.Reform Matters

Addressing Health Care Costs:
An Essential Part of Health Reform

It is impossible to have a serious discussion about health reform without considering the
growing cost of health care. Health-related spending grows on an annual basis, often
outpacing spending on the other goods and services that make up the United States
economy. Those responsible for paying for health care—the government, employers, and
families alike—increasingly feel the financial squeeze of uncontrolled health care inflation.
Confronted with rising health care costs, a growing number of employers may find that they
cannot afford to provide health insurance for their workforce, and more and more families
may not be able to afford to purchase coverage. Simply put, any attempt at expanding
coverage for all will be short-lived if health care costs are not controlled.

Women'’s advocates encounter both challenges and opportunities when considering how
cost control fits into progressive health reform. Some health reform plans that aim to control
costs may only shift more of the burden of health care costs to health plan enrollees, making
it more difficult for families to afford health care when they need it. Or, federal and state
government attempts to control the costs of publicly-funded health coverage programs
may result in the loss of basic health benefits for the nation’s most vulnerable populations.
Advocates must work to ensure that cost containment does not come at the expense of
access to high-quality and affordable health care for women and their families. Cost control
initiatives, however, also present an opportunity for health system improvements that can
result in the delivery of more efficient and higher-quality care. If implemented carefully, health
reforms that address growing health care costs can ensure that health system improvements

are sustained in the future.
Why Must We Consider Health Care Costs?

Health care costs are skyrocketing, and their
growth far outpaces that of workers’ wages.
Health care costs continue to increase faster

than incomes, and families spend more out-
of-pocket each year for their health insurance
premiums and for health care services.”? Health
insurance premiums, for instance, grew by 78
percent between 2001 and 2007, compared to
wage growth of just 19 percent.’ Rising health
care costs place a growing burden on families. In
2007, about 57 million Americans lived in families
that reported problems paying medical bills, an
increase of more than 14 million since 2003. Most
of those people had insurance coverage. They
reported challenges with paying for other basic
necessities such as food, housing, and clothing,
and they also reported much higher levels of
unmet medical need than families without
medical bill problems.*
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Who Pays for Growing Health Care
Costs?

While Americans may believe that
their employers feel the greatest
squeeze from increasing health care
costs, economists generally agree
that the growing cost of health care

is coming out of employee wages in

a cost-wage trade-off. In other words,
the rising cost of health insurance
coverage has led to smaller wage
increases. Over the last 30 years,
while health insurance premiums
have grown by 300 percent, after-tax
corporate profits have grown by 200
percent and average hourly wages for
employees have actually decreased by
4 percent.'
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Addressing costs is essential for a sustainable health system, and for the solvency of publicly-
funded health programs.

In 2005, health care accounted for 16 percent of the nation’s gross domestic product (or

GDP, a common measure of national economic activity). By the year 2016, health spending is
projected to account for nearly 20 percent of the GDP? If health care costs continue to grow
rapidly, more and more employers and individuals will find themselves priced out of the
health insurance market, and unable to afford coverage at all. Moreover, the state and federal
governments that pay for nearly half of all health care spending will not be able to sustain
the public coverage programs they administer—including Medicare, Medicaid, and the State
Children’s Health Insurance Program—if costs are not contained. Or, if the costs of public
coverage programs continue to consume ever larger shares of state and federal budgets,
other areas of government spending, such as education or transportation, will suffer from
reduced resources. Policymakers may propose cuts to public program eligibility levels (so that
fewer people qualify for and enroll in the programs) as a way to address the problem of rising
health care costs, but these types of cost containment measures are not acceptable health
reform since they will result in greater numbers of low-income women and families without
access to the health care they need.

Addressing costs can lead to a less wasteful and more efficient health care system.

Spending more on health care does not guarantee better care. Indeed, though Americans
spend more almost twice as much per capita (over $6,500 per person in 2005) on health

care as citizens of other developed countries, their health is no better and in many cases is
worse in comparison to these countries. As much as 30 percent of health care spending, or
roughly $700 billion, is considered wasteful because it has no value to the patient and does
not improve health outcomes. Indeed, at a July 2008 Congressional hearing on getting better
value out of health care, the Director of the Congressional Budget Office (CBO) declared that

“health care is the least efficient sector of our economy.”®

Cost control is inextricably linked to health care access and health care quality.

The savings that result from thoughtfully-implemented cost containment initiatives can

be diverted to expanding access to health care for greater numbers of uninsured people,
financing new coverage programs, or making improvements to the health infrastructure.
Moreover, the savings from cost containment can lead to improved quality because—as
detailed below—reform initiatives that control costs are also those that result in the delivery
of more efficient health care.

Why Are Health Care Costs Increasing?
Health care costs are increasing for a number of interrelated reasons, including, but not
limited to:

=" Growth in health care technologies. Most health economists and analysts point to
major advances in medical science as the primary factor contributing to the growth
of health care spending in recent decades. The emergence, adoption, and widespread
diffusion of costly new drugs, medical equipment, and skills have increased health care
spending overall.

® Increasing life expectancy and incidence of chronic diseases. Since average medical
spending typically increases with a person’s age, as the United States population ages
and average life expectancy increases, health spending rises. Spending projections,
however, indicate that an aging population will have only a modest effect on national
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health care spending.? The burden of chronic disease also affects health care costs, since
people with chronic conditions such as diabetes, asthma, and heart disease are likely

to have significantly higher average healthcare costs than people without them. As the
incidence of certain chronic conditions increases, so do overall health care costs.

The current health care financing structure. In the current U.S. health care system,
health care providers are generally paid according to the volume and intensity of
the services they deliver, rather than whether or not they keep patients healthy. This
approach may not benefit health consumers, providers, or the system overall, since it
provides an incentive for unnecessary care and costs.

Growth in health care insurance industry profits. Between 2000 and 2005,

the insurance industry’s administrative expenses (i.e. costs of marketing, medical
underwriting, claims processing) and profits increased by 12 percent per year. This is
considerably faster than the growth rate for overall health spending during that time
period. The consolidation and concentration of market power in the insurance industry
over the past several years—in addition to major increases in the market share of the
biggest health insurers and higher profit margins—have contributed to the steady
growth of health care costs.’

What Are Some Ways That Health Reform Plans Can Contain Costs?

"

Health reform plans can incorporate initiatives that will improve health care
quality. High-quality health care is, simply put, the right care, at the right time, for

the right reason. Health reform provisions that improve the quality of health care that
women and their families receive also have the potential to reduce health care costs.
These include health reforms that promote chronic disease management, and reforms
that revise health care payment systems so that providers are encouraged to manage
care more effectively for better health outcomes. For instance, a “pay-for-performance”
pilot program administered by the Centers for Medicare and Medicaid Services (CMS)
pays physicians participating in the Medicare program based on the quality and
efficiency of the care they provide. The program has reported promising results, showing
gains in quality of care to patients with congestive heart failure, coronary artery disease,
and diabetes. Importantly, the program also reduced CMS spending.' The “Ensuring
Quiality Health Care in Health Reform” section of the Reform Matters Toolkit explores
initiatives to improve health care quality in greater detail.

Health reform plans can emphasize preventive and primary care. By accessing
timely preventive health services—such as immunizations, cancer screening services, or
annual physical examinations—women and their families can avoid the development of
more complicated and costlier health problems in the future. To encourage patients to
seek the appropriate care at the appropriate time, health reform plans might incorporate
“value-driven” health benefit designs that better align patient and provider incentives,
by eliminating or reducing copayments for preventive and essential medical services
and medications, while requiring higher copayments for specialized services that are
subject to overuse."

Health reform plans can include initiatives that promote the widespread use

of health information technology (HIT). HIT, or the use of computers and other
electronic devices to manage health information, can reduce medical errors and
improve coordination of health care among providers, thereby enhancing not only the
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Emphasizing Preventive Care to Improve
Health and Save Costs.

In their 2007 report Preventive Care: A
National Profile on Use, Disparities, and Health
Benefits, the Partnership for Prevention
highlights the fact that effective preventive
care is significantly underutilized in the
United States, which results in lost lives,
poor health, and inefficient use of health
care dollars. The report ranks several clinical
preventive health services according to their
cost effectiveness, measured as the health
service's return on investment (the cost of

a service compared to its health benefits).
The most cost-effective preventive services
include:

+ Childhood immunizations

« Advising at-risk adults for daily aspirin use

» Smoking cessation advice and help to
quit for adults

+ Alcohol screening and brief counseling
for adults

« Colorectal cancer screening for adults age
50 and over

+ Influenza immunization for adults age 50
and over

» Vision screening for adults age 65 and
over

By increasing use of just five of the
preventive services examined in the report,
the Partnership for Prevention estimates

that 100,000 lives could be saved. More
widespread preventive care would also result
in the more effective use of national health
resources since the country would get more
value—in terms of premature death and
illness avoided—for the money it spends on
health care.”?

Addressing Health Care Costs: An Essential Part of Health Reform

quality but the effectiveness of care.
Some analysts believe, however,

that while incorporating HIT into the
health care system will save costs

and improve efficiency, HIT initiatives
alone will only result in modest cost
savings.” These types of reforms must
be coupled with other efforts to slow
the growth of health care costs. The
“Health Information Technology: A Key
Component of Health Reform” section of
the Reform Matters Toolkit explores HIT
in greater detail.

a® Health reform plans can support the

role of public coverage programs

as a way to expand access to health
insurance, including the creation

of a public health plan option for
individuals and employers. One
recent study indicates that total medical
spending is much lower when coverage
is provided by public health insurance
programs such as Medicaid or SCHIP
than when it is provided by private
insurance. The study authors conclude
that “efforts to expand coverage for
low-income populations, whether
conducted at the national or state

level, would be less costly to society
and much less costly to financially
strapped beneficiaries if the expansions
were based on public insurance like
Medicaid and SCHIP"™ Moreover, a
publicly-sponsored health program that
competes on a level playing field with
private health insurance companies

for enrollees may result in lower
administrative costs, reduced health
care industry profits, and greater choice
and competition among plans.”

Why Must Women'’s Advocates Approach Cost Containment with Caution?

To ensure that health reform plans do not harm access to health care, reforms to control

cost must be considered carefully. Some health proposals that seek to control costs may
diminish important health consumer protections or simply shift more costs onto women and
their families. These include proposals that allow insurance companies in the individual and
small group markets to sell bare-bones health plans (i.e. plans that are exempt from critical
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mandated health insurance benefits) offering limited health coverage, as well as so-called
“consumer-directed health care” plans, which combine high-deductible health plans with tax-
free health savings accounts (HSAs)."

Lassons {rom he Statass

Opportunities and Challenges Posed by Rhode Island’s Cost Control Reforms.
In 2008, Rhode Island Lieutenant Governor Elizabeth Roberts introduced a
comprehensive health reform package, the Healthy Rhode Island Reform Act of 2008.
Though the reform package includes some provisions to establish a universal coverage
system similar to that of neighboring Massachusetts, early news reports on the Rhode
Island plan distinguished the state’s efforts as stressing costs as much as coverage, stating
that the “plan acknowledges that Rhode Island cannot afford, financially or politically, to
insure all its residents unless it can deliver healthcare more efficiently and raise money
through a tax on businesses that do not provide coverage!”” One component of the
reform legislation that has already been enacted, for example, involves a statewide
Chronic Care Management Program, which aims to identify eligible patients, ensure
that each chronic care patient has a designated primary care provider, coordinate care
among health providers, and monitor performance by establishing process and outcome
measures for program participants.’®

But with the same aim to control costs, Rhode Island has also applied for federal
permission to transform its state Medicaid program into a block grant, whereby the state
would receive an annual fixed amount for Medicaid with no additional federal funding
to address unanticipated health care cost increases or enrollment.” In exchange for
accepting the block grant, Rhode Island seeks unprecedented flexibility to manage the
costs of Medicaid. If approved, the state’s proposal would eliminate a number of federal
protections for Medicaid beneficiaries, allowing the state to make significant changes to
its program without federal oversight. Many of Rhode Island’s most vulnerable families
would be at risk of losing coverage and services.”

These two different cost containment approaches in Rhode Island demonstrate both
the opportunities and challenges that women’s advocates encounter when considering
reforms that address health care costs.

|@" What Can Women’s Advocates Do?

Women’s advocates can understand the role of costs in health reform, and ensure that reform
plans address growing health care costs without harming women’s access to high-quality
health care.

Addressing health care costs presents a significant challenge for health reformers, as potential
interventions may require new approaches to health care delivery and the establishment of
new information systems. Advocates are further challenged to ensure that cost control does
not harm access to health care for women and their families. Ultimately, however, health care
reform that is realistic and sustainable must include provisions to control the growth of health
care costs. In the absence of these provisions, the nation’s foundation of employer-sponsored
insurance will continue to erode, and women and their families will continue to struggle to
afford high-quality health coverage.
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For further reading, see:

Kaiser Family Foundation, Health Care Costs, A Primer: Key Information on Health Care Costs and
Their Impact (Aug. 2007), http://www.kff.org/insurance/upload/7670.pdf

National Conference on State Legislatures, State Health Care Cost Containment Ideas (July
2003), http://www.ncsl.org/programs/health/healthcostsrpt.htm

References
1 Figures adjusted for inflation, and after-tax corporate profits are per worker. See: Ezekiel Emmanuel and Victor Fuchs, Who Really Pays for
Health Care? The Myth of “Shared Responsibility” JAMA 299(9): 1057-59 (Mar. 2008).

2 Jessica S. Banthin, et al., Financial Burden of Health Care 2001-2004, Health Affairs 27(1) (2008); Cathy Schoen et al. How many are
Underinsured? Trends among U.S. Adults, 2003 and 2007, Health Affairs web exclusive (2008), http://content.healthaffairs.org/cgi/
content/abstract/hlthaff.27.4.w298

3 Kaiser Family Foundation, Employer Health Insurance Costs and Worker Compensation (Mar. 2008), http://www.kff.org/insurance/
snapshot/chcm030808oth.cfm

4 Peter J. Cunningham, Center for Studying Health System Change, Trade-Offs Getting Tougher: Problems Paying Medical Bills Increase for
U.S. Families, 2003-2007 (Sept. 2008), http://www.hschange.com/CONTENT/1017/

5 Kaiser Family Foundation, Health Care Costs, A Primer: Key Information on Health Care Costs and Their Impact (Aug. 2007), http://www.kff.
org/insurance/upload/7670.pdf

6 U.S. House of Representatives Budget Committee, Getting Better Value in Health Care (Sept. 2008), http://budget.house.gov/doc-library/
fy2009/2008-0716better-value-in-healthcare-summary.pdf

7  Congressional Budget Office, The Long-Term Outlook for Health Care Spending (Nov. 2007), http://www.cbo.gov/ftpdocs/87xx/
doc8758/11-13-LT-Health.pdf

8 Id

9 Karen Davis et al., The Commonwealth Fund, Slowing the Growth of U.S. Health Care Expenditures: What Are the Options? (Jan. 2007),
http://www.commonwealthfund.org/usr_doc/Davis_slowinggrowthUShltcareexpenditureswhatareoptions_989.pdf?section=4039

10  Kaiser Family Foundation, CMS Pay-for-Performance Pilot Has Improved Quality of Care, Lowered Costs (Aug. 2008), http://www.
kaisernetwork.org/daily_reports/rep_index.cfm?DR_ID=53991

11 Michael Chernew, et al., Rising Out-of-Pocket Costs in Disease Management Programs, American Journal of Managed Care 12(3):150-54
(Mar. 2006).

12 Partnership on Prevention, Preventive Care: A National Profile on Use, Disparities, and Health Benefits (Aug. 2007), http://www.prevent.org/
index2.php?option=com_content&do_pdf=1&id=129

13 Bureau of National Affairs, “CBO Head Says Health Costs Hurt Today, Issue Not Linked Only to Generational Equity” (May 14, 2008).

14 Leighton Ku and Matthew Broadus, Public and Private Health Insurance: Stacking Up the Costs, Health Affairs web exclusive (Jun. 2008),
http://content.healthaffairs.org/cgi/content/abstract/hlthaff.27.4.w318v1

15 John Holahan and Linda Blumberg, The Urban Institute, Can a Public Insurance Plan Increase Competition and Lower the Costs of Health
Reform?, (2008), http://www.urban.org/UploadedPDF/411762_public_insurance.pdf

16  Other sections of the Reform Matters Toolkit describe these types of reforms and the harmful effects they may have on women and their
families.

17  Alice Dembner, Care, cost stressed in R.1. initiative, The Boston Globe (February 13, 2008), http://www.boston.com/news/local/rhode_
island/articles/2008/02/13/care_cost_stressed_in_ri_initiative/

18  The Healthy Rhode Island Reform Act of 2008, “Health and Safety” § 1.23, Chapter 17.21.
19  Currently, the federal government matches state Medicaid expenditures at a fixed rate, but without a fixed limit.

20 Judith Solomon, Center on Budget and Policy Priorities, Rhode Island’s Medicaid Proposal Would Put Beneficiaries at Risk and Undermine
the Federal-State Partnership (Sept. 2008), http://www.cbpp.org/9-4-08health.htm

2008

NATIONAL WOMEN’S LAW CENTER 6



