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PREFACE

With the economy in crisis and health costs increasing
faster than incomes, a growing number of adults and
children are losing access to care and coverage, placing
them at health and financial risk if they become sick.
Despite high levels of spending, the U.S. health sys-
tem falls short of producing the quality and outcomes
that should be possible, considering the available
resources, medical science, and centers of excellence.
To move quickly in a more positive direction, the
Commonwealth Fund Commission on a High
Performance Health System presents 7he Path to a
High Performance U.S. Health System: A 2020 Vision
and the Policies to Pave the Way. This report provides
Commission recommendations for an integrated set
of policy actions to expand health insurance to all;
change the way we pay, invest in, and organize care to
achieve better outcomes; and substantially slow the
growth in projected national health spending.

It is urgent to start now. It will take leadership and
bold steps over the next decade to move toward a
health system that achieves better access, quality, and

value in return for our investment. As discussed in the

Commission’s 2007 report, A High Performance Health
System for the United States: An Ambitious Agenda for
the Next President, providing universal coverage is
essential, but equally critical are policies that change
the way we pay for and deliver care with a focus on
health, disease prevention, prudent use of resources, and
innovation to aim higher. The strategic policies offered
in this report present a framework for comprehensive
policies in which insurance, payment, and system reforms
interact to provide a catalyst for dynamic change.

To illustrate the potential of positive action, we
provide estimates of the impact of policies that follow
this strategic approach. The analysis indicates it would
be possible to reduce projected spending by a cumula-
tive $3 trillion by 2020, achieve universal coverage,
and improve outcomes—if we start now.

The Commission offers these recommendations
knowing that the path ahead is clearly visible, but
daunting. However, the human and economic costs if
we fail to act are worse. Thus, the Commission urges
that leadership, political will, and resolve be sum-
moned now to overcome resistance to change and

proceed forward.

James ). Mongan, M.D., Chairman

Stephen C. Schoenbaum, M.D., Executive Director

The Commonwealth Fund Commission on a

High Performance Health System
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EXECUTIVE SUMMARY
The time has come for comprehensive health reform
that will put the nation on a path to a high perfor-
mance health system. This report by the Commonwealth
Fund Commission on a High Performance Health
System presents an integrated “system” approach to
change. It proposes a set of policies that would pro-
vide affordable health insurance for all, designed to
support a set of payment and system reforms. In
combination, the policies would provide a catalyst
for an innovative delivery system capable of provid-
ing better access and improved population health
while significantly slowing the growth of health spending.
The nation’s health and economic security are at
risk: rising costs are putting pressure on families,
businesses, and governments, and sharp increases in
the number of uninsured and underinsured are leav-
ing millions without access to care or essential finan-
cial protection when sick. The U.S. health care sys-
tem is already the most expensive in the world, by
far, and total health spending is projected to double
by 2020—rising from a projected $2.6 trillion in
2009 to $5.2 trillion by 2020 to consume 21 percent
of the nation’s economic resources (gross domestic
product). To achieve more affordable coverage and
ensure access for everyone in the country, we must
change the way health care is delivered and the way
we pay for care. We must focus on value. Despite
having centers of excellence, our health care system
falls short. It fails to produce the outcomes and care
it could, wastes resources, often fails to provide the
right care at the right time, and delivers unacceptably
wide variations in quality and safety. Unless we move
to a high performance delivery system and improve
the value of care that is delivered, efforts to expand
coverage will be difficult, if not impossible, to sustain

over time.

The United States needs to be on a different
path, one guided by a positive vision of what should
be possible and by policies leading to outcomes we
should expect. This is a historic political opportu-
nity—with a majority of the public seeking profound
change and a new administration and Congress tak-
ing office—for taking bold steps to ensure the health
security of all.

In this report, the Commission recommends an
integrated set of policies to extend coverage to all by:
establishing a national insurance exchange that offers
a choice of private plans and a new public plan;
requiring everyone to have coverage, with income-
related premiums to make coverage affordable; and
instituting insurance market reforms that focus com-
petition on outcomes and value. On this foundation,
payment policies would change the way we pay for
care to enhance the value of primary care and move
from fee-for-service to more “bundled” methods of
paying that encourage coordinated care and hold
providers accountable for improving health outcomes
and prudent use of resources. Investment policies
would accelerate the spread and use of health infor-
mation technology and establish a center for compar-
ative effectiveness to enhance knowledge and appro-
priate use of evidence-based care. Population health
policies would promote health and disease preven-
tion, with benchmarks and goals to spur a culture of
innovation and continuous improvement.

This integrated approach could achieve access for
all, improve population health, and provide more
positive patient experiences. Moreover, an analysis of
specific policies consistent with this approach indi-
cates that they could slow the growth in national
health spending by a cumulative $3 trillion through
2020, compared with current projections (Exhibit

ES-1)—if we start now.
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Exhibit ES-1. Total National Health Expenditures (NHE), 2009—2020
Current Projection and Alternative Scenarios
NHE in trillions
$6 o
—¢— Current projection (6.7% annual growth)
—#=- Path proposals (5.5% annual growth) 5.2
$51 —a Constant (2009) proportion of GDP (4.7% annual growth) 4.6
$4 - 4.2
$3
2.6
$2- Cumulative reduction in NHE through 2020: $3 trillion
$1 T T T T T T T T T T T 1
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Note: GDP = Gross Domestic Product.
Data: Estimates by The Lewin Group for The Commonwealth Fund.
Source: The Path to a High Performance U.S. Health System: A 2020 Vision and the Policies to Pave the Way,
February 2009. D

Designed to extend affordable insurance to every-
one and create a foundation for essential payment
and system reforms, the insurance framework would
achieve near universal coverage, ensure access and

continuity, and lower premiums (Exhibit ES-2).

THE COMMISSION'’S STRATEGIC VISION

The Commission has identified five essential strate-

gies for comprehensive reform:

* Affordable coverage for all.

* Align incentives with value and effective

cost control.

* Accountable, accessible, patient-centered

and coordinated care.

* Aim high to improve quality, health outcomes,
and efficiency.

* Accountable leadership and collaboration to

set and achieve national goals.

Together, these strategies comprise the framework
for this report with recommendations for policies

that would move from concept to action.

TAKING THE PATH:
COMMISSION RECOMMENDATIONS

The Commission offers the following set of recom-
mendations to move onto a path to a high perfor-
mance health system. The Commission believes all
the recommendations are desirable, many necessary,

but none on its own sufficient to achieve high



Exhibit ES-2. Trend in the Number of Uninsured, 2009—2020
Under Current Law and Path Proposal

Millions —— Current law
80 - -a— Path proposal
592 60.2 61.1
60- 547 560 572 83
51.8 53.3 .
480 489 503
40
20

41 41 4.1 41 42 4.2 42 4.2
- - - - - - - 0

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Remaining uninsured are mainly non-tax-filers.

February 2009.
-

Note: Assumes insurance exchange opens in 2010 and take up by uninsured occurs over two years.

Data: Estimates by The Lewin Group for The Commonwealth Fund.
Source: The Path to a High Performance U.S. Health System: A 2020 Vision and the Policies to Pave the Way,
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performance. Designed to move forward quickly
with a sense of urgency, the comprehensive reforms
include significant changes that would introduce a
new dynamic and more positive path over the next
decade. With cost pressures mounting and coverage

eroding, the stakes are high. Starting now is crucial.

1. Affordable Coverage for All: Ensure Access and

Provide a Foundation for System Reform

To build on the current mixed private and public coverage
system to extend affordable health insurance to all with
a strategy designed to ensure access and continuity
and provide a foundation for payment and system

reforms, the Commission recommends policies that:

* Establish a health insurance exchange that offers
an enhanced choice of private plans and a new

public plan. This new public plan would offer

comprehensive benefits with incentives for disease
prevention and payment methods that reward
results. It would build on Medicare’s claims
administrative structure and national provider
networks. The exchange and new public plan

would be open to all, including large employers.

Require individuals to have coverage and employ-
ers to offer coverage or contribute to a trust fund
for insurance, sharing responsibility to pay for

insurance for all.

Provide income-related premium assistance to

make coverage affordable.

Expand eligibility for and improve payment
under Medicaid and the Children’s Health
Insurance Program to improve affordability and

access. Eliminate Medicare’s two-year waiting

period for the disabled.



e Set a minimum benefit standard to ensure access
and adequate protection from the financial

burden of obtaining needed health care.

* Reform health insurance markets to improve
insurance efficiency, access, and affordability by
prohibiting premium variation based on health
and guaranteeing offer and renewal of coverage to

all regardless of health status.

By moving from fractured to continuous insur-
ance coverage, these reforms would lower insurance
administrative costs and provide a foundation for
more coherent and effective payment and system
reforms. All payment reforms would apply to current
public programs (i.e., Medicare and Medicaid) and
to the new public plan offered through the exchange
to the under-65 population. Market reforms would
focus competition among insurers on improving
health outcomes and adding value. Businesses,
patients, and families could choose among an array
of national and regional private plans and the nation-

wide publicly sponsored option.

2. Aligned Incentives and Effective Cost Control:
Payment Reform to Enhance Value

Change the way we pay for care to reward high qual-
ity and prudent stewardship of health care resources
and to encourage reorganization of care so that it is
well-coordinated and responsive to patients’ needs.
To move away from the current fee-for-service pay-
ment system toward one that emphasizes value rather

than volume, the Commission recommends policies to:

* Strengthen and reinforce patient-centered
primary care through enhanced payment of
primary care services and changing the way we
pay for primary care to encourage the adoption of

the medical home model to ensure better access,

I0

coordination, chronic care management, and

disease prevention.

* Promote more effective, efficient, and integrated
health care delivery through adoption of more
bundled payment approaches to paying for care
over a period of time, with rewards for quality,
outcomes, and patient-centered care, as well as

rewards for efliciency tied to high performance.

*  Correct price signals in health care markets to

better align payments with value.

3. Accountable, Accessible, Patient-Centered, and
Coordinated Care: Organize and Redesign the
Delivery System to Improve Patient Experiences

Move from the current fragmented health care deliv-
ery system to one that is patient-centered, accessible,
and organized so that patients and families can navi-
gate care easily and one that holds providers account-
able for high-quality, effective care across the contin-
uum of care and over time. To move toward a deliv-
ery system in which everyone has a personal source
of care that is accessible, coordinates care, and is
accountable for obtaining the best health results, the

Commission recommends policies that:

* Have patients designate a personal source of care
that meets standards of accessibility, quality, and

coordination and can serve as a medical home.

* Facilitate appropriate care and manage chronic
conditions through integrated delivery systems
that provide a continuum of care or provide
funding and technical assistance for statewide
and community efforts to support and connect
primary care and more specialized resources in

informal or virtual networks.

* Develop provisions in which providers participat-

ing in a hospital-physician organization receiving



bundled payments would be eligible for medical

liability coverage on favorable terms.

4. Improved Quality and Health Outcomes: Invest

in Infrastructure and Public Health Policies

Invest in infrastructure to improve the availability,
quality, and usefulness of information for health care
decision-making by patients, providers, and payers
and encourage a culture of continuous learning. To
achieve these goals the Commission recommends

actions that would:

*  Accelerate adoption and use of health
information technology (HIT) by establishing
system standards, requiring electronic reporting
of clinical information, and providing start-
up funding for a national health information
network so information follows the patient and is

available to providers and patients.

* Support and inform better health care decision-
making by establishing a Center for Comparative
Effectiveness and Health Care Decision-Making,
encouraging shared decision-making based on
evidence, and using recommendations to develop
value-based benefit designs that preserve choice

but éncourage appropriate care.

* Provide more transparent information to guide
and drive innovation by requiring all-population,
all-payer quality, patient experiences, and cost

data with benchmarks of top performance.

Invest in improving population health with the goal
of lowering the rates of preventable illness and
improving health outcomes for chronic conditions

with efforts to:

* Target public health initiatives on prevention of
illness, including expansion of immunizations
that are demonstrated as effective and public

health actions and tax incentives and other

initiatives to reduce obesity and decrease tobacco

use and promote healthy lifestyles.

* Design health insurance benefits to encourage
and support preventive care and essential care for
chronic conditions, with positive incentives for
patients to engage in health promotion and keep

existing chronic conditions under control.

* Intensify the focus on preventing and managing
chronic conditions, including incentives for more
coordinated care and setting goals to improve
outcomes for chronic conditions that account for

the bulk of health care needs and spending.

5. Accountable Leadership and Collabo-
ration: Coordinated Efforts to Improve
the Health System

Leadership, new national policies, and collaboration
among the public and private sectors will be neces-
sary to set and achieve national goals for high perfor-
mance. To provide accountable leadership and foster
collaboration, the nation will need to establish mech-
anisms to set and achieve national goals, enable pub-
lic programs to serve as prudent purchasers of care,
and ensure coordination of practices and policies that
cut across public programs and private sector activi-
ties. In addition to insurance reforms, we need

national leadership to:

*  Set performance targets and provide incentives

and technical assistance to meet them.

* Authorize public programs, including Medicare,
to be more active purchasers of high-value health
care for their beneficiaries, rather than passive
payers. This would include implementing and
facilitating the adoption and rapid spread of
innovative payment policies to elicit a more

effective, efficient, and responsive delivery system.

II



* Establish a national insurance exchange that
would operate at national, state, and regional
levels to allow participation of regional private

health plans and integrated delivery systems.

* Establish a Center for Comparative Effectiveness

and Health Care Decision-Making.

 Set national standards to accelerate adoption
and use of health information technology and a

national health information network.

ESTIMATED IMPACTS

Using a set of policies to illustrate concepts proposed
by the Commission, this report analyzed the poten-
tial impact of those policies. The findings indicate
that if all were implemented in 2010, it would be
possible to extend affordable coverage to all and
improve population health, while simultaneously
reducing the growth in national health spending by a
cumulative $3 trillion by 2020 compared with cur-
rent projections.* This substantial sum is the accu-
mulation of incremental savings each year, with a
reduction in the projected annual rate of growth in
national health expenditures from 6.7 percent to 5.5
percent. Notably, even after this substantial reduc-
tion, national health spending still would exceed the
projected annual growth in gross domestic product
(GDP). Although the percent of GDP spent on
health care would be lower in 2020 than what is cur-

rently projected—18.4 percent of GDP compared

*These estimates are based on an extensive modeling effort by The
Lewin Group. Lewin used specifications developed to reflect each com-
ponent of the Commission’s recommendations. The results based on
those specifications drew from available evidence as to their potential
impact on those who would be affected and their behavioral responses.
The Lewin Group is one of the leading health care and human services
consulting firms in the United States, with more than 35 years of
experience serving organizations in the public, nonprofit, and private
sectors. The Lewin Group is a wholly owned subsidiary of Ingenix,
which in turn is owned by UnitedHealth Group. The Lewin Group
maintains editorial independence from its owners and is responsible for
the integrity of any data that it produces for the Fund.
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with the projected 20.8 percent—it would account
for a higher share of the U.S. economy than in
2009 (16.9 percent).

The policies included in the analysis interact and
are mutually supporting. All contribute to the net
cumulative effect on potential savings and improve-
ment in value (Exhibit ES-3). Each slows the rate of
growth in national health spending compared with
current projections. (See summary on page 21 for
policies used for purposes of modeling coverage and
cost estimates.)

These estimated impacts are contingent on their
effectiveness in stimulating change in the way provid-
ers, patients, and insurers (both public and private)
behave, and how they react to the new opportunities
the proposed policies would create. The Commission
developed the set of policies with a vision of poten-
tial dynamic change—a chain of events that interact
over time. A central feature is the insurance exchange
structured to expand choice of plans in the context
of market rules that prohibit competition on the
basis of risk selection. This design could promote
competition based on value to drive innovation
among insurers and better organization of care. The
public plan plays a central role in harnessing markets
for positive change.

The effectiveness of these reforms depends on
payers becoming more prudent purchasers.
Transforming Medicare into a more active purchaser
of care—with innovative payment methods that
move away from fee-for-service to more bundled
payments and mechanisms to hold providers
accountable—could stimulate and support changes
in behavior that improve performance. Comprehensive
insurance with premium differences reflecting value
and cost-sharing, aligned with effective care and bet-

ter outcomes, would provide patients with incentives



to seek high-value care and promote appropriate use
of resources.

Success will require that key stakeholders join
together to make difficult decisions and undertake the
steps necessary to transform the health care delivery

system and move along the path to high performance.

Impact on Health Insurance Coverage

The insurance framework proposed by the
Commission includes the creation of a new national
insurance exchange that would offer private insur-
ance plans and a new public plan option, expansion
of existing public programs, market reforms, provi-
sions for affordability, and requirements that all have
coverage to reach universal participation. By estab-
lishing a new public plan available nationwide, the

framework would also provide the basis for a new

competitive dynamic in insurance markets and provide
a strong foundation for payment and system reforms.

The insurance expansion would achieve near-uni-
versal coverage. The number of uninsured would
drop from an estimated 48 million in 2009 (16 per-
cent of the U.S. population) to 4 million by 2012
(1 percent of the population), with nearly everyone
insured over the next decade (Exhibit ES-2). Absent
new directions, the number of uninsured is projected
to rise to 61 million or more by 2020.

By building on existing insurance coverage, this
framework would permit individuals to keep their
current coverage if it works for them while providing
new choices through the insurance exchange, includ-
ing a range of private plans and the new public plan.
Small employers in particular would be able to offer

their employees a choice of multiple plans. Large

4 I
Exhibit ES-3. Major Sources of Savings Compared with Projected Spending,
Net Cumulative Reduction of National Health Expenditures, 20102020
Affordable Coverage for All: Ensuring Access
and Providing a Foundation for System Reform
¢ Net costs of insurance expansion —-$94 billion
* Reduced administrative costs —$337 billion
Payment Reform: Aligning Incentives to Enhance Value
* Enhancing payment for primary care —-$71 billion
* Encouraging adoption of the medical home model —$175 billion
¢ Bundled payment for acute care episodes —$301 billion
¢ Correcting price signals —$464 billion
Improving Quality and Health Outcomes: Investing in
Infrastructure and Public Health Policies to Aim Higher
¢ Accelerating the spread and use of HIT —$261 billion
¢ Center for Comparative Effectiveness —$634 billion
* Reducing tobacco use —$255 billion
¢ Reducing obesity —$406 billion
Total Net Impact on National Health Expenditures, 2010-2020 —-$2,998 billion
Data: Estimates by The Lewin Group for The Commonwealth Fund.
Source: The Path to a High Performance U.S. Health System: A 2020 Vision and the Policies to Pave the Way,
Y February 2009. D
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employers would gain a nationwide plan plus
employee choice of regional plans. All those enrolled
through the exchange would be able to keep their
coverage as jobs or circumstances changed. The
exchange could be open in stages to allow reasonable
time to set up. In the modeling, the exchange starts
out by opening to small firms and individuals, opens
to midsized companies in two years, and opens to all
employers by 2014. With the advantages of continu-
ity and choice, including a public plan option, the
modeling estimates that over time most of the pri-
vately insured market (about two-thirds) would elect
to receive coverage through the exchange.

The new public plan option would provide a less
expensive alternative for the uninsured and underin-

sured than what is currently available in the individual

and small business insurance markets. Savings would
derive from significantly lower administrative costs
and use of Medicare’s reformed provider payment
rates. Estimates indicate premiums for the public
plan would be at least 20 percent below those cur-
rently available for a comparable benefit package in
the private market (Exhibit ES-4). The availability of
the public plan option would thus provide a catalyst
for private plans to innovate and reexamine the way
they operate and pay for care.

With the flexibility to establish more integrated
care networks and a variety of payment policies, pri-
vate plans—by focusing on quality and value—could
compete with each other and outperform the public
plan, if they innovate. Provisions could encourage

multipayer synchronization to ensure coherent policies

[

$15,000 - Public plan

Exhibit ES-4. Estimated Premiums for New Public Plan
Compared with Average Individual/Small Employer Private Market, 2010

Average annual premium for equivalent benefits at community rate*

B Private plans outside exchange, small firms

~

$10,000

Public plan premiums 20%—30% lower
than traditional fee-for-service insurance

$10,800

$5,000 - $4,164
$2,904

$0

$8,988

Single

out-of-pocket limit.
Note: Premiums include administrative load.

\_ February 2009.

* Benefits used for modeling include full scope of acute care medical benefits; $250 individual/$500 family
deductible; 10% coinsurance for physician service; 25% coinsurance and no deductible for prescription drugs;
reduced for high-value medications; full coverage checkups/preventive care. $5,000 individual/$7,000 family

Data: Estimates by The Lewin Group for The Commonwealth Fund.
Source: The Path to a High Performance U.S. Health System: A 2020 Vision and the Policies to Pave the Way,

Family
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and reduce administrative complexity. The goal is
more vigorous, innovative, and value-driven
competition focused on outcomes and a more stream-

lined, efficient health insurance financing system.

Impact on Care, Quality, and Outcomes
Changing the way we pay for care to align incentives
with value is critical. The payment reforms proposed
by the Commission would enhance the value of pri-
mary care and change the way we pay to stimulate
care delivery through patient-centered medical homes
with the capacity to provide access, coordinate care,
and use information systems and teams to manage
chronic conditions. Moving to more bundled pay-
ments, with provisions for accountability for out-
comes, would align incentives with the value rather
than volume of care delivered and would support
hospitals, physicians, and other clinicians working
together to care for patients. Building a solid infra-
structure of information systems and programs to
enhance prevention of disease and promote popula-
tion health would emphasize innovation to meet cur-
rent and future community health needs.

The Commission envisions a health system that
provides patients with personal sources of care who
know their medical history, ensures timely access,
helps coordinate care, and uses essential clinical
information to provide the right care with an empha-
sis on health and disease prevention. Payment and
information systems would stimulate and support a
patient-centered care system that is coordinated,
accessible, and safe.

With a focus on prevention and improving out-
comes for chronic disease, the nation could achieve

substantial improvements in population health with

policies that align incentives with the provision of
right care and prudent use of resources, provide clini-
cians with information system tools and decision
support, and build and expand public health programs.
We should aim for healthier, more productive lives
through prevention of disease, earlier intervention,
and effective management of chronic conditions,
including people with multiple comorbidities. In
addition, more effective and humane care for people
with late-stage diseases could address the huge varia-
tions in care.

By setting targets and implementing policies that
meet and raise benchmarks of top performance, we
have the opportunity to save lives, improve the qual-
ity of life and care experience, lower safety risks to
patients, and prevent the onset of disease and com-
plications. As illustrated by key indicators from the
Commission’s National Scorecard of U.S. Health
System Performance, improving average performance
to targets or benchmarks set by current top perform-
ers by 2020 would achieve substantial gains in popu-

lation health and patient experiences (Exhibit ES-5).

Impact on Providers

While slowing expenditure growth to 5.5 percent per
year is a significant change from recent years, hospi-
tals, physicians, and other providers’ revenues would
continue to experience growth each year. This growth
would be only marginally slower than what is cur-
rently projected, as revenues continue to increase due
to medical advances and an aging population
(Exhibit ES-6). Payment reforms would support and
provide incentives for practice innovations and more

productive resource usec.
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Exhibit ES-5. Achieving Benchmarks: Potential People Impact if the
United States Improved National Performance to the Level of the Benchmark

Percent of adults (ages 19-64) insured,
not underinsured

Percent of adults (age 18 and older) receiving all
recommended preventive care

Percent of adults (ages 19—64) with an accessible
primary care provider

Percent of children (ages 0-17) with a medical home

Percent of adult hospital stays (age 18 and older) in
which hospital staff always explained medicines and
side effects

Percent of Medicare beneficiaries (age 65 and older)
readmitted to hospital within 30 days

Admissions to hospital for diabetes complications,
per 100,000 adults (age 18 and older)

Pediatric admissions to hospital for asthma, per
100,000 children (ages 2-17)

Medicare admissions to hospital for ambulatory
care-sensitive conditions, per 100,000 beneficiaries
(age 65 and older)

Deaths before age 75 from conditions amenable to
health care, per 100,000 population

Percent of primary care doctors with electronic
medical records

Current 2020 Impact on
national average target* number of people
58% 99% 73 million increase
50% 80% 68 million increase
65% 85% 37 million increase
46% 60% 10 million increase
58% 70% 5 million increase
18% 14% 180,000 decrease
240 126 250,000 decrease
156 49 70,000 decrease
700 465 640,000 decrease
110 69 100,000 decrease
28% 98% 180,000 increase

uly 2008), with benchmarks from top performance.
\_ y

* Targets are benchmarks of top 10% performance within the U.S. or top countries (mortality amenable and
electronic medical records). All preventive care is a target.

Source: Commonwealth Fund Commission on a High Performance Health System, Why Not the Best? Results
from the National Scorecard on U.S. Health System Performance, 2008 (New York: The Commonwealth Fund,

/

Distribution of Impact Across Major
Payer Groups
All major sectors would benefit from improved
health and from slower growth in spending, com-
pared with projected trends. By 2020, the $3 trillion
cumulative reduction in the growth of national
health spending as compared with current projec-
tions would be distributed across the major groups
that pay for health care: the federal, state, and local
governments; private employers; and households
(Exhibit ES-7).

Most of the savings would accrue to individuals

and families as a result of slower growth in premiums
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and out-of-pocket spending, federal premium assis-
tance, and expansion of public programs to make
insurance affordable. The savings would accrue across
all income groups, including higher-income house-
holds. State and local governments would also realize
substantial savings relative to current projections.
Employers who currently provide insurance and
their employees would also realize significant savings
as a result of lower premiums and more equitable
sharing of the costs of family coverage across all
employers. Over time, new system savings would off-
set costs for employers and workers as premium
growth slows, with net cumulative employer savings

of $231 billion by 2020.



( Exhibit ES-6. Total National Health Expenditure (NHE) Growth by h
Provider Sector, Current Projections and with Policy Changes, 2009—2020
-o- Total NHE
M All other
l Physician & other professional
Hospital
Projected Growth, Current Policy Revenue Growth with Path Policies
Expenditure (trillions) Expenditure (trillions)
$6.0 $6.0
$5.2
$5.0 $5.07 $4.6
$4.0 $4.01

$0-0 T T T T ! T T T ! T T 1 $00| T T T T T T T T T T 1
2000 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Data: Estimates by The Lewin Group for The Commonwealth Fund.
Source: The Path to a High Performance U.S. Health System: A 2020 Vision and the Policies to Pave the Way,

N February 2009. )

e ™~
Exhibit ES-7. Path Net Cumulative Impact on National Health Expenditures (NHE)
2010—2020 Compared with Baseline, by Major Payer Groups

Dollars in billions

Net state/
Net federal local Private
Total NHE government government employers Households
2010-2015 -$677 $448 -$344 $111 -$891
2010-2020 -$2,998 $593 -$1,034 -$231 -$2,325

Note: A negative number indicates spending decreases compared with projected expenditures (i.e., savings);
a positive indicates spending increases.

Data: Estimates by The Lewin Group for The Commonwealth Fund.

Source: The Path to a High Performance U.S. Health System: A 2020 Vision and the Policies to Pave the Way,

February 200g9.

17



As the central source of financing for coverage
expansions, the federal government’s costs would
increase during early years to make coverage afford-
able. The insurance design specified for modeling
also provides federal funding to offset state and local
costs of expanding Medicaid and raising Medicaid
payment rates to Medicare levels. As a result, there
would be an increase in net federal government
spending during the decade. With system reform
policies in place, however, the net federal cost of
insurance expansion and investing in the care system
declines rapidly. By 2020, payment and system

reform savings would offset nearly all the increase in

annual federal spending compared with baseline pro-
jections (Exhibit ES-8). Over the 2010 to 2020 period,
the net federal budget outlays are estimated to be
$593 billion—with most incurred in the first five years.
The Commission did not specify a plan to
finance the federal expansion. As the report discusses,
there are a number of ways to pay for such costs,
with net gains to all as the nation invests in a health-
ier and more secure future. As state governments,
households, and employers all save significantly,
policies could recapture some of the savings or
modify design features to finance federal support of

insurance for all.

/ N
Exhibit ES-8. Savings Can Offset Federal Costs of Insurance:
Federal Spending Under Two Scenarios
Dollars in billions
Net federal spending with insurance alone
$350 B Federal spending with insurance plus payment and system reforms
$300 -
$250

$250 -

$200 - $169

$150 -

99
st0| . °
$50 -
$4
$0 T T 1
2010 2015 2020
Data: Estimates by The Lewin Group for The Commonwealth Fund.
Source: The Path to a High Performance U.S. Health System: A 2020 Vision and the Policies to Pave the Way,
_ February 2009. )
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CONCLUSIONS

Moving forward on a comprehensive reform agenda
and making significant progress quickly require
major changes. In a care system that touches so many
lives and generates over $2 trillion in revenue per
year, such changes will be very difficult to make. Yet,
if we fail to act now with bold reforms, the situation
we face in the future will be much worse.

The insurance design, including the exchange
and new public plan, seeks a dynamic, competitive
strategy that retains a mixed private and public insur-
ance system, with the best of what each sector has to
offer. The challenge will be achieving a balance in
which the public and private plans compete within
market rules or regulations that stimulate innovation
and outcomes in the public interest. It will be impor-
tant to develop a mechanism to set the price point
and payment policies in a nonarbitrary fashion. The
goal should be to provide incentives and support for
high-quality and efficient care systems, with rational
public and private insurance payment policies. The
Commission will continue to explore and address
this issue in upcoming reports.

It will take time and flexibility to develop inno-
vative payment reforms to stimulate the kinds of
delivery system changes needed. Currently, public
programs like Medicare, the Civilian Health and
Medical Program of the Uniformed Services, and the
Federal Employee Health Benefit Program set pay-
ment policies in multiple ways. If the new public
plan and Medicare are to support improved perfor-
mance, they will need the authority and flexibility to
act on behalf of beneficiaries, with targets set by
Congress and the President. This will also require
accountability for preserving and enhancing access
and health outcomes. A new national health council,

Medicare board, or other mechanism will be necessary

to enable Medicare and the new public plan to serve
as prudent purchasers, to facilitate and spread inno-
vative payment policies, and to collaborate

with private and other public payers within a
multipayer system.

Significant reform will also be needed to change
the way we pay for care to focus on value and to set
up a national exchange in which all insurers agree to
accept everyone and charge the same premium,
regardless of health. Providing positive incentives for
patients to seek high-quality, effective care and
assess alternatives will require investment in informa-
tion systems, public reporting, and support for
evidence-based medicine and mechanisms for
applying that evidence.

Opverall, moving on a path to high performance
will require that we, as a nation, reach consensus that
the status quo is not acceptable. It will require bold
action on behalf of the greater good of the popula-
tion, health outcomes, and economic security.
Successful implementation of effective policies will
require leadership with authority to act and collabo-
ration across sectors to achieve targets and goals.

The results presented in this report underscore
several key themes and build on the Commission’s
earlier analysis of strategies to achieve a high perfor-

mance system:

*  We should aim high. Better access and health
outcomes, along with slower cost growth, are
possible. It is urgent to start now. The conse-
quences of maintaining the status quo—in terms
of both human and economic costs—put the
nation at risk. Early action has the potential for
substantial cumulative benefits. Delay increases
the magnitude of the problems. We cannot afford

to continue on our current path.
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A comprehensive system approach is essential.
We need to simultaneously expand coverage
and take bold action to improve quality and
efficiency. There is no “magic bullet” that can
alone address rising costs, access, and quality. A
coherent set of policies aimed at misaligned
incentives, an information deficit, and structural
flaws that drive costs up and drag outcomes

down is necessary to improve.

Better information is a key to improved per-
formance. We need to invest for the future.
Improving the health system requires a clinical
information system to support patients and clini-
cians; better evidence on the effectiveness of
treatments, drugs, and devices; and information
to compare performance at the national, commu-

nity, and provider levels.

Insurance provides an essential foundation for
payment and system reforms. If designed to
ensure access and improve insurance efficiency,
coverage expansion provides a base for payment
and system changes that create more consistent
signals and drive delivery systems to higher per-
formance. Benefit design can provide incentives
for preventive care and essential care for chronic
disease. Less fragmented coverage enables pur-
chasing leverage for change. Universal coverage,
coupled with payment and system reforms,
would provide a catalyst for significant gains

in value.

Value means more than savings. Higher value
includes improvements in quality, equity, access,
and healthy lives, in addition to savings. The
potential to improve health outcomes, not just

savings, should drive decisions for the future.

Achieving high performance will require all
stakeholders to take part in solutions and
come together to focus on the gains for
patients and the nation. Expanding coverage to
everyone, improving performance, and achieving
national health system savings will not be easy.

It will require a shift in the way we pay for and
deliver care, as well as major insurance reforms.
Payers and providers must address current pay-
ment inequities and reach consensus on reforms

to support efficient, high-value care.

Leadership is critical. Building consensus
requires leadership and public—private collabora-
tion. Successful implementation of effective
policies requires leadership with authority to

act and collaboration across sectors to achieve

targets and goals.

As a nation, we all gain by moving in new direc-

tions to expand coverage and implement payment
and system reforms, with a focus on improving health,
patient experiences, and value. The stakes are high if

we fail to act.

Windows of opportunity for real health reform

do not stay open for long. While the challenge is
daunting, it is imperative that our new federal leader-
ship move swiftly to change direction and put the

U.S. health system on the path to high performance.



Summary of Policy Modeling Specifications for Coverage and Cost Estimates

Coverage

National Health Insurance Exchange. Offers businesses and individuals a choice of private plans and a new
public plan, phased in by size of firm with all eligible by 2014. Premium of the public plan would be com-
munity rated within broad age bands. Benefits are similar to the standard option in the Federal Employees
Health Benefits Program. The plan would use Medicare’s claims administrative structure and reformed pay-

ment methods and rates.
Individual Mandate. All individuals are required to obtain coverage.

Affordability. Premiums are capped at 5 percent of income for low-income individuals and 10 percent of

income for those in higher-income tax brackets.

Shared Financial Responsibility. Employers are required to provide coverage or contribute to a trust fund.

The example used in the model included 7 percent of payroll, up to $1.25 an hour.

Medicaid/SCHIP Expansion. All individuals with incomes up to 150 percent of the federal poverty income
level are eligible for Medicaid acute care benefits. Medicaid provider payment rates are raised to Medicare

levels. The federal matching rate is increased to offset state costs.

Medicare. The two-year waiting period for coverage of the disabled is eliminated. Medicare beneficiaries are

offered a supplement with the same acute care benefits as in new public plan and premium affordability provisions.

Insurance Market Reforms. Require community-rate premiums (age bands permitted) and guaranteed issue

and renewal of policies. Premium and insurance information would be publicly available on the Web.

Payment Reform: Aligning Incentives to Enhance Value

Enhance Payment for Primary Care. Increase Medicare payments for primary care by 5 percent and apply

differential updates for primary care and other care.

Encourage Development and Spread of Patient-Centered Medical Homes. Provide payment per patient in
addition to fee-for-service to practices qualified to provide patient-centered care. Reduced premiums and
cost-sharing available to patients who designate a primary care practice as their medical home. Shared savings

would be distributed on the basis of performance.

Bundled Payments for Acute Care Episodes. Expand acute care payment to include services during the
hospital stay and 30 days post-discharge in a global fee. The policy would be phased in, starting with
inpatient services in 2010, then post-acute care in 2013, and hospital inpatient and outpatient physician
care in 2016.
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Correcting Price Signals. Modify payments by: 1) slowing the rate of Medicare payment updates in geo-
graphic areas with high costs; 2) reducing prescription drug costs by having Medicare pay Medicaid prices for
drugs used by dually eligible beneficiaries and determining Medicare payments for unique drugs with effec-
tive monopolies based on prices paid in other countries; and 3) resetting benchmarks for Medicare

Advantage plans in each county to projected per-capita spending under traditional Medicare.

Investing in Information Infrastructure

Accelerate the Adoption and Use of Health Information Technology. Require all providers to report key
health outcomes electronically by 2015 to qualify for payment updates. Provide funding to support health
information networks and assistance for safety-net providers and small practices through a 1 percent assess-

ment on insurance premiums and Medicare outlays.

Center for Medical Effectiveness and Health Care Decision-Making. Create a mechanism to develop
information on the clinical and cost-effectiveness of alternative treatment options. Fund the Center with a
.05 percent assessment on insurance premiums and Medicare and Medicaid spending. Use the information
in benefit designs with higher out-of-pocket costs or differential pricing depending on comparative effective-

ness and include physician—patient shared decision-making.

Promoting Health and Disease Prevention

Reduce Tobacco Use. Increase federal taxes on tobacco products by $2 per pack of cigarettes. Use revenues

to fund public health programs and insurance expansion.

Reduce Obesity and Alcohol Use. Establish a new tax on sugar-sweetened soft drinks of 1 cent per
12-ounces to finance state obesity prevention programs, and increase the federal excise tax on alcohol by
5 cents per 12-ounce can of beer, with proportionate increases on other alcohol products. Use funds for

prevention and insurance expansion.

Methodology Note: Modeling the Commission recommendations required detailed specifications for each of
the policy approaches. The following specifications were used for illustrative purposes. Recognizing that
multiple policy variations are feasible for key policy reforms, the Commission endorses the strategic approaches
rather than the specific policy parameters used to model potential effects. The main report provides further
detail. The Lewin Group technical report, The Path to a High Performance U.S. Health System: Technical

Documentation, is available at www.Lewin.com for data and parameters used to estimate 2010-2020 impacts.
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