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Health care transparency was surprisingly absent from the
health care reforms enacted 1iIn 2010. The passage of the
transparency Bills presented today will help to rectify this
omission .

After all, transparency can help foster significant cost
and quality iImprovements and improve access for the uninsured .
Additionally, unlike some reform elements, the American people
very much want the government to effect transparency: the number
one change Americans wanted from the government 1In one survey
“was requiring that performance ratings on hospitals and doctors
be publically available.”?

Cost control-Generally, consumers get better value as
transparency increases.? With health care transparency that could
help them answer questions like “Which insurance companies and
policies offer the most medical care benefits per dollar spent?
Treat sick people the best? Offer the best doctors and
hospitals? Are disliked by doctors and hospitals because of
their slow and low payment practices?”, consumers could reward
insurers who gave them the best value, encouraging competition
and 1innovation. The health insurance industry is surprisingly
entrepreneurial:® the firms currently dominating the high

deductible insurance market were formed only nine years ago, for

example.*



Transparency could help insurers to better control costs by
constructing narrow networks of the best value doctors and
hospitals. UnitedHealth estimated savings of $37 billion from
2010-2019 from incentives to use the highest quality health care
providers.® Health insurers typically do not offer these narrow
networks because the American people suspect that insurers favor
low-cost providers, rather than high-quality ones. The
availability of iIndependent data through which enrollees could
verify the quality of doctors and hospitals would alleviate such
concerns.

Further, the mere act of obtaining data motivates positive
changes among suppliers, a phenomenon known as “the audit
effect.”® The US Congressional Budget OFffice, Tfor example,
estimated that sharing peer profile scorecards with physicians
would save Medicare $350 million from 2010-2014.°

Quality effects—Transparency can also spur quality
improvements. For example, although researchers virtually
eliminated an ICU infection in Michigan that kills up to 60,000
people annually in the U.S., their intervention has not spread
rapidly, perhaps because deaths from infections are invisible.’
IT hospitals were required to publically report valid data,
infection rates would likely plummet.

Evidence suggests that hospitals respond to publicly

reported data with efforts to improve patient care and their



standing in reports.® Patients respond too: in New York and
Western Pennsylvania they iIncreased the market share of higher
quality providers.® When English patients and providers obtained
information about hospital quality and waiting times, as part of
a package of reform which included public performance ratings,
both measures of performance improved significantly.'?

Access impact—Currently, charges for the medical care of
the uninsured are difficult to find and differ widely. One
study found that the uninsured paid 75% more for one procedure
than Medicare patients.'' Public posting of charges would enable
the uninsured to more readily compare competitive prices.

Yet transparency is not without risks. Some economists
believe that in a concentrated market, like many iIn health care,

transparency can lead to collusion.?

Others may believe that
some degree of price discrimination is essential for equity.
Yet, a recent Congressional report which assessed all these
risks concluded that transparency can help improve quality and
reduce costs.®®

We lack transparency primarily because government has not
required i1t, failing to invest in developing robust measures, to
create standards for measuring quality, and to ensure that
accurate and reliable data are readily available. The available

public data are Hlimited. Hospital Compare, the Website of the

U.S. Department of Health and Human Services, fTor example,



reports on only six medical conditions and 26 surgical
procedures.!® 1t contains measures only of the process of
providing medical care—-did the hospital give you an antibiotic
before the surgery-rather than outcome data—how often patients
were infected In this hospital? Yet, consumers do not value such
process data highly.*® In 2008, only 6% of surveyed Americans
heard of Hospital Compare.?®

Although more than 40 states and a number of private
organizations!’ provide some health care transparency, they too
are not Tully responsive. Moreover, they offer [limited input

from consumers, 8

although consumers value information obtained
from people like them highly.'® Further, none of the state sites
compare their data to the best in class In the U.S. For example,
Maryland’s Johns Hopkins may provide best in class care for
prostate surgery and the Massachusetts General Hospital for
thoracic surgery but the users of transparency sites in each
state will [likely not know that.?® The absence of this
information also inhibits the nascent movement in inter-state
medical tourism and its cost savings?' and quality improvements.??

Similarly, a survey of the transparency efforts of 25
nonprofit hospital systems concluded that “none of the

healthcare systems studied had information available on their

Web sites that was relevant, reliable, and transparent in all .



. . categories.” Their quality transparency data earned among

the lowest ratings. 23,%

Government Success In Transparency

The public’s desire for transparency and the failure of
markets to create It warrant governmental action. The
government’s efficacy as a transparency agent is exemplified by
the Securities and Exchange Commission (SEC). It was created
when Franklin Roosevelt overrode his advisors” counsel that
government evaluate securities and, instead, opted for
transparency to cure the stock market’s collapse during the
Depression. FDR fashioned the SEC-he called i1t the Truth Agency-
to require corporations whose securities were publically traded
to disclose results, using generally accepted accounting
principles, audited by independent, certified public accountants
and made readily available to the public. The Federal SEC
superseded numerous, nonfunctional state and private
transparency agencies, enabling a national capital market.

As 1In health care today, prior to the creation of the SEC,
investors could access only the piecemeal data corporations
chose to reveal. Because no generally accepted measurement
standards existed, investors lacked a clear understanding of

what the numbers meant and assurance that they were measured



comparably across Ffirms.?® Businessmen argued that the costs to
them of this new agency would exceed i1ts benefits.

Although the SEC failed as a regulator, it was successful
in creating transparency, which ,in turn ,lowered the cost of
capital, because 1nvestors who were more certain about
performance, required Ilower returns; helped protect against
misappropriation of shareholder returns by managers, as attested
to by the outcries against CEO compensation, fueled by easily
accessed mandatory disclosure about executive compensation; and
enabled appropriate allocation of resources: investors rewarded

productive, socially responsible firms more than others.?®

Objections to a Health Care Transparency

Why do we need government intervention for transparency?

Although the 1impact 1is uncertain, the available evidence
suggests that transparency would produce a net good for
consumers and health care markets, 1iImproving quality and
reducing costs.?’ Governmental action is needed because, like a
classic public good, the financial gains to providers from
transparency are dwarfed by the public welfare it Creates by

increasing the quality of life.?®



Why not leave transparency to state governments?

The best health care providers, and often the lowest cost
ones, are Tfound iIn many different states and may excel iIn
different types of care®-22 The Dartmouth Atlas and other
researchers found, substantial variation in the quality of care
among states.®° While state level reporting could supplement
national reporting, state transparency agencies that limit
information to local providers may prevent insurers from

creating multi-state networks of best value providers.®

Will the costs of transparency exceed its benefits?

IT the budget of the new transparency commission emulated
that the SEC’s billion dollar budget, estimates of the savings
to be created by health care transparency easily exceed these
costs. Further, by consolidating measures, transparency will
likely reduce the sizeable expenses of private sector providers
for collecting and reporting different measures for different
insurers. The recent growth 1in Federal support for Health
Information Technology will simplify the measurement process by

automating retrieval of data now collected manually.



Health care is different. The average person will not use these
data

The equilibrators of an effective market are not the
average buyers but rather marginal consumers. At a high price,
there are only a few buyers who are more or less price
insensitive. To attract more customers, suppliers reduce their
prices. The iIncreased volume of customers more than compensates
for price reduction. Suppliers continue to cut prices until they
hit the Ilast tough-minded customers who pay a price roughly
equal to marginal cost.

The rest of us benefit from the relatively small last-to-
buy crowd. A McKinsey study showed, for example, that only 100
investors “significantly affect the share prices of most large

companies.”3!

These hard-nosed buyers are adept 1in Tfinding,
interpreting, and using information. The market for automobiles,
a highly complex product, 1illustrates their impact. Automobile
prices are the lowest In two decades while their quality is the
highest.?3?-33

Substantial evidence indicates that today’s better-educated
consumers also seek health information. In 2007, 28.7% of the
population had attained a college education or more, and 85.7%
were high school graduates.® In 1960, in contrast, fewer than

half the people were high school graduates, and only 7% had a

college education.®® Higher levels of educational attainment



increase not only income and ability but also self-efficacy.?3®
Affluent Web surfers spend more time than others searching for
information on the Net, finding good values, and improving the
product Tor everybody.?3’ A 2009 report found that 61% of
American adults used the Internet for health information.3®
Millions spent an average of 20 minutes at the government’s
National Institutes of Health Web site, studded with arcane

° and mastered medical skills, such as

medical journal articles,?
CPR and the use of external defibrillators.*

More than 70% want online evaluations of physicians,>3®2
and when they obtain the information, they use it.* Consumers
are willing to change hospitals in response to information about

their quality.*%.43.44

Consumers who had made relatively poor
health care choices in the past, improved them when information

was available.*®

Medical care outcomes cannot be accurately measured. Providers
who treat high-risk patients or only a few patients will be
unfairly penalized

More than two-thirds of surveyed physicians indicated that
the general public should not have access “to iInformation on
clinical outcomes.”* For example, one complained that the cost
of collecting the data ranged from $0.59 to $2.17 per member per

month. But the benefits likely far exceed these costs. For

10



example, i1f quality data improve the costs of treating a
diabetic by as little as 1%, the data collection costs will be
repaid Fiftyfold in less than one year.* The same report also
notes that many data cannot be reliably measured for most
doctors because they treat so few of the sick: “a physician
would need to have more than 100 patients with diabetes
for a profile to have a reliability of 0.8 or better, while more
than 90% of all primary care physicians at the HMO [he studied]
had fewer than 60 patients with diabetes.”® A hospital-based
study similarly concluded that “the operations for which
surgical mortality has been advocated as a quality indicator are
not performed frequently enough to judge hospital quality.”®®

These challenges are real. Research IS needed to mature
the science of quality measurement and to minimize and account
for systematic and random error, ensuring that variation iIn
outcomes among providers represents true variation in the
quality of care. In some care settings, outcomes may need to be
aggregated to groups vrather than iIndividuals. To date,
investments in advancing the science of quality measurement have
been minimal.

But the purpose of performance measurement is to protect
the patient, not the physician or the hospital. Transparency
would Hlikely cause the Ilow-volume physicians, medical groups,

and hospitals that cannot generate statistically reliable data

11



to lose patients to those who achieve excellent outcomes, 1iIn
part because of their high volume, or to consolidate practices
into larger groups. Providers who see many patients of one type
are more likely to develop the expertise needed to care for them

effectively and efficiently.*

Why not restrict disclosure of the results to the providers and
insurers? Why must the data also be reported to the public?

An evaluation of the iImpact on a Wisconsin quality
improvement initiative which reported hospital performance data
both publically and privately concluded that *“Since quality
improvement efforts among the public-report hospitals appear to
be significantly greater than in hospitals given only private
reports, there is added value to making performance information
public.”>°

Yet, the concerns about issuing misleading outcome data are
real and valid. Undoubtedly, the science of quality measurement
must improve before providers will be comfortable with the
public release of outcome data. It is not that scientists cannot
develop measures; 1t 1s that society has not 1invested 1In
developing them. Surely, 1f we can sequence the human genome,

all 3.4 billion base pairs with 99.999% accuracy, we can develop

quality measures.

12



Health care quality measures are currently of insufficient
quality

Some providers appropriately worry about the quality of the
information. Much of the language for measuring health care
quality has yet to be defined; the risk adjusters that would
make 1t possible to compare the performance of high-risk
specialists to those who treat less severely ill patients are
not yet fully developed;® raw data are often flawed; and data

52 These are serious

quality control 1is virtually nonexistent.
concerns. For example, a study that compared the rates of
caesarean sections in hospitals, with and without adjustment for
the fact that some hospitals might have more patients prone to
caesareans, fTound that adjustment caused the performance of a
fourth of the hospitals to change dramatically :for example, 10%
of those originally classified as especially high or low users
of these surgeries were reclassified as normal and some
classified as normal were reclassified as having greater or

lesser rates of surgery than the average.>

Physicians may be
dissuaded from caring for very sick patients if outcome measures
do not correctly reflect the severity of i1llness.

Measurement 1issues Qlike these <can be resolved with
investment, time ,and experience as illustrated by the continual

evolution i1n Tfinancial measures such as beta, the measure of

risk of different investments. Beta has been continually

13



refined since it was first suggested in 1952 by people so expert

that one of its developers won a Noble prize.>*

Conclusions

Although Tfinancial performance measures are not perfect,
public disclosure forced them to improve continually over time.
Absent governmental oversight, we have little hope that health
care will significantly improve transparency. Consumers pay the
price of the failure of health care transparency, sometimes with
their Jlives, and frequently with their pocketbooks. And
providers, payors, and regulators pay the price too by lacking
data to effectively and efficiently improve quality and reduce
costs of care. Health Care Transparency will enable consumers to
make more informed choice, reduce health care costs, and hold
health care insurers and providers accountable for the results

achieved.
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