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The Commonwealth Fund’s Mission

The Commonwealth Fund is a private foundation that promotes a high performance health care system providing better

access, improved quality, and greater efficiency. The Fund’s work focuses particularly on society’s most vulnerable, including
low-income people, the uninsured, minority Americans, young children, and elderly adults.

The Fund carries out this mandate by supporting independent research on health care issues and making grants to improve
health care practice and policy. An international program in health policy is designed to stimulate innovative policies and
practices in the United States and other industrialized countries.
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WHERE WE STAND TODAY

In a speech he gave nearly half a century ago, John E
Kennedy noted that the Chinese symbol for crisis
comprises the characters representing both danger
and opportunity. Today, his observation could not be
more relevant. The potent combination of recent
events in the United States has presented the nation’s
leaders with a historic opportunity to fix our broken
health care system.

With 116 million adults under age 65 reporting
health care-related financial issues, the nation’s
health care crisis and economic crisis have become
inextricably intertwined. As unemployment grows,
more Americans will join the ranks of the uninsured.
States under pressure to balance their budgets are
already making cuts in health programs that serve
low-income adults and children. Already families—
even those with insurance—are struggling to pay
their share of premiums and medical expenses.
Two-thirds of all adults under age 65 report being

uninsured or underinsured, forgoing needed care,

or struggling to pay medical bills or accumulated
medical debt.!

Ours is the only industrialized nation that fails to
ensure that all its citizens have access to affordable
health care. We are slipping further behind what
other countries achieve with their more modest
investment in health care: the U.S. now ranks 19th
out of a group of 19 major industrialized countries
on an important measure of health system perfor-
mance: mortality amenable to medical care. If we did
as well as the best-performing countries, we would
have 100,000 fewer deaths each year.?

Access is not the only problem. The poor per-
formance of the U.S. health system also adds to the
economic crisis. Currently, the United States spends
twice as much per person as other major industrial-
ized countries, saddling American businesses—
especially those with aging workforces—with high
expenses. It adds to burdens on taxpayers and squeezes
other public priority needs, from education to the

nation’s aging infrastructure.



An Estimated 116 Million Adults Were
Uninsured, Underinsured, Reported a Medical
Bill Problem, and/or Did Not Access Needed
Health Care Because of Cost, 2007

Medical bill/debt problem
17.7 million
10%

Adequate coverage
and no bill or
access problem
61.4 million
35%

Medical bill/debt
and cost-related
access problem
54.4 million
31%

Uninsured anytime
during the year or
underinsured
17.6 million
10%

Cost-related
access problem
25.9 million

15%

177 million adults, ages 19-64

Source: S. R. Collins, J. L. Kriss, M. M. Doty, and S. D. Rustgi, Losing Ground: How
the Loss of Adequate Health Insurance Is Burdening Working Families: Findings
from the Commonwealth Fund Biennial Health Insurance Surveys, 2001-2007,
The Commonwealth Fund, August 2008.

An Opening for Change

President Barack Obama has noted, rightly, that
health care reform is integral to economic recovery.
Investing now in the information technology and
other tools needed to modernize our health system,
as well as in children’s health that will contribute to a
healthy workforce in the future, will pay dividends in
lower costs and greater productivity in the future.

As we have seen so recently in response to the
financial crisis, when government and the business
community work together they can creatively address
urgent national needs. Reform of our health care sys-
tem is such a need. Government, business, purchas-
ers, providers, patients—each must be part of the
solution. We must all be willing to change—and to
put what is in the best interest of patients first—if we
want to reap the rewards of a high-value, equitable
health care system.

We are fortunate that within our imperfect health

care system are examples of all the components that,
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properly organized, reformed, and financed, can
enable the nation to provide high-quality, affordable
care to virtually every American. Systematically
applying and disseminating what we know works
would help put the U.S. on the path to a high-
performance health system.

As a nation, we stand today at the threshold of
an era ripe with opportunity. A new administration
in Washington—one that has promised serious atten-
tion to health care reform—gives us hope that pro-
viding insurance to all Americans, reducing costs,
and improving quality and equity will all soon be in

the forefront of our national policy debate.

LEADING THE WAY TO A HIGH PERFORMANCE
HEALTH SYSTEM
The Commonwealth Fund Commission on a High
Performance Health System has issued a call to
action for health reform.? It underscores that a
critical step toward achieving a high performance
health system is to provide insurance coverage to all
Americans. But equally essential are bold actions that
simultaneously improve the quality and efficiency of
health care delivery—so that we improve the lives of
Americans, alter the trajectory of health care costs, and
make it easier for patients to obtain the care they need
and providers to practice the best of modern medicine.
The Commission calls for the following steps to

be taken:

*  Provide affordable health coverage for all. It is time
that all Americans received the security of health
care coverage enjoyed by citizens of every other
major industrialized country. Providing every-
one—regardless of age or employment status—
with affordable insurance options, including a
comprehensive package of benefits, will enhance

access to care. This, in turn, will help reduce
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disparities in care, increase the proportion of peo-
ple receiving appropriate primary care to prevent

illness, and improve the care and health of mil-

lions of Americans living with chronic conditions.

*  Reform provider payment. Our open-ended fee-
for-service payment system must be overhauled
to reduce wasteful and ineffective care and to
spur innovations that can save lives and increase
the value of our health care dollars. We need
to revamp our system for paying health care
providers—reform that will reward high-quality
care and prudent stewardship of resources, move
toward shared provider accountability for the
total care of patients, and correct the imbalance
in payment whereby specialty care is rewarded

more than primary or preventive care.

*  Organize our care delivery systems. We need to
reorganize the delivery of care, moving from
our current fragmented system to one where
physicians and other care providers are rewarded
for banding together into integrated or virtual
organizations capable of delivering 21st-century
health care. Patients need to have easy access to
appropriate care and treatment information, and
providers need to be responsive to the needs of all
their patients. Providers must also collaborate in
delivering high-quality, high-value care, and
they should receive the support needed for

continuous improvement.

*  [nvest in a modern health system. The U.S. lags
behind other countries in the adoption of health
information technology and a system of health
information exchange. In such a system, patient
information would be available to all providers at
the point of care, as well as to patients themselves
through electronic health record systems, helping
to ensure that care is well coordinated. Early

investment in the infrastructure of a high

performance health system—including
information technology, research on comparative
effectiveness of drugs, devices, and procedures,
data on provider performance on quality and
affordability, and a workforce that ensures a team

approach to care—is an essential building block.

»  Ensure strong national leadership. None of the
above will be possible if government does not take
the lead. The federal government—the nation’s
largest purchaser of health care services—has tre-
mendous leverage to effect changes in coverage,
care delivery, and payment. National leadership
can encourage the collaboration and coordination
among private-sector leaders and government
officials that are necessary to set and achieve
national goals for a high performance health
system. It can also help set priorities and targets
for improvement, create a system for monitoring
and reporting on performance, and issue recom-
mendations on the practices and policies required

to achieve high performance.

Coverage for all Americans should be pursued
simultaneously with the initiation of reforms aimed
at improving the quality of care and efficiency of the
health system. Universal coverage should not be held
hostage until a more efficient health system is achieved.
At the same time, coverage should not be expanded
without at least beginning to make the system changes
necessary to achieve a level of value that is commen-

surate with the nation’s investment in health care.

Coverage: Building Toward
Universal Coverage

The Obama Campaign Proposal
A transformed health system must start with health
insurance for all. The Obama presidential campaign

laid out a strategy for achieving affordable coverage
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for every American that relies on a mixed system of
private and public insurance options. Building on the
best of what works, the plan would retain employer-
sponsored health insurance, which now covers nearly
160 million Americans, and permit people who want
to continue their current coverage to do so.* It would
also retain Medicaid and the State Children’s Health
Insurance Program (SCHIP), and offer them as cov-
erage choices to all low-income adults and children.
Medicare, too, would continue to cover older and
disabled adults.

But the Obama proposal would also provide
small businesses and individuals with a choice of new
affordable coverage options made available through a
national health insurance exchange, modeled on the
Massachusetts health reforms and the Federal
Employees Health Benefits Program (FEHBP). In
addition to private plans, there would be a new
public health plan option.

A key question is how expanded coverage will be
financed, especially premium assistance for low-
income and moderate-income households. The
Obama campaign proposal embraced shared financial
responsibility for health care—with contributions
from federal and state government, employers, and
households. All except small businesses would be
required to either cover their workforces or contrib-
ute to a fund for coverage. Households would also
contribute to coverage, with premium assistance
available to ensure affordability. Tax breaks for
higher-income households, enacted during the Bush
administration, would be repealed or allowed to
expire to fund coverage expansions.

Depending upon a number of specific critical
design decisions, these funds may not be sufficient to
cover the federal budget cost of the plan. In a time
of economic crisis, expanded health insurance cover-

age will help stimulate the economy and create jobs,
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as well as contribute to better health and productiv-
ity. Deficit financing in the early years can be justi-
fied as part of an economic recovery program. But
financing sources in out-years are needed to ensure
long-term fiscal soundness. Savings offsets are possi-
ble from payment and system reforms—these invest-
ments and changes should receive priority attention
in the first phase of health reform as their impact is
greater in out-years.

Still, other sources of long-term financing will
need to be identified and assessed. These might include
higher taxes on high-income households, or a redi-
rection of funds “within the system,” such as indirect
subsidies for care of the uninsured. Taxes on harmful
health products—such as sugared soft drinks and
tobacco products—should be among the financing

options considered.

The “Building Blocks” Approach
A health care reform framework developed by staff at
The Commonwealth Fund shares many essential fea-
tures with the Obama campaign proposal.’ Known as
“Building Blocks,” it would retain our mixed private—
public system of coverage, require employers to pro-
vide health insurance to employees or contribute to a
fund, and establish a national health insurance
exchange, or connector, to offer private plans as well
as a public plan modeled on Medicare to small busi-
nesses and individuals. Combining a requirement for
coverage under either a public plan or private plans
with selected provider payment and health system
reforms would make it possible to cover nearly every-
one—at minimal cost to the federal budget and with
total net savings to the health system.°

The Building Blocks framework, however, differs
from the Obama campaign proposal in some impor-
tant respects: it requires everyone to obtain health

insurance coverage; it does not include tax subsidies
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for businesses; and it improves benefits and financial
protection for Medicare beneficiaries comparable to
those under age 65.

Because it includes details on the amount of pre-
mium assistance that would be made available to
lower-income families, the amount of employer con-
tributions, and other features, it is possible to esti-
mate the impact Building Blocks would likely have
on total health system spending and on the federal
budget. According to calculations by the Lewin
Group,” public plan actuarial premiums would be
20 percent to 30 percent lower than premiums typi-
cally charged for employer-sponsored plans, espe-
cially those in the small-group market—Ilargely
because of Medicare’s lower administrative costs and
payment rates for providers. Overall, the Building
Blocks framework could not only help ensure that
affordable coverage is available to the uninsured, but
it could ensure improved coverage at lower costs for
many employers, the self-employed, and insured

individuals who now buy coverage on their own.

Gains in coverage. Near-universal coverage could also
be achieved using the Building Blocks framework,
according to the Lewin Group. Forty-four million
people in the United States who are currently
uninsured would have health insurance, or 99 percent
of the total U.S. population. Premiums would be
limited to no more than 5 percent of income for
lower-income families, and 10 percent of income for
other households.

The requirement that employers cover employees
or contribute to coverage would persuade more
employers to offer coverage. Premium assistance
based on income would also make it possible for
more low-wage workers to take up their employers’
offers of health coverage.

In addition, under the Building Blocks frame-
work all Medicare beneficiaries would have improved
benefits and adequate financial protection, with pre-
miums capped as a percentage of income. Elimination
of the two-year waiting period for coverage of the
disabled under Medicare would add an additional

Building Blocks for Automatic and Affordable Health Insurance for All

New coverage for 44 million uninsured in 2008

D 4

National

Employer insurance

group coverage S —

VAL = TOTAL =
142m 60m

t 14

Improved or more affordable coverage for 49 million insured

Source: Based on analysis in C. Schoen, K. Davis, and S. R. Collins, “Building Blocks for Reform: Achieving Universal Coverage with
Private and Public Group Health Insurance,” Health Affairs, May/June 2008 27(3):646-57, from Lewin Group modeling estimates.

Medicaid/ Medlicare
2L TOTAL =
TOTAL = 43m

42m
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1 million people to Medicare, enabling them to get
the early care needed at the onset of disability from
serious conditions, such as cancer. Letting older
adults and early retirees buy into Medicare would
ensure them affordable coverage at a premium that
reflects far better value than health plans offered in the
individual insurance market—if they are available at

all to people with health conditions.

Better quality of coverage. For the 49 million people
with insurance who change coverage, their health
coverage would improve or their premiums would
be lower. Small businesses (with fewer than 100
employees), in particular, would likely respond to
the possibility of improved, lower-cost coverage by
buying coverage through the national insurance
connector instead of directly in the private market.
Altogether, total employer-based coverage—
sponsored either directly by employer health plans
or financed by employers through the connector—
would increase from 158 million people to 184 mil-

lion, or from 53 percent of the population to 63 per-
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cent. The change in coverage reflects decisions made
by employers or, in some cases, by individuals, to
switch to better health coverage—rather than a
requirement that people change their current cover-
age.® Given that many Americans are satisfied with
their current coverage, offering choices is likely to
garner greater support than radical changes made to
existing insurance.’

An estimated 60 million Americans would be
covered through the national insurance connector,
including those individuals whose employers pur-
chase insurance through the connector. Approxi-
mately three-quarters, more than 45 million people,
would obtain coverage through the new public plan
option, and the remaining 15 million people would

be in private plans.

Lower costs, more competition. The attraction of the
public plan option modeled on Medicare is its lower
premiums—an average of 20 to 30 percent lower—
compared with private plan offerings.!® Medicaid

provider payment rates, which are substandard in

Current law (millions)

Uninsured
48
(16%)

Other
14
(4%)

Building Blocks with Connector and Public Plan Option, 2008

Connector & public plan option (millions)

Other
7 Uninsured

2%) 4
Medicaid/SCHIP \/ (1%)
42

(14%)

Employer Medi
Medicaid/SCHIP 158 64'5"6 Employer
(53%) 142

38

(13%) (48%)

Individual
purchase
15

Medicare
40
(14%)

Employer
purchase

Total population = 298 million

Source: Based on analysis in C. Schoen, K. Davis, and S. R. Collins, “Building Blocks for Reform: Achieving Universal Coverage with
Private and Public Group Health Insurance,” Health Affairs, May/June 2008 27(3):646-57, from Lewin Group modeling estimates.
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many states, would be raised to Medicare levels to
ensure adequate provider participation. Covering the
uninsured and underinsured largely through the pub-
lic plan option and Medicaid/SCHIP is an economi-
cal way to expand coverage. Providers under the pub-
lic plan option are paid at Medicare rates rather than
at higher commercial insurer rates.

Private insurers are likely to respond to the com-
petition from a public plan option by forming more
highly integrated delivery systems or selecting high-
value providers for participation in networks.
However, if the public plan continues to be less
expensive over time, it might be expected that more
people would switch to public coverage. This could
lead to further transformation of the private insur-
ance market, as private insurers endeavor to “meet
the competition” by lowering overhead and adopting
innovative practices in pursuit of higher value or
lower premiums. Private plans meeting certain condi-
tions could also be permitted to pay at Medicare
rates, with provider participation in Medicare and
national health insurance exchange plans conditional

on accepting such rates as payment in full.

System reforms are a critical part of this plan, and
they should include giving providers and patients the
information they need to make appropriate health
care decisions, revising methods for paying providers
to encourage greater accountability for the care deliv-
ered, and encouraging preventive care use and health
promotion. In a report for The Commonwealth
Fund, Bending the Curve, The Lewin Group esti-
mated the impact of 15 options to illustrate the
potential of multifaceted approaches for addressing
projected health care expenditure increases.!' The
most promising of these options are described in

more detail below.

Cost: Reforming Payment by Leveraging
Medicare’s Purchasing Power

An essential step in transforming the health care sys-
tem is changing the financial incentives for hospitals,
physicians, and other health care organizations so
that they become more accountable for patient
health outcomes and the prudent use of resources.
Medicare could lead the way by instituting a system

for the rapid testing, adoption, and spread of innova-

$14,000 -
$12,000 1
$10,000 -
$8,000
$6,000 -
$4,000
$2,000 1
$0

Single coverage

Building Blocks Lowers
Annual Premiums for Individuals and Families

B Average premium for employer coverage
B Average premium for Medicare Extra plan

Source: G. Claxton, J. R. Gabel, B. DiJulio et al., “Health Benefits in 2008: Premiums Moderately Higher, While Enrollment
in Consumer-Directed Plans Rises in Small Firms,” Health Affairs Web Exclusive (Sept. 24, 2008):w492-w502; adapted from
C. Schoen, K. Davis, and S. R. Collins, “Building Blocks for Reform: Achieving Universal Coverage with Private and Public
Group Health Insurance,” Health Affairs, May/June 2008 27(3):646-57.

$12,680

Family coverage
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Geisinger Medical Home Sites and Hospital Admissions

Hospital admissions per 1,000 Medicare patients
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Health Affairs, Sept./Oct. 2008 27(5):1235-45.
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Source: R. A. Paulus, K. Davis, and G. D. Steele, “Continuous Innovation in Health Care: Implications of the Geisinger Experience,”

tive payment methods. These should include reward-

ing high-performing health care organizations for

results, not for the quantity of services delivered.
The three most promising changes to provider

payment are:

*  Recognizing physician practices or health systems
that serve as patient-centered medical homes. A
Commonwealth Fund survey found that patients
cared for by physician practices that are accessible
and organized are much more likely to receive
preventive care and assistance managing their
chronic conditions.'? With Fund support, the
National Committee for Quality Assurance has
developed standards for physician practices to
qualify as patient-centered medical homes. In
addition to current fee-for-service payments or
a global primary care fee covering all primary
care needed by enrolled patients, a medical home
fee could also be paid to physician practices
that meet medical home standards—that is,
they provide accessible and coordinated care to

patients and assume responsibility for ensuring

patients get all appropriate preventive care and
assistance with managing chronic conditions.
The Commonwealth Fund is supporting an
initiative to help safety-net clinics—which serve
low-income and minority patients—transform
themselves into patient-centered medical homes.
Preliminary evidence from Fund-supported
studies suggests that having a medical home can
improve patients’ experiences and the quality
of clinical care while also reducing avoidable
hospitalizations.'> Moreover, estimates from

the Fund’s Bending the Curve report indicate
that reforming provider payment to strengthen
primary care and improve coordination could
generate $194 billion in national health

expenditure savings over 10 years.

Paying a global fee for acute hospital episodes,
including 30-day follow-up care. A new system
of payment for hospital care would make a
hospital or health care system accountable
not only for the initial hospitalization but any

subsequent complications, readmissions, or
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Medicare Hospital 30-Day Readmission Rates

Percent of Medicare beneficiaries admitted for one of 31 select
conditions who are readmitted within 30 days following discharge*

2003 2005 10th 25th  75th 90th

19 20

15 16

10th  25th  75th  90th

U.S. Mean Hospital Referral Region
Percentiles, 2005

* See Appendix B (p. 59) of the Why Not the Best? report for list of conditions used in the analysis.

Source: The 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, The Commonwealth Fund, July 2008. Data: G. Anderson and R. Herbert, Johns
Hopkins University analysis of Medicare Standard Analytical Files (SAF) 5% Inpatient Data.

State Percentiles, 2005

emergency care. The Commonwealth Fund’s
State Scorecard on Health System Performance
found wide variation in Medicare hospital
readmission rates across states.!4 The percentage
of Medicare patients readmitted to the hospital
within 30 days averaged 18 percent in 2005,

but hospital readmission rates varied from 14
percent in some areas to 21 percent in others. The
Fund is supporting the Institute for Healthcare
Improvement in its initiative to reduce avoidable
hospitalizations by providing hospitals with
practical guidance on ways to decrease compli-
cations during hospital stays, improve patient .
communications in the discharge process, and
monitor patients after discharge.

Aligning financial incentives to reward
hospitals for better transitional care from hospital
to home or nursing home could spur such efforts
and compensate hospitals for the additional cost
of changing processes to improve care. Hospital
systems, multi-specialty physician group prac-

tices, and integrated delivery systems that are

willing and able to assume financial risk for the
total care of patients over an episode of illness
could be paid a global fee for each episode, start-
ing with the initial hospitalization.'

Such a payment change could start with
Medicare. For Medicare alone, preventing avoid-
able hospitalizations could save $12 billion in
one year.'® The Fund’s Bending the Curve report
estimates that such a change would reduce
national health expenditures by $229 billion

over 10 years."”

Providing financial rewards for top-performing
providers. Medicare could reward all physicians,
hospitals, health systems, nursing homes, and
other providers that excel at providing top-quality
care. In recent years, the Medicare program has
begun publicly reporting mortality rates and
quality of care for selected hospitalized patients,
including those with heart attacks, congestive
heart failure, and pneumonia. Medicare demon-

strations are also testing new payment methods
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that peg payment to performance. Providing
bonuses to hospitals that ranked in the top 20
percent on quality metrics for major conditions
such as congestive heart failure and pneumonia
improved quality and achieved savings from re-
duced readmissions and fewer complications.'®
Similarly, a demonstration of rewards to physician
group practices for slowing the growth in Medicare
outlays stimulated new ways to avoid hospitaliza-
tion and achieve savings."” The Bending the Curve
report estimates that spreading the Medicare
hospital pay-for-performance demonstration to
all hospitals would save $34 billion in national

health expenditures over 10 years.

Each of these payment methods provides an
incentive for health care providers to improve quality
of care, coordinate care across care settings and over
time, and prevent avoidable hospitalization and com-
plications. In doing so, they create a dynamic that
leads to higher-value care—better outcomes, higher

quality, fewer complications, and lower costs.
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Delivery System Reform: Organizing the
Health Care System Around the Patient
Providing modern, high-quality health care requires
moving to a more organized delivery system that taps
the expertise of a team of health professionals, from
primary care and specialist physicians to nurses and
pharmacists. As outlined above, Medicare can help
lead the transformation of health care delivery by
basing its payment policies on health outcomes and
results, not on who provides a given medical service.
Medicare can also encourage greater organization of
care by recognizing systems of care—from individual
clinics to large integrated delivery systems—that reach
high standards of care, report their results publicly, and
assume accountability for patients. This includes mak-
ing sure that every enrolled patient is up-to-date with
all recommended preventive care, and that all patients
with chronic conditions receive the follow-up care
necessary to keep their conditions under control.
These principles should apply to the private plans
that now serve Medicare beneficiaries. Current meth-

ods of payment and reporting for private Medicare

20+

Medicare Experimenting with Pay for Performance
CMS-Premier Hospital Quality Incentive Demonstration:
Higher Quality Hospitals Have Fewer Readmissions

Readmission rates by pneumonia quality ranking (percent)

15.4 14.8
151 13.6 13.1
11.6
101
5

Bottom 25%-50%
quality
quartile

© 2005 Premier, Inc.

51%-75%

Source: Stephanie Alexander, “CMS/Premier Hospital Quality Incentive Demonstration Project: 1st Year Results,” Presentation at an
Institute of Medicine Pay for Performance Subcommittee Meeting, November 30, 2005.
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Advantage plans do not encourage them to reach
high levels of quality and efficiency. Rather, these
plans are paid, on average, 13 percent more to care
for patients than it would cost under traditional
Medicare. Not surprisingly, the “overpayment” of
private plans that was authorized by the 2003 Medicare
Modernization Act has led to their rapid proliferation
and to growth in their Medicare beneficiary enroll-
ment. The Bending the Curve report estimates that
leveling the playing field between Medicare Advantage
plans and traditional Medicare would save $50 bil-

lion in national health expenditures over 10 years.

Infrastructure Investment: Meeting and
Raising Benchmarks for Care

The federal government can also raise the bar for
health system performance and help providers get the
tools they need to reach the highest attainable levels
of performance. This should start with setting explicit
goals and priorities for improvement—including a
focus on the most prevalent chronic conditions, which

account for a large majority of health care costs.

For example, Medicare could join with private
insurers and other payers to develop a database that
lets providers and the public know how they are
doing relative to what is possible. Having reliable
comparative data, adjusted for differences in patient
characteristics, is the first step along the path to
improvement. Such a database should provide timely
feedback on how each and every provider—whether
health system, hospital, physician, or long-term care
facility—is doing on quality and health outcome
metrics that are tied to achievable benchmarks. The
Commonwealth Fund is helping to support such a
tool through its WhyNotTheBest.org Web site with
data and tools to improve hospital clinical quality
and patients’ experiences.

Medicare, Medicaid, and private insurers can also
ensure that the care they cover is based on the best
and latest research findings on effectiveness. Insurers
should cover all medications, devices, and procedures
that have been scientifically shown to improve
patient outcomes and quality of life. But insurers also

should be prudent purchasers, paying no more for a
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device or treatment than they would for another that
is equally effective. The Bending the Curve report
estimates that a center on medical effectiveness and
health care decision-making could save $368 billion
over 10 years, if insurance benefit design and pay-
ment were tied to evidence on cost-effectiveness.
Modern health care also requires replacing anti-
quated paper-based medical records with systems that
take advantage of modern health information tech-
nology. Medicare can do its share by joining with
private payers in contributing funds to help those
who cannot afford to purchase such technology on
their own—especially safety-net clinics and hospitals
serving uninsured and low-income patients. It can
also create incentives for the adoption of information
systems meeting approved standards, and help estab-
lish “health information networks” that allow
patients and the health professionals that care for
them to have all relevant medical information avail-
able at their fingertips. While such a change requires

upfront investment, it would begin to pay dividends

PRESIDENT’S MESSAGE 2008

after seven years and generate net savings of $88 bil-

lion over a decade.

Ensuring Accountable National Leadership
and Public—Private Collaboration

While it is clear what the federal government could
do to help move the U.S. health system further along
the path to high performance, carrying out change

is difficult in a highly political environment where
consensus must be reached among 535 members of
Congress and endorsed by the President. That is why
the federal government must assume a much greater
leadership role.

Strong, effective leadership, however, requires
independence and authority to act quickly to test
and spread new ideas. By strengthening Medicare
with a “board of directors’—an independent health
board or health authority—it would be able to struc-
ture an appropriate set of incentives for beneficiaries
and health care providers. This would involve setting

payment methods and levels, making decisions on
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what drugs, devices, and procedures are covered, set-
ting conditions of provider or health care organiza-
tion participation, and ensuring rapid information
feedback to providers and beneficiaries on outcomes,
quality, accessibility, and efficiency of care achieved
by different health care organizations and providers.

To ensure accountability, Congress would need to
establish a framework for operation of the new health
board. For example, there might be five-year targets
on Medicare spending per beneficiary, along with a
requirement that costs cannot be shifted to private
payers, states, or beneficiaries. The health board
should be required to make an annual report to
Congress on the extent to which Medicare is improv-
ing outcomes, quality, access, equity, and efficiency
of care for its beneficiaries—as well as the health sys-
tem as a whole—and what key actions it proposes to
implement in the coming year.

While Congtess could retain the authority to
override the proposed plan of action and substitute
an alternative that achieves the same overall goals, the
health board should be structured to ensure its inde-
pendence and ability to implement a long-range
vision. This might mean that full-time board mem-
bers are appointed by the President to lengthy terms.
Rather than representing the different interests
affected by Medicare policy, all board members
should have the requisite expertise to carry out the
functions assigned to them.

In addition, the health board should be autho-
rized to convene and collaborate with private payers
and other parties to streamline and simplify many of
the conflicting regulations and processes that burden
the health care system. For example, one system of
data reporting, one set of performance metrics, and
one set of conditions for provider participation
should greatly reduce current administrative costs

and burdens on providers.

PUTTING IT ALL TOGETHER: A ROADMAP

TO A TRANSFORMED HEALTH SYSTEM

These actions, taken together, have the potential to
achieve near-universal coverage, improve quality, and
expand access—all while generating health system
savings of at least $1.6 trillion over 10 years.”
Broader health system reforms, if combined with
coverage expansion, would also achieve federal bud-
get savings that largely offset the cost of achieving
universal coverage after five to 10 years.

On issues of cost, quality and coverage, a trans-
formed Medicare payment system is the key to a
transformed health system. As the discussion about
reforming health care gathers steam during 2009,
The Commonwealth Fund, together with its
Commission on a High Performance Health System,
will continue to make the case for an integrated
approach to system reform, one in which issues of
access, quality, and cost are considered concurrently.
We will also continue to stress the importance of
leadership and collaboration among business, govern-
ment, insurers, providers, and patients—no matter
what path reform takes. By providing information on
promising initiatives, assessing the likely impact of
proposed policies, and offering new ideas, we hope to
assist health care leaders and policy officials who are
committed to making the U.S. health system truly
the best it can be.

Windows of opportunity for real health reform
do not stay open for long. While the challenge is
daunting and the stakes are high, it is imperative that
our new federal leadership moves swiftly to change
direction and put the U.S. health system on the path

to high performance.

AT
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In recent months, the international financial system has
experienced the most severe turmoil since the Great
Depression of the 1930s—stresses that in September
2008 came close to completely freezing up the flow of
credit that is the lifeline of all economic activity. The
ensuing bankruptcies and fire sales of financial power-
houses, and the government’s interventions, have fun-
damentally changed the structure of Wall Street and
international financial markets.

At this point, actions by the U.S. Federal Reserve,
U.S. Treasury, and other countries’ financial overseers
have brought the financial system back from the brink
of collapse. The Obama administration and Congress
have taken further steps, including the enactment of
an economic stimulus package of unprecedented pro-
portions. Efforts are also under way to identify
improvements in regulatory and market structures
needed to address the flaws that produced the crisis.

Although the real-world impact of financial chaos
is just beginning to unfold, it is useful at this point to
contemplate the implications for private foundations
and the constituencies they serve. I begin with a sum-
mation of the causes of the crisis, and then discuss the
impact on markets in general and private foundations
in particular. Next, after presenting a framework for
analyzing the extraordinarily diverse U.S. private
foundation sector, I offer some lessons on endowment

management that foundations might take from the

ongoing crisis. Finally, I turn to thoughts on how the
spending plans and program strategies of these institu-
tions are likely to be affected as they survey the dam-

age that has been inflicted in recent months.

MARKET ENVIRONMENT
In the words of Ben Inker of the investment manage-
ment firm GMO, “In 2007, the world saw the most
profound bubble in risk assets ever seen, and it is the
bursting of this bubble [in late 2008] that has led to the
enormous loss of wealth we have experienced to date.”
As shown in Figure 1, in 2008, outside the safe
haven of conventional U.S. government bonds, there
was no place to hide from the financial storm. U.S.
stocks, for example, fell by 37 percent (as measured by
the S&P 500); international stocks (MSCI EAFE
index), by 43 percent; emerging markets stocks, by 53
percent; energy stocks, by 23 percent; Real Estate
Investment Trusts (REITS), by 38 percent; commodi-
ties, by 36 percent; and hedge funds, by 18 percent
(through November 2008). Similarly, high-grade U.S.
corporate bonds declined by 3 percent, high-yield
corporate bonds by 26 percent, and even “safe” invest-
ments, such as U.S. Treasury inflation-protected
bonds (TIPS), by over 2 percent. Among all the major
market sectors, only U.S. Treasury bonds yielded

positive returns (12%).

PHoTo: Commonwealth Fund Board members Jane E. HenneY, M.D., professor of medicine at the University of Cincinnati Academic Health Center, RoserT C.
Pozen, chair of MFS Investment Management, and WiLLiam Y. Yun, executive vice president of Alternative Investments for Franklin Templeton Investments.
Pozen and Yun are members of the Fund’s Investment Committee, which meets regularly to review the performance of the endowment and individual

managers and reassess the allocation of investments.
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The shock that institutional and individual inves-
tors experienced in the autumn of 2008 was com-
pounded by the suddenness with which the collapse
across so many markets occurred. The first signs of the
coming storm appeared in July 2007, when short-
term credit markets seized up and a few heavily lever-
aged hedge funds failed. Still, the U.S. stock market
went on to achieve its all-time high in early October.
A further sign was the 9.5 percent return produced
by the S&P 500 for the first quarter of 2008, but most
were lulled by the fact that the major market index fell
by “only” 2.7 percent in the second quarter of the year,
during which period the first major Wall Street bank-
ruptcy occurred. Through August, the year-to-date
recurn on the S&P 500 was —11.4 percent—worri-
some, but perhaps normal, given the amount of con-
cern about the financial system and the economy
overall. Thus, when the storm finally broke with a
fury in September 2008, there was tumult throughout
the financial sector. In the last three months of the
year, the S&P 500 fell by 23.2 percent, and investors

were reeling.

Figure 1. The crash of 2008 devastated most financial markets,
leaving few safe havens for endowment investors
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The causes of the market bubble are as clear in
hindsight as they were disregarded in the making. In
summing them up, it is only fair to draw primarily on
the insights of investor Jeremy Grantham, a self-
described “perma-bear” whose warnings wentunheeded

for so Iong:2

* Sustained increases in the U.S. money supply,
beginning as an antidote to the Y2K fears of 2000
and augmented in response to the bursting of the

technology stock bubble in the early 2000s;

* Asaresult, enormous credit expansion, increased
leverage, and indebtedness throughout the U.S.
and, indeed, worldwide economy (private and
public), evidenced particularly in the housing

price bubble;
e At the U.S. Federal Reserve, the view that bubbles

cannot be tackled by authorities and can only be

allowed to run their course;

* A weakening financial regulatory environment;
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e The development over the last 20 years of the crisis, and to the potential long-term inflationary
increasingly complicated financial instruments effects of the medicine that is being administered.
whose market value can be difficult to ascertain or

whose risk can be easily misjudged;
y misjucs THE BURST MARKET BUBBLE IN PERSPECTIVE

*  Marked increase in risk-taking across all markets As severe as the current bear market in U.S. equities is,

and investor groups. N .
group the data in Figure 2 reveal that it is not of unprece-
dented proportions. The Great Depression era bear

In the crisis environment that has prevailed since . .
p market exceeded its damage (return of —55.5%) by wide

September 2008, monetary authorities, U.S. Treasury margins. More relevantly, the current bear markefs
return (at least through March 9, 2009), while the low-

est of any since the 1930s, is within striking range of

officials, and their overseas counterparts have focused
on massive temporary measures aimed at preventing a

breakdown similar to that which led to the Great
two more recent severe bear markets: that of the 2000—

Depression. Missteps have undoubtedly occurred 02 technology stock bust (—49.1%) and that of the
along the way, but recent narrowing of the difference 1970s oil embargo (—48.2% in 1973-74).

between the cost of borrowing by corporations and . )
& by corp No one can say how this market will play out, but

the federal government (the “yield spread”) suggests the historical record suggests three possible scenarios:
that the medicine may be beginning to take effect.

* A quick rebound, comparable to what happened
after the crash of 1987;

Much serious thinking, however, needs to be given to

addressing the policy and structural faults that produced

Figure 2. The current bear market in stocks is the second most severe
since 1926, but is close in scale to that of the technology
stock crash of 2000-02 and the oil crisis of 1973-74
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* A two- to five-year period of market recovery,
characterized by returns that are modest in
comparison with that of the great bull stock
market of 1982-2000 (S&P 500 average annual
return of 19.5%), the principal reference point of

the current generation of endowment managers;

* A “lost decade,” comparable to the experience of
the stagflation era of the 1970s to early 1980s,
when the average annual real return on U.S.

stocks was 0.3 percent.

Of these, the first seems highly unlikely, given the
excesses that had built up in markets and the gravity
of the underlying causes of the downturn. The third is
not out of the question, but it can be averted if the
monetary policy interventions now under way work
and if the federal fiscal stimulus package just enacted
encourages productive economic activity and addresses
underlying problems working against the long-term
health of the U.S. economy.

The most likely scenario is the middle one. Even a
perma-bear like Grantham believes that the severely
battered market has left most asset classes so underval-
ued that real (inflation-adjusted) returns of 5.7 per-
cent (small-capitalization stocks) to 10.4 percent
(high-quality stocks) are possible in U.S. equities over
the next several years—with generally better returns
possible in markets that are more undervalued than
the U.S. market (e.g., international stocks). As impor-
tantly, truly skillful investment managers, taking advan-
tage of buying opportunities not seen in such quantity
since 1982, should be able to produce returns superior
to these averages.*

This guarded optimism, however, must be quali-

fied by the following two cautions:

1. Markets tend to overshoot every bit as much

on the way down as they do on the way up,
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which gives credence to the fear voiced by less-
pessimistic managers than Grantham that the
S&P 500 may yet dip below its low point
so far (March 2009)—to 600 or worse—

before rebounding.

2. The Japanese experience of the 1990s (follow-
ing the crash of that country’s 1980s bull
market) demonstrates that, despite all that has
been learned about monetary and fiscal policy
since the 1930s, experts and policymakers
may still fail to prevent a decade of lost

economic growth.

THE DAMAGE TO FOUNDATION ENDOWMENTS
Comprehensive data on the impact of the market crash
on private foundations will not be available for some
time, but the data in Figure 3 are indicative of what has
happened. Looking at net returns through December
31, 2008, for 89 foundations, including The
Commonwealth Fund, as well as the Multi-Asset Fund
of The Investment Fund for Foundations (TIFF), we
see that during the 2008 calendar year the average
return for this group—which includes arguably some of
the best-managed foundation endowments in the
country—was —25.3 percent.’ As a result of the market
crash, the average annual return over the last three years
was —1.6 percent. The average annual return over the
last five-, seven-, and 10-year periods has been modestly
positive, but not enough to keep up with inflation and,
at the same time, enable foundations to meet their IRS-
required spending rate of 5 percent. In contrast, at the
end of June 2008, spending- and inflation-adjusted
returns for all of these periods were decidedly positive
for these foundations.

A very rough estimate of how much wealth has
been lost in the entire private foundation sector can be

arrived at by using the historical statistical association
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Figure 3. In 2008, leading foundation endowments suffered severely
negative returns, pulling down their long-term average annual returns to levels
insufficient to cover the 5 percent payout requirement as well as inflation
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Source: Cambridge Associates.
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Average annual returns for 89 foundation endowments,
including the TIFF Multi-Asset Fund, periods ending 12-31-08
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between market returns (weighted according to the
typical asset-class allocation of foundations) and year-
to-year changes in foundations’ total assets.® According
to The Foundation Center, in 2007, the market value
of the combined assets of all U.S. foundations was in
the neighborhood of $670 billion. As a result of the
market crash, total foundation assets by the end of
2008 were likely no more than $561 billion—a
decline of $109 billion, or 16 percent (Figure 4).
Knowledgeable observers argue that when the actual
data are in, the decline will prove to be closer to 25
percent, or $167 billion.

How the institutions bearing these losses are likely
to respond to this startling new financial reality, in
terms of endowment management practices, spending
policies, and program strategies, will be addressed
below. But first, it is useful to have a framework for
thinking about these questions that takes into account

unique characteristics of the foundation sector.

THE PrRIVATE FOUNDATION SECTOR:

A FRAMEWORK FOR ANALYSIS

Every study of private foundations emphasizes their
pronounced diversity—Dby size, mission, goals, business
model, and program strategies. For the purposes of this
analysis, it is useful to group the approximately 72,500
foundations that existed in 2006 (the latest year for
which data are available) by asset size and by key dif-
ferentiating features of their business models and pro-
gram strategies (Figures 5 and 6).”

With respect to business model, foundations may
choose to be either perpetual or to spend down assets
over a designated period. A variation on the spend-
down model is foundations that serve as “pass-
through” conduits for annual giving by donors.
Corporate-sponsored foundations are of the latter
type, but so are many very small foundations. While
there can be significant differences, both the investing

and spending practices of spend-down and pass-
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Billions

Figure 4. As a result of the 2008 market crash, total private foundation
assets have likely declined by at least 16 percent
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Figure 5. 270 private foundations with assets of $250 million or more in 2006
controlled 50 percent of the sector’s resources; the vast majority of the 72,477
foundations are very small organizations, with assets under $10 million.
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Mega foundations have assets of $15 billion or more; Very large, from $1 billion to $14.99 billion; Large, from $250 million to
$999.99 million; Mid-size, from $50 million to $249.99 million; Small, from $10 million to $49.99 million; Very Small, from
$1 million to $9.99 million; Micro foundations, less than $1 million. Source: The Foundation Center.
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through foundations are generally quite similar. They
are therefore not analyzed separately here.

On program strategy, foundations may choose to
use funds principally for conventional charitable pur-
poses—such as subsidizing the costs of building and
running hospitals, schools, universities, social service
organizations, and cultural organizations. Or they
may seek to bring about fundamental improvements
in society through investments in social infrastructure—
for example, in the case of health foundations like The
Commonwealth Fund, funding health policy research
and demonstrations testing better models of providing
health insurance and delivering health services.®

As shown in Figure 5, we know with a fair amount
of precision the array of private foundations by asset
size. It is a very concentrated distribution: the 270
foundations with assets of $250 million or more in
2006 controlled 50 percent of the entire sector’s

wealth, and those with $50 million or more, 71 percent
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of all foundation wealth. Meanwhile, 66,330 founda-
tions with assets of less than $10 million accounted for
just 13 percent of the sector’s resources.

Much less can be said concretely about the
frequency within each asset size category of perpetual/
spend-down and social improvement/charitable giving
organizations, but the data and notations in Figure 6
provide a close approximation. Setting aside the
special case of the Bill and Melinda Gates Foundation
(whose $33 billion in assets, prior to the recent
infusion of funds from Warren Buffett, dwarf the Ford
Foundation’s $12.3 billion, the second-largest
endowment), the bulk of private foundation assets
lodge with perpetual mid-size to very large foundations,
the great majority of which have essentially charitable
missions. Significantly, the number of perpetual
foundations dedicated to addressing fundamental
societal ills is relatively small, and their share of total

foundation resources is also small.” Given their share

Figure 6. Perpetual foundations aiming to address
fundamental problems in society are relatively few in number
and control a very small portion of total foundation assets in the U.S.
Perpetual Spend-down/Pass-through
(# of foundations) (# of foundations)
Social Social

Purpose/Endowment Size Improvement | Charitable | Improvement | Charitable
Assets $15 billion or more (1, with 5% 0 0 1 0
of sector assets
Assets $1 billion-$14.99 billion (61,
with 29% of sector assets) 19 40 1 1
Assets $250 million-$999.99 million
(208, with 16% of sector assets) 20 176 0 12
Assets $50 million—-$249.99 million
(1,245, with 21% of sector assets) Some Numerous Rare Some
Assets $10 million—-$49.99 million
(4,632, with 16% of sector assets) Some Numerous Rare Some
Assets $1 million-$9.99 million
(21,733, with 11% of sector assets) Rare Numerous Very Rare Numerous
Assets less th 1 million (44,597, with
2:/§eo? siscstorir;sﬁts)ml lon (44,597, wi Extremely Rare Some Extremely Rare Numerous

Source: The Foundation Center and The Commonwealth Fund.
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of sector resources, the following endowment
management analysis will concentrate on mid-size-to-

large perpetual foundations.

LessoNs IN ENDOWMENT MANAGEMENT FROM
THE MARKET CRIsis OF 2008

Opver the last 25 years, many well-run large foundations
have adopted an endowment management model fea-
turing the extensive asset class diversification, shown in
Figure 7, of 106 such institutions monitored by
Cambridge Associates. Premised on financial market
research showing that diversified portfolios with riskier
assets can produce higher returns, with manageable
risk, than less-diversified conventional portfolios, and
drawing on the success of such major university endow-
ments as that of Harvard, Yale, and Princeton in using
this model, sizable foundations have successively dialed
down the once-traditional 60:40 allocation between
equities and fixed income: first to 70:30 (1980s), and
then to 80:20 or lower (1990s). In doing this, they

substituted riskier holdings like venture capital, real
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estate, emerging-markets equities, energy, commodities,
private equity, and hedge funds for conventional stocks
and bonds—in the end, leaving barebones fixed-income
allocations to ensure liquidity and bolster returns in the
event of deflation.

This model worked well through the second quar-
ter of 2008, but faltered in the fall 2008 market col-
lapse—as revealed by the widely reported large drops
in the value of the Yale and Harvard endowments and
the data on the recent endowment performance of
large foundations. Yale’s veteran endowment manager,
David Swenson, argues that the diversified portfolio
management model remains valid despite the recent
experience: “[W]hen you have a market in which any
type of equity exposure is being punished, it’s going to
hurt long-term performance.”"” Nonetheless, private
foundations should consider the following lessons

from this experience:

* Asargued by Ben Inker and Jeremy Grantham at
GMO, in the post-2003 “risk bubble,” all riskier

assets became overvalued, all but negating the

Figure 7. Over the last 25 years, larger private foundations have increasingly
diversified their endowment portfolios, substantially increasing allocations
to a variety of equity markets and reducing fixed income allocations

Cash equivalents  Other
3% 4%

Private equity
3%
Venture capital
2%

Hedge funds
19%

Oil & gas

1%

Commodities
2%

Real estate

4% Bonds
17%

Median % allocation of 106 endowments with median assets of $266 million, June 30, 2008. Source: Cambridge Associates.

U.S. stocks
23%

Foreign stocks
(developed)
17%

Emerging markets
5%




NEew FinanciaL ReEavLiTies: THE RESPONSE OF PRIVATE FOUNDATIONS

benefits of diversification. Thus, more attention
needs to be paid to market valuations of asset
classes, with the aim of underweighting those that
appear to be overvalued. “Rather than having a
static allocation to each class of...asset, it makes
more sense to keep all of them on the menu,
but shift the [policy] allocations as valuations,
and therefore risk/return trade-off, shift.”"" To
many, this advice may smack of market timing,
a practice almost universally discouraged by
experienced investors. But the core message is

to pay more attention, particularly in frothy
markets, to the relative valuation measures of
different asset classes available from investment
consultants. At a minimum, those responsible
for foundation endowments should adhere more
rigorously to the discipline of rebalancing to
policy allocations—and those allocations merit
more frequent reconsideration, especially in

periods of excess.

The Yale/Harvard endowment management
model requires extensive experience and great
skill at the staff and trustee level to make it work
effectively; it is not one likely to be successful
for amateurs. Not all foundations that have
adopted the model have the intramural capacity
needed to ensure its success, even with the help
of investment consultants. Thus, as shown in
Figure 8, larger foundations consistently achieve
more from it than do smaller foundations.
Furthermore, the spread of the model helped to
bid up the prices of the risky assets it requires
and, given the limited supply of truly talented
investment managers, to generate a supply of
managers ill-equipped to manage such assets."
As a result, enthusiasm in the endowment
community for the model has probably
heightened its risk.

%
12 4 mm Foundation category
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Figure 8. Very large foundations are better equipped to execute
sophisticated endowment management strategies than are smaller ones
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The lesson here is that foundations that have
adopted the model need to reassess their capacity for
implementing it effectively. Smaller foundations may
see as a better course using organizations like The
Investment Fund for Foundations (TIFF) or the
Common Fund, which have the expert and experi-
enced staffs required to enhance the chance of success.
Alternatively, they may wish to eschew such sophisti-
cated approaches altogether and use a simpler, index
fund—dominated endowment management model.

Certainly, foundations that intend to follow this
model, but lack the resources to assemble internally
the high-quality professional investment team needed
to produce the expected results, should take great care
in selecting investment consultants and in using a

fund-of-funds to build specific portfolios."”

Ensuring liquidity. One of the great surprises of
the recent crisis was the drying up of liquidity, even
for asset-rich and debt-free institutions like private
foundations. While hopefully the freeze-up in credit
markets that occurred is a once-in-80-years event, the
lessons of the liquidity crunch that in many ways pre-
cipitated the stock market crash are nonetheless worth

putting on record:

*  Many nonprofits, including some foundations,
were caught in the trap of investing in poorly
understood short-term investment vehicles that
produced higher yields than conventional money
market or custodian bank short-term investment
funds. In their reach for yield, some of these
institutions ultimately found it impossible to
withdraw funds, or saw the value of supposedly
risk-free funds decline. Lesson: The purpose
of short-term cash funds is to provide a safe
and ready source of liquidity, and the potential
cost of obtaining a slightly higher yield in a
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nonconventional vehicle outweighs the benefit.
A further lesson is that endowment managers
should monitor regularly the holdings in the
conventional short-term investment vehicles that

they use.

The securities lending business is well developed
and has long been regarded as a risk-free tool for
increasing the return on an investment pool. This
proved not to be the case in the recent market
panic, when fears of counterparty risk and sharp
declines in the market value of invested collateral
for loans caused index funds and other pooled
vehicles with securities lending programs to put
limits on withdrawals or deny them altogether—
often with no notice to clients, longstanding or
otherwise. Lesson: Know what ancillary programs
your index or other pooled funds use; seek
contractual language guaranteeing liquidity; and,
if need be, identify such funds not using securities

lending programs.

The diversified endowment management model
adopted by many large foundations creates
liquidity requirements beyond those arising

from the foundation’s philanthropic programs.
Venture capital, private equity, real estate, and
other partnership commitments are drawn down
in unpredictable segments over multiyear periods.
Moreover, hedge funds typically have once-a-
year withdrawal dates and may have lock-ups

for different vintages of invested funds. In the
recent crisis, hedge funds put further restrictions
on partners access to their capital. Thus, private
foundation endowment managers have seen the
need to pay greater attention to their institutions’
liquidity requirements and how best to manage
them. Some have gone so far as to obtain lines
of credit, should they be unable to sell securities
to meet cash needs or unable to sell them at

anything other than fire-sale prices.
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Learning from the Madoff debacle. The current
financial crisis has demonstrated that the market
excesses that develop in a period of intense leveraging
are rapidly exposed when deleveraging sets in. Bernard
Madoff’s Ponzi scheme—said to have involved up to
$50 billion—demonstrates that deleveraging reveals
not only legal excesses, but also illegal activities that
remained sub rosa in a speculative market. The Madoff
event, where astute investors, including a number of
foundations (mainly donor-controlled), placed funds
in a vehicle that no one understood and whose returns
could not be explained, underscores the enduring
value of the rule against investing in something that
one does not understand. This scandal reveals also the
disturbing extent to which even some foundations
failed to undertake the due diligence that is essential
before hiring any external manager or advisor.

The apparent use of the Madoff scheme by funds-
of-funds also reinforces the lesson that foundations
should take great care in delegating fiduciary respon-
sibility to such vehicles. While numerous funds-of-
funds are well run and adhere to best-practice due-
diligence procedures, the Madoff episode suggests that
foundations should first consider nonprofit invest-
ment organizations—created and run for the benefit
of the sector—when they are in the market for a fund-
of-funds vehicle (although this is not to say that TIFF
and the Common Fund are immune to making mis-
takes in picking managers). These lessons are particu-
larly apt for smaller foundations, which often fail to
see the need for engaging a trustworthy and skilled
investment consultant to help guide their endowment

management decisions.

Seeking out opportunity. A final reminder regard-
ing the aftermath of financial crisis is that adversity
always creates opportunity. Nearly all astute investors

expect that the post-crash environment will at some
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point create enormous opportunity—especially so for
long-term investors like foundations that can weather
short-term volatility. Real average equity market
returns for the next several years may be modest by
historical standards, but given current depressed asset
prices, skilled investment managers will have the
chance of a lifetime to achieve superior returns. To a
considerable degree, only the fittest of hedge funds are
likely to have survived, for example, and given the
recent outflow of funds from both conventional and
hedge fund managers, foundations will find open
doors at previously inaccessible top-ranked hedge
fund and other managers." Provided that their invest-
ment committees are appropriately staffed for identi-
fying able managers, foundations should be forward-
looking in seeking opportunities that have arisen out

of the crisis.

IMPLICATIONS FOR FOUNDATIONS’ SPENDING AND
PROGRAM STRATEGIES

Under federal law, private foundations are required to
distribute annually at least 5 percent of a rolling average
of the market value of their assets. Many foundations,
particularly very small ones, distribute considerably
more than the minimum; indeed, U.S. foundations’
average giving rate (excluding most intramural spend-
ing) in 2007 was 6.4 percent.

Most perpetual foundations use the rolling-aver-
age value of their assets over the preceding 12 quarters
to determine their giving in any year. Historically, giv-
ing as a percentage of total assets in any year generally
rises in bear financial markets and falls in bull markets
toward the minimum IRS-required payout rate (Figure
9). This variation in the annual giving rate for all
foundations occurs for three principal reasons: 1) the
lag between spending and assets just noted; 2) the

policy of many foundations to allow their spending
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Annual total foundation giving (billions)
N
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Source: The Foundation Center.

Figure 9. The annual average giving rate of foundations,
mainly based on lagging three-year average assets,
typically rises in bear markets and falls in bull markets
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rates to drift upward in good times, and their ten-
dency to be slow in adjusting those rates in bad times;
and 3) the decision of many foundations to engage in
countercyclical spending in bad times (discussed
below).

No one can say for certain, but using the strong
statistical relationship between total giving in any year
and the lagged three-year average value of total foun-
dation assets, a reasonable estimate of the effect of the
financial crisis on foundation giving is that it will
decline by about 6.5 percent, or nearly $3 billion,
between 2007 and 2009." Thus, at least in the short
term, the effect of the market crash on giving will not
be as great as it has been on foundation assets. If a
quick recovery does not occur, however, the full
impact of the crash will gradually come into play over
the next several years.

Foundations can be expected to respond differ-
ently to the financial crisis, however, depending on

their business model, program strategy, and size.

Perpetual charitable foundations. The federally
mandated 5 percent spending rate for foundations is
just barely consistent with the goal of perpetuity, given
historical market returns. Most perpetual charitable
foundations, finding themselves with considerably
higher spending rates as a result of the recent decline
in value of their endowments, are already taking steps
to ratchet down spending. As noted above, however,
because of the widespread application of a spending
policy based on a lagged three-year average asset base,
spending by these foundations is unlikely to fall
immediately by as large a percentage as their assets did
in 2008.

Some perpetual charitable foundations will choose
to set aside their normal spending rate constraint in a
time of economic crisis and undertake some counter-
cyclical spending where they can clearly identify
opportunities to sustain their constituency institutions
and programs. Survey results recently published by The
Foundation Center, for example, revealed that numer-
ous community foundations, as well as such organiza-

. . . . . 6
tions as the Kresge Foundation, are doing just this.'
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Nevertheless, the lesson of the 1970s stagflation
era is still fresh in the minds of foundation managers.
From 1968 to 1982, many foundations saw their
inflation-adjusted assets erode by 67 percent or
more—mainly due to the combination of very low or
negative investment returns and high inflation, but
also to maintenance of unsustainably high spending
rates based on the assumption that the economic and
financial market malaise would be short-lived. Most
perpetual foundations, therefore, are likely to be cautious
about spending significantly beyond their normal
policy rate in the coming years, at least until there are
clear signs that the financial system has been mended

and economic recovery programs successfully launched.

Spend-down/pass-through foundations, and
very small foundations. As shown in Figure 6, spend-
down/pass-through foundations are rare in the uni-
verse of mid-size-to-large foundations; foundations
with this business model, like the many very small,
essentially pass-through foundations, account for only
a small portion of total foundation sector assets.
Spend-down foundations, however, have more flexi-
bility for adjusting spending plans than do perpetual
foundations, and it is likely that in a period of eco-
nomic stress, they will see fit to increase their spend-
ing. As revealed by recent Foundation Center surveys,
some corporate foundations—particularly those con-
nected to the housing and credit industries—are
indeed stepping up in a significant way to provide
relief in beleaguered communities.'” However, if the
economic recession deepens and corporate profits
decline further, these sources of foundation giving
could quickly dry up.

Students of the foundation sector sometimes
express concerns about the merits of very small
foundations, owing to the challenges these institutions

face in establishing and pursuing consistent missions
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and effective programs, as well as to governance issues.
While their resources are insufficient to have much
impact in fixing fundamental economic and social ills,
small foundations have an opportunity during this
period of economic stress to prove their worth, by
helping institutions in their communities weather

difficult times.

Perpetual social-improvement foundations.
Perpetual social-improvement foundations are fre-
quently described as the venture capital investors of
the nonprofit and public policy sectors. They are by
nature long-term investors, working on social and
economic problems that at times seem all but intrac-
table. To be effective, these institutions need to make
large upfront investments in research to identify the
underlying causes and implications of the problems
they address; they must develop coherent program
strategies to be implemented over an extended period;
they need to invest in professionals who through
career-long work advance understanding of issues and
develop the expertise for developing and testing solu-
tions; and they must work closely with their grantees
to communicate the results of their work to influential
audiences able to bring about the needed social
changes. Foundations of this type do not just write
checks: to be effective, they must develop strong intra-
mural capacities giving them credibility in their fields
and enabling them to develop and implement sophis-
ticated grantmaking strategies, including working
closely with grantees to design projects likely to pro-
duce results useful to change agents and partnering
with grantees to communicate the results of research
to policy audiences.

Given the long-term nature of the problems they
address, perpetual social-improvement foundations
must be particularly prudent in the management of

their asset bases. As shown in Figure 6, foundations of
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this type are comparatively few in number, and in any
specific field, they are typically a rare breed, unlikely
to be readily replaced should they disappear. With
some exceptions, foundations of this type can therefore
be expected to reduce their spending fairly quickly to
accord with the new realities of their financial
situations.'*

Perpetual social-improvement foundations that
are particularly threatened by the financial crisis are
those that earlier had assets just barely sufficient to
maintain ambitious grants programs in multiple
areas—foundations with pre-crash assets of around
$100 million. Such foundations now find themselves
in substantially reduced circumstances that necessitate
rethinking the feasibility of conducting work in mul-
tiple program areas and even the objective of perpetu-
ity. Boards and management of such foundations will
understandably find decisions on which programs to
retain difficult, and they will be challenged in accom-
modating spending levels to altered financial circum-
stances. But addressing these issues head-on is prefer-
able to setting the foundation on a slow death course,
with attending diminishing program vitality. Among
the options that should be entertained by foundations
in this predicament is consolidation with another
foundation, which would ensure the critical mass of
financial and human resources needed to sustain the
vitality of programs going forward. As an example, the
James Picker Foundation, in 1986, transferred its
assets of approximately $15 million to The
Commonwealth Fund, thereby giving rise to a national
program that has contributed significantly to the
emergence of the patient-centered care movement.

While the reaction of The Commonwealth Fund
to its endowment return of —27 percent in 2008 will
not be typical of all perpetual social-improvement
foundations, it is nonetheless instructive on how these

institutions will go about addressing a difficult situation.
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Recognizing the need to address the pain early
rather than to hope for the best, the Fund will
likely reduce its spending by approximately 15
percent in 2009-10, and, barring a significant
market turnaround, another 10 percent in 2010—
11 and 8 percent in 2011-12. Even with these
steps, the foundation’s annual spending rate will

rise above 7 percent in the short term.

The Fund will make decisions on where to pare
back spending based on strategic priorities, rather
than simply applying across-the-board cuts. This
said, no aspect of the foundation’s activities will
be exempt from consideration for contributing to

the necessary belt-tightening.

As a value-added foundation working on one

of the most complex issues of the day—helping
the U.S. move toward a truly high performance
health system—the Fund regards its intramural
professional staff as its most important asset,
embodying intellectual capital that has taken
years to develop and that is poised to make a
unique contribution in the current favorable
climate for U.S. health care reform. While the
foundation will continue to devote most of its
funds to extramural grants, it will aim to retain
its skilled and experienced staff, even if the
intramural share of total spending rises somewhat
during a period of reduced total spending. To
the extent that this share rises above the normal
maximum level set by the Fund’s board of
directors, however, it will do so only temporarily

and by a small margin.

Every crisis presents opportunity, and the

Fund has undertaken a “strengths, weaknesses,
opportunities, and threats” analysis of each of its
programs. The result will be some reorganization
of programs to concentrate the foundation’s work

even more on the strategies that its Commission
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on a High Performance Health System has
identified for accomplishing health care reform:

1) achieving affordable health insurance coverage
for all; 2) reforming the payment system to
promote quality and efficiency in health care;

3) reforming the care delivery system to bring
about patient-centered, coordinated care; 4) using
benchmarking to promote high performance
among health care organizations; and 5) achieving

accountable leadership for the health system.

Within this framework, the foundation expects to
be able to maintain its signature activities, including
uniquely rich Web sites (commonwealthfund.org and
WhyNotTheBest.org) for those engaged in advancing
a high performance health system; its International
Program in Health Policy and Practice; major recently
launched initiatives to promote safety-net medical
homes and reduce unnecessary rehospitalizations; its
work with states to improve health system perfor-
mance; and its Fellowship in Minority Health Policy
program. Through each program strategy, the founda-
tion will continue particularly to address health care
disparities and the needs of vulnerable populations.

Rising numbers of uninsured and underinsured
people, escalating health care costs, and growing rec-
ognition of quality and efficiency shortcomings in the
U.S. health care system have created a climate, not
seen since 1993-94, that is highly favorable for health
care reform. If history is any guide, however, the road
to reform will not be an easy one and could prove to

be longer than anyone would like."”
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Moreover, the experiences of countries that have
long provided health insurance to all of their popula-
tion offer ample evidence that, given the unique attri-
butes of health care systems and marketplaces, the
search for high performance is a continuing one. All
countries, regardless of their chosen systems of deliv-
ery, finance, and regulation, struggle with questions of
resource allocation, technology adoption, health care
manpower, disparities, efficiency, and accountability
that make the presence of independent bodies, like
perpetual foundations, vital to developing and debat-
ing improved policies, as well as to stimulating and
evaluating practice innovations. The mixed public—
private health care system of the U.S., with its unusu-
ally strong role for for-profit enterprises both in deliv-
ering and paying for services and in influencing public
policy, makes the role of independent private founda-
tions in reform efforts an especially important one.

Thus, The Commonwealth Fund will simultane-
ously pare back spending as necessary to ensure that it
remains a force for the long haul in the quest for
health care reform, while concentrating its resources
to help the nation seize the opportunity that lies

before us.


www.commonwealthfund.org
www.WhyNotTheBest.org
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type of giving.
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to temporarily set aside spending restraints or reorient
giving plans toward economic recovery activities are
primarily very large foundations like the John D. and
Catherine T. MacArthur Foundation and the Ford
Foundation.

¥ K. Davis, “Health Reform in a New Era: Options for
the Obama Administration,” From the President (col-
umn), http://www.commonwealthfund.org/Content/
From-the-President/2008/Health-Reform-in-a-New-
Era--Options-for-the-Obama-Administration.aspx,
Nov. 2008.


http://www.commonwealthfund.org/Content/From-the-President/2008/Health-Reform-in-a-New-Era--Options-for-the-Obama-Administration.aspx
http://www.commonwealthfund.org/Content/From-the-President/2008/Health-Reform-in-a-New-Era--Options-for-the-Obama-Administration.aspx
http://www.commonwealthfund.org/Content/From-the-President/2008/Health-Reform-in-a-New-Era--Options-for-the-Obama-Administration.aspx

Left to right: Commonwealth Fund chair JAMEs R. TALLON, JR., president of the United
Hospital Fund, and Board members CRISTINE RUSSELL, reporter, and BENjAMIN K. CHu, M.D.,
president, Southern California region, Kaiser Foundation Health Plan and Hospital

Foreground, left to right: Commonwealth Fund Board members WiLLiam R. Bropy, M.D.,
president of the Salk Institute for Biological Studies, and GLENN M. HACkBARTH, J.D., consultant
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The Fund's Mission, Goals, and Strategy

The mission of The Commonwealth Fund is to pro-
mote a high performance health care system that
achieves better access, improved quality, and greater
efficiency, particularly for society’s most vulnerable,
including low-income people, the uninsured, minor-
ity Americans, young children, and elderly adults.

The Fund carries out this mandate by supporting
independent research on health care issues and mak-
ing grants to improve health care practice and policy.
An international program in health policy is designed
to stimulate innovative policies and practices in the
United States and other industrialized countries.

The Board of Directors has identified the follow-
ing goals to be pursued by the Fund over the next

several years:

Commission on a High Performance Health System

*  Move the United States towards a high-performing
health care system that achieves better access,
improved quality, and greater efficiency, and focuses
particularly on the most vulnerable due to income,
inadequate insurance, minority status, health, or
age. This goal is being advanced through the
Fund’s Commission on a High Performance
Health System, which is charged with setting and
tracking national and state performance targets,

developing policy options, and disseminating

James R. Tallon, Jr.
Chairman

innovative practice changes that would improve
the functioning of the U.S. health system. The
Fund’s grantmaking programs support and

enhance the Commission’s work.

Programmatic Goals Directly Associated
with the Commission

»  Achieve an efficiently run health insurance
system that makes available to all Americans
comprehensive, affordable coverage, by analyzing
market- and policy-driven changes in employer-
based insurance and public insurance programs
for people under age 65 and determining how
those changes may affect the numbers of people
covered and the quality of coverage; documenting
the consequences of being uninsured and
underinsured with regard to access to care,
health, personal financial security, and economic
productivity; and developing and evaluating
strategies to expand and stabilize health coverage,
make it more affordable, and enhance efficiency

in its administration.

*  Help Medicare be an innovative leader in coverage,
quality improvement, and value, by enhancing the
program’s ability to ensure access to the health
care needed by the nation’s elderly and disabled

and protecting the most vulnerable among them



from financial hardship; identifying ways in
which Medicare can become more effective and
efficient, so it can remain solvent and provide
appropriate, high-quality care for an aging
population; and helping enable Medicare, as the
nation’s largest payer for health care, serve as a
standard-setter and agent for promoting better

performance throughout the health system.

Improve the quality and promote the efficiency of
health care services, by encouraging the develop-
ment and widespread adoption of health care
quality and efficiency measures; assessing and en-
hancing the capacity of health care organizations
to provide better care more efficiently; and stimu-
lating the development and adoption of payment
and incentive models that encourage providers to

improve quality and efficiency.

Spur the redesign of primary care practices and
health care systems around the needs of the patient,
by encouraging the collection of information
on patients’ experiences with care and the

public reporting of that information as a way
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to stimulate quality improvement in primary
care; promoting the adoption of models and
tools to help primary care practices restructure
and improve care to meet patients’ preferences
and ensure care coordination; and advancing
improvements in policy that support coordinated

patient-centered care.

»  Improve state and national health system
performance, by stimulating and spreading
integrated, state-level strategies for expanding
access to care and promoting high-quality,
efficient care, particularly for vulnerable
populations. This goal includes supporting work

in the Fund’s own community, New York City.

Goals for Programs Addressing Special Populations

»  Improve the quality of health care delivered to
low-income Americans and members of racial and
ethnic minority groups and reduce racial and ethnic
health disparities, by promoting models of high
performance health systems for the underserved;

promoting health care that is culturally

2%

Investing in Future Leaders
13%

Lessons from Abroad
6%

Accountable
National Leadership
11%

Benchmarking
Performance
15%

The Fund’s grants programs, in concert, pursue eight strategies for
promoting a high performance health care system.

Communicating with Leaders

Allocation of grants from July 2005 through November 2008.

Expanding Affordable
Health Insurance
10%

Payment System Reform
8%

Patient-Centered
Coordinated Care
35%
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Over the five years ending June 30, 2008, The Commonwealth Fund
expended a total of $102.5 million on grants to promote a
high performance health care system.
$
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competent and patient-centered; and supporting
the development of public policy that will lead
to improvement in health care systems serving

minority and low-income populations.

»  Encourage, support, and sustain improvements in
preventive care for young children—particularly
those services dealing with their cognitive,
emotional, and social development, by promoting
the establishment of standards of care and use
of these standards in quality measurement and
monitoring; identifying and disseminating
models of pediatric practice that enhance
the efficiency and effectiveness of care; and
encouraging reforms that remove barriers to
quality care and align provider incentives with

desired clinical practices.

o Transform the nation’s nursing homes and other
long-term care facilities into “resident-centered”
organizations that are good places to live and
good places to work, by identifying, evaluating,
and spreading models of resident-centered
care; equipping nursing home operators to lead
transformational change; and promoting policy

options that support resident-centered care.

Foster the growth of the knowledge, leadership, and
capacity needed to address the health care needs of a
growing minority population, by training leaders
and by identifying policies and practices that will
promote equitable health outcomes for minority,
low-income, and other underserved populations,
eliminate existing disparities in care, and enhance

the performance of safety-net systems of care.

Goals for the International Program

Promote international exchange on health care
policy and practice, by preparing future leaders
committed to cross-national analysis of health
policy and practice; sustaining a growing
international network of policy-oriented health
care researchers and practitioners; encouraging
cross-national comparative research to identify
international examples of high-performing health
care systems and organizations; helping keep
policymakers in the United States informed of
developments in, and transferable lessons from,
other industrialized societies; and fostering

the development of international collaborative
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programs to improve care, including opportunities
to learn from variations in performance across or

within countries.

Goals for Communications/Dissemination

*  Augment the Fund’s leadership in effectively and
broadly disseminating credible, authoritative
information about policy options and innovative
approaches to moving the United States toward a
high-performing health care system, particularly
for the most vulnerable due to income, minority
status, health, or age, through the use of electronic

publishing and other communications tools.

The Commonwealth Fund has developed eight
strategies for advancing these goals, and most cut
across program lines:

* expanding affordable health insurance, the recent
allocation of extramural grant funds for which is

10 percent

* advancing payment system reforms that include
financial incentives to enhance value and achieve

savings (8%)
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* promoting patient-centered, coordinated care that

is of high quality and is accessible (35%)

* using benchmarking of health care providers to

improve performance (15%)

 ensuring accountable national leadership and

public—private collaboration (11%)

* bringing the international experience to bear on

U.S. health system reform (6%)
* investing in future health care leaders (13%)

* communicating results to influential audiences (2%).

Over the five-year period ending June 30, 2008,
the Fund expended $102.5 million on grants to
advance its goals. The Fund’s budget increased mark-
edly in 2007-08 and 2008-09 as a result of the ear-
lier very strong performance of the endowment. Like
other foundations, however, the Fund will need to
reduce its budget in 2009-10 and probably in several
subsequent fiscal years, as a result of the severe mar-
ket contraction arising from the ongoing international
financial crisis. Through strategic concentration of its

resources, the foundation, even with a reduced budget,

Public-Sector Action
23%

Private-Sector Information
12%

16%

In structuring programs and selecting grants, The Commonwealth Fund
seeks to achieve an appropriate balance within each program between
research and action-oriented work, and between public- and
private-sector work.

Public-Sector Information

Private-Sector Action
49%
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The Commonwealth Fund’s work seeks particularly to address
problems vulnerable populations face in accessing affordable,
high-quality, and efficiently delivered care.
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Distribution of Board-level grants, 1995-2008

Disabled Children and

youth
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will continue to help the nation seize the opportunity
for health reform that currently exists.

Reflecting the foundation’s value-added approach
to grantmaking, approximately 33 percent of the
total budget is devoted to intramural units engaged
in research, program development, and management,

collaborations with grantees, and dissemination of

program results. This allocation includes approxi-
mately $2.5 million annually to communicate the
results of Fund-sponsored work and funds to operate
programs directly managed by the foundation. The
portion of the foundation’s total budget devoted to

administration is 5.5 percent.

Risk of Board-level grants

(2000-08)
Minimal  Exceptional
12% 13%

Below
normal
21%

Well

above

normal

Normal 29%
25%

An important role of the Fund’s value-adding staff is to identify
project risks and work closely with project directors in managing
them to achieve success.

Staff effort applied to Board-level grants

(2000-08)
Minimal
1% .
Below Exceptional
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8% O\

/

Normal
33%

Above normal
24%
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Fund Performance Scorecard Metrics: Maintaining a high quality grants
portfolio—selecting capable grantees and assuring successful projects
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In all its work, the Fund seeks particularly to target
issues that affect vulnerable populations. It also aims
to achieve a balance between information-generating
and action-oriented activities, and between public-
and private-sector work. Other concrete objectives
that help guide its grantmaking strategy include

keeping its doors open to new talent, working in

partnership with other funders, being receptive to new
ideas, undertaking appropriate risks, and contributing
to the resolution of health care problems in its home
base, New York City, while pursuing a national and
international agenda.

The Fund is one of only a handful of foundations

using an annual performance scorecard to provide

"extremely useful"
%
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Fund Performance Scorecard Metrics: Adding value to the work of grantees

| Percent of grantees saying staff
contributions were "useful" to
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Fund Performance Scorecard Metrics: Providing credible, reliable, timely, and
unique information meeting needs of influential customers—audience views
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is “good” to “excellent”
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their boards with a means of achieving a comprehen-
sive assessment of the institution’s overall performance
and spotting weaknesses needing attention. The score-
card has 23 metrics, covering four dimensions: finan-
cial performance, audience impact, effectiveness of
internal processes, and organizational capacities for
learning and growth.

To help ensure a continued record of success
and institutional vitality, the performance scorecard
includes the objective of launching each year at least
four new strategic initiatives that spur the foundation
to take on new goals and strategies. “Stretch initiatives”
for 2007-08 were as follows: the Commission on a
High Performance Health System’s report Bending the
Curve: Options for Achieving Savings and Improving
Value in U.S. Health Spending; the Commission’s
report The 2008 Presidential Candidates’ Health Reform

Proposals: Choices for America; initiating a Netherlands

Harkness Fellowship in Health Policy, with cofund-
ing; and engaging the business community in the
Fund’s work.

The first two of these were achieved through the
development and publication of the indicated pub-
lications. The Netherlands Harkness Fellowship was
developed as planned, and, in addition, funding for
a Swiss fellow was obtained from the Zurich-based
Careum Foundation. A noteworthy achievement not
on the original stretch list for the fiscal year was the
launch of the Fund’s New Directions in Health Care
podcasts, aimed at bringing the work of the founda-
tion’s programs to life though audio interviews with
health care professionals, administrators, policymak-
ers, advocates, and patients on the frontlines of health
care. Less progress than intended was made on engag-
ing the business community in the Fund’s work, and

continuing attention is being given to this objective.
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Fund Performance Scorecard Metrics—Reaching
change agents effectively—audience views
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Stretch initiatives set out for 2008-09 are as fol-
lows: launch of the Fund’s Safety-Net Medical Homes
Initiative; launch of the Preventing Unnecessary
Rehospitalizations Initiative; development of
WhyNotTheBest.org, a new Web site enabling health
care providers to benchmark their performance and
learn from each other about successful performance-

enhancing strategies; and helping shape the health

care agenda for the new federal administration.
Grants have been made to carry out each of these
initiatives, and progress on each is evident. Notably,
WhyNotTheBest.org was launched at the Institute
for Healthcare Improvement’s National Forum on
Quality Improvement in Health Care in Nashville in
December 2008.

PHoTOGRAPHS

Martin Dixon: page 2


www.WhyNotTheBest.org
www.WhyNotTheBest.org




The Commission on a High Performance Health System, established by The Commonwealth Fund’s
Board of Directors in 2005, is a distinguished group of experts and leaders representing every sector of
health care. Its mission is to promote a high-performing health system that provides all Americans with
affordable access to high-quality, safe care while maximizing efficiency in its delivery and administration.
Pictured above (left to right): Commission members Sandra Shewry and Glenn D. Steele, Jr., M.D., Ph.D.
Pictured below: Commission members Fernando Guerra, M.D. (center), with Robert M. Hayes, ).D., and
Sheila T. Leatherman.
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Commission on a High Performance

Health System

While the United States spends much more on health
care than other industrialized countries, it does not
receive comparable value in return. Tens of millions of
Americans have no health insurance, or otherwise
have difficulty accessing affordable care, including
preventive services and treatment for chronic condi-
tions. Moreover, the quality of care—and the effi-
ciency with which it is delivered—varies greatly from
physician to physician, from hospital to hospital, and
from state to state.

In establishing the Commission on a High
Performance Health System in 2005, The
Commonwealth Fund’s board of directors recognized
the need for national leadership to revamp, revitalize,
and retool the U.S. health care system. The
Commission’s 14 members, a distinguished group of
experts and leaders representing every sector of health
care, including the state and federal policy arena, the
business sector, professional societies, and academia,
are charged with promoting a high-performing health
system that provides all Americans with affordable
access to high-quality, safe care while maximizing effi-
ciency in its delivery and administration. Of particular
concern to the Commission are the most vulnerable
groups in society, including low-income families, the
uninsured, racial and ethnic minorities, the young and

the aged, and those in poor health.

James J. Mongan, M.D.
Commission Chairman

The Commission monitors health system perfor-
mance through its national and state scorecards, ana-
lyzes health reform proposals, and develops policy
options for achieving universal coverage, improving
the quality and efficiency of care delivery, and increas-
ing value in health spending. In addition, the
Commission engages and informs policymakers by

sponsoring meetings and public briefings.

TRACKING PERFORMANCE OF THE NATION’S
HEALTH CARE SYSTEM
In its first national scorecard released two years ago,
The Commission on a High Performance Health
System found that the U.S. falls far short of bench-
marks for access, quality, efficiency, and other key mea-
sures of health system performance. The 2008 edition
of the scorecard paints an even more sobering picture.
The report, Why Not The Best? Results from the
National Scorecard on U.S. Health System Performance,
2008, highlights evidence that the health system is
severely underperforming.' In nearly every category
measured, the health system performs worse than two
years ago—scoring just 65 out of 100 across 37 indi-
cators, where 100 represents not what is ideal but what
has actually been achieved in some places for some

groups of people.


http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=692682
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=692682
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=692682
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=692682
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=692682
http://www.commonwealthfund.org/usr_doc/site_docs/pdfs/commission_members.pdf
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The Scorecard takes a
broad look at how well the
U.S. health care system is
doing, where improvements
are needed, and what exam-
ples of good care exist that

could serve as models for

the rest of the country. It

Stephen C. Schoenbaum, M.D. looks at SPCCiﬁC issues: Do

Commission Executive Director

e ; people have access to the
Fund Executive Vice President

health care they need? Are
they getting the highest-quality care? Are we spending
money and using health care resources efficiently?
One of the primary reasons for the system’s poor
performance is worsening access to care. In 2007,
more than 75 million adults—42 percent of all adults
ages 19 to 64—were either uninsured or underinsured
during the year, up from 35 percent in 2003. This
means that millions of Americans are unable to get the
care they need. The Scorecard also found evidence

that the billions spent on U.S. health care—far more
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than any other industrialized country—are often
squandered on administrative costs, inefficient sys-
tems, wasteful care, or treatment of preventable con-
ditions. Tellingly, the U.S. fell from 15th to 19th
among industrialized nations in the number of pre-
mature deaths that potentially could have been pre-
vented with timely access to care.

There is also some good news in the report. For
example, performance on a key measure of patient
safety—hospital-standardized mortality ratios, which
were targeted in the Institute for Healthcare
Improvements “100,000 Lives” campaign—improved
significantly, by 19 percent from 2000-2002 to 2004—
2006. And hospitals are increasingly meeting
evidence-based treatment guidelines.

Still, the health care system overall is performing
“unevenly and well below its potential,” says James J.
Mongan, M.D., the Commission’s chairman. “While
there are pockets of improvement and excellence, it is
clear that we need strong leadership and concerted

public and private efforts to achieve and raise stan-

Healthy Lives

Quality

Access

Efficiency

Equity

OVERALL SCORE

Overall, the U.S. health system’s performance has slipped
since 2006, particularly in ensuring access to health care.

75 m 2006 Revised
72 m 2008
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0

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, July 2008).
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Three of four U.S. adults
have difficulty getting timely access to their doctor.

Percent reporting that it is very difficult/difficult:

Getting an appointment with a
doctor the same or next day

when sick, without going to ER

Getting advice from your
doctor by phone during
regular office hours

Getting care on nights,
weekends, or holidays without
going into the emergency room

0

25 50 75 100

1

Source: S. K. H. How, A. Shih, J. Lau, and C. Schoen, Public Views on U.S. System Organization: A Call for New Directions

(New York: The Commonwealth Fund, Aug. 2008).

dards of performance nationwide and ensure that sig-

nificant progress occurs in the future.”

EXPLORING BETTER WAYS TO IMPROVE

U.S. HeALTH CARE DELIVERY

Given the results from the national scorecard, it is
perhaps no surprise that dissatisfaction with the U.S.
health care system runs high, and that four-fifths of
respondents to a Commonwealth Fund survey
said that it should be fundamentally changed or
completely rebuilt.

As reported in Public Views on U.S. Health System
Organization: A Call for New Directions, nine of 10
U.S. adults surveyed during the presidential campaign
said it was important that the two major candidates
propose reforms that would improve health care qual-
ity, ensure that all Americans can afford health care
and insurance, and decrease the number of uninsured.?
Respondents also reported that they are frustrated
with the way health care is delivered. In the past two

years, 47 percent of those answering the survey said

they experienced poorly coordinated medical care,
meaning they were not informed about test results or

had to call repeatedly to get them, important medical

MEETING PERFORMANCE BENCHMARKS:
THE BENEFITS

If the U.S. health system were to achieve
benchmark levels of performance, there would
be significant benefits in terms of health, patient
experiences, and savings, according to the

2008 National Scorecard on U.S. Health

System Performance. The report shows that:

« 37 million more adults would have an acces-
sible primary care provider, and 70 million
more adults would receive all recommended
preventive care.

« 100,000 fewer people would die from causes
that could have been prevented by good care.

« Medicare could save at least $12 billion a year
by reducing readmissions or reducing hospi-
talizations for preventable conditions.

« Lowering the administrative costs of health in-
surance to the level found in Germany, which
like the U.S. has a blended public—private
health system, could save $51 billion a year.


http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=698138
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=698138
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=692682
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=692682
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Anne K. Gauthier, M.S.
Commission Deputy Director
Fund Assistant Vice President

Cathy Schoen, M.S.

Commission Research
Director

Fund Senior Vice President

information was not shared among doctors and nurses,
or communication between primary care doctors and
specialists was poor.

Addressing Americans’ concerns, the Commission
report Organizing the U.S. Health Care Delivery System
for High Performance describes strategies that could
lead to an organized, efficient health care system while
simultaneously improving care and cutting costs.?

Specifically, the authors call for:

* Payment reform to ensure that health care
providers and hospitals are paid for delivering

high-quality, patient-centered, coordinated care

* Incentives that encourage patients to go to the
health care professionals and institutions that

provide the most efficient, highest-quality care

* Regulatory changes to remove barriers that
prevent physicians from sharing information
essential for well-coordinated care and safe

transitions for patients

*  More rigorous accreditation of providers and

health systems

* Federal support for provider training in the
delivery team-based care, for the broad adoption
and use of health information technology, and for

performance improvement activities.
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“There is no one policy, or practice that will make
our health care system run like an efficient, well-oiled
machine,” notes Mongan, the Commission’s chair-
man. “This is going to take strong national leadership
and a commitment from all of the players in our

health care system.”

REPORTS WITH IMPACT

One of the most influential reports The Com-
mission on a High Performance Health System
has issued to date is Bending the Curve: Options
for Achieving Savings and Improving Value in U.S.
Health Spending, which showed that comprehen-
sive health reform can lead to surprising savings
in both the near and long term.# Released in
December 2007, the report examines 15 federal
policy options that could lower health spending
by $1.5 trillion over 10 years, relative to projected
trends. Along with enactment of health insurance
coverage for all, the synergistic policies would im-
prove health care access, quality, and outcomes, as
well as the value of our health spending.

In addition to a New York Times editorial devoted
to the report’s findings, the analysis was the sub-
ject of a briefing held by the independent, Wash-
ington, D.C.—based Alliance for Health Reform
and a special bipartisan briefing for members of
Congress cohosted by Representatives Michael C.
Burgess, M.D., (R-Texas) and Tom Price (R-Ga.)
and Delegate Donna M. Christensen (D-V.I.).5 In
June 2008, Commonwealth Fund president Karen
Davis discussed options from Bending the Curve
at the U.S. Senate Finance Commiittee’s “Prepare
for Launching Health Reform Summit.” And fol-
lowing a recommendation in the report, Vermont
added a claims tax to support a $32 million, 10-
year health information technology fund.


http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=698139
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=698139
http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2007/Dec/Bending-the-Curve--Options-for-Achieving-Savings-and-Improving-Value-in-U-S--Health-Spending.aspx
http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2007/Dec/Bending-the-Curve--Options-for-Achieving-Savings-and-Improving-Value-in-U-S--Health-Spending.aspx
http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2007/Dec/Bending-the-Curve--Options-for-Achieving-Savings-and-Improving-Value-in-U-S--Health-Spending.aspx
http://www.nytimes.com/2007/12/20/opinion/20thu1.html?_r=1&scp=23&sq=%22commonwealth+fund%22&st=nyt
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INFORMING PoLicy LEADERS

The Commonwealth Fund also seeks to build strong
relationships with national policymakers to help
inform the health reform debate more directly and to
disseminate the Commision’s key findings and recom-
mendations to leaders who are positioned to bring

about change.

Congressional Member and Staff Retreats

The Commonwealth Fund, in partnership with the
Alliance for Health Reform, hosted its 10th annual
Bipartisan Congressional Retreat in 2008, bringing
together 11 key members of Congress who are engaged
in health policy and health care issues. The private set-
ting for these meetings allows members to discuss
issues openly with experts and with one another while
acquiring a depth of knowledge that is not possible in
other venues.

At the end of each retreat, members emerge with a
fuller understanding of health policy choices and their
potential implications. They also learn about proposals
being considered by their colleagues across the aisle—
and about opportunities for bipartisan cooperation.

Sessions at last year’s retreat focused on the

following topics:
* 'The future of employer coverage

* Strategic choices for health system reform,
and federal and state roles in achieving high

performance health care
*  Organizing the care delivery system

* Lessons from other countries in expanding use of

health information technology

* Achieving savings to improve health system

performance: federal policy options

* Stemming the rising tide of costs in Medicare.

55

The Alliance for Health Reform also holds a
retreat for Democratic and Republican senior congres-
sional staff and officials from federal agencies.
Co-sponsored by the Fund and the Catholic Health
Association of the United States, the sessions delved
into issues surrounding Medicare’s future, insurance

market reform, and cost-containment.

Capitol Hill Briefings

Throughout the year, the Commission works in part-
nership with the Alliance for Health Reform to con-
duct eight briefings for members of Congtess, journal-
ists, and representatives of health policy organizations.
The briefings have attracted thousands of participants
from both political parties, affording the opportunity
to find common ground on key health policy issues.
Briefing topics in the past year included state health
reform initiatives, cutting costs while improving qual-
ity, the presidential candidates’ health reform proposals,
reducing racial and ethnic disparities, public options
for expanding coverage, and a system for assessing the
comparative effectiveness of medical procedures and

technologies.

LOOKING AHEAD

Now in its fourth year, the Commission on a High
Performance Health System is developing detailed
recommendations for the steps need to raise the
benchmark levels of health system performance. In the
coming year, the Commission will issue recommenda-
tions in a number of areas, including the organization
of the health system, innovation and improvement,
and national accountability for system performance.
With a new presidential administration in Washington
committed to health care reform, the Commission’s

work in these areas is more important than ever.
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Food services industry employees are among the millions of workers in the United
States who often lack health insurance coverage because their employers do not
offer health benefits. Commonwealth Fund experts and grantees are developing
and analyzing policy options for extending coverage to such workers—and to all
Americans who lack access to an affordable health plan.
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The Future of Health Insurance

Sara R. Corrins, Pu.D.

ASSISTANT VICE PRESIDENT

Today, an estimated 48 million people in the United
States do not have any health insurance, and 25 million
more are underinsured—meaning the coverage they do
have fails to protect them against burdensome health
care costs. The lack of adequate health coverage makes
it difficult for many Americans to get the care they
need, or leads to large medical bills and financial hard-
ship when they do get care.

Believing that universal health coverage is a build-
ing block of a high performance health system, The
Commonwealth Fund’s Program on the Future of
Health Insurance envisions an efficiently run system
through which all Americans can obtain comprehen-

sive, affordable coverage.

In pursuit of this vision, the program:

 analyzes market- and policy-driven changes in
employer-based insurance and public insurance
programs for people under age 65, and deter-
mines how those changes may affect the number

of people covered and the quality of coverage

* documents the consequences of being uninsured
or underinsured in terms of access to care, health,

personal financial security, and economic productivity

* develops and evaluates strategies to expand and
stabilize health coverage, make coverage more

affordable, and administer it more efficiently.

OPTIONS FOR HEALTH INSURANCE REFORM

For the first time in quite a while, the prospects for
achieving far-reaching health care reforms are real. Not
only did most of the 2008 presidential candidates have
substantial, and often detailed, reform proposals, but
opinion polls and surveys have indicated a groundswell
of support among Americans for real changes in our
health care system. The major impetus for change is,
above all else, the tens of millions of children and
adults in the U.S. without adequate insurance—or

any coverage at all.

The Candidates’ Plans

In its role as an evaluator of health reform strategies, the
Fund’s Future of Health Insurance program issued an
analysis in October comparing the proposals of presi-
dential candidates John McCain and Barack Obama.!
Released at the height of the campaign, the analysis,
The 2008 Presidential Candidates Health Reform
Proposals: Choices for America, described how each can-
didate would seek to expand health insurance coverage,
improve the quality and efficiency of the health system,
and control costs. An interactive feature also available
on www.commonwealthfund.org enabled side-by-side
comparisons of the Obama and McCain plans in 24

different areas.


http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=707948
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=707948
http://www.commonwealthfund.org/usr_doc/site_docs/slideshows/CandidateReport/CandidateReport.html
www.commonwealthfund.org
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According to Fund assistant vice president Sara R.
Collins, Ph.D., lead author of the analysis, the two
plans were rooted in differing philosophies. “President
Obama was proposing to build on the broadest risk
pools in the system, strengthening large employer-
sponsored coverage and expanding Medicaid and the
State Children’s Health Insurance Program, while fixing
the individual insurance market with consumer protec-
tions, benefit standards, and income-related premium
assistance. Senator McCain’s plan would have shifted
coverage away from employers to the individual market,
letting people make their own insurance choices.” Such
a dramatic change, she said, could make coverage unaf-
fordable, or unavailable, for older adults or people with
serious health risks.

The two proposals also differed widely in their
potential impact on the uninsured. Researchers at the
Urban Institute/Brookings Institution Tax Policy Center

estimated that McCain’s plan would have insured 2 mil-

HELPING YOUNG ADULTS GET COVERAGE

Young adults, ages 19 to 29, are one of the largest
segments of the U.S. population without health insur-
ance. Every year since 2003, the Fund has published

an issue brief documenting the crisis in young adults’
health coverage and outlining potential policies that
would improve access to insurance for them. In the
2008 edition, the authors reported further deteriora-
tion of coverage for this age group as the number of
uninsured young adults climbed to 13.7 million in 2006
from 13.3 million in 2005. Often dropped from their
parents’ policies or from public insurance programs

at age 19 or on graduation day, they are left to find
insurance on their own, according to the brief, Rite of
Passage? Why Young Adults Become Uninsured and How
New Policies Can Help, 2008 Update. Almost two of five
(38%) high school graduates who do not enroll in col-
lege and one-third of college graduates are uninsured
for a time during the first year after graduation. By far,
the young adults most at risk of lacking coverage are
those from low-income households.* In recent years,
20 states have passed legislation to increase the age of
dependency for young adults for the purpose of private
insurance coverage.
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lion uninsured Americans, out of a projected 67 mil-
lion, in 10 years, compared with 34 million who would

gain coverage during that time under Obama’ plan.

Building on What Works

How health insurance reform is designed will be critical
for achieving universal coverage, as well as for improv-
ing the quality of care and controlling costs.
Commonwealth Fund staff also produced two reports
in the past year that explored ways to expand and
improve health coverage by building on the systems and
infrastructure that are already in place—and that have
worked well.

In October 2007, the Commission on a High
Performance Health System released A Roadmap ro
Health Insurance for All: Principles for Reform, which
examined three different reform approaches proposed
by governors, the 2008 presidential candidates, and
congressional lawmakers.? Prepared by Sara Collins and
her Fund colleagues, the report assessed not only each
approach’s ability to achieve universal coverage, but
also its potential to improve quality and efficiency and
rein in spiraling health care costs. The reform

approaches included:

* Plans that rely primarily on tax incentives and the

individual insurance market

* Reforms that would build on the nation’s current
mix of public and private insurance options, with
responsibility for financing shared by government,

employers, and households

* Public insurance options, under which nearly all
Americans would be covered through a program
like Medicare.

While the Commission has not endorsed a specific

legislative proposal, it views a mixed private/public


http://www.commonwealthfund.org/cnlib/pub/enews_clickthrough.htm?enews_item_id=30255&return_url=http%3A%2F%2Fwww%2Ecommonwealthfund%2Eorg%2Fpublications%2Fpublications%5Fshow%2Ehtm%3Fdoc%5Fid%3D553840%26%23doc553840
http://www.commonwealthfund.org/cnlib/pub/enews_clickthrough.htm?enews_item_id=30255&return_url=http%3A%2F%2Fwww%2Ecommonwealthfund%2Eorg%2Fpublications%2Fpublications%5Fshow%2Ehtm%3Fdoc%5Fid%3D553840%26%23doc553840
http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2008/May/Rite-of-Passage--Why-Young-Adults-Become-Uninsured-and-How-New-Policies-Can-Help--2008-Update.aspx
http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2008/May/Rite-of-Passage--Why-Young-Adults-Become-Uninsured-and-How-New-Policies-Can-Help--2008-Update.aspx
http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2008/May/Rite-of-Passage--Why-Young-Adults-Become-Uninsured-and-How-New-Policies-Can-Help--2008-Update.aspx
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Principles for Reform

Insurance reform based on group insurance principles is likely
to yield greater benefits to the health care system overall.

Tax Credits and
Minimum State Rules
for Individual
Insurance Market

Mixed Private—Public
Group Insurance with
Premium Subsidies and
Consumer Protections

System, Oct. 2007).

Covers everyone 0 +
Standard benefit floor - +
Premium/deductible/
out-of-pocket costs - +
affordable relative to income
Easy, seamless enrollment 0 +
Choice + +
Pool health care risks broadly - +
Minimize dislocation, ability to keep
current coverage + ++
Administratively simple - +
Im i

prove health care quality 0 .
and efficiency

0 = Minimal or no change from current system; — = Worse than current system;

+ = Better than current system; ++ = Much better than current system
Source: S. R. Collins, C. Schoen, K. Davis et al., A Roadmap to Health Insurance for All: Principles
for Reform (New York: The Commonwealth Fund Commission on a High Performance Health

group insurance system as the most pragmatic approach—
one that would minimize dislocation for the millions of
Americans who currently have good coverage.

One of the major objections to proposals for uni-
versal health insurance coverage is that they would
force Americans who are perfectly content with their
health plan to enroll in a one-size-fits-all government
program. That is why a health reform proposal devel-
oped by experts at The Commonwealth Fund holds
considerable promise as a practical framework for
achieving universal health coverage while containing
health care costs.

As described in a Health Affairs article and Fund
issue brief, both published in May 2008, the “Building

Blocks” approach is designed to cover 44 million of the

estimated 48 million uninsured Americans in 2008 and
lower overall health spending—without creating major
disruptions to Americans who are satisfied with their
current health plan.

Conceived by Fund president Karen Davis, senior
vice president Cathy Schoen, and Sara Collins, Building
Blocks would preserve employer-sponsored health
insurance, Medicaid, and the recently reauthorized and
expanded Children’s Health Insurance Program (CHIP),
while also expanding and improving Medicare—one of
the most successful public programs. In addition, small
businesses, the self-employed, and everyone else lacking
access to group coverage would have a choice of an
enhanced Medicare plan or private plans in which they

could enroll through a health insurance “connector.”


http://content.healthaffairs.org/cgi/content/abstract/27/3/646?ijkey=5aHLuboeiR5LY&keytype=ref&siteid=healthaff
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=685128
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The proposal’s specifics include:

A new Medicare option—“Medicare Extra”—that
would be open to everyone and would offer
enhanced benefits as well as premiums 30 percent
lower than the average premiums currently

charged to employers

A national insurance connector through which
individuals and small businesses would have a choice

of private plans or the new Medicare Extra plan

A requirement that all applicants be given health
insurance at standardized rates, regardless of their

health status

Tax credits to make sure premiums are affordable

Expansion of Medicaid and CHIP to cover
all low-income adults and children below 150
percent of the federal poverty level, with modest

copayments and no premiums

A requirement that everyone enroll in a health plan
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* A mandate that employers either provide health
insurance or pay 7 percent of payroll into a pool

to help to finance coverage

*  Medicare reforms that would extend Medicare
Extra benefits to current Medicare beneficiaries,
eliminate the two-year waiting period for the
disabled, and allow adults ages 60 to 64 to buy

into the program.

Estimates prepared by the Lewin Group show the
expansion would have a negligible effect on total
national health spending. That is because of offsetting
savings on administrative and other costs, which would
limit the plan’s financial impact to a net increase of $15
billion, or less than 1 percent of estimated total health
spending for 2008.

According to the Funds Davis, “This approach
demonstrates that it is possible to buy more for our
health care dollars, cover all Americans with high-
quality insurance, and institute real reforms to stem

rising health care costs.”

L

National

Employer Insurance

Group Coverage

Total = Total =

AN T

The Building Blocks proposal is designed to make
health insurance automatic and affordable to all.

New Coverage for 44 Million Uninsured in 2008

Connector

Improved or More Affordable Coverage for 49 Million Insured

Source: Based on analysis in C. Schoen, K. Davis, and S. R. Collins, “Building Blocks for
Reform: Achieving Universal Coverage with Private and Public Group Health Insurance,”
Health Affairs, May 13, 2008 27(3):646-57, from Lewin Group modeling estimates.
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CONSEQUENCES OF A FAILED INSURANCE SYSTEM

Underinsured and At Risk

Employer-based coverage forms the backbone of
America’s voluntary health insurance system, with
employer health plans covering more than 160 million
workers and their dependents, or 62 percent of the
population under age 65. But rising health care costs
have led employers to shift a greater share of their costs
to employees, and many small businesses have discon-
tinued coverage. In addition to the 48 million people in
the U.S. who are uninsured, there are many millions
more who are underinsured.

A Commonwealth Fund study published by the
journal Health Affairs in June 2008 found that as of
2007, there were an estimated 25 million underinsured
adults in the U.S., an increase of 60 percent over the 16
million who were underinsured in 2003.> Most of this
growth came from rising underinsured rates among

middle- and higher-income families, the authors found.
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The analysis, which was conducted by Cathy Schoen
and other Fund researchers, was based on data from
the Commonwealth Fund 2003 and 2007 Biennial
Health Insurance Surveys.

While low-income people remain the most likely
to be underinsured or uninsured, underinsured rates
nearly tripled since 2003 for adults with incomes
equivalent to twice the federal poverty level or above
(an annual family income of approximately $40,000).
Adults ages 19 to 64 were classified as underinsured if
they were insured all year yet spent 10 percent or more
of their income (or 5 percent if low-income) on out-
of-pocket medical expenses, or if they had per-person
deductibles that equaled 5 percent or more of their
income.

“We are seeing the sharp increase in the underin-
sured because the insured are facing higher cost-shares
and limits in insurance benefits—premiums are up but
people are buying less protection,” said Schoen, a senior

vice president at the Fund. “Today you can have health

The number of underinsured adults under age 65
rose to 25 million in 2007, up from 16 million in 2003.

Percent of adults ages 19-64 @ Underinsured*
. . .
100 - Underinsured during year
80 - 68 72
60
40
20 -
) 2003 2007 2003 2007 2003 2007
Total Under 200% At or above 200%
of poverty of poverty

*Underinsured defined as insured all year but experienced one of the following: medical
expenses equaled 10% or more of income; medical expenses equaled 5% or more of
income if low income (<200% of poverty); or deductibles equaled 5% or more of income.
Source: C. Schoen, S. R. Collins, J. L. Kriss, and M. M. Doty, “How Many Are Underin-
sured? Trends Among U.S. Adults, 2003 and 2007,” Health Affairs Web Exclusive, June 10,
2008. Data: Commonwealth Fund Biennial Health Insurance Surveys (2003 and 2007).
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insurance and still go bankrupt if you get sick. This puts
individuals, families, and the nations health and eco-
nomic security at risk.” The sharp increase in the num-
ber of underinsured adults, say the authors, is partly
due to changes in insurance benefits—like higher
deductibles and caps on physician visits—that leave

individuals financially vulnerable.

Impact on Medicare Beneficiaries

Commonwealth Fund-supported research published in
two of the nation’s leading medical journals vividly
illustrates the importance of having health insurance
coverage not only for ensuring access to needed care,
but also for reducing the need for health care later in life
and controlling overall health costs.

A team of Harvard Medical School researchers led
by John Z. Ayanian, M.D., and J. Michael McWilliams,
M.D., reported in the New England Journal of Medicine
that among U.S. adults ages 59 to 64 who had been

ASSESSING THE GAINS OF EXPANDING
MEDICARE TO OLDER ADULTS UNDER 65

Goal To inform policymakers about
the potential health gains of
expanding Medicare coverage
to older adults under 65, how
the cost of such an expansion
could be offset by program
savings, and whether Medi-
care spends more on adults
who were uninsured prior to
enrollment than it does on
those who were insured.

Award Amount  $200,289 (Phase 1) and

$219,288 (Phase 2)
9/1/06—2/29/08 (Phase 1) and
3/1/08-6/30/09 (Phase 2)
Lead Investigator John Z. Ayanian, M.D.,
Harvard Medical School

E-mail Dr. Ayanian at ayanian@
hcp.med.harvard.edu.

Timeframe

For more
information
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diagnosed with hyperten-
sion, diabetes, heart disease,
or stroke, those lacking
insurance coverage had
much  higher medical
costs—>51 percent higher—

after becoming eligible for

Medicare at age 65 than

did those with insurance

John Z. Ayanian, M.D.
COVCI‘ElgC.S The uninsured Harvard Medical School

also reported 13 percent

more doctor visits and 20 percent more hospitaliza-
tions than adults who had coverage before enrolling in
Medicare. Higher use of services and higher costs per-
sisted through age 72.

“These findings support the hypothesis that previ-
ously uninsured adults used health services more
intensively and required costlier care as Medicare ben-
eficiaries than they would have if previously insured,”
wrote McWilliams and his colleagues. The costs of
providing health insurance to people eatlier in life, he
said, may be partly offset by reduced spending on
health care after age 65.

In another article, this one published in the Journal
of the American Medical Association, McWilliams and
his coauthors presented the strongest evidence to date
that health improves significantly when people gain
health insurance.® Using comprehensive self-reported
health measures, the researchers analyzed data for more
than 7,000 older adults over a 12-year period. They
found that while individuals who had continuous
health insurance coverage did not report a significant
change in their health trends as they transitioned to
Medicare, those who had no or little previous coverage

reported substantial improvements.


http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=509290&#doc509290
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=628864
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=628864
mailto:ayanian@hcp.med.harvard.edu
mailto:ayanian@hcp.med.harvard.edu
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Out-of-Pocket Costs

Even prior to the current
deep recession, rising health
care costs and stagnant
incomes were creating
greater financial burdens for

U.S. families as they

struggled to pay bills and

accumulated medical debt.

Peter J. Cunningham, Ph.D.
Center for Studying Health
System Change

In a Commonwealth Fund-
supported study published in
Health Affairs, researchers with the Center for Studying
Health System Change, led by Peter Cunningham,
Ph.D., and the Agency for Healthcare Research and
Quality wrote that more than one of six Americans
lived in families that spent more than 10 percent of
their after-tax income on health care in 2004.7
The authors said the overwhelming majority of people
who face such a high financial burden had private
health insurance.

After accounting for general inflation, total aver-

age out-of-pocket spending on health care increased

EXAMINING TRENDS IN OUT-OF-
POCKET MEDICAL COSTS AND THEIR
IMPLICATIONS FOR HEALTH CARE ACCESS

Goal To measure recent increas-
es in families’ out-of-pocket
medical expenditures and
premium shares and identify
the causes.

$184,981
5/1/06-5/31/07

Peter J. Cunningham, Ph.D.,
Center for Studying Health
System Change

Award Amount
Timeframe

Lead Investigator

For more
information

E-mail Dr. Cunningham at
PCunningham@
hschange.org.
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by $373 to $2,656 a person
in 2004, about a 16 percent
increase from 2001. In con-
trast, average family
incomes during the same
period  were  largely

unchanged after account-

ing for inflation. For people

with employer coverage,

Sherry A. Glied, Ph.D.
Mailman School of Public
Health, Columbia University

out-of-pocket spending for
premiums and services rose

21 percent during the same period.

Who Pays When Workers Are Uninsured?

The public, along with workers, foot the bill when
employers fail to provide their full-time employees with
health insurance, according to a Commonwealth Fund—
supported study by Columbia University grantee Sherry
Glied, Ph.D., Who Pays for Health Care When Workers
Are Uninsured?® Together with her colleague Bisundev
Mahato, Glied calculated that eroding employer-spon-
sored health insurance is costing U.S. taxpayers $45
billion a year, which includes $33 billion to cover public
insurance, such as Medicaid, for full-time workers and
their dependents, and $12 billion for uncompensated
health care that would otherwise be covered by the
workers’ private insurance. The researchers say that
public costs associated with uninsured and publicly
insured workers and their dependents were 45 percent
greater in 2004 than in 1999.

In a companion study, Glied and Mahato show that
low-wage workers—those earning less than $9.80 per
hour (in 2003 dollars)—are more likely than high-wage
workers to be uninsured.” Low-wage workers are less
likely to go to the doctor when they are sick, to have a
usual source of care, or to receive preventive services
such as blood-pressure checks. Both studies conclude

that falling rates of employer-sponsored coverage are


http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=640889
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=640889
http://www.commonwealthfund.org/Content/Publications/Issue-Briefs/2008/May/Who-Pays-for-Health-Care-When-Workers-Are-Uninsured.aspx
http://www.commonwealthfund.org/Content/Publications/Issue-Briefs/2008/May/Who-Pays-for-Health-Care-When-Workers-Are-Uninsured.aspx
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=683561
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placing an increasing burden on taxpayers, public
health insurance programs, and workers themselves—
prog

particularly low-wage earners.

GRANTS TO WATCH
Health care cost growth and the national recession will
continue to press workers and businesses, likely lead-
ing to increases in the number of uninsured and
underinsured Americans. The Program on the Future
of Health Insurance will continue to track the scope of
the problem and trends by measuring the conse-
quences of being uninsured and underinsured
and providing analysis to inform policies to expand
health insurance.

Jon Gabel, a senior fellow with the National
Opinion Research Center, has received Commonwealth

Fund support to compare the affordability of

2008 ANNUAL REPORT

small-group, large-group, and individual market insur-
ance plans, based on premiums and out-of-pocket
medical expenses. Gabel and colleagues also will
examine the benefit structure of plans available in
individual markets in 10 states and compare the
expected out-of-pocket expenses for those enrolled in
individual and group plans. The design and imple-
mentation of a national health insurance connector
will be the focus of a project led by Melinda Buntin,
Ph.D., and colleagues at RAND, who will seek to
determine how such a mechanism could improve
accessibility and affordability of coverage, especially
for the uninsured and underinsured.

These and other Fund-supported projects
will provide critical information to policymakers and
the public in the national discussion over health

care reform.
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While state policymakers and program officials may have the desire and will to undertake
health system reforms, they do not necessarily have all the technical knowledge and
practical experience needed to implement new policies and practices effectively. At a
meeting in Seattle of the Commonwealth Fund—sponsored State Quality Improvement
Institute, experts from AcademyHealth respond to state officials’ needs for assistance and
share best practices from around the country.
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State Innovations

ANNE K. GAuTHIER, M.S.

AsSSISTANT VICE PRESIDENT

As “laboratories of innovation,” the states can point
the nation to promising approaches for improving the
performance of the U.S. health care system. Although
the prospects for national health care reform appear
brighter, individual states are not waiting to take
action to control escalating health care costs, expand
insurance coverage, and promote quality and effi-
ciency in care delivery.

The Commonwealth Fund’s State Innovations
program aims to improve the performance of our
health care system by supporting, stimulating, and
spreading states’ strategies to expand access to care and
by promoting high-quality, efficient care, particularly
for vulnerable populations. The program has made

grants to:

* identify and assess promising public and private

sector policies
e disseminate state innovations

* evaluate comprehensive and targeted state health

reform proposals

* respond to state needs for technical assistance

and research.

LEARNING ABOUT WHAT WORKS

Two projects supported by the State Innovations
program in 2007-08 exemplify its efforts to assess
states’ activities aimed at improving the quality of
patient care, improving care coordination, and reigning
in costs.

Policy analysts from the Lewin Group investigated
the role states play as employers providing health ben-
efits to public employees and retirees. As health care
purchasing entities serving government workers, pub-
lic employee health plans (PEHPs) are responsible for
an increasingly large share of state health care spend-
ing, second only to state Medicaid programs. The
most recent data show state spending on public
employee and retiree health benefits accounted for
about 16 percent of total state health spending
(excluding the federal share), up from 10 percent in
fiscal year 1997, according to a February 2008
Commonwealth Fund report.!

According to the authors, PEHPs are taking a vari-
ety of steps to improve quality and control costs in

health care. These include:

* promoting provider adherence to clinical

guidelines and best practices;
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* publicly disseminating provider performance

information;
* implementing performance-based incentives;
* developing coordinated care interventions; and

* taking part in multipayer quality collaborations.

Here are two examples of the work undertaken by
state PEHPs:

Massachusetts. In 2004, the Massachusetts Group
Insurance Commission (GIC), which purchases health
benefits for about 267,000 public employees and their
dependents, began requiring participating health plans
to submit medical, mental health, and pharmacy
claims data for a consolidated database on provider
performance. Using this database of claims informa-
tion, GIC is developing strategies to improve effi-

ciency and care quality.

Arkansas. The Arkansas Foundation for Medical Care
used funding and technical support from the Robert
Wood Johnson Foundation and Center for Health
Care Strategies to launch a new multipayer regional
quality improvement initiative in 2006. The initiative,

which involves Medicaid, the Arkansas State Employees

THE STATE PUBLIC EMPLOYEE
HEALTH PLAN FORUM

Goal To enhance information
exchange among the states
about the role that public
employee health plans could
play in efforts to improve the
quality of health care.

$193,628
7/1/07-10/31/08

Lead Investigator Aaron McKethan, Ph.D.,
Brookings Institution

E-mail Dr. McKethan at
amckethan@brookings.edu.

Award Amount
Timeframe

For more
information
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Insurance Plan, and other
large payers, is collecting
claims and other data from
health care purchasers to
develop a uniform set of
quality measures to facili-
tate performance monitor-

ing and develop quality

improvement programs.

Aaron McKethan, Ph.D.
“Even though the PEHPs Brookings Institution

have grown to become big

purchasing entities, they have not previously been
integrated into the larger health care reform activities
in the states,” explained Aaron McKethan, Ph.D.,
research director for the Brookings Institution’s
Engleberg Center for Health Care Reform and one of
the authors of the Fund report. “Just like any large
purchaser, their best opportunities involve learning
what other larger purchasers are doing so that they can
align their performance improvement efforts with that
of other purchasers and work together to create a less
fragmented health system.”

In a similar way, Commonwealth Fund—supported
researchers sought to gather and analyze data on the
variety of “e-health” initiatives being undertaken
across the U.S., and then disseminate that informa-
tion so that states can learn from each other’s experi-
ences. E-health—which encompasses any health care
practice supported by electronic processes and
communication, including health information tech-
nology and electronic health information exchanges—
holds promise in improving the delivery and coordi-
nation of health care services. It can also help make
physician practices and other care providers operate
more efficiently.

To understand the e-health activities in the states,
the National Governors Association partnered with
Health Management Associates (HMA) and George


http://healthmanagement.com/
http://healthmanagement.com/
mailto:amckethan@brookings.edu
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STATES IN ACTION NEWSLETTER

Since publication began in March 2005, the
Commonwealth Fund e-newsletter States in Action
has proven to be an effective vehicle for raising
awareness of innovative state coverage expansions
and quality improvement initiatives. The bimonthly
publication reaches an audience of more than
11,000 state policymakers, administrators,
researchers, and others who are working on ways
to stretch health care dollars to meet the needs
of their state’s residents. “Each state has its own
circumstances, politics, and culture—that means
you can't always lift one program from one state
and replicate it in another,” says Sharon Silow-
Carroll, a principal with Health Management
Associates who co-writes States in Action. “It
doesn't make sense for each state to build
individual but similar programs from nothing
when other states have already struggled with
the start-up and development issues. By sharing
information in the newsletter, we can at least allow
them to start at a much more advanced place.”

Washington University to survey states about their
state health information technology and electronic
health information exchange activities. As discussed in
a February 2008 Commonwealth Fund report, most
states place a high priority on e-health: nearly 70 per-

cent report “very significant” e-health activities.?

SURVEYING STATES ABOUT THEIR
E-HEALTH ACTIVITIES

Goal To identify challenges
facing states in facilitating
electronic health information
exchange, and to learn how
states plan to address them.

Award Amount $50,000

5/1/07-1/15/08

Lead Investigator Vernon Smith, Ph.D., Health
Management Associates
E-mail Dr. Smith at
vsmith@
healthmanagement.com.

Timeframe

For more
information

71

E-health applications, for
example, are enabling states
to implement initiatives to
promote quality improve-
ment and greater transpar-
ency, and public-private
consortiums are aiding the

creation of standardized

measures of utilization and

Vernon Smith, Ph.D.
Health Management
Associates

performance.

“State officials see the
opportunity to facilitate the
development of such technology as electronic health
records, e-prescribing, electronic health exchanges,
and the ability to access multiple databases of infor-
mation across payers and across providers,” said
Vernon K. Smith, Ph.D., a principal at HMA and
former director of Michigan’s Medicaid program.
“When you look at the opportunities to improve the
health care delivery system through e-prescribing, for
example, in reducing prescribing errors alone, the ben-
efits are incalculable,” Smith added.

State governors' two highest e-health priorities
over the next two years, the survey found, are fostering
the development of electronic health information
exchanges and ensuring interconnectivity among
health care providers. At the same time, states will
need to overcome significant barriers to the wide-
spread adoption of interoperable health information
technology and a nationwide network of electronic
information exchanges, including privacy and security
concerns and limited funding.

“Even though the states participate in the health
care system and do not control the system,” HMA’s
Smith said, “they are in a position to facilitate change
that goes across all payers and purchasers and affects

everyone in the population.”


http://www.commonwealthfund.org/statesinaction/
mailto:vsmith@healthmanagement.com
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EVALUATING STATE HEALTH REFORM

One of the most significant accomplishments of any
state engaged in health reform is the dramatic improve-
ment in insurance coverage Massachusetts achieved
after implementing its ambitious health care plan in
December 2006. The Massachusetts plan expanded
the state’s Medicaid program, established income-
related subsidies, created a new private insurance plan
for individuals, and required that individuals and
employers to participate in the health insurance sys-
tem or pay a fine.

A Fund-supported evaluation of the plan showed
that the Bay State cut the proportion of uninsured
working-age adults nearly in half, from 13 percent to
7 percent. Published in the journal Health Affairs, the
study findings showed that among adults with incomes
below 300 percent of the federal poverty level, the
proportion of those who were uninsured dropped by
nearly 11 percentage points from 24 percent in the fall

of 2006 to 13 percent a year later.’

MONITORING THE IMPACT OF
HEALTH REFORM IN MASSACHUSETTS

Goal To evaluate the impact of
Massachusetts’s health care
reform legislation, including
impact on insurance status,
access to and use of health
services, and out-of-pocket
spending, particularly
among the uninsured and
individuals with low and
moderate income.

Award Amount $'|45,7'|7

7/1/07-8/31/08

Lead Investigator  Sharon Long, Ph.D.,
The Urban Institute

Timeframe

For more
information

E-mail Dr. Long at
slong@urban.org.
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In addition to improve-
ments in insurance cover-
age, the state had signifi-
cant gains in access to care,
said Sharon K. Long,
Ph.D., a researcher with
the Urban Institute who

led the evaluation.

For the study, Long did

Sharon Long, Ph.D.
The Urban Institute

two rounds of interviews
with about 3,000 adults ages
18 to 64 in Massachusetts in each round. One round
was done in the fall of 2000, just before implementa-
tion, and one was done in the fall of 2007, one year
after the reform effort began.

“Our findings are strongly positive, but there are
suggestions of potential problems in access to care,
specifically in terms of finding or getting to see a doc-
tor,” Long said in an interview. “There are some solu-
tions focused on increasing the supply of providers.
The Blue Cross Blue Shield of Massachusetts
Foundation and the state have joined together to initi-
ate a loan forgiveness program with primary care pro-
viders. There are also incentives to bring in providers
from other states.”

Long said the ongoing evaluation has identified
opportunities to improve the efficiency of care deliv-
ery in Massachusetts. “We found high levels of emer-
gency room use, including high levels of ER use for
nonemergency conditions, combined with problems
getting to see a health care provider in the commu-
nity,” she noted. “These findings suggest there are cost
savings to be had by providing care in more appropri-
ate settings. As part of the third phase of the Fund-
supported Massachusetts health reform evaluation, the
researchers will assess the impact of the state’s individ-

ual employer mandate.


http://urbaninstitute.org/
mailto:slong@urban.org
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Health Affairs Web Exclusive (June 3, 2008):w270-w284.

The Massachusetts health reform plan has achieved
notable gains in insurance coverage.

Percent of uninsured adults ages 18-64

All adults Adults with family Adults with family
income less than income at 300% of
300% of poverty poverty or more

Source: Adapted from S. K. Long, “On the Road to Universal Coverage: Impacts of Reform in Massachusetts at One Year,”

H Fall 2006 | Fall 2007

23.8

RESPONDING TO STATES’ NEEDS

FOR TECHNICAL ASSISTANCE

While state policymakers and program officials may
have the desire and will to undertake health system
reforms, they do not necessarily have all the technical
knowledge and practical experience needed to
implement new policies and practices effectively. To
respond to states needs for such assistance, The
Commonwealth Fund sponsored an effort by
AcademyHealth, an organization of health services

researchers, policy analysts, and practitioners in

MASSACHUSETTS: DRAMATIC GAINS IN
HEALTH INSURANCE COVERAGE

Three-quarters of Massachusetts residents who
were previously uninsured now have medical
coverage under the state’s health reform program.#
Since the program began in 2006, 439,000 more
residents have enrolled in health insurance, and
nearly half of them signed up for private insurance
not funded by taxpayers. Prior to 2006, studies
had estimated that about 600,000 Massachusetts
residents lacked health insurance.’

Washington, D.C., to launch the State Quality
Institute. The institute is designed to help states plan
and implement efforts to improve health system
performance and to share best practices. Its leaders are
hoping to address the wide variability in quality and
value in health spending across the United States, as
documented by the State Scorecard on Health System
Performance, released by the Fund’s Commission on a
High Performance Health System in June 2007.°

Through a competitive process, nine states were
selected to participate in the institute: Colorado,
Kansas, Massachusetts, Minnesota, New Mexico,
Ohio, Oregon, Vermont, and Washington.
Representatives from each state are focusing on
improving performance on at least two quality indica-
tors from the Fund’s state scorecard. Kansas, for
example, aims to establish medical homes for 85 per-
cent of children and reduce the rate of avoidable hos-
pitalizations for pediatric asthma to no more than 82
per 100,000 for children under age 18 by 2012.

“A majority of the nine states are working on pro-

grams to develop medical homes,” explained project


http://academyhealth.org/
http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2007/Jun/Aiming-Higher--Results-from-a-State-Scorecard-on-Health-System-Performance.aspx
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lead Enrique Martinez-
Vidal, a vice president with
AcademyHealth. “The med-
ical home concept is signifi-
cant because it offers these
states a way to bring together

the whole idea of chronic

care management and

system redesign, and it can

Enrique Martinez-Vidal
AcademyHealth

help engage patients in well-
ness and illness prevention.”
Another way the Fund is assisting states is by sup-
porting the design of Medicaid pay-for-performance
programs. Under a Fund grant, the Center for Health
Care Strategies, Inc. (CHCS), is helping states learn to
adapt the pay-for-performance (P4P) programs preva-
lent in the private sector to meet the specific needs and

goals of their Medicaid programs.

HELPING STATES DEVELOP QUALITY
IMPROVEMENT ACTION PLANS

Goal To assist nine state
teams in developing and
implementing sustainable
quality improvement action
plans centered around
value-based purchasing,
quality reporting, care
coordination, or chronic
care management.

Award Amount $444,246

12/1/07-4/30/09

Enrique Martinez-Vidal,
M.P.P., AcademyHealth

E-mail Mr. Martinez-Vidal at
enrique.martinez-vidal@
academyhealth.org

Timeframe

Lead Investigator

For more
information
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ACHIEVING EQUITY IN STATE
HEALTH CARE REFORM

Insurance coverage expansions are important but
insufficient to improve the health and health care
of minority and low-income Americans. That is the
conclusion reached by Brian D. Smedley, Ph.D.,
the research director for The Opportunity Agenda,
a New York-based advocacy organization. In a
Commonwealth Fund-supported article in Health
Affairs, Smedley argued that states must make
comprehensive efforts to eliminate the root causes
of health care disparities.” States, he believes,
should seek to improve access to care for minority
and low-income populations by:

« increasing racial and ethnic diversity among
health care professionals

« streamlining enrollment procedures for public
health insurance programs

« increasing participating in public health
insurance among the underserved.

In the companion Fund report, Identifying and
Evaluating Equity Provisions in State Health Care
Reform, Smedley and co-authors outlined policies
that promote equitable health care access and
quality for all populations and evaluated existing
laws in California, |Illinois, Massachusetts,
Pennsylvania, and Washington.?

CHCS is helping six states develop incentives for
Medicaid providers to deliver high-quality care to
enrollees, a disproportionate number of whom are
minorities, have low income, and chronic illnesses.
With additional funding from the Robert Wood
Johnson Foundation, CHCS will develop a P4P
Purchasing Institute Technical Assistance (PITA) Series

to develop P4P programs.
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GRANTS TO WATCH
In addition to supporting the Urban Institute’s ongo-
ing evaluation of the Massachusetts health reform
plan, the State Innovations program is helping research-
ers Amy Lischko, Ph.D., at Tufts University and Sara
Bachman, Ph.D., at Boston University to assess the
operation and impact of that state’s health insurance
“connector,” established to facilitate the purchase of
quality, affordable health insurance by small busi-
nesses and individuals who lack access to employer-
sponsored health coverage. Findings from the project
will help determine how the connector contributes to
Massachusetts’ health reform and are expected to pro-
vide valuable lessons for other states and the nation.
Under another Fund grant, Jill Rosenthal, M.P.H.,
at the National Academy for State Health Policy is

NoTEs
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studying partnerships formed by states to enable gov-
ernment agencies and private sector stakeholders to
join forces to measure and improve the quality of care,
publicly report quality information to consumers and
providers, and develop policy recommendations. So
far, 10 quality improvement partnerships have been
selected for study: the Colorado Center for Improving
Value in Health Care, the Kansas Health Policy
Authority, the Massachusetts Health Care Quality and
Cost Council, the Maine Quality Forum, Minnesota’s
QCARE, the Oregon Health Care Quality
Corporation, the Pennsylvania Governor’s Office of
Healthcare Reform, the Rhode Island Quality Institute,
the Vermont Blueprint for Health, and the Washington
Quality Forum.

¢ J. C. Cantor, C. Schoen, D. Belloff, S. K. H. How,
and D. McCarthy, Aiming Higher: Results from a State
Scorecard on Health System Performance (New York:
The Commonwealth Fund Commission on a High
Performance Health System, June 2007).

B. D. Smedley, “Moving Beyond Access: Achieving
Equity in State Health Care Reform,” Health Affairs,
March/April 2008 27(2):447-55.

8 B. D. Smedley, B. Alvarez, R. Panares, C. Fish-
Parcham, and S. Adland, Identifying and Evaluating
Equity Provisions in State Health Care Reform (New
York: The Commonwealth Fund, April 2008).
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The Commonwealth Fund supports efforts to strengthen and improve the Medicare program—to ensure that it will
continue to meet the needs of the country’s elderly and disabled. Additional efforts are focused on making Medicare

a model for broader health care reform.
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Medicare's Future
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For more than 40 years, the Medicare program has
helped the nation’s elderly and disabled obtain the
health care they need while protecting the most vul-
nerable among them from financial hardship. But
Medicare—the nation’s largest payer for health care
services—faces many challenges in its fifth decade, as
program costs continue to rise and its beneficiaries’
needs evolve. Through the Program on Medicare’s

Future, The Commonwealth Fund seeks to:

* protect vulnerable beneficiaries, by enhancing
Medicare’s ability to ensure access to care
for disabled, low-income, chronically ill,

institutionalized, and other beneficiaries

* improve the quality and efficiency of the Medi-
care program, by making traditional Medicare,
the Part D prescription drug benefit, and the
private plan option under Medicare Advantage
more effective in providing beneficiaries with ac-
cess to the care they need while maintaining the
program’s viability

* make Medicare a model for broader health re-
form, by designing and implementing improve-
ments that can be leveraged to improve the efh-

ciency and quality of the nation’s health system.

Tracking Beneficiaries’ Experience Under the
Medicare Drug Benefit

In 2003, Congress significantly improved coverage
under the Medicare program when it enacted the Part
D prescription drug benefit. The benefit has suc-
ceeded in extending prescription coverage to the
majority of seniors who previously lacked it.

Still, many seniors who have signed up for the new
benefit still have relatively high out-of-pocket spend-
ing for medications. A Commonwealth Fund-
supported survey conducted by researchers at Tufts—
New England Medical Center found that in 2006,
Part D enrollees did not fare as well as individuals who
had coverage through their employer or the Veterans
Administration (VA).' Published in the journal Hea/th
Affairs, the study, which was also supported by the
Kaiser Family Foundation, found that elderly
Americans with prescription coverage from any source
were less likely to face high monthly drug expenses, or
to skip medications because of the cost, than seniors
without any prescription coverage. But those in Part
D plans were more likely to report these problems
than those with employer or VA coverage.

Despite the advent of Part D, many low-income
Medicare beneficiaries remain without drug coverage,
the survey found. Those lacking it were likely to be
older and African American, and more likely to live in

a rural area. Although low-income seniors can qualify


http://www.commonwealthfund.org/Content/Publications/In-the-Literature/2007/Aug/Medicare-Prescription-Drug-Benefit-Progress-Report--Findings-From-a-2006-National-Survey-of-Seniors.aspx
http://www.commonwealthfund.org/Content/Publications/In-the-Literature/2007/Aug/Medicare-Prescription-Drug-Benefit-Progress-Report--Findings-From-a-2006-National-Survey-of-Seniors.aspx
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for a subsidy to pay for cover-
age and help with out-of-pocket
costs, many are simply not
aware that such help is available
to them. Much work remains
to be done, the authors con-

cluded, to strengthen Part D

and reach those beneficiaries

Dana Gelb Safran, Sc.D.
Tufts University,

Blue Cross Blue Shield
of Massachusetts

still without drug coverage.
Additional research by the
Tufts researchers has deter-
mined that the Medicare drug benefit has been a boon
for many beneficiaries. A longitudinal observational
study led by Dana Gelb Safran, Sc.D., an associate
professor at Tufts and a vice president with Blue Cross
Blue Shield of Massachusetts, found increased use of
prescription medications, lower out-of-pocket spend-
ing, and increased patient adherence to medication
regimens among 9,500 beneficiaries age 65 and older
with Part D coverage. The study showed that in its

first year, the Part D drug benefit appears to have
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EXAMINING BENEFICIARIES’ EXPERIENCES
WITH THE MEDICARE DRUG BENEFIT

Goal To survey seniors in
all so states to gather
national and state-specific
information on prescription
drug coverage, use, and
costs among the elderly.

Award Amount $299,655

9/1/02-6/30/08

Dana Gelb Safran, Sc.D.,
Tufts Medical Center, Inc.

Timeframe

Lead Investigator

For more
information

E-mail Dr. Safran at dana.
safran@bcbsma.org.

moderated out-of-pocket prescription spending and
the cost burden for those who previously had meager
drug benefits or none at all. It also indicated that some
low-income, chronically ill seniors have not taken
advantage of the program fully, signaling the need for

stepped-up outreach efforts.

%
304

20 1

10

Spent more than
$300 per month

Veterans Affairs.

Out-of-pocket spending and cost-related problems
filling prescriptions among elderly Americans with
various sources of drug coverage (2006).

m Total m No Rx coverage Part D

Notes: Limited to the 89% of respondents who reported taking at least one medication. VA is Department of

Reference group for statistical significance is Part D coverage (*p<0.05).

® Employer m VA Other

Did not fill or delayed filling
prescription because of cost
in past 12 months

Data: Kaiser/Commonwealth/Tufts-New England Medical Center National Survey of Seniors and Prescription Drugs,
2006.

Source: Adapted from T. Neuman et al., “Medicare Prescription Drug Benefit Progress Report: Findings from a 2006
National Survey of Seniors,” Health Affairs Web Exclusive (Aug. 21, 2007):w630-w643.
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Examining the Role of Private Plans in Medicare
The Medicare Modernization Act of 2003, which
authorized the Part D drug benefit, also raised the
level of payments to private health plans serving
Medicare beneficiaries. Since the law went into effect,
Medicare Advantage plans, as they are called, have
been paid substantially more for covering their enroll-
ees than those same enrollees would have cost under
traditional fee-for-service Medicare.

With Commonwealth Fund support, George
Washington University’s Brian Biles, M.D., has been
studying the role and impact of private plans in
Medicare for the better part of a decade. In an issue
brief prepared for the Fund, The Continuing Cost of
Privatization: Extra Payments to Medicare Advantage
Plans in 2008, he and colleagues reported that extra
payments to Medicare Advantage, or MA, plans in
2008 amounted to $986 over fee-for-service costs for
each of the approximately 8.7 million Medicare bene-
ficiaries enrolled in these plans, for a total of more
than $8.5 billion—bringing the total of these extra
payments to nearly $33 billion since the law went

into effect’.
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The rationale for overpaying private MA plans
was to encourage the proliferation of private plans;
indeed, since 2004, MA plan enrollment has increased
from 4.8 million to 8.7 million. But combined with
rapidly increasing private plan enrollment, the higher
payments have resulted in tens of billions in additional
Medicare spending over this period. According to
Biles, extra payments “put pressure on both Medicare
and the federal budget, drain resources from other,
potentially more productive, uses, and dilute the
incentive for Medicare Advantage plan efficiency—
which was one of the original reasons for including a
private plan option in Medicare.”

Although payments to MA plans will be modestly
reduced starting in 2010, beneficiaries enrolled in
these plans will still cost the Medicare program more
than their counterparts in traditional Medicare.

Biles and his colleagues also produced a compan-
ion analysis that reviewed the efficiency of Medicare
Advantage’s private fee-for-service plans.” They found
that in 2008, these plans were paid an average of

16.6 percent more per enrollee than what the same

Billions
$12 -

$10 -

In 2008, extra payments to Medicare Advantage plans totaled
$8.5 billion, the highest amount ever.

2004 2005

$8 $7.2 $7.9 -
$6 - $5.2
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$0 - . . ; .

2006 2007 2008
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Source: B. Biles, E. Adrion, and S. Guterman, The Continuing Cost of Privatization: Extra Payments to
Medicare Advantage Plans in 2008 (New York: The Commonwealth Fund, Sept. 2008).



http://www.commonwealthfund.org/Content/Publications/Issue-Briefs/2008/Sep/The-Continuing-Cost-of-Privatization--Extra-Payments-to-Medicare-Advantage.aspx
http://www.commonwealthfund.org/Content/Publications/Issue-Briefs/2008/Sep/The-Continuing-Cost-of-Privatization--Extra-Payments-to-Medicare-Advantage.aspx
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http://www.commonwealthfund.org/Content/Publications/Issue-Briefs/2008/Oct/Medicare-Advantages-Private-Fee-for-Service-Plans--Paying-for-Coordinated-Care-Without-the-Coordinat.aspx
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beneficiaries would have cost under Medicare fee-
for-service.

The study, published in October 2008, estimated
that extra payments to the plans amounted to $1,248,
compared with traditional fee-for-service, for each of
the 2 million enrollees in those plans—for a total of
nearly $2.5 billion. Private fee-for-service plans are
not required to have a contract or other network
arrangement with physicians, hospitals, and other pro-
viders. Instead, they can pay providers with which
they have no contracts at Medicare fee-for-service
rates. In addition, they are exempt from quality
reporting and disclosure requirements that other plans
must meet.

The extra payments to private fee-for-service have
resulted from rapid growth in plan enrollment—from
220,000 enrollees in December 2005 to nearly 2 mil-
lion in February 2008. Not surprisingly, the number
of health insurers offering Medicare PFES plans rose
2004 to 70

from four in

in 2008.

PRIVATE PLANS IN MEDICARE:
ASSESSING VALUE AND IMPACT

Goal To examine Medicare
Advantage policies to
determine what additional
benefits, if any, those
plans provide and to
whom they accrue, and
what the implications are
for beneficiaries and the
Medicare program.

Award Amount $267,5'|'|

1/1/08-6/30/09

Brian Biles, M.D., M.P.H.,
George Washington
University

Timeframe

Lead Investigator

For more
information

E-mail Dr. Biles at
bbiles@gwu.edu.
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“While some suggest
that PFFS plans are impor-
tant because they are
located in rural areas, PFFS
enrollment and extra pay-
ments are heavily focused
in urban areas,” Biles says.

“If new Medicare legisla-

tion fails to address these

Brian Biles, M.D.
George Washington
University

issues, we will continue to
see PFES plan enrollment
centered on high-extra-
payment urban areas and Medicare spending billions

of dollars that unnecessarily deplete federal resources.”

Medicare: A Model for Broader Payment Reform?
Commonwealth Fund staff have been developing a
framework for reforming Medicare payment to
encourage less fragmented and more integrated health
care delivery. By providing incentives for delivering
high-quality care in an efficient manner and encour-
aging greater coordination among health care provid-
ers, Medicare can provide a model for moving toward
a higher-performance health system.

In a Health Affairs article published in January
2009, Fund experts unveiled a new framework for
revising the Medicare program’s provider payment sys-
tem to “slow Medicare’s cost growth, improve the
value for the dollars it spends, and serve as a model for
broader health system change.”® At the core of the
proposal, developed by the Fund’s Stuart Guterman,
Karen Davis, and Stephen C. Schoenbaum, M.D.,
and IPRO’s Anthony Shih, M.D., is an array of bun-
dled payment options for physician group practices,
hospitals, and health systems, with incentives to
encourage greater integration in health care delivery

and greater coordination of beneficiaries’ care.


http://www.commonwealthfund.org/Content/Publications/In-the-Literature/2009/Jan/Using-Medicare-Payment-Policy-to-Transform-the-Health-System--A-Framework-for-Improving-Performance.aspx
mailto:bbiles@gwu.edu
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Under the plan, qualified physician practices, for
example, would receive a monthly risk-adjusted per
patient global fee to cover all primary care services,
with part of the amount covering the services associ-
ated with a patient-centered medical home. An inte-
grated system, meanwhile, could be paid a global pay-
ment per enrollee to cover all Medicare services,
including inpatient and post-acute care, ambulatory
care, and prescription drugs.

“We face great peril if our health system continues
on our current course of high cost and suboptimal
performance,” write the authors. By using payment
incentives, they say, Medicare—the nation’s largest
health care payer—could lead the nation to higher
health system performance and yield great benefits for
individuals, providers, and society as a whole.”

In a previous collaboration, “Medicare: Starting
Now on the Path to Higher Value,” Fund president
Karen Davis and assistant vice president Stuart
Guterman suggested strategies Medicare could use to
reform its payment mechanisms to improve efficiency
and promote equity. These policy options are designed
to correct imbalances while improving quality and

.. 5
contalnlng COSts:

* Establish a center for medical effectiveness
and health care decision-making to generate
information and create payment and cost-sharing
incentives for providers and consumers. Having
such a resource could save an estimated $368

billion over 10 years.°

 Strengthen primary care and care coordination
though patient-centered medical homes.
Physician practices that serve as medical homes
would offer accessible, coordinated care and
receive a per-enrollee fee from private and

public insurers.
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e Limit or freeze Medicare payment rate increases
in high-cost areas. Taking this step would
help level payments among providers and save
Medicare $260 billion over 10 years.

* Eliminate waste by developing incentives to
reduce hospital readmissions and continue
Medicare’s current initiative to eliminate
reimbursement for hospital-acquired infections

and avoidable other “never events.”

* Establish a Medicare pay-for-performance
program in all hospitals to spur payment reform

outside of Medicare.

Davis and Guterman acknowledge that embark-
ing on payment reform will be “daunting for many
stakeholders.” But with health care costs placing an
ever-greater burden on the economy, they argue there
is no other choice but to “transform our inequitable,

inefficient, and inflationary payment methods.”

Grants to Watch

Throughout 2009, The Commonwealth Fund will
continue to support efforts that seek to strengthen and
improve Medicare to ensure that it will continue to
meet the needs of the country’s elderly and disabled.
Additional efforts are focused on making Medicare a
model for broader health care reform. Fund staff, for
example, will continue to develop and analyze pay-
ment reform options to encourage better coordination
of health care and reward high performance. Among
the Fund’s grantees, Peter Neumann, Sc.D., at the
Tufts University School of Medicine, will continue to
analyze the use of clinical and cost evidence in
Medicare coverage and payment decisions. Sean Tunis,
M.D., M.Sc., at the Center for Medical Technology
Policy, and Gail Wilensky, Ph.D., at Project HOPE,

are seeking to identify the key issues that confound


http://www.commonwealthfund.org/aboutus/aboutus_show.htm?doc_id=670768
http://www.commonwealthfund.org/aboutus/aboutus_show.htm?doc_id=670768
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efforts to establish a mechanism for producing better
evidence for clinical decision-making and how such a
mechanism could be established and maintained.
These and other Fund-supported projects will
demonstrate how changes to Medicare are affecting
beneficiaries and the program’s overall performance,
while helping to point the way to broader improve-

ments in health system performance.
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Above: A surgeon at Parkland Health and Hospital System in Dallas—one of the organizations
participating in a Commonwealth Fund-supported study of health information technology in U.S.
hospitals—uses the OpTime computer system, which provides surgical staff with easy access to
information about patients, including canceled cases, status of current cases, and daily schedules.
Below: Parkland emergency department doctors enter data into EmSTAT, which helps ensure consistent,
complete, and efficient documentation of patient care.
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Quality Improvement and Efficiency

ANNE-MARIE ]J. AUDET, M.D.
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The latest health system scorecard released by The
Commonwealth Fund Commission on a High
Performance Health System estimates that more than
100,000 deaths could be prevented annually, and up
to $100 billion saved, if the nation as a whole achieved
the levels of performance reached by some states and
health care systems either in the United States or
abroad. Combined with other evidence of overuse of
services, inappropriate care, and waste, it is clear the
U.S.—the nation with the highest health care spend-
ing in the world—is not getting what it pays for.
Supporting providers and health care organiza-
tions in their efforts to reach higher levels of quality
and efficiency is the mission of the Fund’s Program on
Health Care Quality Improvement and Efficiency.

The program pursues its goal through three strategies:

* promote the development and broad adoption

of performance measures

* assess and enhance the capacity of health
care organizations to provide better care

more efficiently

* promote the development and adoption of
payment and other incentive models that
encourage providers to improve quality

and efficiency.

DEVELOPING MEASURES OF QUALITY
AND EFFICIENCY

Harnessing the Power of Electronic Health Records
Electronic health records (EHRs) make it feasible to
create more sensitive and clinically relevant indicators
of health care quality, which could be used to improve
care processes and patient outcomes. However, migrat-
ing from current data sources—administrative claims
records, abstracted medical charts, and patient sur-
veys—to EHRs will require creation of new quality
measures and valid methods of data analysis.

Under a Commonwealth Fund grant, Jinnet B.
Fowles, Ph.D., and Jonathan Weiner, Dr.PH., sought
to identify and categorize “e-indicators,” or perfor-
mance indicators that can be used in conjunction with
EHRs or other health information technology. The
researchers, who are based at the Park Nicollet Institute
in Minneapolis, also formed a consortium of inte-
grated delivery systems that are on the forefront of
EHR use; this enabled the investigators to examine
the experiences of these organizations in developing,
testing, and implementing performance indicators for
use in EHR systems.

The project yielded a practical framework for mea-
suring quality using EHR technology, providing guide-

lines for health care organizations to evaluate and


http://www.commonwealthfund.org/Content/Publications/Fund-Reports/2008/Jul/Why-Not-the-Best--Results-from-the-National-Scorecard-on-U-S--Health-System-Performance--2008.aspx
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enhance their IT systems. In their Commonwealth
Fund report, Performance Measures Using Electronic
Health Records: Five Case Studies, Fowles, Weiner, and
their colleagues created a taxonomy of e-indicators
and described how they are being used by health care
organizations to improve the quality and efficiency of
patient care.!

For example, the Billings Clinic in Billings, Mont.,
deployed “I'T-enabled” e-indicators, which are linked
to such technologies as computerized provider order
entry, clinical decision support systems, or Web-based
patient portals. Clinic staff developed an automated
alert that is set off when a patient who is taking
warfarin is prescribed an antibiotic that interacts with
that drug. The alert system led to a 25 percent decrease
in antibiotic—warfarin interactions. Other e-indicators
are translated from existing measurement sets for use
in health IT platforms. By using electronic health
records to track blood pressure control among
hypertensive patients, HealthPartners in Minneapolis,

Minn., was able to increase the number of patients

DEVELOPING AND TESTING ELECTRONIC
HEALTH RECORD-BASED QUALITY
INDICATORS FOR AMBULATORY CARES

Goal To identify a set of core
quality-of-care indicators
drawn from electronic
health record systems,
and to compare the utility
of conventional quality
indicators with that of the
new e-indicators.

$153,378
12/1/05-10/31/07

Lead Investigator Jinnet B. Fowles, Ph.D.,
Park Nicollet Institute

E-mail Dr. Fowles at jinnet.
fowles@parknicollet.com.

Award Amount
Timeframe

For more
information
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who have their blood
pressure taken, recorded,
and well controlled.

“By developing appro-
priate indicators now, we
can integrate them into
evolving EHR systems early

on rather than try to add

them after the fact—a

Jinnet B. Fowles, Ph.D.
Park Nicollet Institute

much more difficult task,”
said Fowles, a senior vice
president at Park Nicollet. “The providers’ success in
implementing their EHR-based quality measures
demonstrates that such measures are adaptable to dif-
ferent EHR systems, theyre amenable to improve-
ment, and they’re worth pursuing.”

With additional Fund support, the researchers are
developing e-indicators for pediatric care, focusing on
conditions such as obesity and developmental screen-
ing. The Robert Wood Johnson Foundation, the proj-
ect’s major funder, is building on this work through its

Aligning Forces for Quality initiative.

Measuring the Quality and Efficiency
of Physician Care

Across the country, coalitions of health plans, employ-
ers, and physician organizations are collecting and
disseminating data about the quality and efficiency of
care physicians provide. But the lack of standardized
performance measures is limiting the validity and use-
fulness of this information. That is why The
Commonwealth Fund supported a research team at
the National Committee for Quality Assurance, led by
Joachim Roski, Ph.D. (now with the Brookings
Institution), to help develop HEDIS: Technical
Specifications for Physician Measurement, part of a
nationally recognized and widely used performance

measurement resource.’


http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=685103
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=685103
mailto:jinnet.fowles@parknicollet.com

QUALITY IMPROVEMENT AND EFFICIENCY

For their project, the
researchers compiled 150
physician-level measures of
health care quality drawn
from HEDIS—the Health-
care Effectiveness Data and

Information Set—as well as

from indicators developed
by RAND and the Agency

for Healthcare Research and

Joachim Roski, Ph.D.,
M.P.H., Brookings
Institution

Quality. Through rigorous
process, these were winnowed down to 27 measures
that gauge how often recommended care was delivered
over a two-year period to managed care patients. For
example, measures assessed the percentage of older
female patients ages 50 to 69 who had a mammogram
performed, and the percentage of diabetics ages 18 to
75 who had their blood-sugar level tested.

The HEDIS physician measurement standards,
which have been shared with regional collaboratives
and other groups involved in physician measurement,
are expected to increase the reliability, standardization,
and transparency of physician quality and cost mea-

surement. They could also lead to improved provider

DEVELOPING STANDARD MEASURES OF
PHYSICIAN QUALITY AND EFFICIENCY

Goal To create a set of
standardized performance
metrics for gauging the
quality and costs of primary
care and specialist physicians
and physician groups.
$279,181

1/1/5—10/31/06

Lead Investigator Joachim Roski, Ph.D.,
M.P.H., Brookings Institution
E-mail Dr. Roski at
roski@brookings.edu.

Award Amount
Timeframe

For more
information
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performance, by enabling health plans to provide
feedback, reward superior performance, and publicly
report performance results.

A recent agreement beween the New York State
Attorney General’s office and the state’s health plans
that codified rules for measuring health care quality

was modeled on the new specifications.

BUILDING THE CAPACITY FOR IMPROVEMENT

Helping Hospitals Achieve Effective Clinical
IT Systems

An increasing number of hospitals are adopting clini-
cal information technologies such as electronic
medical records, computerized order entry, and elec-
tronic decision support. Yet, few tools exist to help
hospital administrators evaluate and improve their
information systems, and little is known about their
potential benefits.

A recently concluded Commonwealth Fund grant
led by Neil Powe, M.D., M.PH., at Johns Hopkins
University assessed the clinical IT capabilities of a
diverse group of urban hospitals in Texas. The
project—the Texas Clinical Information Technology
Evaluation (TEXCITE!)—was the first study to
explore how hospital staff interact with technology in
the course of their work and how useful they find it.

Among its key findings:

* Hospitals that create easy-to-use, automated
information systems for note-taking and
recordkeeping, order entry, and clinical decision
support experience fewer lives lost, fewer
complications, and lower costs. For example,
hospitals that had more automated notes and
records systems had 15 percent lower odds of fatal
hospitalizations for all causes. And those with
more automated systems for tracking test results
had $110 lower average adjusted costs for all

hospital admissions.


mailto:roski@brookings.edu
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* Hospitals that devote
staff and resources
to information
technology appear to
have more useable and

effective systems.

* Many hospitals have
not yet incorporated

information

Neil Powe, M.D., M.P.H.
Johns Hopkins University

technologies into their

clinical processes.

The hospitals participating in the study are now
better able to take steps to improve their clinical IT
systems. More broadly, its findings will inform hospital
leaders and policymakers across the nation, promoting
the development of effective I'T systems and helping to
make the case that health information technology can

lead to higher-quality, higher-value care.

ASSESSING THE QUALITY AND COSTS OF
CLINICAL IT SYSTEMS IN HOSPITALS

Goal To assess the structural
and functional capabilities
of clinical information
technology systems in Texas
hospitals and determine
whether these capabilities
translate into improved
quality and lower costs.

$266,731

Timeframe 7/1/05-6/30/08

Lead Investigator Neil Powe, M.D., M.P.H.,
Johns Hopkins University

Award Amount

E-mail Dr. Powe at
npowe@jhmi.edu.

For more
information
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Helping Physicians Improve Their Management
of Chronic lllness

The first National Survey of Physician Organizations,
conducted in 2000, found that most group practices
were not taking of advantage of evidence-based care
management processes that have been proven to
improve treatment of patients with chronic illnesses—
and that the lack of payment incentives and informa-
tion technology capacity were partly to blame. With
cofunding from The Commonwealth Fund, a team
led by Stephen Shortell, Ph.D., M.PH., of the
University of California, Berkeley, has resurveyed large
physician group practices to evaluate progress made in
the management of chronic illness, as well as the effec-
tiveness of interventions and tools such as payment
incentives and IT.

Findings based on the survey are just now begin-
ning to appear in leading health care journals. For
example, in an article based on the study, published in
Health Affairs in September 2008, Rittenhouse and
colleagues reported on progress made by the nation’s
group practices in adopting components of the “med-
ical home” model of primary care—which appears to
be particularly well suited for addressing the complex
needs of the chronically ill. According to the article,

“Measuring the Medical Home Infrastructure in Large

Medical Groups,” physician practices have generally

been slow to adopt key medical home “infrastructure,”
including care teams, electronic health record systems,
and enhanced patient services such as consultation by
e-mail.*

With additional Fund support, Shortell and his
team are studying how medical groups that have
implemented care management processes were able to
do so.’

The largest practices in the study—those with

more than 140 physicians—and those owned by a


http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=704010
http://www.commonwealthfund.org/publications/publications_show.htm?doc_id=704010
mailto:npowe@jhmi.edu
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hospital or HMO scored
highest on critical measures
of the medical home model.
“The medical home model
holds great promise for the
transformation of primary

care, but this transformation

won't happen overnight,”

ol

Stephen Shortell, Ph.D., said Rittenhouse.

M.P.H., University of
California, Berkeley

WhyNotTheBest.org

WhyNotTheBest.org is a new Web resource created to
stimulate improvement in the quality and efficiency of
health care delivery. The site, which was developed by
Fund staff in collaboration with IPRO, Inc., and
launched at the annual conference of the Institute for
Healthcare Improvement in December 2008, helps
hospitals and other health care organizations compare
their performance against their peers and learn about

“best practices” from leaders in the field. In addition to
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IT'S ABOUT QUALITY, NOT QUANTITY

From value-based purchasing to pay-for-
performance programs, efforts to extract greater
value from each health care dollar have been
growing in prominence. To be effective, these
initiatives require an understanding of how the
effectiveness of care relates to the level and cost
of resources used. As part of a Commonwealth
Fund—supported study, Joachim Roski, Ph.D., and
colleagues showed that the number and intensity
of resources and services provided by health plans
for the treatment of chronic conditions—in this
case, diabetes—are not necessarily reflected in
the quality of the care patients receive.

In reviewing medical and pharmacy claims data
for more than 300,000 patients with diabetes
across 31 health plans, the researchers reported
in the American Journal of Medical Quality that re-
source use, such as physician visits and pharma-
ceuticals, varied considerably more—three to five
times more—than quality of care. Resource use
and quality may be “largely independent factors in
health care delivery,” the authors found, meaning
that it is possible to achieve higher efficiency with-
out sacrificing the quality of patient care.3

Percent of groups
25+
S0 194
15+

10+

20-37 38-64

Chronic Illness, March 2006-March 2007.

The larger the physician group, the higher its score
on an index of patient-centered medical homes.

B Lowest performers

Number of physicians in group (by quartile)

Source: D. R. Rittenhouse, L. P. Casalino, R. R. Gillies et al., “Measuring the Medical Home Infrastructure in Large Medical
Groups,” Health Affairs, Sept./Oct. 2008 27(5):1246-58. Data: National Study of Physician Organizations and the Management of

m Highest performers

18.7

68-140 141+
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ANALYZING HOW PHYSICIAN GROUP
PRACTICES MANAGE CHRONIC ILLNESS

Goal To evaluate progress that
physician group practices
have made in their manage-
ment of patients with chronic
illness, and to determine
the effectiveness of payment
incentives, IT investments,
and other improvement tools.

$249,936
8/1/05-3/31/09
Lead Investigator Stephen Shortell, Ph.D.,

M.P.H., University of
California, Berkeley

Contact Dr. Shortell at
shortell@berkeley.edu.

Award Amount
Timeframe

For more
information

measuring themselves against a variety of quality
benchmarks, providers will also be able to track their
performance over time.

WhyNotTheBest.org is still evolving. Currently,
the site presents data on hospital performance mea-
sures that have been endorsed by the Centers for
Medicare and Medicaid Services (CMS) and other
public and private sector organizations. There are also
case studies of high-performing hospitals and health
systems, which offer valuable insights about how insti-
tutions made the leap to high performance.

A number of possible new features are being con-

sidered for WhyNotTheBest.org:

* data on hospital readmissions, mortality, and
hospital-acquired infections, as well as measures

of efficiency;

* a performance improvement “calculator” to help
hospitals estimate what they stand to gain if they
were to attain various benchmarks, and to help
them identify which areas of performance are

ripest for improvement;’
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* custom features for safety-net hospitals, state

officials, and other audiences;
* quality improvement tools; and

* a2 mechanism to allow users to interact and learn

from one another.

In addition, the Fund will also explore the possi-
bility of including comparative information for other
types of providers, such as community health centers,

health plans, and physician group practices.

GRANTS TO WATCH

With the strong possibility of comprehensive health
reform in the near future, there will likely be an even
stronger federal push to achieve improvements in
quality and efficiency throughout the health care sys-
tem. In the coming year, The Commonwealth Fund
will continues to support research to help further this

goal. Recently awarded grants to watch include a

PROMETHEUS PAYMENT: AN UPDATE

The payment model developed by Prometheus
Payment, Inc., is one of the most prominent ef-
forts to date to find a better way to pay for health
care delivery. Commonwealth Fund support for
the work of Francois de Brantes, CEO of Bridges
to Excellence, significantly advanced the
Prometheus model, which is driven by evidence-
informed case rates (ECRs). Based on the costs
of all the resources required to deliver an episode
of care according to clinical guidelines, the ECR
gives health care providers a single, risk-adjusted
payment across inpatient and outpatient settings to
care for a patient diagnosed with a specific condition.®

The prototype ECRs will now be pilot-tested

as part of a $6 million initiative funded by the
Robert Wood Johnson Foundation. If testing is
successful, this payment model will advance a
key goal of any high performance health system:
aligning financial incentives with the delivery of
high-quality, efficient care.


WhyNotTheBest.org
http://www.whynotthebest.org/
mailto:shortell@berkeley.edu
http://www.commonwealthfund.org/multimedia/multimedia_show.htm?doc_id=686710
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planned five-year demonstration project to reduce
rehospitalizations in up to five states, led by Amy E.
Boutwell, M.D., of the Institute for Healthcare
Improvement. Ample evidence exists that many hospi-
talizations—which consume nearly one-third of the
$2 trillion spent on health care in the United States—
are preventable through proper discharge planning,
patient education, and patient support.

Under another grant, a team led by Barry Greene,

Ph.D., at the University of lowa will use a new assess-
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ment tool to gauge the effectiveness of leadership at
U.S. hospitals—from chief executive officers to gov-
erning boards—in improving the quality of care.
Project staff will work with the Medicare Quality
Improvement Organizations to develop and imple-
ment a technical assistance protocol for improving
leadership at low-performing hospitals. An evaluation
will determine whether hospitals implementing the
protocol improved their performance on the leader-

ship assessment as well as on quality-of-care measures.
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NoTEs

J. Briggs Fowles, J. . Weiner, K. S. Chan et al,,
Performance Measures Using Electronic Health Records:

Five Case Studies, The Commonwealth Fund (New York:

The Commonwealth Fund, May 2008).

Copies are available for purchase from NCQA at
http://www.ncqa.org/tabid/78/Default.
aspx#HEDISMD.

J. Roski, S. Turbyville, D. Dunn et al., “Resource Use
and Associated Care Effectiveness Results for People
with Diabetes in Managed Care Organizations,”
American Journal of Medical Quality, Sept./Oct. 2008
23(5):365-74.

D. R. Rittenhouse, L. P. Casalino, R. R. Gillies et al.,
“Measuring the Medical Home Infrastructure in Large
Medical Groups,” Health Affairs, Sept./Oct. 2008
27(5):1246-58.

For more information about this grant, see
http://www.commonwealthfund.org/grants/grants_

show.htm?doc_id=584785.

E de Brantes and A. Rastogi, Evidence-Informed Case
Rates: Paying for Safer, More Reliable Care (New York:
The Commonwealth Fund, June 2008).

In the fall of 2008, CMS began making performance
payments based on Hospital Quality Alliance measures.
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Above: A patient enters information into his electronic medical record at the Midlothian Family Practice
(Somerville, Va.), one of 36 primary care practices participating in a demonstration of the TransforMED patient-
centered care model. The Commonwealth Fund sponsored an evaluation of the initiative. Below: A physician
and her patient at Seattle’s Polyclinic Family Medical Practice, one of 12 case studies of high-performing
patient-centered primary care developed by Dale Shaller and Susan Edgman-Levitan and published on
www.commonwealthfund.org.
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Patient-Centered Primary Care Initiative

MEerinpa K. ABrams, M.S.

AsSSISTANT VICE PRESIDENT

As defined by the Institute of Medicine, patient-cen-
tered care is “health care that establishes a partnership
among practitioners, patients, and their families (when
appropriate) to ensure that decisions respect patients’
needs and preferences, and that patients have the educa-
tion and support they need to make decisions and par-
ticipate in their own care.” In primary care, such care is
best provided in a medical home—a physician practice
or network, health center, or other source of care that
ensures patients have enhanced access to their clinicians
(for example, through the availability of evening or
weekend appointments), coordinates care, and engages
in continuous quality improvement.

The goal of The Commonwealth Fund’s Patient-
Centered Primary Care Initiative, established in 2005,
is to improve the quality of primary care by making it
more patient- and family-centered. The initiative

supports projects that:

e promote the collection of information on patient
experiences and the delivery of care to facilitate

public reporting and quality improvement;

* stimulate adoption of effective practices, models,
and tools to make primary care practices patient-

and family-centered; and

* improve policy to encourage patient- and family-

centered care in medical homes.

TESTING THE PROMISE OF THE MEDICAL HOME
There has been great interest in making the patient-cen-
tered medical home a springboard to improved primary
care. Individual components of the medical home have
been associated with a number of positives—higher
quality care, lower costs, and higher satisfaction for
patients and practice staff, among them—but there
have been only limited evaluations of the model as a
whole.

To test the promise of medical homes, a group of
commercial health plans and public insurance pro-
grams across the United States have agreed to change
the way they pay primary care practices. Whether it is
providing practices with a monthly per-patient care

management fee or an annual pay-for-performance
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bonus, the idea is to encour-
age the delivery of enhanced
services and better care
coordination for patients.
In April 2008, the Fund
awarded a grant to Qualis

Health in Seattle to run a

five-year medical home

demonstration project that

Jonathan Sugarman, M.D.,
M.P.H., Qualis Health

will seek to transform 63
safety-net  primary care
clinics into patient-centered medical homes that
achieve benchmark levels of quality, efficiency, and
patient experience.

In the project’s first year, Qualis president and
CEO Jonathan Sugarman, M.D., M.P.H., and his staff
developed the curriculum for improvement, convened
a panel of experts to provide guidance, and generated
awareness of the initiative among potential stakeholders.
By December, they began reviewing state proposals.

“The solicitation for proposals revealed two factors
about the interest among safety-net clinics for patient-
centered medical homes,” Sugarman said. “First, we

found that there is a formidable reservoir of interest in

TRANSFORMING SAFETY-NET PRACTICES
INTO MEDICAL HOMES

Goal To help 50 safety-net primary
care clinics become patient-
centered medical homes
that achieve benchmark
levels of quality, efficiency,
and patient experience.

Award Amount $699,997

5/1/08-4/30/09

Lead Investigator  Jonathan Sugarman, M.D.,
M.P.H., Qualis Health

Timeframe

For more
information

E-mail Dr. Sugarman at
jonathans@qualishealth.org.
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medical home transformation among safety-net prac-
tices across the nation, which demonstrates that the
Fund’s interest in this initiative was well placed. In
addition, although many applicants reported impres-
sive progress toward medical home transformation,
most acknowledged that much distance remains to be
covered along the road to becoming fully functional
medical homes that excel at patient experience, qual-
ity, and efficiency.”

In the end, five states were selected for the safety-
net medical home initiative: Colorado, Idaho,
Massachusetts, Oregon, and Pennsylvania.

Marshall Chin, M.D., and a team of researchers at
the University of Chicago were awarded a Fund grant
to evaluate whether the participating clinics in fact
become medical homes, how medical homes affect
quality and efficiency, and what factors are associated
with a clinic’s successful implementation of this care
model. The project team will draw from organizational
and patient survey data, interviews with clinic staff, a
review of clinical data, and patient claims data.

The Fund is supporting additional evaluations of
medical home demonstration projects. Each study is
assessing improvements in patients’ experiences, in
addition to changes in costs and clinical quality. These

include:

* A collaboration involving the Taconic Indepen-
dent Physician Association and six health plans
in New York’s Hudson Valley region. As part of
the demonstration—the largest of its kind in the
U.S.—the plans will pay primary care practices
$10,000 per physician annually if they meet
patient-centered medical home standards devel-
oped by the National Committee for Quality
Assurance (NCQA).

* A multipayer initiative in Colorado and Ohio
involving five of the nation’s leading insurers. A

key component is the introduction of a monthly,


mailto:jonathans@qualishealth.org
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per-member care management fee, as well as
performance bonuses, to usual fee-for-service

reimbursement.

*  Capitol District Health Plan, in Albany, N.Y.,
which will test a new model of medical home
reimbursement. Physician practices will receive
risk-adjusted, per-patient fees that will cover
all primary care services, health information
technology, clinician salaries, and an expansion of

patient services.

* A public—private, multipayer medical home
demonstration in Rhode Island, under which
public and private health plans serving the
majority of the state’s insured population have
agreed to support core services of the patient-

centered medical home.

* A demonstration in New York conducted by
the insurer EmblemHealth, which is providing
primary care practices with assistance to
transform their offices into patient-centered
medical homes. Payment for practices has been
restructured to include a base care management

fee as well as a performance-based incentive.

COLLECTING INFORMATION ON THE

DELIVERY OF PATIENT CARE

With Commonwealth Fund support, NCQA has
worked with the nation’s leading primary care specialty
societies—the American Academy of Family Physicians,
American Academy of Pediatrics, American College of
Physicians, and American Osteopathic Association—to
develop practical criteria for assessing and recognizing
physician practices as patient-centered medical homes.
NCQA has incorporated 18 patient-centered care mea-
sures into the standards for its Physician Practice

Connections—Patient-Centered Medical Home
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program. Under the program, medical practices must

meet nine standards regarding:

* patient access and communication

* patient tracking and registry functions

* care management

* patient self-management support

* clectronic prescribing

* test tracking

* referral tracking

* performance reporting and improvement

e advanced electronic communications.

“Our tool is used to
qualify practices to make
them eligible for demon-
strations where they may
receive additional payment
or other kind of rewards,”
explained NCQA’s Sarah
H. Scholle, Dr.PH. “We

have been trying to identify

Sarah H. Scholle, Dr.P.H.
National Committee
the key concepts of the for Quality Assurance

MEASURING MEDICAL HOMES

Goal To promote nationwide
use of standardized criteria
for certifying physician
practices as patient-
centered medical homes.

Award Amount $296,847

Timeframe 12/1/07-11/30/08

Lead Investigator  Sarah H. Scholle, Dr.P.H.,
National Committee for
Quality Assurance

For more
information

E-mail Dr. Scholle at
scholle@ncqa.org.
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medical home that should be enhanced, amplified, or
added to the existing standards. At the same time, we are
being mindful of not putting so many requirements on
practices that it becomes discouraging, confusing, or
impractical to meet the requirements.”

Supported by a subsequent Fund grant, Scholle’s
team is disseminating the measures and advising orga-
nizations on their use—among them, the Colorado
Clinical Guidelines Collaborative and the Pennsylvania
Governor’s Office on Health Care Reform, which are
developing medical home demonstrations. The
NCQA team also is developing and testing additional
medical home measures related to the quality of
patient—physician communication, family and com-
munity involvement in care, and care coordination.

“Preliminary evidence from one small study sug-
gests that the patient-centered medical home model is
associated with reductions in the cost of care by reducing
avoidable costs, such as those for inpatient hospitaliza-
tions and emergency room visits,” Scholle said. “The
two aspects of the medical home that seem to be oper-
ative here are, first, whether the practice is tracking
and providing information about quality to its physi-
cians, and second, whether the practice is using

decision-support tools.”

Case Studies of High-Quality
Patient-Centered Practices

In another effort to gather data on patient-centered pri-
mary care, a team led by Susan Edgman-Levitan of
Massachusetts General Hospital is documenting the
experiences of 12 patient-centered primary care prac-
tices and assessing how characteristics of each organiza-
tion—from leadership style, to the use of technology, to
quality improvement methods—affects patients’ experi-
ences with physician care. In case studies developed for

The Commonwealth Fund, the researchers found some

common themes across the

practices, including:
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robust primary care
training experience and
positive physician role

models

an organizational

culture characterized

by strong leadership, Susan Edgman-Levitan,
John D. Stoeckle Center
a focus on team work, for Primary Care Innovation,

Massachusetts

and a supportive work
PP General Hospital

environment

attention to human resource functions, such
as recruitment, retention, and reward and

recognition programs

physician compensation tied to performance

measures, including patient survey scores

physical design that facilitates teamwork and

communication

support for information technology, human
resource functions, financial management, and

patient education resources.

PATIENT-CENTERED CARE IN PRACTICE

Goal To document the experiences
of 12 patient-centered
primary care practices and
assess how organizational
characteristics affect patients’
experiences.

Award Amount $151,106
Timeframe 5/1/06—4/30/07

Lead Investigator  Sysan Edgman-Levitan, John
D. Stoeckle Center for Primary
Care Innovation, Massachu-
setts General Hospital

For more E-mail Ms. Edgman-Levitan
information at sedgmanlevitan@
partners.org.
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“We found that practices can’t use the same quality
improvement approach that they would use for clini-
cal care,” explained Edgman-Levitan. “Making prac-
tices more patient-centered requires that they put a lot
of attention on the practice culture and how they take
care of their staff. Patients arent going to get the high-
est quality care if the people who are taking care of
them don’t feel supported and cared for, or if the prac-
tice doesn’t have systems that allow the staff to deliver

what patients need.”

A SMALL PRACTICE ACHIEVES BIG SUCCESS

The Cardinal Primary Care Medical Group, a three-
physician practice in Concord, Calif., is one of 12
practice sites that Susan Edgman-Levitan and
others at the Massachusetts General Hospital
have profiled in a report on high-performing
patient-centered primary care practices. In the
case studies, researchers are documenting
models of high-quality, patient-centered care and
are extracting lessons regarding the organizational
factors and specific processes these practices use
to achieve favorable patient experiences.

The Cardinal Group was selected from more than
2,000 sites on the basis of its ability to achieve
exceptional scores across multiple domains on
patient experience surveys. One of the reasons the
Cardinal Group was chosen was its exceptional
efforts to improve patient access to care. The staff
made a deliberate effort to change work flow so
that it could return patient calls the same day and
give patients same-day appointments.

The group also has excelled at offering
information and education to its patients, the
case study researchers say. For its patients with
diabetes, for example, the group provides fact
sheets from the American Diabetes Association
and offers other information on the Web.

In addition, the group uses RelayHealth, an
electronic information system that allows patients
to get up-to-date account information, pay their
bills online, and create a personal health record.
Download the complete case study.
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To date, the Fund has published online four of the
case studies, including Cardinal Primary Care Medical
Group in Concord, Calif., Polyclinic Family Medicine
Practice in Seattle, Wash., Grant Community Clinic
in Cassville, Wis., and Wheaton Franciscan Medical
Group in Racine, 