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ABSTRACT: The United States spends more on healthcare than any other nation in the world,
yet its health outcomes compare unfavorably with other developed countries. At nearly 18 percent
of the U.S. economy and growing, healthcare is unsustainable for the long-term future and will
threaten U.S. national security without major policy interventions. Over the course of seven
months, the Healthcare Industry Seminar met with healthcare providers, insurers, and suppliers,
along with government officials and renowned experts in the United States, India, and the United
Kingdom, to consider policy changes. The seminar concluded that ongoing market failures in the
industry were largely responsible for the trajectory of U.S. healthcare and recommended policy
changes to address those failures.
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INTRODUCTION

A Tale of Two Cities and Two Healthcare Systems

For a country like the United States that values its culture of limited government while also
maintaining a wide compassionate streak, Bangalore, India, and London, England, might seem
like unusual locales in which to seek solutions for what ails American healthcare. With India’s
freewheeling marketplace that promises medical care only to those who can afford it, and the
United Kingdom’s government-owned and -operated care system that is often called “socialist,”
neither is likely to be adopted as a whole in the United States anytime soon. Nevertheless, the
Eisenhower School’s Healthcare Industry Study Seminar visited those two cities in March 2015 to
explore whether features of their healthcare systems might help put U.S. healthcare on a stronger
footing.

The U.S. healthcare industry is a behemoth that comprises nearly 18 percent of the nation’s
economy, more than any other country in the world.! Even after the reforms enacted by the Patient
Protection and Affordable Care Act (commonly shortened to “Affordable Care Act” or "ACA"),
the American healthcare system is still saddled with market imperfections and outright failures
that drive up costs and reduce patient access and quality of care. Thirty-six million people in the
United States remain uninsured a year after implementation of the ACA,? and the country fares
worse in health outcomes than developed nations that spend much less as a share of their own
gross domestic product.® Taken together, healthcare market distortions cost too much in U.S.
national resources, crowding out spending on other priorities for government and the private
sector, creating the risk of a debt crisis, and setting the United States on an unsustainable course
that jeopardizes its national security.

But these market distortions might also be corrected with deftly managed government
intervention. Later we will consider whether London and Bangalore can offer lessons to help find
the right mix of policies.

U.S. Healthcare: A Collage of Industries, a System of Systems

Befitting an industry that makes up such a large share of the economy, healthcare in the
United States is in fact a collage of industries—at least 33 of them, according to the North
American Industrial Classification System, or NAICS.* These industries are roughly divided into
three broad categories: providers, such as doctors, nurses, and hospitals; suppliers, including
pharmaceutical manufacturers and device-makers; and payers, consisting of private insurers,
employers who self-insure their employees, government programs like Medicare and Medicaid,
and individual patients who pay out of their own pockets. The identity and interaction of these
providers, suppliers, and payers in markets, and the incentive those interactions create, vary widely
depending on which subsystem of healthcare within the overall system a patient is using. There
are four distinct subsystems in the United States, each of which resembles healthcare systems used
in other countries of the world:

e Government-insured medical care, in which the federal or state governments pay for
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medical services and supplies that are primarily delivered by private-sector providers and
suppliers.  The largest government insurance programs are Medicare, a federally
administered program that covers all Americans 65 and over, and Medicaid, a federal-state
partnership that covers the poor and disabled. These programs resemble the healthcare
system in Canada, in which national and provincial governments act as payers for privately
delivered care.

Care for active-duty military and veterans by the Departments of Defense and Veterans
Affairs, in which the federal government is the sole payer and provider, usually in
government-run facilities. This system of care is much like the United Kingdom’s National
Health System.

Private insurance coverage for
those under 65 and not disabled, in

. . . . Privarte Insurers
which patients receive their S
insurance plans as a benefit from SE—
their employers or purchase it The U.S. Healthcare
themselves, and which pays for 'r Industry ata Glance

care delivered mostly by private-
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universal insurance coverage in
Germany and Japan. "
For the uninsured, care for which
the patient pays out-of-pocket or SUPPLIERS
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unwilling to pay, as would a citizen
of many developing countries.
Uninsured patients in the United States also have guaranteed access to hospital emergency
care, but only long enough for the patient to be stabilized and released.

These four subsystems did not develop in a coordinated fashion but have been a product of

piecemeal policy decisions (or lack thereof) over many years. For example, Medicare and
Medicaid, the government programs that pay healthcare costs for the elderly and the poor, were
created by legislation in 1965 as part of President Johnson’s Great Society. Meanwhile, the
private-insurance approach for Americans under 65 developed almost by accident, propelled by a
1954 Internal Revenue Service decision that deemed employer-provided insurance benefits non-
taxable.®

In addition, though not strictly encompassed in the definition of healthcare by NAICS, there

are other industries within the United States that help keep people healthy—often called wellness
services—Ilike dietitians and health clubs, and these, too, can play a role in improving the U.S.
healthcare system.



Enter the Affordable Care Act

In 2010, President Obama signed the Patient Protection and Affordable Care Act, and while
some parts went into effect soon thereafter, the most substantial measures were not implemented
until 2014. The ACA, as it is known, was primarily insurance reform; its central objective was to
reduce the number of uninsured in the United States, which had reached about 50 million in 2010.°
It did so with the following legislative provisions:

e A requirement that insurers accept and keep all customers, regardless of pre-existing
illnesses, and that premiums differentiate only based on customers’ location, age, and
whether they smoke.

e A mandate that most Americans and legal residents in the United States obtain health
insurance or pay a tax if they do not.

e The creation of insurance “exchanges”—websites at which potential customers can
explore insurance options and immediately purchase plans. Some of these exchanges
are managed by individual state governments, while the Department of Health and
Human Services established an umbrella exchange for those states that did not create
their own.

e Establishment of federally funded subsidies to cover premiums for those who purchase
insurance on the exchanges and whose incomes are below a certain level.

e A requirement that employers with 50 or more full-time employees offer health
insurance to those employees.

e Expansion of Medicaid to cover more people in every state, and additional federal
funding sent to the states to support it. (A subsequent Supreme Court decision allowed
states to opt out from this expansion, and 22 have elected not to expand their Medicaid
programs.”)

Taken together, these provisions were designed to expand the insurance rolls through (1)
direct government funding and (2) compelling healthier people (or their employers on their behalf)
to purchase insurance when they might not otherwise do so, and thereby subsidize premiums for
sicker people. Since the ACA’s full implementation in 2014, the number of uninsured has indeed
diminished, from about 50 million in 2010 to 35 million in 2015, and the Congressional Budget
Office projects that the number will diminish further, to 26 million by 2019.8

Although reducing the uninsured population was the ACA’s primary goal, it also addressed
other aspects of the healthcare industry. Most notably, for Medicare patients, it encouraged the
formation of Accountable Care Organizations, which are groups of healthcare providers who join
together to coordinate patient care and then share in any resulting savings achieved for the
Medicare program. Some commentators see Accountable Care Organizations as a trend that will
spread to other parts of the industry as a replacement for the fee-for-service model.®



The Failing and Flailing Markets of American Healthcare

Because the American healthcare colossus was not developed in a coordinated manner, its
collage of industries and system of systems interact in ways that create multiple market failures
and imperfections, most of which were not addressed by the ACA. If the United States is to cut
into healthcare’s nearly 18-percent share of GDP, there is much to be gained by eliminating the
inefficiency that results from these persistent market distortions.

In an efficiently functioning market,
consumer demand for a product or service Price
increases as price goes down, while sellers will
offer a greater supply of the good or service as the
sale price goes up. At the intersection of these
supply and demand curves is an equilibrium point
(see figure at right) that should determine the I @@= Equilibrium
price of the good or service and the quantity
supplied at a level that is most equitable for
consumers and producers, and that reflects the
best use of society’s resources.’® When a market

supply

fails to function properly, the intersection of price Detnand
and demand does not accurately reflect the best :
use of resources and therefore represents a drag Quantity

on the economy. Such market failures can, if desired by government decision-makers, be
addressed with a menu of policy options consisting of (1) government regulation, (2) subsidies or
taxes intended to harness market forces, or (3) allowing the distortion to continue without
government intervention.

Lack of Transparency in Pricing: A Failure of Competitive Conditions

As a precondition for a properly functioning market, both the buyer and seller must have
access to the same information. If information is unequal, the party with more of it obtains an
advantage over the other. Inthe U.S. healthcare industry, sellers enjoy just such an advantage over
buyers because pricing is not transparent.!

Unlike a buyer of most other products, who can readily investigate prices, features, and
quality ratings to make a wise purchase decision, a patient seeking medical care, whether insured
or not, has little opportunity to independently research how much the treatment should cost,
whether it is worth the money, and whether another provider might offer the same or better
treatment at a lower price. Talk of cost and quality rarely comes up during a medical consultation,
and even if it did, many providers would be hard-pressed to address such matters with a patient in
advance of treatment. Charges at hospitals are particularly opaque, with a complex list of prices
that is not generally made available to the public.!? Exacerbating the problem, patients seeking
healthcare must often make decisions quickly and under great stress, with no time to explore
alternatives.



As a result of this pricing power that providers enjoy, patients are disadvantaged because
they cannot shop around for a good deal. Consequently, the equilibrium point of price and quantity
in the healthcare market does not accurately reflect an equitable and efficient solution.

Inefficiencies Created by Health Insurers as Third-Party Payers

Health insurance in the United States, in its present form, is not “insurance” as we know it
in other sectors. Unlike fire insurance—which is a means of pooling risk by taking premiums from
many to cover the costs for the few who suffer a loss—health insurers do not just pool risk, since
nearly every customer makes claims. Rather, for basic care at least, insurers merely pool costs and
act merely as payment facilitators.!3

This role of insurers as third-party payers contributes to costs and inefficiency in the
healthcare industry for a number of reasons. First, health insurance plans generally remove the
price of services as a motivating factor for consumers. This results, among other things, in the
phenomenon of “moral hazard”—a term that refers to the tendency of people to change their
behavior after entering into a transaction so as to disadvantage the other party.** Just as car owners
might drive more daringly after raising their auto insurance policy limits, a consumer with health
insurance might take greater risks (like participating in dangerous sports or eating unhealthy foods)
and may also visit healthcare providers for less important or frivolous reasons. Since third-party
payment largely eliminates cost from consumer decisions to seek healthcare, it raises the overall
cost of the healthcare system.

Conversely, when providers treat patients who are insured under a fee-for-service
arrangement, those providers have an incentive to act in their own interests by performing
additional tests and procedures, knowing they will be compensated by a deep-pocketed insurer.
This phenomenon is called the “principal-agent problem” and contributes to additional healthcare
costs.1®

Healthcare insurance’s greatest contribution to inefficiency may be the administrative
burden it imposes on providers as they file claims on behalf of their patients.!® Time after time,
the Healthcare Industry Study Seminar heard from hospitals and doctors who described the
extensive back-office staffs required to follow through with private insurers and obtain
reimbursement, adding enormous further cost to their delivery of care.

The Positive Externality of Preventive Care and Wellness Behaviors

Within a market, a positive externality occurs when the benefit of a transaction to a
purchaser is less than the benefit of the transaction to society as a whole. For example, a college
education has value not just to a student who obtains the education but to the greater community
because it makes the person more productive in the economy.*” The purchaser, however, will be
willing to pay only for the benefit he or she receives. In the absence of government intervention,
price and quantity will not intersect at a point that is optimal for society, and consumers will be
disadvantaged by paying too high a price or by not receiving sufficient quantity.

In the U.S. healthcare system, preventive healthcare and wellness activities are a strong
positive externality. Chronic diseases, so often caused by poor decisions related to diet and
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exercise, are a major source of illness, long-term disability and death, causing 65 percent of all
deaths in the United States'® and accounting for 86 percent of total U.S. healthcare spending in
2013.*° Society has much to gain from keeping a person healthy, beyond the benefit to that
particular person, so as to maintain his or her productivity in the economy and avoid future
healthcare costs to treat diseases. If the benefit to society were somehow captured in the market
for preventive care and services that encourage wellness, like health club memberships and
dietitian consultations, more such care would be demanded and more supplied. For now, however,
there are insufficient economic incentives to pursue such services or make such healthy lifestyle
choices. Younger patients may avoid preventive care because of their sense of invincibility and
the inconvenience and cost. Insurers, meanwhile, lack incentives to offer preventive services and
to encourage overall wellness, because by the time a patient suffers chronic disease from years of
poor health choices in old age, he or she will have likely moved on to another insurer or already
be covered by Medicare.

The Affordable Care Act partially addresses this positive externality through regulation by
requiring that insurers offer certain diagnostic tests, such as cancer and blood-pressure screening,
without a deductible or co-payment.?® But insurers do not have to offer coverage for services
provided by dieticians, exercise physiologists, and others who play an important role in
maintaining wellness. Nor must insurers offer their patients incentives for making good choices
about their health.

Pharmaceuticals: A Market Distortion Brought about by Government Policy

Pharmaceuticals cost more in the United States than anywhere else and two to three times
more than in other developed countries.?* These higher costs prevent some people from accessing
drugs, thereby leading to poorer health outcomes, and crowd out other spending in the economy
by taking money out of patients’ pockets.?

In other countries, the pricing power of manufacturers is balanced by the purchasing power
of governments, leading to an equilibrium of price and quantity that is closer to optimal for
consumers and society. But in the United States, Congress has barred the largest purchaser—the
U.S. government—from negotiating with pharmaceutical companies, thus removing one of the
primary safeguards against the industry’s pricing power. Drug manufacturers take advantage of
this situation to recoup their research and overhead costs from U.S. markets. In other words, U.S.
consumers are subsidizing drug prices for the rest of the world.

Further contributing to manufacturers’ pricing power is a 20-year patent right for new drugs,
and up to seven years of exclusivity rights separately granted by the Food and Drug
Administration. 2* These protections create temporary monopolies on new drugs as a reward for
manufacturers’ investment in innovation. Congress has further limited competition in the by
barring Americans from importing small amount of medications from overseas for their own
personal use.?® Taken together, these policy decisions reflect a clear decision to favor profit-
incentivized innovation in the pharmaceutical industry over patient access to medication through
lower prices.



These various market distortions can be reduced or limited through government policy so
as to save a large share of healthcare spending in the United States. We now look at two very
different places to show how.

Looking for Answers in Bangalore and London

Nearly 5,000 miles away from each other on the globe, Bangalore, India, and London,
England, have healthcare systems that are even farther apart. Healthcare in India, with the
exception of price-controlled pharmaceuticals, is largely a competitive marketplace. Few people
are insured, so nearly everyone either pays out-of-pocket, relies on charity, or (as is often the case)
forgoes care entirely.?® Because consumers paying for their own care are price-sensitive,
healthcare providers compete heavily on price, which they publicize transparently.?’ The
environment rewards high volume as a further means to drive down costs, and some hospitals
perform diagnostic imaging procedures day and night for a constant stream of patients. For
example, one hospital specializing in heart disease can perform up to 60 major heart surgeries each
day, with a break-even cost of just $1,500 per surgery.?

In the United Kingdom’s National Health System, nearly all care is paid for by the
government, provided by government employees and contractors, and delivered in government-
owned hospitals.?® Rationing is explicit: some tests, procedures, devices, and pharmaceuticals are
not covered because the government has concluded that their cost does not justify the improvement
they make in patients’ lives. Facilities and their staffs are overbooked, and any non-emergency
appointment, even time-sensitive matters like heart and cancer surgeries, are regularly delayed by
up to 18 weeks.®® Annual checkups are considered cost-ineffective and are not offered. Despite
these limitations, the National Health System is widely supported by political classes and the
public.

While neither system is right for the American ethos, elements of both can help us shape
policy responses—whether regulations, taxes, or subsidies—that could be adapted to address
American healthcare’s market distortions.

Transparency in Pricing: India illustrates how transparent pricing, coupled with price-
sensitive consumers, can help drive down costs. Law- and policymakers in the United States
should regulate the healthcare industry to require that healthcare providers set and publicize clear
pricing for every product and service when it is paid by the patient out-of-pocket. With this greater
transparency, consumers will be able to shop around for the best price.

The Third-Party Payer Problem: In India, healthcare consumers are price-sensitive
because they pay for most of their healthcare out-of-pocket and thereby drive down costs. The
United States should use regulatory mechanisms to shift further toward a model that similarly gives
consumers a direct financial stake in their healthcare expenditures, so that they, too, will spur
competition by shopping around. One such mechanism that already exists in limited form is Health
Savings Accounts (or “HSAs”), coupled with high-deductible insurance plans, in which consumers
deposit money into special accounts in exchange for tax benefits and then spend that money for
basic healthcare. The high-deductible insurance policy then acts as coverage only for catastrophic

7



care and thereby serves a more typical, risk-pooling role along the lines of fire insurance. To make
such a model work even for people who cannot afford to pay into an HSA, Congress should
consider converting the subsidies currently offered under the Accountable Care Act, which now
go toward payment of premiums, into subsidies that could instead be deposited directly into HSAs.

Money deposited into HSAs, even if paid from government subsidies, would feel like the
consumer’s own money and so would trigger cost-sensitive spending decisions. This would
largely eliminate the problem of moral hazard and would also limit the principal-agent problem,
since providers would feel more constrained if they were paid directly by consumers rather than
deep-pocketed insurers. This mechanism would also alleviate some of the administrative burden
of billing insurers that occupies so much staff time in every doctor’s office, since consumers would
pay many of their bills directly.

Incentivizing Use of Preventive Medicine and Healthy Behaviors: The United Kingdom’s
National Health System has determined what tests and procedures are cost-effective for preventive
health and what health behaviors should be encouraged, such as vaccination, and pays only for
them.3! While Americans might take issue with the United Kingdom’s specific decisions, the
concept is valuable. Congress and the Administration should undertake a fuller effort to determine
which preventive health measures are cost-effective for the long-term and which healthy behaviors
are worth incentivizing and add them to the list of those from the Affordable Care Act that insurers
must cover without deductibles or co-payments. For consumers who rely on HSAs (see above),
an incentive could be created to offer greater tax benefits for those who spend their account funds
on behaviors that encourage wellness, such as health club memberships and dietitian consultations.

Pharmaceuticals: Indian law directly limits pharmaceutical prices, while the United
Kingdom covers only those drugs whose costs justify the improvement they make in patients’
lives.®> The United States should adopt a similar goal of reducing drug prices but with other tools
at its disposal. First, the U.S. government should reduce exclusivity and patent rights for
pharmaceuticals to a point that still provides sufficient incentive for innovation but that allows new
competitors to enter the market sooner.

Second, Congress should amend the law to allow patients to import personal-use amounts
of medications from developed nations whose drug regulation regimes are deemed adequate. This,
too, will increase competition and help drive down drug prices, though in a market-based manner,
and limit the extent to which drug manufacturers can pass on all of their innovation costs to
American consumers.

Finally, Congress should change U.S. law to allow Medicare to negotiate for lower drug
prices on behalf of its 37 million Part D subscribers. Though some commentators argue that such
a change would constitute government “interference” in the pharmaceutical market,* it is in fact
a market-based solution that would allow consumers to win back some of the pricing power they
have lost to manufacturers through legislation that, as of now, strongly favors the pharmaceutical
industry.

Conclusion and Summary of Main Recommendations




A series of market failures and distortions are responsible for inefficiencies in the U.S.
healthcare system and have set us on an unsustainable course that jeopardizes national security.
The following is a summary of recommendations to correct those market deficiencies:

e Law- and policy-makers in the United States should regulate the healthcare industry to
require that providers set and publicize clear pricing for every product and service.

e To create price signals in the healthcare market, the United States should shift further
toward models that give consumers a direct financial stake in their healthcare expenditures.
Subsidized Health Savings Accounts, coupled with high-deductible insurance plans, would
help achieve this objective.

e Congress and the Administration should undertake a fuller effort to determine which
preventive health measures are cost-effective for the long-term and which healthy
behaviors are worth incentivizing and add them to the list of those of services from the
Affordable Care Act that insurers must cover without deductibles or co-payments.

e Patent and exclusivity rights for pharmaceuticals should be reduced.

e Congress should amend the law to allow patients to import personal-use amounts of
medications from developed nations whose drug regulation regimes are deemed adequate.

e Congress should change the law to allow Medicare to negotiate lower drug prices with
pharmaceutical manufacturers.




ESSAYS ON ADDITIONAL MAJOR ISSUES

The following essays cover a selection of additional key issues in the U.S. healthcare system
that were researched by the Healthcare Industry Study:

Provider Shortage

This country’s increasing demand for healthcare is outpacing the supply of providers in the
United States. According to the Association of American Medical Colleges, by 2025, “the United
States will face a shortage of 130,000 physicians...with primary care accounting for the largest
share (37%).”%* Regarding nurses, Dr. Peter Buerhaus in Nursing Economic$ states that “more
than 75% of registered nurses believed the nursing shortage presents a major problem for the
quality of patient care.”®® The American Association of Colleges of Nursing found through a
national survey that “40% of Americans think the quality of health care has worsened in the
last five years” and that one of the most important issues affecting medical error rates is “too
few nurses (69%).”3%® With an influx of millions of formerly uninsured people and a growing
overall population, the divide between supply and demand will continue to grow.

Approximately half of the one billion office visits to physicians in the United States in
2008 were to primary care physicians, making primary care arguably the largest component of the
U.S. health system.3” Under current trends, physicians are the dominant provider of primary care,
providing 77 percent of these services.3® As a result, primary care physicians are the focal point
of provider shortages. Non-physician clinicians and other types of healthcare providers also
provide various primary care services and face workforce challenges as well.

Improved quality, decreased cost, and increased access have become the bedrock principles
for healthcare reform. Primary care is a common thread, and evidence supports the importance of
this segment of care in reaching U.S. healthcare goals and improving the population’s health.
Incre%sged access to primary care is tied to better healthcare outcomes and lower healthcare-related
costs.

Claims of a looming shortage of primary care physicians have been made for at least the
past decade. The Health Resources and Services Administration (HRSA) estimated that there were
205,000 practicing primary care physicians in the United States, based on 2010 data.*® Accounting
for new entrants, a traditional model of care, retention, variations in work hours, demographic
changes, and healthcare reform through the Affordable Care Act (ACA), HRSA projects that there
will be 220,800 practicing primary care physicians in 2020, resulting in a shortage of 20,400.*
According to 2012 data from the Organization for Economic Cooperation and Development, the
United States had the lowest ratio of primary care physicians per 100,000 population of any other
industrialized country.*? Fewer than one out of three physicians today practice primary care.*®
This is a significant shift from several generations ago, when one out of every two physicians
practiced primary care.** The important takeaway from this data is not the specific numbers but
the fact that the current and projected numbers of primary care physicians do not meet demand.

Statistics on two other major deliverers of primary care show larger percentages of growth
than that for physicians. In 2010, primary care nurse practitioners numbered 55,400, with a
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projected number of 72,100 by 2020.% Primary care physician assistants numbered 27,700 in
2010 and are projected to number 43,900 by 2020.%6 These less dire projections for non-physician
clinicians may indicate opportunities to mitigate physician shortages in the future.

Even in the current environment, where primary care is delivered through various models,
the predominant provider remains the physician. Assuming that the growth in the number of
patients (demand) is equal to or surpasses the growth rate of available physicians (supply) and the
model of delivery does not change dramatically, the shortage of primary care physicians will, at
best, remain at current levels but will likely grow. Potential remedies for this dilemma include
increasing the number of providers; increasing patient panel sizes, or the number of patients under
the care of a specific provider; and modifying care delivery models.

The growing demand for primary care and the resulting shortage of primary care physicians
are the result of several factors. These include overall U.S. population growth; increasing U.S.
population over age 65; healthcare system reform introduced by the Affordable Care Act;
individual financial compensation; job satisfaction and the reputation of primary care; perception
by medical students and primary care physicians themselves that they are overworked and
burdened with excessive administrative responsibilities;*’ limited residency training capacity;
mal-distribution of primary care physicians across the nation; and use of primary care delivery
models that heavily rely on physicians.*®

Evidence suggests that the provider shortage is a complex problem requiring a solution
transcending the mere creation of more providers. The nation must embrace alternative primary
care delivery models where primary care physicians are not the predominant provider.
Accountable care organizations and patient-centered medical homes are existing models proving
successful. Other non-physician clinicians are capable of delivering many aspects of primary care
and can serve as “gatekeepers” for the larger primary care delivery team. Non-physician clinicians
will need to be able to practice at the full extent of their licensed skill sets. As education, training,
and acceptance expand for the use of various types of primary care providers, the boundaries of
what non-physician clinicians are authorized to deliver should expand accordingly. This change
may require the expansion of state-controlled scopes of practice. The American Psychiatric
Association has asked its physician members to work more closely with nurse practitioners and
physician assistants, promoting more team-based care for mental illness.*® For states unwilling to
adjust, the federal government may need to consider offering other positive or negative financial
incentives to encourage change. Ultimately, expanding the use of all qualified providers to their
full extent can change the narrative of the provider shortage and could result in overall cost
reductions due to the use of non-physician clinicians over higher-paid physicians.

The federal government should continue to foster innovation in primary care through the
Centers for Medicare and Medicaid’s Innovation Center. If a demonstration proves successful,
there must be political, professional, and financial support applied to it in order for it to be
replicated and take hold in the mainstream primary care system. Successful initiatives should not
become simply interesting science experiments.

Primary care must harness technological, as well as administrative and organizational,
innovations in ways that can be quickly developed, tested, approved, and fielded. The government
may not be able to compel use within the wider civilian medical system, but it can push these
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innovations into the Departments of Veterans Affairs and Defense or leverage its influence through
Medicare and Medicaid. New technologies for telehealth and changes in interstate medical
practice licensing laws can improve access to primary care in shortage areas or with patients unable
to travel to primary care facilities.

Telehealth services could eliminate 15 percent of physician office visits, 15 percent of
emergency room visits, and 37 percent of urgent care visits, resulting in significant employer
savings.®® A Health System Facility study about nursing revealed that nurses spend more
time on administrative tasks and mundane computer work than on hands-on care of a patient.
The data showed that 20.4 percent of nurses’ time was spent on patient care activities, while
19.8 percent of their time was spent on logistics, and 16.4 percent on other non-clinical
tasks.>? These findings resulted in the Health System Facility leadership’s investment in
technologies ranging from infrared walls to radio frequency tagging.®? In India, one hospital
uses a popular smartphone messaging app and built a cohort of part-time clinicians to provide
consults through virtual appointments. Other technology that could be leveraged to alleviate the
shortage of providers includes improved communications protocols, barcoding of medications,
computerized scribing, and electronic health records. These readily available technologies create
easier access for hard-to-reach populations while leveraging unused clinician capacity.>®

Regarding medical licensing, the Department of Defense has a successful model for
physician licensing and the widespread adoption of telehealth. The Department’s one state
licensure exemption allows physicians licensed in one state to provide medical services to patients
located in any state or internationally.>* This exemption is more broadly needed across other
federal and state health programs and should be supported in H.R. 2001, the Veterans E-Health
and Telemedicine Support Act, and H.R. 3077, Telemedicine for Medicare Act. The Interstate
Medical Licensure Compact is another positive step. Three states have passed the Compact, with
22 others expressing interest.>> For the Compact to truly maximize its impact, all states must join.

The United States is in need of workforce management for health care. The ACA provided
for the creation of a National Health Workforce Committee to address workforce management
issues; however, funding was never appropriated. This committee or a similar organization must
be fully funded and given some agreed-upon authority to either manage or provide oversight of
the management of the health workforce. One consideration is for this body to set and manage
nationwide standards or skillsets for primary care providers in a similar fashion to India and the
United Kingdom.®® This proposal might face resistance, as it would replace individual states’
scopes of practice, but it could help nationally by standardizing care and building in cross-state
workforce efficiencies.

The Congress must pass new legislation increasing the funding and number of residency
positions nationwide. Next, increased emphasis must be placed on recruiting medical students and
primary care physicians for the population at large and for HPSAs in particular. Medical schools,
professional organizations, state and federal governments, and hospitals should reevaluate the U.S.
medical education and training system. This reevaluation should include the curriculum at medical
schools and residency training plans and environments that, at a minimum, ensure clinicians are
prepared in the analytics of healthcare information so that they are able to harness its full potential.
The length of medical school and training should also be reviewed to find efficiencies in increasing
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the primary care physician training pipeline throughput. States, academia, and hospitals should
endeavor to create new medical schools or training hospitals in HPSAs or other underserved areas.
Lastly, incentives and subsidies are needed to ensure that a standard level of medical technology
is available in our training institutions. Working with an electronic health record is a reality for
the future physician and must be included as an integral part of the education curriculum.

The federal government should renew and extend long-term Affordable Care Act
provisions for Medicaid and Medicare payments to primary care providers. This relatively small
measure would address part of the dissatisfaction of primary care physicians by giving them pay
relative to that of other physicians. Bolstering medical school loan repayment and forgiveness are
other incentives to influence the recruitment and geographic distribution of primary care
physicians. This effort would need to be deliberate and backed up by an expansion of the U.S.
Public Health Service and increased opportunities for loan repayment in exchange for service,
similar to the Public Health Service model for physician recruitment. Similar financial incentives
should be offered on a broader scale to non-physician clinicians. One recommendation may be to
establish policy encouraging college students to major in nursing by providing free tuition (i.e.,
Teach for America) and tax credits for remaining in the profession.®’

According to research conducted by a team of California-based researchers on primary care
physicians, the average patient panel size, or number of patients under the care of a specific
provider, in the United States is 2,300.%® Responsibly adjusting this ratio higher, through a team
concept, will mitigate aspects of the primary care physician shortage. HPSASs rely on patient panel
size to determine a region’s designation as a shortage area. If more emphasis is placed on non-
physician clinicians’ being allowed to provide more primary care services, the criteria for
determining HPSA status will need to be updated to account for other qualified and accepted
primary care providers. This will change the nature of how the provider shortage is viewed.

Patient Safety and Records Portability

Imagine a time when patients could arrive at their doctors’ offices after moving to a new
state, take out their smart phones or electronic cards, and share personal patient records with a
nurse or doctor. Data, both protected and secure, can already be read, entered, and transferred,
allowing easy access to information on health and medicines. Everything from a record of allergic
reactions to births to family history of disease is safely portable. While there is debate about the
contribution of electronic health records (EHRS) to patient safety, the portability of such records
could be a positive move toward improving healthcare.>®

According to the Council on Graduate Medical Education, sharing patient records “allows
a person’s health information to be immediately accessed by any approved health provider and
would improve the safety and quality of health care, particularly during emergency care.”®
According to the 2007 Institute of Medicine’s work, Preventing Medication Errors, “poor
communication and exchange of medical information at transition points for patients from one
provider to another are responsible for many medical errors and adverse drug events.”®

Considering these facts, leveraging technology in a proper way could lead to better patient
safety. The tracking of someone’s health in a formalized way across geographic lines is the goal
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of the medical community. Critics will argue that the data is only as good as when it was input
into the database. Some physicians have said that there are significant barriers to entry, as the
“exchange of health information through the electronic interoperability among EHRs...would
require extended technical and political processes and involve standardization and modification of
current information systems.”®? As with any new technology and innovative concept, growing
pains are expected. The U.S. federal government has anticipated these issues, and the
responsibility of EHRs falls under the Office of the National Coordinator.

A recent New York Times article, adding to its long-term criticism of EHRs, recently
published an article stating that healthcare, already our “most information-intensive industry, is
plagued by demonstrably spotty quality, millions of errors and backbreaking costs.”®® While
admitting that the medical community “will never make fundamental improvements in our system
without the thoughtful use of technology,” the author admits that “despite the problems, the
evidence shows that care is better and safer with computers than without them.”%*

A patient-centric system that engages patients in their healthcare and healthcare outcomes
IS necessary to improve the quality of our healthcare system. The technology is available for such
a patient-centric system, but we must ensure that the sharing of this information is made in a user-
friendly environment where clinicians are comfortable with the input of information, both parties
are confident in the security and accuracy of the data, and it will lead to improved healthcare
outcomes across the continuum for our nation. The consequence, therefore, is a safer patient
environment.

While one thinks of EHRs as a transportable way for patients to track their individual
health, medical professionals are using them to track patient data for medical histories, vital signs,
and current medications. Other uses of technology include using software programs to forecast
patients’ potential for not showing up for appointments, as we learned during our site visits.%®
Using this program not only improved the chances of patients showing up on time but also has
helped patients improve their well-being and health by ensuring that they see the doctor for
scheduled treatments.

The technologies that come together to support health information must enable the secure
collection and exchange of large amounts of data about individuals, because the collection and
movement of this information will drive the healthcare improvements and efficiencies of the
future. According to the Office of the National Coordinator for Health Information and
Technology, “Health IT [information technology] has the potential to empower individuals and
increase transparency; enhance the ability to study care delivery and payment systems; and
ultimately achieve improvements in care efficiency, and population health.”%®

These technologies, including EHRSs, have been underused in the recent past. According
to the Office of the National Coordinator for Health Information and Technology, as recently as
2010, “only 25 percent of physician offices and 15 percent of acute care hospitals took advantage
of EHRs. Even fewer used remote monitoring.... While many consumers access their banking
information daily online, only 7 percent have used the web to access their personal health
information.”®’
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According to a noted global health leader interviewed by our seminar, “The next big thing
in medicine won’t come from pharmaceuticals or medical devices; it will come from innovation
in information technology.”®® The integration of technology into medicine will help streamline
cumbersome medical processes and eliminate errors in handing off medical information from one
provider to another along the road to treatment and recovery. Efficiencies gained from process
improvements can help providers to focus their attention on diagnosis and treatment as opposed to
administrative tasks and allow them to consult with more patients and reduce healthcare costs.

The Office of the National Coordinator has a critical role in improving the effective use of
EHRs to improve the quality of care that is provided across the healthcare continuum. These
efforts will enhance the experience for the patient and provide a patient-centric approach to
healthcare. The “meaningful use” policy has been beneficial in spreading the use of EHRs across
the country. However, much work is required in the future with regard to EHR standards and
interoperability across multiple healthcare systems. Standards for the data repositories must be
established so that any software company (i.e., IBM with its EPIC platform) can link into the data
for display and analytics. These standards will enhance the ability to achieve interoperability.

Chronic Disease Prevention

Chronic diseases are a major source of illness, long-term disability, and death, claiming
1.68 million American lives, or 65 percent of total deaths, in 2013.%° They are also the leading
cost driver of the nation’s $3.1 trillion healthcare bill, accounting for 86 percent of total healthcare
spending.” In 2013, chronic diseases cost the nation $2.49 trillion and accounted for 15 percent
of the GDP of the United States.”* Experts estimate that the cost of chronic diseases will reach
$4.34 trillion by 2023, accounting for 16.6 percent of GDP. According to one researcher, “without
aggressive intervention into the root causes of these chronic diseases and their costs, these trends
are expected to continue to worsen.”"?

Too many Americans are dying from preventable chronic diseases. According to the
World Health Organization, chronic diseases can be “significantly reduced, with millions of lives
saved and untold suffering avoided, through reduction of their risk factors, early detection and
timely treatments.””® Smoking, excessive alcohol consumption, poor nutrition, and lack of
physical activity are health risk behaviors that lead to conditions—such as high blood pressure,
obesity, high sugar levels, elevated cholesterol, and high levels of fat in the blood—that cause
chronic diseases.” According to the Centers for Disease Control and Prevention, “80% of heart
disease and stroke, 80% of type 2 diabetes, and 40% of cancer could be prevented if only
Americans were to do three things: Stop smoking, Start eating healthy, and Get in shape.”” The
Centers also state that “the United States cannot effectively address escalating health care costs
without addressing the problem of chronic diseases.”’®

With more than half of Americans afflicted with chronic diseases, their ability to contribute
to the nation’s defense and economic growth is greatly compromised, draining the nation of its
most valuable resources. In this regard, doing nothing is not an option. The detrimental impact
on American lives, the nation’s economy and prosperity, and the national security of the United
States makes a compelling case for prevention. As stated by a doctor in London, “Prevention is
much cheaper than the cure.””’
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According to the Milken Institute, “chronic disease prevention and wellness promotion
have been shown to reduce costs successfully.”’® Evidence-based interventions and controls
effective at reducing tobacco use and increasing physical activity are low-cost, easily implemented
options.” These options include imposing sales taxes on cigarettes, alcohol, and junk food to
make them financially less attractive and providing incentives for better health outcomes through
lower insurance premiums, no cost-sharing responsibilities for wellness services, and no-cost gym
memberships to increase physical activities. Additionally, the Milken Institute states that “many
policymakers are implementing policies and programs to promote physical activity, good nutrition,
tobacco avoidance and cessation, and health screenings.”®® According to the Centers for Disease
Control and Prevention, the ACA is a step in the direction of addressing the underlying drivers of
chronic disease to “move from today’s sick-care system to a true health care system that
encourages health and well-being.”8!

Data published by Trust for America’s Health shows that there is no better return on
investment than prevention, where “an investment of $10 per person per year in proven,
community-based programs to increase physical activity, improve nutrition, and prevent smoking
and other tobacco use could save the country more than $16 billion annually within five years.
This is a return of $5.60 for every $1.”82 This organization estimates that the savings to Medicare
could exceed $5 billion—$2 billion for Medicaid and $9 billion for Americans and insurers.®
According to Trust for America’s Health, prevention efforts are expected to “reduce rates of type
2 diabetes and high blood pressure by 5 percent within 2 years; reduce heart disease, kidney
disease, and stroke by 5 percent within 5 years; and reduce some forms of cancer, arthritis, and
chronic obstructive pulmonary disease by 2.5 percent within 10 to 20 years.”%

Defensive Medicine

According to the Office of Technology Assessment, defensive medicine occurs “when
doctors order tests, procedures, or visits, or avoid certain high-risk patients or procedures,
primarily (but not necessarily solely) because of concern about malpractice liability.” & This
definition raises three important considerations and complications. First, the impact of defensive
medicine goes beyond the cost of unnecessary tests and procedures and includes something even
less measurable: the unwillingness of doctors to perform certain high-risk tasks or to treat high-
risk patients out of fear of a lawsuit. This is known as “negative” defensive medicine,® an example
of which would be an obstetrician’s declining to accept a patient with a high-risk pregnancy.
Second, defensive medicine can be motivated in part by factors other than fear about liability,
including a provider’s belief that the defensive practice might actually help the patient.
Consequently, some defensive medicine could have a positive effect.®” And third, some
commentators have noted that defensive medicine includes practices that a physician performs
without even realizing that he or she is doing them to avoid malpractice liability.2 This form of
subconscious defensive medicine would generally occur if a particular protocol, initially
developed to avoid malpractice liability, had since become an accepted practice for a group of
doctors or for the medical community a whole. All three of these considerations add to the
complexity of measuring the extent and cost of defensive medicine.
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Direct costs of the medical malpractice system (primarily the cost of defending lawsuits
and paying awards) reached approximately $10 billion in 2008,%° equivalent to less than half a
percent of the $2.3 trillion spent on U.S. healthcare overall that year.*® The cost of defensive
medicine that year was much higher, estimated at $45 billion in 2008.%* Together, that $55 billion
was equivalent to more than two percent of total U.S. healthcare costs that same year.

At least 30 states have enacted some version of tort reform to address defensive medicine,
largely preempting Congress, which has never addressed the issue nationally in a comprehensive
manner. While traditional forms of tort reform, especially caps on damages for pain and suffering,
have reduced defensive medicine practices, they have also prevented legitimately wronged patients
from obtaining justice for their injuries.

Some states have had success with non-traditional tort reform, such as laws that allow
providers to apologize for medical errors without the apology being admissible in a subsequent
malpractice trial. Such laws help maintain communication between the provider and patient and
make formal litigation less likely. One step further is “communication-and-resolution” programs,
in which providers take the initiative to voluntarily acknowledge an error, offer an apology, work
to remedy the error through additional treatment, and provide compensation to the patient, all
without involving the legal system. Notably, the victim does not give up the right to subsequently
sue. Like apology protection, communication-and-resolution programs help maintain trust
between the provider and patient, and such programs have been shown to reduce the risk of a
malpractice suit.

Untried solutions to tort reform include the creation of so-called “health courts”—panels
of experts who rule on malpractice claims in place of layperson juries, resulting in a more efficient
and less expensive litigation process. % In theory, these tribunals could decide cases more quickly,
fairly, and accurately.®® But no jurisdiction in the United States has yet been willing to test this
concept out, in part because the elimination of the right to a jury trial would raise constitutional
concerns.®* Such non-traditional tort reforms are promising and should be tested or rolled out
further.

Pharmaceuticals

Pharmaceutical firms doing business in the United States enjoy a market that
incentivizes innovation and return on investment over affordability and access. U.S. government
policy helps shape this market through intellectual property laws that grant firms robust exclusivity
periods to sell their drugs, a prohibition on Medicare from directly negotiating drug prices with
pharmaceutical firms, a prohibition on individuals from importing prescription drugs, and a lack
of price controls.*> All of these policies were left untouched or enhanced in the ACA.%

Drugs cost more in the United States than they do in the rest of the world. A report from
the Bipartisan Policy Center in 2012 estimates that branded drugs sold in the United States are two
to three times more expensive than they are in other developed countries.®” On average, Canadians
pay 20 to 50 percent less than U.S. consumers pay for the same drug made by the same company.®®
Even generic drugs have become more expensive in the United States, with the cost of some
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generic drugs rising by over 1,000 percent, leading to overtures requesting that Congress get
involved.® The higher costs of drugs negatively impact access and lead to lesser health outcomes.

According to the Centers for Disease Control and Prevention, from 2002 to 2012, the
number of patients not receiving needed prescription drugs because of cost increased from 9.7
percent to 13.3 percent.’® In 2012, uninsured adults between 18 and 64 were four times more
likely not to get prescription drugs due to costs than were those who are insured.! In 2007, over
23 percent of Americans were more likely to leave prescriptions unfilled or skip doses because of
costs, a percentage that is significantly higher than that of other countries.®2 This number rises to
over 34 percent for low-income Americans.’®® Also, over 13 percent of Americans spend more
than $1,000 out of pocket for prescription drugs; the next closest nation is Canada, at just over 5
percent.!% The point is that the cost of prescription drugs in the United States prevents some
people from getting healthier, and it takes money out of the pockets of patients, many of whom
are low-income, that could be spent on items such as food, rent, or other healthcare.

The high cost of drugs is frustrating for U.S. consumers, but the pharmaceutical sector
contends that innovation is expensive and that they need these profits to innovate.!® The truth
may lie somewhere in between. A recent Economist article explains that the pharmaceutical
industry overstates the cost of developing new drugs by rolling the cost of failed drugs into the
cost of drugs that eventually get the Federal Drug Administration’s approval.'® In the article, the
CEO of GlaxoSmithKline, Sir Andrew Witty, asserts that new drug development can be achieved
for under $1 billion, which is far less than the $1.4 billion to $2.6 billion cited by the
pharmaceutical industry and other groups.’®” What is clear is that U.S. consumers subsidize the
cost of innovation for other countries.%®
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