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Thank you Dan, for the very kind introduction, | @elighted to be here in Minneapolis with

you this evening. | was deeply honored when | ealed by my friends Ken Paulus and

Gordon Springer asking me to give this talk - hedomot just because of my respect for them as
individuals but because of all of the good thingmvVe heard throughout the years about their
health system, and about progressive developmemtsnnesota across the board with regard to
health care issues.

As fate would have it, it turns out that we areehi@might at a very critical juncture in the
decades’ long national debate regarding healthredoem. | am sure you have all been
following the significant and visible debate on lieaeform which began during last year’s
election campaign and has built to a crescendbeassue has become, first the centerpiece of
the fledgling Obama administrations domestic pties| and then, over recent months, a near all
consuming focus on both sides of Capitol Hill. gfgoday, with five bills reported out of

various committees, one can say that the debatedvwas been so far along, and yet at the same
time an incredibly difficult piece of work remaiistrying to find common elements of these
bills which can pass in the House and the Senatehave differences between the two bodies
reconciled prior to signing by the president. gid to the punch line of my remarks in the very
first paragraph, | believe that within months wdl wonclude a very important chapter in this
decades’ long story with a bill signing at the Vehitouse, but | alsbelieve that the book will

not be completely written, and that we will be wiatkon further chapters over the next two to
five years. Said another way | think we will skattadditional millions of people have been
covered - more progress on this issue than we image for decades - yet at the same time | fear
we will fall significantly short of universal covage, and that much work will remain to be done

regarding costs, and the restructuring of our headte delivery system. In short | see
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something far north of incremental change, but wellth of completing the story on

comprehensive health care reform.

(Slide 1) | thought what | might do this evening is refleagthwyou upon the history of the health
reform debate, by talking about that debate adates to the two key issues which drive the
discussion, coverage and cost. Then | will conelwith some thoughts about challenges for the

future.

My remarks this evening will be guided by my owrckground and experiences. | have had an
interesting dual perspective on these issuesd Lhn@opportunity to work on health financing
from a governmental perspective for over a decad&ashington and then for the last three
decades from a provider perspective.

So | have had much to reflect upon, and | mustytall that these reflections have left me deeply
troubled. Although | am very hopeful about thegress | see in the science of health care, | am
concerned about what | see in health financings, o lean on an old cliché, the best of times
and the worst of times. The progress in sciendecam ability to translate that science into
patient care is staggering. We do things everyidayr hospitals that we could not have dreamt
of doing ten or twelve years ago, and all of ueealth care feel privileged to be a part of that.
But the economics, financing, and organizatiorhef system are very broken. Broken both
because millions of our citizens remain withoutltieeasurance coverage, and broken because
our very fragmented health system has not beentalileep pace with medical progress. The
result too often is a chaotic delivery system pilowg uneven care with cost increases that are
likely not sustainable.

CoverageSlide 2)

Let me turn first to a discussion of coverage, befarning my attention to costs. At the outset
of these remarks, at the risk of seeming to beiteity cynical let me tell you, from my four
decades of experience, that the secret to followhedgealth reform debate has always been to

follow the dollar. This debate has never been ahealth. It's always been about finance —
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about who would pay to cover the un-insured. Averdo higher taxes has always been the

major stumbling block to expanded coverage.

So what should be a debate, at least in part, alabues, about social justice as a moral value,
quickly becomes a debate about who pays - aboas{a@mployer and individual mandates,

provider cuts, and state contributions.

It's of interest that our discomfort in dealing lwvthe moral dimensions of this issue begins with
the sometimes tedious parsing of who the uninsteallly are, a parsing by their worthiness,
their health status, and the duration of their geininsured. From the right we are told that the
number of 47 million is too high because it incladen million presumably “not worthy”
undocumented aliens, and millions more young peapl@ may not have a need for insurance.
And from the left we are told that the number isoww because of the many millions of people
who, though covered now, were without coverag®atespoint during the past year. What
remains indisputable is that, however you countthost of these people are poor or near
poor, and most of them are employed or dependémisiployed workers. They work hard often
at agricultural, retail or service jobs. But tHalf between the cracks of our health insurance
system. They don’t qualify for Medicare or Medtdiut their employers do not provide health
insurance coverage or they cannot afford theiresbthe cost.

But regardless of the number you pick there is eemmaportant question. What difference does
the lack of health insurance make? | am convitlbatlan inability or unwillingness to
understand the answer to this question has beeaofdhe biggest obstacles to solving this
problem. You see, many people assume that thesungd get care when they need it. And in a
sense they are right. After all for an acute dit&rteealth episode such as child birth or a broken
leg almost everybody does get treatment. We asiatg are uncomfortable watching childbirth
in the street or ignoring those with an obviougigken bone. We are willing to pay the cost of
moving that care indoors. But what is not well ersiood is that the uninsured often do not
receive care for less dramatic chronic illnessiandany instances defer care until their illnesses
have reached an advanced stage. The definititituliesof Medicine Report on the Uninsured in

2004 by a committee | was privileged to serve @amadnstrated that the uninsured are far less
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likely to have seen a physician in the past yearnfore likely to postpone or to go without care
and far less likely to receive preventive careheyrare much more likely to be hospitalized for
avoidable complications of asthma, diabetes or tigpsion. Uninsured working age adults
have a 25% greater risk of dying prematurely tmsuied adults after adjusting for demographic
differences. The result is over 18,000 excesshdemtnually associated with un-insurance. So

this isabout peoples’ health.

Before | leave this point | want to caution aga@ssuming that this ignorance is merely a result
of failed advocacy. There are economic reasonstwihwill describe that lead many people to
be opposed to expanded health insurance covenagéoamany of these people, ignorance of
the consequences of being un-insured is converiant they are decidedly uninterested in
being further educated on the issue.

With regard to the revenue needed to deal withuthensured, the Institute of Medicine sub-
committee, which | chaired in 2003 estimated thatgrice tag of services not received by the
uninsured would range from 35 to 70 billion dollargear or about 3% - 5% of national health
care spending — less than each year’s annual seiaaverall health care spending. Now the
actual cost of any legislation would likely be heglanywhere from 70 — 100 billion dollars a
year, because most bills would provide some subsidi employers who offer coverage, state
fiscal relief, or other support. In terms of oggeegate 2 trillion dollars of health spending thes
numbers would not seem insurmountable. And imseof federal taxation levels this revenue
could be raised and still leave taxes at or betwels of the 1990’s, tax levels which underpined
one of our most productive economic eras.

So now I'd like to turn to a little straight tallnavhy we as a nation have failed to deal with this

problem.

We have approached this problem of the uninsunest ttimes in the past thirty years. In 1974, |
was serving on the staff of the Senate Finance Gtieenwhen President Richard Nixon
proposed to provide broad health insurance coverladerestingly, President Nixon had two
options as to how to finance the coverage for thieaured. One option was to increase taxes.

The other option, which he chose — was an employardate — a requirement that employers
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provide health insurance to their employees. €hiployer mandate was attacked by
conservatives as just a hidden tax and Nixon’s ggapwas attacked by liberals as not going far
enough and it died in the cross-fire in the Corngiretn 1979, | was working at the White House
when President Carter put forth a health insurgmoposal, patterned after President Nixon’s
proposal, and his bill also failed to pass. Anxtegn years ago President Clinton early in his
first term, as the central element of his presidéagenda, put forth a health insurance proposal,
which like Nixon’s and Carter’s, was financed bylamployer mandate. An extensive national
debate ensured which focused as it always haséefohow to pay for broader coverage. Our
nation and the Congress faced this issue squandlynade a decision. As a nation we gave a
higher priority to avoiding higher taxes and thdosely related cousins employer mandates than

we did to providing coverage for the then fortylman uninsured.

But there was one other chapter to this story whiak written in Massachusetts a few years
back, where this unrelievedly bleak landscape fpaasion of health insurance coverage was
pierced by a ray of hope with the passage of &agislation aimed at substantially covering the

uninsured.

You might ask how did this happen? How did Maseaelis break through the concerns about
higher taxes and income transfers which have bthelktion at the federal level? Well it is an
interesting story. Essentially, Governor Romneyppised and the legislature adopted in a
modified form an approach tailored to avoid taxed employer mandates. The Governor
adopted a different philosophic approach to coverape did not submit a bill which would
providehealth insurance coverage in the same way governpnevides services and benefits
like basic education and police protection — héeiad submitted a bill that would require
individuals to have coverage — a bill built arouhd concept of an individual mandate or

obligation to obtain coverage.

This more conservative approach to expanding cgeenas not a new idea - it had been
proposed for a brief period in the 1990’s by SenRimbert Dole. But it is not a magic answer to
the no new taxes dilemma, because you cannot,ansthaight face, mandate the purchase of

something as expensive as health insurance witlropbsing very significant subsidies for low
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and lower middle income people. The large subsildiad you right back to the need for higher

taxes, and consequently Senator Dole dropped ppiach in the 1990’s.

But Governor Romney was fortunate enough to haweesoagic to apply — more than twenty
years ago, the Massachusetts legislature had tirag®to increase taxes on the general
citizenry, insurers, and providers in order to supp pool of funds — the uncompensated care
pool — to support hospital care for the uninsurgd.the Governor was able to propose
redirecting this substantial sum of tax dollarsubsidize insurance policies for the poor, as
opposed to paying the hospitals directly. Thesel$ualso bought in additional federal matching
funds and made the subsidies of individual mandatsonable and a broad centrist coalition

rallied around the concept.

As most of you know, this “Massachusetts Approdaws become the model for the current

national discussion.

This brings me to the current situation. | am Wwatg the current climax of this debate with a
mixture of hope and concern. Hope that we wilkeed add additional millions to coverage, but
concern that we will fall well short of universalverage. | will illustrate why | arrive at these

mixed feeling with this chart.

(Slide 3) | believe that legislation will contain an individiumandate of some sort but | worry
that the individual mandate itself may come undgmiS§cant attack over the next few weeks.
Although the mandate had been presented and deféryd8overnor Romney as not a tax, but
personal responsibility - many on the right are f@ginning to attack it as a tax, and to a
certain extent, if an employer mandate is a tagyaloly an individual mandate is a tax. And
people on the left attack the mandate, sayingwitabut adequate subsidies the individual
mandate will be too burdensome for many lower naddid middle income families. | fear that
the mandate will be significantly delayed and @itlbecause of the need for many so called
hardship exemptions granted to people, who beaafusadequate subsidies, would have to pay

a significant portion of their annual income to ¢ghase the mandated coverage. Of course one
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answer to this dilemma would be to hadequate funding from either an employer mandate o

tax increases to provide for adequate subsidied.ti&se approaches have been off the table.

The employer mandate lacks the votes in eitheHith#se or Senate. The current situation with
respect to taxes was best summarized by Speakwsi Rdlo is seeking to change the House bill,
which had proposed a tax on incomes above $25@&3@@vr, to a tax only on incomes only
above $1 million a year. For those who doubt tteedugh and complete triumph of the anti-tax
Reagan revolution, just pause for a moment andidenthat the democratic Speaker of the
House, from the very liberal district of San Fraeoi, states that the only people who can be

taxed in the United States are people with incomez 81 million!

While I will celebrate the coverage of additionallimns of people, | worry that the inadequately
financed individual mandate, with many hardshipneggons, will result in our falling well short
of universal coverage. And at some point this uiltlermine the much talked about insurance
reforms — such as eliminating pre-existing conditioles and policy cancellations for health
reasons. Both of these things are difficult to lenpent in the absence of an individual mandate,
because adverse selection, where only the sickaatkimsurance would ensue, driving up
premiums for all. The pieces of this puzzle arerdér-related. So that summarizes my thoughts

- hopeful and fearful about where we stand on ayeiat this point in the debate.

Costs(Slide 4)

Now let me turn to issues involving health carsetso Cost control has been in the center of the
stage ever since the mid-60’s, for the simple nedlsat healthcare costs have been increasing at
a rate which substantially outpaces the underlyatg of inflation throughout the past 40 years.
The net effect is that healthcare has gone fronuia®% of the gross national product in 1965, to
about 17% of the gross national product 40 yedes.|Different analysts give varying reasons
for this continuing escalation of healthcare coStkese reasons include escalating underlying
inflation and the growth and aging of the populati®ut most informed observers believe that
the major engine driving increasing healthcareschas been advances in technologies and
procedures which have led to a substantially dfiemedical care product than that which was

available 40 years ago. These changes in techyalod) procedures run the gamut from big
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ticket items, like CAT scanners and MRI’s, to theeduction of a myriad of new drug

therapies.

Now if we are buying a different and better produdtading to an increased quality of life for
many, who are having their cataracts treated & f@placed in ways which would have been
unimaginable 40 years ago — why do we not celebhatge advances rather than bemoan their

economic impact?

So why has the steady increase in healthcare eipeggibeen seen as a problem? Well there
are a number of reasons, and | will cite threestFas individuals, we generally see an
immediate benefit when we buy a car or computeswéi/er, much of our health care
expenditures are paid through taxes or premiunts{tabenefits may not be apparent for some
time. Health expenditures represent achimgome transfer from the healthy to the sick, the
young to the old and the richer to the poorer. ¥amd to benefit from those expenditures not

now — but when you are old and in poor health.

Secondly, people look at the fact that we spenifsigntly more than people in other countries

to obtain similar results, raising real issues abalue and efficiency.

A third reason for the concern about steadily gdwealthcare costs has been the concern on the
part of the payors, primarily the government arellibsiness community. The government
recognized that it would be difficult to move towara balanced budget without achieving some
control of increasing healthcare costs. Businfessts part, became increasingly concerned
about the negative impact of what was viewed asobtigeir major uncontrollable costs.

So for the past 40 years, rising health care dwsts been a major engine driving the health
financing debate. In the period stretching roydrdm 1965 to 1980, the major attempt to
grapple with increasing health care costs was tiir@uvariety of government regulatory
programs, which ranged from limits on Medicare taimsement, through health planning
statutes, to a brief period of wage and price adsitninder President Nixon. None of these had

much impact on healthcare costs, because our ahaombivalence about heavy-handed
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governmental regulation meant that many of thegela¢ory programs left a great deal of room

for manipulation and evasion.

From the early 80’s on through today, the trendsfances which | described previously led us
as a nation towards a different approach to cdirigphealthcare costs — an approach focused on
letting the marketplace work to control costs,ta®es in other sectors of the economy. This is
certainly not to say that we have dropped the aguy approach entirely. We have seemed
instead to build the most complex structure imagi@awvhich contains strains of both a

regulatory and a competitive approach.

Advocates of the marketplace approach argued tiisahew approach might succeed — and they
have pointed to evidence that the rate of increakealthcare costs had slackened somewhat in
the mid 90’s. Those of a more skeptical turn afidnpointed out that healthcare costs were still
outstripping the underlying rate of inflation, acahtinuing increases in health care costs in
recent years certainly support the skeptic’s pointiew. The sick and vulnerable patients need
for services, almost regardless of price, coupl#d the huge imbalance of information
between the patient and the provider, are onlyediethe reasons why relying on markets to

control health care costs is a flawed concept.

So, we currently stand as a nation without a gomivar to increasing health care costs. Heavy
regulation does not fit with our political cultur@nd the free-market, as we know it, appears

inadequate to the task.

(Slide 5) Controlling health care costs presents a significaallenge to politicians and policy
makers, not least because every dollar of heatth egoenditure is another person’s dollar of
income. In addition the American people do notrsée want their care rationed or limited in

any fashion.

Now, there is much that is being done regardingsg@éthough there is much more that could

and should be done, in what | would describe aethreas of work:
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> First is the need to focus on the appropriatenkessroices provided. The data on
unexplained variance in practice patterns, actosgsountry and within regions,
developed over the decades by Dartmouth’s Dr. ¥8annberg, is stunningnd until
recently has been largely ignored. This variaraednhugémpact on costs and quality
with the promise of both higher quality and lowests if best practices were to be
applied more evenly across clinical medicine.

> Next is the potential savings if our health systeene to fully integrate the kind of
process improvement activities widely adopted hebtndustries, to assure that those
necessary services that we do provide are proadeificiently as possible.

» And third would be to focus on the very high adrsirative costs of our system — costs,
which | might add are driven primarily by our natad desire to have a pluralistic, public
private, fee for service based system, which |&aelatably to large costs for marketing

to consumers, reserves, profits, billing and coame costs.

We now have new tools — particularly the tools jled by information technology — which can
enable us to move further in each of these threasar

But the barriers to progress on cost are hugd méhtion two.

The first is our national payment system, whichaers basically a somewhat open-ended, cost
based, and fee for service reimbursement systamthdt progress on cost reduction is likely to

depend on pay for performance, or on capitatedudgéted reimbursement, any of which would
represent a tectonic shift in health policy, aytweuld begin to move towards limiting, in some

fashion, health care expenditures.

The second barrier to further progress on costatemtuis the fragmented, chaotic state of our
delivery system, consisting of tens of thousandshykician practices and thousands of
independent hospitals. The larger more integreystems like Kaiser, Intermountain, Mayo,
Geisinger, Partners, and many others here in Motagare in a better position to afford and
implement the necessary information technology, taratiapt to and adopt real pay for

performance. Further progress on costs will beeddpnt upon a more organized delivery
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system, but that will also be a tectonic cultutaftsgiven the tenacious desire for autonomy

among physicians and independent institutions.

(Slide 6) If you'll excuse a brief book plug, my colleague, Dom Lee and | have just had a

book published on this topic titled€Chaos and Organization in Health Care.”

And one final note on costs. Even with the vefffialilt and tectonic shifts in health policy and
culture necessary for progress on costs — shiftshwould be challenging for any political
leaders or parties — most of this progress woulaaky to reduce the baseline cosfour health
care, and not the rate of increaseosts. Since the rate of increase is drivegely by medical

progress — new drugs, devices, and procedureslievie that even if we could achieve
substantial reductions in baseline spending, dortsfcould well be overtaken by the blessings
of new drugs, technology, and procedures, anduBeiecreasing costs of care for an ever aging
population, as we reap the benefits of medical ©@ss

The major known cure for controlling the treofdexpenditures is arguably worse than the
disease. I'm referring to rationing. Rationingdgvernment, through budgetary allocations as
is done in Canada and throughout most of Europetes arbitrary, and seems wildly
inconsistent with our political culture. Rationibg markets favors the rich over the middle-
income and the poor, to an extent evencase probably not tolerate in health care. Ultiryate
controlling the trend of health care expenditusead tough a policy challenge as | can imagine
for political leaders; so, while | think it may pessible to make some of the tough policy
decisions necessary to control baseline costdieveea rich country will probably wait some
time — probably wisely — before plunging into oaeching limitations on, or rationing, of health
care expenditures. So with regard to the legisdadiscussions currently taking place on Capitol
Hill, I believe that significant action on cost texdion and payment reform will likely noiccur,
though we will be faced with significant reductianduture Medicare increases as a partial

mechanism for financing the bill.
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(Slide 7) And finally let me return to the issue of the umghred work on coverage which |

predict will face us in the future. This will bgrus right back to the issue of who will pay — to

the issue of taxes and mandates. Further covesqggnsion, if credible, would call for

substantial additional revenue. | would predietttivhen we seriously address these issues again
as a nation, we will inescapably be looking atentlof tax revenues, employer payments, and

individual payments.

The key issue will be, as it always has been, hawmtross subsidy or progressiveness do you
build into the legislation — are we each on our pamo some degree, do we provide for each

other when it comes to health care.

This is in a sense the debate that is at the \artec of our capitalist political and economic
system, about the balance between constructingppate incentives for those who win, and
appropriate protections for those who lose, whettmeugh their own fault, their poor health,
their inherited talents, or their circumstancese tebate about whether the next 100 billion
dollars should go to bolster incentives, such agtas, for those who win, or to bolster
protections for those who lose. The debate, imtshbout the role of social justice as a moral

value in our contemporary society.

(Slide 8) I would submit that this important values debataatially a debate between
competing values eadf us internalize of individual liberty and “doritead on me” on the one
hand, and equality, compassion and justice ontiero As school children, many of us
memorized the Pledge of Allegiance to the flageréht is in_onghrase - liberty anplistice for
all. As citizens we have a lot to do to work oatvnindividual liberty and justice for all sort out
with respect to health care — about how the untabiehconcepts of rationing and taxes fit with

these ideals.
We can’t do this work easily in contemporary socieBut ultimately we will be forcetb do

this work, as health costs continue to rise andhtiraber of uninsured remains unacceptably
high.
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