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Vision

We support actions to give all Oregonians access 
to quality health care. This can best be 
accomplished by creating a fair market where 
everybody is motivated to improve health, ensure 
quality, and control costs. In such a system, 
individuals, employers, health plans, and 
providers have incentives to encourage good 
health, and consumers make informed choices 
about health practices and treatment options 
based on understandable health information and 
transparent prices and quality.   

The Problem 
The current health care system in the U.S. and 
Oregon is not delivering value.

The U.S. spends a much higher share of its 
GDP on health care than other developed 
countries.

Health insurance premiums have been 
increasing at an unsustainable rate. 

The quality of care in the U.S. is inconsistent 

ACCOMPLISHMENTS TO DATE 

Published a white paper summarizing 
the problems and root causes of high 
health care costs and inconsistent 
quality   

Developed the business case for a 
pilot project to enhance the exchange 
of health information among 
providers and locations of care.  

Supported efforts to develop websites 
to provide comparative information on 
hospital prices and quality.  

Collaborated with initiative to develop 
standardized quality measures for 
outpatient care. 

Developed a partnership with the 
Oregon Coalition of Health Care 
Purchasers (OCHCP) to educate 
employers and encourage them to use 
more effective purchasing strategies 
for health benefits. 

RECOMMENDATIONS 

In order to lower health care costs, improve quality, and expand access to care, the Oregon Business Plan 
recommends the following:  

Use value-based purchasing strategies by employers and public sector purchasers to improve quality 
and lower costs.  Employers should encourage a culture of wellness and personal responsibility, and 
design benefit plans to improve health, including coverage of preventive services, management of 
chronic conditions, protection from catastrophic costs, and incentives for wellness.  Employers 
should also create an effective market for health care: consumer choice of health plans, better 
consumer information, and appropriate consumer cost sharing.  Employers should develop 
expectations and incentives for health plans and providers to encourage higher quality and use of 
evidence-based care. 

Encourage investment in health care information infrastructure:  electronic medical records, secure 
exchange of health information among providers, standardized measures of quality, and transparent 
information on costs and quality. 

Expand Medicaid to reduce the number of uninsured and improve access to care.  Use additional state 
revenue to maximize federal matching funds. Increase payments to providers who serve Medicaid 
patients to improve access to care. In exchange, providers and health plans should reduce the cost 
shift by lowering charges to privately-insured employers and individuals.

Increase access to coverage for individuals and small businesses:  require individuals to have health 
insurance, subsidize low-income workers and individuals to enable them to afford coverage, and 
create an “insurance exchange” to make it easier for individuals and employees of small businesses 
to purchase insurance. 

6. HEALTH CARE
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and often below the standards of other developed countries.

Our health care system leaves many people – nearly one-sixth of the population -- 
without health insurance coverage. 

Why is this important for businesses and all Oregonians? The Oregon business 
community has identified health care as one of the most serious cost problems it faces. 
The high cost of health benefits: 

Makes it more expensive for Oregon businesses 
to compete in a global market 

Reduces funds for business investment 

Dampens economic recovery and job growth 

Reduces funds available for cash compensation 
to employees 

In addition, the high cost of publicly-financed health 
care crowds out needed public investment in education and transportation. 

Lack of consistently high quality care also is a serious concern. Employee productivity is 
reduced, and – much more importantly – lives are being lost. The lack of access to 
coverage for many Oregonians is unacceptable in our society, and the costs for caring for 
the uninsured are shifted to those who have insurance, putting an additional cost burden 
on businesses and individuals. 

Health Care Task Force 
In response to these concerns, the OBC Health Care Task Force was commissioned in the 
spring of 2004.

The task force had four primary objectives:  

Understand the health care problem in Oregon and the impact on businesses and the 
community

Educate businesses and the community regarding the problem and its impact 

Develop a long-term vision and principles to address these problems 

Create a proposal for comprehensive redesign of the health care system.  

Challenges 
The health care system is badly broken and needs to be redesigned. The problems of cost, 
quality and access are driven by three closely related factors: 

Fundamental cost drivers 

Lack of effective market forces 

The vicious cycle of costs and access to care 

[Note: These factors are described in more detail in the OBC’s white paper, “A New 
Vision for Health Care,” December 2004.] 

Fundamental Cost Drivers 

Aging. The percentage of the population over 65 is increasing steadily.

The Oregon business community 

has identified health care as one of 

the most serious cost problems it 

faces. 
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Chronic conditions. It is estimated that five conditions (heart disease, mental 
disorders, pulmonary disorders, cancer, and trauma) have driven a large portion of 
overall cost increases during the past 15 years. 

Technology.  New advancements in diagnostic and treatment technologies are 
providing new alternatives, many of which extend life or improve health, but at 
increased cost.

Unhealthy lifestyles. Poor health choices and the lack of personal accountability for 
health -- exacerbated by limitations on public health initiatives – contribute to higher 
costs. For example, the scope and impact of the obesity epidemic are well-
documented.  

Lack of Effective Market Forces 

There are four important levers that have the potential to drive improvements in the value 
– cost, quality and service – delivered by our health care system: 

Consumer choice 

Price sensitivity 

Information to support informed consumer choice 

Healthy competition between providers 

How is this working in the current U.S. health care system? 

Choice. The majority of employed Americans do not have a choice of health plans 
offered by their employers. 

Price sensitivity. Most consumers are shielded from the real costs of health care. In this 
situation, consumers lack financial incentives to manage their demand for health care 
services, and they lack strong economic incentives to shop for efficient health care 
providers. (Although new benefit plans with considerably higher cost sharing – often 
known as “high deductible health plans” – have been introduced in recent years, they are 
still a relatively small share of the market.) Furthermore, many employers pay the full 
premium or a high percentage of the full premium, regardless of the cost. As a result, 
there is little incentive for employees to choose the most efficient health plan.  In 
addition, many physicians are unaware of the costs of providing services and are not in a 
position to assist patients in making cost-effective choices. 

Information. It is difficult to obtain useful and reliable data to compare the cost and 
quality of health plans and providers. Consumers are often not in a position to make 
informed decisions about the diagnosis and treatment of diseases, and must rely on 
providers to tell them what medication or treatment is needed. Publicly available 
information on health care costs and quality is gradually reaching consumers, but it is 
currently inadequate to support informed decision-making by most of them. 

Healthy Competition. Given this situation, there is little incentive for health plans or 
providers to differentiate themselves and compete on cost or quality. Exacerbating this 
problem is the fact that most providers – especially physicians – are paid on a fee-for-
service basis, i.e., a fee for each service delivered. This compounds the effects of the 
fundamental drivers of demand for medical care.  For a physician to be successful 
financially, s/he is driven to provide a greater number of services. While this may or may 
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not result in improved health outcomes, it can cause more services to be delivered than 
are necessary. In some cases, over-treatment can also cause poor medical outcomes. (See 
Figure 1 for a graphic summary of these factors.) 

The problems of lack of consumer choice, useful information and healthy competition are 

especially acute for employees of small businesses and non-employed individuals.  
Health plans will usually provide coverage to small groups only on an exclusive basis, 
thereby eliminating the opportunity for consumers to make choices.  The lack of choice 
also reduces “portability” by making it more difficult for employees to stay with a 
particular health plan when they move from one job to another. Small businesses seldom 
have the time or expertise to shop effectively for health insurance, thereby weakening 
their purchasing power. From the health plans’ perspective, small group and individual 
coverage incurs higher administrative and selling costs, and the claims costs for this 
segment are subject to higher risk variation. As a result, the rates charged to small groups 
and individuals are higher and less stable year-to-year, although rate regulations dampen 
these problems to some degree. 

Other Factors

The medical care delivery system is very fragmented. Most physicians are self-
employed in solo practices, and only 25 percent are in practices of eight or more.  
This is an obstacle to creating more efficient care delivery processes, investing in 
electronic health information systems, and coordinating care more effectively for 
patients.  It also has contributed to the slow and inconsistent adoption of “evidence-
based guidelines” for medical practice, leading to both under- and over-treatment of 

Fundamental Drivers: 
- Aging 
- Chronic Conditions 
- Technology 
- Lifestyles Lack of Effective Market 

Forces
- Consumer choice 
- Price sensitivity 
- Information and 

decision-support tools Increased 
health care 
costs

Lack of strong provider 
incentives to improve 
value
(quality/efficiency): 
- Fee-for-service 

payment system 
- Variations in medical 

practices 

Figure 1. 

THE ROOT CAUSES OF HEALTH CARE COST INCREASES 

Inconsistent 
quality of care 
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common conditions. It has also delayed the implementation of initiatives to reduce 
serious medical errors. 

The U.S. health care system has very complicated administrative processes. As a 
result, administrative costs are high – 7 percent of total health care expenditures 
according to government statistics. Some researchers estimate that total system 
administrative costs – including costs hidden in hospital and physician costs – are 
much higher (31 percent). Part of this is due to the market fragmentation among 
providers, health plans, and purchasers. As a result, the system has a high level of 
duplication and a lack of standardization.

The lack of a well-developed infrastructure or standards for health care information 
systems has also been a major obstacle.  Health care information exists in a multitude 
of places in varying formats, some paper, some electronic.  This has created 
inefficiency because information flow between consumers, providers, employers and 
health plans is not timely. This adds expense due 
to redundancy and re-work. Furthermore, the 
delays in the availability of health information 
can lead to compromised safety and quality. 

The Vicious Cycle of Costs and Access 

There is a complex but powerful relationship 
between rising costs and deteriorating access to care. 

The most basic dynamic starts with cost increases that drive higher health insurance 
rates. As a result, many employers are reducing coverage, especially for dependents, 
or are dropping employee health benefits altogether. Similarly, increasing health care 
costs have forced the state to reduce the number of people in the Medicaid program 
(Oregon Health Plan). These actions by employers and state government have 
increased the number of uninsured, for whom it is much more difficult to get access 
to care. 

The increase in the number of uninsured and the resulting access problems results in 
delayed treatment and inappropriate use of hospital emergency departments for non-
emergency care. This further increases costs, creating a vicious cycle by increasing 
insurance rates and putting additional pressure on employers and the state to reduce 
coverage.

The increasing number of uninsured non-paying patients in hospital emergency 
departments also forces hospitals to charge higher rates for insured patients. This cost 
shift results in higher insurance rates, creating another vicious cycle by forcing 
employers to reduce coverage, thereby increasing the number of uninsured. 

Higher costs have also forced the state and federal governments to under-pay for care 
provided to Medicare and Medicaid patients.  This has led many providers to set caps 
on the number of Medicare/Medicaid patients they will see, thereby exacerbating the 
access problem. This also contributes to the cost shift, as providers increase charges 
for insured patients to offset the low payments for Medicare and Medicaid patients. 

There is a complex but powerful 

relationship between rising costs 

and deteriorating access to care. 
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As a result, employers and individuals with health insurance carry an additional burden.  
In addition to higher insurance rates caused by the fundamental cost drivers described 
earlier, the rates are increased further due to the cost shift.  The magnitude of the cost 
shift is estimated to be 10 to 15 percent in addition to basic health insurance rates. (See 
Figure 2 for a graphic summary of these factors.) 

The linkage between costs and access is further complicated by the complex health care 
financing system in the United States. There are three primary ways in which health 
benefits are financed: 

The employer-based system, which covers 52 percent of the total population in 
Oregon. Employees and their dependents receive benefits that are largely paid by 
employers. The benefits are determined by the employer or through collective 
bargaining. The value of the health benefits is exempt from personal income taxes.  
(Individuals who purchase health insurance directly account for an additional 6 
percent of the population.)

Medicaid, which covers 12 percent of Oregonians. Low-income people in certain 
eligibility categories receive benefits.  The eligibility rules and benefits are set by the 
federal government, with some flexibility at the state level. 

Medicare, which covers 13 percent of Oregonians. Elderly and disabled people are 
eligible to receive benefits. The benefits are established and administered by the 
federal government. 

Each of these major categories has different funding mechanisms, eligibility 
requirements, benefit designs and administrative jurisdiction. As a result, many people 
fall between the cracks of these categories. For example, many part-time or seasonal 
employees, dependents, and employees of small businesses do not have benefits. Many 

Figure 2 

THE VICIOUS CYCLE OF HEALTH CARE COSTS AND ACCESS 
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low-income people are not eligible for Medicaid because they do not fit into one of the 
aid categories, but they are unable to afford health coverage. By limiting eligibility to the 
very poorest, we effectively discourage work. 

Agenda for 2007 and Beyond

The OBC Health Care Task Force has developed a set of recommendations to address the 
problems with the current health care system. The proposals are built upon an 
understanding of the root causes and a set of core principles: 

Principles

1. There are three essential issues to address: cost, quality and access.  Many reform 
proposals focus only on access. We believe this is insufficient. Any proposal that does 
not address the system changes needed to reduce costs will be unaffordable. We are 
committed to finding solutions that are economically sustainable.   

2. The health care system is badly broken and needs fundamental change. Fixing the 
problems of high costs, inconsistent quality, and poor access will take sustained and 
focused effort over many years.  Ultimately, the system of delivering health care services 
requires major restructuring.  Some improvements can be driven by changes in health 
care financing and purchasing, but those changes alone will not be sufficient to improve 
the cost and quality of health care services. 

3. This is a systemic problem that requires 
collaborative problem-solving. It’s easy to look for 
and blame villains, but that won’t fix the problem. 
All of the key stakeholders – consumers, employers, 
providers, health plans and government – are part of 
the systemic problem, so we all must step up to be 
part of the solution. The business leaders working 
on this initiative are committed to collaborating with 
key stakeholders and policy-makers to achieve 
reform. 

4. All stakeholders must accept their responsibilities 
for improving the system. Consumers have a 
responsibility to keep themselves healthy and be well-informed purchasers. Providers 
have a responsibility to help keep their patients healthy and to offer evidence-based, cost-
effective care to all who need it – including publicly-subsidized as well as privately-
insured patients. Employers have a responsibility to offer health benefits to their 
employees and dependents, if they can afford it, and help keep their employees healthy 
and productive. Health plans have a responsibility to offer coverage to all who need it and 
work with providers to reduce costs and improve health outcomes. The government has a 
responsibility to ensure access to coverage and care to all who need it and use value-
based purchasing strategies to encourage efficiency and quality. 

5. We believe that a system that is built on the private health care delivery system and 
uses market forces is most likely to achieve the goals of cost control and quality. While 
there is an appropriate role for government as a facilitator, regulator and 
purchaser/sponsor for low income and elderly persons, we believe that the private 

All of the key stakeholders – 

consumers, employers, providers, 

health plans and government – are 

part of the systemic problem, so we 

all must step up to be part of the 

solution.
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delivery system – with the right incentives for providers – is the best way to improve 
quality and cost effectiveness. Consumer engagement and personal accountability are 
critical.  Consumers must have real choices, an appropriate level of price sensitivity, and 
access to information and decision support tools.  

6. We need practical solutions that can be implemented.  Although it is necessary to have 
a long-term vision for a redesigned health care system, it isn’t fruitful to imagine an ideal 
future system that is impossible to achieve. We must find pragmatic approaches that build 
a bridge from the existing health care system to a future system that delivers value and 
provides access to evidence-based care. We recognize that investments in basic 
infrastructure, e.g., development and publication of standardized quality data, electronic 
health records, and the exchange of health information among providers, etc., are needed 
to support a new health care system. 

7. Business leadership is needed to drive improvements in the health care system.  As the 
primary purchaser of health benefits, employers – on behalf of their employees –have a 
major stake in ensuring that the money spent is producing value. Building on the 
employer-based system makes sense; it already covers the majority of Oregonians 
reasonably well.  In addition, this will help to ensure that employers continue to have a 
stake in keeping employees healthy and productive.  Building on the employer-based 
system also allows employers to customize their health benefit programs to meet their 
employees’ needs.   

A Responsible Plan for Sustainable Reform 
The following are the key elements of a comprehensive redesign of the health care 
system in Oregon. We have focused on state-level initiatives at this time, recognizing that 
even greater improvements could be made with reform at the national level.  The first two 
elements focus on actions by purchasers – working with health plans and providers – to 
improve the quality and lower the costs of the health care system. The remaining four 
elements address the vicious cycle of costs and access to care. 

Improve Quality and Lower Costs Through Purchaser Action  

Use value-based purchasing by employers and public sector purchasers. Private and 
public sector employers can play a major role in driving improved quality and lower 
costs. There are several general principles and 
approaches that purchasers should use: 

Encourage a culture of wellness and personal 
responsibility in the workplace. 

Offer benefits that are designed to improve 
health; coverage should include: 

o Preventive services 

o Management of chronic conditions 

o Protection from catastrophic costs 

o Incentives for wellness 

Create an effective market for health care: 

o Offer employees a choice of health plans and providers 

Private and public sector employers 

can play a major role in driving 

improved quality and lower costs.  
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o Engage employees in their health care decision making by using a defined 
contribution approach to fund employees’ health benefits and requiring cost 
sharing at the time of service – while avoiding financial barriers to preventive 
services or chronic care management Provide employees with decision support 
tools, including understandable cost and quality data, to support their ability to 
make informed choices of health plans, providers, and alternative treatments and 
services.

Contract more effectively with health plans, using standardized RFI tools and setting 
expectations for health plans and providers to improve transparency, cost-
effectiveness, quality of care, and use of evidence-based care. 

In addition, public sector programs such as Medicaid must operate as efficiently as 
possible to ensure that beneficiaries and taxpayers are getting the best value for the 
money. The Medicaid program should be allowed to use the same tools (e.g., use of a 
preferred drug list, integration of mental and physical health programs) that businesses 
use in managing their health benefit programs. With these tools, any expansion of the 
Medicaid program would be more cost-effective. 

Invest in information infrastructure development. Private and public sector purchasers 
should work with health plans and providers to stimulate the development of health care 
information infrastructure, including: 

Electronic Health Records should be adopted by all health care providers. 

Providers should have access to necessary patient health information through secure 
data exchange mechanisms in order to provide continuity of care. 

Data transparency is needed to allow purchasers and consumers to be more informed 
buyers.

Standardized and easily understood measures of quality are needed to enable 
purchasers and consumers to compare the performance of providers. 

(See figure 3 for a graphic summary.) 

Break the Vicious Cycle of Costs and Access.  

Reduce the number of uninsured by expanding Medicaid. Use additional state revenue to 
maximize Federal matching funds that are currently available to the state. Increasing state 
funding by $700 million would generate over $1 billion in additional federal funds 
annually.

Improve access to care by increasing payments to providers who serve Medicaid 

patients. Use a portion of the additional Medicaid funds to reduce the gap between 
provider payments for publicly- and privately-insured services. 
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Increase access to coverage for individuals and small businesses.  This is needed to 
address the special problems that individuals and small businesses face in obtaining 
coverage.  For many, coverage is unaffordable.  Some individuals who can afford 
coverage, however, choose to forego insurance.  When they become seriously sick or 
injured, they rely on hospitals which are required to serve everyone regardless of 
coverage.  The health care costs for these “free riders” are borne by those who have 
insurance, via the cost shift described above.  Three specific steps are needed:

Require individuals to have health insurance. 

Subsidize low-income workers and individuals to enable them to afford coverage. 

Create an “insurance exchange” for individuals and employees of small businesses 

Reduce the cost shift to employers and individuals. In return for expanded coverage and 
increased provider payments, health plans and providers should reduce the cost shift by 
lowering charges to privately-insured employers and individuals. (See Figure 4 for a 
graphic summary of these recommendations.) 
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Figure 3 

USING VALUE-BASED PURCHASING TO IMPROVE VALUE: QUALITY/COST 
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Short-term Initiatives (2007-08)

Focus on Improving Quality and Reducing Costs 

1. Use Value-based Purchasing by employers to improve quality and lower costs. 

2. Support legislation that allows the Oregon Health Plan to implement purchasing 
strategies used by private employers, e.g., use of a preferred drug list, integration of 
mental and physical health programs 

3. Continue efforts to improve health care information infrastructure: electronic health 
records, secure exchange of health data among providers, transparent information on 
costs and quality, and standardized quality measures 

4. Support Medicare initiatives for improved transparency, quality improvement and pay 
for performance 

Improve Access and Reduce the Cost Shift 

5. Support the cigarette tax to fund comprehensive and affordable health coverage for 
children – the Healthy Kids Plan

6. Support the use of state revenue to gain federal matching funds and expand the 
Oregon Health Plan

7. Support efforts to increase provider payments for Oregon Health Plan patients and 
reduce the cost shift to privately-insured patients 
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Figure 4 

BREAKING THE VICIOUS CYCLE
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8. Oppose efforts by Medicare to further reduce payment rates to providers, or other 
steps that would exacerbate the cost shift to privately-insured patients 

9. Create a forum and collaborate with other organizations to develop a plan for 
comprehensive redesign of the health care system to provide all Oregonians with 
access to high quality and affordable care.  

Measuring our Progress 

We will measure our progress against the following goals [specific targets to be 
developed]:

Health and Wellness of Employees. Employers incorporate the value of employee 
health and wellness in the culture of their organizations and their decision making 
processes.

Outcomes:

Employers use health risk assessments to develop wellness and prevention programs 
with incentives to engage employees and to take personal responsibility 

Employees and their families do not have financial barriers to needed preventive and 
chronic care 

Employers offer evidence-based disease management programs 

Overall health status of employees and dependents improves. 

Access. Provide access to care for all Oregonians. 

Outcomes:

Reduce the number of uninsured in Oregon.. 

Increase the number of providers willing to care for Medicaid and Medicare patients.. 

Create appropriate incentives to drive efficiency in health care. Structure the health care 
market to offer informed consumer choice and encourage healthy competition among 
providers.

Outcomes:

All consumers have a choice of health plans 

Information regarding cost, quality and service is easily accessible for consumers and 
group purchasers to make informed choices between health plans and providers. 

Consumers have the appropriate degree of cost sharing, without creating barriers to 
needed care 

Providers have the appropriate financial incentives to provide high quality and cost 
effective services. 

Costs. Create a health care system that is affordable and economically sustainable. 

Outcomes:

Reduce the annual increase in overall health care costs,

Reduce the annual increase in health insurance premiums.  

Quality.  Improve the quality of health care services.  

Outcomes:

Patient health information is available to providers across systems. 
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Employees with chronic conditions are well managed. 

Employers measure health care quality through standard metrics. 

Evidence-based guidelines are used by clinicians.

If we are able to achieve these outcomes, Oregon businesses will have a competitive 
advantage, thereby increasing economic growth and jobs. The people of Oregon will be 
healthier and lead more productive and rewarding lives.  And Oregon can strengthen its 
reputation as an innovative leader in social and economic policies. 

Health Care Initiative Leaders 

Peggy Fowler, President & CEO, Portland General Electric 

Mark B. Ganz, President & CEO, The Regence Group.

Background Resources 

  OBC white paper, “A New Vision for Health Care,” December 2004. 


