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				Introduction: The Politics of Appeasement

			

			
				We write this introduction as the battle over health care is being waged at a feverish pitch on Capitol Hill in Washington, DC. Members of Congress and President Barack Obama continue to grapple with how to cut federal spending and get the country’s fiscal affairs on a sustainable path. Health care is at the crux of the debate. The promises made to the American people to ensure their health care security are beyond the capacity of the federal government to keep. This is not a Democrat or Republican stance. It’s simple math, and it was true even before the landmark Patient Protection and Affordable Care Act was signed into law by President Obama on March 23, 2010.

				As an unprecedented heat wave gripped the nation in 2011, politics reached a boiling point over raising the federal government’s debt ceiling. Congress and the president acted to prevent the unthinkable: a default by the government on its debt. None of the sound and fury was enough to stop Standard & Poor’s from reducing the country’s credit rating, the same rating agency that failed to do its job and warn investors of the worthless mortgage-backed securities that triggered the Great Recession in 2008. The summer of discontent turned into a winter whose Cold War–like tensions have split Democrats and Republicans battling for control of the White House and Congress in the 2012 elections.

				Health care reform was born in the middle of the Great Recession. Its future depends on the outcome of the 2012 elections, the US Supreme Court’s stance on the constitutionality of the individual mandate, and the court of public opinion. One thing is certain. The country’s ability to pay its bills will determine the fate of health care reform for decades to come.

				In this context, we examine the Patient Protection and Affordable Care Act, the most sweeping overhaul of the US health care system. Not since 1965, when Medicare was created, has the country witnessed such a profound shift in how Americans will receive and pay for health care.

				It was a moment that was as historic as it was divisive. Since the time of President Franklin Roosevelt, American presidents have tried to protect people from the unexpected cost of illness. Health care debates have always been fraught with discord, and this time was no different. The law is heralded by supporters as a grand achievement. Opponents disdain it.

				The law sought to narrow a chasm in American society into which millions of people have fallen. There is nothing worse than to have a serious illness and lie awake at night knowing that treatment is out of reach because it costs too much.

				The law reins in unbridled health insurance companies whose egregious practices have become legendary. No longer will the sick forgo the medical care needed to thwart life-threatening disease for want of the ability to pay.

				This book does not examine the political tangles of the debate. Nor does it chronicle the implementation of the law. We take a long-term view and ask what health care reform means for America’s future. To answer this question, we look at health care not in its own silo but as part of the economic life of the nation.

				In part 1, we begin by dissecting how the deals were made between the Obama administration and the health care industry. In a speech at George Mason University in Fairfax, Virginia, a few days before the vote on health care reform, President Obama asked the assembled crowd, “Are we going to let the special interests win once again? Or are we going to make this vote a victory for the American people?” We trace highlights of the deals with each of the key industry players—the health insurance companies, drug makers, hospitals, and doctors. We assess what was won and what was lost when the spoils were divided on the political battlefield where more than 4,500 lobbyists roamed Capitol Hill and about a billion dollars was spent to influence the legislation. The sweeping overhaul did not solve the root cause of the problem with America’s health care: the unfettered power of the medical-industrial complex that has made health care unaffordable for the American people and its government. We describe the deal that Americans should have gotten but didn’t. The Obama administration played the politics of appeasement, the path of least resistance. The same people who have made health care unaffordable, wasteful, and too often harmful were rewarded with an even larger canvas on which to paint Americans’ health care future. In the end, with the stroke of a pen, health care reform merely shifts the risk of bankruptcy of individuals and families to the bankruptcy of the federal government.

				In part 2, we chronicle how thirty-two million newly insured Americans will enter a health care system that isn’t ready for them. Health care reform did more to reform health insurance than to reform the provision of health care. A single law cannot fix everything at once, and an urgent to-do list remains. We highlight top priorities for this list.

				One of those priorities is to make health care safe. We estimate that in the decade ending in 2020, at least 2.25 million Americans will have lost their lives because of medical mistakes, hospital-acquired infections, overuse of cancer-causing CT scans, and surgeries that are unnecessary and inappropriate. The number of lives that will be lost is equivalent to the combined populations of North Dakota, Rhode Island, and Vermont, all gone because of a man-made disaster. Health care reform rewarded those who have failed to ensure the safety of Americans when they are sick and most vulnerable.

				In part 3, we trace how the health care reform debate unfolded against the backdrop of the near collapse of the banking and financial system in 2008 and the Great Recession that followed. The political debate was cocooned from the economic reality unfolding around the country as millions of Americans lost their jobs, their health insurance, and their homes. The economic reality made health insurance coverage as urgent as ever.

				We highlight uncanny similarities between the health care industry and the banking and finance industry. Both sectors have price bubbles, toxic assets, and the too-big-to-fail syndrome. We chronicle how health care has caught the same Wall Street fever that afflicted the banks. Just as the Wall Street mentality messed with peoples’ wealth, we examine how it messes with peoples’ health.

				In part 4, we show how the country’s economic security will be the dominant factor shaping Americans’ health security in the years to come. Businesses will face even greater competition from China, which has evolved from sewing socks to making stealth bombers. The competition will be fierce and will determine the kinds of jobs, wages, and benefits that American workers will have. In fact, we predict that the rise of China could have a greater impact on employer-provided health insurance by 2020 than the reform law. We highlight the reasons that lead us to this conclusion.

				Because health care spending is a major reason for the federal government’s growing federal debt, we pose a tantalizing question. Will untamed health care spending be the spark that eventually triggers a government default and requires the federal government to seek a bailout from the International Monetary Fund? We raise this question not as idle speculation but as a very real and frightening possibility.

				In part 5, we show how the health care industry has its own way of privatizing gains and socializing losses. The banking industry elevated this practice to an art form when it made enormous sums from fraudulent lending practices but turned to the taxpayers to bail it out when the house of cards crashed. The health care industry socializes many of its losses while making enormous private gains. If these losses were privatized, enough money exists in the health care system to provide health insurance for all.

				No one has a crystal ball to predict the future. It will be shaped by the decisions made by millions of individuals, families, employers, drug and insurance company executives, Wall Street analysts and investors, hospitals, doctors, and nurses who will act in their own self-interests. Yet every system is designed to achieve the results it gets. An examination of the law and the economic and political context in which it unfolds can suggest the future state.

				America has a unique way of dealing with thorny problems: it throws money at them. The country can’t afford to do that anymore. There is a different path to take. We show how careful pruning of the enormous inefficiency and waste in health care can make reform financially sustainable and health care affordable. Howls of protest from moneyed interests will pierce the airwaves and blogosphere to frighten the American people into believing that their benefits will be taken away. The truth is that spending can be pruned responsibly so that not a single person who needs medical care is hurt. In fact, they will be better off. The alternative is crude cutting of federal spending that protects corporate health care interests at the expense of the public’s interest. If this happens, the hard-working people of America who play by the rules will be hurt the most. Their health insurance coverage will become a mere shred of what they need to protect themselves from an out-of-control health care marketplace.

				Amid the discord between Democrats and Republicans, another certainty prevails. The battle over health care will continue. Proponents of the health care reform law acknowledge its flaws and recognize that improving a complex system cannot happen quickly. Republicans want to keep the battle brewing because it suits their political interests to challenge President Obama’s health care reform.

				A battle waged without principle never yields victory. Abraham Lincoln once said, “America will never be destroyed from the outside. If we falter and lose our freedoms, it will be because we destroyed ourselves.” We wrote this book because we do not want an endeavor as noble as the health and healing of human beings to be part of America’s undoing.

				We wrote this book for the American people. They are the only special interest we represent. We bring to light facts and perspectives that the media have not had the courage to report. We cut through the rhetoric and political correctness on both sides of the political aisle that have dominated the airwaves. Readers can gain a fresh perspective about what health care will look like in 2020 and beyond.

				If you are concerned about your health and your health care, this book is for you. We hope it will help you come to your own conclusions about the changes that are occurring and what they mean for you.

				For policy makers in federal and state governments, we hope you will gain a fresh and compelling perspective on the work that lies ahead to fix a broken system and ensure its viability for generations to come.

				For doctors, nurses, and health care executives, we hope this book will help you see the bigger picture as you take care of patients, which is what health care is really all about.

				Rosemary GibsonJanardan Prasad SinghWinter 2012

			

		

	
		
			
				Part 1

				Deal Makers, Deal Breakers

			

			
				As the health care reform debate raged on talk radio, the Internet, and television and in town hall meetings around the country in 2009 and 2010, President Obama promised Americans that they could keep their health insurance. Republican opponents warned of government-run health care. For those who were busy in their daily lives going to work and taking care of their families, it was hard to make sense of health care reform and what it would mean.

				That same year, the country was reeling from the near collapse of the financial system. On March 5, 2009, Obama held a White House forum to launch his reform effort that included members of Congress and representatives of the health care industry. The next day, the stock market tanked. The Dow Jones Industrial Average plummeted below 6500 points, and trillions of dollars of retirement savings disappeared. Fears swirled that the country was headed for another Great Depression.

				A brutal truth had been exposed. Much of the nation’s economic growth had been fueled by a housing market whose asset values were propped up by debt of Mount Everest proportions. As bailed-out banks took taxpayers’ money and rewarded their top brass with bonuses, millions of Americans who had lost their jobs, their health insurance, and their homes wondered why they weren’t being helped.

				Against this backdrop, President Obama forged ahead and made health care reform his domestic priority. As Americans were losing health insurance because of the economy, the timing for legislation to provide coverage seemed auspicious. The president wanted a bill on his desk for his signature by the end of 2009. Three months late, after a roller-coaster ride, the deal was done, and he signed the Patient Protection and Affordable Care Act on March 23, 2010.

				In the following chapters, we examine how the deals were made with the drug companies, health insurers, hospitals, and doctors. Without their support, a health care reform law would never have been enacted. Politics is give and take. What did they give and what did they take? In the end, did they really give? For Washington lobbyists representing the health care industry, reform had nothing to do with providing care for people who desperately need it. It was about money, lots of it, and how they could get it.

				Martin Luther King Jr. once said, “Laws may not change the heart but they can restrain the heartless.” He wasn’t talking about the health insurers or drug companies, but his words may be apropos for the country’s debate on health care reform. Time would tell.

			

		

	
		
			
				• 1 •

				Health Insurers: What Did They Get?

			

			
				One of the biggest achievements of the health care overhaul was a commitment from health insurance companies to stop their most offensive and inhumane practices that angered and frustrated millions of Americans. Why did they agree to stop? After all, they aren’t charitable enterprises.

				Insurance company abuses were chronicled at a June 16, 2009, congressional hearing chaired by Representative Henry Waxman, a Democrat from California. During the hearing of the Subcommittee on Oversight and Investigations of the House Energy and Commerce Committee, members of Congress heard testimony about how health insurance companies treated many of their policyholders.

				The committee had requested information from fifty state insurance commissioners and three health insurance companies that offer individual health insurance policies: Assurant Health, WellPoint, and UnitedHealth Group. With 116,000 pages of documents and interviews with numerous policyholders who had had their coverage terminated or “rescinded” after they became sick, the committee let the world see a glimpse of the abuse.

				An Illinois man diagnosed with lymphoma had his health insurance policy terminated because he failed to report a possible aneurysm and gallstones that his physician noted in his chart but did not discuss with him. The company denied him chemotherapy and a life-saving stem cell transplant. After direct intervention from the Illinois Attorney General’s Office, his insurance was reinstated and he continued with treatment.

				A Texas woman diagnosed with a lump in her breast had her health insurance cut off when the company investigated the patient’s medical history and found that she did not disclose that she had been diagnosed previously with unrelated osteoporosis and bone density loss. The company rescinded her policy and refused to pay for medical care for the breast lump.

				Americans are already benefiting from the law. Insurers agreed to stop denying coverage to children with preexisting medical conditions. People who are sick have no lifetime limits on benefits. Children can stay on their parents’ family plan until age twenty-six. Insurance plans must offer preventive services such as mammograms and colonoscopies without charge. Women can go to obstetricians and gynecologists without a referral from another doctor.

				Beginning in 2014, insurers agreed to stop canceling policies when policyholders become ill. They will stop denying insurance to adults with preexisting medical conditions and charging higher rates because of poor health.

				Most Americans like these commonsense protections. Seventy-five percent of people say they favor the prohibition against insurance companies denying coverage because of preexisting medical conditions. Two-thirds favor allowing children up to age twenty-six to stay on their parents’ policies, and most believe the elimination of lifetime caps on insurance coverage is a good idea.

				As the health insurance companies agreed to these concessions, another story was playing out behind the scenes.

				Good-bye Public Option

				One of the most controversial ideas in the health care reform debate was the public option. Here’s how it was supposed to work. Uninsured Americans could choose a new public health insurance plan similar to Medicare. The public plan would be less expensive than private insurance because it would incur no marketing costs, profit margins, or high salaries that are characteristic of private insurance companies.

				An outspoken proponent of the public option, former Vermont governor and physician Howard Dean, made the case for it this way: “I don’t think we ought to dump $60 billion a year” onto the insurance industry because it would be pouring money into a broken system.

				The idea was to give Americans a choice between a public option and private insurance. “If they think the private sector is great, they will stay in the private sector—if they like insurance that can be taken away if they get sick,” said Dean. “Or you can try what everyone over sixty-five in this country has had. . . . [Medicare] can’t be taken away; it can’t be denied to you.” With competition from a public option, the insurance companies would have to clean up their act and treat their customers better, he said.

				The public option met with fierce resistance. John Boehner, who was House Minority Leader for the Republicans at the time, said the public option was “about as unpopular as a garlic milkshake.” Conservatives decried it as a government takeover of health care.

				In raucous town hall meetings during the August 2009 congressional recess, members of Congress heard from people opposed to health care reform. The insurance industry orchestrated a plan for thousands of its employees to voice opposition to the public option. Competition with a public option would be a death knell for the insurers because they could not compete successfully with a public plan. The firestorm compelled President Obama to step back from the public option, saying it was “just one sliver” of reform.

				To smash up the whole health care reform process, insurance companies funneled millions of dollars to the US Chamber of Commerce for television ads blasting the bills in Congress. Aetna, Cigna, Humana, Kaiser Foundation Health Plans, UnitedHealth Group, and WellPoint reportedly chipped in to pay for the ads.

				At the same time, Karen Ignagni, the chief lobbyist for the insurance industry trade group America’s Health Insurance Plans (AHIP), wrote a letter published in the Washington Post saying, “Let me be clear and direct. Health plans continue to strongly support reform.” Yes, they wanted reform, but it had to be on their terms.

				To salvage a health care overhaul, President Obama unveiled a new plan in February 2010 that left out the public option. Instead, it included a requirement that everyone buy private health insurance, a flashpoint in the health care reform drama.

				The idea of a mandate was not new. During the 2008 presidential campaign between Barack Obama and John McCain, Ignagni visited Obama’s health advisors and proposed the idea. In return, the industry agreed to stop dropping coverage for people when they were sick and discriminating against those with preexisting medical conditions.

				During the 2008 presidential campaign, Obama was not enamored with the idea of a mandate but warmed up to it later. He said, “When I ran in the Democratic primary, I was opposed to the mandate. . . . My theory was . . . people don’t have health insurance . . . because they just can’t afford it. So I was dragged kicking and screaming to the conclusion that I arrived at, which is that it makes sense to have everybody purchase insurance. . . . This is not a Democratic idea. There are number of Republicans . . . who have supported the idea of an individual mandate.”

				The health insurance industry saw the writing on the wall. A growing number of middle-class Americans and employers can no longer afford to buy health insurance because it is too expensive. The public option would accelerate the decline of private health insurance in America.

				Insurers saw opportunity in health care reform to obtain more market share. They had their sights set on a never-ending federal stimulus that would bolster their bottom line in perpetuity.

				Three Wishes

				The health insurance industry had staked out its position early in the 2008 presidential campaign when Barack Obama made health care reform a priority. After the November 2008 election, it issued a public statement with its “must-haves” in a reformed health care system. The industry sought to convince the White House and congressional leaders to subsidize people who purchased private health insurance. This strategy would halt the erosion in private insurance and expand the industry’s customer base. It was a shrewd strategy.

				According to the industry’s script, insurers would agree to stop their most egregious practices. In return, they insisted that everyone be brought into the system and participate in obtaining coverage. The insurers signaled the individual mandate as a “must-have.” They realized that many Americans would buy insurance only if they were forced to do so. “Achieving this objective will require specific attention to the mechanisms for making the mandate enforceable,” they said in a public statement. In other words, the health insurers wanted the government to impose penalties to force people to buy their products.

				Insurers were granted their first wish. The Obama administration included the individual mandate to buy private insurance in its February 2010 salvage plan along with penalties for failure to comply. The Republicans excoriated the individual mandate and its Democratic party supporters when, in fact, the mandate was a centerpiece of the health insurance industry’s strategy.

				The industry wanted more. Insurers proposed that the federal government help small businesses provide coverage for their employees. They wanted tax-code incentives or other types of assistance to encourage small businesses to offer or contribute to coverage. The insurers were specific. Small firms with lower-wage workers should receive taxpayer-funded subsidies.

				The industry was granted this second wish. The White House plan included tax credits for small employers with lower-wage workers.

				Finally, the industry scored the biggest win of them all. Insurance companies wanted American families who earn less than $88,000 a year to receive taxpayer subsidies to help them buy their products. The White House agreed to the federal subsidies for low- and moderate-income families.

				With the stroke of a pen, the insurance industry gained sixteen million new customers beginning in 2014. Most of the new customers will qualify for federal subsidies that will shield them from the financial impact of the individual mandate.

				In return, the health insurance industry agreed to stop its worst abuses: preventing sick people from buying insurance, increasing premiums for people who have the misfortune of being sick, charging higher premiums because of a policyholder’s gender or occupation, and imposing lifetime and annual coverage caps on benefits. The health care overhaul identifies essential benefits that must be covered by insurance plans and requires a fair grievance and appeal process.

				These concessions were a down payment made by health insurers on a very lucrative investment. The “mortgage” on this investment will be paid by Americans through premiums and taxpayer-funded subsidies that will balloon in years to come as health care costs continue to rise out of control.

				For consumers, health care reform is like an adjustable-rate mortgage. It begins with attractive, low-cost introductory teasers—the new features that so many people favor such as no limits on lifetime benefits. Eventually, ballooning premiums will be too high for the federal government to subsidize at levels stipulated in the health care reform law.

				In the end, the health care reform law richly rewarded health insurance companies in return for a commitment to change their practices. Will they really change?

				The Individual Mandate: Principle, Politics, and Pocketbooks

				The battle over health care continues. Opponents of the individual mandate want it to go away. For some, it is a matter of principle. For others, it is about politics. For those required to buy insurance, the mandate is a matter of their pocketbook.

				Virginia was the first state to fire a shot in the battle over the mandate. In a preemptive strike in early March 2010 before Congress voted on the White House makeover plan, the Virginia House of Delegates voted eighty to seventeen in favor of a new law saying that no resident of the commonwealth should be required to obtain or maintain individual health insurance coverage.

				The bill’s sponsor, Republican Robert G. Marshall, quipped to a reporter, “Mobsters used to offer ‘protection’ to business owners, so when Congress says that if individuals don’t become customers of businesses that contribute to them, to me that crosses the line. . . . For me, it is hard to distinguish what is going on in Washington, D.C., from criminal activity.” Republican Governor Bob McDonnell signed the bill into law.

				In special ballot initiatives during the midterm elections in November 2010, Arizona and Oklahoma residents voted against the individual mandate. Colorado voted in favor of it. These results came on the heels of a Missouri vote in August in which 70 percent of voters disapproved of the individual mandate.

				In the fall of 2010, the battleground shifted to the federal district courts, where state governments, conservative stalwarts, businesses, and others filed separate legal challenges to the reform law, and many were about the individual mandate.

				Five decisions were handed down by federal district courts from October 2010 through February 2011. They are proof that health care reform is as partisan as it can be.

				Federal judges appointed by Democratic presidents upheld the individual mandate. US District Court Judge George Steeh in Michigan, appointed by President Bill Clinton, ruled that the individual mandate is constitutional. Steeh wrote in his opinion that it acknowledges the reality that most people will get sick someday and will need a means to pay for it.

				The health care market is unlike other markets. No one can guarantee his or her health, or ensure that he or she will never participate in the health care market. . . . The question is how participants in the health care market pay for medical expenses—through insurance, or through an attempt to pay out of pocket with a backstop of uncompensated care funded by third parties. This phenomenon of cost-shifting is what makes the health care market unique. . . . Plaintiffs are making an economic decision to try to pay for health care services later, out of pocket, rather than now through the purchase of insurance, collectively shifting billions of dollars, $43 billion in 2008, onto other market participants.

				Shortly after Judge Steeh’s ruling, a federal judge in Lynchburg, Virginia, also rejected a legal challenge to the mandate. US District Court Judge Norman Moon, another Clinton appointee, penned an opinion that resonated with a similar theme:

				I hold that there is a rational basis for Congress to conclude that individuals’ decisions about how and when to pay for health care are activities that in the aggregate substantially affect the interstate health care market. . . . Nearly everyone will require health care services at some point in their lifetimes, and it is not always possible to predict when one will be afflicted by illness or injury and require care.

				In February 2011, Judge Gladys Kessler of the US District Court in Washington, DC, dismissed a lawsuit against the individual mandate brought by three people who said that they did not intend to use medical services for the rest of their lives for religious reasons and two others who said they use holistic healing practices that health insurance does not cover. Judge Kessler rejected their arguments saying that Congress can regulate health insurance under the Constitution’s commerce clause, and that individuals can pay the penalty prescribed in the law if they decide not to purchase insurance.

				Two federal judges appointed by Republicans had their turn and ruled against the mandate. US District Court Judge Henry E. Hudson in Richmond, Virginia, was the first federal judge to strike down the individual mandate and rule that Congress exceeded its powers by requiring individuals to have health insurance or pay a penalty to the federal government. An appointee of President George W. Bush, Judge Hudson declared that the provision overstepped the bounds of authority granted in the Constitution: “Neither the Supreme Court nor any federal circuit court of appeals has extended Commerce Clause powers to compel an individual to involuntarily enter the stream of commerce by purchasing a commodity in the private market. . . . At its core, the dispute is not simply about regulating the business of insurance—or crafting a scheme of universal health insurance coverage—it’s about an individual’s right to choose to participate.”

				Judge Hudson also disagreed with the Obama Administration’s argument that federal tax law allows the government to require individuals to pay a penalty if they fail to purchase insurance, stating that the penalty is not intended to raise revenue.

				US District Court Judge Roger Vinson from Pensacola, Florida, who was appointed to the bench by President Ronald Reagan, said that if Americans can be forced to have health insurance because everyone needs health care, that logic can be used to force people to buy groceries or clothes.

				“A lot of people, myself included for years, have no health insurance,” Judge Vinson said during the hearing on the case that was brought by twenty-six states and other challengers. Vinson recalled his years as a law student when he paid cash to the doctor who delivered his first child. “It amounted to about $100 a pound,” he said, laughing.

				In his ruling, Vinson wrote that Congress exceeded the bounds of its authority with the requirement to buy insurance. Because the individual mandate is unconstitutional, and not severable, the entire act must be declared void, Vinson said.

				In June 2011, a three-judge panel of the US Court of Appeals in Cincinnati ruled that the individual mandate is constitutional. Justice Jeffrey Sutton, an appointee of President George W. Bush and a former law clerk for conservative US Supreme Court Justice Antonin Scalia, joined a Democrat-appointed judge on the ruling. Sutton was the first Republican-nominated judge in the country to rule in support of the law.

				The dispute over the mandate is headed for the US Supreme Court, where partisan politics will play out just as they have done in lower court decisions. Five of the justices were appointed by Republicans and four by Democrats.

				In the battle between George W. Bush and Al Gore in the 2000 presidential election, a 5–4 Supreme Court vote along partisan lines determined who would become president. Another pivotal swing vote will likely determine whether Americans can be required by their government to buy health insurance.

				The swing voter to watch is Justice Anthony Kennedy. His stance has been pivotal in contentious cases. Appointed by President Ronald Reagan, he has supported conservative majorities but has sided with liberal justices on cases involving free speech and religious freedom.

				If the Supreme Court votes against the mandate, supporters are exploring alternatives. One idea is to use carrots rather than sticks to encourage people to buy insurance, an approach that Medicare uses. When Americans become sixty-five and postpone signing up and paying for Medicare’s physician and drug coverage, but decide to buy it a few years later, they pay a 10 percent penalty for each year they waited.

				When all is said and done, it is ironic that the future of health care reform could be decided on the interpretation of a clause in the Constitution about interstate commerce. Healing is rooted in science and medicine. Its purpose is to ameliorate suffering from disease and ill health. Healing is not derived from commerce. Yet that is what health care in America has become, so far removed from the science and art it was meant to be.

				Still at the Mercy of Health Insurers 

				Less than six months after the ink was dry on the reform law, insurers announced premium rate hikes as high as 20 percent for 2011. In letters to their policyholders, some companies blamed the increases on the new law.

				The Obama administration fired back with a letter from Secretary of the US Department of Health and Human Services Kathleen Sebelius to Karen Ignagni, the president of the insurers’ lobbying group. In an unusually sharp letter, Secretary Sebelius said that insurance companies could not blame their high rate increases on the new health care overhaul and that, at most, 1 to 2 percent of any increase could be attributed to it.

				“There will be zero tolerance for this type of misinformation and unjustified rate increases,” she wrote. “Simply stated, we will not stand idly by as insurers blame their premium hikes and increased profits on the requirement that they provide consumers with basic protections.”

				The Obama administration came out forcefully against proposed premium hikes in California, Connecticut, Maine, and Massachusetts, among other states. Secretary Sebelius said the administration will keep track of insurers whose premium increases are unreasonably high.

				Under the reform law, the federal government cannot stop rate hikes. It can only require insurers to submit justifications for unreasonable rate hikes before they ratchet up their rates.

				The administration pushed the limits on the federal government’s authority. It doesn’t have the legal power to regulate insurance. That authority resides with the states. Merely disclosing proposed premium increases will have little, if any, impact on the cost that Americans will pay.

				The states are now on the front lines of fighting against health insurance premium increases. Many are not well equipped. The United States is a patchwork nation in health insurance regulation, and states have varying degrees of consumer protections. Many states don’t have the legal authority to reject premium increases.

				Less than a year after health care reform was signed into law, Blue Shield of California proposed a 59 percent rate increase for individual policy holders; in New York, WellPoint proposed an increase of 28 percent; in Iowa, Wellmark proposed an 18 percent increase.

				The federal government has been helping states that lack the resources or authority to review proposed rate increases that are unreasonable. The health care law includes $250 million in grants for states, or an average of $5 million each, to strengthen their ability to review premium hikes.

				Nonetheless, when Secretary Sebelius was asked what Americans should do if they are facing astronomical rate hikes, she replied, “They should contact the governor of their state and state legislature demanding that those laws be changed.”

				The Obama administration is sending a clear message to Americans. You must buy health insurance, but you are still at the mercy of the insurance companies.

				It is understandable if Americans thought that health care reform fixed the problem of exorbitant rate hikes. The public vilification of health insurance companies during the reform debate was great political theater. Then House speaker Nancy Pelosi said that one of the criteria for Democrats in a health care overhaul was making health insurance affordable and companies accountable. Yet the federal government lacks the power to make insurance affordable.

				The Obama administration defines an “unreasonable” rate increase as 10 percent or more. Most Americans do not receive a 10 percent raise every year in their paychecks. Americans will have to dig deeper into their pocketbooks every year to pay for health care.

				The reform law has a circuit breaker provision—the Independent Payment Advisory Board—that kicks in when Medicare spending increases are too high, but nothing in the law clamps down on private health insurance premiums.

				Less than a year after the reform law was enacted, Senator Dianne Feinstein, a Democrat from California, and Representative Jan Schakowsky, a Democrat from Illinois, introduced the Health Insurance Rate Authority Act that would give the federal government authority over health insurance premium increases. It could modify or block health insurance rates deemed excessive, unjustified, or unfairly discriminatory in states whose insurance commissioners don’t have the authority or don’t exercise it. The chances are nonexistent that the legislation will be enacted because of the power of the health insurance lobby.

				At a J.P. Morgan Health Care Conference in San Francisco in 2011, large health insurers were upbeat when they presented their plans to investors about expanding their businesses. Aetna is one company that expects to grow its individual insurance market in anticipation of the boom in 2014 when the mandate starts.

				“We have major efforts underway to strategize on how to take advantage of those opportunities,” said Joseph M. Zubretsky, Aetna’s chief financial officer in a presentation to health investors. “We’re clearly understanding the risks . . . but with millions coming on to the health exchanges, one needs to not only balance risk but really understand the opportunity for growth that exists in this market place.”  The insurers are also angling for contracts with states to manage their Medicaid plans, which will enroll sixteen million more people beginning in 2014.

				In a speech at George Mason University before the final vote on health care reform in 2010, Obama asked an assembled crowd, “Do we want to accept a system that works better for the insurance companies than the American people?”

				For Americans, the answer is a resounding no. But will private health insurance work better for Americans than for the insurance companies? With no way to control health care costs, private health insurance as we know it today is not sustainable. The benefits will inevitably erode if premiums are to have a modicum of affordability.

				Health insurers cannot bear all the blame for out-of-control health care costs. Controlling premium increases is like trying to cap a volcano whose molten lava continues to erupt from deep within the earth’s core. Drug companies, device manufacturers, hospitals, and doctors exert powerful pressure to keep it flowing.
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				The Drug Deal of the Century

			

			
				The drug industry was expecting the worst. Its lobbying arm, the Pharmaceutical Research and Manufacturers of America (PhRMA), was assembling a war chest and preparing for a fight. It geared up for a multimillion-dollar public-relations campaign to counter a push by the new Obama administration to control prescription drug prices in its health care reform plan.

				On the presidential campaign trail in Newport News, Virginia, on October 4, 2008, Obama gave the drug makers fair warning. “First, we’ll take on the drug . . . companies and hold them accountable for the prices they charge and the harm they cause. . . . And then we’ll tell the pharmaceutical companies, ‘Thanks but no thanks for overpriced drugs’. Drugs that cost twice as much here as they do in Europe and Canada and Mexico. We’ll let Medicare negotiate for lower prices. We’ll stop drug companies from blocking generic drugs that are just as effective and far less expensive. We’ll allow the safe re-importation of low-cost drugs from countries like Canada.”

				At another campaign stop, Obama stirred the crowd. “The pharmaceutical industry wrote into the (Medicare) prescription drug law that Medicare couldn’t negotiate with the drug industry,” he said, referring to a provision that the drug companies lobbied to include in the 2003 law that established prescription drug coverage in the Medicare program. “That’s an example of the same old game playing in Washington. You know I don’t want to learn how to play the game better; I want to put an end to the game playing.”

				Eight months later when Obama was in the White House, he reneged on his campaign promises. In a White House–sanctioned deal, drug companies agreed to give $80 billion in discounts over ten years on the drugs they sell to people covered by Medicare. This deal was good only for the drug companies. By offering discounts on their products, the drug companies can still raise prices and negate the impact of a discount on their revenue.

				Consider a company that offers a 10 percent discount on a drug that costs $100. A Medicare beneficiary will pay $90. If the drug maker increases the price to $110, the beneficiary will pay $99. Customers may think they are getting a discount when, in fact, they are paying more.

				The industry had more reason to cheer. The White House agreed to keep intact the law that prevents Medicare from negotiating drug prices. Also the White House agreed to continue to prohibit Americans from buying lower-cost imported drugs from trustworthy sources such as Canada. The public will still pay the highest prices for prescription drugs in the world.

				The White House made these concessions in return for obtaining the drug companies’ support for health care reform. The drug industry was so enthusiastic about the deal that it agreed to pay for a $150 million advertising campaign to garner public support for the health care overhaul.

				A portion of the money for the ad campaign went to the Chicago-based firm AKPD Message and Media, whose founder was David Axelrod, senior advisor to President Obama when the White House finalized the deal with the industry, according to Bloomberg News. The AKPD website features prominently a quote from the National Journal, a weekly magazine that reports on the political climate: “Of those who deserve a place in history for helping Barack Obama win the presidency, atop the list is AKPD Message and Media.”

				Axelrod sold his interest in the firm when he joined the Obama administration. His former business associates at the firm reaped substantial profits from the insider deal for the ad campaign. Axelrod’s son worked at the firm, which reportedly owed the senior Axelrod $2 million in severance that had to be paid out beginning December 31, 2009.

				The drug industry’s chief lobbyist was Billy Tauzin, then CEO of the drug lobby group PhRMA. He gushed in praise of health care reform. “This plan . . . to better insure Americans for the products we make . . . this should be an optimistic message.”

				After the deal was made in June 2009, Tauzin forced the White House to publicly acknowledge it. He said about the White House, “We were assured: ‘We need somebody to come in first. If you come in first, you will have a rock-solid deal.’” The drug industry was the first and it got a very good deal.

				A terse email from Jim Messina, a White House deputy chief of staff at the time, sheepishly acknowledged the deal, the New York Times reported. The deal sent a signal that the White House was willing to give lucrative favors to the health care industry in return for support of the president’s gamble to reform health care.

				The Obama White House had a chance to redeem itself later that year in December 2009 when Senator Byron Dorgan, a Democrat from North Dakota, introduced an amendment to the reform bill calling for the importation of cheaper drugs.

				“U.S. consumers are charged the highest prices in the world for FDA-approved prescription drugs, and that’s just not fair,” Dorgan said. The average prices for patented drugs in other industrialized countries are 35 percent to 55 percent lower than in the United States, according to the nonpartisan Congressional Budget Office.

				Margaret Hamburg, the Obama administration’s commissioner for the Food and Drug Administration, quashed the idea, saying that importing cheaper prescription drugs could endanger the US medicine supply, a retort that echoes the drug industry’s position.

				Senator Dorgan excoriated the FDA, saying it was “completely bogus” and “I’m not surprised. I expected this.” While in the Senate, Obama had cosponsored Dorgan’s drug importation bill but shunned the idea this time.

				The Drug Lords

				A chief deal maker for the drug companies was the CEO of Pfizer at the time, Jeff Kindler. According to White House visitor logs, he made multiple visits to secure the arrangement. In return for his hard work, Pfizer’s board rewarded him with a 13 percent salary increase that boosted his annual compensation to almost $15 million. The company’s proxy statement justified the raise:

				During 2009, Mr. Kindler was actively involved, through both Pfizer and external organizations, in developing and advancing U.S. and global public policies that serve the overall interests of our Company and our shareholders. . . . These efforts included constructive participation in the U.S. legislative process to advance Pfizer’s goals. . . . Also, through both Pfizer and external organizations, he has sought to ensure the availability of safe medicines by opposing legislation that would allow for importation of prescription drugs.

				While the White House was cutting the deal with the drug makers, the industry had reached a milestone. According to the consumer watchdog group Public Citizen, it earned the distinction of being the largest defrauder of the federal government under the federal False Claims Act.

				“Step aside, defense industry, there’s a new defrauder in town,” said Public Citizen when it released its report analyzing federal prosecutions of drug companies. In 2009 the companies paid $4.4 billion in criminal and civil files, a 300 percent increase from the prior year.

				The biggest culprit that year was Pfizer. In September 2009 Pfizer pleaded guilty to felony violations involving a subsidiary’s drug, Bextra. The drug was used for arthritis, but the company marketed it for uses not approved by the FDA.

				A federal judge in Boston imposed a $1.3 billion fine, one of the largest criminal fines imposed in the United States for any matter. The company also agreed to pay another $1 billion to settle civil allegations that it fraudulently promoted and marketed Bextra and other drugs and paid doctors kickbacks to induce them to prescribe them.

				“Pfizer violated the law over an extensive time period,” said Mike Loucks, acting US attorney for Massachusetts. “The size and seriousness of this resolution . . . reflect the seriousness and scope of Pfizer’s crimes,” he said.

				Federal prosecutors had especially harsh words for Pfizer because the company is a serial offender. In 2004 federal investigators prosecuted a subsidiary that Pfizer had acquired, Warner-Lambert, for marketing an epilepsy drug, Neurontin, for unapproved uses.

				“When Pfizer was in our office negotiating and resolving the allegations of criminal conduct by its then-newly acquired subsidiary, Warner-Lambert, Pfizer was itself . . . violating those very same laws,” with Bextra, prosecutors said. “They’ve repeatedly marketed drugs for things they knew they couldn’t demonstrate efficacy for. That’s clearly criminal. . . . Today’s enormous fine demonstrates that such blatant and continued disregard of the law will not be tolerated.”

				Under pressure from the FDA, Pfizer had withdrawn Bextra from the market because it increased the risk of heart attacks, stroke, internal bleeding, and death. It was also associated with a particularly awful life-threatening skin disease called toxic epidermal necrolysis that causes purple, bloody-looking lesions to form on the skin on the head, neck, and chest. When they begin to blister, the skin detaches from the other layers of skin underneath and eventually the entire top layer of the skin dies. Up to 40 percent of the people who have this disease die from it.

				If the White House deal with the drug makers was the first cornerstone of health care reform, it was the first step in the wrong direction.

				Dismantling the Law

				As the months dragged on during the reform debate, drug company executives began to question Billy Tauzin’s deal making with the White House. Health care reform had stalled after Democrats lost the Massachusetts Senate seat once filled by liberal lion Senator Ted Kennedy, who had died from brain cancer. In an upset win that stunned the political elite, Scott Brown, a little-known Republican state legislator, overtook Massachusetts State Attorney General Martha Coakley, who had been poised to carry the Democratic mantle.

				Brown won the election held on January 19, 2010, by campaigning against federal health care reform. His election nixed the Democrats’ sixty-seat filibuster-proof majority in the Senate and the chances for passage of a bill. Momentum for getting a bill through Congress screeched to a halt.

				The early drug deal lost its luster. Speculation swirled that company executives thought the wheeling and dealing Tauzin, who was paid $2 million a year to represent the industry, had given away too much. Tauzin resigned in February 2010. In the end, the drug companies endorsed the reform legislation but had their sights set on killing a key provision after the dust had settled.

				The law establishes an Independent Payment Advisory Board (IPAB), the only part of the health care reform overhaul to rein in Medicare spending. It is designed like a circuit breaker. When Medicare’s costs exceed a certain threshold tied to the rate of inflation, it triggers the board into action.

				A fifteen-member independent board appointed by the president and confirmed by the Senate will recommend ways to keep spending in check. It cannot change Medicare benefits, premiums, or eligibility for the program. Congress must accept the panel’s recommendations in their entirety or vote to approve a comparable set of changes with a similar level of savings. If Congress does not act, the recommendations are implemented automatically.

				The board is similar in concept to the successful Defense Base Closure and Realignment Commission created by Congress in 1990 as a politically palatable way to close excess military installations and reduce unnecessary spending. Because a military base closure entails the loss of millions of dollars in federal money to the home district of a member of Congress, base closure decisions are politically difficult. The commission depoliticized the process.

				The Independent Payment Advisory Board is one of the most pivotal features of the health care reform legislation. The projected growth in Medicare spending is expected to outpace the federal government’s financial capacity to pay for it. Without changes in the program, Medicare is financially unsustainable. By making smaller changes now, much deeper cuts in the program’s benefits can be avoided in years to come.

				The health care industry portrays the Independent Payment Advisory Board as “big government” taking care away from older Americans. They decry giving decision-making power to unelected experts. Yet both Democrats and Republicans have proven to be incapable of making hard choices to ensure Medicare’s solvency for the baby boomers and future generations. Congress is surrounded by legions of health care industry lobbyists advocating for their self-interest, not the interest of older Americans and taxpayers.

				Drug companies vehemently oppose the board because it could clamp down on drug prices. Eli Lilly has been developing a strategy to repeal the provision in concert with the drug lobby group PhRMA.

				Eli Lilly writes on its blog, “We think that the IPAB provision should be repealed. Should we have unelected, unaccountable bureaucrats making health care decisions rather than you and your physician?”

				In fact, Eli Lilly’s marketing and sales staff, not physicians, have made decisions about the drugs that people are given. Here is one example.

				In January 2009, while the drug companies were planning their strategy for health care reform, the US Department of Justice prosecuted Eli Lilly for illegally marketing its drug Zyprexa for unapproved uses. The drug had been approved to treat schizophrenia. To increase sales, Eli Lilly told doctors that it can be used to sedate people with Alzheimer’s disease in nursing homes. The drug provided no benefit yet exposed people to great risks from weight gain, diabetes, blindness, and other serious side effects. Despite warnings from the FDA to stop this unapproved use, the company trained its sales forces to violate the law as it continued its brash marketing campaign. The promotion of drugs for unapproved uses “is a serious crime because it undermines the FDA’s role in protecting the American public,” said the Justice Department.

				Eli Lilly heavily marketed the drug because the patent on Prozac, its antidepressant, was expiring and cheaper generics would appear on the market. The company prepared for what it called “Year X,” the year when it would lose the patent and revenue would decline. To keep its revenue growing and stock price increasing, the company opened up new target markets for Zyprexa. A brand manager pumped up the company’s marketing and sales team with the following message obtained by Department of Justice investigators from internal company documents:

				Dollars pay the bills and boost the stock price, so let’s look at $ growth. Again, we are redefining the market. . . . Look at how that Zyprexa sales line jumps. . . . This is Year X for Eli Lilly . . . this trend says we won’t just hit our $60 million plan—it says we’ve got a great shot at exceeding our stretch goal of $100 million in incremental sales. $100 million incremental from this group isn’t a nice-to-have; it’s a must-have. We need to OWN this target, because the [US] affiliate needs our help. Do I have your commitment on this? I personally challenge each of you [to] drive toward a goal that will help turn Year X into Year X-ceptional.

				Later, the product team laid out the stakes for Zyprexa sales, “The Company is betting the farm on Zyprexa. . . . The ability of Eli Lilly to remain independent and emerge as the fastest growing pharma company of the decade depends solely on our ability to achieve world class commercialization of Zyprexa. If we succeed, Zyprexa will be the most successful pharmaceutical product ever . . . we will have made history.”

				Eli Lilly did make history. In January 2009 the federal government imposed the largest drug company fine ever, $515 million, until this distinction was ceded to Pfizer eight months later. It also paid up to $800 million in a civil settlement.

				The company’s mission statement says, “We promise to operate our business with absolute integrity and earn the trust of all, set the highest standards for our performance and for the performance of our products, and demonstrate caring and respect for all those who share in our mission and are touched by our work.”

				The Nobel Prize winner in economics Joseph Stiglitz says that market capitalism works when a company makes money by providing a product or service that is useful to people. Everyone benefits when the market works. The market fails when companies make money by jeopardizing safety and harming the public.

				Health care reform architects had a unique moment to make the market work better. They missed the chance to use the enormous leverage of thirty-two million new customers they were giving to the drug companies to hold them accountable to their own standards. That opportunity will never come again.
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				Hospitals and Doctors: Their Takeaway

			

			
				The hospital industry lined up for its own deal with the White House. As with all the other big players, it received more than it gave.

				Hospitals were outspoken critics of the public option and lobbied successfully, along with the insurance companies, for its demise. They opposed it because public programs such as Medicare and Medicaid pay hospitals less than private insurers for the same services.

				Hospitals will benefit from thirty-two million new paying customers—sixteen million with private insurance and another sixteen million with Medicaid. They will benefit, too, when gaps in insurance coverage will be plugged with prohibitions against the cancellation of insurance and coverage exclusions. The industry is skittish about whether the penalties are strong enough to enforce the individual mandate.

				The newly insured who become patients in a hospital will be better off because they will no longer bear the stigma of being a “charity” case or have a lien placed on their property for unpaid hospital bills. Hospitals with a sincere commitment to caring for people without insurance will have less of a struggle to make ends meet.

				Vice President Joe Biden announced the deal with the hospitals saying, “Rising costs are crushing us.” Hospitals have acknowledged that savings can be achieved by improving efficiencies and realigning incentives, he said, and the deal represents “real savings in federal health care spending.”

				Hospital lobbyists agreed to $155 billion in reductions in Medicare payments over ten years. This was a better deal than the $228 billion that the Obama administration had been planning to pare back.

				When pressed on the need to reduce health care spending further, the hospital industry was noncommittal. Richard Umbdenstock, the CEO of the American Hospital Association, the chief lobby group for the hospitals, said, “I think all stakeholders have to examine what they can do now. So, very definitely, hospitals already are working hard at improving quality and the related costs. That’s been going on now for several years and we want to see that not only continue but pick up in pace.”

				The most important concession that hospitals won was an exemption from the scrutiny of the Independent Payment Advisory Board. Hospitals are concerned that the law removes Congress from the decision-making process. They say it “threatens the long-time, open and important dialogue between hospitals and their elected officials.”

				This dialogue and the campaign contributions that go with it are the reason that hospitals have received generous amounts of money from the Medicare program for decades. Members of Congress don’t want to disappoint hospitals in their districts, and this time was no different.

				Senators Jay Rockefeller, a Democrat from West Virginia, Joseph Lieberman, an Independent from Connecticut, and Sheldon Whitehouse, a Democrat from Rhode Island, tried to eliminate the hospital exemption from oversight by the Independent Payment Advisory Board. They said that no one provider group should “be given special treatment.” In vehement protest against the hospital carve-out, Rockefeller spoke on the floor of the Senate:

				I am adamantly opposed to the carve-out for hospitals and other providers as it weaves special interest treatment into the very fabric of a Board created to remove it. . . . It is time to take the special interests out of the process and create an independent, politically-insulated entity whose sole job is to protect Medicare’s long-term quality and solvency.

				The amendment gained no traction. The White House caved in to pressure from the hospitals in return for their support for the health care reform law. Until 2020, hospitals are exempt from scrutiny of the payment advisory board.

				Still, hospitals are trying to postpone the day of financial reckoning. In October 2010, seven months after the reform law was enacted, the American Hospital Association announced its support for repeal of the advisory board. Hospitals want to keep members of Congress in the loop because they hold the keys to the federal treasury.

				Charles “Chip” Kahn III, the president of the Federation of American Hospitals, the group that represents more than a thousand for-profit hospitals, had praise for the health care reform deal. He helped defeat President Clinton’s plan to reform health care in 1993. This time, the terms of reform were too lucrative for hospitals to turn down. He said, “We support health care reform because we think it will be helpful for hospitals.” Indeed, it will.

				The Divided Doctors

				Unlike the insurance companies, drug makers, and hospitals, the doctors were noticeably split in their position on health care reform. The American Medical Association (AMA) supported the legislation. Its president, J. James Rohack, acknowledged the bill was imperfect but said, “We cannot let the perfect be the enemy of the good.”

				The chief selling point for the AMA was health insurance coverage for the uninsured. The AMA’s support for the overhaul was a departure from its habitually negative stance on major health care legislation considered by Congress. It opposed Medicare in 1965.

				The AMA’s ambivalence was clear when Rohack said at the press conference announcing the organization’s support, “There’s an old Texas saying [that] if you’re going to have to swallow a bullfrog, the longer you look at it, the bigger it becomes. It’s a pretty big bullfrog right now.”

				The AMA feared that the Independent Payment Advisory Board would cut the payments that doctors receive from Medicare. The AMA did not favor the board but supported reform anyway with the intent to eventually advocate for repealing it. Another chief complaint was that the legislation did not include provisions to deter patients from suing doctors for medical malpractice.

				Deep divisions within the medical profession prevented it from speaking with a single voice. The divisions were along ideological lines drawn by more conservative physicians who broke ranks with the AMA. State medical societies and other medical groups representing nearly 100,000 doctors opposed what they believed was government-run health care. Medical societies in Alabama, Delaware, Florida, Georgia, Kansas, New Jersey, Oklahoma, South Carolina, Tennessee, and Texas were among the vocal opponents.

				A schism separated primary care physicians, who tended to support the law, and certain specialist physicians, who did not. The rivalry between the two groups is not new and reflects wounds that the medical profession has inflicted upon itself. Primary care doctors have been poorly paid compared to the more powerful and highly paid specialists, who want to maintain the status quo.

				The law recognizes the shortage of primary care doctors and provides a 10 percent increase in payment to them for caring for Medicare patients in underserved areas. It also increases payment when they provide care to people covered by Medicaid. Medical students will have their education loans paid if they become primary care doctors and work in underserved communities.

				The American College of Surgeons opposed health care reform measures. In a letter to Representative Nancy Pelosi, then Speaker of the House, it highlighted sore points, including the payment advisory board and the failure to reform medical malpractice. It was disappointed that the reform measure did not fix a long-standing problem with how Medicare pays surgeons and other doctors.

				Since the law was enacted, state medical societies have expressed their displeasure with the AMA, and some doctors have stopped paying their AMA dues. Splinter groups formed to protest against the AMA’s stance. The National Doctors Tea Party and Physicians Against Obamacare characterize doctors as despondent about health care reform. They say it strips doctors of their once elevated and cherished position at the top of the health care system. These divisions among the doctors weakened their stance on Capitol Hill and limited their gains from health care reform.

				The health care reform law was not the end of negotiations with doctors. Because of a long-standing provision in federal law, Medicare’s reimbursement to doctors would have declined dramatically in 2010, the same year that the reform law was enacted. Architects of the reform legislation deliberately left out a $208 billion “doctor fix” for Medicare reimbursement. It would be so costly that Democrats could not claim that the health care overhaul would reduce the deficit.

				Nine months after the reform law was enacted, Congress passed a one-year temporary patch that prevented a large drop in Medicare payments to doctors. A short-term solution was implemented because a long-term fix would cost the federal government so much money and no one knows how to pay for it.

				When the Price Is Right

				Why did the hospitals, drug industry, and insurance companies receive lucrative deals? The White House was determined to have a reform bill. Health care was the president’s signature domestic issue. A deal, any deal, was better than nothing. Industry lobbyists took advantage of the opportunity. They had their price and the White House was willing to pay it.

				The backroom deals disappointed progressive Democrats, who thought Obama would not cave in to lobbyists’ demands. Journalist Bill Moyers explained the White House surrender to the industry on Real Time with Bill Maher: “The Democratic Party has become like the Republican Party, deeply influenced by corporate money. I think Rahm Emanuel, who is a clever politician, understands that the money for Obama’s reelection will come from the health care industry, from the drug industry, from Wall Street. And so he’s a corporate Democrat who is determined that there won’t be something in this legislation that will turn off these interests.” Emanuel was the White House chief of staff during the health care reform debate.

				In the 2008 presidential race, the health care industry contributed nearly $20 million to Barack Obama’s campaign, and it sought a return on its investment. By buying elected officials, too-big-to-fail health care special interests had politicians of all persuasions doing their bidding.

				In a more measured way, former senator Tom Daschle explained the give-and-take among lawmakers and special interests to garner support for health care reform: “Lawmakers had to find a way to do that without angering the stakeholders who would have had the most to lose.” Daschle acknowledged that helping people get insurance coverage is a popular thing for elected officials to do. But bringing down costs is the least popular for the special interests because they will lose money. Lower costs would be wildly popular among Americans, who would prefer to keep more of their money for themselves. They are the real stakeholders in a democracy and have the most to lose when special interests prevail.

				A Perennial Federal Stimulus

				There was plenty of room to cut a deal that was better for America. About 30 percent of the $2.5 trillion spent on health care in 2009, or $760 billion, was spent on things that did not help people become healthier, according to an estimate by the Institute of Medicine, an arm of the National Academy of Sciences. The money comes directly from Americans’ paychecks in the form of taxes, premiums, and out-of-pocket payments. The excessive costs occur because of unnecessary tests and surgeries, prices that are too high, inefficiency in how care is provided, failure to prevent disease, excessive administrative costs, and fraud.

				How can so much money be spent without contributing to the health of the nation? The answer lies at the heart of why health care is unaffordable.

				It has been said that every system is designed to achieve the results it gets. Health care in the Unites States is unaffordable because it is designed to be that way. Wall Street analysts and investors demand that for-profit insurance companies, drug and device manufacturers, hospitals, and every other for-profit health care business achieve constant growth in earnings and share price. Companies’ survival depends on satisfying an unforgiving marketplace even if it means that earnings accrue from selling products and services that add no value to Americans’ health or cause more harm than good.

				The excess spending is equivalent to an annual financial stimulus that props up companies’ profitability. In fact, the amount of waste is almost the same amount as the $787 billion American Recovery and Reinvestment Act passed by Congress in February 2009 to jump-start the economy. The country cannot afford an annual fiscal stimulus that pays for waste and inefficiency.

				Health care company lobbyists came to Washington during the reform debate to take even more, not to give, and they will be taking for a very long time as trillions more dollars will be transferred from the bank accounts of Americans to the balance sheets of health care businesses for decades to come. When all major players are programmed to be takers, health care will always be unaffordable.

				The health care reform law is called the Patient Protection and Affordable Care Act, but the truth is that health care will not be more affordable. It will only seem more affordable to millions of Americans because taxpayer money will soften the impact of costly private health insurance premiums with subsidies and will pay for Medicaid for millions more people.

				President Ronald Reagan said in his first inaugural address that “government is not the solution to our problem; government is the problem.” In health care reform, the truth is more complicated. Collusion between government and the drug companies, device manufacturers, insurers, and hospitals is the problem.

				It is an age-old phenomenon. Throughout history, private-sector interests have been among the principal architects of public policy for their own benefit. Adam Smith, the Scotsman who wrote the 1776 classic book on economy more than two hundred years ago, The Wealth of Nations, warned against the collusion of companies that manipulate government policy for their benefit at the expense of the public. In the present-day collusion, members of Congress and the president conspire with the industry to obtain excessive amounts of public money.

				In contrast, good government creates conditions in which business and the economy operate efficiently. An efficient economy allocates public and private resources to achieve the maximum benefit to society. Health care reform perpetuates deep inefficiencies and massive misallocation of money. And in a competitive global economy, the United States doesn’t have money to waste.

				Health Care CEO Compensation: The Highest of Them All

				Executives of health care companies and nonprofit providers of medical care are paid to maximize their organizations’ revenues. In other words, they are paid to make sure that health care spending continues to increase. They are succeeding, and they are rewarded handsomely for it.

				When the health care overhaul was passed, the Wall Street Journal’s chief executive officer compensation survey found that health care company chief executives had the highest median compensation of any industry. In fact, their compensation was higher than the reviled banking and financial company CEOs who pillaged America’s families during the mortgage and housing debacle.

				In 2010, the year that the reform was signed into law, the roster of the top ten highest paid CEOs in the United States included CEOs of three health care firms: Thermo Fisher Scientific, which produces diagnostic testing products ($33 million); Boston Scientific, a medical device maker ($32 million); and McKesson, which provides a range of services to hospitals and other health care providers ($24.5 million).

				Among health insurers, the CEO of Unitedhealth Group had $106 million in total compensation in fiscal year 2009, including stock option exercises totaling $98.6 million.

				The compensation for chief executives of for-profit hospitals can be enormous. In 2010 the CEO of Community Health Systems, which owns more than one hundred hospitals, had the highest compensation, $20.8 million, of any hospital or hospital system executive in the country, according to Modern Healthcare’s annual compensation survey of hospital executives.

				Nonprofit, tax-exempt hospitals can be among the most aggressive billion-dollar enterprises in the country disguised as charitable organizations. They are not immune to paying their CEOs enormous compensation. The CEO of University Health Systems in eastern North Carolina received $9 million in compensation in 2009, according to an analysis of tax records by the Beaufort Observer newspaper in North Carolina.

				The Deal Americans Didn’t Get

				The White House and Congressional Democrats could have used the leverage of thirty-two million new customers to negotiate more affordable care for the American public. Instead, industry players were treated as if they were doing a favor for Americans when, in fact, the deal did them a favor by giving them 10 percent of the US population as future customers. Negotiators let stand most of the $760 billion in waste that could have been recycled to pay for the uninsured.

				A brief glance at history offers lessons about the misplaced power of industry. In 1961 President Dwight Eisenhower gave a farewell address to the nation. He warned of the defense industry that would wreak havoc on the society if left untamed. He referred to it as the military-industrial complex.

				His words apply to the medical-industrial complex, which didn’t exist at the time. It is the combined force of the medical, hospital, insurance, drug and device industries, and others who rely on government largess. Eisenhower said,

				The total influence—economic, political, even spiritual—is felt in every city, every Statehouse, every office of the Federal government. . . . We must not fail to comprehend its grave implications. Our toil, resources, and livelihood are all involved. So is the very structure of our society. . . . In the councils of government, we must guard against the acquisition of unwarranted influence. . . . The potential for the disastrous rise of misplaced power exists and will persist.

				Eisenhower’s words describe the battle over health care. The reform bill became the law of the land only with the consent of the medical-industrial complex. The spoils of the political war were divided among the insurance companies, the drug companies, the hospital industry, doctors, and other players. They will consume an even larger share of the country’s entire income.

				Pay It Forward or Pass It Forward?

				Proponents of the individual mandate say that Americans should look beyond their own self-interest and obtain health insurance so they don’t shift the cost of their care to others.

				Yet proponents of reform did not mandate that the health care industry do the same and sacrifice a portion of their earnings and compensation so they are not a burden on society.

				Today, the federal government borrows from China and other lenders more than forty cents of every dollar it spends to pay its bills. When government intervenes to advance a worthy social goal, it has an obligation to ensure public resources are used wisely. Health care reform does not stop the cost shift to future generations. Instead of paying it forward, health care reform passes it forward.

				Eisenhower warned, 

				We . . . must avoid the impulse to live only for today, plundering for our own ease and convenience the precious resources of tomorrow. We cannot mortgage the material assets of our grandchildren without risking the loss also of their political and spiritual heritage. We want democracy to survive for all generations to come, not to become the insolvent phantom of tomorrow.

				Elected officials from both political parties are enablers of the medical-industrial complex. Republicans in Congress were the driving force behind the Medicare prescription drug benefit legislation enacted under President George W. Bush in 2003. Americans will pay dearly for decades to come for that highly lucrative deal with the drug companies.

				In a speech to Congress in the heat of the health care reform debate, President Obama asked a question about the cost of the war in Iraq and the country’s priorities. “Is America a society that squanders $900 billion on a dishonest war but refuses to spend the same amount to give its citizens affordable health care?” A related question is whether Americans can afford to squander a nearly equivalent amount of health care waste every year. The answer is an unequivocal no.

				A Two-Sided Game over Repeal

				As the battle hymn of health care reform continues to play, Republicans seem to be playing a two-sided game over its repeal.

				Under pressure from Tea Party backers, the Republican-led House of Representatives voted in January 2011 to repeal the law by a margin of 245–189. Three Democrats joined the Republicans in voting for repeal. Republicans knew they could not succeed in the Senate because Democrats controlled it, led by Majority Leader Harry Reid. One month later, forty-seven Senators voted for repeal, thirteen votes short of the sixty votes needed.

				Behind the scenes, a different story is playing out. Traditional Republican supporters—big insurance companies, drug companies, and hospitals—are lobbying to keep the individual mandate intact. It is too lucrative for them to advocate for repeal.

				Republicans have not offered their own solutions to help people who cannot afford needed medical care. They have tended to stay on the offensive and attack the law rather than suggest ways to solve a vexing public policy issue.

				Representative Dan Boren, a Democrat from Oklahoma, was one of thirty-four Democrats who voted against the reform law and among the three who voted for repeal. In a statement to his constituents, he criticized the law and acknowledged, “We have many uninsured Oklahomans who need assistance. Many voters also agree that reforms are needed to address the issue of rising health insurance premiums, the staggering number of medical bankruptcies, and the burden that health care costs have on small-business growth and job creation.” But he offered no solutions to help the people in his state obtain affordable health care. He introduced a bill in Congress that would allow every small-business owner or average American the opportunity to apply for a waiver from the health care law, but it offers no help for people who are uninsured and need costly care.

				Other Democrats acknowledge that the law can be improved. Senator Tom Harkin, a Democrat from Iowa, said, “It’s not like the Ten Commandments, chiseled in stone. It’s more like a starter home—suitable for improvement.”

				Death Panels

				In a toxic political atmosphere, the public’s interest vanishes in the crossfire. Washington is at war with itself. The public is confused because the warring factions spin their own version of the truth. The confusion causes panic and fear.

				Consider the story of an older gentleman who called the Alzheimer’s Association asking for help for his wife who had this devastating and frightening disease. He asked the person who answered the phone, “When is the government death panel coming to take my wife?” The representative gently explained that he didn’t need to worry because there was no such thing as a death panel.

				The “death panel” accusation by Republicans stoked unnecessary fear. Here is the truth about the so-called death panels.

				When people are diagnosed with a serious and life-limiting illness, they want to talk to their doctor. They have a lot of questions and want answers. Difficult decisions may have to be made about treatment options, and it can be a very confusing time. A common complaint in health care today is that doctors don’t have enough time to spend with their patients because they are on the productivity treadmill. Conversations are hurried, and patients and families are dissatisfied.

				The health care reform bill included a provision that would have compensated doctors for the time they spend talking with patients and their families about their treatment options and their wishes. Medicare doesn’t pay doctors for this now. The reform law would have compensated doctors when their patients want to have a conversation about important decisions they have to make.

				Sarah Palin started the ruckus by coining the term death panel, and Betsy McCaughey, the former lieutenant governor of New York, spread the rumor that the government would be telling everyone on Medicare how they should end their life. This false accusation traveled as fast as the speed of light. The provision was removed from the legislation.

				Almost thirty years ago, Congress voted to include hospice care as part of the Medicare program. High quality hospice care helps people when they are nearing the end of their lives make decisions that are consistent with their wishes.

				Since then, millions of Americans—Democrats, Republicans, and everyone else—have chosen hospice care. Grateful family members volunteer at their local hospice, and families and friends donate gifts to hospices in their loved one’s memory.

				If Congress had voted in 2010 rather than in the 1980s on whether hospice care should be included as a benefit in the Medicare program, it would probably have been shouted down in a self-serving chorus of misinformation. This would have been an enormous loss of a valuable service to the public.

				Was Health Care Reform Really Reform?

				Has health care reform restrained the heartless? Or has health care reform unleashed the medical-industrial complex on thirty-two million unsuspecting Americans?

				Throughout history, great reform movements have transformed the nation, shaped its future, and inspired hundreds of millions of people around the world. Among the most profound were the abolition of slavery, women’s suffrage, civil rights, and the women’s movement. They occurred because of sacrifice and suffering by ordinary people who did extraordinary things. Compromise was a word that did not exist in their dictionary. As Mahatma Gandhi said, “Great achievement is born of great sacrifice and is never the result of selfishness.”

				With this as the measure, was health care reform really reform? Or was it politics as usual?

				Health care reform is all about money, lots of it, and who got it. The people who didn’t have a seat at the table—those who go to work every day and are too busy to sort fact from fiction—have no voice. They will pay dearly for what Washington politicians of all persuasions failed to do, which is to make health care affordable. The reform law pumps more money into an industry whose purpose is to maximize revenue, not improve health. This is fundamentally incompatible with the country’s dire need for affordable care for all Americans.
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				Who Will Pay for Trillion-Dollar Health Care Reform?

			

			
				The price tag for the sweeping health care overhaul is estimated to be $940 billion over ten years. The money to pay for it will come from two main sources. The first is taxes on individuals and families and fees on health care companies, which will generate about $450 billion in revenue over ten years.

				The second source of revenue—about $500 billion—will come from paying hospitals and other Medicare providers slightly less every year than the amount they would have received. A closer look reveals a predictable pattern in who will really pay for health care reform.

				New Taxes on People with Higher Incomes

				If you earn more than $200,000 a year as an individual or $250,000 as a couple, you will pay a higher Medicare payroll tax on your income. The current Medicare payroll tax is 2.9 percent. Workers and employers each pay 1.45 percent. Beginning in 2013, higher income earners will pay 2.35 percent. The proceeds will not be used to bolster the Medicare trust fund, which is projected to be exhausted in 2024 and will lack the revenue to pay all the cost of medical care for baby boomers and future generations. The proceeds will be used to pay for the uninsured. The tax increase may be offset partially by a 2 percentage point payroll tax cut in the 2010 legislation that extended unemployment benefits and the Bush-era tax cuts. 

				Higher-income individuals will pay a new 3.8 percent tax on unearned income from interest, dividends, capital gains, annuities, and income from rental property. If you sell a second home or a principal residence that yields a capital gain of more than $250,000 for an individual or $500,000 for a couple, you will pay the new 3.8 percent tax.

				Consider a single woman who is the president of her own company and earns $225,000 a year. If she sells her vacation condo on the North Carolina Outer Banks for a substantial profit, she will pay the new health care tax in addition to the capital gains tax.

				Together, these taxes are the largest source of new revenue to pay for health insurance for the uninsured and will generate $210 billion over ten years.

				How Health Care Reform Redistributes Income

				Health care reform redistributes income. According to the Tax Foundation, taxpayers in the top 1 percent income bracket will pay an average of $52,000 a year in additional taxes. Those with incomes in the top 20 percent of the income distribution will pay $3,800.

				People with lower-middle incomes will benefit the most, about $2,000 per person. They won’t receive the money directly. It will be used to pay for expanded coverage under Medicaid and subsidies to help individuals buy private insurance.

				The Cadillac Tax and Other Fees

				If you have a comprehensive health insurance plan, be prepared for a so-called Cadillac tax, which is like a tax on gas-guzzling vehicles.

				Insurance companies that sell expensive health insurance plans to employers whose premiums cost more than $10,200 annually for individual coverage and $27,500 annually for family coverage will pay a 40 percent tax on the excess premium over these amounts.

				Consider an employer that offers comprehensive insurance that costs $12,000 a year for an employee. The 40 percent tax will be applied to $1,800, the amount over $10,200. The total tax will be $720.

				The tax will begin in 2018 and is expected to generate $32 billion in revenue over ten years. Instead of paying this tax from their own revenue, insurers will pass it on to employers in the form of higher premiums. In turn, employers will pass the cost on to their employees.

				Drug companies, medical device manufacturers, and others will pay fees assessed as an excise tax in return for millions of new customers. The fees are based on the volume of a company’s sales to Medicare beneficiaries and government programs. They are expected to generate revenue totaling $107 billion over ten years. The businesses will pass the costs on to the public through higher prices for their products. The Congressional Budget Office, which reviews budgets and legislative initiatives with budget implications, estimates that drug company fees will likely increase the price of drugs purchased through federal programs by about 1 percent.

				Penalties

				Employers will pay a $2,000 penalty for each full-time employee (excluding the first thirty employees) if they have more than fifty workers, don’t provide health insurance coverage, and have at least one employee who receives a subsidy for health insurance. The penalty is estimated to yield $52 billion in revenue over ten years.

				Americans who decide not to buy health insurance will pay a penalty. Beginning in 2014, the penalty is $95 or 1 percent of a person’s income, whichever is higher. The penalty increases to the higher of $695 or 2.5 percent in income. It doesn’t apply to people whose incomes are so low that they don’t file income taxes.

				How will the Internal Revenue Service know whether tax filers are uninsured and have to pay the penalty? Insurance companies will send information to the IRS confirming that a person has health insurance, just as banks inform the IRS about interest income a taxpayer receives from a savings account.

				The health care reform law prohibits the government from criminally prosecuting people who refuse to pay the penalty. The IRS cannot file a notice of lien on any property for failure to pay. The federal government expects to receive $4 billion in revenue from penalties from individual taxpayers from 2017 to 2019.

				The Suntan Tax

				A new tax of 10 percent is being collected from customers who use indoor tanning services. Studies show that exposure to ultraviolet light used in tanning salons increases the risk of skin cancer. The tax is expected to bring in $300 million a year.

				Are Health Care Providers Really Paying?

				The second major source of funding for health care reform is $500 billion in spending cuts over ten years. Here is how they work.

				Every year, Medicare pays providers an increase, or “raise.” Medicare will continue to provide an annual increase, but it will be slightly less than projected. Hospitals are slated to receive $155 billion less over ten years. Even with slower growth in payments, hospitals will receive nearly $1.7 trillion from Medicare through 2019.

				When Medicare reduces payments, hospitals will have the incentive to increase the number of tests and surgeries they perform to make up the difference in revenue. The “real savings” that Vice President Biden mentioned could be a mirage. Also hospitals are likely to shift their costs and charge higher fees for privately insured patients.

				The law was intended to clamp down on how much Medicare pays to Medicare Advantage plans, an alternative to the traditional Medicare program offered by private health insurance companies. Millions of people on Medicare select this option. The health care reform law cut payments to the plans by $136 billion over ten years.

				The plans have already received a partial reprieve. A week after the November 2010 midterm election, Medicare announced that additional Medicare Advantage plans will receive bonuses—and more money—for providing high-quality care. Previously, health plans had to score four out of five “stars” to receive bonuses. Now, they can be a “three-star” plan and still receive a bonus. The Obama administration justified the change by saying that the bonuses increase the incentive for health plans to improve the quality of care they provide. By lowering the bar, though, Medicare sends the opposite message: lower quality care is just as acceptable.

				An independent commission that advises Congress on the Medicare program, the Medicare Payment Advisory Commission, confirmed that the revised bonuses would reward poorly performing plans. The extra bonuses reduce planned Medicare savings by $5 billion, but some analysts believe the reduction could be much higher.

				While budget hawks worry about fewer dollars being available to pay for health care reform, Wall Street analysts heralded the good news. An equity analyst with Citigroup Investment Research mused that the star rating bonus is “a big positive for 2012 rates, as it will offset much of the expected cuts.”

				How Much Will You Pay for the Individual Mandate?

				If you don’t have insurance from your employer and are not eligible for Medicare or Medicaid, you will be required to buy health insurance in 2014 from a one-stop-shop health insurance exchange in your state that will function like an online travel website. If your state has decided not to implement health care reform, the federal government will set up an exchange for your state.

				To make the cost more affordable, you may be eligible for a subsidy. To qualify, your household income must be between $11,000 and $44,000 for individuals and $22,000 and $88,000 for families. The amount of the subsidy gradually declines as your income increases.

				A person with $50,000 in annual income and $1 million in savings receives the same subsidy as one with the same income and no savings.

				If the mandate applies to you, and if you are eligible for a subsidy, you might feel relieved that you can buy insurance that is more affordable. Others may feel differently, especially if they are not eligible for a subsidy.

				So far, little information has been publicized about the cost of the individual mandate. The answer is that it all depends. While it is impossible to predict how much health insurance will cost in 2014, here are a few estimates of how much you might have to pay.

				A forty-five-year-old parent of a four-person family whose total income is $45,000 a year will pay about $2,700 a year for insurance and receive a subsidy worth $11,500. The maximum out-of-pocket costs for copayments and deductibles (not including the premium) will be about $4,100.

				A sixty-year-old person earning $48,000 a year or more will pay an estimated $10,000 a year for individual insurance coverage and is not eligible for any subsidy. Premiums for older Americans will be higher than for younger Americans with the same income because they tend to use more health care. The limit on out-of-pocket costs will be $6,250. Total spending could amount to one-third of income.

				The high cost that some Americans will pay is determined by how the subsidies were allocated in the health care reform bill. Also, the high costs represent the failure of policy makers of all political stripes over many decades to ensure affordable health care.

				As for the penalty that kicks in if you decide not to buy insurance, consider a forty-two-year-old single woman with $40,000 a year in income who decides not to buy insurance. She will pay a $1,000 penalty every year, or 2.5 percent of her income.

				Not everyone has to pay the penalty. Undocumented immigrants are not permitted by the law to buy insurance through the health insurance exchanges, so they won’t pay a penalty. Veterans who receive care from the US Department of Veterans Affairs are exempt, as are individuals and families who claim exceptional hardship. Those who don’t use medical care because of their personal religious beliefs are exempt from the requirement to buy health insurance.

				Reality Check 

				A consistent pattern is emerging about who will pay for health care reform. The health care industry’s lobbyists are pressuring Congress to roll back provisions that require them to pay for a portion of health care reform. For example, medical device companies have lobbied Congress to roll back the excise taxes they are required to pay under the reform law. Five industry-supported bills were introduced in 2011 by members of Congress to overturn the tax, which is slated to generate $20 billion over ten years. Meanwhile, Americans who lack political lubricant to lobby Congress have little opportunity to reduce their burden.

				Does the health care overhaul add to the federal deficit? This hotly debated question has consumed gigabytes of coverage in the media. A far more important question looms. Does the overhaul improve the outlook for the federal government’s ability to pay for health care?

				Health care spending in the year 2030 will be half a percent of the country’s gross domestic product (GDP) below what it would have been without health care reform, said two architects of the plan: Peter Orszag, who was the White House budget director during the reform debate, and Ezekiel Emanuel, Orszag’s former health care advisor and the brother of Obama’s former chief of staff Rahm Emanuel. By then, health care will devour 25 percent of the country’s income. A half a percent is lost in the shuffle of the deck chairs on the Titanic.

			

		

	
		
			
				Part 2

				How Health Care Reform Did Not Reform Health Care

			

			
				When health care reform was born, it had a long to-do list. Reforming health insurance was at the top. Reforming health care was lower down on the list.

				We begin with an analysis of how the overhaul did not fix three parts of the health care system that are badly in need of repair: the lack of primary care doctors and nurses, the enormous number of medical mistakes and other causes of preventable harm, and the financial engineering that has increased production of more health care but not more health. These fixes are not “nice-to-have” features. They are essential to any system that will assume responsibility for the lives of more Americans.

				Health care reform built a big house without a first floor. As millions of people obtain health insurance, precious few will have a primary care physician, nurse practitioner, or physician assistant to take care of them. Primary care is the foundation of any endeavor to improve and sustain health. Chapter 5 describes how an American Medical Association committee has deliberately weakened primary care in recent decades and endangered its very existence. This has hurt the health and well-being of the public and is one of the most significant reasons that health care costs are out of control. We describe tactical changes that the health care reform law made but highlight how it didn’t fundamentally shift course. The country is still headed in the wrong direction that will keep costs spiraling out of control and prevent millions of people from having access to basic medical care.

				Chapter 6 reveals how patient safety was put on the back burner in the reform legislation. The overhaul is like a plan to build a new solar-powered car that neglects the legions of people dying from design flaws in the millions of vehicles already on the road. Because the safety failures are not understood by most policy makers, they will be built into the care provided to thirty-two million more people. An inconvenient truth is that 225,000 people die each year from preventable health care harm. We provide the basis for this estimate and predict that this number, sadly, will increase. The Obama administration’s patient safety initiative that was launched a year after the reform law was enacted is a welcome step forward. The solution, though, rests with hospitals and other health care providers, many of whom still deny that a public health crisis exists.

				While hospitals mismanage billions of Medicare dollars every year, their lobbyists set off pyrotechnics when Congress tries to rein in Medicare spending. The National Academy of Engineering and the Institute of Medicine, which are part of the National Academy of Sciences, put their finger on the problem. Most hospitals have never adopted modern-day management practices that all other business enterprises began using decades ago to improve safety and manage resources wisely. Chapter 7 offers a solution for how hospitals can provide better and safer care while being good stewards of the public’s money. We predict, though, that hospitals will default to their usual financial engineering and increase the volume of services they provide so they can continue to fatten their bottom lines.
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				How the AMA Killed the Family Doctor

			

			
				A good friend of ours, Dr. Larry Jassie, trained at Bellevue Hospital in New York City and has exquisite diagnostic skills honed by years of experience and continuous study. He tells the story of a patient who had a lump on his neck and was worried it might be cancer. Dr. Jassie performed a physical exam and concluded that the lump was nothing to worry about. He reassured his anxious patient.

				Dr. Jassie helped him avoid unnecessary visits to specialists who would have performed a bevy of expensive and scary tests that would have yielded no benefit, provoked fear, cost too much, and possibly caused more harm than good. “I saved him thousands of dollars and lots of worry,” he said.

				Although many people would like to have a doctor like Dr. Jassie, he is among a vanishing breed of primary care doctors. The loss to society is profound and dismaying but without fanfare. No one is sounding the alarm except the primary care doctors themselves.

				Meanwhile, many Americans have no trouble finding a cardiologist to insert an unnecessary stent or a neurosurgeon to perform an inappropriate and risky back surgery, which is the most overused surgery in the country, according to Consumer Reports. In fact, in some communities there are so many proceduralists, as they are called, that they drum up lucrative business and perform operations on people who don’t need them. We wrote about this unfortunate aspect of medical care in our book The Treatment Trap.

				It is no accident that primary care doctors are scarce. The situation is the direct result of a deliberate strategy carried out from within the medical profession itself.

				An AMA advisory committee called the Relative-Value Scale Update Committee (RUC) has been meeting in secret since 1991. It calculates the value of services that doctors render in a variety of medical fields. The committee gives a higher value to services provided by specialists, such as radiologists, and a lower value to the work performed by family doctors and internists like Dr. Jassie. Medicare uses the values recommended by the AMA to calculate payments to doctors. It might pay $190 to a gastroenterologist for the time spent performing a colonoscopy but only $90 to a primary care doctor for the same time spent diagnosing and treating a patient with diabetes.

				Specialists dominate the AMA committee. Since the RUC was established, Medicare’s payments have favored specialists at the expense of primary care doctors.

				The government’s watchdog, the Government Accountability Office, has criticized the AMA’s cozy arrangement with Medicare. It says the AMA overvalues expensive high-tech medical procedures and diagnostic tests and undervalues keeping people out of the hospital and away from unnecessary tests and procedures. Congressman Jim McDermott, a Democrat from Seattle, Washington, said in hearings in the House Ways and Means Subcommittee on Health, “Why should the medical association be setting their own fees?” We are letting “the fox decide what the keys to the henhouse will be used for.”

				In our example, Dr. Jassie would have been paid very little for his careful and accurate diagnosis of a patient. His work is based on his years of experience, skill, and commitment to continuous learning about new developments in medicine. As a result, many primary care doctors have difficulty making their practices financially viable.

				Medicare and the government are often blamed for the imbalance. An opinion editorial published in the Wall Street Journal was titled “How Medicare Killed the Family Doctor.” The truth is that one group of doctors has cannibalized another group.

				The AMA touts its influence over the government and says that the RUC allows the medical profession to continue to shape its own payment environment, and it is merely “exercising its First Amendment right to petition the federal government.”

				The impact of the AMA’s price-fixing is far-reaching. It determines how more than $60 billion annually in Medicare spending for doctors is allocated. It contributes to the imbalance in the types of doctors who practice medicine in the United States and the entire structure of the health care system.

				The AMA’s price-fixing affects medical school students’ career choices. They tend to choose lucrative subspecialties such as radiology, orthopedic surgery, anesthesiology, or dermatology. In fact, they have a nickname for these specialties—“ROAD.” Few students choose careers as family doctors or internists.

				Money is not the only factor in a career choice. Many students are told by their professors that they are too talented to be “just” a primary care doctor and they should be a surgeon or other specialist. This attitude creates a false impression about the importance of primary care to maintaining and sustaining health.

				Primary care physicians are overworked and have little say about their work life. One doctor described her experience in a blog in the journal Health Affairs: “It was factory work; we were interchangeable cogs in a vast machine. The people who saw patients, especially ‘primary care providers’ like me, were at the base of the pyramid and the bottom of the pecking order. . . . Professional administrators, and physicians who see few if any patients, will schedule every moment of every primary provider’s day, critique every decision, continually scrutinize and evaluate every aspect of one’s practice. . . . We were on teams, but given no time to communicate with one another. We were forced to complete clunky electronic records we had no time to read.”

				A primary care doctor told us about a new radiologist in his poor, rural community who had just completed training and was offered a starting salary of $500,000 for working only two of every three weeks. Meanwhile his primary care practice is barely making ends meet.

				The American Academy of Family Physicians predicts a shortage of 39,000 family physicians by 2020. Internists are in very short supply too. In fact, they are both endangered species.

				In 2010 and 2011 a slight increase occurred in the number of medical students choosing to train to become family doctors and internists. This trend will need to continue for a generation if the United States is to overcome the imbalance that exists.

				The imbalance between primary care doctors and specialists will likely continue as twenty new medical schools are expected to be built in the next several years. Medical students who graduate from the new schools will have every incentive to work in medical fields that are more lucrative than primary care.

				Their career choices will affect the care that millions of Americans will receive for decades to come. While future doctors should use their talents, medical practice is still a public service. Medical schools need to produce the doctors that can keep people healthy.

				A family doctor in Kentucky, Dr. Phillip Bale, helps prevent his patients from having heart disease, stroke, and diabetes. For some patients, he helps reverse disease. He tells the story of one of his patients, a policeman, who was overweight and had diabetes and high cholesterol. Dr. Bale and a nurse practitioner worked with the policeman over many months to create a plan that would help him reverse his poor health. They helped him understand the reasons he should make changes in his life and showed him how to track his progress. After five months, the policeman saw the impact of his hard work and the good results. He lost almost sixty pounds, his diabetes was under control, and his cholesterol level was dramatically reduced.

				“Heart disease can be reversed,” Dr. Bale says. He knows that individual lifestyle changes, like stopping smoking, walking every day, and eating a cautious diet, along with medications, can reduce heart disease.

				Dr. Bale says, “Patients do really well. It’s cheap to do this,” compared to the usual care people receive that includes surgery and stents. “You just have to slow down and have a conversation,” Dr. Bale says.

				But because primary care doctors receive so little payment, they can barely afford to spend more than a few minutes with each patient. Anyone who has been to a doctor’s office knows how brief the visits are. That’s why most people are not fortunate enough to receive personalized care to keep them healthy or restore them to health. As Dr. Bale says, patients are like “deer in the headlights with the avalanche of procedures they have to go through.”

				For all the money spent on health care in the United States, life expectancy is no better than that of Cuba, which emphasizes basic primary care and spends pennies for every dollar the United States spends.

				How Special Interests Decide the Care You Get

				During the health care reform debate, Republicans said that government bureaucrats would make decisions about your care, not your doctor. A closer look reveals a more troubling reality.

				We met a primary care doctor in Cleveland who told the story of how he helped two of his patients avoid an unnecessary hospitalization. Other doctors wanted to admit his patients, but he knew his patients’ medical histories and realized their symptoms were minor and no cause for concern. “Patients are being overtested and overtreated,” he said. “It only creates more anxiety for them.”

				One day a hospital official came to see him and announced that the hospital was terminating his contract. The doctor was stunned. His main concern was his patients, many of whom he had known for a long time. A partner in his practice who cared for 1,500 patients, mostly older adults, was also terminated.

				“I was terminated because of lack of productivity,” the primary care doctor said. “We weren’t seeing enough patients.” He said that it can take ten minutes just to help an elderly patient move from a wheelchair to an exam table.

				The hospital where he worked was intent on increasing revenue. He recalls how the hospital’s chief financial officer had told a medical staff meeting that if all the doctors could admit one more Medicare patient a month, the hospital would meet its revenue targets. “This suggests we should go out and commit fraud,” the doctor said. “It’s unconscionable,” he continued.

				Did the hospital want to use the doctor’s office space for a specialist physician who could generate more revenue per square foot? We don’t know if that happened, but it would not be surprising. Specialists are more valuable to a hospital because they perform surgeries and procedures that generate hospital revenue.

				The care that many Americans receive depends on the treatment that hospitals, drug companies, and device manufacturers want you to get. Hospitals want to fill their beds. Drug companies want to sell as many drugs as possible. Device manufacturers want to sell as many cardiac stents and screws for back surgeries as they can. They lose money when doctors keep you healthy.

				The health care reform law did not correct the imbalance between primary care doctors and specialists. Instead, it requires the Secretary of the Department of Health and Human Services to begin a process to validate the AMA committee’s recommendations. Proponents of reform avoided making the hard decision. In return, the AMA supported health care reform.

				The AMA ranks fourteenth in the list of all-time donors to political campaigns and is ahead of Goldman Sachs and the American Bankers Association. Campaign finance records show that national organizations of radiologists, orthopedists, and anesthesiologists were among the “heavy hitters” for contributions to Barack Obama’s 2008 presidential campaign.

				The health care reform law gives a nod to primary care by funding bonus payments to primary care doctors and training for five hundred primary care doctors, six hundred physician assistants, and six hundred nurse practitioners. While well intended, these provisions don’t fix the fundamental imbalance.

				Taxpayers are paying for a Band-Aid rather than a real solution. The RUC needs to be pulled out from under the AMA. An independent entity needs to take the lead in allocating Medicare physician payments and give primary care doctors a larger share.

				This policy change will be as popular as kicking a beehive. Special interests will play the “rationing” card and claim that the government is intruding on the doctor-patient relationship. These changes are needed if Americans are to have access to a health care system rather than a sick care system.

				The Biggest Threat to the Health of Older Americans

				During the turbulent debate on health care reform, President Obama convened a national summit with Congressional leaders at Blair House, the president’s official guest house located across the street from the White House on Pennsylvania Avenue. During the summit, Senator Kent Conrad, a Democrat from North Dakota, talked about his father-in-law’s health care. Here is what he said:

				My own father-in-law [was] in his final illness. [I] went to his kitchen table. Didn’t know it was the final illness. Got out all his prescription drugs. Sure enough, he was taking sixteen. I get on the phone to the doctor—I go down the list . . . of what my father-in-law was taking, sixteen prescription drugs. And I get on the line to the doctor, and he says, “Well, Kent”—and I get down to about the third one—“He shouldn’t be taking that. He shouldn’t have been taking that the last five years.” I get a little further down the list, two drugs, and he says, “Well, Kent, he shouldn’t be taking those two drugs, they work against each other.” I said, “Doc, how does this happen.” He said . . . “We’ve got chaos.” And my conclusion, after all of these hundreds of hours of hearings and meetings . . . was that indeed we do. We have a system that is characterized, especially for those people, by chaos.

				Why didn’t the health care overhaul fix this dangerous and costly chaos? The health care reform law provides a small amount of funds to train more doctors and nurses to become primary care doctors and nurses that specialize in the care of older adults. The amount of money is miniscule compared to the enormity of the need. There are too few doctors, nurses, and other professionals who can properly care for the forty-six million people covered by Medicare.

				Yet the law closes Medicare’s prescription drug “donut hole” in 2020. Currently, Medicare beneficiaries lose coverage for drugs after spending $2,700 in a year, and coverage begins again when they have spent about $6,100. The gap can be an enormous burden.

				Why did policy makers fix the donut hole but not address the shortage of trained people to help older Americans navigate the chaos?

				Several years ago during a conversation with a drug company executive about the shortage of pharmacists, we were surprised to learn the company’s perspective on the shortage. “We think it’s a good thing,” he said, smiling. His company makes brand-name drugs, hospital supplies, medical devices, and health care equipment. He explained that pharmacists tend to substitute generic drugs rather than use brand-name drugs, which is bad for his company’s bottom line.

				Do the drug companies stand by and watch the shortage of pharmacists? Is the dearth of people trained in geriatrics and primary care no accident?

				Drug companies, biotech firms, and their lobby groups dominate Capitol Hill. During the first six months of 2009, they spent more than $609,000 a day to influence legislation, according to the Center for Responsive Politics, a nonpartisan watchdog group. There are more than twice as many registered lobbyists for the drug and biotech firms (1,200) than there are members of Congress (535). As one high-level Senate staffer said, “The drug companies own this place.”

				This is why the donut hole was fixed. More money will flow to the drug companies. Meanwhile, the chaos will worsen for older Americans. The chaos is not just about drugs. It’s about tests, surgeries, treatments, and everything else the medical-industrial complex can do to make money.

				Take the case of Arthur, an eighty-four-year-old former newspaper publisher. His family doctor, whom he had known for nearly twenty years, coordinated all his care. When Arthur went to a specialist, his family doctor reviewed the specialist’s findings and recommendations and talked to him about them. When his doctor retired in 2005, Arthur said that everything fell apart. His care is fragmented now, and he feels as if no one has time to talk to him or look out for him. Like many people, he can easily fall through the cracks.

				He says that health care is like going to multiple mechanics to get his car repaired. Each one knows only about a certain part of his car, not the entire vehicle. If the brakes need to be replaced, a mechanic who specializes in brakes fixes them. If the car needs new tires, another mechanic who specializes in tires selects new ones and puts them on. No one person takes care of the whole car. No one person assures that interdependent systems function well together. Nor does anyone keep track of whether preventive maintenance is performed so the car doesn’t break down on the highway.

				Arthur is not an expert and has to guess what type of doctor he should go to when he has a medical problem. This arrangement is costly and time consuming for him but highly lucrative for the medical-industrial complex. When his experience is multiplied by that of millions of older adults, the negative consequence for their health is immeasurable.

				The health care reform overhaul includes provisions that encourage doctors, nurse practitioners, and other professionals to work together in teams and better coordinate care. Up to one million people on Medicare could benefit from expanded primary care practices, called medical homes, which are expected to be established. Primary care providers coordinate care and take responsibility for the ongoing treatment of their patients. They commit to communicating with them by email and telephone and are accessible at night. Regular checkups are provided to prevent problems from getting out of hand.

				If you are fortunate enough to find doctors who work in practices such as this, you will be among a relatively small number of people who will benefit from the important incentives in health care reform. Most people will not.

				The greatest threat to the health of older Americans is not Medicare spending cuts or the donut hole. The greatest threat is too few doctors and nurses who know how to care for them. The donut hole is fixed, but the shortage of trained health care professionals is not. Older Americans are bereft of anyone to guide them through the phalanx of specialists. They have no choice but to go where the medical-industrial complex takes them.

				Meanwhile, Medicare pays teaching hospitals handsomely to train doctors. In fiscal year 2008, Medicare paid $8.4 billion toward doctor training, but the funding is not being used to train the kinds of doctors that older Americans need.

				The chaos in health care for Arthur and millions of other people is no accident. It is nurtured by the special interests that want you and everyone else to be a patient always and forever. Their ideal patient is on sixteen drugs, has multiple surgeries and hospitalizations, and has doctor appointments every week, with no one coordinating it all. Every system is designed to achieve the results it gets.
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				Why Hospitals Don’t Stop Harming Patients

			

			
				Think about this. By 2020 the populations of North Dakota, Rhode Island, and Vermont vanish. The cause will not be an earthquake or other natural disaster. It will be a man-made disaster.

				In the decade ending in 2020, we predict that more than 2.25 million Americans will have succumbed to medical mistakes, hospital-acquired infections, overuse of radiation-emitting CT scans, and other causes of preventable health care harm. This is more than the populations of the three states.

				This prediction does not account for the thirty-two million more people who are expected to be newly insured beginning in 2014. They will use more health care than they are now and be exposed to potential harm.

				What is behind the numbers? Why do hospitals continue to harm patients?

				A Tale of Two Hospitals

				In April 2010 two California hospitals in Riverside County, Rancho Springs Medical Center and Inland Valley Regional Medical Center, received letters from Medicare saying that it was going to terminate them from the program. The hospitals had multiple and ongoing violations of federal requirements for safe patient care and failed to fix them. The hospitals’ governing board was apprised of the problems and Medicare’s intent to terminate, but it was unable to eliminate clear threats to the public’s health and safety, according to Medicare officials.

				The hospitals had been cited by government regulators for a string of safety failures. Beginning in 2007, patients with life-threatening injuries waited in the emergency department for up to eight hours to see a doctor because not enough doctors were available to treat them.

				In the intensive care unit, patients were placed in an illegal satellite unit that was not properly staffed. Regulators issued a cease-and-desist order because peoples’ lives were placed in immediate jeopardy.

				Doctors performed caesarean sections on three women using electrical cauterizing instruments in a delivery room with dangerously low humidity, which could have sparked a fire. Mold was found in delivery rooms. Food for patients was not stored safely.

				Both hospitals are owned by Universal Health Services (UHS), a for-profit entity based in King of Prussia, Pennsylvania, that owns 25 hospitals and 102 mental health facilities.

				In December 2009 Medicare officials sent a letter to the board of directors and the president of UHS to express concern with the hospitals’ ability to pass the upcoming full validation survey. The survey was billed as a “make-or-break” inspection. The hospitals failed the inspections.

				On April 15, 2010, Medicare sent a letter of termination to each of the two hospitals. It cited multiple failures, including lack of proper infection control, the failure of pharmacists to safely handle medications, and the lack of competent hospital staff, among other serious safety concerns.

				Medicare rarely terminates a hospital from the program. The situation must constitute a significant threat to the public’s health.

				Five days later, the California Department of Public Health, which had been monitoring the hospitals, notified them that it was planning to revoke their licenses to operate.

				Hospitals can appeal a Medicare termination, and the two California hospitals appealed. They continue to operate and are included in the Medicare program under the close scrutiny of regulators.

				On its website, UHS describes itself as maintaining “one of the strongest balance sheets in the industry. . . . This strong capital position has enabled the company to develop and acquire many new facilities over the past few years. The UHS strategy is to build or purchase healthcare properties in rapidly-growing markets and create a strong franchise based on exceptional service and effective cost control. The company owes its success to a responsive management style and to a service philosophy that is based on integrity, competence and compassion.”

				While two of the company’s twenty-five hospitals were under imminent threat of being barred from the Medicare program, on March 11, 2010, the compensation committee of the UHS board of directors authorized incentive bonuses to the chief executive officer and other executive officers for their exemplary performance in 2009.

				According to company filings with the Securities and Exchange Commission, the CEO received a $3.375 million bonus for meeting financial performance targets for earnings per share and return on capital. A younger executive, the CEO’s son, who was co-head of the hospital division, received a $537,000 bonus and a 15 percent salary increase in recognition of his promotion to president in 2009.

				This case illustrates the disconnect that exists in many hospitals between executive compensation and the safety of patients. Compensation is based on financial performance, not the quality of care patients receive. Regulatory action concerning risks to the public’s health is relegated to a few sentences buried in annual reports and in government filings with the Securities and Exchange Commission.

				The hospitals were able to provide substandard care for so long because regulatory agencies have limited power to intervene. Restaurants can be shut down because of poor food handling but hospitals are rarely shut down for egregious acts that place the public in danger.

				A Bigger Picture of Health Care Harm

				In November 2010 the Office of Inspector General of the US Department of Health and Human Services reported national estimates on the number of people on Medicare who are harmed in hospitals. It estimates that in a single year, 79,200 people covered by Medicare experience preventable harm that contributes to their deaths.

				The American Hospital Association issued a response to the report that was unapologetic and offered no reassurance to the public. In its statement, the hospital association said, “While hospitals have made great strides in improving care, this report highlights that there is more we can do. Hospitals are already engaged in important projects designed to improve patient care in many of the areas mentioned in the report. We are committed to taking additional needed steps to improve patient care. That is why we support the report’s recommendations for further research.”

				The government report was issued around the same time that automaker Toyota was thrust into the national spotlight because of sticky accelerator pedals and poorly positioned floor mats in its vehicles that contributed to car crashes and nineteen deaths since 1999.

				The contrast is striking between Toyota’s response to the public to its safety failures and the hospital association’s response to far greater numbers of fatalities.

				Toyota issued a public apology for the company’s failure to ensure public safety. “First, I want to sincerely apologize to Toyota owners,” said Jim Lentz, president and chief operating officer of Toyota’s US sales. “I know that our recalls have caused many of you concern and for that I am truly sorry.”

				The company made no excuses. It invested its own resources to identify and fix safety hazards, and kept the public apprised of its plans to repair their vehicles. It reduced the compensation of its top management by 10 percent to acknowledge their responsibility for the recall of vehicles. The company president, Akio Toyoda, and other company executives forfeited bonuses.

				The federal government held Toyota accountable. Secretary of the US Department of Transportation Ray LaHood said, “Safety is our number one priority. . . . We are holding Toyota’s feet to the fire. We will stay on this until every car is safe. We feel an obligation to the drivers of Toyotas.” The government conducted a full investigation into the cause of the crashes and concluded that electronic systems in the vehicles were not responsible for the mishaps.

				In contrast, the US Department of Health and Human Services offered no assurance that it was doing everything possible to protect the public. Nor did it commit to hold hospitals accountable for improving safety. Pundits and politicians didn’t provoke a frenzy about the real “death panels” that occur in hospitals every day.

				The First Reports of Health Care Harm

				The American public had its first exposure to the extent of health care harm with the 1999 landmark report To Err Is Human, prepared by the Institute of Medicine of the National Academy of Sciences. It concluded that up to 98,000 preventable deaths occur every year from medical mistakes. Its estimates were based on studies conducted in the 1980s and included deaths that happen primarily in hospitals. They did not include harm that occurs in nursing homes, dialysis centers, ambulatory surgery centers, and other health care settings.

				The federal government does not have a tracking system to monitor deaths from preventable harm in health care similar to how it tracks deaths from diseases such as cancer and AIDS. Researchers who conduct studies of health care harm use different methods to count incidents of harm. This explains the varying estimates of harm.

				Medical Mistakes

				The impact of medical mistakes can be understood best when compared to other causes of death. Arlington National Cemetery and its 612 acres of rolling hills in Virginia overlooking the Potomac River is the final resting place for about 330,000 soldiers, patriots, and their families, some of whom fought in the American Revolution. The Pentagon overlooks the rows of white marble stones lined up in perfect formation. The life-and-death consequences of its decisions are always within sight. A new Arlington Cemetery would need to be established every three years to provide a resting place for all the people who die from errors in hospitals.

				Medical mistakes are an equal opportunity event and affect people from all walks of life. Former secretary of defense Donald Rumsfeld said in an interview with Diane Sawyer on ABC News that his wife nearly died from a medical error.

				Actor Dennis Quaid made headlines when a medical mistake almost killed his ten-day-old twins at Cedars-Sinai Medical Center in Los Angeles. The newborns were to be given a dose of a blood thinner but were given two doses of an adult version of the drug. “While my wife and I were in the room, a nurse unintentionally gave our children 1,000 times the safe dosage,” said Quaid. The heparin turned the blood in their tiny bodies into the consistency of water. Fortunately, the twins recovered.

				Hospital-Acquired Infections

				Hospital-acquired infections are another cause of preventable health care harm. Nearly 100,000 people die each year from infections they acquire while in the hospital, according to the Centers for Disease Control and Prevention. Another Arlington Cemetery would need to be constructed every three years for them. Ambulatory surgery centers, nursing homes, and dialysis units for people with kidney disease are other places that can be breeding grounds for infections.

				Every data point is a person. Diana is one of them. At age twenty-four and fifteen weeks pregnant, she had emergency surgery to remove her gallbladder, one of 750,000 people a year who have this surgery. Diana suffered from a medical mistake and an antibiotic-resistant hospital-acquired infection that turned her pregnancy into a nightmare. She was hospitalized during the final four months of her pregnancy and lost fifty pounds during that time.

				Diana gave birth to a healthy daughter named Julia. At two pounds thirteen ounces, she survived the nine surgeries her mother endured to stem the harm that ravaged her body.

				A photograph of Diana in a rocking chair holding Julia, swaddled in a blanket, is reminiscent of Michelangelo’s Madonna and Child. It was the only time Diana could muster the strength to hold her newborn daughter. Two days later, she succumbed to the assault that was too much for her body to bear.

				Overtreatment

				Other causes of preventable harm occur. Researchers at the National Cancer Institute estimate that radiation exposure from CT scans causes 14,500 deaths a year. Unnecessary surgery causes an estimated 12,000 fatalities. Overprescribing of prescription drugs contributes to untold numbers of deaths. Malfunctions from poorly designed medical devices such as implantable defibrillators are another cause of preventable harm.

				When the toll is tallied, a conservative estimate is that 225,000 people die every year from preventable harm in the health care system. This is equivalent to about 10 percent of the total deaths in the United States every year from all causes.

				When health care reform takes effect as planned, more people will have health insurance and use more health care. More Americans will be exposed to the risk of preventable harm. Doctors, nurses, and other health care professionals who are already working at a breakneck speed will be required to work even faster. When a complex system is forced to operate at higher speed, more mistakes will occur.

				The Culture Wars

				Health care in the United States is a tale of two very different worlds. The private sector and government spend billions of dollars on research to advance knowledge about how to prevent and treat disease. This aspect of American medicine is unparalleled in the world.

				Yet hospitals and other health care facilities have failed to apply the most basic quality-control practices to deliver the benefits of research and new treatments to patients safely.

				The National Academy of Engineering and the Institute of Medicine, which are part of the National Academy of Sciences, recommend that the health care industry use systems-engineering tools that have revolutionized the quality and performance of the transportation, telecommunications, and manufacturing sectors. The health care industry lags decades behind these industries.

				If solutions exist to improve patient safety, why don’t hospitals adopt them? The culture in many hospitals is toxic. They are composed of fiefdoms. Departments are ruled by doctors who stake out their turf. Hierarchies exist within and among doctors, nurses, administrators, and other professionals. The lack of cooperation among them is a primary cause of safety failures in health care today.

				To illustrate this point, a few years ago a doctor told the story of his first few weeks as CEO of a hospital where multiple wrong-site surgeries had occurred in the months before his arrival. He announced a policy that every surgery will be preceded by a “time-out” when the team would verify the patient’s identity and the procedure to be performed, and mark the site of surgery.

				One day after the new policy began, he was informed that a surgeon was about to begin an operation without the required time-out. The CEO scrubbed and went into the operating room to inform the surgeon that if he went ahead with the operation, it would be the last one he would perform in that hospital.

				The surgeon complied. The hospital was located in a rural area and the nearest hospital was a long distance away. The surgeon could not threaten to take his patients—and the revenue—to a competing hospital.

				This example is not an isolated occurrence. In Colorado, 25 wrong-patient surgeries and 107 wrong-site procedures, such as an operation on the wrong leg, occurred from January 2002 to June 2008. Thirty-four people were significantly harmed or impaired. These incidents were voluntarily reported to COPIC, a medical malpractice insurance company.

				These safety failures occurred because doctors ignored a standard protocol, or checklist, similar to one that pilots use before they start airplane engines and take off down an airport runway. A checklist requires doctors, nurses, and others to make sure they are performing the right procedure on the right patient and the right part of the body. A brief “time-out” is called to allow anyone to raise questions or concerns.

				Across the country, these types of errors continue to occur about forty times a week. If passenger airplanes took off on the wrong runway forty times a week, the Federal Aviation Administration would ground all flights until the causes of the safety failures were identified and corrected. Health care has not adopted this forceful but effective approach to safety.

				“They Harm You and They Bill You for It”

				A family member whose loved one suffered from health care harm once said, “They harm you and they bill you for it.”

				It has been standard practice in health care that when patients are harmed, hospitals and doctors bill them for the treatment and follow-up care to repair the harm. When they do this, providers convey the belief that they are not accountable for the harm they cause. It reflects the habit of privatized financial gain by hospitals but socialized losses whereby the public, employers, and the government pay for the cost of harm.

				In a giant leap forward, the federal government stopped paying hospitals and doctors for wrong-site surgeries, surgery on the wrong patient, bed sores acquired while in the hospital, and other preventable mistakes and poor care. Private insurance companies adopted similar practices.

				So far, the financial impact on hospitals has been minimal compared to the billions of dollars they receive from private and public insurers. Nonetheless, the federal stance sends a clear message that hospitals and doctors should no longer assume that someone else should pay for their mistakes.

				The health care reform law expands this sensible approach. Medicare will stop paying for more causes of preventable harm. Also, Medicare payments will be reduced by 1 percent for hospitals that rank in the worst 25 percent for rates of preventable harm.

				With real money at stake, the hospital industry is pushing back. Rich Umbdenstock, the AHA’s CEO, says the penalties are counterproductive. “Rather than punishing hospitals for their efforts to improve, we should encourage them to continue to work together to develop new and better tools to deliver the safest possible care.” In fact, proven approaches to reduce preventable harm already exist and need to be applied consistently for the benefit of patients.

				A Goal to Reduce Hospital-Acquired Infections

				In a bold and welcome step, in 2009 Secretary Sebelius set a goal for a 30 percent reduction in hospital-acquired infections. Hospitals used this opportunity to lobby Congress for more money. They convinced lawmakers to give $50 million in taxpayer funds to help them learn how to reduce the number of people harmed by infections in their facilities. Even with the public funding, many hospitals chose not to participate, citing other priorities.

				As the work progressed, the government took charge. It convened a public meeting to provide an update on hospital infections. Few in the hospital industry attended. Government officials led the effort. The solution rests, however, with hospitals. Only a sustained, never-ending commitment of hospital personnel to apply proven practices will reduce infections. Here is an example.

				A hospital in California trained its housekeeping staff in important cleaning techniques in intensive-care rooms that had been previously occupied by a patient who had been infected with a potentially deadly antibiotic-resistant bacteria. To prepare the room for the next patient and avoid transmission of the bacteria, simple steps were used. Hospital staff immersed cleaning cloths in disinfectant rather than pouring disinfectant on the floor or on the cloths. They used black lights to shine over the area where they cleaned to see how effective they were in removing bacteria. The result? Life-threatening infections were cut nearly in half.

				While some hospitals have made great strides in reducing infections, have they met the goal of a 30 percent reduction in hospital-acquired infections? The federal government stated in its 2010 annual report to Congress on health care quality that very little progress has been made. In fact, certain types of infections increased. Hospitals have used their special status as a place where life-saving care is provided to avoid being held accountable for their failure to provide care safely. Under the health care reform law, hospitals that have high rates of infections will be penalized financially. Whether this strategy will compel better care cannot be assured. Reducing infections requires hospitals to be high-functioning organizations in which staff cooperate with each other to achieve a common aim.

				Building a Patient Safety Infrastructure

				The extent of health care harm is a public safety crisis and demands a robust response by government and the health care industry. A brief examination of highway and aviation safety illustrates the commitment and cooperation needed to address this crisis. In both sectors, an infrastructure was established that engages the government, the private sector, and consumers. Health care safety requires a similar sustained commitment.

				How Highway Safety Improved

				For many years, auto manufacturers blamed drivers for vehicle accidents. Consumer advocate Ralph Nader wrote Unsafe at Any Speed, the 1965 book that showed that drivers were not the cause of many accidents. The subtitle of his book is less catchy but critically important: The Designed-In Dangers of the American Automobile.

				By exposing the design flaws in vehicles, Nader proved that responsibility for safety needed to shift from consumers to the manufacturers. He was relentless in the face of harsh rebuke from an auto industry that fought his efforts to promote public safety.

				The escalating number of traffic fatalities compelled Congress to enact the 1966 National Traffic and Motor Vehicle Safety Act. The federal law was a turning point. For the first time, manufacturers were held accountable for the safety of their vehicles. A new federal agency, now called the National Highway Traffic Safety Administration, was established and gave the federal government the authority to set and regulate standards for motor vehicles. Vehicles were required to include safety features such as seat belts, shatter-resistant windshields, and head rests to prevent whiplash.

				Lee Iacocca, the chief executive officer of Chrysler who had voiced loud opposition to government regulation, eventually had a change of heart. He realized that safety features could be a competitive advantage in the marketplace. Now the auto industry boasts safety features in its consumer advertising.

				Great strides have been made in highway safety. In 2010 the number of traffic deaths—33,000—reached its lowest point since 1949, even as billions more miles were driven.

				What does highway safety have to do with health care? It provides a useful contrast. Health care professionals say that their work is more complex and that it is harder for them to improve safety. To some extent this is true. It can also be an excuse for poor performance.

				Every day, millions of people step into slabs of molded steel and travel at speeds of up to sixty miles an hour carrying twenty gallons of flammable fuel that can trigger an inferno. Each vehicle travels within several yards of other steel hunks doing the exact same thing. Miraculously, fatal harm is relatively rare and becoming more rare.

				A commitment from government, vehicle manufacturers, insurance companies, consumer advocates, and others has made this feat possible. The contentious battles have yielded an enviable safety record that everyone can be proud of. Mission impossible is possible.

				How Aviation Safety Improved

				Passenger airlines have made remarkable progress to improve safety in the past fifteen years. In 1997 the White House Commission on Aviation Safety and Security set a goal to reduce the fatal accident rate in commercial aviation by 80 percent in ten years. Many in the industry believed that the goal was unattainable, but that did not stop progress.

				A joint industry and government team was established and led the effort. It was composed of airline companies, airplane manufacturers, pilots’ associations, Federal Aviation Administration safety officials, and technical experts. The team was called the Commercial Aviation Safety Team (CAST).

				All the airlines and federal agencies cooperated with each other and contributed their own staff and financial resources. No federal money was appropriated to reach this goal.

				The team analyzed information from five hundred accidents and thousands of safety incidents worldwide. They distilled lessons and identified ways to improve safety and save lives. A leading cause of accidents occurred when pilots inadvertently flew planes into mountains, trees, or water, a situation called “controlled flight into terrain” accidents.

				One of the first improvements the team developed was a ground proximity warning system that gives pilots a computerized map that shows oncoming obstacles such as mountains and trees. It sounds an alarm to prevent pilots from inadvertently flying into mountains or water. All the airlines voluntarily installed this technology on every airplane.

				Because of this and other improvements, fatalities in commercial aviation declined by 83 percent in twelve years. The safest aviation system in the world had been created. This improvement occurred even when the complexity of air passenger travel increased dramatically in the aftermath of the tragic events on September 11, 2001.

				Despite the significant cost of implementing a full array of safety features, airlines gained a $620 million per year return on their investment. The aviation field demonstrated that safety is good business and saves lives and money. It also showed that what seems impossible is possible.

				Engineering Unsafe Care out of Hospitals

				Just as the airlines successfully engineered unsafe conditions out of the system, hospitals can do the same. Here is an example of how it can be done.

				A patient in a Midwest hospital with asthma and pneumonia was being transported to have a chest X-ray. The patient was placed on oxygen. While in the elevator with the transporter, the patient’s skin began to turn blue. The patient was not getting enough oxygen circulating to his vital organs. The transporter realized that the oxygen tank was empty. The patient was rushed to the intensive care unit where he eventually recovered.

				Nurses, respiratory therapists, and doctors at the hospital tried to fix the problem so it would not happen again. Here’s what they did.

				First, they wanted to know how many hospital staff could accurately calculate whether an oxygen tank has enough oxygen for an hour trip to the X-ray department when a patient is on a designated level of oxygen. They conducted a short, anonymous survey and learned that very few people could answer the questions correctly, with the exception of respiratory therapists and anesthesiologists.

				One solution they considered was to teach hospital staff how to calculate the oxygen remaining in a tank. They dropped this idea because arithmetic mistakes can be made. The team needed a reliable method. The Apple iTunes store sells an iPhone and iPad application that calculates remaining oxygen time in a tank, but not all hospital staff have an iPhone or iPad.

				The respiratory therapists developed a chart with the hours and minutes that oxygen would remain depending on the flow of oxygen that the patient needed and the amount of oxygen in the tank. They placed this chart on every oxygen tank in the hospital.

				A nationwide solution would require every manufacturer of oxygen tanks to include a chart on all the tanks they sell so that thousands of hospitals don’t have to reinvent ways to ensure safe patient care.

				Will Health Care Ever Be Safe?

				In the mid-2000s patient safety captured the attention and enthusiasm of many dedicated doctors, nurses, pharmacists, and administrators who wanted to learn how to redesign error-prone systems in which they work. People who have been patients are alive today because of their commitment to fixing broken systems and making them fail-safe.

				We sense that some of this enthusiasm has waned. The weak economy is a major distraction and interrupts the laser-like focus needed to create and sustain fundamental transformation. This is a missed opportunity because safer care costs less money.

				The health care reform law has been a distraction too. Hundreds of thousands of people who work in hospitals and other facilities are assessing the impact of the law on their organizations and positioning themselves to survive in a rapidly changing world.

				In private conversations with health care leaders, we sense a growing unease that while safety has improved in certain units in individual hospitals and doctors’ offices, the health care system is not becoming safer overall. In fact, seasoned observers say they believe it is becoming more unsafe. When we talk to nurses who work at the bedside in hospitals and have made safety improvements in their units, many of them witness growing chaos.

				Are people simply becoming more aware of health care harm? Or are Americans using more health care and being exposed to the potential for more harm? Both are probably true, but the explanation is more profound.

				We have come to believe that the unrestrained, market-driven approach to health care is a chief cause of the chaos that is reaching a tipping point beyond which it is impossible to remedy. Compounding this progression is the lack of cooperation in the health care sector that is essential to achieve the high levels of safety attained in other industries. Exceptional organizations with insightful and informed leaders can buck this trend. They will be oases in the desert.
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				Hospitals: Do This, Not That

			

			
				As the frenzy of health care reform continues to unfold, hospitals and other health care providers are looking for advice about how to survive and thrive in the new world that lies ahead.

				High-priced consultants are advising hospital executives on how they can increase profitability. The usual advice is to reduce costs and increase revenues. As with any business, this approach seems reasonable. Consultants tend to suggest that hospitals reduce costs by cutting nursing and housekeeping staff because labor costs are a hospital’s largest expense.

				After hospitals exhaust that approach, they are advised to recruit more physicians who can bring patients—and the revenue they generate—to the hospitals. Says one expert, “New physicians will bring in more cases and grow your profits.” She recommends “polling your medical staff for names of local physicians to target and inviting them into the facility.” During the visit, hospitals should work to “wow” the target physician.

				If every hospital followed this advice, the health care system would be in big trouble. In fact, most hospitals follow this advice and that’s why health care is in trouble.

				The public is in trouble too. Who wants to be a patient at a hospital that encourages doctors to perform surgeries with the sole purpose of increasing revenue?

				Recently, one of us was invited to give a presentation at a hospital in New Jersey. At the time, this hospital was enticing a group of physicians in its community to admit their patients to its facility. An ethical physician at the hospital refused to give the sales pitch because the doctors had a reputation for overtreating patients. The hospital continued to pursue this approach to increase market share and revenue.

				We predict that the sweeping overhaul of health care will cause a surge in this business model. Americans with private insurance will have unlimited lifetime insurance benefits. Hospitals, ambulatory surgery centers, and other providers will take advantage of these benefits and perform unnecessary and inappropriate surgeries, tests, and procedures. Nothing in the health care reform law curtails this business model.

				The Free Surgery Give-Away

				Lap-band surgery for obesity illustrates the madness. During the surgery, an inflatable silicone ring is wrapped around the stomach to control the urge to eat. It is widely marketed as a solution to weight loss. The company that makes the inflatable device, Allergan, proposed to the FDA to increase the number of people eligible for the surgery. Its sales of lap bands were declining, so the company was looking for new customers.

				The surgery is marketed as an alternative to more invasive gastric bypass surgery. The lap band was originally approved by the FDA for morbidly obese people. A 5'6" person who weighs 216 pounds and has diabetes or hypertension would be eligible to have the procedure. In December 2010 advisors to the FDA recommended broader use of lap-band surgery to include people who weigh less. A person who is 5'6" tall and weighs 187 pounds and has diabetes or hypertension, for example, would be eligible for the procedure.

				Video testimonials from patients on the company’s website say the surgery benefited them. A closer look reveals troubling risks. The company reports on its website that 25 percent of people who had the surgery had a second operation to remove the band because they had so much trouble with it.

				If 25 percent of Toyota owners were so dissatisfied that they called up their dealers and asked them to come and take their cars out of their driveways, the US Department of Transportation would launch an investigation into the reason for consumer dissatisfaction.

				Another 18 percent of people needed a second surgery to fix problems with the band. Four people had the band erode into their stomachs. Some doctors have stopped using the device.

				ABC Nightly News reported the FDA advisory panel’s recommendation to expand the use of the surgery. Chief health and medical editor, Dr. Richard Besser, weighed in with his recommendation, saying that the surgery “is growing in popularity” and “should be approved.”

				The segment mentions the risks, but it also included a video clip of a doctor who suggested the FDA should approve the device for broader use. The network did not interview a physician with an opposing view. The segment also aired a testimonial from a satisfied patient who had the procedure. No one who had the band removed was interviewed.

				The manufacturer of the lap band, Allergan, conducted a marketing campaign to promote lap-band surgery. It included a contest to give away free lap-band surgeries. A doctor in Arizona, who is billed as “Arizona’s Premier Lap-Band Specialist,” advertised the contest on his blog. Three lucky “winners” will receive free surgery and follow-up care. Serious surgery is being marketed as a game to be won.

				Websites advertise the surgery as if it were a luxury vacation. “Hurry and Book Now! Ask About Our Specials! Only $3999.” The hype creates perverse incentives. Bloggers report that some people are gaining weight so they can weigh enough to qualify for the surgery.

				The company shies away from making any commitment about whether the surgery succeeds in helping people lose weight and keep it off.

				The FDA approved the manufacturer’s request to lower the threshold of eligibility for the surgery. Now the company has millions of new potential customers.

				Hospitals and doctors reap enormous financial benefits from this lucrative business. Repeat surgeries and multiple office visits to manage complications are highly profitable. The device maker will earn profits to help satisfy Wall Street’s insatiable expectations for higher stock prices and earnings per share. Lap-band surgery is just one example of the perfect storm that conspires to place the health of Americans at risk.

				There is nothing wrong with performing a procedure that may help some people. The decision to perform an operation should take into account the significant potential to cause more harm than good. Unfortunately, companies have every incentive to ignore this basic principle. And no one is protecting the public’s interest.

				The reform law does not fix this profound and deeply disturbing problem. Health care was meant to be a public service. Now it is a means for private gain at public expense.

				The Death of Truth

				The medical-industrial complex squelches the truth when it gets in the way of financial gain. Take the case of an Aurora, Wisconsin, physician, Dr. Kiran Sagar. She did an internal quality assurance project at St. Luke’s Medical Center in Aurora where she worked. She found that nearly 30 percent of the 235 echocardiograms performed at the hospital had been interpreted incorrectly. An echocardiogram uses ultrasound to show images of the heart.

				Because of the faulty interpretations, eighteen people had to have even more tests in which a probe was inserted down their throats; nineteen had a coronary angiography, a test that uses dye and a special X-ray of the heart to determine whether arteries are blocked. People having these unnecessary and inappropriate procedures bore the risks of harm and paid for the privilege.

				According to an account in the Milwaukee Journal Sentinel, Dr. Sagar presented her findings at a meeting of the American Society of Echocardiography because she thought the problem needed to be discussed with other doctors around the country to help improve medical care. Two months later, she was told by hospital officials that she was fired and had to leave the hospital immediately. The hospital said in a statement that her termination was not related to the study.

				Dr. Sagar has trained dozens of doctors in echocardiography over the years and is one of the first female cardiologists to practice in Wisconsin. Widely regarded as a good doctor, she came to Aurora in 2003 after leaving a tenured position at the Medical College of Wisconsin.

				She believes she was fired because her study shed an unfavorable light on the hospital. “The cardiologists weren’t happy,” she said. “I think behind the scenes they were saying, ‘How can you expose our dirty laundry?’”

				Dr. John Birkmeyer of the Center for Healthcare Outcomes and Policy at the University of Michigan estimates that $150 billion a year is spent on surgery that doesn’t make people better and could actually make them worse.

				The manipulation of medicine for financial benefit fits well with the building construction binge among hospitals in recent years. The financial hangover will last for decades. Empty beds are a money loser for hospitals. They need to find patients who can fill them. Medical device manufacturers are pleased to oblige and develop new products that can be used in surgeries that help to fill those empty beds.

				Full-page advertisements in the New York Times and other major newspapers tout hospitals’ brand-name images and draw patients from other parts of the country. The marketing material does not say whether a hospital achieves better outcomes than other hospitals. Instead, it advertises the newest and most expensive robots and the nicest atrium.

				Desperate for more money, some hospitals pay kickbacks to doctors to induce them to admit patients and perform surgery and tests. Two Texas hospitals owned by Universal Health Services, the same firm whose two hospitals in California received Medicare termination letters, engaged in similar acts. Two months after those termination letters, UHS paid $27.5 million to settle claims that from 1999 to 2006 it committed fraud and paid bribes to doctors in McAllen, Texas. The settlement with the Justice Department involved allegations that the hospitals had entered into financial relationships with several doctors to induce them to refer patients to UHS hospitals. The government alleged that these payments were disguised through a series of sham contracts including medical directorships and lease agreements.

				The New Yorker profiled McAllen, Texas, in a June 2009 article that suggested that hospitals in the community were performing too many surgeries at Medicare’s expense and implied that a portion of them were unnecessary.

				Years ago, hospitals provided a community service. Now many of them are a means to enrich their top brass. Nonprofit hospitals are not immune. With high salaries and private airplanes for company executives, some nonprofit hospitals are not what the public has in mind when they think of a tax-exempt charitable organization. A beehive that needs to be kicked is the tax-exempt status of the hospitals that believe charity begins at home.

				What Hospitals Should Do to Save a Trillion Dollars

				Instead of financial gimmickry, hospitals should be doing more operations engineering. Here is an example of what we mean.

				Imagine if the airlines scheduled all their flights only when pilots want to fly. Assume that few pilots want to fly before six o’clock in the morning or after seven o’clock at night. Assume, too, that pilots want to take Fridays off to play golf. The consequences are predictable.

				Flight schedules are compressed. Airline and airport staff—air traffic controllers, flight engineers, flight attendants, baggage handlers, and maintenance staff—work around pilots’ schedules. Airports are more crowded as passengers cool their heels waiting in longer security lines that snake outside the airport. Bad weather and flight cancellations wreak havoc when passengers try to rebook. More frequent takeoffs and landings in a compressed time period increase the risk of a near miss on the runways, or worse. Underused airport capacity in downtime drains efficiency.

				In most hospitals, elective surgeries such as knee replacement are scheduled according to doctors’ convenience. Nurses’ and other hospital staffs’ schedules revolve around the doctors. Mondays might be a peak period and crammed with elective surgeries.

				During the rush, nurses work unexpected overtime, which means they can’t pick up their child from day care or be home for dinner with their families. Patients spend more time anxiously waiting for their operations. Others lie on gurneys after surgery waiting to be safely transferred to units in the hospital to recover. Surgeries may have to be rescheduled because the surgeons are backed up. The risk of mistakes increases when everyone works faster. Meanwhile, Fridays are calm and quiet because the doctors are in their offices seeing patients, attending a conference, or taking the day off.

				Professor Eugene Litvak, adjunct professor in operations management at the Harvard School of Public Health, hails from Russia, where he helped the trains run on time. Litvak is an expert in queuing theory and variability methodology, common tools in management science.

				He quickly observed an anomaly in US hospitals. Why do hospitals seem to be overcrowded when only about 66 percent of the hospitals’ beds are filled?

				Litvak mused that hospitals think they are overcrowded and build a new wing at an average cost of $1 million per bed. In reality, they haven’t properly managed the flow of their patients through the hospital.

				Operations management, variability methodology, and queuing theory are among the tools of management science that are beginning to be applied in hospitals. Predictably, the use of this science is improving care, increasing efficiency, and reducing waste.

				Take the example of Cincinnati Children’s Hospital. Its progressive leaders were looking for solutions to improve how it organized its operations. Hospital officials were candid about the problems. They wrote,

				As the hospital has grown and expanded, the number of referrals increased, along with the complexity of the care required. Emergency surgeries were considered unpredictable and were done at the end of the day or forced into slots between scheduled cases. The result was a long list of add-on patients at the conclusion of the regular day and long waiting times for children with urgent needs.

				Complex cases were often done in the evening or at night, when resources were limited. The competition for available beds in the pediatric intensive care unit resulted in patients being held in the emergency department . . . causing those locations to back up and causing elective surgeries to be delayed or cancelled. Patients sometimes were placed in beds that were not optimal for their condition. . . . Clinicians and families were left frustrated.

				Initially, hospital officials tried to reduce overcrowding in the emergency room by hiring more staff to work during peak periods. Professor Litvak helped them realize this was not a solution. They had to look at the whole hospital, not just the emergency department. He showed them how backups in one part of the hospital can cause backups in others.

				Litvak traced the long waiting times in the emergency department and backups in other parts of the hospital to how elective surgeries were scheduled. He helped the hospital improve how it organized its work.

				Hospital administrators took control over operating-room time and assigned times when doctors perform elective, nonemergency surgeries. This was a major feat because doctors prefer to set their own schedules. The frenetic rush hours were eliminated.

				The hospital set aside operating rooms for emergencies so that scheduled elective operations would not be disrupted if unexpected emergencies occur. To avoid backups, a bed in the intensive care unit was reserved at the same time a surgery was scheduled for patients requiring intensive care following the operation.

				Litvak predicted that the hospital could perform more surgeries by using the same capacity more efficiently. He was right. The hospital treated more children using the same staff and physical capacity and boosted revenue by $137 million. Hospital occupancy increased from 76 percent to 90 percent.

				The hospital had been planning to build an expansion with one hundred new beds, but administrators and doctors realized that it was not needed. They had learned how to use their existing capacity efficiently.

				Doctors are enthusiastic about the new system. Fewer surgeries are cancelled and the chaos that can occur during peak periods is engineered out of the system. Nurses can spend more time with patients and can go home as planned. Overtime hours decreased by nearly 60 percent, which saved $559,000 a year.

				If all hospitals in the United States used their capacity efficiently, Professor Litvak estimates the savings to be $35 to $112 billion annually.

				He predicts that enough capacity exists in the system to take care of all the newly insured. This would save $12 billion to $35 billion a year by avoiding construction of more hospital beds.

				The Institute of Medicine has recognized the importance of variability methodology and queuing theory and stresses that “hospitals can identify and eliminate many of the patient flow impediments caused by operational inefficiencies.”

				Although the American Hospital Association’s Quality Center has also recognized variability methodology as a key principle for making care safe, timely, effective, efficient, equitable, and patient centered, only a handful of the nearly five thousand hospitals in the United States are using management science to improve their operations. They are reluctant to disrupt the schedules of their doctors. Another reason is that hospital executives and chief medical officers don’t know about this science-based approach to effective hospital management.

				The overcrowding “crisis” caused by poor hospital management contributed to a building boom that will cost hundreds of billions of dollars for decades to come. All of the costs are hidden in higher health insurance premiums.

				Hospitals consume more than 5 percent of the country’s gross domestic product. Their collective inefficiency represents a monumental loss of productive efficiency in the American economy.

				Health care reform pours billions of dollars more into these poorly organized and managed institutions. Few policy makers understand why hospitals and other health care providers require more money every year. By plowing even more funding into health care, the reform law cements inefficiency in the system.

				If you drive by Cincinnati Children’s Hospital today, it looks like any other modern hospital. You wouldn’t know that it has engineered some of the inefficiencies out of its day-to-day work. The hospital acknowledges that it has a lot more work to do to transform health care.

				As an added bonus, patients receive better care in smoothly running facilities. Professor Litvak discovered that the chaos in poorly run hospitals can cause patients to be placed in units that have an open bed but which may not be optimal for patient care. A child recovering from orthopedic surgery, for example, might be placed in an oncology unit. Because the doctors and nurses in that unit are not accustomed to caring for children recovering from surgery and the drugs they are prescribed, they are prone to miss clinical signs and symptoms that require immediate attention.

				This is what happened to Lewis Blackman at the Medical University of South Carolina Children’s Hospital. After elective surgery to correct a condition called sunken chest syndrome, fifteen-year-old Lewis was admitted to an oncology unit. To control the significant pain following the surgery, he was administered a powerful drug, Toradol. The doctors and nurses were not familiar with this drug, as they would be with chemotherapy drugs. Lewis died from a perforated ulcer, a known complication of the drug.

				A more mundane example illustrates that hospitals are in the very early stages of rooting out the most rudimentary inefficiencies. A hospital in the Midwest noticed that its staff prepared a giant stack of documents every time one of its patients went to a nursing home. A team was assigned the task to review the papers and find out whether all of them were necessary. The team had one week to complete its assignment.

				Team members called the nursing homes and learned that they didn’t use or need much of the information. In fact, they threw most of the paper away. By the end of the week, the team whittled down the big stack to less than an inch. Staff that had been assigned to produce the useless documents were reassigned to perform value-added work.

				Improvement in operational efficiency is routine in businesses that must compete to survive in the marketplace. Health care is not like any other business. If McDonald’s Corporation or Apple Inc. were managed like hospitals, they would be out of business. Poor customer service, long waiting times, and defective products would drive customers away. Staff turnover would be in the stratosphere because of workplace chaos. Balance sheets would be awash in red ink.

				Real efficiency and transformation in health care can happen only if hospital executives and doctors are as fixated on smart operational engineering as they are on financial gimmickry. The transformation would be miraculous. We advise young doctors and nurses to obtain degrees in engineering instead of an MBA.

				As health care organizations come under financial pressure, those that don’t have the knowledge and skill to improve efficiency the right way won’t know what to do. Incentives in the health care reform law try to promote more efficiency, but if hospitals and other providers don’t know how to do it, the incentives will have unintended consequences.

				Imagine you are walking down a street in Boston and are offered a million dollars to hit a baseball out of Fenway Park. If you are like the average American, you probably couldn’t do it. That’s because you don’t know how. Even if you know theoretically how to hold the bat to hit a home run, you won’t have the strength or skill that comes from training.

				Hospitals and other health care providers will default to what they know, which is to cut nursing and other staff and encourage doctors to admit more patients. A bad situation will become worse. Once again, hospital lobbyists will swarm the halls of Congress and explain why perpetual increases in funding should be showered upon them.

				The reform law makes a good-faith effort to bring more efficiency into the health care system. Here are a few examples of what is planned.

				Prevent Hospital Readmissions

				Almost one in five people on Medicare who are admitted to a hospital returns within thirty days. Most of them don’t see a doctor after they leave the hospital the first time. Doctors say that better care after a hospital stay can avoid readmissions. The law imposes financial penalties on hospitals whose patients with certain conditions have to be admitted to the hospital again because of preventable complications. The intent is to encourage hospitals to provide good care the first time.

				Bundle Up

				In the months ahead, Medicare will test different ways of paying hospitals and doctors to encourage them to provide better care and possibly control spending. Currently, if a person has heart surgery, Medicare pays the hospital and each doctor separately. If the patient returns to the hospital because of a complication, the hospital and doctor are paid again. They have no incentive to work together to prevent complications.

				Medicare is testing an idea to pay hospitals and doctors a lump sum payment for treating people throughout an episode of care. The approach is like paying for a car rather than buying parts of the car, putting it together, and hoping it runs.

				These so-called bundled payments are meant to give hospitals and doctors motivation to coordinate care, keep people healthy, and prevent unnecessary hospitalizations. If successful, the pilot projects can be expanded around the country.

				We predict that the savings will be modest and won’t materialize for a long time. The Congressional Budget Office estimates $1.3 billion in savings but acknowledges that the savings are uncertain because the ideas haven’t been tested.

				Know What Works

				The reform law established the Patient-Centered Outcomes Research Institute, which is intended to give doctors, nurses, and patients information about how well tests and treatments work. Opponents of health care reform have stirred up a tizzy of opposition, saying that government will come between you and your doctor. It is unfortunate that they have stoked unfounded fear among the public.

				Here’s the truth about what is intended. If you are lying on a gurney and waiting to be wheeled into an operating room for surgery, the research aims to ensure that you receive the best care that science can offer.

				Information Technology

				Federal government investments in health information technology aim to boost the use of electronic health records. A time-and-motion study in hospitals found that nurses spent one-third of their time documenting patient information and often manually transferring information from different electronic systems that are not interoperable. Well-functioning electronic health records will give doctors and nurses more accurate and real-time information about their patients.

				Cut the Paperwork

				The reform law takes aim at unnecessary paperwork. It creates uniform electronic standards for all private insurers, Medicare, and Medicaid. This sensible change will save the federal government $20 billion over ten years. Private insurers, physicians, hospitals, and other providers will save tens of billions of dollars too.

				Each of these measures has the potential to improve health and lower spending, but they don’t tackle the heart of the problem. The health care system in the United States supports a business model driven by volume. Health care reform will offer needed protection from the cost of health care for millions of Americans in the next few years. We predict that the benefits will erode because the cost of care will continue to increase as volume increases. Eventually, comprehensive health insurance will be unaffordable even with government subsidies.

				The medical-industrial complex has an addiction, and no antidote exists to cure it except a slow and painful withdrawal.

			

		

	
		
			
				Part 3

				How Health Care Caught the Wall Street Fever

			

			
				The first chapter in this section, chapter 8, draws parallels between the inner workings of the banking and financial sector and the health care industry.

				With the near collapse of the banks in 2008, the public learned new language that had been “inside baseball” in the world of Wall Street: price bubbles, toxic assets, conflict of interest, and too big to fail.

				For the first time, Americans saw what was really going on behind the shimmering steel and glass towers on Wall Street and what highly paid people were really doing with their money. Regulatory agencies designed to keep the banks in check were no match for the behemoths that showered Washington politicians with cash.

				We describe symptoms of the Wall Street fever and how the contagion has spread to the health care industry. Behind the veneer of the mighty-looking towers of drug companies, device manufacturers, and hospitals is their own version of price bubbles, toxic assets, conflict of interest, and too big to fail. We examine what they are really doing with your money. Yes, they do a lot of good. But they do more than that as they follow in the footsteps of the banking industry.

				Chapter 9 explains how the Wall Street fever has permeated virtually every crevice in health care. A cascade of devices and equipment flows into hospitals that add to chaos but increase companies’ bottom line. At Johns Hopkins Hospital in Baltimore, the top-rated hospital in U.S. News and World Report rankings, an average of 942 alarms sounded from multiple devices every day on a fifteen-bed patient care unit, about one alarm every ninety seconds. Devices and equipment routinely malfunction and can harm patients. If these devices were iPhones, manufacturers would be held accountable for safety and reliability. Not so in health care.
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				Too Big to Fail Just Got Bigger

			

			
				The near collapse of the financial industry in 2008 revealed profound weaknesses in government regulation that was supposed to rein in excessive and unlawful activities. The financial meltdown that nearly brought the country to its knees offers lessons for health care. If an unfettered marketplace can mess with your wealth, it can also mess with your health.

				Let’s begin in the good old days when banks helped people who wanted to buy a home. The terms of mortgages were straightforward. Borrowers understood they had to pay a certain amount of money every month for thirty years. Bankers verified borrowers’ income and credit, and they had a vested interest in ensuring that borrowers had the financial wherewithal to pay back the loan. If the borrower defaulted, the banker bore the risk.

				Bankers earned a reasonable rate of return on the money they loaned, and millions of Americans enjoyed the satisfaction of owning their own home. Money was allocated efficiently, and it helped people live a better life.

				During the housing boom, many would-be homeowners were attracted to loans with low teaser rates. Although large balloon payments would kick in a few years later, borrowers were told that their houses would increase in value before the higher interest rates and payments came due. They could refinance their mortgages and obtain a lower interest rate. Even better, they could use the equity in their houses as if they were ATMs that could be tapped to pay for a new car or family vacation.

				Many borrowers didn’t have enough income to qualify for their loans. Banks and mortgage brokers lent hundreds of thousands of dollars to individuals and families without asking for proof of their income. No one enforced commonsense rules of lending, so the companies broke the rules. As long as everyone was making money, and as long as homeowners saw the value of their homes rise, bankers continued the lending spree. Of course, they were lending other peoples’ money.

				Worthless mortgages from Main Street were bundled into complicated bonds and sold to investors on Wall Street and around the world. The risks of these toxic assets were passed on to unsuspecting investors who didn’t know what they were buying. The firms that sold the repackaged mortgages didn’t have any incentive to tell the buyers what was in them.

				When the bubble burst in 2008, housing values crumpled. People lost their jobs and couldn’t pay their mortgages. Higher interest rates kicked in on adjustable-rate mortgages. Refinancing was impossible for many families because their houses were worth less than the balances on their mortgages. Millions of people defaulted, and the banks foreclosed on the properties.

				When Wall Street bankers and investment firms realized that the house of cards was collapsing, they were at risk of losing billions of dollars, including their own personal wealth. They went to their friends in Washington and asked for a bailout. The Washington insiders were the same people who allowed them to break the rules.

				The economy screeched to a halt. No one trusted anyone, so loans dried up and a credit crunch ensued. Businesses reduced investment. Consumer spending slowed to a crawl. The economy contracted. Even worse, the country lost its confidence and belief that the future will be better for the next generation.

				During the financial meltdown, people saw a different side of their banks than the friendly teller in their neighborhood branch. For the first time, Americans got a look behind the scenes at what the big bankers did at work every day: create price bubbles, sell toxic assets, and collude with politicians in Washington to weaken any possibility of meaningful regulation and oversight.

				The same Wall Street mentality influences the health care industry, which has its own price bubbles, sells toxic assets, and colludes with politicians to keep the money flowing and pesky bureaucrats at bay. This is not the health care system that people see when they go to the hospital or doctor’s office. It lurks behind the scenes in the shadows.

				Price Bubbles

				Just as housing prices jumped during the height of the frenzy, health care has its own price bubble. What lies at the heart of these bubbles?

				Consumption is king in America. Economic growth is highly dependent on Americans buying lots of stuff. During Thanksgiving weekends, Black Friday is an unofficial national holiday when millions of Americans race to the shopping malls. The economy rises and falls on retail sales as the barometer of Americans’ willingness to part with their money.

				Even after the tragedy of September 11, 2001, President George W. Bush urged Americans to go shopping to jump-start an economy that had grown quiet as people hunkered down in their homes.

				How can consumption continue to drive America’s economic growth when middle class Americans have not seen their real incomes rise in decades?

				Years ago, big business and Wall Street had to find a solution to this vexing problem. Their stock prices and earnings per share depended on people spending more money. But how could American families spend money they didn’t have?

				American ingenuity found a solution. The answer was to loan them money. If Americans could borrow money, they could continue to shop. Banks would earn huge profits from interest on unpaid bills and credit card fees. Retail businesses that sell clothing, electronics, and other consumer goods and services would reap big profits.

				This is how America changed from being a nation of thrifty savers to a nation of shop-until-you-drop spenders and credit card debtors.

				American ingenuity didn’t stop there. If more Americans could buy houses, the economic engine would really roar. America’s mantra, “Charge it!” triggered a frenzy in the housing market. Low teaser rates in adjustable-rate mortgages fueled the frenzy.

				Homes became houses. Their value was measured in dollars and cents, not as a place to live and raise a family. Speculation drove prices up. The bubble was bound to burst. And it did. That’s why housing prices have dropped from the stratosphere to the dismay of their owners, who thought they could only go up.

				Health care is consumption too. Most Americans have health insurance that protects them from the true price of health care. If you are like most Americans, you use more medical care, and more higher-priced care, than if you had to pay with your own money.

				The biggest spenders are the hospitals, doctors, drug companies, and device manufacturers who use your insurance card as their credit card.

				A perceptive nurse described the trend this way, “Health insurance used to be about giving patients access to providers. Now it’s about giving providers access to patients.”

				Before health care reform, price bubbles became visible as companies announced new $100,000 therapies to treat cancer. They set their prices so high because they can. More blockbuster pricing will occur now that lifetime health insurance benefits can no longer be capped.

				Adding to the surge is the belief of many Americans that more care will always make them better. It’s not their fault that they believe this. As we wrote in The Treatment Trap, the medical-industrial complex has marinated the minds of Americans in an endless stream of marketing and media hype that creates consumer demand for their products.

				As the price bubble has grown, it is impossible for the middle class and even the upper middle class to pay for their health care from their own pockets, especially if they have a serious illness.

				Instead of deflating the price bubble and making health care affordable, health care reform papered over the problem with more health insurance, subsidies from the federal government, and no caps on benefits. This approach will fuel the price bubble even more.

				Just as American families watched their mortgage debt grow larger than the value of their houses, the world watches as the federal government’s debt is on par with the value of all the goods and services the country produces annually.

				Conflict of Interest

				The financial meltdown was lubricated by conflicts of interest where the private financial interests of bankers were at odds with their obligations to their customers. Without a moral compass, their private financial interests came first. Health care is riddled with conflicts of interest too.

				In the banking industry, a borrower depends on a banker to know about mortgage options and suggest loans that suit his or her circumstance. In the housing debacle, bankers made enormous amounts of money by hiding the risks that unsuspecting borrowers were taking.

				In health care, patients expect doctors to make decisions that are in their best interests. Here is one example where the financial interests of the medical-industrial complex took precedence over patients’ health and safety.

				Americans who had hip or knee surgery from 2002 to 2006 had a surgical device implanted that was the subject of a massive bribery scandal involving device manufacturers and doctors. Five companies that sold about 95 percent of all artificial hip and knee surgical implants in the country had paid orthopedic surgeons bribes to encourage them to use their products, according to a US Department of Justice investigation that ended in 2007.

				In the bribery scandal, hundreds of orthopedic surgeons were paid tens to hundreds of thousands of dollars per year for consulting contracts and received expensive trips and other perks.

				According to Christopher Christie, then US attorney in New Jersey and now the state’s governor, “Prior to our investigation, many orthopedic surgeons in this country made decisions predicated on how much money they could make—choosing which device to implant by going to the highest bidder. . . . We expect doctors to make decisions based on what is in the best interests of their patients—not the best interests of their bank accounts.”

				The companies that paid the bribes were Zimmer, DePuy Orthopaedics (a subsidiary of Johnson & Johnson), Biomet, and Smith & Nephew. They were the subject of federal criminal complaints and paid fines totaling $311 million. A fifth company, Stryker, avoided a criminal complaint because it was the first to cooperate with prosecutors. Despite the breadth and depth of the crimes, neither company executives nor doctors were prosecuted. The public expects doctors to be different from bankers. They expect hospitals to be different from banks. Many are different and guided by a moral compass.

				Ethical physicians who practice medicine for the right reason are deeply distressed about the tidal wave of money that has seeped into every nook and cranny in health care. A physician wrote a letter to us expressing his concerns. He graduated from three Ivy League universities and is board certified in two medical specialties.

				“The system is awash in money,” he wrote. “The whole emphasis of medical care appears to be on the making of large amounts of money. This is accomplished by the machinations of drug companies, surgical equipment companies, surgi-centers, hospitals, and the medical profession . . . [which] has increased the cost and harm to patients. I can’t say enough about this.”

				Conflicts of interest reach the highest levels. President Obama took $20 million from the health care industry to help pay for his 2008 presidential campaign.

				Obama’s director of the White House Office of Health Reform during the reform debate, Nancy Ann DeParle, had been a member of the boards of multiple health care companies before accepting that position. According to American University’s investigative reporting unit, she received $6 million from firms that stood to benefit from health care reform. DeParle was also a decade-long board member of Cerner, a software manufacturer specializing in electronic medical records, until the day after her White House appointment. Meanwhile, the Obama administration is spending billions of taxpayer dollars to encourage hospitals and doctors to use electronic medical records.

				Conflicts of interest explain why the health care industry was rewarded handsomely on the political battlefield of health care reform and why they are handled gingerly by prosecutors.

				Toxic Assets

				After the mortgage mess unfolded, banks had billions of dollars of toxic assets on their books. Toxic asset values had been inflated by a noxious brew of fraud and speculation but plummeted when the gimmickry was uncovered. Owners of these assets had buyer’s remorse because no one would buy them at a price acceptable to the holder.

				A “toxic” asset was a term used by Angelo Mozilo, the founder of Countrywide Financial, once the nation’s largest mortgage lender. In a 2006 email uncovered by the Securities and Exchange Commission in its investigation of the lender, Mozilo acknowledged, “In all my years in the business I have never seen a more toxic product.” He was referring to the 100 percent loans that required no down payments from borrowers with awful credit histories. “Frankly, I consider that product line to be the poison of ours,” he continued.

				Health care has its own unique form of toxic assets. Here’s how they work. A new blockbuster drug comes on the market. Investment bloggers and public relations firms hype a new drug that promises the fountain of youth. Excitement grows about how much money the drug will generate for the company.

				An expensive marketing campaign is a success. Six million people have been lured into taking the new drug. Wall Street likes what it sees and the company’s stock price jumps. The drug is the most profitable product for one of the biggest drug companies in the world.

				Meanwhile, the federal government funds an independent study and discovers that the drug increases the risk of cancer. With all the trappings of a toxic asset, hordes of people stop taking the drug and sales plummet 50 percent.

				Doctors notice a remarkable trend. Cancer rates drop nearly 15 percent, the first time in recorded history that rates drop so dramatically. A few years later, another study shows that the drug not only causes cancer but doubles the risk of dying from it. It also increases mortality from another kind of cancer by 70 percent. Curious minds will observe that the same company that sells the drug also makes chemotherapy to treat cancer.

				The toxic asset was Prempro, the hormone replacement therapy for women sold by Pfizer. Millions of women trusted the information they received from their doctors and the drug companies. By the time they knew about the dangerous side effects, many women had developed breast cancer. The company continued to rake in billions of dollars.

				Women sued Pfizer. The company has been winning many cases because it has convinced juries that women were warned that the drug increased the risk of breast cancer. In one case, a jury in federal court in Alexandria, Virginia, decided unanimously that a sixty-five-year-old woman who had taken Prempro and developed breast cancer was unable to prove that the drug company hid or downplayed risks.

				Pfizer’s defense is that it communicated the risks and benefits. It points to FDA-approved warnings for physicians and patients about the risk of breast cancer and says that information was available to help doctors determine whether and how to prescribe the drug.

				The company uses similar language when warning people who are thinking about buying its stock. An excerpt from the Pfizer prospectus reads as follows: “Achievement of future results is subject to risks, uncertainties and potentially inaccurate assumptions. Should known or unknown risks or uncertainties materialize, or should underlying assumptions prove inaccurate, actual results could differ materially from past results and those anticipated, estimated or projected. You should bear this in mind.”

				Health care is meant to be different from buying a share of a company’s stock. When people take drugs prescribed by doctors, they believe that benevolence lies behind a brightly colored pill. Science, not hype, brought the drug to market, they believe. They rely on trained professionals to warn them of lurking dangers. If a drug is so dangerous, a company would not sell it. Nor would the government allow it to be sold, or so it would seem.

				Today patients must read drug labels as if they were reading a stock prospectus. The conflicts of interest in health care are widespread, and unfortunately, the public cannot always trust those who should be protecting them.

				The Wall Street mentality has changed health care in America forever. The discovery of new treatments, drugs, or diagnostic tools that are a significant advance in the diagnosis, treatment, or cure for a disease can take years to bring to market. Yet venture capitalists and investors, intent on quick returns, want financial results now not later.

				When companies cannot satisfy Wall Street’s demands for a legitimate new blockbuster every year, they market their existing drugs and devices so more people use them. The risks are passed on to the patient with the mentality of “buyer beware.” A health care company’s worth is measured by its stock price, not by whether it helps or hurts its customers. The stock price becomes the almighty indicator that is watched with an intensity matched only by farmers watching for rain during a drought. Ethical investors could make socially responsible decisions if they had an index that measures the social good that a company does and the harm it inflicts.

				Privatized Gain, Socialized Loss

				Before the financial meltdown, banks and investment firms pursued high-risk strategies that yielded enormously high returns. Multimillion-dollar salaries and bonuses paid to company executives financed Madison Avenue homes and Nantucket beach villas. When the house of cards came tumbling down, the American taxpayer was forced to bail out the banks. It is a classic case of privatized gains and socialized losses.

				Health care has its own privatized gains and socialized losses. When Pfizer sold toxic assets like Prempro, it gained profits from the sale of the drug but passed the cost of treatment for breast and lung cancer to women and their health insurers. In turn, insurers spread the cost among all their insured and everyone pays higher premiums. Similarly, when hospitals fail to apply standard practices to prevent hospital-acquired infections, they make money from the extra services to treat the infection, as do drug companies that manufacture antibiotics, but pass the cost on to the patients and their health insurers. As the federal government and private insurers expand the no-payment policy when patient harm occurs, they are appropriately privatizing the losses.

				Robo-Signing

				As the housing market was undergoing a wrenching correction, the robo-signing scandal surfaced. Employees at Bank of America, JPMorgan Chase, and other banks routinely signed thousands of foreclosure documents without knowing or verifying the information contained in them. The courts used these documents to decide whether to foreclose on properties when borrowers defaulted on their mortgages. Families were forced out of their homes when they should not have been.

				The health care sector has its own form of robo-signing. Drug and device makers pay marketing company ghostwriters to write so-called research articles for medical journals that extol the benefits of their products. Doctors are solicited to have their names used as authors. They may not have conducted the research nor verified the validity of the data or the conclusions drawn. The articles are published in medical journals, and other doctors and patients rely on the information to make medical decisions. Company sales representatives distribute the information to doctors to convince them to use their products.

				In medicine, science was meant to be the compass guiding the allocation of human and financial resources in service to humanity. The perversion of science for financial gain has unleashed a torrent of misinformation to deliberately mislead and confuse honest doctors, patients, and policy makers. Chaos ensues. Few doctors have time to sort fact from fiction, so they surrender to whatever information sticks.

				The former editor of the New England Journal of Medicine, Dr. Marcia Angell, wrote, “It is simply no longer possible to believe much of the clinical research that is published, or to rely on the judgment of trusted physicians or authoritative medical guidelines. I take no pleasure in this conclusion, which I reached slowly and reluctantly over my two decades as an editor of the New England Journal of Medicine.”

				The Rating Game

				Imagine a failing student who gets an A in every class. That is how the credit ratings agencies graded the quality of mortgage-backed securities that were chock full of subprime mortgages. The AAA ratings from Standard & Poor’s and Moody’s were a mistake. Pension funds, banks, and other investors relied on these ratings to make investment decisions.

				Says economist Joseph Stiglitz, “I view the rating agencies as one of the key culprits. . . . They were the party that performed the alchemy that converted the securities from F-rated to A-rated. The banks could not have done what they did without the complicity of the rating agencies.”

				The rating agencies are rife with conflicts of interest. They are paid by the investment banks that organize and sell debt to investors, and they reap larger profits when they inflate the ratings.

				Health care has its own rating agencies. The Joint Commission, the Chicago-based group that accredits health care facilities, gives hospitals that meet its highest standards a “Gold Seal of Approval.” The Joint Commission is funded by the hospitals it accredits.

				The ratings don’t tell the full story. Accredited hospitals are to report serious events such as the preventable death or serious injury of a patient. An investigation by the federal Government Accountability Office found that hospitals report a tiny fraction of these events to The Joint Commission, which acknowledges low self-reporting. Its own information shows that fewer than five thousand events had been reported in fifteen years. One-third of them had been reported by other sources.

				Like the credit rating agencies, The Joint Commission’s information paints a rosier picture than warranted. Unlike the credit rating agencies, most prospective patients don’t bet their health on The Joint Commission ratings. In fact, most people don’t know about the ratings. Nonetheless, the ratings can give a false sense of security about the safety and quality of care.

				Too Big to Fail

				A company that is too big to fail is considered too important to the economy to be allowed to declare bankruptcy or be liquidated. The banking and health care industries are riddled with entities that are considered too big to fail.

				In the immediate wake of the financial crisis, the federal government poured billions of taxpayer dollars into the big banks—Bank of America, Citicorp, JPMorgan Chase, Wells Fargo—and hundreds of other smaller banks to bolster their capital and support new lending to jump-start a sputtering economy. The government would never let them collapse because the economy would collapse. The banks were too big to fail and they knew it. In a classic case of moral hazard, they assumed the government would bail them out even if they continued their streak of risky behavior.

				The federal government encouraged stronger banks to take over weaker ones to stabilize them. In a wave of consolidation, big banks became even bigger. Two years later, the assets of the six largest banks totaled 63 percent of GDP. Fifteen years earlier, the assets of the six largest banks totaled only 17 percent of GDP.

				In health care, the government doesn’t allow too-big-to-fail companies to fail. When Eli Lilly was found guilty of misusing its drug Zyprexa on nursing-home patients with Alzheimer’s disease, it was convicted on a misdemeanor rather than a felony. If the offense had been a felony, the company would be excluded from receiving any money from the Medicare and Medicaid programs. The court was unwilling to take this action because of what it called collateral consequences that would befall stockholders and Medicare and Medicaid enrollees who benefit from insulin and other beneficial medications the company makes. Eli Lilly was too big to fail.

				Soon after health care reform became the law of the land, a torrid pace of mergers and acquisitions ensued. As one example, Johns Hopkins health system, a $6 billion behemoth based in Baltimore, acquired Sibley Memorial Hospital, a small community facility in Washington, DC, for the princely sum of $1. Sibley gave its resources to Hopkins in return for Hopkins’ brand name and infrastructure.

				Consolidation means fewer choices for the public. Big hospital systems wield more negotiating power over insurance companies and demand higher payments. Patients who are harmed by bad care have a more intimidating battle when seeking redress. In the Wealth of Nations, Adam Smith understood this when he wrote, “People of the same trade seldom meet together, even for merriment and diversion, but the conversation ends in a conspiracy against the public.”

				Too Big to Be Held Accountable

				After the reckless activity was uncovered in the banking industry, company executives were not held accountable for massive irregularities: issuing fraudulent loans, failing to disclose risks on company books, knowingly giving themselves bonuses based on illusory profits, and misleading regulators, among many other failings. When companies such as Pfizer and Eli Lilly have been found guilty of paying bribes or selling drugs in violation of the law, their executives are not held accountable.

				The big clout wielded by hospitals with undue influence came to light in a first-of-its-kind study in Massachusetts. The state attorney general reviewed the contracts between private insurance companies and hospitals—a study every state should do—and found startling variation in prices the insurance companies paid to different hospitals.

				Blue Cross Blue Shield paid a hospital on Nantucket nearly 200 percent more than it paid a similar hospital. Another insurer, Harvard Pilgrim Health Care, paid about 300 percent more to one hospital compared to another. In some instances, hospitals that provided better quality care received less money than hospitals with lower quality.  A hospital’s brand-name recognition and market clout explained the differences in price.

				During public hearings in Massachusetts to discuss the price variation, giant Blue Cross Blue Shield of Massachusetts said it didn’t have the power to negotiate lower prices with hospitals wielding clout in the marketplace. The hospitals threatened to withdraw from the insurer’s provider network if they didn’t receive the amount of money they wanted. The Blues relented because they didn’t want to lose customers. Higher payments to hospitals were passed on to employers, employees, and others who bought health insurance.

				In California, hospitals with clout demanded and received higher payments too. Sutter Health is California’s priciest large hospital system, according to an analysis by Kaiser Health News. It was paid 37 percent more than the state average. Catholic Healthcare West, another nonprofit chain and one of Sutter’s main competitors, was paid 4 percent below the state average. The California Hospital Association wants to keep secret the rates that its members receive from insurers. Employers who are footing the bill want the information public, as it should be.

				The Obama administration vilified greedy insurance companies but was silent about the practices of hospitals and other providers. In years to come, a Darwinian battle of survival of the fittest will occur where big hospitals will win and weaker hospitals will barely survive or fade away.

				Accountable Care Organizations: New Bullies on the Block?

				Let’s face it. Health care is a mess. Hospitals, doctor’s offices, imaging centers, home health care, and other health care providers operate in their own silos. Their staffs don’t talk to each other to coordinate a patient’s care. When people become patients, they are frustrated because they often receive different and conflicting information. They must become the coordinator-in-chief of their own care.

				The health care reform law encourages providers to work together. It authorizes accountable care organizations (ACOs) that will be alliances among health care providers. They will be paid to take care of a whole patient, rather than paid for individual services. The intent is to fill in the cracks in the system through which patients can fall.

				This is a complicated problem to fix. A few months after the law was signed, a hospital executive created an animated cartoon video that went viral on YouTube. In the video, a befuddled executive who didn’t know where to begin to start an accountable care organization asks a health care consultant what to do. Health care insiders found the video amusing because many felt the same way.

				To whom will accountable care organizations be accountable? Most will be structured to profit their managers and doctors, not the public. Others will be created by good people who will design a system with the patient in mind. They will be few in number and smart patients will look for them.

				Like a game of musical chairs, no hospital wants to be left standing. Some hospital executives are using accountable care organizations to create mega-institutions. Small, independent hospitals in urban and suburban areas will likely vanish.

				Oligopolies are accountable to no one and are free to roam like bullies at school. Health care reformers wanted to solve a problem, but they may have created a bigger one.

				The Harvard School of Regulation

				An unfettered free market could not deliver a banking system that creates and protects wealth. In fact, it destroyed wealth and nearly brought down the country.

				An unbridled health care market can’t deliver health either. In fact, it destroys health when errors, infections, and overtreatment occur. Meanwhile, it is on track to bring down the country financially.

				Big business needs adult supervision, a countervailing force to keep it honest. Government supervision of the financial players was virtually nonexistent. If the Securities and Exchange Commission (SEC) could not stop Bernard Madoff, even when it was provided detailed information about his scheme that robbed people of billions of dollars, surely it could not stop wayward investment firms and banks from wreaking havoc across the country and around the world.

				Two days before the global investment bank and securities and trading brokerage firm Bear Stearns collapsed in 2008, the SEC chairman announced infamously that the company was in good shape. Government regulators could not grasp the company’s finances, funding strategy, or relationship to the overall financial system.

				In the 1980s regulation became a bad word. Free-market ideology prevailed, and unfettered markets were viewed as more efficient and self-correcting. Eventually, markets self-correct, but the collateral damage can be widespread. Free-market proponents assert that regulation stifles innovation. In fact, oligopolies stifle innovation by barring competing ideas, products, and services.

				Health care lacks a meaningful regulatory system to ensure patients’ safety. This absence is remarkable considering the magnitude of preventable health care harm. The reservoir of talent for regulation of a complex market is scarce. Business schools train corporate executives but who trains leaders to regulate markets so they enable private gains that benefit society, not harm it?

				The Harvard Business School dean, Nitin Nohria, said in a speech to the business school, “As business itself has lost society’s trust, so has business education. People are no longer sure we are educating leaders who have the requisite competence and character to fulfill the responsibilities that come with their positions of power and privilege.” Nohria acknowledges that some Harvard Business School graduates seem to be responsible for the financial meltdown. To repair its sullied reputation, the school has added required ethics classes and team-based teaching.

				A more robust solution is needed. There is no Harvard School of Regulation, but there should be if the country is to cultivate public leaders with the savvy to regulate the excesses of health care and other businesses and preserve the benefits of capitalism.

				The Pathological Mutation

				John Bogle, the legendary founder of Vanguard mutual funds, describes the pathological mutation that has occurred in capitalism in his book, The Battle for the Soul of Capitalism. Bogle observes that in the latter part of the twentieth century, businesses changed from focusing on their “intrinsic corporate value to the momentary precision of stock price,” a change that he says lies at the heart of what has gone wrong in American capitalism.

				Companies began to reward their executives not for creating real economic value but for creating the perception of pumped-up short-term stock prices, he says. CEOs and their teams figured out how to do that.

				“The first is the old-fashioned way by increasing volume, cutting costs, raising productivity, using technology and developing new products and services. . . . Then [when that] isn’t enough, meet your goals by . . . pushing accounting principles to their very edge. And when that isn’t enough, cheat.”

				We believe that the pathological mutation that Bogle describes has migrated to health care. The intrinsic value of healing, rooted in science and ethics, has been forsaken. In its place, the momentary glee of a rising stock price or a giant royalty payment has forever changed what was once a mission. It became a business. Now it is a racket. This is the corruption of a human enterprise that should be the noblest of them all, and it lies at the heart of where American-style health care went wrong.

				When people become patients, they expect benevolence. They may find it among the doctors and nurses who care for them. But they cannot expect it from the people who operate behind the scenes, the financial engineers that calculate sales and earnings per share and update Wall Street analysts every quarter. Nor can they expect benevolence from the marketing gurus who have mastered the exploitation of human fear of illness, or marketing experts who exploit the human frailties of doctors. The sacred space between the patient and the healers becomes polluted.

				CEOs are accountable to investors and Wall Street analysts who flock to the likes of Goldman Sachs Global Health Care Conferences. A powerful brew it is—the bankers and the health care executives. Their allegiance is to their companies and themselves. The global economy won’t come crashing down because of the transgressions of the too-big-to-fail health care companies. But the worlds of millions of invisible people harmed by price bubbles, toxic assets, and conflicts of interest do come crashing down.

				Must companies deceive and destroy to survive? Must device manufacturers pay bribes to doctors to survive? Must for-profit and nonprofit hospitals overtreat to survive? If survival is defined as meeting Wall Street–type expectations for constant growth, the answer is yes. With this as the inevitable answer, it is clear that the business model for health care companies is incompatible with the purpose of health care, which is to improve health.

				Bogle says that America has become a bottom-line society, but it measures “the wrong bottom line: form over substance, prestige over virtue, money over achievement, charisma over character, the ephemeral over the enduring.” Bogle believes that capitalism requires a value system so it can flourish. Without it, capitalism will collapse.

				The pathological mutation has entered the bloodstream of the health care industry and permeates every organ. The nation’s elite have no immunity to this mutation. Eli Lilly’s board members are a “Who’s Who of America” and include academics from elite institutions such as Dr. Martin Feldstein, a noted Harvard economist. Board members received fees and stock awards worth $292,545 in the year that Eli Lilly paid its record fine for marketing drugs for unapproved use on people with Alzheimer’s disease. The material abundance of a few creates a chasm of indifference to the plight of many.

				So far no antidote exists to curb this mutation. It has become a cancer. Barack Obama succumbed to this systemic disease when he took campaign contributions from the industry. So did John McCain. The moral high ground was lost.

				No amount of better Medicare management is sufficient to make the fundamental changes needed for a sustainable system. The business model needs to be reoriented to produce health not health care. This is where intrinsic value lies.

				Health care reform did not weed out the seeds of the system’s own collapse. Too big to fail just got bigger.
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				If Only They Were iPhones

			

			
				Imagine if airplane cockpits had a cascade of new gadgets every year, each with its own promise of innovation to make flying safer. Imagine further that pilots have not tested them to see how they work before starting the engines and taking off down the runway. A chorus of beeping sounds and blinking lights cause confusion for pilots during takeoffs and landings. Near misses on airport runways increase because pilots are distracted by the bells and whistles.

				Airline pilots and the aviation industry would never allow this scenario to occur. Aviation has a culture of safety built into its DNA. Personnel are steeped in the science of safety. Health care is entirely different.

				At Johns Hopkins Hospital in Baltimore where an average of 942 alarms sounded every day on a fifteen-bed unit, nurses did not hear, or ignored, many of the alarms. “Alarm fatigue” occurs when humans tune out the sheer number of alarms that are impossible to respond to in a timely way. Technology that is meant to help patients fails to do so.

				At another hospital, a cardiac monitor sounded at least nineteen alarms over two hours, signaling that a patient was in distress. The nurses turned off the alarm without checking the patient, who later died. If an airplane cockpit had this many alarms that sounded, pilots could not fly planes safely. In fact, pilots would refuse to fly and the airlines would take note.

				If nurses had a choice, they would refuse to work in hospitals where it is impossible to care for patients safely, but hospitals hardly ever take note.

				A former hospital chief nursing officer, researcher, and educator, Bonnie Jennings, helped us understand the cacophony from the surge of devices that are used routinely in hospitals.

				At any one time, respiratory monitors sound an alarm if the patient is breathing too slowly. Intravenous pumps deliver medicine, fluids, and nutrition into the veins of patients. The pumps “beep” if the dose has been fully administered or if there is a blockage in the line. Compression stockings that are wrapped around patients’ legs to reduce blood clots sound an alarm if they are not working properly. Bed monitors alarm nurses if patients at risk of falling try to get out of bed.

				Silent technology is another distraction. Screens resembling a flat-screen TV are used in some hospitals to communicate information. On the display for each room, symbols are used to highlight the patients who are at high risk of falling. More than sixty different symbols might be used. When a patient leaves the unit for a procedure, different symbols are displayed to indicate where they went, whether it is to the radiology department for an X-ray or the dialysis unit for kidney dialysis. The screen has a symbol for when the blood bank signals that blood is ready for a patient. This avoids the need for a phone call. The nurse must be attentive to the silent summons to retrieve the needed unit of blood. Symbols can change every few seconds.

				Cell phones are used throughout the health care workplace. Calls are usually taken while the nurse is walking from one patient room to another, getting supplies, or retrieving and administering medications. The conversations are brief and might be about when a procedure is scheduled or the results of a blood test. A unit clerk might call to relay patient requests or information about patient admissions and discharges. Families call to get updates on patients. Technicians who monitor patients’ heart rates call to indicate a problem with the technology or an abnormal heart rate. Nurses call one another for help.

				The Human Factor

				Most hospitals have poorly designed work environments, and the cascade of devices and equipment is emblematic of the chaos that proliferates. Hospital executives often view nurses’ concerns about safety as mere complaints. In facilities where nurses are unionized, battles rage about adequate staffing. Even seasoned nurses say they are overwhelmed.

				The nurses are usually right because their work has not been designed with safety in mind. Very few hospital executives and health care professionals are trained in the science of human factors, which recognizes the complexity of human interaction in systems and organizations in which people work. Human factors engineering is a body of knowledge and skill that devises solutions to help ensure that people can use multiple devices and equipment safely and reliably.

				The health care industry has been reluctant to engage experts in human factors engineering and related fields to identify and implement solutions, although this situation is beginning to change. If hospital staff had this expertise, every purchasing decision for technology and equipment would be studied and assessed for its safe use in the health care cockpit. End users of the products would be actively involved in decisions and thoroughly trained in their use. Companies that sell products would be required to ensure safe interoperability with other firms’ products before the product could be sold. This rational approach to creating a safe working environment occurs too rarely.

				Equipment and device manufacturers take advantage of the knowledge vacuum and pitch an avalanche of new products as quick fixes to hospital executives. There is no quick fix. Every so-called fix creates its own safety challenges and adds to the chaos. The solution is intelligent design of work to ensure safe care for every patient, every time.

				Electronic Health Records in the Health Care Cockpit

				The Obama administration has plowed billions of dollars into electronic health records so doctors and nurses will have better information in real time about their patients. Hospitals are complex organizations, and creating a workable information technology system is challenging. Unintended consequences occur. Doctors who have studied the installation and use of electronic health records say, “Once installed, they do not routinely meet safety standards of other safety-critical industries. The aggressive timeline . . . means that a large number of practitioners and health care organizations will soon be attempting a monumental feat without the time or ability to customize these systems to their local workflows.”

				In the health care cockpit, computer failures are frequent occurrences, not rare events. Systems often “time out” quickly and require password reentry. Screens freeze and the systems must be rebooted and previous work that was lost needs to be redone. Each malfunction requires troubleshooting the source of the problem, which takes time away from patient care. The computer becomes the patient.

				Mobile computers offer special challenges. Because they rely on wireless systems, they may lose connectivity in some locations in the hospital. Because computers are used almost continuously, there is limited time to recharge their batteries.

				Nurses have a name for the mobile computers on wheels: “COWs.” The wheels can stick—like the wheels on a grocery cart that will not turn. Nurses have to drag the computers and their carts, which weigh more than sixty pounds. The computers are in constant use, and protocols to maintain them are not well established. In the airline industry, the lack of preventive maintenance programs would be cause for grounding airplanes. Not so in health care.

				None of these operational pitfalls suggests that electronic medical records should not be used. The health care industry has been an unabashed laggard in adoption of electronic information systems. They are not an immediate panacea, though, and the unintended safety consequences are real in the mad dash to use them.

				Bar code scanners used in grocery stores and express mail delivery have finally been introduced in hospitals. They are designed to help prevent medication errors and ensure that patients receive the right medication meant for them, not another patient with the same name.

				The scanners are handheld devices that scan bar codes on a patient’s identification wristband and bar codes on drug packaging. It is a potentially very beneficial technology to ensure that people receive the drugs that are meant for them, but real world use demonstrates questionable reliability.

				Imagine being in the grocery store at a self-serve checkout line and trying to scan your groceries but running into problems when trying to scan an item and no store clerk is available to help.

				A study in the Journal of the American Medical Informatics Association identified these and other problems with the design and implementation of bar code technology. Researchers examined half a million instances where nurses and other staff scanned bar codes on patient identification bands and drug packaging. Nurses overrode the system for 10 percent of the drugs administered, a very high percentage, because they are under extraordinary pressure to administer many doses of drugs to patients in a timely way. The technology can be programmed to report when a medication is delivered late and the nurse can be reprimanded. The main reasons for the overrides were smudged or torn bar codes on drug packaging, unreadable or missing patient identification bands, drugs that were not bar-coded, loss of wireless connectivity, failing batteries, and patient emergencies.

				Each piece of equipment and technology is intended to make care safer. Individually and together, however, they can be disruptive and potentially life threatening. Even with the best intentions, the health care cockpit becomes a confusing, chaotic, and dangerous place. This is why errors are so common.

				Another unintended consequence is that the purpose of health care—the care of patients—is sidelined as technology pulls doctors’ and nurses’ attention away from the patient. It can be a source of unhappiness and moral distress among dedicated nurses, doctors, and other health care professionals who are in the healing professions for all the reasons that the public wants and expects. Some of them have managed to create safe oases where the best of medicine, nursing, and caring is manifest, a lingering reminder of what health care is really all about. They are the real health care reformers, motivated by the intent to heal always and harm never.

				Fire in the Operating Room

				Six hundred fires occur in operating rooms every year in the United States. Here is how one of them happened.

				When a fire erupted in the operating room of a Midwest hospital, the smoke was so dense that the doctor could not see the patient. The fire alarm was pulled and the flames were snuffed out with fire extinguishers. The hospital did a thorough root-cause analysis to find out the cause of the fire.

				Before the surgery was to begin, a nurse used an alcohol-based product to sterilize the patient’s skin. This practice is encouraged because surgical site infections occur in 2 to 5 percent of patients who have operations and can be deadly.

				Operating room fires have been reported when alcohol-based products are used. They occur because operating rooms have equipment that can cause sparks when used during surgery. Alcohol-based products can be the fuel that ignites the fire. Flammability can be avoided by allowing the skin to completely dry when the product is used.

				In this case, hospital staff used an alcohol-based product manufactured by a company whose brochure says it kills major pathogens in one minute and is flammable until completely dry. The solution is 70 percent alcohol. The company that makes the product sells it in applicators that come in two sizes. A small applicator contains six milliliters of solution and is used for operations involving less exposure of the body such as surgery on the head or neck. A large applicator contains twenty-six milliliters, more than four times the amount in the small applicator, and is meant for major abdominal surgeries and Caesarean sections. The company’s brochure states that the large applicator should not be used to prep a patient for head-and-neck surgeries.

				As the hospital investigated the source of the fire, it learned from an article in the Cleveland newspaper, the Plain Dealer, that the Cleveland Clinic had had six fires in its operating rooms. Flammable skin-preparations had been used during surgery. Three people suffered superficial burns. The Midwest hospital staff concluded that its operating room fire was a symptom of a system-wide problem occurring in multiple hospitals.

				The hospital discovered that three of the large applicators of the alcohol-based product were used to sterilize the surgical site, about ten times more than should have been used. The alcohol had soaked into the mattress that the patient had been lying on.

				The hospital also discovered that the company sales representative had sold the hospital only the large-size applicators. The representative was fully aware that the hospital performs more than two thousand head-and-neck surgeries a year. The fire occurred during a head-and-neck surgery.

				The chief of patient safety at the hospital recognized that errors were made by hospital staff. He also questioned whether the sales representative was under pressure to meet his sales targets and sold the hospital only the large applicators to generate more profit for his company.

				Show Stoppers

				When Apple Inc. released the iPhone 4, excitement swirled. Consumer Reports confirmed what customers already knew. In areas with weak reception, the voice and data connection was lost when users touched the external antenna band.

				Consumer Reports called the flaw a “show stopper” even though the iPhone 4 had lots of snazzy features. Before the consumer watchdog group would recommend the device, Apple had to provide a free fix.

				The antenna glitch that caused an inconvenience triggered an outpouring of dissatisfaction from customers. Apple promptly offered dissatisfied customers a full refund or a free case, which was a fix for the reception issues. This is an example of the free market working. The company was held accountable by its customers.

				In hospitals, “show stoppers” are common in medical devices and equipment. There is no Consumer Reports to bring them to the public’s attention, but there should be. They are hidden from public view.

				Unlike Apple iPhone users, nurses who use equipment or devices that malfunction have little clout with manufacturers. They must use the equipment that companies sell to hospitals. Too often manufacturers are not held responsible for ensuring that doctors, nurses, and other health care professionals can use their products safely and effectively in the real world.

				An infusion pump is a widely used pump to provide chemotherapy drugs or pain medication as well as fluids intravenously. Nurses or doctors program the pump to deliver a controlled amount. Pumps are manufactured by different companies and have different designs. Programming the pumps can be confusing and subject to human error. Patients can be harmed.

				Infusion pumps have had persistent safety problems. From 2005 to 2009, the FDA received more than 56,000 reports of adverse events associated with the use of infusion pumps. Serious injuries and more than five hundred deaths occurred. Eighty-seven infusion pump recalls were conducted during this period because of safety concerns.

				Just as auto manufacturers used to blame drivers for highway accidents, pump manufacturers blame users for mistakes. An FDA analysis of complaints found that product design and engineering were the primary causes of errors. Software defects and mechanical and electrical failures were common.

				The FDA has been working with infusion pump manufacturer Baxter since 1999 to correct numerous flaws in one of its infusion pumps called Colleague. It was subject to recalls for battery swelling, inadvertent power off, service data errors, and other issues.

				In June 2006 the FDA obtained a consent decree allowing it to require Baxter to stop manufacturing and distributing all models of the Colleague pump until the company corrected manufacturing defects. The company made changes, but they didn’t correct the defects. Four years later, the company submitted a proposed correction schedule to the FDA with plans to begin another round of corrections to its pumps beginning in two years. This response was unacceptable. In 2010 the FDA ordered Baxter to recall and destroy all Colleague infusion pumps, reimburse customers for the value of the recalled device, and help find a replacement for these customers.

				Shortly after the recall, the FDA announced that it was planning a new and welcome initiative requiring additional premarket requirements that manufacturers will be expected to meet before they can sell their products.

				Infusion pumps are another example of how the health care industry privatizes profit and socializes losses. Companies have been able to get away with poorly designed devices and equipment at immense human and financial cost. Hospitals don’t hold product manufacturers accountable for product defects. In a stark contrast, it is inconceivable that Apple would tell its iPhone customers that it had plans to fix the glitch on the antenna in a few years. This abysmal level of customer service is pervasive in the health care industry.

				Other devices are sold with widespread product defects too. In fiscal year 2006, for example, the FDA received reports of 116,086 potential device-related injuries, 2,830 potential device-related deaths, and more than 200,000 adverse events occurring because of medical devices. The FDA uses these reports to help determine whether a device should be recalled.

				Most people probably think that medical devices are thoroughly tested before being marketed, sold, and placed in the human body. That’s not true, according to researchers who studied all FDA high-risk recalls of medical devices from 2005 through 2009.

				High-risk recalls are those that the FDA determined could cause serious health problems or death. More than three-fourths of these recalled devices had been approved without any scientific review of their safety and effectiveness.

				Cardiovascular devices were the most common category of high-risk recalls. Automatic external defibrillators are one such device. They are used to resuscitate patients with a certain type of heart rhythm problem and can be found in shopping malls, sports arenas, cruise ships, airports, and airplanes. More than 20 percent of the almost one million defibrillators had to be recalled by the FDA, and hundreds of people have died due to malfunctions.

				The FDA is supposed to ensure that devices are safe and effective. The researchers discovered that the FDA’s Center for Devices and Radiological Health must review thousands of devices each year, but Congress has not appropriated sufficient funds to enable the FDA to conduct thorough reviews.

				Lobbyists for device manufacturers want fast-track approval. Government red tape stifles life-saving innovation, they say. With government out of the way, they can reach sales targets, yet another symptom of the pathological mutation that has gripped health care. If the products were iPhones, consumers would say, “Not so fast.”

				Toyotas, iPhones, and other commonly used consumer products are held to a higher performance and safety standard than many medical devices. Apple must ensure that the human-computer interface works as intended. Toyota must design and build cars that are safe when all kinds of drivers use them. Consumers and patients should expect no less from devices that enter the sacred space of the human body.

			

		

	
		
			
				Part 4

				Until Debt Do Us Part

			

			
				History has shown that nations are often overcome by forces whose significance they were unable to grasp at the time. The health care reform debate occurred against the backdrop of a fast-changing global economy that will have profound implications for the future of health care in the United States.

				In chapter 10 we examine the future trends for employer-provided health insurance. This workplace tradition has helped millions of working Americans and their families. It began at a time when US businesses were dominant in the world economy. Their dominance is fading. The rise of China will have an increasingly greater impact on American companies. Many American firms that have provided generous health insurance benefits for decades will continue to be buffeted by events thousands of miles away. We predict that global competition will have a profound impact on the future of employer-provided health insurance.

				Chapter 11 tells the story of promises made and promises broken. State governments are on the front lines of health care reform implementation, and many are coping with record levels of fiscal deficits. The fiscal ill health of many states is forcing cuts in essential services ranging from street lights to health care. Meanwhile, new promises have been made in the health care reform overhaul. Massachusetts was the model for many of the provisions in the national health care law, and it too faces challenges to rein in spending and ensure the sustainability of near universal coverage. At the national level, Medicare is vulnerable to unwise slashing that will jeopardize the health and well-being of older Americans. We highlight ways to prune Medicare so it remains financially viable and serves its intended purpose.

				In chapter 12 we challenge industry critics of the Medicare Independent Payment Advisory Board who are lobbying Congress to dismantle it. The same critics oppose the proposals from the president’s Debt Reduction Commission to make dramatic cuts in health care, far greater than the comparatively modest reductions in the reform law. Progress to reduce the ominous burden of the federal debt can be made only if health care spending is reduced. If this does not happen, we pose the only remaining alternative, a bailout from the International Monetary Fund (IMF), and describe what it will mean for the country. Industry critics can pick their poison.
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				Good-bye Busboys

			

			
				Take this test. When you get up tomorrow morning, look at the products you use and where they were made. Your clothes, sheets, toothbrush, coffee mug, toaster, and iPad were probably manufactured in China. Thirty years ago, at least some of these products were made in the United States.

				Browsing the aisles of Target and Walmart and the catalogs of L.L.Bean and Nordstrom, it is abundantly clear that America has shifted away from its manufacturing base that created economic prosperity. When retailers cheer strong sales on Black Friday, they are actually celebrating the profits of Chinese businesses because the United States has become an outlet mall for their factories.

				Americans understand the threat of global competition to the country’s economic security and way of life. A Washington Post–ABC News poll found that 61 percent of Americans surveyed perceive China as a threat to jobs and the country’s economic security. Only 29 percent see China as an opportunity for new markets and investments.

				Economic Security Is Health Care Security

				The country’s economic security—and the jobs and benefits that come with it—is one of the most significant determinants of Americans’ health care security.

				The Great Recession demonstrated this stark reality. In 2008, 68 percent of Americans obtained insurance from their employer. A year later, only 59 percent did. The recession caused millions of people to lose their jobs and health insurance. Some businesses stopped offering health insurance because it was a better alternative to laying off employees. More than twenty years earlier, 76 percent of wage and salary workers had health insurance through their employers, a figure that remained nearly constant until 2001.

				Workers who are fortunate to have employer-provided insurance are paying more for it. In 2010 employers tended to shift all premium increases to their employees, a harbinger of the future. Wages and salaries have not kept pace with health care inflation, so workers’ take-home pay is shrinking. Because there is no end in sight to escalating costs, employees will continue to bear the brunt.

				Employers that have calculated the impact of the reform law may have found that paying the penalty instead of paying for health insurance for their employees would be financially beneficial to them. For example, AT&T calculated that it spends $2.4 billion a year for health insurance but would spend only $600 million if it paid the penalty.

				Governor Philip Bredesen, a Democrat from Tennessee, figured that his cash-strapped state would save $146 million if it stopped providing health insurance for forty thousand state employees and instead provided them money to purchase insurance from a state exchange. Another two hundred and forty thousand employees in local governments and school systems in the state would find it financially attractive to do the same.

				Will employers continue to provide insurance? Most large companies say they will. Only 6 percent of firms with five hundred or more employees say they are likely to drop health insurance benefits, according to a survey by Mercer, a human resource consulting firm. Small employers have a different reaction. Twenty percent of them say they are likely to stop providing insurance.

				After the reform law became effective, more small businesses began to offer health insurance because of a federal tax credit. In 2010, 59 percent of employers with three to nine workers offered insurance compared to 46 percent in 2009. Beginning in 2014 small companies with fewer than twenty-five employees will continue to be eligible for a tax credit but only for two years. Without subsidies, small employers may pare back insurance coverage.

				In the coming years one trend is certain. Employees will pay an increasing share of the cost of their health insurance coverage. More employers will offer a defined contribution rather than a defined benefit, much like the pensions most employees in the private sector receive. In the early 1990s, 40 percent of workers had a predetermined or defined pension when they retired. By 2007 only 17 percent did as employers cut back on their pension liabilities.

				A traditional employer benefit that is going the way of the typewriter is retiree health insurance. In 1997 two-thirds of employers provided coverage to their former employees under age sixty-five and not yet eligible for Medicare; in 2010 only 28 percent did so. This trend is continuing. The health care reform law provides a one-time subsidy of $5 billion to employers as an incentive to continue providing benefits to early retirees until 2014 when they can buy individual insurance on the exchanges. The one-time subsidy sought to protect this group from the cost of an individual health insurance policy, which, at their age, can be prohibitively expensive.

				The future of employer-provided health insurance will depend on the affordability of health care. With no end in sight for skyrocketing health care costs, the future of comprehensive employer-provided health insurance is bleak.

				Adding to the burden will be extra costs shifted to employers and employees. Medicare and Medicaid pay doctors and hospitals less than private insurers do. In fact, the amount they pay might be less than the cost of providing the service, even among providers who render good care efficiently. To compensate, hospitals and doctors will continue to shift more of the cost to employers and other private health insurance purchasers.

				Going Global

				Employers’ decisions to provide insurance will depend on how well American businesses fare in global competition and whether they maintain and grow well-paid jobs at home. The golden age of employer-provided health insurance and other benefits occurred from the 1950s to the mid-1980s, the same period in which the American economy was unparalleled in the world. Competition from other countries was virtually nonexistent. Today global competition is forcing American companies and their workers to operate in unprecedented ways.

				The Fortune 500 list of the world’s largest companies lists sixty-two firms from emerging economies, a number that has doubled since 2003. In the coming decade, American firms will face a greater torrent of competition from China and other countries that have honed carefully crafted industrial strategies aimed at growing their manufacturing base and competing successfully against the American worker.

				America’s comparative advantage is in technology and its knowledge-driven economy, but this advantage is slipping. China is manufacturing increasingly sophisticated products and by 2020 is expected to surpass the United States as the world’s largest economy. Its huge workforce will be well educated, English-speaking, and motivated to succeed.

				The United States had developed the fastest supercomputers, but in 2010 China took the world lead with a machine that far surpasses the speed of those developed in the United States. In 2011 Japan superseded China with its even faster supercomputer. With the capability to simulate weapons defense systems, break codes, and test new drugs, a country’s supercomputers are a mark of competitiveness and rising prowess.

				Aerospace blogs buzzed when China reverse-engineered a Russian fighter jet, the Sukhoi-27, that had been the pride of the Russian Air Force. After the fall of the Soviet Union in the 1980s, the Russians were in need of cash and eagerly sold billions of dollars of arms to China, including the jet. China cloned the jet rather than spend money to buy it. In fact, China is undercutting its former supplier and sells its home-grown fighter jets at a lower price to customers that had previously bought the jets from Russia.

				China’s strategy is to force United States and other countries’ companies to disclose sensitive technological information in return for lucrative contracts and access to the country’s vast domestic market. Once it has amassed the world’s cutting-edge knowledge, it will build a great wall around its economy. Where possible, it will buy from its own domestic companies, not American or European firms. The American worker will be shut out of the soon-to-be world’s largest economy.

				This strategy is evident already. According to a business confidence survey conducted by the European Union Chamber of Commerce, 36 percent of European businesses perceive that China has become less friendly toward foreign companies that want to do business inside the country. More worrying, 39 percent of respondents expect China’s internal regulatory environment for foreign companies to become more restrictive in the coming years.

				The International Finance Corporation’s annual ranking of countries for their business-friendly environment confirms this trend. China ranked eighty-ninth in 2010, three notches lower than its place in 2009. It ranks behind Asian economies such as Thailand (twelfth) and Malaysia (twenty-third). Surprisingly, it has a lower ranking than the economies of Mongolia (sixtieth) and Pakistan (eighty-fifth).

				The US-China Economic and Security Review Commission, a congressionally mandated entity that examines the two countries’ relationship, warns that the Chinese government is pursuing policies of indigenous innovation whereby China sets standards for products that foreign companies must meet if they want to do business. This strategy makes it hard for American and other overseas firms to operate and compete in China. These policies have harmed US businesses, and although the United States has sought remedies from the World Trade Organization, the lengthy process has impeded US companies’ access to the Chinese market.

				American firms have taken advantage of investment incentives, subsidies, and lower labor costs to shift production to China. The price of entry is steep, and they are taking a monumental gamble. Firms are folding parts of their worldwide operations into partnerships with Chinese companies to do business around the globe. For example, General Electric is finalizing plans for a fifty-fifty joint venture with a Chinese military jet maker to produce nonmilitary avionics, which are the electronic brains of aircraft. GE will have access to a Chinese government project aimed at competing with Boeing and Airbus to produce passenger jets. When that happens, China will undercut Boeing and threaten American jobs.

				American companies are cannibalizing their crown jewels—their know-how—which has been created by American workers over decades. In return, the companies receive short-term financial gain. When the jewels have been given away, the companies will have little remaining intrinsic value.

				China is encircling American businesses and their workers and keeping them out. Jeffrey Immelt, the CEO of General Electric, told Italian business leaders about the challenges of doing business in China: “It’s getting harder for foreign companies to do business there. . . . I really worry about China. . . . I am not sure that in the end they want any of us to win, or any of us to be successful.”

				In a speech at the American Chamber of Commerce in Shanghai, Immelt admitted, “The hardest thing to do in China is to get a win-win relationship. The negotiating, the ability to find a space where both people make money, that is something that we always have to continue to, not just think about, but insist on.”

				If General Electric, one of the largest manufacturing companies in the world, is having trouble garnering business opportunities, this portends trouble for the American worker. Immelt expressed growing dismay among international business executives about China’s systematic strategy to grab technology from western businesses and use it to compete against them in China’s own domestic market and other countries.

				What does all this have to do with health care? The American worker is being cut out of business in a high-stakes economic battle being waged around the globe.

				Here is one example. A giant Indian conglomerate, Reliance Industries, signed a $10 billion contract with Shanghai Electric to purchase power-generation equipment. The Indian firm could have purchased the equipment from General Electric at a price that was 30 to 40 percent higher. To seal the deal, the China Development Bank and other Chinese banks provided generous financing that gave the buyer a 60 percent discount. With these terms, it is impossible for the American worker to have a share of business opportunities.

				While China Invests, America Consumes

				While the health care reform law commits the federal government to spend billions of dollars more on health care, China is using its money for investment, not consumption.

				According to the National Science Foundation’s Science and Engineering Indicators Report, recent growth in research and development expenditures has been most dramatic in China, averaging just above 19 percent annually in inflation-adjusted dollars over the past decade. By comparison, the US pace of growth averaged 3.3 percent.

				China targets strategic industries to accelerate their development: telecommunications, information technology, aviation, automobile manufacturing, construction, energy, and steel. Other favored industries include biotechnology, computer chip design, and software, which all receive low-interest loans and loan forgiveness from government-owned banks.

				While China invests in infrastructure, US roads, bridges, dams, power lines, water treatment plants, and telecommunications systems are crumbling. The American Society of Civil Engineers estimates that the United States needs to invest $2.2 trillion in the next twenty years to restore the nation’s infrastructure. Eleven billion dollars of this amount is to ensure the supply of safe drinking water. “In 10 years, China will have better infrastructure than the U.S.,” said Jim Owens, the former CEO of Caterpillar.

				Because the United States spends more than 18 percent of its national income on health care, government and business have less money to invest in industries where Americans can be competitive in the global marketplace. Health care will swallow an even larger share of national income by 2020. This means that less money will be available for investment in productive economic activity to enable the country to keep up with the rest of the world, let alone remain in the top tier.

				In an increasingly unfriendly global business climate that deliberately seeks to cut out the American worker, it will be difficult to maintain high-quality American jobs. Employment has already suffered. China’s export-led growth policies have produced excess capacity in steel and automobiles and contributed to a loss in US jobs.

				While America’s trade deficit with China is enormous, its changing composition is even more compelling. The United States had a record $72.7 billion trade deficit in advanced technology products, a sign of the future threat against high-wage and high-benefit American jobs.

				As Global Competition Goes, so Goes Health Care

				“The best action we can do to create jobs and strengthen our economic security is pass health care reform,” said then Speaker of the House Nancy Pelosi when the reform law was being debated.

				We disagree. When $760 billion a year in health care spending is wasted on products and services that do not add value to health, the expenditures represent an immense loss of missed opportunity for productive investment and an enormous drain on the American economy. A portion of that money should be invested in public goods: strengthening the country’s competitive edge in science and innovation, upgrading and expanding its infrastructure, and enabling the country to become energy independent.

				The massive unemployment and underemployment that spiked during the recession and its aftermath have been impervious to billions in federal stimulus funding. Like a dose of caffeine, federal stimulus funds can usually kick-start an economy when it is in a cyclical lull. But this time, highly caffeinated economic policies did not work in the aftermath of the Great Recession because the medicine didn’t fit the disease.

				Jobs—and health insurance benefits—follow the money. The Business Roundtable reported that the share of profits of US-based multinational companies from operations in other countries jumped from 27 percent in 1994 to 48.6 percent in 2006.

				When GE’s Immelt was appointed by President Obama to lead the president’s Council on Jobs and Competitiveness, he seemed to be apologetic when he acknowledged that 60 percent of GE’s profit comes from its operations in other countries.

				The United States faces a tough future that will affect jobs and employer-provided health insurance. They will be an ongoing target for cost cutting. Here are some examples. A Los Angeles Times analysis found that American companies hired workers during the economic downturn, but they hired them overseas. More than 700,000 workers had new jobs at their foreign subsidiaries and affiliates from 2006 to 2008. During the same period, 500,000 domestic jobs were cut.

				Higher-end engineering jobs for products manufactured in China are being performed near the centers of production. By moving jobs overseas, US multinationals cannibalize their domestic business. When jobs are moved away, Americans’ purchasing power is reduced. They have less money to buy American companies’ products and services, and the vicious cycle repeats itself.

				A reader of the Los Angeles Times weighed in on the shift in jobs, saying, “When I had to call Amazon the other day for help with my Kindle, I asked the guy where he was based. Imagine my surprise when he told me ‘Costa Rica.’ So I guess we can add Costa Rica to the list of places our jobs are going. Nice going, Amazon.”

				Closer to home, the Chili’s restaurant chain is buying new ovens to replace more labor-intensive grills. Each restaurant is being designed to operate with three chefs instead of six. Busboys are being engineered out of their jobs. CVS Pharmacy and other retailers are installing self-service checkouts in their stores.

				The country’s economic standing in the world is its destiny. The best way to sustain health insurance coverage for Americans is a robust economy that creates manufacturing jobs that pay good wages and benefits, along with a strategy to lower health care costs.

				Warren Buffett, the oracle of Omaha, said that health care costs are like a tapeworm eating into the competitiveness of American firms. Without this two-pronged strategy, the health care that most Americans have come to expect will be a shadow of its former self.

				In a worst-case scenario, which is not out of the realm of possibility, employers will stop providing health insurance to their employees. Their workers will obtain health insurance from exchanges where some will be eligible for federal subsidies. Under the health care law, the federal government will absorb the costs that employers had paid. The shifting financial burden from employers to the federal government will be impossible for the public treasury to bear.

				Whether health care reform is considered by conservatives to be socialism, or by liberals to be corporate welfare, one fact is indisputable: when someone else is paying the bill, eventually the money runs out.
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				Promises Made, Promises Broken

			

			
				The Obama administration promised millions of Americans that they won’t need to worry any more about the cost of their health care. As these new promises were being made, promises made years ago to millions of other Americans are being broken.

				In Arizona the state government sold its capitol and supreme court buildings to raise money. Now it rents the space from the new owners. To close more budget holes, state officials eliminated 280,000 people from its Medicaid program, about one-fifth of its participants. This cut comes on the heels of a highly controversial state decision to stop paying for bone marrow transplants for people with certain medical conditions.

				California and New York, two of the most populous states led by Democratic governors, are slashing spending for people on Medicaid. Governor Jerry Brown of California proposed steep cuts to save $1.4 billion in the Medicaid program, including a 10 percent reduction in payments to doctors and hospitals. He called for copayments for doctor and emergency room visits, hospitals stays, and prescriptions, and proposed to limit visits to a doctor and spending caps on wheelchairs and hearing aids.

				New York Governor Andrew Cuomo said his state was “functionally bankrupt.” He axed $2.85 billion in state-only funds for Medicaid in 2011 after a panel of health care stakeholders made recommendations.

				The Obama administration recognizes that Medicaid poses fiscal challenges to state coffers. Secretary Sebelius wrote to the country’s governors advising them how they can curb Medicaid spending by cutting benefits: “In 2008, roughly 40 percent of Medicaid benefits spending—$100 billion—was spent on optional benefits for all enrollees,” she wrote. “Many services such as prescription drugs, dental services, and speech therapy, are optional. States can generally change optional benefits or limit their amount, duration or scope.”

				The letter shows how the federal government is giving health insurance with one hand but taking away benefits with another. These steps are being taken before sixteen million more people become eligible for Medicaid beginning in 2014, which raises doubts about the program’s financial viability. The federal government will pay 100 percent of the cost of covering newly eligible Medicaid beneficiaries but will reduce its share to 90 percent in 2020. States will pay the rest. And they will have an additional financial burden. Because the individual mandate requires everyone to have health insurance, many people will see if they are eligible for Medicaid’s free insurance. In fact, many people who are already eligible are not enrolled. The federal government will pay only fifty cents on average for every dollar spent for them because they are eligible under the rules that existed before the reform law was enacted. States will pay the remainder.

				California is expected to have more newly insured people than any other state, approximately 3.4 million. State officials estimate that it will cost $2 to $3 billion annually. Kim Belshe, the chief of the Department of Health and Human Services under Governor Arnold Schwarzenegger, said, “Medicaid provides care that is invaluable but it is reeling under its own weight. States are now being asked to implement the largest social program since Medicare and Medicaid began. Medicaid is falling apart as states cut benefits as enrollment increased because of the recession. It makes little sense to build on a house that’s falling apart.”

				The Massachusetts Fix—for Now

				The federal health care reform law contains provisions that are modeled on the reform that Massachusetts enacted in 2006. Republican Scott Brown voted for the state overhaul when he was a member of the Massachusetts legislature, and Republican Mitt Romney signed it into law.

				Massachusetts is unique because it is a state where health care plays an important role in the economy and politics. The state government has the capacity to implement new ways of doing business. The state medical society was supportive of the state’s reform, as are 70 percent of doctors.

				In Massachusetts the health care reform debate in the years leading up to the law was cordial compared with the national debate. Employers, health care providers, and consumers achieved consensus about how to ensure that everyone had health insurance. The state’s individual mandate requires most individuals to have health insurance and the state provides a subsidy for people with incomes up to about $66,000 a year for a family of four.

				About 98 percent of people have health insurance. Employers are maintaining their insurance coverage for their employees. In fact, 150,000 more people have employer-sponsored coverage and 40,000 people obtained private coverage.

				When the Massachusetts model was brought to Washington, a similar chance for consensus building did not exist. Any public policy change, big or small, encounters headwinds when it is imposed rather than when it emerges from the engagement of stakeholders. States have different politics, cultures, and financial capacities. What works in one state may not work well in another state. This reality should not be used, though, to shortchange Americans and expose them to the high cost of health care because of where they live.

				Massachusetts postponed tough decisions to rein in spending, and there is no plan for how to do so. It is much easier for public-policy makers to create new benefits than to curb them. Health care spending in the state is projected to nearly double by 2020, and the growth will be faster than that of the state’s gross domestic product. If costs are not controlled, it will be impossible to sustain the gains in access to care and they will erode over time.

				The Greater Boston Interfaith Coalition, whose mission is to tackle social ills and economic inequality, supported the state’s health care reform and has called for cost-control measures to preserve the gains that have been made. Hospitals and other health care providers have shown little interest.

				A Short-Term Blip or Long-Term Trend?

				Many states will be in the fiscal doldrums for years to come. The Great Recession caused millions of Americans to lose their jobs. State revenues from income taxes plummeted. People stopped shopping and sales tax revenues dropped. States were so strapped that they didn’t have money to pay unemployment benefits, and thirty-two states had to borrow $41 billion from the federal government to pay the unemployed. Meanwhile, people who were unemployed became eligible for publicly funded services.

				Hawaii was so short of cash that it closed schools on Fridays for seventeen weeks. In California, the head of the Department of Finance read the US Constitution to determine if the state could return to territory status and be absolved of its financial obligations.

				The cuts rolled down hill as states pared back their funding to local governments. Communities made tough choices. In Vista, California, city council members voted to reduce the number of ambulances from four to three to save more than $600,000 a year. The city of Colorado Springs sold police helicopters on the Internet. Trash cans were removed from public parks to save money, and signs were posted encouraging patrons to take their trash with them. Brainerd, Minnesota, turned off four hundred street lights to save $90,000 a year. Another town in the state, Zumbrota, sent a $4.75 bill to each household to keep the lights on.

				Schools faced shrinking budgets and parents were asked to pick up the slack. In the depths of the recession, schools sent parents back-to-school shopping lists that included the usual pens and pencils but also paper towels, toilet paper, liquid soap, and paper for the printer in school principals’ offices.

				State treasuries have improved during the shaky economic recovery. But the recession exposed long-term financial vulnerabilities that are the culmination of years of mismanagement by Republicans and Democrats who went on spending sprees with the public’s money and that of future generations. Beneath the fiscal icebergs is a ticking time bomb of retiree benefits promised to public-sector employees. For years, many states have paid only a fraction of the payments needed to cover future liabilities. Twenty states have paid nothing toward these liabilities, according to the Pew Center on the States. Altogether, the states have a $1 trillion shortfall in funding to meet their obligations.

				What is the impact of these commitments? California spends more money on state employee pensions than on its flagship state university system. In Kentucky almost all of the state’s additional spending (97 percent) on primary and secondary education since 1992 has been for employee health and pension benefits. In other words, for the past twenty years, hardly any additional money allocated for education has been for the benefit of children.

				Republicans Jeb Bush, former governor of Florida, and Newt Gingrich, perpetual presidential aspirant, floated the idea to allow states to file for bankruptcy to get out from under crushing debt. The proposal was a cynical ploy to weaken the power of public-sector unions, traditional Democratic supporters, at the expense of the country’s financial well-being. Harmful ripples would reverberate throughout the financial system if states were allowed to file for bankruptcy. States could rewrite pension contracts with the unions. But companies that do business with states may never be paid, and construction projects would be postponed. States would find it harder to borrow cheap money because lenders will see them as risky borrowers and charge higher interest rates.

				As for policy proposals designed for political gain rather than to solve a serious fiscal problem, allegiance to the country must come before allegiance to party. The country’s ideals should not be sacrificed at the altar of ideology. A political ideology may make for fine speeches and generate campaign contributions, but if it doesn’t solve the problems people have in their daily life, it has no place in public discourse or public policy.

				Do This, Not That

				For decades, elected officials have avoided honest, mature conversations with the public. Tradeoffs are a fact of life. People make them every day. Americans aren’t as foolish as the politicians treat them.

				Because these conversations have been avoided for so long, people have become accustomed to having it all with the least amount of financial pain, which makes it more difficult to break the habit of living on piles of borrowed money.

				Breaking bad habits is hard. In Illinois the Democrat-led legislature voted along party lines in 2011 to increase income taxes by a whopping 66 percent. At the new rate, an Illinois resident who paid $1,000 in state income taxes will pay $1,666.

				Tax increases are not enough to solve the fiscal mess. A crucial conversation is needed about what it means to spend so much of the nation’s income—more than 18 percent—on health care. States spend more of their own money on Medicaid than higher education. As health care costs and use increase, money is automatically diverted from other important priorities.

				The Right Way and the Wrong Way to Overhaul Medicare

				Representative Paul Ryan, a Republican from Wisconsin and chair of the House Budget Committee, proposed a dramatic overhaul of Medicare. His plan converts Medicare from a defined benefit program to a defined contribution. People covered by Medicare would use the contribution to pay the premium for a health plan. If the plan costs more, they would pay the extra cost.

				Republicans believe that if Medicare beneficiaries use their own money to buy health care, they will use fewer health care services. While this is true, the amount of money that would be saved is small when compared to the real reason that Medicare is financially unsustainable: the medical-industrial complex wants to relentlessly increase revenue. Neither the Republican plan nor the Democrats’ health care reform fixes this fundamental flaw in Medicare.

				Instead, the Ryan plan shifts the burden of a financially unsustainable program to people who are least able to negotiate with too-big-to-fail health care companies. A healthy and empowered seventy-year-old person is no match for a hospital, drug company, or insurer whose aim is to garner as much revenue as possible. By 2030 nine million Americans will be over age eighty-five, and half of them are expected to have Alzheimer’s disease and will have no negotiating ability.

				It is too late to place the onus of failed leadership on older Americans. They cannot be the bulwark that holds the line on Medicare spending.

				Ryan says, “Americans have been lured into viewing government—more than themselves, their families, their communities, and their faith—as their main source of support.” He calls this the expanding culture of dependency.

				In fact, the health care reform debate showed the expanding culture of dependency on government by drug companies, device manufacturers, equipment makers, and every other health care business. Neither Ryan nor other elected officials on both sides of the aisle wants to talk about that.

				Nancy Pelosi said that the Republican plan would be the end of Medicare as we know it. This is true. It is also true that Medicare is already on track to cease to exist as it is today. But it is not too late to change course.

				Here is what Congress should do. Sixty members of Congress from both political parties sought to break the collusion between the federal government and the drug industry in March 2010 when they introduced the Medicare Prescription Drug Price Negotiation Act, which would have given Medicare the same authority as the Department of Veterans Affairs to negotiate drug prices with the drug companies.

				Congressman Pete Welch, a Democrat from Vermont, said that $15 billion in taxpayer money could be saved each year if Medicare paid the same prices that the Department of Veterans Affairs (VA) negotiates on behalf of America’s veterans. During a press conference announcing the bill, Congressman Welch compared the amount that Medicare and the VA pay for the exact same drugs.

				For Nexium, a drug prescribed to reduce the amount of acid in the stomach, Medicare pays a non-negotiated price of $1,433 and the VA pays $848. For Zocor, a drug used to reduce cholesterol levels, Medicare pays $1,486 and the VA negotiates a price of $127.

				“There is no justification to rip off the American taxpayer, make them pay retail when we are purchasing wholesale,” Welch said.

				The health care reform law did not give Medicare the authority to negotiate drug prices. Nor did it give hospitals the incentive to negotiate better prices for the expensive devices, equipment, and supplies they purchase. In fact, health care businesses are lobbying to stop Medicare from competitive bidding for certain kinds of durable medical equipment and supplies that Medicare pays for.

				A Medicare overhaul that preserves and protects Medicare must apply these commonsense ways of doing business throughout the program. As long as the money that has corrupted health care continues to flow to members of Congress and the president, the political will to muster enough votes to change the status quo is absent.

				The US Supreme Court enshrined the status quo when it comes to money and politicians in its decision in Citizens United v. Federal Election Commission. The 5–4 majority ruled that the government cannot ban political spending by corporations in candidate elections. By overturning the ban, the majority on the court interpreted the US Constitution as saying that it gives corporations the same right to free speech that individual citizens have.

				In effect, the Supreme Court legalized the corrupting influence of money from powerful interests in US elections. In fact, it invites more collusion between moneyed interests and elected officials. The voice of ordinary citizens doesn’t stand a chance amid the chorus of money changers in the nation’s capital.
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				Government by Default

			

			
				How much is a trillion dollars? If you spent $1 million a day since the day Jesus Christ was born, you would not have spent a trillion dollars.

				America has dug itself into a big financial hole. In 2011 the federal government spent about $1.5 trillion more than it received in revenue, its deficit for the year. The total debt it owed, accumulated from all prior years’ deficits, was $14.3 trillion.

				The United States has two choices to curb the national debt that threatens to sink the country into bankruptcy. Congress and the White House can act swiftly and decisively. If not, someone else will have to do it.

				How did the country get in this mess? Democrats and Republicans share the blame. The wars in Iraq and Afghanistan have drained federal coffers. Instead of building power stations and roads in faraway places, money should have been spent at home to fix collapsing bridges and crumbling schools. Closer to home, visitors to the Lincoln Memorial on the National Mall in Washington, DC, witnessed the disrepair of one of the most majestic memorials in the city. The memorial itself was crumbling, and the grounds surrounding it were in a shambles. It has since been repaired.

				President George W. Bush’s tax cuts took away the revenue needed to pay the military-industrial complex for the wars. The Medicare prescription drug benefit is another unduly expensive burden from the Bush years that future generations will bear. During his presidency, debt levels mushroomed. Fiscal hawks were rightly apoplectic, but they didn’t stop the financial bleeding.

				Democrats inherited a devastated economy in 2008 and had to clean up an economic mess. At the same time, it was their turn to favor constituents who had been waiting for the Bush era to end. Every party and its special interests take a crack at grabbing an ever larger share of the country’s fiscal pie. Avarice knows no bounds.

				How close is the federal government to falling over the financial cliff? The federal government borrows more than forty cents of every dollar it spends. If, and when, terrorists strike the New York subway or the Washington, DC, metro, the government doesn’t have money in the bank to pay for repairs to the infrastructure. It will have to borrow from China and other lenders.

				The cost of Medicare and Medicaid is the largest contributor. Cutting the debt requires cutting health care. This is not a Democrat or Republican interpretation of the numbers. Nor is it a political statement for or against health care reform. It is simple math.

				Cutting the federal debt is a tough job. No elected official wants to do it. It is much better to give than to take away. Congress will have to say no to health care industry special interests. Accusations of rationing will fill the airwaves and the blogosphere. If Congress had the wisdom to prune the waste, people who rely on Medicare and Medicaid will be better off, not worse, as we have noted earlier. The special interests who will lose from a reduction in waste will stoke unwarranted fear among the public.

				If past performance is an indicator of future performance, we don’t believe that Washington politicians can make these tough choices. We hope they prove us wrong, but the political gridlock is so entrenched, and policy making so dysfunctional, that hard decisions will be postponed until it is too late.

				The Summer of Discontent

				The debate over raising the federal debt ceiling in Washington in the summer of 2011 shook the nation’s confidence. An increase in the federal borrowing limit was necessary to pay the government’s debts and keep Social Security checks, military pay, and all other government spending flowing.

				Republicans in the House of Representative who came to Washington after the 2010 midterm elections vowed to cut unsustainable government spending. Raising the debt ceiling, they thought, would allow Washington to continue its bad habits. For the same reason, they didn’t want to increase taxes and give more blank checks in the never-ending spiral of government spending. Meanwhile, conservatives wanted to preserve their favored programs—primarily, defense spending and lucrative subsidies for oil companies and agriculture. On the other side of the aisle, Democrats wanted to preserve Medicare, Medicaid, and Social Security while raising taxes on people with higher incomes.

				Americans had never witnessed such a height of dysfunctional politics in Washington. The country’s leadership needed to work together at full throttle but couldn’t. The full faith and credit of the United States was on the brink of becoming meaningless. The country’s financial standing was eroding, and the entire world was watching Americans battle among themselves in political warfare. The paralysis in Washington casts doubts on the ability of the government to govern.

				At the last minute, Congress voted to raise the debt ceiling so the government would not default and could send out Social Security checks and Medicare hospital and doctor payments, among everything else it pays for.

				The battle that Americans watched with despair, anger, and resignation is a harbinger of the future. Congress made only a small down payment on the debt. Meanwhile, spending for health care will continue to be uncontrolled and add to the debt. The toughest decisions have been postponed as Congress and the president kicked the can down the road, the inevitable price to pay for Washington-style dithering.

				A year earlier, Democrats and Republicans could not even agree on why the 2008 financial meltdown occurred. A Financial Crisis Inquiry Commission, composed of former elected officials and political appointees, was divided in its assessment. The report reads like a “Tale of Two Crises.” Democrats say Wall Street greed, corporate incompetence, and regulatory failures were the reason for the near collapse. Republicans blamed government housing policies that encouraged home ownership and broader economic forces.

				The Last Resort

				When Washington teeters on the brink of default and its usual lenders won’t come to its rescue, the lender of last resort is the International Monetary Fund (IMF). Here’s how it works.

				The IMF provides financial assistance to countries that have serious financial and economic difficulties. It loans money that its 187 member countries deposit with it. The United States is a member of the IMF and can request a loan to fill a gap. In return, countries are required to abide by conditions dictated by the IMF bureaucrats, which typically require draconian spending cuts and tax increases.

				The IMF had its beginning in 1944 when President Franklin Roosevelt invited representatives of forty-five countries to meet in the small town of Bretton Woods, New Hampshire, near Mount Washington to agree on economic cooperation and stability after World War II. Countries were eager to avoid a repeat of the disastrous economic policies that led to the Great Depression in the 1930s. The IMF came into formal existence in 1945, when its first twenty-nine countries became members.

				When the IMF lends money to a government, it comes with strings attached—or rather ropes. A borrower has little bargaining power. The IMF sets the targets for budget slashing and tax increases. It monitors compliance, and money is released only if the targets are met. The international bureaucrats are technocrats and immune to lobbying. They deal directly with the US Treasury Department. Special interests have no access to them.

				When Greece teetered on the verge of default on the debt it owed to creditors, the IMF and the European Union lent the government money. The Greek government agreed to severe conditions required by the IMF. Public-sector employees’ wages were cut, as were payments to retirees and low-income families. Sales taxes and taxes on gasoline were raised. Greeks protested in the streets against the draconian cuts and a government that had failed to prudently manage its financial affairs.

				Ireland followed in Greece’s footsteps. The Celtic Tiger had spent so much money bailing out its banks that government coffers teetered on empty. The markets lost faith in the government’s efforts to deal with its ballooning debt. Ireland was compelled to take the bailout to restore confidence in the markets. It was a moment of humiliation.

				Portugal was next. The governing party proposed austerity measures that included spending cuts and tax increases, but opposition parties thought the cuts in welfare and increases in public transportation costs were too severe. Investors who lend money to the government demanded higher interest rates for a country whose creditworthiness was becoming more precarious. Higher interest rates made it too costly for the government to pay its debts. This is what triggered Portugal to require a bailout.

				The IMF is keeping a finger on the pulse of the US fiscal situation. Every year it conducts reviews of member countries’ economies. The IMF is calling on the United States to stabilize the size of its public debt and recommends specific steps, including cuts in tax deductions, higher taxes on energy, and a national consumption tax or a financial activities tax. The IMF suggests that the United States reform entitlement programs such as Medicare and develop a clear plan for stabilizing debt over the coming years, while making a down payment on debt reduction.

				The IMF is tracking health care reform and its impact on US debt. It acknowledges the law’s cost-control measures but is skeptical that substantial savings will occur. It says that the Medicare Independent Payment Advisory Board has the potential to rein in excess cost growth, but any savings are not imminent. If the payment advisory board is not successful, the IMF recommends that the United States reduce tax exemptions for employer health insurance contributions.

				While the IMF’s report is understated and diplomatic, as is usual for these reports, the unspoken word in international circles is that the United States is basically bankrupt.

				International watchers are vigilant about US debt because there’s a saying, “When the United States sneezes, everyone else gets a cold.” Because the US economy looms so large in the affairs of other nations, they are deeply affected by US actions.

				The financial meltdown that began in the United States in 2008 triggered global chaos. Many countries and people around the world suffered because of America’s mistakes. A default by the US government would drive the global economy into a tailspin far worse than the Great Recession.

				If the United States cannot get its own financial house in order, lenders will increase interest rates and eventually tear up the country’s credit cards. With too little cash and no credit, the federal government’s buying power will be dramatically curtailed. It will have no choice but to ask the IMF to bail it out.

				Enter the IMF, lender of last resort. The United States will fumble away its sovereignty. The country will cease to be a master of its own internal affairs. The humiliation will be of epic proportions, never seen in the country’s history. Outsiders will tell the US government how to cut its budget and raise taxes. The United States will have to comply. It will join the ranks of low-income developing countries who are the majority of borrowers from the IMF because they are unable to manage their own affairs. Political and economic rivals of the United States will uncork champagne bottles and cheer as the United States falls to its knees.

				Americans may say that the IMF has no business meddling in the country’s domestic affairs. If the United States cannot act on its own, it will have no choice but for the IMF to meddle.

				Triple-A Ratings Are Not Forever

				The United States can step back from the brink of bankruptcy if it increases its national income by rebuilding its manufacturing base. Without a sustained surge in investment in manufacturing, the only option is to slash spending and raise taxes to levels that will be exceedingly painful.

				The United States is not at the point of default, but lenders around the world question the political will of Congress and the White House to pare back the national debt. The gridlock that nearly triggered a government default in the summer of 2011 did not build confidence in the minds of investors. When they become skeptical, the United States will pay higher interest rates, similar to how credit card holders pay higher interest rates when they don’t pay their bills on time.

				The United States is already on track to pay higher interest rates. In April 2011 Standard & Poor’s issued a negative outlook for the United States and said there is a one-in-three chance that it will lower the government’s credit rating from the cherished triple-A rating to a double-A rating. Three months later, it ratcheted down the government’s credit rating and rattled investors around the globe. Americans watched in somber disbelief as the country continued to unravel.

				“No triple-A rating is forever,” said Carol Sirou, a Standard & Poor’s executive, three months before the ratings agency lowered its outlook. The jobless nature of the US recovery is one of the biggest threats to economic well-being, as is a nearly universal lack of confidence that Congress can get the country back on a firmer fiscal footing.

				Japan lost its triple-A rating in January 2011, two months before the earthquake and tsunami. Its sovereign debt rating was lowered from extremely strong to very strong, a double-A rating it now shares with China. Europe’s debt crisis threatens the sovereign credit rating of governments in the European Union. The possibility of multiple governments defaulting on their debt is real. This is a preview of what the United States can expect if it does not reduce spending.

				How to Deal Toughly with Your Banker

				China is American’s largest foreign lender. This makes it hard for President Obama, Treasury Secretary Timothy Geithner, and Secretary of State Hillary Clinton to negotiate from a position of advantage when its lender is sitting across the table.

				When WikiLeaks released US embassy cables, one of them included notes of a meeting between Clinton and then Australian prime minster Kevin Rudd in which China was discussed. Clinton asked, “How do you deal toughly with your banker?”

				The truth is that the United States negotiates from a position of disadvantage. It owes $800 billion to China and pays $50 billion a year in interest. China has the United States by the tail.

				Meanwhile, China monitors US health care reform because it is carefully watching how the US government spends the money it lends. In 2011 the Chinese rating agency, Dagong Global Credit Rating Company, downgraded US creditworthiness from A+ to A with a negative outlook.

				Health Care in an Age of Austerity

				The National Commission on Fiscal Responsibility and Reform proposed a plan in December 2010 called “The Moment of Truth.” It recommended a $4 trillion reduction in the national debt before 2020. Co-chair Alan Simpson, former senator from Wyoming, spoke about the commission’s work. “If we’re not Americans first instead of Republicans and Democrats, we won’t get out of this hole.”

				The Commission proposed drastic Medicare changes, far more than the spending reductions in the health care overhaul.

				The proposals were draconian because the fiscal outlook is dire. According to the White House commission, federal government revenue in 2025 will finance only interest payments, Medicare, Medicaid, and Social Security. Interest on the debt could increase to $1 trillion by 2020. Every other federal government activity—from national defense and homeland security to education, food stamps, and welfare—will have to be paid for with borrowed money. The amount of debt the federal government owes will be greater than the value of all the goods and services the country produces. By 2035 the federal government’s debt will be as much as 185 percent of GDP. In sum, the money is running out.

				With this dire situation, eleven members of the eighteen-member commission voted to forward the recommendations to the president and Congress, which was not enough to meet the required fourteen votes. The recommendations were put aside.

				So What If the Federal Government Defaults?

				Bankruptcy does not have the same stigma in the United States that it once did. In fact, more Americans are declaring bankruptcy. Struggling with too much debt and not enough money to pay it back, 1.5 million consumers filed for bankruptcy in 2010. This number keeps rising even though the Bankruptcy Abuse Prevention and Consumer Protection Act of 2005 made it harder for consumers to declare bankruptcy.

				The federal government is headed down the same road with too much debt and not enough money to pay it back. Does it matter if the government defaults?

				For a preview, the United States can look at the United Kingdom. It didn’t default on its debt but stepped back from the brink. It launched the largest reduction in government spending in living memory, prompted by the fear that investors may no longer lend it money. Nearly 500,000 government jobs were cut. Tuition at the country’s public universities was increased 300 percent. The budget of the famed British Broadcasting Corporation, the BBC, was slashed 25 percent.

				Violence erupted as the pie shrank. Protestors attacked the Bentley in which Prince Charles and the Duchess of Cornwall were riding. An angry mob broke into the headquarters of the Conservative Party.

				If the United States defaults, here is what will happen. In 2011 Treasury Secretary Timothy Geithner laid out the consequences in a letter to every member of Congress. Here are the commitments that would be discontinued, limited, or adversely affected if the federal government defaulted:

				
						US military salaries and retirement benefits

						Social Security and Medicare benefits

						veterans’ benefits

						federal civil service salaries and retirement benefits

						individual and corporate tax refunds

						unemployment benefits to states

						defense vendor payments

						interest and principal payments on Treasury bonds and other securities

						student loan payments

						Medicaid payments to states

						payments necessary to keep government facilities open

				

				Geithner wrote,

				If the federal government defaulted, it would cause catastrophic damage to the economy, potentially much more harmful than the effects of the financial crisis of 2008 and 2009. Interest rates for state and local government, corporate and consumer borrowing, including home mortgage interest, would all rise sharply. Equity prices and home values would decline, reducing retirement savings and hurting the economic security of all Americans, leading to reductions in spending and investment, which would cause job losses and business failures on a significant scale.

				Default would have prolonged and far-reaching negative consequences on the safe-haven status of Treasuries and the dollar’s dominant role in the international financial system, causing further increases in interest rates and reducing the willingness of investors here and around the world to invest in the United States.

				For these reasons, any default on the legal debt obligations of the United States is unthinkable and must be avoided. Throughout our history, that confidence has made U.S. government bonds among the best and safest investments available and has allowed us to borrow at very low rates. 

				By raising the debt ceiling in 2011, Congress and the White House allowed the federal government to borrow more money. This temporary fix is equivalent to a doctor placing a Band-aid on a metastatic cancer.

				Shoving Health Care Costs to Future Generations

				Beginning January 1, 2011, the first baby boomers began to receive their Medicare cards. They have paid into Medicare for all their working lives and deserve their benefits. The truth is they will receive far more than what they have paid for, according to an analysis by the Urban Institute.

				A couple that earns $89,000 a year and retires in 2011 will have paid $114,000 in Medicare payroll taxes during their working life. They will receive benefits worth three times as much, about $355,000.

				Workers’ payroll taxes don’t go into a trust fund and build up over a lifetime. Instead, payroll taxes are used to pay for the medical care of current retirees. As baby boomers join Medicare’s ranks, the program’s financial solvency will crack. The number of workers who will be paying taxes to support the boomers will drop from 3.5 for each person receiving benefits now to 2.3 workers. This means there will be one less worker putting money into Medicare. Coupled with nonstop health care cost increases, these are the reasons that drastic measures are needed to fix Medicare. The program has been “shoving all those costs to future generations,” said Eugene Steuerle, who developed the estimates.

				Many boomers are not counting on Medicare and fear they will outlive it. Forty-three percent of boomers say they don’t expect Medicare to be around forever, 37 percent are uncertain, and only 20 percent of boomers believe they can depend on the program for their health care, according to an Associated Press–GfK poll.

				Social Security is in better financial shape. When the same couple retires, they will have paid $614,000 in Social Security payroll taxes during the years they worked and can expect to receive $555,000 in benefits.

				“We’re Still Dancing”

				A year before the financial meltdown, Charles Prince, the former CEO of Citigroup, remarked, “We’re still dancing. When the music stops . . . things will be complicated. But as long as the music is playing, you’ve got to get up and dance.”

				Prince was referring to the fears about loose lending standards in the subprime mortgage market. Knowing that an abrupt downturn would inevitably occur, the bankers didn’t care as long as money was still flowing.

				When the music stops, Americans will be unprepared financially and psychologically for the turmoil. Whether rich or poor, young or old, the day of reckoning is coming. People from all walks of life will be helpless in a maelstrom that even their government will be unable to control.

				Abrupt cuts in federal spending and tax increases in the middle of a crisis will cause far more disruption and pain than occurred during the Great Recession. A federal stimulus will be impossible because the government will be broke. The rich will seek refuge behind their gated communities.

				Years ago, America managed its money wisely. It could afford to do just about anything. The economy was growing. The United States was the dominant economic powerhouse. It was a lender to the rest of the world. Now it must borrow.

				Governments must make choices, just as individuals and families make tradeoffs for how they spend their money. Wise governments borrow money to invest in the future, not to spend for today. They build mass transit systems to increase productivity and invest in new sources of sustainable energy to create energy independence that will benefit future generations.

				Borrowing money from China and other countries to pay today’s Medicare and Medicaid hospital and doctor bills is bad public policy. Adam Smith said that public debt “has gradually enfeebled every state which has adopted it.” To use a medical analogy, America won’t be felled by a massive heart attack. Instead, America will become frail from congestive heart failure. The heart of the country that once made it great will be weakened to the point that it cannot pump enough life through itself to allow the nation to breathe and prosper.

				During the health care reform debate, Nancy Pelosi, then Speaker of the House, was adamant that the health care law won’t add a dime to the deficit. As health care industry lobbyists work to repeal provisions that require it to pay fees to cover the cost of insurance for the uninsured, the reform law will add to the deficit. The United States was on a fiscal collision course before the health care overhaul and still is.

				When government intervenes to advance a worthy social goal, it has an obligation to ensure the sustainable use of public resources. Without cost control, the vicious cycle will repeat itself.

				As costs continue to climb, even more expensive health insurance coverage will be needed. More employers will drop insurance because the cost will be impossible to afford. More people will qualify for federal subsidies. If the federal subsidies do not continue to increase, individuals and families will need to spend more of their own money. Medical bankruptcies will rise once again.

				The Fiscal Icebergs

				The story of the Titanic, the largest and most luxurious passenger vessel of its time, is a metaphor for life.

				According to historical accounts, the ship had received warnings from other ships on April 14, 1912, about icebergs and their locations in the North Atlantic. The ship’s captain failed to steer the ship to avoid a collision and the possibility of disaster. The Titanic was moving toward a vast belt of ice stretching nearly eighty miles across its path. The warnings went unheeded.

				That night a crewman who was peering out into the darkness from the crow’s nest saw a menacing black shape five hundred yards away. An iceberg was moving closer by the second. Eyewitnesses on the ship said it looked like the Rock of Gibraltar. The ship could not stop in time. At the last moment, the crew tried to steer the ship to avoid a direct hit. This created an even larger gash in the hull that accelerated the sinking of the unsinkable.

				A hundred years later, the fiscal icebergs are visible on the horizon. With health care reform, more people will board the ship of state to seek refuge from the cold waters and harsh conditions. As the country moves toward the fiscal icebergs, everyone will be on board—executives of the medical-industrial complex, the newly insured, the young and the old, the sick and the healthy.

			

		

	
		
			
				Part 5

				Privatize the Gains, Privatize the Losses

			

			
				In chapter 13 we tackle the perennial problem of medical malpractice. We explore the root cause of much of the malpractice that occurs and examine the work of leading doctors and hospitals that have made health care safer and dramatically reduced lawsuits. Meanwhile, the health care industry continues to lobby for a quick fix, namely tort reform to prevent people from suing when they are harmed. We show how tort reform is not a solution.

				In chapter 14 we highlight the Obama administration’s efforts to crack down on health care fraud, which has reached epidemic levels. We examine estimates of fraud from the US Department of Justice and conclude that the amount of fraudulent expenditures is enough to pay the entire annual cost of health care for thirty-two million newly insured Americans. The sheer magnitude, coupled with unsustainable fiscal deficits, has prompted proposed legislation that would require unprecedented transparency and public access to information about how much money individual hospitals, doctors, and other providers and suppliers receive from Medicare. The media has joined the fray and sees abundant opportunity to open up well-kept secrets about where money spent on health care is really going. The welcome surfeit of scrutiny by the media will finally open the black box of big money.

				In the final chapter we highlight ten steps that Washington policy makers can take to bend the cost curve and protect the public from higher costs and eroding benefits. These ideas will not be politically popular with the medical-industrial complex, but they are in the public’s best interests. They need to be in the spotlight so the public is aware of alternatives to slashing benefits and raising premiums.
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				The Real Medical Malpractice Fix

			

			
				The health care reform law includes a medical malpractice fix that is refreshingly different from the usual approach coming out of Washington.

				In the current system, Americans who are harmed by medical malpractice can file civil lawsuits against doctors, hospitals, and other providers for alleged torts, or wrongful actions that result in harm. The intent is to compensate people for injuries, lost wages, and pain and suffering that occur because of health care harm. There is no evidence, though, that medical malpractice lawsuits make care safer.

				The AMA and other health care industry groups have long sought nationwide limits on medical malpractice lawsuits. The usual approach is to place caps on awards for noneconomic damages such as pain and suffering. One-third of states already have caps on noneconomic damages. Proponents also seek limits on the amounts awarded for punitive damages.

				The health care law provides $50 million for states to experiment with alternative approaches to resolve cases of patient harm. To be eligible, states must ensure that hospitals and doctors tell patients when they have been harmed and redesign their care to prevent the errors from happening again. States cannot impose limits on an injured patient’s right to file a medical malpractice claim. In a pivotal step, patient advocates must be included in developing alternative approaches along with health care providers, medical malpractice insurers, and patient safety experts.

				At the health care summit at Blair House a month before the health care bill was signed into law, Senator John McCain didn’t agree with this approach. He said, “I don’t think we have to experiment around.” He wanted limits, or caps, on noneconomic damages.

				Senator Dick Durbin, a Democrat from Illinois, stated an opposing view. “I worked in a courtroom,” he said. “For years I defended doctors and hospitals, and for years I sued them on behalf of people who were victims of medical malpractice. So I’ve sat at both tables in a courtroom.” He said that tort reform takes away accountability for the preventable harm that doctors and hospitals cause.

				Durbin cited a case in a Chicago hospital where a woman had surgery to remove a mole from her face. A fire occurred in the operating room and her face was burned. She had repeated surgeries, scars, and deformity. “Her life will never be the same. . . . And you are saying that this innocent woman is only entitled to $250,000 in pain and suffering? I don’t think that’s fair.”

				Republicans pressed ahead. Less than a year after the reform law was enacted, the Republican-led House Judiciary Committee voted along party lines to approve a bill to curb patients’ right to sue hospitals and doctors. The Help Efficient, Accessible, Low-Cost, Timely Healthcare (HEALTH) Act was introduced by representatives Phil Gingrey, a Republican from Georgia, and David Scott, a Democrat from Georgia, along with chief cosponsor Republican Lamar Smith of Texas in early January 2011. The bill would impose a $250,000 cap on noneconomic damages and a $250,000 limit on punitive damages or twice the economic damages, whichever is greater.

				Older Americans and children are especially disadvantaged by restrictions on lawsuits. They are less likely to be employed and earn money, which means they have little economic value from the perspective of the courts. They can recoup little, if anything, even in cases where they become disabled because of preventable health care harm. Lawyers will be unwilling to take their cases because the compensation will be insufficient to cover the often costly process to pursue a medical malpractice case, especially when injured patients are up against the substantial legal resources of lawyers who represent doctors and hospitals.

				Limits on medical malpractice typically require that people sue within a specified period—say, three years—of when they were harmed. When people are seriously injured, their first priority is to regain their health. It may take months and years to muster the time and energy to navigate the legal system. In fact, it may take that long for them to realize that the harm they suffered occurred because of medical malpractice.

				The battle lines are drawn between the doctors and the health care industry on one side and trial lawyers on the other. The doctors blame the trial lawyers and the trial lawyers blame the doctors. The public is caught in the crossfire. They are invisible in Washington because they have no money to hire lobbyists to represent them. As the saying goes in Washington, if you aren’t at the table, you’re on the menu.

				Limiting patients’ ability to seek redress when they have been harmed is a distraction from a deep-seated and widespread problem of poor quality medical care. Dr. Donald Berwick, the administrator of the Centers for Medicare and Medicaid Services appointed by President Obama in a recess appointment, to the annoyance of Republicans in Congress, has been candid about the extent of poor quality health care. He told a group of physician and nursing leaders at a meeting in Washington that when he was teaching students at Harvard Medical School, he offered a case of wine to anyone who could find a patient who had not been harmed in the hospital. He said he never lost a wager.

				Before the health care reform law was enacted, the Obama administration announced a $25 million Patient Safety and Medical Liability Initiative. The aim is to reduce lawsuits by making care safe. The administration outlined four commonsense principles: put patient safety first and work to reduce preventable injuries; enable better communication between doctors and their patients; ensure that patients are compensated in a fair and timely manner for medical injuries while reducing lawsuits that have no merit; and reduce liability premiums.

				This approach serves the public’s interest. Consider Richard Flagg, a Vietnam veteran who worked in special operations during the war. Decades later when he was in his late fifties, he had a benign tumor on his left lung and went to the hospital to have it removed. When he woke up in the recovery room, he realized that surgery had been performed on the other side of his chest. When he asked the surgeon what happened, the surgeon told him that the tumor on the other lung was much worse and required surgery.

				Mr. Flagg requested a copy of the pathology report. It showed that the lung tissue that had been removed had no evidence of a tumor. The surgeon had performed the operation on the wrong lung but didn’t tell his patient. The New Jersey state medical board, which regulates medical practice and issues medical licenses, found that the surgeon deliberately altered the medical record to try to cover up his mistake.

				Mr. Flagg had very little lung function remaining because a large part of his healthy lung had been removed. He could no longer work, was confined to a wheelchair, and needed oxygen twenty-four hours a day. He lost his job-related health insurance. Mr. Flagg required medical care and financial resources to pay his living expenses and medical bills. The only way to stop hospitals and doctors from sending medical bills is to file a lawsuit. Mr. Flagg sued. Even though the doctor made a mistake, the doctor’s lawyers fought the lawsuit.

				Lawyers for health care providers advise their clients to deny and defend, an approach that increases the ire of patients and families. It also keeps lawyers in business in perpetuity.

				Mr. Flagg died before the case was resolved. The doctor’s license was suspended by the New Jersey medical board and eventually reinstated.

				Most patients are treated badly when harm occurs. Lawyers who represent hospitals and doctors may deliberately prolong a case because it is less expensive to pay damages for a person who has died than for a person who lives with a disability.

				Filing a malpractice suit is not for the faint of heart. The process is brutal. Patients encounter a phalanx of lawyers from malpractice insurance companies, hospitals, and doctors who have seemingly unlimited resources to spend on a case and who wear down their less well-financed opponents. People who have been seriously injured by health care harm may not have the physical and emotional stamina to withstand the trauma. This is a reason that only a small percentage of people who are seriously harmed file a medical malpractice lawsuit.

				In the aftermath of harm, people want to be told the truth about what happened and why. They don’t want to be abandoned by the hospital or doctor or bear the financial burden of follow-up medical care, or have the mistake happen to another person. We talk about patient and family wishes in the aftermath of preventable harm in our book Wall of Silence.

				If the AMA and the health care industry continue to succeed in limiting patients’ rights to sue, it will be harder, if not impossible, for people such as Richard Flagg to seek redress in the courts and hold hospitals and doctors accountable for the preventable harm they cause.

				Tort reform merely shifts the financial cost of mistakes to the people least able to afford it—individuals, families, and taxpayers. It is another example of privatized gain and socialized losses. People who have been harmed bear the cost, and some become impoverished and rely on government health insurance and public assistance as a last resort.

				A seasoned obstetrician at a busy inner-city hospital on the east coast said one night at a private dinner, “The reason we have a malpractice crisis is because there’s so much malpractice.” He takes care of women with high-risk pregnancies and is dismayed at the poor quality care he has seen women receive from other doctors.

				The AMA disagrees and says that medical malpractice problems occur because patients file frivolous lawsuits. While it makes for a good sound bite, it belittles the seriousness of the problem. Trust in the AMA would increase exponentially if it sought solutions that serve the interests of both the public and doctors.

				A constructive approach is needed more than ever. Many doctors do not have long-standing relationships with their patients. Misunderstandings are more likely to occur when a trusting relationship does not exist. Patients may have unrealistic expectations about the outcomes they should expect. Conscientious doctors may have legitimate fears of being sued.

				The solution is not to close the door on those who are seriously harmed. The real solution is to identify the root causes of poor medical care and engineer defects out of the system.

				A Better Way

				If hospitals and doctors want people to stop suing them, they can follow the example of anesthesiologists, who have transformed anesthesia care nationwide to make it safer. Here is what they did and how they did it.

				The ABC television program 20/20 aired a segment, “The Deep Sleep: 6,000 Will Die or Suffer Brain Damage.” The program began with a voice-over saying, “If you are going to go into anesthesia, you are going on a long trip and you should not do it, if you can avoid it in any way. General anesthesia is safe most of the time, but there are dangers from human error, carelessness and a critical shortage of anesthesiologists. This year, 6,000 patients will die or suffer brain damage.”

				The program reported that people who had experienced anesthesia mistakes died or were severely brain damaged. In one instance, a person remained in a coma after the anesthesiologist mistakenly turned off the life-sustaining oxygen when he meant to turn off the nitrous oxide.

				The program host said, “The people you have just seen are tragic victims of a danger they never knew existed—mistakes in administering anesthesia.”

				Later in the program, an unidentified spokesperson said to the reporter, “There is a hospital in New York City where there are two anesthesia people covering five operating rooms.” The reporter asked, “How do they do it?” The spokesperson replied, “Well, they run quickly and pray a lot.”

				The program aired thirty years ago on April 22, 1982. Anesthesiologists didn’t write letters to the television network to criticize the program for stoking fear among the public or for making doctors look bad. Nor did they raise millions of dollars to lobby members of Congress to prevent patients from suing doctors. The anesthesiologists said they avoided “the urge to fixate on tort reform.”

				At the time, a malpractice crisis was occurring that reduced the incomes of anesthesiologists, many of whom wanted to lobby Congress to limit lawsuits. With the leadership of the president of the American Society of Anesthesiologists, Dr. Ellison Pierce Jr., anesthesiologists took an unprecedented step and focused on reducing the harm that was causing exorbitant malpractice awards. In 1985 Pierce and his colleagues created the Anesthesia Patient Safety Foundation “to ensure that no patient is harmed by anesthesia.”

				There was a lot of work to do. In the 1950s death from anesthesia was recognized as a major public health problem. As was noted at the time, “You members of the medical profession, gentlemen, are in a favored position—the world acclaims your successes and flowers cover your failures.”

				In the 1970s the mortality rate from anesthesia during surgery was very high. One to two people died per ten thousand anesthetics administered. In the 1980s anesthesiologists were only 3 percent of physicians, but they accounted for a disproportionate share—12 percent—of medical malpractice payments.

				Dr. Pierce said, “When a patient did not survive, the families were simply told that ‘old Joe’ just didn’t tolerate the anesthesia—‘too bad.’”

				Doctors and engineers studied why harm occurred so they could learn from their mistakes. In fact, no study had ever been conducted to examine the reasons for so many bad outcomes. A pioneering bioengineer from Harvard, Jeffrey Cooper, used critical-incident analysis, a technique used in aviation in World War II, to understand the causes of errors. He interviewed doctors and nurses to identify the causes and circumstances, as well as the procedures and devices involved.

				Patterns emerged about the causes of harm. Solutions were identified. Doctors worked with manufacturers of equipment used in operating rooms to develop new technology that provided real-time information to anesthesiologists to ensure that patients were receiving oxygen. The pulse oximeter was developed, which is a clip placed on a person’s finger that detects the percentage of oxygen saturation in the blood. It allows anesthesiologists to know whether a patient is receiving enough oxygen.

				A device to measure carbon dioxide in a patient’s exhalation was developed, which helped doctors ensure that breathing tubes had been properly placed. Also, machines in the operating room were reengineered so that doctors would not accidentally shut off oxygen flowing to the patient.

				The American Society of Anesthesiologists took another forward-thinking approach and reviewed thousands of closed malpractice claims to study the causes of harm that led people to file lawsuits. Now it has nearly nine thousand closed claims, a treasure trove of information for learning and improvement.

				Anesthesiologists pioneered the use of realistic patient simulators, or mannequins, that are operated by a computer to mimic lifelike situations. Young doctors in training can hone their skills on a mannequin rather than a real patient. Seasoned doctors can sharpen their skills. Training in team work during critical events is simulated just as airline pilots train in simulators to handle rare events.

				The number of deaths per anesthesia administration plummeted from one in ten thousand anesthetics in the mid-1980s to one in nearly two hundred thousand today.

				Anesthesiologists’ medical malpractice insurance premiums have declined dramatically. In the 1980s anesthesiologists paid $35,000 to $50,000 a year for premiums, among the highest rates for all doctors. In 2006 average annual premiums were $19,558.

				Jeffrey Cooper, now the director of biomedical engineering at Partners HealthCare System in Boston and associate professor of anesthesia at Harvard Medical School, says, “I see no reason that every medical specialty organization should not be achieving the same results, either alone or in partnership with others.”

				Other medical specialties have not followed the example of the anesthesiologists. Dr. Lucian Leape, a nationally recognized leader in patient safety and adjunct professor at the Harvard School of Public Health, says that unlike other medical specialties, anesthesiologists work in an operating room environment that they can control. Technical fixes were developed to yield dramatic improvements in safety. Still, he says, other specialties “don’t see a burning need” for safety improvements and there is “a lack of real leadership” for safety. As a former pediatric surgeon, he is particularly struck by the lack of surgical leadership on the use of checklists that can eliminate wrong-site surgery and surgery performed on the wrong patient.

				Recently, one of us visited a teaching hospital to give a presentation to doctors and medical students about patient safety. Doctors at the hospital had just begun to examine their closed malpractice claims. They noticed a pattern: young doctors in training were involved in a significant share of lawsuits because they had not been properly supervised by senior doctors. This is a familiar problem to anyone who works in a teaching hospital. Remarkably, the senior doctors had never looked at closed claims before to understand patterns of harm and the circumstances in which it occurred so they could prevent the harm from happening again.

				The Right Way

				If doctors and hospitals want people to stop suing them and prevent future lawsuits, they can follow the example of two hospitals in the Midwest that help people who are harmed and have reduced medical malpractice lawsuits and premiums.

				The University of Michigan Health System is one of those hospitals. It wanted to try a different approach than the usual “defend and deny” strategy that lawyers have typically advised hospitals to take when patients have been harmed. It did something radical in health care: it began to tell patients the truth when they were injured.

				The hospital agreed on a set of commonsense principles. When harm occurs through unreasonable care, the organization must make it right. When the care that staff members provide is reasonable under the circumstances, they need to be supported even when something goes wrong. A commitment to learning from medical errors helps the organization continually improve its quality.

				According to the chief risk officer for the hospital, Rick Boothman, the policy of honesty was initially a way for the hospital to save money. If the hospital made a mistake, it made sense to admit it and compensate the family rather than spend hundreds of thousands of dollars defending the indefensible.

				Boothman began to see that the culture of disclosure created unprecedented opportunities to improve care and prevent harm. “The culture of deny and defend prevents us from improving,” Boothman says. “Being open with patients starts with being honest with ourselves about our failings—that is a necessary prerequisite to any real improvement.”

				The hospital has had fewer medical malpractice claims and lawsuits. In the beginning, 39 lawsuits a year were filed; six years later 17 were filed. The hospital spent 61 percent less on lawyers to defend itself. The amount of money the hospital sets aside to pay claims has been reduced and the time to resolve cases has been cut by about one-third.

				The University of Illinois Medical Center at Chicago (UIC) was inspired by the Michigan experience and developed a more comprehensive approach to respond to adverse events. At first the hospital’s own lawyers were the biggest barrier to telling patients the truth when harm occurred. “We had one horrendous sentinel event and I pushed for full disclosure,” said Dr. Tim McDonald, chief patient safety and risk officer. “We’d done a wrong site surgery in a neurosurgery case. [We said,] ‘Isn’t this a case where we should just tell the family we made a mistake and settle it instead of letting it become a lawsuit?’” The hospital would not tell the truth because it had no institution-wide policy to disclose an error. So they created one.

				Hospital staff meet with the patient, apologize, and provide a remedy, whether patients want to file a claim or not. They waive fees for hospital and physician services and prescription drugs. The hospital puts a hold on bills that would otherwise be mailed to the patient’s home.

				In the first two years, the policy of open and honest communication resulted in more than four thousand incident reports annually, prompted more than two hundred investigations to analyze the cause of the incidents, and led to nearly two hundred system improvements. Nearly three hundred conversations occurred with patients and families, and fifty more in-depth disclosures took place when inappropriate or unreasonable care caused harm to a patient. A substantial decline in lawsuits and associated legal costs ensued, according to Dr. McDonald.

				The hospital hired new lawyers. It also interviewed sixteen law firms and asked them how they would handle a case of wrong-site surgery. Twelve of the firms said they would defend the hospital, which meant they would knowingly lie to a patient who had been harmed. Four firms said they would help the hospital tell the truth. The hospital took a bold step and contracted with the four law firms.

				Malpractice premiums plummeted after hospital staff began to tell the truth to patients. So far only one patient has filed a lawsuit. The hospital is located in Cook County, which is considered by some observers to be a haven for trial lawyers.

				The hospital pays for follow-up medical care to restore the person to health and apportions the cost to the departments responsible for the harm, a tactic that is unusual. Doctors in the departments whose premiums have increased are becoming more interested in learning about patient safety.

				In one case, a young man donated his kidney to his brother. During the surgery performed on the kidney donor, the surgeon made an error that resulted in the young man’s death. The hospital was honest and forthright with his family. The case was settled within three months. The family did not file a lawsuit. The hospital’s legal costs and the cost of the settlement were dramatically less than if the hospital had fought against the family. The best outcome is that the young man’s family continues to receive care at the hospital because they can trust the hospital to act in an ethical and honorable way.

				Transparency and honesty has allowed the hospital to understand why mistakes occur and take steps to prevent them from happening over and over again. It has learned that the best risk-management strategy is patient safety.

				Patients who are harmed and their family members are asked about the events that led up to the error because they may have valuable information that can help the hospital uncover the root cause.

				A committee at UIC examines errors that would have otherwise vanished into lawyers’ files under lock and key. Advocates for patients attend the meetings where cases of patient harm are reviewed. They may make observations that doctors and nurses may be thinking but cannot say because it is politically incorrect to do so among their colleagues.

				Dr. McDonald, who is also a lawyer, says, “The way we’re going to successfully manage the medical malpractice crisis is through safer care, not tort reform.”

				If hospitals develop a reputation in their communities for handling errors in an ethical and forthright manner, lawyers who file meritless lawsuits will have more difficulty convincing a jury.

				It is not easy for hospitals and doctors to acknowledge a serious mistake. Unintentional harm is devastating to conscientious doctors, nurses, pharmacists, and other health care professionals. Mistakes often occur because hospitals are so chaotic that even the best doctors and nurses cannot stop them from happening.

				Nor is it easy to convince hospitals to adopt this approach. Many doctors are afraid of being honest with their patients when they hurt them. They are fearful of lawsuits and how their colleagues may perceive them. Honest and full disclosure is contrary to the culture in which most doctors have trained and practiced.

				Rick Boothman helps doctors overcome fear by reminding them that full disclosure serves their best interests. “But,” he says, “this is an intellectual argument that has to overcome the emotional reticence of doing this. You’ve got to be able to say to a doctor, ‘I serve you best by helping you avoid litigation. And if we made a mistake, the best way to avoid litigation is to make it right, right now.’” In fact, he has learned that a commitment to a principled approach to dealing with harm to a patient eviscerates legal concerns.

				Lawyers are among the biggest opponents of this commonsense solution. Lawyers for patients and lawyers who defend hospitals and doctors will lose business if honesty was the norm. In fact, one of us met an official at a hospital on the east coast who worked in the risk-management department. He expressed concern that fewer cases of health care harm could mean that he could lose his job.

				Instead of lobbying Congress to curb lawsuits, the AMA would perform a great public service by helping their members learn why mistakes occur and how to reengineer health care to make mistakes as rare as possible.

				This approach is needed more than ever. Many hospitals and clinics will have more patients, and doctors, nurses, and other health professionals will be even more pressed for time and have less opportunity to build a relationship and trust with patients, which increases the chance for more mistakes, miscommunication, and lawsuits.

				Stop Lawsuits or Stop Medical Malpractice?

				Proponents of tort reform say it will reduce health care costs. Medical malpractice lawsuits do increase legal costs and defensive medicine. According to the Congressional Budget Office, when the right to sue is limited, fewer lawsuits will occur and medical liability insurance premiums paid by hospitals and doctors would decline by about 10 percent. Health care spending would decline by one-fifth of 1 percent, or about $5 billion a year.

				These savings are illusory. The costs of harm are merely shifted to patients, family members, insurers, and taxpayers. Consider an Oregon family whose husband acquired three infections while hospitalized. He fell off his roof while cleaning his gutters and broke his leg and hurt his back. His doctors expected he would be hospitalized for a few days. He was hospitalized for several months because of the infections he acquired owing to poor care. He suffered brain damage and can no longer work. The family filed for bankruptcy because they could not afford to pay the tens of thousands of dollars of hospital, doctor, and home health care bills.

				Some families are forced into poverty because of medical mistakes. They become eligible for public programs for financial support and health insurance whose costs are borne by taxpayers.

				The largest savings will come from preventing harm, not stopping lawsuits. By making care safe, fewer people are harmed, costs for medical care decline, and lawsuits decrease. This is the real solution and smart public policy.

				Privatize the Losses

				While browsing in a bookstore one day, we found a book titled Reform That Makes Sense that recommended federal legislation to limit medical malpractice lawsuits. The author was the chief executive of the company that owned the two California hospitals that Medicare officials sought to terminate from the program because of substandard care. In fact, the book was published in 2009, the same year that the hospitals received letters from Medicare stating its concerns about their care. When Toyota’s stuck accelerators were headline news, federal regulators from the National Highway Transportation Safety Administration scrutinized the company’s actions. If Toyota’s CEO wrote a new book that recommended a federal law to make it harder for customers to sue his company, it would have created a public relations nightmare for the company. The public rightly expects that Toyota should not be shielded from lawsuits and should pay the injured for its failures. Privatized gain with privatized losses places the cost where it belongs. Companies have the incentive to ensure safety. The same is true for hospitals and doctors. When they bear the cost of harm, they have more incentive to make care safe.

				The Ostrich and the Golden Egg

				Dr. Ernest A. Codman was a Boston orthopedic surgeon who believed in an idea that was radical in the early 1900s when he practiced medicine. He said that every hospital “should follow every patient it treats long enough to determine whether or not the treatment has been successful, and then to inquire, ‘If not, why not?’ with a view to preventing similar failures in the future.” It is remarkable that his commonsense idea remains radical in twenty-first-century American health care.

				Codman practiced what he preached. He documented good outcomes and bad outcomes. He kept track of mistakes and their impact on patients. He searched for the cause of errors so he could learn from them.

				While at Massachusetts General Hospital, Codman was unhappy with its lack of attentiveness to outcomes. He resigned and established his own hospital where he kept track of every patient. During a five-year period, three hundred and thirty-seven people had been in his hospital. He recorded one hundred and twenty-three errors, one for every three patients. The causes ranged from lack of knowledge and skill to poor surgical judgment and a lack of care or equipment.

				Codman sent copies of his annual reports to major hospitals around the country to challenge them to document their outcomes. None did. He made his reports available to the public because he believed that patients should know the outcomes of care so they could judge hospitals for themselves.

				One night Codman chaired a meeting of his local medical society. Frustrated at his colleagues’ lack of interest in knowing whether their patients were actually better, he drew a cartoon and displayed it. It showed an ostrich with its head in the sand, kicking up sand behind him, all the while digging up golden eggs. Codman explained that the ostrich represented surgeons and hospital administrators who had their heads in the sand and never studied the outcomes of the care they provided to patients. They were content, he said, as long as they produced the “golden eggs.” That night, he was asked to resign from the society.

				Although Codman showed doctors a way to improve the care they provided to their patients, they disparaged and ostracized him. They stopped referring patients to him. He died penniless. In fact, he didn’t even have enough money to buy a headstone for his grave in Mount Auburn Cemetery in Massachusetts.

				If doctors had followed Codman’s simple yet profound practice, health care in the United States would be markedly different than it is today. Doctors would have had more than a hundred years to continuously study the outcomes of the care they provide to their patients. Advances in medical science would have occurred far more rapidly because doctors would have studied what works and what doesn’t and applied that knowledge for the benefit of their patients. The public would have confidence that the medical profession is working for their benefit.

				The medical profession has paid a steep price for ignoring the commonsense approach that Codman offered them. Instead of owning the outcomes of the care they provide to patients, too many doctors pay little attention. They seek the assistance of lawyers to defend them in cases that are indefensible and cede the moral and ethical responsibility they have to their patients. They follow the advice of their lawyers to fight the patients they harm. Lawyers for patients take advantage of the abundant opportunity to find fault with American medicine. There’s a better way, and it’s never too late to begin anew.
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				Health Care Fraud: Follow the Money

			

			
				The health care reform law ramps up the fight against health care fraud. It provides an additional $350 million over ten years to combat the leakage from fraud, and it gives federal authorities new powers to deter and prosecute perpetrators. These changes cannot come soon enough.

				The amount of money lost to health care fraud each year is almost enough to pay the entire annual cost of care for thirty-two million newly insured Americans. Here is how we came to this remarkable fact.

				The Federal Bureau of Investigation reports that 3 to 10 percent of all health care spending is fraudulent. The federal government’s watchdog group, the Government Accountability Office, says that 10 percent of all state Medicaid payments are improper. If 10 percent of all health care spending is lost to fraud, $250 billion a year is forgone that could be used to pay for health care for the uninsured.

				About $8,000 is spent per person per year on health care. With thirty-two million more people expected to be insured, the total cost of care for the uninsured is about $256 billion a year, roughly the same as the leakage to fraud, give or take a few billion.

				The federal government recoups only a tiny fraction of its loss—$3 billion in the first six months of 2010. Private health insurance companies have their own antifraud swat teams but are silent about how much is stolen and the portion they recoup.

				Pay and Chase

				Why is health care littered with fraud? When the foundation was laid for health care in the 1950s and 1960s, members of Congress deferred to doctors to determine how public money should be spent. In those days, the country was riding high on the discovery of the polio vaccine, a triumph in the annals of science. A grateful nation had faith, trust, and respect for those who brought the benefits of medical research to people.

				In 1965 when President Lyndon Johnson signed Medicare and Medicaid into law, the two health care programs were designed based on trust. Hospitals and doctors submitted bills for services and the government paid them. No one imagined that health care would become the business it is today.

				Unlike the framers of the Constitution, who established a system of checks and balances among the three branches of government, health care architects did not design a system with a countervailing force to restrain human impulses. This was naive.

				The government’s approach to fraud has been to “pay and chase.” Medicare pays the bills that hospitals and doctors send to it, and officials chase after criminals if the claims are fraudulent. This approach is equivalent to opening the door to Fort Knox, the country’s gold depository, and chasing after those who loot the bullion stockpile.

				Veteran fraud investigators say that criminal gangs engaged in illegal drug activity have shifted their business to health care fraud because it is more lucrative and the sanctions are virtually nonexistent.

				As fraud escalated, Congress failed to act. Federal agencies lacked funding and authority to protect taxpayers. When President George W. Bush requested Congress to provide nearly $600 million to combat fraud, Congress refused, saying the money would be better spent curing cancer. This is surprising because the return on investment in fraud prevention is lucrative. For every dollar spent, taxpayers receive $17 in return.

				Fortune 500 Fraud

				The Obama administration has scaled up enforcement and prevention. In 2011 the Office of Inspector General (OIG) of the US Department of Health and Human Services launched its most-wanted fugitives list for health care fraud, the first-ever list of individuals sought by authorities on charges of fraud and abuse. The list includes photos and profiles of each featured fugitive.

				The first ten individuals on the list allegedly cost taxpayers more than $124 million in fraud. In all, more than 170 fugitives are being sought.

				Federal officials are beginning to use the same technology that banks use to scan credit card charges so they can spot a sudden shopping spree at high-end stores. Secretary Sebelius said, “This is the same type of predictive modeling tools that banks and insurance companies use to identify potential fraud before it occurs. . . . And it’s about time we put that same technology to use in the public system when it comes to protecting our health care.”

				During the health care reform debate, Senator Bernie Sanders of Vermont reminded his colleagues that Fortune 500 companies are among the biggest perpetrators of health care fraud. Sanders said that government investigators found that 80 percent of insurance companies participating in the Medicare prescription drug benefit overcharged subscribers and taxpayers by an estimated $4.4 billion.

				“What we have seen for many years is the systemic fraud perpetrated by private insurance companies, private drug companies, and private for-profit hospitals ripping off the American people and the taxpayers of this country to the tune of many billions of dollars,” he said.

				The government’s list of most wanted individuals does not include executives of the firms that have defrauded Medicare.

				Sanders proposed an amendment to the health care reform law to double the penalties under the False Claims Act for fraudulently billing new health exchanges created by the reform bill.	“What we have to tell these big multinational corporations is that if they are going to engage in fraud, they’re going to pay for it dearly,” Sanders said.

				Fines have proven to be an inadequate deterrent against the blockbuster scale of criminal enterprise that has infiltrated health care. A former federal prosecutor said stronger measures are needed—namely, “heads on sticks.”

				Feet to the Fire

				The health care reform law provides the government with authority to crack down on relatively small-time corruption, but it needs different tools to deal with billion-dollar corporations and executives who are hard to prosecute because lower-level employees carry out the illegal activity.

				In a welcome move, the federal government is tightening the vise on health care executives whose companies violate the law. The latest weapon in the battle over health care fraud is prosecution of culpable executives of drug and device companies. When that isn’t feasible, the government is seeking the authority to exclude them from receiving Medicare and other federal funds.

				In May 2007 Purdue Frederick, a subsidiary of Purdue Pharma, pleaded guilty in federal court in Virginia to illegally marketing to doctors a powerful narcotic, Oxycontin, without telling them about its dangers and the high risk of drug addiction and abuse. Deep in the coal country of southwest Virginia, more than two hundred deaths were attributed to the drug.

				The convicted company was automatically prevented from receiving payment from Medicare, Medicaid, and other federal government programs. The parent company avoided criminal charges by striking a nonprosecution agreement and paying $634.5 million in penalties. It was not excluded from receiving federal money.

				Three executives of Purdue Frederick were found guilty of a criminal misdemeanor whereby responsible corporate officers can be held liable for failing to prevent, detect, or correct federal drug violations even though there is no proof that they engaged in any misconduct. The drug company executives paid fines of $34.5 million and avoided prison. The former president and CEO, Michael Friedman, paid $19 million; chief medical officer Paul Goldenheim paid $7.5 million; and general counsel Howard Udell paid $8 million.

				After they were convicted, they were banned by the US Department of Health and Human Services from participation in Medicare and all other federal programs for twenty years. Legal maneuvering by the executives reduced the exclusion to twelve years.

				To add muscle to the exclusion, if any of them formed their own company or worked for another firm, the entire company could be excluded from doing business with any taxpayer-funded federal health care programs for twelve years.

				The former executives challenged the ban in US District Court in Washington. In December 2010, US District Judge Ellen Huvelle upheld the ban, saying that the government acted within its authority. She noted that the Purdue Frederick executives admitted they had responsibility to prevent or correct the inappropriate marketing of the drug. “It strains credulity to argue that, despite this admission, they ‘were not accused of committing any unlawful acts themselves,’” she wrote.

				A Washington, DC, law firm warned its health industry clients about the stronger tactics, saying, “The focus of governmental enforcement activity against manufacturers has expanded to include individual officers, employees, and counsel.”

				The ruling begins to close the gap in disparate treatment meted out in cases of corporate fraud and smaller-scale crime. “We are going to see more CEOs lose their seats and be excluded from working in any management position in a company that does business with the federal government,” says Patrick Burns of Taxpayers Against Fraud, a nonprofit that supports whistleblower lawsuits. “If fraud is a disease, then exclusion of CEOs and corporate officers who ignore fraud, is surely the cure.” It’s the next best thing to prosecution, he says, because “companies that are too big to fail are too big to jail.”

				To tighten the vise on fraud, Congressmen Wally Herger, a Republican from California, and Pete Stark, a Democrat from California, introduced the Strengthening Medicare Anti-Fraud Measures Act of 2011 to plug two loopholes.

				Executives from companies that are convicted of fraud can be excluded from Medicare under current law. However, if the executive has left the company by the time of conviction, he or she cannot be barred from federal health programs. These executives are able to move from one company to another and continue to defraud Medicare, older Americans, and taxpayers. The bill would give the federal government the authority to ban these executives from doing business with Medicare.

				Companies that engage in fraud often set up shell companies to insulate themselves from liability. Criminal settlement negotiations can result in the dissolution of these shell organizations with no real penalty to the parent company. The bill gives the government the authority to exclude the parent companies from the Medicare program.

				Congressman Stark said, “This legislation gives the Office of Inspector General the authority to go after crooked executives and corporations that continue to bilk Medicare.”

				The bill responds to the federal government’s request for more authority. Says the OIG’s Lewis Morris at a hearing chaired by Congressman Stark,

				We think that one of the challenges we need to address is having executives understand that they will be held personally accountable for schemes that are then hatched and pushed downstream. . . . There are challenges to building a criminal case against a high-level executive—there’s a lot of plausible deniability built into these large companies—it’s an area where we and our partners at the Department of Justice are focusing on, because we recognize that the way we are going to change corporate cultures is by focusing on individuals. . . . Fortune 500 companies (need to) understand that they will be treated the same way as anyone else who abuses our program.

				AARP, the powerful lobby group, supports the measure and says it increases the long-term sustainability of the Medicare program by ensuring that funds go to services that people need.

				From Company Fraud to Political Campaigns

				As the 2010 midterm congressional elections unfolded and led to Republicans gaining control of the House of Representatives, another story was playing out in Florida. Rick Scott, a former hospital CEO, campaigned for governor and won.

				In 1997 Scott was CEO of Columbia/Hospital Corporation of America (HCA), a for-profit hospital chain that was the target of the largest multiagency investigation of a health care provider ever undertaken at the time by the US Justice Department.

				Scott helped to found the Columbia Hospital Corporation in 1987, which merged with HCA in 1989 to become the largest for-profit hospital group in the country.

				The company was accused of billing for lab tests that were not medically necessary, assigning false diagnoses to patient records to increase reimbursement, disguising marketing and advertising costs as community education and charging taxpayers for them, paying kickbacks to doctors to have them refer Medicare and Medicaid patients to its facilities, and billing for home health visits for patients that never took place.

				In two federal settlements in 2000 and another in 2002, Columbia/HCA agreed to pay $1.7 billion in fines and also agreed to plead guilty to fourteen felonies in five states for bilking Medicare, Medicaid, and Tricare, the health insurance program for the military. The Justice Department said the Columbia/HCA settlement was, at that time, the largest government fraud case settled in US history.

				Scott resigned in 1997 in the middle of the investigation but left with a platinum parachute worth $10 million in severance and $300 million in stock options. Later, he started another company, Solantic Corporation, which operates urgent care centers in Florida that provide treatment to people on a walk-in basis. They post their prices on menu boards like those in McDonald’s.

				Scott says he didn’t know about the fraud that occurred in his company. On his campaign website, he said, “I’ve made mistakes in my life. And mistakes were certainly made at Columbia/HCA. I was the CEO of the company and as CEO I accept responsibility for what happened on my watch. I learned very hard lessons from what happened and those lessons have helped me become a better businessman and leader.”

				When Scott resurfaced and ran for governor of Florida, his campaign website heralded Columbia/HCA as one of the most admired companies in America when he was at the helm. It quotes Time magazine praising Columbia in 1997: “Scott’s credo is a classic: quality care doesn’t have to come at a premium price. But it’s the way Scott is accomplishing that goal that is transforming how American hospitals do business. In an industry notorious for waste and inefficiency, Scott aggressively consolidates operations and imposes cost controls.”

				During the campaign, Scott’s opponents used the Justice Department’s prosecution of Columbia/HCA against him in attack ads. One of his opponents was Bill McCollum, who was a member of Congress during the investigation of Columbia/HCA. He sponsored the Health Care Claims Guidance Act, which tried to curb the government’s authority to crack down on fraud, an unusual position for someone who later became Florida’s state attorney general.

				Corralling White-Coat Crime

				Federal officials and prosecutors concede that holding company executives accountable is not sufficient to stop illegal activity by drug and device companies. Morris, the OIG counsel, says, “What we need to do is make examples of a couple of doctors so that their colleagues see that this isn’t worth it. Somehow physicians think they’re different from the rest of us. But money works on them just like everybody else.”

				Many doctors run afoul of the law. Dr. Julie Taitsman, the chief doctor in the fraud office at the US Department of Health and Human Services, says that aggressive drug and device sales representatives offer inducements that are too lucrative for some doctors to pass up. A common come-on might be, “How would you like to earn more money without working harder?”

				Dr. Taitsman described in the New England Journal of Medicine how a manufacturer for a prostate-cancer drug encouraged urologists to bill Medicare for the free samples they provided to patients. In return, the drug company reps offered the urologists extra free samples if the doctors bought more of the drug. Federal law prohibits doctors from billing for free samples and accepting money in return for prescribing a company’s product. Several urologists paid tens of thousands of dollars in penalties for bilking government programs.

				Another doctor paid a $107,000 penalty for charging Medicare beneficiaries an annual “concierge” fee to cover an annual physical exam, same-day or next-day appointments, around-the-clock physician availability, prescription facilitation, expedited and coordinated referrals, and other amenities. Physicians who participate in Medicare cannot charge for some of the services already covered by Medicare. The doctor was charged with double billing.

				These cases are not the most egregious. More than five thousand physicians have been excluded from participation in the federal health care programs because they have accepted kickbacks, up-coded bills, or provided inappropriate and unnecessary surgery, among other violations of the law. Many physicians have served prison terms, paid hefty fines, or faced other civil, criminal, and administrative penalties.

				In April 2010 the OIG surveyed all medical school deans and designated officials for institutions that sponsor residency and fellowship programs to determine whether their institutions provide education about fraud, waste, and abuse to ensure that future doctors know the rules and steer clear of fraud.

				Medical school deans were more likely to respond to the survey and reported that their students receive some training. Forty-one percent of the academic teaching hospitals, where students and residents are trained in patient care, didn’t complete the survey.

				The Wall Street Journal vs. the AMA

				Intrepid Wall Street Journal reporters, together with the nonprofit Center for Public Integrity, obtained limited access to a large government database with Medicare records that contain information about how much individual doctors and other providers bill Medicare.

				The government imposed restrictions on how the reporters could use the information. For example, they were not given the names of the doctors and other providers. Despite the restrictions, Journal reporters uncovered a treasure trove. They cobbled together information from other sources to identify the doctors and other providers who had patterns of filing potentially inappropriate and costly Medicare claims. Among the cases they uncovered are the following:

				A family-practice doctor in the New York City area who, government records suggest, pocketed more than $2 million in 2008 from Medicare for performing sophisticated tests that are unusual for a family practice doctor to perform. Twenty-five other doctors were identified across the country who performed many of the same sophisticated tests. Six of the doctors have been either linked to fraud, sued for improper billings, or disciplined by a state medical board for misconduct. The doctors, who were contacted by the reporters, denied wrongdoing or declined to answer questions.

				In another case, an Oregon neurosurgeon who performed an enormously high volume of back surgeries showed up as an outlier in the Medicare database. He performed six back surgeries on one patient in two years and planned to perform another surgery. The patient declined and said that none of the other operations helped him. After an article appeared in the Wall Street Journal, the hospital where the doctor performed the surgeries fired him.

				Information on how much individual doctors bill Medicare is kept secret. Thirty years ago, the AMA sued the government to keep it that way and won. The judge who issued the 1979 injunction that keeps the information secret ruled that physicians’ privacy trumped the public’s interest in knowing how tax dollars are spent. He relied on a privacy provision in the Freedom of Information Act, or FOIA. The AMA defends the secrecy of the Medicare information. Cecil B. Wilson, the AMA president, said, “Physicians, like all Americans, have the right to privacy and due process, and should not suffer the consequences of having false or misleading conclusions drawn from complex Medicare data that has significant limitations.”

				In a welcome move in early 2011, Dow Jones & Company, publisher of the Wall Street Journal, filed a lawsuit to overturn the AMA-instigated 1979 court order.

				The AMA has successfully defended the injunction from recent challenges, including a case when the US Court of Appeals for the District of Columbia ruled in 2009 against a Washington, DC–based organization, the Center for the Study of Services, which publishes Consumers’ Checkbook, a publication that helps consumers make smart choices when buying services in the marketplace. The court ruled that physicians’ privacy outweighed the public interest in knowing how much doctors were receiving from Medicare.

				The Dow Jones company thinks differently. “It’s time to overturn an injunction that, for decades, has allowed some doctors to defraud Medicare free from public scrutiny,” says Mark Jackson, general counsel for Dow Jones.

				Pressure to open the information is coming from all sides. In a jointly authored opinion editorial published in the Washington Post, Michael O. Leavitt, former secretary of the US Department of Health and Human Services under President George W. Bush, and Robert Krughoff, president of the Center for the Study of Services, asked Congress to make Medicare information available to the public. “The focus should [be] . . . how our society can get the most value for the dollars it spends on health care,” Leavitt and Krughoff wrote.

				As with all trade associations, the AMA protects its members rather than the public’s interest. By protecting the bad apples in an era of transparency when every dollar counts, the AMA is out of step.

				The pressure to open up Medicare information increased with the Medicare Data Access for Transparency and Accountability Act, or DATA Act, which was introduced by Senators Ron Wyden, a Democrat from Oregon, and Charles Grassley, a Republican from Iowa, in the spring of 2011. The legislation would require the US Department of Health and Human Services to make information available at no cost about how much individual doctors bill Medicare. Patient identities would remain confidential.

				In Senate floor remarks, Senator Grassley said the act might deter some wasteful practices and overbilling. Senator Wyden took the stance that “hiding” the data was “indefensible in a free society.”

				It’s Not Just the Fraud That Hurts

				One of the doctors who may have appeared as an outlier in the Medicare data is a Maryland cardiologist, Dr. Mark Midei. A US Senate Committee on Finance investigation delved into the relationship between cardiac stent maker Abbott Labs and Dr. Midei, who allegedly implanted cardiac stents in five hundred eighty-five people who didn’t need them at St. Joseph Medical Center in Towson, Maryland.

				A hospital committee that reviewed the case found that, “Dr. Midei’s practice of placing stents in patients where not clinically indicated has resulted in the substantial likelihood of harm to his patients.” The hospital sent letters to all five hundred eighty-five patients to tell them they may have had an unnecessary procedure. It entered into a $22 million settlement with the US Justice Department for billing federal programs unnecessarily. The hospital did not admit liability.

				The state medical board opened an investigation into Midei’s use of cardiac stents. The board identified patients who reportedly had stents implanted but didn’t have heart disease that warranted the procedures. The medical board revoked the doctor’s license for falsifying patient records to justify unnecessary and expensive cardiac stent procedures that exposed his patients to the risk of harm.

				A stent is placed during a cardiac catheterization when a thin plastic tube called a catheter is inserted into an artery, usually in the groin, and guided up a blood vessel to the arteries that surround the heart. A stent, or tiny mesh tube, is placed in the artery to prop it open. The risks of the procedure include heart attack, stroke, blood clots, and penetration of the artery wall.

				Abbott officials lauded the sales of its stents. In emails subpoenaed by the Senate Committee, Abbott congratulated one of its sales representatives for cultivating extraordinary personal relationships with Midei and other cardiologists:

				As you prepare to complete another year in the top five in rankings, I want to again congratulate you on this remarkable feat. Moreover, the relationships you have formed at accounts like St. Joe’s, Union, and Hopkins are hallmarks of what every rep strives for in their accounts. In my fifteen years of being in this business, I have never seen personal relationships as strong as the ones you have developed with Dr. Mark Midei. . . . Outstanding job. . . . I recommend you take some time over the holidays to reflect on your accomplishments.

				An email from Abbott to Midei hailed him as a hero for being one of its top users. “I heard thru the grapevine that you had a truly outstanding day . . . in the labs on Friday, possibly setting the single day implant record.” Midei reportedly implanted thirty stents that day.

				Two days after Midei achieved this milestone, Abbott paid $2,000 for a pig roast in the doctor’s backyard as a token of appreciation.

				Midei lost his privileges to practice at St. Joseph because of the allegations. Abbott helped its loyal customer by arranging a consulting gig in Saudi Arabia. Company emails obtained by the Committee on Finance revealed that the company believed, “It’s the right thing to do because he helped us so many times over the years.” Midei sued the hospital for informing patients that they probably had unnecessary stents implanted.

				Abbott expressed no concern about the people who were exposed to unnecessary risks from the inappropriate use of its product. Yet the company was miffed about the bad publicity it received in articles about the scandal in the Baltimore Sun. The vice president of global marketing for Abbott Vascular wrote an email about Baltimore Sun reporter Jay Hancock, to a company vice president: “Don’t you have connections in Baltimore????? Someone needs to take this writer outside and kick his ass! Do I need to send the Philly mob?”

				The company was right to be worried about the bad publicity. A company email revealed that the volume of stent procedures declined in the entire Baltimore region after the allegations against Dr. Midei became public.

				The overuse of cardiac stents is rampant around the country. Few doctors are prosecuted. One exception is a Lafayette, Louisiana, cardiologist who was convicted for implanting unnecessary cardiac stents and performing other unnecessary procedures. In Salisbury, Maryland, a cardiologist was indicted by a grand jury for performing more than two hundred unnecessary cardiac stent procedures and later convicted.

				Cardiac stents are just one of many devices and drugs that are pushed into the health care cockpit. Unsuspecting patients have no clue that their well-being does not appear on the radar of powerful corporate interests.

				Here’s what an Abbott official wrote to the Baltimore-area sales rep: “We will have to work as hard in maintaining and looking for growth as we ever did. . . . The expectations will not decline but only grow. But you are the person for the job. I am proud to have you on my team.”

				After the dust settles from the Midei case, Abbott and other companies will continue to push their products into the health care cockpit whether or not people need them.

				The Sunshine Law

				The health care reform law includes a provision that will shine a light on any gifts or payments that drug companies and device makers give to doctors and teaching hospitals. If they receive more than one hundred dollars from a company in any one year, all payments and gifts must be reported.

				The information will be published on a searchable public website beginning in September 2013. It will include the name, address, and specialty of the doctor who receives the money, the date the money was received, the reason the payment was made, and the product related to the payment.

				Companies are already trying to persuade the public that their payments will bring innovation and better care to people. Here is a preview of how the companies will make the payments appear as if they benefit society.

				When device maker Medtronic was found to have paid bribes to doctors in return for using the company’s devices and was required to publicly name the doctors, Bill Hawkins, the chairman and chief executive, said, “Through greater transparency about the nature of these relationships, we will help people better understand how important they are to developing life-saving and enhancing products for patients who need them.”

				You don’t need to wait to find out if your doctor is receiving any of the billions of dollars that companies pay doctors. You can find out now by searching the website Dollars for Docs created by ProPublica, a remarkably effective public-interest journalism project based in New York City. It compiles existing information on companies’ websites.

				We predict that the sunshine provisions will have unintended consequences. Payments to doctors will become normalized and more deeply embedded in the culture of medicine. More doctors will be tempted to follow the herd and allow themselves to be used as salespersons for companies’ products. When they do, they put their interests and the companies’ interests ahead of their patients’ interests.

				Just as public reporting of political campaign contributions does not stop special interests from buying elected officials in return for special favors, public reporting of the financial ties between doctors and the companies will not stop doctors from being bought. Nothing short of a ban on payments of any kind to doctors will stop the corruption of medicine and its threat to the public’s health.
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				Ten Steps to More Affordable Health Care

			

			
				It is possible to have affordable health care without slashing essential benefits or driving the country into bankruptcy. The solution is to reduce the health care industry’s culture of dependency on the blind generosity of the public. Taking the blinders off, here are ten steps that Washington policy makers can take to help make health care affordable. They will not be politically popular with the health care industry. Nonetheless, we make these recommendations so the public can see how health care can be affordable.

				1. Don’t Turn Off the Circuit Breaker

				The Independent Payment Advisory Board is the only meaningful part of health care reform to directly rein in Medicare spending. Like a circuit breaker, it triggers cuts if spending increases too much. If you think that Congress is capable of reining in the health care industry, ignore this recommendation and let the board be scuttled. If you think past performance by Congress is a predictor of its future performance, then the board should be allowed to do its job.

				2. Divorce the AMA

				The American Medical Association should no longer determine the relative value of primary care and specialist physician services. It has a massive conflict of interest that serves its benefit, not the public’s. The AMA overvalues costly high-tech medical procedures at the expense of keeping people healthy. This recommendation should be a condition imposed by Congress when it makes a necessary fix to the formula for how Medicare reimburses doctors. Primary care needs a primary place in the nation’s health care system. The greatest threat to the health of older Americans is the lack of trained primary-care doctors and nurse practitioners who specialize in the care of an aging body. Since the Medicare program’s responsibility is to the people it insures, this recommendation should be high on the to-do list in Washington.

				3. Expand America’s Most Wanted List

				As we have shown, the amount of money wasted on health care fraud each year is enough to pay for health care for the thirty-two million people who are uninsured without spending a penny more. The health care reform law provided a needed boost to antifraud measures with an extra $35 million a year. That’s not enough. About 10 percent of all health care spending, about $250 billion, is lost to fraud annually. A much larger investment is needed to plug the leakage. Also, a legal loophole allows executives of companies convicted of health care fraud to find work at other firms that receive funding from the federal government. This loophole needs to be closed. The law should ban their employment in any company that does business with the government. Holding individuals accountable is a powerful deterrent to curb corporate health care fraud.

				4. Privatize the Gains, Privatize the Losses

				During the near collapse of the banking industry, the public came to understand how banks privatize financial gains but socialize, or spread, their losses. Taxpayers were called upon to bail out the banks and pay for their mistakes. In health care, medical mistakes, hospital-acquired infections, medical device defects, and marketing of unapproved drugs are examples of how the health care industry spreads the cost of its failures among patients, health insurance policyholders, and taxpayers. Public-policy makers have taken initial steps to privatize the losses—that is, to have the industry own its losses and pay for them. This is good public policy. It instills market discipline that has been absent in the health care sector. It should continue.

				5. Open up Medicare Data and Publicly Report High-Volume Providers

				The federal government should make Medicare data on doctors and other health care providers available to the public. Transparency will give investigative reporters the information they need to shine a light on fraud and inappropriate use of health care services. It will accelerate the government’s effort to curb fraud and abuse, which the government cannot do alone.

				6. Establish a Harvard School of Regulation

				The United States lacks a robust and sophisticated regulatory infrastructure to curb the unfettered market in health care and many other sectors of the economy. In health care, with 10 percent of deaths in the United States occurring because of preventable medical harm, the need for a regulatory apparatus similar to aviation and highway safety is urgent. The reservoir of talent for regulation of a complex market is scarce. Business schools train future corporate executives, but no specialized entity trains people to regulate the marketplace. A Harvard School of Regulation or similar high-profile entity is needed that draws on the best talent inside and outside of the health care sector. Its first task should be to develop a regulatory strategy to hold health care providers accountable for safer patient care.

				7. Start a Health Care Corps of Engineers and Recycle the Waste

				The health care reform law includes incentives to hospitals and other health care providers to become more efficient. They can become efficient only if they know how to do so. Foundations and other philanthropic organizations should provide funding to interprofessional teams of engineers, doctors, nurses, pharmacists, and health care administrators in leading universities who are prepared to train the next generation of health care professionals in state-of-the-art management science. The aim is to develop a cadre of experts with clinical and engineering knowledge and skills to reduce monumental inefficiencies that plague day-to-day operations of hospitals and other health care facilities. Billions of dollars could be saved by applying tools of management science that are used routinely in other industries but rarely in health care. Even better, health care will be a lot safer.

				8. Follow the Money: Publicly Report Insurance Company Contracts with Hospitals

				In the health care reform law, there is no authority granted to the federal government or states to curb the growth of private health insurance premiums. To find out where all that money is going, every state should examine the contracts between private insurers and hospitals for price variations that are explained by excessive market clout rather than differences in the quality of care provided. The information should be publicly reported similar to how the Massachusetts attorney general’s office publicly reported its analysis of contracts between insurers and hospitals in the state. Transparency alone will not make health care affordable, but at least the public and employers will be able to follow the money. Foundations and other philanthropic organizations could fund this work.

				9. Start a Consumer Reports for Medical Devices

				Millions of Americans have medical devices such as stents, defibrillators, and joint replacements in their bodies. The public should have access to information from the Food and Drug Administration (FDA) about defects and recalls of these products. The public should be informed if devices have been recalled, if safety alerts have been issued, or if they are associated with high rates of infection. An independent Consumer Reports–type publication for common medical devices should be available to the public to hold manufacturers and the FDA accountable for the safety of these devices.

				10. Negotiate Prices

				The time is long past due for the federal government to have the authority to be a prudent buyer of drugs similar to how governments in other countries purchase drugs. Here is why it is desperately needed. While we were writing this book, a colleague who works in an influential position in health care sent an email about a company’s profiteering. Women at risk of giving birth prematurely are given a drug that has been proven to prevent preterm births. It costs about three hundred dollars for treatment throughout a woman’s pregnancy. About 139,000 women receive it every year, and it is safe. The manufacturer tweaked the drug and added a preservative. The change required no research or development. In early 2011, after the FDA approved it for sale, the manufacturer increased the price to $29,000 per pregnancy. The total annual cost will jump from $41 million to $4 billion without any material improvement. Pressure from doctors and nurse-midwives forced the company to reduce the price, but it remains much higher than the original low price. Uncontrolled profiteering requires negotiated prices based on drug prices paid in other Western countries.

				To address drug company concerns that lower, negotiated prices will reduce their ability to develop the next generation of drugs, an explicit subsidy from the federal government should be made to the companies. This approach will allow elected officials to place a dollar value on the research-and-development activities of the drug industry, rather than have the costs buried in the price of drugs. The public can determine if it is getting its money’s worth.

				Looking ahead, the future of health care in America depends on policy makers making care affordable. We hope this book informs and whets the appetite for more ways to do that. The stakes are higher than they have ever been. We hope the country can do it right—and do it soon—for the sake of the health and well-being of Americans and the nation’s future.
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