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ABSTRACT:  In March 2010 the Patient Protection and Affordable Care Act (PPACA) was passed 
by Congress and signed into law by President Obama.  This 2300 page law represents the most 
significant legislation on healthcare since the Social Security Amendments of 1965 created 
Medicare and Medicaid.  The act is sweeping in magnitude and will provide access to healthcare for 
an estimated 32 million previously uninsured Americans.  Despite the passage of this legislation 
significant issues concerning the U.S. healthcare remain, most notably rising costs that are 
unsustainable in the long term.  The U.S. will spend $2.5 trillion on healthcare in 2009, and the 
costs are rising faster than inflation.  By 2019, national health spending is expected to reach $4.5 
trillion and comprise 19.3 percent of GDP.  The U.S. also faces a significant shortage of physicians 
and nurses, at a time when needs will only increase with an aging population and the overall quality 
of care provided needs improvement.  Challenges also remain in the areas of emergency 
preparedness and global health.  This paper examines the healthcare industry and proposes 
numerous policy measures to address the issues raised above.   
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INTRODUCTION 
 

The United States (U.S.) healthcare industry is a complex mix of private sector companies, 
facilities and providers; public sector providers and facilities; and insurance companies, all 
intermixed with significant Government regulation and oversight.  This is one of the largest 
industries in the United States, and is multi-faceted in size and scope.  Ultimately, however, this 
industry is focused on one primary objective: delivering healthcare in all its forms to the citizens of 
the U.S.  Therefore, the healthcare industry itself is in many ways synonymous with the U.S. 
healthcare system.   

The U.S. healthcare system is currently at a crossroads.  On the one hand, in many respects the 
system is without a peer in the rest of the world.  The top U.S. hospitals, such as the Mayo Clinic, 
Johns Hopkins, and Sloan Kettering are recognized worldwide for their innovation and high 
standards of care.  U.S. hospitals are typically the first to adopt new technologies and surgical 
procedures, the latter which has enabled a rapid expansion in outpatient surgery.  Because of an 
over-abundance of specialists, the U.S. also has shorter waiting times to see a specialist than any 
country in the world.1  U.S. pharmaceutical manufacturers are the world’s most prolific, marketing 
new products faster in the U.S. than anywhere else in the world.2   

But this innovation and technological excellence comes at a price, and all signs now point to a 
system of care that is not sustainable.  Total healthcare expenditures are expected to have increased 
from 16.2% of the U.S. Gross Domestic Product (GDP) in 2008 to 17.3 % in 2009.3  In fact, since 
1978 U.S. healthcare expenditures have grown 2.8% per year faster, on average, than the rest of the 
economy.4  The Centers for Medicare and Medicaid Services (CMS) project that the U.S. will spend 
$2.5 trillion on healthcare in 2009, and the costs are rising faster than inflation.5  The impact of 
rising healthcare costs has also placed a significant cost burden on employers.  For example, 
between 1999 and 2009 workers’ earnings increased by 38%.6  However, during this same period 
health insurance premiums increased 131%.7  By 2019, national health spending is expected to 
reach $4.5 trillion and comprise 19.3 percent of GDP.   

Approximately 36% of current healthcare expenditures are paid for by the federal government8, 
and public spending is projected to grow faster on average than private spending (7.0 percent versus 
5.2 percent, respectively) from 2009 through 2019.9  This is problematic because unlike the rest of 
the federal budget, healthcare expenditures are not subject to annual appropriations, but rather are 
structured to pay all costs submitted.  As healthcare expenditures increase, further pressure will be 
placed on the federal budget, squeezing out other discretionary spending.  The U.S. national debt 
could reach over 90% of GDP in 2010 and spending cuts to all federal programs are anticipated.  
Getting costs under control will be essential to maintaining the viability of Medicare, Medicaid and 
the State Children's Health Insurance Program (SCHIP) which are critical to the nation’s health and 
well being.   

One explanation for the excessive cost increases in healthcare lies in the reimbursement 
structure.  The U.S. method of payment for healthcare, with its extensive use of fee-for-service, 
encourages the overuse of healthcare services by those with insurance who can afford to access the 
system.  Another aspect of the cost increases has to do with the “advances in diagnostic and 
therapeutic interventions”.10  Americans adopt new technologies faster than other peer nations, 
sometimes before there is evidence that the new technology offers better outcomes.  As a result 
Americans pay far more per capita for their healthcare than any other country in the world, yet in 
many key indices including life expectancy and infant mortality, our results are below our peer 
group of nations.11  There are also increasing disparities and inequities in the delivery of healthcare 
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in the U.S.  The lack of access to healthcare by millions of Americans has in part been responsible 
for poor health outcomes. 

Despite these outcomes there has never been a national consensus that all Americans should 
have a right of access to quality healthcare. Many people, including some of the nation’s political 
leaders, have expressed the opinion that such access already exists via hospital emergency rooms.  
While a hospital emergency room will treat emergency cases, most will not see people for non-
emergency cases without insurance.  Emergency rooms will not treat people suffering with chronic 
conditions who need ready access to primary medical care.   

However, the year 2010 marked a “sea change” in the U.S. healthcare system.  In March 2010 
the Patient Protection and Affordable Care Act (PPACA) was passed by Congress and signed into 
law by President Obama.  This 2,300 page law represents the most significant legislation on 
healthcare since the Social Security Amendments of 1965 created Medicare and Medicaid.12  The 
act is sweeping in magnitude and is predicted to provide access to healthcare for an estimated 32 
million previously uninsured Americans.  Despite the passage of this legislation debate will 
continue on the law’s implementation as the Department of Health and Human Services (DHHS) 
drafts the formal corresponding regulations.  Yet at the same time nearly everyone is in agreement 
that the costs of healthcare are unsustainable in the long term.  Any successful reform geared at 
slowing the rise in costs will have to minimize the impacts to access and quality, which represent 
the two other competing elements of the healthcare triangle.  Although there is opportunity for 
innovation in each of these elements, the enormity and complexity of the problem will make 
complete reform elusive.   

Despite all of the money that the U.S. puts into healthcare, the system fails too frequently to 
deliver high quality care.  Significant disparities exist in rural and inner city areas, and the U.S. 
ranks well below peer nations in critical areas such as infant mortality and life expectancy.  Further, 
the number of people that die from avoidable mistakes during treatment is unacceptable.  In 
addition, physician-ordered treatments are too often not in accordance with best practices.  There is 
a strong need for implementing best practices, or evidence based medicine, in medical treatments.   
 On top of these concerns the U.S. faces a considerable challenge in providing an adequate 
number of physicians (notably primary care physicians) and nurses.  More physicians are turning to 
higher-paid specialist practices, and the remaining primary care physicians find themselves 
increasingly overworked. The shortfall of nurses represents perhaps a more serious problem.  
Nurses play a critical role in ensuring a high level of patient care.  The shortfall of medical 
professionals will be an increasing concern as 32 million more Americans are added to the health 
insurance roles.  It will also have an increasingly negative impact as the percentage of Americans 
over age 65 increases.  The aging U.S. population will add considerable stress to the U.S. healthcare 
system.  By 2030 a total of 20% of the U.S. population, or 72 million people, will be age 65 and 
older, in contrast to the current total of 12.8%.13  These older Americans are likely to have acute 
and chronic conditions which will require sustained medical care.   
 Finally, there are two other significant healthcare issues facing the U.S. that must be addressed.  
First, emergency preparedness in the U.S. is significantly lacking.  Government agencies at all 
levels, private corporations, and individual citizens all play a role in preparing for and responding to 
health emergencies.  However, their day-to-day interests typically require little preparedness 
coordination; as a result their working relationships are weakly developed.  Secondly, global health 
presents a serious national security challenge to the U.S., but tackling the issues involved will 
demand collective global action, and multilateral cooperation.  This paper addresses each of these 
issues in greater detail and offers numerous policy prescriptions. 
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THE INDUSTRY DEFINED 
 

The Healthcare Industry and its Key Segments 
 The U.S. healthcare industry as defined in this paper is one of the largest industries in the U.S. 
In 2010 it is expected to have total revenues of approximately $3 trillion and employ 14.7 million 
people.14  For purposes of this paper and our studies the healthcare industry has been limited to four 
large segments: 1) treatment facilities and treatment services; 2) manufacturers, producers, 
distributors, wholesalers, and retailers; 3) providers; and 4) insurers. 
 The industry’s largest employers are facilities that provide treatment or treatment services to 
individual Americans.  This includes registered hospitals (both traditional and psychiatric), 
emergency and outpatient care facilities, family planning clinics, substance abuse and mental health 
clinics, nursing care facilities, and diagnostic and medical laboratories.  This part of the industry 
includes over 97,000 separate facilities that employ nearly 8.2 million people.  Their total 2010 
anticipated revenues are nearly $1 trillion.15   
 A healthcare facility is defined as an establishment that routinely provides medical services to 
individuals and their families. The types of healthcare facilities range from outpatient clinics and 
primary care offices to major medical centers and hospitals with state-of-the-art specialized care 
units. Some medical institutions offer various auxiliary healthcare services through subsidiaries. 
Healthcare facilities are owned and operated by profit entities, non-profit organizations, government 
agencies, and in some case individuals.  The quantity, quality, accessibility, diversity, and value of 
healthcare facilities are a universal gauge of the quality of life and affluence in a given U.S. 
geographic region. Healthcare facilities are legislatively regulated and licensure is required for these 
facilities to operate.16 
 Another segment of the industry serves to manufacture, produce, distribute, and sell various 
products needed by the healthcare industry.  This includes pharmaceutical companies, medical 
instrument and equipment manufacturers, medical suppliers and wholesalers, prescription drug 
wholesalers, and retail pharmacies.  This segment of the industry is expected to have revenues of 
approximately $1.1 trillion in 2010, and employ 1.8 million people in 74,667 different facilities.17  
The pharmaceutical manufacturers develop and produce medications used to treat or prevent 
diseases and other illnesses.  For these companies, research and development is a large portion of 
their effort and expense.18  Products made by the manufacturers meet a wide variety of needs, 
ranging from surgical equipment, to the beds and furniture used in hospitals, to prosthetic devices.  
This segment also includes distributors that manage extensive supply chain networks to ensure these 
products are delivered when and where they are needed.  Finally, pharmacies provide consumers 
access to medication (prescription and non-prescription) and other health and wellness products.  
Examples include drug stores, which offer pharmaceutical items as well as other general health and 
wellness items.  The three leading companies in this sector, Walgreen Co., CVS Caremark Corp., 
and Rite Aid Corp., account for 70% of the market share.19  Retailers also include health stores that 
offer general nutrition products.  An example of this is General Nutrition Companies (GNC), which 
sells nutritional supplements and other products for diet or energy purposes.20   
 A third and key segment of the healthcare industry includes the various types of providers such 
as primary care physicians, sub-specialists, dentists, optometrists, psychologists nurses, and social 
workers, podiatrists, physical therapists, and chiropractors.  In the U.S. there are 4.4 million people 
either engaged as providers or working in over 890,000 different provider offices.21  U.S. providers 
are expected to earn over $591 billion in 2010.22  Professional and service occupations account for 
over 76% of jobs within this segment of the industry and encompass a broad range of expertise and 
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education.  Many of these professionals possess at least a bachelor’s degree, and in most cases 
additional higher education in a specialized field.23  The industry’s reliance on technology has made 
health technicians and technologists one of the fast-growing areas in the healthcare industry.  These 
career fields focus on skill sets that assist in the diagnoses and treatment of patients, for example 
radiological technologists or health information technicians.  The education requirement often 
involves the completion of a certification course and a high school diploma.  Service workers such 
as home health attendants attract individuals with little or no specialized training.  Finally, within 
the healthcare industry, approximately 22% of jobs provide support through administrative services, 
business management, and financial operations. Like the professional and service occupations, this 
population represents diverse groups with varying educational backgrounds and training.24  
 There are also numerous insurance firms involved in providing medical insurance to 
governments, companies, families, and individuals as well as providing reinsurance to other 
insurers.  This industry employs over 290,000 people, and 2010 revenues should exceed $290 
billion.25  The insurance companies are both non-profit and for-profit.  In 2008, more than half of 
the medical insurance plans in the U.S. and approximately half of total enrollees were in non-profit 
plans.26  In 2008, the latest year for which official statistics are available, there were 201 million 
people covered by private health insurance in the U.S.  In addition to these private firms there are 
thousands of people employed by the federal government to administer health insurance programs.   
 Insurers play a critical role in the American healthcare system because the average recipient of 
healthcare in the U.S. does not normally pay their medical bills directly to their providers.  Instead, 
the majority of these bills are paid by medical insurance firms that have been funded by an 
employer, union, or by the individual.27  This is referred to as a third-party payer system.28  
Sometimes the third-party payer is simply a reimbursement mechanism through an insurance 
carrier, and in some cases that third-party controls the medical benefits or services provided to the 
patient.29   Some employers make a business decision to self-insure and take on the risk themselves, 
though they may contract for the administration.30   The widespread use of health insurance as part 
of a broader package of benefits did not begin in the U.S. until the 1940s.  Because of wage 
limitations during World War II employers added health insurance on a tax-free basis as a means to 
attract a qualified workforce.  Since that time obtaining health insurance through the workplace has 
become the norm for most working Americans. 
 
Non-Federal Healthcare Oversight 
 Aspects of the healthcare industry are overseen by various federal and state regulators, as well 
as by several key private regulators.  Non-federal government regulators provide guidance and 
establish standards for the healthcare industry.  The Joint Commission, an independent, not-for-
profit organization governed by 29 members representing various aspects of the industry, provides 
accreditation and certification for U.S. healthcare organizations.31  Private and professional 
organizations, such as the American Medical Association, also play a key role in establishing 
industry standard policies and practices.  State and local governments provide further regulation of 
healthcare services and activities within their areas of jurisdiction.  The regulatory role of federal 
government will be defined in the next major section of this paper. 
 
Public Health 
 Public health, although not part of the industry section as defined above, plays a critical role in 
the well being of Americans.  Public health in the U.S. is aligned along the Federalist model, with 
diverse responsibilities being tiered through the local, state and federal level.32  This system 

 4 
 



 
 

provides flexibility in responding to local concerns, but by consequence it leads to a lack of 
coordination toward common goals.33  At the federal level, public health falls largely under the 
purview of the DHHS.  Under DHHS are a number of agencies involved in all aspects of public 
health, most notably the Administration for Children & Families, the Administration on Aging, the 
Agency for Toxic Substances & Disease, the Health Resources & Services Administration (HRSA), 
the Indian Health Service (IHS), and the Substance Abuse & Mental Health Services 
Administration.34  The public health roles provided by DHHS are mirrored to some extent through 
various health department structures at the state and local levels, with these local entities consuming 
approximately two-thirds of public health funding.35  In addition to its role in the sphere of public 
health the federal government plays significant and varied roles in the U.S. healthcare system, as 
defined in the following section. 
 

GOVERNMENT GOALS AND ROLE 
 

 The federal government serves as both provider and regulator of healthcare, a payer of 
healthcare services, and also conducts significant medical research and development.  The specific 
details of these roles are explained below. 
 
Provider 
 The Department of Defense (DoD) and the Veteran’s Administration (VA) are substantive 
Federal government providers of healthcare.  The DoD Military Health System (MHS) is a global 
medical network, providing worldwide healthcare to 9.6 million beneficiaries that includes all U.S. 
military personnel and retirees, and their respective family members.  The MHS includes 59 
hospitals and 364 health clinics.  The MHS team of more than 130,000 medical professionals work 
in concert with the federal government’s health care plan known as TRICARE, to provide more 
than 200,000 visits each day.  TRICARE administers the health insurance plan for beneficiaries 
when they are required to use non-military healthcare facilities. 
 The mission of the VA is to serve America's veterans as their principal advocate, ensuring that 
they receive medical care, benefits, and social support.  Services and benefits are provided via a 
nationwide network of 153 hospitals, 995 outpatient clinics, 135 community living centers, 49 
domiciliary residential rehabilitation treatment programs, 232 Veterans centers, and 57 Veterans 
benefits regional offices.  The VA has over 278,000 employees which includes thousands of 
medical professionals. 
 
Regulator 
 The DHHS is the Federal government's principal agency for regulating and protecting the health 
of all Americans.  This department employs over 64,000 individuals and operates on a budget of 
over $700 billion dollars per year.  The primary agencies involved in regulation include the Food 
and Drug Administration (FDA), the Centers for Disease Control and Prevention (CDC), and CMS.  
The FDA assures the safety of foods and cosmetics, and the safety and efficacy of pharmaceuticals, 
biological products, and medical devices.  The CDC provides a system of health surveillance to 
monitor and prevent disease outbreaks (including bioterrorism), and implements disease prevention 
strategies. The CDC also provides for immunization services, workplace safety, and environmental 
disease prevention.  This critical agency also guards against international disease transmission, with 
personnel stationed in more than 25 foreign countries.  The CMS administers and promulgates 
regulations for the Medicare and Medicaid programs, which provide healthcare to almost one in 
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every three Americans.  Medicare provides health insurance for more than 44.6 million elderly and 
disabled Americans. Medicaid, a joint federal-state program, provides health coverage for some 50 
million low-income persons, including 24 million children, and nursing home coverage for low-
income elderly. CMS also administers the SCHIP program that covers more than 11 million 
children.36 
 
Payer 
 There is no peer to the U.S. Government in its role as primary bill payer.  Collectively, the 
departments and agencies (DoD, DHHS, Medicare, Medicaid, SCHIP, IHS, etc.) are a driving force 
that shapes industry standards and pricing benchmarks.  Specifically, Medicare, due to the sheer 
magnitude of annual payments ($484 billion in 2009), has taken on the unassigned role as the 
foundation upon which most healthcare costs in the rest of the industry are based.  
 
Researcher and Developer 

The DHHS, the CDC, the National Institutes of Health (NIH) and the DoD are the principal 
Federal government organizations involved in medical research and development.  The DHHS 
focuses on medical research which includes preventable diseases that can be eradicated, or disease 
effects minimized, through scheduled vaccinations.  The CDC works directly with state health 
departments and other partners to research public health concerns that could impact health policy 
issues.37  The CDC collects immunization data, tracks outbreaks of illnesses and also conducts 
research into the mutation or development of resident virus strains.  The NIH, under DHHS, is the 
primary Federal agency for conducting and supporting medical research.  The NIH provides 
leadership and both direct and indirect financial support to researchers and organizations in every 
state of the union as well as foreign governments throughout the world.38  Finally, each of the DoD 
services conduct unique medical research and development. 

As explained above, the healthcare industry is broad in scope and has significant government 
involvement and oversight.  The next section of this paper will highlight some of the current and 
projected conditions which are impacting the delivery of healthcare in the U.S. 

 
CURRENT AND PROJECTED CONDITIONS 

 
Patient Protection and Affordable Care Act 

Any discussion of current conditions in the healthcare industry must first include the passage of 
the most significant legislation on healthcare since the Social Security Amendments of 1965 created 
Medicare and Medicaid.39  In March 2010 President Obama signed the PPACA into law.  This 
occurred after the Congress passed the bill along strict party lines after a year of vitriolic rhetoric 
and legislative maneuvering.  At over 2,300 pages, the act is sweeping in magnitude and will 
indelibly alter the American healthcare system. 

The fundamental focus of the new law is to enhance healthcare access, primarily through 
insurance reform.  Key attributes of this reform include barring insurers from withholding insurance 
from children with pre-existing conditions, eliminating lifetime dollar limits on insurance claims, 
and prohibiting insurers from rescinding coverage on individuals who become ill.40  The law also 
requires medium and large-size companies to provide healthcare insurance to their employees, and 
incentivizes smaller companies, through tax credits, to do the same.41  To help insure adults with 
pre-existing conditions, the law appropriates $50 billion to the states to set up high-risk insurance 
pools.42  It also establishes insurance exchanges with the intent of increasing competition among 
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companies at the state level and providing a venue for small firms and individuals to acquire 
insurance at competitive rates.43  The bill limits the percentage of premiums that can be spent on 
administration, and insurers will be required to justify premium increases.44   

The mandates levied against insurance companies are anticipated to increase costs. To preclude 
an increase in premiums the new law requires all persons to acquire healthcare coverage (the 
individual mandate), which provides an additional stream of premiums from which costs can be 
spread among a larger pool of citizens.45  This mandate is contentious, and has been challenged as 
unconstitutional by numerous states. 

By approaching healthcare access as an issue of insurance reform, the new law reinforces the 
third party payer system as the fundamental means through which medical care is purchased.  This 
system often distorts the healthcare market by divorcing both the consumer and provider from the 
cost of care.  By pursuing the individual mandate, the act marginalizes the use of Healthcare 
Savings Accounts, a means by which some employers have provided access to medical care that 
incentivizes employees to be cost conscious.  The PPACA places limits on the tax-deductible size 
of such accounts, effectively restricting their use.   

While the focus of the law is access, it also begins to address the critical area of wellness.  It 
mandates full Medicare/Medicaid coverage for selected preventive services, incentivizes small 
companies to offer wellness programs, establishes the requirement for a national strategy to 
improve the nation’s health, and creates a Prevention and Public Health Fund for prevention, 
wellness and public health activities.46  These steps may, in the long run, prove to be beneficial in 
moving the American healthcare culture from one of treatment to one of prevention.  Additionally, a 
focus on wellness could shift personal behavior, thereby lowering medical costs by reducing the 
chronic illnesses that stem from smoking, poor diets, and lack of exercise.   

According to the Congressional Budget Office (CBO) estimates the healthcare law will provide 
medical access to an additional 32 million Americans,47 and will lead to minor reductions in deficit 
spending over the next decade.48  The bill is funded through increased Medicare payroll taxes, fees 
on the pharmaceutical and insurance sectors, and excise taxes on high-value health insurance plans, 
certain medical devices, and indoor tanning services. 

The law does not address tort reform, the high cost of pharmaceutical drugs, and most 
importantly the rapidly increasing cost of medical care.  Without such action, these costs will 
overwhelm the nation’s ability to pay and lead to unsustainable national debt.  Thus, the most 
significant aspect of the Patient Protection and Affordable Care Act may be that it has wedged open 
the legislative door on healthcare, providing the beginning for what will be additional debate and 
continued legislation.  The issues surrounding healthcare costs are addressed in more detail in the 
following section. 
 

Healthcare Costs and Healthcare Results 
 

The Rising Cost of Healthcare 
As previously stated, the cost of healthcare in the U.S. is rising faster than inflation, and in the 

long term will not be sustainable.  In 2006 the U.S. spent nearly $650 billion more on healthcare 
than all other peer nations, after adjusting for wealth.49   Left unchecked the rising costs of 
healthcare will have a significant impact on the federal budget, crowding out other necessary 
spending. Medicare and Medicaid made up 20% of the federal budget in 2010 a total of $743 
billion, and additional out-year growth is expected.50   
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There are a variety of ways to depict the composition of healthcare costs.  Using 2006 
healthcare cost data, the U.S. spent 40% on outpatient care (which includes same-day hospital 
visits, physician office visits, dental care, diagnostic imaging center visits, and other outpatient 
clinics).  The next largest component of healthcare costs was inpatient care, representing 25% of 
overall costs, followed by prescription drugs and nondurable medical equipment51 comprising 15%.  
The remaining costs include administration and insurance (7%), long-term and home care (9%), and 
durable medical equipment (1%)52,53  In terms of demographics, healthcare costs increase 
significantly with age.  The per person expenditures in the 0-18 age group, which represents over 
24% of the population, averages about $2,000.  However, people in age 65 and over group, who 
make up just 12.8% of the population, average over $9,000 per year in healthcare costs, generating 
72% of all healthcare expenditures.54 
 The status quo is unsustainable on all levels: national, state, local, and individual.  The most 
challenging aspect of cost containment in the U.S. healthcare system lies in addressing the complex, 
fragmented markets which comprise the system.  The persistent increases in healthcare costs over 
the rate of inflation are a result of market failures, driven by forces of a quasi-commercial system 
wherein the incentives reward supply of services rather than quality outcomes.  Any successful 
reform must remedy the respective market supply and demand failures (including an adjustment of 
current incentive misalignments), all while meeting societal and cultural acceptance.   
 These dynamics distort resource allocation and, and equally critical, make costs nearly invisible 
to most consumers.  Unlike nearly all other markets, most insured patients (consumers) are price-
insensitive.  Pricing information is not readily available in the public domain, making cost-based 
decisions difficult at best.  Only healthcare providers typically understand information concerning 
the necessity and quality of treatments, which further limits the consumer’s ability to make 
informed decisions.  As a result providers of care nearly always have the upper hand by dictating 
the quantity of services offered.  The current fee-for-service payment model which dominates the 
industry further exacerbates the problem by incentivizing consumption rather than quality of 
healthcare services.  The result of this system is a unique, inefficient recipe of over-treatment 
(excessive medical care provided for increased profit) and under-treatment (insurance companies 
practicing risk selection and limiting services covered for increased profit).  As a result costs 
outpace GDP and inflation growth, and positive patient outcomes are not rewarded.  These 
characteristics of the healthcare consumer market--price-insensitive demand, no pricing 
information, fee-for-service, and supplier-determined quantity of services provided--create 
economic conditions that facilitate “more is better,” and innovation that generally increases, rather 
than decreases cost.  In order to sustain a reasonable standard of healthcare for all Americans, 
aspects of these markets must change. 

 
Poor Outcomes are Occurring in the Healthcare Marketplace 

Despite the high level of spending as outlined in the preceding section, the quality of care in the 
U.S. is mixed.  While the U.S. offers state of the art facilities and care in many areas, the nation lags 
in areas of life expectancy and infant mortality in comparison to peer industrialized nations.55 Y  
Moreover, the U.S. health system is plagued by disparities within its borders.  Ethnic and racial 
minorities experience worse health outcomes.  For example, the average life expectancy for black 
Americans is 5.3 years shorter than for white Americans.56  Even when adjusted for socioeconomic 
status, the disparities persist. Similarly, rural communities experience poorer health outcomes, 
largely due to the scarcity of health professionals.57 
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 Poor outcomes are not limited to those Americans who do have access to the healthcare system.  
In 1999, the Institute of Medicine (IOM) published its landmark report entitled To Err is Human 
which revealed that at least 44,000 and perhaps as many as 98,000 Americans die annually in 
hospitals due to preventable medical errors.58  The report shined a spotlight on patient safety and 
the impact of medical errors.  This report was the beginning of public discourse questioning the 
quality of healthcare in the U.S.  Two years later, the IOM report Crossing the Quality Chasm 
stated that “healthcare today harms too frequently and routinely fails to deliver its potentia
Americans should be able to count on receiving care that meets their needs and is based on the best 
scientific knowledge.”

l benefits. 

59  Nearly a decade later a chasm still exists between the care we have 
available and the care the health system is capable of providing. According to the 2008 National 
Scorecard on U.S. Health System Performance published by the Commonwealth Fund Commission, 
the U.S. scored 65 out of 100 on 37 key performance indicators when comparing national averages 
for benchmarks to the results of the international community.60 More disconcerting is the widening 
of the chasm.  Between 2003 to 2008 the U.S. dropped from 15th to 19th for preventable deaths.  
This equates to more than 100,000 premature deaths annually that are directly attributable to a lack 
of quality.61   
 These results are disconcerting, especially because the U.S. is typically the first nation to adopt 
new medical technologies.  However, simply adopting technologies without addressing best medical 
practices will only contribute to rising costs and continued poor quality.  As a result of these issues 
a concept called evidence-based medicine (EBM) is increasingly being seen as a cornerstone of 
future U.S. health policy.  The concept of EBM is simple: apply the best available evidence gained 
from the scientifically-designed studies and clinical research to medical decision making.   
 Within the medical community there is clear recognition of its value.  Despite this recognition, 
several studies, to include an IOM report, have shown that too little physician activity is based on 
evidence.  “Fewer than half of the treatments and tests that doctors recommend are supported by 
scientific evidence.”62  The absence of EBM in clinical decision-making, when available, wastes 
valuable resources.  Of course, it is important to remember that EBM is a tool to be balanced with 
clinical judgment.  Prominent British medical researcher Dr. David L. Sackett summed up the role 
of EBM in medicine when he said, “without clinical expertise, practice risks becoming tyrannized 
by evidence…without current best evidence, practice risks becoming rapidly out of date, to the 
detriment of patients.”63  
 Like many other aspects of the U.S. healthcare system, EBM suffers from a lack of integration.  
There is no overarching approach to EBM in healthcare that creates incentives throughout the 
decision making process.  For the most part, payment for healthcare is not focused on outcomes.  As 
stated previously, fee-for-service continues to drive the reimbursement structure and rewards 
volume over quality.  Further, patients do not have access to the right tools such as outcome 
measures to make decisions. While some payers have attempted to limit aspects of coverage based 
on the evidence, the lack of a transparent, integrated system creates inconsistency and room for 
criticism.  Insurance plans have had their best success implementing EBM in the area of 
pharmaceuticals. 
 EBM is also limited by the availability of unbiased quality research studies.  The U.S. 
healthcare system is a free market with a sizeable portion of that market focused on profit 
objectives.  Private sector research efforts are motivated, in some part, by the ability to make a 
profit, and are not necessarily geared to areas that would generate the most health benefit.   
Additionally there are certain areas of medicine that do not readily lend themselves to the 
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application of EBM.  For example, social issues surrounding end-of-life care greatly influence 
health outcomes but are difficult to study and quantify.   
 The importance of EBM is apparent in the PPACA.  In addition to embracing EBM, President 
Obama has also advocated comparative effectiveness research (CER), which has the ability to use 
EBM in determining the best value treatment solution.  Comparative effectiveness is an evidence-
based assessment of the impact of varying options that are available for treating a specified medical 
condition for a particular set of patients.64   
 
Electronic Health Records 
 Maximizing each person’s ability to participate in their healthcare decisions is important to 
reducing costs and improving quality.  The nationwide implementation of Electronic Health 
Records (EHR) is a critical enabler to achieving this objective.  Although definitive cost reductions 
have not been defined, and there are significant up-front costs, at least one integrated healthcare 
system has shown positive results.  In a three-year study conducted in Hawaii between 2004 and 
2007 using its Health Connect HER, Kaiser Permanente achieved a 26.2% reduction in office visits 
and a corresponding 900% increase in telephone visits.65  Patients were saved significant out-of-
pocket costs for travel, parking, and time lost at work.   
 The most compelling reason for expanding EHRs has to do with improving quality and patient 
safety.  Redundant tests can be eliminated and multiple providers, including pharmacists, can have 
access to the same test results and medical notes.  The potential for greater safety and more 
effective treatment options is significant.  Perhaps the ultimate benefit is the fact that patients will 
have the ability to see all of their test results and doctor’s notes, enabling them to become active 
participants in their medical treatment.   
 The expansion of EHRs will be an important enabler to improving medical care, and is 
especially needed at a time when the nation is facing a critical shortage of doctors and nurses. 
 

U.S Healthcare Workforce Issues: The Shortage of Physicians and Nurses 
 The U.S. faces a considerable challenge in providing an adequate number of healthcare workers.  
The greatest concern affecting the healthcare workforce and the nation, however, is the current and 
projected future shortage of physicians and nurses.  The Association of American Medical Colleges 
(AAMC), the Council on Graduate Medical Education (COGME), and the HSRA all agree that by 
2020 physician shortages will range from 49,000 to 76,000 people.66   
 Shortfalls for physicians already exist across the U.S. in rural and inner city areas.67  The U.S. 
government has designated approximately 6,000 primary care shortage areas, and 20% of all 
Americans live in these shortage areas.68  This regional misallocation of physicians, which has 
always been with us, is expected to become more acute in the years ahead.  The demographics of 
the U.S. population are another cause of the expected demand for physicians.  Between 2006 and 
2025 the population of the U.S. is expected to increase by 51.2 million people.  Roughly 50% of 
that growth will occur in the 65 year and over age group.69  This is a critical factor because it is this 
population that is expected to have a large percentage of acute and chronic conditions which will 
require sustained medical care.   
 The most visible issue surrounding the looming shortage of physicians is the projected shortfall 
of primary care physicians.70  Primary care physicians currently account for 35% of all practicing 
doctors, but fewer than 20% of all U.S. medical students are choosing primary care as a specialty.71  
In fact, the number of medical students who go into primary care has dropped by more than half 
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since 1997.72  Moreover, within primary care fewer doctors are choosing geriatrics as primary care 
profession, a key shortfall given America’s aging population. 
 There are several reasons why medical students are turning away from primary medicine.  First, 
the incomes of primary care physicians are considerably lower than those of specialists.  A 2003 
American Medical Association study showed that family practice and pediatric physician incomes 
were half those of cardiologists and orthopedists (about $150,000 to over $300,000).73  In addition 
to earnings, new doctors are graduating with an average medical school debt of $155,000, which 
incentivizes them to consider high paying specialization.74  Quality of life issues are another 
problem facing primary medicine.  Higher paid specialists have less demanding schedules, more 
defined shifts, and generally more control over their lives.75  On the other hand, primary care 
physicians find themselves increasingly overworked; as many as 50% have stopped taking new 
patients.76 
 In addition to needing more physicians, according to the U.S. Bureau of Labor Statistics, more 
than one million new and replacement nurses will be needed by 2016.77  This projected shortfall is 
caused by several factors, but the most important is that within the next 20 years, the largest age 
group in the nursing workforce will be RNs in their fifties.78  Perhaps the most important factor 
blocking resolution of this problem is the lack of qualified faculty at the nation’s 640 schools of 
nursing.  In 2008 a total of 49,948 qualified applicants were not admitted to baccalaureate and 
graduate nursing programs because of a lack of qualified faculty.79  Nearly 7,000 of those 
applicants were turned away from masters or doctoral degree nursing programs, which are the 
degrees required to teach in nursing schools.80  There are a number of reasons for the faculty 
shortfalls, including the fact that academic salaries are lower than clinical practice salaries, an
cost of obtaining advanced degrees is increasingly more expensive.
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81  The faculty shortfall is 
further compounded by the fact that the average age of faculty in all nursing degree programs is 
51.5 years, and the rate of retirements is projected to exceed the rate of replacement.82  There are 
also workforce issues which are driving some existing nurses away from the profession.  One 2007
study showed that 40% of U.S. hospital nurses were dissatisfied with their jobs, and 23% planned
leave their current job within the next year.83  Resolving the nursing shortage is critical because 
nurses working in hospital settings play a critical role in ensuring patient safety and a high quality 
of care.84  Numerous studies have shown that fewer nurses results in increase
outcomes. 
 As the next section explains, the shortfall of primary care physicians and nurses will have a 
s

The Aging U.S. Population 
 The aging U.S. population will add considerable stress to the U.S. healthcare system.  By 2030 
20% of the U.S. population, or 72 million people, will be age 65 and older, in contrast to the current 
total of 12.8%.85.  In addition, those in the age group 85 and over represent the fastest growing 
segment of the overall U.S. population.86  Implementation of the Social Security Act in 1965 and 
the creation of Medicare, and subsequent program improvements, have contributed significantly 
well being of older Americans.87   Nonetheless, older Americans are more likely to have
percentage of acute and chronic conditions which will require sustained medical care.  
Unfortunately, the needs of older patients “are often overlooked or ignored by a healthcare sys
that emphasizes efficiency and cost containment” in lieu of continued sustained care.88  “The 
average 75 year old suffers from three chronic conditions and takes five prescriptions.”89  There is, 
therefore, little chance that a doctor will be able to cover everything in a standard 15-minute office 
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visit when an individual has multiple chronic diseases, or difficulty hearing or remembering, or any 
of the other various challenges that come with aging.90 In addition, the rising trend toward obesit
at all ages in our population exacerbates this situation and chronic co-morbidities are inherent side 
effects.
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91  Further complicating this issue are societal changes which have left older Americans
decreased support.  Fertility rates have declined, reducing the size of the average family.92  In 
addition, the increasing prevalence of divorce has left a growing number of elderly Americ
or with limited fam
significant issue. 
 Beyond the structural healthcare issues explained in the previous sections, the U.S. faces two 
significant healthcare issues with broad implica
p

Emergency Preparedness 
 Increasing health emergency preparedness is essential and requires effective interaction betwee
many public and private organizations, as well as individual citizens.  Government agencies at all 
levels, private corporations, and individual citizens all play a role in preparing for and respond
health emergencies.  However, their day-to-day interests typically require little preparedness 
coordination; and as a result their working relationships are weakly developed.  The complex 
network of stakeholders introduces a broad spectrum of competing interests and behaviors, rangin
from faith-based health services to aggressive profit-based competition for market share.
this stakeholder diversity, health emergencies pose a shared risk to emergency response 
organizations and society, and therefore require a collective mitigation strategy.  Partnerships 
between government and industry must balance and reconcile the public service goals of the federa
and lower le
suppliers.  
 The Department of Homeland Security (DHS) adopted a “Capabilities-based Preparedness for
of all-hazards planning” as a viable way to deal with uncertain threats.94 The U.S. deals with the 
uncertain contemporary threat environment by pursuing 37 capabilities to prepare for and re
to 15 National Planning Scenarios.95  Amounting to approximately 800 pages, the nation’s 
emergency preparedness and response architecture is documented in the law and severa
documents:  the 2006 Pandemic and All-Hazards Preparedness Act (PAHPA) codified 
congressional expectations for meeting the nation’s emergency preparedness obligations;96 the 
National Response Framework (NRF) defined the nation’s emergency response structure;97 the
National Preparedness Guidelines (NPG) identified the “vision, capabilities, and priorities for 
national preparedness;”98 the National Incident Management System provided a “core set of 
doctrines, concepts, principles, terminology, and organizational processes” to enable “collaborati
incident management;”99  the National Health Security Strategy of the U.S. of America (NHSS) 
outlined the nation’s preparedness goals and strategic objectives;100 the Interim Implementation 
Guide for the National Health Security Strategy (IIG) specified necessary health security actions.101 
 Taken as a whole, the nation’s emergency preparedness and response architecture describes bot
what to prepare for and how to prepare.  Despite the considerable strategic and structural prog
since 2006, major obstacles remain that will dampen the preparedness outcome unless future 
planning directly targets them.  As the nation continues to mature its preparedness and response 
architecture, the public-private partnerships that are essential for an operationally viable respon
capability remain severely underdeveloped.  Moreover, it is difficult for the average person to 
internalize the need to prepare for threats portrayed by the various National Planning Scenarios.  

 12 
 



 
 

Faced with this ambiguity, the 21st century American culture tends to rely on the governme
security, rather than individual preparedness. However, the NPG suggests that the federal 
government relies on voluntary initiatives, such as the Ready Campaign and Citizen Corps 
Councils, to increase individual preparedness.
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102  With emergency responders making up “le
one percent of the total U.S. population,” an individual preparedness culture must augment 
government-sponsored preparedness initiatives to enable effective large-scale health-emergency 
response.103  Regrettably, as a sign of the indifference to this issue, only 36% of American
first aid or resuscitation course from 2003 to 2008.  This demo
p

The Challenge of Global Health 
 According to the 2006 National Security Strategy of the U.S., “Global health is a contemporary
challenge to national security in the 21st century, which the U.S. should strategically respond to in 
order to protect the security of the American people.”105  Global health has no boundaries and 
challenges are without borders.  With globalization, the world has become more complex and 
interconnected than ever before.  Cross-border health threats have increased with the international 
trade of goods and the transportation of people.  As a result of the speed of globalization, a dea
disease outbreak in one country can quickly travel across the globe.  This past decade’s three 
influenza outbreaks - severe acute respiratory syndrome (SARS), H5N1 Avian flu, and H1N1 S
flu, are clear indicators of the world’s vulnerability to new infectious, deadly diseases.  These 
diseases illuminate the requirement not only for fast, internationally coo
also the critical need for global unity and emergency preparedness.106  
 The term “global health” is frequently used in the media, the health arena, and in governmental 
and nongovernmental organizations (NGOs) and institutions.107  As a result, the term “global hea
is often used interchangeably with “public health” and “international health”.108  This has bee
source of international division and confusion, and has sometimes resulted in disjointed and 
incongruous strategies.  The issue of global health actually encompasses the full breadth of health
threats, from maternal/child health and infectious, communicable diseases (HIV/AIDS, malaria, 
pandemic influenza, and tuberculosis) to chronic
cancer, diabetes, obesity, and hypertension.109   
 The 2008 World Health Organization (WHO) Report revealed that globalization, urbanization, 
and aging have unexpectedly accelerated the worldwide transmission of communicable diseases, and 
increased the burden of chronic and non-communicable disorders.110  Despite the increasing 
numbers of morbidity and mortality from non-communicable diseases, countering infectious disease 
rather than growing a health infrastructure has dominated the U.S. and international health agen
This is due to the effects of globalization and the immediate fear of pandemics and bioterrorism.  For 
example, HIV/AIDS continues to be the leading cause of death in Sub-Saharan Africa and the fourth 
largest killer worldwide.111  To date, approximately 60 million people have been infected with HIV, 
25 million people have died of HIV-related causes, and 2.1 million children under 15 are living with 
HIV.112  Tuberculosis (TB) presents another serious problem.  The WHO reports that someone in t
world is infected with TB every second.  About one-third of people living with HIV (3.67 million 
people) are co-infected with TB, a leading cause of death among people living with HIV.  There is 
also a great focus on malaria and other infectious diseases.  Approximately 2.8 billion people, 40% 
of the world’s population, are at risk for malaria.  Roughly 500 million people still contract malari
every year resulting in 1 million annual deaths.113  The problem that these diseases present is that 
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development in the affected cou ntial to become destabilized.  
Whole regions can be affected by one nation in po tical and economic disarray. 

g Costs While Minimizing Impacts to Quality and Access 
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Bending the Cost Curve 
The most critical challenge facing the American healthcare system is bending the cost curve 

downward.  Most industrialized nations, irregardless of their form of healthcare, are faced with th
same challenge of healthcare costs rising faster than inflation and co
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nsuming an ever-growing share 

ecome 
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lth 
should be encouraged and legislatively 

upported.  These type of plans promote a desire for greater price visibility and discourage 
  

of GDP.114  As previously illustrated the primarily market-based American healthcare system is 
facing the same critical challenge of unsustainable cost increases.   
 The stitched-together markets currently comprising the U.S. healthcare system must change.  
We must begin by reversing a system in which supply creates its own demand in a third-payer 
environment.  The solution should first alter incentives to reward performance (patient outcomes) 
instead of the volume of services provided.  Secondly, consumers must recognize the cost of the 
care provided, and to the extent that these costs are incurred by the individual, markets will b
more competitive, thereby pressuring prices to market equilibrium. These two elements--outcomes 
and price transparency--will shape behaviors that contribute to the rising cost of healthcare. 
 Recognizing that the U.S. has made a commitment to ensure that all Americans have access to
healthcare, the following prescriptive steps should be taken to avoid additional market distortions.  
First, individuals must bear a proportional share of the cost of care received via scalable co-pays 
and premiums.  Secondly, these scalable co-pays must be capped so risk of high-cost care is spre
across the system. Finally, the healthcare insurance industry must be structured similarly to o
insurance industries whereby risk is priced into the model.  The use of High Deductible Hea
Plans in combination with Health Savings Accounts 
s
unnecessary exploitation of the healthcare system. 
 
Resolving Medicare/Medicaid Funding Shortfalls 
 As explained in preceding sections, Medicare, Medicaid, and SCHIP are critical to the natio
health and well being, a fact which cannot be overstated.  By design, they provide critical healthcare 
services to the least advantaged citizens: the elderly, the poor, and the young.  Maintaining the 
health and vitality of these programs is important for ensuring our ability to care for America
rely on these programs.  At the same time, a healthy and vital national economy is important to
ensuring our ability to fund these programs.  Measures must 

n’s 

ns who 
 

be taken to contain the revenue 
emands of the programs such that they do not become a drain on the overall economy.  Five 

 
d
specific recommendations are made to address these issues:
 
 1) Eliminate Medicare Advantage plan overpayments   
Both the Medicare Payment Advisory Commission (MedPAC) and the Congressional Budget 
Office (CBO) have found that payments to Medicare Advantage plans are 12% more on avera
than the costs would have been if the coverage had been provided under traditional Medicare fee-
for-service payments.   This overage is estimated at about $1000 per beneficiary, and CBO 
predicts the total costs to rise given the projected growth in Medicare Advantage enrollments.

ge 

  
The CBO estimates that these overpayments will total $54 billion over the next five years and $149 
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billion over ten years.117  The House has already voted to eliminate the overpayments, and the 
provisions survived in the recently approved legislation.  MedPAC has already initiated phased 

plementation of payment adjustments. im
 
 2) Implement value-based purchasing and target areas of regional variation 
 Momentum has been growing in support of bundled payments for outcomes.  Under this 
concept, Medicare would pay a fixed price for a medical outcome, such as a heart bypass operation
The medical service providers would determine how to allocate the price to the various provider
and would guarantee the level of care for an established period of time.  The price is set for the 
outcome - a successful surgical procedure, for example, rather than for the multiple activities that 
occur during a surgical event.  The outcome includes any resultant follow-up care, so providers a
incentivized to optimize procedures and reduce incidents of missteps.  This concept encourages 
innovation, as the provider is free to adjust procedures and practices as long as the medical outco
is obtained.  The Congressional Research Service refers to this payment concept as value-base
purchasing.  Medicare, using the MedPAC procedures, should immediately begin aggressive 
implementation of value-based purchasing, and should prioritize its implementation in those region
with high volumes of fee-for-service procedures as a means to reduce excessive usage of medical 
services and their associated costs. While many
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 experts believe this change will lead to substantial 
avings, the savings have not been quantified. s

 
 3) Incentivize the purchase of Long-Term Care insurance  
 “Most formal long-term care services are paid for by government sources.  In 2007 a tota
$190.4 billion was spent for nursing home and home healthcare in the U.S.  Of this amount, 
Medicare paid for 25 percent, Medicaid and other public funds paid for 42 percent, out-of-pocket 
funds paid for 22 percent, and private insuran

l of 

ce and other sources paid for 11 percent (excluding 

g the 

ger term 
otential costs the government faces if more of the burden is not shifted to insurance.   

hospital-based nursing home spending).”118 
 Congress should consider incentivizing the purchase of long term care insurance by makin
premiums tax deductible.  Given the high costs of long term care, and the fact that the federal 
government now pays for two-thirds of the care provided, the near-term loss of tax revenues for 
deductible premiums would appear to be an advantageous exchange for avoiding the lon
p
 
 4) Increase the Medicare Part B and D deductibles  
 Increases to program revenues should also address increasing patient participation in 
understanding the costs of healthcare choices.  Taxes collected from payroll deductions and 
premiums deducted from Social Security payments tend to mute the effects of price sensitivity a
independent buyer decisions, as these collections take place before the funds are actually in th
possession of the consumer.  Rather than increasing revenues through general tax increases,
targeting program revenues to consumer participation should be pursued.  To this end, it is 
recommended that Congress revise the applicable Medicare provisions to adopt a general deduct
for Medicare Part B and D coverage in the amount of $500 each, applicable to each $20,000 of 
adjusted gross incomes in excess of 200% of the federal poverty level.  The existing deductib
Part B coverage is $135 per year, and the Part D deductible is $295 per year.
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119  The higher 

deductible targets higher income program participants, and compares more closely to the 
deductibles required of many employer insurance plans.  A participant with an income of $40,000 
above 200% of the federal poverty level would pay a $1,000 deductible per Part.  Such a plan would 
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be the equivalent of a tax rate of 5.0% for higher income participants.  This approach will lower th
demands on the Medicare trust funds and increase direct consumer participation, which in turn
should motivate beneficial usage behaviors and price sensitivity.  The deductible also targets 

e 
 

creasing revenues directly from the program beneficiaries rather than from the general population.   in
 
 5) Raise the age of Medicare entitlement to match the Social Security retirement age  
 Nearly a decade ago the nation addressed the projected funding requirements of the Social 
Security program by increasing the age of retirement eligibility, which in turn lowered the financial
demands upon the program.  This measure was undertaken in part in recognition of the increase in 
average life expectancy.  The Medicare program was originally structured to match the entitlement
provisions for Social Security, but its eligibility requirements were not changed to keep pace with 
the Social Security program.  Congress may have been reluctant to raise the eligibility for Medicare
in the past because significant numbers of citizens would have faced increased risks of not ha
health insurance until they became eligible for Medicare.  Under PPACA this fear should be 
eliminated as it requires all citizens to have insurance.  Increasing the Medicare eligibility age 
should therefore not automatically result in an increase in the number of uninsured, but would 
instead shift costs from the Federal level back to the private level.  The increased age of Medicare 
eligibility should be phased in to follow the enactment of the insurance requirement in the current 
legislation, and its implementation should be staggered much like the rise in 

 

 

 
ving 

the eligibility age for 
ocial security to minimize the affect on those nearing the entitlement age.   s

 
Implement Electronic Health Records  
 Devoting resources to the development of information technology, to include an EHR, is crit
to the dissemination of clinically relevant information to healthcare providers and patients.  O
February 12, 2010, DHHS reported the award of $750 million in grants to state and regional 
representatives to “...advance the adoption and meaningful use of health information technology 
(IT).  The awards will help make health IT available to over 100,000 hospitals and primary care 
physicians by 2014”.  The DHHS developed a definition for meaningful use, and the propo
information is available for public comment.  Depending on the comments they receive, the 
definition will become official shortly thereafter and will gu
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of EHRs.  This will be critical when that first major breach of a medical record 
atabase happens. 

120

the requirement to have meaningful use of EHR by 2015.   
 The efforts already underway from the Federal government are good steps toward making sure
EHRs become available to patients throughout the country.  Two additional steps are necessary. 
First, the government should consider additional incentives to keep this effort moving forward.  
Additional funds may be needed to help smaller providers implement this technology into their 
practices.  Leaders should also work with the industry to review the payment structure for providers
considering how to better compensate those who use secure messaging and phone calls in place of 
in-office visits.  If providers were paid for these types of contacts with pat
incentive to fully integrate the capabilities of EHRs into their practices.   
 Secondly, DHHS needs to continue to assess software packages to ensure that they m
operating standards for the Healthcare Information Network.  This will help ensure the 
interoperability of the various systems and aid in the large-scale benefits of data analysis.  It will 
also ensure that security attributes are included that protect patient privacy.  Finally, Congress n
to review the existing laws regarding personally identifiable information and how they will be 
affected by the use 
d
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Improving Outcomes 
 While our recommendations have thus far focused on reducing costs, we recognize that cost, 
along with quality and access are inexplicably linked in an “iron triangle”.  Changes to one area, for
example reducing costs, could come at the expense of quality and/or access.  We therefore believe 
that incorporating EBM and CER as a standard aspect of medical practice in the U.S. is essential 
controlling costs while at the same time improving quality.  While the lack of full integration of 
EBM contributes to the gap between knowledge and quality health outcomes, the dearth of CER
probably has the most profound effect on the translation of the best evidence into value-added 
clinical practice.  Although CER is new to the U.S. debate on healthcare reform, it is well integra
into the health systems of many other countries.  Developed countries with universal health 
coverage such as the United Kingdom, Germany, and The Netherlands all embrace CER as an 
important element in the determination of how best to spend available healthcare dollars.  These 
countries also add cost-effectiveness to the assessment process.  Using quality-adjusted life years 
and cost for a health intervention, effectiveness c
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allowing for a quantitative assessment of CER. 
 The 2009 Commonwealth Fund’s State Scorecard on Health Performance offers some su
to the belief that CER will improve quality while lowering healthcare cost.  This scorecard 
highlighted regional variation in healthcare costs that did not equate to better health outcomes, 
thereby presenting a clear opportunity for improvement. It would be possible for Medicare to save 
$20 to $37 billion per year if the higher-cost states’ per-person cost fell to the median state rate, or 
to the average rate achieved in the top quartile of states.121  Additionally, CER has the poten
shape the behavior of healthcare suppliers (devices, medications, etc.) by creating room for 
traditional market forces to influence supply and demand based on value that is outcome focused. 
Developers of new technologies, to include medicines, may be motivated to develop products that 
are both clinically and cost effective.  The incorporation of EBM a
a

Resolving the Shortage of Primary Care Physicians and Nurses 
 In order to correct the shortfall of primary care physicians, the federal government should fir
take steps to rebalance the current payment system which undervalues primary care services in 
comparison to specialist services.  The Relative Value Scale Update Committee (RUC) provides 
recommendations to the CMS on the value of specific services to include fee-for-service payments
The CMS accepts 90% of the RUC recommendations, and in turn most insurance companies and
managed care groups use the same relative value method to determine payment for services.122  
Under this process reimbursement for primary care physicians has continued to lag while specialist 
payments have increased.  Rebalancing the payment system should be accomplished on a zero
basis, increasing primary care reimbursement and decreasing specialty reimbursements. Any 
changes to increase primary care reimbursement must also include an overhaul of the current fe
for-service system which incentivizes services but not quality.  Compensation models must be
adjusted to account for performance, quality, and encouraging implementation of the patient-
centered medical home model.123  A patient centered medical home is an integrated concept 
whereby the primary care physician leads an integrated team of health care professionals to 
coordinate all preventive, acute, and chronic me
active participants in their own healthcare.124  . 
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 Another issue impacting the number of doctors choosing specialization over primary care is
fact that CMS currently does not permit payment for physician residency training outside of 
hospital settings.  Permitting training in community based outpatient settings would encourage 
students to enter into primary care.
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125  Through Medicare and Medicaid, teaching hospitals are 
provided with Indirect Medical Education (IME) funds to cover their overhead expenses for the l
efficient care that new residents provide.  In 2007 the government provided $12.1 billion to 1,100
teaching hospitals for teaching and training of 90,000 residents.126  However, $6 billion of these 
funds went to IME, and hospitals are not accountable to the governme
governing the use of IME should be changed to redirect a portion of these funds to support traini
at community based medical sites in rural and underserved locations. 
 Under Title VIII Medicare currently pays about $150 million per year to hospitals for nurse 
training, despite the fact that most nurses do not receive their primary training in hospitals.127  
These funds should be increased markedly and the rules changed to permit their use for nurse 
training in other clinical settings.  Expanded funding should be made available for advanc
practice nurses.128  Finally, federal grants 
number of schools and increase the number of faculty.  A number of states have entered into public-
private partnerships to increase faculty salaries.   
 Given America’s huge budget shortfalls, Medicare funding is likely to be reduced between n
and 2020, which could have a significant negative impact on the number of physicians and nurses. 
The federal government therefore needs to promulgate guidelines and recommendations to the 
states that will enable greater nationwide use of integrated healthcare and patient-centere
home solutions.  Integrated and patient-centered healthcare solutions offer the best opportunit
maximize the entire healthcare workforce while at the same time improving outcomes.   
 This solution promotes greater use of lower cost nurse practitioners (NPs) and physician 
assistants (PAs).  Developing a nationally recognized standard curriculum that could be accepted in
any state would also ease the physician shortfall and maximize the available workforce.129  Nurse 
practitioners and physician assistants can be trained faster and at far less cost than physicians, and
are more likely to practice in rural and underserved areas than physicians.  Today’s communication
technology would allow NPs and PAs to practice in rural areas under physicians who are located 
miles away in hospitals or integrated practices.130  Including NPs and PAs along with doctors and
fewer specialists within integrated care solutions has great potential to provide better outcomes 
lower price than our current system.  Increasing the number of geriatric NPs would also support 
long term care at home options which could substantially bene
F

he long term retention of nurses.   
 

Prescriptions for Emergency Preparedness 
 Balancing the diverse organizational interests embedded in healthcare coalitions is the most 
pressing challenge to increasing preparedness because no single entity can succeed alone.  Althoug
billions of federal dollars have been invested to develop an all-hazards response capability, relying
on federal commitments alone will perpetuate significant preparedness gaps because non-Federal 
stakeholders play a pivotal response role.  PAHPA already provides for federal-state government 
partnerships by making some federal funding for public health preparedness contingent on a state
commitment to match up to 10 percent of the federal funding.131  It also provides for partn
with hospitals and laboratories to develop surge capacity and countermeasures.132  However, the
cooperative agreements that institutionalize these p
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commitment” from non-federal governmental agencies and “there is currently little activity” to 
encourage partnerships with the private sector.133 
 The multi-billion dollar federal investment in preparedness to date, while significant, offers little 
insight into how much progress has been made.  Moreover, the lack of validated performance 
measures undercuts the credibility of any cost-benefit analysis of future investments.  Therefore, the 
federal government must first establish validated preparedness measures of performance.  Enlisting 
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improve emergency preparedness.  Through these 
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rricula, which may include National Planning Scenario 
wareness, first aid training and practical exercises, Americans will evolve to value individual 

preparedness by the end of th

e U.S. 
 

ressed this area to the same 
a

ing 
p on global health matters, but which suffers from a host of issues to include a lack of 

the Joint Commission’s expertise to help develop these measures and then incorporate them into its 
accreditation process would provide objective standards as a basis for future negotiations.   
 Enabled by these performance measures, partners would share a common understanding of e
other’s roles and responsibilities, as well as how their resources would collectively contrib
mutually beneficial outcome.  This common understanding, in turn, would facilitate a national, 
rather than purely federal, approach to 
partnerships, federal and state governments should consider the following policy recommendations 
to overcome preparedness obstacles.   
 First, to incentivize business models for private sector partners, DHHS and DHS should pr
a legislative change that provides societal-benefit tax incentives for corporations that commit
resources to partnerships and meet their validated performance measures.  This would enable 
industry business models to favorably treat preparedness investments such as hospital surge 
capacity.134  It would also partially shift the funding burden from participating corporations to the 
U.S. population, the primary beneficiary of increased preparedness.  Second, DHHS and DHS 
should mandate that the state government or private sector recipient commit resources to sustai
resulting capabilities and capacity under a partnership as a condition of receiving any initial fede
grants.  In conjunction with this mandate, state governments should provide tax incentives for 
private sector sustainment investments.  In effect, the federal government would share the high 
initial cost with the recipient in exchange for state commitments to share the more manageable 
annual sustainment costs.  Third, DHHS, DHS, and state governments should develop a partners
to mandate basic preparedness education in public schools.  By employing federally-developed
and state-tailored K-12 preparedness cu
a

e decade. 
 

Meeting the Challenge of Global Health 
 Global health, in particular the spread infectious diseases, bioterrorism, and a reduction in a 
nation’s stability, directly affects our national security and the security of our allies.  While th
has taken a leadership role in responding to global health challenges, for a number of reasons the
international community has not proactively and collectively add
m gnitude as the global economic crisis and climate change.  Tackling the issues involved will 
demand collective global action, and multilateral cooperation.   
 There are a number of actions that the U.S. should take to address this complex issue.  First, the 
U.S. should specify its commitment to global health improvement in the next National Security 
Strategy.  Secondly, it must do a better job supporting the WHO, which is responsible for provid
leadershi
resources.  The WHO provides technical support to countries and monitors and assesses health 
trends.   
 One way to improve support is to increase the amount of government funding.  The total U.S. 
funding applied to global health issues amounted to $8.6 billion in 2010, which represents just 
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0.066% of GDP.  The Obama administration has determined that funding applied to global health
will increase to $15 billion by 2012, which amounts to just 0.1% of the U.S. GDP.  It should be 
noted that the U.S. is frequently criticized for its percentage of contribution relative to its GDP.  
However, U.S. citizens provide significant private contribution to many global health initiat
The U.S. also provides

 

ives.  
 significant “in-kind” contributions, such as the U.S. Navy responses to the 

 

g.   Such a reallocation 
 

 

 health challenges.  At the 
 

 

 are a 
 DoD.  

 epidemic 
inforced the fact that we cannot depend on others (e.g. Europe) to supply the U.S. with the 

necessary vaccines and anti-retrovirals, a nal strategic plan is required. 
 

 expands 

o 

ore 
aggressive investment and leadership by the U.S. government.  Our policy recommendations are 

December 2004 tsunami in Thailand (Operation Unified Assistance) and the January 2010 
earthquake in Haiti.   
 Notwithstanding these private and in-kind contributions the U.S. should consider increased 
funding levels if the WHO undertakes two primary changes.  First, any increased funding should be 
based on improved effectiveness tied to specific metrics.135  Secondly, the WHO must balance its
funding across a wider spectrum of global health programs and activities.  While the WHO and other 
donor nations have focused significant funds on specific diseases, greater investment is required 
comprehensive health programs, particularly as it relates to capacity buildin 136

of funds would address the roots that promote not only the spread of specific infectious diseases, but
the environment that foster poor health across the underdeveloped world.   
 The U.S. should also push global health onto center stage, just as it has with climate change, by
putting it on the agenda at upcoming G20 summits.  The nation must be an advocate for a strong 
international commitment to collectively and proactively address global
same time the U.S. should reinforce the UN member states’ obligation to responsible behavior and
reasonable burden-sharing of global security and stability challenges.   
 The Administration should create a deputy-level global health committee, e.g. a White House 
Interagency Committee on Global Health, to lead, plan, prioritize, and coordinate U.S. global health
efforts.  This council would act to synchronize all inter- and intra-agency efforts, thereby eliminating 
inefficiency and unnecessary redundancy.137  Fragmentation, inefficiencies, and redundancies
by-product of the fact that Global Health Initiative funding streams cross the DoS, DHHS, and
 Lastly, the U.S. government must increase its investments domestically—in research and 
development for vaccine development and production capacity (industrial base), in academic 
institutions and programs of study, and in expanding the healthcare workforce.  The H1N1
re

nd therefore a natio

CONCLUSION 
 

The U.S. healthcare system, a world class industry in many ways, is facing serious problems.  
We believe that the most challenging task before the nation concerning healthcare lies in stemming 
what appears to be the inexorable rise of healthcare costs.  These costs are clearly not sustainable, 
either by the federal government, employers, or consumers.  Although the PPACA notably
access to healthcare to uninsured Americans, the law in itself does not implement changes that will 
bend the cost curve downward.  In order to reduce overall costs the U.S. must address the 
dysfunctional incentive structures that impact the complex and fragmented healthcare market.  The 
incentive structures which currently exist generate and reward supply over outcomes, and will 
continue to do so ad infinitum until these structures are altered.  Resolving the cost issues will als
be important to resolving the shortfall of physicians and nurses. In addition, to these issues, the U.S 
faces significant challenges in the areas of emergency preparedness and global health.  The first 
area requires individual Americans to take ownership of preparedness, and the second requires m
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certainly not exhaustive, but represent our best estimates of the actions required.  The U.S. has 
taken positive steps to address access to healthcare for all Americans, but substantive work remains 
to be accomplished. 
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