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Summary of Testimony

I. The uninsured is a chronic issue (not an acute one)

· Worse during economic decline;  better with robust growth

· Secular decline in coverage over time

II. Two main reasons for decline in coverage

· Changing economic structure

· Increased health care spending relative to growth in income

III. Increased spending – a problem?

· Not for economy, as long as increased spending has value

· Problem for the uninsured

IV. Drivers of healthcare spending

· Advances in medical technology

· Medical liability

· Lifestyle issues

· Current reimbursement system

· Employer-sponsored insurance and tax exclusion

    In its own right and exacerbates other drivers

V. Next steps

· Pay for performance initiatives

· Better information on C/E of new technologies and therapeutics

· Meshing patient safety measures with tort changes

· Exploring alternative subsidies to the tax exclusion

VI. Strategies to reduce number of uninsured

· Expanding access to public programs

· Providing financing subsidies to individuals and access to group insurance

· Mandates, on individuals or employers

Mr. Chairman and members of the committee:  Thank you for inviting me to appear before you.  My name is Gail Wilensky.  I am a senior fellow at Project HOPE, an international health education foundation.  I am also a former Administrator of the Health Care Financing Administration, now called CMS and a former chair of the Medicare Payment Advisory Commission, MedPAC.  My testimony today reflects my personal views as an economist and a health policy analyst and should not be regarded as representing the views of Project HOPE.

My testimony focuses on the uninsured, the relationship between increased health care spending and the decline in the number of the insured and the major factors that are driving increases in health care spending.  These are large and complex issues and my coverage of them will be in the nature of an overview of what is known about them rather than in depth treatment of any one of them.

The Problem 

The numbers of the uninsured, the characteristics of the uninsured and the duration without insurance coverage has been well documented by the Census Bureau and the Congressional Budget Office, as well as in other government reports.  The number of uninsured has increased in the Census reports of each of the last two years, and according to the Census CPS report now stands at 43 million or approximately 15% of the population.  While the precise number of uninsured depends on the particular survey being referenced and the duration of time being considered, it is important to note that the number of uninsured reported for 2002 is very similar to the number and percent of the population reported uninsured in 1997, a period of robust economic growth.  This suggests that the uninsured should be considered a chronic problem rather than an acute issue, one that will become somewhat worse in periods of slow economic growth and slightly better following periods of robust economic growth.  What should be equally clear is that to substantially reduce the number of uninsured will require an explicit change in policy.   Several of the major policy choices will be summarized at the end of my testimony.

However, before considering the policy options available to reduce the number of uninsured, it is important to understand what has been behind the decline in insurance coverage.  Even though, the persistence of a substantial uninsured population should be regarded as a chronic problem, it is a chronic problem that has grown somewhat worse over the last quarter century.  In 1977, when the first of the National Medical Care Expenditure Surveys (now called the Medical Expenditure Panel Survey or MEPS) was conducted, the number of uninsured was under 13% of the population and it is now slightly greater than 15% of the population.  Had the State Children’s Health Insurance Program (SCHIP) not been enacted in 1997, the percentage increase would have been greater since it has been able to compensate for some of the loss in private coverage.

This leads to the question as to why the percentage of people covered by private health insurance has been declining and what, if anything can, can be done to try and mitigate the decline.  Two factors are cited most frequently.  The first is the change in the structure of the economy and the move towards jobs that are part time, in small firms and/or are part of the service sector.  These structural changes in the economy are all known to be associated with a lower likelihood of employer-sponsored insurance.  The second reason is the increasing cost of health care and more specifically, the fact that health care spending has been increasing faster than personal income.  While both reasons contribute to the decline in insurance coverage, several studies including those by Lewin and Associates and by Kronick and Gilmer, find the largest factor is the increase in health care spending.

Is Increased Health Care Spending A Problem?

It has long been observed that the United States spends more on health care than any other developed country, both in absolute terms and as a share of our Gross Domestic Product.  Over the last fifty years, health care spending in the U.S. has grown in real terms per person at a rate of about 4% per year while the GDP has grown at a real rate of about 1.5% per person.  A notable exception to that trend occurred in the middle 1990’s, when health care spending grew at a rate of about 2% per year, half of the historical rate.  Whether there is more to be learned about how to sustain periods of lower growth without inciting the type of public backlash that occurred against the managed care industry in the late 1990’s will be an important exercise for future health policy analysts.

This country seems to have had mixed views about whether the long term spending growth should be regarded as a problem.  During some periods of our history, substantial time has been spent bemoaning the increased rates of spending, particularly when compared to other countries but as of late, this attitude in at least some quarters seems to have changed.  Some are now saying that we can afford to spend a significant portion of the increased growth in the economy on health care if we choose to do so.  Technically this is obviously true but it will also mean that we will have less of our economic growth to spend on other things.  Rather than focus on the literal sustainability of our health care spending rate, the more important question is whether people feel that they are getting increased value for their spending—in either the quantity or quality of their life—or whether more is being spent because of unintended cost drivers in the way health care is financed or delivered.

Even if we conclude that we are truly getting value for the increase spending on health care, as some analysts have done and therefore should be less concerned about increased spending, it is clear that the increased spending will make it more difficult to reduce the number of the uninsured.  It also means that if we can find ways to slow the rate of growth in spending, it will be less costly to cover the uninsured and that the rate of increase in the uninsured should decline.

Drivers of Increased Health Care Spending

There are a variety of drivers of heath care costs, each of which is briefly described in the section that follows plus one over-arching factor that exacerbates the problems associated with the other factors.  The most important specific drivers of health care are advances in medical technology, medical liability, medical errors and patient safety, life styles that drive up health care spending and a reimbursement system that encourages inefficiency and fails to reward quality. 

The over-arching factor that exacerbates all of these specific factors is the dominance of employer-sponsored insurance, a dominance that has occurred because of the vagaries of history concerning the tax treatment of employer-paid premiums.  As is well known by all of you, the rise of employer-sponsored insurance can be traced to the decisions of employers during WWII to provide their employees with insurance as a way to circumvent the then existing wage and price controls.  A ruling by the IRS a decade later that such fringe benefits did not constitute taxable income has led to the present dominance of employer-sponsored insurance.  As a result of the IRS ruling, payments of health insurance premiums by employers do not count as taxable income for their employees and are not subject to Federal or state income tax or to federal payroll taxes.  This treatment of income is referred to as the “tax exclusion” of employer-paid health insurance and its implications are also discussed below.

Medical Technology

New medical technologies and other medical advances have long been considered as a major driver of increased health care spending, particularly when viewed over the long-term.  While some estimates have placed the increase due to technology as high as 50%, it is important to note that the effect of technology is frequently measured as a residual, after accounting for population and population aging, general inflation and medical specific inflation, changes in insurance coverage and other factors rather than measuring its effects directly.  Nonetheless, it is clear that increasing medical capability has been a major factor in explaining the increase in health care spending.  

An important question to consider, however, is why medical technologies rarely decline in price over time the way they do in other industries and also whether the adoption of new technologies in health care is subject to the same types of economic calculus that occurs elsewhere in the economy.  In other sectors, new technology is adopted if it can provide a service better and cheaper or better but more expensive and with the payer willing to pay for the improved service.  In health care, new technologies are frequently adopted as long as there is any improvement in the service provided or the quality of life produced.  Why that is the case is rather complicated but reflects the financial incentives of the purchaser who is frequently not the end payer, lack of good information about either the benefits or the costs of the technology, financial incentives to the provider of the service and the medical liability system.  It is not clear that advances in medical technology would have quite as much an effect on health care spending if these other factors weren’t also present.

Medical Liability

Medical liability, which includes both medical malpractice and medical product liability, is another area that long been thought to be associated with increased health care spending although there is a lot of debate about how much of an increase it causes.  There are two types of increased spending that can occur because of medical liability.  The first, which is easier to measure and probably the smaller of the two, is the increases in health care spending associated with increases in medical malpractice premiums.  The second, which is likely to be both larger and more pervasive but very hard to measure, is the change in the practice of medicine driven by malpractice concerns.  Because physicians claim they feel more at risk for errors of omission rather than errors of commission, assuming no adverse event associated with the committed act, the liability system is believed to exacerbate the increases in health care spending, particularly when combined with the current reimbursement system which pays more the more services the physician provides.  

The debate about how to limit the increased spending associated with rising costs of malpractice premiums as well as the practice of defensive medicine and yet compensate patients who have experienced avoidable medical errors is continuing at both the Federal and state level.  While there is some evidence that capping non-economic awards is associated with smaller increases in malpractice premium increases, the strategy does not directly address the problems associated with the practice of defensive medicine.  There is some thought that the increased focus of institutional and individual providers on patient safety and medical error reduction may not only provide direct benefits to patients in terms of improved care but also may help break the impasse in resolving issues of medical liability.  Since the release of the various volumes on patient safety and medical errors by the Institute of Medicine, increased attention has been focused on the costs of medical errors and the need for system changes to improve both the quality of medical care and the quality of patient safety.  Experts in this area have also looked for ways to link effective patient mechanisms to strategies that would provide for timely and fair compensation of avoidable error that results in injury.  If such a way can be found, it would help reduce the pressure on health care spending increases associated with both malpractice concerns and with the costs of correcting medical errors.

Lifestyle Issues

The lifestyle followed by many Americans is another driver of health care costs.  A significant amount of attention has been devoted to the costs of smoking on the health care system as well as the costs to the economy from the increased absenteeism and decreased productivity associated with smoking.  Only recently has it become clear that the increased costs from obesity may be even greater than those from smoking.  This is particularly problematic because of the increased incidence of obesity across the entire age distribution, including the very young.  

Reimbursement System

Finally, the reimbursement system used by most of the public and private payers is a driver of health care costs in its own right and reinforces the effects of some of the other cost-drivers described above.  The primary type of reimbursement for physicians as well as for many other providers in the health care system is fee-for-service.  As has been well documented, fee for service reimbursement rewards physicians or other providers of care for providing more services, whether or not providing more services results in better care.  Fee for service reimbursement coupled with concerns about potential medical liability can be a powerful driver for providing more services, whether or not better care is being provided.  

Neither fee for service reimbursement nor the bundled payments used by Medicare for hospitals, home care or nursing homes pay differentially for quality or performance.  Medicare has spent most of the last two decades focused on modifying the DRG rate used for hospital reimbursement, the relative weights of the RBRVS system used for physician reimbursement, the calculations of home care episodes or on redesigning the RUGS classification used for nursing home payment.  However, none of these systems reward better quality or performance, paying exactly the same for “best in class” and “worst in class”.  In fact, the current reimbursement system not only doesn’t pay for quality, it pays more for defects since it pays for the initial service and then again for correcting any defect associated with the initial service.

Employer-Sponsored Health Insurance

Considering each of these various cost drivers, it is hardly surprising that health care has been experiencing the increases in spending that it has.  While attempting to deal with the causes or effects of any one of them would clearly be helpful, most of these problems are exacerbated by the current reliance on employer-sponsored health insurance, which as previously indicated is tied to the current tax treatment of employer paid premiums.

There are several features associated with employer-sponsored insurance that cause it to exacerbate the other health cost drivers in the system.  First, the tax exclusion increases the share of an employee’s income that goes towards the purchase of insurance since it allows employees to use pretax dollars for health insurance but not for most other purchases including health care not covered by insurance.  Second, it encourages the myth that insurance premiums paid by employers comes out of the employer’s profits rather than being part of the employees compensation package, at least on average.  Both of these features result in the purchase of more insurance than is likely to occur if the individual believes he is spending his own money and the expansion of insurance is, in turn, associated with increased spending on health care.  In addition to being a cost driver, employer-sponsored insurance may not provide the employee with the type of insurance he would choose if the choice were the employee’s rather than the employers.

In addition, the tax exclusion is an inequitable and costly way to subsidize the purchase of insurance.  It is inequitable way since the value of the exclusion is worth more the higher the employee’s income and it is also very costly to the Federal government.  Current estimates are that the revenue losses for federal tax exclusion benefits in 2002 were almost $128 billion.  

Most economists have advocated either eliminating the tax exclusion and substituting a refundable credit in its place or at least limiting the value of the tax exclusion.    This action has proven to be very unpopular politically, in large part because so much of the current insurance provided to the under-65 population is derived from tax-subsidized employed-sponsored insurance.  However, the decline that is occurring in voluntary, employer-sponsored insurance provides an opportunity to develop an alternative source of subsidized insurance for the under-65 population.

Next Steps

There are a variety of actions that the Federal government can take to help reduce some of the pressures on health care spending.  Some of these actions may be most effective if undertaken along with similar actions in the private sectors.  Other actions may require new legislation and can only be carried out by government.  

Changing reimbursement so that performance and quality are rewarded is an activity that needs to occur in both the public and the private sector.  The Federal government can be helpful in jump-starting the use of innovative strategies through its Research and Demonstration authority and ultimately will need to change its reimbursement strategies to reward quality and performance but the private sector is likely to be much more nimble in terms of trying alternative strategies, discarding those that don’t work and experimenting with those that work imperfectly.  Assistance in providing better information on clinical and cost effectiveness of new medical procedures and therapeutics is an important role for government but this is another area that might be even more effective if done as part of a public/private partnership.  State government and/or the Federal government will need to take actions that change the nature of the tort system.  Finally, any changes in the tax treatment of employer-sponsored insurance and any additional mechanisms that subsidize the purchase of insurance out of the employer setting will require governmental action.

Strategies to Reduce the Number of Uninsured  

A variety of proposals have been introduced over the past several years that either open up public programs to populations that have previously not been served by a public program or that provides individuals with financial subsidies, outside of the employer-sponsored arena.  

The SCHIP program, itself an extension of Medicaid or Medicaid-like programs to children above the income level covered by Medicaid, has been proposed for children above the current SCHIP income level and also for their families.  Medicaid buy-in programs have been proposed for working populations just above the Medicaid cut-off and proposals have also been made to allow a Medicare buy-in for uninsured individuals who are less than 65.

Refundable tax credits of various amounts and structures have been included in legislative proposals in both Houses and in the Administration’s budget proposals.  The most recent State of the Union speech also included “above-the-line” deductibility of catastrophic health plans by individuals who don’t have employer- sponsored insurance.

Periodically, proposals have also been made to use different types of mandates.  Some mandates have been on individuals, with subsidies for the low-income, and some on employers, with subsidies for firms with few employees or low wage employees.  A spin on the employer mandates has also been proposed periodically, called “pay or play” where employers who don’t provide health insurance have to pay into a fund.

Given the variety of problems associated with employer-sponsored insurance described earlier, particularly in a mobile society where most households have two workers, adding on to employer-sponsored insurance seems to me to be a less desirable strategy.  However, even those who would like to move away from employer-sponsored insurance need to do so carefully.  Most workers and dependent of workers under 65 are insured through employer-sponsored plan, and it will be important how alternative policies are put in place so as to minimize the disruption to existing coverage.

Some proposals are now being developed that attempt to tie together pieces of these various strategies.  In particular, proposals are combining expansions in public programs with refundable tax credits and access to group insurance.  These strategies may hold the basis for future political compromises.  The debate will be about who qualifies for which program, how much subsidy should they receive and how should the subsidy be funded.  Actions that can also help slow the cost of health care will increase the likelihood that the numbers of uninsured will decline or at least increase at a slower pace while these strategies to expand access to insurance are being put in place.
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