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Chairman Mariano, Chairman Buoniconti, and members of the Committee— 
 
Thanks for the chance to testify before you today.   
 
We have no conflicts of interest to declare.  Of course, we speak only for 
ourselves, not for Boston University or any of its components.   
 
 
Introduction 
 
Now that Massachusetts is forcing almost all residents to buy health insurance, 
the state has an obligation to help ensure that these policies are a good deal.   
 
Since enacting Chapter 58, the law’s proponents and many public officials have 
said repeatedly that the state must now turn attention to containing costs, to keep 
health insurance affordable for the future.  This bill is one good place to start.   
 
It would essentially require health insurance companies and HMOs to devote 90 
percent of their Massachusetts revenue (both premium and investment income) 
to paying hospitals, doctors, and other caregivers.  Insurers and HMOs could do 
this by paying for more care for insured patients, by cutting premiums, or by 
increasing prices paid to hospitals, doctors, and other caregivers.   

http://www.healthreformprogram.org/
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The world’s costliest health care 
 
As we have documented repeatedly and in various ways since 1991, and most 
recently in our June 2006 report, Massachusetts has the most costly health care 
in the world. 2  No one intended this.  But it is a reality.   
 
Health spending per person here is one-third above the U.S. average, which is 
itself double the average of wealthy nations worldwide.   
 
If health spending in our state dropped to the generous national per person 
average this year, some $16.5 billion would be saved—enough to pay completely 
for the entire Big Dig this year alone, and with enough left over to buy a laptop 
computer for every school-age child in the Commonwealth.   
 
And we think that you probably know, in your hearts, that the traditional recipe of 
more money for business as usual for Massachusetts health care is financially 
unsustainable.  Massachusetts health care is one bad recession away from 
financial meltdown.  And there is no back-up plan.   
 
Chapter 58 itself contained few provisions aimed at restraining health spending,.  
It created a health care cost and quality council with a mandate focused mainly 
on quality improvement and incidental savings.  It concentrated mainly on 
information disclosure.  But letting individual purchasers know more about 
insurance is clearly not enough to cut costs. 
 
 
 
Increases in administration and profit costs nationally 
 

 The share of health care spending nationally that is devoted to administration, 
marketing, and profit has been rising even faster than health spending overall.   

 
 The latest federal estimates are that health spending in 2007 is 2.5 times 

the 1993 level.  This year’s estimated $167.4 billion for health insurer 
profits and spending on administration of health insurance is 3.2 times the 
1993 level.3   

 
 For one comparison, nationally, these dollars for insurance administration, 

marketing, and profit that are diverted from care today exceed our  total 
spending on nursing home care. 

 

 Medicare’s administrative share is 2-3 percent.  Insurers selling employer 
group plans are thought by some analysts to divert about 10 percent of 
premiums away from actual care.  In the individual insurance market, the non-
care share is widely recognized as 25-40 percent of premiums.4  
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What would S. 593 require? 
 

 Bad deals in the individual market are common nationally.  Massachusetts’ c. 
58 law is now pushing dozens of thousands of our citizens into buying 
individual insurance.  It would be wrong to force our citizens into bad deals 
like those that so often prevail throughout the U.S.A. 

 

 Requiring large health insurers, HMOs, and other payers to devote at least 90 
percent of their revenues to care would make health insurance a better deal 
for taxpayers, employers and all other payers, and patients.  It would also 
benefit hospitals, doctors, pharmacies, and other medical caregivers.  It would 
discourage insurers from diverting scarce health care resources to excessive 
executive pay, lavish marketing campaigns, other administrative waste, and 
would also discourage profiteering. 

 

 This requirement applies to 90 percent of premium revenue and also 90 
percent of total investment gains (interest, dividends, and capital gains).  This 
requirement would mean some combination of lower premiums, more care for 
insured patients, or fee or other payment increases for doctors, hospitals, and 
other caregivers.   

 

 If fees are increased, we hope those increases would be directed especially 
toward primary care physicians—who are typically underpaid relative to their 
procedure-performing colleagues—and to many Massachusetts hospitals that 
receive inadequate revenues and are in danger of closing even though they 
and their emergency rooms are needed and even though they are relatively 
efficient.  (Today, their low revenues often stem from lower financial clout.)  

 

 A 90 percent care share is certainly achievable.  Often, major non-profit 
Massachusetts insurers have achieved and exceeded that threshold.  In 
recent years, Fallon, Harvard Pilgrim, and Tufts HMO have annually spent 87-
91 percent of their premiums on care. 5  Other insurers, however, divert far 
more of each dollar to non-care purposes.   

 

 We believe that care shares in Massachusetts are somewhat higher than 
those prevailing nationally.  But, we think, they need to be moved higher still 
because administrative waste is a growing problem nationally and because 
our state’s health care costs themselves are so high.   
 
(In examining Massachusetts Blue Cross, shortly, we happily acknowledge 
that this insurer already does far better than its counterparts in some other 
states.  In California, for example, the for-profit Blue Cross reported that only 
78.9 percent of premium income went to patient care in FY 2004-2005, 
compared with about 85 percent for Massachusetts Blue Cross.   
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 At the same time, it is worth noting that this care share legislation does not—
and cannot--attack what is perhaps the larger of the two types of 
administrative waste.  That is the waste multiplying inside hospitals, doctors’ 
offices, and other caregivers.   

 
For doctors and hospitals, some of this waste stems from the complexity of 
determining eligibility, learning what services are covered by which policies 
from which insurers, and the like.  But we believe that most of this waste 
ultimately stems from the mistrust that grows steadily between 
insurers/HMOs/public programs and the doctors and hospitals themselves.   
 
Waste stemming from complexity could be reduced by covering all people 
and by standardizing benefits.   
 
But waste stemming from mistrust between payers and caregivers can be 
reduced only by attacking the sources of mistrust.  Those include the financial 
incentives that reward doctors or hospitals for doing more generally, for doing 
some things but not others, and for withholding some types of care.   
 
In particular, doctors need to be liberated to spend money carefully on behalf 
of patients.  It is doctors’ decisions that essentially control or shape some 87 
percent of personal health spending.  Doctors need to be allowed and 
encouraged to steer by clinical compasses of what care is needed, not 
financial compasses or defensive medicine compasses.   

 
 
Blue Cross as an example 
 

 One of the major effects of such a law today would be to require the state’s 
largest insurer, Blue Cross, to increase its care share from the 84-86 percent 
level prevailing in each year from 2001 to 2005.  (For simplicity, we will treat 
this here as an average of 85 percent.)      

 

 In 2004, before spinning off HMO Blue as a separate company, Blue Cross 
Blue Shield of Massachusetts reported premium and investment revenues of 
$4,969,234,000,  or just under $5 billion.6   

 

 Moving Blue Cross from an 85 percent care share to a 90 percent care share, 
as would be required by S. 593, would have done one of two things in 2004.   

 
 It might have led Blue Cross to increase its payments to hospitals, 

doctors, and other caregivers by a little more than $248 million in 2004 
alone.   

 
 Alternatively, it might have led Blue Cross to cut its premiums by 5.04 

percent—again, a little more than $248 million.   
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 Applying the same calculation to Blue Cross itself for 2005 and 2006 yields 
lower apparent premium savings or payment increases to hospitals and 
doctors, but that reflects the spin-off of HMO Blue.   

 

 Blue Cross is not alone.  According to 2005 Massachusetts data, both Cigna 
and Aetna reported 74-75 percent medical loss ratios.  Aetna’s had been in 
this range for some three years, while Cigna’s ratio had been higher in past 
years.   

 

 The approved insurers selling to the now-combined individual and small 
group markets in Massachusetts have the benefit of  the Connector to do 
much of their marketing and administrative work, so they have no excuse for 
the exorbitant administrative shares that have in the past been rationalized as 
an essential cost of marketing to multitudes of small purchasers. 

 
 
 
 
 
What have other states been doing? 
 

 Other states have figured out the need to create such standards.   
 

 For years, health insurers for the small business and individual market in 
New Jersey have been required to meet a minimum care share set in law, 
and have reimbursed purchasers millions of dollars in years when the care 
shares fell short. 7  

 
 New York state has a similar law. 

 
 In California, a long-standing law (Knox-Keene) was intended to require 

health insurers to achieve at least an 85 percent care share by limiting 
insurers and HMOs to spending no more than 15 percent of revenues on 
administration, marketing, and advertising.   
 
It is flawed because (written when health plans there were largely non-
profit) it excludes insurer profits from consideration, but last year, the 
California Medical Association,8  the state insurance commissioner, and 
patient advocates jointly backed tightening those rules—and now even 
Republican Governor Schwarzenegger advocates such standards.  

 
 Governor Rendell of Pennsylvania, in the affordability section of his health 

care reform bill, seeks an 85 percent care share standard for small 
business plans.9 
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Disclosure alone is not enough.   
 

 Under a law passed in 2000 (chapter 141), annual medical loss ratio figures 
for Massachusetts health plans have been publicly available for five years on 
the website of the Massachusetts Office of Patient Protection in the 
Department of Public Health.10   

 
 Here is one sign that disclosure is not enough to protect purchasers and 

patients.   Even after such disclosure requirements were in effect for 
several years, tens of thousands of citizens of the Commonwealth (over 
30,000 in 2006, according to some estimates 11) have been lured into 
buying health insurance from companies that spend extraordinarily small 
shares of their premiums on care.  Further, in some such firms, care 
shares have not risen despite the state reporting of data supposed to help 
citizens be careful purchasers.  

 
 The care share for health insurance sold here by Mid-West National 

Life Insurance fell from 62 percent in 2002 to 59 percent in 2003 and 
down to just 36 percent in 2004, and up to 51 percent in 2005. 

 
 The care share in another firm under the same ownership, the MEGA 

Life & Health Insurance Company (which is facing lawsuits by the 
Massachusetts Attorney General 12  and others across the country for 
deceptive practices and more) was in the 37-42 percent range each 
year from 2002-2005. 

 

 Health insurance with low care shares should simply not be sold in 
Massachusetts.  The current data disclosure requirements are not working 
hard enough to protect the citizens of the Commonwealth.  They were too 
weak to bring these extremely low care shares to the eyes of officials 
implementing the new state insurance law, other public officials, journalists, 
and the public when the policies of these same companies were being 
publicly debated.  When former-Governor Romney’s former insurance 
commissioner advocated that the Connector Board approve their policies, 
attention focused on their limited benefit policies, patients’ reports of 
misleading sales practices, and the companies’ legal troubles—apparently 
without paying attention to the state’s own data on what a bad deal the firms’ 
patients are getting for their premiums. 

 

Let’s try to do better.   

Thank you.   
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