
While there has been consid-
erable discussion nation-
ally about paying

physicians more to improve patient
care, pay-
for-perfor-
m a n c e
initiatives
have been
slow to take hold in many communi-
ties, according to a Center for
Studying Health System Change
study released at the end of 2005.

Thomas Bodenheimer of the
University of California at San
Francisco, and lead author, tells
State Health Watch he believes pay-
for-performance programs can

become widespread, but there are
many obstacles that need to be
overcome. 

“Politically, a lot depends on
Medicare,” he says. “If Medicare
pays in part on quality measures,
other health plans will follow.”

Mr. Bodenheimer’s Issue Brief for
the Center for Studying Health
System Change is drawn from the
organization’s 2005 site visits to 12
nationally representative communi-
ties. Only two of the 12 — Orange
County, CA, and Boston — have
significant pay-for-performance pro-
grams up and running. In the other

Faced with rising costs, dimin-
ished resources, and growing
demands, health systems

around the world are under siege and
many will be unsustainable within 15
years unless fundamental changes
occur. That’s the sobering conclusion
drawn by PricewaterhouseCoopers
Health Research Institute in a
groundbreaking report identifying
best practices and reporting results of
surveys and interviews with 700
health leaders in 27 countries.

“Everyone we spoke with, in
every country, told us they are
afraid their current health care sys-
tem was not built to last,” says
PricewaterhouseCoopers’ global

leader for health care, Jim Henry.
“Most countries have some aspects
of their health system that are
working, but no one country has
the magic bullet. We need to rise
above nationalism and turf protec-
tionism, learn the lessons of other
countries and sectors, and build on
those best ideas. What’s clear is that
no one government can solve the
health care problem. It will be up
to governments, working together
with private industry and con-
sumers, who not only have a bigger
financial stake but also a greater
responsibility for their health care.”
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The report — Healthcast 2020:
Creating a Sustainable Future —
finds a convergence of trends and
solutions in the global health care
market. Countries are moving
toward greater shared financial
responsibility among the govern-
ment, private industry, and con-
sumers, even in historically taxpayer-
and employer-funded systems. The
report also indicates that con-
sumerism, use of information tech-
nology, incentive realignment, and
new reimbursement models such as
pay-for-performance are soaring
globally as nations seek to reduce
health care costs and improve access,
safety, and quality for their citizens.

More than half of those surveyed
expect health spending to accelerate
at a greater rate in the future than in
the past. Health spending patterns
also are becoming more similar
among countries in the Organization
for Economic Cooperation and
Development (OCED), although
U.S. spending remains the highest in
the world, with Americans spending
53% more per capita on health care
than the next-highest country,
Switzerland, and 140% above the
median for OECD (industrialized)
countries. PricewaterhouseCoopers
projects that global health care
spending will triple over the next 15
years to $10 trillion, consuming 21%
of U.S. gross domestic product and
16% of gross domestic product in
other OECD countries. The aging of
the population, rising standard of liv-
ing throughout the world, the effect
of consumerism in health care, and
growing demand from China are dri-
ving the increase globally.

U.S. aging population woes
Rising U.S. health care costs are

largely attributed to the growing

uninsured population and advances
in medical technology and new
pharmaceutical therapies. Contrary
to popular belief, the aging of the
population is responsible for only a
small percentage of the increase in
U.S. health care spending.

Health care spending in the U.S.
is the highest in the world, account-
ing for 55% of all OECD health
spending, vs. 47% for 23 other
OECD countries combined. But
despite having by far the highest per
capita spending, the U.S. ranks
22nd in the world out of 30 OECD
countries in terms of life expectancy,
suggesting, according to the firm,
that higher spending per capita may
not lead to better health, and raising
questions about the overall value of
health care.

Of all health care stakeholders,
U.S. respondents said that doctors
have the greatest potential to elimi-
nate waste in health care spending,
while in all other parts of the world
government is seen as having the
greatest influence, followed by hos-
pitals, physicians, patients, drug
companies, employers, and patient
advocacy groups, in that order.

When asked how health care
financing should be structured in a
sustainable health care system, there
was widespread support for shared
financial responsibility among pri-
vate and public payers. In govern-
ment-run systems of England,
Germany, and France, market-based
reforms are liberalizing provider
markets. In the U.S., traditionally
viewed as a privately financed sys-
tem, it is anticipated that expansions
of government programs mean that
half of all care will be tax-funded
before 2020.

Nearly 84% of U.S. respondents
said the best financing structure for
the future is a combination of pri-
vate and public funding, compared
to 72% of all other respondents
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around the world. Only 6% of
U.S. respondents, compared with
32% in the UK and 18% of all
respondents outside the United
States thought that health care
should be largely taxpayer-funded.

What we need
More than 50% of respondents

globally said that competition, tax-
payer funding of some or all of
health care, regulated cost controls,
and cost-sharing by patients are
important to sustaining their health
system. 

When U.S. respondents were
asked what features are most impor-
tant to a sustainable health system
for the future:

• 83% said equal access to care is
the most important feature of a sus-
tainable health system, noting the
U.S. is the only developed country
other than South Africa that does
not provide health care for all its cit-
izens and there are 45.8 million peo-
ple in this country without health
insurance.

• 73% said transparency of pric-
ing, quality, and safety will be an
important or very important factor
to sustain the nation’s health system.

• 66% (vs. slightly more than
50% of European respondents) said
that market competition is important
or very important to sustainability.

• 64% of U.S. respondents said
patient cost-sharing was the fourth
most important feature of sustaining
the nation’s health system. 

• 46% (vs. 62% of respondents
outside the United States) think that
regulated cost controls are an
important or very important feature
of a sustainable health system.

• 44% said greater controls on
patient demand by insurers, the
government, and/or employers are
important or very important.

• 39% of U.S. respondents (and
36% of UK respondents) think
rationing medical technology will

be an important or very important
feature.

PricewaterhouseCoopers says it is
interesting that 69% of respondents
in Asia/Middle East/Australia
thought this would be an important
feature.

Interest in consumer-directed care
is intensifying around the world, the
report says, and as patients assume a
greater share of health care costs,
they will demand greater account-
ability and seek transparency of pric-
ing, safety, and quality. But current
reimbursement systems don’t pay for
these measures.

Some 85% of all organizations
surveyed have already initiated pay-
for-performance initiatives focusing
on performance, quality, and safety.
The report says 60% of U.S. respon-
dents say reimbursement to providers
is an effective lever to promote qual-
ity and patient safety measures. 

When asked who has made the
most progress in efforts to improve
health care quality, U.S. respondents
gave their highest marks to patient
advocacy groups, ahead of physi-
cians, hospitals, and health plans. In
all other areas of the world, govern-
ment was credited with leading this
effort.

Fewer than half the U.S. respon-
dents (38%) believe hospitals are
well prepared to meet the challenges
of empowered consumers.

Lack of integration hurts
All respondents identified the

lack of integration among providers
and clinicians globally as the
biggest problem facing the health
delivery system. Two key areas cited
as having the biggest positive influ-
ence on care integration were
patient education and technology.

Some 75% of U.S. respondents
and nearly 66% of global respon-
dents overall said that patient edu-
cation, including wellness and
immunization programs, will be

the most effective way of managing
demand on resource-strained
health systems.

Approximately 75% of respon-
dents globally viewed information
technology as most important to
integrating care (74%) and informa-
tion sharing (78%). 

PricewaterhouseCoopers Health
Research Institute director Sandy
Lutz tells State Health Watch that
while many people think the prob-
lems with health care systems in the
U.S. and worldwide are too big and
nothing can be done about them,
there are advances being made on
each of the features of a sustainable
model. 

“We’re trying to break some-
thing that can be seen as over-
whelming down into digestible
bites,” she says. “It helps if people
look at it holistically.”

Many Americans think there is
no need to look at what is happen-
ing in other countries, Ms. Lutz
says, but many issues in other coun-
tries are the same as those facing the
United States and people in those
countries are taking actions we can
learn from. It is shortsighted not to
look outside our borders, she says.

Asked what surprises the
PricewaterhouseCoopers analysts
found in the data, Ms. Lutz refers to
the overwhelming support for a
combination of funding sources. 

“In the U.S., very few people
want a tax-funded system,” she tells
SHW. “That’s counterintuitive to
what most people think the
response would be. There also are
several findings that point to
increased consumer responsibility
and accountability.”

Ms. Lutz says she hopes the report
will encourage people to think about
the issue of sustainability in an
actionable way. “The industry has
been siloed,” she says. “They need to
think more about working together
and taking a long-term view of
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building a system that will last.”

Key sustainable features
There is much that health care

leaders around the country and the
world need to think about. The
report identifies seven key features
of sustainable systems, whether they
are governments, networks of affili-
ated health-related organizations, or
individual organizations:

• Quest for common ground —
a vision and strategy to balance pub-
lic versus private interests in build-
ing an infrastructure and providing
basic health benefits within the con-
text of social priorities.

• Digital backbone — better use
of technology and interoperable
networks to accelerate integration,
standardization, and knowledge
transfer of administrative and clini-
cal information.

• Incentive realignment —
incentive systems to ensure and
manage access to care while support-
ing accountability and responsibility
for health care decisions.

• Quality and safety standardiza-
tion — defined and enforced clinical
standards establishing mechanisms
for accountability and enhanced
transparency, building consumer
trust.

• Strategic resource deployment
— resource allocation appropriately
satisfying competing demands on
systems to control costs while pro-
viding sufficient access to care for
the most people.

• Climate of innovation — inno-
vation, technology, and process
changes as a means to continuously
improve treatment, efficiency, and
outcomes.

• Adaptable delivery roles and
structures — flexible care settings
and expanded clinical roles provid-
ing avenues for care that are cen-
tered on patient needs.

“How, specifically, are various
health systems addressing the need
for sustainability,” the report asks.
“Some solutions will require far-
reaching changes in national policy.
Policy solutions can be influenced —

but are not made — by the man-
agers of health care organizations.
Other areas over which management
has some ability to effect change are
plentiful and are driving solutions.
By looking at these solution drivers,
health leaders can begin to formulate
responses to the major challenges
facing their health systems.

“Transferable lessons are emerg-
ing….They include changes to sys-
tems, policies, and structures. New
financing incentives and models.
Modifications to people’s roles, skills,
and attitudes. Altered processes and
workflows. Discoveries of new tech-
nologies and new uses of old devices.
Across boundaries, languages, and
cultures, these are the strategies
being employed by health systems
across the world. The solutions are
out there in the global market of
health.”

For more information, go on-line
to www.pwc.com/healthcare or
www.pwc.com/hri. Contact Ms. Lutz
at (214) 754-5434 or e-mail
sandy.lutz@us.pwc.com.  ■

10 communities, he reports, pro-
grams targeting physicians are either
minimal or don’t exist at all. It
appears that Orange County and
Boston are early adopters in part
because many physicians in those
communities are organized into
large medical groups, integrated sys-
tems, or independent practice asso-
ciations, while pay-for-performance
is more difficult to implement in
small physician practices that lack
the resources and infrastructure to
manage care systematically and track
performance data.

“In all 12 markets, pay-for-per-
formance has become a significant
topic of discussion among health
plans and physician leaders,” 
Mr. Bodenheimer says. “Thus far,

however, in most areas of the coun-
try few performance-based dollars
are flowing to physicians.”

Programs can look different
The Issue Brief identifies a num-

ber of ways that pay-for-perfor-
mance programs can be structured:

• Physician organizations pay
their individual physicians bonuses
for improved quality measures,
without health plan involvement.

• Employers pay individual physi-
cians for improved performance.
The report notes the Bridges to
Excellence program, sponsored by a
few large employers, has instituted
this model in Boston and three
other communities.

• Individual health plans or
Medicare pay individual physicians
for improved performance.
Physicians are rewarded only for the

small number of patients with a par-
ticular medical condition who are
enrollees of a sponsoring health
plan, making such programs of lim-
ited interest and small monetary
reward to physicians.

• Individual health plans or
Medicare pay performance bonuses
to physician organizations rather
than to individual physicians. The
physician organization may invest
the bonus money in quality
enhancement and/or distribute the
money to member physicians.

• Health plans band together to
coordinate payment to physician
organizations for improved perfor-
mance. This model was pioneered
by California’s Integrated Healthcare
Association.

Mr. Bodenheimer reports that in
late 2004, major California health
plans in a relatively organized effort

Fiscal Fitness
(Continued from cover)



paid physician organizations about
$40 million in performance-based
bonuses. The physician organiza-
tions received funds for demonstrat-
ing improved clinical care (cancer
screening, childhood immuniza-
tions, management of asthma, dia-
betes, and cholesterol), patient
satisfaction, and development of
information technology. Physician
organizations distributed much of
the money to individual physicians.

He says medical directors are
more enthusiastic about pay-for-per-
formance than are frontline physi-
cians, who become more interested
when they see real dollars at stake.
Because payments come to medical
groups rather than directly to indi-
vidual physicians, the groups have
invested some performance dollars
in internal systems to improve per-
formance and data collection, in
addition to distributing the money
to frontline physicians.

“Despite the monetary benefit,
physicians continue to have con-
cerns about pay-for-performance,”
Mr. Bodenheimer says. “A key con-
cern among physician organizations
is the addition of quality measures
by some plans, above and beyond
the standard Integrated Healthcare
Association measures, adding to the
reporting burden. Leaders also
worry that the association is adding
measures without adding money,
increasing the work/reward ratio.
Doctors with poor quality scores
tend to blame noncompliant
patients. Leaders recognize that,
thus far, quality improvements
reported by the association are
mainly improvements in documen-
tation rather than in care itself.”

There also are indications that
many medical leaders and frontline
physicians believe they are in a zero-
sum game in which pay-for-perfor-
mance funds are not new dollars but
rather a redistribution of existing
payments. Mr. Bodenheimer says

one survey respondent said health
plans would reduce capitation pay-
ments to physician groups to allow
pay-for-performance payments,
while a health plan leader said pay-
for-performance dollars are a redis-
tribution of payments, although
another plan leader said they repre-
sented new money.

Physicians don’t trust plan data
A barrier to pay-for-performance

success, according to the study, is
physician mistrust of health plan-
generated performance data.
Physician organizations spend con-
siderable money to generate their
own data, which favors sophisticated
groups with clinical information
technology capability. Moreover,
since large physician groups have
funds for quality-enhancing
processes, pay-for-performance
could widen a gap between larger
and smaller physician organizations,
Mr. Bodenheimer says. Health plan
executives affirmed that the funds
are going to larger and better-run
medical groups, and that smaller
practices lack the infrastructure to
make a program work.

In Boston, the three largest health
plans include pay-for-performance
arrangements in contracts with inte-
grated delivery systems. And plans
also have organized pay-for-perfor-
mance programs for physicians prac-
ticing in groups and independently.

While California’s Integrated
Healthcare Association pays bonuses
for improved clinical quality, patient
satisfaction, and information tech-
nology development, some Boston
plans also target a portion of perfor-
mance money for cost-containment
measures such as percentage of pre-
scriptions that are generic, utiliza-
tion of expensive imaging services,
or hospitalization rates. 

Another difference is that in
California funds are paid as a bonus
on top of HMO capitation payments

from health plans to physician orga-
nizations, while Boston’s model
includes both HMO and PPO prod-
ucts and the self-insured market. In
Boston, adoption of pay-for-perfor-
mance programs accompanied a sig-
nificant change in physician-payment
methodology. Thus, as the use of
capitation to pay Boston physicians
declined, performance-based pay-
ments became part of a revived fee-
for-service reimbursement method.

Mr. Bodenheimer found that
Boston’s pay-for-performance efforts
include both large physician groups
and small practices. In addition to
health plan pay-for-performance
activities, some large employers are
paying individual physicians qual-
ity-based bonuses under the Bridges
to Excellence program.

One survey respondent said
frontline physician awareness of
pay-for-performance is only begin-
ning to make its way out of board-
rooms and into office practices.
Boston physicians reportedly are
more concerned about the stresses of
medical practice than dollars. A con-
cern of frontline physicians is that
pay-for-performance means a little
more money and a lot more work. 

“Improving performance often
involves identifying patients who are
not receiving recommended care,
such as mammograms or diabetes
monitoring tests, and getting them
to obtain needed tests,” Mr.
Bodenheimer says. 

Physician leaders reportedly worry
that the amount of money required
to make quality improvements may
exceed the performance-based
bonuses coming from health plans.

The report says physicians in the
12 communities surveyed are
divided among pay-for-perfor-
mance supporters, skeptics, and
resisters. In several communities,
physician leaders reportedly are
concerned that the amount of
money at stake won’t justify extra

February 2006 State Health Watch 5
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work for frontline physicians and
won’t cover physician organizations’
extra expense. Some physicians are
concerned that health plans are
funding pay-for-performance by
taking money from some providers
to pay others. Some opponents call
the programs “no pay for no perfor-
mance,” seeing them as a health
plan strategy to pay physicians less.

“While frontline physician atti-
tudes toward pay-for-performance
vary widely, many physician leaders
find pay-for-performance acceptable
if all health plans have the same pro-
gram,” according to the survey
results. “The prevailing model of
physicians facing different measures
and rules from different plans is seen
as an untenable option.”

As Mr. Bodenheimer tells State
Health Watch, for pay-for-perfor-
mance to gain significantly more
widespread acceptance, the barriers
seen by health plan executives are
considerable. 

“For each plan to have its own
measures, rules, payment method,
and payment target (physician
groups, individual physicians, pri-
mary care physicians, specialists)
creates major administrative has-
sles,” he says. “In many markets,
most physicians do not belong to
physician organizations. In those
cases, the numbers of patients with a
particular condition enrolled in a
particular health plan seeing a par-
ticular physician are so small that
quality measurement is virtually
meaningless and payments per
physician will be too small to gain
physician acceptance and influence
practice patterns. Physician accep-
tance likely will be determined by
the extent to which health plans
commit new funds to reward
improved quality.”

What could accelerate adoption
of pay-for-performance by health
plans is a mandate in government
programs. CMS now has a pay-for-

performance demonstration project
under way, in which 10 physician
group practices will receive extra
Medicare payments based on qual-
ity measures and cost reduction.
The agency also has said it supports
congressional efforts to integrate
pay-for-performance into Medicare
physician payments. 

“What Medicare does is crucial,”
Mr. Bodenheimer says. “Should
Medicare adopt pay-for-perfor-
mance, private plans and Medicaid
programs could well decide to adopt
Medicare’s measures, which in turn
would reduce the problem of lack of
standardization. Whether physicians
like it or not, if the giant players
decide to put money into pay-for-
performance, it will happen.” 

He cautions that if Medicare
doesn’t take the lead for pay-for-per-
formance, a lot of health plans still
will do it, but the result will be a
“mess,” because of the varying rules
and methodologies.

Mr. Bodenheimer also notes a
policy concern in the fact that so far
pay-for-performance so far is a pro-
gram for larger medical groups that
has not touched the majority of the
nation’s medical practices, which
have fewer than five physicians. In
terms of preventive services for
Medicare patients, he says, quality
in smaller practices is inferior to that
in larger groups. “To the extent that

improved performance requires data
repositories, chronic illness reg-
istries, and other quality-enhancing
innovations, small physician prac-
tices will not be able to keep up
with larger groups,” he explains. “A
danger lurks that a gap will widen
between larger high-quality groups
and smaller lower-quality practices.
On the other hand, pay-for-perfor-
mance could become a catalyst for
physicians to join larger groups that
can make the investments necessary
to improve performance and reap
pay-for-performance funds.” 

While considerable effort is going
into expanding pay-for-performance
programs, Mr. Bodenheimer tells
SHW that it’s good to remember the
jury is still out on whether such pro-
grams actually can change physician
behavior. 

“No one is yet saying that pay-
for-performance is improving
patient care,” he cautions. 

Ultimately, he says, the idea of
paying for quality is a good one, but
there are many questions about
whether it can be done and how. As
in all good ideas, he says, the devil is
in the details, and it will continue to
be important to monitor what is
happening.

The Issue Brief is available at
www.hschange.org. Contact Dr.
Bodenheimer at (415) 206-6348 or e-
mail Tbodenheimer@fcm.ucsf.edu.  ■

While the federal and state
governments each try to
convince the other to take

on more responsibility for dual eligi-
bles — those eligible for both
Medicare and Medicaid — a new
study finds that the focus should be
directed more toward serving the
population rather than avoiding it. 

Medicare, in combination with

Medicaid’s supplementation, assures
access to medical services for its low-
est income beneficiaries just as it does
for those who are financially better
off. But Medicaid, a means-tested
program, on its own has never pro-
vided the same guarantee of access.
In particular, access to home- and
community-based services has always
been explicitly limited, provided

Dual eligibles: Federal and state 
governments point at each other
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primarily through waivers from
Medicaid requirements that allow,
among other things, limits on the
size of the population being served.

From a fiscal perspective, lead
author Harriet Komisar tells State
Health Watch, either the federal or
state governments would be better
off if the other were to bear respon-
sibility for this highly vulnerable,
expensive population. But from the
perspective of the dual eligibles
themselves, enhancement, not
retraction, of federal responsibility is
essential to better meet critical long-
term care needs.

Ms. Komisar, an associate research
professor at Georgetown University,
says the dual-eligible population is
relatively small in number, consisting
of about 7 million people in 2000,
less than one-fifth of the total num-
ber of beneficiaries in either
Medicaid or Medicare. But they con-
sume a substantial portion of each
program’s resources — 24% of
Medicare’s total spending in 2000
and 42% of Medicaid’s in 2002.

Recent policy debates have turned
a spotlight on the overlapping fed-
eral and state responsibilities to dual
eligibles, according to Ms. Komisar.
The new Medicare Modernization
Act reduced but didn’t eliminate lim-
its to Medicare coverage that leave
states financially responsible for dual
eligibles’ prescription drug costs.
Under the new law, Medicare will be
responsible for drug benefits for dual
eligibles beginning in 2006, but
states must pay the federal govern-
ment a specified proportion of the
estimated amount they would have
spent had they continued to provide
drug coverage for dual eligibles. 

Even more costly to states than
drug coverage, Ms. Komisar wrote,
is Medicaid’s responsibility for long-
term care. That responsibility is not
only for the poorest elderly and peo-
ple with disabilities, but also for
middle-income people who exhaust

their resources purchasing acute or
long-term care services. Fiscally
strapped governors have argued that
both long-term care and health care
expenses for the Medicare popula-
tion should be a federal rather than
state responsibility.

All levels want fiscal relief
Ms. Komisar said the question has

been integral to debates about public
spending and the size of government
for decades. Its appearance on the
current political agenda arises from
both federal and state fiscal concerns.
The federal government’s interest,
she said, is in limiting the expense of
a new Medicare drug benefit and the
federal contribution to Medicaid
spending. State governments that are
facing extraordinary budget pressures
want relief from their existing obliga-
tions and are understandably resis-
tant to be left holding the bag for a
costly and growing population.

“This fiscal struggle between lev-
els of government tends to obscure
what is really at stake in policy pro-
posals for both Medicare and
Medicaid: The capacity to meet the
service needs of vulnerable elderly
and disabled people,” she wrote. 

The survey used for this report
was conducted in 1999. Ms.
Komisar tells State Health Watch that
it was a unique survey in that it
asked specific questions about the
need for personal services at home
and the extent to which those needs
were being met, and nothing else
like it has been conducted since. 

“Nothing inherently has changed
that makes us think that the find-
ings are outdated,” she says. “For
example, we know there has been no
great increase in home- and com-
munity-based services.”

Ms. Komisar says she and her col-
leagues found that community-
based elderly dual eligibles are
disproportionately poor, sick, and
living alone, compared with other

community-based elderly Medicare
beneficiaries. Despite their signifi-
cant need for health care, few report
difficulty getting medical care when
they need it. But a large proportion
of dual eligibles who need long-term
care (help from another person with
fundamental tasks of life) report
they don’t get such care and as a
result experience serious conse-
quences (falling, soiling, or wetting
themselves, or being unable to bathe
or wear clean clothing).

“Fortunately, policy appears to
make a difference to these out-
comes,” she says. “Although unmet
needs are substantial in all states sur-
veyed, analysis indicates that the
broader the access to paid (publicly
supported) care in a state, the lower
the incidence of unmet needs. If the
nation’s goal is to assure adequate
care and quality of life for its most
vulnerable citizens, the policy debate
should emphasize the importance of
promoting, rather than avoiding,
responsibility for adequate service.”

Six states in survey
The 1999 survey funded by the

Robert Wood Johnson Foundation
and the Commonwealth Fund
looked at community-based dual
eligibles in Georgia, Iowa,
Massachusetts, New Jersey,
Washington, and Wisconsin. Ms.
Komisar said the states were chosen
to reflect variation with respect to
Medicaid home care spending and
Medicare home health spending,
along with variation generally in
Medicaid programs and geographic
location. Further, the range of state
characteristics reflects the range that
exists among states nationwide.

Based on combined data for the
six survey states, community-based
dual eligibles are more likely to be
female, widowed, living alone, and
have low income than other com-
munity-based elderly Medicare
enrollees in these states, although



the characteristics of elderly com-
munity-based dual eligibles vary
somewhat among the states, reflect-
ing the differences in the states’ gen-
eral populations and, probably to a
lesser degree, differences in their eli-
gibility criteria for Medicaid.

Health problems are prevalent
among dual eligibles. Half of these
elderly dual eligibles are in fair or
poor health. Chronic diseases are
common, with 92% reporting at
least one chronic condition and half
the population having three or more
chronic conditions. The most com-
monly reported conditions are
arthritis (65%), high blood pressure
(62%), and heart conditions (40%).

Consistent with their relatively
poor health status, dual eligibles use a
lot of health care services. Some 45%
of the surveyed community-based
elderly dual eligibles reported using
hospital care in the previous year,
with 35% using the emergency room
and 29% having a hospital stay of at
least one night, and 19% did both.
The overwhelming majority — 88%
— take prescription medications,
and 35% take five or more prescrip-
tion drugs.

In addition to medical care, 32%
of community-based elderly dual
eligibles need long-term care, the
help of another person with funda-
mental, routine tasks. Specifically,
people with long-term care needs
include both individuals who receive
help from another person and those
who do not but report a need for
assistance with one or more activi-
ties of daily living.

Long-term care key problem
Ms. Komisar reported that while

community-based elderly dual eligi-
bles have few problems obtaining
medical care, the results are more
troubling in their implications for
the adequacy of long-term care ser-
vices for dual eligibles. To assess how
well the combination of paid

services and unpaid assistance was
meeting people’s long-term care
needs, the survey identified individ-
uals receiving help with activities of
daily living from another person,
and asked both people receiving
help and those not receiving help
whether they need more assistance
with the activities of daily living.

“The survey results indicate wide-
spread shortfalls in people’s ability to
get needed care,” Ms. Komisar
wrote. “The proportion of people
reporting unmet needs rises with
disability level, with 72% of people
who need help with five to six activ-
ities of daily living reporting unmet
need, compared with 48% of people
who need help with one to two
activities of daily living. The survey
indicates that unmet needs can have
serious consequences for the people
reporting it. Overall, 56% of people
with any unmet need for help with
activities of daily living report at
least one of five serious conse-
quences because of a lack of assis-
tance — bathing, dressing, falling,
wetting or soiling, or going hungry.”

Ms. Komisar tells State Health
Watch policy-makers need to know
that both Medicare and Medicaid
are vital for the elderly and people
with disabilities. And for those with
disabling health conditions who
need service at home, “it’s shocking
how many have needs that are not
adequately met,” she says.

The survey results also show, she
says, that when personal supportive
services are not provided, there are
obvious adverse consequences. “It’s
clear that quality of life is compro-
mised and there are serious health
needs,” she says.

The problem with support ser-
vices, according to Ms. Komisar, is
that they are not provided by either
program; they are not covered by
Medicare by design, and Medicaid
varies greatly state-by-state. One
potential solution, she says, might

be to require Medicaid to provide a
specific level of coverage in all states,
but it also might take more federal
investment to improve the situation.

That the problem is not being
addressed, Ms. Komisar says,
relates to a broader difficulty in
convincing people of the need for
investment in long-term care.
“People don’t see the unmet needs,”
she says, “and that’s why we’ve been
trying to show the needs and the
consequences. People are much
more aware of the problems that
occur with the uninsured than they
are with those who are dually eligi-
ble for Medicare and Medicaid.

Drug benefit concerns
Meanwhile the issue of personal

care services has taken a back seat to
potential problems created by the
new Medicare Part D prescription
drug benefit. Toward the end of
2005, eight advocacy groups asked
the federal courts to ensure that no
elderly or disabled Americans lose
access to their prescription drugs as
they enroll in the new Medicare
plan. The groups filed suit on
behalf of the people who qualify for
Medicare and Medicaid because of
their incomes. The groups said they
were concerned that some dual eli-
gibles will no longer be able to
obtain drugs, either because they
weren’t enrolled in a drug plan or
could not understand communica-
tions about their new coverage.

“If the government transitions
99% of these men and women flaw-
lessly, there will still be 64,000 peo-
ple without their medicine come
January,” said Medicare Rights
Centers president Robert Hayes.
“That cannot be allowed.” 

The suit asked for a system under
which existing coverage would be
continued until the beneficiaries are
enrolled in a plan that meets all
their prescription needs. Under the
transition plans, people who don’t

8 State Health Watch February 2006



choose a plan were to be automati-
cally enrolled effective Jan. 1.

Centers for Medicare & Medicaid
Services spokesman Gary Karr said
the agency has taken numerous steps
to make sure that people with
Medicare and Medicaid would have
their drug coverage on Jan. 1,
including the automatic enrollments. 

“We’re also working on further
steps to insure that, when a benefi-
ciary goes to a pharmacy in 2006,
they’ll be able to get their prescrip-
tion drugs, even if the only proof
they have is that they are in
Medicaid and Medicare,” he said.

In addition, CMS administrator
Mark McClellan told state Medicaid
directors that the agency has assigned
5,498,604 dual eligibles to randomly
chosen Medicare prescription drug
plans. They were mailed letters
informing them of their new cover-
age and of the fact that they have an
option to switch to another plan. 

CMS also said pharmacists can
file eligibility inquiries to determine
a beneficiary’s coverage if dual eligi-
bles don’t know their drug plan.
And it said it has developed a “point
of sale mechanism” to ensure cover-
age if there is a time lag when a ben-
eficiary is first assigned to a plan or
switches in and out of dual eligibil-
ity. Under that mechanism, CMS
contractors immediately can con-
firm if beneficiaries are eligible and
arrange to enroll them in a plan.

However, attorneys representing
some low-income Pennsylvanians
filed suit asking the courts to block
automatic enrollment of dual eligi-
bles in Medicare managed care plans.

The suit claimed automatic enroll-
ments could force some beneficiaries
to change their doctors or hospitals,
and said the government lacked legal
authority to make the change.

Contact Ms. Komisar at (202)
687-2574; e-mail: komisarh@
georgetown.edu. HHS information is
available at www.cms.hhs.gov.  ■

Florida’s efforts to revise its
Medicaid system, beginning
with 200,000 people in

Broward and Duval counties and
then phased in statewide, have drawn
criticism from advocates for Medicaid
recipients even as the governor pro-
jects better care for the state’s most
vulnerable citizens.

“I am delighted and honored to
sign into law the single biggest
change and the boldest reform that
any state has embarked on for the
Medicaid program,” Gov. Jeb Bush
said in mid-December. “I am
absolutely confident that this reform
will yield better health care results
for Florida’s most vulnerable citizens
and create more predictability in
management of our costs.”

But Families USA executive direc-
tor Ron Pollack accused Mr. Bush of
“speaking out of both sides of his
mouth. First, he brags about the
importance of this proposal because
it will save significant money for the
state. Then he promises that the
state’s seniors, children, and people
with disabilities who rely on
Medicaid for their health care safety
net won’t be hurt. In the real world,
you can’t have it both ways. The gov-
ernor’s actions still undoubtedly will
result in higher out-of-pocket costs
and the withholding of care for the
poorest residents of Broward and
Duval counties. In the end, it will
cause people to go without care and
force them to pay more for the care
that they do receive. The harmful
impacts of this waiver should not be
underestimated and should be care-
fully analyzed before this proposal is
extended to other Florida counties or
to other states across the country.”

Under the plan, Medicaid recipi-
ents will choose from among state-
approved “provider service
networks” to coordinate their care.
The government will pay a

premium, with the amount varying
based on each person’s health, to the
managed care groups. The theory is
that those in the plans will see doc-
tors more often and thus problems
will be caught earlier. Managed care
plans will have an incentive to keep
their patients well and avoid the
expense of treating major problems
later. 

“It’s a shift from a system that
reimburses providers based on sick-
ness to a focus on wellness,” Mr.
Bush said. “That is a radical change.”

Proponents said Medicaid recipi-
ents will be given more choices
under the new plan and will be pro-
vided incentives if they participate
in preventive health care programs
like making sure their children
receive immunizations or participat-
ing in a smoking cessation program.

Another key component is the
use of “choice counselors” to advise
Medicaid recipients on selecting
health care providers in the new
system.

“Those who want to defend the
current system are defending the
indefensible,” said state Agency for
Health Care Administration secre-
tary Alan Levine. “Only 4% of all
women in the Medicaid fee-for-ser-
vice program are getting mammo-
grams. That’s absurd. That’s not a
successful system; that’s a failure.”

Limiting growth
The program is structured to

limit cost growth to 8% over the
next five years, although there are
allowances for enrollment growth.

“Everybody in the Medicaid sys-
tem is going to be hurt by this
because Florida has now agreed to a
cap on our federal dollars, which
means there will be limits that have
never been placed on what can be
spent in the Medicaid program,” said
Karen Woodall, spokeswoman for a
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coalition of advocacy groups. “In a
year when they just announced that
they have $3 billion in extra revenue
coming in, it seems rather tragic that
we’re launching a major experiment
with people’s lives.”

Mr. Bush said he wasn’t con-
cerned that many of the program’s
changes won’t be implemented until
after he has left office. “Powerful
ideas implemented properly sustain
themselves,” he declared. “If it does
work, and I believe it will, how can
any future governor want to go back
to a system that no one says works?”

In 2005, the Medicaid budget
accounted for 24% of the state’s
annual spending, with projections
that without changes it could grow
to 59% of annual spending by
2015.  ■

The latest fiscal report released
by the National Governors
Association (NGA) and the

National Association of State Budget
Officers (NASBO) said state revenues
improved in 2005, enabling many
states to begin restoring funding to
programs that had been cut during
the economic downturn. But the
2005 year-end report cautioned that
the budgetary strain imposed by
Medicaid and issues such as pensions,
growing school-age population, and
infrastructure needs are causing some
states concern about the long-term
outlook.

“The data demonstrate a positive
trend in the fiscal condition of our
states,” commented NGA executive
director Raymond Scheppach.
“Following a long period of fiscal
downturn, states are climbing their
way back to economic health.”

Surpassing expectations
In every state, according to The

Fiscal Survey of the States, FY 2005

collections of sales, personal income,
and corporate income taxes either
met or surpassed budgeted esti-
mates. Also, FY 2005 revenue col-
lections were 4% higher than
anticipated in originally enacted
budgets. Sales taxes were 1.2%
higher, personal income taxes were
5.7% higher, and corporate income
taxes were 11.6% above original
estimates.

Mr. Scheppach said another
encouraging sign is that states are
restoring normal levels of total bal-
ances. Composed of ending balances
and the amounts in budget stabiliza-
tion funds, total balances were a
critical tool for combating the recent
fiscal downturn and a bellwether of
states’ fiscal health, he said. Strong
state revenues have allowed states to
begin to rebuild budget reserves to
levels at or above those considered
adequate by budget observers
(roughly 5% of expenditures). In FY
2005, total balances were $38.5 bil-
lion (6.8% of expenditures), up

from $26.7 billion or 5% of expen-
ditures in FY 2004. However, total
balances are expected to decline in
FY 2006 to 4.6% of expenditures.

By comparison, prior to the last
economic downturn, in FY 2000
total balances were $48.8 billion or
10.4% of expenditures.

Although the revenue side of the
equation appears to be improving,
pressures on the expenditure side
continue to make officials nervous.
“States still face growing health care
costs, an aging population, infra-
structure needs, high corrections
costs, and in many cases under-
funded pension systems,” said
NASBO executive director Scott
Pattison. 

Health care biggest fiscal worry
Survey results indicated that

health care funding, and particularly
Medicaid funding, is the single
biggest obstacle to states’ positive fis-
cal outlooks. According to recent
figures from the Kaiser Commission
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on Medicaid and the Uninsured,
Medicaid spending increased by
7.5% in FY 2005. Even with exten-
sive cost containment and one-time
federal fiscal assistance, Medicaid
expenditures have exceeded the
amount that many states originally
budgeted for the program. Some 22
states experienced Medical shortfalls
in FY 2004, with the shortfalls rang-
ing between 0.2% and 11% of pro-
gram costs. And 26 states
anticipated shortfalls in FY 2005. 

The report noted that Medicaid
expenditures are approximately 22%
of all state spending, with overall
spending on health care constituting
some 32% of state spending.

More money from state
While Medicaid spending

increased by 7.5% in FY 2005, states
appropriated an increase of 5.5% for
Medicaid in their FY 2006 budgets. 

“Based on governors’ recom-
mended budgets,” the report said,
“the increase in state funds will most
likely be larger than the increase in
federal funds. The higher growth
rates of state funds vs. federal funds
are attributable to factors such as a
change in the amount of federal
funds individuals states will receive
as part of the FMAP formula in cur-
rent law and the phase-out of the
one-time federal special relief.”

NGA said the combined amount
of FY 2004 and FY 2005 Medicaid
shortfalls was more than $5.9 bil-
lion. Every state implemented some
measure to control Medicaid spend-
ing in FY 2005, such as including
supplemental funding and imple-
menting additional cost contain-
ment measures.

The analysis said enrollment
increases have played a major role in
the higher Medicaid spending, with
enrollment increases of 4% in FY
2005, based on the Kaiser
Commission survey. 

“While children and families are

often the group contributing most
to the enrollment change, the
elderly and disabled are usually the
group contributing most to the
increased costs from enrollment
changes,” the report said. “The aver-
age cost per recipient varies greatly
in Medicaid with the elderly and the
disabled costing about seven times
the amount per recipient as children
and adults.”

Care costs exceed projections
With long-range projections of

Medicaid growth running at 8% to
9%, states are concerned that health
care cost increases exceed their rev-
enue growth. States also are con-
cerned about the rising number of
uninsured and the impact on public
programs, including Medicaid.
Demographic pressures and the
costs of providing long-term care
also have been cited as significant
issues facing states.

Adding to state unease is confu-
sion over the impact of the new
Medicare Part D prescription drug
benefit on Medicaid programs,
potential federal changes to
Medicaid, and the Medicaid waiver
process, according to the NGA
report. Also concerning state offi-
cials are employee health insurance,
unfunded liabilities in state retiree
benefit programs, and staff shortages
in medical personnel, enrollment
increases, and cost of and access to
mental health services.

Strength of taxes
The revenue and spending assess-

ments by the nation’s governors and
state budget officers were echoed by
state legislators. A budget update
from the National Conference of
State Legislatures (NCSL) said rev-
enue collections were above fore-
casted levels in 42 states, on target
in six states, and below projections
only in Rhode Island. 

Personal and corporate income

taxes were strong in most states,
according to NCSL, and five states
noted high estate tax revenue. Seven
states reported below-forecast state
sales tax collections through the first
quarter of the fiscal year. 

On the spending side, NCSL
said, unfunded federal mandates
continue to hamstring states. The
association identified $51 billion
worth in FY 2004 and 2005, and
the FY 2006 federal budget proposal
included at least another $35 bil-
lion, depending on final budget rec-
onciliation decisions.

Spending demands 
“Since FY 2001, state legislators

have closed an aggregate $263.8 bil-
lion gap,” NCSL reported. “Now
spending demands are coming from
programs that have yet to be replen-
ished, as well as rising new costs in
areas such as health care, education,
and energy assistance. Nineteen
states reported spending overruns at
the end of the first quarter of FY
2006, compared with 23 at this
time last year. Medicaid is over bud-
get in 12 states, corrections in seven,
and education in three.”

NCSL’s survey asked legislative
fiscal directors to name the top three
fiscal issues lawmakers in their state
would debate. Medicaid was ranked
at the top of the list, with 23 states
naming it as one of their top three.
Education was put high on the list
by 15 states, and taxes were up for
discussion in 14 states.

“Every issue is really a fiscal
issue,” said NCSL executive director
Bill Pound. “That’s why when state
economies suffer, state services fol-
low suit. States have climbed out of
their budget deficits, and now
they’re working on the service
deficits.”

Find more information on-line at
www.nga.org, www.nasbo.org, and
www.ncsl.org. ■
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The Center for Health Care
Strategies (CHCS) has
opened an initiative to fund

five states in programs to integrate the
financing, delivery, and administra-
tion of primary, acute, long-term
care, social, and behavioral health ser-
vices for adults who are eligible for
both Medicaid and Medicare (the so-
called dual eligibles), as well as those
who receive services solely through
Medicaid. The program is supported
by the Robert Wood Johnson
Foundation, with additional funding
from Evercare and Schaller Anderson.

Each of the five states chosen
through a competitive process
(Florida, Minnesota, New Mexico,
New York, and Washington) will

receive up to $100,000 to fund
development of an integrated care
model.

“Truly integrated care that con-
nects the financing, delivery, and
administration of services across
Medicaid and Medicare has tremen-
dous potential for improving quality,
coordination, and cost-effectiveness
for people with complex health care
needs,” said CHCS vice president
for policy Melanie Bella. “We com-
mend the five participating states for
their commitment to innovative
approaches to integrating health care
services.”

More than 7 million low-income
Americans who are elderly or have
disabilities are eligible for both
Medicaid and Medicare. Their
health care costs generally are sub-
stantial, nearly double those of other
adults covered by Medicare and
eight times higher than Medicaid
spending for children. 

CHCS officials said integration is
a major challenge since Medicaid and
Medicare are each governed by their
own delivery, financing, and admin-
istrative policies and procedures that
result in misaligned benefit struc-
tures, opportunities for cost-shifting,
and unresolved tensions between

federal and state governments.
Creation of Special Needs Plans in
the Medicare Modernization Act
offered significant new opportunities
to integrate Medicaid and Medicare
coverage for adults who are dually
eligible for the two programs.

Ms. Bella said the integrated care
program will help states develop the
infrastructure necessary to success-
fully integrate health care services,
including administrative simplifica-
tion between Medicare and
Medicaid, rate-setting and risk-
adjustment, performance standards
and measurement, and contracting
with Medicare Advantage Special
Needs Plans. Each of the five states
is to develop and pilot an integrated
care model, which will be evaluated
to determine best practices for inte-
grating health care services for peo-
ple with chronic illnesses and
disabilities. She said the five states’
demonstration projects will inform
a training and technical assistance
program to help additional states
use resources to more effectively
integrate care, and ultimately
improve the quality of care, for dual
eligibles and other Medicaid con-
sumers with medical and long-term
care needs.  ■
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