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State Leadership in Health Care Transformation
Red and Blue


Despite substantial differences in th e  local politics o f 
coverage expansion, states across th e  co u n try are lead
ing m ajor changes in health care paym ent and delivery. 
For example, Arkansas and Tennessee are avidly pursu
in g  b u n d le d  p a ym e n ts, M a ry la n d  has la rg e ly  e lim i
nated fee-for-service paym ent to  hospitals, Massachu
setts has established statew ide cost g ro w th  targets, and 
Idaho is c re a tin g  a s ta te w id e  n e tw o rk  o f m u ltip a y e r 


medical homes.
These e ffo rts  and m any others, w hile largely under 


th e  radar o f national a tte n tio n , may have a profound e f
fe c t on th e  health care system's ab ility to  provide b e t
te r care at low er cost. Understanding w h y and how  states 
o f all political hues are engaged in such e ffo rts  and rec
ognizing th e  lim ita tio ns o f state-led reform  are critical 
to  appreciating th e  o p p o rtu n itie s  and challenges o f this 


unique m o m e n t in US health care.


States as Purchasers
Rapidly increasing state health care expenditures m o 
tiv a te  states to  care a b o u t ach ie vin g  b e tte r value in 
health care and provide a pow erful lever fo r change. In 
2014, states spent a q u a rte r o f th e ir budgets on M edic
aid alone.1 M ost state-led health care paym ent innova
tio n s  originate in M edicaid program s as e ffo rts  to  ad
dress this b u d ge t burden. A fte r Medicaid, th e  second 
largest p o rtio n  o f state health care is spent on health in
surance fo r state employees and retirees. States also pro
vide financial aid to  local m unicipalities and school dis
tric ts , m uch o f w h ich  goes fo r health care. E ffo rts to  
co n tro l public em ployee be n e fit spending have proven 


to  be a nother e ffe ctive  means o f state engagem ent in 
reform  o f delivery systems.


States as Regulators
States have a broad set o f regulatory to o ls at th e ir dis
posal. Historically, states, rather than th e  federal g o v 
ernm ent, have been th e  predom inant regulators o f both 
commercial (no t self-funded) health insurance and m edi
cal p ra ctice . By fa c ilita tin g  and s u b s id iz in g  th e  p u r


chase o f nongroup insurance, th e  A ffo rd ab le  Care A ct 
(ACA) expanded th e  size o f th e  m arket tra d itio n a lly  un
d e r sta te  regulation, regardless o f sta te  decisions re 
garding th e  ope ra tio n  o f health insurance exchanges. 
Rhode Island and a fe w  northeastern states have d e m 


o n s tra te d  th a t a pproval a u th o rity  fo r  rates and s u b 
scrib er c o n tra c ts  can be p o w e rfu l to o ls  to  shape in 
s u re r po licie s re g a rd in g  d e liv e ry  system s, b u t o th e r 
states have been slow  to  fo llo w  this path.


States also license health care professionals, hospi
tals, and clinics. R egulatory actions by states can sup
p o r t m o re  fle x ib le  m od e ls o f te a m -b a s e d  care, ex
panded scope o f practice o f allied health professionals.


te lem edicine, c o m m u n ity  param edicine, and in te g ra 
tio n  o f physical and behavioral health care. Conversely, 
w hen n o t aligned, state rules can in h ib it th e  ability o f c li


nicians and pro vid e r organizations to  innovate.


States as Providers of Health Care Services 
State g o v e rn m e n ts  d ire c tly  p ro v id e  health care ser
vice s to  c e rta in  s p e c ia liz e d  p o p u la tio n s , in c lu d in g  
th ro u g h  correctional services, p ublic health program s 
fo r com m u n ica b le  diseases, m ental h ealth hospitals, 
and programs fo r children w ith  special needs. Because 
o f th e ir high needs fo r care, these specialized popula
tio n s can have substantial e ffe c t on health care costs. 
Populations new ly eligible fo r Medicaid and Exchange 
co v e ra g e  u n d e r th e  ACA lik e ly  in c lu d e  in d iv id u a ls  
involved in th e  crim inal ju stice  system, homeless in d i
viduals, and th o se  w ith  behavioral health con d itio ns, 
fu rth e r highlighting th e  need fo r interagency collabora
tion to  coordinate care and coverage.


States as Collectors of Data 
States have extensive data collection and rep o rtin g  re 
sponsibilities, encompassing adm inistrative, survey, and 
epidem iologic data. All states also have some capabil
ity  to  facilita te  th e  exchange o f health in fo rm a tio n  be
tw e e n  health care p ro v id e r organ iza tio n s' e le c tro n ic  
health records, although th e  extent o f th a t capability var
ies fro m  state to  state. All-payer claims databases are 
statew ide repositories th a t are rich sources o f in fo rm a 
tio n  ab o ut health care costs, quality, and practice varia
tio n . Data sources co n tro lle d  by states can be used to  
g e n e ra te  in fo rm a tio n  t o  h e lp  c o n s u m e rs  m ake in 


fo rm e d  health care choices, help clinicians understand 
h o w  th e ir p a tie n t p o p u la tio n s  are using m edical ser
vices, and help policy makers measure th e  progress o f 
reform s to  paym ent and delivery systems.


States as Grantees
The a v a ila b ility  o f  fe d e ra l fu n d s  f o r  h e a lth  re fo rm  
p la n n in g  and im p le m e n ta tio n  has b e e n  a c a ta ly s t 


fo r  s ta te  a c tio n . The C e n te r fo r  M e d ica re  & M e d ic 
aid Innovation's State In n ova tio n  M odels In itia tiv e  is 
p ro v id in g  a lm o s t $1 b illio n  to  sta te s  t o  im p le m e n t 
''h o m e g ro w n '' p a y m e n t and d e liv e ry  system  re fo rm  


m odels.2 W ith in  Medicaid, th e  Centers fo r Medicare & 
M edicaid Services' D elivery System Reform Incentive 
Payment program  w ill provide up to  $3.6 b illion in fis 
cal year 2015 to  s u p p o rt state-led health care system 


redesign e ffo rts .3


States as Conveners
W ith  a m p le  m o tiv a tio n  t o  im p ro v e  h e a lth  care and 
many to o ls at th e ir disposal, state leaders can create a
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local p olitical m o m e n t and set an agenda fo r refo rm . Governors, 


regardless o f political party, can fo rm  e ffective alliances w ith  busi
ness leaders concerned ab o ut rising health care costs, health care 
executives w orried about th e  fu tu re  o f payment, and patient advo
cates co n c e rn e d  a b o u t q u a lity  o f  care. W ith  hard w o rk  and an 
appreciation fo r its complexity, health system transform ation may 
be on e  o f  th e  fe w  p o lic y  areas in w h ic h  lo ca l c u ltu re  tru m p s  
national political a ffilia tio n s w hen it comes to  designing a reform  
model and deploying state levers fo r im plem entation.


As b efits a federalist m odel, state-led health reform  e ffo rts  get 
m ixed reviews. N ot all states are leveraging th e  op p o rtu n itie s  p ro 
vided to  th e m . The ones th a t are choosing to  exercise th e ir a u th o r
ity  in a coordinated w ay have at least 3 challenges.


First, states' m ultiple roles have to  be aligned tow ard com m on 
g o a ls . T he se  m ig h t in c lu d e  s h o r t- te r m  c o s t c o n t a i n m e n t -  
nece ssitatin g  a focus on th e  sickest m em bers o f s ta te -fin a n ce d  
p o p u la tio n s -o r a broader m andate to  im prove population health 
by addressing social fa c to rs  such as d ie t, exercise, and poverty. 
Even w ith  com m on goals, state roles are freq u e n tly divided among 


m ultiple agencies w ith  conflicting mandates. Fragmentation makes 
co ordination d iffic u lt, and strong leadership is essential to  ensure 
ongoing alignm ent o f goals and effective collaboration.


Second, to  be effective, states need su p p o rt fro m  th e  federal 
g o v e rn m e n t across a broad range o f paym ent and reg u la to ry is
sues. As a pred o m in a nt payer, Medicare's role is pivotal. The e xtent 
to  w hich M edicare can and should adapt to  state health policy p ri
orities is th e  prim ary state and federal health policy question. Be


yond Medicare, im proved a lignm ent betw een th e  federal g o ve rn 
m en t and states is needed on such issues as a d o p tio n  o f  health 


in fo rm a tio n  technology, a n titru s t regulation, th e  role and o b liga
tions o f self-funded plans, and data privacy requirem ents such as 


42 CFR Part 2, w hich places special c o n fid e n tia lity  p ro te ctio n s on 
info rm a tio n  related to  tre a tm e n t fo r substance use disorders.


Third, states m ust be able to  sustain tra n sfo rm a tio n  th ro u g h  
leadership changes in b o th  th e  executive and legislative branches. 


The issues o f leadership turnover and adm inistrative capacity are par
ticu la rly acute at th e  state level because o f its smaller scale. W ith 
o u t a deep bench o f health care expertise, th e  loss o f a handful o f 
key leaders can je opardize success.


There are also challenges inherent to  a state-based, h e teroge
neous approach to  reform . W hat w ill happen to  states th a t do n o t 
have th e  policy culture o r capacity fo r these interventions? The fe d 
eral governm ent, may, over tim e, need to  impose changes in fe d e r
ally fu n de d  program s in th o se  states th a t ca n n ot make progress 
themselves.


D ire ctly and indirectly, th e  ACA has unleashed new  and u n 
even levels o f state health policy e xperim entation w ith in  th e  policy 
and political levers discussed here. State governm ents have a unique 
o p p o rtu n ity  to  im prove th e  perform ance o f th e ir local health care 
systems and learn fro m  th e  em erging evidence and experience o f 
th e ir colleagues. The federal governm ent's role remains as im p o r
ta n t as ever, requiring alignm ent w ith  local innovation, su p p o rt fo r 
m ultiple m odels o f state experim entation, and assurance th a t pro g 
ress benefits all Americans.
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