,
continually competes and meets the needs without the government
designing the software systems because you already have private
firms doing the design.

The question is, are they going to be done in the stovepipe fash-
ion that they are today or will the government be a flattener so
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that these things can talk to each other and then the market can
continue to innovate and provide these benefits? That is where I
think we can make a difference. That is what Dennis and I are try-
ing to achieve in our bill, among some other things.

Chairman SPRATT. Let me thank all three of our witnesses for
coming today, for your presentations. We very much appreciate it,
and we think we will probably revisit this topic from time to time
in the future. Thank you very much for your participation today.

[Whereupon, at 12:07 p.m., the committee was adjourned.]
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