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Employers’ Health Care
Dilemma?
Given primary care’s association with reduced costs and better health
outcomes, employers have good reason to prevent its demise.
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ABSTRACT: Employers are beginning to recognize that investing in the primary care foun-
dation of the health care system may help address their problems of rising health care
costs and uneven quality. Primary care faces a crisis as a growing number of U.S. medical
graduates are avoiding primary care careers because of relatively low reimbursement and
an unsatisfying work life. Yet a strong primary care sector has been associated with re-
duced health care costs and improved quality. Through the Patient-Centered Primary Care
Collaborative and other efforts, some large employers are engaged in initiatives to
strengthen primary care. [Health Affairs 27, no. 1 (2008): 151–158; 10.1377/hlthaff.27.1
.151]

E
m p l oy e r s , a s d e s c r i b e d by Robert Galvin and Suzanne Delbanco, are
“between a rock and a hard place.”1 The “rock” is that health care, once con-
sidered an ancillary issue for employers engaged in making cars or in provid-

ing banking services, is now recognized by employers to be central to strategic
management of human capital.2 The “hard place” is that although many employers
are paying for their employees’ health coverage, costs appear to be beyond their
control, and quality varies from one health care provider to another.

Over the past twenty years, employers have tried a number of ways to climb out
of the abyss lying between the rock and the hard place. Managed care, wellness
and health promotion, free preventive care, value-based tiered networks, nurse ad-
vice lines, disease management, employee cost sharing, low-premium/high-
deductible plans with health savings accounts—each of these strategies contains
major flaws, and none is likely to eliminate employers’ pain.3 Yet one strategy—
adopted by the health systems of virtually every developed country—is rarely dis-
cussed in the United States: investing in primary care.
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Research studies demonstrate that a strong primary care foundation to the
health system can reduce costs and improve quality.4 Yet U.S. primary care is
underfunded and undervalued, which limits its effectiveness in cost and quality
spheres. Employment-based health care coverage pays for more than 40 percent of
total U.S. spending for personal health services.5 With a common voice, employers
have the clout to change health care priorities by demanding a strong primary care
foundation. Over time, employers would reap benefits through stabilization of
health care costs and increased worker productivity.

In this Commentary we address several key questions: What is primary care,
and why is it experiencing hard times? What is the evidence that a strong primary
care foundation can help control costs and improve quality? What can employers
do to promote primary care?

What Is Primary Care?
Primary care is care provided by personal physicians—family physicians, gen-

eral internists, and general pediatricians—who are responsible for the entire
health of an individual or family. Working closely with these generalist physicians
are nurse practitioners and physician assistants. Primary care is the patient’s entry
into the health care system and the medical “home” for ongoing, personalized
care.6

Some people mistakenly believe that primary care physicians (PCPs) handle
only simple things: making sure kids are immunized, treating sore throats and
bladder infections, doing school and annual physicals. The truth is quite different.
PCPs need a vast amount of medical knowledge because they care for patients
with hundreds of conditions, including high blood pressure, heart disease, ele-
vated cholesterol, liver disease, headache, memory loss, depression, and more.
PCPs also coordinate the care of their patients throughout a confusing health care
system: arranging for patients to get a magnetic resonance imaging (MRI) scan,
choosing the right specialists, and helping the elderly navigate the pharmacy maze
of Medicare Part D. In a recent survey, 94 percent of people wanted a personal phy-
sician who knows about their problems.7

The Threats To Primary Care
The U.S. health care system has never had a strong primary care foundation. Al-

though 52 percent of visits to doctors in 2000 were to PCPs, only 35 percent of
U.S. physicians practice primary care.8 In most European nations and Canada, 50
percent of physicians provide primary care.

In 2006, the American College of Physicians, representing both PCPs and spe-
cialists, warned, “Primary care, the backbone of the nation’s health care system, is
at grave risk of collapse.”9 From 1997 to 2005, the number of U.S. medical school
graduates entering family medicine residencies dropped by 50 percent.10 In 1998,
54 percent of internal medicine residents planned careers in primary care rather
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than specialty medicine; by 2004, only 25 percent entered primary care.11 Over the
past ten years, medical subspecialty fellowship positions have increased by 40
percent, and the number of hospitalists, many of whom are internists, has risen
from 500 to 15,000. The proportion of patient care physicians in primary care has
dropped from 1997 to 2005, while the proportion of specialists has increased.12 Not
only is the PCP pipeline drying up, but one study found that 21 percent of primary
care internists are leaving their practices after only fifteen or twenty years.13

Lower incomes and a stressful work life discourage medical students and young
physicians from choosing primary care careers.14

While the influx of international medical graduates (IMGs) has mitigated
these trends, the proportion of IMGs entering primary care careers declined from
2001 to 2005, with an increasing number migrating into specialty fields.15 IMGs
help serve the 20 percent of the U.S. population living in medically underserved
areas, but health centers in those areas report many PCP vacancies and major chal-
lenges recruiting PCPs.16 The percentage of patients unable to obtain a timely pri-
mary care appointment has grown rapidly over the past ten years.17

The income of PCPs, adjusted for inflation, dropped by 10.2 percent from 1995
to 2003, while the amount of work increased.18 Median specialist income in 2004
was $297,000, which is 180 percent of primary care income ($162,000). Unad-
justed for inflation, specialist income grew almost 4 percent per year from 1995 to
2004, while primary care income grew 2 percent per year. The income of major
medical subspecialties is more than 200 percent of general internal medicine in-
come, with gastroenterology and oncology income, $369,000 and $350,000, re-
spectively, growing more than 7 percent per year during those years.19 Thus, the
primary care–specialty income gap is growing. A specialist spending thirty min-
utes performing a surgical procedure, a diagnostic test, or an imaging study is of-
ten paid three times as much as a PCP conducting a thirty-minute visit with a pa-
tient who has diabetes, heart failure, headache, or depression.20 It is these realities
that define the crisis of primary care.

Primary Care: Costs And Quality
Dozens of studies show that a strong primary care sector is associated with

lower health care costs and improved quality. Peter Franks and Kevin Fiscella ex-
amined surveys from a nationally representative group of 13,270 adults who were
asked if their personal physician was a PCP or a specialist. People with a PCP
rather than a specialist as a personal physician had 33 percent lower annual health
care spending and 19 percent lower mortality; cost and mortality data were ad-
justed for age, sex, ethnicity, health insurance status, reported diagnoses, and
smoking status.21 Other studies confirm that patients with a regular PCP have
lower health care costs than those without.22

Michael Parchman and Steven Culler studied PCP-to-population ratios in
twenty-six areas of Pennsylvania. Areas with more family physicians per capita
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had lower hospitalization rates for several diagnoses than was the case in areas
with fewer family physicians. For Medicare patients, hospitalization rates were 80
percent higher in areas with a shortage of PCPs than in other areas.23 Countries
with a greater proportion of their physicians practicing primary care medicine
tend to have lower per capita health expenditures than those with a greater pro-
portion of specialists.24

People with PCPs are more likely than those without PCPs to receive preven-
tive services, to have better management of chronic illnesses, and to be satisfied
with their care.25 States with more PCPs per capita have lower total mortality
rates, lower heart disease and cancer mortality rates, and higher life expectancy at
birth compared with states that have fewer PCPs, adjusting for other factors such
as age and per capita income.26 In contrast, increases in specialist supply are asso-
ciated with greater costs but not improved quality.27

In a remarkable study, Katherine Baicker and Amitabh Chandra examined
Medicare data by state, using twenty-four quality indicators. States with more
PCPs per capita had lower per capita Medicare costs and higher-quality care.
States with more specialists per capita had lower-quality care and higher per ca-
pita Medicare expenditures.28 All of these studies demonstrate that strong pri-
mary care is associated with reduced costs and better health outcomes.

Why Should Employers Care About Primary Care?
Employers can play an important role in building a strong primary care founda-

tion for our health care system: Together with their employees, they pay for more
than 40 percent of personal health care spending and face persistent premium es-
calations well in excess of wage increases.29 Why should employers support a vi-
brant primary care sector? First, as the above evidence shows, primary care has the
potential to contain health care costs, particularly by reducing ambulatory care–
sensitive (ACS) hospital admissions, emergency department (ED) visits, and inap-
propriate specialty consultations. Second, prompt access to a well-functioning
primary care “home” can improve employees’ satisfaction with care, thereby re-
ducing employers’ need to handle employees’ health care–related complaints. Fi-
nally, primary care is the site of most care for chronic conditions and has the po-
tential to produce better patient outcomes and reduce the absenteeism and low
productivity associated with chronic disease.30

Although their main concern is the cost of health care benefits, many employ-
ers, with their health plan vendors, have undertaken a range of quality initiatives
that focus on care delivery: performance measurement; payment reform with
“pay-for-performance”; and the initiatives of the Leapfrog Group, Bridges to Ex-
cellence, and other quality-focused organizations.31 Employers should have an
equally keen interest in undertaking initiatives to ensure that primary care is
transformed into a sturdy foundation for the health care system. For primary care
to realize its potential, however, it needs to return to its principles of continuous,
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comprehensive, and integrated care and trusting relationships between caregivers
and patients—elements that powerfully influence patients’ behavior, decisions
about how to use medical services, and clinical outcomes.32 For primary care prac-
tices to accomplish these tasks, an adequate supply of clinicians and a quality-
enhancing reimbursement structure are needed. Employers are becoming increas-
ingly interested in addressing these practice-level issues.

What Can Employers Do To Address The Primary Care Crisis?
Rebuilding the primary care framework requires leadership with purchasing

power.33 Private-sector and government purchasers of health care—powerful
forces for change—have this opportunity.

A few employers are applying reengineering methods to strengthen the avail-
ability of patient-centered primary care—for example, by supporting a patient-
centered medical home model of care.34 The Tax Relief and Health Care Act of
2006 authorizes primary care medical home demonstration projects, providing
PCPs with care management fees and shared savings from positive health out-
comes.35 At the state level, the Community Care initiative of the North Carolina
Department of Health and Human Services has sought to provide designated pri-
mary care medical homes to Medicaid recipients with chronic conditions.36 On
the private-sector side, early efforts in this arena include several initiatives.

� Patient-centered collaborative. The Patient-Centered Primary Care Collab-
orative, a coalition of major employer and physician groups, represents more than
300,000 PCPs.37 Its goals are to help transform how primary care is organized and fi-
nanced to provide better patient outcomes; more appropriate payment to physi-
cians; and better value, accountability, and transparency to purchasers and consum-
ers. The collaborative has been active in integrating the primary care association
models for medical homes to facilitate employer engagement; advocating in Con-
gress for a central role for patient-centered primary care in all health care reform leg-
islation; calling for governmental leadership through demonstration project funding
of patient-centered primary care projects in Medicare; and creating a forum for di-
verse parties including employers, organizations such as AARP, providers, health
plans, and others to collaborate in patient-centered primary care initiatives.

� National Business Group on Health. The National Business Group on
Health’s workgroup on primary care was formed to develop strategies for employers
to increase support for primary care. Its priorities for action are patient-centered
medical homes, health information technology (IT) for practice transformation,
payment policies that recognize the value of primary care services, and educational
and loan programs that encourage physicians and other health professionals to work
in primary care.38

� Individual employers. Individual employers are mounting demonstration
projects such as the IBM Corporation’s patient-centered primary care initiative,
which has engaged primary care providers such as the Austin Regional Clinic in
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Texas and Geisinger Health System in Pennsylvania. These are efforts to undertake
primary care practice transformation and payment reform to deliver improved pa-
tient access, counseling/coaching, preventive care, care coordination, and chronic
disease management within primary care medical homes. The American Academy of
Family Physicians’ TransforMED initiative and the American College of Physicians’
Center for Practice Improvement are leading the practice transformation, change
management, and evaluation components of the initiative.

Such approaches challenge the accepted wisdom that employers cannot di-
rectly engage caregivers in a buyer-producer dialogue. By structuring demonstra-
tion projects around medical-home models, willing primary care practices and em-
ployers can experiment with new modes of reimbursement that support prompt
access, population management of chronic conditions, patient self-management
support, electronic medical records (including personal health records), and care
coordination between primary care practices and other sites of care.

Some employers are examining PCP reimbursement embedded in private health
plans’ contracting arrangements to understand how they have, perhaps inadver-
tently, reduced income for primary care doctors. The failure of PCPs’ income to
keep pace with that of specialists—aggravated by diminished influence in con-
tracting negotiations compared to their specialist colleagues—contributes to
driving down the supply of PCPs.39 Employers can help stem the tide by building a
more balanced allocation of spending between primary and specialty care into
their health plan partner network and contracting strategies.

Employers are also key stakeholders in containing Medicare costs. For Medi-
care Part B, the galloping volumes of procedures and imaging services and the
large discrepancy in Medicare costs among different regions of the country are
driven to a large extent by high Medicare fees for certain medical specialties. As
noted above, Medicare costs are lower when primary care, rather than specialty,
resources are greater.40 Employers have the opportunity to advocate for fixes to
the Medicare cost problem that also remedy the disparity in payment for cognitive
versus procedural services.

Placing Primary Care On Employers’ Health Care Agenda
The primary care initiatives described here cannot by themselves solve employ-

ers’ health care challenges. However, the crisis of primary care is conspicuously
absent from the list of national priorities and scarcely visible on the private-sector
agenda for health care reform. It has been easier for employers to support familiar,
business-friendly processes, such as motivating healthier lifestyles or driving dis-
closure of prices and performance. In part, lack of interest in primary care is a
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holdover from the early managed care years, with “primary care” eliciting—for
employers and employees—negative visions of gatekeepers with financial incen-
tives to restrict care. A primary care resurgence backed by employers would not
return to those managed care failures.

Health care crises resulting from shortages of personnel—in this case, PCPs—
take years or decades to resolve. The leadership of private-sector employers, un-
derstanding that they will benefit from an investment in primary care, is a key ele-
ment in preventing primary care’s demise.
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