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DEPARTMENTS OF LABOR, HEALTH AND
HUMAN SERVICES, EDUCATION, AND RE-
LATED AGENCIES APPROPRIATIONS FOR
2009

WEDNESDAY, FEBRUARY 13, 2008.

OVERVIEW HEARING: IMPLICATIONS OF ECONOMIC
TRENDS FOR WORKERS, FAMILIES, AND THE NATION

WITNESSES

HAROLD MEYERSON, EXECUTIVE EDITOR-AT-LARGE, AMERICAN
PROSPECT

JARED BERNSTEIN, PH.D., DIRECTOR, LIVING STANDARDS PROGRAM,
ECONOMIC POLICY INSTITUTE

ROBERT GREENSTEIN, EXECUTIVE DIRECTOR, CENTER ON BUDGET
AND POLICY PRIORITIES

ALAN D. VIARD, PH.D., RESIDENT SCHOLAR, AMERICAN ENTERPRISE
INSTITUTE

Mr. OBEY. Why don’t we begin?

Let me thank you all for coming this morning. I appreciate your
willingness to testify, and I appreciate the fact that our minority
members are here. I don’t know where our majority members are
but, we are going to have to hold down the fort.

Let me explain what we are trying to do with the first couple of
hearings we are having for the Subcommittee this year. Not every-
body in life starts out as a winner, and not everybody in life ends
up as a winner. This Subcommittee has jurisdiction over programs
that help determine what Government does to help those who start
out behind the starting line and what Government does to help
those who, sometime along life’s way, need a helping hand.

Before Franklin Roosevelt, the Federal Government largely let
people struggle on their own. When the Great Depression showed
that cost was unacceptable, FDR and the Congress adopted many
mechanisms in the New Deal that tried to make life less rocky and
tried to make opportunity more widely available to more people in
our society.

When Dwight Eisenhower led a Republican resurgence, he chose
largely not to try to repeal those achievements and, in fact, he cre-
ated the Department of Health, Education and Welfare, which
along with the Department of Labor and those agencies now as you
know evolved, those agencies administer many of the programs
that impact today’s working families in so many ways.

Before we begin to take testimony on the President’s budget and
its impact on those programs, I thought it would be useful to sim-
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ply have several hearings to try to help us achieve a clear under-
standing of the context in which these programs are impacting to-
day’s American families.

So today’s hearing will focus on the economic and social condi-
tions that are impacting the average American family, families that
are in turn being impacted by the action that this Committee will
take today and tomorrow. Before we hear testimony about the cost
of taking certain actions in the healthcare area, we will be focusing
on the cost of not taking those actions.

Today, the Subcommittee will hear from a panel of distinguished
witnesses who will present testimony to help us understand the
broad economic and social trends impacting the Country and their
implications. I have asked our witnesses to address national, eco-
nomic and budget trends including wage stagnation, growing in-
come inequality, and increasing globalization, competition and im-
migration.

What we hear today I hope will help us to better understand how
these trends impact the standard of living, the economic security
and the well-being of American workers, families and those in
need, particularly those at the bottom of the income spectrum, and
I hope that the testimony will provide a larger economic framework
and the context within which we will be considering the President’s
budget for these programs this year.

Tomorrow and in the coming weeks, we will also hear from a va-
riety of experts in public health, biomedical research, education
and workforce development to help us understand the price of
progress and the price of inertia and indifference as well.

Today’s hearing is the beginning of the process. Our first witness
will be Mr. Harold Meyerson, the Executive Editor-at-Large of the
American Prospect. Many of you are familiar with Mr. Meyerson’s
weekly column in the Washington Post.

Our second witness is Dr. Jared Bernstein, Director of the Living
Standards Program at the Economic Policy Institute. His area of
research includes income inequality and mobility, trends in employ-
ment and earnings, low-wage labor markets and poverty, and the
analysis of Federal and State economic policies.

Our third witness is Bob Greenstein. Mr. Greenstein is the
founder and Executive Director of the Center on Budget and Policy
Priorities, one of the Country’s leading experts on the Federal
budget and a range of domestic policy issues including low-income
assistance programs, tax policy and social security.

Dr. Alan Viard, he has one strike against him. He is from Ohio
State, and they regularly maul the Badgers in football, but other
than that he has excellent credentials. [Laughter.]

Mr. OBEY. He is a scholar at the American Enterprise Institute.
He was a Senior Economist at the Federal Reserve Bank in Dallas
and a Senior Economist on the Council on Economic Advisors.

Gentlemen, I am happy that you are all here, and I will ask for
your comments as soon as I have asked Mr. Walsh, the Ranking
Member, for any comments that he might have.

Mr. WALSH. Thank you, Mr. Chairman.

I would like to welcome our witnesses and thank all of you for
coming today.
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Mr. Chairman, nice job, a multi-talented guy. You can conduct
hearings and run a Committee and interior decorate at the same
time which is pretty neat, and I have no objection to the Green Bay
green carpet on the floor, especially since my Giants finally, the
first time in my lifetime, defeated the Packers at Lambeau in the
post-season. So I am a happy camper.

Mr. OBEY. It won’t happen again for a long time. [Laughter.]

Mr. WALSH. I won’t even talk about the Patriots, that new team
from New England.

I think our discussion today will really get to the heart of the
philosophical differences between Republicans and Democrats, lib-
erals, conservatives and those of us who fall somewhere in between
when it comes to issues surrounding the economy.

I have always felt that we have a responsibility to provide every-
one with equal opportunity. Success is up to them.

There is no question in my mind that everyone in this room
wants to continue our Country’s historic economic success well into
the future. While we may be at a little bump in the road today,
I am confident and optimistic that the American people will over-
come this downturn as we always have.

My view is that one of the very worst things we, the Congress,
can do is follow economic policies that result in raising taxes on the
American citizen and businesses. We have enjoyed economic suc-
cess in the past in large part because of our relatively low tax
rates. To raise taxes will, in my view, stifle the prospect of eco-
nomic prosperity in the future.

We need only to look back into our Country’s recent history. For
example, in the 1960s, President Kennedy dramatically reduced
capital gains and other Federal taxes and sparked a dramatic pe-
riod of economic prosperity and growth.

President Reagan shook the American economy out of its mal-
aise, ending double-digit inflation, unemployment and interest
rates by working with Congress to again cut income taxes across
the board. The commensurate cut in spending, unfortunately,
didn’t happen.

We can look across the pond to Ireland with its historically
sleepy agricultural economy and poverty, beginning with Albert
Reynolds, then John Bruton and now Bertie Ahern, the Irish
slashed corporate and personal income taxes and, in doing so, woke
up the Celtic tiger. In 25 years, Ireland went from one of the poor-
est countries in Western Europe to now its wealthiest.

Exemplary public education was also essential. Today, the Irish
immigrants to the United States are going back to Ireland for op-
portunity.

Kennedy, Reagan, Ireland, there seems to be a trend there.
President Bush picked up on it in 2002, and it worked again.

With that said, I also believe there are things the Congress can
do proactively that can help spur the economy in the future.

I think one of those things is to provide the resources to ensure
that every child in America receives a high quality education from
early childhood through college and beyond, whether that child
lives in an affluent community or a poor community, whether
rural, urban or suburban, whether the child has a disability or not.
While this is and should be the responsibility of local communities,
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we should make sure that any mandates we lay on those school
districts be fully funded by us.

I do not think it is unreasonable for the Government, working
with businesses and employees, to seek ways to reduce workplace
injuries and thereby promote better health and greater efficiency.
Making prudent investments in workplace safety provides an eco-
nomic benefit to both employer and employee.

Regarding healthcare, the American public, I believe, is now de-
manding universal healthcare. The Democrats have endorsed and
embraced that by utilizing a Government-run system.

I believe the Republican Party is ready to endorse universal
healthcare soon also but based on a private sector model where
people continue to have choices, where they maintain the doctor-
patient relationship, and Government empowers them by providing
tax incentives and deductions and makes the proper investment in
research and then gets out of the way.

We need to do this to be globally competitive and to maintain our
quality of life.

Mr. Chairman, I thank you for holding these hearings, and I look
very much forward to hearing the testimony.

Mr. OBEY. Gentleman, why don’t you proceed?

Your statements will be placed in the record. Why don’t you each
take roughly 10 minutes and say whatever you have on your
minds?

Why don’t we start with Mr. Meyerson?

Mr. MEYERSON. Thank you, Mr. Chairman, and I thank the
Ranking Member as well.

I am honored to be here today, and I am honored to be here par-
ticularly before the Chairman of this Subcommittee and Committee
whom I know to be a tenacious champion of the rights and inter-
ests of the ordinary Americans.

My name is Harold Meyerson. I am Executive Editor of the
American Prospect which is an avowedly liberal political monthly
founded 18 years ago by Robert Reich, Bob Kuttner and Paul Starr.
I am also an op-ed columnist for the Washington Post. My testi-
mony today, like my columns in the Post, clearly expresses my
opinions only, and any overlap with the editorial positions of the
Post is coincidental, accidental, very rare.

Also, I am the odd man out here today. I am not even close to
being an economist, and I presume I have been asked here to offer
testimony because much of my writing deals with broad historic
trends in the social and economic life of the American people.

So I will endeavor to deal with that today, beginning by noting
that over the past three decades, not the bottom, but the middle
has fallen out of the American economy. The great social achieve-
ment of the United States in the 30 years following World War 1I,
which was the creation of the first majority middle class of a soci-
ety that offered more economic stability to more people than any
society ever before in human history, has to a significant degree
been undone.

What happened that changed the economic life of the American
people and why are we seeing polls that show a clear plurality of
Americans—this is in several polls over the past two years, not
simply in response to the immediate downturn—showing that
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Americans say they now believe that their children will have a
harder economic life than they themselves have had?

Can this really be the voice of Americans, this most optimistic of
peoples, believers for centuries in the certitude that their children,
if they work hard, will have a better life than they themselves had?

How has a Nation of incorrigible optimists—one of the many
things you have to love about this Country—become, in many
ways, a Nation of pessimists?

What changes in public policy does our Government need to em-
brace in order to create again that valid sense of optimism?

I am going to argue that what has fundamentally shifted in
America today is that jobs, jobs for high school graduates, jobs even
for quite a number of college graduates, no longer provide the up-
ward level of income that they once did nor do they offer the level
of benefits nor the assurance of steady, long term employment.

In many ways, we are no longer a Nation of the kind of good jobs
that was the case in the America I grew up in. The benefits, the
pensions, the rising annual income that were a common, but by no
means universal, experience of American workers a generation ago
are now a thing increasingly in the past to all but the talented or
fortunate tenth. That is why Americans now tell pollsters they fear
that their children are going to have a harder time than they them-
selves did.

The key determinants in the decline of the American job, there
are many. I would say to a certain degree: de-unionization, de-in-
dustrialization, globalization, even to a certain extent, automation.
Each of these trends, moreover, reinforces the others and each is
a cause and a consequence of the others.

In the two decades following World War II, close to a third of the
American nonagricultural workforce was unionized. During those
years and from 1947 to 1973, median household income rose at the
exact same rate that productivity rose. During those years, health
insurance and defined benefit pensions became the norm for most
major and many minor American employers.

What has happened since then? Many things. The increased will-
ingness of American employers to resist unionization, exploiting
weaknesses in the National Labor Relations Act has certainly been
a factor.

De-industrialization has certainly been a factor. Manufacturing
jobs, particularly durable goods manufacturing, have long paid
more than service sector jobs. But, as the members of this Com-
mittee need not have pointed out to them in detail, we have been
losing manufacturing jobs steady for many years. This doesn’t sim-
ply begin with the Bush Administration. This is a long term devel-
opment.

The effects of globalization are many and varied and widely de-
bated. Alan Blinder, the economist who served as Vice Chairman
of the Federal Reserve, has focused, I think rightly, less on jobs
lost and jobs created and more on the effect on incomes of Amer-
ican workers whose jobs are, in a broad sense, in competition with
workers in other countries though their jobs may never in fact be
offshored.
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That clearly extends now not simply to blue collar workers in
manufacturing but to even professionals whose work can be
digitized. It can be done by people in other countries.

Blinder, as I recall, once said that we may have a decline in the
number of attorneys whose jobs do not require face to face inter-
action, but there will still be a need for divorce attorneys in the
United States and you have to get with your clients and figure that
out. That is not a bright prospect for the American economy.

Broadly speaking, I just want to address this last broad thing
and what it suggests for Government policy.

We all remember the time when the American economy was the
marvel of the world because of our productive capacities. Our pro-
duction along with the strategic competence of our leaders and the
dedication of soldiers and sailors is what won World War II. It was
the exports of manufacturing goods, of agriculture that revitalized
the postwar Europe and Asia and one of the goals of the Marshall
Plan, in fact, was to ensure that Europe had enough funds to buy
those products.

I am afraid that our role in the world economy today has
changed in ways that nobody really could have prophesied. We
have become really the consumers of last resort and, for that mat-
ter, the consumers of first resort.

Stephen Roach, an eminent economist with Morgan Stanley, re-
cently said that by his calculations, personal consumption in the
American economy now amounts to 72 percent of our gross domes-
tic product.

England, you will recall, in the 19th Century was known as a na-
tion of shopkeepers. America in the 21st Century is a Nation of
shoppers. This is a problem. Consider what it means that our larg-
est employer in most of the post-war period, General Motors, has
been supplanted by Wal-Mart.

GM, following the lead of Henry Ford, worked on the premise
that if you work at GM you should be able to buy a new Chevy,
a new GM car. Wal-Mart never had the premise that if you work
at Wal-Mart you should be able to buy a car, though certainly you
should be able to shop at Wal-Mart. That makes a difference for
the dominant employer, shifting from production to retail.

In the 1980s, there was some debate over industrial policy, and
a lot of economists said we shouldn’t have an industrial policy. We
shouldn’t pick winners. We should stay out of this altogether.

Well, 20 years, we don’t have an industrial policy. We have a di-
minished industrial base, and what has kept the economy afloat
isn’t the proceeds of production. It has been asset inflation, the ris-
ing value of homes against which Americans have had to borrow
to purchase things they couldn’t afford had they been dependent on
their relatively static work-derived incomes.

This isn’t a sustainable strategy. Increasingly, the macro-
economic policy of the United States has been shop until you drop.
Okay, we have shopped, and now we have dropped.

What I would suggest broadly since my time is just about up, in
reference to Government policy, is that I see a role for the public
sector where the private sector is no longer willing or even able to

go.
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The private sector welfare state—that is employer-provided
health insurance, retirement funds, retirement health insurance—
is crumbling. For the past two decades, American employers have
been cutting back. In a global economy, they feel this renders them
uncompetitive. This suggests to me a need for Government to step
up and provide those things which Americans have counted upon
as ancillary to their work and no longer is.

Second, I think we need to foster a public works and industrial
policy to create decent jobs here in the U.S. as long as most major
transnational corporations no longer consider this necessarily part
of their business plan. So I think that is an important element for
Government to involve itself in.

The third is to upgrade the jobs of those fifty or sixty million
Americans who don’t work in offshorable work, who aren’t really in
the global economy, in healthcare and construction and transpor-
tation, in retail sales, education, tourism, security, maintenance, lo-
gistics, elder care and child care.

I see two ways of doing this. One is to upgrade some of these
works, some of these jobs and credentialing them, making them
more professional, doing what some European countries do which
is professionalizing the people who take care of small children and
seniors. I think that is a necessary strategy that will benefit the
United States.

Secondly is for the Government to enact a piece of legislation
that has been kicking around Capitol Hill for a number of years,
the Employee Free Choice Act which would enable workers more
freely to join unions without fear of employer harassment and
which I think would have a significant effect in these non-
offshorable jobs, though I don’t necessarily think it would in
offshorable jobs.

Capitalism creates prosperity, but it is governments that create
the legal and social environment in which prosperity can be broad-
ly shared. By assuming the responsibility for benefits programs
that employers no longer offer, by investing in strategic industries,
offering serious vocational education, creating green jobs and
human service jobs and amending the labor law, I think the Gov-
ernment can begin the arduous and necessary work for building
the American middle class and setting the Nation’s economy on
sounder footing.

These are fundamental tasks. The preamble to the Constitution
refers to it as promoting the general welfare, and our Government
has been AWOL in these duties for a long time.

Thank you, Mr. Chairman.

[The information follows:]
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TESTIMONY TO THE LABOR SUBCOMMITTEE OF
THE HOUSE APPROPRIATIONS COMMITTEE
FEBRUARY 13, 2008
BY HAROLD MEYERSON

Chairman Obey, I am honored to be here today before the commitiee and
its chairman, whom I know as a tenacious champion of the rights and interests of
ordinary Americans. And [ am honored and pleased to be in the company of my
fellow panelists, economists who believe in the capacity of laws and institutions to
shape a more vibrant and fair economic life for the American people.

My name is Harold Meyerson. I'm the executive editor of The American
Prospect, a monthly magazine of news and opinion with an avowedly liberal
perspective. The Prospect was founded 18 years ago by Robert Kuttner, Paul Starr
and Robert Reich (who took a leave from the magazine to serve as Secretary of
Labor under President Clinton), all three of whom are very active today in editing
and writing for the magazine. The opinions I express today broadly reflect those of
the Prospect, but nonetheless, they are idiosyncratically and distinctly my own.

I am also an op-ed columnist for The Washington Post, a position I've been
privileged to hold since 2003. My testimony today, like my columns, expresses
my opinions only, and any overlap with the editorial positions of the paper are
coincidental and rare.

Mr. Chairman, I am not even close to being an economist, and I presume |
have been invited to offer testimony today because much of my writing deals with
broad historic trends in the social and economic life of the American people. [ will
endeavor to address myself to those trends today.

Mr. Chairman, over the past three decades, not the bottom, but the middle
has fallen out of the American economy. The great social achievement of the
United States in the 30 years after World War II — the creation of the world’s first
majority middle-class, of a society that offered more economic stability to more
people than any in human history — has been undone.

The stagnation of incomes for most Americans, the injection of insecurity
and instability into the lives of the American people, is at the root of many of the
seemingly discrete problems that we are grappling with today. The subprime
mortgage crisis is fundamentally a crisis of the rising cost of housing rwhile the
income of many Americans has flat-lined. As home-building executive Michael
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Hill pointed out in a Washington Post op-ed column just this Monday, “forty years
ago, the median national price of a house was about twice the median household
income. In some parts of the country, this ratio was closer to 1 to 1. Twenty years
ago, the median home price was about three times income. In the past 10 years, it
jumped to four times income.” And in most thriving metropolitan areas, Hill adds,
the ratio is far higher than that.

Conclusion: If median income in America had continued to increase as it
did in the years from 1947 to 1973, when it doubled, we would not be facing the
mortgage-market meltdown we are experiencing today. So, too, with credit cards,
where default rates are also increasing sharply, reflecting the growing desperation
of Americans struggling to pay their bills, and further destabilizing many of our
already shaky financial institutions.

I do not mean by these assertions to hold those financial institutions
blameless in the current crisis, far from it. They aggressively marketed credit cards
and mortgages to consumers whom they knew would have trouble paying back
their debt. I merely wish to point out that had the incomes of ordinary Americans
continued to rise over the past 30 years as they had in the previous 30, the
American people would not have taken on so much debt.

What has happened that has so changed the economic life of the American
people? Why do a clear plurality of Americans, in several polls over the past two
years, now say they believe that their children will have a harder economic life
than they themselves have had? Can this really be Americans speaking — that most
optimistic of peoples, believers for centuries in the certitude that their children will
have a better life than they had? How has this nation of incorrigible optimists
become a nation of pessimists? And what changes in public policy can our
government undertake to remedy the problems that have caused so many
Americans to believe that our best days may be behind us?

My fellow witnesses have convincingly laid out in their written testimony
the data on the rise in relative income stagnation for a majority of Americans and
on the sharp increase in economic inequality in America after the post-war
decades in which prosperity was broadly shared. I will not belabor the points they
have so ably made. What I will do today is endeavor to look at that inequality
more closely, to look at the institutional and industrial factors that have thrown the
long egalitarian trajectory of American economic life into reverse, and to suggest
some public policy remedies.

THE MIDDLE VANISHES
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In 1980, economist Alan Blinder, later to become Vice-Chairman of the
Federal Reserve, wrote that the level of economic equality in America had become
a constant. “Income inequality,” he wrote, “was just about the same in 1977 ... as
it was in 1947.” Blinder was right, but even as he was writing, the situation was
beginning to change.

In the 1980s, economic inequality in America soared. Many mainstream
economists at the time laid the blame on technological change, which enabled
better educated Americans to benefit from productivity gains while less educated
Americans lagged behind. As Thomas Lemieux, an economist at the University of
British Columbia, argues in a paper (“The Changing Nature of Wage Inequality™)
issued by the National Bureau of Economic Research last October, that thesis
failed to explain why the same rise in inequality wasn’t evident in other advanced
economies undergoing analogous technological changes.

Lemieux divides our new era of inequality into two acts. In Act [, in the
1980s, there are widening gaps between the wealthiest Americans and Americans
with median incomes, and between Americans with median incomes and the poor.
That is, both the gaps between the 90™ percentile of Americans and the 50"
percentile, and between the 50" percentile and the 10™ percentile were growing.

In the 1990s and 2000s, however, the gap between the 90" and 50"
percentile continues to expand. However, the gap between the 50" percentile and
the 10" percentile grows no wider for women, and actually declines a bit for men.

The same pattern is evident when we segment the American public by level
of educational attainment. While the gap between high school dropouts and high
school dropouts expands in the early 1980s, along with the gap between college
post-graduates and high-school graduates, the situation changes in the 1990s and
2000s. For both men and women, the gap between high school graduates and
dropouts ceases to expand, while the gap between college post-graduates and high
school graduates explodes.

In short, America in the past two decades has not been becoming more
unequal at all points in the economic spectrum. Rather, Americans at median
levels of income and education — indeed, Americans at all levels of income and
education save the highest decile — have been falling dramatically behind the
nation’s wealthiest and most highly credentialed citizens, and most dramatically
behind the nation’s wealthiest one percent, whose share of the nation’s income
hasn’t been this high since the late 1920s — that is, since before the New Deal set
in Rlace the laws and institutions that led to the broadly shared prosperity of mid-
20" century America. As economists Ian Dew-Becker and Robert Gordon have
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demonstrated, over the past couple of decades, all the income from productivity
gains have gone to the wealthiest 10 percent of Americans. All.

It’s important to realize that in our new post-egalitarian America education
is no longer the magic carpet to prosperity. Elite education is. As my friend Wally
Knox, the former chairman of the Revenue and Taxation Committee of the
California State Assembly has noted, higher education today stratifies us more
than it equalizes us. The 50 or so elite colleges and universities have not expanded
in size over the past half-century. There’s been a huge expansion, though, in the
number and size of colleges generally. College graduations almost quadrupled
between 1960 and 2003. Again, though, the benefits of college accrue chiefly to
the graduates of the better schools. In inflation-adjusted dollars, the paychecks of
60 percent of college graduates are lower today than they were in 1960. Worse yet,
Knox concludes, “one sixth of male college graduates earn less today than the
least paid high school graduates of the late 1960s.”

Let’s cut to the chase. What has fundamentally shifted in American
economic life is that jobs in America — jobs for high school graduates, jobs for
college graduates — no longer provide the level of income they once did. Nor the
level of benefits, nor the assurance of steady, long-term employment. We are no
longer a nation of good jobs. The benefits, pensions, and rising annual income that
were the common, though by no means universal, experience of American
workers a generation ago are now a thing of the past to all but the talented, or
more precisely, fortunate tenth. That is why Americans now tell pollsters they fear
their children will have a harder time than they did. Those fears are well grounded.

WHAT HAPPENED TO THE AMERICAN JOB?

The key determinants in the decline of the American job are
deunionization, deindustrialization, and globalization. Each of these trends,
moreover, reinforces the other two; each is a cause and consequence of the others.

In the two decades following World War II, close to one-third of the
American non-agricultural work force was unionized. In consequence, median
household income doubled between 1947 and 1973, rising at exactly the same rate
as productivity. In consequence, health insurance and defined benefit pensions
became the norm for major, and many minor, American employers.

In the late 1970s, however, American employers began to fiercely resist all
further attempts at unionization, and were willing to incur the minor penalties for
violating, say, the National Labor Relations Act’s strictures against firing workers
involved in organizing campaigns rather than allow their employees to unionize. A
union-avoidance industry arose within the legal profession and management
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consultancies. Today, the rate of private sector unionization, which is 1955 stood
at 39 percent, hovers at just over 7 percent. In consequence, wages have decoupled
from productivity gains. Defined benefit pensions have gone the way of the dodo.
And, according to a study by the Kaiser Family Foundation, the percentage of
companies with 200 or more employees that offered retiree health benefits
declined from 66 percent in 1988 to 33 percent in 2005.

Deindustrialization has also played a role in the decline of the American
job. Manufacturing jobs, particularly jobs in durable-goods manufacturing, have
long paid more than service-sector jobs. But the combination of automation and
the eagerness of corporations to offshore production to nations with cheaper labor
costs has led to a significant decline in the share of workers employed in
manufacturing. From the late 1970s through the early 1990s, America lost 2.4
million manufacturing jobs. Since 2001, we’ve lost an additional 2.7 million.

Economists debate how much of that loss is due to globalization and how
much to automated production. But the chief effect of globalization may not be
direct job loss, but rather a constant downward pressure on wages in sectors —
service as well as manufacturing — where the work can be done more cheaply in
another country. Economist Alan Blinder has calculated that the number of
American jobs with incomes held in check by globalization to be close to 30
million. Nor are these jobs to be found exclusively in blue-collar America.
Scientists, mathematicians and engineers are particularly vulnerable to having
their jobs performed elsewhere, which is one reason why the wages of computer
software writers haven’t kept pace with those of other highly-credentialed
professionals. In 2006, economists Jerry and Marie Thursby, of Emory and
Georgia Tech, respectively, surveyed 200 U.S.-based multinationals and
concluded that 38 percent of them planned to relocate at least some of their
research and development facilities to other nations, chiefly India and China.

Put these all together — the deunionization, the deindustrialization, the
globalization — and what you get is the ratcheting down of the American job.
Dead-end service and retail jobs proliferate. Technical and professional jobs
involving information that can be digitized have pay and benefits held in check by
technical and professional employees in Asia. Jobs in manufacturing decline in
quality as well as quantity. Highly profitable Caterpillar Tractor, for instance, now
offers its new hires just $22 an hour in wages and benefits, half of what it pays its
more senior employees. “There is a balance that must be struck,” Caterpillar group
president Douglas Oberhelman told The New York Times, “between being
competitive and being middle class.” The balance that has been struck by the
American economy is entirely toward being competitive. Being middle class will
just have to go.



13
AMERICA IN THE WORLD ECONOMY

Time was — and we all remember it — when the American economy was the
marvel of the world. It was American production, along with the strategy of our
leaders and the dedication of our soldiers and sailors, that won World War II. It
was the exports of American manufacturing and agriculture that revitalized
postwar Europe and Asia — indeed, one of the several goals of the Marshall Plan
was to ensure Europe had enough funds to buy American products.

And what is the role of the United States in the world economy today? We
are the consumers of last resort — and first resort as well. According to economist
Stephen Roach of Morgan Stanley, the personal consumption has amounted to 72
percent of our Gross Domestic Product in recent years — up from 66 percent just a
few years previous.

You may recall that England in the 19" century was called a nation of
shopkeepers. America today is a nation of shoppers, and our role in the world
economy is to buy what other countries make. Or, more accurately, what U.S.-
based corporations have made for them in other countries so they can sell it to us
here at home.

Consider, for a moment, the difference between a nation in which the
largest employer is General Motors, as was the case in the United States for four
decades after World War II, and a nation in which the largest employer is Wal-
Mart, as has been the case for the past decade. GM followed in the footsteps of
Henry Ford, who by 1913 had concluded he needed to pay his workers enough so
that they could afford to buy a new Ford. Wal-Mart, by contrast, pays its workers
so little that they are compelled to shop at Wal-Mart. And with its mastery over
and control of logistics, Wal-Mart has been able to reduce wages at its suppliers
and shippers across the land.

But even if Wal-Mart weren’t a downward force on wages throughout
much of the economy, consider the implications of a nation whose chief economic
activity, whose designated place in the world division of labor, is personal
consumption. More particularly, personal consumption at a time when incomes are
stagnating. The only way such a nation can get along economically is to go into
debt, which is precisely what Americans, collectively and individually, have done.

In the 1980s, economists tended to dismiss the idea that the United States
should have an industrial policy. The government, it was argued, couldn’t pick
winners and should stay out of promoting industries altogether. Twenty years
later, we don’t have an industrial policy, we have a diminished industrial base, and
what has kept the economy afloat during the current decade hasn’t been the
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proceeds of production. It has been asset inflation — the rising value of homes,
against which Americans have borrowed to purchase the things they could not
afford had they been dependent on their static work-derived incomes. This was not
a sustainable strategy.

Increasingly, the macro-economic policy of the United States has been,
Shop Till You Drop. So we’ve shopped. And now, we’ve dropped.

TOWARDS AN INDUSTRIAL POLICY AND AN INCOMES POLICY

In an era of globalization, when U.S.-based transnational corporations no
longer think of themselves as American entities, the reconstruction of a vibrant
American economy can no longer be left to the private sector. Creating a well-
paid, secure, sizable U.S. work force is no longer necessarily a part of these
corporations’ business plans. Indeed, such a goal is more characteristically
inimical to these corporations’ business plans, since a flexible labor force
increasingly paid by world labor standards is the goal to which a growing number
of these companies aspire.

And so it falls to government to rebuild a thriving middle class. The
project, as I see it, has several elements.

The first is to step in where America’s employer-based private welfare state
is crumbling. Beginning in World War 11, American companies provided health
insurance and retirement benefits to their workers. For the past two decades,
however, American companies have either cut back or altogether scrapped their
benefit packages, or, if new, refused to adopt any. Employers such as Wal-Mart
have relied on Medicaid to provide health care to those of their workers too poor
to afford either the company’s plan or coverage of their own. Accordingly, it falls
to the government to offer affordable health coverage when employers choose not
to, and to assist workers in setting aside income for retirement in a Social
Security-Plus plan.

The second is to foster industry and public-works projects that create
decent jobs within the U.S. With the advent of sovereign wealth funds, we’ve
reached the point where other nations’ governments make strategic investments in
the American economy while our own government makes no such commitment.
It’s time for our own government to foster a range of strategic industries. The vast
majority of machine tools used in U.S. factories and shops, for instance, are made
abroad now, and with them have vanished a generation of American workers
familiar with high-end machine technology. The need to reduce greenhouse gases
requires far greater public investment in alternative energy technologies, and in
retrofitting our homes, offices, plants and infrastructure.
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The third is to upgrade all non-offshorable work. Upwards of 50 million
private-sector jobs — in health care, construction, transportation, retail sales,
education, tourism, security, maintenance, logistics, elder- and childcare — cannot
be offshored and aren’t in competition with lower-wage versions of the same jobs
in other countries.

There are two components to upgrading industrial, infrastructure and
unexportable jobs. The first is for the government to credentialize and
professionalize these jobs where possible. That means a far greater commitment to
vocational education. It means professionalizing childcare and elder care service
jobs, as is currently done in the Scandinavian nations. “We usually think of a
revived WPA creating employment in construction and manufacturing work,”
Nobel laureate economist Robert Solow told me for a Prospect article I wrote in
2006, “but if it’s not focused on the service sector, it won’t be that useful.”

The second is for the government to enact the Employee Free Choice Act,
which would enable workers to join unions again without fear of employer
harassment and being fired, which is a common occurrence under the lax terms of
the current labor law. It is no accident that the one period of broadly shared
prosperity in American history coincides with the one period of union strength in
American history — World War 11 and the three subsequent decades.

We may not think of retail, tourism and security jobs as commanding
decent wages ~ but there was a time before the NLRA was passed in 1935 when
auto factory jobs didn’t command decent wages, either. In general, union density
is determinative. In cities where hotels are largely unionized, room maids make
$20 an hour; in cities where half the hotels are unionized, they make $12 an hour;
in non-union cities, $7 an hour. In heavily unionized Las Vegas, hotel workers can
avail themselves of employer-funded training programs to advance to more
highly-skilled jobs, and make enough to buy homes that would be beyond the
reach of hotel workers in non-union towns.

Capitalism creates prosperity. Governments create the legal and social
environments in which prosperity can be broadly shared. By assuming the
responsibility for benefit programs employers no longer offer, investing in
strategic industries, offering serious vocational education programs, creating
“green jobs” and human-service jobs requiring credentialing and offering
commensurate pay, and amending labor law so it unambiguously permits workers
to join unions, our government can begin the arduous and utterly necessary work
of rebuilding the American middle class and setting the nation’s economy on a far
sounder footing. These are fundamental tasks ~ promoting the general welfare, as
the Preamble to our Constitution puts it — from which our government has been
AWOL for far too long.
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Mr. OBEY. Dr. Bernstein.

Mr. BERNSTEIN. Chairman Obey, Ranking Member Walsh and
members of the Subcommittee, I thank you for this opportunity to
tsestify today on the important topic of income trends in the United

tates.

Mr. Chairman, the biography on your Web site states “Every
American who works hard should be able to fully share in the
bounty of America.”

This statement is much like that of our mission statement at the
Economic Policy Institute. To us, this is not nearly common sense.
It is a fundamental American value and a benchmark against
which economic progress must be judged.

If the economy is expanding, if productivity is increasing smartly,
if unemployment is low, then most families should be benefitting
from the economy’s overall growth. Yet, as the evidence I will show
confirms, over the last few decades, broadly shared prosperity has
been the exception, not the rule.

The mechanisms which historically could be counted on to ensure
a fair distribution of the fruits of growth are broken, and those
crafting economic policy must offer ideas to repair them. As this
campaign season progresses, polling data suggest that the Amer-
ican electorate is anxious for policy-makers to address these con-
cerns and to do so ambitiously with an agenda that meets the mag-
nitude of the problems.

Now I again applaud this Committee for its foresight in getting
in front of this wave.

Before briefly outlining some policy ideas in this spirit, I present
a set of facts that motivate these policies.

Despite the impressive productivity growth that occurred in the
2000s, the real income of typical middle income families has stag-
nated. Census Bureau data show that between 2000 and 2006, me-
dian family income is actually down by $1,000 or 2 percent after
adjusting for inflation. If, as many economists believe, the economy
is or near recession, this may be the first business cycle on record
wherein the median family fails to regain its prior peak.

Note also that the Nation’s poverty rate was actually one per-
centage point higher in 2006 than in 2000. Yet, the American
workforce has been highly productive over these years with produc-
tivity up 19 percent in 2007.

Now how can it be that productivity has grown quickly yet mid-
dle and low incomes have stagnated or fallen? The answer, of
course, is growth has flowed largely to those at the very top of the
income scale. By one measure, 22 percent of national income went
to the top 1 percent in 2005, and this represents the highest level
of income concentration since 1929.

The trend towards greater inequality has been ongoing for al-
most 30 years. Back in 1979, the post-tax income of the top 1 per-
cent was 8 times higher than that of middle income families. By
2005, that ratio had grown to 21 times, a vast increase in the dis-
tance between income classes.

The pace of income inequality has accelerated alarmingly in re-
cent years. The growth in the share of income going to the richest
income households was faster in 2003 to 2005 than over any other
two-year period covered by the CBO data that began in 1979.
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Over these few years, $400 billion in pre-tax 2005 dollars was
shifted from the bottom 90 percent of household to those in the top
5 percent. Had income shares not shifted as they did, the income
of each of the 109 million households in the bottom 95 percent
would have been, on average, $3,700 higher in 2005.

Now some analysts have downplayed these income findings by
making the following types of counter-arguments:

Consumption inequality has grown more slowly than that of in-
come inequality. That is true, but the rise in consumption over a
period of stagnating income growth has meant the accumulation of
highly problematic levels of debt for many American households.

As I show in my written testimony, real expenditures actually
fell about 3 percent, 2000 to 2006, for households in the bottom 40
percent while rising 7 percent for households in the top fifth.

A second counter-argument is that real incomes of low and mid-
dle class households have grown over the last few decades. Of
course, they have. The question is how fast relative to prior years
and to other standard benchmarks like productivity growth.

Again, as I show in my written work, by these two criteria, in-
come growth has been far less favorable since the mid-1970s. Sim-
ply beating zero is not evidence of adequately shared prosperity.

Finally, some argue that income mobility, the ability of families
to move up the income scale over their life cycle, offsets the rise
in inequality that I have emphasized. This is not so.

Only if the rate of mobility, only if people are more likely to get
ahead over time can it offset the growing inequality that I have
documented. The solid consensus among mobility analysts is that
the rate of mobility has not accelerated and may have slowed.

Also, the extent of mobility in our economy is often exaggerated.
According to a recent Treasury study, 79 percent of taxpayers who
started in the bottom fifth of the income scale in 1996 remained in
the bottom 40 percent by 2005.

What policies might legislators consider to reconnect the living
standards of working families to economic growth? In the interest
of time, I will focus on two areas: Bargaining power and public in-
vestment.

The ability of most workers to bargain for a greater share of the
value they are adding to our economy is at the heart of the various
gaps I have documented. Unions play a key role in precisely this
area.

The decline of unions over the past decades is partly a mechan-
ical function of the loss of jobs in unionized industries, but the
more important explanation is the very unbalanced playing field on
which unions try to gain a foothold. Polls show that slightly more
than half of the nonunion workforce would like some type of union
representation, a finding that is not particularly surprising given
the wage and income data I have shown above.

The problem is that the legal and institutional forces that have
historically balanced the power of anti-union employers and their
proxies have deteriorated in recent decades. One legislative solu-
tion is the Employee Free Choice Act, the bill that helps to restore
the right to organize in the workplace. EFCA gives members of a
workplace the ability to certify a union once a majority signs au-
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thorizations in favor of the union and puts much-needed teeth back
into labor law.

Turning to our investment agenda, I do not need to convince the
members of this panel, this Committee that it is critical to invest
in the skills of our workforce of both today and tomorrow. Unfortu-
nately, as Bob Greenstein stresses in his testimony, our budgetary
priorities have been moving in the opposite direction.

Now one reason this disinvestment is misguided is that recent
initiatives in worker training have shown considerable promise rel-
ative to earlier less effective approaches such as the so-called Work
First policies that de-emphasize job training and career paths.

Effective strategies are grounded in extensive knowledge of the
local labor market focusing on occupations and industries that offer
the best opportunities for advancement. They help workers access
education and training at community colleges, community-based
training programs and union-sponsored programs that work with
employers to design curricula based on skills that employers actu-
ally need.

Now, in the current economic context with a recession possibly
underway or soon to be so, there has been considerable discussion
of investment in public infrastructure as a component of a stimulus
plan. Though the plan agreed upon by Congress and the White
House did not include such investment, I strongly believe it is an
important topic for Congress to consider and not simply in the con-
text of recession.

Four facts motivate this contention: First, American households
are highly leveraged and may be poised for a period of enhanced
savings and diminished consumption. In this context, public invest-
ment should be viewed as an important source of labor demand.

Second, there are deep needs for productivity enhancing invest-
ments in public goods that will not be made by any private entities
who cannot, by definition, capture the returns on such investments.

Three, climate change heightens the urgency to make these in-
vestments with an eye toward reduction of greenhouse gases and
the conservation of energy resources.

And, fourth, our job market appears to be weakening consider-
ably. One area of particularly significant job loss has, of course,
been construction. Jobs in residential building and contracting are
down 244,000 over the past year. When we include other jobs re-
lated to housing such as real estate, we find a decline in almost
half a million jobs since the peak of April 2006.

In other words, there exists considerable slack in our labor mar-
ket that will almost certainly deepen in coming quarters. In this
regard, infrastructure investment serves a dual role of deepening
our investments in public capital while creating good jobs for work-
ers that might otherwise be unemployed or underemployed.

Economists at EPI have carefully documented our public infra-
structure needs, and I present these recommendations in my writ-
ten testimony. They include water and sewage repairs, the mainte-
nance of school buildings, highways, bridges, roads, rails and other
productivity enhancements in public goods that private sector in-
vestments will not make.

Moreover, it is important to recognize that (a) these are all nec-
essary investments that should be made regardless of the state of
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the business cycle and (b) recent history suggests it is a mistake
to think that labor market slack will no longer be a problem when
the recession officially ends. Now this last point deserves a bit of
elaboration.

Much of the current recession and stimulus debate has stressed
that recent recessions, such as the one in the early nineties or
2001, were both mild and short lived and perhaps the next reces-
sion will follow the same pattern, but such claims are based solely
on real output growth and not on job market conditions.

The allegedly mild 2001 recession wherein real GDP barely con-
tracted at all was followed by the longest jobless recovery on
record. Though real GDP grew, payroll shed another 1.1 million
jobs. The unemployment rate rose for another 19 months and for
just under 2 years for African Americans.

In conclusion, I stress that this agenda is but one set of ideas de-
signed to move our politics and ultimately our economy back to-
wards one where every hardworking family is “able to fully share
in the bounty of America.”

I thank you and look forward to addressing your questions and
comments.

[The information follows:]
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Introduction

Chairman Obey, Ranking Member Walsh, and members of the subcommittee, | thank
you for this opportunity to testify on the topic of income trends in the United States. T
can think of few other topics as timely and important, especially given current economic

conditions.

Chairman Obey, [ noted that the first sentence of your biography on your website reads:
“Every American who works hard should be able to fully share in the bounty of America
and so should their families.” Interestingly, this statement is much like that of our
mission statement at the Economic Policy Institute.! To us, this is not merely simple
common sense. It is a fundamental American value and a benchmark against which

economic progress must be judged.

If the economy is expanding, if productivity is increasing smartly, if unemployment is
low, then most families should be benefiting from the economy’s overall growth. Yet, as
the evidence I will show will confirm, over the last few decades, broadly shared
prosperity has been the exception, not the rule. If we are to judge our progress against

your benchmark, Mr. Chairman, we must admit that we have far to go.

The mechanisms which historically could be counted upon to ensure a fair distribution of
the fruits of growth are broken, and those crafting economic policy must offer ideas to
repair them. | do so in my conclusion, wherein | outline a set of policies intended to re-
couple the American economy’s growth and productivity with the living standards of the

majority of families, not simply those of a narrow sliver at the top of the income scale.

But it is equally important not to exacerbate the problems we have with policies that

further incapacitate working families’ ability to get ahead. Too often in recent years, we

' EPI's mission statement is: *To inform people and empower them to seek solutions that will ensure broadly shared
prosperity and opportunity.”
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have failed to strengthen workers’ legal ability to organize, gutted investments in their
skills and training, under-invested in our public infrastructure, or stood by as the
employer-based systems of health coverage and pensions slowly unravel. Similarly,
changes over the past few years to the Federal tax code have worsened the distributional

outcomes, by disproportionately lowering the tax liabilities of the wealthiest families.

Such regressive tax policies hurt most families both directly and indirectly. Directly,
they exacerbate the already excessive inequalities in market outcomes (i.e., the pretax
distribution). Indirectly, they diminish revenues such that the Federal government is less
able to perform needed functions, many of which, like safety net policies,
disproportionately benefit the least well off. While the direct impact of the regressive tax
cuts has been extensively measured and is well-appreciated, this indirect effect—the
defunding of public services that boost economic security of the least advantaged-—is

also important and problematic.

As 1 stress in my concluding remarks, polling data suggest that the American electorate is
anxious for policy makers to address these concerns, and to do so ambitiously, with an
agenda that meets the magnitude of the problems. | again applaud this committee for its

foresight in “getting in front™ of this wave.

The Long-Term Picture

The Census Bureau provides a long and consistent series on the inflation-adjusted income

of the median family, shown in Figure 1 and Table 1. A few patterns are worth noting.
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First, the typical family’s income grew at a faster and steadier rate up 1o the mid-1970s
than has been the case since that time. This is partly a function of slower economic and
productivity growth, post-1973, but it also reflects one of today’s primary economic

challenges: increased income inequality.

That point is made in Table 2, which compares the annualized growth rates of real
median income to those of productivity. There are, of course, good reasons why we
wouldn’t expect these two series to track each other identically. Family income is
influenced by family labor supply, family size and type, and non-labor income sources.
But barring large changes in those factors, holding inequality constant, we might expect
the trends to more or less mirror each other (one large change in family labor supply—the
increased labor force participation of women——should have boosted the rate of family

income growth).

In fact, productivity and real median family income did grow at precisely the same

annual rate, 1947-73: 2.8%, i.e., they both doubled. Since then, income has grown one-
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third as fast. In other words, it is not simply a matter of slower productivity growth in the
post-1973 period, though that was of course problematic. Median family income growth
slowed far more, due in part to inequality playing a wedge-like role between overall

economic growth and the living standards of middle-income families.

More recently, as shown in the last line of the table, productivity growth has accelerated,
growing only slightly slower in the past 11 years as over the “golden era” of the 1940s-
mid-70s.? But the growth of middle-class incomes accelerated only slightly, In fact, and
this will be a point of emphasis later in this testimony, the 0.8% annual rate of income
growth, 1995-2006, combines two very different periods. In the lafter half of the 1990s,

real median family income grew 2.2% per year. In the 2000s, it fell 0.3% per year.

TABLE 1: Annualized Growth Rates: Productivity and
Real Median Family Income, 1947-2006

Productivity Real Median Income

1947-73 2.83% 2.8%
1973-2006 1.8% 0.6%
1995-2006 2.6% 0.8%

Source: Census Bureau and BLS nonfarm business sector
productivity.

The second point made in Figure | is that rea} median income is a cyclical variable,
stagnating or falling in recessions. But importantly, as shown in Figure 2, it has been
taking longer in recent years for families to recover the real income lost in the downturn.
Each bar in the figure represents the number of years it has taken the median family

income to recover the economic ground lost in the recession. One reason this time period

* In the last few years, productivity growth has decelerated, and nonfarm business sector productivity rose
at an annual rate of only 1.7% (2005q4-2007g4). Some economists believe this may simply by a
temporary, cyclical slowdown, though it could also be structural.
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has gotten longer is, as can be seen in Figure |, incomes have kept falling after the

recession and into the recovery.

This is particularly the case in the current business cycle. As of 2006, the most recent
available data, real median family income remains about 2%, or $1,000 (2006 dollars),
below its 2000 peak. Using a reliable forecasting model,” my forecast for 2007 is for
median family income to remain about $500 below its 2000 peak. If this is correct, and if
2007 is in fact the peak of the recovery that began in 2001, this will mark the first time on

record that median family income failed to regain its prior peak.

Given the highly touted macro-economic performance of key variables over this business
cycle, such as productivity and unemployment, this stands as quite an indictment. Of
course, my forecast may be too pessimistic and income may surpass its previous peak,
but it is unlikely to do so by much, and if we are truly in a recession, real median income

will soon start to decline,

In sum, the long history of median family income growth is characterized by sharp break
with productivity growth occurring around the mid-1970s. Productivity has since
accelerated, but income growth, especially in the 2000s, remains stagnant. A major

factor has been the increase in income inequality, to which 1 now turn,

* That is, this model consistently provides one-step-ahead forecasts of annual growth that are within a few
tenths of the actual values. I regress the log change in nominal income on a flexible trend and the log
change in aggregate hours worked from the BLS establishment survey.
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FIGURE 2: Years it took for median family income to regain prior peak.
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Income Inequality: Growth Fails to Reach Most Households

The earlier table comparing productivity growth to that of median income suggested that
income inequality has grown over the past few decades. After all, the benefits of
productivity growth had to flow somewhere. The evidence in this section confirms that
development, showing that we have achieved particularly high levels of income
concentration. Taken together, these facts—strong productivity growth, historically high
levels of inequality, and stagnant median income—tell a consistent story: working
families are working harder and smarter, contributing to a growing pie, yet their slices are

diminished.

The work of economists Piketty and Saez provides us with a long time series of the share
of income, including capital gains, accruing to the top 1% (Figure 3). After flattening out

at around 10%, the series begins to rise in the 1980s, and picks up speed in the latter
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1990s, driven partly by the increase in realized capital gains over those years.* There was
a sharp dip when the dot.com bubble burst in late 2000, but this was a temporary setback.
The underlying forces, discussed below, that have been driving the rise in inequality
remained operative, and by 2005, the most recent observation for these data, the share

was 22%, only slightly below the all-time highs achieved in the late 1920s.
The sources for these data arrive with a lag, which is why the series ends in 2005, but

other relevant information on trends in wages, bonuses for high-end earners, and

profitability suggest that income became even more concentrated in 2006 and 2007.

FIGURE 3: Share of Income ta Top 1%, 1913-2005
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* The Piketty and Saez data shown in the figure reveal that between 1994 and 2000, the top percent’s
income share grew by 7.6 percentage points. In their series excluding capital gains, the increase was half as
large.

* For example, CBO forecast the capital gains realizations increased by 16 and 8 percent, respectively, in
2006 and 2007 (see table 4.3: hitp://www.cho.gov/ pdoes/89xx/doc891 7:01-23-2008_BudgetQutlook.pdt).
Though these are slower growth rates than 2003-05, gains of this magnitude in this income source——capital
gains flow largely to the top of the income scale-—are usually associated with increased income
concentration.
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While the Piketty and Saez inequality data provide invaluable information on the very top
of the income scale, their data on lower income families are less complete than another
valuable resource: the household data series constructed by the Congressional Budget
Office.

Figure 4 uses this series to show the long-term growth in real income for each fifth, 1979-
2005, with the top fifth broken out into its various sub-classes. The “staircase” pattern is
evidence of the increase in unequal income growth over this period. Note also that while
the federal tax system raised the income growth of each group of families (after-tax
income grew more than pretax), it steepened the tide of inequality. After-tax income
growth was much higher for the top 1% than was pretax growth (the decline in effective
tax rates—the share of income paid in federal taxes—was largest for households in the
top 1%).

Real income growth over this period was minimal to moderate for most households.
Income for the poorest households grew only 1.3%, pretax, but grew 6.3% post-tax,
thanks fargely to the increase in the refundable Earned Income Tax Credit over these
years. Middle incomes grew 15% pretax, and 21% post-tax, or less than 1% per year
over this 26 year period. Income for the top fifth grew much more quickly. 1979-2005:
75% pretax, and 80% post-tax. But the most dramatic growth occurred at the top of the
income scale. Households in the top 1% saw their income triple over these years, up by

200% pretax and 228%, post-tax.

These trends led to stark differences in actual income levels by 2005, In that year, the
average after-tax income for households in the bottom fifth was $15,300; for the middle
fifth, $50,200; and for the top 1%, just over $1 million. These gaps have led to much
greater economic distance between income classes over the years. Back in 1979, the
post-tax income of the top 1% was 8 times higher than that of middle-income families
and 23 times higher than the lowest fifth. In 2005, those ratios grew to 21 (top compared
to middle) and 70 (top to bottom), a vast increase in the distance between income classes.

Figure 4
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FIGURE 4: Household Income Growth by Income Group, 1979-2005, Pre- and After-tax
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The 2000s: A Closer Look

How are these trends playing out most recently? As noted above, the median family
income has been stagnant at best in the 2000s, and inequality, after reversing briefly, has
again been rising sharply. Before we turn to a set of policy ideas to address the income
challenges facing American households, let us more closely examine these most recent

developments.

Table 2 below focuses on inflation-adjusted gains and losses in a broad set of living
standards indicators. Earlier, | focused on recent losses by middie-class incomes, but this
table shows that African-American and working-age houscholds have done considerably
worse. Poverty is up a percentage point, from 11.3% in 2000 to 12.3% in 2006,

underscoring the failure of growth to reach the lowest income families.

Since most working-age families depend on their earnings, real wage trends are an

important part of this story. The median wage grew less than 3% in real terms over these

10
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years, and for men, it was essentially unchanged. Women made much stronger gains at
the median, though their pace was still less than 1% per year, about one-third the pace of

productivity growth.

Average compensation grew more quickly over these years, but that reflects two factors
with great influence on economic outcomes in the 2000s: inequality and health costs. In
an environment of rising inequality, average values, unlike medians, are pulled up by
very high values at the top of scale. This has certainly occurred in the 2000s. As the

median wage rose 2.6% over this period, the 95% percentile wage was up 9.4%.

Fringe benefit costs are omitted from these wage values, but included in the real average
compensation measure in the table, which rose almost 6%. Average real wages from this
same series were up only 2.2%, meaning that benefit costs were a major factor in driving
this result. In theory, workers are indifferent between compensation spent on fringes and
that on wages. In reality, the difference can be significant, as paychecks cover less of the
basic needs and wants of working families. As 1 have written elsewhere, the stagnation
of most workers’ real wages, net of benefits, in the 2000s is a major factor behind the so-
called middle-class squeeze (Bernstein and Allegretto, 2006). In addition, insurance and
pension costs rose considerably faster than average inflation over these years, and while
some of these higher payments arguably reflected better quality, some share certainly

accrued to providers of health and pension plans, and not to workers.
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TABLE 2: Real Income and Wages, 2000-2006 /07

Percent change

Median HH Income* -2.0%
African-American -8.0%
Working-Age -4.2%

Poverty (PPt increase)*® 1.0

Median Wage 2.6%
Men 0.4%
Women 5.0%

High-School Average Wage 1.4%

College Averape Wage 2.5%

Average Compensation (ECI) 57%

Productivity 18.9%

Sources: BLS, Census, EPI
* Latest available data point is 2006

Inequality also rose quickly over the last few years. The CBO household inequality
series cited above reveals that the growth of both pre- and post-tax income inequality, as
measured by the change in the shares of income going to different income classes, was
greater, 2003-05, than over any other two year period covered by the CBO data (the
series begins in 1979). As I elaborated shortly after these data were released (Bernstein,
2007b), over these few years, $400 billion in pretax 2005 dollars was shifted from the
bottom 95% of households to those in the top 5%. That is, had income shares not shifted
as they did, the income of each of the 109 million households in the bottom 95% would

have been, on average, $3,660 higher in 2005.

Finally, some analysts criticize living standards analysis based on income, arguing that
consumption is a better measure. The argument has some merit because a) a family’s
economic well-being is in large part a function of their access to the consumption goods
and services they desire, and b) families can “smooth over” periods of income disruption

with borrowing to maintain a desired level of consumption.

12
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Of course, over the long term, a family’s wage and income flows determine their
consumption possibilities. The fact that the median family income has stagnated in the
2000s does imply limited lifetime consumption possibilities for middle-income families
against a counterfactual where middle-incomes were rising. Families can of course
finance consumption through debt, and, as occurred recently, when assets appreciate
(e.g., home values), this becomes an important source of greater consumption. But, as we
are also seeing in real time, without the underlying incomes (including asset-flows) to
support the borrowing, it cannot continue unabated. In other words, living standards

analysts cannot dismiss the importance of income in favor of consumption.

Moreover, consumption trends, even in the heavily leveraged 2000s, also reflect both real
stagnation among middle and low-income households and greater inequality as well. The
data in Figure 5 show real expenditures by income fifth from the BLS Consumer
Expenditure Survey.® Expenditures are not synonymous with consumption but,

especially over relatively short periods, they are very highly correlated.”

Expenditures among low-income households—those in the bottom 40%—actually fell
about three percent in these years. Among the next 40% of households, expenditures rose
by about 2%, suggesting that despite stagnating incomes, middle-income households
slightly increased their expenditures, presumably by borrowing. But the largest gains
were, once again, among the highest-income households, whose expenditures rose 7.1%,

more than three-times the rate of middle-income households.

© Another approach would be to deflate these nominal expenditure values by the PCE deflator from the
NIPA accounts. This does not, of course, change the inequality results, but since this price index grows
more slowly than the RS deflator, the bars in the figure would show these changes, from lowest fifth to top
fifth: 0.8%, 0.7%,. 4.1%, 3.8%, 9.3%.

’ For example, properly measured, consumption would include the depreciation of assets, essentially the
consumption of fixed capital. Expenditure data usually fails to take account of such depreciation.

13
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FIGURE 5: Real Expenditures by Inceme Fifth, 200006
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Summarizing, whether we consider wages, income, or consumption, low and middle
income families have reaped few of the highly touted gains of the economy thus far in the
2000s. Real incomes are down, especially for minorities, and wages, apart from rising
benefit costs, have generally grown slowly, especially for men. As of 2006, poverty rates
were actually a percentage point higher than in 2000. Consumption growth was stagnant
among low-income households, and grew only moderately among middle-income
households, while posting strong gains for wealthy households. Inequality grew

particularly sharply through the mid-2000s, the latest years for which we have such data.
A new policy agenda is called for, one directed at reconnecting the living standards of
most families with the economy’s overall performance. In the final section of this

testimony, 1 suggest what the architecture of this policy framework might look like.

The Policies That Can Help Reconnect Growth and Prosperity
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These policies can be grouped into four categories, bargaining power, macro conditions,

safety nets, and investments in human and physical capital.

Bargaining Power: The inability of most workers’ to bargain for a greater share of the
value they’re adding to our economy is at the heart of the various gaps documented
above. Historically, a broad set of policies and norms, discussed compellingly in Levy
and Temin (2007), helped to lift workers’ ability to bargain, and were thus associated

with more broadly shared prosperity.

Many factors have eroded these institutions and norms. Global competition clearly has
strong upsides, as the increased supply of goods and capital has lowered prices and
interest rates. But this same increased supply has hurt the bargaining power of many
workers in this country, particularly those with less than a college education. Indeed,
recent trends in the offshoring of white collar work are reducing the bargaining power of
more highly educated workers as well: Table 2 reveals the relatively minor wage gains
among college-educated workers in the 2000s (up 2.5%; see also Blinder, 2007, and
Bernstein et al, 2007).

Unions play a key role in precisely this area. Research reviewed in Mishel et al (2007,
table 3.37) shows that the decline in union density explains one-fifth to one-half the
increase in male wage differentials over the past 25 years, and union wage premiums
remain highly significant, even after controlling for human capital and observable

characteristics.

The decline in unions is partly a mechanical function of the loss of jobs in unionized
industries, like manufacturing, but the more important explanation is the very unbalanced
playing field on which unions try to gain a foothold. In fact, Freeman (2007) argues that
slightly more than half of the non-union workforce would like some type of union
representation, a finding that is not particularly surprising given the wage and income

data shown above.
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The problem here is that the legal and institutional forces that have historically tried to
balance the power of anti-union employers and their proxies have significantly
deteriorated in recent decades, as described by Shaiken (2007). One legislative solution
is the Employee Free Choice Act (EFCA), a bill that helps to restore the right to organize
in the workplace. A central component of EFCA is so-called majority sign-up or “card-
check,” which gives the members of a workplace the ability to certify a union once a
majority sign authorizations in favor the union. The law also puts much needed teeth
back into labor law by ratcheting up the penalties for those who violate the rights of

workers trying to organize or negotiate a contract.

Macro-Economic Conditions: Full employment—a tight match between labor supply
and labor demand—is another important criterion for reducing the gap between overall
growth and living standards of working families. Historically, very low unemployment
rates have also been a key contributor to workers’ bargaining power, ensuring that
employers needed to bid compensation up to get and keep the workers they needed in

order to meet the demand for their goods and services.

We do not need to look back too far in time to corroborate such assertions. Most of the
data 1 discussed above did much better for middle and low wage workers over the latter
1990s, when the unemployment rate headed towards levels associated with full

employment, dipping below 4% in 2000. Overall poverty fell by 2.5 points, 1995-2000,

with decline among minorities that were more than twice that magnitude.

And such trends are not at all unique to the 1990s cycle: longer term analysis confirms
the result. For many of the years over the period 1949-73, the unemployment rate was
actually below the so-called NAIRU: the lowest unemployment rate considered to be
consistent with stable prices.® Recall from Table |, however, that this was the period
when real median family income grew in step with the overall economy. Conversely,

over the post-73 period, the labor market was often slack, as unemployment was higher

¥ NAIRU is an acronym for non-accelerating rate of unemployment. These findings are described in
Bernstein (2007a).
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than the rate associated with full employment. As has been shown, middle-incomes grew

much more slowly over these years and inequality increased.

Of course, the conventional response would be that inflation must have grown more
quickly over the earlier period, when job markets were especially tight but, in fact, the
opposite is true. Even controlling for the steep inflation of the latter 1970s, inflation
actually grew more slowly when the job market was “tight than recommended,” at least
based on the NAIRU criterion. We relearned this lesson in the latter 1990s, also a period
of decelerating price growth, even while the unemployment rate was headed for 30-year

lows.

The policy levers here, at least in normal times, i.e., outside of recessions, rest mainly
with the Federal Reserve, but Congress can also play an important role which 1 discuss

below under the rubric of investment policy.

Safety Nets: Historically, working families in our country have depended on employers
to provide health care and pensions, but it is not an exaggeration to observe that this
system of employer-based coverage is slowly unraveling. A slow but undeniable shift is
occurring, as the economic risks associated with illness and aging out of the workforce
are shifting from employers to workers. This shift is not simply affecting the least skilled
workers, but, as Gould (2007) shows in the area of employer-based health coverage, it is
reaching workers at all wage and skill levels. In the area of pensions, the shift from
defined benefits (a guaranteed pension) to defined contribution has been at the heart of

the process of shifting risks from firms to workers,

The presidential campaigns have brought this issue to the fore, particularly regarding
reform of our health care system. Such reform is especially urgent given the realization
that the rate of increase in health spending in both the public and private sector is
unsustainable. Similarly, the lack of savings preparedness among many persons
approaching retirement (see Weller and Wolfe, 2005) and the shift from guaranteed

pension underscores the need for pension reform as well.
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It is beyond my scope here to review these plans. 1 refer interested parties to EPI’s
Agenda for Shared Propserity, an initiative by our institute to elaborate in some detail the
best plans for meeting these challenges. 1 raise these issues in the context of this
testimony for one simple reason: health and pension coverage mean the difference
between a good job and a bad one. As ongoing technological change, globalization, and
the lost bargaining power of many in the workforce have led to trends documented above,
employers have been in the process of backing off their historical commitments to their
workforce in many ways, including these types of coverage. And of course, the least

advantaged workers rarely had such coverage to lose in the first place.

The inequality data along with information on profitability reveal that it is not for lack of
resources that firms have been cutting back on health and pension coverage, although
rising health costs can and should also be viewed as a competitiveness issue. Instead, it is
yet another symptom of the unbalanced nature of growth in the current economy, as

wealth flows upwards and risks flow down.

As these policy debates unfold, | urge the committee to view the issue of health care and
pension reform as one that is intimately related to the findings regarding incomes, wages,
and inequality in the first section of my testimony. By helping to provide workers with
access to health care and pensions, we take a huge step towards improving job quality

and blocking the ongoing risk shift.

Finally, our nation’s Unemployment Insurance system is also in need of reform and
modernization. In the short term, extended Ul benefits are an important component of a
stimulus package, providing a necessary safety net for the long-term unemployed as well
as a much larger bang-for-the-buck than most other forms of stimulus, including tax

rebates.

Over the longer term, our Ul system needs to be updated to reflect changes in the
structure of work and the demography of the workforce. The Unemployment Insurance

Modernization Act, already passed by this chamber, would make such changes, including
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providing benefits to both part-time workers and those who leave their jobs for
compelling family reasons. The bill also accounts for shorter job tenures by considering

a worker's most recent work history when determining eligibility for Ul benefits.

Investments in Human and Physical Capital: The emphasis in this section thus far has
been more towards creating good jobs than on improving the skills of workers. That
“demand-side” emphasis is important, because 70% of the workforce is non-college
educated, and we must have a strategy for improving the quality of all jobs, not just those
for workers with high levels of education. Similarly, regardless of skill levels, all

workers will benefit from more effective and efficient safety nets.

But it’s also critical to invest in the skills of the workforce of both today and tomorrow.
Unfortunately, our budgetary priorities have been moving in the opposite direction, as
federal budgets over the past few decades have shortchanged training programs.
Eisenbrey (2007), for example, shows that Federal investment in employment services
and training is down about $1 billion in real terms since 1986 (from about $6 to $5
billion, 2006 dollars) even while the workforce has grown in size considerably over those
years. The result is a decline in the budget for worker training and services from $63 to
$35 per worker, in 2006 dollars.

According to the Coalition for Human Needs (2008) analysis of Congressional
appropriations for a number of training programs, real declines have occurred in a
number of job training programs between FY05 and FY08. Spending on both adult (-
12%) and youth training (-14%) through the Workforce Investment Act are down, as are

dislocated worker training (-9%) and adult basic education (-12%).

As Savner and Bernstein (2004) discuss, one reason this disinvestment is misguided is
that recent initiatives in worker training have shown considerable promise relative to
earlier, less effective approaches. Our analysis was partly motivated by the evident
limitations of work-first policies, i.e., programs that placed workers in jobs with little

attention to job quality or career opportunities. In reaction, there has been a growing
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emphasis on programs designed to help job seekers prepare for good jobs and advance to

careers. As we wrote:

“This new generation of programs shares several key elements. First, they're grounded in
extensive knowledge of the local labor market, focusing on occupations and industries
that offer the best opportunities for advancement. Second, they help workers access
education and training at community colleges, community-based training programs, and
unjon-sponsored programs that work with employers to design curricula based on the
skills that employers actually need. And third, they provide access to remedial services -
often referred to as “bridge™ programs -- so that people who have weak basic skills can

prepare for postsecondary-level programs.”

Savner and 1 also recognized that even the best training programs will not work when the
jobs aren’t there. There will always be disadvantage localities beyond the reach of even
the strongest macroeconomic booms, and neither full employment in the rest of the
economy nor the most integrated training program will help. In these cases, we advocate
the creation of public-service jobs to keep people gainfully employed, drawing on the
successful experience of transitional jobs programs that have sprung up around the
country using public funds to create work for people struggling to get a foothold in the

labor market.

In the current economic context, with a recession probably either underway or soon to be
so, there has been considerable discussion of investment in public infrastructure as a
component of a stimulus plan. Though the plan agreed upon by Congress and the White
House did not include such investment, | strongly believe it is an important topic for

Congress to consider, and not simply in the context of recession.

Four facts motivate this contention. First, American households are highly leveraged,
and may well be poised for a period of enhanced savings and diminished consumption.
In this context, public investment should be viewed as an important source of labor

demand. Second, there are deep needs for productivity-enhancing investments in public
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goods that will not be not made by any private entities. who by definition cannot capture
the returns on public investments in roads, bridges, waste systems, water systems,

schools, libraries, parks, etc. Three, climate change heightens the urgency to make these
investments with an eye towards the reduction of greenhouse gases and the conservation

of €NeErgy resources.

Fourth, our job market appears to be weakening considerably. Though these figures may
undergo positive revision, payrolls contracted last month for the first time in over four
years. The rate of job growth has slowed considerably, from 2% per year in early 2006
down to less than 1% over the past few months. The unemployment rate, though still low

in historical terms, has been inching up in recent months.

One area of particularly significant job loss has been in construction. Jobs in residential

building and contracting are down 244,000 over the past year, and when we include other
jobs related to housing, such as real estate, we find a decline in almost half-a-million jobs
since the peak of April 2006. In other words, there exists considerable labor market slack

that will certainly deepen if the economy is in or near recession.

In this regard, infrastructure investment serves a dual role of deepening on investments in
pubic capital while creating good jobs for workers that might otherwise by un- or

underemployed.

Most recently, EPT economists have carefully documented infrastructure needs in the
context of the stimulus debate (Mishel et al, 2007). The following are examples of the
infrastructure needs identified by these researchers:

e There are 772 communities in 33 states with a total of 9,471 identified combined
sewer overflow problems, releasing approximately 850 billion gallons of raw or
partially treated sewage annually. In addition, the Environmental Protection
Agency (EPA) estimates that between 23,000 and 75,000 sanitary sewer
overflows occur each year in the United States, releasing between three to 10

billion gallons of sewage per year.
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According to a survey by the National Association of Clean Water Agencies,
communities throughout the nation have more than $4 billion of wastewater
treatment projects that are ready to go to construction, if funding is made
available. Funds can be distributed immediately through the Safe Drinking Water
and Clean Water State Revolving Funds and designated for repair and
construction projects that can begin within 90 days.

The National Center for Education Statistics (NCES) put the average age of the
main instructional public school building at 40 years. Estimates by EPI find that
the United States should be spending approximately an [additional] $17 billion
per year on public school facility maintenance and repair to catch up with and
maintain its K-12 public education infrastructure repairs.

According to a 1999 survey, 76% of all schools reported that they had deferred
maintenance of their buildings and needed additional funding to bring them up to
standard. The total deferred maintenance exceeded $100 billion, an estimate in
line with earlier findings by the Government Accounting Office (GAO). In just
New York City alone, officials have identified $1.7 billion of deferred
maintenance projects on 800 city school buildings.

The U.S. Department of Transportation has identified more than 6,000 high-
priority, structurally deficient bridges in the National Highway System that need
to be replaced, at a total cost of about $30 billion. A relatively small acceleration
of existing plans to address this need—appropriating $5 billion to replace the
worst of these dangerous bridges—could employ 70,000 construction workers,
stimulate demand for steel and other materials, and boost local economies across
the nation.

The House Committee on Transportation and Infrastructure has identified more
than $70 billion in construction projects that could begin soon after being funded.
An effective short-term stimulus plan could include $16 billion directed at
projects for roads, rails, ports, and aviation; only projects that can begin within

three months would be considered.
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Finally, while I have discussed these infrastructure needs in the context of recession and
stimulus, it is important to recognize that a) these are all necessary and productivity-
enhancing investments that should be made regardless of the state of business cycle, and
b) recent history suggest that it is a mistake to think that labor market slack will no longer

be a problem when the recession officially ends.

This last point deserves a bit of elaboration. Much of the current recession/stimulus
debate has stressed that recent recessions—the ones in 1990-91 and 200 1—were both
mild and short-lived, and perhaps the next recession will follow the same pattern. 1t is
critical to recognize that these claims are based solely on real output growth, and not on
job market conditions, The allegedly mild 2001 recession, wherein real GDP barely
contracted, was followed by the longest “jobless recovery” on record. Though real GDP
grew, payrolls shed another net 1.1 million jobs. The unemployment rate rose for another
19 months and for just under two years for African-Americans. The pattern was similar,

though not quite as deep, after the early 1990s recession.

Part of the explanation for this disjuncture has to do with the way recessions are officially
dated by the committee at the National Bureau of Economic Research, as they have
apparently given less weight to the job market and greater weight to output growth. But
policy makers are likely to give greater consideration to working families whose
employment and income opportunities are significantly weakened as unemployment rises
and job growth contracts. Thus, from a stimulus perspective, the investments I stress will

likely be relevant after the recession is officially ended.

Conclusion

Clearly, this is an ambitious program, and legislators may well ask where they might be
expected to find the resources to fund these investments, especially given current and
especially future budget constraints. This tough question is beyond the scope of this
testimony, but | will stress that our nation has found the resources for what many view, at

least at this point in time, as a much less productive investment: the war in Iraq. Basic
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economics reminds us that the opportunity cost of that conflict is not simply the hundreds
of billions we have sacrificed thus far, much of which is borrowed from future
generations. We must also consider the costs of forgoing the productive investments, the
good jobs, and the opportunities for our citizens to achieve greater levels of learning and
training. In each case, the quality of life of working families is diminished when public

officials ignore or downplay these steep opportunity costs.

A similar argument could be made about the tax cuts that have largely benefited those at
the high end of the income scale. As the data in this testimony reveal, pretax outcomes
have become more highly unequal over the past few decades, and there is no obvious
reason to exacerbate this with regressive tax changes. On the other hand, | have provided
what many see as a compelling list of investments that our country and its citizens sorely

need.

During the current election season, a central thematic among some of the candidates has
been a call for a change in direction. Polling data repeatedly reinforce this notion that
most citizens view our country to be on “the wrong track.” Of course, an unpopular war
looms large in this result, but those same polls have most recently stressed the role of the
economy in these negative assessments. While economists still quibble as to whether a
recession is underway, majorities of the public have believed this to be the case for at
least six months. And given the evidence presented above, this should not surprise

anyone.

In this light, reconnecting growth and living standards has to be at the heart of our
political agenda in coming years. The agenda [ have outlined today—full employment,
universal health and pension coverage, freedom to organize, and investment in human
and physical capital—is but one set of ideas designed to move our politics and ultimately,
our economy back towards the values so clearly articulated in Chairman Obey’s
biography, an economy where every hard working family is “able to fully share in the

bounty of America.”
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Mr. OBEY. Thank you very much.

We are going to have to recess for a few minutes. I understand
that we have a vote on the floor, and we may have a series of votes
intermittently throughout the day. So it is just another contribu-
tion to the orderly consideration of issues in the Congress.

We will be back as soon as we can.

[Recess.]

Mr. OBEY. Well, I am told that we will have another one of these
protest votes around 11:15. So why don’t we proceed and maybe we
can get both of your statements in before we have another one of
these little sidetracking efforts?

Mr. Greenstein, why don’t you go ahead?

Mr. GREENSTEIN. Well, thank you, Mr. Chairman.

As you know, income inequality has widened significantly in re-
cent decades. I just want to take a minute and review a few key
figures from one of the best data sources we have on this, the Con-
gressional Budget Office data which cover the period from 1979
through 2005.

Now the CBO data show that during this period the average an-
nual after tax income of the top 1 percent of Americans, after ad-
justing for inflation, more than tripled, rising 228 percent.

By contrast, the average after tax income of the middle fifth of
the population rose a modest 21 percent, which looks particularly
modest when you recognize that this is over a 26-year period, and
the average income of the bottom 20 percent of the population,
CBO found, was only 6 percent.

Or, if you put this in dollar terms, the CBO data show that the
average after tax income of the top 1 percent rose by $745,000 a
year from $326,000 a year in 1979 to nearly $1.1 million a year in
2005.

Mr. OBEY. One point what?

Mr. GREENSTEIN. $1.07 million in 2005. These figures are all ad-
justed for inflation and in 2005 dollars.

Meanwhile, in the middle, the increase was $8,700, and they
ended up at $50,200 in 2005. For the bottom 20 percent, the in-
crease over this 26-year period was all of $900, and their average
annual after tax income in 2005 was $15,300.

Now this long term trend shows no signs of abating. If you look
at the CBO data for the most recent year for which the data are
available, 2004 to 2005, you find that real after tax income jumped
an average of $180,000 per household for the top 1 percent in this
year while rising $400 for the average middle income household
and $200 for the average household in the bottom fifth.

Other research shows that nearly half of the income gain in the
Nation in 2005 went to the top 1 percent and that the concentra-
tion of income at the top of the income scale appears to be greater
now than at any time since 1929.

Now this growing inequality has created concern across the polit-
ical spectrum. Among those who have voiced strong concern about
it in recent years are former Fed Chair Alan Greenspan and cur-
rent Fed Chair Ben Bernanke. They and others, such as former
Treasury Secretary Larry Summers, have also talked about some
of the connections between inequality and areas where increased
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investments are needed to improve the competitiveness of the
workforce and, therefore, the economy.

I would like to talk just for a minute about this connection be-
tween inequality, the workforce and competitiveness, and domestic
discretionary programs.

So both Bernanke and Summers have emphasized the need for
increased investment.

Summers noted that to boost productivity, we need increased in-
vestment in education infrastructure and R&D, and he noted noth-
ing is more important to our prosperity than the quality of the
labor force. “A growing body of evidence suggests that preschool
education has an enormous rate of return, particularly for children
from a disadvantaged background, and funding for these programs
should be a high priority.”

He also talked about transportation and other infrastructure
areas where investment has been inadequate.

In Chairman Bernanke’s speech last year, he too called for “poli-
cies that boost our national investment in education and training.”
Bernanke noted that a substantial body of research demonstrates
that investments in education and training pay high rates of return
and that early childhood programs can also pay high returns in
terms of subsequent educational attainment and lower rates of so-
cial problems.

This is underscored by recent path-breaking research by a team
of researchers from the University of Chicago, Northwestern and
Harvard who estimated that eliminating poverty among children
under five would substantially boost annual work hours and earn-
ings among those children when they grew up.

As you know, although the children of today are the workers of
tomorrow, the United States has a higher level of child poverty
than that of most other western industrialized nations.

This takes me to some particular issues related to the Appropria-
tions Committee where 1 think all of these issues come together.
I will just mention three of these in the interest of time.

First is early education and childcare initiatives as I just noted.
Research has shown that quality early education can result in
marked improvements in school readiness and success in elemen-
tary school. Research has also shown that childcare subsidy pro-
grams have significant impact on parents’ employment rates and
earning.

But despite this evidence, Federal investment here has been fall-
ing. Head Start funding in 2008, for example, is 11 percent below
the 2002 level, adjusting for inflation. Childcare funding 2008 is 17
percent below the 2002 level, adjusting for inflation.

A secondary, I will briefly mention, involves housing vouchers
which enable poor families to move to where there are more job op-
portunities and better schools. A number of studies have docu-
mented positive effects, especially for children, when families use
vouchers to relocate to lower poverty areas.

But, for example, the President’s new budget falls $1.3 billion
short of simply maintaining the current vouchers in use and has
shortfalls in other low income housing areas as well.

The third and final area I will make is financial assistance to en-
able low income students to attend college. This is an area where
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the Nation is not performing adequately, and the inadequate per-
formance both limits future gains in productivity and growth and
contributes to inequality.

A study by the Department of Education that looked at the pe-
riod 2003 to 2004 found that among students from families below
$20,000 87 percent of community college students had unmet needs
that averaged $4,500 per student, 80 percent of students in that in-
come bracket who were in four-year colleges had unmet needs aver-
aging $6,000 a year. Many low income students facing such gaps
drop out before completing college or are deterred from enrolling in
the first place.

Last year’s student aid legislation is not going to make that large
a dent in this. If you look at it, that legislation increases Pell
Grants in increments through 2012-2013, but the level the max-
imum Pell Grant would reach 2012-2013 is only $250 above the
2003-2004 level that the Department of Education study found left
such big gaps.

That is only $250 over it after adjusting for general inflation, and
it is actually below the 2003—2004 level if you adjust for increasing
tuition and fee charges which have been rising faster than infla-
tion.

To me, the growth in the financial aid gap for low income stu-
dents at a time when inequality is widening due to a variety of
forces in the private economy is an emblem of how Government
policies are not responding adequately here either in terms of the
economy’s need for highly productive workers in future decades or
in terms of the need to lean against the trend towards greater in-
equality.

In recent years, policy-makers have increased financial aid for
students from affluent families, who would attend college anyway,
through such means as the creation of 529 plans in the tax code
but have allowed financial aid for low income students to erode sig-
nificantly in relation to tuition and fee charges which is increasing
barriers that the lower income students face in obtaining higher
education at a time when we should be reducing those barriers.

Now I understand the concerns about the broader budgetary pic-
ture and future deficits, and our center has written frequently
about the need for tough choices in the areas of healthcare reve-
nues and social security, but domestic discretionary programs have
not been the cause of the return of deficits and they are not the
cause of the large projected deficits in the future.

They have been falling for 30 years as a share of GDP. For non-
defense discretionary, it was 5.2 percent of GDP in 1980. It is 3.7
percent today. Under the CBO baseline, it falls to 2.8 percent by
2018.

The bottom line here, I think, is that we need to make some very
tough choices in the coming years in various parts of the budget,
but we really cannot afford not to make investments that would
both keep the United States more competitive in the international
economy in future decades and boost the opportunities, to use Mr.
Walsh’s term at the start of the hearing, boost the opportunities for
lower income children and families to get ahead and to lean
against this widening income inequality that I believe ultimately
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poses some dangers both for the economy and for the Nation’s polit-
ical and social fabric.

Thank you.

[The information follows:]
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TESTIMONY OF ROBERT GREENSTEIN
Executive Director
Center on Budget and Policy Priorities
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Subcommittee on Labor, Health and Human Services, Education, and Related Agencies
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February 13, 2008

I am Robert Greenstein, executive director of the Center on Budget and Policy Priorities. The
Center is an independent, nonprofit policy institute that conducts research and analysis on a range of
federal and state policy issues, with particular emphasis on fiscal policies and policies affecting low-
and moderate-income families. We receive no government grants or contracts and are funded by
foundations and individual donors.

My testimony today will focus on three areas: 1) trends in funding for domestic discretionary
progratns and how this part of the budget is affecting the short-term and long-term budget outlook;
2) the President’s budget proposals with regard to this part of the budget; and 3) how broader
national and global forces and the trend toward widening income inequality are likely to affect needs
for non-defense discretionary funding in the years ahead.

1. Domestic Discretionary Funding Trends and their Impact on the Budget

In some quarters, there is misunderstanding of recent trends in funding for domestic discretionary
progtams. Some people believe that funding for these programs has exploded since 2001 and been
a key factor driving the federal budget from surpluses at the start of the decade to the deficits we
face today. The facts do not support this view.

There has been — and continues to be — a long-term decline in expenditures for non-defense
discretonary programs both as a share of the economy and as a share of the budget. Expenditures
for non-defense discretionary programs (including international affairs and homeland security)
equaled 5.2 percent of the Gross Domestic Product in 1980; they amount to 3.7 percent of GDP
today, and under the Congtessional Budget Office baseline, will decline to 2.8 percent of GDP by
2018,

Similarly, these programs accounted for 24 percent of the budget in 1980, make up 18.2 percent
of the budget today, and will constitute about 14.7 percent of the budget by 2018 under the budget
baseline.

Changes Since 2001

Some people argue that whatever the longer-term trend, approptiations for discretionary
programs unrelated to national security have mushroomed since the start of 2001 and have helped
fuel the return of deficits. This perception reflects, in part, the fact that significant increases in
domestic appropriations were enacted in 2001, when policymakers believed we would be running
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large budget surpluses for the indefinite future and sought to address perceived needs to invest more
in education, biomedical research, and other areas.

In the six-year period since deficits have returned, however — i.e., from fiscal year 2002 to fiscal
year 2008 — funding for domestic discretionary programs outside homeland security has increased
only modestly in real terms and actually has fallen in real per-capita terms and as a share of the
economy.

« Total funding for domestic discretionary programs outside homeland security 1s 5.4 percent
greater in fiscal year 2008 than in fiscal year 2001, after adjustment for inflation and population
growth (Le., in real per capita terms). This is an average annual rate of growth of seven-tenths
of one percent.'

» When policymakers wrote the fiscal year 2002 appropriations bills in summer of 2001, the
budget appeared to be awash in surpluses, and significant increases were provided for many
discretionary programs. After deficits returned as a result of a combination of factors, that
growth first slowed and then began to be reversed, with overall funding for domestic

discretionary programs

outside homeland security Figure 1
i’xsg;: :g::::afuﬁsfe}”f Funding for Domestic Discretionary Programs Is
one compares the overall Lower As a Share of the Economy Than in 2001
funding level for domestic Domestic Discretionary Funding
discretionary programs Outside Homeland Security as a Share of GDP
outside homeland secutity in 4.0%
fiscal year 2002 to the levels 3.5% -
for fiscal year 2008, one 3.0% 1
finds a decine of 2.6 percent 2.5%
in real per capita terms over 2.0%
the six-year period.’ 1.5%
1.0% -
» Figure 1 shows that,as a 0.5%
shar§ of the economy, 0.0%
funding for domestic 2001 2002 2003 2004 2005 2006 2007 2008
discretionary programs )
Source: CBPP calculations based on C80 data. Figures include emergency and supplemental funding.

! f one adjusts only for inflation and not for population growth as well, the increase from 2001 to 2008 equals 12.5
percent, for an annual average growth rate of 1.7 percent.

2 Funding data are from the Office of Management and Budget, Historica/ Tabls, February 2008, and include amounts
designated as "emergency funding." These data are adjusted in two ways. First, the amount of obligations specified in
appropriations bills for program funded by the highway and aviation trust funds are counted as discretionary funding,
Second, the officially scored levels of budget authority in a few areas are adjusted to avoid serious distortions as a result
of timing anomalies. For example, changes that Congress has made over time in how it provides advance appropriations
for various education and training programs will distort comparisons of funding levels for different fiscal years, unless an
appropriate adjustment is made to ensure that one is comparing “apples o apples” rather than “apples to oranges.” To
address this problem, we treat all such advance approprations on a “program year” basis, so that valid compassons can
be made across fiscal years. For more information on these and other adjustments, see the appendix to Richard Kogan,
The Omnibus Appropriations ct, Center on Budget and Policy Priorities, February 1, 2004,

3 Adjusting only for inflation, there has been an increase of 3 percent over the six-year period,
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outside homeland security has unquestionably declined, falling from 3.31 percent of GDP in
2001 and 3.56 percent of GIP 10 2002 to 3.15 percent of GIP in 2008, which is one of the
lowest levels in at least half a century.

The Shift from Surpluses to Deficits

Another way to assess these trends is to consider the causes of the shift from the surpluses that
the Congressional Budger Office forecast at the start of 2001 to the deficits we have actually
experienced, At the start of the decade, CBO forecast sizeable surpluses for each of the next ten
years. Instead, the government has ended up running significant deficits. What caused the
turnabout?

CBO data indicate that pooret-than-expected economic performance (inclading the effects of the
recession that hit in 2001) and rechnical estimating errors accounted for about 31 percent of the
budgetary deterforation that occurred in the 2002-2007 period (ie., 31 percent of the difference
between the surplases forecast for those years at the start of 2001 and the deficits that actually
resulted). The other 69 percent of the deterforation, however, was the consequence of spending
increases and tax cuts that Congress passed and the President signed.

The CBO data allow us to determine the particular types of kegislation responsible for the fiscal
deterioration that was caused by legislative action. As Figure 2 indicates, nearly half of this
deterioration resulted from tax cuts. A bittle more than one-third resulted from increases in what the
Administration terms security-related spending (Le., defense, homeland security, Trag, Afghanistan,
other anti-terrorism expenses, and international affairs). A smaller portion — one-tenth of the
detetioration —- resulted from entitlement expansions, Note that only seven percent of the
deterioration resulted from increases in domestic discretionary spending above the 2001 levels
adjusted for nflation.

Futthermore, the share of the fiscal
deterioration attributable to domestic
discretionary programs will shrink .
below 7 percent in the years ahead. Cost, 2001‘2007, of Legis‘atlon
The discretionary spending levels in Enacted Since janua’ry 2001
2007 include spending related to
Husricane Katrina, which will
eventually diminish. In addinon, the
portion of the deterioration that is

Figure 2

Tax Cuts

Defense, Homeland
Security and

due to the prescription drug international
legislation enacted in 2003 will rise in )

the years ahead, causing the shares : Entitlements
attributable to other factors to Domestic
become somewhat smaller. In short, Discretionary

{except Homeland

as these data indicate, domestic y
Security)

appropriations have been a bit player
at best in the budgetary deterioration
of this decade.

Soures: CBPP caiculations based on Congressional Budiget Offive data
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The Nation’s Long-Term Fiscal Problems

The more important budgetary questions relate to the difficult decades that lie ahead. Levels of
deficit and debt are projected that are unprecedented in the nation’s history.

Last year, the Center on Budget and Policy Priorities released projections of what the fiscal
landscape will look like through 2050 if we remain on our current policy course — 1.e., if the tax cuts
of recent years are made permanent, no changes are made in Medicare or Social Security, relief from
the Alternative Mimmum Tax is continued, etc. The results are extremely disquieting. Deficits,
which currently are below 3 percent of GDP, are projected to reach 20 percent of GDP by 2050,
and the federal debt (now about 37 percent of GDP) is projected to spiral to more than 200 percent
of GDP by 2050. (Our projections are based heavily on CBO estimates and are in line with the
long-term projections previously issued by CBO, GAQ, and others.)

We also examined the causes of this projected fiscal collapse. The findings are clear: the fiscal
deterioration projected over the next half century is due entirely to three factors: increases in health
care costs throughout the U.S. health care system that will drive up both private-sector health care
costs and Medicare and Medicaid costs; the aging of the population, which will raise the costs of
Social Security, as well as Medicare and Medicaid costs; and the costs of extending the tax cuts
without offsetting their costs. Noze of the long-term deterioration of the budget that is projected
through 2050 ts attributable to discretionary programs — for the basic reason that spending on
discretionary programs has been shrinking as a share of GDP for more than 30 years, and the CBO
baseline projects it will continue to do so in the years ahead. If discretionary spending falls as a share
of GDP, it cannot cause overall federal spending, deficits, and debt to rise as a share of GDP.

In addition, with domestic discretionary spending projected by CBO to equal only one-seventh of
the federal budget by 2018, there simply are not large savings to be had here, unless policymakers
wish to make increasingly draconian cuts in this part of the budget.

The bottom line is that domestic discretionary spending has had little to do with the return of
deficits in recent years and has virtually nothing to do with the projected deterioration of the budget
outlook in coming decades. In terms of addressing the nation’s very serious long-term fiscal
problems, domestic discretionary programs are essentially a sideshow. Major progress in addressing
the grim long-term budget outlook will not be made unul policymakers institute major, system-wide
health care reforms that materially slow projected rates of growth in Medicare and Medicaid costs,
raise more revenues, and close the Socal Security shortfall.

il. The Proposais in the President’'s Budget

The President’s new budget is not gentle to domestic discretionary programs. The President’s
budget essentially has four major elements:

» It would make the 2001 and 2003 tax cuts permanent at a cost the budget shows at $2.2 trillion
over ten years. (The actual cost is higher, because the budget assumes that the Alternative
Minimum Tax will mushroom, affect close to 40 million taxpayers by 2012, cancel out a
substantial portion of the tax cuts for many taxpayers, and thereby lower — on paper — the
cost of making the 2001 and 2003 tax cuts permanent.)
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« The budget includes new funding for operations in Iraq and Afghanistan in 2008 and 2009, as
well as substantial increases in 2009 for defense costs not related to the Global War on
Terrorism. By 2009, defense funding unrelated to Iraq, Afghanistan, and the Global War on
Terror would be 40 percent — or $150 billion — higher than in 2001, after adjusting for
inflation. Smaller increases are included in the international area.

The budget includes almost $§230 billion in reductions over five years in projected entitlement
costs, the majority of which would come from Medicare.

.

-

The budget includes reductions in funding for domestic discretionary programs of as much as
$160 billion over five years — that is, over the next five years, funding for these programs
would be set a cumulative total of roughly $160 billion below the 2008 level, adjusted for
inflation.”

There has been some confusion about the effect of the President’s budget on domestic
discretionary programs in 2009, as a result of a statement included in the President’s budget that the
budget would increase “non-security” discretionary funding by three-tenths of one percent. For
several reasons, this figure is somewhat misleading. First, the group of programs that OMB said
would increase by 0.3 percent includes some defense programs, such as the Department of Energy’s
nuclear weapons programs. Second, the figure was derived by exvluding some veterans’ and border
security funding from the 2008 level, while 7nc/uding the continuation of such funding in the level
reflecting the President’s request for 2009. This makes the 2008 level look artificially low and causes
the President’s 2009 request to appear to be an increase. Finally, in making the 0.3 percent
computation, OMB did not adjust the 2008 levels for inflation.

When these matters are corrected, the result 1s that the Administration’s overall funding level for
domestic discretionary programs (other than homeland security) in 2009 would be $20.5 billion —
or 4.6 percent — below the 2008 level adjusted for inflation.”

The domestic discretionary cuts proposed in 2009 include the following:

« In the poverty area, funding for the Low Income Home Energy Assistance Program (LIHEAP)
would be cut $570 million or 22 percent. (This is the reduction before adjusting for changes in
encrgy prices.) This would require cutting more than 1 million low-income families and elderly
people off the program entirely, shrinking the average amount of assistance provided to poor
families by 22 percent, or some combination of the two. The funding level that the President
proposes for LIHEAP in 2009 — $2.0 billion — is identical to the program’s funding level in
2001, even though home energy prices are now 65 percent higher than in 2001.

+ The budget would freeze funding for child care assistance for low-income families for the
seventh consecutive year. After adjusting for inflation, child care funding in 2008 already is

# The $160 billion decline is for domestic discretionary programs as a whole, /nc/uding homeland security programs
{except for homeland secunity programs classified as part of the defense budget). If homeland secunity programs are
excluded, the five-year decline exceeds $160 billion.

* Before adjustment for inflation, the drop is $10.6 billion, or 2.3 percent. It should be noted that the President’s budget
also proposes that the fiscal year 2009 appropriations bills include $6.4 billion tn non-controversial mandatory savings.
If those savings are accepted, then domestic discretionary programs outside homeland security would have to be cut
$14.1 billion in 2009, after adjusting for inflation, rather than $20.5 billion.
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almost 17 percent below the 2002 level. (Between 2002 and 2006, the last year for which these
data are available, the number of low-income children under age five grew by more than 8
percent.(’) According to the Administration’s own data, 200,000 fewer children in low-income
families would receive federal child care assistance in 2009 under the President’s proposed
levels for discretionary and mandatory child care funding streams than recetved such assistance
in 2007.

-

The budget reduces or freezes funding for a number of other low-income assistance programs,
as well. For example, because of cuts in the Section 8 housing voucher program, the nation’s
largest low-income rental assistance program, at least 100,000 fewer low-income households
would receive voucher assistance. The budget falls approximately $1.3 billion short of the
amount need to renew the vouchers in use.

.

The budget would cut funding for the Centers for Disease Control and Prevention by §433
million, even before adjustng for inflation. These reductions include sharp cuts in funding for
detection and control of infectious diseases and preventive health services.

The budget would reduce funding for the Environmental Protection Agency by $330 million,
before adjusting for inflation. EPA funding in 2009 would fall more than $1 billion below the
2004 level (and $700 million below the 2001 level), before adjusting for inflation.

» While the budget would expand some education programs, it would cut others, and its total
funding for K-12 education would, at best, simply keep pace with inflation. Although resources
for K-12 education were increased in the years immediately following enactment of the No
Child Left Behind law, funding has eroded since then. Overall funding for K-12 education in
2008 is 9 percent below its 2004 level, after adjusting for inflation.

+ Finally, the budget would cut overall discretionary program grants to states and local
governments in 2009 by $15.1 billion, or 9 percent, even before adjusting for inflation — and
by $19.1 billion, or 11 percent, after inflation 1s taken into account. For example, grants to
states and cities for homeland security, law enforcement, and firefighters and other first
responders would be cut by $1.5 billion, or 45 percent, even before adjusung for inflation. Cuts
such as these would force states to institute even larger program cuts or tax increases than
otherwise will be needed to close the budget gaps now emerging in states across the country as
a result of the economic downturn. Unlike the federal government, states must balance their
budgets, even during economic downturns, when revenues slow or contract.

In short, the cuts proposed in domestic discretionary programs ate substantial and would affect a
number of important services. The cuts would affect many disadvantaged children, parents, and
seniors of limited means and would squeeze state and local governments. One of the combined
effects of these program reductions and the tax cuts the budget proposes would be to further widen
inequality.

Discretionaty Program Cuts, Tax Cuts, and Medicare Savings

Before concluding the part of my testimony that focuses on the President’s budget, I would like to
offer a few observations about the Administration’s budget as a whole. For the pain that the $20.5

6 “Low-income” here refers to children whose families have incomes below twice the poverty line.
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bilhon in proposed domestic discretionary reductons in 2009 — and the roughly $160 bithon in
proposed reductions over five years — would cause, the savings would be modest, especially
compared with the cost of the tax cuts. Making the tax cuts permanent would cost $2.2 uillion over
the next ten years under OMB estmares (and §3.1 eillion if one uses CBO estimates of the cost of
the tax cuts and takes o account the cost of the portion of continued AMT relief that would
simply prevent the AMT from canceling out part of the President’s tax cuts).

Based on cost estimates from CBO and estimates of the distribution of the tax cuts by the Urban
Institate-Brookings Tax Policy Center, the top 1 percent of houscholds {carrently those with
incomes above $450,000) will recetve a wotal of §7.7 frillion i ta> she next tenyears if the tax
cuts and AMT relief are extended. The Tax Policy Center estimates that the average tax cut for
these households will be $67,000 a year by 2012; in today's dollars, this is more than the entire
annual income of the typical American houschold, Similarly, people with incomes of over $1 million
a year will receive more than $800 billion in tax cuts over the nexr ten years if the tx cuts are
extended, and their average tax cut will be $162,000 a year by 2012, according to the Tax Policy
Center.

These figures lead to a fow compatisons. Figure 3
In 2009, the cost of the tax cuts for people

L PO 3 ¢ Pri targe Cuts in Domestic
with incotmes over 31 million (the top 0.3 S N N

percent of househalds) will be §57 4 Frograms, But Tax Cuts for Millionalres Are Larger
This is moze than double the §20.5 billion the Tax Cuts and Spending Cuts, 2009

President’s budget would save in 2009
through all of the cuts it proposes in
domestic discretionary programs.

]
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education. Similarly, it exceeds the total
amount the federal government spends on veterans’ health care,

As these observation

s may indicate, T do not think that we can afford the full panoply of the
President’s tax proposals. | also believe we must begin to work on sy

temwide health-cate reform to

slow the rate of growth in health care costs in both the public and private sectors. Tt 1 in the tax
code and the health care system, along with Social Security, that tough decisions will have to be
made sooner or later.




If policymakers cannot make
progress m these arcas, then the fust
part of the budger to get squeezed
substantally as the long-term fiscal
picture darkens 1s likely to be domestic
discretionary programs. And to get big
savings out of the domestic
discretionary part of the budget, the
reductions would have to be severe.

Such reductions would threaten the
ability of the government to perform a
mamber of its most basic functions,
They also would prevent policymakers
from addressing Important unmet
needs, some of which are discussed
later in this testimony.

i, Widening Inequality
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Figure 4

Cost of Tax Cuts for the Households with Incomes Over
$1 Milllon Exceeds Spending on High-Priority Programs
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There is little question that income inequality has widened significantly in recent decades.
Congressional Budger Office data, which cover the period from 1979 to 2005, show the following.

« The average annual after-tax mcome of the top 1 percent of Americans more than tripled
berween 1979 and 2005 -— sising from $§326,000 year to $1.07 million a year, an ingrease of
$745,000 per houschold, or 228 percent, (This and all other income figures cited here have
been adjusted for inflation by CBO and are presented in 2005 dollags)

In contrast, the average after-tax income of the middle fifth of the population rose a modest

$8,700 — or 21 percent — over this 26-year period. It stood at $50,200 in 2005,

=

And the average income of the bottom 20 percent rose just $900 — or 6 pereent —— over this
26G-year period and stood at $15,300 in 2005.

Looked at another way, the share of the national incore going to the top 1 percent of

households doubled, while the share going to the bottom four-fifths of households declined.

Another way to lustrate what has ocecurred is to note that in 1979, the average after-tax income
J k4 g

of households in the top 1 percent was

ipses the average after-tax meome of households in the

bottom fifth of the income scale. By 20085, the top 1 percent made 70 fimes as much, the widest such
gap on record. Similarly, in 2005, the average income of the top 1 percent in 2005 was 21 dmes that

of the middle fifth, another record.

This long-term trend shows no signs of abating. The CBO data show that just between 2004 and
2003, real after-tax income jumped by an average of §180,000 for households in the top 1 percent of
the income scale, while tising only $400 on average for middle-tncome households and $200 for
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low-income households. This $180,000 average gain for households in the top 1 percent in 2005
translated into about $180 billion in additional after-tax income for the top 1 percent,

Another principal source of data on this matter — the research findings of economists Thomas
Piketty and Emanuel Saez — show similar results. Piketty and Saez found that nearly half — 47
petcent — of the income gains in the nation in 2005 went to people in the top 1 percent. Their
research also indicates that the concentration of income at the top of the income scale is now greater
than at any time since 1929.

IV. Domestic Discretionary Funding Need in the Future

Various developments in the nation and the world, including the stunning increases in inequality,
are creating an imperative for increased resources for certain discretionary program areas. [ would
like to address developments and needs in four broad areas: 1) the need to make American workers
and businesses more competitive, and to do so in a way that leans against the trend toward greater
inequality, by improving the skills and prospects of less-fortunate Americans and by easing child
poverty; 2) addressing needs that will arise from the aging of the population; 3) meeting certain
global challenges; and 4} enabling the federal government to perform its basic functions adequately.
This is not intended to be an exhaustive list of areas where increased investment should be
considered.

1. Improving U.S. competitiveness and addressing growing income inequality and high
levels of poverty in the United States

In an increasingly global economy, there is growing concern about jobs and economic activity
shifting from the United States to other countries. There is also mounting concern over the increase
in income inequality over the past quarter century and the fact that many Americans are not sharing
in the gains of economic growth. Among those who have voiced strong concern about growing
inequality in recent years are former Federal Reserve Chair Alan Greenspan, current Fed Chair Ben
Bernanke, and President Bush in a speech on Wall Street in January 2007.

Both Chairman Bernanke (in a speech last year) and former Treasury Secretary Larry Summers (in
testimony last year before the Joint Economic Committee) have emphasized the need for increased
investments. To boost productivity, Summers has called for increased investment in education
(including early education), infrastructure, and research and development. He pointed to what he
termed a “remarkable” decline in federal support for basic research. He also observed that “nothing
is more important to our prosperity then the quality of the American labor force” and explained that
“A growing body of evidence suggests that pre-school education has an enormous rate of return,
particularly for children from a disadvantaged background, and funding for these kinds of programs
should be a high priotity.” Finally, he poiated to “key areas such as transportation and other
infrastructure facilities where investment has been grossly inadequate.”’

In Chairman Bernanke’s speech, he, too, called for “policies that boost our national investment in
education and training,” noting that “A substantial body of research demonstrates that investments
in education and training pay high rates of return both to individuals and to the society at large.”

7 Testimony of Lawrence H. Summers before the Joint Economic Committee, January 31, 2007.
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Like Summers, he added that recent research “has documented the high returns that early childhood
programs can pay in terms of subsequent educational attainment and in lower rates of social
problems, such as teen age pregnancy and welfare dcpendcr}cy,”B

Recent pathbreaking research by a team of researchers at the University of Chicago, Northwestern
University, and Harvard also is of note. These researchers, who have produced the first high quality
national study that follows children from infancy through adulthood (the study follows individuals
to age 37), have found that poverty in early childhood is linked with large shortfalls in work hours
and lower eatnings later in life. The researchers estimate that eliminating poverty among children
under five would boost annual work hours among these children when they grow up by an average
of 12 percent per year, and boost their annual earnings by an average of 29 percent. These are
among a growing number of findings that suggest the importance of government supports and
policies that directly reduce child poverty, both in the current generation and in future generations.

Although the children of today are the workers of tomorrow, the United States tolerates a level of
child poverty well above that of nearly all other western industrialized nations. For hard-headed
economic reasons as well as for humanitarian reasons, this matter ought to be addressed. 1t is
notewotthy that the United Kingdom set a goal of cutting child poverty in half between 1999 and
and 2010 and ultimately of eliminating 1t, and has made impressive initial progress toward this goal.

Poverty and Inequality

After years of experience with various programs, we know that certain programs and types of
interventions can deliver results. But we underfund them. Although many of the federal policy
reforms needed to address poverty and nising inequality lie outside the discretionary part of the
budget, there are some discretionary areas that will need more funding if we are setious about
making significant progress here.

This includes early education and child care initiatives. As noted above, research has shown that
quality early education can result in marked improvements in children’s school readiness and success
in elementary school. Moreover, the issues of child care and eatly education are closely linked.
Low-income working parents either need quality preschool that lasts through the full work-day or
need child care that “wraps around” educationally-oriented preschool programs. The child care
piece is significant; research has shown that child care subsidy programs have significant impacts on
parents’ employment rates and earnings.”

Despite the strong evidence of the importance of early education and child care, however, federal
investment in both has been falling since 2002. Head Start funding in 2008 is 11 percent below the
2002 level, and child care funding 17 percent below the 2002 level, after adjusting for inflaton.
Head Start and child care assistance programs serve only a minority of the low-income children

# Chairman Ben S. Bernanke, “The Level and Distribution of Economic Well-Being,” Rematks before the Greater
Omaha Chamber of Commerce, February 6, 2007, See also Julia B. Isaacs, “Cost-Effective Investments in Children,”
The Brookings Institution, January 2007,

¢ Hannah Matthews, Child Care Assistance Helps Camtlies Work: 1 Review of the Bfffects of Subsidy Receipt on Employment, Center
for Law and Social Policy, 2006 http://www.clasp.org/publications/cgassistance employment.pdf.
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eligible for these programs. While some states have made significant investments in preschool,
particularly for 4 year olds, wide gaps remain between the early education opportunities available to
more affluent children and those available to low-income children.

Another such area is housing vouchers, which enable poor families to move to where there are
mote job opportunities and better schools. A number of studies have documented positive effects,
especially for children, when families use vouchers to relocate to lower poverty arcas. Recent
research also highlights the role of housing vouchers in preventing homelessness among very poor
families with children, finding a 74 percent reduction in homelessness among very poor families that
receive voucher assistance. Only about one-quarter of the low-income families eligible for housing
assistance receive such assistance from either the voucher program or another low-income housing
program.

Increased funding also is needed for financial assistance to enable low-income students to attend
college. The nation 1s failing to perform adequately in this area, a failure that limits future gains in
productvity and economic growth and contributes to inequality.

A study by the Department of Education’s National Center for Education Statistics compared the
financial aid received by students enrolled in college in 2003-2004 with the amount needed to meet
these students’ financial needs, as determined under federal financial aid formulas. The study found
that among students from families with incomes below $20,000, some 87 percent of community
college students had unmet needs that averaged $4,500 per student per year, and 80 percent of
students in public four-year colleges had unmet needs averaging $6,000 per year."” Many low-
income students who face these financial gaps drop out before completing college. Others are
deterred from enrolling in the first place.

Nor does last year’s student aid legislation make that much of a dent. That legislation increases
Pell Grants in increments through 2012-2013. But the level that the maximum Pell Grant will reach
in 2012-2013 will be onfy 8250 over the highly inadequate 2003-2004 level, after adjusting for general
inflation — and will likely be significantly below the 2003-2004 level, relative to average tuition and
fee costs at public four-year colleges and universities, which have been rising faster than the overall
inflation rate. {This calculation of the maximum Pell Grant in 2012-2013 assumes that Congtess
apptoptiates discretionary funds for the Pell Grant program each year that are sufficient to maintain
the current maximum award, and that the mandatory Pell Grant funding provided by last year’s
student aid law is used to raise the grant above that level) During the 2003-2004 school year, the
maximum Pell Grant covered 87 percent of average tuition and fees at public four-year institutions.
1f college costs continue to rise at their recent pace, the maximum Pell Grant in 2012-2013 will
cover only about 65 percent of average four-year college tuition costs and fees.

The growth in the financial aid gap for low-income students is an emblem of how government
policies are failing to adequately address the economy’s need for highly productive wotkers in
coming decades and also are exacerbating the trend toward greater inequality. In recent years,

' Figures are from the 2003-2004 National Postsecondary Student Aid Study. Figures here are for undergraduate
students who are dependents of their parents (and are classified into income groups based on their parents’ incomes),
but the figures for low-income independent students are sirilar. See National Center for Education Statisties, “Srudent
Finanecing of Undergraduate Education: 2003-2004,” U.S. Department of Education, August 2006,
http://nces.gov/pubs2006,/2006186.pdf.
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policymakers have increased financial aid for students from very affluent families who would attend
college anyway by creating very generous new tax breaks, such as 529 plans. At the same time,
policymakers have allowed financial aid for low-income students to erode significantly and thereby
increased the barriers that such students face in obtaining higher education.

2. The Aging of the Population

The proportion of Americans who are eldetly will rise in the decades ahead. Although there is no
reason to believe that the percenrgge of elderly people who live in poverty will rise, the number of
elderly people living on small incomes will increase substantially.

Increases in funding will be necessary for various programs that provide services to eldetly people
who are needy and frail, such as programs operated under the Older Americans Act. This 1s also
true of funding to preserve the existing stock of federally assisted housing units that serve low-
income elderly people; shortfalls in funding for the project-based section 8 program, as well as
chronic underfunding for maintenance and capital repairs at public housing developments, pose a
growing nisk to housing for 1.2 million low-income elderly households. Funding increases also will
be needed for staffing at the Social Security Administration and the Centers for Medicare and
Medicaid Services as the number of Americans relying on these agencies swells.

3. Global Challenges

President Bush has spoken in several State of the Union addresses of the need for increased
funding to fight diseases such as HIV/AIDS and malaria around the world, especially in very poor
countries, and to help combat severe poverty and underdevelopment abroad through the
Millennium Challenge Account. These measures are important from both a security and a
humanitarian standpoint. Because of overly tight levels placed on the Appropriatons Committees,
however, Congtess has yet to fully fund the President’s request in this area.

The United States continues to rank near the bottom in the western world in terms of the share of
its budget and its economy that it devotes to such matters. Increased resources are needed here and
will continue to be needed for a considerable period of time.

4. Enabling the Federal Government to Perform Adequately

There are at least three areas where increased resources will be needed for the government to do
an adequate job — IRS enforcement, government statistics that guide decisions economy-wide, and
resources needed to ensure a stable, well-functioning federal workforce.

The tax gap is estimated at over $300 billion a year. Most Americans would agree that having
those who are shirking their obligations pay the taxes they owe is preferable to raising taxes on law-
abiding households. But the IRS lacks the resources to do the job that it needs to do. Given the
huge budget holes we face in coming decades, this matter badly needs to be addressed.

There also 1s growing concern that a squeeze on appropriations levels will place some important
government surveys and statistical reports in jeopardy. In both the private and the public sectors,
decisions that are informed by solid data are generally sounder, and produce better results, than
decisions that are not.
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Last, but certainly not least, analysts are increasingly concerned about the hollowing out of the
federal workforce that lies just around the corner. For years, the federal workforce has been
squeezed down, even as Congress has placed more tasks on many federal agencies. Across the
federal government, a large cohort of dedicated, highly skilled 1ndividuals who joined federal service
in the 1960s, 1970s, or early 1980s is now approaching retirement. In not that many years, most of
this cohort of senior, high-performing civil servants will be gone. Unfortunately, the workforce
coming up behind these highly skilled individuals 1s, in many agencies, quite thin — in no small part
because years of reductions in real resources for agency staffing made it difficult for many agencies
to hire talented new blood in adequate numbers.

There is now growing risk that performance will decline significantly in many agencies across the
federal government in the coming decade. This is a matter that needs urgent attention. To be sure,
more is needed than simply infusions of resources. But in many agencies, more resources for
staffing are a necessary, if not a sufficient, condition to averting the marked deterioration in
performance that threatens in the years ahead.

Conclusion

This testimony is not meant to imply that all discretionary programs are essential or that no
savings can be secured in any of them. That cerrainly is not the case. But the savings that can be
achieved are likely, in my view, to fall well short of the additional resources that will be needed in
critical areas such as those discussed above.

Domestic discretionary programs are not the cause of the nation’s budget woes. It would be
unfortunate if failure to act on the budgetary challenges that we face — especially in the areas of
health care, taxes, and Social Security —- were to lead policymakers to make unsound decisions
regarding the discretionary side of the federal budget and to fail to provide resources essential to
remaining competitive, confronting global challenges, addressing challenges posed by galloping
income inequality, and providing adequate-quality public services for the American people.
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Mr. OBEY. Thank you.

I was evidently misinformed by those who told us that this vote
wouldn’t come until 11:15. We have nine minutes, so I would sug-
gest we go vote.

Mr. WALSH. We have a vote right now?

Mr. OBEY. Yes, another one.

Mr. SiMPSON. We went through this already.

Mr. OBEY. I know.

Mr. SiMPsON. I already voted. [Laughter.]

Mr. OBEY. Well, I am happy to stay if anybody else wants to
stay. I don’t think it is in any danger of passing. If members want
to go vote, please go vote.

Dr. Viard, why don’t you proceed and we will try to get yours in
before the next disruption?

Mr. VIARD. Thank you, Mr. Chairman.

Chairman Obey, Ranking Member Walsh, members of the Sub-
committee, it is an honor to appear before you today to discuss im-
plications of economic trends for workers’ families of the Nation. In
my written testimony, I make three points which I will discuss
briefly here now.

Despite the rise in inequality during the last few decades, a de-
velopment that no one disputes, real incomes have continued to
rise in the middle of the income distribution. Real incomes have
even risen at the bottom of the income distribution although the
gains have been very small at that place.

The existing Federal tax system is highly progressive. A large
portion of the Federal tax burden is currently borne by a very
small group of high income households. Also, economic mobility can
make computations of income inequality, that are based on annual
income, misleading. Households do move between low income and
high income years to a significant extent.

On the first point, the rise of real incomes at the middle of the
income distribution, I will actually be repeating much of what Bob
Greenstein has just told you. I think that is an indication of the
fact that there is some agreement on some of the facts as to what
is happening here.

Some people have claimed that the middle class is actually fail-
ing to keep up with inflation, that the real incomes are actually
falling, that the middle class is being destroyed and so on. I think
it is important to realize that even though we are experiencing a
rise in inequality in the United States, that those claims are simply
not factual.

Some people look at particular measures like average hourly
earnings and point out that measure has not always kept up with
inflation, but that is an incomplete measure because, at best, it is
only telling you something about the labor earnings, the cash labor
earnings that households are receiving.

To actually see how households are doing, it is important to add
in their other sources of income such as fringe benefits and Govern-
ment benefits and then to subtract the taxes that they are paying
to see what resources they actually have available for themselves
and their families.

Like Bob Greenstein, I will actually be using the Congressional
Budget Office numbers. I agree with him that those are a reliable,
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high quality data source. They are available from 1979 through
2005, and I think they paint an interesting picture.

The middle quintile, the 20 percent who are in the middle of the
distribution with 40 percent above them and 40 percent below
them, did experience a real income gain of 21 percent over that 26-
year period. It is a smaller gain than one would have liked.

I think that it is more than simply beating zero, to use Jared
Bernstein’s phrase, and of course it is true that the income gains
that have occurred in the highest two quintiles and particularly the
top 1 percent are much more rapid. Nevertheless, I think it is im-
portant to point out that even as inequality has risen the tide of
economic growth has continued to lift the middle income boat.

The bottom two quintiles have not experienced the same degree
of growth as the middle quintile. The second quintile, after tax in-
come, grew 16 percent over that period, a bit less than the middle
quintile. As Bob Greenstein mentioned to you, the bottom quintile
grew by a very meager 6 percent over this 26-year period. Clearly,
there is a source of concern with respect to that group of individ-
uals.

The second point I wanted to briefly discuss is the role that the
Federal tax system plays in reducing income inequality in the
United States. It is obviously a value judgment as to how the tax
burden should be divided among different income groups. Of
course, that is a responsibility that you have along with the mem-
bers of the Senate and the President in determining how the tax
burden should be divided. There are difficult value judgments in-
volved.

As those value judgments are made, I think it is important to
have a clear understanding of the point that we are starting from,
and the point that we are starting from is one in which the Federal
tax system is highly progressive. Again, I turn to the CBO data for
this point.

In 2005, the top 1 percent of the population paid 28 percent of
the taxes. Now, if you were to look at individual income taxes
alone, that number would be even more striking, 39 percent in the
CBO data.

Of course, we know that individual income taxes do not make up
the entire Federal tax system. Social insurance taxes, mainly the
social security/Medicare payroll tax, are also an important part of
the system, and that tax, of course, is regressive by itself. The top
1 percent, for example, pays only 4 percent of the social insurance
taxes in the Country.

But when CBO adds together those taxes as well as the cor-
porate income tax and excise taxes, nonetheless, the total tax sys-
tem remains strikingly progressive. The top 1 percent pays 28 per-
cent. The top quintile, the top 20 percent, pays 69 percent of the
cost of Government. The bottom quintile, which actually has a neg-
ative income tax burden, bears 1 percent of the overall Federal tax
burden.

So I think that we might have to recognize that we are starting
from a Federal tax system that is highly progressive, and this does
not merely reflect the income concentration that the other wit-
nesses have described. The higher income groups are actually pay-
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ing a higher share of the tax burden than their before tax incomes
would indicate.

For example, the top 1 percent has 18 percent of the before tax
income in the CBO data, but they do bear 28 percent of the Federal
tax burden. So, at the top, a higher fraction of income is being paid
to the Federal Government than at the lower income groups.

As a third point, I want to discuss the importance of economic
mobility, and here I will turn to the Treasury mobility study that
was released in November. This is actually the same study that
Jared Bernstein referred to in part of his testimony. I think it
shows that there is a significant degree of mobility in the United
States and that for some households looking at their annual income
can provide a misleading picture of their true economic cir-
cumstance.

There are a lot of numbers in that Treasury study. In my written
statement, I have a chart that presents what I consider some of the
more striking numbers.

The Treasury study looked at the bottom quintile, the bottom 20
percent of taxpayers based on 1996 income, and it looked at what
happened to their real inflation adjusted income over the next nine
years, so where did they end up in 2005 compared to where they
started in 1996.

For this bottom quintile, 49 percent, nearly half, experienced a
doubling or more of their real income during that 9-year period. In
fact, the average income of this group more than doubled during
that time period. So it is clear that there was a significant number
of low income households based on their 1996 income who in fact
experienced very large income gains.

There are others who experienced more modest gains. Eighty-two
percent of this low income group experienced some real income
gain during that nine years compared to 67 percent of the tax-
payers in all income groups.

Of course, there is no denying that, for some households, being
at a low income level is a longer term or more permanent condi-
tion. The Treasury study does show, for example, that of those tax-
payers in the bottom quintile, that 18 percent did actually lose in-
come and that roughly 6 or 7 percent actually lost more than half
of their initial modest income during that 9-year period.

Clearly, there is a group there with long term difficulties that we
have to be concerned about, but it is important to realize that look-
ing at annual income can overstate the situation.

The converse, of course, is that those taxpayers who are at the
top of the income distribution do not necessarily maintain their in-
comes over time. The Treasury looked at the top 1 percent in 1996.
Sixty-five percent of that group lost real income to some extent
over the next nine years. So a majority are losing income from that
top point compared to a large majority gaining income at the bot-
tom.

Sixty percent of that top 1 percent moved out of the top one per-
cent during the nine years of the sample. Thirteen percent of them
actually moved out of the top quintile or top 20 percent and moved
somewhere into the bottom 80 over that nine-year interval.

So while there is certainly no doubt that there is a group of peo-
ple with long term low incomes, there is also a group with tempo-
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rﬁrily low incomes, and it is important to distinguish between
them.

In summary, Mr. Chairman, there has been a rise in economic
inequality over the last few decades, an undeniable fact supported
by all of the data that we have at our disposal. It is nonetheless
true that middle incomes continued to rise during this period and
low incomes even to a slight extent, although at an appallingly
slow rate.

The current Federal tax system is highly progressive. A small
group of high income taxpayers pay a significant share of the cost
of Government, including those programs that aid the less fortu-
nate.

While it is certainly true that there are some households that are
at a long term low income position, there are others who move out
of tgat position, and it is important to keep that distinction in
mind.

Thank you, Mr. Chairman.

[The information follows:]
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Chairman Obey, Ranking Member Walsh, Members of the Subcommittee; it is an honor
to appear before you today to discuss, “Implications of Economic Trends for Workers,
Families, and the Nation.”

I would like to make three major points:

e Despite the rise in inequality during the last few decades, real incomes have risen
significantly in the middle of the income distribution. Real incomes have also
risen at the bottom of the income distribution, although at a very slow pace.

e The existing federal tax system is highly progressive, with a small group of high-
income taxpayers bearing a large portion of the federal tax burden.

e Due to economic mobility, annual income can be a misieading measure of
wellbeing. A significant portion of households with low incomes in any given
year experience large income gains in later years.

Real Incomes Have Risen in the Middle of the Income Distribution

Some observers have claimed that the middle class has experienced falling living
standards in recent decades, as their incomes have failed to keep up with inflation. The
best evidence demonstrates, however, that real incomes have risen significantly in the
middle of the distribution, although not as rapidly as at the top of the distribution. Real
incomes have also risen in the bottom of the distribution, although those gains have been
extremely small.

To assess this issue correctly, it is necessary to use a measure of the overall economic
status of middle-income Americans. Incomplete measures can yield misleading results.

For example, the Bureau of Labor Statistics’ measure of average hourly earnings of
production and non-supervisory workers has often failed to keep pace with inflation. At
best, however, that measure reflects households’ before-tax cash wage income, which is
only part of the picture. To obtain a comprehensive measure of the economic resources
available to households, it is necessary to include their other sources of income - fringe
benefits, property income, and government benefits — and to subtract their tax payments.
Even the Census Bureau’s measure of household money income is incomplete, because it
omits fringe benefits, in-kind government benefits, and capital gains and does not
subtract tax payments.

The Congressional Budget Office (CBO) has constructed a more comprehensive measure
of income. CBO uses tax return data to obtain a broad measure of wages and property
income, including realized capital gains and retirement benefits, and then draws on other
data sources to include additional forms of income, such as employer-provided health
insurance, government cash benefits, and some in-kind government benefits.

CBO classifies households into different income groups based on their before-tax
income, divided by the square root of household size. For each income group, CBO
reports average before-tax and afier-tax incomes. To compare incomes across different
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years, CBO reports real (inflation-adjusted) incomes, computed using the Consumer Price
Index Research Series,

Figure 1 presents average real after-tax incomes for the bottom three quintiles of the
income distribution for 1979 through 2005, Each quintile is 20 percent of the population.
T will first focus on the middle quintile. (In 2003, a four-person household was classified
in this quintile if its before-tax income was between $61,000 and $90,400; a one-person
household was so classified if its before-tax income was between $30,500 and $43,200.)
This quintile is in the middle of the income distribution; 40 percent of the population has
higher income and 40 percent has lower income.

Figure 1: Real After-Tax Incomes Have Risen for Middie Quintile
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From 1979 to 2005, the average real afier-tax income of the middle quintile, as shown by
the top line in Figure 1, rose 21 percent. This finding decisively refutes the claim that
middle-income households have not kept up with inflation. The 2005 value of real after-
tax income was the highest value in the 26-year period, 6 percent higher than in 2000 and
14 percent higher than in 1995,

It is true, of course, that incomes have not risen as rapidly for the middle quintile as for
those further up in the income distribution, From 1979 to 2005, average real after-tax
income rose 29 percent for the fourth quintile and 80 percent for the top quintile. The
disparity in growth rates confirms the rise in inequality during this period. Nevertheless,
the tide of economic growth still lified the middle-income boat.

nd
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The CBO data show that real after-tax incomes also rose for the bottom two quintiles,
although by smaller amounts. For 1979 to 2003, the second quintile’s real after-tax
income grew by 16 percent, not quite as fast the middle quintile’s income gain, The
lowest quintile registered a meager 6 percent gain. (In 2003, the lowest quintile included
four-person households with before-tax income less than $35,800 and one-person
households with before-tax income below $17,900). The slow income growth at the
bottom is clearly a source of concern.

The Federal Tax System Is Highly Progressive

In the face of rising inequality, some have complained that the federal tax system is too
generous towards those with high incomes. Of course, the appropriate division of the tax
burden between different income groups requires difficult value judgments. In making
these judgments, however, it is important to recognize that the federal tax system is
already highly progressive, placing much of the federal tax burden on a small group of
high-income taxpayers.

Figure 2 depicts the allocation of the federal tax burden across income groups in 2008, as
computed by CBO, The income classification is the same as that described above. The
data include nearly all federal taxes; individual income taxes, corporate income taxes
(which are assumed to be borne by households with capital income), social insurance
taxes such as the Social Security-Medicare payroll tax (which is assumed to be borne by
workers), and excise taxes.

Figure 2: High-Income Groups Bear Most of Federal Tax Burden
{Shares of Federsl Tax Liabilities, 2005)
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The data reveal a striking degree of progressivity. The lowest quintile bears about |
percent of the federal tax burden and the second quintile bears 4 percent. The burden is
higher for the next income groups, as the middle quintile bears 9 percent of the burden
and the fourth quintile bears 17 percent.

That leaves the top quintile paying 69 percent of the cost of government; one fifth of the
population pays more than two-thirds of the cost. The breakdown within that quintile is
even more striking. Most notably, the top 1 percent of the population bears a staggering
28 percent of the tax burden. In other words, a mere 1 percent of the population shoulders
more than one-quarter of the costs of the various services that the federal government
provides — Social Security, Medicare, national defense, the FBI, and so on.

Furthermore, the shares of the tax burden borne by high-income groups exceed their
shares of national income. In other words, these groups pay bigger portions of their
incomes to the government than other Americans. For example, the top | percent has 18
percent of the country’s before-tax income, but pays 28 percent of the taxes.

Individual income taxes alone are even more progressive; the top 1 percent pays 39
percent of those taxes in 2005 while the bottom 40 percent pays negative 4 percent of
those taxes. Of course, the progressivity of individual income taxes is partly offset by the
regressivity of social insurance taxes. As Figure 2 shows, however, the overall federal tax
system remains highly progressive, even when the regressive social insurance taxes are
included.

Economic Mobility Can Make Annual Income a Misleading Measure of Wellbeing

All of the above discussion relies on annual income measures. These measures can be
misleading because household incomes can change over time. In particular, some of the
households who are in the bottom of the income distribution in a particular year are likely
to be there due to temporary factors and may experience higher incomes in later years. As
a result, their living standards and economic wellbeing may not be as unfavorable as their
current income would suggest.

A recent Treasury Department study documents economic mobility between 1996 and
2005. The study examined a large sample of taxpayers 25 years and older in 1996 who
filed tax returns in both 1996 and 2005. Each taxpayer’s income was measured as
adjusted gross income plus tax-exempt interest and the non-taxabie portion of Social
Security benefits minus alimony paid by the taxpayer. As in the CBO study mentioned
above, the Consumer Price Index Research Series was used to measure real (inflation-
adjusted) incomes.

Figure 3 shows the distribution of real income changes from 1996 to 2005 for those
taxpayers who were in the bottom quintile of the income distribution in 1996. For
comparison, the figure also shows the corresponding distribution of real income changes
for taxpayers in all income groups.
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Figure 3: Large Gains for Many Taxpayers with Low 1996 Incomes
(Distribution of Percentage Changes in Real Income, 1996 to 2005)
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Source: Department of the Treasury, Income Mobility in the U.S. from 1996 to 2005, November 13, 2007, Table 3. Income is adjusted
gross income plus tax-exempt interest and non-taxable portion of Social Security benefits minus alimony payments. Results are for
taxpayers 25 and older in 1996 who filed tax returns in both 1996 and 2005

Most strikingly, the figure shows that 49 percent of the low-income taxpayers in 1996
had an income gain of 100 percent or more from 1996 to 2005. In other words, almost
half of this group saw their real incomes double or better over a nine-year period. In
contrast, only 20 percent of taxpayers in all income groups saw income gains of that
magnitude.

More generally, 82 percent of the low-income group (compared to 67 percent of
taxpayers in all income groups) experienced real income gains from 1996 to 2005. Also,
the mean income for the low-income group more than tripled from 1996 to 2005. Due to
their income gains, 45 percent of those in the bottom 1996 quintile moved out of the
bottom quintile of the sample in 2005.

Conversely, taxpayers with high incomes in a given year do not always maintain their
incomes. The Treasury study found that, among the top | percent in 1996, 65 percent
experienced losses in real income over the next nine years, with 60 percent moving out of
the top 1 percent of the sample and 13 percent moving out of the entire top quintile.

These data make clear that some taxpayers with low income in a given year will move to
higher incomes in later years while some with high income in a given year will move to
lower incomes. For those taxpayers, annual income may be a misleading measure of their
economic wellbeing. As a result, inequality in economic wellbeing may be smaller than
inequality in annual income.
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Of course, some low-income taxpayers suffer from longer-term problems. The Treasury
data show that 18 percent of the taxpayers in the bottom quintile in 1996 experienced a
loss in real income over the next nine years. Indeed, 7 percent of the bottom quintile lost
half or more of their initial meager income. Also, the Treasury study did not include
households that do not file tax returns, some of whom may face long-term economic
difficulties. The plight of households with long-term low incomes is clearly a source of
concern.

Summary

Despite the rise in economic inequality over the last few decades, real income growth has
continued at the middle of the income distribution. Real incomes have also risen at the
bottom of the income distribution, though very slowly. Also, the current federal tax
system is highly progressive, with a small group of high-income households paying a
large share of the federal tax burden. Furthermore, economic mobility allows some
households with initially low incomes to move to higher income levels, casting doubt on
the accuracy of inequality measures based on annual income.
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Mr. OBEY. Thank you. Thank you all.

Mr. Walsh.

Mr. WALSH. Thank you, Mr. Chairman.

It is amazing. All of you, I think, cited the same Treasury study
and all came up with very different conclusions which doesn’t sur-
prise me, but a lot of it is philosophy and outlook.

I tend to be an optimist. I guess I wouldn’t be in this business
all these years if I weren’t.

But to Mr. Viard’s point, there is mobility. It is not that a certain
family for generation after generation after generation is stuck in
this lowest quintile. There is mobility.

As we talked about, we have a very competitive society. Some
people don’t compete as well as others. Government has to be there
for them, but again we are providing people with equal opportunity
and it is not all about Federal spending. It is about opportunity,
opportunity within this system that we have.

Mr. Meyerson suggested that since people are now polling, that
they can’t do better, that the next generation can’t do better than
prior generations. Does that reflect reality or does that reflect a
preponderant message in our media today? People do reflect what
they see on TV and read in the newspapers to a certain extent.

In any event, I am not a Pollyanna. We have certainly had prob-
lems, but I just don’t believe that this huge disparity that we keep
hearing about between rich and poor is real.

The facts are, and I think they are facts that Mr. Viard men-
tioned, and I would like to maybe have all of you comment on these
things. First of all, when you measure these things, how you meas-
ure them matters too.

If, for example, the median income universe, if you look at that
and you look at that median income universe, approximately one-
third of those are very young folks who are just out of college or
those who are retired, living on fixed incomes. If somebody has a
fixed income, by its very nature, their income is fixed. Everybody
else is in a more dynamic situation where they have the oppor-
tunity to grow their income.

As we age, as our society ages, you are going to have more and
more people on fixed incomes and therefore a wider disparity. I am
not an economist, but it seems somewhat logical.

If you take those, that third out, and you talk about who is left
in that middle income, that median income group, the income per
family goes from $46,000 a year to about $61,000 a year. The me-
dian income for married couple households under this scenario is
$72,000 per year. Two income married couples’ average income is
$81,000 a year. Those are not poor folks.

I mean are you all, are three of you convinced that society is be-
coming the monarchy versus the serfs or are we just talking
around the margins or do we still have a dynamic society that al-
lows people with equal opportunity to grow through these income
strata?

Anybody care to take a whack at that?

Mr. BERNSTEIN. Well, you have asked a lot of good, provocative
questions. There is only one thing you said that I flat-out disagree
with which is that somehow the gap between the highest and the
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lowest income families is a mirage or what you said was you just
don’t believe it.

I think the best data that we have on this and I suspect every
member on this panel including Alan would agree, in terms of just
a snapshot of income at a point in time very comprehensively done
is the CBO. You heard from my and Mr. Greenstein’s testimony
just how large those gaps are now relative to what they used to be,
and I believe those are real.

You do make the point that there is mobility, and you are abso-
lutely right.

How much mobility is there? Are we a Nation of serfs and kings?
Of course we are not.

The problem is that when you measure this, in my view, cor-
rectly—and we probably would have to have a whole seminar to de-
bate what correctly is—you find that there is, I think, less mobility
than Alan suggested in his report.

The Treasury report that we have been talking about itself dis-
agrees on this point. Its Table 1 is quite different than its Table
Zf"fI think Table 2 is done correctly, and that controls for a cohort
effect.

As cohorts come into a sample and they age, their incomes go up
by definition. You have to control for that. When you do, you find
out that more than half, 55 percent, of those families who started
out in the bottom fifth were in the bottom fifth at the end, 10 years
later basically.

Is that a lot? Is that a little mobility? We could argue. Those are
adjectives that I don’t know bring that much light to the matter.
But it suggests there is significant immobility. More than half of
those families start there and stay there.

Secondly, and I will be brief, unless the rate of income mobility
is increasing, families are facing a much more unequal income dis-
tribution over time. Families do get ahead over time, unquestion-
ably, even when you control for age the way you are supposed to,
but they are not getting ahead any more quickly.

Therefore, families who are moving from, say, the bottom fifth to
the middle fifth have a lot further to go than they used to have.
The income gaps between these income classes are much larger
and getting across that distance, I think, is a much harder climb
particularly when wages are stagnant.

Mr. GREENSTEIN. A couple of points: I don’t think there can be
disagreement that there are very substantial income gaps between
the top, the middle and the bottom. One can disagree as to whether
that is a problem, but there are really substantial gaps.

The second, I think we all agree. Alan noted this. We all agree
that inequality has widened significantly since the CBO data began
being collected in 1979.

Mr. WALSH. Is that a function of the unfairness of society or the
changes in age and fixed income levels and that sort?

Is this an inherently unfair system that we have? Is that what
you are saying.

Mr. GREENSTEIN. One can make judgments as to whether it is
fair or unfair, but this is not primarily an issue of demographics.
The population is not a lot older. Now it will become, but it is not
a lot older now than it was in 1979.
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There have been—there are many studies on this—very large
gaps, widening of the gaps between the income and the earnings
of very highly paid individuals and those of people in the middle
of the income scale.

Just to give you a couple figures, in 1979, the average after tax
income of households in the top 1 percent was 23 times the average
after tax income of households in the bottom fifth. By 2005, it was
a 70 times ratio. Well, that was the highest on record.

You can compare the top 1 percent to the middle fifth. Again, the
ratio is much wider now than it was.

Now the key point Jared mentioned is we would all be less con-
cerned about this if the increase in inequality in a given year were
paralleled by an increase in mobility across income groups. The
best evidence is that there has not been an increase in mobility.
Some studies find a decrease; some don’t.

This is: Is the glass half full or half empty? Some people move
out; others don’t.

Of the people that were in the bottom fifth, the Treasury study
shows in a given year, 10 years later 71 percent of them were ei-
ther still in the bottom fifth or the next to the bottom fifth.

Last little fact, last year, OECD issued a study of mobility in 12
advanced industrialized countries including the United States. The
United States ranked among the three lowest in the degree of mo-
bility.

You could draw two conclusions from this. One is one may
think—probably some of us on the panel do and some don’t—one
may think that the degree of inequality itself is too large now, but
whether you agree with that or not, presumably, we would all
agree that we want to increase mobility. We want a larger share
of those at the bottom to move up, and I do think that leads to cer-
tain kinds of conclusions in various areas such as some of the edu-
cation and other investments I talked about.

Mr. OBEY. I think we are going to have to move on.

Mr. WALSH. Thank you, Mr. Chairman.

Ms. McCoLLUuM. Thank you, Mr. Chairman.

Gentlemen, although I was going up and down, I can show you
the highlighted markings from last night, staying up, reading your
testimony. So I am familiar with your testimony, and thank you for
providing it ahead of time to the Committee.

I am just going to cut right to the chase here. There are two
issues that I would like to talk to you about and how they are af-
fecting our economy and our competitiveness.

The first is education, and it was touched on in some of the testi-
mony about early childhood education. It was the Federal Reserve
Bank in Minnesota that was really involved in releasing and fol-
lowing up on the study. So we have taken it to heart in Minnesota
with discussions and hearings at a State level.

But having said that, Congress and States and local property
taxpayers, because they have felt stressed for a long time, aren’t
keeping up with the needs of making sure that our schools are
ready to be globally competitive. That doesn’t mean necessarily
having all the bells and the whistles, but it means having enough
textbooks with current and accurate information, teachers that are
trained in science and technology and know how to teach it in an
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interesting and stimulating way, and ways in which our rural com-
munities are fully integrated and hooked up to the Internet.

In reading the testimony, I know it is not a silver bullet, saying,
geez, if we just bring everybody up to a certain level of education,
everything is fixed here because there are other pressures and
squeezes on it.

But as we watch China invest, as we watch the E.U. even change
its higher education system, and as we know that our colleges are
still where people come to get the very best in higher education
from engineering and that, what should we as a Nation be doing
from K-12 to higher ed to make sure that we are fully integrating
our citizens?

On a very selfish note, unless you have a fairly well educated
population, you won’t have a vibrant democracy as well. So this
also goes to the core of our very being as a Nation.

Then healthcare, the discussions that I hear a lot about
healthcare are single payer, universal, all those great things, pri-
vate sector, public sector. I think one of the key pieces that is miss-
ing is what does our healthcare system look like? What does it
cover? What is a basic guarantee to an American for what their
healthcare will be like?

In my opinion, if we don’t have that discussion and we allow all
the other discussions to take place, it is going to be all the stake-
holders that either have profits or a direct connection as to how the
healthcare is delivered that are going to be making the decisions
to what the healthcare looks like.

I point out with Association Health Plans, we had votes in the
last Congress which would have allowed employers to discriminate
from even carrying basic healthcare coverage for women, obstetric
and gynecology services.

So healthcare and education, what should our platform look like
if we are going to be successful into the future?

Mr. BERNSTEIN. I just want to make a few comments about edu-
cation. I will leave the healthcare comments to others. This also
speaks to some of the issues you raised, Mr. Walsh.

To answer your question that you posed very directly to us, I
don’t think that you can explain away the kinds of trends we are
talking about by citing demographics or aging.

I think there has been an increase in the lack of fairness in the
way economic awards are distributed, and one of the places I see
it is in education. I think there is an intimate connection between
income inequality and access to higher education.

The idea is that as incomes become more unequal and the actual
absolute values, as we have noted, of the lower income families
grow more slowly in real terms, conversely while those at the high
end are growing very quickly in real terms, the barriers to access-
ing our education system become that much steeper. There is solid
research that shows even gifted children who come from lower in-
come classes are having a more and more difficult time accessing
our educational system.

So, in that regard, I think we need to look in terms of a solution
much more closely at policies that create access to higher education
for children regardless of their income levels.
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There is an interesting rule that has been applied in various
States called the 10 Percent Rule which says if you are performing
in the top decile of your high school, you should have automatic
entry into your State university. I also think, as others have men-
tioned, that entry itself isn’t enough. These folks, these kids also
need remedial help.

But it is an interesting policy because it doesn’t say you scored
high on the SATSs or any standardized test. All it says is you have
done well relative to your cohort. Your cohort may be the most dis-
advantaged cohort in the Country, but you have shown in a rel-
ative sense that you can perform.

Those kids ought to have automatic admission into public univer-
sities, and they are going to need some help in remediation both
in terms of skills and, I think, income.

Mr. GREENSTEIN. If I could just briefly note, I would like to come
back again to Mr. Walsh’s phrase of equal opportunity. We don’t
have equal opportunity by income group in access to higher edu-
cation or to adequate quality preschool education, and I think we
need to address both of those.

I think in the higher education area, we have particular prob-
lems now in the Federal tax code where subsidies for higher edu-
cation delivered through the tax code are skewed to middle and
higher income students and lower income students don’t quality for
them because their families don’t earn enough to owe income tax.

There is a bill, a bipartisan bill introduced by Congressman
Emanuel and Congressman Camp to start to address that, to make
some of the education tax credits partially refundable to help more
lower income students go to college. I think we ought to take a seri-
ous look at that.

I also think we need to look at—I am not an expert in the area
but—the kinds of policy improvements and investments we need to
make so that we don’t have a situation where children from high
income families are getting high quality preschool education, which
the evidence increasingly indicates is important, while children
from lower income, working poor families and lower income work-
ing families either have difficulty getting a childcare slot at all or
are getting more of a maintenance slot that doesn’t have the pre-
school education components that are important with it.

Mr. VIARD. I will address the education question as well which
I think is very important.

It is certainly the responsibility of Government to ensure that ev-
eryone receives an adequate elementary and secondary education.
I think the preschool also is important. I agree with Bob Green-
stein on that and that it is important to give people the basic skills
they will need in life and in the workforce.

I also, of course, favor equal opportunity for higher education.
There may be more that can be done there.

I do think it is important to realize the tax breaks that we have,
of course, are one component of how we help people afford college.
Those, of course, don’t apply as much at the lower end of the scale,
but obviously we also have public universities and a variety of pro-
grams on the spending side that are available at the lower income
levels.
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I think that it is important to provide equal opportunity for high-
er education, and yet at the same time we have to be realistic
about what can and cannot be accomplished by that.

On the one hand, the information we have from the labor market
suggests that college graduates and people with higher degrees are
being rewarded to a greater extent than in the past, but it is un-
clear to what extent that is a reward to the education credential
per se and to what extent it is a reward for particular skills, cog-
nitive skills and others that are more likely to be possessed by
those who have gone to college.

To the extent that it is the latter, simply enabling people to go
to college, while a good thing in and of itself, may not yield as
many results as we would all like to see in terms of reducing earn-
ings inequality. There, too, I think it is important to ensure that
the adequate education is provided at the elementary and sec-
ondary levels when many of those skills are developed.

Mr. MEYERSON. Actually, in response to that, let me just say that
it is still the case that a clear majority of the American people in
the American workforce do not have BAs or BSes after four years
of college.

If you look at issues around income stagnation in the United
States, I think you want to look as well at the issue of vocational
education, skill development and more credentialing for people who
don’t go to college because the sharpest declines in income, if you
look at the American workforce over the last 50 years, are among
folks who have high school degrees but no more. It is the work
lives of those people that have become less remunerative over the
years. Unless you can posit an America in which everyone is going
through college, we really need to address those folks in particular.

Mr. OBEY. Thank you.

Mr. Regula.

Mr. REGULA. Thank you, Mr. Chairman.

Along the lines of what you have just said, should we have poli-
cies that will encourage the development of two-year institutions
that are focused on skills for the marketplace and would that ad-
dress some of the concerns you have expressed here today?

Mr. MEYERSON. It sure would, and I am always happy to agree
with a member of your party because these instances are not al-
ways that common, but I think you are absolutely right. I think we
have fallen down on specific educational programs for people who
are going to be going into those trades and those crafts.

If you look at the project that the Bureau of Labor Statistics
comes out with every year as to what are the jobs of the future,
what are we going to be creating, it is kind of an alarming high-
low list. You can be a cashier at Wal-Mart. You can be a sales clerk
or you can be an attorney, but it is the middle stratum that we,
I think in many ways, need to concern ourselves more with.

And so, I think, Congressman, you are absolutely right.

Mr. REGULA. Along the same lines, as they develop income statis-
tics, do most of these case studies factor in the value received by
people in the lower income in housing grants, food stamps, a whole
series of things? Wouldn’t that have to be considered part of the
totality of an income in making comparisons?
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Mr. GREENSTEIN. This is one of the reasons many of us like the
Congressional Budget Office data series because they do that, yes.

Mr. REGULA. I know they do that.

I would like to ask you, Mr. Greenstein, and this is a budget
question sort of unrelated to this. What do you think of the poten-
tial for a two-year budget whereby the second year would be spent
in oversight?

It seems to me in my experience here that we don’t do enough
oversight and, if we could adopt a two-year budget, it would enable
administrators to plan more efficiently in the operation of a park
or a program of whatever and, in turn, give us an opportunity to
do more oversight. I would like your observation on that as a budg-
et expert.

Mr. GREENSTEIN. Well, I think different budget experts have dif-
ferent views on this. I am not a proponent of the two-year budg-
eting, and I think my view is probably shaped some by my experi-
ence in developing budgets for a Federal agency back in the late
1970s.

But what concerns me is if you are in an Executive Branch agen-
cy and you are developing a budget, you are delivering your budget
to the department, your department heads maybe in July. It goes
to OMB in September.

If you think of a two-year budget, the lag between when the
basic planning gets done and the year for which the funding would
be provided, the gap is so long that my concern is we would end
up providing some money for things that are no longer needed, we
wouldn’t meet other things that emerged, and I fear that the num-
ber of supplemental appropriations bills the Congress would have
to do would grow so much that I am not sure you would get that
much of a benefit in terms of the timing. But my main concern is
the timeliness question.

Mr. OBEY. Would the gentleman yield?

Mr. REGULA. Yes, I yield.

Mr. OBEY. I simply think one of the things that gives me consid-
erable disquiet is the fact that I think that because of the dif-
ference in rules between the House and the Senate, the Senate
would absolutely have a field day if we went to two-year budgets
because we would be relying on supplementals all the time and
they could throw anything but the kitchen sink into a must-pass
supplemental.

Thanks for yielding.

Mr. REGULA. You have discovered that, have you? [Laughter.]

Mr. REGULA. How much time do I have left?

Mr. OBEY. One minute.

Mr. REGULA. Is there any analysis available—well, I guess CBO
does this—in which they score all the extra benefits in arriving at
the income disparities? I think you are saying that the CBO budget
does do that Yes, okay.

I thank you, Mr. Chairman.

Mr. OBEY. Thank you.

Ms. Lee.

Ms. LEE. Thank you, Mr. Chairman. I want to thank our panel-
ists and thank you for this hearing.
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Let me say a couple things. First of all, I believe like many be-
lieve that budgets really are moral documents and should reflect
our values and sense of ethics as a Nation. I am really pleased that
we have Hubert Humphrey’s quote reminding us of that.

But as I look at this budget, we are out of whack with what I
think Hubert Humphrey was trying to convey. I think this budget
shows that, first of all, we are wasting our limited resources on a
war that did not need to be fought.

So I want to ask, I guess, Mr. Greenstein, if you have made an
assessment or an impact as it relates to the war. Has it been a
drag on the economy?

We see now unprecedented amounts of money going into our
military budget. Yes, we all want and believe and know we must
have a strong national defense. But when you look at some of these
Cold War era weapon systems, the waste, fraud and abuse that is
being funded at taxpayers’ expense, and then when you look at this
terrible budget that cuts the children, the safety net, our senior
citizens programs, you have to wonder what is going on there.

Then the second question I have has to do with the impact of this
budget on people of color in our Country and communities of color
because when you look at income inequality and when you look at
the programs that have been proposed in terms of the cuts, it is
shameful what I see is happening.

You have the national unemployment rate according to the Bu-
reau of Labor Statistics, in January, it was about 4.9 percent, but
yet in the African American community it is 9.2 percent, twice
that. In the Latino community, it is 6.3 percent.

So how do we move forward as we look at income inequality in
its total on everyone in our Country and then specifically on com-
munities that are being hit the hardest?

Mr. GREENSTEIN. I don’t know that one could say that there is
an adverse economic impact at this point in terms of the defense
spending, but there has definitely been an impact on the budget if
one uses CBO data and looks at the swing from surpluses to defi-
cits.

In other words, you take in 2001, as you will recall, CBO pro-
jected surpluses as far as the eye could see, and we have had defi-
cits rather than surpluses. If you look at the years through 2007
and you compare the forecast at the beginning of the decade of a
surplus with the deficit that actually occurred, you find that a little
under a third of the deterioration fiscally was due to economic and
technical factors largely beyond policy-makers’ concerns but more
than two-thirds of it was due to legislation that was enacted.

Then if you say, okay, what was the cost, where did the money
go for that legislation that was responsible for about 70 percent of
the budgetary deterioration? About 48 percent of that cost is tax
cuts. About 36 percent is security-related spending. Now that
would include Iraq and Afghanistan and Pentagon increases and
homeland security and the global war on terror.

What particularly strikes me and I should note that I am not an
expert on the defense budget, and others who know this better
than I, I hope will look into this at depth.

But what strikes me is that under the President’s budget, the
funding level for defense in 2009 exclusive of Iraq, Afghanistan and
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the global war on terror, exclusive of all those things, the non-war
on terror part of the defense budget, would be $150 billion or 40
percent in real terms higher than it was in 2001.

The question that I think needs to be asked is: Are we doing
enough to scrutinize those parts of the defense budget that are un-
related, regardless of one’s view on Iraq and so forth?

Putting that to the side, for the base part of the defense budget
that is not related to that, are we giving it the same level of scru-
tiny that we are giving the domestic side of appropriations? I am
not sure we have in recent years, and I think we need to.

Mr. VIARD. I would like to make a few comments on that. I think
it is important.

Bob Greenstein mentioned earlier the fact that non-defense dis-
cretionary spending had been falling and over a long time period.
It depends on the time period you look at, but it is right that if
you look at 1980, we were spending 5.2 percent of GDP on non-de-
fense discretionary and that is down to 3.7 percent as of last year.

But I think it is interesting to note that defense spending has
fallen as a share of GDP over exactly that same time period despite
the fact that we are at war in Iraq and Afghanistan today when
there was no similar war in 1980.

We were spending 4.9 percent of GDP on defense at that point,
and we are now down to 4 percent of GDP even with the spending
in Iraq and Afghanistan. This is last year’s number, so it includes
all of the money that was spent in Iraq and Afghanistan, whether
it was in the supplemental appropriation or in the regular appro-
priation.

I think, more generally, neither type of discretionary spending is
the key to the long term budget trends that we face. Bob and I are
in complete agreement on that.

But I do think it is important to realize, of course, every dollar
spent on defense, every dollar spent on anything else is always an
opportunity cost. That dollar is not available for other purposes
that it could be used for, and every dollar needs to be scrutinized.
But we actually have seen a downward trend in defense spending.

Mr. BERNSTEIN. Can I make a quick comment on that?

Mr. OBEY. Just very briefly.

Mr. BERNSTEIN. Very brief, it picks up on something Alan just
said. Basic economics reminds us that the opportunity cost of the
conflict is not simply the hundreds of billions that we have sac-
rificed so far.

We also have to consider the cost of foregoing the productive in-
vestments we might have made otherwise with those dollars. In my
testimony, I outline a fairly detailed set of infrastructure invest-
ments, human capital investments that I believe would have strong
offsetting effects to income inequality.

So it is not simply the economic cost of war. It is the opportunity
cost of not engaging in what I think are more productive invest-
ments.

Mr. OBEY. Mr. Rehberg.

Mr. REHBERG. Thank you, Mr. Chairman.

Mr. Greenstein, I would like to go back. I apologize for coming
in and out, and I heard part of your testimony. I have looked
through your testimony.
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I am trying to make a determination. Have you stated a percent-
age of gross domestic product that you think that discretionary
spending ought to achieve?

Mr. GREENSTEIN. No, I hadn’t in the testimony.

Do I have a specific? I have not really done that. I could come
up probably with some various areas that I would be happy to re-
duce funding on, but the changes regardless of which party was in
control of actually getting them through would be near zero.

So the level one need would depend in part on what one could
do in some of those areas, but in particular what I don’t think I
would like to see is a further continuing decline in the percentage
of GDP that goes to domestic discretionary programs. I think they
are now a little over 3 percent of GDP.

Mr. REHBERG. Philosophically, would you believe that as GDP in-
creases it ought to be a percentage of that increase like an infla-
tionary increase similar to what we do with most of the budgets or
is that going too far?

Mr. GREENSTEIN. If I thought we were adequately meeting cur-
rent needs in domestic discretionary, then I would recommend that
they stay even with inflation and population growth which would
be smaller than staying, lower than staying constant as a share of
GDP.

Mr. REHBERG. Objectively, how would you, under this theory
then, ever in your mind determine that we are spending enough
money?

I would assume under your philosophy we are never spending
enough.

Mr. GREENSTEIN. I wouldn’t say never. I think there are par-
ticular areas—I have talked about some of them here today—that
I think we are under-funding. I think one has to make some hard
choices.

At a minimum, I would keep domestic discretionary constant as
a share of GDP until we do a better job of meeting some of these
key needs. Ideally, I would probably go up a little bit.

But I do want to agree with Alan here and then bring it back
into this context. If at some point we are able to make tough
choices that involve, first and foremost, system-wide healthcare re-
form, this isn’t just Medicare and Medicaid, system-wide reform
that slows the rate of growth in healthcare costs, we make deci-
sions that close the long term social security shortfall and—you
and I would probably not agree on this—I think we are going to
have to raise more revenues. I don’t think you can do it all on the
spending side.

If we make the tough choices elsewhere, there would be room in
the budget to do somewhat more. Is it one percentage more? I am
not talking about a lot more as a share of GDP on the discretionary
side. But the big decisions are the ones that have to be made on
healthcare revenues and, to a lesser degree, Social Security.

Mr. REHBERG. The problem with the hearing today—and I know
that you had probably been given very specific not necessarily talk-
ing points but ideas to present to the Committee—is your brief dis-
cussion of mandatory or entitlement spending and how that is in
fact going to be the big elephant in the room.
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I guess, philosophically then, would you agree that we should tie
discretionary and non-discretionary Health and Human Services
funding together as a percent of GDP, which according to my cal-
culations is somewhere around 20 percent as opposed to the 3.7
percent number I have been hearing thrown around?

Mr. GREENSTEIN. To get to 20 percent, you would have to be in-
cluding mandatory spending.

Mr. REHBERG. That is what I am, yes, which you can’t ignore.
You can ignore for this hearing because probably your charge was
to dilscuss that, but we can’t ignore that any more than I would cer-
tainly.

Mr. OBEY. Would the gentleman yield on that?

Mr. REHBERG. Yes, sir.

Mr. OBEY. Nobody has any instructions to ignore or include any-
thing. We simply took note of the fact that we have no jurisdiction
over mandatorys, and so while we may have opinions about it the
operational question is what we do on the discretionary portion of
the budget.

Mr. REHBERG. And I didn’t mean to suggest that the Chairman
was doing that. It was the topic of the hearing is discretionary
spending but if we are going to bring in defense spending and inef-
ficiencies, which I happen to agree probably with the Chairman
and the speakers that I think that defense and homeland security
ought to be on the table as well for the waste, fraud and abuse.
So we tend to agree on that.

But if we are going to have a meaningful discussion about GDP
and discretionary spending and percentages, while esoterically it is
kind of fun to talk from an economic standpoint, but it is not very
practical because it takes the human aspect of the Appropriations
Committee out when we make a determination.

I don’t like it any better when members of my party say, well,
we need to set defense spending at 4 percent of GDP and that is
what our spending is going to be. I don’t find that to be any more
relevant to human needs and how we are going to spend our Fed-
eral dollars.

Let me ask for a point of discussion of the four gentlemen if I
still have the time.

Mr. OBEY. Thirty seconds.

Mr. REHBERG. Then I will wait for another round

Mr. OBEY. Go ahead and ask. You have 30 seconds.

Mr. REHBERG. No. It will take too long. I don’t mind if you go
ahead. I don’t mind waiting.

Mr. OBEY. Mr. Kennedy.

Mr. KENNEDY. Thank you, Mr. Chairman.

Could you all comment on the real impact of what you see the
sub-prime lending crisis having on the economy and in the ongoing
years and the underestimation of that in terms of Wall Street even
today?

Even after the impact that we already know it has had, how
much do you think it still has been underestimated and to what
extent regulatory-wise in Government the processes in terms of
transfer of wealth?

We talk a lot about taxes and regulation and what it does to
stimulate growth. Can you put in the context of the last several
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years about how people’s primary wealth is in their home and yet
for the middle class their home values are now, because of this cri-
sis of the fall of real estate, really stagnant and because of this reg-
ulatory relaxation that allowed people to speculate so freely and
widely that we now have the very wealthy be able to have such a
windfall, and yet the middle class are struggling to keep their
heads above water, if you could?

Mr. MEYERSON. Let me address that in a couple of ways, Con-
gressman.

I think a lot of what is behind the sub-prime housing crisis gets
us back to one of the larger topics, not that that isn’t a huge topic
but one of the larger topics of the day which is the relative falling
behind and relative stagnation of median American incomes.

Jared, help me out here. You said that since around 1980 the
middle quintile’s income had increased, what was it, 26 percent?
Was that the figure?

Mr. BERNSTEIN. Yes.

Mr. MEYERSON. Well, let’s compare that to the relative increase
in housing costs or medical care or college since 1980 which is way
higher than 26 percent.

There was actually an op-ed column Monday in the Washington
Post, and I will merely say one should not believe everything one
reads on the op-ed page of the Washington Post, speaking as a
Washington Post op-ed writer, by Michael Hill who is not a col-
umnist but a house builder executive. He is a home builder.

It pointed out that 40 years ago the median price of a house in
the United States was about twice the median household annual
income. Twenty years ago, it was about three times higher. In the
past 10 years, it is about 4 times higher. In most metropolitan
areas, the gap is a lot wider than that.

And so, in a broad sense, Americans have been keeping up by
going into greater debt and, obviously, we have seen in the case of
many Americans by taking out mortgages which really weren’t all
that great an idea to begin with.

So I think when we talk, as we have earlier today, about median
incomes of Americans and whether they are rising in compared to
what. They are not rising compared to some of the fundamental
costs that Americans need to spend on housing, medicine, higher
ed, et cetera.

Then on the regulatory front, I think it is really clear across the
board that Wall Street as a metaphor and as a reality has created
all kinds of financial which, as we found out over the last six
months, they themselves don’t understand the full implications of
at times, that have created pockets of risk that have gone largely
undetected.

From my point of view, and I am sure our economists witnesses
can get into this in greater detail, but from my point of view, we
clearly need a financial system that is more transparent to bor-
rowers, to lenders, to some of the banks that created them in order
to reestablish a confidence in our financial system, which con-
fidence, by the way, is not shared by many members of the finan-
cial system because that has been the whole point of pumping li-
quidity into our banks. Our banks, nobody knows what’s on any-
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body else’s balance sheets these days, and they have some ques-
tions as to what is on their own balance sheets.

Mr. KENNEDY. Right, right.

Mr. MEYERSON. That is a pretty dangerous situation.

Mr. KENNEDY. Can I ask?

Mr. OBEY. If you can take 20 seconds because the gentleman’s
time is expired.

Mr. KENNEDY. If I could, the mechanisms that you were talking
about, Dr. Bernstein, about helping to grow the middle class. We
have the tax system that is all designed to help those with wealth
save, but it is not designed to help those who need to save, save,
because they don’t have any wealth to save. So can you comment
on the mechanisms to help do that?

The British have the baby bond program where when you are
born, the Government allows you to have a $500 setaside and then
it is matched on a sliding scale much like the reverse earned in-
come tax credit. Then it is rolled into, basically, a 401(k). When you
are 18, you can turn that over for a college education or for a sav-
ings account for healthcare and the like.

Do you think those kinds of programs that are designed and an
automatic checkoff so that you don’t have voluntary checkoff?
Could you comment on that?

Mr. OBEY. Could I ask you to be very, very brief because the gen-
tleman’s time is expired?

Mr. BERNSTEIN. Okay, I will try to be very, very brief.

The automatic checkoff is an excellent idea. That would be a sim-
ple change that would help increase precisely those kinds of sav-
ings.

The idea of some sort of a demi-grant or a bond for middle class
or low income people or in the case of a demi-grant for everyone,
it has been discussed and perhaps could be helpful too.

But I think the biggest challenge facing middle income families
trying to save is the fact that the market basket of goods that they
want to and aspire to consume, what we might sort of think of as
the American dream package of the middle class, the idea that you
could buy a reliable, decent home in a safe neighborhood and have
an income from the labor market that enables you to pay for that
package while saving for college tuition and paying for healthcare.

That is where the problem is and that is where I think middle
income families have been dis-saving and borrowing and becoming
excessively leveraged and now are facing the costs they are in and
going through a period of probably great de-leveraging. Probably
we will see less savings as folks try to pay down their debt.

Mr. OBEY. Thank you.

Next is Dr. Weldon, but let me simply say I am somewhat con-
cerned about his medical abilities because there are two people on
this Subcommittee who seem to have a bug, a retirement bug with
Dr. Weldon and Mr. Peterson and Mr. Regula, three. My God, four
in a row. What did we do?

Mr. PETERSON. We are moving up. [Laughter.]

Mr. PETERSON. We don’t want to be stuck with him.

Mr. OBEY. I would think that the good doctor could find a way
to stop this epidemic. I don’t know what is going on here.
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Mr. WELDON. Yes, I think one of the things that could quell the
epidemic is if, well, I don’t want to go there.

Mr. PETERSON. We are not going to buy.

Mr. WELDON. Let me just thank the Chairman for this hearing.
I wish I had been able to stay for all of it. I think this is a very
interesting topic, and certainly you have a very interesting panel
here.

I would have stayed and listened to everybody, but it seems that
ever since I announced my retirement I am busier than I ever was.
Hopefully, that will begin to slow down.

The question I had I was going to direct it to Dr. Viard. You go
and stay at a hotel. Over the last 10 years, it is common for people
to say were it not for all the illegal aliens working at this hotel the
room rate would be higher, and you hear people say that at res-
taurants. Certainly on a construction site, construction costs would
be higher.

One of the most dramatic examples of this phenomenon of illegal
immigration depressing wages in the lowest strata of our workforce
I saw in a news report of a Swift’s meat packing plant. I think it
was somewhere in the Carolinas. Immigration came in and discov-
ered about 80 percent of the employees there were not legal and
shut the plant down.

The interesting part of the story is they reopened two weeks
later, fully staffed up, suggesting that these claims that illegal
aliens are doing what Americans don’t want to do is not really true.
But, lo and behold, they have to offer higher wages for the workers
that were there.

Interestingly, I think a very high percentage of them were Afri-
can Americans, suggesting that this illegal immigration issue is
most acutely affecting, at least in some areas, the African Amer-
ican community in terms of their jobs and their wages.

Now I know this is a complicated issue because I guess people
in the second and third and fourth quintile are able to stay in ho-
tels at a lower cost and do an expansion on their property at a
lower cost, but I don’t think this has been commented on, the im-
pact that illegal immigration has.

I knew Mr. Meyerson was commenting, and I caught a little of
your concerns about this gap and how much of this ever widening
gap in wages is illegal immigration playing a role in this. If we do
more as a government to try to stem this, is that going to have a
positive effect on the people that I think we are most concerned
about in this hearing, the people who are struggling to make ends
meet and afford benefits and things like that?

Mr. VIARD. Well, this is certainly an important issue. I am not
an expert on immigration, but I can try to summarize what I un-
derstand from the literature that has looked at the economic effects
of illegal immigration.

I think that you are right, Mr. Congressman, to pinpoint the im-
pact at the lower wage levels because the evidence that economists
have gathered demonstrates, I think, that illegal immigration has
not had a depressing effect on wages throughout the income dis-
tribution but that there probably is some depressing effect at the
bottom of the income distribution.
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Economists expect that if there is an increase in the supply of
labor, whether it is from illegal immigration, legal immigration,
more people in the United States deciding to work, anything, that
it will tend to depress the wages of those who are the closest sub-
stitutes for those workers but that there are economic gains for
other people in the economy who could take advantage of those
services more cheaply.

Some illegal immigrants probably are performing work that
would not be done by Americans, and so in some cases there may
not be a depressing impact on anyone’s wages. But, in other cases,
I think there is no doubt that wages in certain occupations and
some of the ones you mentioned, Mr. Congressman, are depressed
to some extent by the presence of illegal immigrants.

Obviously, that having been said, it remains an open question ex-
actly what policy should or should not be adopted to address the
situation of illegal immigration.

Mr. MEYERSON. If I could just add to that for one moment, you
are absolutely right that there are particularly small sectors and
maybe not so small sectors of the American economy where this
kind of replacement has gone on, but in some of them what deter-
mines wage level actually is rate of unionization.

If you look at what determines, since you used the example of
hotels, wage levels in hotels, there are, and I can assure you this
is maybe the one area of economics where I may actually have
more data than the three distinguished economists on my left.
Hotel contracts essentially vary from city to city. What the person
who makes the bed in your room makes depends really on the per-
centage of hotels that are unionized.

There are hotel locals in the United States, hotel workforces in
the United States that are very, very heavily immigrant and, in
some cases, I bet you fairly highly undocumented immigrants, peo-
ple who are not here with documentation, where there may be a
relatively decent level of wage anyway simply because of the rate
of unionization in that particular city.

Mr. OBEY. The gentleman’s time is expired.

Mr. WELDON. Thank you, Mr. Chairman. I thank the witnesses.

Mr. OBEY. Mr. Simpson.

Mr. SiMPSON. Thanks, Mr. Chairman. Before you start timing
me, I want you to know that today it speaks of the two-year budg-
et, Mr. Chairman.

Mr. Chairman, Mr. Domenici says today we are going to go to a
two-year budget cycle. I want you to know. He says that this year
could be different since more members are complaining about the
increasing difficulty in pushing annual spending bills through both
chambers.

Mr. OBEY. I would be more interested in Mr. Domenici’s opinion
in the appropriations process if, with his long experience on the
Budget Committee, he had been able to get a budget resolution
through in two of the last three years.

Mr. SiMPSON. I agree with you on that.

Anyway, I appreciate the comments here today in this hearing,
and I agree with the comments that have been made about edu-
cation and the focus that has been placed on education and the
barrier that has to mobility and so forth.
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I don’t think we have done an adequate job in education in this
Country over the last 20 years. We need to do a much better job,
and we fail to invest in that at our own peril, quite frankly. That
is for all people. There are different ways of doing that, whether
it is two-year schools, whether it is community colleges, whether it
is vocational education and other types of things that need to be
done.

One thing I have always been interested in is we always seem
to measure an education system by how many people go to college.
I don’t know that everybody has to go to college, but we do have
to be trained for our next job.

The average, what is it? The average high school graduate today
is going to be retrained for a completely new job seven times in his
lifetime. If we don’t have the training available for that, they are
not going to have the ability to move within this mobility scale that
we are talking about. They won’t have the mobility to be able to
move from one quintile to another, to enrich themselves.

What other factors are there that contribute to the loss of being
able to move? Certainly, education is an important one, but are
there other factors?

Mr. BERNSTEIN. Yes, there are a set of factors that, and each one
of them explains a small part of the change. Economic research has
not found a silver bullet that explains 51 percent.

But the other factors have to do with the loss of higher paying
jobs for non-college-educated workers particularly in the manufac-
turing sector. That has contributed probably 15 to 20 percent of the
increase in wage inequality.

Mr. SiMPSON. Have those been replaced with high tech jobs?

Mr. BERNSTEIN. To the extent that those have been replaced with
high tech jobs, those haven’t gone to the non-college-educated work-
ers who have been displaced from manufacturing. In that sense,
technology itself is implicated in higher levels of inequality. I am
not saying it is a bad thing. In fact, if anything, it speaks to your
point that we need to train workers for the types of jobs we are
creating.

But it is important to recognize something that was mentioned
earlier, that the quality of jobs that we are creating is high at the
top and pretty low at the middle and the bottom. If you actually
look at the types of jobs that we are projected to create over the
next decade or so, you will see home health aides. You will see se-
curity.

These are of the 10 occupations adding the most jobs over the
next 10 years. About six or seven are demonstrably low skill jobs.
They are home health aides. They are security guards. They are
cashiers, folks in retail. It is the quality of those jobs that is hurt-
ing.

When a worker is displaced from a high value-added, unionized
manufacturing job and ends up in the lower end of the service sec-
tor, they take a big hit and that is part of the inequality problem.

Mr. SiMPsSON. Then if you talk about inequality in incomes, you
assume that income is related to productivity somehow. You as-
sume that there is some relationship.

Mr. BERNSTEIN. Not as much as we should.
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Mr. SiMPsSON. Is there a productivity disparity that is growing
within the Country?

Mr. BERNSTEIN. A huge disparity, it is a real focus of my written
testimony. I have a table in there that shows for about 25 years
the median income—you could look at the wage of the typical work-
er as well—was rising in step with productivity. They both grew at
around close to 3 percent per year. They doubled between the mid-
1940s and the mid-1970s.

Since then, productivity has accelerated. By the way, over the
last 10 years, it has accelerated again. Yet, the typical earnings
and the median family income have been flat.

Since 2000, productivity is up 19 percent. That is a real success
story about the American economy. But the median wage is flat,
and the median family income is flat, and the income of working
age families is down about 4 percent. So there is a big productivity
gap, and it is one of the reasons why inequality is so problematic
right now.

Mr. SiMPSON. You know this goes back to one of the other things
that Harold mentioned. You said in your testimony that Americans
now believe their children will have a tougher time than they had.
I hear that all the time, and I think that is probably true.

But I think there is another factor that contributes to that. One
is that 30 or 40 years ago when my parents were in the workforce
and so forth, jobs existed such that you graduated from high school
and you went to work at a factory and you could pretty much be
assured you were going to retire from that factory if you wanted
to.

Those jobs aren’t there anymore, and we are animals that like
security. We like to know the sun is going to come up tomorrow
like it did today. Those types of jobs aren’t there anymore.

I think there is a great deal of insecurity in the world where peo-
ple are going to have to be retrained for completely new jobs. Seven
times in their lifetime is what I hear, and that creates uncertainty
that is going to put enormous strains on all of our institutions.
Governmental, religious, social institutions are going to be strained
by this, I think.

Mr. MEYERSON. And, it is also a regional concern. When there is
a dominant manufacturing industry in a particular place such as
the State of Michigan, it doesn’t follow that the new jobs for which
people need to be retrained are going to be popping up in the State
of Michigan.

So, in addition to the economic instability, there is really a kind
of the economy moves out on you. It moves out on you sometimes
geographically as well as in your budget, and that is a big problem
as well.

Mr. SiMPsON. That is what trade does, quite frankly. We may get
more jobs from trade, but they are not going to be jobs that we lost
to trade. They are going to be in other areas.

Mr. BERNSTEIN. Well, that is why many of us argue that it would
be very useful to take the benefits from our expanded trading re-
gime from globalization and plow them into improving the quality
of precisely the types of jobs we are creating. These jobs lack pen-
sion coverage. They lack health coverage. They often lack the kind
of career training you are suggesting.
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I have suggested in my arguments for offsetting these inequality
trends, investing in precisely those areas of these jobs.

Mr. KENNEDY [presiding]. Mr. Peterson.

Mr. PETERSON. Thank you very much.

I am going to try to be brief here, but I wanted to lay out my
thought processes.

I have been in government 39 years: 8 at the local, 19 at the
State and my 12th year here. When I first got in government, it
was an urban-driven government at the State level, but the urban
areas were declining. The wealth was starting to move out. The
successful wanted to live in the suburbs.

As I have been in government, we have had another shift. The
merging of banks, the merging of corporations, the merging of utili-
ties have moved the wealth to the suburbs and taken it out of the
rural.

So opportunity in the rural continues to decline. Farming is on
the decline. Rural was sort of a fertile bed for reasonably priced
manufacturing, lots of manufacturing plants out there.

So I see us developing two different economies in America, and
the rural economy doesn’t really have any swing. They don’t have
much to say. At the same time, we have the globalization of the
economy, and that is over. That has happened.

Now, in the beginning, we were trading pretty well. We had more
winners than losers. Now I think we have more losers than win-
ners, and you sort of all stated that.

But, currently, what is driving the jobs out of this Country is the
inability of American manufacturing, processing, whatever they are
doing. In a global economy, energy costs are number one. We have
the highest energy costs in the world.

This Congress isn’t going to deal with that. We have ignored it.
It never was a problem until the last eight years, but I can guar-
antee you this Congress is not going to deal with available, afford-
able energy for America, so that cost driver.

We are putting $181 billion into the economy that energy took
out. That is why Americans don’t have money to spend. To heat
your home, to drive your car takes a bigger part of your income,
so you don’t have any money to spend. I was a retailer all my life,
so I understand people spending money.

So we are going to give $181 billion to Americans so they can
spend it, and that will help, but it won’t solve any problems be-
cause if we don’t deal with the cost factor.

This Country has always been the big dog. For the first time in
the history of this Country, we are not the only big dog anymore.
We are just one of the dogs, and we are going to have a lot of coun-
tries nipping at our heels. I mean there are developing nations ev-
erywhere, not just China, India, South America, Malaysia. Devel-
oping countries are going to compete with us.

If we don’t have a competitive model for people to process, manu-
facture and do things, we won’t have jobs for working people. That
is my view. We have to learn to compete in the world marketplace
we are in.

I would like you to respond to that. Do you agree with that or
disagree with that?

Mr. BERNSTEIN. I agree with a lot of what you said.
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I guess you probably know better than I. I am maybe less skep-
tical than you in that this body won’t address the energy chal-
lenges we face, but you are sitting there and I am sitting here.
That is discouraging to hear because it is obviously a critical point.

I think that the issue of America’s competitiveness, bringing it
down to the level that we are talking about today because you are
raising many big global issues, should be discussed in the current
context in the following way: We are facing a downturn, and I
agree with you that a stimulus package that is appropriately craft-
ed can and should help. The package that we discussed, by pump-
ing a percent or so of GDP in the economy will help, but it won’t
solve the fundamental problems.

Now one of the problems that we have, that I articulate in great
detail, in some detail in my written testimony, basing it off the
work of economists who have looked into this quite carefully, is
that in order for our Nation to compete there are investments that
the private sector won’t make, public sector investments in infra-
structure that really do make a big difference in the Nation’s pro-
ductivity.

This has to do with our infrastructure in transportation, roads,
bridges, water, sewage systems, ideas that his Committee has
talked about and are fundamental.

Mr. PETERSON. Because we don’t fund those.

Mr. BERNSTEIN. No, no, but I know that the Chairman has raised
interest in these issues.

I am speaking broadly. For the Congress to investigate the pro-
ductivity-enhancing effects of a new program that invests in pro-
ductive infrastructure of the type that I have discussed, I think
would help a great deal in offsetting the letter D grade that the
American Society of Civil Engineers has given this infrastructure.

We have the capacity to compete globally, but that capacity is di-
minished if our own public infrastructure is in deficit, and so I
would argue that that is part of the answer as well as the human
capital investments that we have spoken of here. I think we all
agree that the quality of our workforce is a critical component to
solving the problems you raise.

Mr. PETERSON. Your question of the energy issue——

Mr. OBEY. [presiding.] Your time was expired.

Mr. PETERSON. Whew, that was quick.

Mr. KENNEDY. I would like to give you a little bit more, but we
really have to stick to the clock.

Mr. PETERSON. Oh, I didn’t realize. I will be real quick.

On the energy issue, less than two decades ago, we were self-suf-
ficient. We are now 66 percent dependent on foreign oil, and that
is increasing 2 percent a year every year I have been there. There
is nothing on the horizon being considered by this body or the Sen-
ate that is going to change that.

Renewables are wonderful. I am for them all, but their growth
is minuscule. Until we have real energy to bring prices down, until
the renewables play a bigger role, we are turning our back on
them.

The one last issue I wanted to share with you is the other thing
that I have seen.
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Mr. OBEY. I am going to have to ask you to take 20 seconds be-
cause we have to get to vote, and I haven’t had any questions yet.

Mr. PETERSON. Oh, I am sorry.

Technical training, it was mentioned by Mr. Regula. We exceed
in academic training that trains the people who run the companies.
They are running companies that are doing business all over the
world. But to train workers in this America, I think we fail abys-
mally, and my State is even worse than the Country, Pennsylvania.
We don’t even have a community college system available to most
Pennsylvanians.

Mr. BERNSTEIN. Agreed.

Mr. OBEY. I am sorry we have to bring this to a close. I am told
we are probably going to have, what—four or five votes—four votes,
which means if we do that we would keep you waiting here until
1:30. I don’t want to do that. So I am going to forego my questions
and simply thank all four of you for appearing.

We can debate what the extent of the gap is but, Mr. Bernstein,
you said that we had seen about $400 billion transferred up the in-
come scale from the bottom 90 percent to the top 10 percent over
what period of time?

Mr. BERNSTEIN. It is only over 2003 to 2005.

Mr. OBEY. I would like to have that race car if I could.

It just seems to me that also, Mr. Viard, that when I look at your
chart on Figure 1, it certainly does show that the lowest, the sec-
ond lowest and middle quintile have edged up somewhat in terms
of income gain. But if you complete the picture with the top brack-
ets, that line goes off the graph. The top 1 percent at 228 percent
as opposed to less than 1 percent a year for the middle.

The only reason I emphasize that is to make the point that we
will be making decisions on appropriations that will, in very mod-
est degrees, impact the families who are experiencing this very,
very, very slow growth in their own incomes. It would be kind of
nice if we focused our efforts on those elements of the bill before
us that actually focus on folks who need the help the most.

Thanks very much for coming. I appreciate it.
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Mr. OBEY. Well, good morning, or good afternoon, or whatever it
is. Let me apologize ahead of time. We have a mini-filibuster going
on on the Floor, one that is so tasteless that they even called a roll
call in the middle of a memorial service for Congressman Lantos.
Outside of that, the House has covered itself with grace today.

But let me simply explain why we are here. Yesterday we had
a hearing in which we discussed the economic context in which the
choices that this Subcommittee makes on the various programs
under our jurisdiction will be made, and we talked about who is
getting what in the economy and we talked primarily, I guess,
about the gap between the most well-off and others in our society.
Today we are going to be focusing on health care.

It has been my experience through the years that whenever we
discuss Federal budgets, whenever we discuss appropriations, that
people are very good at describing the cost of doing something, but
they are not very good at describing the cost of doing nothing. Vir-
tually every program with which we deal in this Subcommittee has
a purpose. The purpose is to attack some problem.

For instance, if we spend $43,000,000 on Lou Gehrig’s Disease
research around the Country, even though we do not specifically
appropriate disease by disease, but if the effect of what happens is
we spend about $43,000,000 on Lou Gehrig’s Disease, that is a visi-
ble number to everybody. But we do not get a chance to compare
it to the cost to this society of that disease itself, of the hospitaliza-
tion cost, the lost income cost, all the other costs, not to mention
the human cost.

So today I would simply like to have our witnesses describe es-
sentially what the costs are of problems that we are trying to at-
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tack through the health care budget, at least the portion of the
health care budget that is appropriated and comes through this
Subcommittee. So we have three witnesses who will present testi-
mony on trends and health status of the U.S. population, the eco-
nomic costs created by those trends, the health benefits and eco-
nomic value of Federal investments in research and public health
measures to help counter those trends.

Our first witness is Dr. Kenneth Thorpe, Professor at the Rollins
School of Public Health at Emory. He is Executive Director of the
Partnership to Fight Chronic Disease. He has written broadly on
health care financing and chronic disease issues. Dr. Thorpe pre-
viously served as the Deputy Secretary for Health Policy at HHS.

Our second witness is Dr. James Weinstein, Chairman of the De-
partment of Orthopaedic Surgery at Dartmouth-Hitchcock Medical
Center and Director of the Institute for Health Policy and Clinical
Practice. In addition to being a spine surgeon, Dr. Weinstein is also
a highly regarded researcher and leader in comparative medical
studies.

My staff says that I should try to gavel down any witness who
tries to get some free medical advice from you today.

Our third witness is Dr. J. Paul Leigh, Professor of Health Eco-
nomics at the University of California, Davis, Medical School. I
want to take particular notice of the fact that he received a PhD
in economics from a little known university called Wisconsin. He
is primary author of over 140 science papers, as well as two books,
including “Costs of Occupational Injuries and Illnesses,” and will
address the issue of cost to society of workplace injuries and ill-
nesses.

Before I call on the witnesses, let me simply call on Mr. Walsh
to make whatever comments he has.

Mr. WALSH. Thank you, Mr. Chairman.

Mr. OBEY. And then we will see how much we can get done be-
fore the bells ring.

Mr. WALSH. Thank you, Mr. Chairman.

I would like to welcome our witnesses also. Thank you for coming
today. I know you are all busy. This will be helpful to us.

I said yesterday, at our hearing about the economy, that I believe
that not only is it critical to our economic well-being to safeguard
the health of Americans, but also it is the right thing to do. I know
there are philosophical differences with respect to the details on
this issue, at least with respect to health insurance. I hope, how-
ever, that there is widespread agreement on the need to prevent
disease.

I firmly believe in the adage that an ounce of prevention is worth
a pound of cure; that it is critical to extend productive years as
long as possible. To the extent we cannot prevent disease, we must
continue to find new treatments. I think a large part of successful
prevention programs relies on personal responsibility, making
smart choices throughout one’s life. Clearly, the medical commu-
nity and government can and do play a role in making sure that
people have the information they need to make those smart
choices. But, at the end of the day, choosing behaviors that reduce
the burden of disease is up to the individual.
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Of course, there are diseases that cannot be prevented, or cir-
cumstances where sickness will occur despite a healthy lifestyle. In
these cases, clearly, we must rely on modern medicine and the in-
credible advances we have made through research conducted in the
private sector, as well as supported by the government. I would
like to get into that a little more in my questions, particularly as
it relates to translating basic research into therapies that are wide-
ly unavailable.

Unfortunately, I am going to have to step out briefly due to a
commitment. I am going to address a conference on autism in the
Canon Building, and I will be right back, if the votes do not inter-
vene. Otherwise, I will be back right after the votes.

Thank you all.

Mr. OBEY. All right.

Thank you, gentlemen. Why do not you each go ahead for about
10 minutes or so, summarize your remarks. We will put the full
text of you remarks in the record. Why do not we begin with you,
Dr. Thorpe?

Mr. THORPE. Thank you, Mr. Chairman, Mr. Walsh, members of
the Subcommittee. Thanks for the opportunity to testify today on
the economic and social consequences of what I believe are under-
investments in public health programs, particularly those targeting
chronic disease.

Among the many serious challenges our Nation faces, few have
more grave long-term consequences than under-investment in pop-
ulation-based prevention and clinical management, including re-
search and evaluation into the effectiveness of health care, largely
because the programs—as the Chair just mentioned—that you deal
with in this Committee have broader implications for the health
care system than just the CDC or AHRQ or some of the other orga-
nizations and agencies that you look at; they directly affect rates
of morbidity, mortality, productivity in the United States economy,
and overall health care spending.

I wanted to make just a couple of key points along those lines.
First is that we know that chronic illnesses account for most of the
mortality in this Country. Nearly 70 percent of deaths are linked
directly to chronic illness. Two, we know we have an obesity issue.
Over the last 25 years, the rate of obesity has doubled in this
Country. Now, over 34 percent of adults are clinically obese, and
we know that obesity is directly linked with a variety of chronic
health care conditions.

Chronic diseases overall account for nearly 75 percent of what we
spend on health care, so virtually the entire book of business in the
health care system is linked in one way or another to patients that
have one or more chronic health care conditions. I think, most im-
portantly, if you look at the Medicare program, over 95 percent of
spending in Medicare is linked to chronically ill patients. They own
that population. The same is true with Medicaid, that has a very
high share of its overall spending linked to chronic disease.

If you look at the growth in spending, about two-thirds of the
growth in spending in the United States over the last 20 years is
linked to rising rates of treated prevalence of disease, largely
chronic illnesses.
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Another statistic that I think is important as well, I mentioned
that the rate of obesity in this Country had doubled since 1985.
That doubling of obesity by itself accounts for nearly 30 percent of
the growth in health care spending, both due to a rise in the inci-
dence of disease, like diabetes, but also due to the fact that we are
more intensively treating obese patients and obese adults today,
something that we probably need to look at a little bit more clearly
in terms of are they cost-effective in terms of the interventions.

Chronic disease and its impact on health care goes beyond just
medical care costs; it has an impact on productivity as well. Studies
done by the Milken Institute out in California have shown that for
every dollar we spend on the medical side linked to chronic illness,
that we spend another $3.50 in lost productivity to our American
companies. So we can see this overarching issue of chronic disease
and obesity has a major impact on spending trends, the afford-
ability of health care in the Medicare program and in the private
insurance programs in this Country.

The data also shows that we are spending, obviously, a lot of
money, but we are not really spending it very wisely. We have a
sick care illness still in this Country, not really a health care sys-
tem. A health care system would do a better job of integrating pre-
vention, self-management, workplace health promotion programs,
along with more traditional health insurance in ways that we do
not very effectively do today.

The good news is that there is a lot of room for improvement. We
know from data the Centers for Disease Control and Prevention
have pulled together that about 80 percent of heart disease,
strokes, diabetes, and about 40 percent of incident cases of cancer
are potentially preventable if we just did three simple things—
some of them are not easy to do: stop smoking, have a better diet,
and get in shape. And, as I will talk in a minute, it basically does
come down to individual responsibility, but we have a whole host
of settings and programs that I think could be effective in working
with patients and individuals—in the community, in the schools, in
the workplace—that would help facilitate moving in this direction
of stopping smoking and getting in better health.

But to make these changes—and I think this is the point prob-
ably most germane to your consideration—is that we need to know
what works and what does not. The best health and health policy
decisions I think are based on data and scientific evidence. Health
services research, the field that I work in, provides the data and
evidence needed to make decisions and develop policies that opti-
mize health care financing, the access to the delivery system and
health care outcomes. I think it provides practitioners and policy-
makers the tools and information to make health care in this Coun-
try more affordable, more efficient, safer, more effective, more equi-
table, more accessible, and more patient-centered.

I think the Federal Government needs to be a leader in this en-
deavor. That does not mean they do it by themselves; the private
sector makes a substantial investment through their own research
in trying to figure these problems out. But if you take a quick look
at recent year budgets, I think it shows that we clearly are under-
investing in some of these public health and health services re-
search activities. If you go back a couple of years ago, 2006, and
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look at what was spent through the CDC on chronic disease pre-
vention and control, they spent $6.27 for each one of the
133,000,000 Americans that have one or more chronic health care
conditions. That same group of individuals spent an average of over
$13,000 a year in health care costs. As I mentioned earlier in the
testimony, collectively, this group of chronically ill patients ac-
counts for 75 percent

Mr. OBEY. Would you state those numbers again?

Mr. THORPE. Sure. If you look at the——

Mr. OBEY. Half the time, people do not hear them the first time.

Mr. THORPE. There are a lot of numbers, so sorry for the cornu-
copia of numbers here.

CDC’s spending on chronic disease prevention and control, they
spent $6.27 for each of the 133,000,000 Americans that have one
or more chronic health care conditions. And if you look at that
same group of individuals, their average health care spending was
over $13,000 a year.

To look at it another way, we have been pulling together data
with our professional organization, Academy Health, to try to fig-
ure out just what do we spend overall on health services research—
not just at the CDC, but AHRQ and other places, NIH, and places
that support health services research at the Federal Government
level—and our best estimate is we spend about $1,500,000,000 a
year on these types of investments in health services research to
try to figure out ways to do a better job of managing chronic dis-
ease, preventing the rise in obesity, the real drivers of what is
going on in our health care system.

To put it in another perspective, if you look at what Booz Allen
Hamilton, every year they have an annual report on investment by
the top 1,000 firms globally, and what they found was that private
sector health care research and development was nearly
$100,000,000,000 in 2006, about 65 times as much as we spend fed-
erally on funding health services research in the United States.

I think it is probably safe to say that virtually all of us are af-
fected by common chronic diseases. I usually go into an audience
and ask how many people they know or do they themselves person-
ally have high blood pressure, diabetes, heart problems, co-morbid
depression, elevated cholesterol, back problems, pulmonary disease.
You can go down the list. It affects virtually everybody in the room,;
they either have it themselves or they know somebody that has it.

My sense and my hope is that, as you look at this portfolio of
spending initiatives, that we need better information on how to
prevent the rise in chronic disease; how to prevent this persistent
rise in obesity in the United States, ranging all the way from kids
to adults; and how can we get better value in managing where the
money is spent, which is on those patients with multiple chronic
health care conditions.

Today we do not do a good job, I think, in managing those pa-
tients. It is the key driver of what is going up in terms of health
care spending, and my sense is—and this is particularly germane
to Medicare—that all these entitlements that many of us are wor-
ried about, in terms of their overall share of the GDP that is pro-
jected 5, 10, 15, 20 years down the road, unless we get a handle
on the basics in terms of pulling excess clinical dollars, more effec-




98

tive treatment protocols in managing chronically ill patients, pre-
venting some of these things in the first place, it is going to be very
difficult for us to get a handle on entitlement spending.

I will leave you with just one more statistic, and I will close. If
you look at the lifetime health care spending for a senior, 65 or 70
years old, who is normal weight, no co-morbid conditions—so does
not have a chronic disease—compared to that same individual who
is obese and has one disability or one chronic health care condition,
over the entire lifetime of those patients, of those individuals, the
normal weight individual would spend about 20 percent to 30 per-
cent less over their lifetime than that same person who is obese
and has multiple chronic health care conditions. So it does make
a big difference. We just need the information base, the data, and
the research in order to figure out how we can do this better.

With that, I will close. I look forward to answering any questions
you may have and, again, I would like to offer my thanks once
again for your invitation in working with you in this Subcommit-
tee’s longstanding commitment to health and public health.

[The information follows:]
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Mr. Chairman, Mr. Walsh, and members of the Subcommittee, thank you for the
opportunity to testify today on the economic and social consequences of inadequate
investment in public health programs, particularly those targeting chronic diseases.

Among the many serious challenges our nation faces, few have more grave long-
term consequences than under-investment in population-based prevention and clinical
management, including research and evaluation into effectiveness, because that under-
investment is directly traceable to increased morbidity and mortality, decreased
productivity, and higher health care expenditures, in both the public and private sectors.

Chronic diseases are the number one cause of death and disability in the United
States. More than 133 million Americans — 45 percent of the total population - have at
least one chronic disease. Chronic diseases kill more than 1.7 million Americans yearly,
and account for 7 of every 10 deaths.

The toll on health and wellbeing is concerning enough. But the financial costs are
also troubling. Chronic diseases account for fully 75 percent of the nation’s overall
health care spending. In public programs, the proportion is even higher. Virtually all
Medicare spending — 96 cents of every dollar — is spent on chronic disease care and
treatment. For Medicaid, the cost is 83 cents on the dollar. Of the $1.75 trillion dollars
expended on direct health costs in 2006, an estimated $1.3 trillion was spent on chronic
disease.

The average annual growth rate in national health expenditures for 2000 to 2008
was 7.5 percent. Much of the increase in spending — by some measures as much as 20
percent ~ is attributable to the rise in obesity in the U.S. over the past two decades.
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According to the Centers for Disease Control and Prevention, more than a third of U.S.
adults are now obese, and two-thirds are either obese or overweight — double the
proportion 20 years ago. CDC reports that 1998 aggregate adult medical expenditures
attributable to overweight and obesity were estimated to be $78.5 billion using 1998
National Health Accounts data. For obesity alone, the estimated costs were still
$47.5 billion. Spending increases are attributable not only to rising incidence and
prevalence of obesity and its associated sequelae, such as diabetes and heart disease, but
also to more intensive treatment of overweight and obese patients. If the prevalence of
obesity were the same today as in 1987, health care spending in the U.S. would be
10 percent lower per person, or about $200 billion less each and every year.

Despite these significant and growing expenditures, however, research shows that
chronically ill patients receive only 56 percent of clinically recommended health care. In
other words, while America is spending a staggering amount on chronic disease care,
objective measures indicate we may not be spending wisely or well to treat chronically ill
patients. This discrepancy results chiefly from systemic inadequacies: The American
health care system was built to deliver health care services to acutely ill patients
requiring episodic care, not to patients who are chronically, persistently in need of
medical care.

In short, America spends more on health care than any other industrialized nation,
but by many measures, our spending is not achieving the results we want and need.
Aside from the question of whether our spending is sustainable at 16 percent of GDP
and rising, we face the very real question of whether our spending is sensible, given the
results it garners.

A study in this month’s Health Affairs, for example, by my colleagues Ellen Nolte
and Martin McKee, compares trends in deaths considered amenable to health care
before age seventy-five between 1997-98 and 2002-03 in the United States and in
eighteen other industrialized countries. These preventable deaths account, on average,
for 23 percent of total mortality under age seventy-five among males and 32 percent
among females. As you might expect, the majority of the conditions responsible for
preventable deaths are chronic conditions: cancers, diabetes, ischemic heart disease,
and other circulatory disorders. In the OECD countries in the study, the decline in
amenable mortality in all countries averaged 16 percent. But the United States was an
outlier, with a decline of only 4 percent. If the United States could reduce amenable
mortality to the average rate achieved in the three top-performing countries — France,
Japan, and Australia — there would have been 101,000 fewer deaths per year. That’s
more than the populations of Superior, Wausau, and Stevens Point combined, Mr.
Chairman.
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The rate of amenable mortality is an indicator of overall health system performance.
America’s significant performance gap is a signal our system isn’t performing well
against a set of relative health measures. What this study doesn’t explain is why the
system isn’t performing up to par, or in what components of health care, or for what
patients. Those are critical questions health services research can answer, if America
chooses to invest in it. We also need to better understand what population-based
prevention strategies work best.

The truth is, the vast majority of chronic disease could be prevented or better
managed. We know from estimates from the CDC, for example, that 80 percent of heart
disease, stroke, and type 2 diabetes and 40 percent of cancer could be prevented if
Americans would do three things: stop smoking, start eating better, and start exercising.

Of particular prevention focus should be our most vulnerable populations, including
children and adolescents and racial and ethnic minorities. As with adults, the prevalence
of overweight among children aged 6 to 11 more than doubled in the past 20 years, going
from 7 percent in 1980 to nearly 19 percent in 2004. The rate among adolescents 12 to
19 years old more than tripled, increasing from 5 percent to 17 percent. Clinically-based
reports and regional studies suggest that type 2 diabetes, although still rare, is being
diagnosed more frequently in children and adolescents, particularly in American
Indians, African Americans, and Hispanic/Latino Americans. Alarmingly, an estimated
61 percent of overweight young people have at least one additional risk factor for heart
disease, such as high cholesterol or high blood pressure. In addition, children who are
overweight are at greater risk for bone and joint problems, sleep apnea, and social and
psychological problems. Overweight young people are more likely than children of
normal weight to become overweight or obese adults, and therefore more at risk for
associated adult health problems, including heart disease, type 2 diabetes, stroke,
several types of cancer, and osteoarthritis — all conditions that can be prevented.

Preventable morbidity and mortality continue to take an unconscionable disparate
toll on America’s racial and ethnic minority groups. For example, CDC reports that
heart disease death rates are more than 40 percent higher for African Americans than
for whites. The death rate for all cancers is 30 percent higher for African Americans than
for whites; for prostate cancer, it is more than double that for whites. African American
women have a higher death rate from breast cancer despite having a mammography
screening rate that is nearly the same as the rate for white women. The death rate from
HIV/AIDS for African Americans is more than seven times that for whites. Hispanics
living in the United States, as well as American Indians and Alaska Natives, are almost
twice as likely to die from diabetes as are non-Hispanic whites. Hispanics also have
higher rates of high blood pressure and obesity than non-Hispanic whites. These
conditions are preventable.
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But America’s investment in prevention is woefully inadequate — including our
investment in understanding what works, for whom, under what conditions, and why.
The evidence base for population-based prevention programs as well as for clinical care
and treatment is insufficient to make truly sound investments in prevention, even if we
chose to do so. We must increase R&D in prevention to ensure we see a better return on
both our prevention and health care investments.

Policymakers in both the public and private sector have little information
concerning cost-effective prevention programs and approaches for managing chronic
disease. Despite the fact America spends more than $2 trillion annually on health care,
we do not have even the most basic, up-to-date data at the state level on health care
spending. Our health care information system is deficient for decision making.

Critically needed are intervention evaluation and identification of programs that
work — those that prevent the rise in obesity and chronic health conditions, such as
diabetes and HIV. We also need far more information on how best to manage patients
with multiple chronic health conditions — the patients who account for three-quarters of
our health care spending. Once effective management plans are identified, we need
targeted strategies for providing incentives for employers, schools, and communities to
adopt these demonstrated “best practice” programs.

Yet of the $2.1 trillion spent on health in 2006, just 3 percent, or slightly over
$63 billion, was allocated to all government public health activities, local, state, and
federal. That same year, CDC spent $834 million on chronic disease prevention, health
promotion, and genomics, including $63 million on diabetes and prevention and
control. In contrast, the total annual economic cost of diabetes last year was estimated
to be $174 billion, according to the American Diabetes Association. Indirect costs
resulting from increased absenteeism, reduced productivity, disease-related
unemployment disability, and loss of productive capacity due to early mortality totaled
$58 billion. We spent $27 billion for diabetes care, $58 billion for chronic diabetes-
related complications, and $31 billion for excess general medical costs, for a total direct
cost of $116 billion. Perverse incentives in our health care system are key drivers of this
spending: Private insurers often will not cover a $150 preventive office visit for a
diabetic patient to visit a podiatrist, but they will cover a foot amputation at $30,000.

We have to take are hard look at relative investment: In 2006, CDC’s spending on
chronic disease prevention and control was $6.27 for each one of the 133 million
Americans with one or more chronic conditions. The same group accounted for an
average of $13, 143 in health care spending that year.

To look at it another way, our nation’s estimated investment in health services
research last year was just $1.5 billion. Booz Allen Hamilton’s annual report of
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investment by the top 1000 firms globally shows that private sector health care R&D
was $97.8 billion in 2006, or roughly sixty-five times as much.

The best health and health policy decisions are based on data and scientific
evidence. Health services research provides the data and evidence needed to make
decisions and develop policies that optimize health care financing, delivery, access, and
outcomes. It provides policymakers, practitioners, and other decision makers the
necessary tools to make America’s health care:

o Affordable, by decreasing cost growth to levels sustainable by individuals and the
country.

Efficient, by decreasing waste and overpayment and monitoring cost-effectiveness
of care.

e Safe, by decreasing preventable medical errors and adverse drug events,

monitoring public health, and improving health system preparedness.

Effective, by monitoring and evaluating health programs and outcomes and

improving implementation of evidence-based innovations as part of routine health

care.

e Equitable, by eliminating disparities in health and health care according to
ethnicity, gender, and geographic location, as well as socio-economic and
insurance status.

e Accessible, by connecting people with the appropriate health care they need when

they need it.

Patient-centered, by increasing patient engagement in their care, as well as their

satisfaction with the care they receive.

Similarly, public health research and evaluation can help guide population-based
prevention services, by ensuring that promising programs are fine-tuned, that successful
interventions are scaled up, and that nonperforming programs are redirected.

An overall investment of 3 percent is simply inadequate to provide the information
we need.

With that, I'll close, and I look forward to answering any questions you may have.
I'd like to again offer my thanks for your invitation, and for this Subcommittee’s long-
standing commitment to health and public health.
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Mr. OBEY. Thank you.

Dr. Weinstein.

It is a miracle we have not had a vote yet. [Laughter.]

Dr. WEINSTEIN. Happy Valentine’s Day.

Thank you for allowing us to be here today to speak to you; it
is an honor. And thank you for your continued support for research
to all the entities—NIH, AHRQ, and others.

As you know, the health care system, by some estimates, has
some $400,000,000,000 to $600,000,000,000 in waste. We could cer-
tainly do a lot more with that money in research and education of
ourselves, our infrastructure for training young physicians—going
to be a dying breed—and what I call a research recession. We, as
a Nation, are talking about recession, but I worry about how our
health care dollars and research dollars are spent that we may lose
the best and the brightest, and the unintended consequences of
that may be tremendous.

As you mentioned, I am an orthopaedic surgeon and I have a
unique career in that I am able to work in many domains in under-
standing health care delivery. Following in the footsteps of Dr.
Jack Wennberg and Elliott Fisher and others, who look at variation
in this Country and the kind of money that we spend in end-of-life
situations, and the Medicare budget varies by such significant
amounts that we, as a Country, think that we are spending prob-
ably 20 percent too much even in Medicare, which is about a
$26,000,000,000 of monies that could be spent other ways.

Knowing the idea that there is variation in being an orthopaedic
surgeon, I sought to try to find some solutions: Having data to sup-
port the treatment that we are offering to patients trying to em-
power our patients who have been left out of the milieu of the deci-
sion-making about how health care is offered. If patients are given
a choice, they tend to make appropriate decisions. Our study re-
cently funded by the National Institutes of Health, NIOSH, and
others demonstrates that for a common condition, back surgery—
some of you may have back pain today, listening to me. But the
fact is that 80 percent of our population, at some time in their life,
experience back pain. If we take that common condition and try to
dissect all that is being done for it, understanding the lack of evi-
dence for most of the things that are being done and the costs asso-
ciated with that, why had not we done clinical trials to understand
the effectiveness of various treatments? To me, that was a call for
me to try to stand up and do something as a health services re-
searcher and an orthopaedic surgeon who practices spine surgery.

I was fortunate to receive a $15,000,000 grant to do the first-ever
randomized trials in this Country about these conditions, again, af-
fecting some 80 percent of our population. Given the results of our
trial, it appears that patients do have a choice. Surgical interven-
tion is not always the best option. And, for individuals, choice mat-
ters. People who now have data can make these kinds of decisions,
as can breast cancer patients or cardiovascular patients. We know
from studies in breast cancer that the treatment of lumpectomy
versus mastectomy for a woman facing breast cancer ought to be
given to the woman to decide, not because a physician decides that
one treatment is best for that patient. If the outcomes are the
same, who should decide?
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In cardiovascular disease, where we have all kinds of new treat-
ments—whether it is drug-eluting stents, Bear stents, bypass sur-
gery, or just drug therapy—if the treatment options are equal, who
should make the decision about those choices? We believe in the
concept of informed decision-making or informed choice. The doc-
trine of informed consent—which is traditionally what I do when
I am consenting a patient for a surgery—I believe is out of date,
arcane, and none of us—that doctrine is about assault—are trying
to assault our patients. We are trying to help our patients. I would
like to see the doctrine of informed choice.

Given the information we have from SPORT, the trial we have
been doing on back pain, what is the cost of not doing these kinds
of studies? We know from people that potentially are going to suf-
fer strokes that there was a procedure called ECIC bypass, which
was done mostly by neurosurgeons. Until that procedure was sub-
jected to a randomized trial, thousands of patients were having
that procedure done. Once the randomized trial was published in
the New England Journal, that procedure went away. The thou-
sands of women who face bone marrow transplantation for breast
cancer, only to find out in randomized trials that that was not an
effective therapy. That is not the way this Country should move
forward. As I said in my statement to the group, the enemy of the
best is the good enough, and I think we have been doing barely
good enough, and certainly not the best.

If we make the kind of investments that we have made in
SPORT, our back pain surgery trial, there is the opportunity to
save billions of dollars. Imagine patients who have a choice who de-
cide not to have surgery. In our study, that is 30 percent to 38 per-
cent. Imagine if we took the dollars saved from not doing those pro-
cedures and applied them to other things that actually worked for
patients based on best evidence—diabetes, cholesterol-lowering
drugs, hypertension treatment, routine eye examinations—that
have the kind of evidence to support the kind of treatments that
we do not even well enough in this Country, knowing that they
work.

Fusion surgery for spine care is one of the major procedures that
is going up at alarming rates. I do that procedure; I am affecting
myself by what I am saying here today—but believe we do not have
the evidence to support that volume of surgical increase that is oc-
curring in this Country and do not currently have the studies to
support it in the way that it is being done. Patients do not have
the informed choice about making those decisions today because we
lack the evidence to inform our physicians who are offering their
patients that kind of treatment.

The issue of comparative effectiveness—brought up in the open-
ing statement by the Chairman—is one that Gayle Walinski has
brought forward as an idea that I think is very powerful. In our
own studies for people who have faced hip fractures, there are
many different types of treatment for hip fractures, meaning very
different types of devices. We know that the change in practice in
the United States has been almost 100-fold, a crossing over of old
technology to new technology that now costs approximately two
and a half times more, with greater morbidity and greater mor-
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tality. Why are we using these new devices and new technologies
without the data to support them?

Who is going to make these decisions? I hope it is us, as re-
searchers, working with clinicians like myself, working with you as
Congress and our patients to get to the information to get to in-
formed patient choice. We need to look at cost-effectiveness and we
need to be accountable for the things we are doing and the invest-
ments we are making. I know that NIH and other agencies are
under the gun because of the doubling of the budget and where is
the return on the investment. I suggest that SPORT is an example
of a tremendous return on investment if we just listen to the re-
sults, implement the strategies around informed choice to help pa-
tients, change the rates of procedures where patients actually know
the risk and benefits, and there is more money to be spent.

Knowledge and evidence versus guesses and the good-enough is
not good enough. Don Frederickson, who was Director of the NIH
in 1975 to 1981, almost 30 years ago, said field trials—and I as-
sume he was referring to clinical trials—are indispensable. They
will continue to be an ordeal, and having done them, they are very
difficult. You face a lot of criticism and a lot of difficult issues with
colleagues who want to do what they think is best for their pa-
tients, despite not having the data. Trials lack the glamour, they
strain our resources and patients, and they protract the moment of
truth to excruciating limits. Still, if, in major medical dilemmas
like we face in many of the issues in health care today, the alter-
native is to pay the cost of the perpetual uncertainty, have we real-
ly any choice? And I would argue the answer is no. A resounding
no to continue as we are doing without the evidence to support the
treatments that we are offering for patients, for your families, for
my families, for patients around the world.

SPORT was a practical clinical trial. It shows that things can be
done in clinical practice with working with physicians, not around
physicians; working with patients, not around patients; talking to
patients, not at patients; and we can gain the kind of outcomes and
cost-effectiveness and a comparative effectiveness data that Gayle
speaks so highly of. I believe there is a return on investment. I be-
lieve there is the opportunity to retain our brightest and best
young clinicians and scientists that we may lose to other countries
who are certainly willing to invest more today.

We need to know the truth about what works and we need to
share that with our communities. We need to alter the incentives
that seem perverse in how physicians may be paid for doing more
than for doing what is right. Right-sizing our system seems appro-
priate at this time. And as Elias Zerhouni says from NIH, in his
four Ps—being predictive, personalize, preemptive, and
participatory—I think for the kind of basic research that we are
talking about in the translational research area, the kind of re-
search I am talking about today with clinical trials deals with pa-
tients who have problems today. The future of genetics, genomics,
proteomics is tremendous, but we have to have the continuum of
both of these working together to help our patients today.

I thank the Committee for your time and look forward to your
questions.

[The information follows:]
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The best is the enemy of the good.
Voltaire

The enemy of the best is the good enough
JNW

Mr. Chairman, and distinguished members of the subcommittee, “good morning.” It is an
honor to appear before you today.

In a health care system with an estimated $400-3600 billion in waste, I’m going to talk to you
today about a $15 million investment by NIH that has provided us with an opportunity to
realize billions of dolars in savings. Supporting NIH clinical trials can offer substantial
return on investment and more importantly, can help our patients make better informed
choices about their treatment decisions in a complex health care system..

I am here wearing two hats. As Director of the Dartmouth Institute for Health Policy and
Clinical Practice, | have worked with my colleagues Jack Wennberg, Elliott Fisher and many
others to understand variations in medical practice including but not limited to, disparities in
care based on race, ethnicity, and age. Factors related to the variance in utilization of health
care resources throughout life and at the end of life as well as the associated cost based on the
geography of where one lives has been a focus of our work.

Much of my own work has been supported by federal funding (NIH, AHRQ and others). An
important part of my career has been looking at the importance of “patient preferences” in
choosing their care, what we at the Dartmouth Institute call “Informed Patient Choice,” and
its effect on costs and outcomes of healthcare.

1 am also a practicing spine surgeon and Chair of the Department of Orthopaedics at the
Dartmouth- Hitchcock Medical Center. So although research has been an important part of
my work, | speak today as someone for whom health care is not simply an academic mission
or some abstract entity. It has been my life’s work for more than 30 years. | see first hand,
and up close its impact on one’s every day life, on our patients and my colleagues, and the
greater healthcare systems. 1 have witnessed the importance of our research and its
application in the clinical setting, a setting in which nearly all of us as individuals and/or as
families, find ourselves at some point in our lives.

You have asked me here today to talk about the importance of research funding, particularly
funding for the National Institutes of Health. T want to first thank the members of this
committee for your past support of the NIH and what | hope will be your continuing strong
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support at a time when it is needed most. In addition to the importance of the clinical trials
that NIH supports — and which will be the subject of my comments today -- without adequate
funding we are in danger of losing our leadership in global health science research. We are
already seeing some of our best and brightest scientists go to other nations competing in the
race of discovery. Increased funding for the NIH is necessary if we are to continue to lead
and to encourage a new generation of teachers and mentors.

NIH and “Best Evidence”

In all the discussion of how to “fix” health care, we simply cannot lose sight of the critical
role that research can play in making our system more efficient, more effective, with greater
evidence to support Informed Choice and the associated greater safety for our patients.
Right now in this country, doctors perform procedures and offer treatments in the absence of
best evidence. In the face of not knowing, we care for patients the best we can, hoping that
what we are doing is right. Arguably, it is only the NIH that can or would sponsor the kinds
of large scale trials needed to look at whether current practice is best for our patients.

There are many examples documented by our Institute and others, but because my expertise
is in orthopaedics and particularly back problems, let me start there.

In fact, the back is a good place to start for many reasons. As you may know, approximately
80 percent of Americans suffer from back pain at some point in their lives, maybe even some
of you sitting here today, listening to me. Next to the common cold, it is the most frequent
reason for which people visit their physicians. And it is the most common cause of work-
related disability, as well as the most expensive in terms of workers compensation and
medical costs. Social security disability associated with back and other musculoskeletal
problems is going up at an alarming rate.

Table 1: Number of Disabled Workers Under the Social
Security Disability insurance Program, 1996 & 2005
1996 2005 % Change
Workers on 4,400 6,519 48.2
Disability
Total (men) 2,653 3,517 32.6
Total (women) 1,747 3,002 71.8
Specific Disease Categories
Circulatory 518 621 19.9
System
Mental Disorders* 1,128 1,863 65.2
Musculoskeletal 907 1,657 82.7
All counts in thousands. Source: Annual Statistical Report on
the Social Security Disability Program, 2005 {published 2006).
*Excluding mental impairment. *courtesy of Jon Skinner

It has also become an area where we’ve seen an explosion in new technology, with an
associated explosion in costs. And yet the truth is that roughly 85 percent of patients with
isolated fow back pain cannot be given a specific diagnosis. More important is the fact that
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most all improve without intervention. Tincture of time and return to normal activities, as
soon as possible, is often the best treatment.

Why then have rates of procedures like spinal fusion increased more than 250 percent in
recent years? 1n 2004, an estimated 327,000 patients underwent this procedure.

Spinal fusion procedures account for one-third of all back surgeries in the U.S. The
associated increases in costs are staggering. Estimated cost of the surgery increased 215%
between 1998 and 2004; costs were $16.9 billion in 2004 alone. Another $1.2 billion was
spent in 2004 on repeat procedures. The cost of the spinal implants — implanted devices used
to aid in fusing the spine -- is almost $2.5 billion a year.

This raises a significant red flag for me as a clinician and as a health services researcher—
Why, given the paucity of research or evidence to support these treatments are these rates and
costs increasing so dramatically? There is actually some evidence that fusion resulits in more
complications and worse outcomes. But what are the alternatives?

Clinical Trials

The gold standard of clinical research, the large-scale, multicenter randomized clinical trials
have simply not been done to tell us definitively whether fusion for back pain is effective.

This question and the kinds of answers we need are not simple. Does that mean we shouldn’t
do the studies necessary to answer these questions? Of course not! I know my fellow
surgeons wish to help their patients who come to them in pain and unable to work. But, we
cannot, in the face of poor data and insufficient studies continue to do what we think works.
We need the evidence to say what works.

The concern is not just the expense of these procedures. 1t is the consequences, intended and
unintended that we as a nation must consider. The impact on one’s loving family seeking
what is best for their loved one(s) can be onerous and disruptive; time off from work and the
impact on the US work force and its productivity; the impact on the employer, rises in
insurance and disability premiums, and of course, the impact on the patient who is forever
affected by these critical decisions. In addition, doing tests or procedures that patients, given
a choice, don’t need or want,can be associated with increased rates of medical errors.

Today Congress must not wait to increase the NIH budget, not just for scientists and
clinicians like me who are anxious to do the necessary and much overdue research, but for
your constituents -- our patients -- who must have the kind of evidence each of you would
want and need for you or your family’s decision making in such circumstances.

Sheila’s Story
A few years ago, a woman came to see me. Her name was Sheila (She has given me

permission to share her story.) She was in her late 60°s, an artist who had lived a vibrant,
joyful life. A few years earlier, she had undergone spinal surgery at another hospital.
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Following the operation she didn’t do well, in fact, she got worse and her pain was so
unbearable that she had become addicted to the pain-killing narcotic drugs prescribed for her.

She was advised that another operation was her only option. She and her husband came to me
not knowing what to do and wanting to have another opinion. It was clear to me that Sheila
was depressed, appropriately so. She was tearful, scared and just wanted someone to listen to
her.. She was understandably apprehensive about undergoing another operation.

We suggested Sheila come off the narcotics and begin an exercise program, exactly the
opposite of what she had been told. Months later Sheila came to see me and gave me a
beautiful painting, the first piece she had done in a long, long time. She was so happy to be
drug-free and getting her life back together. Surgery would not have helped Sheila!

How many more Sheila’s do we need to see before we have the funding to do the necessary
studies? We can no longer continue to do surgery nor put patients on long term drug
programs because of our lack of good clinical research. Patients become addicted in many
ways that cost our nation not just in dollars and cents, but undermine our national pride,
“hard work,” the critical ethos that built the American dream. We must have the research to
provide the solid, evidence-based information to guide our patients and our physicians.
Patients should not be left to their own defenses or physicians left to make treatment
recommendations in a climate influenced by upside down financial incentives that drive us
towards the newest and latest — and most expensive -- technologies.

Proactive approach vs. a reactive approach

So what can we do? We must support the research necessary for our patients and their
doctors to make better informed choices. These “gold standard” clinical studies are complex
and expensive. They take time and coordination, multiple institutional resources, physicians
willing to say they don’t know, and the designs necessary to answer the difficult questions.
They can only be conducted by an agency such as the NIH that has the national credibility to
assess, award, perform and monitor in an independent and unbiased manner.

I speak from experience as the lead investigator of a 14-center, $15 million research study
called SPORT - the Spine Patient Outcomes Research Trial(s). It was largely funded
through the National [nstitute of Arthritis and Musculoskeletal and Skin Diseases at NTH, We
wanted to know if surgical interventions for common back conditions involving herniated
disc with sciatica and two kinds of spinal stenosis were effective. These are some of the most
common reasons for which spine surgery is performed in the US.

NIH was courageous in taking this on. The cost was substantial. This trial only happened
because of the doubling of the NIH budget that year. It could not have been done today, with
the current NIH funding without sacrificing other important work. And again, only NIH had
the motivation and ability to ask whether current accepted practice in treating these
conditions was justified by the evidence.
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Had SPORT not been done, it would have been a great loss. The results of SPORT will be
revealing and important for decades to come, for literally hundreds of thousands of patients
and their doctors making these decisions everyday.

For herniated disk patients with sciatica (where a disc in the back presses on nerve that goes
down your leg) associated with severe leg pain, we found in our randomized trial that after
one and two years, there was very little difference in outcomes whether patients chose
surgery or non-surgical treatment. Patients choosing surgery did only slightly better. The
most important, often overlooked, finding was how well the non-operative patients did.

Thus, patients with disc herniation, the most common diagnosis for which surgery is
performed, now have a choice between surgery and non surgical treatment. In cases like this
where the decision can be a toss up or close call, the patients’ preferences and expectations
clearly matter.

For those with spinal stenosis (a narrowing of the space in the spine where the nerves live;
thus a progressive squeezing of nerves, generally seen in patients over 60 years of age), our
first paper, published in the New England Journal of Medicine March 2007, showed that
unlike the disc herniation study, there was a clear advantage for surgery. Patients who had
the operation did much better on all levels. Yet, here again, an important and often
overlooked finding was that some 38 % of our stenosis patients continue to be followed
without surgery over two plus years. Again, choice and preference matter.

We know from our research at Dartmouth that Shared Decision Making (Informed Choice),
or informing patients with the best evidence, does alter their treatment choices. From our
prior studies, before SPORT, funded by the former AHCPR in the late 90°s we found that
herniated disc surgery rates went down 30% when patients were informed by the best
evidence at that time.

Cost and Cost Effectiveness

Imagine the impact on cost and cost-effectiveness of our treatments and spending nationally
if we were able to give patients this kind of information on a broader scale, across all of
medicine, based on more evidence-based research and clinical trials like SPORT. For
example, what would a 30% reduction mean, as demonstrated in our prior work, in the
number of disk surgeries? Well in 2004 there were some 325,000 disc surgeries performed
in this country. If that number were decreased by 30% — we could realize an annual savings
of $3 billion. If the same 30 % reduction occurred among the 150,000 patients who had
surgery for spinal stenosis in 2004, we would have seen a minimum of $1.2 billion in
savings. Just these two procedures alone would realize a $4.2 billion cost reduction. This
represents about 14 percent of the current NTH budget or just under | percent of the total
Medicare budget. That's quite a return on the $15 million investment.

Imagine if we could see such a return on just half of the “preference based”, elective
procedures performed in this country. In that scenario, patients seen in clinical practice
would only have procedures they chose with their doctor and doctors would only perform
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procedures on those who participated in an evidence based “Informed Choice™ decision
process. This is an excellent example where NIH-sponsored research translates directly into
clinical practice with broad reaching impact. Assuming we could capture those unspent
dollars, we as a nation would benefit with more funds for the uninsured, children,
immunizations, and more clinical trials

Return on Investment

Instead of focusing on the cost of research, I believe we should be emphasizing the return on
investment. Through SPORT, we have real information we can provide for decades to come
to the benefit of patients around the world. The offshoot of this research has led many other
researchers in this country and others to emulate the SPORT study for other conditions for
which there is little evidence but a great deal of cost.

We must also remember the costs of not investing in research. What is the effect on our
patient’s safety and our health care system when treatments or therapies are adopted without
evidence of effectiveness? When drugs or treatments are widely adopted, but then found to
be ineffective or harmful to the patients being treated? We can‘t, afford not to make these
kinds of investments in the public good. It is not always about the money, but in this case the
money can be well spent and the benefits go to so many and to the detriment of none.

Summary

As you can hopefully see clearly ~NIH-supported clinical trials do matter. Yes, they are
expensive, but their costs are overwhelmed by the cost of not knowing the truth. And, as in
the above examples potential savings demonstrate a return on investment that is hard to beat.
Above all else, we should know what is best for our patients all of the time, not just some of
the time.

I believe in all that we do, we must honor those who came before us. In my case | stand on
the shoulders of many who have come before me. In closing I would like to invoke the
words of Donald Frederickson, who was the Director of the NIH from 1975-1981.

“Field trials are indispensable. They will continue to be an ordeal. They lack glamour,
they strain our resources and patience, and they protract the moment of truth to
excruciating limits. Still ... if in major medical dilemmas, the alternative is to pay the
cost of perpetual uncertainty, have we really any choice?”

As Frederickson did, 1 believe the answer is a resounding NO, we have no choice.
Continued increased funding for research at the NIH is critical. The difference it will make
for our patients, for the advancement of medical science and medical practice, for the health
care profession, and for the health of our nation, is well worth the investment.
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Each of us conducts our lives according to an oath we took when entering our professions;
you as congressmen and I as a physician. For you, it is to support and defend the
Constitution, which as you know calls for the promotion of the general welfare of our nation,
including healthcare. For me, it is the Hippocratic principles, including to “do no harm.” For
NIH, it is to apply all the knowledge gained through research to extend life and reduce the
burdens of illness. Thus, for all of us it is a commitment to “promote the general welfare of
our nation”. To that end, 1 can think of no better way for us to fulfill these commitments than
in the cause of our citizens’ health,

Thank you.
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THE DARTMOUTH INSTITUTE
FOR HEALTH POLICY & CLINICAL PRACTICE

Where Knowledge Informs Change

March 3, 2008

The Honorable David Obey

Chairman

House Appropriations Subcommittee
on Labor, Health and Human Services,
Education, and Related Agencies
2314 Rayburn House Office Bldg.
Washington, D.C. 20515

Dear Congressman Obey,

Thank you for the opportunity to testify before the Subcommittee for your hearing: Opportunities Lost and Costs to
Society: The Social and Economic Burden of Disease, Injuries, and Disability. It was a great honor.

Tam writing to respond to your request for additional comments for the record. You asked for recommendations on how
best to strategically distribute the federal funding that is currently available for health care research and reform.

L would focus on four areas:

* Revise the current payment system that rewards providers for doing more procedures and providing more
care, when our evidence from the Dartmouth Atlas shows that more is indeed not better and in fact often
results in greater mortality and worse outcomes. As long as the incentive is to see patients more often and to
provide more care, we can never achieve lower costs in our health care system. Worse, we are encouraging a
process that actually hurts our patients.

* Reduce variation in health care delivery. As docurnented in the Dartmouth Atlas of Health Care and most
recently by the CBO’s report, “Geographic Variation in Health Care Spending,” there are huge differences in
practice and treatment patterns across the country. These exist not only between states, but within states. (I've
attached a document showing variations in the states and districts represented by the Subcommittee members, as
an example. This particular sampling looks at back surgery, but the patterns persist across health conditions and
treatiments. )

¢ Standardize our information systems to reduce medical errors, lower costs, and improve care. In an age
where the pharmaceutical industry knows the prescription practices of every provider their sales reps call upon, it
is incredible that our health care informatics remains fragmented, inconsistent, and dangerously ineffective.
According to the Institute of Medicine medical error mortality statistics, more than 100,000 lives could be saved
each year with the institution of a common platform for medical records. Imagine, a solution as simple as every
hospital and doctor on the same computer system, it should be mandated. The cost savings would be in the
billions.

¢ Increase investment in practical clinical trials. These are cheaper and probably more effective in delivering the
necessary evidence to improve clinical practice. They will inform the shared decision making process and lead to

35 Centerra Parkway, Suite 300 Lebanon, NH 03766 603-633-0800  the.darumouth.institute@dartmouth.edu  hatpy//tdi.darimouth.edu/
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empowered patients who have an “Informed Choice”. They will lead to safer, and better treatments, improve
outcomes, patient satisfaction, and substantially lower health care costs for the nation.

As a beginning to achieving these goals, I would propose funding 1-2 year demonstration projects to show the return on
investment each of these initiatives. I, Jack Wennberg and others at the Dartmouth Institute for Health Policy and Clinical
Practice have developed models for proving the value and effect of shared decision making, informed by evidence based
medicine. These projects would demonstrate a new and exciting paradigm wherein the provider payment system rewards
the best practice, not the most practice.

The Dartmouth Atlas Series provides an in-depth analysis of variation and its impact on patient health and costs. We have
shown that billions of dollars could be saved annually if high-procedure, high-spending regions were to adopt the practice
patterns of more efficient regions. We have a number of proposals to address these discrepancies to improve both the
patient health and financial health of our nation. Finally, with colleagues at Dartmouth-Hitchcock Medical Center, we are
building what we believe to be a model information system to improve quality and safety, while lowering costs within our
two-state health care system (NH and VT).

I welcome the opportunity to discuss any of these issues and approaches that could be implemented to demonstrate the
savings and effectiveness of these strategies. If you or your staff would like more information, please do not hesitate to
contact me. [ am also happy to meet with you at your offices.

Thank you again for the invitation to testify and to share my thoughts on this very important subject.

wurs truly,

SZJMJ e

Dr. James N. Weinstein
Director

Ce: Members of the Subcommittee
Andria Oliver, Subcommittee Clerk
Enclosures:

Report by the Congressional Budget Office: Geographic Variation in Health Care Spending (Feb. 2008)

Analysis of vartation within congressional districts of the Subcommittee members (From the data of the Dartmouth Atlas
and the Dartmouth Institute for Health Policy and Clinical Practice.}

Letter to Congressman Kennedy in response to his request for directed langnage re. CMS atlocation of funding.

Executive Summary: The Care of Patients with Severe Chronic Hiness: A Report in the Medicare Program by the
Dartmouth Adas Project (2006)
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Mr. OBEY. Thank you very much.

Dr. Leigh.

Mr. LEIGH. Thank you, Chairman Obey and members of the
Committee for inviting me.

Most Americans between the ages of 22 and 65 spend 50 percent
of their waking time at work. Every year, millions of Americans ex-
perience injuries, illnesses, and even deaths in the workplace. The
cost of occupational injuries and illnesses is nearly as great as the
cost of cancer, roughly the same as the cost of diabetes, and greater
than the cost of Alzheimer’s. This large size is sometimes under-
estimated since Federal Government statistics systematically
}imder—count occupational injuries and virtually ignore occupational

isease.

Despite these large costs, Federal budgets for research and sta-
tistics on occupational safety and health are a fraction of those for
cancer, diabetes, or Alzheimer’s. In addition, most of these costs are
not absorbed by the worker’s compensation system; they are passed
on to other private insurance carriers, to Medicare, to Medicaid, to
Social Security disability insurance, and to individual injured work-
ers and their families. Finally, a disproportionate number of His-
panic and low-income persons experience these injuries. But what
is especially tragic about this toll is that so many of these occupa-
tional injuries and illnesses could have been prevented.

The failure to address these costs has a number of broader eco-
nomic consequences since an ounce of prevention is worth a pound
of cure. First, greater attention to the prevention of occupational
injuries would partially restrain the escalating costs of medical
care, now 16 percent of gross domestic product and rising. Second,
it would decrease the high cost of worker’s compensation insurance,
which now extracts about $88,000,000,000 annually from business
and government. Third, greater prevention would improve produc-
tivity, since there would be fewer workers who become disabled.

Let me now address some of these points a little more in detail.

National costs. I use the Cost-of-Illness method that divides costs
in direct and indirect categories. Direct categories include hospitals
spending and physician spending; indirect refers to wage losses and
household production losses.

Let me first address diseases.

The greatest contributors to occupational disease are cancer, cir-
culatory disease, respiratory disease, and job-related arthritis. The
number of yearly job-related disease deaths sums to over 66,000.
Total costs were $49,000,000,000. Worker’s compensation was not
likely to cover these fatal diseases since so many of them do not
manifest themselves until retirement.

In addition to the fatal diseases, there was job-related arthritis.
Job-related arthritis most frequently develops after age 55 and can
be attributed to an on-the-job injury. A typical case would involve
a worker who seriously injures his or her knee on the job at age
40 and develops severe osteoarthritis in that knee at age 70. In
some cases, the knee may have to be replaced, and knee replace-
ment surgery is expensive. Medicare, not worker’s compensation,
would pay for that surgery.

Turning now to injuries, I estimate over 5,800 injury deaths that
cost about $5,000,000,000 annually. I estimate about 8,000,000
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non-fatal injuries that cost about $110,000,000,000. If we sum
these two, it comes to $115,000,000,000 each year.

Combining diseases with injuries, I estimate a total of
$163,000,000,000. About 67 percent of this—$109,000,000,000—is
for indirect costs, lost wages; about $55,000,000,000 is for direct
costs.

Now, there are other cost estimates, not just mine. Liberty Mu-
tual is an insurance company, one of the largest worker’s com-
pensation insurance carriers in the Nation. They also estimate
costs of occupational injuries and illnesses. They put the figure
anywhere from $155,000,000,000 to $232,000,000,000.

My estimates, as well as those of Liberty Mutual, indicate a
higher percentage of indirect costs—that is, lost wages—as a ratio
to total costs when compared to other diseases, such as heart dis-
ease and cancer. The reason for these high indirect costs is that
over 70 percent of occupational costs are due to injuries, not ill-
nesses; and injuries account for more harm to younger persons
than they account for by diseases.

Occupational injury deaths, for example, frequently occur among
people that are in their twenties or in their thirties, whereas, can-
cer and heart disease deaths frequently occur among people in
their seventies and eighties.

Now, all deaths are losses, but deaths among younger persons re-
sult in many more years of economically productive life loss than
deaths among older persons. Moreover, deaths among parents with
young children are especially tragic. Neither my estimates nor
those from Liberty Mutual attempt to account for the emotional
cost to children of losing a parent.

These occupational injury and illness costs are large when com-
pared to those for other diseases. My costs were almost as large as
the estimates for cancer, on a par with the cost for diabetes, and
greater than Alzheimer’s. The upper range of Liberty Mutual esti-
mates far exceed those for cancer.

These estimates invite comparisons to Federal Government fund-
ing. The National Institute for Occupational Safety and Health
(NIOSH) has consistently received among the smallest amounts of
funding of all the institutes. The 2006 budget for NIOSH was
$254,000,000. This compares to the National Cancer Institute, with
19 times the NIOSH budget; National Institute for Diabetes, Diges-
tive and Kidney Disorders, 7 times the NIOSH budget.

I am not arguing for a chance for any money—I think all of them
should be increased—I am just providing a comparison.

The Bureau of Labor Statistics under-count and the disease gap.
A number of studies indicate that the Bureau of Labor Statistics
may miss from 20 percent to 70 percent of all injuries and ill-
nesses. There are many causes for this omission, but let me men-
tion one: outsourcing to small firms with contingent workers.

In the past 20 years, the American economy has seen greater re-
liance on big firms outsourcing to small firms who hire contingent
workers. We all know that small firms, especially those with con-
tingent workers, are less likely to report injuries to OSHA and
BLS. But the greatest gap lies with measuring fatal occupational
disease. Less than 5 percent of occupational disease is recorded in
Federal statistics.
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Regarding worker’s compensation. It pays about $55,000,000,000
in medical care and lost wages per year. A comparison to my esti-
mate suggests that 66 percent of these costs—or about
$108,000,000,000—is not covered by worker’s comp. Well, who pays
when worker’s compensation does not pay? The short answer is ev-
erybody else.

For medical costs, roughly $14,000,000,000 was paid by private
insurance; $12,000,000,000 by Medicare; $4,000,000,000 by Med-
icaid. For indirect costs, that is, lost wages, a significant portion,
perhaps $20,000,000,000, was paid by the Social Security disability
insurance.

There are economic implications for cost shifting. The health of
workers can be viewed as an economic externality, an unwelcome
byproduct of production, similar to air pollution. Economic effi-
ciency requires that private costs of production equal social costs.
If private costs are too low, the firm will produce an inefficient
amount, that is, too much pollution or, in our case, occupational in-
juries.

Aggregate private costs, reflected by worker’s compensation pre-
miums, are too low. If the premiums were higher, the firms would
have an economically appropriate incentive to reduce injuries. This
reduction would likely involve prevention strategies.

I just have a couple concluding remarks.

Greater investments in preventing occupational injuries and ill-
nesses are needed. Standards to reduce exposures to chemicals and
ergonomic hazards would help prevent many occupational diseases
and reduce the incidence of musculoskeletal disorders, which are
responsible for nearly one-third of all injuries. In addition, an in-
crease in the sizes of OSHA penalties, especially for repeat offend-
ers, would help. For the sake of economic efficiency, employers
should face a higher price for their neglect.

Let me offer a low-cost policy suggestion. We should require
health and safety information be attached to all job application
forms. We know more about the fat content of potato chips before
we purchase them before we do about the health and safety content
of jobs before we take them. I think every job application form
should carry a page of information on statistics, including death
rates, particular to the specific occupations and industries relevant
to the job applicant. This would permit prospective employees to
turn down dangerous jobs, thus providing a free market incentive
for employers to improve job safety.

I hope that one question involves Hispanic workers. I wanted to
make sure I was under the 10 minute limit. But thank you, Chair-
man, for inviting me, and I look forward to your questions.

[The information follows:]
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Related Agencies
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Introduction

This testimony will highlight some of the costs associated with the failure of
government and society to address the significant problems of occupational injury and illness.
The size of the costs is large. I estimate the costs to be nearly 80% as large as those for cancer,
roughly the same as those for diabetes, and greater than those for Alzheimer’s in 2005, This
large size is sometimes underestimated since federal government statistics systematically under-
count occupational injury and virtually ignore fatal occupational disease. Despite these large
costs, federal budgets for research and statistics on occupational safety and health are a fraction
of those for cancer, diabetes and Alzheimer’s. In addition, most of these costs are not absorbed
by workers compensation insurance carriers; they are passed-on to non-workers compensation
private medical insurance carriers, to Medicare, to Medicaid, and to individual injured workers
and their families. Finally, evidence also exists demonstrating that a disproportionate nurmber of
Hispanics and low-income persons experience these injuries.

The failure to address these costs has a number of broader economic consequences
since “an ounce of prevention is worth a pound of cure.” First, greater attention to the
prevention of occupational injuries and illnesses would partially restrain the escalating costs of
medical care, now pegged at 16% of GDP and rising. Second, it would decrease the high costs
of workers’ compensation insurance which now extracts $ 88 billion annually from business and
government. Third, greater prevention would improve productivity since there would be fewer
workers who become disabled. (The father of economics, Adam Smith, recognized this
productivity consequence and called for government intervention to reduce occupational
hazards.). Fourth, the fewer number of disabled workers would result in fewer federal dollars
being spent for Social Security Disability Insurance as well as fewer dollars spent by state and
local governments for welfare.

This testimony will be divided into six parts. First, I will discuss methods and
estimates of the overall costs for occupational injury and illness. Second will be a discussion of
under-reporting of cases to the Bureau of Labor Statistics. Third, I will address issues of cost-
shifting. Fourth, I will discuss disparities by race, ethnicity, and income; and fifth, the time-trend

1
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in reported injuries will be discussed. . Finally, the main points are summarized and a modest
proposal for providing information to improve market efficiency will be suggested in section six.

1. National costs of occupational injury and iliness, 2005

I used the Cost-of-Illness method that divides costs in direct and indirect categories.
Direct costs include medical spending on, for example, hospitals, physicians, drugs, and nursing
homes. Indirect costs refer to productivity losses that include wage losses and household
production losses; as well as employer productivity losses, which include time spent by
supervisors recruiting and training replacements for injured workers. After adjusting for
inflation, costs were expressed in 2005 dollars.

I and fellow researchers previously developed rigorous estimates of costs for 1992, For this
testimony, [ have generated preliminary estimates for 2005 that extrapolated from the 1992 estimates
based on the growth or reduction in prevalence or incidence of illnesses and injuries as well as inflation .
Despite the preliminary nature of these estimates, | am confident that the conclusions drawn (e.g.
comparing these costs to costs of cancer or diabetes) still hold.

Estimates for diseases are presented first followed by injuries and then followed by diseases
and injuries combined.

Table 1" lists the costs of diseases attributed to job-exposures. All disease age ranges
had a lower limit of age 25. Most had no upper limit with the exception of circulatory disease,
which had an upper age limit of 64.

In addition to the fatal diseases there is job-related osteoarthritis and nonfatal illnesses
measured in Bureau of Labor Statistics (BLS) files. Job-related osteoarthritis most frequently
develops after age 60, and can be attributed to an on-the-job injury. A typical case would involve
a worker who seriously injures his or her knee on-the-job at age 40 and develops severe
osteoarthritis in that knee at age 70. In some cases, the knee may have to be replaced, and knee
replacement surgery is expensive. The BLS illness data included information on, for example,
carpal tunnel syndrome, dermatitis and tendonitis.

The greatest contributors to costs in Table 1 are cancer, circulatory disease, respiratory
disease and job-related arthritis. The number of yearly job-related deaths in Table | sums to
66,239. Total costs including job-related osteoarthritis and nonfatal illnesses total $49.1266
billion in 2005. Workers compensation is not likely to cover many of the fatal diseases or job-
related osteoarthritis since so many do not manifest themselves until retirement,

I also updated the 1992 fatal and nonfatal injury estimates to 2005. Adjusting fatalities
yielded 5,876 in deaths $5.007 billion in costs. . Adjusting nonfatal injuries yielded 8,181,583
in number of cases and $110 billion in costs. Combining the two injury costs yielded $115
billion.

I estimate the total costs of occupational injuries, illnesses and fatalities in 2005 to be
$163.2 billion (Table 2) with 66.6% or $108.8 billion for indirect costs and $54.5 of direct
costs.

Liberty Mutual is one of the largest workers’ compensation insurance carriers in the
US. They estimated direct and indirect costs for all occupational injuries and illnesses (not just
those covered by workers’ compensation) to be from $155 billion to $232 billion in 1998.

2
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{One reason Liberty Mutual’s estimates exceed ours is they aliow for more categories of
productivity costs to employers such as overtime pay).

My estimates as well as those of Liberty Mutual’s indicate a higher percentage of
indirect costs to total costs when compared to other diseases such as heart disease or cancer. The
reason for these high indirect costs is that over 70% of the occupational costs are due to injuries
rather than illnesses and injuries account for more harm to younger persons than are accounted
for by diseases. Occupational injury deaths, for example, frequently occur among persons in their
20s , 30s and 40s whereas cancer and especially heart disease deaths frequently occur among
persons in their 60s, 70s and 80s. Whereas all deaths are losses, deaths among younger persons
mean many more years of productive life lost than deaths of older persons. Moreover, deaths
among parents with young children are especially tragic. Neither our estimates nor those from
Liberty Mutual attempt to account for the emotional costs to young children of losing a parent.

Table 1
Diseases and Costs, 2005, Preliminary Estimates
ICD-9 Percent Esgjnated Estimated Job
Disease Attributed Related Costs
Codes to jobs Related - Bi1lions$2005)
Deaths
i Cancer 140-209 8% 44,445 $16.3293
2 Circulatory discase  410-414, 430- 10% 7155 $4.5070
(heart and stroke) 438, 440
3 Chronic obstructive  490-496 10% 11,880 $6.4660
pulmonary disease
and asthma
4. Pneumonoconioses 500- 505 100% 1136 $0.1268
5. Nervous system 323.7, 331, 2% 712 $0.1985
disorders 332, 349.82,
356,357.7,
359.4
6. Renal disease 580-589 2% 911 $0.4586
7. Osteoarthritis 715 8% 0 $14.4652
8. Non-fatal illnesses  N/A N/A 0 $6.5752
from BLS
TOTAL 66,239 $49.1266
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Table 2
Number and Cost for Job-Related Injuries and Ilinesses in US ($
Billions) 20035, Preliminary Estimates
Number Costs, billions
{ Injuries 8,186,792 $115.0776
A. Deaths 5,876 $5.0070
B. Nonfatal 8,180,916 | $110.0706
1. Hinesses $49.1266
A. Deaths 66,239 $28.0862
B. Nonfatal injuries 726,325 $6.5752
C. Job-related arthritis $14.4652
. Grand total $163.2042

These occupational injury and illness costs are large when compared to those for
other diseases. The costs of cancer in 2005 were estimated to be $210 billion. My costs
estimates ($163 billion) are therefore roughly 78% as large as those for cancer. The upper range
of Liberty Mutual’s estimates exceeds those of cancer. The costs of diabetes in 2007 were
estimated to be $174 billion. Accounting for inflation between 2005 and 2007, my estimates
would be on a par with those of diabetes. The upper range of Liberty Mutual estimates would
again exceed those of diabetes. A recent estimate of the costs of Alzheimer’s disease was $148
billion indicating my estimates of costs of occupational injury and illness exceed those of
Alzheimer’s.

These costs estimates invite comparisons to federal government funding for health
research. The National Institute for Occupational Safety and Health (NIOSH) has consistently
received among the smallest amounts of funding compared to other institutes. The 2006 fiscal
year funding for NIOSH was $254 million. This compares to: $4,793 million (19 times NIOSH
budget) for the National Cancer Institute; $1,844 million (7.3 times NIOSH) for the National
Institute for Diabetes, Digestive and Kidney Disorders; and $508 million (2 times) for the
National Institute of Arthritis and Musculoskeletal Disorders.

2. Undercount

A number of studies indicate that the BLS’s estimates of the numbers of nonfatal injuries
and illnesses are significantly below the actual numbers . The BLS may miss from 20% to 70%
of all nonfatal injuries and illnesses. In part, this is due to the purposeful BLS exclusion of the
self-employed. But more important are the exclusions of cases that private firms do not report to
the BLS. First, firms may have an economic incentive to under-report. Some experience-rated
workers’ compensation systems penalize firms with high premiums if they report high numbers
of injuries. Firms may also want government contracts and therefore want to look attractive to
government agencies , at least on paper. But it is not just firms. Employees may voluntarily
decline to report an injury for fear of being labeled accident-prone or for fear of being denied a
promotion. Finally, the undercount may have also resulted from the increasing number of out-

4
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sourcing firms who employ contingent workers (#1 ref. Cummins ). These workers and firms
may be especially prone to under-report.

This undercount is not unique to the BLS Annual Survey. Any of the major sources of
data, such as from the National Institute for Occupational Safety and Health, workers’
compensation systems, or National Health Interview Survey, by themselves underestimate the
numbers of injuries and illnesses by similar margins.

But the greatest data gap in government statistics lies with measuring fatal occupational
fatal disease . Information is available on coal workers’ pneumoconiosis, silicosis, byssinosis ,
and mesothelioma. But these comprise fewer than 5% of all occupational disease deaths. In my
view, more resources should be devoted to data-gathering for fatal occupational disease.

3. How much of the costs do Workers Compensation insurers cover ? Who pays for the
rest? Implications for cost shifting

Workers Compensation insurers paid $55.3 billion for medical care and indemnity
payments in 2005. The comparison to my estimates suggests that 66% of costs, or $108 billion,
was not covered by workers compensation.

Who pays when workers compensation does not? The short answer is “everybody else.”
I can assume that medical costs will be absorbed by existing payment mechanisms outside
workers compensation. Using figures from the National Center for Health Statistics (NCHS),
roughly 15% will be out-of-pocket, 40% will be private health insurance, 33 % will be Medicare
, 10 % will be Medicaid and 2% will be “other.” If $108 billion is not covered, and 33% of
$108 is direct costs, then $36 billion will be spread across the NCHS categories. Roughly $14.4
billion will be paid by non-workers’ compensation private insurance. Roughly $15.6 billion will
be paid by taxpayers in the form of Medicare ($12 billion) and Medicaid ($3.6 billion).

The bulk of the uncovered indirect costs {($72 billion) will be absorbed by individual
workers and their families but also by the economy at large, since more disabled workers will
mean less output. Some indirect costs will also be absorbed by Social Security Disability
Insurance. Reville and Schoeni (#2 ref) find that “among Disability Insurance recipients,

45 percent of men and 26 percent of women are disabled because of workplace accidents,
injuries, or illnesses. The annual cost of workplace injuries to Medicare and Social Security
Disability Insurance is roughly $33 billion.”

There are economic implications for this substantial cost-shifting. The health of
workers can be viewed as an economic externality, an unwelcome by-product of production,
similar to air pellution. Economic efficiency requires that private costs of production equal social
costs. If private costs are too low, the firm will produce an inefficient amount (too much)
pollution or, in our case, too many occupational injuries. Aggregate private costs, as reflected by
workers compensation premiums, are too low. If the premiums were higher, and if firms were
experienced-rated so that they would face the true costs they generate, the firms would have the
economically appropriate incentive to reduce injuries. This reduction would likely involve
prevention strategies. This prevention would mean a reduction in costs borne by private non-
workers compensation medical insurance carriers, Medicare and Medicaid. Given the high and
rising cost of medical care (currently 16% of GDP) this trade-off of more prevention spending
for less cure spending would be welcome.

4. Disproportionate number of Hispanics and low-income workers
5
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The BLS’s Census of Fatal Occupational Injuries indicates that while all other race
and ethnic groups were reporting fewer deaths from 1992 to 2005, Hispanics were reporting
more. The percentage increase for Hispanics was 73%. . A similar trend was evident for non-
fatal injuries and illnesses in the BLS’s Annual Survey. While all race/ethnic groups showed a
downward trend, the trend for Hispanics was the smallest. From 1992 to 2002 (latest year for
which definitions are the same), white non-Hispanic cases decreased by 45%, but Hispanic cases
decreased by only 9%. Numerous studies by researchers at BLS confirm these findings. A 2005
study concluded that “Hispanic workers tend to be disproportionately represented in higher-risk,
lower-wage jobs.” And these findings apply to both male and female Hispanic workers.

There are two relevant points regarding low wages and occupational injuries and
illnesses. First, when economists consider the relation between wages and occupational hazards,
they almost always exclude white-collar workers. The reason is that it is widely believed that
there are too few serious injuries and illnesses among white-collar workers to allow for a
meaningful analysis. But it is also widely recognized that white-collar workers, in general, are
paid more than blue-collar workers. Second, the list of 10 occupations in the BLS data with the
greatest numbers of nonfatal cases of injuries and illnesses includes a disproportionate number of
low wage occupations. The list of ten (number of cases and average wage, for 2005 and 2006)
are as follows: laborers and freight, stock, and material movers(92,240, $11.08 ), truck drivers,
heavy and tractor-trailer(65,930, $17.46 ), nursing aides, orderlies, and attendants( 52,150,
$11.04), construction laborers( 39,270, $14,39), truck drivers, light and delivery
services(32,740, $13.23), retail salespersons(32,300, $11.51), janitors and cleaners, except
maids and housemen(31,440, $10.45), carpenters(31,270, $19.20), maintenance and repair
workers, general(23,170,$16.11 ), stock clerks and order filers(23,060, $10.79) . With the
exception of carpenters’ wages, the remaining nine of these “top 10” wages are well below the
average for the nation, $18.84.

Again, BLS researchers confirm these findings. One report states “...the risk of
nonfatal workplace injury and illness declines as estimated family income rises. Male workers
with an estimated total family income under $20,000 face a risk of nonfatal workplace injury or
illness that is nearly 3 times higher than it is for male workers with an estimated total family
income of $80,000 or more.” Similar findings were found for women.

5. Trend

There has been a downward time trend for numbers and rates of occupational injury (but
not disease). A roughly 8% reduction for injury deaths occurred from 1992 to 2005 and a 38%
reduction for nonfatal cases from 1994 to 2005, This has lead some  observers to suggest
that “nothing more needs to be done,” since time will obviate the need for additional resources
devoted to occupational safety and health. There are at least three responses to these observers.
First, academic researchers question whether and how much reduction there has actually been,
especially given the controversy above about the BLS undercount. One study found that 83% of
the BLS reported decline is due to changes in OSHA record-keeping rules. Second, for other
diseases, just because there is a downward trend does not mean we quit. Breast cancer mortality
for white women has been slowly but steadily dropping, perhaps 25%, since 1984. Yet the NCI
funding for breast cancer research has been increasing. The same is true for heart disease. The
age-adjusted death rate for heart disease dropped 42% from 1980 to 2002 but funding for the
National Heart Lung and Blood Institute has expanded from 1980 to 2002. As breast cancer and

6
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heart disease deaths drop we tend to congratulate the funding agencies and reward them with
more resources. I believe we should do the same for occupational safety and health. The third
response is simply this: there is no evidence that the total numbers of fatal occupational
diseases (66,239 in 2005) are falling over time.

6. Summary and Proposal
e The toll of occupational injuries, illnesses and deaths is great.

e The costs are almost 80% as large as those for cancer and on a par with those for diabetes yet
the resources and research devoted to occupational injury and disease is a fraction of those
devoted to cancer or diabetes.

o The BLS injury and illness survey underestimates the problem by as much as two-thirds.

»  Workers compensation covers less than half of the costs. A large portion of the remainder is
shifted to Medicare, Medicaid, and Social Security Disability Insurance.

¢ A disproportionate number of Hispanics are in high-risk, low-wage jobs.

Greater investments in preventing occupational injuries and illnesses are needed.
Standards to reduce exposures to chemicals and ergonomic hazards would help prevent many
occupational diseases and reduce the incidence of musculoskeletal disorders which are
responsible for nearly one-third of all injuries. In addition, an increase in sizes of penalties,
especially for repeat offenders, would help. A recent PBS Frontline investigation revealed that
the penalty for employers who “willfully” ignore safety hazards that result in a worker death is
only a misdemeanor.

Let me offer a low-cost policy suggestion: require that health and safety information be
attached to all job application forms. Like most economists, I am a believer in free markets. As
all economists acknowledge, free market efficiency is enhanced with better information. Today,
information on job hazards that workers can easily grasp is sadly lacking. For example, I do not
believe that most clerks in convenience stores realize that their risks of murder are higher than
those for police officers. I do not believe that most women seeking jobs as aides in nursing
homes realize that nursing home aides experience more serious injuries than women in any other
job in the country. We know more about the fat content of potato chips before we purchase them
(thanks to federally-mandated nutrition notices) than we do about the health and safety content of
jobs before we take them. This is unfortunate since most of us between the ages of 22 and 65
spend 40-50% of our waking time at work. | think every job application form should carry a
page of information and statistics---including death rates--- particular to specific occupations and
industries relevant to the job applicant. This would permit prospective workers to turn down
dangerous jobs, thus providing a free market incentive for employers to improve job safety.
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Mr. OBEY. Well, thank you. Thank you all very much. Let me
simply say that we are in the last year of this Administration’s ten-
ure, and I think, as the last year’s appropriation cycle indicated,
we do not have a whole lot that we agree with in terms of the Ad-
ministration’s budget policies; and I think that was demonstrated
by the fact that the President vetoed the bill produced by this Sub-
committee last year.

I do not particularly see any sense in chewing the same cud
twice, as we say in farm country, and so I really regard this year,
and our actions during it, as simply being preparatory to the new
administration, whichever party it is; and I think everyone recog-
nizes that there is a major chance that the next Congress and the
next president will tackle the issue of universal health coverage. If
we do, that has profound consequences all throughout the economy.
It has profound consequences in terms of the way we distribute and
deliver health care.

And I view this Committee as having a responsibility to try to
respond to this question: If we thought that, within two years, Con-
gress will have passed legislation creating universal health care—
forget the theological debate about what shape that will be—if we
do that, where should we be putting money in this Subcommittee
in order to try to prepare our health care system and our medical
system for the implications of finally passing that kind of legisla-
tion?

And let me ask each of you to respond. I have got a lot of other
questions, but, because of time, I will then pass the witnesses down
to the other members.

Mr. THORPE. I think, as I started out in my testimony, to me, the
real critical part of a broader health care proposal, in addition to
the uninsured, is the issue of affordability. If we do not find ways
to make health care more affordable in the public and private mar-
ketplace, doing a universal insurance proposal may or may not be
sustainable over the long haul. So we have got to find more effec-
tive ways of bending the cost curve on the per capita growth in
Medicare spending, Medicaid, and private insurance pocket.

Now, having said that, I think there is a lot of agreement that
we need to do that in the business community and the labor com-
munity, and so on. You have to have a clear understanding of the
issue. And if you look at the two facts that I raised—one is that
75 percent of spending is linked to chronically ill patients, where
the money is; and, two, a very substantial amount of the growth
in spending is linked to the rising incidence of disease. Diabetes
itself has gone up 70 percent over the last 20 years. So in terms
of an investment portfolio, it seems to me that we have got to find
better ways of managing chronic disease in the system and pre-
venting its rise over time. So I would point to just three or four
areas in terms of thinking about where to make investments.

One is that I think we need to change the way that we pay for
health care. The Medicare benefit model was a great model for pa-
tients in the 1950s, what it was based on and designed after. The
clinical characteristics of patients in the system today, and who are
driving spending, are very different than they were 40 years ago.
So we are going to need research into what makes sense in terms
of restructuring our payment model.
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What makes sense in terms of restructuring how we deliver serv-
ices, building into a more proactive delivery model: working with
patients outside of the traditional physician’s office; providing pa-
tients appropriate information on financial incentives to self-man-
age their condition.

And prevention. What can we do that is cost-effective to slow the
fise in obesity and, with it, slow the rise in chronic disease preva-
ence.

I think that those are not only important because, you know, to
me it is the centerpiece of making the whole system sustainable,
but it is also areas I think, if you think about it, are just common
sense initiatives. They deal with prevention and more effective clin-
ical management. I think an opportunity, I would hope, in 2009
that we can build a bipartisan approach for moving forward with
this as really a cornerstone of how to position the debate.

Mr. OBEY. Thank you.

Dr. Weinstein.

Dr. WEINSTEIN. Thank you. I think there is some evidence out
there of things that we can do in chronic disease management, as
well as in end-of-life types of decisions, where we are spending a
lot of money. I think if we take the chronic disease management
programs, like Brent James has developed in Intermountain
Health, and allow the Nation to benefit from those programs with
what some of the plans are calling for, a new IT strategy. And, of
course, Dr. Braylor's attempt at that was not successful, but I
think that the idea that every hospital system has a different com-
puter system and every patient does not have a transfer of infor-
mation across this Country seems like an inordinate type of ex-
pense that ought to be changed.

Imagine if we all had the same computer system that our pa-
tients were having their records kept on. It seems today that is
possible. Maybe it is even Google. I am not supporting anybody, I
do not own stock in it, but maybe there are better ways to do this.

The idea of practical trials, like SPORT, where we actually get
good information to empower our patients in making choices. We
know every time we have done that we have seen changes in the
rates of procedures, the cost of procedures, the outcomes of proce-
dures, and the utilization of health care more appropriately.

I agree with the ideas of prevention, but implementing those
strategies, even back to when John Kennedy was President and we
actually worked on physical fitness as a major program in our
school system in the grade schools and high school, maybe we just
need to go back to just simple things like that and getting back
into physical education.

The payment models are all backwards, as I said in my opening
statement. The incentives for me are to do more. The more surgery
I do, the more complicated the procedure is, the more I am reim-
bursed. I do not think that is the appropriate model for our health
care system.

The issue of episodes of care, which the NQF and others, NCQA
and others, are working on—which I have been involved with with
Dr. Fisher and others—looking at how you take an acute myocar-
dial infarction patient or somebody with back pain and work
through that episode in a payment mechanism that actually gets
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the highest quality care, while limiting the payment structure to
that episode, maybe be an interesting model to pursue.

I think the opportunities for end-of-life care. Again, do patients
want to die in an intensive care unit? Certain studies by Joann
Lynn and others have suggested that patients want to die at home.
Yet, if you look in the California system, which I know some of you
are from, especially in the UCLA area, most patients end up dying
in the hospital. That is an extremely expensive way to die, espe-
cially, again, if patients were informed with informed choice and
didn’t desire to.

A few ideas.

Mr. OBEY. Dr. Leigh.

Mr. LEiGH. Well, I agree with a lot of what has been said, espe-
cially with Dr. Thorpe, the emphasis on prevention, and I think
that improvements or increases in the NIH budget, in the NIOSH
budget. I am a believer in the economic efficiency in the sense that
I think that the price of production for an employer ought to reflect
the true costs associated with that. So if somebody is injured—back
injury, hip injury—this should be figured into the production of the
product. So this gives the appropriate incentive to the employer,
then, to look for prevention strategies; not that one size fits all.
Let’s have individual employers find where the best prevention
strategy might be to reduce these back injuries, reduce the hip in-
juries, again, encouraging prevention.

It turns out that, with the obesity epidemic, I have a grad stu-
dent now that we are doing some research on wages and obesity;
and, as probably most of you know, obesity is much more prevalent
among lower income people, so it might be a substantial increase
in the minimum wage would result in fewer people with low in-
come. An increase in the minimum wage would result in higher
prices for soda pop and, as we have seen with cigarettes, when you
put a tax on the cigarettes, people do in fact smoke less. So this
may be a policy way to approach the obesity epidemic.

But, in general, I agree with all the strategies related to preven-
tion.

Mr. OBEY. Thank you.

Mr. Walsh.

Mr. WALSH. Thank you, Mr. Chairman.

Sorry I had to leave, but everyone is expected to do lots of things
at once here.

I was able to pass a bill here in the Congress that provided for
hearing testing for all newborns, and it really has an impact, as
you can imagine, on that child’s ability to learn. And the idea of
screening I think everyone accepts as a good concept for cancer and
a host of others that focus on the individual, but there is another
type of prevention program that I really think gives us a good bang
for the buck, and that is population-based prevention, which devel-
ops and delivers interventions that reach large groups of people.

I raise this issue in large part because of the explosion in the
health entitlement programs and the cost of those programs that
we have seen in the last couple of years. In fiscal year 2007, we
spent over $600,000,000,000 on mandatory programs at the De-
partment of Health and Human Services—largely Medicare, Med-
icaid, and S-CHIP. In fiscal year 2009, just two years later, that
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number is expected to be about $680,000,000,000. That is pretty as-
tonishing, that it would increase that much in a two-year period.

We have to find ways, I think, to impact on health and cost. You
do not want to focus on one or the other. So what types of studies
have been done to evaluate the value of population-based preven-
tion programs as a whole in terms of savings across the entire
health care spectrum, particularly with respect to Federal entitle-
ment programs?

Any of you care to respond?

Dr. WEINSTEIN. I guess I would respond in a way that you might
not expect. I am not sure that screening is always the right thing.
Screening——

Mr. WALSH. I was not suggesting that that is the only approach
to prevention. I was suggesting that that is one, but a larger spec-
trum of individuals would be gathered in different prevention pro-
grams.

Dr. WEINSTEIN. I understand, I believe.

Mr. WaLsH. Okay.

Dr. WEINSTEIN. But I think the idea of screening is an important
one to talk about because, you know, should we have PSA tests for
men? Should we have colon cancer screening? Should we have
mammography for women? What are the most cost-effective? What
is diabetes? You know, imagine if you changed the you know, if
somebody says your blood sugar is 200, that is diabetic. If they
change it to 210, we increase the number of people that are dia-
betics in this Country by maybe two million. I mean, so we have
to be careful what we call disease versus pseudo-disease.

So if we screen people for prostate cancer—and I do not know if
any of the men here have had that screening, but if you have a
positive PSA test, then you have to consider whether you are going
to have a biopsy or not. And it is not just a needle stick, it might
be 20 needle sticks. You might not know that. Probably not too
comfortable. What if it is positive for cancer cells? Then you have
a decision about treatment—radiation, chemotherapy, surgery. And
the outcome of that treatment may be no different than having not
been screened.

So the issue is cost, which you are talking about the
$600,000,000,000 to $680,000,000,000 change. As we screen more
and we find more, there are consequences to that. As we do genetic
testing, how are we going to respond to that, women with the ge-
netic predisposition for breast cancer? Do we offer our daughters,
at 16, mastectomy? I mean, realize the ramifications of what we
are talking about.

I agree with your concept, but I just want to suggest that the
hearing test was wonderful, and obviously children need to hear to
learn, and we have all kinds of wonderful medical devices to allow
people to hear today that could not hear today. Great success in
medical therapies. The population-based prevention, though, and
based on screening, I think has some risks to it. That is all I am
pointing out. So we have to be careful about what we recommend
in the screening field around prevention.

Mr. THORPE. Let me just take a little different cut on this. In ad-
dition to what I do at Emory, I am also the Executive Director of
this organization called the Partnership to Fight Chronic Disease.
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It is a group of nearly 100 organizations ranging from the Chamber
of Commerce to the labor unions and virtually everybody in be-
tween.

We have been focusing a lot of our time figuring out ways to
make health care more affordable, focusing on some targeted pre-
vention interventions specifically dealing with people who are over-
weight—there is this, Dr. Weinstein mentioned, pre-diabetic, pre-
hypertensive patients and so on—to see how we can intervene to
make sure that they do not switch over into those more extreme
clinical categories, you know, going from 200 to 600 in terms of
blood sugar levels. Because, when it happens, you have a big spike
in spending.

So if you can find effective interventions targeted right there, we
know the return on investment can be very substantial.

We are scouring, with our 100 groups, looking at best practices
in work site health prevention, school-based programs, community-
based interventions, and what we have found is—I mean, it is
somewhat frustrating that in the published literature—very little
in terms of what is out there doing formal evaluations of programs
that are up and running. We have found some good programs in
the workplace. I think that those are promising. There are very few
of them. If you think about it, there are seven million plus business
establishments; there are probably a handful of big companies that
really do this effectively.

But in that data we have got published information that shows
that we can get a positive return on investment if they are de-
signed appropriately. And that is a lot of what we are trying to un-
derstand, is how the design of this really mattered in producing
outcomes.

On your Medicare question, I think that having this information
on best practices is going to be essential for Medicare, because if
you look at the cohort of 65-year-olds coming into the Medicare pro-
gram today, they have two characteristics compared to that same
cohort 15, 20 years ago: they cost a lot more; they have more of an
elevated chronic disease profile. The only good news is that they
are less likely to be disabled. So the disability rates have gone
down a little bit.

But if you look at the wave of people——

Mr. WALSH. More chronic health issues in that cohort now than
there were 15 years ago?

Mr. THORPE. Yes. If you look at Medicare, 75 percent of what we
spend in Medicare is linked to patients that have five or more
treated chronic conditions; it is diabetes, it is heart disease, it is
pulmonary problems, it is co-morbid depression, it is asthma, ar-
thritis, back problems. That is where the money is. So I think that
there is a real opportunity for us to look more broadly to figure out
prevention programs at the work site or in the community that we
could put into place now that would improve the health profile of
seniors coming into the program.

I think while you were doing your talk, one of the things that
I mentioned was that if you look at lifetime health care spending
for a senior who is age 65, who is normal weight with no chronic
conditions, compared to a 65-year-old who is overweight, has one
or more disabilities and some chronic conditions, that healthier pa-
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tient will spend about 20 percent or so less over the course of their
lifetime. They live longer, true, but they spend less. So I think
there is an opportunity, as we think about the entitlement issue,
to tee it up a little bit differently than the usual way we have been
dealing with it, which is increasing co-pays, reducing benefits, re-
ducing payment levels, increasing the eligibility age, you know,
paying around the board but not really fundamentally changing the
level of spending among that population.

Mr. WALSH. That is helpful. Thank you.

Thank you, Mr. Chairman.

Mr. OBEY. Ms. McCollum.

Ms. McCoLLuM. Thank you, Mr. Chair, and thank you, gentle-
men for your testimony. I am going to switch to Professor Leigh.

Your comment focused on government’s failure to address occu-
pational injuries and illness, and I am currently working on legisla-
tion that would ban the re-importation of asbestos into the United
States. The legislation would also require research on the health
hazards of naturally occurring asbestos and invest research and
treatment of asbestos-related illnesses. And in the President’s
budget, he cuts a lot of the research opportunities for occupational
safety.

As you may or may not be aware of, mesothelioma is not diag-
nosed until extraordinarily late. They have seen some successes
with people being given this diagnosis and now living, a few people,
years longer, but for the most part it is, as my predecessor found
out, Congressman Vento, once diagnosed, it is pretty much you
have X number of months to live.

So could you talk a little more about the Government’s role, its
responsibility in regards to finding out more and understanding
more about asbestos in the workplace, especially seeing as how
many of us—I am 53—and older have been exposed to it through-
out our lifetime? Why would it be important to know about this
issue as it affects workers in the workplace and why it would be
important to do the research in order to not only maybe find a
cure, but to find early diagnosis.

Mr. LEIGH. Well, a lot of people have been exposed to asbestos
and may not even know it. I think I was exposed years ago when
I worked at Manpower Corporation and they had me work with
mobile homes, and we were moving a lot of equipment around, and
they had the one job, which was basically moving fiberglass and as-
bestos, which was in the back part of the lot. Thank goodness for
the union there, because they would not let me work over three
days. I was kind of upset because I wanted to keep working; it was
a decent wage. But I was told, well, the union is not going to allow
you to work more than three days. At the time, I was kind of upset
about it, but I am very happy now that the union had that rule,
because I didn’t know—I was 22 years old—I didn’t know what I
was being exposed to.

So I think it is important for us to—and, of course, as you know,
the cost of asbestos is growing, or asbestosis and mesothelioma, as
all the pneumoconiosis. So it is important for us to know how to
treat this, and greater research would help in terms of where the
asbestos is now and how to reduce it.
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So it is a large problem, a significant economic problem. I wel-
come more investments in the research.

Mr. OBEY. Would the gentlewoman yield? And I promise it will
not come out of your time.

Ms. McCoLLuM. I trust the Chair.

Mr. OBEY. The very first day I served on this Subcommittee,
back in the early 1970s, I walked into the room and Dr. Dave Roll
was testifying for the National Institute of Environmental Health
Sciences, and as I walked in I heard him explain to the Committee
what percentage of British shipyard workers who had been exposed
to asbestos in World War Il had died of mesothelioma, and it
stunned me because, in my father’s business, I had worked with as-
bestos products. So that got my attention in one whale of a hurry,
which I think is the principal reason that, in my earliest years on
th%s Subcommittee, I focused so much on occupational health and
safety.

But I am glad you asked that question.

Ms. McCoLLuM. Thank you, Mr. Chair.

Mr. OBEY. And it will not come out of your time.

Ms. McCoLLUM. Thank you, Mr. Chair.

Another statistic that stood out to me—and you all touched on
this in your testimony one way or the other about chronic disease
and how it accounts for 75 percent of our Nation’s health care
spending. Now, I authored a bill, it was a constitutional amend-
ment—I do not think we are going to amend the constitutional, get
my language forward, but my intent was, by having a constitu-
tional amendment to provide health care and preventative care for
Americans, was to have a different discussion than the one that we
are having.

The discussion I believe that we should have should be what is
the bottom basic set of access to health care should Americans ex-
pect in an industrialized country. It goes to the question of screen-
ing; it goes to the question of treatment; it goes to the question of
prevention.

What are you seeing missing from the current debate on health
care that would address what should an American, in the most
technologically advanced country in the world, expect their govern-
ment to come together in the common good to make sure that they
have access to truly good health care?

Mr. THORPE. That is a good and tough, difficult question, but I
will go ahead and take a shot at it anyway.

My sense is that—and this sort of comes from what I see some
of the more innovative large, self-funded employers are putting in
place now—that if we really focused on early detection, early diag-
nosis, and appropriate evidence-based treatment of care, you know,
that is a model that I think would be very effective in terms of pre-
venting disease and more effectively managing it when we diagnose
and detect it. Let me give you an example.

There are some very good health risk appraisals, very simple
benchmarks that one could do to get a risk profile of an adult or
an adolescent or a kid in school. And based on that risk profile,
whether you are in normal health, good health, fine, you know,
there are care programs and ways to make sure that you keep in
good and normal health.
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If you are a diagnosed diabetic with some of these multiple
chronic health care conditions, we want to make sure that we en-
roll you as quickly as possible into a plan, an evidence-based plan
to make sure that that disease is appropriately managed; and in
most cases it is not. We know nationally that chronically ill pa-
tients get about 56 percent of the clinically recommended primary
preventive maintenance services that they should get to manage
their disease and prevent them from going into the emergency
room, having amputations, losing a kidney, or going blind.

So I think if you think about it in terms of not so much insur-
ance benefit design discussions, but more on the primary popu-
lation health risk appraisal type approach, where we are diag-
nosing and detecting disease earlier on in the stage of a particular
problem, and then making sure that they get the right—and it is
largely primary health care to appropriately manage it, those
would be a bundle of services that I think most would agree on
makes sense. It makes clinical sense; it makes good public health
sense.

Mr. OBEY. Mr. Kennedy.

Mr. KENNEDY. Thank you.

If we are spending so much money—Dr. Thorpe and Dr.
Weinstein, you have both talked about this—in Medicare, Medicaid
on all these treatments, but we do not know effectively what is the
best treatment, wouldn’t you suggest that we spend more of our
dollars in CMS doing comparative analysis effectiveness in terms
of before we start—I mean, I know in the mental health field there
is a variety of different ways of addressing mental illnesses—phar-
macologically, behaviorally, and the like—and some are far more
expensive and, yet, do not show that much more effectiveness in
terms of a result.

And, yet, as you said, there has not been the kind of data-mining
or research and, yet, if there was, for a very little set-aside up
front, we could be saving ourselves a lot of money on the payment
side. What do we need to be doing to get to direct? Could you com-
ment on the need for us to get CMS to do more in terms of inter-
nally directing some of their internal dollars to that comparative
analysis effective research within their own budget before they
start spending all this money just going out the door without know-
ing whether all of it is the best, most effective money spent? Could
you comment on that?

Dr. WEINSTEIN. I would agree. I think there are lots of opportuni-
ties there for CMS to do such things. They have, as you know, sup-
ported some trials work. I think, for lung reduction surgery, they
actually paid for the procedures being done to get the answer in a
trial type way. So I would think this is a tremendous opportunity.
As you think about what the costs are for what we pay in America
versus what we might pay in Canada for drug issues and things
like that, why are not we doing some comparative effectiveness of
those things in this Country so that our citizens, you and I and our
families, can get the cheapest drug with the highest quality, best
outcome?

You know, there is little incentive for people to test things that—
I am for the free market, do not misunderstand me, but we need
to allow people to understand, when we are doing trials, how you
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design a trial often can determine the results you are going to get.
So if you want to test aspirin against drug X that is very expen-
sive, you might find out that aspirin is really good. But if you do
not want to know that the really cheap aspirin is really good, you
will not test against aspirin.

So I think there is an opportunity in CMS to do that kind of
work. We have the opportunity to sort of do competitive pur-
chasing. Why do we have to buy the most expensive things if there
is not the data to support those technologies, there is not the in-
creased survival? I mean, I mentioned the breast cancer bone mar-
row transplant program. Very expensive.

Mr. KENNEDY. Well, maybe you could give us this in a memo, be-
cause maybe we can, as a Committee, figure out a way to do some
directed language, because there is an awful lot of money in that
CMS. Obviously, it is obligated entitlement spending, but if they
could save a lot more in the future, when the debate comes up on
entitlement spending, in the way they direct it by doing more of
the initial cost analysis on how it can be best spent, then, boy, we
could get that entitlement spending to go a lot further than it is
going.

Dr. WEINSTEIN. I agree, but I want to also throw out the fact
that there are many things that we do well. For example, non-
white males, black males are not getting the rates of total knee re-
placement—that is an effective treatment—for reasons we do not
understand. And, yet, many people may be getting rates of those
kinds of procedures more than they need. So there are lots of op-
portunities to deal with the whole population through that budget
and deal with issues of disparity variation in ways that we have
not thought about.

Mr. KENNEDY. Can you just explain why the public health
schools have not intersected with your economic sections of your
universities to come up with how you refigure these reimbursement
systems? I mean, how come you guys cannot get together and fig-
ure out if we can buy futures in pork bellies, why cannot we buy
futures in people’s health and get a new economic system that will
incentivize people’s health and well being and market that? I
mean, why cannot we redevelop an economic capitalist system to
incentivize health, as opposed to sickness?

Mr. THORPE. I think it is an outstanding question, and I think
some of it goes back to the fact that, really, until about two or
three years ago, I think, the prevailing view in the economics world
was that 70 percent, 80 percent, 90 percent of the growth in health
care spending was all due to new technology; that we were power-
less over it, that it was just this flood of new technology coming on-
line; and that these other things that are more controllable, per-
haps, in the near-term—demographics, cost-sharing and so on—ac-
counted for very little.

Work we have been doing over the last five years I think sort of
debunks a piece of that. Technology is a big part of this puzzle, but
what we did in our work is introduced economist epidemiologists.
Epidemiologists have, for years, been looking at rising rates of dis-
ease prevalence without figuring out the financial implications of
it, and in economics the word epidemiology never comes up any-
where in any course, any term. I think I would be banned from the
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profession if you even talk about it. They just do not think about
it in that way.

So some of it is making sure we have the database and the prob-
lem appropriately framed, which we now do. And I think we are
now in the process of saying, well, gee, prevention really is impor-
tant; and that we really do need to think about more effective pay-
ment models. Dr. Weinstein mentioned some of the work they are
doing on episodes of care. We need more research and work think-
ing through how we can buy more effective health care services for
people who have ongoing, established medical conditions that per-
petuate throughout the year, at the very least, and we just do not
have that models as widely known as we should.

There are good pilots, we know a little bit about them, but the
fundamental research base in terms of how they work, how they
change outcomes, how they affect cost, we have some data from, as
was mentioned, Intermountain Health and from Kaiser and other
places, but the research base in terms of thinking this through is
quite limited.

Mr. OBEY. I am sorry to interrupt, but the gentleman’s time is
up. We have a vote coming up, so we have got a choice to make.
We can either go vote and come back—we have the next hearing
beginning at 2—or we can try to split the time, about two minutes
apiece, with each of the three remaining questioners. How would
you prefer it?

Okay, then the gentlewoman is recognized for two minutes.

Ms. LEE. Thank you.

Thank you, panelists, for being here today.

Dr. Weinstein, very quickly. How do you ensure that minority
groups are well represented in clinical trials? Just last year we
talked about—and I spoke with Dr. Griffin Rogers with regard to
the hemoglobin variant using the A1C test for diabetes with regard
to some ethnic minorities is just not a valid test in many ways, and
we didn’t know this until this hearing, and we followed up, and
thank goodness we were able to get this straight.

Second question. Informed decision-making is very important,
but as a person who does a lot of medical research—I am not a
physician, but I have aging and disabled family members, so I
know a little bit about it. I had a family member who had to have
carotid artery surgery. A physician gave me the pros and cons of
the stent versus the surgery. Very thorough, but I had a hundred
more questions to ask. At the end of that, he says, so what do you
want to do? I waited, well, what do you recommend?

Bottom line is, yes, informed decision is very important, but for
people who may not have access to the type of information, say, for
instance, that I had access to, or are less educated and have not
come up with all these questions, don’t we need go to one step fur-
ther and allow for the—and, again, in your research, I do not know
if you did this—but have people feel that, once they have the infor-
mation, ask the physician for their recommendation? Because I
could not even figure it out.

Dr. WEINSTEIN. Well, the first question about enrollment of non-
white patients in the trials, and I think all ages as well, so gender,
race, and age are important. In fact, in our trial for back pain, we
had one of the largest non-white enrollments of any trial done
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using the informed choice shared decision-making tools, and it was
remarkable.

One of the diseases we actually studied, degenerative
spondylolisthesis—a mouthful—is much more common in females
and black females. So we actually had a higher enrollment than we
even anticipated, which is really nice.

So you are correct that clinical trials need to be looked at very
carefully when you are saying what this is good for. It is just a clin-
ical study, it is not necessarily about you.

So then we need to empower you with information—which gets
to your second question—that allows you to make a decision. And
as Congresswoman McCollum was talking about what do we need
to do, you know, we need access. So you needed access for your
family member who had the carotid disease. You needed a decision
tool. What would have been helpful for you is getting all this infor-
mation in some unbiased way. I am a surgeon. What I like to do
is surgery. If I am a physical therapist, I like to do physical ther-
apy. So that is what I offer.

I would like to suggest—and our data would suggest it is true—
when we use these tools, we see different decision-making proc-
esses occur. They are written at a level so that the understanding
of the person looking at it can be clear, their questions can be an-
swered; they feel that they are knowledgeable, that we understand
their values about their decision and their preferences.

Those turn out to be very important variables in a health care
system that is now drowning in cost, where we need to find simple
tools that help people make those decisions. Not everybody with ca-
rotid stenosis or carotid disease necessarily has to have surgical
intervention. What are those risks and benefits? What is my risk
of stroke from that procedure? Memory Loss? What kind of cog-
nitive disability might I have? Which might be more important to
you than the risk of the actual infection from a surgery or whatnot.
So those tools can be very helpful. And, in fact, from our trial, we
are putting those kinds of tools on the Internet free to help people
make those decisions.

Mr. OBEY. The gentlewoman’s time has expired.

Ms. Roybal-Allard.

Ms. ROYBAL-ALLARD. Professor Leigh, thank you very much for
your testimony, particularly for highlighting the fact that low-in-
come and Hispanic workers have a significantly higher on-the-job
injury and mortality rate. You also mentioned during your testi-
mony that much of those injuries and deaths are preventable, and
that is one reason that I was happy that after seven years, legisla-
tion sponsored by myself and Congressman Miller and a lawsuit fi-
nally brought OSHA to the point where they did in fact issue the
rules on personal protective gear, which the employer has to pay
for. Unfortunately, during that seven-year interim period, there
were many injuries and deaths.

During your testimony you mentioned that you wish you had had
some additional time to highlight the Hispanic population and the
health and safety measures and on-the-job problems that they face,
and I would like to give you the opportunity now to do that.

Mr. LEIGH. Thank you very much. Yes, I would like to mention.
There was an earlier question about prevention strategies, and
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there are many that are in the workplace. For example, with nurs-
ing aides who are tending to elderly people in nursing homes, a lot
of people are surprised. It turns out this is one of the most dan-
gerous jobs a woman can take anywhere in the economy, because
you can have a woman, let’s say, who is 120 pounds trying to lift
a 200-pound man who has Alzheimer’s from one bed to a gurney,
and the man can slap her. A lot of violence happens in these nurs-
ing homes.

Anyway, they have now passed legislation in Texas where they
have lift teams and lift tables, and groups of people who now are
authorized to lift patients from beds to gurneys that are in nursing
homes; and this has cut way down on the injuries, and this has
saved on worker’s compensation. It is just an example of where an
ounce of prevention is worth a pound of cure.

Regarding the Hispanic point, there are many studies done by
the Bureau of Labor Statistics that indicate that Hispanics have a
higher fatality rate and a higher non-fatality rate compared to all
other groups. Let’s see, there was one report that from 1992 to
2005 Hispanics were reporting more injuries. The percentage in-
crease for Hispanic fatal injuries was 73 percent. This trend was
not evident for any other ethnic or racial group. And the same
trend occurred for non-fatal injuries.

Now, it also turns out not just Hispanics, but low-wage workers
in general are subject to greater incidents for injuries.

If you look on the BLS Web site, you will find the 10 occupations
with the greatest number of non-fatal cases, and these occupations
include laborers, material movers, truck driver, heavy tractor trail-
er drivers, nursing aides, construction laborers, light truck drivers,
retail salespersons, janitors and cleaners, carpenters, maintenance
and repair workers, stock clerks, and order filers.

Now, it turns out that except for carpenters——

Mr. OBEY. I apologize for interrupting, but we have only got
about three minutes left if we are going to vote, and I have got two
more members who need to ask a question. So I am going to ask
you to supply the rest of that answer for the record or privately.

Mr. Udall.

Mr. UpALL. Thank you, Mr. Chairman.

Dr. Thorpe, I guess my question is directed to you, but I am in-
terested in what the others have to say. You say in your written
testimony the truth is the vast majority of chronic disease can be
prevented or better managed, and then you have the statement
“these diseases could be prevented if Americans would do three
things: stop smoking, start eating better, and start exercising.”

These things seem so simple, but people do not seem to be get-
ting the message. I mean, clearly, we are moving in the wrong di-
rection when you look at all these diseases. How do you explain
this phenomenon. Is the right information getting to people on
smoking, eating better, and exercise? What is really going on here?

Mr. THORPE. Excellent question. I will try to make it quick. Just
to give you a sense, I mentioned diabetes up 70 percent since the
mid-1980s. Over 90 percent of that growth is due to rising rates of
obesity, pure and simple.

I think the challenge is that we almost have to sort of start in
multiple jurisdictions to find programs that are effective in helping
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people change behavior. It is not easy to do. I think you have to
start in schools. There are some great examples of different States.
Arkansas has perhaps a controversial program, but it is one that
has taken the rates of childhood obesity in the Arkansas schools
down, at the same time period when rates of obesity among kids
are going up dramatically.

There are good models at the workplace, where we have had a
substantial impact on the weight distribution of workers and pro-
ductivity. Unfortunately, we do not have a good dissemination or
research base to sort of take those results and quickly diffuse them
into other settings. I know in the other chamber Senator Harkin
has been looking at this for some time to figure out what are the
key design features of those programs that work; how can we en-
courage their diffusion.

And community-based interventions. We are just starting to
learn in a very scattered way about what works in the community
to change behavior. Those are all areas that we should be making
investments in to find best practices and find places where we can
replicate good programs.

Mr. UbpALL. Thank you.

Mr. OBEY. Ms. DeLauro.

Ms. DELAURO. I will be brief.

We have the Rudd Center in New Haven, Connecticut, which I
represent and Kelly Brownell is doing a lot of work there on this
issue; it is a very important issue. But I noted your testimony, Dr.
Thorpe, though, you say CDC’s spending on chronic disease preven-
tion and control was $6.27 for each one of the 133 million Ameri-
cans with one or more chronic conditions. The same group ac-
counted for $13,143 in health care spending that year.

You probably do know that, with CDC, there is a $475,000,000
cut in their budget, so we need your help and your support in that
effort.

Just quickly, Dr. Leigh, I will not go through the whole issue, but
where do we get a better picture of direct Federal investment to
have an accurate picture, if you will, of the costs associated with
occupational injury and illness—because it is not coming out in the
data that we are looking at—in terms of bringing down those costs?
If you cannot answer it now, you can get it back to me for the
record.

And I would like to have you look at, if you would, and get back
to us on the impact of the regulatory inaction we have seen at
OSHA and tell us what that has caused.

Okay, we do not have time. We have two minutes, right, Mr.
Chairman?

Mr. LEiGH. Well, T would like to mention that the Bureau of
Labor Statistics has two wonderful data sets: The census of fatal
occupational injuries and also the annual survey for non-fatal inju-
ries. Now, a lot of people, including myself, have criticized that sur-
vey, but it is to say that we can improve upon it, and there are
many ways that the Bureau of Labor Statistics can improve upon
those data to have wider—

Ms. DeLauro. We would welcome your help on how to do that,
because we can help to design their program.
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Mr. OBEY. Gentlemen, let me apologize for the abbreviated na-
ture of this hearing, but it is a miracle we got it in at all, given
what is going on on the House Floor. So thank you very much and
we will see you back.

We will reconvene at 2:00 with the Secretary.
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U.S. Rep. Rosa L. DeLauro
Opportunities Lost and Costs to Society:
The Social & Economic Burden of Disease, Injuries and Disability
Questions for the Record

1) Public Health - CDC

Dr. Thorpe: I read a recent CDC study that analyzed the decrease in death rates from
coronary heart disease between 1980 and 2000, and according to the study, had death
rates from 1980 remained the same by 2000 - taking into account population growth - an
additional 341,745 deaths from coronary heart disease would have occurred. Instead, we
saw a significant decline. The authors determined that about half of the decrease can be
attributable to changes in medical treatments and approximately half are due to risk factor
changes. They conclude, “Future strategies for preventing and treating coronary heart
disease should therefore be comprehensive, maximizing the coverage of effective
treatments and actively promoting population-based prevention by reducing risk factors.”

With this in mind, Dr. Thorpe, what will the impact of the President’s FY 2009
budget have on the author’s conclusion? Specifically:

For the 6th year in a row funding for NIH-supported heart and stroke
research is below medical research inflation under the president’s budget,

And the President also proposes to cut the CDC’s Heart Disease and Stroke
Prevention Program by nearly $1.3 million, while currently only 13 states receive
sufficient resources to implement its Heart Disease and Stroke Prevention Program.

Response:
Heart disease, stroke, and other cardiovascular diseases remain America’s leading causes

of death. They affect nearly 81 million Americans and cost this nation more than any
other disease. Despite the enormous burden these diseases place on our nation, NIH heart
and stroke research remains disproportionately under-funded, especially in light of the
many promising scientific opportunities that could advance the fight against these
diseases. The currently NIH invests only 7% of its budget on heart research and just 1%
on stroke research. When adjusted for medical research inflation, the NIH budget for
CVD research is estimated to be 15% lower in 2008 than 2003. According to NIH,
budget shortfalls mean a projected decline in the success rate of new research project
grant applications to 18% in 2007.

Cuts in NIH funding will slow research progress, including:
¢ Clinical trials to decide how much to lower cholesterol in patients at high risk for
CVD.
s Efforts to translate basic research into evaluation, treatment and care of patients
directly after stroke onset.
¢ Ground-breaking research, such as exploring the prospect of repairing tissue
damaged in a heart attack.



165

NINDS projects that $406 million is needed in FY 2008 to fill vital gaps in stroke
knowledge. The FY 2008 estimate for its stroke research is $182 million — more than
50% below the professional judgment amount.

As the baby boomers age, heart disease deaths are projected to increase 2.5 times faster
than the population overall , and the prevalence of heart disease is projected to increase
by 16% cach decade. CVD) will cost our nation an estimated $449 billion in medical
expenses and lost productivity in 2008, making it the most costly disease. Treatment
costs for CVD are expected to rise 64 to 84% by 2025. Stroke treatment alone is
projected to exceed $2 trillion from 2005-2050. There is no doubt that the population-
based primary and secondary prevention programs funded by CDC are essential to
reducing morbidity and mortality associated with coronary heart disease. But they are
similarly under-funded.

CDC’s Heart Disease and Stroke Prevention Program began in 1998, and was funded in
only 8 states. Currently, 33 states and the District of Columbia have a Heart Disease and
Stroke Prevention Program at either the Basic Implementation funding level (13 states) or
the lower Capacity Building funding level (20 states + DC). With the appropriations
provided for FY 2008, it is anticipated that 7 additional states will be funded for Capacity
Building and 1 additional state will be funded for Basic Implementation.

Even with an increase in appropriated funds, however, 10 states will still be unfunded for
heart disease and stroke prevention — the number one and number three killers in
America. In FY 2007, Basic Implementation funding averaged approximately $1.2
million to implement statewide activities addressing priority areas such as controlling
blood pressure and raising awareness of the signs and symptoms of heart disease and
stroke. Capacity Building states received an average award of $350,000 to build capacity
for heart disease and stroke prevention programs; this seed money does not enable
comprehensive implementation of interventions.

The proposed $1.3 million cut in funding for CDC’s Heart Disease and Stroke activities
would only exacerbate this lack of program dissemination and impact. To accommodate
this cut in funding, CDC would have to eliminate or reduce funding to some states,
decrease the level of supporting activities provided by the agency, or both. Given the
increasing medical costs and the aging of the population, and given the clear and
demonstrated potential of public health strategies to promote cardiovascular health and
control risk factors such as hypertension and cholesterol, it is imperative that CDC’s State
Heart Disease and Stroke Prevention Program be strengthened and not weakened.

CDC’s Heart Disease and Stroke budget should not be cut for 2009. In fact, funding for
the Heart Disease and Stroke Prevention Program should be increased by $20 million for
the next fiscal year. With a $20 million increase in CDC’s Heart Disease and Stroke
budget line, CDC could accomplish the following:
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Add new Capacity Building Programs in order to ensure that all 50 states as well
as the District of Columbia are funded with State Heart Disease and Stroke
Prevention Programs.

Increase funding for a number of states with pre-existing Heart Disease and
Stroke Prevention Programs by moving them up to a Basic Implementation level
or providing them with Optional Funding to implement demonstration
interventions.

Increase the capacity for surveillance (monitoring and tracking disease) at the
national, state, and local levels in order to provide the best possible cardiovascular
disease and risk factor data for policymakers and health care providers.

Provide greater assistance in evaluation to heart disease and stroke prevention
programs as well as engage in more evaluation research.

Increase the internal capacity of CDC’s Division for Heart Disease and Stroke
Prevention to allow the Agency to provide more technical assistance to states and
communities, engage in more public health research, and create more tools and
strategies for heart disease and stroke prevention.
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Where Knowledge Informs Change

Responses from Dr. James N. Weinstein to Questions for the Record
from Congresswoman Rosa L. DeLauro

In re: House Appropriations Subcommittee on Labor, Health and Human Services, Education, and
Related Agencies 2-14-08 Hearing

Opportunities Lost and Costs to Society:

The Social & Economic Burden of Disease, Injuries and Disability

1) Investing in Biomedical Research

Dr. Weinstein, you present a powerful case for continued increases in funding for the NIH — not only from the
cost and cost-effectiveness angle, but also from the perspective of reducing human suffering by providing
patients with the best options available so they can make informed choices for their treatment. Yet, we are
facing an Administration that does not get it. For the fourth year in a row, the NIH budget request is flat. The
FY09 Bush budget provides roughly $29.3 billion for NIH, $630 million below the amount needed to maintain
purchasing power at this year’s level.

Can you talk some more about the real costs of not investing in research?

America can do Better

Failure to invest in our research infrastructure will weaken our economy, bring to a sudden stop our leadership
role as innovators for the world and cause us to lose the brightest and best researchers to other nations with
more competitive and supportive economies for scientific investigation, In this global economy, shifts occur at
speeds that challenge our most innocent of ideas. To see the rapid fall of our economy today is such an example.
The difference between the haves and have nots is widening at an alarming rate.

If we ignore the world economy and the competition for the brightest and best we will lose our preeminence in
the scientific world. India, China, Hong Kong, and Europe are already looking to attract our best scientists. 1 am
now on my third trip to China and they are anxious for more and more collaboration. { have turned down more
than a dozen offers to go to India.

Lack of Evidence

One of the most important and often unseen costs is the impact of applying therapies or treatments to our
patients that have not been vetted through the kind of large scale clinical trials that only NIH can do,
independent of intended or unintended bias that are often seen with industry sponsored trials,

Media news stories abound about the latest “breakthrough” drug or device and or new treatment algorithm(s)
that, when subjected to appropriate trial design, with appropriate subject populations, and realistic endpoints,
turn out to have little clinical benefit or even worse, to have a detrimental effect on patients studied. The
unstudied populations then receive these treatments by acclamation rather than real evidence. The underserved
and unstudied are offered treatments ‘off label” or without appropriate testing in these disparate populations.

35 Centerra Parksway, Suite 300 Lebanon, NH 03766 603-653-0800  the.dartmouth.institute@dartmouth.edu  httpr//tdidartmouth.ed
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The most recent case of this involved the cholesterol drug Vytorin. Over I million prescriptions are filled per
week at a cost of $5 billion annually. Yet when industry study results were finally released, it turned out that
not only did the drug fail to clear plaque from the arteries, it actually may have increased plaque formation.
And there are many questions about why it took so long for the trial results to be published.

Congressman Dingell held a hearing on this case earlier this year to examine whether the study outcomes were
deliberately suppressed and delayed by the pharmaceutical companies involved. This again raises the issue of
the need for unbiased trials, which can only happen with oversight or involvement of institutions like the NIH
or a more modern idea of the ‘Altruistic Clinical Trial’ concept discussed in the attached article, Clearly,
legislation could be enacted to change or at least offer another less expensive and more effective solution to the
current dilemma.

Research must not be influenced by financial interest in the drug/device being tested, but should be all about
credible and rational use of new and improved treatment options, that are safe and effective.

Of course there are many other examples, where conflict of interest may have caused a conflict of the mind e.g.,
the case of Jesse Gelsinger who died after being treated with an experimental drug. It turned out that the
physician and the university had some ownership and stock options in Genovo, the manufacturer of the drug.
These are scientists trying to save lives, but our system and lack of models for funding such work causes the
best and brightest to seek other pathways. America can do better!

In my testimony, I spoke of another example that comes from the heart, the triple digit rise in spinal fusion
procedures; rates have risen more than 250 percent in recent years, Yet there is no evidence base for these
procedures. In fact, to my chagrin there is some evidence that fusion resuits in more complications and worse
outcomes. But as a nation, we are spending more than $20 billion per year on spinal fusion. Legislation must
call for clinical trials in these highly used and unproven, elective procedures, wherein well informed patients
would very likely choose less invasive, less costly treatment options.

One additional illustration involves the widespread use of high dose chemotherapy with bone marrow transplant
(HDC/ABMT) for women with advanced stage breast cancer. This is a grueling procedure for patients. Very
high doses of chemotherapy drugs are administered to destroy the cancer cells, but in the process, they also
poison the bone marrow, putting the patient at severe risk, so the aggressive chemotherapy must be followed by
bone marrow transplant. More than 30,000 women received this treatment in the 1990’s before 4 clinical trials
revealed that there was no difference in survival between these women and those who had standard
chemotherapy. It was more toxic, in some cases deadly, and at a cost of $3.4 billion over 10 years, it was
twice as expensive as conventional treatment. The costs to the patients in needless suffering are incalculable.

1 lost a daughter undergoing chemotherapy and radiation for her cancer. I know the pain and suffering
associated with such treatments. I know America can do better!

Unexpected Consequences
Returning to your question, I see three main costs of not investing in NIH research.

First, the constant rush to have the newest drug or device, what [ call, the “latest and greatest phenomenon” is
not in America’s best interest. Advanced technology, without the appropriate evidence, is driving costs higher,
often at some risk,

Second, we know that when we have “the facts,” real evidence, to engage our patients in informed decision
making — something that happens most effectively when we have clinical trial evidence to share — they will
make choices that result in lower costs and better outcomes. As 1 indicated in my testimony, in one of our trials,
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fully 30 percent of patients with herniated disk chose not to have surgery after hearing the best evidence about
outcomes. 1f, in this single diagnosis, those percentages were applied nationally, we would see a savings of
$4.2 billion annually in lymbar disk and stenosis surgeries alone. Imagine how we could put those savings to
good use. How many vaccinations could we provide, how much influence could we have on public health by
preventing disease and effectively treating chronic disease? Imagine if we applied this methodology to other
“toss up” healthcare decisions, how much money could go towards NIH to help our nations HEALTH.
Imagine.

A third, and important cost argument is that we are needlessly putting Americans at risk (consistent with the
Institute of Medicine reports, re: quality) by failing to do the due diligence to make sure these therapies and
procedures are safe, effective, and warranted. We must have the funding to increase the numbers of unbiased,
gold standard trials and accelerate the advancement of knowledge about what works and what doesn’t. How
can we afford not to?

In that same vein, the comparative effectiveness initiative is also merited as we have seen several examples
where less expensive treatments and or devices are safer, as effective or more effective and cheaper. All of these
can be grouped in legislative activity and certainly support increased NIH funding.

How do we make the case to the American public?

America has systems in place to protect our citizens’ health and safety. Examples include the food we eat, cars
we drive, and other consumer products we buy. Yet often, therapies do not undergo the same kind of rigorous
testing. And our current arcane doctrine of “informed consent” rather than a more appropriate and timely
doctrine of “informed choice™ does not always make this clear to patients and their families. It is time to
legislate “Informed Choice,” wherein patients are partners in their health care decisions and those decisions
are based on best evidence supported by work done in the NIH model and/or combined with the Altruistic
Clinical Trials model described in the attached article. FDA labeling of drugs should be no less than we do for
our foods e.g., cereal boxes. Why do we know and understand better what is in a cereal box than what is in a
drug and what the side effects are in ways in which our citizens can understand. America can do better!

Informed Choice

Shared decision making and or “informed choice” aim to make patients better, smarter consumers of medical
care. We know that when we can tell people objectively what the risks and benefits of a procedure or treatment
might be, they often choose their treatment course correctly. That means they understand the risks and benefits
and their outcomes are better, and often at lower risk. This is especially true when we have evidence from
comprehensive clinical trials, e.g., the NIH sponsored SPORT Trial, to share with them.

We have to help people understand that clinical trial research is not something abstract and only of interest to
scientists. It directly affects one’s heaith and that of their loved ones. 1t is both a consumer protection issue and
a necessity if we are to improve health care and make the kind of proven medical advances our citizens deserve,
It is these clinical trials that inform the decision tools, ¢.g., informed choice (shared decision making) that will
improve our healthcare system by providing “best care.” not just the latest and most exciting care.

Moving people away from believing that newest is best and more health care is better will not be easy. Asa
culture, we are firmly in the camp that says that the latest version of anything ~ be it computer, flat screen TV, |
Pod — must be superior. Perhaps that is true in electronics, but it is not true in medicine. At the Dartmouth
Institute for Health Policy and Clinical Practice, we continuously work to educate the public and the media
about understanding and evaluating medical treatments and reported “advances.” The importance of that
educational effort cannot be overstated. Congress should play a key role in helping to educate our citizens,
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nationally and at a state and constituent level. We would be happy to work with you on this kind of effort. A
starting place might be in your own constituent newsletters or through constituent meetings in your district.

What in your view are the two or three bullet points that best make the case for continued increases?

e Investing in research saves not only money but, as in the cases above, can save lives. The return on
investment can be enormous as demonstrated by the example of spine surgery.

¢ We must have research that is objective, unbiased, and untainted by market or financial interest. Asa
publicly-funded organization, NIH can perform the kinds of rigorous, weli-designed trials we need. In
addition, NIH will fund studies with important public health implications (e.g. combination drug
therapies for common diseases such as osteoporosis) that the private sector will not pursue.

¢ Asresearch dollars and opportunities decline, more and more young investigators— the best and
brightest of the next generation of scientists — are becoming discouraged and disillusioned. Many are
seeking other career paths. At the same time, promising early research is languishing for fack of
funding to carry it to the next step. Momentum created by the doubling of funding in the 90°s is being
lost as laboratories around the country have to scale back or close down promising research initiatives,
that not only bring hope but create jobs, careers and new opportunities. Without sustained investment
in NIH, we are at risk of losing our brightest and best young researchers and relinquishing our position
as the world leader in advancing discovery and offering new, evidence-based treatments to our
population.

e America can do better.

Enclosure: An dltruistic Approach to Clinical Trials; The National Clinical Trials Consortium. Spine, Vol 31
Number 1
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Bl An Altruistic Approach to Clinical Trials

The National Clinical Trials Consortium (NCTC)

0Or. James N. Weinstein, Editor-in-Chief, Spine

We find ourselves working in a healthcare system in
h $1.9 trillion dollars are spent to have the U.S. rank
37th in world health.’ Clearly, our health expendivuces
don't necessarily coincide with befter outcomes, There is
evidence to suggest our healtheare system is fundamen-
tally broken. The Dartmouth Addas studies have provided
ample evidence that our healtheare is irrationally distrib-
uted, and that patients in high urilization areas had more
inpatient treatment, more diagnostic rests, and increased
use of specialists.” Frequently, rechnologies or diagnostic
tests are brought to marker (increasingly, directly mar-
keted to patients) despite a paucity of good studies pro-
viding solid evidence of proven efficacy and or effective-
ness. We continue to bring new technologies into
practice with studies that are often underpowered and
hout clearly defined endpoines. Unfortunately these
studies can provide a false sense of security to our prac-
ticing physicians and to the patients to whom these
treatments are directly marketed. Inadequate follow
up and failure to report negative findings can under-
mine the very sclentific process that has advanced
medicine.

aturally, given their investraent, industry-supported
trials are driven by the need for swift FDA approval in
order to get a device or drug to marker. However, we
know that industry-supported projects vielded a nearly
73% positive result, whereas unfunded research had a
much more even distribution of resules, with positive at
46.2%, neutral at 45.6% and negarive at 8.2%. There-
fore, we should also pay close atrention to the affiliations
of those in academia that perform research. Ar university
campuses around the country we are seeing a greater
influence of large corporations in the naming of science
centers, departments, professorships, and, ironically,
schools of ethics. So carefully reading the disclosure
statements of articles reporting the results of a wial is
imperative to interpreting and vnderstanding the results.
Thus, caution is justified in adopting new technology
that has not been evaluated with the rigor that affords us
more than a modicum of confidence that we are doing
what is best for our patients.

Dr. Elias Zerhouni has outlined a new initiative at
the NIH called the Clinical and Translational Science
Awards (CTSA), targeting some of the most basic sys-
temic harriers in medicine as practiced roday.” Recog-
nizing that we currently depend on two problematic
systems 10 perform scientific research-the first being
companies with much to gain financially from a posi-
tve result that their trials of effectiveness should be
critically assessed and the second being that many
overworked clinicians and hasic scientists are being

asked to cram the three careers of teacher, practitio-
ner, and researcher into one lifetime. The CTSA hopes
to parmer with institutions who are already “grap-
pling with the complex challenges posed by the clinical
and rranslational science of the 21st century.” This
program is an acknowledgment that the changes nec-
essary to reform all aspects of health care are pro-
found, difficult, and complex.

Such change doesn’t involve easy or quick fixes, or
shiny new technology. Only the eamest collaboration of
everyone who cares deeply about the state of our health
care environment will bring this about. To this end, I'm
recommending formation of a National Clinical Trials
Consorrivm (NCTC) (Figure 1), This should be formed
and run by physicians and surgeons and their PhD col-
leagues, It should bave an oversight board from indepen-
dent professional societies, and appropriate specialty so-
cieties as well as public members, This consortium would
be supported by industry, payers, FDA, NIH, and others,
mcluding the public, with vested interest in the clinical
research enterprise. There should also be a data safery
and monitoring board with public members. The pri-
mary funcrion of the consortium would be to promote
and direer high-guality clinical trials less susceptible to
conflict of interest, affording them more face validity
and almost certainly less bias.

Such a structure would be both tangibly and concep-
tually constructive. Funding of an independent consor-
tium cannot and will not eradicare all conflicts, but
would provide checks and balances to minimize true as
well as apparent contlics. Answering the most pressing
and relevant clinical questions would be the priority. The
NCTC would fund innovative practicing physicians and
Phids with collective expertise in those aspects of clinical
trials most prone to weakness: study design consistent
with ones’ stated hypothesis and specific aims; protocol
development; data collection and data monitoring; com-
plex longitudinal statistical analysis; intention-ro-treat
analysis and appropriate adjustments in an as-treated
analysis; and appropriare oversight by an independent
dara and safety monitoring hoard. Another advantage of
such a well-organized consortium would be more
capid enrollment and completion of projects with re-
quired open dissemination of results to all relevant
public and private groups. This structure would serve
o increase credibility and validity and possibly lessen
medical habiliry.

We must avold using a technique or device on our
patients only to find out weeks, months, or years later
that it failed to achieve what we had understood from

available lirerature, The NCT consortium could also be
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Figure 1. Clinical Trials Consortium.

used for postmarket surveillance in collaboration with
our industry parmers, FDA, Medicare, Medicaid, and
independent private payers, The hope remains that a Na-
tional Chinical Trials Consortium with broad geographic
representazion would allow us to bring the focus of our
profession back to serving our diverse patient needs
while minimizing the costs incurred by the current exten-
sive nerwork of various individual(s) trial group(s) con-
Hicted in mission and purpose.

Barriers
There are many potential barriers to establishing the wo-
pian clinical trials consortium. First, we must have the
will to do this. We must avoid further fragmentarion. We
must trust one another and we must commit the time and
resources necessary to accomplish this most important
endeavor. Second, we must proactively change the cur-
rent process by which rechnology is adapted by surgeons
and colleagues to the benefit of our patients without any
unintended derriment. In so doing we will be empowered
to regain our focus, diminishing the nolse of reimburse-
ment and medical Bability demands that currently drown
out everything clse. Breaking down barriers is not easy.
Knowing the right thing is hard enough; <loing the right
thing is even harder. Most of us find reasons to avoid it:
mmon complaint, “This will cur
“This interferes with my physician/
* “My results are already good and §

into my pra
patient relationship.
don’t need more daa.”

Reslity
External forces are now coming to bear on these issues.
Ford automotive company and General Motors stock

has been relegated to *junk bond” status, in part related
1o the high cost associated with their medical benefirs.
Recently, the American automobile industry changed
its strategy for long-term benefits-employess now share
in their long-term health expendinures. Failure to do so
would be prohibitive for the 118, aute industry and its
capacity to remain competitive i world markets. United
Airlines, a leader in air rransportation, is another exam-
ple where the toll of ever increasing healthcare cost is
pushing their compan ndustr < bank-
rupicy with a corporate pension plan at risk. Today, fuel
cost is partly responsible bur escalating healthcare costs
have been omnipresent and loom larger each year.
Clearly, our major industries can no longer afford o pay
for health care thar doesn’t work, and we can’t afford
0 provide care without scientific evidence to support
our work. Medicare and other large private payve
no longer afford to pay for medications, diagnostic
tests, surgeries, or other treatments that are not
proven o be effective.

Winston Churchill said “Americans do the right thing
after they have tried everything else.” T hope in our case
that will not be true. There are many examples today in
which well-designed clinical trials have benefited our
profession and more importantly our patients. One re-
cent example is in patients with persistently active rheu-
matoid arthritis, the combination of etanercept and
methotrexate was safe and well rolerated and provided
significantly greater clinical benefit than methotrexare
alone”

Being transparent in our mission, vision and our re-
search is the best medicine we can give to society. A
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Editorial * Wemstein 3

Warional Chnical Trials Consortium offers industry, our
profession and our patients the results we all wany, an
altruistic, selfless means to determine the most effective
treatment alternatives. Qur patients are having to rake
more and more responsibility for their own healtheare.
As true parmners, we along with our patients, industry,
government and the private sector can have a major im-
pact in moving our nation’s health forward,
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THE DARTMOUTH INSTITUTE
FOR HEALTH POLICY & CLINICAL PRACTICE

Where Knowledge lnfarms Change

March 3, 2008

The Honorable Partrick J. Kennedy
407 Cannon House Office Building
‘Washington, D.C. 20515

Dear Congressman Kennedy,

It was an honor to appear before you at the recent hearing of the Appropriation Subcommittee on Labor,
Health and Human Services, Education, and Related Agencies. The subject of the hearing, Opportunities Lost
and Costs to Society: The Social and Economic Burden of Disease, Injuries, and Disability, is of great
importance, as I indicated in my testimony.

During the question and answer period, you asked me to get back to you and the Subcommittee on the issue
of CMS spending on research. Specifically, you requested some directed language to spell out how CMS
should allocate money for research projects. As you said, “We could make the funding go a fot farther if we
knew we were spending money on things that worked.” You implied and I agree, there is a need to bring all
the parties together in order to rationalize (vs. ration) what we are doing. As you know, right now we are in a
never-ending shell game of moving the pieces from one place to another and never actually solving any one
problem.

As you may recall, much of my testimony revolved around the issue of shared decision making and how
patients who have good information upon which to make an “informed choice” often decide 1o forgo surgery
or other expensive interventions and further diagnostic procedures To recap orly briefly; our research has
shown for a person diagnosed with a herniated disk, the most common back operation in America, surgery
rates went down 30 percent when patients were given good information, shared decision making, to help them
make their decision about treatment, an “informed choice

If that 30 percent reduction were extended to the population as a whole, we would have had 97,500 fewer disk
surgeries in 2004, at a savings of $3 billion. Shared decision making in cases like disk surgery, where there is
no clear-cut “right” choice, makes a difference. In addition to substantial savings, patients who participate in
shared decision making, experience better outcomes and express greater satisfaction with their treatment.

Consequently, an investment in a shared decision making pilot by CMS would be money well spent;
improving health, lowering costs, and making a tangible advance for our health care system. This could be
done within a one-year demonstration project at designated hospitals across the country. Participants would
share in the process developed by the Dartrnouth Institute for Health Policy and Clinical Practice and
impliemented at Dartmouth-Hitchcock Medical Center. home of the first-in-the-nation Center for Shared
Decision Making.

The specific objectives of this one-year project would be to:

1. Demonstrate how to integrate decision aids into practice in a variety of settings for a variety of
conditions. We can start with back conditions. as the increase in Medicare spending for spine surgery

35 Centerra Parkway, Suite 300 Lebanon, NH 03766 603-633-0800  the.dartmouth.institute@dartmouth.edu  htipy//tdi.dartmouth.edu/
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has been about $500 million in the last 10 years with little evidence to support the 47% increase in
rates of spine fusion surgery. We can than address other costly interventions, such as breast cancer,
cardiovascular disease, and joint replacement where, informed choice has been shown to be
effective. The simple introduction of informed. choice can forever change the dynamics in the
delivery, cost and safety of health care,

2

. Demonstrate the value and feasibility of putting a data collection protocol into office practices. Show
a concrete path forward in the implementation of these effective tools nationally, with their
associated impact on outcomes and cost.

3. Demonstrate one way in which patient data can improve patient-physician communication about
decisions. Clear the way to incorporating patient knowledge, values and preference about their
healthcare decisions in a truly patient-centered model of care.

4. Implement a patient-physician data collection and feedback process that captures the differences in
measures of decision quality without and with a decision aid intervention. This would allow for the
scientific discourse to occur while empowering our patients in a way that addresses gender, race and
educational differences.

5. Collect data that would demonstrate the degree of match/mismatch between stated
values/preferences/treatment choice and actual treatment. The data from this project would enlighten
us to the differences between what appears to be appropriate care and what the patient actually
wanis.

6. Collect data that would lay the groundwork for thinking about "standards” for providing decision
support in medical practice. With this project we can begin to lay down the necessary and long
overdue foundation for a nation struggling with conflict and disparity. both of which need to be
addressed.

7. Collect data from providers and patients using debriefing interviews and focus groups about the
benefits and problems from their points of view.

8. Demonstrate that the implementation of this process leads to:

a. high quality patient decision making: mastery of knowledge questions and treatment choices
that are consistent with a patient’s values.

b. appropriate utilization of surgical and other resources: rates of surgery that coincide with
patients’ expressed preference for surgery as a treatment choice.

9. Estimate the population-based impact on rates of surgery and Medicare program spending prior to
and after implementation of shared decision making for target treatments.

1

<

.Develop a process for assuring the “quality” of shared decision-making procedures. A national
certification process by NCQA or NQF or JCAHO for using these tools effectively, tying
reimbursement to the use of “informed choice”

11.Based on (8) and (9). develop a model “pay for performance” reimbursement strategy to facilitate the
wider implementation of shared decision making.

For CMS, this Demonstration Project would address several of the agency’s stated goals and objectives:

CMS Goals
« Protect and improve beneficiary health and satisfaction
» Promote the fiscal integrity of CMS programs
o Foster excellence in the design and administration of CMS programs
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»  Provide leadership in the broader health care marketplace to improve health

CMS Program Objectives
Access to Quality Care:

e Expand health care choices and further strengthen programs and services to adapt to beneficiary
needs.

e Improve quality of care and health outcomes for the beneficiaries of CMS programs.
® Protect beneficiaries from substandard or unnecessary care.

Costs of this demonstration project would vary depending on the number of hospitals involved and the
conditions incladed. However, it could and should be done cost-effectively and with an enormous return on a
modest investment.

I welcome the opportanity to discuss this with you more fully. Should you find this of interest, we would be
happy to develop a more fleshed-out and specific proposal that could be the foundation of the directed
language you request.

Again, thank you for the opportunity to testify before the Committee and to share these additional thoughts
with you. Ilook forward to hearing from you.

Yours truly,

Dr. James N. Weinstein

Director,
The Dartmouth Institute for Health Policy
and Clinical Practice

Chairman,
Department of Orthopaedics, Dartmouth-Hitcheock Medical Center
and Dartmouth Medical School

ce: Congressman David Obey, Chairman

Enc.

Health Affairs November/December 2007

Extending the P4P Agenda, Part 1: How Medicare can Improve Patient Decision Making and Reduce
Unnecessary Care

Health Affairs September/QOctober 2004

Trends: Trends and Geographic Variations in Major Surgery for Degenerarive Diseases of the Hip, Knee,
and Spine
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The Medicare program More than 90 milfion Americans live with chronic iinesses such as diabetes, cancer and
could reduce current heart disease; and seven out of ten American deaths are caused by chronic ilinesses, The
spending by at least 30%, care of people with chronic ilness accounts for more than 75% of all US, health care

e s A "7 expenditures, but Medicare spends much more per enrolles in some states and regions
Whﬂ? Hnproving the than it does elsewhere. The differences in spending provide important insights into the
medical care of the most catises of waste in our current health care system ~ and the opportunities to improve
S&VQ!’E‘}I i Americans., both the gquality and the efficiency of care.

The differences in spending are nat because there are mose sick people in high spend-
ing regions; while the prevalence of chronic disease varies among regions, differences in
illness tevels are virtually unrelated to the differences in spending. And while variation in
the price of care explains some of the differences in spending among states and regions,
what matters most is the varfation in the amount of care provided on a per person basis.
Chronically il patients living in high spending regions have more visits, hospitalizations,
stays in1CUs, and diagnostic tests. Behind the striking variations in spending and utiliza-
tion are equally striking variations in the resources «— the numbers of beds and clinicaily
active physiclans — that providers use in managing chwonic Hilness. A similar pattern
of vartation is evident among leading academic medical centers with strong national
reputations for high quality care, as well as among the hospitals in major metropolitan
markets such as Manhattan, Miami, Los Angeles, Minneapolis and Seattie.

The battom line dlagnosis: The extra spending, rasources, physician visits, hospital-
izations and diagnostic tests provided in high spending states, regions and hospitals
doesn't buy longer life ar better quality of ife. In fact, those with chronic illnesses who
five in high rate regions have slightly shorter life expectancies and Jess satisfaction with
their care than those in regions with lower rates of spending. When it comes to man-
aging chronic flinesses, greater use of hospitals and physician labor doesn't result in
additional health; the problem is waste, and over-use in high rate states, regions and
hospitals - not under-use and health care rationing in low rate areas and Institutions.

This edition of the Dartmouth Atlas shows how to identify high quality, high efficiency
providers anct how to measure the potential savings that could be achieved if ail provid-
ers met these benchmarks. i the resources and utilization of efficient providers were
fized by all provid ing the care of people with severe chronic iilnesses
during the last two years of their lives, Medicare spending for this group could be
reduced by 30%. The challenge is to realize these savings and realiocate resources to
build and maintain integrated community-based systems for managing chronic illness,

An important task in meeting this chalfenge is transparency in measuring quality and
efficiency. The performance measures described in this edition are now available on the
Dartmouth Atlas Website for 4,346 hospitals. The measures will be updated and added
to on a timely basis and posted on the wabsite, which can be accessed without restric-
tion, The data can be used to identify providers who ara refatively efficient in managing
severe chronic iliness compared to athers, including hospitals located within the same
community.

DARTMOQUTH ATLAS PROJECT WWWDARTMOUTHATLAS.ORG 7251 STRASENBURGH RALL HANOVER NH

1684 FAX (603} 650-1228
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Highlights on a Chapter-by-Chapter Basis

Chapter One:

Chronic lliness and the
Problem of
Supply-Sensitive Care

Chapter Two:

Variations Among States
in the Management of
Severe Chronic lllness

Chapter Three:

Treatment of the Chronically Hll
at Academic Medical Centers

Why spending and utilization varies: ged supply of resources, limited evidence and
optimistic assumptions (that turn out to be false}. The first chapter explains why differences
in per capita resources drive differences in utilization and spending in managing patients
with severe, life threatening chronic illness. A hospital bed, once built, wilf be accupied.
A medical specialist, once trained, will see patients, order tests, and make referrals to
other specialists. But evidence-based medicine plays virtually no role in governing the
frequency of use of these supply-sensitive services. In the absence of strong evidence
(such as clinical trials comparing one kind of care management to another), other factors
drive clinical decisions - including the widely held assumption that for patients with
severe chronic itiness, more medical care means better care. This assumption is reinforced
by fee-for-service payment systems and by physician fears of malpractice lawsuits.

The critical question is whether more supply-sensitive care results in better health outcomes.
The chapter reviews the research demonstrating that greater use of supply-sensitive
services appears to be associated with worse outcomes, poorer quality and lower satis-
faction. Although higher-spending regions spend more, use more resources, and have
higher hospitalization rates, the technicat quality of care and patient reports concerning
access to care are marginally worse, and patients with the same disease have higher
mortality rates, very likely because of medical errors associated with the increased use of
acute care hospitals. Comparisons of major academic medical centers revealed the same
pattern; higher spending was not associated with better quality of care or cutcomes.

Implications: high performing health systems can be used as benchmarks of efficiency. The evi-
dence that the outcomes and quality of care tend to be better in regions with lower resources
shows that providers serving such regions are not rationing care. On the contrary, they are
more efficient; they achieve equal and often better outcomes with fewer resources,

Patients are treated very differently, depending on the state where they live. This chapter
illustrates striking variations among states in Medicare spending, resource inputs and
utilization. it ilfustrates the importance of the mix of physician specialties, as well as the
per capita numbers of physicians, in achieving low cost/high quality health care. It shows
that states that rely more on primary care physicians than on medical specialists in man-
aging chronic itiness tend to have lower Medicare spending and use fewer ICU beds.
They also have less overall physician labor and fewer referrals to multiple physicians
~— and have better quality of care as measured by standard process of care measures.
The hospital-specific data now available can help states address practice variation in
their various roles as purchasers (Medicaid and state employees), regulators (decisions
onneed to construct hospital beds and other capacity-influencing decisions) and educa-
tors (decisions to expand medical schools or other policies that promote growth in the
supply of physicians).

Academic medical centers vary remarkably in the way they manage chronic ifiness. Readers
of this chapter should come away with the clear impression that there is no consensus
among academic medical centers on the clinically appropriate way to manage chronic
iliness. Academic medical centers differ dramaticaily in their patterns of practice and
resource use. For example, during the last six months of life, patients using New York Uni-
versity Hospital had 76 physician visits per person; Mayo Clinic patients had only 24 visits.
Academic medical centers differ in the way they use physicians. Over the last two years
of a patient’s life, the University of California teaching hospital in Los Angeles (UCLA}
uses twice as much physician labor - measured as full-time equivalent physicians — as
does the Mayo Clinic. UCLA is very medical specialist oriented; they use 2.5 times more
specialists than primary care physicians, UCLA's sister academic medical center, the Uni-
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Executive Summary

Chapter Four:

How to Use

the Dartmouth Atlas to
Compare Performance in
Managing Chronic Hiness

Chapter Five:

The Problem of Overuse of
Acute Care Hospitals in
Managing Chronic iliness:
A Regional Analysis

versity of California teaching hospital in San Francisco, favors the use of primary care
physicians: they use 1.2 times more primary physicians than medical specialists.

The chapter shows the importance of the choice of benchmark in establishing the need
for physician labor. Depending on which region or academic medical center is chosen
as the benchmark for physician supply, very different conclusions can be reached about
the adequacy of the current supply of physicians. Benchmarks based on regions where
large group practices or integrated health care systems dominate practice — such asthe
Rochester, Minnesota region (where most care is provided by physicians associated with
the Mayo Clinic) — indicate that the country has a current surplus of physicians and is
fikely to have enough physicians to meet U.S. needs thorough 2020, when the Medicare
poputation is swollen by the baby boom generation. In view of the close association
between physician supply, the utilization of supply-sensitive care in managing chronic
illness, and the evidence that more intensive care may have worse outcomes, we believe
that policy makers should respond to the current calls for increasing the supply of physi-
cians by 15-30% with caution.

Hospitals, even those in the same region, vary remarkably in the way they manage chronic
illness. Hospitals, even those with same region, often differ remarkably in utilization, Medi-
care spending and resources allocated to manage chronic illness. For example, Medicare
spending for inpatient care and physician visits varies more than twofold among the
hospitals in Miami. The major contributor to variation in per person spending within a
region is usually variation in the volume of care {i.e, the utilization rate), not variation in
the price of care (i.e, reimbursements per day in hospital or physician visit). identifying
efficient providers depends on being able to measure the volume of care (patient days and
visits per person, for example) as well as unit price; the hospital-specific methods used in
this edition of the Atlas provide this critical population-based information. The chapter
describes in detail the routine population-based performance reports for evaluating the
relative efficiency of regions and hospitals. The reports can be downloaded from the
Dartmouth Atlas web site.

The problem of overuse of acute care hospitals in managing chronic iliness. The final
chapter draws attention to the over-dependency on acute care hospitals, with their
emphasis on “rescue medicine,” in the management of chronic illness. As discussed in
Chapter One, it can no longer be assumed that this management approach results in bet-
ter outcomes. Chapter Five presents evidence that the differences in Medicare spending
among regions are not a consequence of greater need for care (there is no correlation
between the prevalence of severe chronic illness and spending). What matters in pre-
dicting Medicare overall spending is how much is spent per patient for those who have
a chronic illness. The subsidies between regions, which are based on the way Medicare
is financed, have no justification either in terms of differences in iliness or in terms of the
potential benefit to the populations of living in high spending regions. The only signifi-
cant benefit of the federal subsidies to high spending regions is in their contribution to
the local economy in high cost regions.

The problem of overuse of acute care hospitals in managing chronic ifiness is not only a
Medicare probfem. Although there is no systematic national database available for analy-
sts, studies in Michigan have shown striking correlations between variations in Medicare
utilization and variations in Blue Cross Blue Shield utilization. The Michigan analysis also
traced the variations to the “system effect of capacity,’ namely variations in the per capita
numbers of hospital beds in Michigan communities.
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Executive Summary

The problem of overuse of acute care hospitals and medical specialists in the management
of chronic itlness is rapidly getting worse. Over the four-year period 2000-2003, per capita
labor inputs of medical specialists, as well as the number of ICU beds per capita, increased
more than 13% in the United States. The growth in utilization was greater in regions
with higher baseline spending rates. in other words, the disparity between regions in
spending and utilization appears to be increasing. For example, per patient rate of use
of intensive care units during the last six months of life increased more than 15% in the
highest rate regions, compared to 9.7% in the lowest rate regions.

Reducing variation toward the berichmarks of efficient practice would mean large Medicare
savings. Utilization and resource use patterns in regions where care is better organized
provide promising benchmarks of the fiscal benefits that would accrue by reducing over-
use of acute care hospitals and medical specialists. For example, if utilization rates of acute
inpatient care and physician visits were reduced to benchmarks provided by Salt Lake City,
aregion where more than half of health care is delivered through an integrated health care
delivery system provided by Intermountain Healthcare, inpatient reimbursements would
be reduced 32% and reimbursements for physician consultations and visits by 34%.

The reallocation of resources from the acute care sector to create a population-based,
community-wide integrated system for managing severe chronic illness is today only
a thought experiment. It should become a national goal. Realizing the savings that
better organized care can bring requires building community-wide systems of coordi-
nated care. In most communities, such systems do not now exist. The benchmarks from
efficient practice indicate that Medicare already invests more than enough money to
build and maintain such a system. The problem is that the resources are now Jargely
locked in by Medicare's reimbursement policy. To meet their payrolls and amortize their
debts, acute care hospitals are dependent on utilization; reduced utilization results in
loss of income. In many regions the reduction in utilization required to meet efficien-
cy benchmarks would have serious — indeed, devastating — consequences for acute
care hospitals. Finding a solution will require payers, particularly Medicare, to develop
new methods of financing care that provides a fiscal “safe landing” for hospitals and
retained savings for use in building community-based systems for managing severe
chronic Hiness. it will also require accountability for system integration. With proper
reform of financial models, large group practice and integrated care systems should be
able to provide this accountability for the populations they serve in regions where such
practices exist. Through economic incentives, existing large group practices might be
persuaded to accept responsibility for organizing such care in regions where it does not
now exist. Traditionally, hospitals have served as the focus for coordinating community
resources, They are the only focus of organized care available throughout the United
States; perhaps acute care hospitals could take on the mission of integrating providers
into community-based systems for managing chronic iliness.

The Dartmouth Atlas Project (DAP) began in 1993 as a study of health care markets in the
United States, measuring variations in health care resources and their utilization by both
geographic areas. More recently, the research agenda has expanded to reporting on the
resources and utilization among patients at specific hospitals. DAP research uses very large
claims databases from the Medicare program and other sources to define where Americans
seek care, what kind of care they receive, and to determine whether increasing investments
in health care resources and their use result in better health outcomes for Americans.

The study was funded by the Robert Wood Johnson Foundation, in partnership with
a funding consortium including the Wellpoint Foundation, the Aetna Foundation, the
United Health Foundation and the California HealthCare Foundation.
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Subcommittee on Labor, Health and Human Services, Education &
Related Agencies

February 14, 2008
Opportunities Lost and Costs to Society: The Social &

Economic Burden of Disease, Injuries and Disability
Questions for the Record

Questions from Chairman David Obey:

1. Dr. Leigh, I note that your testimony refers to factors that may add to an undercount of
occupational injuries, including both employee concerns about advancement and issues
such as out-sourcing and contingent workers. In our overview hearing yesterday, we
heard about how the decline in union membership affects wage inequality and health and
pension benefit coverage. s the decline in unionization also a factor in the reporting of
workplace injury? Has the culture of the workplace changed in a way that impacts how
workers deal with both occupational injuries and health and safety hazards in the
workplace?

Yes,in my opinion, the decline in unionization is an important factor. There are no
definitive studies, but indirect evidence indicates strong correlations between
unionization and injury-reporting, other things equal. My opinion is that the presence of a
union allows workers to feel more comfortable reporting injuries than they would without
a union. They feel less intimidation. Moreover, many unions have Health and Safety
Committees that encourage accurate record-keeping. Prof Medoff and colleagues from
Harvard have repeatedly emphasized the importance of unions in altering the culture of
the workplace. And part of this culture involves openness regarding understanding and
reporting injuries. This would be especially true for low-income persons who may not be
aware of the laws governing workplace safety and health. So as unions have lost
members, 1 would expect that the union culture would also recede.

But the definitive research has yet to be completed regarding this important question of
unionization and reporting.

On a related point, there are many studies that show unions improve public health. First,
union members are paid higher wages and higher wages are associated with better health.
Second, union members are more likely to receive medical insurance and pensions, both
of which have been linked to better health. Third, unionized workplaces are safer, other
things equal, and reduce “job strain”--- a technical medical term referring to
arrangements at work that raise blood pressure. In my view, unions may be viewed as a
form of preventive medicine for union members and their families. To the extent that
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unions raise wages for non-union workers and reduce economy-wide inequality, unions
provide a public health benefit for all Americans,

2. Dr. Leigh, as your testimony indicates, the extent and cost of occupational injuries and
illnesses is enormous, placing a significant burden on employers, workers, and the
taxpayers. Of particular concern are musculoskeketal disorders caused by ergonomic
injuries, a topic also covered by Dr. Weinstein, Last year BLS found that these types of
injuries accounted for 30 percent of all reported lost-time injuries, and that these cases
had a median of 9 days away from work, two days longer than the median, resuiting in a
greater impact on employers in lost productivity.

A 2005 study by researchers at the Rand Institute and University of Michigan found that
among men, 36 percent of Social Security Disability cases were related to a work
disability; and the annual cost of these workplace injuries to Social Security and
Medicare is $33 billion. That study also found that that 78 percent of these cases were
due to a muscoloskeletal disorder, which would put the annual cost to the government
and the tax payers at about $26 billion.

Yet, despite the enormity of this workplace safety and health issue, the first act by the
Bush administration in 2001 was to have Congress kill the OSHA ergonomics standard
that was finalized at the end on the Clinton administration. In lieu of regulations,
Secretary Chao promised to develop voluntary guidelines on an industry by industry
basis. Nearly six years later not much has happened to implement even this weak plan, as
these voluntary guidelines would not be used for enforcement. Only three voluntary
industry guidelines (for poultry processing, retail stores, and nursing homes) of the
sixteen recommended by the Secretary’s hand-picked advisory group have been issued,
and this past year one additional draft guideline, for shipyards, was published.
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Questions from Chairman David Obey (continued):

» If the government wanted to prevent one of the leading causes of workplace
injuries and illnesses, wouldn't it make sense to focus a lot more attention on
ergonomic hazards that are responsible for nearly one-third of serious workplace
injuries and wouldn't these preventive efforts not only benefit workers and
employers, but significantly reduce Workers Compensation and Social Security
Disability costs?

Response:

The answer is “yes” to each of your questions. We are “penny-wise and pound-foolish.”
The biggest mis-conception of advocates of rescinding rules on ergonomics is that they
“save money.” They only save money to the particular businesses involved and only in
the short-run. We know that workplace musculoskeletal injuries are not fully
compensated by workers compensation. First, many of these injuries are never reported to
workers comp insurers and among those that are, there is evidence that only some short-
run medical and lost productivity costs are covered. In the long-run, these body parts can
be re-injured. In fact, the best predictor of any injured body part is whether that body part
was injured before. When a second injury occurs, it may be off-the-job and private
insurance or Medicare, Medicaid, etc, will have to pay for it. This means that “everybody
else” has to pay these costs. And , in the long-run, this would include the business that
might originally save some money in the absence of the ergonomic standard. Time and
again research demonstrates that what medical researchers call “primary prevention” in
the community (i.e. outside the medical sector) is more likely to be cost-effective than
prevention within the medical sector or medical spending on cures or care-taking of
persons with disease.

» Are the numbers of reported injuries even accurate? As I understand it, the
Department of Labor eliminated the separate column for employers to identify
Musculoskeletal Disorders on the OSHA 300 log, making these cases more
difficult to track.

Response:

They are the best data we have . I have used them extensively. The data can be used
effectively if researchers know the limitations of the data.So, for some purposes,
especially when comparing across some categories, they are reasonably accurate. For
example, I recently wrote a paper on needlestick injuries with William Wiatrowski at
BLS. We were able to document that significant numbers of these injuries occur outside
the medical care sector. This is “news” to the research community. But we also know that
there are serious deficiencies. | believe the data-gathering system could be greatly
improved.

1 did not know that they eliminated the column about musculoskeletal disorders. I am
shocked. As you know, this is an especially large category of injury and one that is
amenable to prevention. This can only harm us in the long-run. We need to prevent these
injuries to save money for everybody in the long-run.
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Questions from Rep. Rosa DeLauro (continued):

3) Occupational Health & Safety
Professor Leigh, what I understand from your presentation is that job-related fatalities are
stable;

Response:
No, if that was your recollection, I mis-spoke. Fatalities have dropped roughly 10% over

the last 15 years.. | believe that this 10 % drop is reasonably accurate. injuries and
illnesses are down according to the statistics, and we have made significant progress in
this area.

Response:
Reported nonfatal injuries have dropped perhaps 30%. I do not believe this number. 1t is

too high.

Yet, the costs of occupational injury and illness are “nearly 80% as large as those of
cancer, roughly the same as those for diabetes and greater than those for Alzheimer's.” In
addition, there are real problems with the accuracy of the numbers, with the BLS under-
reporting up to 70% of all nonfatal injuries and illnesses. I find this shocking. Because
in the final analysis, we do not have an accurate picture of what is going on. This, at the
same time, that we face an agency in the Occupational Safety & Health Administration
which has basically stopped issuing new standards, except those mandated by court order.
So my question is this, given that resources are limited, where do we direct the
federal investment to first have an accurate picture of the costs associated with
occupational injury and illness,

Response:
1. Here some relatively cheap ones....a.Start asking the Agency for Healthcare Research

and Quality(AHRQ) to start collecting data on workers comp as an insurance category,
similar to Medicare of Medicaid. AHRQ has many beautiful data sets. One is the H-
CUPret (hitp://www.google.com/search?hl=en&q=h-cup-net&btnG=Google+Search)
which collects lots of data on hospitalizations all around the US. The H-CUPnet has info
on Medicare, Medicaid, etc, but no category for workers comp ! b, ask the National
Center for Health Statistics to start getting better data on “injury at work” in their
National Health Interview Survey. (http://www.cdc.gov/nchs/nhis.htm) . They need to
start asking about back pain, shoulder pain, connections to the job, etc. ¢. There are
many national longitudinal data sets available....NLS, PSID, MEPS , we need to have
these data sets start collecting better data on job injuries and hazards and workers comp
payments.

2.We need substantial improvements in the BLS Annual Survey of Occupational Injuries
and Ilinesses(SOIT) We need to test pilot projects regarding how best to improve the
Survey. These projects need to somehow involve workers in data collection. We could
administer sureys to workers themselves and compare to what BLS records are. We
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could, for example, survey doctors in a given region regarding carpal tunnel
syndrome(CTS) and compare to CTS reported to BLS. We could expand analysis of the
Emergency Room data NIOSH has .(NEISS). Conduct investigations of firms that may
be under-reporting. Issue fines for under-reporting. OSHA already audits records of some
firms. These audits need to be expanded.

3. The Census of Fatal Occupational Injury(CFOI) is terrific. But it, too, could be
improved. W e need to experiment with requiring only 1 rather than 2 official documents
to determine if deaths were truly occupational.

4. We need to start collecting data on deadly occupational illnesses. We could begin with
CFOIL. In the early years of CFOI some data were collected on disease deaths, This effort
needs to be expanded. Using Social Security records,we could match cancer patients
with employments (years ago) that likely resulted in exposure to cancer-causing
substances. NIOSH has attempted to produce mortality risks for cancer, COPD, etc based
upon prior employments in hazardous industries.

5. Job-related arthritis data sets need to be developed. Medicare has data on hi and knee
replacements. We could do a pilot study of these Medicare patients to determine if they
had experienced a knee or hip injury at-the-job years before. We could then try to find a
workers comp record of the injury. This might be especiallyeasy with the federal
government’s own workforce since the federal government has its own workers comp
records. Alternatively, we could try to get records from Washington state which has a
single-payer workers comp insurer. MEPS, NLS , PSID might be especially useful for
this also.

5. We need to collect(at the federal level) as much workers comp data from the different
states as possible. State agencies and insurers have huge amounts of data. There need to
be national data sets on workers comp data. These data would have an advantage over
BLS since they would also contain info on costs. NIOSH has tried this, I believe. Several
states have single-payers.(Washington Wyoming, Ohio and others). These data could be
easily collected and merged at the federal level. Many states, including California, have
very large semi-public insurance carriers. We could ask these carriers to submit data.

6. 1 have many more ideas on data-collection, but you wanted this brief.

and second, bring down those costs?

Response:

The answer, I believe, is prevention. Medical costs will be soaring no matter what.
This is not the problem of workers comp systems or OSHA or employers or unions,
but is the result of the general rapid increase in all medical costs nationwide (16-
17% of GDP). But with prevention, cests can be reduced. Paul ONeill (Bush’s
former economic advisor) proved prevention could werk at Alcoa Aluminum
hitp://www.businessweek.com/2001/01_06/b3718006.htm
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Finally, can you discuss the impact of the regulatory inaction we have seen at
OSHA?

The greatest effect is on culture at the job. Employers see that OSHA is no longer
much of a force, and they simply place issues of occupational safety on the back
burner, It is not that firms intentionally trade-off more production for less safety it
is just that over time with fewer people asking questions about safety, fewer news
reports, fewer OSHA visits, etc, safety just slips out of people’s minds. OSHA’s
biggest effects, I believe, are in changing the culture at work. The fines, penalties,
regulations are too low and weak and need to be strengthened. Repeat offenders
need to face much stiffer penalties (see PBS Frontline “Dangerous Business”

http://www.pbs.org/wgbh/pages/frontline/shows/workplace/ ) . But the bottom line is

whether and how much occupational safety is taken seriously .
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Questions from Rep. Lucille Roybal-Allard:

1) Professor Leigh: Thank you for highlighting during the hearing the fact that low
income and Hispanic workers have a significantly higher on-the-job injury and mortality
rate.

You say in your testimony that 66% of costs for work related injuries and iflness are not
covered by workers compensation insurance and therefore must be paid by out-of-pocket
costs, private health insurance, Medicare, Medicaid or Social Security disability benefits.

Since the majority of these illnesses and injuries are borne by low-income(yes) and
minority workers(technically, no, there are a disproportionate number of Hispanics and
African Americans, but they are not the majority) who do not have private heaith
insurance, and who can’t afford the out of pocket expenses, these costs are most likely
covered by the government programs. Will you please elaborate on how burdensome you
think this is for the system as a whole?

Response:

If injuries were more frequent among high-income persons and a disproportionate
number of whites, consequences would be different. 1. High income people are more
likely to have medical insurance and less likely to rely on Medicaid. This means that
because, in reality, injured people are low-income, a greater burden falls on taxpayers So
because injured people are more likely to be low-income means that we are transferring
money from the private sector to the government sector.2., Many researchers and others
believe that Medicaid, because it reimburses doctors less than private insurance, actually
provides poorer quality medical care than what would be provided by private insurance.
This results in a disparity: Hispanics and African Americans are receiving poorer quality
medical care, on average. This is not the result of overt discrimination, but the result of
institutional discrimination since Hispanics and African Americans experience a
disproportionate number of occupational injuries. 3. It is likely that illegal immigrants
are also disproportionately employed in hazardous jobs. Here we have new implications:
a. as illegal immigration may have expanded in the 1990s, BLS “reported” injuries may
have fallen because illegal immigrants are afraid to report a job-injury. b, Seriously
injured illegal immigrants likely return to , for example, Mexico (as an example in
California). This means that the burden is then absorbed by a different country. c. This
creates an incentive for employers to hire illegal immigrants because their workers comp
rates will be lower and they do not have to spend to improve safety standards at-the-job.
This would result in a general reduction in safety at-the-job for all workers, whether or
not illegal.

2) Professor Leigh: You also mentioned in your testimony that the Bureau of Labor
Statistics may miss 20% to 70%

Response:
A better estimate is 33% to 70%
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of all nonfatal injuries and illnesses. As a researcher, how do you factor in the
unreliability of the BLS statistics, and what recommendations do you have to make them
more reliabie?

Response;
1 factor these in by creating a mathematical model which captures likely values for firms

under-reporting and_emplovees under-reporting as_well as accounting for firms and
governments that are not required to report. . My paper “An estimate of the US
Government’s undercount of nonfatal occupational injuries” in Jo Occupational and
Environ Med, January 2004 explains the model. If you do not already have a copy of this
one I will be happy to send it to you.

Please see my point # 2 above under from Rep. Rosa DeLauro ():3) Occupational
Health & Safety

2. We need substantial improvements in the BLS Annual Survey of Occupational
Injuries and Ilnesses(SOIT) We need to test pilot projects regarding how best to improve
the Survey. These projects need to involve workers in data collection. ). We could
administer sureys to workers themselves and compare to what BLS records are We could,
for example, survey doctors in a given region regarding carpal tunnel syndrome(CTS)
and compare to CTS reported to BLS. We could expand analysis of the Emergency Room
data NIOSH has .(NEISS). Conduct investigations of firms that may be under-reporting.
Issue fines for under-reporting. OSHA aiready audits records of some firms. These audits
need to be expanded. More firms need to be audited.




TUESDAY, FEBRUARY 26, 2008.

OPPORTUNITIES LOST AND COSTS TO SOCIETY: THE SO-
CIAL AND ECONOMIC BURDEN OF INADEQUATE EDU-
CATION, TRAINING AND WORKFORCE DEVELOPMENT

WITNESSES

ROBERT G. LYNCH, EVERETT E. NUTTLE PROFESSOR, DEPARTMENT
OF ECONOMICS, WASHINGTON COLLEGE

THOMAS W. RUDIN, SENIOR VICE PRESIDENT FOR ADVOCACY, GOV-
ERNMENT RELATIONS AND DEVELOPMENT, THE COLLEGE BOARD

HARRY J. HOLZER, PROFESSOR OF PUBLIC POLICY, GEORGETOWN
PUBLIC POLICY INSTITUTE AND SENIOR FELLOW, THE URBAN IN-
STITUTE

WILLIAM E. SPRIGGS, PROFESSOR AND CHAIR, DEPARTMENT OF ECO-
NOMICS, HOWARD UNIVERSITY, WASHINGTON, DC

Mr. OBEY. If the committee will come to order?

As members know, this subcommittee has jurisdiction over a
great many programs that deal with people who often begin life be-
hind life’s starting line, and the purpose of these programs is to try
to equalize people’s opportunity to make a full and decent life for
themselves and their families and their loved ones.

We often hear congressional debate about the cost of making cer-
tain appropriations. We don’t often hear much said about the cost
of not making those appropriations.

It always bothers me, for instance, when people say that each
and every American has X thousand dollars share of the national
debt. That’s true. But what we don’t often see is a description of
what the value of the assets are which are owned by the United
States government as a representative of the taxpaying public.

Example: what is the value to each citizen of Glacier National
Park, or Yellowstone? Theyre often very hard to quantify. But I
would venture to say that the value of assets owned by the Amer-
ican people are at least equal to the value or to their share of the
nation’s outstanding debt.

Another example that I've tried to use: Lou Gehrig’s Disease. We
spend roughly $43,000,000 to try to find a cure for that disease, na-
tionwide.

This committee does not specifically appropriate to deal with dis-
eases. It shouldn’t. But that is the effective amount that’s spent na-
tionwide to try to discover the causes and the cures of that disease,
so we know what the cost to us is if we double that funding.

But we don’t know what the cost of the disease itself is to this
society when you total up the cost of hospitalization, the cost of
doctors’ visits, the cost of lost income from the disease, the cost of
medical services to patients as they progress through the disease.

So what we are trying to do here today, we heard this morning
from the Secretary of Education, we’ll hear tomorrow from the Sec-

(189)
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retary of HHS, and we’ll hear later on from the Secretary of Labor,
and we will have tough discussions about what it costs to provide
increased services for OSHA or increased funding for the National
Institutes of Health, or increased funding for Pell Grants, but today
I want the witnesses to deal with the cost of not moving ahead to
make progress in all of these areas.

We have with us four distinguished witnesses.

First is Dr. Robert Lynch, Professor and Chair of the Department
of Economics at Washington College; Dr. Tom Rudin, Senior Vice
President for Government Relations and Development at the Col-
lege Board; and Dr. Harry Holzer, Professor of Public Policy at
Georgetown Public Policy Institute and a Senior Fellow at the
Urban Institute, and Dr. William Spriggs, Chair of the Department
of Economics at Howard University and formerly a senior econo-
mist for the Joint Economic Committee of the National Urban
League.

Before I call on the witnesses for their testimony, I'd like to ask
Mr. Walsh for whatever remarks he would care to make.

Mr. WALSH. Mr. Chairman, I'd just like to thank you for holding
this hearing. I look forward to hearing from the witnesses. I wel-
come them here today, and I hope to get a few questions in when
they complete their testimony.

Thank you. I yield back.

Mr. OBEY. Thanks.

Well, gentlemen, why don’t we proceed first with Dr. Lynch.

Mr. LyncH. I want to thank Chairman Obey, Ranking Member
Walsh, and all the other members of the subcommittee for giving
me this opportunity to discuss with you my research on early child-
hood education.

I will describe for you what we know about the benefits of public
investment in early education programs, including Head Start, and
some of my own research on the costs and benefits of extending
and enhancing Head Start.

A key message that I want in part is that public investment in
the education of young children is an outstanding use of the tax-
payers’ money.

Research is increasingly demonstrating that the policy of invest-
ing in early childhood education is one of the best ways to improve
child well-being, increase the educational achievement and produc-
tivity of children and adults, and reduce crime.

Assessments of high quality programs have established that in-
vesting in children has a large number of lasting, important bene-
fits for children, their families, and society as a whole, including
its taxpayers.

In general, participating children are more successful in school
and in life after school than children who are not enrolled in such
programs.

In particular, children who participate in early education pro-
grams tend to have higher scores on math and reading achieve-
ment tests, have greater language abilities, require less special
education, and are less likely to repeat a grade.

They have lower dropout rates, higher levels of schooling attain-
ment, and graduate from high school and attend college at higher
rates.
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1These children experience significantly less child abuse and ne-
glect.

Both as juveniles and as adults, they are less likely to engage in
criminal activity.

Once these children enter the labor force, their employment rates
and their incomes are higher, along with the taxes that they pay
back to society.

Parents of children who participate in early education programs
also benefit. They benefit both directly from the services they re-
ceive and indirectly from the subsidized child care provided by pub-
licly funded programs.

For example, parents are less likely to abuse or neglect their
children and are more likely to be employed and have higher earn-
ings.

Careful long-term analyses of three high-quality early childhood
education programs have found benefit/cost ratios that varied from
a minimum of 4:1 to a high of more than 17:1, which means that
every dollar invested in these programs returned between $4 and
$17 in total benefits.

In addition to providing benefits to participating children and
their families, early education programs lead to government budget
benefits by generating savings in government spending on K-12
education, on child welfare, and on the criminal justice system, and
by increasing tax revenues.

It is noteworthy that while participants and their families get
part of the total benefits, the benefits to the non-participating pub-
lic and government are large, and in and of themselves, tend to far
outweigh the costs of these programs.

For example, when all the costs are borne by taxpayers, and
when we take into account only the benefits that generated budget
savings for government, benefit/cost ratios for early education pro-
grams have been calculated to equal about 3:1.

That is, every tax dollar spent on these programs generated
about $3 in budget revenues and budget savings.

Thus, it is advantageous even for nonparticipating taxpayers to
help pay for these programs because the costs to government are
outweighed by the positive budget impacts that these investments
eventually produce.

Now, with respect to Head Start specifically, most studies have
found that the immediate impacts of Head Start, whether meas-
ured in terms of achievement test scores or the behavior, motiva-
tion, and health outcomes of participating children have been posi-
tive.

There have been only a few studies of the long-term impacts of
Head Start and these, too, generally show small to moderate posi-
tive effects.

A carefully controlled, large-scale randomized study of the out-
comes of Head Start is currently underway, the National Head
Start Impact Study. It has published its first year findings from a
study that plans to follow children for four years.

After just one year of Head Start, there were small to moderate
statistically significant positive impacts for three- and four-year-
olds on several measures of cognitive achievement, social, emo-
tional behavior, access to health care, and health status.
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In addition, from the parenting programs, we find that there
were small, statistically significant improvements in the parenting
practices of parents of children who had attended Head Start.

In my own research, I analyze the costs, and many, but not all,
of the benefits of public investment in prospective high quality pre-
kindergarten programs.

In other words, I look at what would happen if we extended and
further enhanced Head Start.

I find that a larger and improved Head Start program would
generate growing annual benefits that would surpass the cost of
the program in six years. The annual budgetary, earnings, and
crime benefits eventually exceed the cost of the program by a ratio
of more than 12:1.

The net annual effect on government budgets alone—that is, ex-
cluding the crime benefits and the earnings benefits that go to citi-
zens—the net annual budget benefits alone turn positive within
nine years.

That is, starting in the ninth year, and every year thereafter, an-
nual government budget benefits due to an enhanced the Head
Start would outweigh annual government costs of the program, and
do so by growing margins over time.

For every tax dollar invested in high quality Head Start, we
would eventually experience more than $3 in government budget
benefits.

And of course, on top of the budget savings, an enhanced Head
Start program would substantially increase the earnings of work-
ers, grow the economy, and reduce the cost to individuals from
crime.

So what research demonstrates is that investment in early edu-
cation, even when its benefits are not fully accounted for, is an ef-
fective public policy strategy for enriching children and enriching
the nation.

A nationwide commitment to high quality Head Start would cost
a significant amount of money up front, but it would have a sub-
stantial payoff in the future, as it will reduce costs for remedial
and special education, for criminal justice and child welfare, and it
will increase income earned and taxes paid.

Over time, government budget benefits alone outweigh the costs
of Head Start. That is, a high quality Head Start would pay for
itself.

The consequence of not extending and further improving Head
Start is more crime and poverty and a weaker, less globally com-
petitive economy with less skilled workers earning lower incomes.

Thus, we should be investing in high quality early education to
improve the quality of life of millions of our children, to reduce
crime, to make the workforce of the future more productive, and to
strengthen our economy. It is one of the wisest investments our na-
tion can make.

Thank you very much.

[The information follows:]
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Public investment in early childhood education is an effective strategy for
enriching our nation, strengthening our communities, and improving the quality of life of
our children and their families. Although not all the benefits from public investment in
early childhood education can be measured and quantified, many can be calculated. The
costs of public investment in early childhood education are relatively easier to capture
fully and accurately. Hence, the quantifiable benefits and costs can be compared and,
even when the benefits are not fully accounted for, such a comparison can inform the
public debate on the merits of public investment in early childhood education by
illustrating its substantial net benefits.

Economic research is increasingly demonstrating that investment in early
childhood education is one of the best ways to improve child well-being, increase the
educational achievement and productivity of children and adults, and reduce crime. Such
investment is also one of the best ways to help us attain numerous other socioeconomic
goals. It is interesting to note that the conclusions of economists about the effectiveness
of investment in early childhood education are buttressed and strongly supported by the
findings of scholars in several other fields of inquiry. Consider the following from
Knudsen et al (2006):

A cross-disciplinary examination of research in economics, developmental psychology,
and neurobiology reveals a striking convergence on a set of common principles that
account for the potent effects of early environment on the capacity for human skill
development. Central to these principles are the findings that early experiences have a
uniquely powerful influence on the development of cognitive and social skills, as well as
on brain architecture and neurochemistry; that both skill development and brain
maturation are hierarchical processes in which higher level functions depend on, and
build on, lower level functions; and that the capacity for change in the foundations of

human skill development and neural circuitry is highest earlier in life and decreases
overtime. These findings lead to the conclusion that the most efficient strategy for
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strengthening the future workforce, both economically and neurobiologically, and for
improving its quality of life is to invest in the environments of disadvantaged children
during the early childhood years.

Within the discipline of economics there has long been near universal agreement
that educational achievement and attainment are fundamental elements of success in the
labor market. Education provides skills, or human capital, that raises an individual's
productivity and future eamings.' Findings from economics and other fields, such as
medicine, neurobiology, and developmental psychology, increasingly indicate that
“prevention is mare effective and less costly than remediation, and earlier is far better
than later” (Knudsen et al 2006). Thus, there is growing consensus that investment in the
education of young children, especially disadvantaged children, is one of the most
effective strategies to develop the workforce of the future, ameliorate the quality of life,

and enhance the wealth of nations, societies, communities, families, and individuals.

Overview of the benefits of early childhood education programs:

Consensus about the effectiveness of investments in high-quality early childhood
education (ECE) programs has not always existed. Initially, there was great optimism
about the benefits of ECE programs. Early studies showed that children in ECE programs
performed significantly better on IQ tests in the first few years after program
participation than did comparable children who did not participate in the programs (see,
for example, Deutsch 1967). However, follow-up studies of ECE participants found that
their advantage over non-ECE participants in terms of 1Q test scores tended to fade as
they progressed through school so that by the end of third grade there were no significant

TQ test score differences (see, for example, a Westinghouse Learning Corporation study

! For a review of this literature see Ashenfelter and Rouse (1999).
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by Cicirelli 1969). The initial optimism turned to pessimism and some scholars
concluded that investment in ECE was a waste of money, producing few if any lasting
benefits but costing thousands of dollars per participant.

Subsequent and better quality research has shown that this pessimism about the
longer-term effects of ECE investment is unwarranted for several reasons. First, there
was an undue focus on IQ scores at the expense of other cognitive and socio-development
outcomes. In general, research has shown that gains in 1Q due to ECE program
participation are short term and tend to gradually fade and even disappear (Barnett
2004). However, many other important cutcomes, such as improvements in achievement
test scores and graduation rates, and diminished grade retention, special education
placements, and crime and delinquency persist. So, even if gains in IQ fade over time
there are numerous other long term educational and social benefits from ECE program
participation.

Second, several studies that found a “fadeout” effect of the educational benefits of
ECE participation were methodologically unsound. For example, the famous
Westinghouse study mentioned above that continues to be widely cited by non-experts,
was seriously flawed for a number of reasons. Below, a few of these flaws are explained.

Children in first, second, and third grade who had attended Head Start were
compared to classmates in the same grades who had not attended Head Start. But,
children in both groups who were placed in special education were not included in the
samples. Since the non-Head Start comparison group had a higher percentage of special
education placements, a higher percentage of lower performing children were excluded

from the comparison group. In addition, while the two groups of children were
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appropriately matched on a number of criteria, they were not matched on age. Children
retained in grade were included in the samples and mixed in with the younger children in
the grade to which they were retained. Again, the non-Head Start comparison group had a
higher percentage of children who were retained in grade. Thus, an increasing age gap
developed between the comparison group and the Head Start children as they advanced
from first to third grade. As a consequence, the third grade comparison group was
significantly older than the third grade Head Start group (Barnett and Hustedt 2005). So,
what the Westinghouse study found was not fadeout, but that a relatively larger subset of
the highest performing Head Start children (those Head Start children not placed in
special education) did as well as a relatively smaller subset of the highest performing
non-Head Start children (those not placed in special education). In addition, the study
found that younger third graders who had attended Head Start performed as well as older
third graders who had not attended Head Start, a positive reflection on Head Start given
that achievement test scores of children are positively correlated with age. The findings
that Head Start participants were less likely to be placed in special education or retained
in grade are examples of the lasting educational benefits of prekindergarten that were
inappropriately used to suggest the opposite.

Third, studies that report fadeout effects often fail to control for the quality of
ECE programs. Numerous studies have found that quality matters: higher quality predicts
higher test scores in language and math, fewer behavioral problems, and better work
habits that last over time (Peisner-Feinberg et al 2001; Broberg ,Wessel, Lamb, and
Hwang 1997; Howes 1988; Vandell, Henderson, and Wilson 1988; NICHD 2005). A

recent and large National Institute for Child Health and Development study (NICHD
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2005) found that children who experienced better quality child-care manifested greater
achievement through the third grade without any fadeout effects. Hence, poor-quality
ECE programs may generate small educational benefits that diminish over time, but high-
quality programs produce larger benefits that endure.

Thus a strong consensus has developed among experts who have studied high-
quality early childhood education programs that these programs have substantial and
enduring payoffs. Long-term studies of ECE participants have consistently found that
investing in children has several lasting, important benefits for the participants, their

families, and society at large including taxpayers. These benefits include:

* Higher levels of verbal, mathematical, and general intellectual achievement

« Greater success at school, including less grade retention, less need for special education,
and higher graduation rates

« Higher employment and earnings

+ Better health outcomes

» Less welfare dependency

*» Lower crime rates

* Higher government revenues and lower government expenditures

More specifically, assessments of well-designed and well-executed programs in
early childhood development, have established that participating children are more
successful in school and-in life after school than children who are not enrolled in high-

quality programs. In particular, children who participate in high-quality ECE programs
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tend to have higher scores on math and reading achievement tests and greater language
abilities. They are better prepared to enter elementary school, experience less grade
retention, and have less need for special education and other remedial coursework. They
have lower dropout rates, higher high school graduation rates, and higher levels of
education attainment. They also have better nutrition, improved access to health care
services, higher rates of immunization, and better health. Additionally, they experience
less child abuse and neglect, and they are less likely to be teenage parents.

As adults, high-quality preschool program participants have higher employment
rates, higher earnings, greater self-sufficiency, and lower welfare dependency. They
exhibit lower rates of drug use and less frequent and less severe delinquent behavior,
engaging in fewer criminal acts both as juveniles and as adults and having fewer
interactions with the criminal justice system, and lower incarceration rates. The benefits
of ECE programs to participating children enable them to enter school ready to learn,
helping them achieve better outcomes in school and throughout their lives.

Parents and families of children who participate in ECE programs also benefit—
both directly from the services they receive in high-quality programs and indirectly from
the subsidized childcare provided by publicly funded ECE programs. For example,
mothers have fewer additional births, have better nutrition, and smoke less during
pregnancy, and are less likely to abuse or neglect their children. They complete more
years of schooling, have higher high school graduation and employment rates, have
higher earnings, engage in fewer criminal acts, have lower rates of drug and alcohol

abuse, and are less likely to use welfare.
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Investments in ECE programs pay for themselves over time by generating very
high rates of return for participants, the non-participating public, and government. Good
programs produce $3 or more in present value benefits for every dollar of investment.
While participants and their families get part of the total benefits, the benefits to the rest
of the public and government can be larger and, on their own, tend to far outweigh the
costs of these programs. Thus, it is advantageous even for non-participating taxpayers to
help pay for these programs.

Several prominent economists and business leaders (many of whom are skeptical
about government programs generally) have recently issued well-documented reviews of
the literature that find very high economic payoffs from ECE programs. For example,
Nobel Prize-winning economist James Heckman of the University of Chicago has
concluded:

Recent studies of early childhood investments have shown remarkable success and
indicate that the early years are important for early learning and can be enriched through
external channels. Early childhood investments of high-quality have lasting effects... In
the long run, significant improvements in the skill levels of American workers, especially
workers not attending college, are unlikely without substantial improvements in the
arrangements that foster early learning. We cannot afford to postpone investing in
children until they become adults, nor can we wait until they reach school age — a time
when it may be too late to intervene. Learning is a dynamic process and is most effective
when it begins at a young age and continues through adulthood. The role of the family is
crucial to the formation of learning skills, and government interventions at an early age
that mend the harm done by dysfunctional families have proven to be highly effective
(Heckman 1999, 22 and 41).

The director of research and an associate economist at the Federal Reserve Bank
of Minneapolis, Arthur Rolnick and Rob Grunewald, have come to similar conclusions:
...recent studies suggest that one critical form of education, early childhood
development, or ECD, is grossly under-funded. However, if properly funded and

managed, investment in ECD yields an extraordinary return, far exceeding the return on
most investments, private or public.... In the future any proposed economic development
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list should have early childhood development at the top (Rolnick and Grunewald 2003, 3
and 16).

Likewise, after reviewing the evidence, The Committee for Economic
Development (CED), a nonpartisan research and policy organization of some 250
business leaders and educators, concluded that:

Society pays in many ways for failing to take full advantage of the learning potential of
all of its children, from lost economic productivity and tax revenues to higher crime rates
to diminished participation in the civic and cultural life of the nation. ...Over a decade
ago, CED urged the nation to view education as an investment, not an expense, and to
develop a comprehensive and coordinated strategy of human investment. Such a strategy
should redefine education as a process that begins at birth and encompasses all aspects of
children’s early development, including their physical, social, emotional, and cognitive
growth. In the intervening years, the evidence has grown even stronger that investments
in early education can have long-term benefits for both children and society (Committee
for Economic Development 2002).

In its most recent review of the evidence, CED further concluded that:

...it has become generally accepted that preschool programs play an important role in
preparing children—both advantaged and disadvantaged — to enter kindergarten. There is
also a consensus that children from disadvantaged backgrounds in particular should have
access to publicly supported preschool programs that provide an opportunity for an “even
start.” The social equity arguments for preschool programs have recently been reinforced
by compelling economic evidence, which suggests that society at large benefits from
investing in these programs. Broadening access to preschool programs for all children is
a cost-effective investment that pays dividends for years to come and will help ensure our
states’ and our nation’s future economic productivity (Committee for Economic
Development 2006).

Reviewing the benefit-cost ratios calculated for three high-quality prekindergarten

programs illustrates the net benefits of investment in ECE programs.

Estimates of benefit-cost ratios for prekindergarten investment
Three prekindergarten programs have had carefully controlled studies with long-

term follow-up of participants and a control group of non-participants: the Perry
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Preschool Project, the Abecedarian Early Childhood Intervention, and the Chicago Child-
Parent Center Program (CPC).2 All of these studies, described in more detail later in this
paper, have found that enormous payoffs result from investments in early childhood
development. Specifically, as illustrated in Figure A, analyses of the three programs for
disadvantaged children have found benefit-cost ratios that varied from a minimum of
3.78 to 1 to a high of 17.07 to 1 (expressed in net present value). Investment in a project
is justified if its benefits are greater than its costs or if its benefit-cost ratio exceeds 1 to
1. Moreover, in the benefit-cost analyses of all three of these programs, the costs may
have been fully described, but the benefits were certainly understated.’ Thus, the benefits
of these prekindergarten programs probably exceed the costs by margins greater than
those indicated in Figure A.

From the perspective of public policy, investments in prekindergarten programs
pay for themselves by generating very high rates of return for participants, the
nonparticipating public, and government (in the form of either reduced public service
costs or higher tax payments by participants and their families). While participants and
their families get part of the total benefits, it is noteworthy that the benefits to the non-

participating public and government are larger and, in and of themselves, tend

% All but the Chicago Child-Parent Center program had random assignment of potentially eligible children
into the intervention program or the control group. The analysis of the Chicago CPC program began after
the children had been accepted into the program. The outcomes for the treatment group were then
compared to the outcomes for a control group of children selected from Chicago neighborhoods that met
the eligibility requirements but did not have a CPC prekindergarten program. Thus, the Chicago Child-
Parent Center program did not use randomized assignment into intervention and the control group, but the
control group did closely match the intervention group on age, eligibility for intervention, and family
sacioeconomic status. However, only 60% of the Chicago CPC children subsequently attended full day
kindergarten whereas al/ the control group children did, possibly introducing a conservative bias in the
outcome effects of the CPC program.

* 1t was not always possible to monetize the benefits that were identified (such as the monetary benefit of
reduced illegal drug usage) and not all the likely benefits were identified and monetized (such as.the
increased employment and earnings of parents who had children enrolled in prekindergarten programs).



203

FIGUREA Ratic of benefits to costs

T

Abecedarian Chicage CPC Program Peny Preschocd, age 27 PerryPraschocd, age 40

Soune Barmen {1 B sl Bt

s Fenokls at g

to far outweigh the costs of these programs. For example, a Federal Reserve Bank of
Minneapolis (Rolnick and Grunewald, 2003) study determined that annual real rates of
return (i.e., adjusted for inflation) on public investments in the Perry Preschool
prekindergarten program were 12% for the non-participating public and government, and
4% for participants, so that total returns exceeded 16%. Thus, it is advantageous even for
non-participating taxpayers to pay for these programs. To comprehend how
extraordinarily high these rates of return on prekindergarten investments are, consider
that the highly touted real rate of return on the stock market that prevailed between 1871
and 1998 was just 6.3% (Burtless 1999).

Even from the narrow perspective of budgetary policy, investments in
prekindergarten programs pay for themselves because the costs to government are
outweighed by the positive budget impacts that the investments eventually produce.
Figure B illustrates the benefit-cost ratio for two of the three prekindergarten programs

described in Figure A assuming that all the costs are borne by government and taking into
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account only the benefits that generate budget gains for government.’ These ratios vary

from 2.5 to 1 for the Perry Preschool program to 2.9 for the Chicago CPC program.

FIGURE B Government benefits for each dollar invested
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The long-run benefits of investments in early childhood education:

The long-run benefits of investment in four prekindergarten programs are
presented below: the Perry Preschool Project, the Abecedarian Early Childhood
Intervention, Head Start, and the Chicago Child-Parent Center program. Head Start is by
far the largest of the prekindergarten programs. The other three prekindergarten programs

described below were selected because they represent examples of very high-quality,

* Masse and Barnett (2002) did not calculate government savings for the Abecedarian program. They did
indicate budgetary impacts for government i the form of Jower public education spending, lower welfare
outlays, and increased outlays for public higher education. But Masse and Barnett did not estimate the tax
revenues that would derive from the additional eamings that they calculated would be generated by
participants and their families, Nor did they calculate criminal justice system savings because their data on
the Abecedarian program showed reductions in crime that were not statistically significant. If we ignore
criminal justice system savings and apply a 33.3% marginal tax rate (e.g. 8% federal, 15.3% payroll, and
10% state and local taxes) to the additional earnings of participants and their families, then the benefit-cost
ratio for government from the Abecedarian program would be 1.1 to 1,
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well-conceived programs. Perhaps more importantly, these four programs all include
long-term follow up studies that analyzed the outcomes of the programs after following
the children to the age of 21 (the Abecedarian Early Childhood Intervention), 24
(Chicago Child-Parent Centers), 31 (Head Start), or 40 (Perry Preschool). In addition,
these programs took place in a wide variety of settings from small town (Abecedarian and

Perry Preschool) to large, urban inner-city (Chicago Child-Parent Centers).

1. Perry Preschool Project (Ypsilanti, Michigan 1962-1967)

Description: One hundred twenty-three African-American children with low IQ’s (in the
70 to 85 range) from families with low socio-economic status were randomly assigned to
one of two groups: one enrolled in a prekindergarten program and one not. Those
enrolled in prekindergarten attended for two school years at ages three and four. Services
included daily two-and-a-half-hour classes and weekly one-and-a-half-hour home visits
with mother and child. Both groups of children were evaluated annually until they

reached the age of 11, and then again at ages 14, 15, 19, 27, and 40.

Results: Table 3 summarizes some of the statistically significant outcomes of the
preschool program. Researchers observed additional positive outcomes from the
program, but these benefits are not included in the table or described in the following
discussion because it cannot be asserted with a high degree of certainty that they resulted

from the ECE investment.
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TABLE 3 Statistically significant benefits of the Perry Preschool Project

Freschoclers Non-Preschoolers
Grade retention ¢f special education, age 10 17% 38%
High schoad graduation, age 27 Ti% 54%
Artested for drug-related offensas by age 27 % 25%:
Armasted, age 27 48%. 57%
Average nurnber of amests by age &7 23 46
Eam 32,000 or more per month, age 27 20% i
Emiplayment rate, age 27 5%, SE%
Average maonthly saming, age 27 31219 $766
Homeownarship, age 40 3% 28%
Car awnership, age 40 £2% £3%,
Recaived welfane or social services by age 37 S5R% 1%
Recelving public assistanca, age 27 15% 3%
Single mothers, age 27 7R 3%
Employiment, 3ge 40 TR, 2%
Median annuat earnings, age 27 $12,000 10000
Median annual earnings, age 47 530800 15300
High scheood gradhuation, age 40 FI% 0%
Eam awvar 320000 age 40 €0%. 4%
Arrasted by age 43 T B3

Source: TK

Each time the children were evaluated, important benefits of the prekindergarten
program emerged. For example, by age 10 only 17% of the preschool children had been
held back a grade or placed in special education compared to 38% of children who had
not been placed in prekindergarten. By age 14, the preschoolers had significantly higher
achievement scores, and by age 19 they had higher literacy scores and grade-point
averages.

The differences in achievement have persisted and in some cases have grown over
time. By age 27, 71% of the preschoolers had graduated from high school versus 54% of
those not placed in preschool. By age 40, the graduation rate reached 77% for the
prekindergarten program group versus 60% for those not in the program. The children in

the program had significantly better earnings: at age 27, 29% of preschoolers earned
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$2,000 or more per month compared to 7% of the non-preschoolers. At age 40, median
annual earnings were $20,800 for the program group and $15,300 for the non-program
group, or 36% greater, whereas at age 27, the median eamings of the preschoolers were
only 20% greater than those of the control group ($12,000 versus $10,000). The
employment rate was 69% for the preschoolers at age 27 compared to just 56% for the
non-preschoolers and 76% versus 62% at age 40. At age 27, average monthly earnings
were 59% higher for the program participants than for non-participants ($1,219 versus
$766 in 1993 dollars).

At age 40, 37% of preschoolers owned their own home, and 82% owned a car,
whereas only 28% of non-preschoolers owned their own home, and 60% owned a car. At
age 27, just 59% of preschoolers had received welfare or other social services in the past
10 years versus 80% of the non-preschoolers. More dramatically, only 15% of
preschoolers were receiving public assistance at age 27 compared to 32% of the
nonpreschoolers. Finally, at age 27, 57% of the female Perry Preschool participants were
single mothers compared to 83% of the non-preschoolers.

The effects of the Perry program on crime are substantial. By ages 27 and 40,
significantly fewer preschoolers had ever been arrested (48% versus 57% of the control
group at age 27 and 71% versus 83% at age 40) and the average number of arrests was
about half that of the control group (2.3 lifetime arrests versus 4.6 for the control group at
age 27). Nine percent of the preschoolers had been arrested for drug-related offenses

compared with 25% of the non~pr<:schoolers.5

% As noted in the text, numerous other benefits were identified, but the differences between program and
non-program groups were not always statistically significant. For example, rates of tobacco and
marijuana/hashish usage were much lower among program participants than non-participants at age 40
(42% versus 55% for tobacco and 45% versus 54% for marijuana/ hashish). By age 27, 7% of the
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A benefit-cost analysis by Barnett (1993) found $108,002 in net present value
benefits and $12,356 in net present value costs per preschool participant (in 1992
dollars), a benefit-cost ratio of 8.74 to 1. Of the total benefits, the public received $88,433
and $19,570 accrued to the program participants. The benefits to the public included
$70,381 saved by potential victims of crimes never committed (based on typical
settlements for such crimes) and in reduced justice system costs; $8,846 in higher taxes
paid because of higher participants” earnings; $7,155 saved in education costs due
primarily to lower grade retention and use of special education; and $2,918 in lower
welfare costs. These benefits were partly offset by $868 in increased costs for the public
funding of higher education. The benefits to the program participants included $21,485 in
higher earnings and fringe benefits and $738 in childcare offset by a loss of $2,653 in
welfare payments,

Aﬁother benefit-cost analysis of the Perry Preschool Project found large net
benefits. Karoly et al (1998) found $49,972 in net present value benefits and $12,148 in
net present value program costs in 1996 dollars—a benefit-cost ratio of 4.1 to 1. Karoly
et al’s estimates of benefits differ from those of Barnett mostly because they exclude the
benefits that derive from reductions in the intangible losses due to crime: the pain and
suffering that crime victims experience. Thus, Barnett calculates $70,381 in benefits from
less crime, while Karoly et al estimate the benefits from less criminal activity at just
$20,885. The benefits from reductions in the intangible losses due to crime do not, for the
most part, go .to government. Thus, while there is a large difference in the overall benefit-

cost ratios calculated by Barnett (1993) and Karoly et al (1998), the benefit-cost ratios

preschoolers had been arrested five or more times as compared to 29% of those who had not participated in
preschool. By age 40, 28% of program participants had been sentenced to prison compared to 52% of non-
participants
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they calculate for government savings are very similar: 2.5 to | for Barnettand 2.1 to 1
for Karoly et al.

The most receht cost-benefit analysis of the Perry program (Schweinhart et al
2005), based on the outcomes of participants at age 40, found net present value benefits
of $258,888 and net present value costs of $15,166—a benefit-cost ratio of 17.07 to 1.
The growth in the benefit-cost ratio over time for the Perry program reflects in part that
the benefits of the program persist and even increase as the study participants age.

The economic benefits of the Perry Preschool program were probably
underestimated by Barnett (1993), Karoly et al (1998), and Schweinhart et al (2005). For
example, given that the prekindergarten program was a form of childcare, some of the
guardians of program participants were probably able to increase their employment and
earnings relative to what they would have been without the program, thus increasing their
tax contributions and decreasing their welfare consumption (Karoly et al 1998).

But these benefits were not included in any of the analyses. In addition, none of these
analyses calculates the likely positive effects on the children born to participants who
have higher earnings and employment and lower incarceration rates (Rolnick and
Grunewald 2003). Other savings to government budgets, such as reductions in public
health care expenditures, likely resulted from the program, but these benefits were not
calculated either.

An analysis of Barnett’s (1993) benefit and cost estimate for the Perry Preschool
program conducted by the Federal Reserve Bank of Minneapolis estimated the real rate
of return for the Perry School program at 16%—12% to society generally, and an

additional 4% to the program participants (Rolnick and Grunewald 2003). As the
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Minneapolis Federal Reserve noted, compared to other public investments and even those
in the private sector, such a rate of return on an investment is very high. Indeed, it
compares very favorably to the 6.3% real rate of return on the stock market that prevailed

between 1871 and 1998 (Burtless 1999).

2. The Abécedafian Early Childhood Intervention

(North Carolina, 1972-85)

Description: One hundred eleven children believed to be at high risk for hindered
intellectual and social development based on the low socioeconomic background of their
families were enrolled in the program when they were between six and 12 weeks old. The
children were randomly assigned to a preschool or a control group. The preschool ran full
day, five days a week, and 50 weeks per year. The curriculum stressed language
development but attempted to address the social developmental needs of the children, as
well. Children in the preschool and in the control group also received medical and
nutritional services. At age five all the children were reassigned to either a special school-
age intervention program through age eight or tq a control group. The intervention
program involved having parents engage in specific supplemental education activities for
the children in their homes. The parents were given educational material and training
roughly every two weeks, with which to engage their children. Data were collected at

ages three, five, eight, 12, 15, and 21.

Results: Table 4 summarizes some of the statistically significant outcomes of the

program. Note that these results are from a preschool program that lasted five years from
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ages zero up to age five. Thus, these results are from the combination of a preschool
program for children aged zero to two and a high-quality prekindergarten program for
children aged three up to age five. Researchers observed additional positive outcomes
from the preschool program, but these benefits have not been included in the table or
described in the following discussion because it cannot be asserted with a high degree of
certainty that these additional benefits resulted from the ECE investment. The subsequent
school-age treatment program from ages five through eight provided some additional
benefits, although these effects were weaker than those of the pfeschool program (see
Campbell et al 2002).

The children who had attended the preschool, whether or not they had participated
in the post-age-five intervention program, had significant cognitive achievements relative

to the control group children. For example, at ages three, five, eight, 12, and 21 the

TABLE 4 Statistically significant benefits of the Abecedartan Early Childhood Intervention

Preschoot Cortrol
IQ test, age 21 827% 85.2%
Special education, age 9 250 85
Grade ratertion, age 15 315 350
Years of aducation, age &1 122 s
Empfoyed in high skified jobs, age 21 470 el
Entotiad in fouryear colleges, age 21 360 140
Marijuana use in last 30 days, age 21 180 . 330
Mother additional Lirths pLie] 400

Sowrca: TK

preschoolers scored significantly higher on IQ tests than did the control-group children.
The preschoolers also scored substantially higher on both math and reading achievement
tests at ages eight and 15. By age nine, only 25% of the preschoolers had required special

education services compared to 48% of the control-group children. By age 15, only 31%
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of the preschool participants had ever been retained in grade compared to 55% of those in
the control group. By age 21, those who had attended preschool had significantly higher
scores on an array of cognitive tests and earned grade equivalent scores in math and
reading that were almost two years higher than those of the control group (Campbell et al
2002). Also by age 21, the preschool attendees had completed significantly more years of
education (12.2 years versus 11.6 years) and were more likely to be employed in high-
skill jobs (47% versus 27%). Finally, by age 21, 36% of the preschoolers had enrolled in
a four-year college versus just 14% of the control group.

In addition to improving measures of intelligence and achievement of the
preschoolefs, the program had other benefits for the preschoolers as well as benefits for
their mothers. For example, at age 21, the preschool participants reported significantly
!ov;/er rates of marijuana use within the past 30 days (18% versus 39% for the control
group) and were less likely to have become a teenage parent (26% versus 45% for the
control group). When the preschoolers were approximately four and a half years old, data
were collected on the mothers who were under age 18 at the time they gave birth. These
young mothers were more likely to have graduated from high school, attained post high
school education, been employed, and been self-supporting if they were in the
intervention group.®

Masse and Barnett (2002) conducted a benefit-cost analysis of the Abecedarian
Early Childhood Intervention Program in which they calculated $135,546 in benefits and
$35,864 in total costs (2002 dollars)—a benefit cost ratio of 3.8 to 1. As was the case for

the other benefit-cost analyses discussed above, the benefits were surely underestimated

¢ Although the results were not statistically significant, on average, these young mothers had more
education (11.9 years versus 10.3 years) than did the control group young mothers. Moreover, only 23% of
these young mothers had an additional birth compared to 40% of the young mothers in the control group.
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as the researchers limited themselves to benefits for which it was possible to obtain
monetary estimates. Thus, Masse and Barnett left out benefits such as the intrinsic value
of lower marijuana use, the value of fewer teenage parents, and the value of greater self-
sufficiency among the mothers of the preschoolers (Masse and Barnett 2002). In addition,
Masse and Barnett did not calculate the government savings in welfare outlays due to the
higher earnings of the mothers of participants. Nor did they calculate the added earnings

of mothers during the preschool years.

3. Head Start (1965 (o present)

Description: Head Start is the best-known and largest early childhood (intervention
program in the United States. It provides early childhood education and development
services, health services, and nutrition services to preschool children from low-income
families as well as education services for their parents. The program is administered at
the local level, with over 1,400 local programs. There is substantial variation in how the
program is carried out, but all local programs must comply with federal performance
standards and quality guidelines. The typical program runs full-day during one school
year for children aged four, but other programs run half-day and accept three-year-olds as
well (and two- and five-year-olds in some cases). There are about 900,000 children
enrolled annually in the program (less than two-thirds of those who are eligible) at a cost

of over $6 billion.

Results: Before discussing the outcomes of the Head Start program, two caveats are in

order. First, one should not expect the results of the Head Start program to be as
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impressive as those of the other programs discussed. While the Head Start program is of
good quality, it is generally ranked lower in quality than the other programs in terms of
teacher/pupil ratios, class size, teacher education and experience, and teacher pay. This
relatively lower quality is certainly in part due to the fact that the Head Start program is
funded at‘ much lower levels than the other programs discussed in this chapter. For
example, Karoly et al (1998) estimated that the Perry Preschool Project costs about
$7,000 per child annually (for a half-day program), and estimated that the Abecedarian
program costs about $15,000 per child annually (for a full-day program), compared to
about $5,000 per child annually (for mostly full-day programs) for the Head Start
program (all amounts expressed in 1996 dollars).

Second, it is difficult to evaluate the overall effectiveness of Head Start. The
1,400 local programs are not uniform (although they must all follow federal guidelines),
and there have been no carefully controlled, large scale, long-term randomized studies of
the outcomes of the local Head Start programs (although such studies are underway).

Nonetheless, the following outcomes can be reported. In general, most studies
have found that the immediate impact of Head Start, whether measured in terms
achievement test score or the behavior, motivation, and health outcomes of participating
children up to the start of elementary school, has been small but positive. In terms of IQ
test scores, the results of Head Start programs have been found to be quite variable.
Specifically some studies found that Head Start had no effect on IQ test scores, many
found positive initial effects that faded by ages seven through 11, and a few studies found

longer-term positive effects on test scores.
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Long-term studies of Head Start suggest that some of the positive and immediate
cognitive effects, although they may not fade out altogether, do diminish over time. But
other effects such as reductions in grade retention and special education persist over time.

Currie and Thomas (2000) found that the fading of Head Start gains may be due
to the fact that Head Start students, particularly non-white children, are more likely to
attend inferior schools subsequent to the Head Start program than are non-Head Start
children. Indeed, white Head Start students who attend schools of similar quality to other
white students maintain the initial gains in test scores. This suggests that in order to
prevent the fade out of the gains of Head Start, the quality of subsequent schooling must
be impro?ed. And, of course, the fact that the Head Start children are more likely to
attend inferior schools subsequent to the Head Start program than are non-Head Start
children may make comparisons between the groups inappropriate. If we want to
understand the effects of Head Start versus non-Head Start (including any fade out effect)
then we should compare students who have subsequent access to schools of similar
quality.

Barnett (2002) argues that the fade out of Head Start-induced achievement test
score gains found in some studies may not be occurring at all. He points out that Head
Start students’ achievement test scores have been improperly compared to non-Head Start
students’ scores because of high attrition in the samples and other methodological design
flaws. The flaws discussed earlier with respect to the Westinghouse Study (1969) of Head
Start—where the scores of children held back or placed in special education were not

properly included in the samples—are a prime example of this problem. Barnett notes
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that studies that do not have these design flaws have been more likely to find persistent
positive effects of Head Start on achievement test scéres.

Only one Head Start study (of the program in Rome, Georgia) followed the
children through high school. It found that Head Start had ka large positive effect on high
school graduation rates. Head Start participation was also associated with higher
immunization rates.

There is some evidence of the long-term benefits of Head Start. A comparison
(Garces et al 2000) of Head Start participants to non-participants between the ages of 18
and 31 found that white and Latino participants had a significantly higher probability of
completing high school and attending college. In addition, white participants had elevated
earnings in their early 20s. For white children whose mothers had less than a high school
education, attending Head Start led to a 28% increase in high school graduation, a 27%
increase in attending college, and a 100% increase in earnings in their early 20°s.
African-American participants had a significantly lower probability of ever being‘ charged
or convicted of a crime and African-American male participants were more likely than
their siblings to have completed high school.

Oden, Schweinhart, and Weikart (2000) also found some evidence of the long-
term benefits of Head Start. They analyzed 622 22-year-olds, 17 years after their
participation or non-participation as children in Head Start programs at two sites (one in
Florida and one in Colorado). In the samples from Florida, 95% of the female Head Start
participants had obtained a high school diploma or General Education Development
(GED) diploma compared to just 81% of the female nonparticipants. In addition, only 5%

of the female Head Start participants had ever been arrested compared to 15% of the
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female non-participants. They further found that the children who had attended Head
Start classes using an enhanced curriculum rather than the standard Head Start curriculum
had significantly higher grades throughout their schooling and less than half as many
criminal convictions by age 22 as the non-participants.

Ludwig and Miller (2005) found that Head Start had a large impact on the
mortality rates of childrén aged five through nine as well as positive effects on
educational attainment. They suggest that a 50% to 100% increase in Head Start funding
for their high-poverty treatment group could reduce the child mortality rates of this group
by 33% to 75%. They also found that children exposed to Head Start, regardless of race,
had statistically significant improvements in high school completion and college
attendance.

As mentioned above, it would be unreasonable to expect Head Start to generate
the same positive results as the other model ECE programs, in part because the Head
Start programs are funded at much lower levels per student than are the other programs.
Currie and Neidell (2003) provide strong evidence that funding levels matter. They found
that Head Start children in higher per student spending programs have significantly larger
gains on reading scores and a lower probability of grade retention than do Head Start
children in lower spending programs.

Finally, the National Head Start Im};act Study has recently published its first year
findings (Puma et al 2005) from a study that plans to follow children for four years.
Approximately 5,000 threé- and four-year-old children were randomly assigned to Head
Start or a non-Head Start group (whose members could enroll in programs other than

Head Start). After one year of Head Start, there were small to moderate statistically
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significant positive impacts for both three- and four-year-olds on several measures of
cognitive achievement. In addition, there were small statistically significant impacts on
social emotional behavior for three-year-olds but not for four-year-olds. In terms of
access to health care and health status there were small to moderate improvements for
three-year-olds. For four-year-olds, there were moderately positive impacts on access to
health cafe but significant impacts on their health status. Lastly, there were small
statistically significant improvements in the parenting practices of parents of both three
and four-year-olds who had attended Head Start.

Again, it should be noted that it would be unreasonable to expect the same
outcomes from Head Start that are observed in the high-quality prekindergarten programs
described here. As Barnett and Hustedt (2005) argue, “...it seems highly plausible that
programs such as Head Start lack the type of funding necessary to produce the levels of
intensity and quality achieved in better funded model programs with the direct result that

they are less effective.”

4. The Chicago Child-Parent Center program

(Chicago, lllinois, 1967 to present)

Description: Established in 1967, the Child-Parent Center Program (CPC) provides
center-based, comprehensive educational‘and family-support services to economically
disadvantaged children from prekindergarten (ages three or four) to early elementary
school (up to grade three/age nine). The program was initiated with funding from Title |
of the Elementary and Secondary Education Act of 1965, and its prekindergarten and

kindergarten components are still supported by those federal funds. After Head Start,



219

CPC is the oldest federally funded prekindergarten program in the nation and the oldest
extended early-childhood program.

To be eligible for enrollment in the CPC, children must live in school
neighborhoods that receive Title I funding. In contrast to Head Start, neighborhood
poverty, rather than individual poverty, is the first criterion for program eligibility,
though both practices result in an intake of a high proportion of children living in
poverty. However, CPC prekindergarten programs exist only in some of the
neighborhoods that receive Title I funding. To encourage the enroliment of high-need
youngsters in the neighborhoods where the p;'ograms exist, school-community
representatives who work in the centers conduct a variety of outreaéh activities, even
going door-to-door. Eligible children must not be enrolled in another preschool program,
and their parents must agree to participate in the program at least one-half day per week
in classroom activities, field trips, or adult education classes; in practice, participation
tends to be lower. ‘

The CPC programs are conducted under the auspices of the Chicago Public
School system, operating either in a separate building in close proximity to the local
eleméntary school or in a wing of the elementary school. A head teacher directs each
center and coordinates the child education program, parent involvement, community
outreach, health, and nutrition services. The centers have their own budgets and
administrative operations, but each head teacher reports directly to fhe principal of the
associated elementary school.

Teachers in the CPC program have at least a bachelor’s degree, with certification

in early childhood education (Graue et al 2004, 8). This is in sharp contrast to Head Start



220

and many other preschool programs, which, unlike the public school system, can hire
“teachers” without a minimum of a four-year college degree. Relative to Head Start and
most preschool programs, staff stabil‘ity and compensation are high (i.e., the salary
schedule of the public schools), with the latter strongly contributing to the former (Masse
and Barnett 2002).

Aside from qualified teachers, individual classrooms are staffed by téacher aides
(one per classroom) and, often, parent volunteers. Centers also have the services of a
clerk and a janitor, as well as nurses (who provide health screenings), speech therapists,
and other staff from their associated elementary schools. Each center includes a parent-
resource teacher who implements the parent program in the parent resource room, with
the input of the participants. In addition to conducting outreach activities in the
neighborhoods, the school-community representatives associated with each center also
make home visits. The Chicago CPC program also provides funds and time for the
ongoing professional development of head teachers, classroom teachers and aides, the
parent-resource teachers, and the school-community representatives.

Children typically enter the program at age three for a half-day of prekindergarten
(morning or afternoon sessions of three hours). Kindergarten is offered at most sites and
is either half-day or full-day. The school year follows the regular nine-month school
calendar. Beginning in 1977, an elementary school component (grades one through three)
was added to the CPC program.’

In the prekindergarten program, maximum class size is 17. With a teacher and

aide for each classroom, the child/staff ratio is no more than 17 to 2. In the kindergarten

" This and the above three paragraphs are drawn from http://www.waisman.wisc.edu/cls/History.htm;
http://www.waisman.wisc.edu/cls/eligibil.htm; http://www.waisman.wisc.edu/cls/component htm; and
Reynolds 2000,
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program, maximum class size is 25, With a teacher and aide for each classroom, the
child/staff ratio is no greater than 25 to 2. In both prekindergarten and kindergarten,
parent volunteers further lower the child/staff ratios.

According to information updated in January 2006, 1,383 children in 48 v
classrooms across 15 schools/locations were enrolled in the CPC prekindergarten
program in 2005.% At its height, the CPC prekindergarten program operated in 24
schools/locations. Nineteen of these centers also provided half-day or full-day
kindergartens and 13 of the centers provided additional éducational services through the
third grade wheh children typically reach nine years of age. Between the prekindergarten
programs, the kindergartens, and the elementary school component, over 5,000 children
annually are attending the centers.

The centers emphasize basic language and reading skills as well as social and
psychological development. The centers also provide free breakfasts, lunches, and health
services.

The Chicago Longitudinal Study (1999) has been following a sample of 1,539
children born in 1980 from families of low socioeconomic status. All 989 children who
completed the Chicago CPC prekindergarten program and kindergarten were compared to
a control group of 550 children who did not attend the preschool program but had
participated in full-day kindergarten. Of the 550 children in the control group, 161
attended a CPC kindergarten program even though they had not attended the CPC
prekindergarten program. Data on both the intervention and control groups are collected
periodically, with the most recent published results having analyzed data for over 20

years, or until the students were 24 years old (Reynolds et al 2006).

® hitp://www.ecechicago.org/about/glance html, retrieved 6/1/06.
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Results: Table § summarizes some of the statistically significant outcomes of the CPC
preschool program as reported by Reynolds et al (2002). The results shown here are only
for the education program that served three- and four-year old children in the
prekindergarten program. Numerous other statistically significant outcomes have been
observed along with positive impacts that were not statistically significant. In additioﬁ,
other benefits were observed for children who attended the program from preschool
through the third grade. In other words, there are good results from the prekindergarten
program alone and cutcomes continue to improve with later intervention. Many of these

other outcomes have been reported in Reynolds et al (2002) and Reynolds et al (2006).

TABLE 5 Statistically significant benefits of the Chicago-Parent Center

Prekindergarten Program

Certer students  Non-center students
Special education by age 18 14.4% 1468
Srade retentian, age 15 3L 364
Yaars in special aducation, from ages 618 o7 143
Arrested by age 18 e 253
Arrgsts for violent offensas by 332 18 e 183
High schoot graduation, age 20 497 385
Highest grade compietad, age 20 1058 022
Victim of abuse of neglect, ages 4-17 50 103
PBatitions tc juvenile court 045 078

Sourc: Reyncids et a (20025,

The Chicago Lo‘ngitud‘inai Sfﬁdy (CLS) has démbnstrated that numerous benefits
have been generated by the centers. For example, the study found that the center children
had significantly higher achievement test scores at ages five, six, nine, and 14 than
noncenter students. Center students also spent less time in special education through age
18 (0.7 years versus 1.4 years) and had lower grade retention at ages nine and 15 (19%

and 23% versus 26% and 38%, respectively). Between the ages of four and 17, 5% of the
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prekindergarten attending children had been victims of abuse or neglect compared to 10%
of the comparison group. Delinquency rates were significantly lower for the center
children through ages 13 and 14. By age 18 only 17% of center prekindergarten children
had been arrested compared to 25% of the non-center children, charges for violent
offenses were brought against 9% of center children but 15% of non-center children, and
the number of petitions to juvenile court were 0.45 for the prekindergarten children
versus 0.78 for the non-program children. By age 20, the high school graduation rate for
center children was 50% compared to just 39% for non-center children.

Reynolds et al (2002) carried out a benefit-cost analysis of the Chicago Child-
Parent Center program. For the prekindergarten program alone, they identified $47,759 in
net present value benefits and $6,692 in net present value costs in 1998 dollars—a
benefit-cost ratio of 7.1 tol. The benefits derived mainly from reduced public education
expenditures due to lower grade retention and use of special education, reduced costs to
the criminal jusiice system and victims of crime due to lower crime rates, higher
projected earnings of center participants, and increased income tax revenue due to
projected higher lifetime earnings of center participants. When the benefits from reduced
pain and suffering on the part of crime victims were included, the benefit-cost ratio for
the Chicago CPC prekindergarten program rose to 10.15 to 1.

Once again, the benefits of the program were underestimated. For example, the
savings from reduced adult welfare usage on the part of center participants was not
calculated. In addition, the likely gains from improved health, changes in fertility

behavior, and other life changes were not monetized. Moreover, the likely benefits to the
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offspring of center participants were not calculated nor was the value of the likely

increase in parental earnings, due to the childcare provided by the preschool, included.

The costs and benefits of enhancing Head Start and converting it info a high-quality
prekindergarten program:

By enhancing and extending its reach, Head Start can be converted into a very
high-quality prekindergarten program. Public investment in such a high-quality
prekindergarten program can help the United States achieve a multitude of social and
economic development objectives. These include stronger economic growth, income
growth, job creation, poverty and inequality reduction, education and health care
improvement, and crime reduction. Moreover, high—quality pre-K can help to create the
conditions that enable people to achieve their potential, live lives of dignity and
maximize their choices.

A high-quality, nationwide commitment to early childhood education would cost
a significant amount of money upfront, but it would have a substantial payoff in the
future. The U.S. political system, with its two- and four-year cycles, tends to under-invest
in programs with long lags between when investment costs are incurred and when
benefits are enjoyed. The fact that state and local governments cannot capture all the
benefits of pre-K investment may also discourage them from assuming all the costs of
pre-K programs. Yet, the economic case for public investment in prekindergarten is
compelling.

1 estimate that providing a voluntary, high-quality, publicly funded, rargeted

prekindergarten program for the poorest 25% of three- and four-year-old children would
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generate annual budgetary, earnings, and crime benefits that would surpass the annual
costs of the program within six years.” By the year 2050, the annual budgetary, earnings,
and crime benefits would total $3135 billion: $83 billion in government budget benefits,
$156 billion in increased compensation of workers, and $77 billion in reduced costs to
individuals of crime and child abuse. These annual benefits in 2050 would exceed the
costs of the program in that year by a ratio of 12.1 to 1. Broken down by state, the total
annual benefits would outstrip the annual costs of the program by a minimum of 8.1 to 1
for residents of Alabama and by as much as 29.1 to | for the residents of Delaware.

A high-quality, targeted pre-K program would cost nearly $6,300 per participant
and could be expected to enroll just over 2 million children when it is fully phased in.
Thus, the targeted program would initially cost taxpayers about $13.2 billion a year or,
with offsets for current commitments to prekindergarten for at-risk children, an additional
$8.2 billion per year once it is fully phased in. Such a program would ultimately reduce
costs for remedial and special education, criminal justice, and child welfare, and would
increase income earned and taxes paid. Within nine years, the net annual effect on
government budgets would turn positive (for all levels of government combined). That is,
starting the ninth year and every year thereafter, annual government budget benefits due
to the program would outweigh annual government costs of the program. Within 44
years, the offsetting budget benefits alone would total $83 billion, more than three times
the cost of the program. Thus by 2050, every tax dollar spent on the program would be
offset by $3.18 in budget savings and governments collectively would be experiencing

$57 billion in surpluses due to the pre-K investment. On top of the budget savings, by the

° For a more complete discussion of the costs and benefits of public investment in high-quality pre-k and
the methodology used to arrive at the estimates described in this paper, see Lynch 2007.
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year 2050, a targeted program is estimated to increase the compensation of workers by
$156 billion and reduce the costs to individuals from crime and child abuse by $77
billion.

A voluntary, high-quality, publicly funded, universal prekindergarten program for
all three- and four-year-olds would produce even greater annual budgetary, earnings, and
crime benefits than would a targeted program. The annual benefits of the program would
begin to outstrip its annual costs within nine years and would do so by a growing margin
every year thereafter. By the year 2050, the annual benefits would total $779 billion:
$191 billion in government budget benefits, $432 billion in increased compensation of
workers, and $156 billion in reduced costs to individuals from less crime and child abuse.
These annual benefits would exceed the costs of the program in 2050 by a ratio of 8.2 to
1. Broken down by state, in 2050 the total annual benefits would outstrip the annual costs
of the program by a minimum of 6.1 to 1 for residents of Alabama and by as mﬁch as
11.4 to 1 for the residents of Wyoming.

A high-quality, publicly funded, universal prekindergarten program would cost
nearly $6,300 per participant and could be expected to enroll almost 7 million children
when it is fully phaséd in. Thus, the program would initially cost taxpayers $43.2 billion
or, with offsets for current prekindergaften commitments, an additional $33.3 billion per
annum once it is fully phased in, Within 17 years, the net annual effect on government
budgets alone would turn positive, and by 2050 the budget savings would be $191 billion,
double the total costs of the program in that year. Thus, in 2050, every tax dollar spent on
a universal program would be offset by $2.00 in budget savings and governments would

be enjoying $96 billion in surpluses as a consequence of their pre-K investment. In
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addition to the budget savings, by the year 2050, a universal program is estimated to
increase the compensation of workers by $432 billion and reduce the costs to individuals
of crime and child abuse by $156 billion.

A case for public investment in either a targeted or a universal prekindergarten
program can be made with the best policy depending in part on whether a higher value is
placed on the ratio of benefits to costs (which are higher for a targeted program) or the
total net benefits (which are' higher for a universal program). However, when policy
makers weigh the benefits of investment in a targeted versus a universal program other
criteria should be taken into consideration. For example, if public funds are limited, a
targeted program may be more attractive as it is less expensive to implement. Likewise, if
a large priority is placed on narrowing the achievement gap between children from low-
income and upper-income families, then the targeted program may be more effective in
achieving this goal. On the other hand, a universal program available to all children may
garner greater public support and thus be more likely to achieve the high-quality
necessary for optimal results. Also, children who are not eligible for a targeted program
can benefit from high-quality pre-K and targeted programs are likely to fail to reach
many of the children they are designed to serve. A universal program not only benefits
middle- and upper-income children but may also have larger effects than a targeted

prbgram for the most at-risk children.

Conclusion:
The economic and social benefits from public investment in high-quality early

education programs include, but amount to much more than just, improvements in public



228

balance sheets. Investing in young children has positive implications for the current,
future, and earlier generations of children. The current generation of children will benefit
from higher earnings, higher material standards of living, and an enhanced quality of life.
Future generations will benefit because they will be less likely to grow up in families
living in poverty. And earlier generations of children, who are now working or in
retirement, will benefit by being supported by higher earning workers who will be better
able to financially sustain our public retirement benefit programs such as Medicaid,
Medicare, and Social Security. The pending retirement of the baby-boom generation will
put enormous pressure on the federal budget in coming decades as more retirees draw
from these benefit programs, and investing in high-quality prekindergarten education will
provide much-needed future budge relief. In other words, strengthening the economic and
social conditions of our youth will simultaneously help provide lasting economic security
to future generations, to us, and to our elderly.

Investing in young children is likely to have enormous positive effects on the U.S.
economy by raising GDP, improving the skills of the workforce, reducing poverty, and
strengthening U.S. global competitiveness. Crime rates and the heavy costs of criminality
to society are likely to be substantially reduced, as well. Additionally, given that the
positive impacts of prekindergarten may be larger for at-risk than for more advantaged
children, a pre-K program, whether targeted or universal, may help to reduce
achievement gaps between poor and non-poor children, ultimately reducing income
inequality nationwide.

Clearly, no single public policy can bring about the rapid énd simultar;eous

achievement of all of our development goals, but just as clearly, policies do matter. And
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at a time of sharp disagreement over solutions to the many social and economic problems
we confront, we should take particular notice when a consensus emerges across the
political spectrum that the policy of investing in early childhood development in general,
and in high-quality prekindergarten in particular, has the ability to powerfully impact
many of our development goals and positively influence the pace of the development
process. Investing in high-quality early childhood education programs is an effective
public policy strategy that produces a wide array of significant benefits for children, their
families, and society as a whole (including its taxpayers).

Although investment in early childhood education has the ability to positively
impact many socioeconomic development goals, such investment has a particularly
potent and direct bearing on the well-being of children, the educational achievement and
productivity of children and adults, and crime. All three of these are areas where we have
not only failed to achieve our potential, but also fallen short relative to other
economically advanced nations. The United States should be investing now in high-
quality prekindergarten to improve the quality of life of millions of American children, to
make the work force of the future more productive, to strengthen the economy, and to
reduce crime. If the ultimate aim of public policy is to promote the wealth of nations,
communities, families, and individuals, then investment in early childhood education is

clearly a most effective strategy.
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Mr. OBEY. Thank you.

Why don’t we proceed with you for five minutes, and then we’ll
go vote and come back and hear the others too.

Mr. RUDIN. Great. Thank you, Mr. Chairman. Appreciate the op-
portunity to be here, ranking Member Walsh.

The College Board is the organization I represent, and we're a
national non-profit membership organization, and our members are
schools, colleges, and universities that focus on connecting more
students to college.

So we appreciate the opportunity to be part of this conversation.
Thank you.

Mr. Chairman, I can summarize my presentation. I would like to
take the full five minutes, but I can summarize it in three words,
and that is, higher education pays.

From lifetime earnings, to increased access to pension and health
plans, to being a healthier citizen, to overall community vigor,
higher education yields significant benefits for both individuals and
for society as a whole.

Now, I have given you a couple of materials in advance. One is
this publication, “Education Pays,” and another is a publication
that summarizes some of the key points from our 2007 Education
Report, and I'll just summarize a few key points from that report.

We know, and I think it’s pretty well understood, that access to
a college education does lead to higher earnings for individuals, a
60 percent premium on your earnings if you've graduated from col-
lege versus just graduating from high school.

People with a Master’s Degree earn twice as much over their life-
time as people with a high school degree, and people with profes-
sional degrees earn almost three times as much over their lifetime
in terms of earnings.

Even people who have attended college for some time, not even
finishing the degree, earn on average 19 percent more than high
school graduates.

And access to pension plans and health care is at least twice as
high for people from college graduate groups than for people who
have no high school degree or perhaps even dropped out of high
school.

So the individual benefits to having a college degree are quite
significant.

But what about the question of whether government, founda-
tions, scholarship organizations should invest in education of indi-
viduals? What’s the payoff to society for that?

Well, we think it’s significant, and I'll cite just a few key pieces
of data.

The typical college graduate working full-time for a year pays
134 percent more in federal taxes than the high school graduate,
and pays 80 percent more in all taxes—federal, state, and local.

College graduates are more likely than high school graduates to
donate blood, to vote.

And in one interesting chart that is in front of you, it shows that
college graduates are more likely to value and understand, be will-
ing to accept the opinions of others who have different views than
them than high school graduates.
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And perhaps one of the more compelling pieces of information
that we’ve uncovered and that is in our report is that the benefits
of higher education extend to those who don’t even have a college
degree.

A recent study showed that, for example, people who work in a
metropolitan area, who do not have a college degree, still benefit
if those around them, and if an increasing number of those around
them, have a college degree.

For example, a 1 percentage point increase in the proportion of
the local population holding a four-year college degree leads to a
1.9 percent increase in the wages of a worker without a high school
diploma and a 1.6 percent increase in the wages of a person with
a high school diploma.

So there are significant benefits when the overall community is
better educated that accrue even to those who haven’t gone to col-
lege.

Now, what about other benefits, to health and parenting?

Low income Bachelor’s Degree recipients are more likely than
high school graduates of any income level to report excellent or
very good health. They have better access to health care and better
understanding of how to take advantage of it, and more money to
pay for improved health care.

Another interesting point that illustrates the societal and social
impacts of a college degree: 61 percent of four-year graduates ages
25 to 34 exercise vigorously once a week. That’s twice as much as
high school graduates.

And by 2005, the smoking rate in this country had dropped to
about 20 percent, but among college graduates, that had fallen to
9 percent.

And even if you look at the data from 50 or 60 years ago, when
about 40 to 45 percent of the people in this country smoked, it was
the same for college graduates and non-college graduates, but once
the awareness became pretty widespread that smoking was bad for
you, smoking dropped overall, but among college graduates, it
dropped quite significantly compared to others.

So we have data for particular states. The data for Wisconsin
mirror the data across the country in terms of wages and in terms
of overall societal benefits.

I'll cite one piece of data from Wisconsin: 28 percent of people
who do not have a high school degree in Wisconsin, Mr. Chairman,
are Medicaid participants, but only 5 percent of Bachelor’s Degree
recipients in Wisconsin are Medicaid recipients.

So the benefits are substantial.

We believe an investment in education pays great dividends,
both for individuals and for society in general, and I'd be happy to
talk with you further about some of the work that’s underway to
try to close the achievement gap in terms of access to education
and some of the work that this committee is supporting and that
we're helping to implement across the country.

Thank you.

[The information follows:]
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Introduction — Higher Education Pays

Higher education pays—for individuals and for society. Students who attend
institutions of higher education obtain a wide range of personal, financial, health, and
other lifelong benefits. Likewise, taxpayers and society as a whole derive a multitude of
direct and indirect benefits—some monetary and some non-monetary—when citizens
have broad access to postsecondary education. Accordingly, uneven rates of participation
in higher education across different segments of U.S. society should be a matter of urgent
concern not only to the individuals directly affected, but also to public policymakers at
the federal, state, and local levels.

People generally think of college education in personal terms. Public opinion
polls reveal a widespread understanding of the role of education in opening the doorto a
middle-class lifestyle Yet, as the price of a college education continues to rise more
rapidly than the prices of other goods and services, more students and families are facmg
difficult decisions about the sacrifices involved.

Education does pay. It has a high rate of return for students from all racial/ethnic
groups, for men and for women, and for those from all family backgrounds. It also has a
high rate of return for society. Higher education has transformed the lives of many
people—especially those from groups historically underrepresented in higher education.
College-educated citizens’ level of participation in civil society, their openness to new
ideas and experiences, and the opportunities and choices they face in the workforce are
all significantly improved by their educational experiences.

Also, the broader societal benefits of investment in higher education are
fundamental to the well being of our nation. In 2007, the College Board published the
second edition of Education Pays: The Benefits of Higher Education for Individuals and
Society. In the testimony that follows, I draw on that report to provide information on
some of the specific benefits we reap from widespread access to higher education—and
from the costs we bear as a result of gaps in that access.

It is difficult to determine precisely how much of the variation observed in the
patterns reported here is directly attributable to education and how much is actually the
result of other factors. Individual characteristics that influence the probability of enrolling
in and graduating from postsecondary institutions may have a direct and systematic
influence on other outcomes in peoples’ lives. In general, while simple descriptions of
correlations provide useful clues about causal effects, they do not reliably indicate the
size of those effects, and instead are best interpreted as providing broad-gauged evidence
of the powerful role that higher education plays in the lives of individuals and in society.

Individual students and their families reap much of the benefit of higher
education. For members of all demographic groups, average earnings increase
measurably with higher levels of education. Salaries are not the only form of
compensation correlated with education level; college graduates are more likely than
other employees to enjoy employer-provided health and pension benefits. People with
more education are less likely to be unemployed and less likely to live in poverty. These

|
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economic returns make financing a college education a good investment. Although
incurring debt should always be approached with caution, even students who borrow a
sizable share of the funds required to pay for college are likely to be financially better off
relatively soon after graduation than they would be if they began their full-time work
lives immediately after high school.

Society as a whole also enjoys a financial return on the investment in higher
education. In addition to widespread productivity increases, the higher earnings of
educated workers generate higher tax payments at the local, state, and federal levels.
Consistent, productive employment reduces dependence on public income-transfer
programs and all workers, regardless of education level, earn more when there are more
college graduates in the labor force,

Beyond the economic return to individuals and to society as a whole, higher
education improves the quality of life in a variety of other ways. The economic
advantages already mentioned have broader implications. For example, a reduction in
poverty increases material standards of living and improves the overall well being of the
population; the psychological implications of decreased unemployment are also
significant. In addition to their non-monetary benefits, poverty and unemployment affect
spending on public assistance programs. Moreover, participating in postsecondary
education improves the quality of civic society. Adults with higher levels of education are
more likely to engage in organized volunteer work, to vote, and to donate blood; they are
also more likely to have much lower rates of incarceration and have healthier lifestyles.
College-educated adults are more likely than others to be open to differing views of
others, and the young children of adults with higher levels of education engage in more
extracurricular, cultural, athletic, and religious activities than other children.

Earnings and Tax Payments
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Higher levels of education lead to both higher levels of earnings for individuals
and higher tax revenues for federal, state, and local governments. In 2005, the typical
full-time year-round worker in the United States with a four-year college degree earned
$50,900—62 percent more than the $31,500 earned by the typical full-time year-round
worker with only a high school diploma. Median earnings for those with some college
but no degree were 18 percent higher than those for high school graduates, and adults
with associate degrees earned 29 percent more than high school graduates.

Not all of these differences in earnings may be attributable to education level,
since education credentials are correlated with a variety of other factors that affect
earnings. However, careful academic research on the subject suggests that the figures
reported here do not measurably overstate the financial return of higher education.
Moreover, there is evidence that the pay-off is highest to students who come from
disadvantaged backgrounds and are likely to end up in very poor economic circumstances
if they do not go to college. Higher education can make a particularly significant impact
in the future prospects of these students—particularly if they complete their degrees.

Another way to compare the earnings prospects for people with different levels of
education is to examine expected earnings over a lifetime. The typical bachelor’s degree
recipient can expect to earn about 61 percent more over a 40-year working life than the
typical high school graduate earns over the same period. Median lifetime earnings for
individuals with some college but no degree are 19 percent higher than median lifetime
earnings for high school graduates with no college experience, and those with associate
degrees earn about 28 percent more than high school graduates.
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The typical expected earnings over the working lives of four-year college
graduates add up to $800,000 more than the expected earnings of high school graduates.
If college graduates who also earn higher degrees are included, the lifetime earnings
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premium is over $1,000,000. Accounting for the fact that some of the higher earnings are
many vyears in the future, the increased earning power of a college education is worth
about $450,000 in today’s dollars. If college graduates who also earn higher degrees are
included, the lifetime earnings premium is over $570,000.

Society shares in the higher earnings of college graduates through the tax system.
In 2005, the typical college graduate working full-time year-round paid 134 percent more
in federal income taxes and almost 80 percent more in total federal, state, and local taxes
than the typical high school graduate, The bachelor’s degree recipient paid about $12,000
in total taxes, compared to almost $26,000 for the median professional degree holder and
under $7,000 for the typical high school graduate.

Higher Education Raises Earnings for All

Sources: Maratt, 2004, cakiulations by the auhors

It is well known that college graduates earn significantly more than individuals
with lower levels of educational attainment, Less well known is the fact that even those
with lower levels of education earn more if they are in a working environment with more
educated people. Those with more education spread their knowledge, organize
workplaces more efficiently, and are more receptive to new ideas and more encouraging
of innovation. Estimates suggest that controliing for other factors, a one percentage point
increase in the proportion of the population holding a four-year college degree leads to a
1.9 percent increase in the wages of workers without a high school diploma, a 1.6 percent
increase in the wages of high school graduates, and increases of 1.2 percent in the wages
of workers with some college and 0.6 percent in the wages of college graduates.
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Higher Education is Linked to Better Health
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People with higher incomes tend to be healthier than less affluent people, in part
because they are likely to have more access to health care. However, even controlling for
income levels, people with more education report better health. For example, 83 percent
of four-year college graduates with incomes between $55,000 and $75,000 in 2005
reported being in excellent or very good health, compared to 75 percent of associate
degree recipients, 74 percent of those with some college but no degree, 73 percent of high
school graduates, and 66 percent of those who did not complete high school. There has
been considerable research on the determinants of health, and studies show convincingly
that higher education really does lead to better health. Much of this difference appears to
be related to people following directions more responsibly and engaging in behaviors that
lead to better health outcomes.

Smoking patterns, for example, provide a vivid example of differences in
behavioral patterns corresponding to differences in education levels. This is important
because of the social costs of medical care associated with smoking, but also as an
indication of the behavioral impact of education. College graduates are more likely to
process information about health and alter their behavior accordingly, including
exercising more regularly.



: A LdAA st

e b bbb " TR i
TS B4 WED W BN TGS DD TS D WEE TR0 WG X0 005
s

otes Dava for 200005 38 the Yo
. 2004 NOHS. vatous years

B

i\fwmwi

e

The Next Generation

RecrgimAl L Coontto 20 WitgName . RwdorPelnd  Hew2lod Sd
g 10 Sontots

Sourses: U.5. Consux Bursa, 007, Tebl 224 (sased o 2008 National Househord Education Sever)

Investments in education have a long-term impact that goes beyond the current
students to the next generation. Children of parents with higher levels of educational
attainment are better prepared for school and are more involved in all types of
extracurricular activities than other children. In 2005, more than half of the children
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between the ages of 3 and 5 whose mothers had four-year college degrees and almost half
of those whose mothers attended some college had at least three of the following skills
that made them more ready to succeed in school: recognizing all letters, being able to
count to 20, reading or pretending to read books, or writing their name. Only a third of
the children of high school graduates and fewer than 20 percent of the children of
mothers who did not complete high school had these skills.

It is important to recognize that the relationship between the mother’s level of
education and children’s cognitive skills is not entirely causal; it is difficult to know what
is nature and what is nurture. Moreover, people who are raised to value learning are more
likely to go to college. That said, these relationships are very important. We know that
expectations and aspirations matter a great deal. We also know that the higher eamings
associated with higher levels of education have a significant impact on the opportunities
available to children. These data highlight the increased potential for the children of
college-educated parents to become educated productive citizens.

College Enrollment is Increasing—But Gaps Remain

College enrollment rates have increased significantly over the past three to four
decades, both overall and for all demographic groups. However, this good news is
dampened by the persistent gaps in participation in postsecondary education among
people from different backgrounds. People from low-income families, those whose
parents did not attend college, and African Americans and Hispanics are much less likely
than more affluent people, those whose parents have college degrees, and Whites and
Asians to enroll in college and to earn degrees. In recent years, increased participation
has been almost exclusively in the upper half of the income distribution.

Many factors contribute to the variation in postsecondary participation rates.
Financial constraints, as well as wide disparities in elementary and secondary educational
opportunities, academic preparation, aspirations, and expectation all play a role. The
evidence does, however, clearly indicate that financial constraints create barriers. There
are significant differences by family income level in college enrollment and success rates
among high school graduates with very high test scores, and among those whose parents
have similar education levels. A strong academic background is not always sufficient to
allow students to overcome financial barriers. It does, however, significantly improve
postsecondary opportunities. Within income groups, students with high achievement
levels are significantly more likely to go to college and to graduate, as are those whose
parents have high levels of education.
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Only about half of the college graduates from the bottom 40% of the income
distribution go to college within a year after graduation from high school, compared to
about 80% of those from the most affluent families. Money is, of course, not the only
issue. But even if we control for academic preparation, low-income students are much
less likely than others to enroll in college. The gaps in degree completion rates are even
larger than the gaps in enrollment rates.

It is clear that while money is not the whole story, financial barriers are
diminishing educational opportunities in the U.S, The significant costs of public and
private investments in higher education are very visible. It is important that the successes
of these investments be equally visible.

The clear story told by the information reported here and a vast amount of other
available information is that higher education does pay. It has a high rate of return for
students from all racial/ethnic groups, for men and for women, and for those from all
family backgrounds. It also has a high rate of return for society. We all benefit from the
higher tax revenues, the greater productivity, the lower demands on social support
programs, and the greater levels of civic participation of college-educated adults. Even if
the number of college graduates in our labor market were adequate, in order to have an
efficient and equitable society those individuals most likely to benefit from college need
to be able to attend.
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Connecting More Students to College Success

What steps can be taken, both in the short-term and the long-term, to open the
door to college access and success for many more of our nation’s citizens? As mentioned
previously, academic preparation is vitally important, especially for minority and
underrepresented students. The College Board, which is a membership association of
more than 5,400 schools, colleges and universities, has undertaken a number of
significant steps in this regard. Let me highlight just three of our current initiatives,

CollegeKeys

The Board of Trustees of the College Board recently convened a Task Force on
College Access for Students from Low-Income Backgrounds with the dual goals of
creating a commonly accepted definition of "low-income student” and then seeking to
remove all identifiable barriers, financial and non-financial, to college access for those
who meet the definition. The task force has challenged educators nationwide to begin a
collective effort to expand educational opportunities for low-income students. Already
more than 250 schools and colleges have pledged to join with us to remove these barriers
and to implement programs that increase the academic preparation, college recruitment
and admission, and college retention of low-income students—and we anticipate another
300-500 institutions will join with us in this effort by summer 2008. Among the steps that
these institutions are committed to pursuing are the following:

e Creating a college-going culture in all secondary schools by establishing a
college-preparatory program as the “default” secondary school curriculum.

¢ Ensuring that rigorous high school courses are available in every secondary
school. The College Board believes it is important that college-preparatory
courses and programs be offered in all high schools and that these courses reflect
high standards of academic achievement; that is, they must be rigorous, time-
tested, and evidence-based. For example, Advanced Placement {(AP) courses are
widely accepted for college credit by institutions of higher education and have
demonstrated success in raising student achievement in a variety of school
settings. Such courses must become the norm rather than the exception in all high
schools—particularly those that serve high numbers of low-income students.

o Establishing college and university partnerships with local schools to offer a
continuum of college and career exploration programs, including campus visits,
college awareness programs, and assistance completing admissions and financial
aid forms.

s Creating changes in financial aid policy and practice that reflect increased
institutional commitment to meeting students’ full need. This includes the
simplification of aid eligibility criteria for low-income students, the expectation
that low-income students’ financial needs can be met without an over-reliance on
loans or jobs, and institutional grants that finance summer school for low-income
students to accelerate their chances of academic success.

» Offering tutoring, supplemental instruction, study skills programs, and small
learning communities established on campus to integrate academic instruction—
especially during the freshman year.
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e Mandating statewide articulation agreements between two- and four-year
institutions that enable community college students to enroll at four-year
institutions without needlessly duplicating course work.

e Providing need-based financial aid that accurately assesses full costs and
realistically meets full need (through a combination of grants, loans, and jobs),
which can be a powerful tool that encourages student persistence through
graduation.

Community College Initiative

To expand the key role of community colleges in connecting more students to
college success, the College Board recently convened a group of leading educators, the
National Commission on Community Colleges, to form a set of national
recommendations and to strengthen the College Board's work with this increasingly
critical sector.

More than 46 percent of those who attend college are enrolled in two-year
institutions, an increase of 18 percent over the last decade. Especially for
underrepresented and low-income students, community colleges often provide the first
entry to the opportunities of post-secondary education. Yet community colleges have
not been at the center of national debates about the future of education. The commission
believes that if the United States is to achieve its educational and economic
development goals goals, both in terms of quality and equality, community colleges
must be a central component of the nation's educational agenda.

Among the primary recommendations of the commission is the creation of the
federal Community College Compelitiveness Act of 2008, which would provide federal
support for a strong role for community colleges. Provisions of this legislation would
include:

e A statement that in an era of global competitioﬁ, it is the policy of the U.S.
government to encourage universal public education through at least 14 years of
schooling as the minimum educational requirement.

¢ A new Department of Labor program centering on community college-level
training for emerging workforce development needs—especially in the
employment areas anticipating the greatest job growth over the next decade
(including biotechnology, nanotechnology, genetics, environmental engineering,
energy, health care, and new manufacturing technologies).

¢ Funding Pell Grants for community college students at 70 percent of the average
cost of attending a public four-year institution of higher education.

« Supporting students enrolled for at least one-third of a full course load with all
federal aid programs.

o Support for facilities construction and modernization through a matching grant
program to states to encourage facilities construction, remodeling, and
modernization.

10
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EXCELerator Schools

The College Board has partnered with the Bill and Melinda Gates Foundation to
create the EXCELerator program, a comprehensive school improvement initiative
launched in 2006 in selected urban high schools. The EXCELerator program is
designed to help underrepresented groups enter the pipeline to higher education by
means of a comprehensive educational program in middle and high school based on
academic rigor, student counseling, and extensive teacher training and support.

There are currently more than 60 schools across the country implementing the
College Board EXCELerator model, with plans to expand the program in the coming
years. Currently participating are school districts in Chicago, IL; Washington, DC;
Duval County, FL; Hillsborough County, FL; and Denver, CO. These pilot districts
were selected from a pool of applicants after demonstrating an urgent need and a strong
commitment to reform.

Characteristics of every College Board EXCELerator School include:

» Implementation of rigorous academic programs for all students aimed at
increasing the literacy levels of underachieving students, leading to accelerated
and enriched learning programs in mathematics, science, English, and social
studies.

« Extensive and ongoing professional development for superintenidents,
principals, teachers, and counselors. This highly trained cadre of administrators
and teachers will guide the school in change while providing intense instructional
leadership.

+ Extensive use of data to inform and drive teaching, learning, and assessment
within each school, with a particular focus on using data to examine the extent to
which students are mastering mathematics, science, reading, writing, and critical
thinking skills, and the extent to which schools modify their instructional
programs and strategies to meet the needs of every student in all core subjects.

« College planning and preparation, including counseling and advisory programs
that support students' efforts to better prepare for enroliment and success in
college, beginning as early as middle school. '

» Developmental supports to create a personalized learning environment and
community for every student.

We believe it is time to make good on the promise first made by President
Abraham Lincoln when he signed the Morrill Act during the Civil War, and restated in
some fashion by every post-World War II president of the United States: The American
Dream will be kept alive and well when no student is turned away at the college door
because his family is poor...because each American has a right to expect that if she
works hard she will be able to obtain a first-class college education...because access to
the fruits of a college degree remains a defining element of American life.

11
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Mr. OBEY. We have a floor action. This first vote, there are eight
minutes left. Almost nobody has voted yet. Then we have another
five-minute vote. Then we have 10 minutes of recommit debate.
Then a 15-minute vote on recommit. And then five for final pas-
sage.

So the floor action is pretty well screwing up this hearing.

What I'd like to do if I can is to try to squeeze another witness
in before we go to vote.

Dr. Holzer.

Mr. HoLZER. Thank you, Mr. Chairman, Mr. Walsh, and other
members.

I want to talk today about the economic costs of inadequate in-
vestments in workforce development, not just for individuals, but
for the whole economy.

In my statement, I have four points to make, although I'll focus
primarily on one of them, because of the reduced time.

First of all, the very low earnings and employment of millions of
Americans generate not only high poverty rates but they impose
huge costs on the U.S. economy overall.

Secondly, federal investments in workforce training to raise these
earnings have declined quite dramatically over time.

Third, the research evidence and the evaluation evidence, while
somewhat mixed, does show that many of these public investments
are cost effective at raising the earnings of these workers, and
many more newer approaches are very promising.

And fourthly, therefore, the federal government should make
major new investments in workforce development while also under-
taking many new evaluation studies to improve our knowledge of
exactly what works.

I want to focus primarily on the first point about the costs of low
earnings.

Roughly 10 million Americans, 10 to 15 million Americans live
in low-income families and have very low wages. Many have poor
basic skills, no high school diplomas, but very few of them have
any serious post-secondary education or training.

Now, what costs do they impose, not only on themselves and
their families, but also on the overall economy?

Well, since worker earnings generally reflect their productivity in
the labor market, low earnings of the poor directly reflect 10s of
billions of dollars of lost productivity to the U.S. economy.

These poor workers also generate large budgetary costs to the
federal government. We spend roughly $600,000,000,000 each year
in means tested programs for the poor. Now, at least half of that
is Medicaid alone. But remember, these programs mostly treat the
symptoms of poverty, not its causes.

Furthermore, low potential earnings tend to discourage many
workers and drive many of them out of the labor force altogether,
and here especially, I'm talking about low-income minority men,
whose employment rates have been declining over time.

Young men with low earnings potential are much more likely to
engage in behaviors that are very costly to society, like participa-
tion in crime and fathering children outside of marriage.

Crime, in particular, imposes enormous costs on the United
States, estimated by some analysts to be in the value of
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$1,000,000,000,000 to $2,000,000,000,000 a year in administrative
costs and lost output and costs to victims.

The cost of fathering children outside of marriage is also ex-
tremely costly to the economy and society, because the children
who grow up in these families are more likely themselves to have
very low education, to engage in crime, and to suffer from bad
health, generating this ongoing cycle of costs across many genera-
tions.

But the costs to the U.S. economy go well beyond the poor them-
selves and their families.

For instance, employers often report difficulty filling not only
their high skilled jobs but jobs in the middle skill categories that
don’t require a college degree, but certainly require some training
beyond high school. Sometimes they have those difficulties even
when they’re paying reasonably high wages.

Positions remain vacant for significant periods of time, especially
in tight labor markets. Their recruitment costs rise, their com-
pensation costs rise, and many employers report having to accept
less qualified and less productive employees than they have in the
past.

These difficulties and costs for employers will likely grow when
the baby boomers begin retiring, and especially in those sectors of
the economy like health care and elder care, where labor demand
is likely to grow very substantially.

And these concerns may ultimately raise the rate at which em-
ployers choose to offshore their production or to recruit immigrants
from abroad to fill the jobs remaining in the United States.

So this vast range of costs imposed by poor skills and poor earn-
ings is borne not just by the poor, but by employers and the econ-
omy overall.

Now, in my statement I make other points about the dramatic
declines in investment spending over time.

Investment spending in workforce training peaked in 1979. It’s
declined by roughly 70 percent in real terms. It’s declined by about
85 percent relative to the size of the economy.

We spend a smaller share of our economy than virtually any
other industrialized nation on workforce training programs for less
educated workers.

One might say, well, if these programs aren’t effective, maybe it’s
reasonable that we spend less money on them.

I think the evaluation evidence on these programs is somewhat
mixed, but there’s many, many examples for rigorous evaluations
of cost-effective programs, and I could detail those during the ques-
tion and answer session.

So finally, what I think all this implies is that we do need to in-
vest more in the most promising new kinds of job training and
workforce development, the kind that involve partnerships between
the private sector, community colleges, state and local agencies and
intermediaries. This involves not only training, but a range of fi-
nancial supports and services to low-income workers.

And while we’re making those investments, we certainly need to
invest also in rigorous evaluation to improve our knowledge over
time about exactly what’s cost-effective in this realm.
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But certainly, while we get that information, we need to improve
the size of those investments, given the costs associated with those
very low earnings.

Thank you.

[The information follows:]
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Testimony by Harry J. Holzer to the Subcommittee on Labor, Health and Human
Services, Education and Related Agencies, Committee on Appropriations, U.S,
House of Representatives

February 14, 2008
Economic Costs of Inadequate Investments in Workforce Development

I am very pleased to testify today on the economic and social costs to the U.S. associated
with investing too little public funds in workforce development efforts.

I’d like to emphasize the following four points today:

1) The very low earnings and employment of millions of Americans generate high
poverty rates and impose huge costs on the U.S. economy;

2) Federal investments in workforce training to raise the earnings of these low-
income Americans have declined dramatically over time;

3) The research evidence, while somewhat mixed, does show that many public
investments in workforce development are cost-effective at raising the-earnings of
low-income workers, and many more are very promising; and

4) The federal government should make major new investments in workforce
development, while encouraging greater efforts by state/local governments and
the private sector, and evaluating newer approaches to improve our knowledge of
exactly what works.

1. Low Earnings, Poverty, and their Economic Costs

Roughly 10-15 million American workers are in low-income families and earn very low
wages (Acs and Nichols, 2007). Many suffer from very poor basic skills and/or no high
school diploma; among the latter, some have GED degrees which only partly compensate
for their lack of a real high school diploma.

But, even among those with at least a minimal leve! of basic skills and a GED or real
diploma, a lack of any serious postsecondary education or training often causes major
labor market difficulties. Roughly 70% of low-income parents in any year have no
postsecondary education or training (Holzer and Martinson 2008); among the long-term
poor, that percentage is no doubt much higher. Lacking this type of training or productive
early work experience, many poor adults lack access to jobs that pay wages above the
poverty level.

At the same time, the demand in the labor market for workers in “middle-skill” jobs
remains fairly strong, and is likely to remain so in the future. These are jobs that require
some significant postsecondary education or training but less than a bachelor’s degree;
though their educational requirements are not very high, most low-income workers
currently cannot meet them. The jobs are frequently found in health care, construction,
manufacturing, transportation and many other sectors of the economy; they include
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technician, maintenance and repair, and many other occupations (Holzer and Lerman,
2007).

What costs are imposed on these workers, their families, and the overall economy
because of the limited skills and low earnings of these workers? Since worker earnings
generally reflect their productivity in the labor market, the low earnings of the poor
directly reflect tens of billions of dollars of lost productivity to our economy.' This is a
huge loss of output that our economy can ill afford. High poverty rates also generate large
budgetary costs to the federal government, through expenditures on Medicaid and other
means-tested programs that mostly treat the symptoms of poverty but not its causes
(Congressional Research Service, 2006).2

Furthermore, low potential earnings tend to drive many workers — especially low-income
minority men — out of the labor market altogether. Employment rates and labor force
participation among less-educated black men, in particular, have been trending
downwards for several decades now; among those out of school, employment rates for
those in their late teens or early 20s rarely surpass 50% (Holzer and Offner, 2006).

Young men with low earnings and employment rates are much more likely than others to
engage in crime, less likely to marry, and more likely to father children outside of
marriage. Crime, in particular, imposes enormous costs on the U.S. —asmuchas $1-2 T
per year, by some estimates (Ludwig, 2006). Likewise, the savings that can be incurred
from preventing crime and delinquency among youth are extremely high (Cohen and
Piquero, 2007).

And the fathering of children outside of marriage is costly to our economy and society as
well. Children growing up in poor or single-parent families are more likely themselves to
have low education and earnings, to engage in crime, and to suffer from bad health as
adults, thus generating an ongoing cycle of enormous economic costs for the U.S. over
many generations (Hill et al., 2008; Holzer et al., 2007).

But the costs to the U.S. associated with low skills and limited training among so many
workers go well beyond those associated with poor individuals and their families. For
instance, employers often report difficulty filling jobs in the “middle-skill” category,
even at reasonably high wages (Holzer and Lerman, op. cit.). Positions sometimes remain
vacant for significant periods of time, especially in tight labor markets. Recruiting and
compensation costs rise, while employers might have to accept less qualified and
productive employees (Holzer et al, 2006).

! For example, the income shortfall each year (relative to the poverty line) is over $8000 for the average
poor family (mostly with one or two workers) and over $5000 for unrelated poor individuals. Since
earnings shortfalls are at least as large as these income shortfalls, and with at least 10M poor workers in the
tabor force at low wages, these numbers imply earnings and productivity shortfalls of at least $40-50B
annually associated with poverty. Using a higher poverty threshold would generate much larger estimated
shortfalls.

2 CRS reports that means-tested federal expenditures each year amount to roughly $600B, of which about
half is accounted for by Medicaid.
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These difficulties and costs for employers may well grow when “Baby Boomers™ in these
jobs retire in large numbers over the next few decades, especially in sectors like health
care and elder care where labor demand is likely to grow substantially over time. And
these concerns may ultimately raise the rate at which employers choose to “offshore”
their production activities or recruit immigrants from abroad to fill jobs remaining in the
uUs.

2. Declining Federal Investments in Workforce Training

One of the great ironies of workforce policy in the past few decades has been the extent
to which federal investments in training have consistently and dramatically declined,
even while the labor market places an ever-higher premium on skills.

For instance, investments in comprehensive employment and training policies peaked in
real terms in 1979 under the Comprehensive Employment and Training Act (CETA).
Since that time, CETA has evolved into the Job Training Partnership Act JTPA) and
more recently the Workforce Investment Act (WIA). But, since 1979, expenditures on
these programs have declined in real terms by nearly 70%,; and, relative to the size of the
U.S. economy, they have declined by 85%. The declines in actual expenditures for
training of low-income workers are no doubt higher, as more of the current expenditures
are allocated to administration and universal (non-training) services than in earlier years.
Some, but not all, of this shortfall has been offset by increasing expenditures on Pell
grants and other federal programs; and not all of the needs served by workforce
development expenditures are met by Pell grants and the other programs.®

Current expenditures on programs covered by Title I of WIA for adults and youth are just
over $3B annually. Even if one adds in the Job Corps and a range of other workforce
programs at the U.S. Department of Labor and elsewhere, these expenditures amount to
about .1% an economy with an annual Gross Domestic Product (GDP) of nearly $14T
(USGAOQ, 2003). This share is far lower than what is spent on “Active Labor Market
Policy” by virtually any other industrialized nation (Heckman et al., 1999).

In certain specific areas, our declining policy interests and expenditures are quite striking.
For instance, federal expenditures in the area of “Career and Technical Education™ (or
CTE) through the Perkins Act have remained flat in actual dollars, and have fallen in both
real and relative terms. Since the expiration of the School to Work Opportunity Act
(STWOA) in 2002, no new federal policy initiatives in this important area of workforce
development have been undertaken. And both expenditures and staffing in the Labor
Department’s Office of Apprenticeships have fallen dramatically over time, with
appropriations at under $22M in FY 2008 and less than 1/3 of the staff that served there
in 1978.* Here again, expenditures in the U.S. on CTE (relative to GDP) lag behind those
observed in most other industrialized nations.

* For instance, Pell grants are generally not available to those taking classes less than half-time, as are most
working poor parents; and they can be spent only at accredited colleges and universities.

*1 thank Robert Lerman for sharing these numbers with me from the Apprenticeship office of the U.S.
Department of Labor.
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I11. Evidence of Cost-Effectiveness: Does It Work?

Declining federal expenditures on workforce development might be justified if these
programs are largely ineffective in achieving their goals of raising earnings and
employment among less-educated workers. Indeed, the perception of program
ineffectiveness is widespread . But is this perception accurate?

Many evaluations have been undertaken in the past few decades of worker training
programs that are federally funded, and also of other programs that have operated at
small scale in various locations, Some evaluations have used rigorous methods, such as
experimental designs with “random assignment” to treatment and control groups, or
various nonexperimental methods that are respected by researchers; in other cases,
evaluations have used much less rigorous methods, often lacking control groups that can
really be considered in any way comparable to those getting the treatment. In the latter,
we learn more about program “outcomes” than “impacts,” though the former sometimes
suggest promising approaches that merit further study.

The lessons learned from evaluation literature on workforce development programs can
be summarized as follows (Holzer, 2007):

o Programs funded under JTPA were highly cost-effective for adults though not for
youth. Evidence to date on WIA programs for adults is very limited, but what
does exist suggests positive impacts on earnings of similar magnitudes.’

o Job Corps training for disadvantaged youth has been cost-effective in the short
term but apparently less so over the long-term, as some initially positive impacts
fade with time. But, for some groups (like those aged 20-24 rather than teens),
positive impacts are maintained over the longer term.® Outcomes observed for
programs like Youth Build and the Youth Service and Conservation Corps
suggest that these programs for at-risk youth are very promising as well.

o The returns to a year or more of community college training for youth or adults
appear to be quite strong, particularly for those at-risk or with low incomes.
Recent evidence from the Opening Doors demonstration project also shows the
feasibility of increasing community college attendance and achievement for low-
income young adults with appropriate financial supports and services.’

¢ Training programs that involve private sector employers and prepare workers for
specific jobs in the labor market are particularly promising. For adults, “sectoral”

* For instance, the National JTPA study showed S-year returns of over 150% per dollar spent for adult
women and men, despite some fading out of impacts over time (USGAQ, 1996). Rigorous nonexperimental
evaluations of both JTPA and WIA since that time for specific states show strong returns as well — see
Mueser et al. (2005) and Raphael et al. (2003).

% See Schochet et al. (2003). The most recent evaluation of long-term Job Corps impacts are based on
administrative data rather than survey data, though the latter showed somewhat larger impacts in earlier
evaluations.

7 See Lerman (2007) and Brock and Richburg-Hayes (2006),
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training programs have shown positive results in one experimental study and very
promising outcomes in various nonexperimental studies.®

¢ Studies of incumbent worker training programs also show improvements in
employee earnings as well as in workplace prcodu.::tivity.9

e Studies of high-quality Career and Technical Education programs that link young
people with good jobs in key sectors of the economy - such as Career Academies
- show very impressive results.'’

¢ Combining training with job placement assistance and other financial supports
and services can be effective for low-income populations.’ ’

¢ Community college training for dislocated adult workers, especially in technical
more, fields, generates positive returns as well.'?

It is clear from this summary that not everything funded with federal dollars has been
effective. Some things work in the short term but fade out over time; others work very
well in small settings but fare less well when they are replicated across the country. And
much remains unknown, as the many of the most promising efforts to date (especially in
the areas of sectoral training, “career ladder” building and the like) have not yet been
rigorously evaluated.

Still, many successes have been uncovered in the evaluation literature. Given that fact,
the dramatic declines in spending on federal workforce development programs cannot be
Jjustified. But improvements in the system, through more funding and also better use of
what is actually spent, are certainly in order.

IV. Future Directions: Greater Investments, Incentives, and Evaluation

The weak education and training of so many millions of American workers limit their
earnings and impose great costs — not only on themselves but on the U.S. economy and
society as well. These costs include low productivity, low employment, high crime and
out-of-marriage childbearing. The costs borne by employers who have difficulty
recruiting and hiring sufficiently skilled workers, and the potential responses of these
employers (through greater offshoring or recruitment of immigrants), should be
considered as well.

The labor market demands greater skills than ever before as a precondition for higher
earnings, but the federal government invests vastly less in workforce skill development

® See Holzer (2007). An experimental evaluation of the Center for Employment Training in San Jose CA
showed positive impacts on the earnings of disadvantaged workers. A nationwide replication effort failed to
show these impacts, since earnings growth for both the treatment and control groups in this study seemed
unusually strong.

° Ibid.

' See Kemple (2004) on Career Academies and Lerman (2007) on Tech Prep and other CTE programs.
' Examples of rigorously evaluated programs that combine training or employment services with other
supports and services that have generated positive impacts include Jobs Plus, the Portland site in the
National Evaluation of Welfare to Work Strategies, and some sites in the Employment Retention and
Advancement project.

12 See Jacobson et al. (2004).
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than it did 30 years ago. Indeed, in a nearly $14T economy, our annual federal investment
are pitifully small, especially in comparison with virtually every other industrial country
in the world. And, while our knowledge of “what works” in workforce development
clearly has limits, we certainly know enough to do better than we do now.

At a minimum, significantly greater federal investments in workforce development are
warranted. But the federal government cannot generate the needed investments all on its
own. Indeed, public investments in training will always be very small relative to those
that of the private sector, though the latter are highly skewed towards highly-educated
employees. Given that most state and local areas have strong interests in workforce
development as part of their economic development strategies; and given that employers
would benefit substantially from these investments; it seems appropriate that federal
investments should be structured in ways that incent state/local governments and the
private sector to contribute more.

The most promising models of workforce development today involve partnerships
between industry/employer groups, community colleges, state/local agencies (including
workforce boards), community groups, and intermediary organizations that can bring
them all together. In addition to funding for training, a range of other financial supports
and services workers might also be needed by low-income workers.

And an effective workforce “system” should also provide performance incentives,
oversight, technical assistance, and serious evaluation requirements to achieve maximum
success.

Elsewhere, I have outlined what such an “advancement” system might look like (Holzer,
2007). That proposal calls for a set of competitive grants to be awarded to states to build
these systems in local regions. These grants would be expandable and renewable,
conditional on performance. They would match new state/local public expenditures as
well as private ones, but they could be used to directly finance training and other supports
and services. This program or its various components could be implemented as part of
WIA, or in addition to it.

However we proceed, it is important that we raise federal investments in workforce
development, use our resources as efficiently as possible and with maximum leverage on
other sources of funding, and improve our overall knowledge of what actually works in
this area.
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Mr. OBEY. Thank you.

Let me suggest that we go vote. We will have this vote and then
a five-minute vote.

And so I would suggest that we cast these next two votes, and
then if we come back here, we will have a 25-minute window before
we have to go and vote on the next two items.

I'm sorry to do this to you, Bill.

[Recess.]

Mr. OBEY. Well, as you were about to say before we were rudely
interrupted, Dr. Spriggs, please proceed.

Mr. SpriGGS. I want to thank you, Chairman Obey, and I want
to thank the ranking member, Mr. Walsh, for inviting me to speak.

I'm not going to be speaking on investments in people or those
programs, but actually, investments in making people get con-
nected to the program so that these programs can be effective.

In particular, I want to talk about the social services block grant
and the community block grant programs.

These are programs that give states a great deal of flexibility in
figuring out how to connect people who need services to the serv-
ices, and to close the gap for people who need services but aren’t
connected because they aren’t part of a program, as an example,
TANF.

The vast majority of the direct recipients of the social services
block grants that states use are children; 63 percent of those who
benefit are children.

If we were to cut the program in this current environment, it
would be doing it in the face of a growing need on the part of at-
taching children to services.

The number of poor children in this country since 2001 is up 1.1
million. That’s roughly the population of the state of Rhode Island.
And these needs are likely to grow, as the economy looks like it is
slowing down.

A cut from $1,700,000 to $1,200,000 would be a cut very close to
30 percent, and that would mean roughly 2.7 million fewer children
could be attached to important services like day care, which we just
heard was an important investment that the government should be
making.

These services are provided normally in partnership between
services directly provided by the state and with community part-
ners. A big part of that takes place through the community block
grants, agencies that are vital, especially in rural areas.

In many cities, there are lots of different social service agencies,
but in many rural areas, there aren’t, so the community partner-
ship in Lewiston, Idaho, for example, is very important for con-
necting people to getting help on weatherization, on housing coun-
seling, as we know is a very important thing right now.

It’s very important in Indian Head and Russ County in Wis-
consin, for instance. That’s the way that children get their access
to Head Start and to Fresh Start, Wisconsin Fresh Start.

So those grants are important devices for connecting people to
the services that they need to receive and keep the investments
going.

I want to talk about a problem that we have with the safety net,
and that funds to SSBG and the community grant can help with.
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This last expansion that we had was very unique, because as op-
posed to having poverty decline since 2001, as I mentioned earlier,
poverty actually increased.

Part of this anomaly is that even though low-income workers,
those who actually were in poor households, saw their wage earn-
ings increase, their sources of income from the safety net actually
went down, and this was most dramatic when you look at issues
of access to TANF, access to food stamps, access to unemployment
insurance, so that those automatic stabilizers which we would have
anticipated being kicked in to help people through the recession
and keep their consumption high actually didn’t reach the people
we thought that they should have reached.

The block grants were frozen in amounts so that even though
there was a rising demand for services, states were not given more
resources to actually help make that connection take place, so
things like job training and like child services tended not to reach
the people we would want to reach.

There is data collected by the Center for Economic Policy Re-
search and the Center for Social Policy Research at the University
of Massachusetts, Boston that help to highlight this gap between
needs, those who get service, those who are eligible for service, and
then those who actually get service. These gaps can be rather huge.

For instance, if we just look at housing assistance, something
that we clearly need at the moment, 10.2 percent of folks in Illinois
are eligible, but only 2.1 percent actually receive housing assist-
ance among those who are eligible.

Here in Washington, D.C., 19.3 percent of the population is eligi-
ble for housing assistance, but only 6.1 percent actually received
the assistance that they were eligible for.

And as we look at a downturn in the labor market and think
about something as fundamental as food stamps, there can be huge
gaps. In Texas, for instance, almost 23 percent of families in Texas
are eligible for food stamps, but only 2.7 percent of the families
who are eligible actually receive the food stamps.

These grants, these social services block grants, give states the
flexibility to fashion as they see the needs in their state how to con-
nect people to the needed services, to child care, to foster care, how
do we get them to job training, and get them the right job training,
and their partners and the community action agencies and through
the community block grants add that extra amount for making
sure that services are provided.

We should make sure that states have those resources and can
connect people to the programs that you have actually appropriated
funds for, to make sure that they are doing the job, the programs
are doing the job that you want to have done, and that the people
you want served are being served.

And it’s very important that, especially in our rural areas, where
these community block grants are really essential to making sure
that they’re going to service providers, so that child care takes
place, so that job training takes place.
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So these investments you heard are great investments, but they
have to be connected to the people who need the services. Cutting
those monies to social service and to community service block
grants is a way of making those programs less effective.

[The information follows:]
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T would like to thank the Chairman of the Committee for this opportunity to share my concerns
with proposed cuts in the Social Services Block Grant (SSBG) and elimination of the
Community Services Block Grant Program (CSBG). The Social Services Block Grant Program
was created by the Social Security Act, Title XX, as amended, in 1981. The purpose of the act
was to create a fund allocated among the states to freely design the provision of social services
best targeted for the needs of their state. Originally, the grant was capped at $2.9 billion, and has
subsequently been cut to a cap of $1.7 million in the last fiscal year. So, in real terms the
funding for this program has declined dramatically. '

Program recipients are overwhelmingly children, either in foster care or in poor families that do
not receive funding directly from the Temporary Assistance for Needy Families program, States
are allowed to provide a range of services, but the largest single service provided is child day
care, and 63% of the 16.8 million people states reported receiving assistance from a Social
Service Block Grant program were children.! In 2001, there were 11.175 million poor children
in the United States, and the latest data for 2006 puts the number at 12.29 million, an increase of
1.1 million—or roughly the population of the state of Rhode Island. At the same time there was
an increase in the number of poor children, there was a decline in the number of children helped
by TANF; falling from 4.1 million in 2001 to 3.7 million in 2005, meaning the percentage of
poor children being helped by TANF fell from 35% to 29%.” This means there was an increase
in the number and share of poor children in need of services provided by the Social Services
Block Grant at a time the real funding for the program was being cut. So, this is a program with
a growing need but limited funding, and further cuts in the program could only exacerbate the
gaps between needs and the provision of services.

While the largest share of expenditures by states using the Social Service Block Grant go to child
day care services, states also use other funds to provide that service. So, SSBG funds an average

! Administration for Children and Families. U.S. Department of Health and Human Services. Social Services Block

Grant 2005 Annual Report, http://www.acf.hhs gov/programs/ocs/ssbg/reports/2005/chapter3.himi
% Child Trends Data Bank, http://www.childtrendsdatabank org/tables/50 Table 1.htm
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of about 4 percent of state expenditures on child care. However, SSBG funds provide over half
of state funding on adult foster care services (57%) and family planning services (50.1%); and,
they are substantial portion of state funds for special services for youth at risk (45%), protective
services for adults (42%), day care for adults (42%) and education and training services 41%)2
So, while the program cuts would adversely affect poor children in need, cuts and elimination of
the program would have devastating effects for senior citizens and adults and those state
programs designed to meet their needs that depend heavily on SSBG funds to provide the
services.

SSBG funds are most often expended in partnership between the state and private service
providers. In particular, youth at risk programs, which rely heavily on SSBG funding are done
by most states through private service providers or in partnership. And, about two-thirds of
states use their SSBG child care funds in a state-private mixture,* A key component to making
those partnerships work are the agencies funding through the CSBG. So, elimination of the
CSBG would be an additional cut to the programs and services provided through the SSBG.

I want to concentrate my testimony on the general failure of the safety-net to assist families to
suggest a deeper set of concerns that a cut in SSBG funds, and an elimination of the CSBG,
would hurt the response of states to the needs of families. The first concern is that the failure of
states to connect services to families undermines the efforts by Congress to create and fund
programs designed to meet those needs. So, for instance, [ estimate from data in the March 2007
Current Population Survey of the Census Bureau, that among households in the bottom 15
percent of the income distribution that have children, only 55 percent report getting Food
Stamps, and 52 percent report being helped by Medicaid. The low penetration of these programs
in reaching the neediest households is not without consequences for the rest of the economy in
the immediate term, and the lack of investment in our children’s healthy development has
obvious long term consequences.

In the immediate term, this last economic expansion was unique because it produced extremely
few jobs and has yet to boost the median income of families back to their 2001 level, adjusting
for inflation. During this recovery, U.S. Census data show that income for those in the bottom
twenty percent, those in the middle twenty percent and those in the top twenty percent have all
fallen. Yet, aggregate consumption has increased. This anomaly has occurred, because the
aggregate savings level of Americans has become negative, and household debt has risen
dramatically. But, a closer look at the data shows that those in the bottom twenty percent have in
fact suffered from a drop in consumption. Real wages for them have fallen, and because they are
credit constrained, they have not borrowed to maintain consumption. Those with middle
incomes have apparently maintained consumption, with some modest borrowing, and some

* Administration for Children and Families. Op. cit,,
http:/fwww.acf.hhs.gov/programs/ocs/ssbg/reports/2005/chapter2 html
* Ibid http://www.act.hhs.gov/programs/ocs/ssbg/reports/2005/chaptera htmi
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modest benefit from lower taxes. The big gains in consumption have come from those at the top
of the income distribution, where incomes in the highest ranges have gone up, and by borrowing,
and from larger benefits from tax cuts. The relative gains in consumption by those in the top
twenty percent were more rapid than during the 1980s or 1990s recovery. By 2008, the top
twenty percent of the income distribution accounted for almost 40 percent of all consumption.
The bottom twenty percent consumed only 8,2 percent.’ That is, our failure to support the
incomes of the bottom twenty percent created a drag on consumption and the robustness of the
recovery. And, now we are seeing that the escalating debt the middle class took on is not
sustainable as the news grows of housing foreclosures and record delinquencies in automobile
debt.

A portion of the decline in the fortunes of those at the bottom is accounted for by the failure of
our safety net programs to catch people that fell into poverty in 2001. Far less dramatic than
those caught in the flood waters of Lake Ponchartrain and the Mississippi River in New Orleans,
nonetheless, we left those in need behind as the 2001 recession sank many families below
poverty. In work I have done with Susan McElroy, of the University of Texas at Dallas, we have
shown how by 1993 the safety-net response helped poor families more than in 2003, both at
similar points in the recovery.® Our research looked through the lens of women, because there
are more safety-net programs that directly speak to the needs of families and women. The
robust labor market of the 1990s meant that poor women had higher inflation adjusted earnings
in 2003 than they did in 1993, However, despite higher earnings, the family incomes of poor
women were lower in 2003 than in 1993.

In particular, Professor McElroy and I found that while unemployment insurance contributed 3.3
percent of family income to white families below poverty in 1993, it only contributed 2.1% in
2003, with the drop being most pronounced for married poor families. There was a similar drop
for Black families, from 3.0 percent of income in 1993 to 2.5% in 2003, with a similar dramatic
drop for married families below the poverty line. While the market value of food stamps
contributed the equivalent of 12.4 percent of income to poor white families in 1993, food stamp
help dropped to the equivalent of 7.3 percent in 2003, with the most dramatic drop for single-
female headed families, from 15.7 percent of income in 1993 to 9.2 percent in 2003. The result
was similar for Black families, where food stamp assistance dropped from 22.8 percent in 1993
to 15.1% in 2003, but with dramatic drops for both married couple families in poverty (from 12.2
percent down to 6.1 percent) and Black single-female headed families (dropping from 15.7
percent in 1993 to 17.3 percent in 2003).

® Jared Bernstein and Jason Furman, “A Tough Recovery by Any Measure: New Data Show Consumer Expenditures
Lag for Low- and Middle-income Families,” CBPP and EPI (November 28, 2006).
{http://www.epi.arg/issuebriefs/230/ib230.pdf}

© Susan McElroy and William Spriggs, Journal of The Center for Research on African American Women, 2006
{Winter/Spring).
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We found the most dramatic drop in help was from public assistance, the largest program being
Aid to Families with Dependent Children in 1993, and the Temporary Assistance to Needy
Families in 2003, though states can use funds from their SSBG to provide small cash grants for
emergency shelter and other immediate family needs, as well. In 1993, poor white families
received 16.8 percent of family income from public assistance, but that dropped to 4.1 percernt
in 2003, with the most pronounced drop in help for white single-female headed families
dropping from 26.3 percent of income to 6.0 percent of income. Poor Black families also had a
dramatic drop in help from public assistance from 27.5 percent of income in 1993 to 5.6 percent
in 2003, and a similar dramatic decline for Black single-female headed families dropping from
32.5 percent of income from public assistance to 6.6 percent of income in 2003,

The drop in assistance to poor families contributed to the drop in consumption of those families
in the bottom twenty percent of the income distribution. In part, as with the change from the
AFDC to the TANF program, the change was designed by Congress. But, for some programs,
like Food Stamps, these are gaps in the ability of states to administer the programs and get the
help to those who are eligible. The substantial gaps in those eligible for assistance and those
who got help, therefore, hurt the economy by lowering consumption below what Congress
intended, and for some programs lowering the investment in the healthy development of our
children below what Congress intended.

Work by the Center for Economic Policy Research and the Center for Social Policy Research at
the University of Massachusetts—Boston, show substantial gaps between needs and services,
and between those who are eligible and the take-up rate for services.”! Take up rates for
Medicaid or SCHIP range from a low of 60.4 percent in Massachusetts and 63.0 percent in
Washington state to a high of 89.5 percent in New York state and 79.2 percent in Minnesota
among the ten states that the report examines. National data suggests the take-up rate for eligible
children is around 56 percent.

Given the current problems in our housing markets, it is disturbing to note the gap between those
who are eligible for housing assistance and those who receive help. This gap highlights the
leakages that could take place as Congress tries to respond to the current housing market crisis.
The report shows that while 19.3 percent of Washington, DC’s population is eligible for housing
assistance, only 6.1 percent receive assistance, 10.2 percent of lllinois’ population is eligible for
housing assistance, but only 2.1 percent receive housing assistance.

And, in the face of a downturn in the labor market, Congress’ to fashion an appropriate stimulus
package could also be hampered. A key element of an effective stimulus would include
expanding the food stamp program, yet Congress’ reach with food stamps also faces the
challenge of matching eligible families to those who are helped. In Texas, for instance, while

’ Randy Albeda and Heather Boushey, Bridging the Gaps: A Picture of How Work Supports Work in Ten States,
http://www.bridgingthegaps.org/publications/nationalreport.pdf
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22.9 percent of families are eligible to receive food stamps, only 10.7 percent actually receive
food stamps.

The SSBG program is meant to give states maximum flexibility in meeting their social service
needs. The recent slowdown in the labor market and the sharp downturn in the housing market
suggest states will face rising demand to fashion programs to fight homelessness, expand child
care to keep parents in jobs, offer transportation assistance to help workers connect to job
opportunities and help the “sandwich” generation of women in the work force balancing care for
children and senior citizen parents. So, at best, it is odd to propose cutting the SSBG program
and eliminating its partner agencies funded through the CSBG.

The SSBG program does allow states to use the grants for administrative purposes, and Congress
should continue to be concerned that states are not doing enough to solve the problems created
by the gaps between families that are eligible for assistance and the take-up of help by those
families. States with significant take-up rate gaps should be required to use their SSBG funds to
both study their low take-up rates, and to expand case management, information and referral
expenditures to close take-up rate gaps.

1 think in the interest of efficiency with respect to federal programs, the immediate concerns with
the economy and insuring a robust recovery from the current slowdown, and the long run interest
in investing in the healthy development of our children, the SSBG program should continue to be
fully funded, and it is necessary to maintain the community based partners funded by the CSBG.
I thank you for this opportunity to share my concerns, and look forward to answering any
questions.

" Page5of5
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Mr. OBEY. Thank you very much.

Mr. Walsh.

Mr. WALSH. Thank you, Mr. Chairman.

I'd like to direct questions to, first to Dr. Lynch, and then to Dr.
Holzer.

Regarding Head Start, you talked about short-term analysis,
short-term results, positive. I've heard that historically. Long-term
study generally shows small to moderate improvement.

The point, I guess, is that kids, once they get ahead from Head
Start, and they get into a not quite so pro-education an environ-
ment, let’s say, they start to lose that.

Is that true? And what do you see causing this, and how do we
deal with that?

Mr. LYyNcH. Well, there is some accuracy to what you’re saying,
in that if you have children who go through a Head Start program
and then subsequently go on to schooling that’s of inferior quality,
you see some of the initial benefits that they get start to fade.

On the other hand, if we see those children going into reasonable
quality schools to good quality schools, we see that those benefits
last, the cognitive benefits.

Some of the other benefits seem to last, regardless. For example,
grade retention and need for special education seem to last, in ei-
ther case.

So it is important, therefore——

Mr. WALSH. Grade retention?

Mr. LYNCH. In other words, the reduction in repetition of grades,
so kids who were held back, that declines, and that seems to per-
sist, regardless of the kind of quality school they go on to.

But in general, if you want to maintain the gains that initially
happen in Head Start, it is important to also invest in the quality
of the subsequent schooling that children go to.

Mr. WALSH. You mentioned that, after nine years, savings to the
government of programs amounted to a 3:1 investment, positive re-
turn to the government.

How do you—how do those savings come? How does that benefit
accrue?

Mr. LYNCH. Yes. The savings are in about seven or eight dif-
ferent areas.

One is, children who go through these programs are less likely
to need special education, which is very expensive.

They are less likely to be retained in grade. And every time a
child is retained in grade, we’re spending an extra $10,000, ap-
proximately, per year.

Third, children who, and parents who go through these pro-
grams, they’re much less likely to be involved in child abuse and
neglect, and we save a lot of money in our child welfare system.

Fourth, the children, as juveniles, and subsequently as adults,
they’re much less likely to be involved in criminal activity, saving
us an enormous amount of money in the criminal justice system.

Fifth, the parents who go through these programs, who have
children in these programs, get the subsidized child care, and
therefore they’re more likely to go out and get a job and earn in-
come and pay taxes.
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Sixth, the children who go through the program, they graduate
from high school at higher rates, they go on to college at higher
rates, they have higher earnings, and they pay a lot more in rev-
enue to the government, as well.

So all these different forms, these are enormous savings that we
get. They don’t all happen in year one, but they happen over time,
and over the time they grow larger each and every year.

Mr. WaLsH. Thank you.

Dr. Holzer, regarding workforce development, you said research
was mixed on raising incomes, and yet you call for major new in-
vestment. Why? How do you explain that?

Mr. HoLzer. Well, very simply, a lot of the research evidence
today is outdated.

People still cite, and even in my statement, I still cite a random
assignment study of JTPA, for instance, that’s roughly two decades
old.

The program has likely changed quite dramatically since it
morphed into WIA, and in fact, the evidence that we have on WIA,
some of its non-experimental is really quite positive, especially on
displaced workers and on adult services.

And on many, many other

Mr. WALSH. So you anticipate that current programs are much
more effective than past?

Mr. HoLzER. That’s my guess. If you look at the whole new gen-
eration of programs, many of them focus much more on community
college training, where there is evidence of effectiveness.

Mr. WALSH. Right.

Mr. HoLZER. They engage the private sector more, sectoral pro-
grams, career ladder programs.

So my anticipation is that the evaluation evidence will be more
positive, but I also emphasize at the same time that we make these
investments that we also invest heavily in evaluation, rigorous
evaluation, so we get a better sense over time exactly of what
works and maybe reallocate resources accordingly.

Mr. WaLsH. Okay. You also made the statement that we spend,
it was something like, we spend a smaller amount as a percent of
our federal budget—well, we spend a smaller amount as a percent
of budget than all other countries, developed countries; was that
the statement?

Mr. HOLZER. Virtually all other industrial countries, as a per-
centage of GDP.

Mr. WALSH. Now, is that federal budget to federal budget? Or
does that include BOSEs, community college, vocational high
school? Does that include all of those things?

Mr. HOLZER. That includes—the figure comes from a study that
USGAO did in 2003, and they went across all agencies in the fed-
eral government.

Mr. WALSH. Just federal?

Mr. HOLZER. Just federal.

Mr. WALSH. So it doesn’t include state, doesn’t include local,
doesn’t include community colleges, BOSEs, vocational high
schools?
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Mr. HOLZER. No, it does include some of them. It includes the
portions of those programs that actually fund employment services,
and as a percentage of GDP.

Now, 'm quite certain that if you added in those other compo-
nents, the state components and other things, that number would
go up a small amount. It might be 2/10ths of a percent of GDP. It
wouldn’t dramatically change the qualitative result.

Mr. WALsH. Okay. Thank you, Mr. Chairman.

Mr. OBEY. Ms. McCollum.

Ms. McCoLLuM. Thank you, Mr. Chair.

To kind of follow up on that, I was with some German parlia-
mentarians this weekend, and we were talking about Transatlantic
trade and global competition and that.

And what they were—what I was most surprised to hear, and I
shouldn’t have been, is that in Germany, they thought their com-
mitment to worker training and retraining was 3:1 to where ours
was, maybe 2:1 in some other parts of Europe, but a real high em-
phasis into lifelong learning skills for all workers.

So if there’s anything that you could follow up more and com-
ment on that, I'd appreciate it.

Another issue that I've been—and it kind of goes back to adults
and it also goes back to young adults not necessarily making good
decisions, young adults thinking that they aren’t going to go to col-
lege or that they aren’t going to need college, or people who have
been out of high school maybe for 10, 20 years needing math and
science to go back in.

They go to the community colleges. They spend a lot of time and
energy doing remedial work to get up to a standard in order to
start taking classes.

I wonder if there’s been any discussion about even to make it
more cost effective and user friendly, especially in rural areas, to
look at the way we view community education.

In Minnesota, community education can also sometimes mean
math, science, and writing classes for adults going back.

If you have any comments you’d like to make on that.

And then thirdly, and this isn’t as related, but the housing fore-
closures.

One of the most important things, I can tell you as a teacher, is
stability in a child’s life.

What brings a child the most stability is knowing that there’s
going to be a roof over their head and there’s going to be a parent
there, and there hopefully will be something nutritious on the
table, and if you're from a cold weather climate like the chairman
and I, that there’s some heat in the house.

What do you see the effect or are you concerned about the effect
of what we'’re seeing with some of the foreclosures, especially in the
areas that we're seeing now, and what should we be doing to pre-
pare ourselves and our schools and these students, to give them an
opportunity during what proves to be very, very tough times, espe-
cially for these families?

Mr. SpriGGS. If I can take a first stab at one of your concerns,
and that is, the community block grants provide help for a lot of
the agencies that do weatherization in rural areas and provide
housing counseling.
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So now would not be the time to want to cut those programs, be-
cause a lot of those families that may be facing foreclosure need the
housing counseling advice, and they need it from someone who will
be impartial.

One of the big problems out there is finding a paid-for housing
counseling service that isn’t tied to the industry.

And weatherization is one of those great services that takes
place, particularly in Minnesota and Idaho and Wisconsin, that
these community action agencies provide. So keeping them in place
would be very important.

Mr. HoLzgRr. T'll take a stab at least at the first question you
raised about these international comparisons.

And I agree totally. If we define more broadly, as Mr. Walsh sug-
gested, that we should also include expenditures on vocational edu-
cational for high school students, college students, community col-
lege students, adult displaced workers, that’s a broader concept,
but if you defined it that way, the gaps between us and many of
these other industrial nations would likely be even larger.

And there we actually have quite strong evidence, high quality
career and technical education for young people, so I'm not talking
about old, old-fashioned voc ed. I'm talking about career academies,
tech prep, those kinds of models. Those are very cost-effective. And
yet we invest very little in them, and those investments have, if
anything, diminished over time.

So again, defining it more broadly that way makes the point, I
think, even more valid.

In terms of your point about community education, and I'm try-
ing to think of other examples that would fit that model, I think
there are some states, and I'm familiar with the state of Kentucky,
that has developed a statewide model for all of its community col-
leges, to make that education much more accessible to low-income
adults, as well as young people in all their sites across the state,
and to link those training programs with employers.

So they have these so-called bridge programs to try to remediate
the basic skill deficiencies, and then to move those into more occu-
pational based training.

And without rigorous evidence on effectiveness, they look quite
impressive, just in terms of what they’ve managed to achieve state-
wide. So one of many models that we might try to emulate in other
places.

Mr. OBEY. We have this vote.

[Recess.]

Mr. OBEY. Mr. Honda.

Mr. HoNDA. Thank you. Thank you, Mr. Chairman, and the
ranking member.

Let me just say to the chairman, I appreciate having these wit-
nesses today, because it validates the kind of things we sense edu-
cation can really be, in the early childhood and workforce.

The question I had was about early childhood or Head Start and
its performance across the country. Although it’s good, it’s uneven,
and I was hoping that you might be able to explain whether it’s
uneven through states or regions, and perhaps some of the dynam-
ics that might contribute to the unevenness.
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Mr. LYNCH. One of the issues is that, with Head Start, there are
about 1,500 programs across the country, and while they all have
to follow federal guidelines, they vary in terms of what they specifi-
cally do.

And among important issues that we see is that in some areas,
the requirements, for example, for teachers are much higher than
in other areas, so in some areas, all the teachers have Bachelor’s
Degrees, and even maybe certification in early childhood education,
and we know from the research that that’s extremely helpful in
terms of improving the outcomes, versus in other areas, many of
the teachers only have a high school degree.

So there’s going to be a variation across the programs, because
while they follow the federal guidelines, there’s a lot of internal dif-
ferences in what they’re actually doing.

Mr. HONDA. The guidelines don’t require a certain level of prepa-
ration before you teach or before you’re involved in it?

Mr. LYNCH. No, they require just a high school degree.

Mr. HONDA. Okay. So that sort of suggests the need for some sort
of in-service training for upgrading the training?

Mr. LYyncH. Absolutely. That certainly would suggest—one of the
things that we find is that if you were to improve the qualifications
and training of the teachers and staff, that does generate enormous
benefits to the children.

Mr. HONDA. This difference in preparation or requirements, is
that a phenomenon by regions or is that something that’s just scat-
tered?

Mr. LyNcH. It varies by state, often, because of state require-
ments.

While again, everyone follows the federal requirements, every
state has their own specific requirements that may or may not go
beyond the federal minimum requirements.

Mr. HoNDA. Okay.

Mr. LYNCH. So some states have much more rigid requirements
than others.

Mr. HONDA. In the discussion about the children’s continuing
success as they go on, and when they don’t have a program that
has had Head Start in it, what is the impact of parents being ex-
posed to Head Start, and are there components of Head Start that
have parent education, that would suggest that their participation
does help youngsters’ continuous growth?

Mr. LyncH. Well, we know that when parents participate in the
education of their children, in these early education programs, that,
again, there too, the outcomes tend to improve for the children.

And we also know that many of the Head Start programs have
classes for parents, specifically have training for parents specifi-
cally, and that improves a number of things, for example, the inci-
dence of hitting or slapping, the kind of discipline that parents use.

So there are benefits directly to the kids from their parents par-
ticipating, and there’s benefits to the parents themselves, in terms
of being better parents by participating in the programs.

Mr. HONDA. You mentioned that when a youngster is involved in
Head Start, there’s less need for special education.
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Do they assess youngsters for special education at the third and
fourth year or is this just because of the program or the strategies
that the kids go through?

Mr. LyNcH. What we find is that when the children enter the
public school system, K through 12, that fewer of them are found
to require special education if they had quality preschool before
they go into the K through 12.

So it seems to be an outcome that’s a consequence of the edu-
cation and the training and the emotional development that hap-
pens in the early, in the third and fourth—excuse me—when
they’re three and four years old.

Mr. HONDA. So it’s not so much academic preparation, it’s more
socialization and——

Mr. LyNCH. This is one of the key things that I think is often
misunderstood, is that among the benefits of early education are,
some of it is definitely the cognitive outcomes, you know, achieve-
ment test scores and things like that, but many other benefits are
the social and emotional development, less aggressivity, more per-
sistence.

And we know that this ability to control your emotions and be
persistent, stick to it, have enormous benefits, and indeed, are
more predictive of outcomes over life than are things like 1Q test
scores.

And there is some evidence, of course, that IQ test scores do—
improvements in IQ test scores tend to fade over time, but these
other benefits persist.

And it’s a little bit like saying that antibiotics don’t cure the com-
mon cold, and therefore the antibiotic is worthless. No, that’s non-
sense. Antibiotics may not cure the common cold, but they generate
enormous other benefits in terms of lung infections, sinus infec-
tions, et cetera.

And it’s the same thing here. We know that the early education
may not a huge impact in terms of IQ test scores, but in all these
other areas, they do, and these have long-lasting, lifelong con-
sequences, and that’s very important.

Mr. HONDA. Thank you.

Mr. OBEY. A lot of questions, very little time.

Dr. Lynch, you talked about Head Start and the economic value
of providing more support for it.

Based on your work, my staff estimated that the $164,000,000
cut from the Head Start program could cost as much as
$1,200,000,000 over 40 years in lost government tax revenue, re-
duced individual earnings, and increased costs from crime and
child abuse.

Is that a reasonable estimate, and if not so, why?

Mr. LYNCH. Oh, it’s definitely a reasonable estimate, and indeed
it could be larger than that.

One of the issues is that that estimate is based on the things
that we know that we can quantify, but there are also a number
of other benefits that are very difficult for us to quantify in mone-
tary terms.

For example, children who go through Head Start and other
early education programs are less likely to be teenage parents.
What’s the monetary value of that? They are less likely to abuse
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alcohol and drugs. What’s the monetary value of that? That’s not
included in that estimate.

So that is a reasonable estimate for the things that we know that
we can quantify, but it does not include all the benefits.

Mr. OBEY. Mr. Rudin, we often hear the argument that it’s wrong
to tax lower income people or middle income people in order to pay
for increased college benefits for people who will wind up in the
higher end of the income ladder.

Yet your statement indicates that there’s a ripple effect which in-
creases income for non-college people as well as people who go to
college, and you indicate that I think you said there’s a 1.9——

Mr. RUDIN. Percent increase.

Mr. OBEY. Explain that.

Mr. RUDIN. Yeah. That’s a——

Mr. OBEY. What I'm getting at is, I'm very suspicious of num-
bers. I think almost anybody can put together any numbers they
want.

How do you arrive at that specific conclusion?

Mr. RUDIN. The economists that did this study, what they did is
they looked at whether the spillover effect, they called it, of having
more college-level educated people in a community would affect the
earnings of low-income citizens, and in fact, it did. It drove up their
earnings. For each 1 percent more college graduates in the commu-
nity, it increased the earnings of non-high school graduates by 1.9
percent.

Mr. OBEY. How did they reach that conclusion? What’s the mech-
anism by which that occurred?

Mr. RUDIN. Yeah. They did a study of several cities, and they
looked at both the productivity, and therefore the—first, they
looked at how many students were—how many of the workers were
college educated, and then they tried to measure the productivity
in terms of the wages of both the college graduates and the high
school and non-high school graduates.

What they found, and we think this is important, it does illus-
trate that the broad benefits of an investment in higher education
are significant. You can get benefits that accrue to people who don’t
go to college when you increase the percentage of college graduates
in the workforce.

The reason why is there’s an increase in productivity, there’s a
likelihood that you have better and more efficient use of new tech-
nologies, the likelihood of increased opportunity to be innovative
and creative, and the likelihood of greater communications between
and among workers in a workforce.

And finally, when a community suffers an economic shock from
the closure of a plant or the closure of a business or an economic
downturn like we’re in today, you have workers who are probably
more likely to have the flexible work skills to absorb that, that eco-
nomic shock in the community, maybe start their own businesses,
maybe ease into another job because of their college degree, and
that can raise the overall economic productivity of a community,
large or small.

Mr. OBEY. Your statement indicates that in recent years, in-
creased college enrollment has been almost exclusively in the upper
half of the income distribution.
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The administration is recommending that we zero out the SEOG
student aid program. That’s what, a $757,000,000 reduction.

Is it fair to say that the elimination of funding for that program
is likely to add to the education disparity, and also, therefore, add
to the income disparity in this society?

Mr. RuDIN. Well, we think that is a fair statement.

That program serves the people who need access to financial aid
the most, the neediest students, particularly at a time when Pell
grants, the purchasing power of a Pell grant has declined in the
last 20 years from about half of the cost of college to about a third
of the cost of college. To suggest further cuts, we think would be
pretty devastating to the people who need the greatest access to fi-
nancial aid.

Mr. OBEY. Dr. Holzer, you indicated that we are investing today
in job training programs, that we’ve had about what, about a 75
percent reduction from the high point? That’s in job training pro-
grams.

The administration is now recommending that we zero out the
vocational education program.

What conclusion do you reach about the advisability of that deci-
sion, and what effect is it having on the quality of America’s work-
force and the ability of families to become economically upwardly
mobile, shall we say?

Mr. HorzgRr. I think that’s ill-advised. I think the area of voca-
tional education is one of the areas where we have—is it on now?

I think the area of vocational education is one of the few areas
where we have very solid, rigorous evidence on what works, what’s
cost effective, and I think those federal funds do help to fund ca-
reer academies, tech prep programs, and a variety of newer models
that are really much more effective than the older generation of vo-
cational education was, and these are programs that not only ben-
efit lower income Americans, but some of our most at risk popu-
lations, while they’re still in school benefit in terms of higher earn-
ings once they graduate, and these benefits persist for at least four
years after they graduate, so this is really a penny wise but pound
foolish approach, I think, to cut in areas where the need is great
and where the evidence of what works is very clear.

Mr. OBEY. Dr. Spriggs, the administration is also asking for a re-
duction in the low-income heating assistance program of roughly 22
percent.

I have constituents in my district—two weekends ago it was 28
below zero. I'm talking about real temperature, not the chill factor.
Ten days earlier, it was 38 below zero.

And the problem in our state is that right now the state forbids
energy companies from cutting off people’s heating supplies, even
if they haven’t paid their bills, but that expires in April.

I've got constituents who make 15,000, 18,000 bucks, who have
a $4,000 heating bill. I don’t know how in hell they’re going to pay
that.

And we have such a small percentage of people who are eligible
for LAHEAT, who are in fact collecting.

You talked about using programs like the community service
block grant in order to plug people into information about what
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they’re entitled to, where they can get help. How do you tie those
two together?

You've got a lot of people in this Congress who think that pro-
grams like CSBG are just liberal social fantasy programs, it’s
money down a rathole.

Are there any specific examples you can give about the direct
benefit of those programs to low-income people?

Mr. SpriGGs. Well, specifically, in the case that you just raised,
about access to LAHEAT, and in particular the CSBG agencies
themselves overwhelmingly are the major source of weatherization
help for low-income families.

Mr. OBEY. Can you give me examples of how they might help to
plug people into health care networks that they otherwise would
not plug into?

Mr. SPRIGGS. One of the things that the community action part-
nerships do and the community action agencies do is tie the, espe-
cially the old age and children, directly into programs that they
need.

The mother who is trying to keep a job, isn’t on TANF but needs
to connect to child care services, or the mother who is taking care
of an elderly parent and needs assistance in getting adult day care
and access to that, that’s what these programs do. They connect
the individuals to these types of services.

So withdrawing those services means that you would lose a po-
tential worker. She would have to stay home in order to take care
of her parents, or she might have to stay home to take care of her
children. So these are the kind of gaps that are filled.

And foster care—most of the hard-to-place children receive as-
sistance through the foster care programs, again done either by the
state or in partnership through the CSBG agencies.

So you have young men who present severe mental problems be-
cause of all the stress and strains they’ve been put through, and
those families couldn’t take on the burden of dealing with a foster
care child with those issues, if they didn’t have access to these pro-
grams.

So it’s really filling the holes for folks who would otherwise fall
through the cracks of programs we are already funding, but they
can’t connect to the programs.

Mr. OBEY. One last question.

We have a lot of concern in this society about abortion. We have
a lot of political controversy about it. But I don’t know of very
many people, if any, who are thrilled by the idea of abortions.

We always look for ways that we can minimize the pressure on
women to have an abortion.

How do you think these programs fit into that? Of what utility
is a program like community service block grant, for instance, in
taking the pressure off women, economically, to have an abortion
and not carry their fetus to full term?

Mr. SpricGs. Well, even before that stage, many of the CAA
agencies are the way in which family planning gets funneled, not
family planning in that sense, but family planning in sense of en-
couraging marriage. This is where marriage counseling takes place,
and that sort of thing.
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So the route through which people could get help who might not
otherwise have the money for getting that kind of counseling, that’s
how we funnel that money.

And at the local level, to provide the safety net that lets the
women know that there would be access to child care, that there
would be access to other support systems, that’s how she knows
that’s going to take place.

So it’s the existence of these programs that can reassure her that
there will be help, that she won’t be on her own, and that there
will be services that could help her through the problem.

Mr. OBEY. Thank you. Just one other thing with respect to
health care.

In Portage County, in the southern part of my district, the local
CAP agency works with programs like the community service block
grant in order to provide access to dental care for thousands of poor
people who otherwise would have no ability to get it.

I've been told of several cases of people who have actually died
because of dental problems that have gotten out of control.

So I think there are many indirect benefits for funding of pro-
grams like that, that aren’t generally recognized.

Mr. Walsh, any other questions?

Mr. WALSH. No, thank you, Mr. Chairman.

Mr. OBEY. Anyone else?

[No response.]

Mr. OBEY. All right. Thank you all very much. It’'s a miracle we
managed to finish before the next roll calls.

Thanks again.
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Congresswoman Barbara Lee

LHHS Subcommittee Overview Hearing titled, “Opportunities Lost and Costs to Society: The
Social and Economic Burden of Inadequate Education, Training and Workforce Development.”

Tuesday, February 26, 2008

Questions for the Record

People of Color and Unemployment

I am concerned about the irhpact of the Administration budget on people of color in the
United States. According to the Bureau of Labor Statistics, in January, the:

National unemployment rate was 4.9%

African American community 9.2% - almost double
Hispanic or Latino community 6.3%

Asian community 3.2%

1) What impact do you think the Administration budget will have on people of color
in the United States?

Answer: The proposed cuts in Department of Education funds are likely to have a
disproportionate effect on people of color. Many of the programs listed in your next
question below, provide health, nutrition, education, and after school care to children
from low income families. These children are disproportionately children of color. The
proposed cuts are also likely to exacerbate the well-documented problem of educational
achievement gaps between relatively poor and non-poor children.

Investments in Early Childhood Education Programs

Mr. Lynch, I am particularly interested in your testimony on the Benefits of Public
Investment in Early Childhood Education Programs.

This morning, we held a LHHS hearing where I asked several questions of Secretary of
Education Margaret Spellings about the severe cuts in programs that benefit our
children and students. Her response, which was wholly and completely inadequate, was
that it was a trade off and that the Administration wanted to make larger investments in
larger programs. Basically, the smaller programs did not matter.

An analysis of the FY09 budget submission of the Department of Educatxon reveals
o Elimination of the Healthy Start program
o A 26% cut in the 21" Century Community Learning Centers (after school centers)
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Elimination of the advanced placement program

A 66.1% cut in the Safe and Drug Free Schools State Grants
Elimination of the Mentoring Programs

Elimination of School Counselors under NCLB

Elimination of Civic Education

Elimination of Vocational Education State Grants

In addition the budget includes a 22.2% cut in funding for Hispanic Serving Institutions;
and a 35.7% cut in funding for Historically Black Colleges.

1) What impact do you think the Department of Education FY 09 budget will have
on our children and students in the US?

Arnswer: What we know from decades of careful research is that public investment in the
health and education of our children, particularly young children, is one of the wisest
investments our nation can make. Children who do not have access to good health and
nutrition programs, high-quality school programs, and adequate care in after school
programs do less well in school and in life after school. These children are more likely
to require expensive remedial education, repeat a grade, suffer from child abuse and
neglect, become teenage parents, drop out of school, and be engaged in juvenile crime.
In terms of government budgets, these proposed cuts in the Department of Education
are likely to be penny wise but pound foolish. That is, they may save us small amounts of
money in the short-run but force us to expend much larger sums over time as we will
have to spend more money on expensive remedial education, child welfare, and the
juvenile justice system.

2) Do you think that these severe cuts in much needed education programs will
impact our student’s ability to move into higher education, compete, and get good
jobs that will allow them a decent standard of living?

Answer: Children with inadequate access to good health and nutrition programs, high-
quality school programs, and after school programs are more likely to drop out of
school and less likely to graduate from high school and attend college. Once these
children enter the labor force their employment rates and incomes will be lower, along
with the taxes they will eventually pay back to society. As aduits they will be more likely
to engage in criminal activity. Thus, the consequence of inadequate public investment in
education is more poverty and crime and a weaker, less globally competitive economy
with less skilled workers earning lower incomes.

Living Wage

2
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You are familiar with the term “living wage” ~ is that correct? Yes.

Possible definition:
A wage that sustains a standard of living: a wage that will allow a worker to support a family
in reasonable comfort; or

A wage sufficient to provide the necessities and comforts essential to an acceptable standard of
living.

1) What is your definition of a living wage?

Answer: A living wage is the amount a full-time worker would need to earn to support a
family at or slightly above the federal poverty line. In other words, a living wage is
roughly equal to what a full-year, full-time worker would need to earn to support a
family of four at the poverty line (820,650 a year, or about $9.90 an hour, in 2007). It
may be reasonable to set a living wage rate equal to 130% of the poverty line, which is
the maximum income a family can have and still be eligible for food stamps. The
rationale behind these definitions of a living wage is that jobs should pay enough so that
Sull-year, full-time workers and their families do not need government assistance to
obtain the necessities and comforts essential to a life-style free of poverty.

2) Do you think that paying employees in the Unites States a living wage would be
beneficial to the overall economy?

Answer: Yes, a living wage would provide several important benefits to the overall
economy. A living wage would significantly reduce poverty and all of its negative
attendant consequences such as poor health and crime. In addition, a living wage would
improve the quality of life of millions of workers and their families, thereby promoting
economic development. Finally, a living wage would reduce income inequality by
helping to reverse the downward trend in wages for low-wage earners. Wages for the
lowest-paid 10% of workers fell between 1979 and 2007. During the same time period
the number of jobs in which wages were below what a worker would need to support a
family of four above the poverty line grew. '

Investing in People

It is clear to many of us on this committee that we as a nation reap huge dividends when
we invest in our people, whether through workforce initiatives, healthcare or education
programs. The money we invest at the federal level is repaid back many times over in
terms of sustained economic growth.
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1t is also clear to many of us that our nation is at a critical juncture in history. We face
many challenges as a nation in terms of globalization, outsourcing, and an aging
population and infrastructure.

1) How then would you rate the Bush budget in terms of these two guiding criteria,
and how would you differently allocate federal spending to get the best return on
our investments to meet the future challenges we will face as a nation?

Answer: The Bush budget is failing to address our nation’s long-run economic
challenges. By under-investing in the healith and education of our greatest asset, the
American people, we fall short of maximizing the skills of our workforce thereby
undermining our global economic competitiveness, and diminish our capacity to
maintain the solvency of our public health care and retirement benefit programs such as
Medicare, Medicaid, and Social Security. To get the best return on our public
investments we should be spending more on high-quality early childhood education
programs. In particular, we should enhance and extend federal programs such as Head
Start and share in the cost of providing for state prekindergarten programs. Investments
in high-quality prekindergarten programs are likely to generate benefits that eventually
exceed the costs of the programs by margins of more than 12 to 1. Thus, the United
States should be investing in high-quality early childhood education programs to
improve the quality of life of millions of our children, make the workforce of the future
more productive, strengthen the economy, reduce poverty, decrease crime, and provide
Sfuture budget relief.
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March 6, 2008
Responses to Questions from Rep. Barbara Lee
Harry J. Holzer
1. People of Color and Unemployment

I am concerned that the Bush Administration’s budget proposals for FY 2009 might
cause serious harm to people of color in the U.S.

The Administration calls for major cuts in programs at the Departments of Labor,
Education and HHS. These programs serve lower-income people, among whom people of
color are no doubt disproportionately represented. These include the cuts to WIA
training, the Community Services and Social Services Block Grants, and Career and
Technical Education by the states. Of course, many of these programs have already been
slashed over the past seven years, especially after controlling for inflation and economic
growth. -

2. Living Wages

I have no particular definition of a “living wage.” It is always tricky to define one,
especially since what is necessary for a comfortable standard of living for a family will
depend heavily on the size of the family, and on how many earners are in the family, and
whether or not they work full-time or full-year.

In general, I would love to see everyone in the US earn a living wage. But I don’t think
this can be simply mandated by the government. Wage payments to workers have to be in
line with the productivity that employers anticipate by hiring them. If employers perceive
that at least some of these workers have might have insufficient productivity to justify
these high wages, their employment rates might suffer accordingly.

To date, many cities and counties in the U.S. have passed living wage ordinances that
cover municipal employees and those who work for companies receiving municipal
contracts and/or financial assistance from municipalities. These ordinances generally
cover very small numbers of people, and so their impacts might be positive but they are
always very modest. If they were extended to cover many more workers, I would begin to
worry about possible effects on employment or municipal services.

Having said this, I do favor modest or moderate increases in the federal minimum wage,
along the lines of what was enacted into law in 2007.

3. Investing in People

I agree that, given the challenges we face as a nation over the coming years and decades
(including globalization, offshoring, aging population and infrastructure, etc.), we should
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be investing considerably more than we do in the productivity of our workers. Given the
costs of low productivity to the US economy (as outlined in my testimony on 2/26/08), it
is very costly to our economy when we fail to make such investments.

The Bush budget for FY 2009 fares very poorly in my judgment, according to these
criteria. It shortchanges critical programs in education and job training that likely
contribute to worker productivity, especially among the disadvantaged. It proposes many
further cuts on top of those already administered over the past seven years and earlier.

If one believes that these programs are not cost-effective from a social point of view, then
there might be some justification for cutting them. But many of the programs funded in
the areas where cuts are proposed have been rigorously evaluated and are surprisingly
cost-effective. In other cases we don’t have sufficient evidence to make this judgment,
but at a minimum funding should be maintained (or increased) while we generate more
evidence of what does and doesn’t work and then reallocate accordingly.

If it were up to me, I would spend considerably more on education and training in these
budgets, with appropriate incentives for performance, and I would finance these increases
either with somewhat reduced spending elsewhere in the budget or with higher taxes on
our wealthiest Americans.
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People of Color and Unemployment

I am concerned about the impact of the Administration budget on people of color in the
United States. According to the Bureau of Labor Statistics, in January, the:

National unemployment rate was 4.9%

African American community 9.2% - almost double
Hispanic or Latino community 6.3%

Asian community 3.2%

1) What impact do you think the Administration budget will have on people of color in
the United States? '

Although the budget does propose some increased funding for programs such as the Advanced
Placement Incentive Program (APIP)—which we believe would have considerable positive
impact on students of color because of the program’s focus on expanding access to AP courses in
low-income communities—we are nevertheless concerned with proposed cuts to several
programs, including:

* Aid to historically Black colleges and aid to Hispanic-serving institutions.
» Supplemental Educational Opportunity Grants and Perkins loans.
e The LEAP program.

The budget does propose increases in Pell Grants, although not as large as many people
would wish. We are pleased with the increase for next year that was negotiated by the
House, Senate and White House, but we definitely will be advocating for more Pell Grant
funding in the future, because the overall purchasing power of the Pell Grant has declined
over the past 20 years. For example, in 1986-87, the maximum Pell Grant covered 52
percent of average tuition and fees and room and board at public four-year colleges and
universities, and 21 percent at the average private four-year institution. These figures had
declined to 32 percent and 13 percent, respectively, by 2007-2008.

Proposed cuts in the Administration’s budget for career and technical training at community
colleges would also be likely to fall disproportionately on students of color, and this has the
potential to negatively impact employment rates in the future.

Living Wage

You are familiar with the term “living wage” — is that correct?

Possible definition:
A wage that sustains a standard of living: a wage that will allow a worker to support a
family in reasonable comfort; or

A wage sufficient to provide the necessities and comforts essential to an acceptable
standard of living.
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1) What is your definition of a living wage?

2) Do you think that paying employees in the United States a living wage would be
beneficial to the overall economy?

This is a complicated issue on which the College Board does not take a formal position. We are
in absolute agreement that all people should be paid a living wage according to the definitions
you have outlined, and we are supportive of efforts to increase the minimum wage.

Investing in People

It is clear to many of us on this committee that we as a nation reap huge dividends when we
invest in our people, whether through workforce initiatives, healthcare or education
programs. The money we invest at the federal level is repaid back many times over in
terms of sustained economic growth.

It is also clear to many of us that our nation is at a critical juncture in history. We face
many challenges as a nation in terms of globalization, outsourcing, and an aging population
and infrastructure.

1) How then would you rate the Bush budget in terms of these two guiding criteria,
and how would you differently allocate federal spending to get the best return on
our investments to meet the future challenges we will face as a nation?

The budget does acknowledge the need for increased federal support of higher education,
advocating a higher Pell Grant maximum and maintaining TRIO and Gear Up. However, the
Pell increase is funded at least partially by proposed elimination of other student aid programs,
including SEOG and Perkins Loans. The Perkins career and technical education funding for
community colleges is cut in the budget, although some other retraining money is proposed.

One proposal that sounds good (but would be unlikely to be very effective) is tax credits for 529
savings contributions for low- and moderate-income (not defined) parents. Of course, these
citizens are unable to accumulate substantial savings, so the plan is not likely to be very helpful.

At the K-12 level, we would advocate strongly for increases in support for teacher professional
development, dropout prevention, increased counseling services, and a commitment to more
rigorous academic standards. In particular, the Coliege Board is actively advocating in support
of new funds for the following initiatives:

o Through a combination of federal, state and private funds, an immediate 15 to 20
percent hike in teachers' salaries (and rising to 50 percent in the foreseeable future),
with provisions for an 11-month contract and a differential pay system based on
teaching at the most challenging schools, shortages in specific disciplines, and
outstanding teaching.

o Increased support for hiring new middle and high school fevel counselors, aimed at
reducing the student-counselor ratio; and increased support for professional

2
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development for counselors that focuses on creating a college-going culture in every
school.

e Additional funding for teacher, counselor and principal professional development that
focuses on increasing academic rigor in all classrooms and on providing the necessary
support for students to excel in more rigorous environments.

¢ Increased support for community colleges, including a federal commitment to invest in
new facilities (to be matched by states and local communities).

As noted in our testimony, we strongly believe that increased federal support should be
considered for programs that increase.college access and success for many more U.S. citizens.
Students who attend institutions of higher education obtain a wide range of personal, financial,
and other lifelong benefits; likewise, taxpayers and society as a whole derive a multitude of
direct and indirect benefits when citizens have access to postsecondary education. Accordingly,
uneven rates of participation in higher education across different segments of U.S. society should
be a matter of urgent interest not only to the individuals directly affected, but also to public
policymakers at the federal, state, and local levels.



304

Congresswoman Barbara Lee
LHHS Subcommittee Overview Hearing titled, “Opportunities Lost and Costs to Society:
The Social and Economic Burden of Inadequate Education, Training and Workforce
Development,”

Tuesday, February 26, 2008

Questions for the Record — Responses from Dr. William Spriggs

People of Color and Unemployment

I am concerned about the impact of the Administration budget on people of color
in the United States. According to the Bureau of Labor Statistics, in January, the:

National unemployment rate was 4.9%

African American community 9.2% - almost double
Hispanic or Latino community 6.3%

Asian community 3.2%

1) What impact do you think the Administration budget will have on people of
color in the United States?

Given the difficulties in the labor market of the last two recessions, it would not
be unreasonable to assume that the national unemployment rate will rise to the
range of 6.3 t0 6.7 percent. That would mean that the unemployment rate in the
African American community would end up near 13 percent, and around 9
percent in the Hispanic community.

The Administration’s budget, and the stimulus package, ignore the strain a
prolonged weakness in the labor and housing market would play on state and
local governments. Primarily, the strain will be felt deeply in the African
American community with the limits states will be forced to take on the SCHIP
and Medicaid programs that provide a very disproportionate share of health
insurance for African American children. States will also be strained in
supporting state colleges and universities and community colleges, which will
put pressures on those schools to make up for lost revenues with higher tuition
costs. Community colleges provide a disproportionate share of the education
opportunities for African American students beyond high school.

The lack of extended unemployment benefits will greatly affect African -
Americans who tend to have longer spells of unemployment, and are more
likely to exhaust regular unemployment benefits; particularly during a
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recession, the African American unemployment rate is higher than the national
average because it is harder for unemployed African Americans to find jobs.
The unemployment rate for African Americans is stays at roughly twice the
national unemployment rate regardless of educational attainment or job
experience, so the gap is far more likely the cause of hiring discrimination than
issues of less skill.

The current impasse on adequately addressing the housing crisis will also have
a disproportionate impact on African American and Hispanic households. Both
African American and Hispanic households have been disproportionately
harmed by the sub-prime mortgage crisis, having continued to suffer
discrimination in access to conventional home lending. Currently, African
American homeownership has returned to its level of before the Bush
Administration took office, and is likely to fall back to its level of the mid-
1990s before this crisis ends, meaning this will be the largest loss of African
American wealth since the Great Depression.

Living Wage

You are familiar with the term “living wage” — is that correct?

Possible definition:
A wage that sustains a standard of living: a wage that will allow a worker to support a
Jamily in reasonable comfort; or

A wage sufficient to provide the necessities and comforts essential to an acceptable
standard of living.

Yes. A “living wage,” as defined by many local ordinances, sets a wage for public
contractors to pay their employees to insure that a full-time worker would be above the
federal poverty line, sometimes as much as 30 percent above the poverty line.

A related concept is that of family budgets. Family budget guidelines examine local
living costs to determine how much income it would take to provide moderately priced
safe housing, quality day care, health insurance, food (based on the cost of preparing food
at home for a family of four, as opposed to the base for the federal poverty threshold
which was an emergency level food budget), transportation, basic living expenses
(telephone service, clothes, personal care. banking fees, school supplies,etc.) and taxes.
Family budgets are often twice the federal poverty line.

1) What is your definition of a living wage?

I think that employers should pay a wage that would at least let a full-time
worker support a family of three above the federal poverty line.
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2) Do you think that paying employees in the Unites States a living wage
would be beneficial to the overall economy?

I think that it is essential that all employees in the United States have a wage floor
to insure that a full-time worker can accept the responsibility to support their
family. This will lower labor turnover rates among low-wage employers, it will
stabilize low-wage neighborhoods and lead to greater employment opportunities in
those neighborhoods as a result of small businesses that will be more sustainable in
those neighborhoods, and greatly reduce child poverty rates. Higher wages for
low-wage workers will lower public expenditures designed to support the
consumption of low-wage workers—food stamps, housing subsidies, reduced and
free lunch, etc.

Investing in People

It is clear to many of us on this committee that we as a nation reap huge dividends

when we invest in our people, whether through workforce initiatives, healthcare or
education programs. The money we invest at the federal level is repaid back many
times over in terms of sustained economic growth.

It is also clear to many of us that our nation is at a critical juncture in history. We
face many challenges as a nation in terms of globalization, outsourcing, and an
aging population and infrastructure.

1) How then would you rate the Bush budget in terms of these two guiding
criteria, and how would you differently allocate federal spending to get the
best return on our investments to meet the future challenges we will face as a
nation?

[ think the Bush budget rates a failing grade for insuring that we have adequate investment in our
people. It fails to recognize the people of America as a shared and common resource. When we
have a large pool of skilled workers it allows American companies to grow easily without
forcing wage inflation—simply bidding up the salaries of small number of higher skilled
workers. and avoids the necessity to out-source jobs to find skilled workers. Education and
training have positive externalities (benefits to society that are greater than those received by the
individual), and as such, unless we intervene at the societal level to reduce costs of acquiring
skills and training, we get individuals investing in less skill and education than would optimal for
society. In a globally competitive world, this means that our investment level in education, skill
and training must be at ever higher levels. For years, the United States could rest on having built
a work force that almost universally had completed high school compared to most nations where
universal elementary and secondary education were rare. But. today. that level of education is no
longer unique to the United States. To get our previous relative advantage in maintaining a high



307

skilled work force we will have to extend our goal to having a work force that is almost
universally college educated.

Generally speaking, the Bush budget under-invests in the United States, in skills and in physical
infrastructure. I would not waste as much on tax cuts, which will lower national savings and
investment, and put that money into higher investments in skills and infrastructure to keep
America competitive. :
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Mr. OBEY. We are missing one witness, but I think we will get
started anyway.

As I have noted several times before in these hearings, we are
taking a lot of testimony. We will be having a lot of debate and dis-
cussion about where we ought to be putting our money in terms of
programs under the jurisdiction of this Subcommittee, and that dis-
cussion usually takes place in terms of what does it cost to do this,
what does it cost to do that, what does it cost to do that. We do
not very often have a focus on what it costs not to A, B, or C, and
that is basically what I want to get into today.

We have a lot of subjects before this Subcommittee. One of them
that I am most interested in is the question of access to health
care. I do not care about people’s political theology. I do not care
whether health care services are delivered at the local level, State
level, Federal level. I do not care. I could care less if we have a sys-
tem that is seen as largely a government-oriented system or a pri-
vately-oriented system.

What I care about is whether every blessed human being in this
Country has access to the health care they need without sweating.
So we have a number of witnesses here today, I think, who can
walk us through the cost of not meeting these needs.

There is one other aspect that I would like to focus on, because
I believe that regardless of what the rhetoric is in the Congress or
in this town, I believe that whoever is elected president next time
is going to have no choice but to deal with the question of universal
health care, and if that is the case, then the question is since we
do not have jurisdiction over that issue—but we do have respon-
sibilities with respect to a large variety of health programs in this
bill—the question is what efforts should we be focusing on, what
programs should we be focusing on; what programs should we be
expanding or changing in order to try to prepare the health care
system for the day when we will have universal coverage and uni-
versal meaningful access.

So that is basically what I want to talk about today.

(309)
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Before I call on our witnesses, let me simply ask Mr. Walsh for
any comments he might have.

Mr. WaALsH. Thank you, Mr. Chairman. Thank you for holding
this hearing. I very much appreciate your comments regarding uni-
versal health insurance, universal access to health care. I think
that you are right, I think whoever is the next president will need
to deal with this in a realistic way during the campaign and as
president, and I think it is a debate that the Country is ready for.

I very much appreciate the opportunity to hear from our wit-
nesses today, all from the different perspectives on health care and
access to health care. I think your views are very important to us
in our consideration of this important issue.

I do note that Dr. Chollet has a degree from Maxwell School at
Syracuse University, which is a great school. It is the number one
school of citizenship and governance in the Country. My son has
a degree from there also, for which I am very proud.

So we welcome you today and

Mr. OBEY. What a case of rampant conflict of interest. [Laugh-
ter.]

Mr. WALSH. She was not my witness, Mr. Chairman, but I am
delighted that she is here.

This is a key issue for us going forward, and we welcome your
testimony and look forward to asking a few questions and delving
into your expertise.

Thank you, Mr. Chairman.

Mr. OBEY. Thank you.

Dr. Jeanne Lambrew is a professor at the Lyndon B. Johnson
School of Public Affairs at the University of Texas at Austin; Dr.
Deborah Chollet is Senior Fellow at the Mathematica Policy Re-
search; Mr. Greg Nycz—in the interest of full disclosure, I should
confess that I have known Mr. Nycz for many years. I regard him
as a good friend—he is Executive Director of the Family Health
Center at Marshfield, Wisconsin; and we do not have him here yet,
but I expect he will be here shortly, Richard Popper, Executive Di-
rector of the State of Maryland Health Insurance Plan.

So let me ask each of you—we will put your statements in the
record—if you would summarize your statements, then we will get
to the questioning.

I want to begin with you, Dr. Lambrew.

Ms. LAMBREW. Chairman Obey, Ranking Member Walsh, and
other members of the Committee, I thank you for the opportunity
to testify today on expanding access to health care. I do need to
apologize; I lost my voice. I sound worse than I feel, but I will try
to get through this. And I also have some figures I will be referring
to that are in my submitted statement.

I also want to thank you for your contributions to improving the
health of vulnerable Americans. Your jurisdiction over programs
that have served as a literal lifeline to people have really made a
difference, the access in our Nation, and I also think it is com-
mendable that the way you are looking at the broader issues of
health access today.

What I would like to do in my testimony is review the evidence
that suggests that health reform should be at the top of the next
Congress’s agenda. I will do that by looking at a snapshot of the
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system, looking at trends, reviewing the research and the implica-
tions of our broken systems. In addition, I will offer several obser-
vations about solutions that are being considered.
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Ms. LAMBREW. But, to start with, nearly one in five of all Ameri-
cans reports some sort of access problem, meaning that they cannot
access health care because of cost. This largely results from lack of
health insurance coverage. We have 47 million Americans who lack
health insurance at a point in time, but to put this into perspec-
tive, as you can see in Figure 1 in the testimony, that is more than
the whole population of the West Coast of the United States, it is
more than the population of Canada, and it is double the number
of people who have diabetes in this Nation. It is a large problem.

[The information follows:]
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Ms. LAMBREW. But even looking at those statistics is misleading
and kind of understating the problem. As you can see in Figure 2,
fully one out of three Americans, 82 million Americans, has some
gap in coverage over the course of two years; and even having a
small gap in coverage means a person behaves more like an unin-
sured person than an insured person in terms of their access pat-
terns.

[The information follows:]
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Ms. LAMBREW. While it is a common problem, we also know that
there are patterns among the uninsured. Age matters. When you
look at Figure 3, which kind of shows your insurance status from
age and the different types of insurance, we see that Medicare does
provide universal coverage for our seniors. We have virtually no
uninsured seniors. Look at the other end of the spectrum. We have
very few uninsured children. Clearly, 9 million uninsured children
is a lot, but the rate of uninsured children is less than that of any
other non-elderly population.

Young adults have the highest uninsured rate, primarily because
they are losing access to their family coverage and they experience
significant work transitions. And then we see older adults who are
not yet eligible for Medicare have a low uninsured rate, but they
are at risk for all sorts of health problems and cannot easily access
health coverage when they need it.

So we have age patterns. We also have work patterns. What we
do know is that, contrary to popular perception, about four in five
uninsured Americans are in working families. About 83 percent of
people who have access to employer-based insurance enroll in it,
but we see a lot of people who do not have access to employer-
based coverage. Why is that? Part of it is because small firms are
not likely to offer health insurance coverage. Only 45 percent of
firms with fewer than 10 employees offer health insurance today.

Firm type matters as well. As you can see in Figure 4, we have
different patterns. Retail firms are much less likely to offer health
insurance coverage than manufacturing or State or local govern-
ments.

In addition to work and the work patterns we see in our unin-
sured problem, we also have income patterns. About two-thirds of
our uninsured Americans have income below 200 percent of the
poverty threshold, which is about $21,000 for a family of four. Only
about 36 percent of low income workers have ever even been of-
fered health insurance, even though they are more likely to take
it when they get it, and they have few affordable options in the in-
dividual market. So we all know income matters in our health in-
surance system.

But before I kind of turn to the trends, I do want to say un-insur-
ance is one problem, but under-insurance is another one. Because
the costs of premiums and health care cost sharing have risen fast-
er than wage growth, we see that about 16 million people are
under-insured, meaning they are paying a large fraction of their in-
come out of their pocket even though they have a health insurance
card. This is a big problem for personal bankruptcies. We know
that in 2001 about half of all personal bankruptcies were caused
by medical debt.

[The information follows:]



318

SO0T ‘@1NAsuU| uegdn “je 18 Ssquinig :9onos

djueunsuj jo adAj
paJnsuiun dnoin-uonN Johojdwiy Jljgnd

%S %8v

Z20-0002 ‘dWwodu] JO Juddidd
V SV dulieys 1S0) g swniwalid

)9IS PUe 1004 3Y3 JO 5150) Yi|eaH

S 24n3i4



319

Ms. LAMBREW. In addition, when you look at Figure 5, you see
that when we look at people who are in the individual market who
have low income and high costs, they are paying as much out-of-
pocket as uninsured people. Their health spending comprises about
50 percent of their income, which is pretty startling for somebody
who actually has health insurance.

[The information follows:]
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Ms. LAMBREW. So looking at these grim statistics, people wonder
is it getting better or worse. Unfortunately, we see in Figure 6 that
we have had a significant growth in our uninsured population. The
number of uninsured Americans has growth at a rate that is three
times that of population growth and seven times that of job growth.

We also have seen that the profile of the uninsured has changed
recently. Almost all of our uninsured growth is amongst adults, not
children, and that is thanks to the children’s health insurance pro-
gram and Medicaid that have served as a Safety Net.

[The information follows:]
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Ms. LAMBREW. In addition, we have seen the uninsured kind of
creeping into the middle income distribution. When you look at Fig-
ure 7, you can see—and it is a little bit of a complicated chart—
that we are seeing kind of constant growth of the uninsured
amongst medium-and high-income people; was, the low-income pop-
ulation kind of ebbs and flows with the economy, depending on how
we are doing. So we actually can anticipate, with the economic
downturn, we will see more low-income uninsured, but t has been
a steady erosion of coverage among middle-income Americans.

Why is this happening? We all know it is because employer cov-
erage is declining. The rate of firms offering coverage has dropped
from 69 percent to 60 percent just since the year 2000, more pre-
cipitous decline among small firms. This is because costs are climb-
ing. Again, since the year 2000, we have seen premiums cumula-
tively increase by 98 percent; was, wages have only grown by 22
percent, eating away at our wage base as well as diminishing our
employers’ competitiveness.

[The information follows:]
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Ms. LAMBREW. Looking at patterns across States, you see one
State and we see patterns across all States, but the uninsured pop-
ulation is concentrated primarily among low-income States; not a
surprise when health insurance is so expensive. So if you look at
the map that we have shown you on Figure 10, what we see is we
have lot of uninsured people in the South and Southwest. Being
from Texas, we have the highest rate of uninsured in the Nation,
and you can see it is partly because of the job structure: fewer
manufacturing jobs, more service industry jobs, more part-time
work.

[The information follows:]
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Ms. LAMBREW. In addition, we cannot correlate that with high
health care costs. The next chart shows that we basically have dif-
ferent patterns for high health care spending. We have higher
health care spending in the Northeast primarily, with a swath kind
of in the middle part of the Country. How does that relate to
things? We know that there are higher costs of living and higher
aging populations in those States.

But it does not quite correlate with everything else we think. We
do not have a good relationship between costs and quality. So, for
example, even though you can see high costs areas in the North-
east, we do not necessarily see better outcomes in the Northeast.
So we have a cost problem that is in a different place than our un-
insured problem.

But if you look at the third map on Figure 12, what we see is
that when we look at cost growth the whole Nation is affected. We
really kind of see that every State has this problem of high health
care cost growth, so the States that are low now are going to catch
up to the other ones quite quickly.

Before talking about the consequences of these patterns, though,
I have to say that racial variation is as important as geographic
variation. We have large serious racial disparities in our coverage
patterns so that we know that African-Americans are uninsured at
a rate of 22 percent and Hispanics at a rate of 36 percent compared
to 13 percent for white Americans. This contributes, but does not
fully explain, why we have racial disparities in our health system.

Why do these statistics and trends matter? We know that being
uninsured is associated with worse access. Uninsured people are 25
percent more likely to report delaying or foregoing needed care. We
know that about 22,000 people die each year because of lack of
health insurance. To put that into perspective, that is more than
the number of homicide deaths in the U.S. in the same year. We
also know it affects health and financial security; that it is a family
problem, it is a business problem. We know it is an economic prob-
lem. Having these uninsured people diminishes our economic pros-
perity by $65,000,000,000 to $130,000,000,000 each year.

But I do want to say, as I think Chairman Obey indicated, that
access to coverage is important, but it is not sufficient, because we
do need to have high quality coverage and a Safety Net that makes
sure that people can get access to the care that they need. We are
lacking an adequate supply of primary care providers, as this Com-
mittee knows. For example, between 1997 and 2005, the number
of medical school graduates entering family practice dropped by 50
percent.

We also have non-financial barriers to access that persists, any-
where from lack of information about when and how to access the
system to subtle forms of discrimination that still pervade our sys-
tem. So a health reform plan designed to improve access should
start with expanding coverage and improving efficiency, but cannot
end there. It really has to do more to succeed in promoting access
to valuable health care.

I will end by just making three comments about the solutions
that are out there. Clearly, we are hearing a lot about health re-
form in this particular presidential election, but I think it is also
something that the Congress has consistently put on the table
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every year, including members of this Committee. Rather than dis-
cussing these ideas in depth, I think there are three comments that
I would make for each of these proposals.

One is that it is important to recognize we cannot address one
without the other. We have to address the costs and quality of ac-
cess problems simultaneously because, if we do not address costs,
the access problems will persist.

Second, we really have to look at, probably, national solutions.
States have and can provide us with frameworks and feasibility of
different ideas and solutions. They really are responsible for local
quality and kind of innovation. At the same time, we have to recog-
nize the fact that we cannot construct an effective and efficient sys-
tem State-by-State. There are different challenges that the States
face, both structural—like balanced budget requirements—as well
as challenges that Deborah Chollet will talk about. It also, going
State-by-State, tolerates similar inequality. If we have more unin-
sured people in low-income States, by definition those low-income
States cannot do much about them. So if we are really going to try
tackling this problem, we have to do it nationally.

I will say, lastly, that in this time of debate—and I think, Chair-
man Obey, you said this at the start—we cannot let the perfect be
the enemy of the good. There are solid ideas out there that can be
crafted. I think we see a lot of commonality among some of the pro-
posals that have been put on the table. But, most importantly, I
think that the need for action is now.

So I will stop, and thank you again for the opportunity to testify.

[The information follows:]



329

Testimony

Hearing on Access to Health Care

Jeanne M. Lambrew, PhD
Associate Professor
Lyndon B. Johnson School of Public Affairs

University of Texas at Austin

Senior Fellow
Center for American Progress

Before the
Subcommittee on Labor, Health and Human Services, and Related Issue

Committee on Appropriations
United States House of Representatives

March 5, 2007



330

I thank you for the opportunity to testify on expanding access to health care. This Subcommittee
has jurisdiction over programs that have served as a literal lifeline for millions of Americans,
These activities range from immunizing children to distributing AIDS drugs to placing health
workers in underserved communities. Your interest in the broader context within which these
programs operate is commendable and consistent with a record of advancing the nation’s health.

The evidence suggests that health reform should be at the top of the policy agenda. In this
testimony, I will review this evidence by offering a snapshot of the system, a description of key
trends, and a review of the research on the implications of our broken health system. In addition,
I will offer several observations on the solutions that are being debated.

But before doing so, I want to note that you are in good company in focusing on this challenge.
Economists from the Congressional Budget Office (CBO), the Governmental Accountability
Office, and most major think tanks agree on the imperative of tackling the health system
problems. The Director of CBO recently noted, “No other single factor will exert as much
influence over the federal government’s long-term fiscal balance as the future growth rate of
costs in the health care sector.”' Addressing health costs requires addressing access, as another
economist observed: “Covering nearly all Americans is a precondition for effective measures to
limit overall health care spending.” This is echoed by business leaders ranging from the CEOs
of General Motors to Wal-Mart and organizations from the Business Roundtable to the National
Federation of Independent Businesses. Patient groups have picked up the refrain. For example,
the American Cancer Society has dedicated its entire advertising budget this year to ads on the
importance of coverage. And, public opinion is strong: addressing health care is a top, if not the
top, domestic policy priority among voters.

Snapshet

Nearly one in five of all Americans reports needing health care but not being able to access it due
to cost.> This largely results from lack of health insurance. About one in six Americans lacks
health insurance at a point in time. To put this into perspective, 47 million uninsured Americans
is double the number of people with diabetes. It is also more the number of people who live on
the entire west cost of the United States or in Canada (Figure 1). This estimate does not capture
the all the people affected by gaps in coverage. Looking over a two-year period, a government
study found that 82 million — one-third — of all non-elderly Americans experienced a gap in
coverage (Figure 2). Research suggests that access for people with short gaps in coverage is
more similar to the long-term uninsured than insured population.

Even though the lack of coverage is common, certain populations are at greater risk of being
uninsured than others. Health coverage varies by age (Figure 3). Medicare provides universal
coverage for our nation’s seniors, while Medicaid and the State Children’s Health Insurance
Program (SCHIP) have given children the second-lowest rate of uninsurance. Young adults have
the highest uninsured rate, largely because they experience significant work and family
transitions. While older adults have a relatively low uninsured rate, they face a different risk.
They have less employer-sponsored insurance and greater difficulty accessing affordable
insurance in the individual market.
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Contrary to popular perceptions, about four in five uninsured are in working families. The
majority of people with access to employer-based health insurance — 83 percent — enroll in it.
However, this access to job-based health insurance depends on a number of factors. Only about
45 percent of firms with three to nine workers offer health benefits compared to 99 percent of
those with 200 or more workers.* The type of firm affects is health benefits as well as its size.
Firms in the retail industry are half as likely to offer health insurance as state and local
governments (Figure 4). While manufacturers were one-third more likely to offer health benefits
than service industry employers, service-providing industries are projected to generate
approximately 15.7 million new jobs over the 2006 to 2016 period. Goods-producing industries
are expected to experience overall job loss during this same period.® In addition, part-time and
temporary workers are less likely to have job-based coverage. The uninsured rate among part-
time workers — 29 percent in 2006 — was the same as that of non-workers.®

People’s insurance status is related to their income. About two-thirds of the uninsured have
income below 200 percent of the poverty threshold ($21,200 for a family of four in 2008),”
Low-income workers are less likely to be offered health insurance. Only about 36 percent of
low-wage firms (defined as having 35 percent or more of workers earning $21,000 or less
annually) offered health benefits, nearly half the rate of firms with higher-wage workers.?
Additionally, when offered it, low-wage workers are less likely to take it up. The alternative,
purchasing coverage in the individual (i.e., non-group) market, is infrequently used by low-
income people. Only from four to 11 percent of low-income people without access to job-based
coverage or public programs purchase individual coverage.’

It is also important to recognize that “under”-insurance has become a serious problem along with
uninsurance. The family share of premiums plus cost sharing have been rising faster than
inflation, causing access problems for some. Researchers generally consider people under-
insured when their health spending comprises a large fraction of their income (e.g., greater than
10 percent). One study found that 16 million Americans face serious medical costs even though
they have insurance.'® Half of all bankruptcies in 2001 were caused, in part, by medical debts,
which averaged nearly $12,000. Three-fourths percent of those bankrupted by medical debt had
health insurance at the start of their illness or injury.!! In addition, a recent study that examined
health spending for low-income and high-cost people found that people in the individual market
spent as much on health care as a percent of their income as did the uninsured (Figure 5). 12

Trends

These grim statistics result from several years of deteriorating access and climbing costs.
Between 2000 and 2006, the number of uninsured Americans rose by six to seven million - ata
pace three times that of population growth and seven times that of job growth (Figure 6), The
uninsured rate today is higher than it was in 1993, the last time that the nation engaged in a
debate over health reform. But, the profile of the uninsured population has changed. Until
recently, all of the growth in the uninsured has occurred among non-elderly adults. Medicaid
and SCHIP have decreased the rate of uninsured children in the last decade. In addition, the
income distribution of the uninsured is shifting. During the recession from 2000 to 2004, the
growth in the uninsured primarily grew among low-income Americans. However, from 2004 to
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2006, this growth has occurred among higher-income Americans (Figure 7). This makes the
problem harder to solve.

A main reason for the rise in the uninsured is the fall of employer-sponsored insurance. The
proportion of firms offering health insurance dropped from 69 to 60 percent between 2000 and
2007, with even more rapid declines occurring among small businesses (Figure 8). The
proportion of non-elderly Americans covered through employers declined from 67.8 to 63.0
percent between 2000 and 2006." Dependent coverage has also been declining although public
programs have prevented this from resulting in an increase in the rate of uninsured children.
Workers with low-income have been particularly hard hit by the erosion of employer coverage.
Between 2001 and 2005, employer-based coverage rates dropped from 37 to 30 percent among
the poor and 59 to 52 percent among the near-poor.™*

The deterioration of employer coverage is largely a response to the rapid rise in health costs.
Since the year 2000, employer-based insurance premiums have cumulatively risen by 98 percent,
five times higher than wage growth (Figure 9). If trends persist, health benefit costs of Fortune
500 companies could exceed their profits this year. 15 Health costs are a percent of our gross
domestic product rose from 13.8 percent in 2000 to an estimated 16.6 percent this year. If trends
persist, CBO estimates that the fraction of the economy dedicated to health spending will be 25
percent in 2025 and 49 percent in 2082,

Differences Across States

Both the snapshot of health coverage and costs as well as the trends vary by state. There is no
simple pattern to state variation. In general, states with lower-than-average income have higher-
than-average uninsured rates (Figure 10). These tend to be concentrated in the south and west.
Such states also tend to have more jobs in the service, agriculture, and other industries that are
fess likely to offer health benefits than manufacturing or government jobs. State resources,
delivery systems, and political cultures also affect the uninsured rate. Some states invest in
public hospitals and clinics while others use Medicaid and SCHIP to ensure access.

States with high uninsured rates are generally not those with high health care spending per capita
(Figure 11). High spending is partly driven by underlying variation in the cost of living, which
tends to be higher in the north east. It also reflects demographics; states with higher-than-
average senior populations tend to have higher health spending per capita as well. However,
research has documented that there is no strong correlation between cost and quality. In fact,
there is some evidence that some outcomes in high-cost areas are worse than those in low-cost
areas.'” This point-in-time pattern on health care costs masks the breadth of the cost problem.
High average annual growth in health costs extend to states across the country (Figure 12).
Explanations for why some states have experienced spending growth that is even faster than the
already-high national average are hard to find.

It is also important to look at variation within states to get an accurate picture of the coverage
challenges. People who live in rural areas away from cities are less likely to have job-based
insurance and more likely to have low income, explaining why their uninsured rate is
significantly higher.'® They also face physical barriers to care: access is impeded in areas with
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few health care providers. Similar problems exist in certain urban areas. The increase in the
uninsured has strained public hospitals and clinics. The same holds true for emergency
departments in hospitals. Between 1994 and 2004, emergency department v1stts rose by 26
percent while the number of emergency departments dropped by 9 percent. '

Lastly, geographic variation pales in comparison to the racial variation in heath outcome and
coverage. Compared to whites (12.6 percent), the uninsured rate for African Americans is nearly
twice as high (21.8 percent) and for Hispanics is nearly three times as high (35.7 percent)

This contributes to — but doesn’t fully explain — the lower use of preventlon delayed use of
needed care, and worse outcomes for racial and ethnic minorities. u

Consequences

These statistics, trends, and patterns help describe the landscape for access to care in this
country. They do little to explain why it matters. A decade’s worth of research since the last
health reform debate underscores the value of health coverage. Numerous studies have
documented that being uninsured is associated with delayed prevention, low adherence to
recommended care, and worse outcomes. For example, about 25 percent of uninsured adults
report delaying or forgoing needed health care due to cost, five times higher than the rate among
insured people 2 Uninsured people who were injured or developed a chronic illness were less
likely to recelve initial and follow-up care, impeding recovery and accelerating the worsening of
the condition.”® One study found that the risk of death is typically 25 percent higher for
uninsured versus insured patients. Roughly, 22,000 people die each year due to lack of
coverage.? This is higher than number of people who died of homicide in 2006 (17,034).%

The health system problems affect financial as well as health security. As described earlier,
rising costs and underinsurance diminish families’ resources. Counting employer contributions,
the typical person or family with employer coverage pays 12.3 to 15.1 percent of income on
health care costs.”® This also affects businesses that finance roughly a quarter of our health
system. The “old-line” industries are struggling to maintain coverage; new industries and
businesses are struggling to offer coverage in the first place. Health care costs are limiting firms’
competitiveness domestically and globally. The coverage gaps also have implications for our
economy. The Institute of Medicine estimated that the lost productivity of uninsured Americans
costs our economy from $65 to $130 billion.?’

It is important to note that coverage is necessary but not sufficient for access. The quality of the
coverage matters: if it fails to cover a pre-existing condition or critical service, financial barriers
will persist. An adequate supply of high-quality doctors, nurses and other providers matters as
well. The nation faces a primary care shortage. For example, between 1997 and 2005 the
number of medical school graduates entermg family practice residencies dropped by 50
percent.?® This decline is occurring in a country that already has a mal-distribution of health care
resources. And other non-financial barriers to access persist, from lack of information about
when and how to access the system to subtle forms of discrimination that perpetuate racial
disparities. A health reform plan designed to improve access should start with expanding
coverage and improving efficiency, but cannot end there if it is to succeed in promoting access to
valuable health care.
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Selutions

A wide range of visions and detailed plans have been developed to fix the broken health system.
The 2008 election is likely to focus on some of them; others have been proposed in Congress and
by Members of this Committee. With my colleagues at the Center for American Progress, I also
have outlined a way to improve and expand health coverage.” But rather than discussing these
ideas in depth, I would like to end by making three comments on approaches to reform.

The first is the importance of addressing the coverage and cost problems simultaneously.
Coverage will continue to erode, even with expansions, if the cost of coverage continues its rapid
increase. This is evident in the recent experience with children’s health: some of the gains in
kids’ coverage have been lost due to the unrelenting cost increases that have eroded employer
coverage as well as states’ ability to Medicaid and SCHIP. The same is true in reverse: the
unsustainable cost curve cannot be bent without ensuring coverage for all Americans. The
United States spends nearly $500 billion more than peer nations, adjusting for wealth, in part due
to its complexity.>® Not only do we pay seven times more per capita on administrative costs as a
result, but we pay “hidden taxes” from cost shifting. Some fraction of uncollected bills for care
for the uninsured gets added to the bills for the insured. One analysis estimated that this added
$922 1o the premium for a privately-insured family in 2005.%! Moreover, gaps in coverage limit
the potential of policies to bend the growth curve in health costs. There is widespread, bipartisan
agreement that improved prevention, chronic disease management, health information
technology, and similar policies could reduce the nation’s health costs. However, the full
potential of these policies to realize savings may be constrained or even reversed if one-third of
the population cycles in and out of insurance over the course of two years.

Second, solutions must be national in scope. States can and should help develop the framework
and feasibility of solutions. This Committee’s creation and support of state planning grants has
made a real difference in both local health systems and the national knowledge of how to make
systemic change. But, an effective and efficient U.S. health system cannot be constructed one
state at a time. States face structural barriers such as balanced budget requirements and ERISA
that are formidable. And, a state-by-state approach tolerates inequity in the system. Poor states
have more uninsured and can’t afford to do much about it. And 50 separate reform efforts
complicate our already complicated system and inhibit efforts to simplify it.

Third, the perfect should not be the enemy of the good. It would be hard to create a more
irrational health care system than the one we have. Plans for a well-functioning system are, by
definition, radical and have a role in the debate. However, when advocates of market-based
solutions and single-payer systems put purism ahead of pragmatisms, we get gridlock. More of
the same means that people die every day in the wealthiest nation on earth due to lack of
financial access to care. The solution will, by necessity, be a hybrid: a mix of public and private
coverage, and individual and employer responsibility. This is the framework we have seen from
Republican governors and Democratic presidential candidates. It is what many Members of
Congress have proposed. And, hopefully, it will be inherent in the legislation that you consider
in the near future to address the health crisis in the United States.
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Mr. OBEY. Dr. Chollet.

Ms. CHOLLET. Mr. Obey and members of the Committee, good
morning and thank you for inviting me to testify this morning. I
also commend you for your sincere interest in this topic and your
concern about access to care for all Americans.

The Robert Wood Johnson Foundation State Coverage Initiatives
issues each year a State of the State Report, and in the last year
I think aptly said that for many States that are moving forward,
the status quo is no longer an option. And it is no longer an option
for the reasons that Dr. Lambrew indicated: Costs are out of con-
trol, coverage is eroding, access to care is impeded, and the impedi-
ments to access to care also reflect the quality of care and ulti-
mately the cost of care. So this tangle of problems has become in-
tolerable in virtually every State, but some States have begun to
act on it.

You asked me to address the current and the planned State com-
prehensive access initiatives. My written testimony addresses the
initiatives in four States—New York, Maine, Vermont, and Massa-
chusetts. The planned initiatives in other States generally are
variants on these. The States that are moving forward have taken
pages from the books of these States and combined them in ways
that are unique and still changing as we speak, as the legislatures
continue to debate these questions either in regular session or in
some States, like New Mexico, in special session. So those ques-
tionskand the configuration of their initiatives is changing as we
speak.

But I would like to go back to these four initiatives which have
become the templates for reform in many States. While they have
many details and they differ from each other, they have a few ele-
ments in common that I think are key.

The first is that each serves small group workers and individuals
with income above the State’s Medicaid and CHIP eligibility levels,
but for whom conventional insurance is clearly unaffordable. Med-
icaid and CHIP stop in most States around 250 percent of poverty
or less, and health care in most States is unaffordable below 300
percent of poverty, leaving a large gap of adults and children with-
out access to insurance, especially if they are not offered insurance
through an employer.

The second is each of these programs offers deep subsidies to
these target populations in order to make health care affordable;
not only to make the premium affordable, but in some States, de-
pending on the configuration of the product, to make the out-of-
pocket spending that Dr. Lambrew referred to also affordable.

The third is that each hopes to encourage small employers to
continue to offer coverage, but none relies on this strategy. Each
expects to serve large numbers of individuals as group coverage
erodes, especially for low-wage workers. None of them anticipate
that that erosion of coverage in the group market is going to stop
any time soon, and, in fact, they all expect that it will ultimately
play out to a dominantly individual health insurance market in
their State, especially, as I said, for this target population of low
wage workers.

And, finally, each offers a defined insurance product or set of
products that compete in the commercial health insurance market
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and, as a result, these programs anticipate that it would be en-
tirely possible that they would become the dominant insurer for the
segment of the population that they would serve, that is, individ-
uals and small group workers.

There are some essential differences in this strategy and my
written testimony goes through some of them in great detail or in
significant detail.

One, the Healthy New York program is a reinsurance program,;
it is not a direct insurance program. It works with HMOs and picks
up a portion of the costs—generally called a corridor reinsurance
strategy—picks up a portion of their costs between $5,000 and
$75,000 per worker or per enrollee per year, so that when the en-
rollee’s premiums accumulate to $5,000, Healthy New York kicks
in 90 percent of the cost at that point for each dollar spent, up to
$75,000. Above $75,000, the carrier is expected to privately rein-
sure or otherwise retain the cost of that coverage.

Healthy New York is offered through HMOs in the State. HMOs
are the predominant source of style of coverage in New York State,
so the Healthy New York product is available in every community.

Maine operates the Dirigo Choice program, which serves small
group workers and individual residents with incomes below 300
percent of poverty. Dirigo offers three comprehensive health insur-
ance products, each with high deductibles, each, when not sub-
sidized, is qualified for a health savings account. The enrollees
below 300 percent of poverty are subsidized in two ways: their pre-
mium is bought down by the program so that they are paying an
income-scaled premium; the deductible is bought down so that the
deductible, that very high deductible, is income-scaled for enrollees
below 300 percent of poverty; and the out-of-pocket limit is reduced
to make both the premium and the uninsured expenditures in the
plan more affordable to low income families and individuals.

Vermont operates a program called Catamount Health, which is
a standard PPO product with a $250 deductible, relatively low. It
subsidizes premiums for employees also below 300 percent of pov-
erty. It is a little different from the other two programs in that it
relies directly on an employer assessment—and I will come back to
that issue because it relates to the ERISA question that has al-
ready come up.

Vermont is also, unlike the other programs, committed to consid-
ering an individual mandate requiring all of their residents to ob-
tain and keep health insurance coverage if in fact the combination
of the Catamount Health plan, outreach efforts to enroll eligible
residents in Medicaid, and Dr. Dynasaur, their CHIP program, do
not achieve 96 percent coverage by 2010. So they are on a track
to reconsider the success of this program in just a couple of years.

Massachusetts has enacted arguably the Nation’s most com-
prehensive set of reforms in 2006. Effective in 2007, Massachusetts
now requires every resident to be insured. It blended its small
group and individual market so that the products that are avail-
able to small groups are available to individuals at the same price.
It established a connector to vet and market health insurance
plans to individuals and small groups. Within the connector, it es-
tablished Commonwealth Care, which is a program to subsidize in-
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dividuals with income below 300 percent of poverty, to help them
meet the mandate to obtain coverage.

Massachusetts, at the same time, expanded its Medicaid program
so that all children at 300 percent of poverty are eligible for Med-
icaid. That means that the Commonwealth Care program is tar-
geted to adults below 300 percent of poverty, while their Medicaid
program picks up children.

It also assesses employers, like the Vermont program, to pay for
each worker who is uninsured. But it is also, like the Catamount
program, a very nominal assessment so as to not basically antago-
nize ERISA.

In addition, Massachusetts requires all employers with at least
11 employees to offer a Section 125 plan, sometimes called a cafe-
teria plan, to help individuals pay for health insurance with pre-
tax dollars. That means that individuals who are offered an em-
ployer plan, many of whom, surprisingly, do not have access to a
Section 125 plan, can begin to pay their contributions to care with
pre};ta()i( dollars, reducing the cost of their premiums by as much as
a third.

In addition, individuals who do not have an offer of an employer-
based plan can use their Section 125 plan to buy individual pre-
miums through the Connector or elsewhere.

And, finally, Massachusetts focused on preserving the Safety
Net, recognizing that this is a work in progress; and they combine
and rationalize their streams of funding to support Safety Net pro-
viders in an uncompensated care trust.

You asked me to comment on whether the individual State pro-
grams, such as these programs, could build toward a national sys-
tem ensuring access to care for every American, and I believe that
they could. But not without a Federal vision and not without Fed-
eral leadership.

Every State that seeks to ensure access to coverage for all of its
residents has to navigate a maze of Federal laws and regulations
related to their Medicaid and CHIP programs; related to ERISA,
which governs employer-sponsored health insurance benefits, both
insured and self-insured in many ways; various provisions of the
Internal Revenue Code that interact with other Federal laws;
HIPAA, the Health Insurance Portability and Accountability Act,
which governs small group coverage at the Federal level—at least
sets out basic rules for small group coverage and some basic rules
for individual coverage in the States as well. And the process of
navigating these kinds of Federal rules and regulations is arduous.
Every State that enacts comprehensive reform sets itself up, in ef-
fect, for a challenge based on one of these laws to either have their
laws preempted or sets themselves up to somehow run afoul of
Medicaid and CHIP regulations and risk loss of Federal funding for
those programs.

Nevertheless, I believe that there is a very strong reason to pur-
sue State-based systems of reform within a Federal vision, and that
is largely because the States are closer to the problems of access
and, therefore, State policy-makers can be more accountable to
problems of access on an ongoing basis. In addition, the States
have a long history of insurance market oversight and consumer
protection, and that history really should be maintained and
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strengthened with a national guarantee of access to coverage, not
overruled or offset.

So, with those comments, I again thank you for the opportunity
to testify and look forward to a further conversation.

[The information follows:]



341
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INTRODUCTION

The inability of low- and middle-income families to afford health insurance is a problem
that 1s reaching crisis proportions. The symptoms of this fundamental problem are pervasive.
They include steady erosion of group coverage among low-wage workers, weak and unstable
individual insurance markets, growing numbers of uninsured and under-insured families, and
growing reliance on SCHIP and Medicaid.

With only further deterioration of private coverage on the horizon, a number of states have
designed and implemented new programs intended to support insurance coverage and to close
gaps in coverage for low- and middle-income families. In the past several years, New York,
Maine, Vermont, and Massachusetts have launched major new initiatives to help low-income
and/or low-wage working families obtain coverage. These states join the ranks of states such as
Minnesota, Oregon, and Washington, which for many years have funded programs for low-
income adults who are ineligible for Medicaid or SCHIP.*

' The opinions expressed here are solely those of the witness, and should not be attributed to Mathematica
Policy Research, Inc., its Directors, Board, employees, or clients.

* Minnesota’s program, MinnesotaCare, offers subsidized coverage to families with children up to 275 percent
FPL under Medicaid and childless adults up to 175 percent FPL, MinnesotaCare receives federal Medicaid and
SCHIP matching funds for qualified enrollees. However, coverage for adults without children with incomes
between 75 percent and 175 percent FPL is entirely state-funded, and benefits for these enrollees are limited,



342

However, the newer generation of statewide reforms differs in significant ways from the
earlier state programs, which were designed as alternatives to private coverage for adults whose
incomes are too high for Medicaid but much too low to purchase individual coverage.
Specifically, the newer generation of programs focuses on organizing private insurance markets
for small groups and individuals as a precondition for subsidies.

At present, all of these programs coexist with struggling private markets for small group and
individual coverage. But the programs in Maine and Massachusetts, especially, recognize that
the new state-structured program could ultimately dominate these markets. As market leaders,
these programs could gain the economic leverage necessary to constrain cost and improve
quality, while offering a more stable system of coverage for individual residents and workers in
small firms.

STATE INITIATIVES TO ORGANIZE AND SUPPORT MARKETS

New York. Operating since 2001, Healthy New York is a state program that provides
comprehensive health benefits to more than 130,000 small-group enrollees, sole proprietors,
and uninsured workers. Low-wage employers may buy Healthy New York coverage for all
workers, regardless of income.” In addition, previously uninsured individuals and sole
proprietors with family incomes less than 250 percent of the federal poverty level (FPL)}—in
2008, $26,000 per year for single adults and $56,000 for families of four—are eligible to
enroll, if they worked at some time in the past 12 months.

Widely regarded as a model for initiatives to expand private insurance, Healthy NY
provides reinsurance as the means to reduce premiums: the state pays 90 percent of claims
between $5,000 and $75,000 per year. Premiums averaged $204 per month for individual

(continued)

Oregon operates the Family Health Insurance Assistance Program (FHIAP), which was created in 1997 with
state-only dollars to address the needs of families who do not qualify for Medicaid or Medicare. In 2002, the
program was included in the Oregon Health Plan 2 Waiver and began to receive federal matching funds. FHIAP
provides a premium subsidy on a sliding scale to individuals (families and adults without children) with income
below 185 percent FPL. FHIAP will pay employee contributions to group premiums if the enrollee is offered group
insurance; otherwise FHIAP enrolls members in commercial individual coverage.

Washington operates Basic Health, which provides subsidized coverage to approximately 100,000 state
residents with income below 200 percent FPL. Monthly premiums are based on family size, income, age, and health
plan choice; subsidies are scaled to income. BH includes several small sub-programs, including a "financial
sponsors" program that allows a third party to pay the BH premium, and an employer-sponsored program that allows
employers to pay the BH premium. As of Fall 2006, about 28,000 BH enrollees had financial sponsors, and 250 BH
enrollees were enrolled in the employer-sponsored program. BH is also available to foster parents and homecare
agency workers or individual providers employed by clients of the state’s Medicaid Aging and Disability program
(Robert Wood Johnson Foundation’s State Coverage Initiatives Program, hitp://www.statecoverage.net/
profiles/washington. htm#other, accessed March 3, 2008).

* Eligible small groups (with 2 to 50 employees) cannot have provided health insurance (or have contributed
substantially to coverage if offered) for the last 12 months, and employers and must certify that at least 30 percent of
employees are paid $36,500 or less. Qualifying employers must offer HNY coverage to all employees who make
$36,500 or less per year and work 20 or more hours per week, pay at least half of single premium; at least 50 percent
of employees must enroll in Healthy NY or have other coverage.
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coverage in July 2006— well below market premiums.* Al HMOs in New York State are
required to offer the Healthy NY product, which includes inpatient and outpatient hospital,
maternity coverage, physician services, laboratory, radiology, and preventive services—but
excludes mental health, substance abuse, home health, physical therapy, and chiropractic
services. Prescription drugs are covered with an optional rider.”

New York uses its tobacco settlement funds to finance Healthy NY. However, the cost
of Healthy NY to the state has consistently been much lower than was initially anticipated.
New York introduced the program in the context of its substantial regulation of the private
insurance market—where both small group and individual coverage are continuously
guaranteed issue and private carriers. are required to use pure community rating (varying
premiums only for geographic location and family size). These market rules ensure access to
private coverage for residents with health problems and probably have mitigated adverse
selection into Healthy NY. In 2006, 17 health plans offered 311 Healthy NY products to
New York state residents.

FIGURE 1
HEALTHY NEW YORK ENROLLMENT, 2006
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Source: EP&P Consulting, Report on the Healthy NY Program 2006 (January 2007).

Maine. Maine created the Dirigo Choice program to make a small group and individual
insurance product more affordable by subsidizing low-income enrollees’ premiums and
deductibles. At the time the program was enacted in 2003, Maine had the nation’s second
highest employer premium costs, adjusted for the quality of benefits; the second-highest

* EP&P Consulting, Report on the Healthy NY Program 2006 (January 2007). Prepared for the State of New
York Insurance Department (htp://www.ins.stateny.us/website2/hny/reports/hiyepp2006.pdf, accessed March 3,

2008).

° In 2006, the pharmacy benefit option had an annual maximum benefit of $3,000 per person, a $100
deductible, and copayments of $10 for generic drugs and 520 for brand name drugs, plus the difference in cost
between generic and brand name drugs. In addition there was an inpatient hospital copayment of $500, 20 percent
coinsurance (up to $200) for surgical services, and $20 copayment for physician visits and tests. EP&P Consulting,

Ibid.
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personal health care spending per capita in the country (behind Massachusetts and tied with
New York); and extraordinary inflation in health insurance premiums.® Workers and
families affiliated with small businesses and self-employed workers accounted for more than
half of the state’s uninsured residents.

Dirigo Choice is intended to offer a bridge between the private insurance market and
MaineCare, the state’s integrated Medicaid and SCHIP program. Eligibility for MaineCare
was expanded to make include childless adults below the poverty level and low-income
parents of children up to 200 percent FPL. Workers and dependents who enroll through a
small employer may also enroll in MaineCare if they qualify; in these cases, MaineCare
covers the enrollee’s Dirigo Choice premium payments, deductibles, and other cost sharing,
as well as MaineCare benefits that Dirigo Choice does not cover.”

Maine residents at any income level may enroll in Dirigo Choice, which now offers three
benefit designs that differ in the level of the deductible. Those with family income below 300
percent FPL qualify for discounted premiums and deductibles, and also a lower out-of-pocket
maximum. The discounts and out-of-pocket limits are based on a sliding scale relative to
income. For workers and dependents enrolied through a small employer, only the employee
share of the premium is discounted. Enrollees with family income at or above 300 percent FPL
pay the full monthly premium (or the employee share if group-enrolled), deductible, and other
cost sharing. Dirigo Choice products entail relatively high deductibles—$1,250, $1,750, and
$2,500 for singles; and $2,500, $3,500, and $5,000 for families. All Dirigo Choice products are
HSA-qualified when unsubsidized. Benefits are comprehensive, with no waiting period for
preexisting conditions.

Currently, about 14,000 Mainers are enrolled in Dirigo Choice: 58 percent were uninsured (33
percent) or underinsured (25 percent) before enrolling.®  About 700 small firms are enrolled in
Dirigo Choice, averaging seven employees each; 43 percent had not previously offered health
benefits to employees.

Unlike New York, Maine has struggled with funding for this program. The program’s
authorizing legislation requires it to prove that the Dirigo reform legislation has reduced medical
costs—either as improved system efficiency or reduced uncompensated care—to warrant an
assessment on carriers who, in turn, are expected to negotiate lower rates with providers consistent
with lower medical cost. While the program has successfully made this case cach year, carriers and
health plan administrators continue to oppose this method of funding.

¢ Employers were acutely concerned about premium growth; average per member per year small group
premiums increased 33 percent in 2001 and 29 percent in 2002. See: Debra J. Lipson, James M. Verdier, and Lynn
Quincy (December 2007). Leading the Way? Maine’s Initial Experience in Expanding Coverage through Dirigo
Health Reforms.  Mathematica Policy Research, Inc. (http://www.mathematica-mpr.com/publications/PDFs/
dirigooverview.pdf, accessed March 3, 2008).

7 Others—individuals and sole proprietors—who are eligible for MaineCare may not enroll in Dirigo Choice.

* Karyniee Harrington, Executive Director, Dirigo Health Agency. Personal communication, March 3, 2008.

4
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FIGURE 2
DIRIGO CHOICE ENROLLMENT, JANUARY 2008
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Source: Dirigo Health Ageney.

Vermont. in May 2006, Vermont enacted Catamount Health, introducing a new health plan into
the commercial market available only to residents who are uninsured. The benefit package
resembles a standard Blue Cross Blue Shield PPO with a $250 deductible. Enrollment in
Catamount Health began October 1, 2007.

The state subsidizes premiums and cost sharing on a sliding scale for Vermonters under 300
percent FPL. The program is financed through a combination of individual premiums, an
assessment on employers, and new tobacco taxes. Assessments on employers are $1 per day for
each worker not offered and eligible for group coverage and who is uninsured or has inadequate
coverage. The first eight employees are exempt from the assessment in 2007 and 2008; the
exemption will be reduced to six employees in 2009 and to four employees in 2010 and
thereafter.

The legislation also offers premium assistance for workers and dependents who are eligible
for Medic&id, SCHIP, or the Catamount Health Plan, and who have access to approved employer
coverage.

* The Catamount Health Plan is one part of a much larger piece of legislation that also sets out guiding
principles for affordable access to care for all Vermont residents and guidelines for cost containment that focus on
chronic disease prevention and effective management. The legislation also increased reimbursements for evaluation
and management procedures (generally office visits) and for the care coordination program under Medicaid and the
Vermont Health Access Plan (VHAP) for adults below 150 percent FPL. In addition, to the extent permitted, rates
will be increased for Medicaid and other state program providers using the quality and performance measures
developed in the Vermont Blueprint for Health. See: Robert Wood Johnson Foundation’s State Coverage
Initiatives Program (May 2006), Vermont Moves Toward Universal Coverage (http://www.statecoverage.net/
stateside0506.htm, accessed March 3, 2008).
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As in New York and Maine, insurance coverage in Vermont remains voluntary.
Nevertheless, Vermont estimates that approximately 25,000 of the 60,000 uninsured persons in
the state will enroll in Catamount Health. If Vermont does not reach its goal of 96 percent
coverage by 2010, the state will consider enacting an individual mandate, requiring all residents
to obtain coverage.

Massachusetts. In 2006, Massachusetts enacted arguably the most comprehensive set of health
reforms in the nation. Implementation of the plan began in late 2006; by May 2007, more than
100,000 previously uninsured people had gained coverage. Massachusetts’ plan has seven key
components:'°

® Individual Mandate. All adults are required to purchase heaith insurance. The

mandate is enforced through the state income tax.

Employer Requirements. Employers with 11 or more employees must provide
health insurance coverage or pay a “fair share” contribution of $295 per full-time
employee. These employers also must offer a Section 125 “cafeteria plan” permitting
workers to purchase health care with pre-tax dollars. A Free Rider surcharge will be
imposed on employers who do not provide health insurance and whose employees use
free care.

Commonwealth Health Insurance Connector. A new Connector offers affordable,
quality insurance products to small businesses and individuals. The Connector Board
approved plans offered by seven of the state’s health insurers that provide a range of
coverage options, including a specially designed, lower-cost product for 19-26 year-
olds.

Commonwealth Care Health Insurance Program. Commonwealth Care provides
sliding-scale subsidies to individuals with incomes up to 300 percent of the federal
poverty level for the purchase of health insurance. Individuals with incomes less than
150 percent of the federal poverty pay no premiums. Commonwealth Care plans
have no deductibles, and are offered by the managed care organizations that
participate in the Medicaid program.  As of January 11, 2008, 169,000 low-income
adults had enrolled in Commonwealth Care plans."'

MassHealth (Medicaid) Expansion. Massachusetts extended Medicaid coverage to
children up to 300 percent of the federal poverty level and raised Medicaid
enrollment caps for adults. By February 2008, MassHealth enrollment had increased
by 90,000."

* See:

Kaiser Commission on the Medicaid and the Uninsured (June 2007), Massachusetts Health Care

Reform Plan: An Update (http://www kif.org/uninsured/upload/7494-02.pdf, accessed March 3, 2008).

" Doug Trapp (February 11, 2008), Massachusetts Health System Reform Feeling the Pinch, AMNews
(http://www.ama-assn.org/amednews/2008/02/1 1/gvsb021 1.htm, accessed March 3, 2008).

* Ibid.
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e Insurance Market Reforms. Massachusetts merged its individual and small-group
insurance markets—so that the same products and rates are available to individuals
and to small groups. The cost of health insurance premiums for small employers was
expected to increase by about 1.5 percent, with premiums for individuals falling 15
percent.

o Preservation of the Safety Net. The state’s Uncompensated Care Pool, which
reimburses providers for uncompensated care, is converted into a new Health Safety
Net Trust Fund. The Health Safety Net Trust Fund combines Uncompensated Care
Pool funds with other Medicaid funds, including Medicaid Disproportionate Share
Hospital (DSH) funds. A new fee schedule will standardize provider reimbursements
payable by the Fund. As more uninsured gain coverage and uncompensated care
drops, funds will be shifted into the health insurance subsidy program.

While Massachusetts already has had signal success in enrolling previously uninsured
residents in coverage, affordability remains an enormous challenge. In 2007, the state estimated
that 20 percent of uninsured residents would be exempted from the individual mandate on the
basis of the state’s newly adopted affordability standards. Still, the Connector achieved
extremely low premium increases for 2008: July 1 premiums for the lowest cost plan available
through Commonwealth Choice for the average 37-year-old, uninsured Massachusetts resident
are just five percent more than in 2007 ($194 per month, compared with $184 in 2007) and about
half as much as premiums before the state’s health care reforms (estimated at $335 for a 37-year-
old individual, with much lower beneﬁts).‘3

BUILDING TOWARD A NATIONAL SYSTEM

Coinciding with and following Massachusetts’ enactment of sweeping reforms, a number
of states embarked on serious discussion of similarly major efforts to improve access to
coverage. With the leadership of their Governors, at least six states—California, Ilinois,
Minnesota, New Mexico, Pennsylvania, and Washington—debated major reform legislation,
including (in New Mexico) an individual mandate. Proposals to develop a statewide program
guaranteeing access to coverage for all residents were introduced and are pending in eleven
states.

However, the states face a number of significant obstacles in building a system of coverage
for all residents—including a maze of federal laws and program rules that pose major risks for a
preemptive challenge of their reforms, unintended tax consequences for residents, and/or loss of
significant federal funding. States that would attempt to engineer major reforms to bolster

" See: Jon Kingsdale (February 15, 2008), About the Connector (http://www.mahealthconnector.org/
portal/site/connector/menuitem.dc4d8{38fdd4b4535734db47e6468a0c?fiShown=default, accessed March 3, 2008.

" These states are: California, Delaware, Hawaii, lowa, Maryland, Minnesota, Missouri, New Mexico, New
York, Ohio, and Rhode Island. See: National Conference of State Legislatures (March 3, 2008), Health Reform
Bills 2007-2008 (http://www.ncsl.org/programs/health/universathealth2007 htm, accessed March 3, 2008).
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employer-based coverage must navigate ERISA, COBRA, HIPAA and various provisions of the
Internal Revenue Code (IRC) that govern the tax-qualification of employer-sponsored coverage.

States that would build a broader system of individual coverage must confront the possible
loss of significant tax preferences for employer-based coverage. Massachusetts’ reform—
requiring employers with at least 11 employees to offer a Section 125 plan to fund individual
coverage if the employer does not otherwise offer group coverage—must run a gauntlet of
federal rules that if not carefully heeded could cause significant unintended tax consequences for
employers and employees.

States that might wish to follow the example of New York, Maine, Vermont, and
Massachusetts may not have nearly as strong a base of Medicaid and SCHIP eligibility in place.
Not only do these states confront the prospect of less federal funding to support coverage
expansions, they view future federal funding of even their current programs to be at serious risk.

Finally, many states fear the implications of action when neighboring states—many with
major population centers spanning their borders—may do nothing. These fears variously include
in-migration of people in need of affordable health insurance coverage and out-migration of
employers seeking to avoid any role in sponsoring or financing coverage. Many also fear the
exit of insurance carriers that view state efforts fo expand coverage as competition, an
unwarranted governmental intrusion, or both.

The federal government’s exclusive oversight of employer-sponsored health plans as well as
its role as the source of funding for the states’ largest public insurance programs—Medicaid and
SCHIP—already bind the states in a loose federal structure of health care financing. However,
for the past forty years, the federal government has given to the states broad authority both to
develop their Medicaid and SCHIP programs, and subsequently also to comply with federal
HIPAA rules governing private insurance in ways that fit their unique circumstances and
resources. Consequently, the states—which are closest to the day-to-day problems of failed
access—have become responsible for developing a more comprehensive approach to ensure
access, but in general have neither a clear scope of authority nor the resources to do so.

With few if any exceptions, building state reforms to a national system will require federal
leadership—both to define the vision of a national system and to coordinate federal rules and
regulations that conflict with that vision. But there are strong reasons to locate important details
of major reform at the state level—including the more immediate accountability of state officials
to consumers and providers, and the states’ long experience with insurance market oversight and
consumer protection.

To build state efforts toward a national system, at least four areas of federal law would need
scrutiny and potential change to be consistent with a national system guaranteeing all Americans
access to affordable coverage:

e ERISA. The limits of ERISA, which protects employer-sponsored plans from state
regulation, should be clarified. This would include, but would not be limited to,
clarification of the states’ authority to develop “pay or play” rules, which assess
employers that do not provide health coverage for their workers in order to fund
public coverage.

8
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s HIPAA. Minimum insurance rules should be established to make good on HIPAA’s
promise of access to coverage regardless of health status. These might include
continuous guaranteed issue and community rating of individual coverage, as well as
specification of permitted rating factors and potentially also limits on rate variation.
Confronted with such rules, many states would need to consider designing more
comprehensive management of their individual health insurance market and might
also require individuals to maintain coverage—such as Massachusetts already has
done and other states are considering.

¢ IRC. Federal tax provisions that disadvantage the purchase of individual coverage
should be revised, particularly in the context of new federal rules that would govern
insurance rating and issue of coverage. In addition, federal rules regarding use of
Section 125 plans to purchase “creditable” individual coverage should be clarified to
minimize the risk of inadvertent tax consequences for employers and workers.

¢ Medicaid and SCHIP. Categorical eligibility rules should be eliminated, and federal
funding should be rationalized and extended to assist families that cannot reasonably
afford private health insurance. Consistent with supporting continuous coverage,
crowd-out rules—which presume extended gaps in coverage, requiring low-income
adults and children to be uninsured in order to obtain affordable public coverage—
should be modified or eliminated.

With a consistent vision of continuous access to coverage and leadership at the federal
level, the states can be expected to follow through, developing real systems of coverage that
would be fairer to consumers and insurers and also more stable as group coverage continues
to change with the economy and the nature of employment.
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Mr. OBEY. Thank you. Mr. Nycz.

Mr. Nycz. Chairman Obey, Ranking Member Walsh and other
members of the Subcommittee, we heard kind of an excellent na-
tional review and an overview of what is going on in the States.
I want to take you down into the trenches in terms of what is hap-
pening in community health centers in delivering care directly to
people.

Our community health center is located in North Central Wis-
consin. We cover about 8700 square miles of territory and we pro-
vide medical, mental health, oral health, and pharmaceutical serv-
ices to approximately 50,000 low-income people in our State.

On behalf of our patients, volunteers, and board members, the
staff of more than 1100 community health centers nationwide, I
would like to thank you for the trust you have placed in the com-
munity health center programs to help us help people and return
real value to the taxpayer and the health care system.

This Subcommittee has put in place a primary health care infra-
structure that each year touches the lives of over 17 million Ameri-
cans, and I hope you are justly proud of that work, because it
means a ton in our communities. With your help, we are capable
of expanding this system of care to reach 30 million Americans by
2015.

In the coming health care debate, policy-makers and advocates
must focus not only on providing everyone insurance, but on build-
ing and strengthening the critical infrastructure needed to put that
insurance to use in our rural and inner city communities.

I want to share three specific examples that demonstrate the im-
portance of the investment you make in community health centers
and why strengthening that infrastructure must be a critical com-
ponent of any health care reform proposal.

Those of you from rural States understand the difficulties many
smaller, more isolated communities have in recruiting and retain-
ing physicians, let alone dentists, mental health providers, and
pharmacists. In partnership with their communities, community
health centers are solving these problems while providing vital
health care services and badly needed economic boosts for their
communities.

A number of years ago there was talk of de-funding Northern
Health Centers, which serves Northeastern Wisconsin. It is a pre-
dominantly very pretty part of the State. The concern was that
they were a small center and they had perennial problems with
provider vacancies. I volunteered to help them. At a meeting with
Federal officials, a young man from the community made this
point: “I have a master’s degree, I have a great job with the school
system, and I have great insurance, but on a snowy winter night,
when my wife and I were awakened by our sick child, we realized
we had lost something very special: access to health care.” With
slippery roads and the nearest hospital 45 miles away, they an-
guished over what to do. He said, in the past we could call the
health center and a provider would meet them down at the health
center and take care of their child. He said he wanted his health
center back. And so did over 5,000 rural residents who signed a pe-
tition circulated throughout the area.
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The point made was if not the health center program, then who
would help their community? With a show of strong local support,
the Federal representatives answered the call. They did not fund
the health center. The community rallied under the leadership of
that same well-insured individual. They built a new facility and
today they are looking at their second expansion in the face of un-
precedented demand for dental and other primary care services.

Those of you who represent urban areas may have noticed in
your districts what we are experiencing in Milwaukee: health care
infrastructure tends to flow, over time, out of the inner cities and
into more affluent locations, leaving some neighborhoods lacking
basic primary care. The result: people gravitate to hospital emer-
gency rooms for their care.

The Milwaukee community is responding by creating the Mil-
waukee Health Care Partnership. The partnership has brought to-
gether the major health care systems, the community health care
centers in the city, and county and State governments. They are
developing a comprehensive plan to deal with the uninsured. Key
among those plans are growing the inner city’s primary care infra-
structure with an initial focus on Milwaukee’s community health
centers.

Like many States, Wisconsin has increased its investment in
health centers. These investments help to further leverage the con-
tinued growth in the Federal community health center program
made possible by this Subcommittee, making a big difference in the
lives of inner city residents and helping to improve the efficiency
of our health care system.

Finally, I would like to pose a simple, but important, question.
What happens when you open a new dental clinic in Wisconsin, a
clinic that takes all based on need, not ability to pay, and a clinic
that provides a sliding fee for those with limited financial means?

In June of last year, we opened our third dental clinic in Chip-
pewa Falls. In the first six and a half months, we treated over
5,800 patients. Our patients came from 42 of Wisconsin’s 72 coun-
ties, often driving hours to get to our clinic. We have never adver-
tised this clinic, our marketing budget is zero, and as of today we
are booked out through May.

This map over here illustrates how far poor people need to travel
to get dental services. And for those of you who are not familiar
with the State, you can see in the far southeastern part of the
State that we have had people from Milwaukee and Kenosha come
to our health center in Chippewa Falls. That is 250 to 300 miles
distant. Green Bay—which many of you may know where that is—
that is 190 miles distant.

Think about how far you folks have had to travel for your last
dental checkup and think about the difficulties that many of these
poor folks face trying to get dental services.

So why do our largely poor patients travel so far? The answer is
simple, it is pain. It is unrelenting oral pain. They have no access.
In Wisconsin, 20,000 people per year go to emergency rooms be-
cause of non-traumatic oral pain. We do not know how many more
show up in urgent care centers or in physician offices. They get
antibiotics and they get pain medicine; they do not get treatment.
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This year we will provide dental services to over 25,000 patients
in need. Still, over half a million low-income people in our State
lack access today.

I would like to share just one example of how oral health and
general health are connected, and the importance of your invest-
ments in health centers.

A diabetic patient presented as jaundiced and very ill, and this
was at one of our dental centers. He had a large lesion on his leg
for the past four years that would not heal. He also had severe oral
health disease. Following a full mouth extraction and dentures, he
reports his blood glucoses are under control, he has good skin color,
his skin lesion finally healed, and he is very happy.

You are called upon to make tough choices with limited re-
sources. Health centers return real value to people all across this
great country of ours. Health centers also return real value to the
taxpayers of this country. We are grateful for the investments you
have made in our system of care, yet, we can and should do more.
We are prepared to do with your help.

Thank you.

[The information follows:]
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Testimony of Mr. Greg Nycz.
Executive Director, Family Health Center of Marshfield, Inc.
Before the House Appropriations Subcommittee on Labor, Health and Human Services,
Education, and Related Agencies
Wednesday, March 5, from 10:00am - 12:00pm
Room 2358 of the Rayburn House Office Building

Introduction

Chairman Obey, Ranking Member Walsh, and Members of the House Appropriations

Subcommittee on Labor, Health and Human Services, Education, and Related Agencies:

My name is Greg Nycz. | am the Executive Director of a federally and state funded community
health center located in north central Wisconsin. Our center provides medical, mental health,
oral health and pharmaceutical services to approximately 50,000 low-income residents of our

State.

On behalf of the patients, volunteer board members, and staff of the more than 1,100 community
health center organizations nationwide, I thank you for the trust you’ve placed in us to help
improve people’s lives and return real value to the taxpayer and the health care system.
Decisions made by this Subcommittee and by many state legislatures across the nation have put
in place a primary health care infrastructure that each year touches the lives of over 17 million
Americans. With your help we are capable of expanding this system of care to reach 30 million

Americans by 2015,

About Community Health Centers

Over more than forty years, the Health Centers program has grown from a small demonstration
project providing desperately needed primary care services in two underserved communities to
one of the fundamental elements of our nation’s health care safety net. Funding was approved in
1965 for the first two Neighborhood Health Center demonstration projects, one in Boston,

Massachusetts, and the other in Mound Bayou, Mississippi.
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Today, health centers serve as the primary health care safety net in thousands of communities
across the country and, thanks to the work of the Subcommittee, the federal grant program
enables more low-income and uninsured patients to receive care each year. Health centers
currently serve as the family doctor and health care home for one in eight uninsured individuals,
and one in every five low-income children. Health centers are helping thousands of communities
address a range of increasing (and increasingly costly) health problems, including prenatal and
infant health development, chronic illnesses including diabetes and asthma, mental health,

substance addiction, oral health, domestic violence and HIV/AIDS.

Federal law requires that every health center be governed by a community board with a patient
majority—a true patient democracy. Health centers are required to be located in a federally
designated Medically Underserved Area (MUA), and must provide a package of comprehensive
primary care services to anyone who comes in the door, regardless of their ability to pay.
Because of these characteristics, the insurance status'of health center patients differs dramatically
from other primary care providers. As a result, the role of public dollars is substantial. Federal
grant dollars, which make up roughly twenty-two percent of health centers’ operating revenues,
are intended to cover the costs of serving uninsured patients; just over 40% of revenues are from
reimbursement through federal insurance programs, principally Medicare and Medicaid. The
balance of the revenues are from State and community partnerships, privately insured

individuals, and low-income uninsured patient’s sliding-fee payments.

The Health Centers program is administered by the Bureau of Primary Health Care (BPHC) at
the Health Resources and Services Administration (HRSA), within the U.S. Department of
Health and Human Services (HHS).

Funding Background

Health centers nationwide greatly appreciate that the Subcommittee has approved substantial
funding increases for the Health Centers program over the past several years, the result of which
has been a broad expansion effort enabling health centers to serve many of those that remain

underserved in our country. Since 2001, this Subcommittee has nearly doubled its investment in
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the Health Centers program. In that time more than 2,500 new health center sites have been
created, and more than 7 million new underserved patients have gained access to care in a health
center. In addition to the overall funding increase, the Subcommittee has provided specific
increases in funding to stabilize existing centers through base grant adjustments. This balance
between stabilization and expansion is a crucially important characteristic of Congressional

support for health centers, and 1 urge that it continue.

The Health Centers program has succeeded in expanding access to primary and preventive care
services in underserved communities across the country. The Office of Management and Budget
(OMB) rated the Health Centers program as one of the top 10 federal programs, and the best
competitive grant program within all of HHS. The Government Accountability Office (GAO)
has credited the program with success and recommended further expansion. The Institute of
Medicine (FOM) has recommended Health Centers as the model for reforming the delivery of

primary health care.

Yet despite this record expansion, hundreds of communities have submitted applications since
FY 2002 that received high ratings, but could not be funded due to lack of funds. There is clearly
a tremendous need and a trerﬁendous desire to expand health center services to new
communities. With additional resources, health centers stand ready to provide low-cost, highly

effective care to millions more uninsured and underserved individuals and families.

An investment of an additional $248 million in the Health Centers program in Fiscal Year 2009
could expand this system of care to 1.8 million new patients, according to a recent study by the
George Washington University Department of Health Policy. Carving out one quarter of that
increase - $62 million — for base grant adjustments for existing health centers would ensure that
these centers can keep pace with rising health care costs and rising numbers of underserved
patients. This level of funding in FY2009 also keeps the Health Centers program nationally on a

path to our collective goal of reaching 30 million patients by 2015.
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The Need for Health Care Access

Despite the success of health centers to date, there remains a tremendous need for primary care
services in communities across the United States. A recent study by the National Association of
Community Health Centers and the Robert Graham Center found that nationwide, 56 million
people are without regular access to a primary care physician. Access fo oral health and mental

health services is likely even more scarce.

Health professional shortages threaten access in rural and urban settings alike. A recent study
published in the Journal of the American Medical Association found more than 1400 clinical
vacancies at health centers across the country during 2004. The report cited vacancies for more
than 760 primary care physicians, 290 nurse practitioners, physician assistants, and nurse
midwives, and 310 dentists — anywhere from 7% to 18% of the current workforce in those
positions. Not surprisingly, the greatest shortages were found at the most rural and inner-city

health centers.

One of the principal tools health centers and other safety net providers rely on to help ameliorate
these recruitment and retention challenges is the National Health Service Corps program,which
provides scholarship and loan repayment awards to primary care physicians, nurse practitioners,
dentists, mental and behavioral health professionals, physician assistants, certified nurse-
midwives, and dental hygienists in exchange for service in underserved communities. However,
even as the NHSC program has increased the proportion of assignees that it places in health
centers over the past 5 years — to just over 50 percent in 2005 — the simple fact is that less than
17 percent of all physicians, 22 percent of all dentists, and only 7 percent of non-physician

providers working at health centers that year were NHSC assignees.

The NHSC has been an important part of the recent expansion of health centers but the ultimate
success of any future growth — and indeed, the very future of health centers — will clearly require
a larger NHSC, and one more closely tied to the health centers program. A funding level of $150
million for the NHSC in Fiscal Year 2009 would be an important first step toward that goal.
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QOur own experience in north central Wisconsin has benefited from the partnership we have with
Marshfield Clinic. However, for many of our sites it is difficult to recruit physicians, mental

health providers, and dentists,

There are a variety of programs funded by the Subcommittee that work synergistically to assist
us at the local level. The National Health Service Corps is one of the most prominent resources.
In addition, our State Primary Care Association and our State's Office of Rural Health, both
funded through HRSA, have created a dental recruitment program that has been a great help to
us in placing dentists in smaller rural communities up north. Finally, we've been able to utilize
telehealth resources to extend mental health and preventive dental services out to communities
who lack adequate providers. Our telemental health services reach out to 22 centers and are
exploring adding 14 community-based settings to bring mental health practitioners to 36
communities fhrough telehealth. Our teledental operation helps to link Head Start centers to our
dental facilities for dental screenings, prenatal oral health and other education, and to provide
triage to preschool children with urgent and emergent dental needs. While these are individual
programs under your jurisdiction there is real power when they are used synergistically at the

community level to expand access and redress health disparities.

Community Impact in Wisconsin and Nationwide

In the short time we have, I want to share three specific examples that demonstrate the
importance of the investment you make in community health centers, and why strengthening that
infrastructure must be a critical component of any health reform proposal. Those of you from
rural states understarnd the difficulties many smaller more isolated communities have in
recruiting and retaining physicians, let alone dentists, mental health professionals and
pharmacists. Engaged communities with support through the health center program are solving
these problems while providing vital health care services and a badly needed economic boost for

these communities.
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In the coming health care debate, policymakers and advocates must focus not only on providing
everyone insurance, but on building and strengthening the critical infrastructure needed to put

that insurance to use in our rural and inner city communities.

Some years back there was talk of defunding Northern Health Centers, which serves northeastern
Wisconsin. The concern was that they were a small center and had experienced provider
vacancies. 1 volunteered to help. 1suggested they survey the community about the need for the
center and that we put together a delegation to state the case for the center to the federal officials.
At the meeting a young man from the community stated their case. He said “I have a Masters
degree, a great job with the school system, and great insurance, but on a snowy winter night
when my wife and | were awakened by our sick child we realized we had lost something special,
access to health care.” With slippery roads and the nearest hospital 45 miles away, they
anguished over what to do. He said in the past he could call the health center and a provider
would meet him down at the clinic and take care of their child. He said he wanted his health

center back and so did over 5,000 residents who signed a petition circulated throughout the area.

The point made was: if not the health center program then who would help their community?
With the show of strong local support, the federal representatives answered the call. They did
not defund the health center. The community rallied under the leadership of that same well
insured individual. They built a new facility and today they are looking to their second

expansion in the face of unprecedented demand for dental and other primary care services.

Those of you who represent urban areas may have noticed in your districts what we’ve
experienced in Milwaukee: that health care infrastructure tends to flow over time out of the inner
cities and into the suburbs or other affluent locations, leaving some neighborhoods lacking basic

primary care. When that happens people gravitate to hospital emergency rooms for their care.

The Milwaukee community is responding by creating the Milwaukee Health Care Partnership.
The Partnership has brought together the major health systems with the community health
centers and county and state governments. They are developing comprehensive plans to deal

with the uninsured. Key among those plans are growing inner city primary care capacity with a



360

focus on Milwaukee’s community health centers. Wisconsin, like many states across the
country, has increased its investment in health centers. These investments help to further
leverage the continued growth in the federal community health center program made possible by
this Subcommittee, so that we can make a big difference in the lives of inner city residents and

the efficiency of our health care system.

Finally, I"d like to visually demonstrate the overwhelming need that exists for basic primary
health services — in this case oral heaith services — by posing a simple question. What happens
when you open a new dental clinic in Wisconsin? A clinic that takes all based on need not

ability to pay. A clinic that provides a sliding-fee for those with limited financial means.
[See Map, Appendix A}

We opened our third dental clinic in Chippewa Falls on June 18, 2007. In the first 6 2 months
we treated over 5,800 patients. Our patients came from 42 of Wisconsin’s 72 counties, often
driving hours to get to our clinic. We have never advertised this clinic - our marketing budget is
zero. And yet, as of today, we are booked out into May. Why do our largely poor patients travel
so far? The answer is simple — pain, unrelenting oral pain. They have no access. In Wisconsin,
20,000 people per year go to emergency rooms because of non-traumatic oral pain. We don’t
know how many more show up in urgent care centers and physician offices. They get antibiotics

and pain medicine. They don’t get treatment.

Two days ago we opened our fourth dental clinic in Park Falls, a community of 2,687 people in
northern Wisconsin. Before we even opened we were booked out for two months. Park Falls,
like many smaller rural communities, has had its share of difficulties experiencing negative
population growth over the last five years. Our new dental clinic, in addition to meeting critical
health care needs, will provide 28 new jobs in the city and bring thousands of people from across
northern Wisconsin into the city for dental care. Your support of the health center program, as
important as it is for meeting basic health care needs, also offers critical economic benefits

critical to rural and urban inner city areas.
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This year we will provide dental services to over 25,000 patients. We believe the need in our

state for dental services alone is in excess of 500,000.

To understand how your support impacts individual people in our community, we are including
the following stories of patients we have helped. | would stress that these are common, not rare,

occurrences at our dental centers.

These stories help to illustrate how oral health and general health are connected.

Case example: A Family Health Center patient living in Clark County was referred to the
Ladysmith Dental Center by his Marshfield Clinic Oncologist. His cancer treatments were
negatively impacting on his oral health status, and as a result he began losing weight. The
patient was initially scheduled for an emergency visit and follow-up dental care. -All of his teeth
needed to be extracted and he was fitted for dentures. To date, the patient has improved oral

health and has gained 10 pounds.

Case example: An elderly woman on Medicare presented at our Ladysmith Dental Center with
severe diabetes, which was not controlled well due to the condition of her teeth. She had driven
over four hours one way to get to our clinic. She had only a few teeth, which had to be extracted.
Over several visits we were able to provide her with dentures and in a subsequent visit she

reported that she is now eating better and has her diabetes under better control.

Case example: Another diabetic patient presented at our Ladysmith Dental Center. The patient
was jaundiced and very ill and had a large lesion on his leg for the past four years that would not
heal. He also had severe oral health disease. Following a full mouth extraction and dentures,
this patient has been back for routine care. He reports his blood glucoses are under control, he

has good skin color, his skin lesion is healed and he is very happy.

For younger people oral health care can mean better attendance at school, improved self image

and even a job.
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Case example: A patient presented at our Ladysmith Dental Center as an emergency. She was
in high school at the time of her first visit and she qualified for a full discount under our sliding-
fee program. Due to the extensive dental care needed and her family's inability to afford that
care, she was not able to find a dentist that would see her. Her extensive dental care included
root canals, crowns, and major fillings in the majority of her top teeth. To date, the cost of her
care exceeds $5,000. She is now an established patient with the dental center and the majority of

the work was completed in time for her senior picture.

Case example: A 20-year-old female with no income presented as unemployed and depressed
with very poor oral health. We provided extractions and dentures. She now has an improved

self image and a job.

You are called upon to make tough choices with limited resources. The health center program
returns real value to people all across this great country of ours. The health center program also
returns real value to the taxpayers of this country. Community health centers are grateful for the
investments you have made in our system of care, yet we can and should do more. We are

prepared to do so with your help.
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Appendix A.
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Mr. OBEY. Thank you.

Mr. Popper, I am sorry that you look like you were a suspicious
character and could not get through security this morning. [Laugh-
ter.]

Mr. PopPER. That is quite all right. I could have gotten here ear-
lier. My wife was injured last night, so I had to get a four-year-
old and eight-year-old off to school this morning.

Mr. OBEY. Is she all right?

Mr. PopPPER. She is okay. She just is not very mobile, so I had
to get the young ones off to school. I would not have had the secu-
rity problem if that had not happened.

Mr. OBEY. Well, thank you for making the effort.

Mr. PoPPER. No problem. Thank you. I am really honored to be
here to speak to you this morning.

My name is Richard Popper. I am Executive Director of the
Maryland Health Insurance Plan.

The Maryland Health Insurance Plan is one of 34—soon to be
35—State high-risk pools available in soon to be 35 States in the
United States. Although I only represent one high-risk pool, I do
have a sense of some of the broader issues—which I am going to
speak about today—regarding high risk pools. I used to be a mem-
ber of the board of directors of the National Association of Com-
prehensive Health Insurance Plans, which is the high-risk pool as-
sociation, and prior to that I was the Assistant Director of the Cali-
fornia Managed Risk Medical Insurance Board, which oversees
California’s high-risk pool and also their S—-CHIP program, Healthy
Families. For that I worked in Los Angeles County government,
which is ground zero, as we all know, for the uninsured. So I do
have somewhat of a broad perspective beyond Maryland.

The Maryland Health Insurance Plan, as I said, is one of soon
to be 35 high-risk pools across the United States. High-risk pools
are nonprofit or government organizations created to offer health
insurance to the uninsurable population—and that is different than
the uninsured. To understand who the uninsurable population is,
you need to understand sort of how the health insurance market
is set up in the United States, which some of the previous speakers
talked about.

Health insurance in the United States is voluntary. You can opt
to purchase it if your employer offers it or you can opt not to. If
you do not have employer-based coverage and your income is not
low enough to be on Medicaid or M—CHIP, but you are not sick
enough or old enough to be on Medicare, you have to buy an indi-
vidual insurance product, similar to buying car insurance: you go
to see an agent or you can buy it online. And just like with car in-
surance, with car insurance you can get denied car insurance if you
have a poor driving record.

In the individual health insurance market in the States that
have high-risk pools, you can be denied health insurance because
of your health condition. It can be something as serious as you
have leukemia, cancer, diabetes, or it could be you are 20 pounds
over weight standards. In Maryland we have one plan that denies
people for severe acne. It can be that much of a difference in health
conditions that result in an individual insurance plan denying you
coverage.
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So when you want to buy insurance, you have the means to buy
insurance, and no one will sell it to you, in the States that have
high-risk pools, people are denied health insurance and they be-
come what we call uninsurable. They want to buy insurance, no
one will sell to them, so they turn to a State high-risk pool. Cur-
rently, the 34 State high-risk pools across the U.S. have 190,000
subscribers enrolled in them, and, as I said, those people’s health
condition can vary significantly, from something very serious to
something fairly minor, but because they have added risk, carriers
do not want to provide them coverage.

Risk pools provide individuals access to comprehensive health in-
surance coverage, but, because it is a risk pool, they pay a higher
premium, generally, than what healthy people would pay if they
were granted an individual policy and could pass medical under-
writing. On average, risk pools surcharge their premiums for en-
rolled members from about 125 percent, or 25 percent above what
healthy people would pay, to 200 percent, or twice the rate at what
healthy people would pay for an individual insurance product.

About nine of the high-risk pools States offer a low-income sub-
sidy. Maryland is one of those States that tries to discount the pre-
miums for low-income individuals to try to create sort of a bridge
from the Medicaid program so that the premium can be more af-
fordable for people who are low-income but uninsurable.

The reason high-risk pools charge more premium is because we
are in business to lose money; we do not make profits. Our loss ra-
tios vary from 110 percent in one State to 390 percent, which
means for every $1.00 in premium we get, we have claims costs
that are $1.10 in one State all the way up to for every $1.00 in pre-
mium we get we have $4.00 in claims costs. So in order to sub-
sidize that, we charge higher premiums, but we also do assess-
ments or other funding mechanisms among the 34 States. Most of
the States assess individual market and some States small group,
small employer health plans that are regulated by the States, and
they assess it equally among all the other people who have group
insurance or individual insurance.

A couple of the other States use maybe tobacco funds or tobacco
tax. In Maryland, we have a hospital assessment, so whenever you
go into a hospital in Maryland, you pay a sales tax, almost, on top
of your facility fee that helps fund the high-risk pool. It is designed
to provide a broad assessment to fund these people with chronic
health conditions or uninsurable health conditions to make the in-
surance affordable and help subsidize the high-risk pool, which oth-
erwise could not be designed.

In understanding high-risk pools, you need to understand we are
not like the Massachusetts initiative or Healthy New York. We are
not designed, as I say, to save the world, to cover everyone. We are
not designed to provide universal coverage in our high-risk pool.
What we are designed to do is provide sort of universal potential
access to everyone. Everyone in the State who wants to buy health
insurance can buy health insurance; it becomes a question of af-
fordable, which we know is the key question.

The makeup of high-risk pools is very interesting. About a third
of the Maryland high-risk pool are self-employed individuals. Other
populations that enroll in high-risk pools are unemployed people,
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employed people who work at companies that do not offer health
insurance coverage, people who are retired or disabled. About a lit-
tle more than half of the enrollees are women and enrollment can
vary State-to-State. Some are more dominated by the self-em-
ployed; others have high levels of employed people.

In Maryland, if you look at my testimony, page 3, I lay out some
of our most popular or most top-reported occupations of employed
people who enroll in the high-risk pool. This includes sales rep-
resentatives, consultants, realtors, truck drivers, limo drivers,
nurses, day care providers, housekeepers, waiters, teachers; people
you bump into every day who do not have insurance coverage
through their job but need to buy it and want to buy it, and the
high-risk pool is the only place where they can get it.

It is usually a temporary stopping place. Most of our members
only enroll for, on average, two years. We have some people who
will be with us for ten years, but, on average, people come and then
they get other coverage. Maybe they are so disabled they are in the
waiting period for Medicare to kick in after two and a half years;
maybe their spouse gets a job; maybe they go into Medicaid be-
cause their situation deteriorates. But we tend to be a transient
health insurance plan, not a long-term one.

States have used high-risk pools to respond to recent Federal
mandates to expand coverage. Some of the previous speakers
talked about HIPAA, the Health Insurance Portability and Ac-
countability Act of 1996. That required States to offer guaranteed
issued coverage to individuals who had group coverage and ex-
hausted it; either their employer dropped the health insurance plan
or they left their job or were fired or decided to retire; they took
up COBRA—which we know can be expensive—they maxed out the
COBRA; at that point they have a two month, 63 day guaranteed
issue period and States are required to offer these people guaran-
teed issue.

And most of the high-risk pool States, the high-risk is the guar-
anteed issue mechanism that allows people who have this Federal
mandate that they must get health insurance, their only option to
go to is the high-risk pool. Thirty percent of the Maryland health
insurance plan’s 13,000 members are eligible because of this Fed-
eral mandated HIPAA right that they have.

Also, in 2002, Congress passed the Federal Trade Act that re-
quired States or encouraged States to offer mechanisms for people
who lost their job because of international trade or whose pension
plan went insolvent and their pension was taken over by the Pen-
sion Benefit Guarantee Corporation and they no longer had their
group coverage as well. Maryland and a lot of the high-risk pools
are the mechanism in the States, besides COBRA, that offer cov-
erage for these people to access the 65 percent tax credit that is
used for the Federal Government to subsidize the cost of their pre-
mium either in COBRA or in the high-risk pool.

Maryland had the highest take-up of any State in terms of
HCTC, the health coverage tax credit-eligible populations, largely
because we were Bethlehem Steel, which went insolvent and was
broken up into pieces and 20,000 former employees and retirees of
Bethlehem Steel in Maryland had no place else to go if they were
under age 65 to get their health insurance, and they came to the
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Maryland Health Insurance Plan. So we do not have the highest
HCTC enrollment; we have the highest take-up rate.

Also, we get a lot of people who have been approved for Social
Security because they are obtaining Social Security early, at age
62, or because they are on Social Security disability and they have
to wait two and a half years for Medicare coverage to kick in. We
get a lot of referrals from congressional offices for people who fi-
nally get approved for Social Security disability, but they have to
wait two and a half years for Medicare and their income is not low
enough to be on Medicaid, so they often call us up to refer them
over to the high-risk pool in the State of Maryland.

We also do outreach to all the Social Security field offices in
Maryland so that folks who get Social Security disability know that
there is something for them to hold them over until Medicare kicks
in after up to two and a half years.

So because high-risk pools have formed a way to either meet re-
cent Federal mandates or to fill in the cracks in the health insur-
ance marketplace, Congress, in 2002, for the first time, appro-
priated funding authorized by the Federal Trade Act to high-risk
pools. This was wonderful for the high-risk pools because, pre-
viously, we were dependent on State funding or assessment fund-
ing; and that appropriation amounted to $40,000,000 in fiscal year
2003, another 540,000,000 in fiscal year 2004. Maryland was the
first State to receive this new Federal funding, which we were real-
ly grateful for, and it does help us to reduce premiums or reduce
member costs or disease management programs, and also expand
our capacities.

The funding, which we really appreciate this Committee having
a lead role in because in fiscal year 2008, in December, this Com-
mittee was able to appropriate, through the leadership especially
of Chairman Obey, $49,000,000 to keep this program going because
it has not been appropriated every year. It was not appropriated
in fiscal year 2005; it was not appropriated in fiscal year 2007. So
vxile really appreciate it and we look forward to Maryland getting its
share.

As you look at different options that some of the previous speak-
ers discussed to expand coverage, please bear in mind that in a lot
of these options to expand coverage high-risk pools will play an im-
portant part. If the Federal Government elects to mandate insur-
ance, that everyone has to have health insurance coverage, like a
lot of States do for to meet that mandate, will use the high-risk
pool, because that is an option for people who are high-risk, as a
mechanism to make sure that there is guaranteed access to health
insurance in order to meet the Federal mandate.

If Congress, instead of mandating coverage, elects to provide sub-
sidies to encourage people to buy coverage—such as a tax credit,
which we already administer through the Federal Health Coverage
Tax Credit Program—again, high-risk pools will be a mechanism
thro%,clgh that tax credit for people to buy coverage if they are unin-
surable.

The last thing I would ask the Committee to think about is that
if this issue of expanding health coverage and reducing the unin-
sured continues to take up a lot of your time analyzing options, de-
bating options, and it goes on for a number of new years and in-
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volves the new administration that will come in next year, bear in
mind that high-risk pools are serving the uninsured today, tomor-
row, next week, next year. So as these debates go on at the macro
level, please bear us in mind that we are down in the micro level
actually serving these folks and providing them coverage today.

So thank you again for inviting me to come today. I hate to be
the one who arrived late and leaves early, but I have a State budg-
et hearing at 1:00, and while your allocation of risk pools gave us
$3,000,000, I have $100,000,000 on the table in Annapolis at 1:00,
so, with all deference to you, I will have to leave around 11:45. But
thank you very much.

[The information follows:]
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Mr. Chairman, members of the Committee, my name is Richard Popper,
Executive Director of the Maryland Health Insurance Plan. Thank you for the
opportunity to testify today about state health insurance high risk pools.

The Maryland Health Insurance Plan is one of 34 state high-risk pools in
the United States. Risk pools function as nonprofit or state-run organizations
created under state law to offer comprehensive health insurance to over 190,000
individuals who are unable to secure health insurance coverage because of their
health status. I am addressing you today both as the director of Maryland’s high
risk pool, and as a member of the National Association of State Comprehensive
Health Insurance Plans, which is the non-profit national organization of state
risk pools.

The role of high risk pools is best understood against the largely voluntary
health insurance system in the United States, which is comprised of two major
components:

e The group market provides health insurance plans to employers, whose
employees can choose whether or not to enroll themselves and their
families

¢ The individual market provides insurance to persons who wish to
purchase coverage for themselves or their families directly from an
insurance company. Because these individuals apply voluntarily,
individual market insurers require medical screening as part of the
application process. They reserve the right to reject, rate-up, or impose
exclusions for individuals who have pre-existing medical conditions.

Unless a state requires insurers to provide individual coverage to individual
market applicants with pre-existing medical conditions, those persons generally
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remain uninsured. This segment of the uninsured population is known as “uninsurable™ because
they lack a health plan willing to offer them health coverage, or can only get limited coverage, or
coverage at extremely high rates in the private market.

High-risk health insurance pools serve the uninsurable population, who often have pre-existing
conditions such as cancer, diabetes, heart disease, AIDS or other chronic illness that causes them
to be turned down for coverage. Risk pool members provide access to comprehensive health
coverage for uninsurable individuals, who pay somewhat higher rates for this coverage than
healthier individuals. Maximum premiums are capped, typicaily at 125% to 200% above the
average medically underwritten individual health insurance rates. While premiums are higher
than the standard market rate, risk pools still required additional subsidies to supplement plan
costs, since each state’s pool inherently loses money by taking in total premiums that are less then
the cost of claims paid. Risk pools have loss ratios that vary state to state, from 111 to 390%,
which means that for every dollar in premium the pool receives, it can incurs an average of $1.10
to $3.90 in claims costs.

Three-quarters of state risk pools are subsidized by an assessment made to insurance industry
carriers, with the remaining 25% of pools funded by some other state funding mechanism, such as
state tobacco or special fund taxes, or a hospital assessment which is what we use in Maryland.
Risk pools are overseen by an appointed board of directors, usually including representatives from
the insurance industry, consumers, medical professionals and legislators or agency directors; and
are generally regulated by the state’s insurance department.

Consumers who use risk pools come from a wide variety of backgrounds:
o Typically 50 to 60% of plan members are over age 50.
e Usually more women than men enroll — in Maryland women make 55% of members
» Enrollment is typically made up of the self-employed; employees of small businesses that
don’t offer insurance; people that formerly were in the employer group market such as
retirees, the unemployed or young people coming off their family’s coverage; and workers
who are not a part of a large employer plan.

In Maryland’s pool, our members report the following employment status:

Self employed 30%
Not employed 29.1%
Employed 27.8%

Retired/disabled 12.1%
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The following are the top reported occupations of employed Maryland pool members:

136 sales representatives

135 secretaries/receptionists/clerical staff
112 realtors/real estate agents

100 consultants

75 truck or limo drivers

73 nurses or therapists

70 daycare/childcare providers or nannies
69 barbers/beauticians

67 waiters

56 teachers, educators, or assistant teachers
30 housekeepers

The pool is a temporary stoppifxg point for many. While some enroll for extended periods, many

enrol! for a limited time and leave when other coverage becomes available, with the average
of enroliment from two to three years.

length

States establish risk pools not just to serve the uninsurable, but also to keep the state’s individual
insurance market competitive and individual market premiums affordable. This is because the pool

allows individual market health plans to spread the cost of higher risks relatively evenly. In
addition, risk pools are often the mechanism by which states complied with recent federal

mandates to expand health coverage. Risk pools also fill in the cracks that federal heath programs

do not cover. For example:

¢ Risk pools are the most frequently used mechanism that states have chosen to comply with
the Federal guarantee-issue requirements for individuals who exhaust their group health
coverage, as required in the 1996 Health Insurance Portability and Accountability Act or

HIPAA. For Maryland, 30% of our members, 3,800 individuals are HIPAA eligible.

* Pools are also a frequent option states use to provide guaranteed-issue coverage for
individuals who have lost their health coverage due to international trade agreements

entered into by the U.S,, and/or because their employer’s pension system has failed and
been taken over by the U.S. Pension Benefit Guarantee Corporation. Such individuals are
eligible for the federal Health Coverage Tax Credit or HCTC, created by Congress in the
Trade Adjustment Assistance Act'of 2002. Maryland has had the highest take-up rate for
HCTC eligible individuals, with up to 10% of our members receiving the HCTC credit

largely due to the break-up of Bethlehem Steel.

o Disabled or retired risk pool members are often on Social Security and are either too young
to be eligible for Medicare, or are disabled and in the initial 2 ¥ year waiting period before

Medicare coverage begins.
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Because pools are a proven method of providing everyone the right to purchase health insurance
protection, and given that risk pools have stepped up to provide coverage under recent federal
mandates, Congress authorized federal grant funding in 2002 to subsidize losses for qualified risk
pools.

Federal funding of a portion risk pool losses is benefits consumers, providers and the insurance
industry, yet it has not been consistently provided. The 2002 Trade Act provided $40 million a
year in both FY2003 and FY2004 for risk pool operating losses, however no funding was
appropriated in FY 2005. In early 2006, Congress and President Bush agreed to enact the State
High-Risk Pool Funding Extension Act of 2006 (H.R. 4519), which authorized $75 million in
annual risk pool funding for 2003 through 2010. Funding under the new authorization was
appropriated in FY2006, but not in FY2007. In FY2008 $49 million was appropriated, out of the
$75 million authorized, largely due to the leadership of Chairman Obey and a number of members
of this Committee.

Although risk pools greatly appreciate the recent $49 million federal appropriation for FY2008, it
should be noted that this funding covers only a fraction of risk pool losses, which totaled $722
million in 2006. For example, Maryland received a $2.9 million grant in 2006, yet incurred a $50
million loss that same year.

As Congress and the current and future Administrations consider the numerous options to reduce
the rate of uninsured and keep health insurance affordable during difficult economic times, risk
pools are and will continue to be a proven method of providing the right to purchase health
insurance protection:

* 1f Congress adopts an individual mandate requiring everyone to purchase insurance, either
through their employer or an individual policy, risk pools will be a vital solution in many
states to make sure that a comprehensive coverage is available for purchase, regardless of
one’s health condition.

» If Congress adopts tax credits or other financial incentives to assist individuals to purchase
health insurance coverage, risk pools will be necessary to assure that a health insurance
coverage option is available for those who otherwise could not obtain insurance due to their
health status.

o If'the national debate continues, with further analysis and evaluation of complicated and
challenging options to assist the uninsured, risk pools remain available today, tomorrow,
next month and next year for otherwise uninsurable individuals needing health coverage.
Your continued support of ongoing appropriations to the federal high risk grant program
will help assure that this proven method of purchasing coverage continues.

Thank you again for the opportunity to address you this morning.
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Mr. OBEY. All right.

Mr. Walsh.

Mr. WaLsH. Thank you, Mr. Chairman.

That was fascinating. Thank you all very much. I would like to
ask three questions. I have five minutes, so I will try to make my
questions brief, if you could make your answers brief.

Dr. Lambrew, you gave us this great package of charts and in
it you say that 47 million Americans are uninsured, and on the
next chart you say at some point 82 million are uninsured, 26 mil-
lion are always uninsured and 36 million are temporarily unin-
sured. Can you sort of explain that a little bit, those disparities in
numbers?

Ms. LAMBREW. Thank you. What happens is that you basically
have the 47 million is a mix of the two, it is a mix of people

Mr. WALSH. Always and sometimes?

Ms. LAMBREW. Exactly. And that is why you cannot see the 47
million on the chart. They are also different data sources, just so
you know, so that often comes out. But when we try to figure out
how to target the uninsured, it is tough, because we have some
people who are just the chronically uninsured—these are people
who generally have high health costs or have some preexisting con-
dition, have trouble getting insurance, but more often they are peo-
ple who are unemployed or coming in and out of jobs and they just
gar(linot afford it. They do not have the access to it, nor can they af-
ord it.

Mr. WALSH. Thanks.

Dr. Chollet, you talked about the different State plans and I
think what you said was it would not be a bad idea for every State
to have their own plan as long as the plan was to get everybody
under the umbrella, but have the Federal Government basically get
out of the way. Is that what you said?

Ms. CHOLLET. Not quite. I think the vision for State level plans
has to come from the Federal Government. I think there has to be
a national vision. I personally——

Mr. WALSH. So create a template for these State plans?

Ms. CHOLLET. Yes, sir.

Mr. WALSH. And then change the rules federally so that would
enable those?

Ms. CHOLLET. That is right. And HIPAA in many ways is a good
example of that, which laid out a national vision for how small
group health insurance should be marketed, guaranteed issue; it
established minimal rules for individual coverage—it should be
guaranteed renewable. HIPAA stepped back in some very key
areas and, therefore, to my mind, it does not meet its stated objec-
tive of making coverage available to everybody regardless of health
status, but it made some very important contributions and it
amended Federal laws as necessary to make that vision
implementable by the States.

So I think the vision does have to come from the Federal Govern-
ment. I do not think, though, there should be 50 unique State pro-
grams that are totally unique in all respects. I think citizens
should be able to expect some continuity moving from State to
State, but the minimal continuity is that they should have access
to affordable health care somewhere.
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Mr. WALSH. Great. Thank you.

And Mr. Nycz, the community health centers provide a remark-
able service, I agree. Our community health center in Syracuse,
New York is headed by a dentist, so that is something he cares,
obviously, very deeply about. But the question I had—and you got
at this a little bit—regarding health coverage or access to health
care in those communities, whether it is Chippewa Falls or it is
downtown Syracuse, can you tell me how much cheaper it is to
treat a patient in a community health center setting as opposed to
going to a hospital emergency room?

Mr. Nycz. There are a lot of national figures on how much com-
munity health centers save, which we can get that information to
you, but the cost of not taking care of people—I think which is also
the Chairman’s point—is huge, and these folks that are going to
dental emergency rooms, they are getting 250—the Medicaid agen-
cy has to pay about $250, on average, for those folks, who leave the
emergency room after $250 of expense with the same problem they
entered, and they still need care.

So they come to us. We are trying to redirect them to save that
$250 on the dental side. And as I said, in Wisconsin we know that
there are at least 20,000 a year of those visits, and the vast major-
ity of those are Medicaid. So we are paying, taxpayers are paying
for those visits. They do help people with pain and give them some-
thing for the infection, but the underlying disease process con-
tinues.

Mr. WALSH. Whatever you can garner to provide us, just unit
cost, you know, community health center visit, triage sort of visit
versus emergency room.

Mr. Nycz. The other thing I will say is they are struggling with
this in Milwaukee and I think they got an excellent plan. It is
going to take more because people have now oriented themselves
to emergency rooms; they just show up. So they are trying to work
in information technology in that to link the community health cen-
ters with the emergency rooms and then address the health lit-
eracy issues and redirect them. So even if you have community
health centers and you open up access, we still have to think smart
about this in terms of redirecting those patients out of the expen-
sive emergency rooms.

And the last thing I will say is a lot of people who go to emer-
gency rooms end up in the hospital.

Mr. WALSH. That is true. Thank you very much.

Mr. Chairman, I yield back.

Mr. OBEY. Ms. Roybal-Allard.

Ms. ROYBAL-ALLARD. Dr. Lambrew, first of all, thank you for
sharing your snapshot of our broken health care system. What you
did not include in your testimony today, but have included in your
past writings, is your analysis of the under-use of preventive health
services in this country and our inability to realign incentives from
sickness to wellness.

This under-use of prevention services is highlighted by the fact
that CDC’s budget has been losing ground over the past few years
and this year the President wants to further cut CDC’s budget by
$433,000,000. In your opinion, what has been the consequences of
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these cuts to prevention and what percentage of our national budg-
et do you think should be devoted to prevention?

Ms. LAMBREW. That is an excellent question, and I think that
when we think through what we spend now, they are not very good
estimates, but of our roughly $2,000,000,000,000 health system, we
estimated that about 1 percent to 3 percent is dedicated to preven-
tion; and that is not just through CDC, it is also through health
insurance companies paying for mammographies and screening,
etc. That is very, very little in the face of what our new challenges
are.

This century, our challenges are chronic illness. It really has
eclipsed all the kind of historical sources of diseases, to the point
where, when you look just at obesity, we know that the next gen-
eration of children may have shorter life expectancies than their
parents because of the obesity crisis. We have not seen that ever
since we have been recording these statistics.

Can we solve this only through health insurance? Absolutely not.
It has to be a partnership with communities, schools, workplaces,
as well as ensuring that the high value preventive services that we
do know get delivered in the health care system are affordable and
available. It really does require a comprehensive approach.

And going back to the previous question about can we actually
save money, the statistics are pretty overwhelming. I mean, we
know if we fully immunize all children, we could save about
$40,000,000,000. I cannot remember over what time period, but we
can save from immunization. If we could tackle this obesity crisis,
the statistic is startling. Returning seniors’ obesity levels back to
what it was in the 1980s could save Medicare $1,000,000,000,000
over 25 years according to a bunch of very smart economists.

So there is clearly a need to invest in prevention. We do not do
a good job. It needs to be done in partnership with CDC and the
public health system as well as the integrated system. I have defi-
nitely been proposing ideas, something like a wellness trust, as a
Wayhto consolidate and redeploy our prevention dollars to really get
at that.

Ms. RoYBAL-ALLARD. What specific impact does the under-use of
prevention have on our under-insured population and do you think
that it is possible to build a realignment of incentives from sickness
to wellness into the current healthcare system?

Ms. LAMBREW. Sure, and the under-insured issue for people with
insurance not using it, I might get this not exactly right, but there
was a study recently that looked at Medicare co-pays that said
even just adding a $10 co-pay for mammography for seniors re-
sulted in a significantly big drop in utilization. So we know it is
a problem because we do not have financial incentives out there for
people to use the type of preventive services that they need.

I will say we also every week we see new studies from the Amer-
ican Cancer Society and other folks that say that because of our
lack of comprehensive prevention, we get diagnosed later when it
is harder to deal with our cancers than any other nation.

Ms. ROYBAL-ALLARD. If we are going to successfully realign our
priorities, should we also be focusing on educating the right mix of
providers within the healthcare system and what do you think that
mix should be?
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Ms. LAMBREW. Absolutely. When we think through our chal-
lenges, when I talked about the primary care shortage, we do not
have enough providers in the primary care community to deal with
our acute and chronic illness, let alone the kind of prevention work-
force that we need.

There was one study that said if we had every doctor provide the
recommended clinical preventive services, it would take that doc-
tor, for a typical patient load, seven hours out of a day to do so.
We need to find new ways of delivering prevention, given how crit-
ical it is.

Some of the ideas I have been working on: look at broadening the
prevention workforce, creating new certification programs, making
sure that the pharmacists, the people in schools and workplaces
can do this because a lot of it can be done in those settings.

But I would say, going back to Chairman Obey’s earlier comment
about what do you all do to get ready for health reform, the work-
force issue is enormous, just enormous. We need the software as
well as the hardware, software being the people who can really dig
in and get these systems aligned, as well as the hardware of clinics
and hospitals and information technology to make it all work.

Ms. ROYBAL-ALLARD. Dr. Chollet, in your testimony, you speak
about the importance of giving the States broad authority to de-
velop their Medicaid and S—-CHIP programs. In the last two years,
CMS has issued a series of seven regulatory packages designed to
decrease the Federal outlay of Medicaid services. Many of these
were originally rejected by Congress because they eliminate pay-
ments for legitimate healthcare expenses and because they pass
the unfunded cost on to the States.

Now, California has approximately 6.7 million individuals on its
Medi-Cal program and the fiscal impact of these rules on the State
will be several billion dollars annually. The result will almost cer-
tainly be to destabilize an already fragile healthcare safety net sys-
tem, causing closure of hospitals and the reduction of services.

Do you have any thoughts on how the Federal Government can
reduce Medicaid expenditures without passing legitimate
healthcare costs on to the States and without compromising access
for our most vulnerable citizens?

Ms. CHOLLET. Ms. Roybal-Allard, it is an excellent question.

This is a huge issue for every State and certainly for a State like
California. The complexity of the Medicaid and CHIP rules, the ca-
priciousness from the States’ perspective of funding for these pro-
grams, the lack of reliability with respect to how the budget will
change from year to year has had a huge chilling effect.

These programs are the baseline. They are essential to the fabric
of how the States finance healthcare and increasingly so as group
coverage has eroded and as individual health insurance coverage
has moved out of the reach of populations below 300 percent of pov-
erty in every State and in some States, arguably, below 400 percent
of poverty.

The problem has reached into the middle class, but the States
find that they are not able to rely on funding at the very base any
longer, and therefore many States just sit and wait and wonder
what is going to happen to their Medicaid and CHIP budgets.
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I think what I would suggest and what I introduced in my writ-
ten testimony is that these rules be rationalized so that the Fed-
eral Government and the State governments can reliably predict
what the expense is going to be and that there be a Federal Gov-
ernment commitment to making these programs a stable founda-
tion for every State. It is what they need and, in the absence of
it, the States cannot move forward in guaranteeing access to cov-
erage for their middle income populations which are increasingly at
risk.

Mr. OBEY. Mr. Honda.

Mr. HONDA. Thank you, Mr. Chairman.

I think, Mr. Nycz, you had a comment to her question. I thought
I would give you an opportunity to respond.

Mr. Nycz. Yes, actually I do have an idea on how you can reduce
Medicaid expenditures and improve quality, and that is expand the
community health center program. There is research that dem-
onstrates that health centers can provide cost to Medicaid patients
at a lower rate by championing things like prevention and early de-
tection.

The other point that I guess I would make is that there was a
brand new article just came out this month in Lancet Oncology,
and they took a look at all the people with cancers in the country
and found that uninsured and publicly insured through Medicaid
have way more late stage cancers, and they did not find that for
Medicare which was interesting.

In one of the commentaries on that in that same journal, they
mention that Canada, the U.K., places where they do have uni-
versal health coverage, there is still it is much less common for in-
dividuals who are lower income, lower educational level to access
screening services.

So having insurance alone is not enough. You need an army on
the ground that can help work with people in the communities, and
that is why I support and I have been working for community
health centers for the last 35 years.

Mr. HONDA. Thank you.

Let me just add my appreciation to the Chairman for putting
this together. This is a helpful discussion for me.

One of the areas that is of interest to me is the ability for our
community health centers to have adequate resources to find cul-
turally and linguistically competent providers and implement best
practices in our communities. What kind of activities exist right
now and what are some of the gaps that we should be looking at?

Mr. Nycz. Well, first of all, you provide support for an amazing
array of programs that come together synergistically to help in
communities, and the workforce issue is really key. The National
Health Service Corps is critical to growing community health cen-
ters. That is absolutely critical.

But you also fund State primary care associations, rural State
association. Those folks come together, and they help us recruit
dentists, for example. They have dental recruitment programs.

We use Telehealth, for example, which your Committee also
funds to extend mental health services to remote areas.

Finally, I think we try to get bilingual-bicultural staff, but in the
end we are increasingly looking to growing our own. The National
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Association of Community Health Centers work with A.T. Still Uni-
versity. They have stood up a dental school. They have stood up a
medical school.

Ultimately, I think we are going to have to address the workforce
issue by finding those people who are uniquely qualified to serve
the patients in the areas where we are trying to help.

Mr. HONDA. I have visited a lot of reservations, and what I think
I saw was pretty devastating. It was appalling. Where does that fit
in the context of the things under discussion since we are talking
about sovereignty and also delivering healthcare.

Mr. Nycz. In Wisconsin, most of the tribes after that Indian
Health Self-Determination Act, I think 1984, most of the tribes
chose to have their own healthcare facilities. They are also plagued,
however, with difficulties in recruiting and retaining.

They do have federally-qualified health center status in Wis-
consin. The State in that program helps them a lot, but workforce
issues continue to plague, I think, tribal clinics.

Part of what A.T. Still is doing in dentists and physicians is they
are growing people with the specific thought that they would go to
work in community health centers and in tribal clinics and in VA
facilities across the Nation.

Mr. HONDA. Very quickly, before my time is up, Mr. Conyers has
a bill, H.R. 676. Do you have any reaction to that bill, or do you
know anything about that bill?

Mr. Nycz. I guess I do not. I do not know, but I kind of side with
what the Chairman said. As a health center director, I do not care
what is done. If it can help people get healthcare, I am for it.

Whether it is incremental or universal, the fact remains it is not
going to be just providing coverage and money. It is going to be in
the trenches with the right people, bicultural, bilingual folks who
can take care of people on their level and who can champion pre-
vention.

So I am sorry I cannot comment on that particular.

Mr. HONDA. Thank you, Mr. Chairman.

Mr. OBEY. Mr. Ryan.

Mr. RYAN. Thank you, Mr. Chairman. I appreciate this hearing
too. This has been great. So thank you for all your time.

I have a couple of questions and then a question for the whole
group.

Mr. Popper, one of the questions I have is you get these folks into
the high risk pool. Have you done any analysis as to what the sav-
ings has been even though their premiums are high and they pay
more? Have you done anything to study, even though the costs are
high, what savings there are to the system?

Mr. PoPPER. I cannot speak about all 34 States, but the Mary-
land Health Insurance Plan was designed to reduce uncompensated
care. That is our statutory mission and that is why the hospitals
agree to this surcharge on hospital facility fees to fund the program
because they realize that if our population does not get insurance,
these folks will end up in the emergency room and getting all their
services through the emergency room. So we have a proven method
of reducing uncompensated care by keeping people out of the emer-
gency room.
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Only about a third of our costs go to hospitals. The rest goes for
prescription drugs, specialty outpatient, primary care physicians,
durable medical equipment, what have you. So we are designed to
reduce uncompensated care, and we do do that because really these
folks would have no other place to go.

Mr. RYAN. What has been the reduction?

I mean I know that the hospital assessment does not pay for ev-
erything. You are piecing this whole thing together.

Mr. POPPER. Right.

Mr. RYAN. But has there been a reduction in these folks going
to the emergency room that you could somehow quantify?

Mr. PoppPER. Oh, yes, clearly. What is interesting in the Mary-
land Health Insurance Plan is that our losses for the first two
months that people are enrolled are twice as high as they are after
someone has been in the plan for twelve months.

So people come in. They are uninsured. Seventy percent of our
new members are coming freshly in uninsured, and they access
services because they have a lot pent up demand in things, and
Ehen the costs drop within a year, our per month costs. So that

rops.

In terms of a dollar for dollar of every dollar in the Maryland
Health Insurance Plan reduced three dollars in uncompensated
care, I do not have that number for you today. I could work to get
it for you.

Mr. RYAN. Yes, if you could, that would be great.

Mr. Nycz. Because we see their medical costs drop after being
in the plan.

Mr. RYAN. If the national association has that information for the
34 States, that would be great too.

Mr. Nycz. I will work on getting that for you, Congressman.

Mr. RYAN. I appreciate it. Thank you.

Dr. Lambrew, you mentioned 1 to 3 percent of healthcare money
is spent on prevention. Do you have any recent numbers on every
dollar of prevention that is spent, how much that saves us in the
system?

If you said it, I missed it and I apologize.

Ms. LAMBREW. I did not say it partly because it depends on what
the prevention is. Prevention is a term that covers lots of different
services, anywhere from a mammography which is quite clinical
down to smoking cessation which is more about how do we prevent
people or encourage people to quit.

There have been some studies of workforce-workplace wellness
programs that try to say that the range of activities that busi-
nesses usually conduct, which is trying to get people or encourage
people who have chronic illness to adhere to services, making a
good cafeteria, all that kind of good stuff.

The studies generally say for every dollar you invest, you save
three dollars within several years, and that is the closest I have
seen to anything as kind of a generalized study on this, but it is
on the workplace wellness system for kind of an average set of
workers.

Again, we can see it service by service. We have some cumulative
sense, but I know there is a whole effort going on. I think the
Urban Institute has a big project. CBO is considering this right
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now because if we do not get better at figuring this out, how can
we expect you to make the investments?

Mr. RYAN. One final question and I guess I will throw it to you,
Dr. Lambrew since I love the Center for American Progress, and
I will let you hit this out of the park.

I think we have made some mistakes as far as how we present
this, and Mr. Honda mentioned Mr. Conyers’ bill of which I am a
cosponsor. The fact that in the U.K. and in France, their life ex-
pectancy is a couple years longer than ours here. We make this
healthcare argument. Our argument should be you will live longer
if we put this system in place.

So I want to ask you why is it in the U.K. and France that they
live longer than we do here in the U.S.?

I have been to France a couple times. A lot of smoking going on
over there. I wonder how that fits in. [Laughter.]

Ms. LAMBREW. Yes. Actually, I should check the statistics. I still
think we might smoke more.

We are similar in many respects especially if you look at some
of the European nations and Australia in terms of our demo-
graphics. It is not significantly different.

Income statistics are generally similar. McKinsey Global Insti-
tute has been doing some studies, looking at controlling for wealth,
how do our costs compare?

We stand out because we allow this uninsured problem to per-
sist. There is no doubt that is why we are singularly different than
these other nations. Every other industrialized nation does find a
way to provide basic access to their citizens. As a result, it is not
just infant mortality and life expectancy. It is outcomes from sur-
gery.

The study that we just heard about is a landmark study. There
was another one in Health Affairs a month ago that talked about
deaths amenable to healthcare, that found that everybody is declin-
ing but here we decline slower. Every other country has kind of
dropped in their deaths amenable to healthcare at a much more
rapid rate than we have.

To throw in another one, a study that looked at people who join
Medicare and followed them five years out and found that people
with chronic illness who join Medicare have a significant improve-
ment in their health status after five years being on Medicare. I
mean the statistics are overwhelming.

Health insurance matters. We do not provide it to most people.
It is not everything, and we do need to have complementary sys-
tems. It is solvable. It is important, and I do hope that this be-
comes the election issue that it promises to be.

Mr. OBEY. Let me ask a few questions. We are told that we are
probably going to have votes around 11:30 on the floor, so that will
pretty much crunch this hearing.

Mr. Popper, whenever you feel that you have to leave, please feel
free to. We understand the situation.

Dr. Lambrew, let me ask a basic question first. You indicated in
your statement that access needs to be addressed in order to ad-
dress skyrocketing healthcare costs. Some people would say that is
counter-intuitive, that the more access you have, the more cost, the
more you are going to drive up cost.
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Tell me why you say what you said.

Ms. LAMBREW. I think there are multiple different reasons, but
the two I would bring to the fore because we have some data on
it are, first of all, when we have again the 82 million people who
have gaps in coverage at some point in time, to the extent that
they incur costs through the emergency room, because there are
other uncompensated care costs in the system, most of those costs
get passed along to other people in the form of what is called the
hidden tax where we basically are paying for that uncompensated
care because providers have to charge people who have insurance
more.

One study suggests that every family pays $922 more per year
in premiums because of this cost shift of what can be claimed on
the uninsured being shifted to people who already have health in-
surance.

It is a vicious cycle: more uncompensated care, more of a cost
shift to people with insurance, the more expensive it is, the more
people drop coverage. So, number one is this idea of cost shifting
that exists in the system.

The second, and there was a study done by the Commonwealth
Fund back in December that really tried to illustrate this, is we
know there are some things we could do to change our cost trajec-
tory: prevention, chronic disease management, information tech-
nology, making our system more rational and less complicated. All
that 1s harder to do if we have gaps in the system.

So we are limiting and inhibiting our system-wide cost contain-
ment tools by having people coming in and out of coverage arrange-
Elents and not being able to implement the types of changes we

now.

I mean when you look at what the Congressional Budget Office
has been doing, the director keeps testifying and saying, our budget
problem is a healthcare problem, and we cannot solve the Medicare
and Medicaid problem until we solve the system-wide problem.

It is a huge problem. We have to solve the system-wide problem.
As one economist said, covering all the uninsured is a prerequisite
to doing so.

Mr. OBEY. Anybody else want to comment on that?

Ms. CHOLLET. I would like to add one comment that relates to
the earlier discussion about health status and investment in
health. Part of the problem of people rotating in and out of cov-
erage when they rotate in and out of jobs, when their income falls,
when their circumstances change, is that it gives the system a very
short-term perspective.

The carriers, in particular, focus on the next year. If you ask
them to try to project a premium, for example, that they would
offer over three years, they have a hard time doing that because
they think that population, their covered population is going to
change year by year.

That means when you have an investment of a dollar that will
yield a three dollars rate of return over three years, every carrier
sees it, at best, as a wash because I only expect to have that person
in my plan for one year.

So the process of rotating people in and out of coverage generates
this very short-term perspective and subverts any investment in
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health status, and I think that is a problem that is unique to this
country. One of the reasons that other countries do have better
health statistics is because there is, in fact, a rate of return to in-
vestment in health status.

Mr. OBEY. Well, it seems obvious to me that we have the most
perverse disincentives in the world for people to focus on preven-
tion because, very frankly, for many of these diseases the con-
sequences show up later in life.

That means that if people transfer insurance companies two or
three times, the insurance company cares about the people they are
covering today, and they know that it is very likely in the end that
it is going to be Medicare that will wind up getting stuck with the
long-term ills. So why should they focus on it?

Dr. Lambrew, you said that 22,000 people die because of the lack
of insurance. I am always suspicious of numbers and statistics,
with all due respect to the mathematics part in your title. Where
do you get that number? How hard is it and how can you back it
up?

Ms. LAMBREW. The number comes from the Institute of Medicine
which, back in years 2001 through 2004, conducted a series of re-
ports, comprehensive reports, looking at the literature and trying
to document everything from does insurance matter kind of on an
access basis all the way through the economic cost to society.

They, back then, estimated that about 18,000 adults would have
conditions. I think that they looked at the condition at death,
looked at their insurance status prior to death and estimated that
of all the deaths in a year 18,000 were due to, again, what is called
amenable to healthcare sorts of diseases.

But the numbers have been updated since then because that
number was for 2003, I think, to 2007 which is what the Urban In-
stitute did just this fall through the spring.

Actually, I would say as a note, it is controversial. I do not want
to discount that, but at the same time when we do know, again,
we can do the accumulation of evidence. I think there have been
some very good reviews of the evidence that say if we take it as
a whole, because we cannot necessarily pick one thing or one rea-
son why people die, it does have a difference.

Mr. OBEY. All right.

Dr. Chollet, well, I think virtually all of you talked about the fact
that we are losing employer-based coverage and seem to be evolv-
ing to individual coverage. To me, that again is exactly going in the
wrong direction because the whole idea of insurance to spread risk
as widely as possible so that you do not wind up encouraging all
kinds of cherry-picking.

What are the best things that Congress can do to try to reverse
that trend, short of passing universal healthcare which I hope we
do yesterday?

Ms. CHOLLET. Mr. Obey, I do not think I have a clear answer for
that question because there are so many forces that contribute to
the loss of employer-based coverage. The biggest one, of course, is
healthcare costs generally and, therefore, the cost of health insur-
ance. If health care costs generally did not outpace earnings growth
by order of magnitude, probably we would not see the erosion of
employer-based coverage.
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There are no more tricks, if you will, in the Federal pocket
around tax exemption. So that is not any longer on the table.

And, there is no way to offset the fact that an employment-based
system puts American companies at a disadvantage in inter-
national competition.

I think the States have become more or less resigned to a lot of
movement between especially small group coverage and individual
coverage and are looking for ways to accommodate that movement
rather than try to counteract it.

So, in answer to your question, I think the best thing the Federal
Government can do is to pay attention to the fact that there is
going to be movement in and out of employer-based coverage, that
small employers that now offer coverage are not likely to continue
to offer coverage, and that low wage workers cannot take a dis-
count on their wages to pay for health insurance.

So support of those kinds of systems that enable people to move
between individual coverage and group coverage, if it is offered,
and retain access to healthcare and their providers, I think would
be the most important service that the Federal Government could
offer.

Mr. POPPER. Just some color commentary from the back yard, the
third or fourth largest segment of employed individuals who apply
to the Maryland Health Insurance Plan are consultants. The Fed-
eral Government and—I will probably get in trouble with the gov-
ernor—the State Government are using more and more contractual
workers and consultants to do their work. We have people applying
to the Maryland Health Insurance Plan who work for Voice of
America, and you would be amazed the Federal agencies they work
for and they do not get health insurance. So they have to turn to
the individual market to get coverage.

You can talk about tax incentives to buy, health credit tax incen-
tives, this and that, but you have the sort of overall market trend
in employment that Fortune 500 companies, small business, gov-
ernments are moving more and more away from employing people
and instead contracting with them.

With Maryland State employees, you get access to buy the em-
ployee health benefits, but the State does not put any money to-
wards it. So you have to buy the full loaded group cost to buy it,
and a lot of those people do not do it. Then when they get sick,
they come over to the Maryland Health Insurance Plan.

With the Federal Government, if you are a contractor, I do not
think you get an option to buy into the Federal health system. So
just some news from the back yard in terms of the type of people
we see coming into the risk pool.

Mr. Nycz. The other thing that I have observed over the last 35
years is insurance is not what it once was when we started the
Greater Marshfield Community Health Plan comprehensive first
dollar coverage.

When you think about what is insurance and why do we have
it, if you are a person of means and you have assets that you want
to take care of, then insurance helps you spread the risks so that
you do not have to tap your assets in the case that you get really
sick.
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If you are a low income person without any assets, with very lit-
tle revenue, insurance in that sense does them no good. So then
you look at to what extent does that insurance used in a different
fashion as a tool to allow them to access health services.

And so, you would evaluate insurance differently if you were
looking at a low income, uninsured population compared to, in the
State risk pools, people who generally have more means but be-
cause of their work environment and their preexisting health condi-
tions cannot get insurance in the individual market.

Ms. LAMBREW. A very quick comment which is I do some work
with a coalition called the Better Healthcare Together which is fa-
mous for Wal-Mart and SEIU being the key members. They basi-
cally say that they do not think that they can solve this on their
own, so they are trying to advocate for national change.

But, in the interim, there is one thing you all are responsible for
and people are grateful for which is funding the research on what
works and what does not. At the end of the day, we are going to
have to figure out who gets what.

I do not want to use the word, rationing, because that is an ugly
word, but until we can prioritize what is high value and what is
low value and figure out how to do that, we are not going to be
able to get at this trend.

Comparative effectiveness research, which you funded through
AHRQ, is critical. We see the business coalitions coming behind it.
Our CBO director has said this could save. It actually could self-
fund itself over 10 years according to what their estimate of the
CHAMP Act.

I thank you all because that is an important, critical investment
that you have been making over time.

Mr. OBEY. We will hear more of this, this afternoon, in our panel.
But it certainly seems to me that if we are moving, and I pro-
foundly believe that we are, to universal healthcare being dealt
with at the Federal level, you have tremendous incentives to actu-
ally figure out what does work and what does not work because the
Federal Government is going to be spending a hell of a lot more
money. It would be nice if we spent it on something that was use-
ful.

Mr. Nycz, you know how much this subject bugs me, but it really
bugs me that dental care seems to be looked at as one of those
fancy extras that is not basic to real healthcare. I wonder if you
would just take a couple minutes to comment on why that is not
true and also tell me, give me some examples of how dental care
has led to catastrophic health situations for individuals.

Mr. Nycz. Well, I think maybe part of the reason dental care is
viewed that way is because as a profession you hear a lot and you
see on billboards, people are talking about cosmetic dentistry, not
dental health related stuff but cosmetic. So people get the impres-
sion that is teeth whitening. That is everything else.

Most of the people are deeply affected by this problem pretty
much live in the shadows of our society. Folks with means, I still
believe, do not fully understand this problem, but we have a raging
epidemic of early childhood carries.
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I mean it breaks your heart to see kids coming in where you say
we have to pull six teeth. We have to do crowns, and this is a little
six year old child.

How does it affect the family when you have a child with chronic
pain, up all night? You have to go into work. You cannot go into
work. I mean I think it affects productivity. When children are af-
fected that way, the parents are affected that way. If you cannot
get help for your child, that is a horrible feeling as a parent.

You can go from children. You go through the life cycle. You can
up to people who are thinking about having children. The research
that we are getting out the National Institute or Oral and Cranial
Facial Research says there may be an impact of periodontal disease
in pregnant women on the birth of their child.

The Journal of Obstetrics and Gynecology, I think back in Janu-
ary of 2006 or 2007, had an article telling ob-gyns to take a look
in the mouth and, if you have a woman with progressive peri-
odontal disease, it may lead to a very low birth weight baby.

The researchers are still working on that, but my view on that
is if you have a pregnant mom and she has periodontal disease, a
lot of these folks are on Medicaid. They cannot get care. So even
if you tell the ob-gyns you have to refer them, unless you have a
place for them to go, then they just load up guilt on them.

We do not wait, so we prioritize pregnant women with peri-
odontal disease. Even though we have waiting lists, we will put
them at the head of the list and get them because it may mean.

I mean think about how many thousands of births we have in
Milwaukee. We have this huge disparity in low birth weight babies
and infant mortality between the black community and the rest of
the community. How much of that is driven or could be driven by
the fact that they are not getting access to basic services including
dental?

So you go up the ladder. You go to the elderly. There is no dental
benefit for the elderly. How does it affect the nutrition of someone
who cannot chew because they have few teeth and the teeth they
do have are painful and they do not have money to get dentures?
So it affects their nutrition.

Studies out of England and here, if you are institutionalized and
you are an elderly person, you can aspirate or inhale bad oral bac-
teria that can cause pneumonias. In England, they found one of the
largest reasons for people going from nursing homes into hospitals
is because they are aspirating these bad oral bacteria into their
lungs and because of their fragility, they are contracting pneu-
monias. That is a great expense.

I know that is happening in our Country too. We are going into
the nursing homes. We are training the nursing professionals on
how to brush the teeth of the nursing home residents so they get
daily oral hygiene to prevent that from happening rather than
waiting for them to hit the hospital where we just fill them with
antibiotics and hope that they are okay.

We have had vets, a lot of people. There is a lot of talk about
honoring our vets and that. When we built the Chippewa Center,
we talked to the Veterans Affairs person there, and he said he gets
10 calls a week from veterans of all wars who cannot get dental
care because, of course, it is not service-related.
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And job services agencies, we spend a lot of money trying to help
low income people get better, pick themselves up by their boot-
straps, get better education and get into a job. Yet, in Clark Coun-
ty, a county of 33,000, they tell me there is 100 adults a year that
they cannot place in jobs because of rotten, broken and missing
teeth.

Why do we tolerate that? I mean we can fix that. Community
health centers can fix that if we get enough capacity.

I do not care where you go on the life scale, sometimes it is jobs.
In my written testimony, we talked about a 20 year old who came
in depressed, with horrible oral health. She did not have a job. She
was going nowhere.

It turned her life around. She has a job now. She is feeling better
about herself.

I could go and on. There are so many examples. If anybody talks
to you like that, I would invite you to invite them to our centers
and have them sit down and talk to some of the people.

When I was in Ladysmith, we had a fellow from Chippewa Falls,
55 miles south, before we built the Chippewa Falls clinic. He saw
somebody with a suit walking around, and he asked the dentist
who was working on him, who is that? Oh, that is the director,
Well, have him come in here. I want to show him my mouth.

Soda drinker since age six, this person is going to be a denturist
at the age of 20, but he had to get from Chippewa Falls to
Ladysmith. It was a great burden for him to get there, and we
could not do this all at once. So he was saying, can you please get
care closer to home which is one of the reasons we built.

I told him, I do not need to embarrass you by looking in your
mouth. We are already working on it.

The disability community has two or three strikes against them.
Dentistry is largely a small for profit, solo enterprise. If you want
to entertain and take care of intellectually and neural develop-
mentally disabled people, you cannot do it in a standard office. You
got to have a larger space. You got to have wheelchair lifts and
special equipment, and it takes three times as long to take care of
standard work.

So it is expensive to take care of them. It takes longer for all
those reasons. You need special facilities. They do not get care.
Some of the people who are traveling the furthest to get to us are
the people for whom travel is the most difficult, people with severe
disabilities.

Mr. OBEY. Thank you.

One last question, then I will pass the witness until the bells
ring. If you were to pick out the top three or four things that this
Committee ought to do or the top three or four places where we
ought to put additional resources to deal with the issue of access,
just very quickly, where would you put it?

Mr. Nycz. I have great ideas on this: increasing community
health centers. We are asking for funds that are not in excess of
what we can achieve. It is a planned growth strategy.

There is plenty of research that shows health centers save
money, and there is plenty of research that shows where you build
primary care infrastructure, the costs—Winberg’s work and so
forth—even for the Medicare program where you have an over-
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supply of specialists relative to primary care, less quality, higher
costs.

So you guys are actually building primary care infrastructure
and building that infrastructure is, in a sense, a core healthcare re-
form that may allow us, when we get to universal health insurance,
to afford it better. So I would say absolutely that, and then the Na-
tional Health Service Corps has to come hand in hand because we
have to be able to staff those facilities.

And, if T get another one, I would say Telehealth is something
that does help in the remote, rural areas, and definitely we are
finding it very helpful.

Mr. OBEY. How about the rest of you?

Mr. PoPPER. I would just say in terms of what this Committee
could do is the high risk pool funding that has been provided,
which we really appreciate, has not been provided consistently.

There has been some move on the part of Congress in author-
izing it to try to target it and put in incentives, so the money is
used to expand access or reduce member cost which Maryland has
no problem with. That is the way we use it. But if it is not provided
consistently, it is hard.

We talked earlier about insurance plans not being able to pre-
dict. Dr. Chollet talked about not being able to plan next year. If
we do not get the funding consistently, it is hard to insure, as we
did in Maryland, 300 more people in our low income program, offer-
ing really low premiums. Then the money is not appropriated next
year, and then the premiums go up or we cannot sustain it.

So in insurance, for us, and I know you have a lot of people ask-
ing for funding, but if it could just be consistently provided, that
would be very helpful to the pools to make sure we sustain the af-
fordability and access goals that this Committee wants us to sus-
tain by providing us the funding.

Ms. CHOLLET. I would second both of those statements. I think
there would be three places that I would focus on, and the first
would be community health centers. I think they are essential, and
they have been under-funded. There is no replacement for them.

Second is an issue we talked about before, which is effectiveness
research and not just any effectiveness research but effectiveness
research that is really targeted to helping health plans and health
programs prioritize delivery of services.

Oregon did this decades ago or 15 years ago and still stands out
as a unique model of a State that actually examined the relation-
ship between illnesses and services and decided on what was effec-
tive and what was not and actually prioritized what would be fund-
ed by their Medicaid program and were able to remove categorical
eligibility rules so that everybody under poverty is eligible for the
program and eligible for services that are deemed effective across
the provider community.

And, finally, in the area that Mr. Popper referred to, assistance
to the States and helping them maintain and build new programs.
It is not only the administrative cost assistance that was given to
the high risk pools but the State Health Planning Grants that you
sponsored, Mr. Obey, to help States plan for a better system and
to maintain capacity for that level of planning and public discus-
sion in lean economic times.
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I think in the absence of those State Health Planning Grants, we
would not have seen the leader States that I mentioned in my writ-
ten testimony. They relied on those funds to have a public discus-
sion and to build and maintain the capacity that was needed in the
State to enact those pieces of legislation.

Mr. OBEY. Thank you, Mr. Popper.

Ms. LAMBREW. Going last is hard because they said everything
I want to say as well, but I will say in addition to the workforce
and comparative effectiveness research, two different things on pre-
vention and on the State planning grants.

On prevention, I think we should look hard at how we spend our
money, how it is divided up within CDC programs, within the block
grants because I think if we did a rackup and then tried to figure
out how would we think through potentially pooling, redeploying
and then increasing the amount of public health spending on it, it
is a little bit more dramatic.

It is not just increasing the spending. It is thinking about the
spending. I think it might be a good time to do it if we are on the
verge of a national debate.

The second thing I would say is with the State planning grants,
it did certainly help people. Hands down, States did things they
would not have otherwise done without it.

But it also created a set of really engaged people who are advo-
cates now, who have moved through different levels of government.
Some of them have come to Washington, and others have gone ev-
erywhere else.

That is a human workforce capital investment that is not in the
provider community but in the policy community. I do not know if
there is anything else we could do with that, but I cannot begin to
tell you how many times I have spoken with a group and worked
with different States. Some real smart people have come into this
field as a result of those grants.

How we can think about workforce investment and policy is
something I think you ought to pursue.

Mr. Nycz. I would like to say something about NIH because that
is obviously a big part of what you fund every year. I think the
NIH roadmap and the push to try to move knowledge into commu-
nities and to get things flowing is really a good trend.

Again, I will come back to community health centers. As a com-
munity health center director, I view myself as a consumer of re-
search results, to try to translate those results and put them into
practice.

I think societal investments that we make as a society in re-
search. The outcomes of those investments should be available to
everyone in that society, and health centers are helping to do that.

The CTSA programs now and their roadmap where they are try-
ing to build translational research support in 60 major health
science institutions—Madison, U.W.-Madison School of Medicine
and Public Health has received one of those grants. They are
reaching out to community health centers and trying to establish
gvhat I call kind of knowledge pipelines that will help us translate

ata.

The work that is coming out sooner and the people who bear the
disproportionate burden of disease are the folks we serve, are the
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poor. We have to find a way for them to capitalize on the research.
I think the roadmap and some of the move to translational re-
search should be applauded.

Mr. OBEY. Thank you.

Mr. WALSH. Thank you, Mr. Chairman. Mr. Nycz, the Federal
budget provides about $2,000,000,000 for community health cen-
ters, but the actual budgets—costs to maintain, to run, to provide
services at those clinics—is roughly about $9,000,000,000. Where
does the rest of that money come from?

Mr. Nvycz. A big part of it is medical assistance. Because of
where we are located, we serve a lot of medical assistance patients.

Mr. WALSH. Can you be more specific on medical assistance?

Mr. Nycz. When we serve Medicaid patients, we bill for those
services and we receive payment. So that is a huge chunk.

Mr. WALSH. So, Medicaid payments.

Mr. Nycz. Medicaid payments. A smaller chunk but more active
in the rural areas is we also serve low income Medicare patients,
and we get money for that.

Plus, in the community health center program, pretty much ev-
erybody, unless you are in abject poverty, pays something on a slid-
ing fee. For example, in our center, we get over a million dollars
a year in sliding fee payments. That helps us with our program-
ming.

Mr. WALSH. Thanks.

The two ladies who spoke more on the macro level, the idea that
the western democracies in Europe are basically government-run
healthcare systems. I am told that creates two tiers of healthcare,
the healthcare for everybody and then the healthcare that individ-
uals who have means go outside of that system.

Is that, in fact, true? If so, what does that do the overall quality
of healthcare in those countries, first. Second, does that create a
more positive healthcare system for those countries?

Ms. LAMBREW. I will let Dr. Chollet talk in a second, but in
terms of, I will just take on three issues.

One is this idea of waiting lists and queues and what are the
data showing on that. I think what happens here is that we do
have our own type of queues. If you are low income, uninsured, you
have a different system and often find yourself waiting, not getting
access to care that you need for delays and money reasons.

We also, interestingly enough, for our insured population, our de-
livery system is stressed enough that same day access to
healthcare is worse here than in European nations. So if you are
insured and you need to see your doctor today for an urgent need,
you are more likely to wait here than most, not all, other nations.

So we see that their triage system is more for discretionary serv-
ice, kind of oriented things. We have here a socioeconomic kind of
triage system as well as one that because of our delivery system
stress and lack of a system, we have people waiting for urgent care.

On tiering and two tier systems, I do not know that there is any
country that is so government-run that there is no such thing as
an outside system. Canada has been debating whether or not they
allow for private insurance on top of their provincial insurance.
But, for the most part, every system allows it because they want
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to be able to have a system where people have the basics and then
people who have means get more.

Mr. WALsH. What percent of the people take advantage of those
second tiers, third tiers?

Ms. LAMBREW. I am just going to say offhand that we looked at
this two years ago. At the low end of the scale, it is a couple per-
centage points, I think, in Britain and in—I am trying to think
what other nation.

Australia has been trying to promote it because Australia kind
of has a basic Medicare program. They want to be able to have
more in a second tier than they have now, but they have not had
very much success with it. So it depends.

Mr. WALSH. What is the overall impact on healthcare because of
that second tier or third tier?

Ms. LAMBREW. You know it is hard to find. As Senator Daschle,
whom I work with, says often, we have islands of excellence in a
sea of mediocrity.

We have some excellent healthcare. We have some outcomes that
cannot be beat.

But there are very few studies that say systematically when you
look at across not just our statistics on our health but our out-
comes, survival from different types of treatment. When you have
cancer, what are your odds of survival? These are the sorts of sta-
tistics that for people in the system, are they getting the kind of
quality care, and we just do not rank at the top.

Part of it access. It cannot all be access, but it is the area that
distinguishes us.

Ms. CHOLLET. Just in answer to your question, what is the im-
pact of the private sector tier, if you will, on the public program,
there is not enough of the private sector tier to wag that dog, if you
will. The public program really defines the quality of care and ac-
cess to care in the nation, and the rest of it sort of sits on top and
does not do significantly other than what the public system does.

What it does is allow a different system of triaging, but it does
not allow a different quality of care per se.

Mr. WaLsH. Thank you both very much.

Mr. OBEY. Mr. Honda and Mr. Ryan, we have five minutes.

Mr. HONDA. Listening to you, it sounds like some of the opportu-
nities that are out there could be taken up by school districts too,
where they use their school facilities like the district office and co-
locate social services, health services and things like that.

I was reminded of when we put our new district office together
for the Franklin-McKinley School District, we put a doctor’s office
in to make sure that all the kids were up to date on their shots,
and then a dental office to make sure that the youngsters were get-
ting good dental care.

10 years ago, I first heard that we saved a kid from dying of den-
tal infection. I had never thought about that before; hearing what
you are saying now just brings it even up to a higher level of ur-
gency. So I appreciate all of your work and your input.

Mr. RYaN. Yes, I have one question that I would be surprised if
you had the answer to. One of the issues, the core issues in our
Country is the level of stress that we live under in the United
States as opposed to some of the European countries.
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I know I jokingly mentioned smoking, but to watch, as you all
do and as we do from our levels and at the local level, the amount
of stress that the families go under that are dealing with these
healthcare situations.

I was just having a conversation with a friend of mine the other
day whose wife had a premature delivery, one pound, two ounces,
a year or two ago. Now she is in the second pregnancy, has had
surgery and obviously had one premature birth and is going
through all these surgeries and everything. The insurance company
says to the family, this is not pregnancy-related, so we will not
cover it.

Whether it is the dental or any situation that you guys are deal-
ing with in the trenches, have we been able to measure the effects
of stress in our society and how this just exacerbates a lot of these
health issues that are being dealt with?

Mr. NYcz. I am not familiar with that research, but I will tell
you in kind of linking back to the schools, that we have programs
that work in after school time. One of the observations we have
had where we have 300 some kids in high need. We work on home-
work. We do all kinds of things with them.

One of the observations that came out of that is it lowers the
stress in the families because their children have a place to go. Fre-
quently, mom and dad are both at work. Then when they come
home and they are tired from the end of the day, the kids’ home-
work is done. They are doing better in school.

I was surprised myself to learn about this when we were looking
at the impacts of our after school programs. The schools love it.
They refer to these programs, and they are now working on trying.
They would like us and the United Way may help us at some point
to put in a dental facility right there where these kids are coming
in.

I mean we have had actual examples in terms of there are some
simple things you can do. You know where your kids are. They are
in a good program. They are eating right. There is recreation.
There is a gym there. They are learning homework. Many of them
come back to volunteer.

The surprise was in the family surveys that it alleviated family
stress.

Mr. RYAN. This is almost directly related to a lot of the mental
health promotion that we talk about here.

Ms. LAMBREW. I will just add quickly. Last year, there was the
Child Health Summit or Child Summit that you had here at the
House, and there was a scientist who is beginning to look at some
of the clinical research on prenatal stress and how that could affect
the child.

We had some clinical linkages, but I think also there is a grow-
ing body of research that says in addition to our kind of obvious
mental health problems, behavioral problems like alcohol use, drug
use, and even obesity. Obesity may be self-medication for families
under stress.

If we cannot figure out the role of stress in some of behavioral
as well as our clinical settings, we are going to continue to have,
I think, this chronic disease epidemic. [Laughter.]
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Mr. HONDA. I think that when we talk about being more efficient
and saving time, we do not use the time that we save.

Mr. WALSH. You need to add an iPod to that, and it will calm
it right back down.

Ms. LAMBREW. We will have NIH fund the study of getting rid
of BlackBerrys, iPods and cell phones in how to reduce stress.

Mr. RyanN. I want to volunteer for that study if I can. Thank you
very much.

Mr. OBEY. Thank you all. We appreciate your time.

The Committee will resume at 2:00 in the full Committee hear-
ing room.
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U.S. Rep. Tom Udall (NM-3)
Labor/HHS/Education Subcommittee
Access to Healthcare

Ms, Jeanne Lambrew

3/5/08

1. Dr Lambrew, please give us your suggestions on how health care spending can be
reigned in.

Addressing the high and rising cost of health care must be a top policy priority — not just
because it limits access to health care, but because it hurts our economy. It limits
businesses’ competitiveness and contributes to our fiscal deficit.

There are three major drivers of health costs in the U.S. system. The first is that we
assume that more or expensive care is better care. This is not always, or even often, true.
Decisions are usually made without knowing the additional benefit or cost of a service or
drug. People with multiple or chronic illnesses, who account for over 70 percent of the
cost in the system, usually have numerous doctors offering competing and sometimes
conflicting therapies. Duplicative tests are common in the absence of an electronic
medical record. And the best outcomes are not concentrated in areas that offer the most
services or with the highest costs. Focusing on providing the right care at the right time
would both improve health and reduce costs if done well. Policies to promote this
include:

¢ Investing in comparative effectiveness research that will help patients, providers,
policy makers and the public make better health care decisions;

* Coordinating care across the system through models like medical homes, chronic
disease management, and team-based care;

o Sharing patient information and best practices and reducing duplication and errors
through a national system of privacy-protected electronic health records;

e Limiting self-referrals and other incentives for inappropriate overuse of care;

¢ Simultaneously reforming medical malpractice and improving patient safety as a
means of limiting “defensive medicine;”

Second, we don’t pay for what works to keep people healthy. The system pays more for

an amputation for a diabetic than it does to prevent that complication in the first place. It
pays the same for a high- and low-quality care. The United States could get more quality
for its health care dollar by:

» Prioritizing proven prevention practices through coordination and greater financial
incentives for 100 percent use of them;
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e Rewarding successful health care practices and providers though payment and other
health system policies;

e Using information on what works in designing coverage to incentivize high-value
care.

Third, the complexity and fragmentation of the health system makes it both hard to
negotiate for fair prices and easy to shift costs to the payer with the deepest pocket - or
least ability to negotiate, like the uninsured. This not only leads to higher prices but adds
to administrative costs. This could be reduced by:

e Increasing pooled purchasing, enabling strength in numbers and economies of scale to
get the best quality for the premium dollar;

¢ Providing a choice of plans, public and private, to encourage competition on price
and quality in a system that guarantees access to fairly priced policies;

e Lifting the secrecy around prices and quality and harnessing information to improve
system performance;

o Insuring all Americans, which would limit cost shifting and promote timely and
appropriate use of health care.

. Dr. Lambrew, you note the shortage in family practice residencies. To what do you
attribute this? How do we address this shortage?

This is a complicated problem with no simple solution. Some of the family practice gap
has to do with demand. Our health care system pays less for family practice than
specialty care. Some of this reflects a bias toward an instant treatment to a problem
rather than a “wait and see” approach or the hard work to prevent the problem in the first
place. Aligning payment incentives for patients and providers toward keeping people
well rather than treating them aggressively when sick would strengthen the demand-side
pressure for family practice residencies. In addition, models like the medical home that
pay physicians for coordinating care over time and across illnesses could increase the
financial support and demand for family practice physicians.

In addition, there are challenges in increasing the supply. Attracting and retaining family
doctors is hampered by factors such as the cost of medical education; the bias in the
system for specialty and hospital-based residencies, and the punishing work environment
for family physicians (e.g., long, unpredictable hours; complexity of multiple insurers;
threats of malpractice suites). The Committee has a long history of supporting programs
to lower the cost of medical education for targeted providers, and to train minorities and
people from rural or underserved areas. Other more systemic proposals include
reviewing the scope-of-practice laws to fill some of the prevention and primary care gap
with different types of providers (e.g., physician assistants); creating a national, fair
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system for medical error reduction to limit the toll that medical malpractice takes on
physician supply; and contemplating an overhaul of the medical education system to limit
the financial barriers to entry.

Dr. Lambrew, you cite the disparity in coverage amongst whites, African
Americans, and Hispanics, but claim that is not the only explanation for why racial
and ethnic minorities have lower use of prevention, delayed use of needed care, and
worse outcomes. Can you elaborate on what some of the other reasons might be, in
your estimation?

Across many illnesses and diseases, racial and ethnic minorities experience some degree
of worse access to care, quality of care, and outcomes, according to National Healthcare
Disparities Report for 2007. Since 2000, there has been no overall progress in reducing
racial disparities. Some of these disparities relate to socioeconomic differences: the
inequality in income, education, and similar factors spills over into the health system.
However, according to an Institute of Medicine report, Unequal Treatment, even
controlling for socioeconomic factors, health disparities exist. The report attributes some
of this disparity to racial attitudes and discrimination that persists in the United States.
This occurs at several levels: patients may not trust providers or the system; providers
may make inaccurate assumptions about patients based on their race or ethnicity; and the
utilization managers in the system may create barriers to those of different races or
ethnicities. It recommends, among other policies, increasing minority representation
among health care providers, strengthening the stability of the doctor-patient relationship,
promoting the consistency and equality of care through evidence-based guidelines, and
enhancing consumer and civil rights protections.

But it is important to note, as do most major studies on the topic, that lack of a health
insurance for all Americans is a major impediment to reducing radical disparities.
Simply stated, insuring all Americans is a necessary, if not sufficient, step to reducing
racial and ethnic disparities in health.
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Family Health Center of Marshfield, Inc.

May 8, 2008

U.S. Representative Tom Udall
1410 Longworth House Office Building
Washington, DC 20515

Dear Representative Udall:

I had the privilege of testifying before the House Labor-HHS Subcommittee in March, and
wanted to take this opportunity to answer the questions you submitted for the record during that
hearing.

To begin, the National Health Service Corps is a critically needed program that assists health
centers to recruit and retain health professionals. Currently more than 4,000 NHSC clinicians,
provide health care services to millions of Americans in need.

About half of all NHSC providers are at health center sites. In order to successfully recrnit and
retain clinicians in underserved areas for extended

periods of time, the statutory authority of the NHSC must be extended and funding for this
crucial program must expand.

Our request for funding in Fiscal Year 2009 is $150 million for the National Health Service
Corps program.

In my testimony I spoke particularly about the challenges involved in meeting the dental access
needs in underserved communities across the United States, particularly in rural communities.
The National Health Service Corps plays a crucial role in addressing that need as well: a 2006
study published in the Journal of the American Medical Association found that 32.6% of rural
CHC dentists are either past scholarship awardees or are currently receiving loan repayment
from the NHSC.

While we support the President’s call for funding of additional dentists in the NHSC in Fiscal
Year 2009, we are concerned that, under the President’s proposal, this increase in funding would
be offset by reductions in the administrative account (the “field” line) necessary to administer the
NHSC program. This account funds vital programs, including the SEARCH (Student/Resident
Experiences and Rotations in Community Health) program, the NHSC Ambassadors program,
and the Ready Responders program for meeting emergency preparedness needs.
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While the Health Centers program has seen historic growth as the result of your Subcommittee’s
hard work, in recent years the National Health Service Corps program has been flat-funded. At
the local level and at the national level, it is critical that these two programs work together and
grow together. Investments in the growth of the Health Centers program will only be further
leveraged by commensurate investments in the NHSC, as health centers will be able to serve
more patients in need in a more rapid fashion.

On a local level our community health center has supplemented its federal grant support with
state grant funds designed to provide us with resources to expand access to dental care. We
established our first dental clinic in Ladysmith, Wisconsin back in 2002. At the time, our State
Primary Care Association was fond of reporting on the growth of dental chairs in Wisconsin’s
community health centers. 1 sat down with our State Medicaid dental analyst to discuss our need
for Medicaid data to help guide our operations. I asked what type of information could we
provide them as part of our accountabilities for the use of state tax dollars. His insightful
response was “report on the number of FTE providers not dental chairs.” This response drove
home the point that if our health centers were going to be accountable to state and federal
authorities for the investment of tax dollars we must demonstrate that we can deliver more than
just infrastructure. To do so, we must be able to recruit and retain staff to always keep those
“chairs” busy. Given Ladysmith’s rural and relatively remote location, how would we recruit the
five dentists, five hygienists and the other support staff needed to keep our chairs busy? In the
early years of our dental expansion activity the National Health Service Corps played a key role
in helping us obtain the personnel we needed to produce precisely what the state wanted to buy
increased access to dental services for its Medicaid recipients and its uninsured, low-income
population. Our success in this area with the important assistance from the National Health
Service Corps helped us to garner additional state investments, which has now lead to four dental
centers in four separate communities.

As a nation, [ hope we are committed to standing up the infrastructure necessary to care for all or
our residents. Growing in the National Health Service Corps must be part of our workforce
strategy if the investment in infrastructure in rural and inner-city areas is to realize its full
potential to positively impact the lives of the citizens who live in these less affluent or more
remote regions of our country.

Sincerely,

i

Greg Nycz, Director
Family Health Center of Marshfield, Inc.
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U.S. Rep. Tom Udall (NM-3)
Labor/Education/Education Subcommittee
Access to Healthcare

Ms. Deborah Chollet

3/5/08

Q: Ms. Chollet, you touch on the key components of the Massachusetts plan in your written
testimony. You also mention the debate in my home state of New Mexico going on around
this issue. Can you tell us what Massachusetts did right, and how they were able to get to

the point that they enacted major reforms? What lessons can we take from their efforts?

A: Thank you for your question, Mr. Udall. A number of factors contributed to Massachusetts’

success in enacting major reforms.

Certainly, Massachusetts had a relatively low uninsured rate to begin with and a higher rate
of employer offer, particularly among small employers. Consequently, the problem was not
so big as in some other states. However, while this consideration arguably made reform

somewhat less daunting, it also potentially made the case for major reform less compelling.

So what compelled reform in Massachusetts? Policymakers in Massachusetts generally
point to a number of factors that I summarize in four categories: momentum, leadership,

crisis, and opportunity.

¢ Massachusetts had a history of incremental health care reforms that built momentum
for more comprehensive reform. Policymakers were knowledgeable about issues and
potential solutions. Moreover, a strong advocacy community was pushing for
something to be done: a ballot question requiring universal coverage almost passed
and posed an ongoing threat to policymakers.

e Massachusetts had excellent bi-partisan leadership on health care issues from its
Republican governor and Democratic House leader.

¢ Massachusetts was presented with a crisis: it had tapped into federal dollars to fund
the safety net, and CMS would not renew the state’s waiver as it existed. Therefore,
Massachusetts stood to lose $385 million in federal funding if a new plan was not
developed. In addition, Massachusetts’ individual health insurance market was
widely viewed as unstable and unaffordable.

e Massachusetts looked for opportunities within its current circumstances to support
major reform and found several. It already had a generous Medicaid program with
successful outreach and enrollment, providing a strong base of coverage for low-
income residents. It was able to take some of the federal dollars that it had used to
support its safety net and reallocate them to finance subsidies in a new
CommonwealthCare program for residents with modest incomes, but not eligible for
Medicaid. Finally, it had already made some individual health insurance market
reforms to improve access (requiring all carriers to use adjusted community rating),
bringing access and rating rules very nearly equal in the small group and individual
markets and making it much easier merge the markets. :
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The principal lessons to be taken from Massachusetts’ experience can be grouped into
the same categories. Specifically:

¢ The process of reform is important and often protracted. The value of the process is
in educating policymakers and developing strong public-interest advocacy for change.
Other states that have enacted major reforms also have had long histories of public
discussion about the need and options for change.

* Bipartisan leadership and a determination to work together are essential. Reform of
the magnitude enacted in Massachusetts cannot occur without leadership and
cooperation across party lines.

* Policymakers must see a clear, compelling, and near-term need for change.
Massachusetts faced an immediate crisis in funding its safety net and a general sense
of imminent melt-down in its individual health insurance market. But other states
objectively are in circumstances that are not much different: in all states, low-
income, uninsured residents have difficulty accessing the care that they need, and
safety net hospitals and other providers struggle to survive. Also, in virtually every
state, the individual health insurance market is inadequate to meet the need for
coverage: residents without access to employer or public coverage are much more
likely to be uninsured than to find affordable private coverage as individuals.
Episodic coverage and impeded access to care compromise the quality of care and
health outcomes, add system-wide cost, and increasingly present serious public health
risks.

e Once determined to enact major reforms, it is essential to look for opportunities to re-
craft current funding, programs, and markets. For example:

o In all states, Medicaid and SCHIP are essential building blocks for coverage.
States that have enacted major reforms generally have extensive Medicaid and
SCHIP eligibility under federal waivers and plan amendments.

o States can build on current systems and tax preferences for employer-based
coverage and financing. Small employers generally want to maintain coverage if
they now offer it, but need more stable premiums and simpler administration.
Small employers that do not want to offer coverage will offer premium-only
cafeteria plans, but need assistance in setting them up in order to avoid
inadvertent tax consequences. Employees value choice among plans—but not a
proliferation of confusing choices. Government can play an essential organizing
role to facilitate coverage for employers and workers in small firms.
Massachusetts embraced that role by forming a Connector and developing
CommonwealthChoice.

o Finally, states can confront problems in their individual health insurance markets,
regulating how coverage is issued and rated. States that have high risk pools can
ensure that high-risk pool coverage is as accessible and affordable as coverage in
the general market—but none yet do so. As in Massachusetts, enactment and
enforcement of an individual mandate is likely to be essential in making the
individual market both stable and accessible.
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