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Part I. The Nature of the Beast
“Believe nothing, no matter where you read it or who said it, not even if I have said it, unless it agrees with your own reason and your own common sense.”
—Buddha


1. Introduction
“Courage is what it takes to stand up and speak; courage is also what it takes to sit down and listen.”
—Winston Churchill
Have you ever wondered why everyone talks about spiraling healthcare costs and insurance premiums, but no one ever seems to explain or address their root causes?
Do your eyes glaze over when you hear news reports and politicians talking about healthcare because it seems to be so big and complex that no one could ever understand it?
Have you ever wondered how it’s possible for the richest country in the world to spend more than $2.5 trillion on healthcare each year, but still not be able to provide coverage to more than 15% (50 million) of its citizens?
Are you concerned that the huge, complex, and open-ended 2010 healthcare reform law signed into law by President Obama didn’t really solve anything, and is simply setting the stage for higher costs and more healthcare system upheaval down the road?
If so, this book is for you.
The good news is that while healthcare in America is dysfunctional and complex, its core problems and their solutions can be readily understood by anyone willing to read and make use of a little visual imagery. This is the big difference between the complexity of practicing medicine versus the complexity of the healthcare system. Understanding the practice of medicine requires a relatively detailed understanding of anatomy, biochemistry, pharmacology, physiology, pathophysiology, and a host of other specialized knowledge. In contrast, the healthcare system in the United States (as in any country) is simply a set of business relationships and regulations. Anyone who has purchased a product online is perfectly capable of understanding the process of ordering a laboratory test or submitting an insurance claim. The trick to understanding the whole thing is to not be intimidated and to resist being snowed by special interests who might want to assert that “their business requires special expertise” before it can become comprehensible.
But why should you or anyone else care about this slow-motion disaster and how to fix it? Two reasons: your money and your life.
America’s existing healthcare strategy is financially unsustainable. Left unchecked, it will continue to consume ever larger amounts of government and personal income. But, it is also medically and socially unsustainable. Government policies are increasingly making medical decisions for both you and your doctor, often with little or no science behind them. Unless our healthcare machine is truly reformed and simplified, we can look forward to being poorer, less healthy, and more rigidly regulated in our personal lives than ever before.
As Figure 1.1 shows, we already pay more for our healthcare than the citizens of any other country in the world—both in absolute terms and on a per capita basis.
Figure 1.1. Healthcare Spending per Capita in the United States Compared with Other Developed Countries, 2007 (U.S. $ Purchasing Power Parity)
Notes: Health expenditure for insured rather than resident population; current health expenditure for 2007 or latest year available.
Data from: OECD Health Data 2009, OECD (http://www.oecd.org/health/healthdata)

Providing medical care to just 85% of the population now costs more than $2.4 trillion annually. That’s nearly 17% of our gross domestic product, or about $6,402 for every man, woman, and child—whether or not they’re covered by health insurance. This is nearly double the amount spent on healthcare per capita in nearly every other developed country, and it’s breaking our collective bank. As a nation, we now spend more on healthcare than any other aspect of living: more than defense ($2,901 per person), more than spending on all types of energy ($3,642 per capita in 2006.)1, more than on education (about $3,218 per capita), more than on housing (about $3,002 per capita), and almost ten times what we spend each year at Christmas (almost $800 per person). Even worse, the inflation rate for healthcare—about 9% in 2010—is rapidly outpacing growth in income and is more than twice the overall rate of inflation. The Center for Medicare and Medicaid Services estimates that total U.S. healthcare expenditures will continue to grow to more than $4.1 trillion, or $12,782 per resident, by 2016.
Who pays this tab? You do. Even children aren’t immune. It’s all a result of the wonderland of U.S. healthcare financing, where cost shifting is the rule rather than the exception.
If you’re a typical working person, this escalating cost is making you poorer every year—even if you think that your employer is picking up the tab. If you’re a businessman, the cost of healthcare is making you less competitive because you’re less able to afford high-quality staff. If you’re retired and on Medicare, current policies will probably force you to spend more out of pocket or reduce your access to doctors. And if you’re a politician, there’s a good chance that your political survival will depend heavily upon actions that you take on healthcare over the next few years.
But the greatest sin of the U.S. healthcare system is not that it is expensive, but that it’s inefficient. It might not be so bad paying all that money if it meant that everyone was getting excellent access to top-quality care and better health outcomes than those paying less in other countries, but that’s hardly the case. Instead, the system that we’ve created wastes money and resources at an astonishing rate of billions of dollars every day. Between one-third and one-half of what we spend does absolutely nothing to improve health or add value to the lives of patients. Or to put it another way, with the amount we’re wasting on a lousy business model, we could pay for the entire annual cost of national defense and Christmas. If the current healthcare system was an employee, you would fire it. If it were a vendor, you’d choose another one. And if it were a patient, you’d prescribe immediate surgery to excise the diseased portions.
Unfortunately, the 2010 healthcare reform law does nothing to change any of this.
The Obama/congressional legislation is more than 2,400 pages of complex, special interest–friendly legislation that will implement 168 new federal committees, panels, programs, and Medicare benefit cuts, and cost the American taxpayer an additional trillion dollars over the next ten years. It is a top-down approach; one that inevitably creates more rules, complexity, and paperwork, and ultimately pits government regulators against healthcare providers, their patients, and you.
This book describes a different approach—one that it’s not too late to take. What we and future generations need is a logical, comprehensive, and apolitical simplification of the existing healthcare system; one that could be implemented with roughly 200 pages of legislation instead of 2,000. A system that gives all healthcare providers and their patients more medical and financial security, enhances market-based competition, slashes administrative complexity and overhead costs, reduces the price of healthcare goods and services across the board, and requires no increases in federal funding. An approach that would save about $570 billion annually in national healthcare expenditures, while covering more people than ever before.
The urgency of fixing the healthcare system is best appreciated in the context of a single fact: Resources are finite, while people’s wants are infinite. In a world characterized by a growing population, rising commodity prices, expensive energy, and an aging population in developed countries, the luxury of wasting close to a trillion dollars annually has clearly become unsustainable. For all practical purposes, it is an unlegislated tax of nearly $3,000 per American per year.
Improving the efficiency of the system might be the only way to prevent a meltdown of the larger economy and restore growth in the standard of living. And if the opportunity is large, so are the consequences of continuing on our current path.


2. Are We Getting What We’re Paying For?
“My mother used to say to me: ‘Son, it’s better to be rich and healthy than poor and sick.’ I think that still makes a heck of a lot of sense, even in these troubled times.”
—Dave Barry
To justify the status quo, politicians, health insurance companies, and the media say a lot of stupid things. One of these is when they periodically remind us that we in the United States have the “best healthcare in the world.” The implication, of course, is that everything is just fine. Being the best means that we’re getting what we’re paying for, and that the high price we pay is simply the cost of being #1. But is this really true? And what does it even mean to have the “best” healthcare in the world? Most of these pronouncements are consistently (and suspiciously) vague.
There are only a few plausible interpretations of this particular platitude. The first is that the healthcare services that you might be able to get here (should you be fortunate enough to receive them), are better than anywhere else in the world. For example, if you were to suffer a heart attack or be diagnosed with cancer in the United States, presumably the care that you receive here would be “better” than the care you might receive in London, Geneva, or Munich, or a host of other places in the developed world. Of course, the term “better” is in itself vague. Does “better” mean that the care is more sophisticated and advanced (that is, the drugs and machines and surgical techniques are better), or that identical therapies would be better administered in the United States than they would in Europe, Australia, or Japan?
Both of these assertions are virtually certain to be incorrect. The training of physicians in nearly all developed countries has become increasingly uniform, and even in developing countries, many clinicians have received some or all of their training in the United States. Drugs, equipment, and procedures now spread rapidly around the world soon after their development, and nearly all major pharmaceutical manufacturers are now international firms. And there is certainly no evidence that the use of any specific drug, procedure, or piece of medical equipment is significantly different from one developed country to another. The choice of drugs may vary depending upon biases in medical judgment or healthcare payment policies, but the actual administration of a chosen treatment varies little from place to place.
A second way to put American healthcare on top would be if it produced “better” results on average than is the case in other developed countries. That is to say that the usual indicators that might be used to determine whether the health of one country is better than that of another would show a consistent advantage in favor of the United States. Unfortunately, this does not appear to be the case. Let’s look at some relatively obvious objective indicators that should help tell us where we stand in the world. None of these seem to indicate that we’re getting great value for our money.
Life Expectancy
Does our health system keep us alive longer here than elsewhere? Although it might be hard to compare relatively homogenous populations in other countries to the highly diverse mix of ethnicities in the United States, the answer appears to be “no.”
As shown in Figure 2.1, the average life expectancy in the United States is 77½ years, which is a little below the average for 30 other developed countries in the Organization for Economic Cooperation and Development (OECD), and almost 2½ years less than our neighbor to the north, Canada.1 The life expectancy in Japan is 4½ years longer, at almost 82.
Figure 2.1. Life Expectancy Versus Spending
From: UC Atlas of Global Inequality, http://ucatlas.ucsc.edu/spend.php2

If you look at life expectancy at birth, we rank 22nd out of 30, just barely above Portugal and South Korea. This is because being born in the United States is associated with a much higher infant mortality rate than is found in any members of the OECD except Turkey and Mexico.
Our Chances of Dying
Mortality rates are related to, but different from, life expectancy. Life expectancy tells us how long we might expect to be around if we manage to avoid dying early. The mortality rate tells us how many people per unit of population tend to die in any given year. Figure 2.2 graphs the mortality rate in OECD countries for 2007 or the latest year available.
Figure 2.2. Mortality Rates for OECD Members Versus Healthcare Spending per Capita
Data from: OECD Health Data 2009, OECD. http://www.oecd.org/health/healthdata

Notes: Spending in U.S.$ purchasing power parity (PPP); data from 2007 or most recent year available.
As you can see, the United States stands at around the middle of the pack in terms of performance, despite spending substantially more per capita than most developed countries.
Does Healthcare Even Make a Difference?
Like any statistic, mortality rates alone can be deceptive. Whether we die depends to a large extent on whether we’re sick with something curable. If Americans get brain cancer or fall from tall buildings at higher rates than the OECD average, the best healthcare in the world might not be able to help the mortality rate much. That’s where the concept of amenable mortality comes in handy.
Amenable mortality statistics are meant to reflect deaths due to conditions that occurred in the population, but whose clinical course could have been substantially influenced by access to appropriate and timely care. These include a wide variety of conditions, such as curable infectious diseases, high blood pressure, diabetes, and even cancers (such as colon cancer and cervical cancer) that are highly curable if detected early. Deaths due to these conditions are also adjusted for age (because, for example, heart disease in an older population is more likely to prove fatal than heart disease in a younger population), and give a much more interesting view of a healthcare system’s overall effectiveness. Amenable mortality reflects a variety of factors that influences outcomes both directly and indirectly, including medical care and public health, education, and screening programs.
The bad news here is that the United States still does not seem to perform nearly as well as we should expect for the amount we’re paying.3
As shown in Figure 2.3, the United States actually comes in with the highest rate of amenable mortality when compared to a subset of 19 other OECD countries. There appears to be little or no relationship between the amount spent by a given country and effectiveness in reducing unnecessary deaths due to illness.
Figure 2.3. Mortality Amenable to Healthcare Versus Healthcare Spending per Capita for a Subset of 19 OECD Countries
Data from: Ellen Nolte and C. Martin McKee, “Measuring the Health of Nations: Updating an Earlier Analysis.” Health Affairs, 27, no. 1 (2008): 58-71.

Note: Spending in U.S.$ purchasing power parity (PPP).
But at Least We Don’t Have to Wait for Care...!
Or do we?
Fortunately, waiting times for elective surgery in the United States and seven other OECD countries are low, whereas 12 other members commonly have waiting times of one to two months for essential procedures such as heart surgery. Waiting times for elective surgeries such as hip and knee replacements in these countries are even longer—around five months. About 25%–35% of patients surveyed in Canada, the United Kingdom, and Australia reported waiting four months for a non-emergency procedure, compared with 5% of Americans.
On the other hand, it’s harder to get in to see a doctor quickly in the United States—and often to see a doctor at all, due to financial concerns. When comparing the United States with Canada, Australia, New Zealand, and the U.K., it’s not clear that we are seen much sooner than the competition.4
What’s Left?
A final way to claim that American healthcare is “better” is to claim that the administration and delivery system itself is superior to those used elsewhere. A “better” health care system should make the best possible use of scarce resources, and yet this seems to be exactly the place where our approach seems to fail the most.
None of this is to say that many, or even most, patients in the United States don’t receive excellent healthcare services from the doctors, nurses, and others who care for them. Many of our facilities and providers are among the best, if not the best, in the world. However, it’s easy to see that claims that the care that we receive is on the whole “better” than that received by the populations of other developed countries are clearly overblown. Then why are these claims made so often?
The realistic answer is that being the “best” implies that almost anything that you do differently is likely to make things worse rather than better. It implies that “it’s all downhill from here,” and helps create an atmosphere in which change is feared. If the healthcare in other developed countries isn’t as good and we adopt a policy that makes us more like them, then presumably our own healthcare will suffer. Contending that we’re the “best” (even if unsupported by the facts) helps maintain the status quo and induce paralysis with respect to making any sort of substantial changes. Looking at healthcare through a business and political lens, you might say that this approach tends to favor incumbents over challengers, and existing businesses over new ones. It’s the sort of result that lobbyists for well-established companies would willingly pay for. After all, if you’re already on top, the best competition is the competition that never appears to begin with.
Healthcare as an industry and a major portion of the economy is far more than the sum of its providers, facilities, and medical technology. It is also a mechanism in which the relationships and interactions between patients, families, providers, and facilities are governed by external administrative, financial, and regulatory factors that can improve or destroy the delivery of care services. Most of all, any healthcare system is a set of financial incentives and disincentives that governs the actions of, and relationships between, the people involved.
It’s not politically correct to say so, but the very best way to get a handle on how and why any healthcare system operates is to see it as a business machine.* The purpose of any business is to make money, and healthcare is no different. When trying to unravel any complex series of relationships in business or politics, it’s extremely useful to take the advice Deep Throat provided with respect to unraveling the Watergate scandal: “Follow the money.”
* Like the clergy, police and fire departments, and government officials, healthcare providers are supposed to be above worldly considerations in their thinking and conduct of their professional duties. In a 2009 speech to the American Medical Association, President Obama told the audience that the current payment system “...is a model that has taken the pursuit of medicine from a profession—a calling—to a business....” He then added (quite correctly) that: “You did not enter this profession to be bean-counters and paper-pushers.” Only those of us who are lucky enough to have worked in healthcare can really appreciate the truth and irony in this. Politicians increasingly control the flow of healthcare dollars without the burden of a Hippocratic Oath to “do no harm.” Doctors are therefore naturally suspicious of a political figure telling them “not to worry about” the evils of money. As Kin Hubbard once observed, “When a fellow says, ‘It ain’t the money but the principle of the thing,’ it’s the money.” Ayn Rand put it even more strongly when she said: “Run for your life from any man who tells you that money is evil. That sentence is the leper’s bell of an approaching looter.”


3. Where Does All Our Money Go?
“I was walking down Fifth Avenue today and I found a wallet, and I was gonna keep it, rather than return it, but I thought: Well, if I lost a hundred and fifty dollars, how would I feel? And I realized I would want to be taught a lesson.”
—Emo Philips
Given that we spend more than twice what other developed countries spend on healthcare without achieving substantially better results, what is sucking up all that cash? There are only four possibilities:
	We’re buying far more healthcare goods and services than our friends in other developed countries.
	The healthcare goods and services that we’re buying cost more here than they do elsewhere.
	Much of the money spent on “healthcare” is actually being spent on things that don’t actually improve health, such as administration, overhead, and inefficient business practices—and at a much higher rate than elsewhere.
	Some combination of the above.

Determining which of these is the case is crucial if we’re going to be able to reduce spending and/or improve the type and level of care provided. Identifying the source of excess spending will also show whose monetary ox is likely to be gored by attempts to improve the system. Our ability to eliminate waste in the system and improve the value received for our healthcare dollar is going to be directly proportional to the wastefulness of the expenditure and its political vulnerability. Of these two, the level of political protection has the bigger impact on whether the problem will be solved.
When we follow the money, the golden rule that governs healthcare behavior is a simple one:
In a regulated free-market system, whatever healthcare activities and strategies are most profitable and are not prohibited or discouraged by laws or regulation are the activities that will occur. This will happen regardless of the overall impact of these activities on the actual health and welfare of patients and their families. Moreover, this rule applies to all participants within the healthcare system, including patients, families, and government itself, as well as vendors and providers of healthcare goods and services.
In other words, whether you’re talking about insurers, the government, drug makers or other vendors, healthcare providers, or even patients, people are most highly motivated by their own bottom lines.
Ignoring this rule is the most serious mistake that any of us can possibly make in the course of evaluating and setting healthcare policy. Unfortunately it happens all the time—most frequently to academics, think tanks, public interest groups, and pundits. Because they are typically unfamiliar with (or even philosophically opposed to) the business of healthcare, these groups universally attempt to dictate methods and behaviors instead of creating an environment that will inherently produce the desired results through economic self-interest. The usual result is that their efforts are often wasted or even backfire. (We’ll see a number of examples of this in later chapters.)
Perhaps the best gauge of the importance of money in healthcare is the amount that is spent on political lobbying. In the year 2000, healthcare officially became the largest lobby in Washington, spending more than any other industry to influence government policy and legislation. Healthcare lobbyists and contributors spent nearly $400 million in 2010, more than lobbying for traditional powerhouses such as agriculture, communications, and defense. It’s estimated that more than 7,000 registered Washington lobbyists were actively promoting various healthcare-related agendas. That’s 13 lobbyists for each one of the 535 members of Congress.1
That kind of spending means that the stakes are high. Where is all the money going, and how can the efficiency of the system be improved?
Exactly What Are We Buying?
It’s not strange that we spend a lot of money on healthcare. To a great extent, healthcare services are a luxury item. (This might seem odd, but humans survived for hundreds of thousands of years without effective hospitals, doctors, or drugs. In fact, many people on Earth still do. Most medical problems will get better over time regardless of whether they’re treated.) On the other hand, everyone who can afford to buy more healthcare, does. The more you make as a country, the more you spend. In fact, about 90% of healthcare spending can be predicted based upon the level of national income.
Even so, the United States is an outlier. We spend almost twice as much per capita than average for a developed country, and 50% more than the next highest spender. Something that we’re doing or buying is setting us apart. What are we spending all that money on? Figure 3.1 shows the “official” view of the way our healthcare dollars are spent, based upon U.S. government statistics. Let’s take a closer look at the quantities and prices of each of the larger and more important components.
Figure 3.1. U.S. Healthcare Spending Distribution by Category, 2008
From: California Healthcare Foundation. “Health Care Costs 101.” April 2010.
(http://www.chcf.org/~/media/Files/PDF/H/HealthCareCosts10.pdf)2

Hospital Care
Although hospital care accounts for the largest single use of our healthcare dollars, we actually use hospitals considerably less than most other developed countries. Not only do we have fewer admissions, but we’re excellent at getting people out of the hospital once they’ve been admitted. The average length of U.S. hospital stays is the same as the OECD average, although for some conditions such as heart attacks and childbirth, we have some of the shortest stays in the developed world. A hospital stay for a heart attack is just about half as long as in the United States as in the top ten developed countries. We discharge our mothers in less than two hospital days after they give birth, compared with the OECD average of 3.6 days.
The bizarre thing about this is that while our hospital utilization is low, our total hospital costs per capita are actually the fourth highest in the entire OECD.3 This suggests that the average U.S. hospital visit is either far more “intense” than is usually the case in other countries, (that is, each hospitalization uses far more goods and services), or that the price we’re paying for hospital services is much higher in the United States.
The data regarding intensity seems to be mixed. It’s certainly true that the trend in America has been to do everything possible on an outpatient basis—ranging from plastic surgery to removing gallbladders. As a result, most of us need to be pretty sick to make it into the hospital and stay there for any length of time. We’re first in the world with respect to performing hospital-based heart surgery, and well above the average for organ transplants and Caesarean section childbirth. But in certain other hospital operations, such as hip replacement, the United States tends to be below the OECD average. And there is at least as much variability in the intensity of hospitalization between different parts of the United States as there is between the United States and the world. At least one study looking at hospitals in the United States and Canada suggests that, at least as of 1987, there did not appear to be much difference in the level of clinical services and resources used by Canadian and U.S. hospitals for their respective admissions.4 A different study from 1993 estimated that resource use in the United States was actually about 24% higher in the United States when compared with Canada.5
The circumstances surrounding hospital prices seem to be far clearer. While direct cost comparisons between countries are notoriously tough to make, several studies of selected procedures are pretty consistent. The same hospital visit costs a lot more in the United States than in Canada—the only developed country for which direct comparisons are readily available. Let’s look at two specific examples: hip surgery and the repair of abdominal aortic aneurysms.
The nice thing about formal comparison studies is that they tend to control for factors such as the procedure, age and physical condition of the patients, complications, outcomes, and so on. This lets us more directly compare costs and prices. Table 3.1 summarizes the results of these two studies.
Table 3.1. Canada Versus U.S. Hospital Procedure Cost Comparison

These differences are quite extraordinary, especially when you consider that each group received essentially the same procedures with the same results. The difference in overhead costs is particularly astonishing. Americans are often paying almost as much for administration costs alone as Canadians are paying for all their hospital expenses.
But perhaps hospitals are a special case? We’ve seen that America has fewer hospital beds, acute care bed days, and shorter hospital stays per capita on average than other developed countries. Perhaps our higher hospital costs are part of a strategy that does a great job of delivering more, less expensive services on an outpatient basis? The past 20 years have seen a massive nationwide effort to minimize hospital days in an effort to reduce costs. The average length of stay decreased 24%, from 7.35 days per admission in 1980, to 5.6 days in 2004. Perhaps the savings are realized elsewhere in the system?
Pharmaceuticals
Making good use of pharmaceuticals is one way of getting people out of hospitals and keeping them out. Medications can relieve pain, increase mobility, shorten the course of infections, improve the control of severe chronic diseases, and even turn certain deadly cancers into chronic outpatient conditions. It’s interesting to note that, unlike other forms of healthcare consumption in developed countries, access to medicine actually has a measurable impact on overall life expectancy in later life.* Statistically speaking, doubling pharmaceutical expenditures in developed countries would increase life expectancy at age 40 by about 2 percent, and life expectancy at 60 by roughly 4 percent.8 And while pharmaceuticals make up only about 10% of U.S. healthcare spending, their ubiquity, importance, and high cost gives them a high profile.
For our purposes, the question is what role demand and/or price of drugs might play in driving U.S. healthcare costs unsustainably higher. First, let’s take a look at how much we spend for drugs compared with everyone else. Our first point of reference is Figure 3.2.
* Beyond a certain point, adding more healthcare services such as hospitalization and physician visits produces diminishing returns. In less-developed countries, the greatest determinant of health and well-being is the availability of sanitation and clean water. Only after these needs are met does investment in other healthcare services become economically worthwhile. In most of the OECD countries (and the U.S. in particular), hospitalization and other healthcare services have already had their greatest impact on overall mortality—adding more has relatively little effect. Demographics are one reason: The elderly use far more hospital and physician services, but they have fewer years of life left to save. On average, people older than 65 spend about four times more than those under 65, and much of that is spent right at the end. In 2006, about 25% of Medicare’s budget went to patients in their last year of life.
Figure 3.2. Pharmaceutical Spending per Capita, 2004
From: Peterson CL, Burton R. “U.S. Healthcare Spending: Comparison with Other OECD Countries.” CRS Report for Congress, September 17, 2007.

Notes: Amounts are adjusted using U.S. dollar purchasing power parities, and are based on estimates and/or earlier years for 16 countries for Canada, Denmark, France, Iceland, Luxembourg, Portugal, Spain, Sweden, and Switzerland, amounts are 2004 estimates; for Belgium (estimate), Japan (estimate), and the Slovak Republic, the numbers are from 2003; for the Czech Republic, Hungary, and the Netherlands, amounts are from 2002; and for Turkey, amounts are 2000. Recent data are available only for 28 of the 30 OECD countries.
By now it should be no surprise that the United States leads the way when it comes to spending. Americans spend more on drugs than anyone else, and about twice the OECD average. But why? Do we use twice as much?
To tell the truth, it’s hard to say. It’s extremely difficult to compare the true consumption of pharmaceuticals between countries for a variety of reasons. For one thing, many of the medications sold worldwide are simply not the same. Different products might share active ingredients, but the dosages, packaging, routes of administration, and combinations can and do vary enormously from country to country. And in addition to prescription medications, there is the over-the-counter market. While it might seem strange to equate Bengay and Ex-Lax with heart medication and cancer drugs, a substantial number of drugs that start out as prescription-only eventually end up being sold over-the-counter. Nonsteroidal anti-inflammatory drugs such as Advil and Aleve, antihistamines such as Claritin, and antifungals such as Lotrimin have all taken this route. Another important consideration is the high degree of variation in practice patterns and prescribing preferences. Physicians in some countries rely heavily on older drugs that may be less effective, but are more familiar and less expensive.
Despite these limitations, we can compare consumption of a limited number of medications that share active ingredients. Figure 3.3 does this for a broad set of drugs used to treat cardiovascular disease and stroke in 12 OECD countries.9,† This is a good starting place because cardiovascular disease (especially heart attacks and strokes) happens to be the leading cause of death in most developed countries. In this graph, “DDD” stands for “defined daily dose,” which is a way of comparing formulations of the same drug that might not be exactly equivalent. Measuring the DDD per 1,000 people is an indication of what percentage of the population is using a given drug (or in this case, class of drugs). This particular chart classifies all the cardiovascular drugs measured by the study by whether they are “older” drugs that have been around for many years, and thus many have large numbers of generics available, and “newer” drugs—many of which may still be under patent protection.
† The 12 OECD countries included in the study were Canada, France, Germany, Italy, Japan, The Netherlands, New Zealand, Spain, Sweden, Switzerland, the United Kingdom, and the United States. Study data was available for the years 1989, 1991, 1993, 1995, 1997, and 1999.
Figure 3.3. Cardiovascular Drug Consumption As a Function of Total Health Spending, 1997
From: Dickson M, Jacobzone S. “Pharmaceutical Use and Expenditures for Cardiovascular Disease and Stroke: A Study of 12 OECD Countries.” OECD Health Working Papers No. 1 (2003).10

Note: Older therapies, R2=0.0% Newer therapies R2=30.7%
What we see here is that the United States seems to be an average consumer with respect to older generic medications, but a relatively early adopter with respect to newer drugs. On a per capita basis, we’re not the highest user of drugs in either category.
The trendline shows that countries that spend more of their GDP on healthcare seem to consume more new drugs compared to their peers. In contrast, per capita consumption of generic drugs is relatively unaffected by the level of healthcare spending. In economic terms, older drugs are treated like necessities, such as basic food or shelter. Beyond a certain point their consumption by rich people and poor people simply isn’t that different. In contrast, new drugs behave like luxury goods. Those with higher healthcare budgets tend to buy more of them—presumably to take advantage of the additional benefits they offer.
However, the United States does stand out when you look at very new drugs—those less than two years old. U.S. consumption of recent entrants into the healthcare marketplace (defined as drugs sold for less than two years) is at least double than that of any country except Germany, even if our total per capita consumption of all drugs is not appreciably higher.
The bottom line is that the United States buys more brand-name drugs sooner than other countries, even though its total consumption of medication is not unusually high.
So are we paying more or less for our pharmaceuticals than everyone else?
Logic dictates that if U.S. drug consumption is not excessive and yet we’re paying more per capita for drugs than anyone else in the world, our drug prices are higher. As it turns out, that’s only partly true. Except for Japan, the United States does indeed pay more for wholesale, single-manufacturer, on-patent drugs than a sample of eight other developed countries. However, the flip side is that we actually pay substantially less than most of the other countries for generic and nonprescription drugs, as shown in Figure 3.4.‡ Patients in all the eight countries listed pay more for OTC medications than the United States, with most paying over twice as much.11
‡ The distinction between wholesale and retail prices here is an important one, because it does not take into account any administrative or overhead costs that could dramatically increase the cost of a drug to consumers before they get they hands on it. In fact, it’s perfectly possible that a drug that is inexpensive at the wholesale level could become very costly at the retail level after the costs of distribution, profit, and overhead are taken into account.
Figure 3.4. Price Indexes: Brand Name, Generic, and Over-The-Counter Drugs. Manufacturer Prices Relative to U.S. Prices, Adjusted for U.S. Market Discounts, 2005 (U.S. Prices Index Equals 1.00)
Data from: Danzon PM, Furukawa MF. “International Prices and Availability of Pharmaceuticals in 2005.” Health Affairs (2008); 27(1): 221-233.12

Given that new medications are expensive and generics are cheap (at least in the United States), the relevant question for healthcare spending then becomes, what do we use most of? If the majority of our medications are generic and over-the-counter, then on average the current healthcare system is producing good value for the money. In fact, the system might be expected to provide better value over time as more and more drugs go off patent. On the other hand, if the majority of our consumption is in brand-name, patented medications, we are paying a high near-term price for our comparative lack of drug price regulation.§ One way to determine where American consumers stand in the balance is to look at the relative proportions of brand-name and generic medications sold versus the relative share of costs that they incur. Newer patented medications make up a little less than half of all the doses taken in the United States, but account for more than 80% of spending on the medications surveyed.13 In contrast, generics make up nearly 60% of the total volume, but represent less than 20% of the money spent. It’s easy to see why insurers try to force the use of generic drugs wherever they can, but the real question is, are we getting good value for our healthcare dollars spent on pharmaceuticals? To a large extent, our abundant use of new drugs is a matter of societal preference rather than a matter of medical “right” or “wrong.” Other countries have other preferences and pricing structures. How do we compare apples to apples?
§ Exactly why new medications are comparatively expensive and generics are cheap in the United States (and vice versa elsewhere) is an interesting question. Danzon et al. point out that this a market response to price regulation. Countries that heavily regulate the price of new medications (such as France, Italy, and Japan) might be successful at keeping the initial price relatively low, but these same low prices discourage others from coming into the market with competing products when patent protection expires. In contrast, the high initial prices in the U.S. market give potential makers of generic substitutes a powerful financial incentive to enter the market. After a number of generics are available, the price of the drug tends to decrease rapidly as a result of competition between multiple manufacturers. The data support this theory. Countries that heavily regulate drug prices do have far fewer makers of generic drugs in their marketplaces for any particular medication, and pay substantially higher prices for the generics that are available. Thus, the initial pain of high prices in the near-term paves the way for lower prices over the long-term.
The answer is to try to determine what a typical basket of medicine (based on the U.S. proportions of new and generic drugs) would cost in other developed countries. This is shown in Figure 3.5.
Figure 3.5. Comparative Wholesale Cost of a Proportional Basket of 249 New and Generic Drugs Costing $100 in the United States
Data from: Danzon PM, Furukawa MF. “Prices and Availability of Pharmaceuticals: Evidence from Nine Countries.” Health Affairs (2003); Web Exclusive W3, 29 October 2003: 521-536, and Peterson CL, Burton R. “U.S. Healthcare Spending: Comparison with Other OECD Countries.” CRS Report for Congress, September 17, 2007.14

What we see is that, on average, Americans pay about $18 more for a $100 basket of drugs than our OECD counterparts, and about $35 more than the average Canadian. This is quite a bit of money, but to put things in perspective, we should compare this excess to the total that we spend on healthcare each year. Pharmaceuticals make up about 10% of U.S. healthcare spending, or about $200 billion annually. An 18% reduction in price would save $36 billion per year, or $118 per American per year. This is quite a bit of money in hard economic times, but only 1.8% of the total healthcare budget. To put it in perspective, total U.S. healthcare spending is expected to increase by $146 billion between 2010 and 2011. Bringing drug spending down to the non-U.S. average would reduce that increase by just 25%. While helpful, it’s hardly enough to make a huge difference in the big picture. We can certainly work on more efficient pricing for pharmaceuticals, but the real savings will have to be found elsewhere. Perhaps in outpatient care?
Outpatient Care
It’s fair to say that the United States does indeed have an outpatient-oriented approach to healthcare. As shown in Figure 3.6, a full 44% of our healthcare dollars are spent on outpatient services, compared with just 27% for inpatient services. Only Sweden does more on an outpatient basis. This is largely a result of moving procedures out of the hospital and into outpatient facilities such as imaging centers, surgery centers, dialysis centers, and even cardiology catheterization labs. Between 1986 and 2006, the percentage of U.S. healthcare spending devoted to hospital care fell from 37% to 31%. The percentage devoted to outpatient care rose slightly, while prescription drug spending rose from 5% to 10% of the total.
Figure 3.6. Inpatient Versus Outpatient Services as a Percentage of Total Healthcare Spending
Data from: Anderson GF, Frogner BK, Reinhardt UE. “Health Spending in OECD Countries in 2004: An Update.” Health Affairs (2007); 26(5): 1481-1489.15

It’s widely assumed that this trend has greatly improved the safety, efficiency, and cost-effectiveness of the healthcare services we receive. In many respects, this makes good sense. Hospitals are full of sick people and drug-resistant bacteria, and they’re just about the last place that you’d want to send patients with problems that could be diagnosed and treated elsewhere. And, as we’ve seen, hospitals also have high fixed overhead expenses. We’d like to see an American outpatient healthcare industry that is lean, efficient, and low-cost, with a high capacity for handling large numbers of patients.
But the actual situation is a bit different than one might expect. Oddly enough, the United States seems to use fewer actual resources to manage its outpatients than the average country. We have fewer physicians, and fewer doctor visits per capita than all but 6 of 30 OECD members. In fact, at only 3.9 doctor visits per person per year, the United States actually has one of the lowest rates of physician utilization within the developed world.16 The average number of annual doctor visits per person in Canada, Germany, and Japan are 6.1, 7.3, and 13.8, respectively.
Despite this comparatively low rate of visitation, the United States still managed to spend well over twice as much per capita on outpatient care as its next nearest OECD member (Figure 3.7). How is this possible?
Figure 3.7. Annual Per Capita Spending on Healthcare and Outpatient Services in Developed Countries
Data from: Anderson GF, Frogner BK, Reinhardt UE. “Health Spending in OECD Countries in 2004: An Update.” Health Affairs (2007); 26(5): 1481-1489.17

That’s easy. As it happens, we pay higher prices for services in this area of healthcare as well. In 1985, physician fee schedules in the United States were anywhere from 150% to more than 300% of those charged in Canada (Table 3.2).
Table 3.2. U.S. Versus Canada Physicians’ Fees, 1985**

** Along with consultations, evaluation and management (or “E & M” procedures, as they are known in medical jargon) are the bread and butter of what we think of as the average doctor visit. E&M procedures consist of visits in which the patient presents to the clinic and the healthcare provider takes a history, does a physical exam, and then evaluates all the information and formulates an action plan. Consultations are similar in nature, but are usually one-time events requested by another doctor.
One might expect that this meant that U.S. doctors were making a killing. But the peculiar thing is that the actual net income of U.S. doctors in the study was only 35% higher than that of their Canadian counterparts. The remainder of the money mysteriously “disappeared.”
More recent data comparing charges with income across countries is scarce, but show an even more pronounced result. Take a look at the selective and unweighted list of procedure costs from 1992-93 in Table 3.3. This particular list is flawed by not including the generally lower-paying and more common evaluation and management procedures. Nevertheless, the common procedures that are listed are far more expensive in the United States. In fact, in 1993 the overall ratio of U.S. to Canadian fees in the list is almost triple the ratio seen in 1985. Does this mean that American doctors became fabulously rich within that same period of time?
Table 3.3. Comparison of Procedure Charges in the United States and Canada—Early 1990s


It’s a serious question, but to any healthcare provider living through this period, the thought is laughable. The early 1990s marked the end of a golden age in medicine for physicians—financially, politically, socially, and psychologically. It was a time marked by the growth of HMOs, managed care, “capitation,” a loss of practice independence, and the perceived loss of financial control over their futures. These years marked the first time that many American doctors began to question their decision to go into medicine. Most doctors and nurses in America are not poor by any means, but their salaries are not unusually high by the standards of developed countries. Adjusted for inflation, the real income of U.S. physicians has actually been declining over the past fifteen years. Table 3.4 describes the trend in real income for U.S. physicians between 1995 and 2003, and compares it with corresponding changes in the income of other professionals and technical workers. As you can see, doctors have done far worse in that interval than their nonmedical counterparts, while the number of hours spent seeing patients actually increased during that same period.
Table 3.4. Physicians’ Net Income from Practice of Medicine and Percent Change, 1995-2003

Table 3.5 shows how U.S. professional salaries compared with those in the rest of the world as of 2004. Skilled healthcare professionals often represent some of the most energetic and best educated workers in any country. As a result, they typically command a premium in the overall labor market. Expressing the premium as a multiple of per capita gross domestic product (GDP) provides a way of comparing the value that societies place upon physicians across countries.
Table 3.5. Average Compensation of Certain Healthcare Professionals, 2004 (Dollars in U.S. Purchasing Power Parities)‡‡

‡‡ Notes: Sorted by specialists’ compensation. Amounts are adjusted using U.S. dollar purchasing power parities. Amounts from previous years are trended up to 2004 dollars using the annualized Bureau of Labor Statistics Employment Cost Index for wages and salaries of health services workers in private industry. It is not known whether wage growth in health professions in other countries was similar to that in the United States. Amounts are from previous years for 10 countries: data for Australia, Canada, Denmark (for specialists and nurses), Finland (for nurses), and the Netherlands are from 2003; data for Belgium (for specialists), Denmark (for general practitioners), New Zealand (for nurses), and Sweden are from 2002; data for Switzerland and the United States (for specialists and general practitioners) are from 2001; and data for Belgium (for general practitioners) and the United States (for nurses) are from 2000. Ratios of salaries to GDP per capita reflect the year the data was collected and are not adjusted for inflation. For countries that have both self-employed and salaried professionals in a given field, the amount presented here is the higher of the two salaries. Four countries have both salaried and self-employed specialists: the Czech Republic (where compensation is $29,484 for salaried and $34,852 for selfemployed specialists), Greece ($67,119 and $64,782), the Netherlands ($130,911 and $252,727), and the United States ($170,300 and $229,500). One country has both salaried and self-employed general practitioners: in the United States, salaried general practitioners earn $134,600, compared with $154,200 if self-employed. All nurses are salaried among this data. Recent data are available only for 21 of the 30 OECD countries.
As you can see, U.S. physician specialists, general practitioners, and nurses are all in the top tier with respect to GDP ratio. However, with respect to Canada (which was our initial point of net salary compensation for 1985), the physician salary ratio 20 years later is only slightly higher—1.43 for specialists and 1.51 for general practice physicians. But if physician charges in the United States were roughly six times higher than the equivalent fees in Canada for the same period, what happened to the rest of that money?
This seemingly simple question holds the key to what is wrong with American healthcare today.


4. Into Thin Air
“A child of five would understand this. Send someone to fetch a child of five.”
—Groucho Marx
The fact is that about one-quarter of our hard-earned healthcare dollars simply vanish into thin air, and they disappear without providing a single medical good or service. Following these dollars often leads to bizarre and counter-intuitive findings. The common denominator among all of them is an American healthcare system that is unplanned, highly fragmented, and running counter to common sense. It’s making us pay more than we should for everything from routine checkups to brain surgery. How charges are set and medical bills are paid are classic examples of how this can happen.
How Much Is That Surgery in the Window?
Prices matter. Neither markets nor businesses work well without efficient and transparent pricing. Rational pricing is the basis of comparison shopping for consumers, sales forecasting for businesses, and financial planning for those funding the purchases. Most importantly, rational pricing allows us to make the best possible use of scarce healthcare resources. If the prices that consumers see are set too low, they will tend to overuse healthcare goods and services. If the price that they see is too high, they’ll fail to get enough care early. When prices are set properly, physicians and others are willing and able to maximize the level of services they provide, while patients optimize the amount of care received.
So here’s a puzzle. If you ask the average American doctor how much he’ll actually be paid for seeing a given patient, the odds are that he’ll have no idea. And if you’re a patient who is willing and able to pay cash on the barrelhead for services that day, the odds are that you’ll pay a far higher price—while generating fewer actual costs—than anyone else in the waiting room. None of this is efficient or makes much sense. Here’s how it works.
Pricing for healthcare services begins with “fees.” Fees are the prices that hospitals, providers and others officially set for providing their goods and services. Normally these providers would set their prices at a level that covers their expenses plus a reasonable profit. Good business practices would normally have them discount their services for customers paying cash. Cash customers require less paperwork, reduce billing expense, and optimize cash flow—a key requirement for a healthy business. But American providers are not really allowed to do any of these things. Instead, they’re forced to respond to a bizarre set of controls and incentives crafted by public and private insurance.
No health insurance company—especially Medicare and Medicaid—ever actually pays the full fee on any bill submitted by a well-run medical practice. Instead, each company will only pay the lesser of the amount of the bill submitted, or a pre-set amount that the insurance company has determined in advance that it will pay. These amounts differ with every insurance company. For example, for a given procedure, one company might pay $75, another $55, a third $50, and a fourth $45. As a result, any rational clinic will set its “usual and customary” fees to be higher than the highest amount paid by any insurance company. It knows that those prices will be discounted down by every insurance company, anyway. Setting their prices lower would only leave money on the table that some insurance company would have gladly paid. Thus, if the true cost of the procedure is $50 including overhead and collection expenses, any rational provider will set his fee to be higher than $75. This will allow him to collect the full amount from insurers #1, #2, and #3, and provide a margin for future discounting by new insurance plans that appear upon the scene. On the other hand, any economically rational provider will decline to see patients covered by insurer #4. To do so would mean losing money and jeopardizing the viability of his practice. No one can stay in business long by consistently losing money.
But what if a patient wants to pay cash, or has to pay cash because they don’t have insurance? What will they pay?
Unfortunately, someone paying cash will have to pay the full posted fee and often cannot be granted any discounts. This is because insurance companies interpret any discounts given to individuals (which is to say, anyone but another insurance company) as being a reduction in the “usual and customary” charges. This means that the next time insurance companies “negotiate” rates with the discounting doctor; each insurer will reduce their allowed reimbursement still further.* The result will be a “death spiral” of price cutting that will rapidly drive most providers out of business.
* This is because each insurer expects that its own rates will be discounted a certain percentage from the “usual and customary” fee. No insurer ever expects to pay full price, no matter how low the fee.
Remember insurance company #4—the one that was only willing to pay $45 for the procedure that costs at least $50 to perform? Surely it would make sense for patients that it insures to be allowed to pay the difference between what the provider is willing to accept and what the insurer is willing to pay? Although its insurance coverage would not be complete, at least the charges to the patient would be lower than would otherwise be the case. And the only alternative would be to not allow the patient to receive the services at all.
As it happens, that’s not allowed either, at least if the insurance in question is Medicare or Medicaid. Medicare and Medicaid rules specifically forbid providers from charging the patient anything more for procedures than Medicare and Medicaid cover, even if the insurance reimbursement is inadequate to cover the provider’s costs. This is hardly a hypothetical scenario. As shown in Figure 4.1, it’s actually quite common for both Medicare and Medicaid to pay considerably less than the actual cost of treatment.
Figure 4.1. Hospital Payment-to-Cost Comparison, 1980-2006
From: “Community Hospital Payment-to-Cost Ratios, by Source of Revenue, 1980-2007,” Kaiser Fast Facts, The Henry J. Kaiser Family Foundation, September 2009.1

Note: Payment-to-cost ratios show the degree to which payments from each payer cover the costs of treating its patients. They cannot be used to compare payment levels across payers, however, because the service mix and intensity vary, Data are for community hospitals. Medicaid includes Medicaid Disproportionate Share payments.
The magnitude of these insurance company “discounts” can vary wildly—ranging from just a few percent of what would be a “normal” fee determined by a free market, to more than 70%.† All this illustrates one reason why charges for U.S. procedures grew so much compared to Canadian charges, as seen in Figure 3.11 in Chapter 3, “Where Does All Our Money Go?” Our system of pricing healthcare goods and services is defective. American doctors can charge anything they want, but in reality their prices are “make believe”—at least for health insurers. In contrast, centrally administered single-payer insurance systems such as Canada’s typically pay 100% of a set fee, and doctors set their own charges to match. This difference explains much of the “charge ratio inflation” that occurred between 1985 and the early 1990s. As money becomes tighter and insurance companies become more restrictive, the discrepancy between charges and collections grows larger over time. So, artificial pricing accounts for some of the difference in the charge-to-income differential. But there is a second and more important reason: the astonishing growth of nonclinical expenses in American healthcare.
† Obviously, accepting payment that is below your costs is irrational for any business. One inevitable result of underpayment is that doctors simply have to stop accepting new patients with insurance plans that do not provide adequate payment. This is increasingly common for Medicare and Medicaid, who are the current kings of underpayment. In many cases Medicaid’s payment for lab tests and other procedures is well below the cost of materials and reagents alone. According to a March 2008 Medical Group Management Association survey of practices, 24% of private medical clinics have already begun to refuse or limit access for Medicare patients. Forty-six percent of practices said that they would begin doing so if Medicare reimbursement rates were cut still further. The situation for Medicaid is far worse because it pays even less than Medicare.
Paying More for Less
In recent years, more and more of the revenue collected by U.S. healthcare facilities ends up paying for costs that have nothing to do with providing actual healthcare goods and services: things such as administration, billing, documentation, and the cost of complying with thousands of rules and regulations. This escalating overhead ends up being built into the fees of doctors and hospitals each year, but doesn’t add a penny to their salaries or profits.
Calculating a “true” administrative overhead rate for outpatient practices nationwide is difficult. First, there are well over a million healthcare providers in the United States, including physicians, physician assistants, nurse practitioners, dentists, podiatrists, chiropractors, therapists, and others. Performing valid financial surveys on such a large and diverse population is rarely, if ever, done. Second, practice conditions vary wildly—from solo independent practices to huge medical groups, private HMOs, and government facilities. This makes accounting comparisons extremely difficult. Third, it’s often difficult to account for the true cost of “administration and overhead” when providers perform so many different tasks in a given day. Nevertheless, one study did attempt to quantify these costs as of the year 2000. The results are shown in Figure 4.2.
Figure 4.2. Estimate of Medical Practice Administrative Costs
Data from: Kahn JG, Kronick R, Kreger M, and Gans DN. “The Cost of Health Insurance Administration in California: Estimates for Insurers, Physicians, and Hospitals.” Health Affairs (2005); 24(6): 1629-1639.

As you can see, between 20–27% of every dollar collected by the outpatient clinics surveyed in 2000 went to purely administrative overhead, with much higher rates being prevalent in multi-specialty and primary care practices. Note that these numbers are for administrative expenses only, and specifically do not include the other costs that we might normally think of as overhead, such as rent, utilities, clinical staff salaries, transportation, and so on. When these costs are included, nonclinical costs as a percentage of revenue can easily climb higher 50%—especially in smaller practices, where overhead costs are not spread across a large number of providers.‡ Billing and insurance-related expenses alone accounted for about 12–15% of gross revenue in 2000.
‡ The total practice overhead rate for a typical family practitioner (including clinical staff), is about 60%.
These numbers are pretty high, but can’t be interpreted in isolation. An international point of comparison is needed, and again we’ll turn to Canada. Current data comparing nonclinical expense rates between countries is extremely difficult to obtain, but the data that does exist is quite plain. As shown in Figure 4.3, while the number of outpatient medical practitioners in the United States per million of population increased by just 27.4% between 1971 and 1986, the number of healthcare administrators and managers increased by 136%. Over the same period of time, the number of Canadian practitioners increased by 40%, while the number of administrators increased by 67.2%.
Figure 4.3. Comparative Increase in Administrators and Clinicians in the United States and Canada Between 1971 and 1986
Data from: Himmelstein DU, Lewontin JP, Woolhandler S. “Who Administers? Who Cares? Medical Administrative and Clinical Employment in the United States and Canada.” American Journal of Public Health (1996); 86: 172-78.3

Another way of looking at the same data is to compare the ratio of outpatient administrators to practitioners. In 1971, the United States had about three administrators for every four practitioners. Just 15 years later, there were almost five and a half administrators for every four practitioners. As healthcare researchers Himmelstein, Lewontin, and Woolhandler wrote in 1996:
Twenty-seven percent of U.S. medical care workers do mostly paperwork. If the United States duplicated Canada’s 1986 staffing patterns, the country’s hospitals and outpatient facilities would require 1,407,000 fewer clerks and managers.4
That was more than fifteen years ago. Today there are far more administrators than ever before, both in absolute numbers and as a proportion of the healthcare workforce. Figure 4.4 goes beyond outpatient care and graphs the growth in total U.S. medical administrative personnel, compared to the growth in physicians between 1968 and 1993. According to the Bureau of Labor Statistics, in 2010 there were more than “4.5 million” Americans employed in healthcare management and administrative support.5 In contrast, there were only about 820,000 clinically active physicians—more than a 5:1 ratio of administrators to doctors!
Figure 4.4. Growth in Full-Time Medical Personnel in the United States—1968-1993
Data from: Himmelstein DU, Lewontin JP, Woolhandler S. “Who Administers? Who Cares? Medical Administrative and Clinical Employment in the United States and Canada.” American Journal of Public Health (1996); 86: 172-78.2

Amazingly enough, even these numbers still significantly underestimate the real number of nonclinical jobs in the U.S. healthcare system as a whole. They fail to include the growing ranks of workers dedicated to setting up and maintaining ever more sophisticated computer and information technology (IT) networks. They exclude more than 926,000 additional people in the United States who work for life and health insurance companies, more than 724,000 employees of insurance brokers and consulting firms, and tens of thousands working in corporate health benefits departments and the corporate headquarters of hundreds of supporting companies. Most importantly, these statistics neglect the fact that clinical personnel themselves are being forced to spend more and more time and money on paperwork, computer work, and administrative tasks each year.
The financial impact is best summarized by a comparison of the cost of healthcare administration in the United States and Canada published by Woolhandler et al. in 2003. The results are summarized in Table 4.1.
Table 4.1. Comparison of Administrative Cost in the United States and Canada, 1999

In 1999, healthcare administration costs in the United States were at least $294.3 billion. Total per capita healthcare spending has increased by almost 100% since then, while administration-related costs are rising even faster. This means that the total bill for healthcare administrative overhead in 2010 was more than $600 billion.
If we were to simply reduce our per capita spending on healthcare administration to the Canadian level, we would save well over $225 billion in healthcare spending every year.§ By now it should be obvious that the major component of disappearing revenue for American healthcare providers is the incredibly high cost of U.S. healthcare overhead and administration. The magnitude of this expense is so large that it’s almost difficult to appreciate. However, here is just one example: There are currently about 50 million uninsured people in the United States. In 2009, the average annual premium for an employer health plan covering a family of four averaged about $13,375, or $3,344 per person. At this rate, insuring all 50 million uninsured Americans would cost slightly more than $167 billion annually. Reducing per capita healthcare administration costs to Canadian levels would buy coverage for all of them, and still leave almost $60 billion to spare.** As Thomas Sowell put it: “It is amazing that people who think we cannot afford to pay for doctors, hospitals, and medication somehow think that we can afford to pay for doctors, hospitals, medication, and a government bureaucracy to administer it.”
§ The careful reader will have noticed that these data regarding administrative costs don’t appear to match the percentage of healthcare spending for administration, shown as being 7% of the total in Figure 3.1. This is because the administrative cost in Figure 3.1 includes only the direct administrative expenses allocated to the Medicare program, plus the profits of private insurance companies. Why these lower numbers, rather than the actual cost of administration and similar nonclinical expenses, are repeatedly cited in federal government statistics is a mystery.
** Of course, there would actually be more to spare than this. If we assume that even 10% of the reduction in administration costs works its way into lower insurance premiums, the cost of coverage would fall to only $150 billion annually, leaving $75 billion unused. This is almost half the amount spent by Americans on prescription drugs each year.
Is Change Allowed?
In economist jargon, a situation in which one person’s gain is another’s loss is called a “zero sum” situation, or a “zero sum game.” A situation in which both parties to a deal are better off and no one is made worse off is called a “positive sum game.” As you can imagine, positive sum games are relatively rare in life and highly sought after. In healthcare, a positive sum result means that no one has to accept a reduction in care to provide benefits to others; access to medications doesn’t have to be curtailed to cover the cost of preventive care; benefits for seniors don’t have to be pitted against the livelihoods of their doctors; and neither taxes nor insurance premiums have to rise to cover millions of uninsured Americans.
Realizing that huge numbers of healthcare dollars are being wasted on nonclinical expenses presents an unparalleled “positive sum” opportunity. We’re already spending plenty of money for healthcare; it’s just that we’re not spending it on the right things. If we can find a way (or ways) in which to reallocate much of the money that we spend from nonclinical to clinical resources, we really could have the best healthcare system in the world. But are we going to be allowed to? Unfortunately, this is a political rather than a scientific question. Scientific questions can always be answered by the application of logic, observation, and experimentation. Political interests can easily ignore observations, twist logic, and decry even the most rational efforts to make a bad situation better. As we’ve seen from the dollars spent on lobbying and each election year’s political campaigns, healthcare is nothing if not highly politicized.
For the right kind of politician with the right motives, the inefficiency sprinkled through the system could be a godsend. A form of political beatification awaits the men and women who are willing to reallocate resources currently wasted on healthcare transaction processing and current business practices—and do so successfully. They can insure the uninsured without having to raise taxes, help care for children without forcing providers out of business, and fix Medicare and Medicaid without impoverishing future generations or selling out senior citizens. And it’s not even necessary to destroy the system that we currently have in order to save it. In theory, these goals can be accomplished without resorting to shopworn calls for a single-payer system, socialized medicine, mandating electronic medical records, or the dozens of other buzzword action items that are topics of campaign stump speeches, think tank white papers, and partisan editorial columns. Exactly what steps can be taken immediately, and how, is the subject of subsequent chapters.
But that hardly means that changing things for the better is a foregone conclusion, or that any improvements will ever be made. Both thinking and changing things are hard work, and changing anything is always a potentially risky course of action. There are clearly vested interests to be considered. This administrative overhead did not appear spontaneously: It was deliberately created by parties who believe that it benefits them in some way. And now there are roughly five million people whose jobs consist of actually doing all of this paperwork rather than providing care. Change will cost some of them their jobs, even though new and far more productive jobs will clearly be created by diverting our resources to improving the health of the population.
Perhaps the only salvation and consolation for the political risk-takers in the healthcare world is that the whole thing is going to implode anyway, and soon, if nothing is done. In early 2008, Geoff Colvin at Fortune Magazine laid out the stark financial future of Medicare in an article called “The $34 Trillion Problem.” Little has changed since then, despite major elections and the passage of the Patient Protection and Affordable Care Act (PPACA) of 2010:
Cash flow for Medicare Part A, the part that pays hospitalization expenses for seniors, is already negative. The PPACA increased taxes to help make up for this, but it also greatly expanded Medicaid and legislated many new healthcare subsidies. The new tax receipts can’t cover both. According to the Congressional Budget Office, this money “cannot be set aside to pay for future Medicare spending and, at the same time, pay for current spending on other parts of the legislation or on other programs...8
An aging population and new benefits created by the PPACA mean that Medicaid and Social Security will eat up ever-larger amounts of GDP. As Colvin explains:
The federal budget has averaged about 18% of GDP over the past several decades. If that average holds and if the rules of our social insurance programs don’t change, then by 2070, when today’s kids are retiring, Medicare, Medicaid, and Social Security will consume the entire federal budget, with Medicare taking by far the largest share. No Army, no Navy, no Education Department—just those three programs.9
The bipartisan Committee for A Responsible Federal Budget has found that the government’s own projections of future Medicare “savings” are highly unrealistic. This means that Medicare’s finances will deteriorate much faster than official estimates suggest.10
The bottom line is that, “...if Medicare were accounted for like a company pension fund, it would be underfunded by over $34 trillion.”11
Even the most oblivious presidential administrations will have a hard time sweeping $34 trillion under the rug. (The entire gross domestic product of the United States was $15 trillion in 2010.) And despite the fact that Medicaid programs nationwide are in even worse shape than Medicare, the 2010 healthcare “reform” law will make 16 million more Americans eligible for Medicaid benefits. Drastic reductions in these programs—along with the hopelessly escalating cost of health insurance coverage in the private sector—will produce tens of millions of unhappy voters. There is an excellent chance that the healthcare system as we know it will collapse, with providers dropping Medicare and Medicaid completely, being forced to insist on cash payment for services, and giving up on more restrictive private insurance plans as well. Either that, or they’ll simply quit and do something else less stressful and expensive. It will be nearly impossible for Medicare and Medicaid patients to find doctors willing to take them on. Political heads will finally, deservedly and brutally, roll.
The rest of this book is devoted to understanding where the current healthcare system has gone wrong, and to solving the problems. The bad news is that there is a great deal that is fundamentally wrong. The good news is that the problems are consistent, logical, and easily remedied without spending large additional amounts of money or interfering with the doctor-patient relationship. In fact, as we’ll see, fixing these problems will leave patients, providers, the U.S. economy, and those politicians who really want to be part of the solution, much better off than they’ve ever been before.


5. The Healthcare Machine
“Dealing with complexity is an inefficient and unnecessary waste of time, attention, and mental energy. There is never any justification for things being complex when they could be simple.”
—Edward de Bono
The healthcare system in the United States has become an absurdly complex machine. There is no inherent reason that it has to be, nor did anyone consciously design it to be that way. If American providers worked on a straight cash basis and with far less regulation (as do attorneys, accountants, and other professionals), there is no question that the American healthcare system would be relatively simple and far less expensive.
Let’s be clear: Excessive complexity in any important area of human activity is generally a bad thing. Excessive complexity is a corrosive force in society and human interactions. Social and business systems that become too complex are inefficient, difficult and expensive to maintain, and prone to corruption. Examples are easy to find. Complex tax codes rapidly become littered with loopholes and contradictions. The presence of these loopholes supports armies of attorneys and magnifies the cost of compliance and enforcement. This makes taxation far more expensive and less efficient—producing fewer dollars per unit of labor and diverting the resources of businesses and individuals from productive uses to tax avoidance.
Highly complex social codes such as casteism, theocracy, and feudalism tend to limit the mobility and utilization of human resources. Because of their limitations on business and social interaction, rigidly complex social structures have to expend a substantial amount of resources on the maintenance of tradition, superstition, religious beliefs, and fear of punishment to remain intact. And it’s no coincidence that economic markets operate best when the transactions are simple, transparent, and easily understandable. Stock and commodity markets may be susceptible to bull and bear markets and the occasional bubble, but large-scale corruption requires introducing the complexity of junk bonds or bundled mortgage instruments.
Another danger of complexity is that it is easily used as a smokescreen by those whose actions may make little or no social, ethical, medical, or economic sense. In this case, complexity becomes a type of camouflage. This approach to hiding things is frequently used when specific areas of interest can’t be kept overtly secret. In the natural world, complexity of color or pattern is the basis for the types of camouflage that hide tigers, leopards and military vehicles. In the worlds of law, economics, and bureaucracy, complexity often becomes the basis for discouraging investigation or evading pursuit:
• Money laundering uses a large number of transactions and complex webs of accounts in many different locations to obfuscate both the source and use of illicit funds. Tax cheats use similar mechanisms, in addition to taking advantage of the tax code itself.1 Hiding money by the use of large numbers of complex transactions was unnecessary when Swiss numbered accounts were confidential and could truly be kept secret.
• A common strategy to forestall legal discovery is to produce so many documents and so much information that the relevant elements are lost in the clutter.
• In bureaucracies, complexity can be intentional or unintentional, but it almost always leads to less efficient and more secretive processes that are prone to abuse. Department of Defense acquisition and purchasing activities are an excellent example.2
With this as a background, it is important to separate the complexity of healthcare as a science from the complexity of healthcare as a business. Natural biological systems are inherently complex, and the application of medical science is therefore inherently complex as well. As we’ll see later, the very complexity of medical science and clinical medicine makes it particularly difficult to treat patients by using administratively mandated processes.
On the other hand, there is nothing inherently complex about seeing a patient in the office, sending blood to a laboratory for analysis, or billing for an office visit. The business of healthcare could be pretty simple if we allowed it to be. Instead, we’ve made the business of healthcare complicated with our own peculiar implementations of rules, regulations, federalism, and insurance.
Exactly what is it that’s so special and so dysfunctional about the healthcare system we’ve created that it creates vast amounts of overhead for everyone? One useful way of thinking about the American healthcare system and visualizing the dysfunction is to imagine it as a complex machine. Not a particularly modern machine filled with computers and electronic parts, but instead, a complicated mechanical device filled with nothing but cogs, gears, and moving parts.
Millions of Moving Parts
At its core, modern healthcare in the United States is, and always will be, a mechanical process. The wheels of healthcare turn based upon human encounters and their ability to engage other gears in the process of care. To illustrate this, we’ll begin with an example of a single patient visiting a doctor for a common problem—in this case, for a routine checkup that results in some common tests and referrals.
One useful way to represent this type of medical encounter is shown in Figure 5.1, in which each of the parties involved in various aspects of the visit are represented by cogwheels or gears that turn based upon their interactions with other elements of the healthcare system.
Figure 5.1. Interactions Resulting from a Single Routine Patient Visit

The events portrayed in Figure 5.1 initially seem fairly simple:
	A patient schedules an appointment and sees her primary care provider for a routine health checkup.
	In the course of the visit, her doctor finds that she has a high blood sugar level and symptoms suggesting a diagnosis of diabetes. As a result, he orders lab tests, prescribes a medication, and arranges a referral so that the patient can see a specialist. However, the referral also has to be approved by the patient’s insurance company (this is called a “prior authorization”).
	In addition to collecting the patient’s insurance co-pay, the primary care doctor must also thoroughly document the visit and submit the visit information to his billing office. In turn, the billing office generates a claim that will be submitted to the patient’s specific insurer.

Thus, a single visit by this relatively healthy patient generated at least seven different interactions between eight different entities. For the sake of clarity, we will call these interactions “healthcare transactions.” A healthcare transaction can be a patient visit, an order to dispense medication in the form of a prescription, an order for a lab test, or the submission of a billing claim to an insurance company. The next step in the process is for the patient to engage in a completely new set of transactions with each of the separate entities to which she has been referred. This is shown in Figure 5.2.
Figure 5.2. Additional Patient Encounters Based on the Initial Visit

Here we see that, in the course of turning the wheels of healthcare interactions, a single patient visiting a clinical lab, a pharmacy, and a specialist will generate no less than nine additional transactions among eight different entities including the patient: one each with the lab, pharmacy and specialist, another between those entities and their billing offices, and one more between each of the three billing offices and the patient’s insurer. It’s easy to see that these transactions will continue to multiply every time our patient requires tests, therapy, x-rays, medical equipment, hospitalization, and anything else required for diagnosis or therapy. We also need to understand that the picture that we’ve created thus far is, by necessity, simplistic. A more realistic diagram would have to include the possibility of dozens of additional gears representing therapists, hospitals, purveyors of durable medical equipment, nursing homes, government agencies and regulators, medical boards, and a host of others.
The casual observer might think that, although a bit cumbersome, the number and types of healthcare transactions aren’t much different from those that take place in many other industries. After all, lots of businesses require the skill and input of a large number of different vendors. Building a house can require the coordination of architects, excavators, concrete and brick masons, carpenters, roofers, painters, and many others. Is healthcare really more complex?
In fact, it is. The problem is one of scale and variability.
Unlike a builder, who can select a few trusted vendors and business partners based upon experience, confidence, and profitability, the average doctor must work with dozens of different insurers, laboratories, pharmacies, imaging centers, and others, in addition to thousands of patients. Although the information required by most of these vendors is generally the same, the forms and paperwork required by each is rarely if ever standardized. Moreover, one insurer might require that all the tests for its patients be sent to one set of labs, pharmacies, and imaging centers, while other insurers specify completely different sets. For all practical purposes each provider faces hundreds or thousands of rigidly customized transactions each day. Economies of scale do not exist. Instead of the machine seen by the patient in Figure 5.2, each provider sees a machine that looks far more like that in Figure 5.3.
Figure 5.3. A Morning’s Worth of Healthcare Transactions as Seen by a Primary Care Provider

The number of wheels that a given provider has to turn grows rapidly as a function of the number of patients, insurers, labs, specialists and other healthcare entities brought into the equation. The speed with which these gears accumulate can be astonishing. If we include not only physicians, but also podiatrists, physician assistants, nurse practitioners, therapists, and others, there are more than one million health care providers in the United States. There are tens of thousands of clinical labs, pharmacies, imaging centers and other vendors. Lording over all of them are 1,300 private health insurance companies, plus Medicare, Medicaid and TRICARE—each with its own different rules and foibles.3
It should be obvious that the healthcare business machine we’ve created has millions of moving parts and tens of millions of possible transaction combinations. Each of these parts is required to mesh with hundreds of other parts each and every day—many of which have different interfaces and expectations. Every encounter and every piece of data collected and distributed among each of the relevant parties represents a separate healthcare business transaction. In aggregate, these transactions number in the tens of billions. In 2006, there were 964 million visits by patients to outpatient physician offices alone, with an additional 102 million visits to hospital outpatient departments. At least one medication was prescribed during seven out of every ten of these visits. The result is that nearly 3.5 billion retail prescriptions were filled at pharmacies in 2007.4 Each one of these prescriptions involved interactions between patients, clinicians, pharmacies, and insurers, as well as labs, imaging centers, and a host of other cogs in the healthcare machine.
The situation is complicated still further by the way just about all healthcare vendors are paid for their services. Rather than being paid directly by the consumer, almost 88% of healthcare payments come from third parties who have had no direct participation in the healthcare transaction. What this means in practice is that every healthcare encounter is guaranteed to generate a number of “shadow” transactions regarding issues of payment. Because none of the third parties were present in the first place, these take the form of reports describing what happened, when, where, and why. Still more transactions are generated when these same third parties ask for more information, report back what they chose to pay, what the vendor must cover, and what the patient still owes to all the parties involved. It is difficult to imagine a structure that would generate more transactions—and thus more revolutions of the machine—than the current model.
All this work requires energy. In the case of a healthcare provider, energy takes the form of time and money needed to deal with all of these transactions. In machine terms, this time and money is consumed by work, grit, and friction within the system. The work component occurs when things go right, and is what we think of as efficient healthcare delivery. The grit and friction components consist of a range of problems that prevent the work component from being carried out quickly, easily, and efficiently. Characterizing, localizing, and understanding how and where grit and friction occurs in the healthcare marketplace is one of the most important aspects of any effort to reform the U.S. healthcare system.
To continue with the mechanistic analogy, we can identify three specific elements that have a direct effect on our healthcare machine’s ability to operate:
	The sheer number of wheels that must be turned to deliver and pay for healthcare services. Requiring health care providers to turn more wheels requires more shifting of gears—a time when energy is lost and no actual care is being transferred into the system—and more energy to turn all those wheels than would otherwise be the case. Dealing with many insurers, pharmacies, and clinical laboratories is inherently more time-consuming and complex than dealing with just a few, especially if none of their paperwork and procedures are standardized.
	“Sand” dumped into the gears. Many parts of our healthcare system are susceptible to jamming from the outside. The introduction of foreign bodies into the moving parts can throw entire parts of the machine out of kilter, dramatically increase the cost of getting things done, and cause many parts of the machine (especially healthcare providers) to fail and leave the system entirely. Examples include the sudden introduction of disruptive, expensive, and time-consuming technologies, such as computerized medical records, elaborate “pay-for-performance” schemes, or having “guidelines of care” mandated by regulators. Oddly enough, one of the most important sources of sand in the parts is the government itself.
	Friction in the system. Friction represents the transfer of scarce time and energy from the provision of healthcare services to a wide variety of miscellaneous tasks. Doctors deal with friction all the time in the form of preauthorization requests, inappropriate denials of tests or treatments, and the need to fill out the same paperwork multiple times.

By now it should be obvious that these elements are metaphorical correlates of inefficiency and administrative overhead within our healthcare system. They’re important because we’ve identified excess overhead as being a primary cause of the high cost and poor performance of U.S. healthcare relative to the resources put into it. Accordingly, most of the rest of this book will be devoted to identifying examples of each element, its causes, and realistic remedies.
But before we can do so, one final task remains. We have to understand the basic internal workings of several key elements of our healthcare system. How these entities function internally dictates what makes them spin and how they interact with the wheels around them.


6. How and Why They Spin: Inside Key Wheels
“God made man to go by motives, and he will not go without them, any more than a boat without steam or a balloon without gas.”
—Henry Ward Beecher
While there are millions of gears in America’s healthcare machine, four types stand out as being the most important politically and economically. Indeed, from the perspective of the cost and efficiency of healthcare, no other wheels even come close. These four entities are doctors and other healthcare providers, health insurers, government, and patients.
The contents of this chapter help explain why the entire machine behaves in what might seem to be an illogical and irrational fashion. It is often difficult for the average person to understand why different components of the healthcare system might be at odds. After all, we are taught from an early age that doctors are here to cure us, insurance companies are created to protect us, and the government is supposed to look after its citizens. How then is it possible for some or all of these missions to be at odds? The answer lies in the fact that the business model behind an economic entity can sometimes require it to take actions that would otherwise be contrary to its mission statement.
Doctors and Other Healthcare Providers*
* We will be using “healthcare providers” as a general term to represent all people within the healthcare system whose primary function is to care for patients. In practice, healthcare providers are numerous and diverse, ranging from highly specialized surgeons to home health providers. From a system perspective, the most important healthcare providers are those whose job requires them to make decisions about resource use. Physicians are the most important providers in this regard.
Doctors are the most important medical component of any healthcare system. There are about 820,000 active physicians in the United States. About one-third of these are generalists and two-thirds are specialists.† Collectively they influence about 80% of all healthcare spending. Relatively little of that money goes to them, however. In aggregate, physician and clinical services only account for 21% of all healthcare expenditures, or $448 billion in 2006.1 Instead, physicians account for the vast majority of healthcare spending via the decisions they make and transactions they initiate. Those decisions and transactions account for most everything we experience as patients—from what tests will be ordered, to surgeries or therapies to be performed, whether and what hospitals will be used, which other providers will see patients, what drugs will be used, and how often we’ll return for visits. The long, expensive and often arduous education and training that doctors go through makes them better qualified than anyone else to know whether and which transactions should be performed on behalf of a given patient. This does not mean that patients, families, insurers, administrators, or governments necessarily listen to physicians or do what doctors recommend. The situation is far more complex than that. Nevertheless, physicians as a group are terribly important to any healthcare analysis, and they generally behave in rational and predictable ways.
† “Generalists” are usually considered to be physicians practicing family practice, general medicine, and general pediatrics. Everyone else is considered to be a specialist.
As we saw in Figure 3.11, most doctors in the United States make more money than the average person, but generally less than or equal to the money made by the CEO of a small business.‡ Whether U.S. physicians deserve all the money they make is a common question. On one hand, the salary of the prototypical general practitioner is 3.4 times the median household income, and that of the average specialist is 4.8 times higher. On the other hand, training a physician requires a substantial amount of time, money, and dedication—including an undergraduate degree, four years of medical school, and then an additional three to seven years of internship and residency training. The average U.S. physician will be nearly thirty years old before entering the workforce as a fully qualified practitioner. By that time, 86.7% of them will have outstanding educational loans, with an average debt of $129,943.
‡ According to Salary.com’s 2007 Annual Small Business Executive Compensation Survey, the national median salary for a small-business CEO is $233,500. For a company with 500 to 5,000 employees, the average CEO salary is $500,000. For companies with more than 5,000 employees, the number increased to $849,375.
The combination of a shorter-than-average working life, higher-than-average educational debt, long training times, and declining job satisfaction suggest that high salaries are needed to train and keep good providers around. However, real physician income in the United States has been declining steadily since 1995.2 From 2004 to 2006 alone, physicians’ real income after inflation fell an average of 7.1%, despite seeing more patients.3 This inflation-adjusted decline is in contrast to dramatic increases in both medical inflation and smaller increases in the wages of nonmedical professionals. Physician income is clearly not the cause of escalating healthcare costs in the United States.
Regardless of salary levels, there is a relative shortage of physicians in the United States; a shortage that is guaranteed to get much worse as a result of the PPACA. One reason for the shortage is that all this training is relatively scarce and expensive. Estimates are that it costs about $250,000 to train a medical student, and then at least $110,000 per year to train a resident physician. This cost, plus the fact that the number of training positions is regulated by government and academia rather than market forces, means that the United States has fewer physicians per capita than the majority of economically developed countries: only 2.4 per 1,000 population, compared to an OECD average of 3.0 per 1,000 population. From 1980 to 2000, the yearly number of American medical school graduates remained unchanged at about 16,000, while the population as a whole increased by 71 million. As is the case with much of the U.S. economy, imports—in this case, of doctors—made up much of the difference. In 2005, “international medical graduates” (that is, foreign-trained doctors) made up 25.3% of practicing physicians in the United States.
The shortage is particularly severe—and getting worse each year—with respect to primary care physicians. These include family practitioners, internal medicine physicians, general pediatricians, and obstetricians, who serve as the primary care providers for pregnant women. Although the Government Accountability Office (GAO) reported that the supply of primary care physicians actually grew at a rate of about 1% per year between 1995 and 2006, this figure is deceptive.4 The GAO counted the total number of providers training in specific residency programs required for primary care—internal medicine, family medicine, and pediatrics—but did not take the additional step of determining whether these providers actually intended to enter general practice. In fact, the number of U.S. medical school graduates going into family practice declined by more than half from 1997 to 2005. In 2006, only 13% of first-year internal medicine residents said that they intended to pursue general practice.5
While the shortage of primary care physicians in the United States might seem like a minor problem now, it will become increasingly serious over the next ten years. When Massachusetts adopted its own law making healthcare coverage universal (the law that the 2010 “Obamacare” law is based upon), the average wait for a primary care appointment rose from 33 to 52 days almost immediately.6 Only half of the general internists were taking new patients at all. Practices closed to new patients are already becoming more common nationwide, especially for those with poor insurance coverage. In 2008, 45% of providers in Oregon had closed their practices to new Medicare patients.7 In the long term, the trend will be made substantially worse by the aging of the U.S. population. The American College of Physicians estimates that 40% more primary care physicians will be needed as a result of the aging population by 2020.
So we know that doctors are relatively scarce, hard and expensive to train, and are an essential key to most of the healthcare transactions that occur each day. Losing or discouraging them would probably be a bad thing. What do we know about they way they think and behave economically?
Physician Economics and Motivation
About half of the physicians in this country are small businessmen. Based upon surveys by the American Medical Association, the majority of medical practices in the United States are small—employing 10 or fewer physicians. The remaining clinicians work for larger clinics and institutions such as Kaiser Permanente, the Veterans Administration (VA), the military, medical schools and hospitals, and group practices. Collectively, small practices account for about 50% of all clinically active physicians nationwide, but have a disproportionately large impact on healthcare as a whole. That’s because small and independent practices handle the majority of private-pay patients in all parts of the country. In doing so, they have far more discretion with respect to what drugs will be used, what labs will be tapped and which additional resources will be devoted to any given case than their institutional counterparts in the military, VA, or health maintenance organizations (HMOs) such as Kaiser.
Because they are businessmen, physicians react to financial incentives and disincentives in a rational way based upon how they affect net income. Probably the easiest way to think of a medical practice is as a small factory or production line, with clinical data as the raw input, the physician’s time used as the processing tool, and clinical decisions leading to additional healthcare transactions as the output. In Figure 6.1, the things that doctors do are shown by the boxes labeled with bold type.
Figure 6.1. Production Process in a Medical Practice

As you can see, doctors basically use their time to gather and process information from a wide variety of sources, and produce two billable types of output: (1) a clinical evaluation in which decisions dictate further actions; and/or (2) surgeries or other procedures that may or may not be done on the same visit. The only useful inventory any physician has is his or her time, exactly like attorneys, accountants, and business consultants of all types. However, unlike other professionals, doctors are not paid for their time on an hourly basis. Instead, they’re paid quite differently, according to a concept called “procedures.”
Procedures were invented as a way of bundling most or all the tasks associated with an episode of care into one flat fee. This structure is particularly convenient for two groups. The first is insurers, who can predetermine what any particular type of visit will cost them simply by fixing the price they’ll pay. This method allows both the individual and cumulative cost of nearly all surgeries or other invasive procedures to be predicted with some reliability. Paying for procedures also allows insurance companies to offload the risk of many procedures onto doctors by a process called “bundling.” A simple example of bundling is for an insurance company to say that it will pay a single fee for a specific surgery and all follow-up care associated with that procedure. If the patient develops a complication as a result of the surgery and must be seen multiple times, bundling forces the doctor to see the patient and manage those complications on his own dime. Because all surgeries are associated with a known risk of complication, this strategy allows the insurer to transfer the risk of caring for the complication to the provider.
The second group is a subset of doctors, including surgeons and radiologists, who perform procedures that are only loosely related to time. These specialists can, under certain circumstances, work quickly and churn out many procedures per day. This “crank-’em-out” option is not available to primary care doctors or those in the so-called “cognitive” specialties. These doctors must spend a substantial amount of time actually interacting with patients as a part of what they do. For these physicians, the value of a “procedure” is based mostly upon the time spent with the patient and the perceived complexity of the medical problem. A given doctor can see fewer sicker patients or more healthier patients and receive roughly the same compensation.
Although it might seem as if valuing office visits of different lengths as procedures is equivalent to providing doctors with an hourly rate, there are some key differences in how doctors are paid when compared to other professionals. As you can see in Table 6.1, the financial anatomy of a doctor’s visit is quite different from that of, for example, a visit to an attorney. Whereas attorneys and other professionals are paid for each and every use of their time, physicians are paid only for certain uses of their time.
Table 6.1. Comparison of Payment for Various Activities Performed by Physicians and Attorneys

Thus while time is money for everyone, a substantial portion of the time that doctors spend in the office is essentially uncompensated. The impact of these differences is actually quite important in the scheme of healthcare delivery, and its effects can be seen every day in the operation of clinics, as piles of prescriptions, lab requisitions, and referrals are processed.
Clearly the most sensitive and economically destructive use of physician time is performing administrative tasks that have little or nothing to do with actual patient care. Not only are physicians small business owners, but their personal time and skills are the only source of income for their business, and the only source of care for their customers—patients. Any unnecessary administrative burden on clinicians costs them money and deprives society of a scarce resource. As we’ll see, this is a major source of healthcare cost inefficiency.
Health Insurers
There are two major sources of health insurance in the United States: private health insurance companies, and government agencies, such as Medicare and Medicaid. Private insurance has been the basis of U.S. healthcare coverage for the past 90 years, with the federal government only entering the picture in the 1960s. As a result, the vast majority of Americans are covered through private insurance. About 171 million Americans had private healthcare coverage in 2006, with about 158 million of them obtaining insurance through their workplace. This compares with 43 million Medicare enrollees, 36 million covered by Medicaid, and 44 million Americans with no insurance coverage at all in that year.8
Private health insurers hold sway over the lives of patients, providers, and payers as a result of the sheer numbers that they insure. Medicare and Medicaid exercise enormous influence because their policies are backed by the force and power of the federal government.
Private and public insurers differ considerably with respect to how they work as businesses. We’ll look at their business structure first, and then compare their similarities and differences as actors on the healthcare stage.
Private Insurers
Private insurers are either for-profit companies such as Aetna and Metropolitan Life, or nonprofit entities such as some of the Blue Cross/Blue Shield organizations. For all practical purposes, there is little or no difference between the two. For-profit and nonprofit insurers operate under the same business conditions and behave in exactly the same way with respect to their customers, patients, and providers. In the case of health insurance, being “nonprofit” is strictly a tax status rather than a business plan.
In theory, the business of private insurance is fairly simple. Like casinos, insurers basically engage in a legalized form of gambling. Insurers take the other side of a bet that their customer wishes to place. In the case of health insurance, insurance companies are willing to bet that: (1) a whole group of policyholders won’t all get sick at the same time; and (2) that the regular bets placed by their customers (in the form of premium payments) will more than cover whatever payouts do have to be made when illnesses do occur. Like “the house” in a casino, each insurance company has to weight the odds in its own favor if this mechanism is to work and a profit is to be made. And like casinos, health insurers make money in two ways. The first is by collecting “bets” (in this case, insurance premiums). The second is by investing the cash reserves that the companies must keep on hand in order to pay out when luck turns against the house. The business basis of any private insurer—including health insurers—is shown in Figure 6.2.
Figure 6.2. The Basic Insurance Business Model

There are several key elements that an insurance company can and must control if it’s going to make a profit. First, it can decide whose bet it will take, and whose it won’t. Just as known professional gamblers and card counters aren’t welcome in casinos because of the likelihood that they will cost the house money, people who are likely to receive more in medical benefits than they pay in premiums will be turned away by any insurance company allowed to do so. The selection of who an insurance company will and will not insure is a powerful tool wielded by the medical underwriting department of each insurer.
Second, an insurer can limit the amount that it pays out by adjusting the conditions under which it pays out its losses. This is similar to a casino adjusting both the amount and odds of the payout on a slot machine.
Third, both insurers and casinos can enhance or diminish their returns with the quality of their investment decisions. Whereas investment income is a secondary source of income for most businesses, it’s a major source of revenue for casinos, insurers, and other businesses that are required to keep large amounts of cash on hand at all times.
Of course, the comparison of an insurance company with a casino has its limitations. First, casinos have the benefit of knowing the exact mathematically determined odds for every bet they take. Dice, cards, roulette wheels, and slot machines don’t have the ability to influence their own outcomes, as people often do with their health. People can and do affect their own health in dozens of ways, from diet and exercise to taking (or not taking) medications and engaging in risky behavior. Second, living organisms show great variability in their susceptibility and response to illness. Even the best efforts to screen out high-risk individuals can be foiled by accidentally covering customers with a few bad genes. Third, there is the problem of “moral hazard,” in which relatively young and healthy people will avoid having to pay for healthcare insurance, while sicker individuals eagerly seek coverage. Fourth, new federal regulations will require insurance companies to write policies for anyone, no matter what their medical problems might be. This means that many people with potentially costly conditions will be entering the system. Finally, the cost of the bets insurers need to cover is affected by changes in the price of healthcare services themselves.
These differences between insurers and casinos account for a substantial difference in the way that casinos and insurers place their bets and spend their money. Although both casinos and insurers must spend money on sales and marketing, insurers must spend far more on people whose jobs are to set premium levels and minimize losses on lost bets. This is easily seen by looking at the administration cost categories of a typical commercial insurer in Table 6.2.
Table 6.2. Administration Cost Categories for Health Insurers9

Outflows of reserve dollars that are used to pay for healthcare goods and services are called “medical losses” in the industry, and the amount of money paid out in claims as a percentage of premiums is called the “medical loss ratio” (MLR). Medical loss ratios vary considerably from company to company and from year to year. In 2007, the medical loss ratios for a sample of 15 full-service health plans in California ranged from a low of 69.4% to a high of 95.3%, with an average of 84.7%.10 Money left over after paying for medical losses is used to pay for administration and company profits. It should be obvious that, from a shareholder perspective, private insurance companies should be obsessed with minimizing medical losses. Medical losses eat up profits, and the goal of every insurance employee hoping for a year-end bonus will be to reduce them at every opportunity.
The drive to reduce medical losses is the source of much of the resentment that average people feel toward the current healthcare system. It is also the source of much of the inefficiency that is now threatening to topple the system itself. From a business perspective, it’s important to realize that the structure, function, and behavior of private insurers are an inevitable result of the business model that we’ve just reviewed. Private insurance companies might want to provide healthcare coverage to everyone and work quickly and fairly with providers, but they can’t do so and still remain competitive with their less scrupulous counterparts. To understand this, we need to look at the tools and processes that private insurers have at their disposal to stay in business and earn a profit.
Private Insurance Economics and Motivation
Health insurance companies have four basic tools for increasing revenues and minimizing losses:
• Increase premiums, thereby increasing premium revenue
• Clever investment of reserve funds to increase investment revenue
• Prevent high-risk individuals from entering their insurance pool
• Minimize the benefits provided to patients
Each of these presents a challenge to company management and the healthcare system as a whole.
Premiums
Setting prices would seem to be a relatively simple and straightforward way of ensuring adequate revenue for insurers. Unfortunately, it turns out to be very difficult to accurately predict what those premiums should be. The problem is that when premiums are fixed for the year to come, they are based upon cost information that is typically at least six months old. The result is an 18-month lag between increases and decreases in claims expenses and the time that those changes can be priced into premiums. This lag creates a regular and recurring imbalance between premiums and medical losses called the “health insurance underwriting cycle.” As shown in Figure 6.3, the health insurance underwriting cycle is characterized by a repeated pattern of several years of insurance company profitability followed by several years of losses.
Figure 6.3. Blue Cross/Blue Shield Underwriting Gains and Losses from 1965 to 2001
From: Kipp R, Cookson JP, Mattie LL. “Health Insurance Underwriting Cycle Effect on Health Plan Premiums and Profitability.” Milliman USA Report, April 10, 2003.11

The cause of the underwriting cycle is easy to understand with a good example. An excellent one is provided by Kipp, Cookson, and Mattie12, and the process can be summarized as follows:
	Health insurers have to set and publish their premium changes for each new year several months before those rates take effect. Because of the time lags involved with collecting and analyzing claims data, this means that the premium rates going into effect on January 1st will be based on data that is six months old. So if medical expenses had been rising at a rate of 5% per year, but doubled to 10% in the period from July to December of 2011, the premiums for 2012 would still increase by only 5%.
	By the time insurers get around to setting rates for 2013, they have already lost money for all of 2012 in addition to the money lost in the latter half of 2011. Based upon their recent claims experience, rates for 2013 will now be increased by the new base increase of 10%, plus an additional 8% or so to make up for the increases that should have been implemented in 2011 and 2012. This means that their new rate increase to employers and individuals for 2013 will be 18%, even though they are assuming that claims are rising at a 10% rate.
	If actual claims rates in the latter half of 2012 should rise again to 12%, the insurer is now even further behind in setting an adequate level of premiums. Eventually it will try to get ahead of the curve by raising premiums even higher than its estimates of the rate of increase in medical claims. Those paying the premiums will be horrified to see their premiums rising much faster than the perceived rate of medical inflation. They will not understand that their premiums were actually too low several years ago, and that insurers are making up for that shortfall.
	The same process will repeat itself in reverse if the rate of increase in medical claims should fall. Changes in premiums will again lag the changes occurring in medical claims by a period of several years. Premiums will be too high for a period of several years. The net result is a cycle in which insurers using time-lagged and imperfect information will tend to under- and over-charge when compared to the appropriate level of premiums.

The effect of this cycle on insurance premiums can be seen by comparing trends in the Health Cost Index with the Employment Cost Index for Health Insurance Premiums, as shown in Figure 6.4. As you can see, changes in premiums as measured by the Employment Cost Index consistently lag changes in the Health Cost by about 18 months.
Figure 6.4. Health Cost Index Versus Employment Cost Index for Health Insurance Premiums
From: Kipp R, Cookson JP, Lattie LL. “Health Insurance Underwriting Cycle Effect on Health Plan Premiums and Profitability.” Milliman USA Report, April 10, 2003.13

Because we already know that cycles are common in many types of business, why does the health insurance underwriting cycle matter with respect to controlling costs and improving the efficiency of the health care system? The problem caused by these gyrations is not any ill intent on the part of insurers, but that each cost recovery episode of the cycle places an enormous strain on every other part of the healthcare system. During each recovery period, insurers are forced to increase premiums at a rapid rate while doing everything possible to reduce exposure to risk and payouts for medical claims. The result is a general increase in friction throughout the healthcare machine. Purchasers of health insurance see sudden and rapid rate increases. Patients see higher co-pays and deductibles, more stringent screening by medical underwriting departments, and a general reduction of benefits. And providers encounter intense pressure to minimize treatment expense, more administrative hurdles, and delays in payment.
Because of the lag time between setting premiums and obtaining the cost data needed for accurate pricing, the existence of an underwriting business cycle is probably unavoidable. What is useful to consider is whether the amplitude of that cycle and the friction that it creates can be minimized. This will be one of the issues addressed when we look at solutions to the current mess.
Investment Income
It should be no surprise that insurance companies are susceptible to the same ups and downs with respect to investment as the rest of us. In good times, investment income can provide a cushion against increases in healthcare costs and help moderate the need for premium increases. On the flip side, in bad economic times, the loss of investment income will—other things being equal—cause an increase in premiums above and beyond what would normally be needed to account for medical losses alone. This is because of the need to maintain a steady level of both reserves and corporate profits. The enormous fall in asset value that occurred in 2008 and 2009 is only now being fully reflected in higher premiums. In a system that relies heavily upon businesses to pay for health insurance premiums, these increases will have an additional adverse effect on company profits, cash flow and employment, prolonging the recession.
Preventing High-Risk Individuals from Entering the Insurance Pool
One of the basic tools used by both casinos and health insurers to limit their downside risk is refusing to accept bets from people who are likely to cost them money. For private insurers, this is the job of the medical underwriting department. Prior to accepting any applicant who can be legally refused coverage, the medical underwriting department reviews the application information for evidence of pre-existing conditions, a family history of illness, or any other factor that might suggest a higher-than-average risk of future medical spending. It’s obvious that this behavior is just as rational for individual insurance companies as it is for individual casinos. The problem, of course, is that these are exactly the people who most need health insurance. To assist them in this effort, insurance companies have even asked physicians to help them ferret out patients who might otherwise slip through the screening process. In California, Blue Cross was recently taken to task for asking physicians to review the insurance applications of their patients and “immediately” report any discrepancies between their patient’s medical conditions and the information in their applications.14
What’s important for us to understand is that a noncustomer’s need for healthcare services is not the insurance company’s problem. The company’s duty is to win its bets, make money, and stay in business. Doing so requires that it avoids recruiting sick people whenever possible. It is also logical that customers who become ill be dropped from covered status as soon as possible. Doing so is the business equivalent of a casino asking a card counter to cash in her chips and leave the premises.15 It’s even possible for an insurer to claim the moral high ground as part of a program to exclude patients with medical conditions from its risk pool. Insurers can plausibly argue that it’s their responsibility to keep premiums as low as possible for its insured customers.
The tendency of commercial insurers to avoid patients with pre-existing conditions (or, better still, have them covered by a competitor) illustrates one of the major difficulties of a healthcare system based upon private insurers. From a business perspective, commercial insurance works best if one of two conditions exists. The first is if an insurance company is free to “cherry pick” its customers and drop the expensive ones. The second is if the population is universally required to have healthcare coverage and high-risk individuals are spread evenly among all private insurers. While premiums will inevitably be higher with mandated universal coverage, there is no other way to provide insurance for high-risk patients under a private insurance model.
Minimizing the Benefits Provided to Patients
Casinos have it easy compared to private insurers in their ability to refuse services to high-risk clients. Once a gambler starts to win, all any casino has to do is ask them to leave. State and federal regulations might require insurers to keep an expensive patient on the rolls for a variety of reasons, and the Patient Protection and Affordable Care Act§ (PPACA) will make it virtually impossible to drop expensive patients or limit the liabilities that they incur.
§ This is the 2,409-page 2010 healthcare law popularly known as “Obamacare.”
On the other side of the coin, health insurers have far more flexibility than casinos in determining whether and how they will pay for a given episode of care. When a roulette wheel says that it will pay 35:1 on double zero, it’s difficult to modify the payout when the ball happens to drop in the wrong slot. In contrast, health insurers possess a wide range of tools to limit both downside risk and payouts. While some of these methods are open for all to see, in his excellent book Fixing American Healthcare, Dr. Richard Fogoros accurately describes many of these tools as a form of “covert rationing.”
Some of these corrective measures are directed at the patient, while others are directed specifically at the patient’s physician. Here are some examples:
• Raising deductibles and co-pays. One advantage that insurers have is that coverage contracts typically last only for a 12 month period. At the end of this period, premiums, deductibles and co-pays are all subject to change. In some cases, this might be adequate to induce a business or individual policyholder to switch insurers.
• Limiting access to physicians. Since the popularization of “managed care” as a concept in the 1990s, most insurance companies have made use of either health maintenance organizations (HMOs) or preferred provider organizations (PPOs). This allows insurers to limit access to care in two ways. First, limiting the pool of providers improves the chances of having patients wait for scheduled appointments. Because many conditions are self-limited (or fatal) and go away on their own, this reduces the chances of a patient requiring tests and medications. Second, tying a physician population to an insurance plan—either by paying salaries directly or by controlling the supply of patients—makes it far easier to minimize payments, as described later.
• Use of drug formularies. The vast majority of people purchasing health insurance coverage are completely unaware of what medications a particular insurance plan may choose to cover. Moreover, unlike many provisions of a health policy, an insurer can choose to change its formulary at any time. Limiting access to specific medications can greatly reduce the financial impact of developing a wide variety of diseases. Removing (or failing to add) expensive medications as choices that insurance will pay for can easily save hundreds or thousands of dollars per patient per month.**
** This is no exaggeration. Patients with multiple sclerosis (MS), rheumatoid arthritis, psoriasis, and other debilitating and complex diseases of the immune system have relatively few effective drugs to choose from. Most of the newer (and more effective) agents are extremely expensive. Patients with MS on a common health plan in Portland, Oregon were recently notified that one very effective drug called Rebif (interferon beta-1a), would no longer be included in the approved formulary of drugs. Patients would have the choice of switching to drugs known to be less effective, or paying for the drug themselves. Rebif treatment currently costs more than $1,000 per month.
• Delaying payment for healthcare goods and services. Investment income is a function of three factors: the size of the reserve pool, the rate of return, and the duration of investment. Simply waiting to pay claims is a way of maximizing the latter. Delaying payment is such a tried and true business management tool for health insurers that 47 states have had to pass “prompt payment laws.” These laws limit the amount of time that insurers can delay payment on a so-called “clean claim”—a request for payment that is unambiguous and correct. Of course, laws are one thing, but enforcement is another. Texas has had to pass three separate prompt payment laws, yet payments from insurers to healthcare providers there and elsewhere still frequently stretch well beyond 45 days.†† In many states, healthcare laws are pre-empted by a federal law called the Employee Retirement Income Security Act (ERISA). ERISA does not have any sort of prompt payment provision. In many of those cases, a majority of clean and accurate claims will routinely go unpaid after 90 days.16
†† Athenahealth’s PayerView website (http://athenapayerview.com/) regularly documents the performance (good and bad) of health insurance companies with respect to delayed payments, requests for medical documentation before payment, transparency in reasons for claims denial and other factors. In 2008, New York Medicaid had the worst record for delayed payments as measured by the number of “days in accounts receivable,” at 137.3 days. The median value for all insurers included in the measure was 35.41.
There are many other ways for the creative health insurer to get around prompt payment laws. One is to simply deny that a claim was received. It’s very likely that no action will be required for at least 90 days until an inquiry is made, whereupon the insurer can simply request that the claim be resubmitted. A second technique is to request more information about the claim, such as copies of the associated medical records. Simply making a request for more information stops the clock on prompt payment laws because the insurer is entitled to determine that they are “reasonably obligated” to pay for the services rendered and that no fraud is involved. A third technique is to reject an otherwise clean claim because of minor typographical errors. All these techniques are especially effective when the rejection comes at the end of a 45-day “prompt payment” window.
• Underpaying for healthcare goods and services. The amount that an insurer is obligated to pay on a given claim is specified in an elaborate contract that each insurer has with that provider for that particular service. Because there are thousands of insurers and a given provider might have to deal with dozens or even hundreds of them, each doctor’s billing office must deal with hundreds of different contracts. This provides an opportunity for insurers to shave the payments owed to providers, and there is a high probability that they won’t be caught because the vast majority of providers don’t have sophisticated billing or accounting systems.
• Simply denying claims. Another extremely effective technique for limiting losses is to simply deny payment for claims, often based upon an interpretation of payment rules or a technicality. Many denials can be based solely upon an insurance company’s own interpretation of what it owes. Most of these denials are now computer-automated. Insurers use literally millions of rules (some of which are common to all insurers, and others that might be completely unique to a given insurer or even a given insurance policy) to match diagnoses, procedures, dates, authorizations, and a host of other factors.‡‡17 Clearly no provider is capable of knowing, much less adhering, to each of these. This imbalance has spawned an entirely new industry: “claims denial management.”
‡‡ A Wall Street Journal article on the growth of the “claims denial” industry documents these organized efforts: “Over the past decade, most insurers have adopted code-auditing software from companies such as McKesson and Ingenix. These advanced systems include several million coding rules to guard against overcharging, and are routinely updated with new rules to which claims must adhere.” It goes on to describe cases in which properly filed claims were automatically rejected by the software anyway.
It should be obvious that the claims denial management industry has nothing whatever to do with providing care. Instead, it’s entirely devoted to looking at each claim to be submitted to insurers to make sure that it passes all the tests necessary to get paid. Because these efforts try to use computers and software to anticipate and correct rules that will result in denials, the entire effort has been correctly labeled as a sort of “arms race.” The Center for Information Technology Leadership has estimated the annual cost of this computerized tug-of-war to be about $20 billion per year.§§
§§ According to Athenahealth, the worst claims denier in 2008 was Health Choice of Arizona, with an overall medical claims denial rate of 37.82%. The median value for insurers examined by Athenahealth for the same period was 8.64%. In the same survey, Wellcare of Georgia scored worst in terms of “denial transparency,” a measure of how clear it is as to why a given claim was denied, and what would have to be done to fix it. Only 63.23% of Wellcare’s denials were well explained. The survey median across all insurers for this measure was 83.11%.
• Manipulating physician incentives. If you’re covered by private insurance, the odds are that you’ve never looked at the contract that dictates whether and when they’ll pay for healthcare services. Few Americans ever do. There is an excellent chance that your policy contains a “managed care” component, such as enrollment in a Preferred Provider Organization (PPO), health maintenance organization (HMO), or Point-of-Service Plan (POS). Under these programs, the insurer can and does judge whether any particular treatment or diagnostic test meets its criteria of “medical necessity.” Its ruling on this issue usually determines whether the given treatment or test takes place. By inserting themselves directly into the healthcare process, health insurers are in a position to limit the resources used for each case if they wish. In practice, they do so both overtly and covertly.
Overt rationing is common, straightforward, and easy to understand. A primary care physician requests a referral to a specialist for a problem she doesn’t feel competent to handle, and the insurer’s referral coordinator says no. A surgeon requests permission to perform a liver transplant, and it’s denied. An endocrinologist recommends a newer drug to help manage a case of diabetes, and the drug is not covered by the formulary. Patients and providers might not like the ruling, but at least they know where they stand and can act accordingly.
Covert rationing is a completely different animal—one that is little known or understood by the general public. Dr. Richard Fogoros has written an entire book and maintains a blog on the subject of covert rationing, and is a keen observer of the subject.18 In describing the role of insurers in covert rationing, we will summarize some of his findings and observations.
Covert rationing is basically a situation in which insurers (or others) do not specifically deny access to care themselves, but coerce physicians or other healthcare providers into doing it for them.*** This coercion can take the form of positive incentives or negative incentives:
*** Covert rationing is not limited to private insurance. In its roles as a financier and regulator of healthcare services, the federal government also has a major role in covert rationing.
Example #1: “Bonus” pools. If the amount spent on patient care is less than projected, insurers can offer to share the savings with doctors. This, of course, gives those physicians a direct financial incentive to discourage their patients from consuming medical resources—either by not telling them about specific tests or treatments, or not prescribing them. This type of program is often operated by HMOs (now re-labeled “Accountable Care Organizations” (ACOs) under the PPACA), who contract with networks of independent primary care providers. The contract states that a certain amount will be paid to the doctors for their services, but that a portion of this will be withheld and paid out at the end of the year to clinicians whose average medical expenditures were below targeted levels. The extra money serves as a positive incentive for physicians to limit the cost of care wherever possible.
There is no question that these types of programs are effective in influencing physician behavior and reducing spending. A survey of primary care physicians in California found that 57% felt pressure to limit the number of referrals, and 17% believed that this pressure compromised the quality of care.19 An economic study found that these programs seemed to reduce medical utilization expenditures by about five percent.20
Example #2: Doctors can be “capitated.” Under capitation, each doctor in the managed care plan is paid a fixed amount to take care of each patient in their practice. The less each patient is seen (and the fewer resources used on their behalf), the more each physician gets to keep. This is also a positive incentive to limit the amount of care delivered.
Example #3: Doctors can be given payment contracts that forbid them from telling patients about certain treatment options. Until the late 1990s, many prominent insurers placed something called “gag clauses” into provider contracts. A gag clause is language that prohibits physicians from relaying certain types of information to patients. The primary purpose of gag clauses was to prohibit doctors from telling patients about expensive treatment options and incentives that HMOs might provide to doctors for limiting care. Although gag clauses have since been banned from organizations working with Medicare and Medicaid patients and by many state laws, they are a profound example of a negative form of covert rationing.†††
††† Interestingly enough, despite the absence of gag clauses, physicians still seem to be self-censoring what they tell patients based upon the doctor’s perception of what the insurer will allow. A survey of 720 physicians found that 31% reported deciding “not to offer a useful service to a patient because of health plan coverage rules.” (Wynia MK, VanGeest JB, Cummins DS, Wilson IB. “Do Physicians Not Offer Useful Services Because Of Coverage Restrictions?” Health Affairs (2003); 22 (4): 190-197.)
Example #4. “Peer” pressure. A universal tool currently employed by insurers is to compare clinicians with “peer groups” with respect to various aspects of their practice patterns. Doctors periodically receive letters—or even personal visits from insurance company representatives—in which their medical resource utilization is compared with an insurer-defined “peer group.” For example, a physician will be told that, of the top ten medications she prescribes, only two are generic, compared to five generic choices for her “peers.” She might then be told that she performs several expensive diagnostic procedures at a rate that is higher than other clinicians. The implication, of course, is that she is overprescribing the medications and procedures in question and should change her practice patterns accordingly.‡‡‡
‡‡‡ “Peer-pressure” comparison tactics can be quite effective in changing physician behavior, but we need to understand that this does not necessarily translate into good medical practice. The problem, of course, is that such comparisons are made without controlling for a number of important factors. First, are the patient populations being treated truly comparable? Certain specialists are often referred the toughest cases, including those in which generic treatments might have already failed. Second, generic equivalents simply do not exist for many newer drugs, and are therefore not comparable. Third, it might well be the case that the peer group is itself behind the times or is not providing optimal treatment.
Example #5: Physician “report cards.” Publishing data on the “quality” of physician performance is usually thought of as a public service meant to protect the public. However, as Dr. Fogoros has observed, what might initially seem to be a public service can also be an effective way of discouraging physician intervention in particularly expensive high-risk cases.21 His observations are based upon a study that looked at performing procedures on patients who had had heart attacks so severe that they were suffering from cardiogenic shock—a condition in which the heart is so severely damaged that it is not capable of supplying all the blood required by the body.22
New York has a system of reporting that publicizes the mortality rate of patients under the care of cardiologists and cardiovascular surgeons. This reporting does not, however, adjust the respective mortality scores of these physicians based upon the complexity of the cases they choose to treat. As a result, if you look at the treatment of high-risk cases—the cases that are most likely to result in mortality—New York heart doctors are now far more reluctant to intervene than doctors elsewhere.
Although it is unlikely that the creation of the physician-associated mortality ratings was originally intended to reduce healthcare expenses, it should be obvious that “report cards” can have important unintended consequences on physician behavior.
Self-Insured Businesses
Many larger companies self-insure, basically pooling risk among their employees, saving money to be used as reserves against claims, and acting as their own insurance agents. These businesses often employ third-party benefits administrators (TPAs) to run their health insurance operations. These TPAs are often commercial insurers. Nationwide, about 50 million Americans are currently covered by self-insured health benefits.
Self-insured operations differ from those of commercial insurers in several ways:
• Self-insured plans do not need to make a profit from their insurance operations.
• Unlike commercial insurers, self-insured plans are governed by federal laws rather than a combination of often overlapping and even conflicting state and federal laws. One important consequence is that these plans do not need to comply with state-mandated benefits regulations, and can offer the same plan across multiple states. This can dramatically reduce both the cost of benefits and administration.
• The employer is the beneficiary of investment income, rather than a third-party insurance company.
• Self-insured employers are not subject to state health insurance premium taxes. These are typically 2–3% of premiums paid.
• Employers can contract with any providers, and offer the same health plan and benefits to all of its employees regardless of locality.
• To limit their own downside risk, many employers purchase “stop-loss” insurance from commercial insurers. Stop-loss insurance is purchased to protect the business from claims beyond a given limit, (such as. $25,000), for a single incident/occurrence, or a series of occurrences that exceed a defined annual limit.
The nature of self-insured health plans vary as much the businesses themselves, with all degrees of coverage represented. The absence of a profit motive and state regulation allows this type of program to be more cost-efficient and less expensive to provide than conventional commercial insurance. They also have a great deal of flexibility with respect to the selection of covered providers, list of benefits covered, and payment terms. Many self-insured programs historically limited the risk to employers by specifying a lifetime benefit maximum for participants, as well as benefit caps for specific expensive procedures and illnesses, such as those requiring transplants.
Public Insurers
Public insurers are government institutions that provide insurance benefits to designated subsets of the general population. The most important of these are Medicare and Medicaid. Medicare was established in 1965 to provide care to those over 65 years old. Coverage for those who are disabled and under the age of 65 was added in 1972. Medicaid was likewise created in 1965, with the original intention of providing health insurance coverage to welfare recipients. Since then the Medicaid program has grown to become the predominant long-term care program for the elderly and those with disabilities, and of insurance for children in low-income families. The TRICARE program provides health insurance for military dependents.
Public insurers differ from private insurers in several important ways. Like self-insured businesses, they do not have to contend with making a profit, nor do they need to maintain specific reserve levels or comply with state insurance regulations. For the most part, public insurance funds are financed by taxes rather than premiums, although premiums and co-pays both exist for Medicare beneficiaries. Use of taxation means that public insurers are not constrained by the same types of financial constraints as commercial carriers—especially with respect to the balance between a patient’s ability to pay for premiums and co-pays and the benefits provided.
However, the most important difference between public and private insurance is that public insurers have the full weight of the government behind them. In the case of Medicare and Medicaid, this includes the power of laws made by Congress, the prosecutorial clout of U.S. attorneys, and the investigative resources of the Federal Bureau of Investigation. These powers place public insurers in a completely different league from private companies—one that can easily work its will on patients and providers through the use of carrots, sticks, and actual intimidation. Put simply, if you cross a private commercial insurer, they can cancel policies and deny payments. If you cross a public insurer, they can assess enormous financial penalties and put you in jail.
Why is this so important?
Unlike private companies whose means and motives can be readily understood in economic terms, public insurers are not only economic entities, but also instruments of political policy. The challenge to patients and providers is that political goals are inherently unpredictable. Instead of being rationally based upon the provision of care or economic criteria, political aims can vary at the whim of individuals, political parties, or interested lobbyists. Because everyone else in the healthcare system has clear motives and business needs, an arbitrary approach on the part of government—the only player with the full force and power of the state behind it—can cause serious problems for others with respect to planning, operations, and economic viability. Indeed, as we’ll see shortly, government’s lack of a thoughtful, broad-minded and consistent approach to healthcare has caused a considerable amount of friction for patients, providers, healthcare facilities, and even commercial insurers for the past 50 years.
Garnering Revenue
As with any insurer, public insurers need cash to provide benefits. In the case of Medicare and Medicaid, this cash comes from several different sources. As shown in Figure 6.5, Medicare is operated as several different programs, titled Parts A, B, C, and D.
• Part A pays for hospitalization expenses, including home health, which is partially funded under Part B.
• Part B pays for outpatient services, including physician visits, outpatient procedures, and durable medical equipment such as wheelchairs, oxygen tanks, and so on.
• Part C consists of the so-called “Medicare Advantage” plans, which is actually a program in which beneficiaries are enrolled in commercial insurance programs with Medicare basically paying the premiums. In this case, all benefits are provided by those third-party insurance programs.
• Part D is Medicare’s prescription drug benefit.
Figure 6.5. Estimated Sources of Medicare Revenue, 2010
From: The Henry J. Kaiser Family Foundation. “Medicare Fact Sheet—Medicare Spending and Financing.” August 2010.23

As you can see, the funding for each of these programs comes from a number of different sources and in different proportions. Medicaid funding is provided by a combination of state and federal taxation.
In practical terms, this means that the administrators who actually operate Medicare have little or no control over their sources of revenue. Changes in Medicare-related taxes must be made directly through Congress. Changes in premiums and patient co-pays are more flexible, but premiums account for no more than 12% of total Medicare revenue. This is clearly a problem. Increases in taxes and premiums are always politically unpopular—especially during times of economic recession. Because of this, the future of Medicare’s long-term solvency under its existing financial structure looks grim. Unless something is done to increase revenue or reduce expenses, current projections are that the Medicare Trust Fund will be exhausted by 2019.§§§
§§§ In reality, all the money earmarked for Medicare has already been spent. Medicare taxes are not held in some separate account, but are instead used to purchase U.S. government bonds. The cash is then used to pay for national defense, government salaries, overhead, and so on. Because the federal government is currently running fiscal deficits, there will be no surplus tax revenues available to buy back those bonds. The 2019 milestone simply marks the moment that the country has collectively spent more on Medicare than it has collected in taxes since the program began in 1965.
The net result is that Medicare and Medicaid administrators have little or no ability to manipulate revenue to balance their own budgets. The only tools that they have readily available are ways to minimize payouts.
Minimizing Expenditures
Public and private insurers have different constituencies and are operated by different types of people. Whereas private companies are accountable to shareholders and their executives are rated with respect to profitability, public insurers are accountable to politicians in legislatures and the executive branch. Public insurance managers are rated by two criteria: savings to taxpayers, and services delivered to patients and their families who vote.
This difference in perspective creates an important difference in the approaches taken by public and private insurers toward reducing claims-related expenditures. Private insurance executives see sick, expensive patients as a drag on earnings. If possible, eliminating those patients from the covered pool would reduce costs, increase shareholder value and maximize profits. Public insurance administrators have no choice but to retain any and all qualifying patients within their covered pool. As a result, their motivation must be to provide as much care as possible for constituents at the lowest possible cost. In real terms, this means that the savings must come from reducing payments to doctors, hospitals, and others who provide healthcare goods and services.
Minimizing Provider Outlays
Within the scope of limiting payments to providers, public insurers have different options than private carriers, partly as a result of their commitment to serving their constituents, and partly as a result of having the force of the government behind them. Unlike the case for private carriers, limiting access to providers is not an option for conventional Medicare. Medicare and Medicaid payments to providers are already so low that access to care for constituents is already a problem. There are no savings to be derived by steering patients to selected groups of providers under the conventional Medicare programs.
One option that public payers do have is to unilaterally reduce payments for healthcare services rendered to Medicare and Medicaid beneficiaries. In fact, a provision to routinely and automatically reduce provider payments was built into the laws that fund Medicare in 1998. In a bizarre twist, these provider payment reductions have been rescinded by Congress each year since 2003. The rescissions have been necessary because Medicare and Medicaid payments are already so low that they threaten the financial viability of healthcare providers. If these cuts were to actually go through, large numbers of physicians would be forced to drop Medicare and Medicaid patients entirely.
Despite (or perhaps because of) perceived political limitations on overt rationing, governments can and do take advantage of covert rationing. Government efforts to covertly ration care have traditionally tended to rely on complexity and fear rather than manipulating or withholding provider payments.**** There are two main tools that are used in this regard: regulatory complexity and fear of being caught up in a “regulatory speed trap.”
**** Although this might be changing with the growth of so-called “pay-for-performance” programs.
Covert Rationing and Public Insurers24
Covert rationing efforts undertaken by private insurers are based upon efforts to align the financial and legal interests of physicians with those of insurance companies. In many cases, this places healthcare providers in a “no-win” situation. On one hand, the historical doctor-patient relationship dictates that a physician has the patient’s best interests in mind, first and foremost. On the other hand, financial and legal pressures applied by insurers are specifically designed to force doctors into placing the interests of carriers first.
The doctor-patient relationship is built on trust. It says that our doctors can be trusted to give us, as patients, the best possible advice with respect to what would be best for us as individuals and our own health. It should be obvious that asking doctors to consider the interests of insurers over the interests of patients poisons the doctor-patient relationship. However, this is exactly what covert rationing is designed to do.††††
†††† Overt rationing does not have this same destructive effect because all the information and considerations are out in the open. Whether the American people care about the doctor-patient relationship and wish to preserve it is beyond the scope of this book. Readers are referred to The Covert Rationing blog, The Road to Hellth blog, and others.
Public insurers’ covert rationing methods are somewhat different from those in the private sector. Instead of gag clauses, capitation, and sharing pools of leftover treatment money, governments covertly ration through three methods: regulatory complexity, unfunded mandates, and “standardization.”
Beginning with just a few public health measures in the 1900s, the number and complexity of the healthcare rules and regulations imposed on healthcare providers has now outgrown their ability to handle them. A wide range of state and federal rules suck up enormous amounts of provider time and overhead. As time is the only inventory clinicians have, more time spent on administration means that less time will be spent on providing services to patients. Less time with patients yields fewer services and lower total bills. The de facto result is a rationing of care.
Another side effect of healthcare’s regulatory complexity is fear—fear of inadvertently violating the enormous number of laws and regulations that no one can possibly keep up with and that even fewer can understand. Healthcare providers routinely fear being accused of fraud or some other form of criminality—a situation that Fogoros has labeled the “regulatory speed trap”:25
	Over a long period of time, regulators promulgate a confusing array of vague, disparate, poorly worded, obscure, and mutually incompatible rules, regulations, and guidelines.
	Individuals or companies, having to provide a service despite hard-to-interpret regulations, render their own interpretations (usually with assistance from attorneys, consultants, and the regulators themselves), and act according to those interpretations.
	By their apparent concurrence with (or at least by their failure to object to) the provider’s interpretation of the rules, over time regulators allow de facto standards of behavior to become established.
	After substantial time passes, regulators reinterpret (or “clarify”) the ambiguous regulations in such a way that the de facto standards now constitute grievous violations. They typically apply these clarifications retroactively.
	Regulators aggressively prosecute the newly felonious service providers.

Any practicing clinician can testify to the fear of running afoul of government rules and regulations in their everyday lives. This fear routinely leads to under-billing for services, avoiding patient discussions of therapies that might be experimental, not covered (or covered poorly) by Medicare, over-documentation, and a general sense of paranoia when it comes to clinical care interactions.
Another important difference between private and public institutions is the government’s ability to impose unfunded mandates. Unfunded mandates are requirements that healthcare providers provide additional services at the government’s behest, but at no charge to the government. One example is the mandate regarding the provision of language interpreters. In 2000, the Center for Medicare and Medicaid Services promulgated a rule requiring healthcare providers to provide translators for patients with limited English proficiency. The healthcare providers themselves were required to pay for the interpreter services, and neither the patient nor Medicare could be billed for the translation. This immediately led to many financially impossible situations, such as one physician having to pay $237 to an interpreter for a single patient visit. The physician’s own Medicaid reimbursement for the visit amounted to only $38.26
It’s not hard to imagine that this type of economic punishment would eventually force doctors to drop Medicare and Medicaid patients entirely. In 2002, physicians were forced to pay $156.9 million of the $267.6 million spent on medical interpreter services. Facing the prospect of having their constituents lose access to medical services entirely, in 2003 Medicare issued a “guideline” that largely dropped the interpreter provision requirement from Medicare Part B, but retained it for other areas of Medicare and Medicaid.
This type of mandate would be inconceivable for private insurers because physicians would refuse to bear expenses that—in some cases—were greater than their medical collections. In a short period of time, none of their covered patients would be seen by providers. In contrast, the government’s monopoly status, huge patient base, and the authority of state gives public insurers broad leeway. It is exceedingly easy for this power to create conditions that are expensive, economically unsustainable, and highly inefficient.
For its part, standardization is widely recognized to be one of the bases of modern industry and industrial production. In many applications, standardization has produced profound efficiencies. The standardization of weights and measures makes it simple and inexpensive to compare quantities and pricing. The standardization of computer communication brought by the Internet has reduced the cost and dramatically increased the speed and quality of shared information. It is only natural to think that the standardization of clinical care might produce enormous efficiencies in the provision of healthcare services. Some standardization has, and will have, many benefits to offer patients, providers, and the healthcare system as a whole. Like anything else, however, standardization can be taken too far.
To discuss the implications of standardization for healthcare, it is once again useful to refer to the observations of Dr. Fogoros. As he points out, “standardization is virtually a synonym for industry.”
In industry, standardization is the primary means of optimizing the two essential factors in any industrial process: quality and cost.
Let’s state this formally as the Axiom of Industry: The standardization of any industrial process will improve the outcome and reduce the cost of that process.
If you had a widget-making factory, you would break your manufacturing process down into discrete, reproducible, repeatable steps and then optimize the procedures and processes necessary to accomplish each step. To further improve the quality of your finished product (or to reduce the cost of producing it), you would re-examine the steps, one by one, seeking opportunities for improvement.... The beauty in such as system is that you only have to make one change—to the process itself—and every widget that comes off the line after you make that change will be improved.
The success of standardization in industry has spawned many efforts to introduce similar processes into medicine. One example is the use of “critical pathways,” in which specific medical problems are treated according to a standard set of practices. These are often used for medical procedures such as hip or knee replacement surgery, in which the nature of the problem is elective, the scope of care is limited, and the processes involved are often mechanical. Everything from the admissions process to discharge is precisely scripted, including the questions asked, the medications given, site preparation, the way in which procedures are performed and the timing of physical therapy. Problems that seem to recur are systematically addressed, regardless of whether they are due to human or technical factors. The net result is often a progressive improvement in medical outcomes, fewer complications, shorter hospital stays and lower costs.
To the casual observer, this all seems perfect. What could possibly go wrong with such a logical and measured approach? Shouldn’t all healthcare be standardized, and isn’t it appropriate that both public and private insurers and government agencies of all types rapidly enforce this approach for every circumstance?
Unfortunately, there are several important problems that limit the utility of standardization in healthcare—and can even transform it into a tool of covert rationing and remarkable inefficiency.
First, as Dr. Fogoros has explained, not all medical processes are suitable for standardization. “The standardization tools of managed care work only when you’re dealing with a process that can be broken down into a series of predictable tasks that generate reproducible results. In other words, industrial management tools work best when the process of care is similar to the process of making widgets.”
Certain medical procedures clearly meet the criteria for standardization. Elective surgeries for hip and knee replacement have clear causes and mechanical solutions that can be broken down into a series of discrete steps. These procedures can also be reserved for otherwise healthy people admitted under controlled conditions. All these factors serve to minimize expense and potential complications.
The problem is that the vast majority of problems that doctors confront each year don’t have these nice, neat characteristics. When a new patient presents to the hospital complaining of shortness of breath, there are dozens of possible causes and courses of action to be considered. These range from heart problems to lung problems; from anemia, to growths, or foreign objects physically obstructing the airways. Correctly diagnosing and managing the problem is a highly customized process in which no two patients are alike, and no standard approach is possible. Attempting to implement standardized approaches under these circumstances is highly complex, and often does far more harm than good. In the real world, “cookbook” medicine is rarely good medicine.
Second, standardization does not always improve outcomes and reduce costs. Why? Because patients are not widgets.
If you’re a widget maker, deciding between two manufacturing processes is a matter of economics. Nobody expects you to consider the widget itself. The outcome by which you are judged has nothing to do with how many individual widgets get discarded during the manufacturing process or even the quality of the widgets that pass final inspection. Instead, it’s the bottom line: how much profit do you make with relation to whatever level of quality you put into the widget. So the quality of the widget is not necessarily maximized, instead it’s optimized, tuned to the optimal quality/cost ratio as determined by the market forces of the day....
If instead of running a widget company you’re running an HMO, the calculus is different. You’re supposed to be more interested in how things turn out for individual patients than you are in the bottom line. So an expensive process that yields a better clinical outcome is one most people (patients, at least) would expect you to use, even though it only gets you a healthier patient and doesn’t make your money back for you. A process that increases patients’ mortality rate by five percent is one you should disregard, even if it is substantially cheaper than the alternative. The clinical outcomes experienced by patients—the measure of success you’re supposed to be concerned about—might move in the same direction as costs, or in the opposite direction.27
It’s easy to see that any public insurer is going to be torn between using standardization to minimize cost, and using it to maximize health benefits to constituents. One can’t do both.
The third problem with medical standardization by public agencies is a problem that anyone who has ever dealt with government will immediately appreciate: bureaucracy.
Some standards need to last forever. Civilized life requires that we all drive on the same side of the road, use uniform measures and adhere to the same laws. But as we have just seen, many standards that can be applied to healthcare—such as critical pathways, medical guidelines and even formularies—must be living, flexible and ever-changing. Medicine should be based upon science, and that science changes as our knowledge grows over time.
In contrast, standards set by government agencies are notoriously inflexible and slow to change. Even worse, rigid standardization historically tends to stifle innovation and improvement. Guidelines and other standards promulgated by public insurers have the force and power of the state behind them. Violations and variances are, almost by definition, punishable events; otherwise insurers have no way of enforcing desired behavior and discouraging behaviors they wish to avoid. Healthcare providers who wish to maintain their licenses, income, and good standing in their professional communities will instinctively tend to toe the official line no matter what circumstances might present themselves. Second, bureaucracies are themselves notoriously slow to change. Anxious to avoid mistakes, eschewing controversy and reluctant to do anything that might have unforeseeable effects on the cost of care, their standards tend to change at a snail’s pace, if at all.
A final problem presented by mandated standards is one of politics: Namely, whose standard do you use? “Dueling” healthcare standards in healthcare are becoming increasingly common as a direct result of the importance being attached to them. As the government begins to pick winners and losers by virtue of its mandates, medical lobbying has begun to twist and distort healthcare, just as it has twisted much of the rest of government policy. Different factions of the medical establishment are now pushing to have their own guidelines accepted as the last word in patient care.28 Who is better qualified to dictate the standard for the management of attention-deficit hyperactivity disorder (ADHD) in children: pediatricians or psychiatrists? Who should determine what heart studies should be done and how they should be interpreted in ADHD patients about to begin therapy: pediatricians or cardiologists?
In the context of our current discussion, we are most interested in efficiency and the runaway cost of healthcare. Guidelines of care, critical pathways, and other managed care tools are widely seen as ways to reduce costs and increase efficiency. How is it possible for overuse and over-reliance on standards by public insurers to actually damage the economic efficiency and effectiveness of our healthcare system?
The answer is that many “standards” in healthcare rapidly make the transition from being flexible guidelines to rigid rules, regulations, and mandates. The existence and proliferation of these rules directly affects the budgets and performance of providers and insurers alike, just as well-intentioned over-regulation can destroy the viability of small businesses of all types. Regulations that add to administrative overhead are inflating the cost of every single healthcare good and service provided in the United States today:
• Standardization measures don’t implement themselves. Every guideline, critical path, and formulary requires time and money to create, disseminate, learn, and implement. The more numerous and specific they are, the more time and money is required—often diverting time and resources away from other aspects of patient care.
• Guidelines need to be maintained. Outmoded guidelines not only waste time but money and lives, as better (and sometimes less expensive) methods of care are found. Each time a guideline is altered, each of the costs incurred by its creation, dissemination, education, and implementation is repeated.
• Standards reduce clinical flexibility, and can actually incur additional costs with little or no benefit to the vast majority of people they affect. Part of this is a result of creating guidelines or other standards that simply cannot be practically implemented in the clinical setting, no matter how logical and beneficial they might be in theory.
• Standards have ways of proliferating, often beyond those relatively “widget-like” applications for which they can be most useful. Proliferating standards can overwhelm providers and their support systems.
• Under many circumstances, standards grow to become mandates. These divert resources from other elective uses that might have a much higher return on investment to the patients involved. One example is a formulary that will pay for an older, well-established, but relatively ineffective drug that is part of a treatment “standard,” but not for a newer and more effective drug that would be more cost-effective in a given patient.
The bottom line is that public insurers and other government agencies covertly ration healthcare by underpaying for services and creating so much overhead and complexity that administrative overhead simply overwhelms the actual provision of expensive healthcare services. But is covert rationing on the part of government intentional? Is it plausible that regulators and administrators periodically get together to purposely reduce the efficiency of healthcare and intimidate doctors into turning away patients with the riskiest conditions?
It simply doesn’t matter. The ultimate impact of these government initiatives is to reduce the amount of time and energy that clinicians can devote to providing actual healthcare services. Whether this occurs as the result of clever forethought or with absolutely no forethought at all, the end result is the same. The only way to stop this type of covert rationing and its adverse economic impact is to rethink any and all government healthcare regulations and limit the ways in which they are used and/or abused.
Government
Our goal in characterizing the four primary players in healthcare (physicians, commercial insurers, government, and patients) is to understand how and where they fit into the healthcare machine. We want to know their role in the overall healthcare system, what motivates them, and how they view the business of healthcare. Knowing this, we can explain the current situation and figure out where it should be possible to go from here.
While this is a relatively straightforward process for providers, insurers, and patients, the situation for government is quite different. The problem is that the roles of government (both state and federal) are so massive, varied, and pervasive that they are hard to even list, let alone fully describe. It is possible to categorize several critical areas of government interest and intervention. The extent to which these interests and activities are coordinated is an important determinant of the efficiency with which governments can meet their various goals.
We’ve already examined the motives and behaviors of the portions of government represented by public insurers such as Medicare and Medicaid. How do other branches of government exert their own influence and why?
How Government Works with Respect to Healthcare
Only two branches of government really matter for healthcare purposes—the legislative and executive branches. Let’s consider them separately.
Legislative Branch Priorities
Elected officials in America have two critical constituencies: the citizens who elect them, and the people and institutions that fund their campaigns. Legislators need them both. One important consequence of this two-pronged dependence is that each legislator will see healthcare differently depending upon exactly who’s providing their campaign financing, and the elected official’s perceived importance of contributors versus constituents.
From the perspective of constituents, the legislative ideal is to give consumers exactly the level and quality of healthcare they desire, at no cost to the government, patients, or their families. Each legislator’s desire to provide goods and services for constituents without immediate cost explains why we currently have high levels of deficit spending. The “we’ll give you this now, someone else will pay later” mentality is also a major reason as to why unfunded mandates have become increasingly common, and why the treasured ideal of employer-sponsored healthcare coverage is so completely ingrained in legislative thinking.
Of course, there is an inherent problem with providing free healthcare legislatively: in the long run, it’s economically unsustainable. Healthcare providers simply can’t work for free, and deficit spending simply forces future generations to pay for today’s healthcare at inflated prices. These constraints mean that it’s not entirely possible for legislators to work the unfettered will of patients and their families—or at least not in the long run. For legislators, the needs of constituents have to be balanced against the needs of contributors and the economic carrying capacity of healthcare providers.
Given the balance between providing unlimited services to constituents at no cost and having to maintain the financial viability of providing healthcare services, one would think that every legislator should desperately want to increase the efficiency of the healthcare system as a whole. This is not necessarily the case.
For one thing, change is hard. Change makes most people uncomfortable, including voters, contributors, and the legislators themselves. Change contains an element of risk and the unknown, even if that change is ultimately necessary. For another, a more efficient healthcare system might require voters to be more responsible for many aspects of their own healthcare, including assuming some degree of personal financial responsibility. Most voters would prefer to avoid that responsibility. Finally, legislators must also consider the interests of their financial contributors, who might not want a more efficient system.
It might seem hard to believe that there are companies that would want inefficiency in healthcare, but this is clearly the case. There are even companies whose entire businesses depend upon it. Of the hundreds of billions of healthcare dollars spent annually on administration and overhead, the vast majority is spent on goods and services provided by companies in the private sector. These companies provide everything from the software used to look for reasons to reject insurance claims, to the people creating and monitoring clinical care guidelines, to the billers who are needed to make sense of unbelievably complex insurance payment and coding rules. All those companies will protect their revenue with any means at their disposal. Much of the time, that means lobbying and political contributions.
There are many examples. When Congress created the Medicare Part D drug benefit in 2003, it took the unusual step of expressly forbidding Medicare from negotiating prices with pharmaceutical manufacturers. An attempt to repeal this law and allow Medicare to negotiate for lower drug prices failed again in 2007, with lobbying by pharmaceutical companies getting much of the credit.29 A second example is America’s inability to pass meaningful tort reform. Fear of medical malpractice lawsuits is a continual drag on the practice of medicine. Each year billions of dollars are spent on surplus testing, documentation, procedures, and insurance whose sole function is to protect clinicians from lawsuits. From 1995 through 2001, tort reform measures that would have limited non-economic damages passed the House six times, yet only once did a similar bill reach the Senate, where it was defeated 56–44 in 1995. The primary reason is effective lobbying by the Association of Trial Lawyers of America, who oppose even minor revisions in tort reform laws “because it is a bread-and-butter issue for them.”30
Legislators can also be afraid of what’s ultimately best for their own constituents. As we’ll see, creating and maintaining an efficient healthcare system inevitably involves forcing healthcare consumers to take responsibilities that they might not want. These include putting their own money into purchasing decisions, taking responsibility for learning about the healthcare system, and learning about and consistently treating their own medical conditions. Regardless of how necessary they are, it’s easy to understand why many of these responsibilities might be unpopular, especially for healthcare consumers who might be used to playing a passive role in their own care.
Executive Branch Priorities
Compared to legislators, members of the executive branches of government represent a more diverse and complex group. These include elected officials, such as the president and governors, political appointees, and career civil servants. Each of these is subject to a separate set of incentives and constraints.
Elected officials in any administration are very similar to legislators with respect to constituents, political concerns, and the need to balance the interests of contributors with those of voters. Whether their policies converge or diverge from those of other elected officials or legislators depends, of course, upon the degree to which they share contributors and similar voting populations. Political appointees to state and federal agencies are, for all practical purposes, the agents of elected officials. Their motives, incentives, and concerns are identical to those of whoever appointed them. The real difference occurs when we consider the case of career civil servants.
Career civil servants are not directly accountable to voters and don’t have to think about fundraising. As a consequence, the motives and measures of success are profoundly different for those who operate our funding and regulatory agencies. Instead of votes, contributions, and policies, civil servants who fund and regulate healthcare have three basic concerns:
• A desire to protect the public’s health, welfare, and finances
• A suspicion that providers can’t be trusted to do the right thing
• Benefits derived from the exercise of power and control
The good work undertaken by government officials to protect the health, welfare, and finances of patients and the public is one of the most valuable services we derive as taxpayers. In an ideal world, it would be obvious how this is best achieved and all programs, rules, and regulations would be structured accordingly. Unfortunately, in an industry as complex and dynamic as healthcare, this is rarely the case. Even the scorecard that should be used to measure success can be difficult to clearly delineate. What does it really mean to protect the health and welfare of Americans? Does this mean that everything medically possible should be done for each individual American, even if this is financially unrealistic? Or does it mean that healthcare should be optimized for all Americans based upon the total financial resources available? Is length of life a better measure of health than quality of life? If we have a limited budget, how do we decide how to ration or otherwise allocate the resources that are available? If we’re to protect the financial well-being of the public, are we talking about minimizing the amount spent by individual patients, or by state or federal governments?
Given the ambiguities involved and the honest differences of opinion that they foster, it’s easy to see how each career employee of the executive branch might have a different idea of what it means to protect health, welfare, and spending. Unless an extremely clear set of definitions, goals, and objectives are established and then backed by political leadership over time, the many possible directions the healthcare system can or should take will tend to be cancelled out over time. The sheer number of people working in different directions simultaneously will see to that. In practice, this means that the real impact of civil servants on healthcare will inevitably be governed by the two remaining concerns—suspicion of providers and a desire to expand and protect the influence of their own section of government.
Regulators and Providers: Friend or Foe?
Except for the military and the Veterans Administration, the U.S. government does not directly provide healthcare services. Medicare and Medicaid are payers, not providers. As a result, nearly all the interactions that the executive branch of government has with the healthcare system are in the form of rules and regulations. These dictate what hospitals, clinics, doctors, and others are required to do and are prohibited from doing. For better or worse, the overall relationship between state and federal regulatory agencies and healthcare entities is an adversarial one.
One of critical functions of any government is to protect its citizens. Many of the healthcare-related rules, regulations, and processes developed by the executive branch are intended to fulfill this function. However, a need to protect the public implies that some or all healthcare providers and institutions will harm the public if given the opportunity. This harm can be a result of either action or inaction, but there is no question that most employees of the executive branch see their relationship with providers in an adversarial light.
Adversity is understandable and even constructive in many regulatory settings. Regulatory initiatives typically begin in response to violations of the public trust. For example, the Environmental Protection Agency was created after it became clear that unfettered pollution was harming millions of people and animals. Unfortunately, the situation becomes more complex when regulating an industry whose entire premise is based upon making people well.
As one might expect, the initial abuses leading to the regulation of healthcare providers were the result of deliberate falsehood and criminal deception. The presence of unqualified, abusive, incapacitated, or criminal doctors created a need for licensure and monitoring. When the federal government began paying for the delivery of healthcare services, a few unscrupulous hospitals, clinics, and others chose to game the system by billing for services that were never delivered. This naturally led to efforts by state and federal governments to identify and curtail “waste, fraud, and abuse” in healthcare.
The problem is that, once kindled, suspicion is hard to contain. Once government agencies begin to carefully scrutinize every aspect of healthcare delivery, it becomes routine to see misdeeds everywhere. Under intense public scrutiny, civil servants have to wonder if they themselves be held responsible if they miss any opportunity to regulate more “safety” into the healthcare system.
The most important result of this adversarial relationship has been the headlong regulation of all aspects of clinical behavior. Many rules have created operating inefficiencies and overhead that far outweighs any practical benefit that they might have. From the perspective of a civil servant, over-regulation is a far safer alternative than under-regulation.
Government As a Growth Industry Within the Healthcare System
Everyone who is a part of the healthcare machine is ultimately concerned about their jobs. Frankly, it’s part of the problem that makes the healthcare machine difficult to fix.
Regulation itself generates jobs, power, and access to money. Although there is no readily available data on the number of state and federal jobs directly tied to healthcare regulation, there is no question that they have expanded dramatically over the past two decades. Federal rules and statutes—CLIA, HIPAA, the False Claims Act, and proposed regulations to require electronic prescribing, electronic medical records, and adherence to clinical guidelines have become part of everyday life for healthcare providers.‡‡‡‡ States have added many rules of their own. Each rule and regulation requires that the number of offices and employees in the executive branches of government be increased to answer questions, promulgate opinions, assess compliance and enforce the rules. The net result is that all these rules and regulations turn large portions of the executive branch itself into a major part of the healthcare system, with its own substantial budget, workforce, and momentum for growth. In this context, it is easy to see that reducing regulations—and therefore regulatory overhead—cannot be a popular topic among the regulators themselves. Given the way the civil service works and the difficulty of cutting state and federal programs, administrative overhead associated with government regulation is among the hardest to eliminate. To do so requires a concerted, conscious, and active effort on the part of elected officials and political appointees.
‡‡‡‡ CLIA stands for the Clinical Laboratory Improvement Amendment, which directly affects approximately 200,000 clinical offices and dedicated clinical laboratories. HIPAA stands for the Health Insurance Portability and Accountability Act, which affects every medical provider and facility in the United States.
Patients
The role of patients in the healthcare system is unique. Not only does the healthcare machine exist entirely for their benefit, but every patient and family is also an essential component of the machine itself. In one respect, this means that each patient should have a vested interest in seeing the entire system function smoothly and efficiently. An efficient healthcare machine is in the best position to provide the best possible care to the greatest number of patients at the lowest possible cost. On the other hand, when illness does strike, each patient also has an incentive to obtain the most possible care at the lowest possible personal cost.
We are all schizophrenic with respect to our own healthcare motives and incentives. We each want the system as a whole to be lean, mean, and low-cost; but when we are sick, we would like unlimited access to the best possible care without regard to cost. Because patients are voters, consumers, and a key component in the occurrence and treatment of their own diseases, their opinions, thoughts, and actions largely determine what’s possible and impossible when it comes to optimizing healthcare.
For our purposes, three elements of patient behavior define their actions in the healthcare machine:
• Economic behavior. What will patients and their families pay for or refuse to pay for? What influences their economic behavior with respect to healthcare? How does this potentially affect the quantity of healthcare goods and services that they consume?
• Health behavior. What will patients and their families do, or not do, on their own behalf to maximize the efficiency and effectiveness of the health care services that they receive?
• Political behavior. What determines whether patients and their families will reward or punish elected officials based upon decisions those officials make regarding the structure and function of the healthcare system?
Economic Behavior
In most respects, the American public sees healthcare as a good or service like any other. People want it, they will use more if it is readily available, and—other things equal—they will pay for it if it is not available for free. A great deal of time and effort has been spent trying to figure out what people believe healthcare services are worth by trying to measure their “willingness to pay.” Willingness to pay (WTP) research is primarily used as an attempt to describe the value of a specific healthcare intervention to the public, as opposed to its cost. This type of study is especially useful when looking at goods or services that do not currently have a free-market price.
WTP studies are done by describing a healthcare intervention and then asking people if they would themselves be willing to pay various amounts for the good or service if necessary. Although it’s entirely possible that study subjects might not be telling the truth, such measurements can be useful. For example, a WTP study in Canada, Spain, and Denmark demonstrated that, although citizens of those countries did not enjoy waiting an average of four to six months for government-sponsored cataract surgery, only about one-third of them were willing to pay $500 to have their procedure done immediately.31
More usefully, WTP analysis makes it possible to gauge many factors that might be difficult to tease out by looking at market data alone. For example, would patients be willing to pay more to see a doctor who had more experience with a particular surgery, or who has been in practice longer than another? Would they be willing to pay more to see a doctor who was open at more convenient hours? What about a doctor who specialized in the treatment of their specific medical condition? None of these questions can be readily answered by looking at the existing U.S. healthcare marketplace because clinicians are not currently paid according to their experience, availability, or special expertise.
Although Americans are willing to pay for healthcare services if they have to, they clearly have a strong aversion to doing so. Unlike virtually any other goods or services provided by the private sector, a majority of Americans now believe that it is someone else’s responsibility to see that this good is provided to them. In recent nationwide surveys, 60% or more of those polled believe that it is the government’s responsibility to provide healthcare for those who do not have it, 56% believe that all employers should provide health insurance to every employee, and 70% believe that the federal government should pay for catastrophic coverage.32
Of the approximately 50 million uninsured people in the United States, about two million are uninsured not because they cannot afford or obtain health insurance, but because they choose not to.33 Many of these are younger people who have few existing medical problems and who do not believe that health insurance is a worthwhile investment. In many respects, this attitude is completely rational. To use our analogy of health insurance as a casino-type bet, the expected payoff for relatively young, healthy people is simply too small to be worth the gamble.
That said, what do we know about how asking patients to pay for care influences their behavior, and how can we use this information to improve the efficiency of the healthcare machine itself?
Patient Economic Behavior As a Way to Control Resource Utilization
The broader market for healthcare services will never truly be consumer-driven. Unlike food, clothing, and entertainment, medical goods and services are often too diverse, complex, and specialized to be navigated without the assistance of doctors and other healthcare providers. On the other hand, there is no question that we collectively drive a great deal of our own demand for medical services. Each of us decides individually when pain, discomfort, functionality, or appearance becomes intolerable. At some point, we decide that enough is enough and begin consuming medical goods and services. At each stage in the process, and with or without the advice of clinicians, we decide whether to consume the next set of tests, drugs, or therapies and incur the next set of expenses.
All efficient markets balance the desire for consumption with some level of economic pain. Providing anything free of charge—whether it is food, water, electricity, or medical care—leads to over-utilization of the resources offered. Not only do we have to feel physically uncomfortable to see that doctor or take that pill—but we have to be uncomfortable enough to be willing to part with money that could be spent on food, clothing, shelter, or entertainment as a check on pulling the medical spending “trigger” too quickly.
These economic restraints usually take the form of medical co-payments for services. These include insurance deductibles, flat co-pays (such as $15 per visit or $5 per prescription), and co-insurance payments that are a percentage of the total bill (such as 20% of any charges incurred after the deductible amount is met.) Patient co-payments are an incredibly important part of a properly functioning healthcare machine. Failing to charge consumers the right amount for healthcare will produce poor and inefficient results, many of which exist in the present system. Charging too little causes patients to pull the trigger too soon, wasting medical resources with trivial complaints. Charging too much prevents people from securing care in a timely fashion, and produces more severe and expensive episodes of illness than would otherwise be the case. Indeed, as a practical matter the proper use of patient co-payments is the only way in which we can use the invisible hand of the free market to correctly balance the use of healthcare services.
Co-payments do work, and properly structured co-pays lubricate the wheels of the healthcare machine. Much of what we know about the utility and effect of co-pays comes from the forward-thinking RAND Health Insurance Experiment (HIE) performed in the 1970s. In this experiment, the HIE randomly assigned 2,000 non-elderly families to health plans that were deliberately structured with widely different co-insurance and maximum out-of-pocket dollar expenditure (MDE) amounts. Five types of co-insurance arrangements were used:
• Free care (with no co-insurance requirement)
• 25% co-insurance (that is, patients were liable for 25% of any medical bills)
• 50% co-insurance
• 95% co-insurance
• A flat deductible of $150 per person, or $450 per family (equivalent to $600 and $1,800 in 2005 dollars, respectively), that applied to outpatient care only.
For all plans with co-insurance, the maximum that patients were required to pay was varied between 5%, 10%, and 15% of income, with a maximum liability for any family of $1,000 (which is equivalent to $4,000 in 2005 dollars). All medical services were covered and the families were followed for up to five years after enrollment.
The important lessons learned from this research are as follows:34
	The co-insurance rate has a clear and statistically significant impact on medical utilization and expenditures. Patient co-payments reduce the likelihood that patients will both obtain medical care and be admitted to a hospital or other inpatient facility.
Increasing the co-insurance rate from zero to 25% in the HIE reduced the probability of patients seeking and receiving medical care from 86.8% to 78.8%. Increasing the co-insurance rate to 50% brought this down to 77.2%, while the 95% co-insurance rate reduced the probability of care to 67.7%. Asking patients to pay the flat deductible amount was equivalent to a co-insurance rate of between 50% and 95%. A similar result was seen in the probability of hospitalization.
Not only does the probability of any medical encounter fall with use of co-pays, but the absolute number of face-to-face visits and hospitalizations per capita fall as well. A 50% coinsurance rate reduces the number of face-to-face visits by more than 33%, and the number of inpatient admissions by more than 28%.
These reductions in medical visits and hospitalizations had a tangible effect on medical spending. Total per capita medical expenditures for the group with no co-payments was $749, while a co-insurance rate of 25% reduced this by more than 15% to $634. Oddly enough, having only a flat deductible for outpatient services alone reduced total expenditures even more to $608—almost a 19% difference. The HIE also demonstrated that the restraining effect of co-payments applies to a wide range of healthcare goods and services, including physician visits, dental care, prescriptions, and more.
The bottom line is that American consumers—like their healthcare providers—do what they’re given financial incentives to do. Wisely crafted co-payment programs can have a considerable impact on all types of medical resource use and expenditures.
	Consumer co-payments don’t have any impact on the health of the average person, although those with pre-existing conditions and specific low-income populations probably need special consideration when crafting co-payment programs. One of the visionary elements of the HIE was that it followed a substantial number of useful health indicators, including mortality, vital signs, health practices, and monitoring critical indicators for a wide range of organ systems. One of the important findings was that for the vast majority of participants, the use of co-payments had essentially no adverse impact on health when compared to care provided free. There was no significant difference between the free care and co-payment groups across any of the medical indices measured.
The situation was somewhat different for those with severe chronic diseases. Those in high-risk groups, such as patients with high blood pressure and diabetes, are significantly more likely to forego medications, have unfavorable disease-related parameters such as blood pressure and blood sugar levels, and have worse clinical outcomes if co-payment requirements are imposed.35,36 There is also some concern about the potential impact of co-pays on poor children and preventive care.37 This suggests that the exact design and structure of consumer co-payments might best be crafted to work as a scalpel rather than an ax to optimize care and minimize expenditures simultaneously.

Health Behavior
Americans are clearly ambivalent about whether individuals are responsible for their own health behaviors and should be held responsible when it comes to changing them or paying for them. According to a recent survey, fully 82% of the U.S. population believes that they alone are responsible for their health. They also agree that lifestyle decisions such as smoking and exercise have a direct impact on healthcare costs. However, 44% of these same people believe that they should not bear any part of the responsibility for paying for their own healthcare.38
A different survey portrays a slightly different story—one in which some self-inflicted health insults are deemed to be acceptable, and others less acceptable:
• A 46% to 37% plurality of adults say we should not require people with unhealthy lifestyles to pay higher premiums than people with healthy lifestyles, and a virtually identical 47% to 36% plurality feel that we should not require people with unhealthy lifestyles to pay higher deductibles or co-payments for their medical care.
• However, when questions were asked about different types of health risk, attitudes vary depending upon which risk is involved. Majorities believe that smokers should pay more than nonsmokers (by 58% to 31%) and that people who do not wear seat belts should pay more than people who do wear seat belts (by 53% to 33%). On the other hand, majorities do not believe that people who are overweight (by 52% to 27%) or people who do not exercise regularly (by 52% to 27%) should pay more.”39
There are two important lessons that we can learn from these studies and others like them with respect to consumer attitudes toward health behavior in the United States:
	Americans are as fiercely independent about their perceived “right” to engage in lawful but unhealthy behaviors as they are about their constitutionally delineated rights to free speech and peaceable assembly. Measures that threaten financial, legal, or civil penalties for personal behaviors that increase health risk will be opposed roughly in proportion to the fraction of the population that engages in that behavior.
On the other hand, it may well be the case that financial or other incentives can be used to encourage and enforce appropriate health behaviors without running afoul of the public’s “perceived rights” objections. Studies have shown that paying people to stop smoking is significantly more effective in recruiting smokers into smoking cessation programs and getting them to complete the course than equivalent programs without payment.40
	Education itself might be the best tool that we have available with respect to improving the personal health behaviors of Americans. The link between education and known risk factors such as smoking, obesity, lack of exercise, and a number of other behaviors is unambiguous, strong, and well documented. It might be far more effective in the long run to invest in education than to purchase healthcare services. (Furthermore, investment in education is truly an investment in human capital, unlike the outright consumption of medical services.) From a “healthcare machine” perspective, education has the effect of reducing friction between patient and providers, and increasing the probable effectiveness of most medical interventions.

Political Behavior
Even in modern society, there are still a few fears and desires that can be considered primal. Fear of starvation is one. Fear of becoming destitute is a second. Fear of illness or injury without recourse to treatment, (or the specter of destitution if treatment is to be had) is a third.
Patients, prospective patients, and their families—that is to say, voters—are more desperate for a simple, efficient, rational, and affordable healthcare system now than at any time in our history. Without question, part of the reason is fear. Since 2000, the cost of employment-based health insurance premiums has risen at four times the general rate of inflation as a whole. The average premium for a family of four is currently more than $12,000 per year, or about one-fifth the median family income of $67,000. Historically, it is nearly impossible to buy medical insurance at any price if you have a pre-existing condition. Each dip in the economy, every group of faltering small businesses, and every corporate reorganization means that thousands more Americans will lose their insurance coverage. Each year, fewer and fewer have faith that they will readily get it back.
So what do voters want? Based upon polling data, election results, news reports, and common sense, it’s relatively simple.
1. Americans believe that the U.S. healthcare system is in a state of crisis, and they want fundamental change.
Figure 6.6 is from Dr. Lawrence Jacobs’s comparison of public opinion in 2008 as compared with the early 1990s.41
Figure 6.6. Public Opinion with Respect to the Need to Reform the U.S. Healthcare System
From: Jacobs LR. “1994 All Over Again? Public Opinion and Health Care.” New England Journal of Medicine. May 1, 2008. 358(18):1881-3.

Negative Public Attitudes toward the U.S. Health Care System, 1991-2007.
Data for “fundamental changes or completely rebuild” are from surveys conducted by CBS News and the New York Times, which asked, “Which of the following three statements comes closest to expressing your overall view of the health care system in the United States?” The data points reflect the percentage of respondents who answered either “There are some good things in our health care system, but fundamental changes are needed” or “Our health care system has so much wrong with it that we need to completely rebuild it.” Data for “major problems or state or crisis” are from surveys conducted by Gallup, which asked, “Which of these statements do you think best describes the U.S. health care system today?” These data points reflect the number of respondents who answered either “It has major problems” or “It is in a state of crisis.”
The vast majority of Americans want change, while the belief that the current system is fatally flawed has been growing steadily since 2001. The combination of a high rate of healthcare inflation with economic uncertainly has generated fear, and people tend to vote as their fears dictate. In the case of healthcare, the current fear will not subside until: (1) health insurance coverage becomes more consistent and certain; (2) healthcare costs are brought under control; and (3) there is reason to believe that governments and businesses will be able to sustain the rate of healthcare expenditures required over the long term.
2. Oddly enough, most voters want continuity along with their healthcare revolution. As mentioned previously and shown in Figure 6.7, most Americans clearly see their own situation as being more manageable than the situation facing the country as a whole.
Figure 6.7. Disparities Between Public and Personal Perceptions of Healthcare Delivery in the United States
From: Jacobs LR. “1994 All Over Again? Public Opinion and Health Care.” New England Journal of Medicine. May 1, 2008. 358(18):1881-3.

Dissatisfaction with National and Personal Experiences with Health Care.
Data are from Gallup polls conducted in November 2006 and November 2007. For coverage and quality, the data represent the percentage of respondents who said these aspects of care were “only fair” or “poor”; for cost, the data represent the percentage who indicated they were “dissatisfied.”
The key observation that explains these findings is that individual families are deeply concerned that any system created by politicians to “fix” things will make their own situation worse.
Immediately after the election of President Obama, 60% of voters surveyed said that they believed that it was the “government’s responsibility to ensure that everyone in the United States has adequate healthcare.”42 However, since 2001, when voters were asked whether they would prefer to “replace the current healthcare system with a new government-run healthcare system, or maintain the current system based mostly on private health insurance,” voters have consistently said that they would prefer to maintain the current system by an average plurality of 55% to 37%, with 8% unsure.43
Jacobs found that:
Although a 2006 poll conducted by ABC News, the Kaiser Family Foundation, and USA Today found that 56% of Americans favored government health insurance over the current system, support eroded when these respondents were told that such a program could mean reduced access to some medical treatments (64% of initial supporters became opponents), limits on the choice of doctors (49% became opponents), increased waiting times (40% opposed), and greater cost sharing (36% opposed). Whether these downsides would actually materialize and, even if they did, how much the resulting system would differ from current managed-care practices are matters of debate. The point is that public perceptions appear fragile and susceptible to change.44
What we can gather from these polls is that the public really wants the benefits of a healthcare system that utilizes private (that is, non-government-run), providers and practices, but in a setting in which payment for health coverage is not subject to the vicissitudes of personal income and employment. These desired benefits specifically include
• The ability to personally choose one’s physician, hospital, and other healthcare providers
• Minimized waiting times
• Access to the widest possible variety of treatments
• Opportunities to reduce cost sharing
• Assured access to health insurance for individuals and families wherever and whenever needed, without regard to pre-existing medical conditions
It is also worth noting what is not high on the priority lists of American voters, despite being cited continuously as high priorities by the media and politicians: improving the quality of care and reducing overall healthcare spending nationwide. These results are illustrated in Figure 6.8.
Figure 6.8. Voter Perspectives on Healthcare Costs, October 2008
From: Kaiser Health Tracking Poll—Election 2008. Issue 11, October 2008. The Henry J. Kaiser Family Foundation.45

While improving the quality of care, reducing medical errors, and reducing overall spending are all useful and desirable goals, they are simply not the highest priorities for the majority of Americans. Most of them seem to believe that the quality of the care currently available is “good enough,” and that the current level of total healthcare spending is manageable as long their personal share of it does not increase.
Fear is a call to action, but it is hardly a plan. Voters might know the results they desire, but there is no public consensus whatever as to how to bring it about, even after the passage of the 2010 healthcare “reform” law. Fortunately, this situation has some advantages when it comes to repairing the country’s currently inefficient healthcare machine. Because the public still does not have any specific strategy in mind, there is actually a greater opportunity for politicians to be creative when it comes to solutions. Many of the measures that we will discuss subsequently as ways of improving efficiency have never been generally proposed or even discussed. While this means that they will require public explanation and education, they are also unlikely to be rejected out of hand as “more of the same old tired ideas.”


Part II. Why the Machine Is Breaking Down
“Machines built by human beings will function correctly if we provide them with a very specific environment. But if that environment is changed, they won’t function at all.”
—Ralph Merkle


7. Too Many Parts
“Simplicity is the ultimate sophistication.”
—Leonardo da Vinci
One of the guiding principles for building efficient and stable systems is moving toward simplicity at every opportunity. No engineer would ever build a machine that has more parts than required—especially moving parts that create wear and tear on other parts of the machine simply by virtue of their existence. Given this, why does our healthcare system have so many parts? Which parts are the most troublesome, and how can they be removed—or if they can’t be removed, how might we mitigate any adverse impact that they might create?
Why So Many Parts?
No one actually planned the U.S. healthcare system. Rather than being laid out and constructed in an orderly fashion, it was left to grow organically over time. From the perspective of healthcare providers, American healthcare literally began as a cottage industry. Cottages were the places where doctors visited and services were performed. Fees for services rendered were universally paid in cash or in-kind goods and services. Science began to have a substantial impact on the type of medical services that could be rendered beginning only about 100 years ago. Because not much could be done for the average patient and the costs that could be incurred by an individual were relatively limited, there wasn’t much need for health insurance. This had changed dramatically by the 1930s and 40s, when scientific advances, the invention of antibiotics, and progress in surgery brought about by World War II meant that far more could be done than ever before. The cost of these new treatments sparked the need for health insurance—that is, a financial cushion to help pay the bills and prevent medically induced poverty in the event of unforeseen illnesses and hospitalization.
When the need for health insurance developed, workplaces started to supply it as something of a historical accident. Wages and prices were strictly controlled by the federal government during the Second World War, but health benefits were not. As a result, Kaiser Shipyards and other companies began to offer health benefits as a means of attracting employees. President Truman attempted to develop a national health insurance program beginning with coverage for children and mothers. This would be followed by a national health insurance plan that was open to, but strictly optional for, all Americans. Citizens would pay premiums into the plan just as they would for private insurance.
The Truman proposals were rapidly attacked by the combination of the American Medical Association and Republican legislators. The predominant concern was that national health insurance would become equivalent to “socialized medicine”—a situation in which doctors would be told where and when to work and how to practice medicine by politicians and bureaucrats. In response, the AMA launched the most expensive lobbying effort in American history up to that time. In 1949 it spent $1.5 million to defeat the Truman initiative.1 It did not help that organized labor—the main public advocate of Truman’s healthcare legislation at the time—chose to antagonize the public with a series of disruptive and unpopular strikes.2 Blurred lines between a federally run national health insurance program, socialism, and communism effectively killed any prospect of a uniform national health insurance program through the remainder of the 20th century and up to the end of the Bush administration in 2008.
With the science of medicine and treatment options expanding rapidly into the 1950s, 60s, and 70s, private insurers expanded in both numbers and size to meet the growing need for health coverage. The number of Americans insured by the nonprofit Blue Cross/Blue Shield companies rose from 28 million in 1945, to more than 61 million in 1953. By the mid-1960s, there were more than 700 companies selling health insurance. Federal and state governments stepped back into the picture with the development of the Medicare and Medicaid programs for the elderly and disabled, and the poor, respectively. Even these were not strictly government-run efforts, however. Rather than develop its own administrative processes for Medicare, the federal government decided to rely upon private insurers to process and pay Medicare claims. The role of private insurers in the administration of patients covered by Medicare expanded dramatically with the institution of the Medicare+Choice program in 1997, and the Medicare Advantage program that replaced it in 2003. Under these programs, the federal government basically agreed to use Medicare to pay for enrollment in health plans that were completely created and administered by private insurers. Nearly one-quarter of Medicare recipients (totaling 10.1 million people) were enrolled in these private plans by early 2008. More than one-third of Medicare recipients are enrolled in Medicare Advantage in several states, including California, Oregon, Arizona, Pennsylvania, Colorado, and Nevada.
In 2010, President Obama and a Democratic majority in Congress altered the landscape of American healthcare yet again by passing a sweeping piece of legislation they called the “Patient Protection and Affordable Care Act” (PPACA). This legislation significantly expanded the power of the federal government over the private health insurance market, mandated broad expansions of insurance coverage (largely through expanding Medicaid), and created more than 120 new boards, commissions, and federal programs. Most importantly, it gave the federal government broad new powers to establish medical guidelines of care and to regulate the terms under which healthcare providers will be paid for their work. Putting so much unchecked power in the hands of government regulators (the vast majority of whom have little or no medical training) has profound implications, and is a cause for serious concern among healthcare providers. Although many aspects of the law do not come into effect for years, it will clearly result in a substantial tilt away from free-market forces, along with literally thousands of new healthcare regulations. These will affect all parts of the healthcare system, beginning with private insurers.
Thousands of Insurers
The single most important characteristic of private health insurance plans today is that there are a lot of them. According to the Insurance Information Institute, there were 1,257 life/health insurers in the United States in 2006.3 Each company is different with respect to size, geographic region in which it does business, the populations that it will insure, the conditions under which it will grant coverage and how and when it will pay claims. In addition, any given health insurer might have dozens or even hundreds of unique health plans, each of which has its own provisions with respect to deductibles, co-payments and co-insurance, referrals, pharmaceutical coverage, and a host of other factors. Simple math suggests that 1,200 insurers each sponsoring ten different plans will force providers to cope with more than 12,000 different possible combinations of billing, clinical, and administrative provisions when seeing and treating patients. Getting any one of these wrong could easily result in delayed or denied payment for services rendered. Adding to the complication is the fact that nearly one-third of patients change their health plans every year. Whenever they do, they change all of the forms, deductibles, referrals, test and treatment vendors that their healthcare providers must use. From the physician perspective, each new insurance company and each new plan represents yet another gear they need to engage to deliver and pay for an episode of care.
Variability in insurance plans even extends to “single payer” programs such as Medicare. Medicare’s coverage of newer therapies is inconsistent from state to state because Medicare benefits themselves are administered by private insurers. A recently reported example is payment for “CyberKnife”—a new but fast-growing radiation treatment for prostate cancer. CyberKnife’s primary advantage is the reduction of treatment time for patients. It reduces treatment time from eight weeks (for conventional prostate cancer radiation) to five days. And it’s less expensive than many comparable treatment alternatives that are covered. Nevertheless, as of December 2008, Medicare’s regional private insurance company administrators had decided to pay for the procedure in 33 states, but not in 17 others.4 Imagine the confusion and frustration that you or any other patient would feel upon having the same federally funded Medicare insurance as an acquaintance in a neighboring town, but completely different insurance coverage for treatment of the same clinical condition. Millions of patients and healthcare providers must deal with this administrative nightmare each and every day.
As important as it is, the tangled web of public and private insurance is just one set of excessive gears in the healthcare machine. The past 20 years have seen enormous growth in both governmental and quasi-governmental agencies whose stated goals are to “certify” that the quality of the healthcare goods and services meets some arbitrary standard. The sheer number of state, federal, and private agencies and requirements that providers must contend with has become truly staggering.
Medical Licensure
It is particularly strange that the provision of healthcare services is licensed and regulated on a state-by-state basis without reciprocity. Human anatomy, physiology, pathology, and psychology are all exactly the same in every part of the nation, just as the rules of the road are the same for every driver and the laws of gravity and aerodynamics are the same for every pilot. But while American drivers are licensed by their state to drive anywhere, and airplane pilots are nationally tested and licensed by the Federal Aviation Administration, American doctors, nurses, pharmacists, and other healthcare providers are licensed and regulated separately by each individual state.
State-by-state licensure comes at a considerable cost. Because there are so many of them and they are all different, state-specific medical licenses are time-consuming and inconvenient to obtain, and expensive to keep. The hurdles for obtaining a medical license vary from state to state. Some states require that providers take a state-specific test to be granted licensure, despite the fact that all physicians trained in the United States have attended medical schools that are nationally inspected and accredited; have taken (and passed) nationally recognized medical board examinations; and have attended nationally accredited internship, residency, and fellowship programs. Virtually every state requires its own fingerprinting, criminal background checks, submission of credentials, and other records. Some states require the submission of personal references and even in-person interviews with members of the board of medical examiners, regardless of how many times an applicant has already been licensed by other states. Other states conduct their own separate program of testing in addition to nationally accredited board examinations.*
* Perhaps one of the oddest aspects of the current system is just how similar the applications and licensing processes are in each state, despite the fact that none of them are the same. If one compares the medical license applications from any two states, there will be at least 95% overlap in the questions, document requests, and necessary qualifications. The result is that clinicians are more or less equally qualified everywhere in the United States—just as they would be if a national or reciprocal state licensure program were in place—but with 50 times the overhead.
In 2008 the Milbank Memorial Fund and two federations of medical boards published a study of 56 medical licensure and regulatory boards in the United States and Canada in an attempt to provide an overview of the current system. Their primary findings:5
• Although each authority examines competency at initial licensure, there is substantial variation in what authorities do to monitor competence at re-licensure.
• Although each authority accords high priority to investigating complaints about physicians’ behavior, and each imposes sanctions, the scope and methods of programs of remediation vary significantly.
• Many authorities have programs to improve quality, and many others report that they would like to begin such programs. But a considerable number of authorities report that they are not interested in or lack the capacity to offer new programs to improve quality or do not have the statutory authority to do so.
The cost and consequences of state-by-state licensure for healthcare providers add up. A physician who wants to be licensed in all 50 states plus the District of Columbia will have to spend more than $26,000 in application fees alone—not including the cost of her time or supporting documentation. The time cost for an older physician with lots of history to document can be almost as much as the application fees themselves.† Patients are losers in this system. Non-reciprocal state-based licensure directly reduces the mobility and flexibility of healthcare services. The vast majority of clinicians are licensed in only one or two states. By increasing the cost associated with moving to new locations, the flow of clinicians to areas of need is impaired. New “telemedicine” services made possible by progress in communications have been slow to catch on, largely as a result of state-centric licensing and reimbursement practices.
† If we assume four hours of work per application at an opportunity cost of $100 per hour to prepare, submit, and follow-up; 51 medical license applications would cost $20,400 to prepare. This does not include the cost of travel and interviews, or the licensing fees themselves.
Professional Credentialing
Fragmentation of quality control for medical professionals goes well beyond state licensure. There are few better examples than a process that is ubiquitous but little known to the general public. It’s called credentialing.
Credentialing (and re-credentialing) is a process in which all health plans, hospitals, surgery centers, and other medical facilities require doctors and other health professionals to submit their professional histories and credentials for review and verification. Each organization seeking these credentials—and there are tens of thousands in the United States—asks its providers to submit all of this information annually or semi-annually. Not just the incremental changes that might have occurred since last time; they want everything submitted all over again. As is the case for state licensure, the questions asked and answered in the credentialing process are almost exactly the same for each of the thousands of organizations asking for the information. These include personal demographics, business demographics, education and training, (including all institutions and training including the month and year of attendance, complete addresses, and names of program directors), all hospital affiliations, (past, present, and pending), work and practice history, professional certificates and license numbers, (including all state licenses currently held or held in the past), professional liability insurance information, and a host of other documents and details far too numerous to list.
With more than a million providers and each credentialing document requiring anywhere from a few minutes to many hours of time to prepare and submit, the annual credentialing burden in the United States runs into many millions of person hours and billions of dollars per year for providers alone. This burden is almost certainly matched by that of the thousands of health plans, hospitals, and other credentialing organizations that must process, store, and sometimes verify the information provided. Some efforts have been made to reduce this burden by taking the simple and obvious step of asking providers to submit this information once, and only once, to a centralized data repository. Unfortunately, nearly all these initiatives have been either half-hearted or ill-conceived. Several states have developed “standardized” credentialing forms, but they are, of course, all different.
The process and progression of credentialing is just another milestone in a long history of government, health plans, and the American public asking for ever more assurance that their healthcare professionals are trained, competent, and not frauds or imposters. To the objective observer and those outside the United States, the need for public reassurance has come to resemble paranoia at best, and institutionally incited panic at worst. Still more pieces of expensive administrative overhead have been added by the requirements surrounding healthcare provider “certification.”
Gilding the Lily: The Multi-Billion Dollar Certification Industry
Prior to the 20th century, there was little standardization in the training of American healthcare providers. This changed in 1912 with the formation of the Federation of State Medical Boards (FSMB). The FSMB voluntarily began to base accreditation of medical schools on the highest academic standards. By the 1930s, the results of standardization were being felt in the form of fewer, but more arduous, scientific, standardized, and better endowed medical schools. Medical training became much harder, but also far more expensive as result. Fewer physicians could be trained with any given level of resources, and the cost of attending medical school in the United States rose markedly. In 1915, the National Board of Medical Examiners was founded to create a nationwide, voluntary examination to be taken after medical school to qualify graduates for medical licensure. These national board examinations were meant to assure state licensing boards and the public that their physicians were well trained and qualified to practice medicine by the time of their entry into the medical marketplace.
By the 1940s, additional training had been formalized into clinical internships and residencies, in which recent medical graduates could begin to specialize and practice their skills while still under the supervision of experienced physicians. Under these programs, the medical school graduate would work in one or more residency programs for an additional one to seven years of supervised instruction; the total number depended upon their field of specialization. At the end of residency, the hospital residency program would certify that the trainees had received adequate experience and achieved sufficient skills to be experts in their respective fields.
This worked well until guilds of specialists began to create their own specialty boards. In 1933, four specialty boards (for Ophthalmology, Otolaryngology, Dermatology, and Obstetrics and Gynecology) established what would later become the American Board of Medical Specialties (ABMS). Specialty boards were formed partly to maintain a monopoly on the training and supply of physicians (as only specialty boards could sanction training programs), and partly as a way of generating revenue from the process of certification. In the process, they have become big businesses. There are now 200 certifying medical boards in addition to ABMS members, while the 24 ABMS member boards oversee 37 general specialty and 94 sub-specialty certificates. Virtually every aspect of the practice of medicine now carries a specialty requirement, and board certification is a common requirement to be eligible for health plan membership and insurance reimbursement.
With the formation of specialty boards, the quantity of mandatory medical training increased, as did the number of moving parts and the cost to both healthcare providers and the health system itself. Specialty boards began to require providers to take rigorous one-time specialty examinations in addition to years of residency and fellowship training to become “board certified.” These were accompanied by requirements for ongoing “continuing medical education” (CME).
This state of affairs lasted until approximately the 1970s, when many specialty boards realized that requiring periodic recertification of providers would boost both specialty board revenues and their claims of insisting that only the best quality of care be provided to American consumers. Board certification was quickly redesigned to expire every six to ten years, and providers were required to take (and pay for) board-sanctioned training and recertification courses to maintain certified status. Once again, clinicians were forced to forego practice, take up pens, and open their wallets to reassure payers and the public of their medical competence.
The pursuit of continuing medical “excellence” is now a huge business unto itself. CME in the United States consumes more than $3 billion annually, and 35 states now mandate that physicians obtain a specific amount of CME annually to retain their medical licenses. Unfortunately, it’s not at all clear that any of this is currently worth the cost and loss of system efficiency that it entails. Many studies have been undertaken regarding CME and “continuing professional development” (as it is known in the United Kingdom). Under certain circumstances, CME can clearly have a positive impact. One review of CME studies found that 70% were able to document a change in physician performance as a result of the intervention, while almost half (48%) were able to produce a change in healthcare outcomes.6
However, not all CME is created equal, and much of what is currently being required in the United States has little or no effect on improving the health of patients. In 2004, researchers at Duke University found that state-mandated CME appeared to have little or no impact on improving outcomes for heart attack patients, or in increasing the use of therapies proven effective by clinical trials.7 Another recent study that looked at CME research over a 20-year period concluded that: “Even though the most effective CME techniques have been proven, use of least-effective ones predominates. Such use of ineffective CME likely reduces patient care quality and raises costs for all, the worst of both worlds.”8
The final stages in the evolution of professional vetting is now taking shape within the halls of medical boards, Congress, and government administrative buildings. Still unsatisfied that American clinicians are being trained, tested, and monitored enough, both the healthcare industrial establishment and state and federal governments have initiated new programs designed to up the ante once again. For all practical purposes, all clinicians will soon be quizzed, examined, and monitored virtually all the time. The assumption, of course, is that the new and continuous cost of all these new steps would be worth whatever benefits might be derived—even though measuring actual benefit of raising the bar is not part of the plan. The strategy for the future is perhaps best described by the ABMS itself:9
The ABMS Maintenance of Certification (ABMS MOC) is the most recent advance in the board certification process. Like medicine and science, certification is evolving. Originally, the physician passed a rigorous one-time exam and was considered board certified for life. Beginning in the 1970s, individual ABMS Member Boards began implementing time-limited certification; physicians had to pass the certification test every six to 10 years (depending on the board) to become recertified. But even this requirement seemed insufficient given the increasing pace of research and technological advances and the drive to improve patient care and safety.
The ABMS Maintenance of Certification program replaces recertification and assures that the physician is committed to lifelong learning and competency in a specialty and/or subspecialty by requiring ongoing measurement of six core competencies:
• Patient Care

• Medical Knowledge

• Practice-based Learning and Improvement

• Interpersonal and Communications Skills

• Professionalism

• Systems-based Practice

It’s easy to see that most providers will be spending more time studying, being tested, and documenting their activities and performance, as opposed to taking care of patients. Meanwhile, the federal government has taken a different approach to “quality” that promises to add many parts to the system. It is based upon using provider payments as a means of introducing new complexity, monitoring programs, and technology hurdles into the process of care. These will be discussed at greater length in the next chapter.
There is no question that quality is important. All of us have the right to expect that the system that provides our healthcare will be knowledgeable, well-trained, competent, and exercise an appropriate level of care in the conduct of its operations. But when we ask whether we’re being adequately protected, at some point it’s important that we take “yes” for an answer. Any regulatory initiative eventually reaches a point of diminishing returns. Once that point is reached, the net cost of regulation rapidly increases, efficiency falls, and services begin to suffer.
The extensive fragmentation and profusion of parts in American healthcare has finally become dangerous to our health as well as our economy. The machine must be simplified.


8. Sand in the Gears
“The insurance industry communicates through codes and check-off boxes. If there’s no check-off box for you, you don’t exist.”
—Jack Anderson
Anyone who has ever had an opportunity to work with motors or machinery knows the impact that foreign bodies such as sand or grit can have on gears and other moving parts. Not only do they make it hard for the gears to turn, but the damage they cause is expensive to repair. If the foreign objects are big enough, they can stop things entirely. A “wrench in the works” is the definitive example of a large foreign body, and symbolizes the externally introduced problem that makes it nearly impossible for a mechanical system to engage in productive activity.
For the purposes of our discussion, we can define “sand,” “grit,” or any other foreign body gumming up the healthcare system as discrete, substantial, and externally introduced impediments to the normal process of providing healthcare services. “Sand” in the system incurs a major economic cost, and greatly reduces the efficiency of providers and patient-provider interactions.
Pricing and Billing for Medical Services
No single aspect of the healthcare system is more inefficient, destructive, and harmful to the average American than the way in which medical services are currently priced, billed, and paid for. It is hard to conceive of a system that is harder to understand, more difficult to adhere to, more expensive to implement and operate, and less conducive to the public welfare than the one that currently burdens patients and providers alike. Even explaining how the process works is a challenge.
In most businesses, how a vendor gets paid will have little or no impact on the overall efficiency of the industry at large. This is not the case when it comes to physicians and other healthcare industry providers. Instead, the complex and byzantine ways in which bills are generated and paid has forced the creation of a new and completely separate industry with no purpose except to broker the process. Its impact goes well beyond the typical concept of “administrative overhead.”
Our discussions regarding billing and physician payment will often use Medicare as the prototypical example. Medicare is the “800-pound gorilla” in the world of health insurance. The vast majority of private health insurance companies follow Medicare’s terminology, methodology, and example with respect to billing and payment.
How American Clinicians Get Paid
Healthcare providers provide a wide range of goods and services to millions of patients every day. Unlike the vast majority of professionals who are allowed to bill by the hour, doctors are paid according to an extremely complex system based upon something called “CPT codes.” CPT coding is an attempt to pre-establish a single payment for anything that a doctor might do.
This was not always the case. From Medicare’s inception until 1992, clinicians were paid on the basis of something called the “customary, prevailing, and reasonable charges” (CPR). The CPR system was originally designed to pay clinicians based upon their actual fees. This pricing mechanism was similar to one called the “usual, customary, and reasonable” payment system that was already being used by private insurers when Medicare was created in 1965. The retention of a “customary” charge system was part of the promise that President Johnson made in exchange for the AMA dropping its opposition to the creation of Medicare.1 Like so many of the promises government has made with respect to healthcare, this one was soon broken.
The CPR system was relatively simple in both concept and execution. “Customary charges” were defined as the median of a given physician’s charges over a given period of time. The “prevailing charge” was defined as being the 90th percentile of customary charges of all similar physicians in a specific geographic area. Using these first two definitions as a base, Medicare would then pay the lowest of: (1) the actual charge; (2) the physician’s customary charge; or (3) the prevailing charge for a given service. The lowest of these three was known as the “reasonable charge.”2
The CPR approach had some advantages, as well as some qualities that were felt to be disadvantages by those in charge of Medicare. It was easy to understand and relatively simple to implement. This kept administration costs relatively low. Another advantage was that the price of medical services could, at least theoretically, change in conjunction with the supply and demand for services and the cost of doing business. If physicians were scarce in the Southwest and population growth and building costs in that area were rising quickly, physicians could gradually raise their fees and the increases would eventually be reflected in the reimbursement that they would receive. One problem was that the private insurance companies that administered Medicare benefits on behalf of the government often used different methods of calculating the various elements of the CPR. This led to purely administrative differences in the way charges were calculated and paid in different regions, even if the charges submitted were otherwise identical. Needless to say, this seemed unfair to a large number of the affected providers.
The demise of the CPR system occurred over a roughly ten-year period beginning in the mid-1970s. Medical costs were not immune to the high inflation of the late 1970s, and it rapidly became apparent that Medicare costs were increasing faster than the program’s creators had expected. In response, Medicare began to unilaterally dictate prices. It started by gradually reducing the prevailing charges rate from the 90th to the 75th percentile. A wage and price freeze was then imposed on physician services. The freeze was lifted in 1976, but prevailing charges remained artificially limited by a growing number of payment regulations. The net effect was to lock the country into the pattern of medical reimbursement that prevailed in the early 1970s. Increasing costs that might occur in a given region were no longer covered by a gradual increase in the CPR for that region. Charges began to fall behind the cost of providing care, and inequities in payments for identical services delivered in different areas began to increase. A new set of CPR changes was implemented by Medicare in the 1980s, along with a new price freeze, limits on the physicians charges, and rollbacks in payments that Medicare deemed to be “excessive.” In short order the relatively simple, understandable, and adaptable CPR was rendered complex, impossible to understand, unpredictable, and failed to reflect anything related to market-based changes in the cost of providing care.
Having essentially destroyed the logical basis of the CPR with regulatory tweaking that had little or nothing to do with economic reality, Medicare began to look for an alternative payment mechanism. As a national insurer, Medicare wanted three elements in its new payment mechanism: (1) a “standardized” way of calculating an approved amount to pay any given provider; (2) something that might be perceived as having a rational basis in science or economics; and (3) a system in which the reimbursement rate could be unilaterally controlled by Medicare over time. Government regulators were only willing to consider three alternatives:
	Using an HMO-type model to “capitate” physician payments. Capitation involves paying a fixed amount to a physician or other healthcare provider for every patient that they accept into their practice. They are then obligated to provide any services that patient might need from them and cannot charge an additional fee for doing so. Although it can work for clinicians in primary care, this system is difficult to implement for specialists who might only see a given patient once.
	Using a system of lump-sum payment for services that is based upon a given patient’s diagnosis. This is similar to the “diagnosis related group” (DRG) methodology that is used to determine payment for hospitals and other inpatient facilities.
	Inventing a brand new concept called a “relative value scale” (RVS), with which providers would be paid a fixed amount for any particular service, regardless of what each provider might otherwise charge. This would be a profound change, because under the RVS system, Medicare would essentially be establishing a federally dictated price for healthcare services. That price would have nothing to do with the economic realities of medical practice or market conditions.

In 1985, Congress ordered the U.S. Department of Health and Human Services (HHS) to develop a “resource-based relative value scale” (RBRVS), in which the value of healthcare services provided to Medicare could be assigned different values based upon a measure of the clinical resources required to perform them. The ultimate result of this effort was the Medicare RBRVS. In 1989, Congress passed the Omnibus Budget Reconciliation Act of 1989, which ordered Medicare to implement an RBRVS payment system beginning on January 1, 1992.
To reiterate, the Medicare RBRVS is an attempt to “scientifically” determine a fixed value for each of the thousands of different services provided by clinicians—fully recognizing that these values are established by a government-mandated formula rather than the marketplace. Medicare, TRICARE, about 85% of private insurance, and 69% of Medicaid programs currently use this system as their method of determining provider payments. Let’s look at this system more closely, first by looking at how it was supposed to work, and then by looking at what it’s actually become.
Initially, the Medicare RBRVS system was supposed to work like this:
• Every single service that can be provided by clinicians—from the lowliest throat culture to the most complex brain surgery—is ranked by the amount of “work” that it is supposed to entail. (Generically, these services are known as “procedures,” regardless of whether they consist of simply talking to a patient or performing a complex surgery.) In theory, provider “work” consists of four key elements:
• The time required to perform the service
• The technical skill and physical effort involved
• Mental effort and judgment
• Psychological stress associated with the provider’s concern about doing harm to the patient
In most cases, the majority of the provider payment would be made as a result of the work component of the payment equation. This component is generally known as the “relative value component for physician work,” or RVUwork. Each RVU for any task is supposed to be objectively and quantifiably comparable to that calculated for any other task. A task with an RVU of 2.0 should be twice as hard (based upon the four elements listed previously) as a task with an RVU of 1.0. And, of course, a task with an RVU of 30.0 will be fifteen times harder than the task rated at 2.0.
• Because the work component does not take into account whatever overhead might be required to maintain the clinician’s practice, a second “practice expense” component is added into the equation. This is generally known as the RVUPE. Because all RVUs are relative to one another, a practice with an RVUPE of 2.0 will have twice the overhead of one with an RVUPE of 1.0.
• A third component of cost taken into account is medical malpractice liability expense. This varies considerably from procedure to procedure; doing spine surgery is obviously much riskier than treating a cold. This component of relative value is known as the “RVU for professional liability insurance,” or RVUPLI.
• Before being added together, each RVU component would then be multiplied by a factor that takes into account the differing costs of doing business in different parts of the country. Medicare currently identifies 89 distinct regions for this purpose. This factor is known as the Geographic Practice Cost Index (GPCI), and each region has three different GPCIs—one for each of the three RVU cost components.
• Finally, the total of the geographically adjusted RVUs are multiplied by a monetary conversion factor (CF) to convert the whole total relative value of each given procedure into a fixed dollar amount. In mid-2010, the Medicare conversion factor was $36.0791.
Let’s illustrate with the example shown in Table 8.1. These calculations are based upon performing an office visit of moderate difficulty (CPT code 99213) on a person who is an established patient of a practice in Portland, Oregon:
RVUTotal = (RVUwork × GPCIwork) + (RVUPE × GPCIPE) + (RVUPLI × GPCIPLI)
Payment = RVUTotal × CF
Table 8.1. Some Factors Involved in a Medicare Payment Calculation3

RVUTotal = (0.97 × 1.002) + (0.88 × 1.015) + (0.05 × 0.472) = 1.889
Payment = 1.889 × $36.0791 = $68.14
The RBRVS system was created by Harvard academics, approved by the AMA, placed into law by Congress and implemented by Medicare as a “scientific” answer to the question of how much any given healthcare service should cost. With credentials like this, what could go wrong? The answer is just about everything.
From Theory to Practice—the Failure of RBRVS
From the very beginning, the RBRVS system was (and is) a purely artificial creation. That doesn’t necessarily make it bad, but it does make it something that would never exist without the need for thousands of seemingly arbitrary decisions and an underpinning of politics. Unfortunately, politics and economic efficiency rarely, (if ever) peacefully co-exist.
The first challenge with the relative value scale for physician work appeared almost immediately. Because no such scale exists in nature, how could the relative difficulty of completely different procedures be compared? There are nearly 15,000 different procedures, each with its own CPT code. Who decides how many throat swabs a brain surgery is worth, and how each of them relates to the number of endoscopies? Attempts to directly measure the theoretical underpinning of physician work in the real world—the time, complexity, skill, physical effort, and stress involved—were unsuccessful. As a result, Medicare contracted for a series of surveys in which a selected group of doctors came up with their own estimates. In the first stage physicians within a given specialty were asked to personally rate the amount of “work” for each of the procedures that they might perform. In the second stage, panels of participants were asked to come up with procedures in one specialty that they felt represented an equivalent amount of work as procedures in a different specialty. After these comparisons were made, all the procedures between specialties were placed in a single giant global ranking. After some final tweaking, the RBRVS was then legislated into existence as Medicare’s payment basis. From that point on, the problems that grew from its adoption were inevitable.
The first and perhaps most important problem with the RBRVS system is its very premise. The system was created to calculate and reimburse cost rather than value. What’s the difference? The difference is that value is the monetary equivalent that a market would place upon a service if it had a chance to do so. Value takes into account all sorts of factors that cost cannot, such as the relative supply and demand for different services, the worth that the recipients of the services themselves place upon what they receive, the relative skills, personality and experience of the providers themselves, and the relative importance of the various different services to society as a whole. Value is something that is measured automatically by the invisible hand of the marketplace, and is very difficult (and often impossible) to calculate in any other way. Value is a unique quality that allows goods and services to be prioritized efficiently, and is the only thing that can really allows millions of suppliers and customers to dynamically balance supply and demand.
Second, no matter how rigorous the survey process might be, it is inherently a process of subjective assessment and political negotiation. This is perhaps best illustrated by the way in which relative values are determined for new procedures and re-evaluated for existing ones.
Medicare does not itself create or maintain CPT codes and the relative value scales. Instead, this lucrative franchise is owned and operated by the American Medical Association. Despite the fact that it represents only one out of every five American physicians, the AMA has a virtually monopoly on recommending CPT and RVU additions or changes to Medicare. RVU updates are created by the AMA’s AMA/Specialty Society Relative Value Scale Update Committee (RUC). As the AMA itself says on its website:
The AMA established a process in the course of its activities to develop relative values for new or revised CPT codes. This process was established in the course of the AMA’s normal activities and as a basis for exercising its First Amendment right to petition the Federal Government as part of its research and data collection activities, for monitoring economic trends and in connection and related to the CPT development process. In addition, CMS [i.e., Medicare] is mandated to make appropriate adjustments to the new RBRVS in response to the Omnibus Budget Reconciliation Act of 1989 to account for changes in medical practice coding and new data and procedures. The purpose of the RUC process is to provide recommendations to CMS for use in annual updates to the new Medicare RVS.4
The RUC has 29 members, with 23 of these nominated by various major national medical specialty societies and approved by the AMA. Three seats rotate on a two-year basis, with two reserved for an internal medicine subspecialty and one for any other specialty. The RUC Chair, the Co-Chair of the RUC Health Care Professionals Advisory Committee Review Board, and representatives of the AMA, American Osteopathic Association, the Chair of the Practice Expense Review Committee and CPT Editorial Panel hold the remaining six seats. Each RUC member has one vote. The total composition of the committee is shown in Table 8.2.
Table 8.2. Makeup of the AMA Relative Value Scale Update Committee in 2008

This approach might seem reasonable until one realizes that representation on the committee does not reflect the number of doctors in each field, numbers of patients using each class of specialty services, the quantity of services rendered, or even the total value of services. As some have aptly observed, this arrangement is rather like having the Senate without the House of Representatives in the U.S. Congress. A large number of important medical specialties are unrepresented, including endocrinologists (who are experts in diabetes, one of the most common, expensive, and fastest-growing diseases in America), oncology (the second-leading cause of death in the United States), or pulmonary medicine (specialists in the treatment of asthma and smoking-related chronic lung disease).
In practice this has meant that the real relative value of various procedures is determined not by any patient need or market-based economic consideration, but instead by what amounts to political horse trading by RUC members. This might work if there weren’t so much at stake, but the flow of healthcare dollars inevitably determines the makeup of the health services that we have available. It determines how many providers we have of each type, both by directing new trainees into higher paying specialties and by discouraging the retention of providers in those that pay less. Primary care specialties—those that see the most patients, take care of the vast majority of the elderly, patients with multiple conditions, and chronic diseases—have only about 5 votes out of 23. One result has been that specialties with lots of relatively expensive procedures dominate the negotiations when RVUs are put up for consideration. This is natural and predictable given the financial interests of the parties involved, but it’s no way to operate an efficient healthcare system.
The RVU differentials between various procedures are often understandably large. A complex brain aneurysm repair (to fix a defective and potentially fatal blood vessel in the brain) has an assigned relative physician work value that is 50 times higher than that of moderately complex office visit. However, in other cases, one would be hard pressed to understand how the comparisons are made. Here’s just one 2010 example:
• A return patient visit of moderate complexity (CPT code 99213) is the most common type of patient encounter in any given year. The assigned Medicare RVUwork is 0.92, and the visit would normally be expected to take about 30 minutes. At a medical office in Portland, Oregon in 2010, this would be reimbursed at a rate of $57.09.
• Removing two skin tags (benign fleshy outcroppings of skin) by snipping them with a pair of scissors (CPT code 11200) will usually take less than five minutes. Medicare rates the Medicare RVUwork as being 0.79, and will pay $68.99.
Both of these procedures require skill and expertise, but it’s unlikely that market forces—were they allowed to function—would rate a moderately complex 30-minute office visit and a 5-minute skin tag removal as being nearly equivalent in terms of work, and then pay more for the shorter procedure. This indifference to the market has had a profound effect on the availability and composition of the clinical workforce.
The third and perhaps most serious problem with the CPT code system of payment is its mind-boggling complexity. Perhaps more than any other factor, the complexity of medical billing, the opportunities that it provides for potential accusations of provider abuse and fraud, and the sheer time and cost of abiding by its resulting regulations has created a mood of complete despair in the healthcare provider community. The same system leaves patients clueless about what they owe and why, even while it wastes billions of dollars annually.
The essence of the CPT code system is that it pays for procedures (that is, things), rather than time. In 2009, the CPT system defined 14,592 procedures in its Physician Fee Schedule. The system’s complexity therefore arises as a result of three elements. The first is simply picking the right procedure code. The second is defining exactly what has to be done by providers to qualify their efforts as a billable procedure. The second is a whole set of additional rules that determine whether Medicare will pay for each procedure, based upon a welter of additional documentation, codes, code modifiers, and other conditions that must be satisfied before payment can take place. The combination of these requirements creates a world in which paperwork grows exponentially, ambiguity rules, suspicion abounds, and our healthcare dollars are spent paying hundreds of thousands of people whose only job is to wrestle with claims.
Many surgical procedures are relatively simple to define. When a doctor removes an appendix using an open abdominal incision and there are no other complicating factors, there is little need to describe the procedure beyond a relatively simple code—in this case, a CPT code 44950. However, so-called “cognitive” procedures—patient visits in which the patient presents with a complaint that the doctor has to diagnose and manage by taking a medical history and doing a physical exam—are different. These are billed using something called “Evaluation and Management” (E&M) codes.
Some patients are more complicated than others, and so some E&M visits are harder than others. Because Medicare pays clinicians according to what they actually did rather than the time it took them, it means that each E&M CPT code is a function of many different tasks performed during that visit. Medicare ranks each of these visits on a difficulty scale of 1 to 5, with Level 1 visits being the most cursory (and lowest paid), and Level 5 visits being the most complex (and highest paid). To determine which level of visit they will be allowed to bill for, Medicare requires doctors to record exactly what they did with and for each patient during each visit. The key areas of the visit that need to be documented are the length and comprehensiveness of the patient history taken, the comprehensiveness of the physical examination, and the complexity of the medical decision making involved. Based upon this information, the provider is then supposed to consult a variety of tables and requirements and identify the proper CPT code to be used in billing. Medicare has published a 27-page reference manual that describes this process (to go along with the 48-page definition of the rules themselves), including exactly how much history, physician examination, and medical data has to be reviewed (and how) in order to qualify for any specific level of visit.
It’s pretty much impossible to understand what we’re talking about without an example. Here is one straight from the front lines of American healthcare. The Happy Hospitalist is a weblog that is published by a doctor who takes care of patients in the hospital full-time.5 In this piece, he outlines the E&M coding process in his own practice:
I will attempt to walk you through an example of the payment system, and how it relates to relative value units (RVUs) and ultimately how that affects physician reimbursement. The number of codes is massive. For all imaginable procedures, encounters, surgeries. Any possible health care interaction.
Hospitalist medicine is limited (thank goodness) in the types of codes we use. So I only have to remember a few.
95% of my billing is based on about 20 codes:
3 admit codes (99221, 99222, 99223)
3 follow up codes (99231, 99232, 99233)
2 critical care codes (99291, 99292)
5 consult codes (99251–99255)
5 observation codes (99218–99220, 99217)
2 discharge codes (99238, 99239)
...These 20 codes determine my very financial existence. Medicare says so.
Every single [detail] has a code. There are even codes for codes: modifiers for codes, add-on codes, disallowed codes, V-codes, M-codes. It is endless...
And you have to get it just right. Every time. Or you don’t get paid, or you are accused of “fraud.” It is an impossible feat. The process of taking care of patients has turned into a game of documentation...
Let me walk you through a 99223, the code for the highest level admit for inpatient care...
There is no actual law, as I understand it, on the Medicare books that definitely defines the requirement for the codes. There are [two] generally accepted “guidelines”; 1995 and 1997 guidelines. Even the guidelines...are different, and you are allowed to pick and chose from both... This is my understanding of what Medicare requires to bill a level 3 admit, a 99223. You must have every one of them or it’s considered “fraud,” “overbilling,” “waste”...pick your favorite New York Times tag line:
1) HPI: The history of present illness. It requires 4 elements (for example, character, onset, location, duration, what makes it better or worse, associated signs and symptoms) or the status of three chronic medical conditions.
2) PMH: Past medical history. It requires complete personal medical (medical problems, allergies, medications), family medical, and social (do you smoke or shoot up cocaine?) histories.
3) ROS: Review of [body] systems. A 12-point review in which ask you every possible question in the book, separated by organ system.
4) A complete physical exam of all organ systems.
5) A high complexity of “medical decision making.” This one is great. It is broken down into 3 areas and you must have 2 of 3 components as follows:
(Pull out your calculator...)
5a) Diagnosis. 4 points required to get high complexity. Self-limiting, established stable, established worsening, new problems with no work up planned and new problems with work up planned are each defined a different point value and some have maximum additive amounts, and some don’t. Add up the points to get your total.
5b) Data. 4 points required for high complexity. Different components are worth different amounts on such things as reviewing or ordering labs, reviewing x-rays or EKGs yourself, discussing things with other “health care providers” (which I have never been able to define), reviewing radiology or nuclear medicine, obtaining old records, etc. Each element is worth a different number of points. Add up the points to get your total.
5c) “Concepts” I call this the basket. Predefined, sometimes vague medical processes that are defined as “high risk.” Such as close monitoring of drug levels, de-escalating care, severe exacerbations with threat to “life or limb” changes in neurological status.
You must have 2 out of 3 components of high risk for medical decision making for #5...
This is ONE PATIENT. ONE ENCOUNTER. ONE DAY... And I have to do this for every single patient I see. Every day. Over 2,500 times a year. And I am expected to get it right 100% of the time.
I am good at coding because I took the time to learn the rules. I know exactly what I’m doing. But it took me along time; I would say a good 2 years to really grasp it. And that is with a limited arsenal of 20 codes. Imagine trying to do this with an outpatient arsenal of hundreds of codes. This is the state of medicine.
I carry around cards that help me. There are multi-billion dollar industries that do coding, submission, denials, software. It is built on the premise of Medicare’s rules, not medical care. And it adds billions to the system in lost productivity...
The Happy Hospitalist isn’t kidding when he says that failure to do all this properly or document each and every step every time places our healthcare practitioners in legal peril. A basic premise of the current CPT-based system is that “if you didn’t document it, it didn’t happen.” This means that a doctor might do every part of a history and physical exam, but if she fails to write down every required element for a certain level of billing, the claim is considered to be unsupported. Federal law defines billing for a higher visit than your records support as a form of health care fraud, punishable by repayment, a $10,000 fine and/or imprisonment of up to five years for each instance.6 In the back of the mind of nearly every physician in the United States is the thought that a few confused chart notes or billing calculations, an aggressive prosecutor, and ambiguities in the way Medicare laws and regulations can be interpreted can ruin him for life. There are whole sections of the federal government devoted to ferreting out and prosecuting “Medicare fraud,” beginning with the Office of the Inspector General of the Department of Health and Human Services. Although real criminal activity and health insurance fraud does exist, this is not what we’re talking about here. It is absurd that the penalties for getting lost in the “coding jungle” should be as severe as those for setting up fake clinics and billing for services rendered on imaginary patients.
Those of us who are not in the business of actually delivering healthcare services might have a hard time understanding this paranoia. Supposedly, no one is going to be prosecuted simply for following the rules. But what if the rules are so complicated and vague that they really can’t be followed by half of the provider workforce? And if doctors are really worried, why don’t they just code at a lower level than they think they deserve?
As it turns out, they do. A study of more than 200 family practice doctors specifically looked at the question of how well providers could follow the E&M coding rules in practice. These doctors—who knew that they were being studied—were each sent complete records for six hypothetical patient visits. They were then asked to code each visit to the best of their ability based on the information provided for each visit. Two-thirds of the doctors had received at least six hours of coding training, and they were allowed to use any reference materials they wished to help with the process. Their findings were compared with those of a panel of five expert coders, who reviewed the same materials. The results were absurd. Even the coding experts did not agree with each other, so a majority opinion was taken as the “real” code for each case. When compared with the expert coders’ results, the physicians matched the expert coding only 52% of the time for established patients, and 17% of the time for new patients. Almost one-third of the cases involving established patients were under-coded. Fewer than one-third of the doctors were able to code half of the cases correctly.
In 2001, then Secretary of Health and Human Services Tommy Thompson convened a blue ribbon Advisory Committee on Regulatory Reform to recommend specific ways in which federal regulations could be eliminated, reduced, or modified to improve the efficiency and effectiveness of the healthcare industry. As Secretary Thompson said at one committee meeting: “When we flood doctors and hospitals with excessive paperwork, patients suffer the consequences.” In 2002, the committee published a 198-page final report titled “Bringing Common Sense to Health Care Regulation.”7 It contained more than 250 specific recommendations, most of which have yet to be implemented. Recommendation #99 was brief and to the point: “CMS should eliminate the Evaluation & Management Documentation Guidelines.”
A decade later it still hasn’t happened.
The medical claim coding process is actually far more complex than we’ve depicted, although to go into significantly more depth is probably not a good use of our time. Suffice it to say that, in addition to the difficulty of E&M coding, a host of other factors go into creating a fully coded “clean claim.” Procedure codes have to match correctly with diagnosis codes. Special code modifiers must be used in many cases. And most importantly, doctors have to take enormous amounts of time to specifically document large amounts of information that is largely irrelevant except for coding purposes. Indeed, the clinical function of the medical chart has largely become subordinate to its legal alter ego. Figure 8.1 is an increasingly typical example.
Figure 8.1. Excerpt from a Modern Medical Chart Note

From the perspective of a clinician actually trying to take care of a patient, a good medical note should be brief, to the point, and concentrate on pertinent positive and negative findings. What we see instead is a computer-generated note that highlights the “cover your ass” mentality created by Medicare billing and medical malpractice considerations. Like an increasing number of notes, it’s a product of an electronic medical record program. The doctor selects various parts of the exam from a multiple-choice menu. The software then automatically generates the note with all the requisite legalese. Every single observation says that “I personally examined...” because Medicare requires that you do everything yourself for the encounter to be billable. The perseveration on this point adds no medical value whatever. Instead it adds to the paperwork, clutters the real findings, and makes one wonder if all of this really was done or whether it’s just computer-generated boilerplate for a billable encounter. The Imaging Studies section is pure legalese.
Imagine this additional wasted effort replicated millions of times each day, every day of the year. The cumulative effect is tens of millions of pages of excess records. The existing system replaces real medical communication with “bureaucratese,” wastes time, adds overhead expense, and contributes nothing to patients or providers. All of this costs money; billions of dollars each year.
Regulatory True Grit
Groucho Marx once said that “politics is the art of looking for trouble, finding it everywhere, diagnosing it incorrectly, and applying the wrong remedies.” This succinctly describes government policy with respect to American healthcare today.
It’s no secret that voters are unhappy with the way healthcare is going in the United States. It costs too much. Health insurance is expensive and hard to get. Many people aren’t insured at all. Healthcare costs keep rising more rapidly than GDP even as access to care declines. Doctors have stopped going into primary care specialties. Health plans and insurance policies are difficult or impossible to understand. And nothing in the 2010 PPACA law does anything to help lay a sound, sustainable medical or economic foundation for the future.
When things aren’t going well and voters are angry, governments automatically respond with legislation and regulation. Given the role of the government, this is only logical. After all, it’s supposed to be responsive to its constituents. But virtually all state and federal responses to “crises in healthcare” have themselves become major problems. Reactive government initiatives intended to save money, improve quality, and protect patients using the healthcare system almost always increase cost and reduce efficiency while failing to provide the intended benefits. One typical mistake is trying to regulate an intricate industry with crude and inappropriately standardized tools. Let’s look at just a few examples.
Quality Improvement
Everyone would like to ensure that the quality of care we receive is as good as it can possibly be. Mistakes should be few and far between. We want our care to be cost-effective and efficiently provided. The use of medications and surgeries should have a rational and scientifically sound basis. And most of all, we would like the care to be tailored to the needs, resources, and preferences of each specific patient. Why? Because, as we established in previous pages, patients are not widgets. In a nuanced, diverse, and complex setting such as healthcare, one person’s remedy might be bad news for another.
Virtually any government-mandated program is going to be too blunt, too crude, and insufficiently adaptable to improve the system as a whole. On the other hand, it’s certain to create new provider documentation and reporting requirements, legal headaches, and compliance costs. Far from saving money and increasing quality, there is substantial evidence that, in many cases, they have increased healthcare expenditures with little benefit to patients. And, of course, they have boosted the size of the healthcare bureaucracy. Let’s examine a couple of quality improvement programs that have been implemented in just the past couple of years:
Guidelines of Care
We’ve already discussed some of the problems associated with government-mandated guidelines of care and critical pathways, including: (1) all insurers (public and private) often have a conflict of interest when it comes to choosing between quality and cost; (2) conflicting dueling standards originating from different special interest groups; and (3) standards often change far too slowly to keep up with medical innovations. However, a couple of additional considerations are worth mentioning here.
The first is that standardized guidelines simply aren’t appropriate when considered in light of the special circumstances presented by many patients. As a result, incentives or punishments meted out for their use or non-use will often miss the mark—either punishing or rewarding inappropriate behaviors. Here’s a simple example:
One “best practice” pay-for-performance guideline is checking the urine of diabetic patients for microalbuminuria (that is, evidence of small amounts of protein leaking into the urine as a result of kidney damage). It’s important to know if this happens because kidney damage can be minimized by beginning to treat the patient aggressively with certain medications. The cost of this test ranges from $15 to $90. As you can see in Figure 8.2, each provider is judged based upon the total number of diabetic patients who have had this test done as a percentage of the total number of diabetic patients in their practice.
Figure 8.2. Pay-for-Performance Criteria for Microalbuminuria Measurement in Diabetic Patients8

Notice that the guideline is quite simple. It has to be if it’s going to be widely promulgated as a regulation or pay-for-performance measure. If guidelines become conditional and complex, they become hard and expensive to devise, promulgate, follow, track, and change over time. So what happens when guidelines such as this one are applied in the real world?
Probably the best example is a study published in 2001 (a virtual lifetime ago in what should be a rapidly changing and updated field). Researchers looked at the “best practices” behavior of 85 internists who volunteered to participate in a study group designed to improve clinical practice.9 Astonishingly, these highly motivated physicians failed to do microalbuminuria tests on their diabetic patients 46% of the time. The reason wasn’t a lack of interest in quality, but instead that these clinicians made a conscious decision to skip the test when getting it would not be helpful in the care of their patients. There are many circumstances where this is the case, including when the treatment for urine protein is already maximized, the patient has known renal failure, or the patient has protein in the urine for other reasons. In a substantial proportion of cases, patients declined to be tested even when the need and purpose was described to them. Several other “best practice” guidelines had similar problems. In 2007, a careful search of the medical literature found absolutely no direct evidence that monitoring for microalbuminuria improved outcomes in patients already being treated with kidney-sparing medications.10
Despite these findings, the guideline regarding microalbuminuria and the physician incentives or punishments for not complying still remain in place. As the authors of the study observed:
Because the physicians provided explanatory remarks, we gained insight into clinicians’ patient-specific reasons for providing care that diverged from best practices. Although the reason most often discussed in the literature has been physician oversight, we found that a substantial amount of noncompliance was attributable to other factors, such as systems issues and patient non-adherence. Furthermore, our research clearly indicates that physicians occasionally made a conscious decision not to comply with a best practice. This raises questions about the appropriateness of the term best practice.
The result in cases like these is a lose-lose situation. If all providers were to mindlessly follow the guideline for microalbuminuria that has been dictated to them, almost half of the tests ordered will result in additional expense that provide little or no benefit to anyone. (In fact, if the guidelines were not originally promulgated by the government, one wonders if the extra testing would be classified as a prosecutable form of “waste, fraud, and abuse”?) On the other hand, if providers do not follow the guidelines, they are scored by the system as providing substandard quality care. The point is that: (1) guidelines simply can’t be detailed enough to apply to every circumstance; and (2) simple, standardized guidelines espousing “best practices” are simply not going to be the most efficient, least expensive, or highest quality way to take care of every patient. Making them into laws and regulations simply increases costs and overhead.
A second problem with mandating that doctors follow clinical guidelines is that some of them simply can’t be followed given the time and financial resources typically available. Consider the case of the 196-page federal guideline on smoking cessation.
Smoking is clearly a major cause of serious disease and premature death, and the vast majority of physicians regularly advise their patients to quit. Patients who express an interest in doing so are generally offered whatever assistance the clinician might be able to provide. But the federal guidelines go further, and require that physicians try to “promote [their patients’] motivation to quit.” This is supposed to be done using “Brief Strategy B,” a small portion of which is shown in Table 8.3. (The complete “Brief Strategy B” is reproduced in the Appendix.)
Table 8.3. “Brief Strategy B,” from the Federal Guidelines Regarding Smokers Who Report That They Are Unwilling to Quit11

One has to wonder where any busy provider could possibly find the time to engage in these otherwise uncompensated discussions. In 2005, a study of family doctors showed that each saw an average of 20.1 patients each day. The average amount of time that family practice physicians had to spend with patients was 17.5 minutes. This included the time available for obtaining a history, doing a physical examination, clinical decision-making, providing counseling, writing prescriptions, and arranging for follow-up. Charting and administrative overhead consumed an average of an additional seven minutes for each patient seen. Even the most casual observer will notice that the “brief” guidelines described in the Appendix could easily consume more time than is generally available for an entire patient visit.
Providers, patients, and the public already strapped by medical expenses therefore have a grim choice if such elaborate guidelines are to be followed each time a smoker is seen. They can (1) endure shorter patient visits on average to make up for the time used in such counseling; (2) endure longer waiting times to see their physicians; or (3) pay physicians more in an effort to spend more hours seeing more patients.12 All these options will reduce increase cost and/or reduce access to care for the large majority of patients—smokers and nonsmokers alike.*
* Fogoros has pointed out another questionable benefit of mandated guidelines: their ability to increase providers’ legal risk. He describes the case of John Banzhaf, Executive Director and Chief Counsel for Action on Smoking and Health (ASH), “who bills himself as the ‘law professor who masterminded litigation against the tobacco industry.’ Mr. Banzhaf “sent a letter to each of the 50 state health commissioners warning them that he will soon begin instigating medical malpractice suits, on behalf of smokers who continue to smoke as the result of their doctor’s refusal to follow federal guidelines. Mr. Banzhaf informs the commissioners that ‘physicians are killing more than 40,000 American smokers each year by failing to follow federal guidelines.’ That’s right, doctor, you’re killing them. (Cigarettes don’t kill people; people kill people.) Specifically he invokes the doctor’s obligation to ‘warn the smoking patient about the many dangers of smoking and provide effective medical treatment for the majority who wish to quit.’ That is, it’s your job not just to counsel them and treat them, but also to see that they actually quit smoking.”
A third and philosophically troubling aspect of centrally dictated standardized guidelines—whether government mandated or not—is that they threaten to replace patient choice and provider judgment with a biased perspective based upon imperfect data. As we’ve seen, “critical pathways” recommendations are most valuable when the clinical situation is relatively standardized, controlled. and the evidence is clear. Relatively few situations in non-elective clinical medicine fit this description. Do we really want to enact and enforce standardized guidelines that cause our providers to engage in rote behaviors, whether these behaviors are in our personal best interests as patients? If physicians are paid more to order useless tests, or if they are punished if they do not, they will surely order more useless tests and increase healthcare costs. The same principle applies to prescribing useless or potentially harmful drugs, performing surgeries or any other intervention potentially dictated centrally. Is it in the best interests of Americans to allow these types of policies to interfere with personalized care and the doctor-patient relationship?
“Never” Events
Good healthcare practices try to minimize the number of bad things that happen to people as a result of taking care of them. It also makes sense that people shouldn’t have to pay for poor quality care. Medicare began to apply both of these principles in 2007 by working with other agencies to come up with a list of serious and preventable hospital errors nicknamed “never events.” Never events are things that should rarely, if ever, happen if high quality care standards are applied. Medicare has made it policy to refuse to pay for the care required as a result of never events, thus encouraging hospitals to adhere to high standards and saving the government money. As generally happens, private insurers and Medicaid agencies have followed Medicare’s lead.
The concept of never events is a good one where a condition is truly preventable, and the initial list of “hospital-acquired conditions” (HACs) that Medicare and other insurers declined to pay for was quite reasonable. The original list included things such as operating on the wrong person or the wrong body part, leaving foreign objects in patients after surgery, or giving patients the wrong medicine. From there, however, Medicare has gone on to declare as never events some conditions that can be only partially prevented even with the best care. Infections associated with urinary catheters are one of these. Some percentage of patients who require the constant use of catheters to drain their urine will inevitably get urinary tract infections regardless of what hospital personnel may do.13
But the real problem is that it’s all too easy for regulators to lose sight of reality in their quest for perfection.
As part of their most recent proposal for new “never events,” Medicare included several complications that—far from being thoughtless errors—are actually known and unavoidable risks of being treated for certain specific conditions. One of those complications was accidentally nicking and collapsing a lung in the course of certain important diagnostic and therapeutic procedures. (In medical parlance, this is known as an “iatrogenic pneumothorax.”) The vast majority of the time this has nothing to do with carelessness on the part of the provider. A small percentage of patients requiring these procedures will suffer a collapsed lung no matter how skilled or careful the doctor may be. In fact, a collapsed lung is specifically listed as a potential risk on every consent form for these procedures for exactly that reason. And this is where the march to “quality” becomes a problem. If doctors and hospitals are afraid to perform important procedures that have known risks, aren’t they being discouraged from providing quality care to those who might need those procedures? Withholding timely and appropriate care increases total risk and healthcare costs for the population as a whole.
A storm of protests halted the classification of iatrogenic pneumothorax as a “never event” in FY2009, but the basic problem persists. Once we’ve addressed common sense issues such as patient misidentification and gross negligence, broad and nonspecific government efforts to reduce payments and “increase quality” for some patients will inevitably conflict with what is best (and represent acceptable risks) for others.
Pay-for-Performance
Pay-for-performance, commonly abbreviated as P4P, is the newest truckload of regulatory gravel being poured into the healthcare machine. More than half of health maintenance organizations and 126 health plans now have P4P programs in place for physicians and/or hospitals, and Medicare has no fewer than 11 P4P demonstration projects currently underway.14 While it is not yet mandatory for U.S. physicians to participate in most Medicare P4P programs, this will change in the near future.
Briefly stated, P4P is a payment incentive program in which doctors and other healthcare providers are given financial rewards or penalties based upon some measured parameter in their practice. In theory, this measured parameter could be anything, ranging from patient satisfaction to the adjusted mortality rates of their patients. In practice, however, P4P measures are usually based upon some type of testing that the government or private insurer wants them to perform. For example, for Medicare’s hospital-based Health Quality Incentive (HQI) demonstration project, 27 out of 34 of the “quality indicators” used measured compliance with dictated processes rather than outcomes measures such as mortality, complication, or readmission rates.15 In the outpatient setting, P4P performance criteria are nearly always limited to “processes” (such as performing a test or prescribing a medication), rather than a health outcome. There are three reasons for this.
First, process parameters are far easier to measure. All one has to do is ask whether the test was done or the medication was prescribed. Second, virtually all P4P programs are based upon some sort of standardized guidelines of care. Because the guidelines are themselves simply a set of processes (for example, if the patient is diabetic, get a microalbuminuria test each year), the success of the P4P program is generally a function of how well providers adhered to the guidelines. But most importantly, even under the best of circumstances, healthcare providers can only be partially responsible for the outcomes of their patients. A great deal depends upon the patient’s compliance with the provider’s attempts to diagnose and treat, as well as the nature of the disease itself. As we’ve seen previously, “report cards” that simply describe outcomes that are not adjusted for patient compliance or the severity of illness will cause rational providers to avoid seeing high-risk patients. Thus, P4P programs that specifically target outcomes might have the paradoxical effect of denying care to those patients who need it most.
The pay-for-performance movement is a recent outgrowth of something called “evidence-based medicine,” the philosophical origins of which extend back to the mid-19th century. Evidence-based medicine is
...the conscientious, explicit, and judicious use of current best evidence in making decisions about the care of individual patients. The practice of evidence-based medicine means integrating individual clinical expertise with the best available external clinical evidence from systematic research. By individual clinical expertise, we mean the proficiency and judgment that individual clinicians acquire through clinical experience and clinical practice.”16
The emphasis on the use of both scientific evidence and individualized clinical judgment is vital, because patients are not widgets. It is extremely rare that the exact clinical situation faced by a given physician and patient was identical to that studied in any clinical trial. There are too many variables of age, sex, ethnicity, family history, social history, medical problems, and treatments for this to be the case. This means that even the best medical guidelines can and should be trumped by individual circumstances....
“Evidence based medicine is not “cookbook” medicine. Because it requires a bottom up approach that integrates the best external evidence with individual clinical expertise and patients’ choice, it cannot result in slavish, cookbook approaches to individual patient care. External clinical evidence can inform, but can never replace, individual clinical expertise, and it is this expertise that decides whether the external evidence applies to the individual patient at all and, if so, how it should be integrated into a clinical decision.”17
The underlying idea behind evidence-based medicine is clearly a good one. In practice, however, the real question is whether evidence-based medicine can be successfully linked to a pay-for-performance mechanism. Because they have to rely on relatively simple rules to determine whether providers are rewarded or punished, there is no good means by which a P4P program that relies on process measures can take provider judgment into account. And as we’ve seen, P4P programs that rely upon outcomes can’t allow for patient cooperation or severity of disease without careful and time-consuming risk adjustment. The result is that these programs are inevitably based on mindless, centralized standard guidelines rather than the appropriate use of evidence-based medicine.
There are many reasons to be skeptical of pay-for-performance initiatives. Dolinar and Leininger have done a good job of summarizing the most important of these.18 They include the limitations of evidence-based medicine itself (including the lack of good randomized controlled trials as a basis for making decisions), the dangers of replacing patient choice and physician autonomy with central planning, undermining personalized care and the physician-patient relationship, and actually worsening the quality of care by forcing physicians to “game” the system to get paid.
There is also a surprising lack of evidence to suggest that P4P even works. Although many P4P programs report increases in the desired parameters with time, most fail to compare these gains with a control group: a comparable sample of providers that are not participating in the P4P program. At least two studies that did do this type of comparison found that increases in the majority of program “success” indicators were not significantly different between the P4P and control groups.19,20
How can P4P efforts like these cause headaches for doctors, hospitals, and other providers, and actually hurt the efficiency of the system as a whole? Once again, the real-life experiences of the Happy Hospitalist are revealing:21
...Here’s how the program works. [Medicare] has a list of over 100 indicators that physicians can choose to report on. Things like checking HgbA1C for diabetics, monitoring blood pressure, assessing fall risk, evaluating for beta blocker use in heart failure... But we physicians don’t need to report all of them. How many?
Just three. But here’s the catch. You must report at least 80% of the time on qualified patients on all three of those indicators or you don’t get any money. None. If you meet the qualifications for two of them with 100% and the third indicator is 79%, you get nothing.
For the reporting period of July-December 2007, Dr. Happy was the only physician in his group of almost 20 that successfully achieved the 80% mark on three indicators. And with that, Dr Happy took home a walloping $1,100 bonus, before taxes. For all the time and energy spent by our billing company. For all the time and energy spent by me and all my partners. $1,100. That’s what we had to show for it.
So what does it take to qualify?... Let’s look at coronary artery disease (CAD). The quality indicator was: ‘Is a patient with coronary artery disease being prescribed anti-platelet [medications]? For simplicity, anti-platelet will mean aspirin in this discussion.
How does one report?...
1. Which CPT code is the quality indicator good for? This is one of the most important aspects. Just because I saw the patient does not mean I can report to the PQRI system on that patient. Only certain CPT codes qualify. Remember CPT stands for Current Procedural Terminology. Whenever you have any possible billable encounter, your doc must submit the CPT code to the insurance company... So you have to know which CPT codes your quality indicator is good for... Let’s say... that I discharge a patient from the hospital, using CPT code 99238. [Medicare] says this CPT code can be used to report aspirin use for CAD to PQRI. The PQRI system does not care how many qualifying patients you report. If you only submit one patient all year for aspirin use in CAD and if you document it appropriately, then you have 1/1 on your report card. You are 100%. You meet the threshold of 80% for that one indicator [of the three needed] and you are successful. It seems easy, but it’s not really. It gets a lot more complicated.
2 Are you linking the ICD code with the qualifying CPT code? The ICD code or International Classification of Disease is the disease... Whenever a doctor submits a CPT code to the insurance company to get paid, that CPT must be linked to an ICD code... So all diseases have their own ICD code. In this case the ICD code for coronary artery disease [CAD] is 414.0. Now here’s the kicker. If you submit a claim to [Medicare] to be paid for a 99238 (a hospital discharge code and an allowable CPT code for PQRI for the quality indicator for aspirin use in CAD) and you link the CPT code to ICD code 414.0, but you FAIL to report to PQRI, you have just lost a patient on your numerator. For example, let’s say you have 2 patients all year with CAD who you saw and whose CPT code would qualify them for PQRI reporting. Let’s say [that for] patient 1 you link ICD code 414.0 (CAD) to your claim to Medicare for CPT code 99238 and you report to PQRI. You have successfully completed 1/1 claims. You are 100% successful on your reporting for that one quality indicator. Now, let’s say patient number 2 has CAD and you successfully link your ICD for CAD, 414.0, to your CPT code for discharge, 99238, but you fail to fill out the appropriate reporting...to PQRI. Your have now increased your denominator to 2, but you have only reported on 1/2 patients. So your successful reporting is only 50%.
Remember PQRI requires you to report on 80% of your qualified patients. In this case, because you failed to report to PQRI on just 1 of 2 patients, even though you submitted to [Medicare] to get paid for your office visits, your 50% does not qualify, and this quality indicator thus fails... Another common area to fail in the reporting game is failure to link the [qualifying] ICD to the CPT code when submitting to PQRI. Many patients we see have 10, 15, or 20 medical problems/ICD codes. When you submit a claim to [Medicare], they will only accept four ICD codes. If a patient has pneumonia, hypertension, chronic obstructive pulmonary disease, and diabetes, and CAD, and you submit your CPT code to [Medicare] on discharge code 99238 using the ICD codes for pneumonia, hypertension, COPD, and diabetes, BUT you fail to include the ICD code for CAD (414.0), then [Medicare] will not include this patient in your denominator for PQRI reporting. For [Medicare’s] reporting purposes, it is as if this patient does not exist... In the course of a year, this can hurt you because the fewer patients that you qualify, the fewer screw-ups you can tolerate and still hit 80%...
3. What exactly are we reporting? Good question. Now that we’ve gotten past to first two steps of making sure you know what the qualifying CPT codes are and then making sure you link the qualifying ICD code to the CPT code, what exactly to we do next? Well, in the case of the aspirin use in CAD, it’s not simply reporting yes or no... For each possible quality reporting indicator, we docs have the choice of 3, 4, 5 or more choices to report to PQRI. And each choice has its own code. Of course it does. In the case of aspirin use we can report...
• Aspirin prescribed code 4011-F

• Aspirin not prescribed for medical reasons 4011F-1P

• Aspirin not prescribed for patient reason (social reasons or declined) 4011F-2P

• Aspirin not prescribed for a system reason (insurance/resources unavailable) 4011F-3P

• Aspirin not prescribed, reason not specified 4011F-8P

...But it’s not that simple. If you have a patient that would qualify in the denominator (appropriate CPT code for the quality indicator) and has the appropriate ICD code to report, but you choose not report to PQRI, your denominator increases and your numerator stays the same. This would put you at risk for not meeting the 80% requirement.
This is what happened to the vast majority of folks in Happy’s Hospitalist group. We all met the required number of patients for each quality indicator... Most of Happy’s partners linked the ICD code to the appropriate CPT code, but [may have]... failed to circle one of the five 4011-F codes. So most of the quality indicators came in under 80%. Most denominators were in the 5-15 patient range. So you can see, failure to submit just 1, 2, or 3 PQRI claims can destroy a whole year’s worth of effort. And keep you below the 80% threshold.
...There is no way to know where the errors are occurring. Medicare does not tell you which patients qualified, which didn’t. Which patients you failed to submit but should have. It’s a giant black hole of faith. Faith that paper pushers in the entire data trail have done their job correctly, so you, doc, get your $600 bonus, the average paid out last year.
It’s no wonder why less than 1/3 of doctors have chosen to play the game. So much time. So little money. And no way to verify that everyone else is keeping up their end of the bargain.
So, the problem with P4P, guidelines, and other relatively simplistic “quality” efforts is that they consume huge amounts of resources—both in time and dollar terms. The P4P program itself uses resources, of course, to set up and administer. But more importantly, every new “quality” program produces more overhead for physician offices in terms of billing, data collection, and reporting. A recent study found that the administrative overhead for P4P reporting can be as high as $11,000 per clinician in the start-up phase, and then $4,300 per clinician annually.22 All these expenses eventually end up being translated into higher costs and higher insurance premiums.
Medical Malpractice Liability
Politicians, academics, special interest groups, and pundits have argued about the U.S. medical malpractice liability system for decades. Doctors complain that the vast majority of claims are bogus, while plaintiff attorneys insist that more doctors must be punished. Unaffected by the debate, malpractice premiums skyrocket regularly in line with that industry’s own insurance cycle. Patients typically find little or no justice and the root causes of errors are fearfully concealed, lest they generate more claims. Laws, awards, and insurance premiums are a hodgepodge, varying dramatically from state to state. But despite the bellowing and jawboning—or perhaps because of it—little or nothing changes from year to year. Doctors live in fear, patients suffer, and dollars are misdirected. It is more than grit in the system; the current medical malpractice system is universally corrosive.
What Is the Current System Trying to Accomplish?
Doctors make mistakes. They always have and they always will. The underlying basis of the medical malpractice system in the United States today is based upon two separate objectives.
The first is that when patients suffer harm as a result of a medical error, most people feel that something should be done to mitigate the medical and financial consequences. We want them to get well, and it seems unfair to ask them to pay for expenses incurred as a result of the error.
The second objective—most commonly invoked by the legal community—is to punish negligent providers. The idea is that the ever-present threat of lawsuits will reduce the number of mistakes providers make by acting as a sort of Sword of Damocles. Knowing that any mistake will subject them to swift and certain retribution, providers will always do their best. Those who do not will be called forward for public trial and face the prospect of personal and financial ruin. Incompetent doctors and hospitals will thereby eventually be removed from the system, and incentives for providing cheap or shoddy care will be minimized.
Given these motivations, the real questions are whether the current system efficiently accomplishes its intended purpose, and at what cost to the healthcare system as a whole?
Medical Malpractice Liability—The Existing System
Like just about everything else in the U.S. healthcare system, little or nothing about the management of medical errors was planned. Instead, it has been improvised through the tort system—the part of the legal system that allows citizens to seek redress for alleged injury through the courts. And like medical licensure itself, much of medical malpractice law is regulated at the state level. Most states require physicians to purchase medical malpractice insurance as a condition of practice, and both the insurance industry and malpractice litigation are regulated quite differently from state to state. Under the current system, a claim works something like this:
	Patients perceive that some harm was done to them as a direct or indirect result of the healthcare goods or services that they received. They seek out a malpractice trial attorney to take their case. This is almost always done on a contingency basis.
	A plaintiff attorney reviews the case to decide whether she believes that it’s worth taking. Generally speaking, this decision is based upon whether a good case can be made that a mistake was made, that the mistake resulted in harm, and that the value of a potential judgment or other settlement provides the attorney with a good return on their investment.23†
† This last condition is critical because law firms are inherently businesses just like the medical practices and hospitals they sue. Plaintiff attorneys working on a contingency basis (that is, they only get paid for their time and expenses if they win) still lose their cases most of the time. The American Bar Association reports that only about 25% of medical malpractice actions are won by the plaintiff either pre- or post-trial. Thus, each successful case must not only generate enough income to pay for the time and costs associated with the current case plus a profit margin, but also the three-quarters of malpractice cases that are unsuccessfully prosecuted. Plaintiff attorney medical malpractice fees vary, but tend to cluster around 33% of the total award made.
	If the plaintiff attorney accepts the case, a long period of discovery and investigation ensue. Much of the time, the case is settled out of court. If not, and if the case is not dropped, a civil trial is held with a jury. In most cases, the defense is led and financed by the provider’s malpractice insurer.
	If the jury finds in favor of the defendant, the patient gets nothing. If it finds in favor of the plaintiff, an award is made and paid by the provider’s insurance company. All attorney fees and expenses are paid first. The remainder of the judgment goes to the patient.

On average, it takes four to five years to resolve a claim from the date of the original incident.
Given this background, it is reasonable to ask just how well the current malpractice system achieves its goals, whether it does so efficiently, and whether there are undesirable consequences that result from this mode of doing business. If the system does a poor job of achieving its goals or does so inefficiently or with lots of undesirable consequences, our efforts to repair healthcare needs to take this into account.
So how does the existing system perform? Frankly, it’s not looking good.
The largest and most thorough study to date on the relationship between malpractice claims, medical errors, and the resulting compensation was published in 2006.24 This effort reviewed a random sample of 1,452 closed malpractice claims to determine how the claim was resolved, whether a medical injury had occurred, and, if so, whether it was due to a medical error.
Some observations on the results are instructive:
• Patients are certainly not being well-served by the current system. In cases that both involved an injury and a medical error, no payment was made to the patient over one-fourth of the time (27% of these cases). Because the patients in this study had all filed claims, even this number probably overstates the number of injured patients receiving appropriate compensation. Only 1 in 15 patients who suffer an injury because of medical negligence receive compensation, and those who do have to wait years to resolve their claim.25 While up to two years was average in this study, other sources claim that four years is more typical.26
• Providers are not being well served, either. Claims without errors were actually more likely to reach trial than claims with errors (23% versus 10%), and payments were made in almost one-third of the cases in which no error occurred. In fact, as we can see in Table 8.4, the evidence suggests that, for many physicians, the current system resembles a lottery more than a system designed to deliver justice.
Table 8.4. Comparison of Malpractice Claims With and Without Clinician Error in the 2006 Study

• Resources are clearly wasted on meritless claims. Non-error claims accounted for 16% of total system costs, 12% of indemnity costs, and 21% of administrative costs.
• Enormous amounts are directed away from healthcare and into purely administrative costs. The study found that for each dollar paid to patients in compensation, $0.54 in additional costs are incurred for attorney fees, experts, court costs, and other overhead expenses.
What providers see in these numbers is that they are equally likely to be sued whether or not they make a mistake. All that is required is that the patient has an undesirable outcome, (and sometimes even that is optional). Still worse, even if no error was made, the patient still has a 28% chance of winning. Trial lawyers are quick to point out that claims with errors have a much higher compensation rate than those without, but this blessing is largely lost on providers. Much of the real harm that is done to them occurs the moment that the claim of malpractice is filed. At more than $50,000, the cost of defending a meritless claim is no different than defending a credible one. The time spent, anxiety incurred, loss of sleep, and heartache are all the same.
Although some might argue that claims keep doctors sharp and prevent negligence, a siege mentality inevitably leads to defensive medicine. We’ll look at this more closely in a bit, but from both a patient and system perspective, one has to ask whether we really want to foster an adversarial relationship between patients and caregivers? Mello, et al looked at a natural experiment in which several Pennsylvania malpractice insurance carriers abruptly left the market. Almost overnight it became extremely difficult for many providers to buy malpractice coverage. Malpractice insurance premiums skyrocketed. The researchers then compared the satisfaction rate of Pennsylvania physicians with those of other states, and asked Pennsylvania providers how the malpractice situation was affecting their lives and medical practices.27
Not surprisingly, physicians in Pennsylvania were significantly less satisfied with their careers than physicians elsewhere—about half as satisfied on average. Of potentially greater importance was their attitude regarding their patients and ability to deliver appropriate care. This is described in Table 8.5.
Table 8.5. Effects of Liability Pressures on Pennsylvania Specialists’ Interactions with Patients

“Wounded” physicians in this study are defined as those dropped by their insurer and/or sued in the prior three years. The important finding is that doctors—especially those who have been “wounded” in a malpractice sense—change as a result of the process, and not for the better. They are less open and candid, more paranoid, and less able to provide what they believe to be the best possible care. The physician-patient relationship operates less smoothly and efficiently as a result. This is exactly what we would expect to occur with “sand” in the gears.‡
‡ In many respects, it doesn’t matter whether the paranoia doctors feel is backed up by true risk and valid statistics, or whether it’s simply all in their heads. If they feel that a Sword of Damocles is hanging over their heads, they will behave accordingly. Otherwise rational providers will change their practice patterns to avoid risky behaviors or perceived “problem patients,” choose to practice in less affected medical specialties, move to locations where the perceived risk is lower, and cover their tail with additional costly tests to make sure they’re not missing anything, regardless of how small the likelihood of those tests turning out positive. It hardly matters that their real chances of being sued for negligence are low, or that their chances of prevailing are high–in or out of court. Their behavior is inevitably changed in far more ways than simply trying not to be negligent. One of the most important conclusions of the 1994 OTA study “Defensive Medicine and Medical Malpractice” was that: “Physicians are very conscious of the risk of being sued and tend to overestimate that risk. A large number of physicians believe that being sued will adversely affect their professional, financial, and emotional status.”
Finally, there is the sheer economic cost to clinicians—something that becomes important when we discuss the supply and appropriate distribution of providers, and the market’s ability to constrain the cost of providing care. These costs vary considerably depending upon medical specialty. In 2003, average obstetricians paid 6.7% of their gross revenue for malpractice insurance, general surgeons 4.3%, and internists 2.9%.28 Because physicians have an average overhead rate of about 50% of revenues, medical malpractice costs as a percentage of the physician’s salary are about twice as high as the percentages shown. For example, a obstetrician will have medical malpractice costs equivalent to about 13% of his take-home pay.
Larger studies suggest that the overhead cost of uncompensated claims is actually higher than that of claims involving compensation. In 2006, the Ohio Department of Insurance found that no award was made in almost 80% of all claims filed. A very large cumulative study by the Physician Insurers Association of America (PIAA) found that the total administrative and defense expenses of unpaid claims actually exceeded the amounts spent on those resulting in compensation by more than $275 million over a 20-year period.29
To what extent does the current system fulfill its second mission of preventing negligence on the part of providers? The fact is that no one has any idea. In 1994, the U.S. Office of Technology Assessment (OTA) reviewed this topic and concluded that: “The role of the malpractice system as a deterrent against too little or poor-quality care—one of its intended purposes—has not been carefully studied.” Little has changed since then. There appear to be no credible measures or studies that document the extent to which the tort system has contributed to the safety of American healthcare. One thing that seems certain is that it’s probably not helping much. Attorneys seeking to justify the role of the tort system have pointed out that: “...even with...conservative methodology, the [Harvard Medical Practice] study found that doctors were injuring one out of every 25 patients—and that only 4 percent of these injured patients sued.”30 Given this evidence and the high rate of medical errors reported by the Institute of Medicine and others, it’s clear that the existing tort system is a crude and inefficient way to protect patients.
Although the current system has many undesirable attributes, its proponents take consolation in statistics that show that the total cost of malpractice insurance, overhead, and litigation is a relatively small percentage of the total healthcare budget. The Congressional Budget Office has estimated the direct costs of medical malpractice insurance, legal costs, compensation, and litigation to be approximately $24 billion in 2002, which was just under 2% of all healthcare spending in that year.31 Tillinghast estimated these costs to be $30.3 billion in 2006, but noted that they were growing at an average of 11.1% per year, compared with an average annual increase of 8.2% per year for all other tort costs.32 “The compounded impact of this 28-year difference in growth rates is that medical malpractice costs have risen by a factor of 23 since 1975, while all other tort costs have grown by a factor of 12.”33 This average rate of growth implies that the direct costs of medical malpractice was nearly $40 billion in 2009. However, none of these estimates take into account a critical factor: the cost of defensive medicine.
Defensive Medicine
Defensive medicine has been defined in various ways. One definition is “a deviation from sound medical practice that is induced primarily by the threat of liability.”34 The Office of Technology Assessment (OTA) defined defensive medicine as follows:35
Defensive medicine occurs when doctors order tests, procedures, or visits, or avoid high-risk patients or procedures, primarily (but not necessarily solely) to reduce their exposure to malpractice liability. When physicians do extra tests or procedures primarily to reduce malpractice liability, they are practicing positive defensive medicine. When they avoid certain patients or procedures, they are practicing negative defensive medicine.
Under this definition... the motive need not be conscious. Over time some medical practices might become so ingrained in customary practice that physicians are unaware that liability concerns originally motivated their use...
Thus, concern about malpractice liability pushes physicians’ tolerance for uncertainty about medical outcomes to very low levels. Stated another way, concerns about liability drive doctors to order tests, procedures, and specialist consultations whose expected benefits are very low. There is no doubt that defensive medicine does exist, and that it is a universal part of the daily life of every healthcare provider. To the extent that defensive medicine wastes resources, it reduces the efficiency and effectiveness of our healthcare machine.§ A 2005 study of more than 800 physicians found that 93% of them report practicing defensive medicine.36 Among practitioners of defensive medicine who detailed their most recent defensive act, 43% reported obtaining imaging studies of questionable clinical necessity. Forty-two percent reported avoiding patients and procedures that would increase their potential liability risk. A 2008 survey of more than 830 physicians (in eight specialties) conducted by the Massachusetts Medical Society had similar results, with 83% of physicians reporting that they practiced defensive medicine.37 Both studies showed that the number and types of defensive medicine practiced varied considerably by provider specialty. Some of the results from the Massachusetts study are shown in Table 8.6.
§ It’s quite possible for paranoia and intensive diagnostic efforts to do actual harm as well. This can happen in at least two ways. The first way is that many diagnostic procedures carry some risk of harm as part of the procedure. Radiographic tests such as CT scans and ordinary x-rays all make use of ionizing radiation that is known to increase the risk of cancer in humans. The typical chest CT scan subjects patients to the radiation equivalent of about 175 regular chest x-rays, and the number of CT scans has risen rapidly over the past 25 years. More than 62 million CT scans are done annually in the United States today, compared with just 3 million in 1980. The 2008 conference of the Society for Academic Emergency Medicine heard presentations from researchers who found that “a typical patient who visited the emergency room received a cumulative radiation dose of 40 millisieverts over a five-year period. Ten percent of patients ended up with a staggering 100 or more millisieverts. Both levels are well above the safety threshold for lifetime radiation exposure.” One radiation expert has suggested that “in a few decades, 1.5 to 2 percent of all cancers in the United States might be due to radiation from CT scans done right now.”
Another potential hazard is that testing will produce a result that requires still more testing. By definition, medical laboratory tests will turn out to be out of the “normal” range about 5% of the time, even when nothing is wrong. Many of these “abnormal” results will be repeated just to see if they are real. Still other tests will find abnormal results that are the result of benign conditions that can easily be confused with something harmful. A simple example is the finding of a nodule on a chest x-ray taken for some other reason. The nodule could be cancer, an infection, or an old scar left over from many years ago. In a paranoid clinical climate, these findings will require yet more procedures and tests to rule out the worst possible case. Each of these procedures (such as a lung biopsies) can carry its own serious risks, and lead to medically induced complications, or even death.
Table 8.6. Average Percentage of Medical Interventions Undertaken With Liability Concerns As a Major Motivating Factor

Although many of us might be horrified that so many “unnecessary” tests are being ordered, it’s important to remember that no one really knows that they were unnecessary until they came out negative. Instead, there was simply a very low (and sometimes vanishingly small) probability that something seriously wrong could have been going on. It’s really a question of incentives. The psychological, social, professional, and financial incentives of the current tort system cause providers to have a zero tolerance for certain types of catastrophic errors. And, as we’ve seen, incentives work. The behavior of one emergency room physician is typical:38
“I recently treated a very old and pleasantly demented gentleman who had slipped and fallen at home, sustaining a laceration to the back of the scalp. It was a witnessed fall, his second in less than a month, and there was no report of syncope [i.e., fainting] or loss of consciousness. Other than the laceration, the patient was without complaint and neurologically intact, at his baseline mental status. He just wanted me to hurry up and close his wound so he could go home.
I briefly considered not ordering a CT scan; after all, his recent head scan (reflexively ordered by one of my risk-averse colleagues) was normal, he wasn’t on any blood thinners, and he seemed to be OK. Apparently there are some ivory tower physicians who think we ER docs order too many imaging studies, and I heard them murmuring like a chorus in the back of my mind. Fortunately, I ignored them.
I’m certain that if I had NOT ordered a CT scan on this patient with a seemingly benign injury, the Multidisciplinary CT Scan Rationing Committee would have had a meeting with the Quality of Care Committee and they would have jointly supported my decision...even after his subdural hematoma [i.e., bleeding into his head] and hemorrhagic cerebral contusions had become clinically apparent and possibly devastating. Maybe they would have even given me an award for my outstanding clinical judgment or my superior rationing of resources.
In the real world outside of academic conference rooms, nobody ever gives you a pat on the back for ordering fewer tests or practicing more cost-effective medicine. But one thing that academia and private practice have in common is that administrators in both arenas have a very low tolerance for missed or delayed diagnoses, particularly when the outcome is bad.
So we’ll continue to order as many damn CT scans as we want. Personally, I’d rather order 1,000 “unnecessary” CT scans than face the question of why I didn’t order the one that might have mattered.”
How much does all of this defensive medicine cost? It depends upon who you ask.
One of the key findings of the OTA study was that “accurate measurement of the extent” of defensive medicine is impossible. While physician surveys are helpful, they are to some degree subjective. Clinicians might feel compelled to inflate or deflate the numbers for a variety of reasons, and some of their defensive behaviors are almost certainly subconscious rather than deliberate.
Another approach is to try to estimate the impact based upon differences in medical expenditures in parts of the country with different medical malpractice law. This was the approach taken by the Congressional Budget Office (CBO) in 2006. It looked at the history of healthcare spending in states that imposed various sorts of malpractice tort reforms (such as caps on non-economic damages, caps on attorneys’ fees, caps or bans on punitive damages, and modification or elimination of joint-and-several liability). Taking the historical data from these various state experiments, the CBO performed regression analyses in an attempt to determine what, if any, impact on per capita medical spending might have been attributable to the tort reforms. The results were equivocal. Spending went up in some states and down in others. Although the CBO concluded that “the estimated effects of implementing a package of previously proposed tort limits is near zero,” it provided a caveat to this conclusion. “The mixed results...demonstrate the difficulty of disentangling any effects of tort limits from other factors that affect levels of healthcare spending.”39 In other words, the CBO really has no idea. Katherine Hennesy at Ursinus College attempted a similar analysis limited to defensive medicine practices in skull fracture patients and came up with similarly equivocal results.
So do these studies mean that defensive medicine has little net impact on healthcare costs and efficiency? Hardly.
The biggest problem associated with these types of malpractice analyses is that they assume that “conventional” types of tort reform will have an impact on provider behavior. This approach is inherently flawed from a provider’s perspective. Capping awards or attorney fees or removing punitive damages really only affects the price that malpractice insurers charge for coverage. The social, personal, professional, and financial impacts of being sued remain unchanged, and the process itself is still an adversarial one. To the average provider, it makes little difference if the maximum non-economic damages are $2,000,000, $500,000, or $250,000. Being accused of malpractice is still a miserable and traumatic experience. It’s difficult to imagine that any provider would change her practice patterns simply because their insurance company would, on average, be paying less in claims compensation. A far more profound change in the way the system works will be needed for that to happen.
The result is that we’re left with estimates. Not surprisingly, these vary considerably depending upon the source. Table 8.7 shows a number of these estimates along with their source and methodology, if provided. With the exception of the last one, all these estimates are limited to the effect of current malpractice law on high-risk specialties only. They do not include costs associated with all other specialties or non-physicians.
Table 8.7. Prominent Estimates of the Cost of Defensive Medicine in the United States

Just as physician surveys and “expert” assessments might be expected to be biased upward, estimates based on state tort law reform are almost certainly biased downward. Assuming that the CBO numbers are zero, the average of these estimates is $80 billion annually. This is as good an estimate of the cost of defensive medicine as we are likely to get for now.
Only two-thirds of the $28 billion spent on medical malpractice claims, insurance, and overhead goes to patients. This implies a total medical malpractice overhead cost of nearly $10 billion per year. Adding this overhead to the cost of defensive medicine means that our current approach to medical malpractice is costing us $90 billion per year, or a total efficiency loss of about 4% of the total that we’re spending on healthcare. This is enough to insure about seven and one-half million people annually. There has to be a better way.


9. Friction
“It’s not the work which kills people, it’s the worry. It’s not the revolution that destroys machinery, it’s the friction.”
—Henry Ward Beecher
“Friction” within the healthcare machine can be defined as the wear, tear, and loss of efficiency caused by aspects of the system that are poorly designed or operated. Friction typically isn’t the fault of any individual part of the machine, nor is it typically a clear defect imposed from the outside. Instead, elements of friction are more likely to be structural defects that keep the wheels of healthcare from turning smoothly, efficiently, and economically. Some elements of friction are relatively simple and easy to fix, but can have a disproportionately large effect on all the elements in the system. Others are more complex but still manageable with a little cooperation, will, and common sense. Let’s look at a few of these.
Unique Patient Identifiers
Properly associating individuals with their insurance, medical records, laboratory tests, billing, and hundreds of other medical and administrative functions is one of the most vexing challenges in all of healthcare. This is because the United States has no single identifier that can be used to uniquely and universally identify each and every one of us as medically distinct individuals.
There is currently no way to reliably know that a given medical item (be it a chart, fluid sample, radiograph or report) is uniquely associated with a given human being. Instead, the process of mapping a person to all other objects in their medical world is known as “statistical mapping.” One tries to collect pieces of indentifying information about each patient—none of which are necessarily unique by themselves. These include names, gender, dates of birth, Social Security numbers, addresses, and anything else that seems useful. The hope, of course, is that if enough of these elements match, you have a good chance of distinguishing one John Smith from another.
There are many drawbacks to the statistical matching approach. The first and most obvious problem is that this approach might not work to distinguish two individuals. This is of special concern in healthcare, where errors resulting from a case of mistaken identity could easily prove fatal. As discussed in a RAND Corporation report on patient identification, statistical matching will inevitably create errors in the form of both “false positives,” in which the wrong patient is identified, and “false negatives,” where not all of a patient’s records are found.1 Either situation can result in serious errors in medical management. Indeed, many duplicated tests, laboratory errors, and medication errors are the direct result of false positive and false negative patient identification.
The second problem with statistical identification is that it’s highly inefficient. That makes it expensive. Every medical facility is forced to collect many pieces of information about every patient, and associate that information with every specimen, medical record, and communication. The more pieces of information one has, the more accurate and reliable the statistical matching process becomes. On the other hand, each additional piece of information adds to administrative overhead cost. Not only is the process tedious, it is also prone to human error. Misspelled names, incorrect dates of birth, changes in names, addresses, and telephone numbers all add to the obvious difficulty of making each match and keeping identities straight. Each specimen needs to be labeled with multiple pieces of information. Even supposedly unique nonmedical identifiers such as Social Security numbers are less helpful than one might think.
All this overhead accrues to anyone and everyone who has anything to do with patients. All hospitals and providers are, of course, affected. However, all insurance companies, government health agencies (including Medicare and Medicaid), clinical laboratories, billing offices, pharmacies, vendors of medical equipment, research efforts, nursing homes, and hospices are as well. Patients and their families are ultimately most affected because they must inevitably deal with each of these entities.
A more subtle hazard of the existing statistical identification system is that it places each patient’s privacy and identity at risk. By forcing so many people to collect so much information again and again, all our personal details become widely distributed on a regular basis. This is the same information that must be used for our personal business—from bank accounts to credit cards, mortgages, employment, and Social Security. After this data is misplaced or stolen, it’s a herculean effort for patients to recover and start over.
The intelligent alternative to statistical identification is a unique patient identifier that is specifically created for, and dedicated to, healthcare use only. Unique medical identifiers would almost instantly correct nearly all the friction inherent in the current patient identification system. They would reduce medical errors, save time and money, improve privacy, enhance security, and facilitate healthcare research. In terms of the healthcare machine, unique patient identifiers would lubricate virtually every healthcare transaction—hundreds of billions of them each year. These identifiers already exist in several European health systems (such as Norway, the United Kingdom, and Canada). There they have functioned smoothly, been associated with few, if any, privacy or security concerns, and have performed as advertised. None of this is a secret. One has to wonder why the United States has not followed suit.
The answer is a combination of short-term thinking, popular misconceptions, and political timidity.
The original Health Insurance Portability and Accountability Act of 1996 (HIPAA) law mandated that the Secretary of Health and Human Services (HHS) adopt standards providing for “a unique health identifier for each individual, employer, health plan, and health care provider for use in the healthcare system.” As the RAND report describes:
Although an analysis completed for HHS in 1997 suggested a number of practicable options for a national patient identifier, subsequent hearings conducted by the National Committee on Vital and Health Statistics (NCVHS, 1998) revealed significant concerns that the privacy and security of patient information could be threatened if it were networked beyond local healthcare information systems.
Very few comments at those hearings were directed specifically at the relative merits of the UPI as a patient identifier, but Congress subsequently prohibited HHS from expending funds in further study of a UPI without its explicit approval. This prohibition effectively stopped HHS from further considering or experimenting with a UPI as a means of linking health information in a national or regional network.2
Based upon testimony presented by those opposed to unique identifiers at the time, the overriding concern was not that the IDs were inherently risky, but instead that no “comprehensive privacy protections” were in place to govern their use. The most strident objections were that unique IDs would be used to aggregate all medical information without the patient’s consent, and the aggregate information would be placed at the disposal of government agencies.
Placing complete personal medical information in the hands of bureaucrats and/or political operatives is clearly a valid concern. So is allowing personal health information to be used for commercial purposes that are of little or no benefit to patients themselves. But instead of implementing unique IDs and severely limiting their use by nonmedical personnel, Congress took the opposite approach. It banned research into the best way to devise and implement unique identifiers, and left issues pertaining to their use unresolved. Having made this decision more than a decade ago, Congress has never seriously reconsidered the matter. Instead, the healthcare system has been subjected to ten years of unnecessary friction—excess errors, overhead, and duplicated tests.
Medical Recordkeeping and Transaction Processing
Creating, maintaining, and sharing medical records and transactions (such as prescriptions, orders, consults, and referrals) are among the most basic and essential healthcare processes. Healthcare records are the starting point for clinical evaluation, an archive for future reference and legal documentation for legal, administrative, and billing purposes. If the process of creating medical records and transactions does not go quickly and smoothly, nothing goes quickly and smoothly.
In recent years the electronic creation, storage, and dissemination of medical records has become a multibillion dollar industry and a focal point for politicians, businessmen, and academics looking for a quick fix to the dysfunction present in healthcare. It’s comforting to imagine that simply adding more technology can solve most, if not all, of the knotty problems that healthcare presents. There is certainly no shortage of bullish projections to support this notion. A 2004 study by the RAND Corporation concluded that fully implementing electronic medical records (EMRs) in the United States would save $77 billion annually, and a cumulative total of $371 billion over a 15-year implementation period.* Their estimated cost to implement these systems over that period of time is about $115 billion. That’s a return on investment of more than 100 percent. The logical conclusion of this type of analysis is that we might want to drop everything and simply implement more technology—at gunpoint if necessary. With returns like that, how can we possibly go wrong?
* The terms “electronic medical record (EMR)” and “electronic health record (EHR)” are used interchangeably in healthcare.
The answer is simple: friction.
Medical records provide an interesting study in friction because of the technological contrast presented by pieces of paper and computerized medical records. They are the classic examples of the antiquated and the futuristic, the physical and the ephemeral, the unfashionable and the stylish.
The vast majority of medical records in the United States are currently created and maintained in paper form. Your basic medical chart is a heterogeneous collection of information of varying degrees of interest and importance. Its contents will differ depending upon whether it reflects inpatient or outpatient records. In an outpatient office, the chart will contain insurance information, records of histories and physical exams, progress notes, vital signs, x-ray, pathology and lab results, surgical notes, prescriptions, records of phone calls and missed appointments, patient correspondence, and of course, insurance and billing information. Inpatient records will have much the same information, but will also contain nursing notes, physician orders, and notes from the various inpatient departments, such as physical therapy and the pharmacy. Most paper charts are organized like file cabinets—each type of information is maintained in chronological order in a different tabbed portion of the medical record folder.
If we think of a paper record as a physical book or a file cabinet, electronic medical records are the computer equivalent. Instead of creating and filing pieces of paper, all notes and records regarding history, physical exams, surgical labs, progress notes, vital signs and all other pieces of information are stored as bits in a computer. As we all know, computers have a number of advantages over paper when it comes to sharing data remotely, searching for specific pieces of information, duplicating information quickly and easily, and downloading data (such as digital radiographs, lab results, and pictures) that are already in electronic form.
One would imagine that electronic records would be rapidly embraced as the standard way in which medical information would be recorded and stored. Indeed, the federal government is placing a great deal of pressure on healthcare providers to do exactly that. Beginning at least as early as 2006, legislators began proposing legislation that would mandate the purchase and use of EMRs. Even before taking office, President Obama set a goal of computerizing all America’s healthcare records by the end of 2014.3 And one aspect of electronic healthcare data management—electronic prescribing—is already the law of the land. Beginning in 2012, physicians who fail to switch to electronic prescribing will be penalized 1% of their Medicare payments, with the penalty rising to 2% after 2013.4
But for millions of smart, well-informed, and well-educated healthcare providers, the case for electronic medical everything isn’t so clear cut. In spite of government cheerleading, mandates, and threats of payments and/or penalties, only 6% of American doctors currently e-prescribe, and just 2% of the prescriptions written annually are electronic.5 Electronic medical record use is not a great deal better. A large 2008 survey of physicians practicing in office environments found that 4% reported having an extensive “fully functional” electronic medical record system, while 13% reported having a “basic system”.†,6 How is it possible that there could be such a disconnect between what’s apparently “good for healthcare,” and what clinicians are willing to purchase and use voluntarily?
† On a nationwide basis, this survey underestimates the total percentage of physicians using EMRs because the study excluded doctors working in federal hospitals such as those in the Veterans Administration and on military bases. All providers at these facilities are required to use federally provided electronic record systems that were developed (and sometimes completely scrapped and redeveloped) at a cost of billions of dollars. Ironically, even in these environments, the distribution of the technology exceeds its actual use. One example is the “Joint Patient Tracking Application” (JPTA), which cost $320,000 to develop and $2 million per year to operate. The system was designed to allow providers in Iraq and Afghanistan to document care provided in those theaters of war—thereby creating medical records that could be accessed for healthcare purposes by doctors in the United States when those patients returned stateside. However, in 2007 it was reported that only 13 of 70 military treatment centers in the United States used the system, even though they were required to do so beginning in 2005. The problem was that the JPTA was implemented as a parallel system to the larger primary EMR system already present and in use at military facilities. Providers were therefore forced to remember to look for patient information in two places instead of one. Integration of the two systems has proven difficult—costing more than $230 million and counting. The presence of two incompatible record systems—one of which did not fit into the ordinary workflow of stateside physicians—allowed patients to fall through the cracks, resulting in the unnecessary duplication of tests and even the deaths of some soldiers. (Urbina J, Nixon R. “Disuse of System is Cited in Gaps in Soldiers’ Care.” The New York Times, March 30, 2007.)
The reality is that both paper-based and electronic healthcare information systems have serious drawbacks. As with so many other aspects of the healthcare machine, the current push to force clinicians to switch to electronic systems is motivated at least as much by vested political and economic interests as by any potential benefits of the systems themselves. If we’re going to understand where friction occurs in healthcare and try to reduce the inefficiency it causes, it behooves us to examine the role, format, and agendas behind medical information in more detail. Why are some people so anxious to force healthcare into electronic records and transactions, while so many providers are reluctant at best? And what’s the best course of action for us to take as patients and those financing the system?
Paper-Based Healthcare Information Systems
Despite their age, pen and paper are still among the most convenient and efficient recording and communication devices known to man. They are fast, cheap, and portable. Moving parts are few. Paper systems don’t crash, don’t depend upon electricity or the Internet, and don’t require much in the way of skill to maintain. Almost every type of visual information can be recorded on paper, from writing to drawings to photos and electrocardiograms. A clinician can take paper into an exam room and easily listen and talk to patients and families while writing. Because our current healthcare system is based upon paper, the infrastructure investments needed to handle it have already been made. Most importantly, pen and paper require no introduction or training, and their applicability is universal. No one receiving a paper record or prescription has to worry about learning how to use it, or whether it’s compatible with the software or systems they happen to have. Provider workflow is already optimized for paper, even as computers are used for many non-provider clinic tasks such as scheduling, billing, and accounting.
These qualities give paper-based records and transactions enormous flexibility and versatility. Roughly the same materials and equipment can be used in clinics and hospitals catering to completely different groups of patients, illnesses, and specialties. Patient records can be copied and transferred with relative ease, and prescriptions can be carried to any pharmacy in the country without special provisions or equipment. This type of flexibility is invaluable when dealing with large numbers of independently held and disparate organizations, as in the United States. Millions of offices, clinics, labs, imaging centers, pharmacies, and hospitals know that they can rely on paper to communicate reliably and effectively. In a world where hype is routine and technology is often incompatible, these are valuable attributes and should not be taken lightly.
Of course, paper is hardly perfect. Although paper is cheap, convenient, and a universal input medium, it leaves much to be desired as a means of storing, searching, recalling, and transmitting data. Paper is bulky and takes up lots of space. It’s relatively labor-intensive. In large clinics and hospitals, the physical size and number of records to be managed require whole rooms and medical record staffs to operate. Because paper is a physical entity, it can only be in one place at a time, making it difficult for many providers to share information simultaneously. On average, a provider looking for a paper hospital chart will be unable to obtain it immediately about one-third of the time. Paper can be slow to send. Finally, paper is far from ideal with respect to searching for and tabulating data. Looking at a pile of charts, there is simply no easy way to extract which patients have what condition or how they’re being treated.
These drawbacks are the reason that electronic medical records are of considerable interest to payers and government agencies. If you want to know about a patient, you can simply look at his chart. On the other hand, if you want to track and control things such as diagnostic tests, formularies, referrals, and other forms of resource utilization, it really takes a computer. Let’s look at the corresponding advantages and disadvantages of electronic media in healthcare.
Electronic Healthcare Information Systems
Computers have now been used in healthcare for almost 50 years. Initially computers were used in purely business and administrative roles. Mainframes were adopted by insurers and large hospitals to run their billing and accounting systems, while mass production facilities such as clinical laboratories and pharmacies used them to track orders and results. The first efforts to use computerized records for patient care in the United States came in the late 1960s, when the University of Vermont began to develop the “problem-oriented medical record,” or POMR. POMR was first used on a medical ward in 1970, and the 1970s and 1980s saw the development of other EMRs in both clinical and research settings. Beginning in the late 1980s and early 1990s, electronic records began to be developed commercially for both hospital and outpatient use. By the mid-1990s they had become big business to companies such as Cerner, GE, and Epic, which sold large centralized systems to hospitals and health systems.
These large organizations have spent a great deal of money on trial and error. The U.S. military has spent many billions of dollars on developing multiple electronic record systems—most of which have been costly failures. Its latest iteration, known as “Armed Forces Longitudinal Technology Application,” or AHLTA, is widely seen as performing poorly and has already cost more than $5 billion. The price tag on a suitable replacement is now expected to cost an additional $15 billion.7 The private sector has seen its share of challenges as well. Kaiser Permanente spent nearly $2 billion on various electronic record systems that have been scrapped, and is now $4 billion into a troubled rollout of a system from Epic Systems Corporation.8 The introduction of EMRs into smaller offices and clinics is a more recent phenomenon that has only become of practical importance within the past decade.
Electronic medical records are far more heterogeneous in terms of design and functionality than their paper counterparts. A really simple EMR can consist of a program that simply organizes text documents. Complex EMRs can not only aggregate many different types of medical information (such as text, images, formularies and drug databases, video, radiographs, sounds, labs, and pathology), but also provide modules intended to assist providers with their prescriptions, diagnoses, clinical trials, and medical references.
The advantages of computers and electronic medical records are most pronounced in exactly the same areas in which paper records fail. Good, well-designed electronic medical records:
• Take up little or no physical space.
• Can be shared easily.
• Can be rapidly searched to locate specific pieces of information, or to identify all cases meeting specific criteria.
• Can easily be transmitted over long distances should the need arise.
• Readily handle information that is created and/or reported digitally, such as computerized tomography scans or automated laboratory results.
• Allow orders and other transactions initiated by clinicians to be automatically routed to the recipient.
All these functions are valuable for someone in the healthcare system—and most particularly for large organizations. Managing a wall of charts is easy for a small medical office. The same person who greets each patient can reach back to pull a chart or file away a note. Fighting over charts in small offices is an uncommon occurrence. But in large healthcare and vendors organizations, the time that computers can save is money. Electronic records can reduce internal filing and transportation expenses, speed delivery of patient information to multiple departments, and feed production data automatically to wholly-owned production profit centers such as the pharmacy, lab, or radiology departments. They can pass critical billing data directly to billing office computers, and allow management to keep tabs on the relative practice patterns, cost, and profitability of individual healthcare providers. Computerized physician order entry systems can be programmed to enforce specific drug formularies, or even change formularies in real time based upon the changing price of drugs. Computerizing medical records makes it possible to really control what goes on in an otherwise fragmented healthcare system for the first time—both for better and for worse.
Given the benefits, why aren’t these things ubiquitous?
As it happens, electronic medical records have their share of disadvantages. Many of these are the opposite of advantages presented by paper-based systems. Electronic systems are often more time-consuming than their paper counterparts, far more complex and prone to defects, more expensive to buy and maintain, generally have poor connectivity, and in many cases do not work nearly as well. Given the importance attached to “going digital” in 21st century America, we should examine these problems in more detail.
Healthcare IT, Provider Time, and Workflow
Probably the most fundamental drawback of electronic medical records lies in the nature of computers themselves. When compared to paper, computers are a rotten input device for the average physician. If you’ve ever been in the close confines of a clinic or emergency department exam room as a patient, it’s possible to appreciate how difficult it can be to conduct an interactive history and physical exam in the presence of a computer screen, keyboard, and mouse. The vast majority of clinicians find it difficult to type, click, look at the patient, listen to them, and speak all at the same time. In contrast to the open format of paper, the vast majority of computer programs in healthcare are highly structured—forcing providers to accommodate the software rather than the other way around.
The result is usually a substantial loss in provider productivity. For those who make their living by providing care to lots of patients, this is a serious problem. In 2001, Makoul, Curry, and Tang did a study directly comparing the time use and behaviors of a group of three physicians who were experienced in using EMRs in the course of office visits with a group of three physicians using paper-based records. Although the sample of 204 patient encounters was not large enough to show a statistical difference in the length of time required for all visits, the standard EMR visit took 26.7 minutes, compared with 23.6 minutes for a paper-based visit—a 13% increase. The difference in time required for initial patient visits was statistically significant: 35.2 minutes for EMR visits versus 25.6 minutes for paper-based encounters—a 37.5% increase in visit length.9 A summary of all the available studies regarding the impact of computerized systems on physician time was done by Poissant et al.10 Disregarding one study which looked at just a single doctor and another in which the number of doctors and exact methodology are unknown, all but one found that the amount of time required to document clinical information was substantially higher when computers were used than for paper.‡
‡ The most stunning part of these results had to do with the impact of “computerized physician order entry (CPOE).” In the case of CPOE, the increase in physician time required compared with paper-based order entry averages well over 100%, and required more than three times the amount of time in a large recent study.
The bottom line is that, for the vast majority of clinicians, EMRs take more time and operate less efficiently than their paper counterparts. Because time is the only inventory a clinician has, the net effect on most small practices is to either reduce income or increase the amount of physician time required to see the same number of patients. Either outcome is a bad one from the perspective of the average, nonsalaried provider.§
§ The distinction between salaried and nonsalaried providers is extremely important in this case. There is an enormous differential between the deployment of these systems in small independent practices as compared to large healthcare organizations such as the VA, the military, and Kaiser Permanente. Although virtually all clinicians in these organizations are required to use EMRs, fewer than 20% of clinicians in smaller private practices have elected to do so. The reason is simple: Salaried clinicians are the only ones who can afford to ignore the acquisition costs, time costs, and productivity losses. Large institutions are willing to ignore these losses because electronic systems produce compensating gains when used to process lab, pharmacy, and billing transactions. The majority of independent providers are only acting rationally when they decline to “go digital.”
Complexity
In his Wall Street Journal column on computer technology, Walter Mossberg once wrote, “Just remember: you’re not a ‘dummy,’ no matter what those computer books claim. The real dummies are the people who—though technically expert—couldn’t design hardware and software that’s usable by normal consumers if their lives depended upon it.” Nowhere is this more pronounced than in the case of healthcare information technology (HIT).
In the clinical world, the difficulties and frustrations associated with implementing and learning how to use medical information technologies are legendary. As one well-known HIT pioneer and former EMR booster recently put it: “When you put an EMR into a primary care practice, your life is hell for the next year.”11
The vast majority of healthcare providers would probably agree with this assessment. It’s generally accepted that EMRs dramatically reduce provider efficiency and productivity for an extended period of time. Dr. Kishore Tipimeni has described the typical experience:12
During the implementation phase, three distinct groups of physicians emerged. The more tech-savvy physicians, through much effort, were able to be fully implemented in 6–9 months. Another group of physicians who were very frustrated with the data entry required by the EMR decided to hire an additional employee to do the data entry for them. The third group of physicians could not tolerate the training and implementation and refused to use the EMR altogether. At the end of the 1-1/2 years, the practice had directly spent $350,000, had 6 out of 10 physicians using the EMR, and had increased the number of employees in the practice. None of the physicians using the EMR were seeing the same number of patients that they were under the paper chart system. On average, each physician was seeing only 35 patients for a full day in the clinic. This resulted in a lost revenue of $432,000 per year ($100 × 5 patients × 3 days × 4 weeks × 12 months × 6 physicians). As one can see, the total cost of the EMR for the practice including acquisition, implementation, increased overhead, and lost revenue was approaching $1,000,000 for what seemed like a $200,000 EMR. Although the practice did decrease their cost of transcription and had more accurate billing of office visit charges, these improvements did not come close to making up for the loss of productivity and increased overhead.
We can find similar descriptions almost anywhere that “conventional” electronic medical information systems have been installed. A loss of practice efficiency and productivity—at least for a period ranging from six months to two years—is typical. The reasons are very consistent:
	People in all aspects of clinical practice have a limited ability to learn and use the systems. Medical assistants, clerical staff, and clinicians are busy, generally nontechnical people with limited time and attention available for learning complex systems on top of their hectic day jobs. Most medical software is considerably more complex than standard office applications such as word processors and spreadsheets, and many (if not most) healthcare staff are not college educated. A few hourly training sessions are hardly adequate to provide familiarity, much less proficiency.
Even where electronic systems are deployed, this complexity means that the vast majority of their features and capabilities go unused. A study of how doctors used electronic hospital records in Norway found that, in practice, they used only 2 to 7 of the 23 clinical functions that the records were designed to perform.13
	Hospitals, clinics, and practice patterns vary considerably. There is no such thing as a “one size fits all” medical software application, and considerable customization and configuration is often needed to make even the best software workable.
	The vast majority of EMR software (and, in fact, clinical software in general) is poorly conceived and executed. This is especially true with regard to medical practice as it takes place in the private sector.

This last point might seem harsh, but it is amply supported by the evidence. Indeed, some experts would say that it does not go far enough—medical software applications in large organizations such as the military and health maintenance organizations are not just poorly written, but often defective as well. Here are just a few recent examples:
• In the United Kingdom, the chief executive of London’s Royal Free Hospital berated a new National Health System EMR for “causing heartache and hard work.” The hospital IT project is part of a £12 billion effort to put 50 million patient records online by 2014. Problems with the system cost the hospital trust £10 million, caused outpatient booking to take four times longer than normal, and forced the hospital to hire an additional 40 employees to help handle the extra workload.14
• “An electronic health records management system being rolled out by Kaiser Foundation Health Plan/Hospitals has been nothing short of an IT project gone awry, according to sources at the company and an internal report detailing problems...” The project in question is a $4 billion system from Epic Systems Corporation that has been plagued with persistent problems, and was meant to replace several other multibillion dollar Kaiser EMR systems that are being scrapped. “The 780-page internal report... detailed hundreds of technical problems with the system—some affecting patient care—that appear to bear out the concerns of [a Kaiser employee] and others in the organization that the system is a failure.” One example was a power outage at Kaiser’s data center that lasted for 55 hours and 7 minutes, affecting the ability of numerous health facilities to access the system.15
The military’s AHLTA medical record system has cost $5 billion thus far, and is expected to cost an additional $15 billion to upgrade to a usable form that can share data with VA medical record systems. Here’s a sample of what dozens of different military healthcare providers had to say about the AHLTA in a 2008 online discussion:16
“AHLTA tries to do too much. We would be much better off with a program which allows you to just write a simple note. It would take fewer screens and would be more amenable to a transcriptionist typing a simple dictated note. It makes no sense to pay a physician salary (GS-14, -15) to be a typist (GS-4, -5). A coder can then code each note separately. The time it takes to type and flip through screens for me is as much time as it is to see the patient, clearly impacting productivity, and decreasing job satisfaction. This program would never make it in the civilian market because doctors would never use it. We use it because we are forced to.”
“We have a system (AHLTA) that slows providers by 20%. The cost of this across DOD must be astounding! The system only “works” because providers spend two hours a day tediously doing ‘data entry.’”
“Prior to AHLTA, I was able to provide over 5000 visits a year with excellent notes. Now I am lucky to reach 3600/yr with a note that is cryptic in nature and difficult for the follow-on provider to specifically visualize where I took the 1mm melanoma skin cancer off of the forehead due to lack of a user friendly and efficient way to illustrate the location of that biopsy on a figure, or quickly attach a Polaroid picture to the note as we did in the past. Now we are encouraged NOT to attach digital photos that are difficult to load and consume large amounts of bandwidth.”
“I am very concerned about the many patient safety issues that are prevalent in AHLTA. We have thousands of duplicate patients, significant allergy synchronization issues, labs not writing back to AHLTA, and our providers have to check both AHLTA and CHCS, encounters that are NOT in AHLTA, from services such as emergency departments who don’t use AHLTA at all due to the known performance and other issues, note text that frequently doesn’t state what was truly intended, and discovered this week are notes that appear to stay on our LCS and not get posted to the CDR where they are visible by other sites. Yes, we hope that patient care is enhanced by our electronic health record, but in the process we’ve created a quagmire of risks....”
Despite scattered and well-publicized success stories offered by individual hospitals and EMR manufacturers, there is still little evidence that the benefits of many electronic systems outweigh their risks and disadvantages for the vast majority of practices. Some excellent discussions on this topic have been written by Dr. Scot Silverstein, a physician and director of medical informatics at a large hospital.17
While clinical IT is now potentially capable of achieving many of the benefits long claimed for it...there is a major caveat and essential precondition: The benefits will be realized only if clinical IT is done well. For if clinical IT is not done well, as often occurs in today’s environment of medical quick fixes and seemingly unquestioning exuberance about IT, the technology can be injurious to medical practice and biomedical R&D, and highly wasteful of scarce healthcare capital and resources.
Those two short words “done well” mask an underlying, profound, and, as yet, largely unrecognized (or ignored) complexity... Unfortunately, even well-designed clinical IT applications often lack the sustained agility in critical functions such as charting, information retrieval, and decision support to keep up with the pace of the hospital and clinic, and with the pace of change in medical science and practice. These applications can distract clinicians and make their work harder and more stressful. Worse, much of the technology now available comes nowhere near the optimal design possible.”
Poor design is rampant in healthcare IT, and is not restricted to EMRs by any means. As one researcher who has studied the use of computexrized physician order entry (CPOE) observed:
“Many information systems simply don’t reflect the health care professional’s hectic work environment, with its all too frequent interruptions from phone calls, pages, colleagues, and patients. Instead, these are designed for people who work in calm and solitary environments. This design disconnect is the source of both types of silent errors. The screen itself can cause errors. Choices that appear too close together result in ordering the wrong tests or sending orders for the wrong person. If a system is rigidly structured, it causes users to focus closely on entering details and switching from screen to screen to enter information. Some patient care information systems require data entry that is so elaborate that time spent recording patient data is significantly greater than it was with its paper predecessors. What is worse, on several occasions during our studies, overly structured data entry led to a loss of cognitive focus by the clinician.”18
It has even been necessary to add a new medical term to the dictionary: “e-iatrogenesis.”
E-iatrogenesis is defined as patient harm caused at least in part by the application of health information technology.19 This “new” harm has always been a part of introducing computers as a potentially important and helpful new medical tool, but it has largely been overlooked. This is partly as a result of unbridled enthusiasm over new computer technologies, but also because researchers have been slow (or possibly even reluctant) to look for it. A comprehensive study by Koppel and colleagues found that a widely used CPOE system actually facilitated 22 types of medication error risks, with many of these potential errors occurring frequently.20 Nor are these problems limited to computerized medical systems in the United States:
In mid-December 2006, the London Times reported on the inadvertent prescription of Viagra to a set of patients in the United Kingdom. This error occurred when general practitioners using the UK’s National Health Service “e-Formulary” attempted to prescribe “Zyban” (a medication commonly used to assist patients in smoking cessation). The system mistakenly selected “sildenafil” (the generic name for Viagra) instead. A spokesperson for the NHS denied that any untoward effects had resulted, and that immediate steps had been taken to rectify the error, including notifying over 900 practitioners at more than 300 clinics warning them of the potential problem for their patients.21
Still more problems with the design of CPOE were uncovered by a study published in early 2009, when it was observed that doctors override roughly 90% of the medication alerts prompted by the system.22 The problem is not that the alerts are being ignored inappropriately, but instead that too many of the electronic alerts were irrelevant to the clinical circumstances. As one author of the study commented, “The systems and the computers that are supposed to make [physicians’] lives better are actually torturing them.”23
Hospitals and health systems often have the financial wherewithal to “tough it out” when they make poor IT decisions—pouring good money after bad in the hope that things will eventually work themselves out. Most independent clinicians don’t have that luxury. The best estimates seem to be that 20% to 30% of private practices who buy EMRs end up scrapping them—with many of those reverting back to paper.24,25 There is perhaps no other industry in which about a quarter of all purchases are quickly discarded as defective or unworkable. It is virtually inconceivable that one out of every four cars, copiers, pieces of accounting software, or cell phones would be scrapped so readily.
With word-of-mouth advertising like this, one has to agree with the person who said: “Given these many economic obstacles, it is noteworthy not that so few practices computerize their clinical activities, but that so many actually do.”26
High Cost, Poor Connectivity
All of this might not be so bad if all these healthcare information technologies were cheap, but they’re not. As we can see in Table 9.1, conventional electronic medical record systems are quite expensive, costing about as much to buy for each doctor as a luxury automobile. Recurring annual maintenance costs for this type of software are typically 18%–20% percent of the acquisition cost.
Table 9.1. Cost Components Associated with EMR Deployment in Small Clinics27

Of course, to place these costs in context we also need to look at the financial benefits that the systems can provide. The best estimates of these are provided in Table 9.2, from the same government report on EMRs.
Table 9.2. Reported Financial Benefits of EMRs in Smaller Practices28

On the surface, the benefits seem considerable. However, a closer inspection reveals some problems. None of the financial savings in drug use, radiology, laboratory tests, or adverse drug events (ADEs) accrue to the physicians who are supposed to buy these systems. Instead, the benefits accrue to public and private insurers and healthcare administrators. Savings in chart pulls and transcription costs could benefit providers, but only if they employ personnel dedicated to these tasks. This will not be the case for most small practices. A reduction in billing errors and improved charge capture might well improve clinician revenue, but only because the government has made billing so complex that only a computer can keep track of the minutiae required to submit a clean claim. There are less expensive billing applications that can perform these same tasks.
The net result is that providers have little or no financial benefit to show for a large and ongoing expenditure of their gradually dwindling incomes. The American Medical Association claims that the average physician will receive only about 11 cents of every dollar potentially saved by using healthcare IT, while shouldering all the acquisition and maintenance costs, as well as the loss in productivity.29 A review of the studies and analyses surrounding the net financial impact of EMRs on clinicians is pretty depressing:30
• A 2008 Congressional Budget Office study was unable to find any convincing evidence that the financial benefits to providers of electronic health records would outweigh their costs, even as “...the average drop in revenue from...loss of productivity was about $7,500 per physician. That amount might understate the actual loss in productivity...because in some practices, physicians worked longer hours to keep the practice’s income the same as it was before adoption.”31
• A cost-benefit analysis of the use of EMRs in primary care was able to show a net benefit to physicians at five years, but only as a result of achieving savings in drug expenditures, radiology costs, and laboratory utilization. These benefits only occurred if a high percentage of patients were capitated—placing the burden of these costs directly on the physician.32
• A survey of the financial impact of the use of EMRs in hospitals was likewise unable to turn up any reliable evidence of benefit. “Other researchers have found the same results. For example, a 2005 review of 256 published studies attempted to quantify an EMR’s economic value. Although 82 of these studies considered the hospital inpatient setting, not one rigorous study was found that quantified the economic benefits of a full-functioned, vendor-supplied system.”33
By this point, we have to hope that all this additional cost and loss of productivity in the clinic can be offset by a dramatic increase in connectivity. After all, one of the big drawbacks of paper is that it has to be transferred—either physically or by imaging—and the data re-entered into computers at the destination. But at least once the data is in paper form, it can be sent anywhere and be easily used by anybody.
By now it should be no surprise that the news here is grim as well. To directly quote the Office of the National Coordinator for Health Information Technology in its listing of Current Market Barriers and Challenges to Widespread Adoption of Health Information Technology:34
• Limited capacity for interoperability
• Few health information technology products include standards
• Standards are not rigorous and lag behind commercialization
• There is no viable health information exchange infrastructure
There is really not much need to elaborate on this point. The vast majority of digital medical data currently resides in proprietary, monolithic software and database systems that have little or no ability to share information with the other 380 commercial medical record systems currently in use in the United States alone. A variety of data sharing models have been tried, most notably the “regional health information organization” model, but none have met with a great deal of success. This is certainly not for lack of trying. Billions of dollars have been spent in the attempt.
Paper Versus Computers—The Evidence to Date
All this leaves us in an awkward place. We know that electronic healthcare information technologies (HIT) have potential value, and that the federal government is strongly encouraging (and even mandating) their adoption. However, we also know that these systems can, under certain circumstances, add to the workload of healthcare providers and even disrupt the process of clinical care. We also know that many of these systems are highly complex, expensive, and often unreliable. Can we at least say that—in contrast to the paper systems they’re to replace—the wholesale adoption of these technologies will generate substantial healthcare benefits?
Here, too, the answer is no, but it’s not for lack of trying. People have been trying to empirically prove the medical benefits of electronic medical records and other healthcare information technologies for at least a decade. The results have been equivocal at best.
As we saw previously, the 2005 RAND Corporation study predicts both great health and financial benefits if health information technologies are broadly deployed in the United States** These included potential benefits from improvements in safety and economic efficiency. The key word here is “potential.” Most of these benefits—including the medical ones—have been hard to find in practice.
** Many politicians, including President Obama, have repeatedly cited the results of this study as a justification for government programs that will eventually force all U.S. healthcare providers to purchase and use EMRs, e-prescription systems, and other healthcare information technologies—often against their will.
Several studies have made a concerted effort to measure the benefits of EMRs and other IT measures empirically.
• In 2007, Linder and his colleagues looked at the association between the deployment of EMRs and 17 ambulatory indicators related to quality of care. To do this, they reviewed data from more than 25,000 patients seen by almost 1,500 clinicians, and compared the presence and absence of quality care indicators for doctors using EMRs to those who did not.
There was no statistically significant difference in the performance of EMR versus non-EMR clinicians in 14 of the 17 indicators. In two cases, the EMR group performed better (not giving benzodiazepine drugs to patients with depression, and in doing routine urinalysis tests). However, the EMR group was not as good as the paper-based group when it came to using statin drugs in patients with high cholesterol.
• A 2008 study specifically looked the value of EMRs in the management of heart failure in more than 15,000 patients. In this case, EMRs and paper were no different in six out of seven quality measures, with EMRs having an advantage only when it came to providing educational materials.35
• A substantial amount of work has been done to look at whether EMRs can improve the care of patients with diabetes, as shown in Table 9.3.
Table 9.3. Studies Comparing Diabetic Care in Practices Using Healthcare Information Technology as Compared to Practices Using Paper-Based Systems

What is remarkable about these studies is that they all lead to similar conclusions.
• Even the most recent and positively optimistic study on the impact of clinical information systems on patient outcomes is disappointing. In 2009, a multiple hospital study done in Texas cheerfully reported that:
Hospitals with automated notes and records, order entry, and clinical decision support had fewer complications, lower mortality rates, and lower costs.43
Unfortunately, after we take technology scores and the study design into account, the results of using healthcare IT don’t look nearly as promising as originally advertised. The most widely deployed technologies—electronic notes, records, and test result systems—had absolutely no significant beneficial effect on patient mortality, complications, or length of hospital stay. In fact, the only result that reached statistical significance among these parameters was a higher complication rate for patients with heart failure. Because electronic notes, records, and lab results make up the vast majority of the functionality provided by current EMRs, these results suggest that even under the most favorable possible circumstances (that is, hospitals where the technology is both present and is enthusiastically accepted and used by providers), EMRs are still providing little or no clinical benefit.
These studies—and especially the apparent finding that some technologies are actually associated with increases in complications—raise still another question: Is it possible that some healthcare information technologies are actually increasing healthcare costs while reducing the quality of care?
It shouldn’t be a surprising idea. We know that technologies produce unintended consequences. We also know that computer software has a rich history of confusing and unintuitive user interfaces, bugs, and flawed logic. Most of us have also had the experience of being overwhelmed by features and options that seem like great ideas to marketers and programmers, but simply make life harder for the average user. And there is even a more potentially sinister side. Far more than for paper, the logic programmed into software can be used to introduce outside bias into healthcare transactions. What if this bias benefits some businesses to the potential detriment of other businesses and the patient?†† Almost any clinician who has used a complex EMR or CPOE system will have stories about defects that can adversely affect both workflow and care. There is no current method for ensuring that healthcare software is inherently safe or effective. In early 2010, the Director of the FDA’s Center for Devices and Radiological Health testified that several categories of health IT-induced adverse consequences were known to the FDA:44
†† As a simple example, let’s imagine that providers are required to use e-prescribing software and that there are two major suppliers. The first supplier is a software firm underwritten by pharmaceutical manufacturers. Their software is specifically designed to prompt physicians to use the safest and most effective drug based on what is known about a given patient, with the cost of that drug being the least important factor. The second supplier is underwritten by a capitated health maintenance organization and drug benefit management firms. Their software takes price into consideration first, with the expectation that even if a low-cost drug works for very few people, it should be tried as first-line therapy. Only failure of the drug will allow more expensive options to be given serious consideration. Which option is the “better” one? It depends on your perspective. As a patient and clinician, the first program will give you the best chance of being successfully treated in the shortest period of time. From the perspective of the insurer, the second program is more likely to cost you the least amount of money. One might easily argue that one system improves quality but raises costs, while the other saves money but sacrifices quality. Both of them bias the provider. This scenario is hardly far-fetched. Indeed, a 2009 Wall Street Journal article suggests that it’s already here: “A software program offered free to doctors, from Allscripts and a bunch of tech companies and health plans, puts a green smiley face next to generics and other preferred drugs, and a red frowning face next to more expensive ones.” (Rubenstein S. “E-prescribing: Green Means Generic; Red Means Pricey Brand.” http://blogs.wsj.com/health/2009/01/21/e-prescribing-green-means-generics-red-means-pricey-brandn/.
...In the past two years, we have received 260 reports of HIT-related malfunctions with the potential for patient harm—including 44 reported injuries and 6 reported deaths. Because these reports are purely voluntary, they might represent only the tip of the iceberg in terms of the HIT-related problems that exist.
Even within this limited sample, several serious safety concerns have come to light. The reported adverse events have largely fallen into four major categories: (1) errors of commission, such as accessing the wrong patient’s record or overwriting one patient’s information with another’s; (2) errors of omission or transmission, such as the loss or corruption of vital patient data; (3) errors in data analysis, including medication dosing errors of several orders of magnitude; and (4) incompatibility between multivendor software applications and systems, which can lead to any of the above.
Dr. Silverstein has observed that in many respects, HIT is really an experimental technology that providers are being forced to deploy under penalty even before its potential safety consequences are known.45
Of course, none of this necessarily means that all health information technologies are worthless. Far from it. There is clearly a great deal of benefit that be derived from being able to share the right information at the right time with the right people. A small subset of doctors who have chosen to deploy EMRs in their own practices love them and would never want to go back to paper. But the evidence clearly does not support the popular view that paper systems are so inherently bad, and computerized systems are so inherently good, that we must rush headlong to replace one with the other. Given the enormous cost of HIT—both in human and financial terms—a more rational approach is needed.
Electronic Healthcare Information Technology: Friction or Grit?
The United States is poised on the brink of what is almost certainly a great mistake. We are in the process of converting the gathering and dissemination of healthcare information from a source of friction, to an outright wrench in the works. Bill Gates once wrote: “The first rule of any technology used in a business is that automation applied to an efficient operation will magnify the efficiency. The second is that automation applied to an inefficient operation will magnify the inefficiency.” By federal law, we are now in the process of magnifying inefficiency in healthcare on a massive scale.
In recent years, both Republican and Democratic administrations have bought into the idea that we can fix what ails healthcare by spending tens of billions on HIT, and then forcing our providers to use it whether they want to or not. This is being done in the name of “efficiency”; as if using paper and simple, unsophisticated electronic information systems is the only thing holding back a flood of economies and cost savings. Any doubt that both political parties have “drunk the HIT Kool-Aid” has been effectively removed by the actions and appointees of Presidents Bush and Obama.
Soon after lauding the use of EMRs in his 2004 State of the Union address, then-President Bush issued an executive order creating the Office of the National Coordinator for Health Information Technology (ONCHIT). The function of the office was to “provide leadership for the development and nationwide implementation of an interoperable health information technology infrastructure to improve the quality and efficiency of healthcare.” This leadership was intended to “...reduce medical errors, improve quality, and produce greater value for health care expenditures...” It was clearly intended that this new bureaucracy aggressively promote a pro-HIT agenda. An important part of this new organization was the new Office of Health Information Technology Adoption (OHITA). One of the OHITA’s stated duties is to:
Develop and coordinate strategies to incentivize adoption of health information technology, to reduce the risk of health information technology investment, and to promote health information technology diffusion...46
At the same time, Bush made it a stated goal to have every patient’s medical record be electronic by 2014.
What this actually meant in practice for then Department of Health and Human Services (HHS) Secretary Michael Leavitt was that healthcare providers should be financially punished by the federal government—regardless of the actual quality of care that they provide and any other qualifications—if they did not immediately purchase and implement any and all computer software and other technologies the government might want to mandate. This policy was explicitly spelled out in a press release issued by HHS in December of 2007:
Statement by Mike Leavitt, Secretary of Health and Human Services, Regarding Medicare Physician Payment Legislation and Health Information Technology
The benefits of utilizing health information technology for keeping electronic health records and other purposes are clear. This technology will produce a higher quality of care, while reducing medical costs and errors, which kill more Americans each year than highway accidents, breast cancer, or AIDS.
Congressional leaders are working on legislation to address Medicare’s physician payment system, staving off a reduction in reimbursement rates that is set to take effect in January and is required by law.
In my view, any new bill should require physicians to implement health information technology that meets department standards in order to be eligible for higher payments from Medicare.
Such a requirement would accelerate adoption of this technology considerably, and help to drive improvements in health care quality as well as reductions in medical costs and errors. I’m confident that many members of Congress are of a like mind on this issue and I will actively work with them in the near future.47
While disagreeing with the previous Bush administration on many points, President Obama made it clear that he and his administration had similar views. In a speech just prior to his inauguration, Obama was reported as saying: “[Healthcare IT] will cut waste, eliminate red tape, and reduce the need to repeat expensive medical tests.” He added that the switch also would save lives by reducing the number of errors in medicine.48
Almost $20 billion in HIT funding was immediately included in an emergency stimulus package intended to bring the U.S. economy out of the worst recession since the 1920s. The program is structured as a “play-or-punish” proposition for healthcare providers. The basic provisions are these:
	Healthcare providers have until 2011 to purchase a “certified” EMR to qualify for extra payments from Medicare that will not be received by providers who do not implement an EMR by that time. All certified EMRs must include e-prescribing functionality.
	Beginning in 2011, the federal government will pay providers who are “meaningful” EMR users supplementary amounts based on their Medicare and Medicaid charges. These payments begin at a maximum of approximately $18,000 in 2011, and decrease rapidly to zero by 2015.
	If providers are not using EMRs by 2015, Medicare will reduce their allowed payment for services by 1% each year thereafter until at least 75% of providers are “meaningful” EMR users.
	Medicare providers using EMRs are required to submit whatever data Medicare desires with respect to “quality of care.”
	Only “certified” EMRs can be used by government agencies or those using federal dollars to purchase EMRs.
	An HIT Policy Committee is given the task of recommending a policy and framework for adopting HIT nationwide. The HIT Policy Committee has 18 members, of whom only one is designated to represent the healthcare providers who would actually use the technology. Three members represent patients and consumers, one represents healthcare labor unions, one represents private insurers, and one represents healthcare IT vendors. Only one member is required to know anything about privacy and security matters.

We have seen that many of the claims made for HIT have yet to be substantiated either scientifically or economically for most healthcare information technologies. Yet if anything, the movement toward the rapid deployment of HIT (forcibly if necessary), is accelerating. How can we explain this apparent discrepancy between evidence and the actions of the federal government?
If we follow the tried-and-true course of following the money, the only clear winners in this “emergency” federal program are large, established manufacturers of very large, expensive, and highly proprietary pieces of EMR software. This software will require constant provider expenditures for maintenance and upgrades long after federal subsidies expire. Their mandatory deployment practically guarantees a few large vendors an enormous windfall. The entire EMR industry had estimated sales of only $1.2 billion in 2007. President Obama’s “economic stimulus” law virtually guarantees that more than $20 billion will be spent on certified EMRs over the next five years alone.
The “HIT-Industrial Complex” has finally come of age.
In a healthcare system that needs efficiency and innovation more than anything, none of this bodes well for patients, providers, taxpayers, or those who might not be interested in having the federal government dictating the details of how doctors will practice medicine. Dr. Silverstein has nicely summarized the situation:49
All is unfortunately not well in the world of clinical information technology. In medicine, a field characterized by significant risk and unpredictability, a somewhat remarkable and unexpected atmosphere of “technologic determinism” (a belief that computer-based automation is almost magically beneficial) seems common. The appropriate levels of critical thinking and skepticism essential in a demanding area such as introduction of computer automation in medicine appear largely absent, on a worldwide basis, to the point that those who’ve led IT projects to automate traditional business activities (such as accounting, finance, manufacturing) are deemed the appropriate leaders to automate clinical medicine.
The road leading to the current stimulus bill—one taken by both political parties—is the logical result of technological determinism. The political policy itself might best be characterized as the principle of “technological manifest destiny” in healthcare. This is the idea that all providers must use specific EMRs and other HIT because politicians and regulators say that it is their destiny to do so—regardless of the true impact on costs or the provision of care.
These issues are international in scope. Richard Granger, former head of the UK’s “Connecting for Health” national clinical IT program, had this to say about a program described by some UK members of Parliament as “the largest government IT debacle ever”:50
Sometimes we put in stuff that I’m just ashamed of...Some of the stuff that [our large American clinical IT vendor] has put in recently is appalling... [vendor] and [prime contractor] had not listened to end users... Failed marriages and co-dependency with subcontractors... A string of problems ranging from missing appointment records, to inability to report on wait times... Almost a dozen cancelled go-live dates... Stupid or evil people... Stockholm syndrome-identifying with suppliers’ interests rather than your own... A little coterie of people out there who are “alleged experts” who were dismissed for reasons of non-performance.
Australia too, is having serious problems with its own national EHR.51,52
If we hope to fix our own healthcare machine, we have to start by not making it worse. So let’s turn to science as the rightful arbiter of any conflict of opinion about healthcare policy.
The day after President Obama gave a speech announcing his intention to implement EMRs throughout the country by 2015, the National Academies of Science (NAS) issued its report on a study titled “Computational Technology for Effective Health Care: Immediate Steps and Strategic Directions.”53‡‡ The goal of the study was to objectively examine the capabilities of current and future technologies and derive principles for success in the evolution from paper- to computer-based information technologies. The researchers gathered evidence and data from many sources. The primary observational evidence was derived from committee site visits to eight medical centers around the country—for the most part acknowledged leaders in applying IT to healthcare—on the theory that many of the important innovations and achievements for healthcare IT would be found in such institutions thought to be leaders in the field.
‡‡ The study was chartered by the National Library of Medicine, performed by the National Research Council of the NAS, and funded by the Department of Health and Human Services, the National Science Foundation, Vanderbilt University Medical Center, Partners HealthCare System, the Robert Wood Johnson Foundation, and The Commonwealth Fund. This is as qualified and unbiased a group of healthcare-specific organizations as one will ever find.
The entire report is well worth reading. Based upon extensive research, observations and analysis, the committee produced six crucial recommendations for actions by the federal government:
	Incentivize clinical performance gains rather than acquisition of IT per se.
	Encourage initiatives to empower iterative process improvement and small-scale optimization.
	Encourage development of standards and measures of healthcare IT performance related to cognitive support for health professionals and patients, adaptability to support iterative process improvement, and effective use to improve quality.
	Encourage interdisciplinary research in three critical areas: (a) organizational systems-level research into the design of health care systems, processes, and workflow; (b) computable knowledge structures and models for medicine needed to make sense of available patient data including preferences, health behaviors, and so on; and (c) human-computer interaction in a clinical context.
	Encourage (or at least do not impede) efforts by health care organizations and communities to aggregate data about healthcare people, processes, and outcomes from all sources subject to appropriate protection of privacy and confidentiality.
	Support additional education and training efforts at the intersection of healthcare, computer science, and health/biomedical informatics.

It is hard to imagine a greater contrast than that between these evidence-based and scientifically derived HIT recommendations, and the 2009 HIT “stimulus” policies that were enacted by Congress without the benefit of a single public hearing.
Now, how do we fix this mess?


Part III. How to Fix It
“Americans can always be counted on to do the right thing...after they have exhausted all other possibilities.”
—Winston Churchill


10. Defining the Desired Outcome
“Common sense is in medicine the master workman.”
—Peter Latham
As we’ve learned, our American healthcare machine was never actually planned in advance. Instead it evolved over time through a combination of tradition, politics, regulation, and rational response to (sometimes perverse) economic incentives. One drawback to this type of evolution is that the resulting system was never actually designed with a specific end result in mind. One can generalize by saying that our healthcare system is supposed to provide medical and preventive health services, but this says nothing about the expected cost, quality, level of accessibility, or a host of other factors. It’s as if we’ve built a vehicle with the general idea of being able to transport people, but without specifying how much we’re willing to pay, how many people it should transport, how fast it needs to go, or how safe it should be in a crash. It should be no surprise that, when a vehicle like this is built over a long period of time and by many competing interests, no one wants to buy it.
One result is that if we’re going to “reform” healthcare and rebuild the machine, we’d better have a good idea of exactly what we’d like it to do ahead of time. There are many such lists originating from many different interest groups. Rather than argue the relative merits and defects of each of these, we will start with a relatively short list of goals that seem reasonable based upon common sense and the public good.
Presumptive Goals: An Efficient, Effective, Fair, and Sustainable Healthcare System
We’ll start by assuming that everyone—regardless of political persuasion or economic status—would like American healthcare to be efficient, effective, fair, and sustainable.
We need to be efficient because resources are inherently limited. Efficiency in this case means that we’re able to derive the maximum health benefit from a given expenditure of financial, time, and human resources.
Being effective means that the system should do a good job of preventing and treating medical problems within the limits of the nation’s available science and resources.
Fairness is needed because there is a general sense that, within the resources available both to the healthcare system and individuals, respectively, the healthcare system ought to treat everyone in a known, uniform, and predictable way.
Finally, the system needs to be sustainable because if it is too cumbersome to operate, use, or maintain, it will collapse of its own weight. We already have a system like that, and no one is happy. If the programs, policies, and economics we use to fix it aren’t sustainable, we’ll just need to rebuild it all over again.
Removing the important sources of inefficiency and accomplishing our presumptive goals has certain structural requirements that can’t be ignored.
Structural Requirement #1—Universal Healthcare Coverage
Proponents of universal healthcare coverage have long argued for its adoption on the basis of fairness. Although fairness is a worthy goal, efficiency is an equally valid reason for wanting everyone to have insurance. Universal coverage is mandatory if the system is to be efficient and transparent.*
* We need to add one proviso to this claim. Universal coverage can contribute to healthcare efficiency if and only if it is not also associated with a system that essentially places medical decisions in the hands of government regulators. It is perfectly possible for government and healthcare administrators to undo every efficiency and healthcare benefit by simply substituting their own medical judgment in place of the judgment of providers and their patients. Standardized treatment “guidelines” that essentially become mandatory based upon regulatory incentives and disincentives are a prime example of this behavior.
• Universal coverage solves the problem of risk-splitting—at least on a national level. Risk-splitting (that is, excluding high-risk individuals from the insurance pool), might maximize profits for individual insurance companies, but it is an inefficient way to insure the health of the population as a whole. Larger insurance pools are inherently more efficient at spreading risk.
• Universal coverage provides predictability for healthcare providers and patients. This allows them to behave in ways that are consistent and rational in the long-term.
• Universal coverage makes it possible to standardize business processes such as billing, referrals, forms, and registration across all patients and providers. Standardizing these processes reduces friction.
• Universal coverage generates economies of scale. What was previously a market of just more than 250 million Americans immediately becomes a market of 305 million. This corresponding increase in market size makes it possible to spread the cost of research and innovation over a larger economic base. This should allow us to reduce costs and improve the quality of drugs and other medical tools over time at a faster rate than would otherwise be possible.
Structural Requirement #2—Retention of a Private Market for Additional Healthcare Services
Simply put, this means that patients must to be allowed to use their own money to purchase more or better healthcare services than may be provided by universal coverage.
Why is this necessary? First, the presence of a private market means that we can use “invisible hand” market mechanisms to allow patients to ration their own care. Healthcare is like any other good, in that some people will prefer more and some will prefer less based upon quality and price. Utilizing personal preferences is a far more efficient way to allocate scarce resources than centralized decision-making. Second, if we don’t allow purchasing healthcare services within our own market, people will go elsewhere to purchase them, taking their dollars with them. When Canadians were restricted from privately purchasing healthcare services in Canada, they simply crossed the border into the United States to do so. “Medical tourism” is already becoming routine for cosmetic surgery, heart surgery, and other procedures that can be obtained more cheaply overseas. Finally, the presence of a private market can be use to subsidize the public market for healthcare. Allowing some individuals to pay higher prices based upon amenities such as more convenient hours, nicer offices, and shorter waiting times can subsidize the infrastructure used for providing services to the general population.
Structural Requirement #3—Providers Must Be Able to Price Their Services Freely
Using market forces as a efficient regulatory mechanism can only work if the price of supply is allowed to vary with demand. This is not the currently the case for the majority of healthcare providers. The federal government currently demands that the vast majority of providers seeing Medicare patients accept whatever Medicare pays as payment in full, regardless of what their costs or usual fee might be.† This is the case even if these same patients might be willing and able to pay extra for these services. Moreover, Medicare pays the same professional fee for the same procedure to every provider, regardless of their relative experience, qualifications, bedside manner, or personal skill.
† This practice of agreeing to accept whatever Medicare reimburses as payment in full is called “accepting assignment.” Under assignment, providers cannot bill patients for anything for services that Medicare covers, no matter how little Medicare might pay. Providers may elect not to accept assignment, but this usually results in delayed Medicare payments and a host of other administrative headaches. As a result, most providers either accept assignment or (increasingly) drop out of Medicare entirely.
These practices would be strange in any other field. It would, for example, be hard to imagine paying a skilled attorney or accountant with 30 years’ worth of experience at the same rate as someone fresh out of school. Instead, every other profession uses the marketplace to balance the tradeoff between supply and demand based upon price. Expert attorneys charge high fees as a way of limiting demand for their services, while lawyers right out of school charge low fees as a means of generating the business they will use to gain experience. Using market forces effectively means that healthcare providers must be able to use these same pricing mechanisms whenever they interact with patients.
Structural Requirement #4—The Price of All Healthcare Goods and Services Must Be Transparent, Fully Disclosed, and Easily Available
Markets simply don’t work unless producers and consumers have adequate, accurate, and readily available pricing information. One of the major defects of our current healthcare system is that both patients and providers know practically nothing about the cost of almost everything. It’s hardly their fault. The price of a given medication will vary dramatically depending upon where it’s filled, and with any discounts that a given health plan might have negotiated. The effective price to patients will vary even more based upon their own deductibles and co-pays. “Usual and customary” fees established by clinicians mean little because they too are subject to dozens (or even hundreds) of negotiated contracts and Medicare assignment.
All this variation makes it virtually impossible to compare prices for the vast majority of healthcare goods and services, or for market forces to function. How can one make effective purchasing decisions if no one knows what anything costs? How can providers adjust their prices to be competitive if it’s impossible to know what your competitors are charging? Most of all, the lack of pricing information makes it difficult to produce meaningful comparisons of the true cost and effectiveness of competing treatments.
Structural Requirement #5—The System Must Ration Healthcare Overtly, Rather Than Covertly
In our discussion of health insurers we touched briefly on the topic of overt versus covert rationing of healthcare. Rationing healthcare is inevitable in every society because our ability to consume these goods and services far outstrips our ability to produce and pay for them. Overt rationing is a process by which the mechanism of rationing is clear and obvious for everyone to see. Methods of overt rationing include rationing by price (that is, you can have elective cosmetic surgery only if you can afford to pay for it), by time (“it will be three months before we can get you in for that heart bypass surgery”), and setting limits on the types of conditions and treatments that insurance will and will not cover (treatment of psoriasis might be covered, while the treatment of warts is not). Covert rationing is a process in which limits on care aren’t stated explicitly. Instead, various administrative and bureaucratic barriers are implemented that make it hard for providers to deliver certain types of care. It is designed to avoid explicitly saying “no,” but to make the process of delivering certain types of care so miserable, expensive, and time-consuming for patients and providers that they simply give up.
Fogoros and others have written persuasively and at length about the corrosive effects of covert rationing on the doctor-patient relationship and the appropriate delivery of care. From our perspective, it is at least as important that covert rationing is terribly inefficient. In the long run, it will cost us less and produce better care to “bite the political bullet” and ration healthcare goods and services overtly and explicitly.
With these structural requirements defined, we can start the process of crafting solutions in earnest. In doing so, there are three rules that will help both the process and the result:
	Simplify, simplify, simplify. Complex machines are always more expensive, less reliable and harder to maintain than simple ones. When given a choice, we should take the simpler approach wherever possible.‡
‡ Like any rule, this one has its limits. As H.L. Mencken once observed, “There is always an easy solution to every human problem—neat, plausible, and wrong.” The only way to know whether a simple solution is really a good one is to have enough experience and expertise in the field to know the difference.
	Make use of free market forces. If there is one thing that history has made clear, it is that markets usually provide the most efficient and most sustainable way to distribute resources within any given industry. The nice thing about markets is that they automatically take many factors into account simultaneously, and with very little administrative overhead. Factors such as personal taste, travel costs, convenience, and family considerations are difficult or impossible to consider with any other scheme of resource allocation. They are impossible to consider in a healthcare system that is centrally planned and administered.
Markets aren’t perfect, of course. Free markets simply allocate resources efficiently—they don’t necessarily accomplish a number of important socially or medically desirable goals. Nor, as we have recently learned in the financial sector, can completely unregulated markets always be trusted. Regulatory agencies such as the FDA will never go out of style.
	Within the confines of overt and transparent rationing, medical decision-making must be the exclusive province of patients and their providers. Historically, the supremacy of science, logic, and personalized care in the delivery of healthcare services has been fleeting. At various times in the past, medical care has been overruled by religion, tradition, politics, and bureaucracy.
At some point, we are all patients. As patients, there is considerable danger in giving nonmedical personnel a place at the bedside. Insurers, governments, churches, vendors, and technologies all have agendas that can easily conflict with our own. Much of American medicine has become a contest between outside organizations trying to push or limit certain types of care, and providers trying to trying to serve as advocates for their patients. Under the current system, these outside special interests have many ways to tip the balance in their favor.
Many of the decisions that lead to good medicine and healthcare practices are not black and white, and never will be. There are simply too many variables. These range from incomplete knowledge, to the fact that many patients have many different medical problems simultaneously, to the social and emotional circumstances surrounding a given patient. The role of physicians is to weigh whatever is known about the disease and available treatment and present the options to their patients.
One of the greatest mistakes we can make in restructuring healthcare is to allow outside forces—whatever their origin—to come between patients and the providers seeking to care for them. Government poses an especially serious threat in this regard; not because it means to do harm, but because its involvement is both a blunt instrument and a slippery slope.
It’s a blunt instrument because any government or insurer can only implement blanket policies that are poorly tailored to individual circumstances. It’s a slippery slope because once bureaucrats and regulators are involved in dictating the terms of care, it is nearly impossible to get them out or set limits on what they can and can’t do.

Armed with these rules and our insight about where the most important problems in healthcare occur and why, we can begin to describe solutions that will give us the most bang for the long-term buck. Some of them will create short-term political disruptions. However, even these disruptions are likely to be relatively painless and inexpensive compared to our current approach to healthcare “reform.”


11. Overhauling Payment for Healthcare Goods and Services
“Let us not seek the Republican answer or the Democratic answer but the right answer.”
—John F. Kennedy
The process of funding, buying, and selling healthcare goods and services serves as the foundation of the entire healthcare system. How we handle these activities govern whether, when, and under what terms medical care will be available. If the underlying financial system is flawed and unsustainable, the rest of the healthcare system is guaranteed to be as well.
If we’re going to eliminate the defects of the current system while avoiding the wholesale creation of new problems, we need to do far more than tweak the current machine. What’s required is a complete overhaul. While inherently disruptive and challenging, the prospects are not as hopeless as one might think. One advantage that we have is that the system we’ll be building will be much simpler to understand and operate than the current one for virtually everyone involved. Another advantage is that the current system is so broken that simply tweaking it around the edges won’t make things better. The social and financial pressure to take definitive action will simply continue to grow.
So where do we begin? Because the healthcare machine ultimately runs on money and self-interest, the logical place to begin is the source of that money. In his 1993 healthcare reform proposal, economist Uwe Reinhardt observed that every single healthcare dollar ultimately originates from American households. All the terms that we normally use to describe healthcare finance, such as employer-based purchasing, government insurance, and self-pay really refer to how those dollars are channeled rather than where they originate. This is illustrated in Figure 11.1.
Figure 11.1. Sources of Healthcare Funding
Adapted from Reinhardt, U. “An ‘All-American’ Health Reform Proposal.” Journal of American Health Policy (May/June 1993): 11-17.1

As this figure illustrates, the popular concept of health insurance as being “employer-based” or “government-sponsored” is somewhat misplaced. The healthcare dollars originating in households are diverted toward healthcare by one of three methods: (1) premiums paid directly by the family; (2) premiums that are extracted from households by employers in the form of lower real wages; and (3) premiums that are extracted from family income in the form of taxes. Because all dollars come from the same place, the real question is how we structure this collection to minimize the number of parts and amount of friction generated within the healthcare machine. Logic would suggest that one or even two mechanisms for collecting insurance premiums would be far more efficient than three, but which method is most practical?
We’ve already determined that the problems posed by risk-splitting can only be solved by requiring universal healthcare coverage. Universal coverage means that premiums must be collected paid on behalf of all individuals regardless of age, health, employment, or tax status. As it happens, the number of employees and the number of individual tax returns filed every year are fairly similar, totaling about 140,000,000. However, the number of tax returns actually represents a far larger percentage of households. This is because each employee in a single household will be counted separately in the employment statistics, while many people who are retired or not currently employed do file individual tax returns. On this basis alone, it makes more sense to rely on the mechanisms used for federal taxation to collect premiums rather than employers. There is another reason to avoid involving businesses in the process of collecting premiums, however. Every financial and administrative burden added to business reduces the financial resources available for businesses to use in their primary function: employing people. Any mechanism we can create that takes employers out of the loop wherever possible will maximize employment and personal income.* Taking employers off the hook leaves only two alternatives: self-payment and government-mediated collection of premiums.† Because the federal government would ultimately be responsible for monitoring and enforcing universal self-payment into the insurance pool, there is nothing to be gained by a system of enforced self-payment. That leaves us with using the current taxation infrastructure as the most logical collection mechanism. All premiums collected would be placed into separate, dedicated, individual or family accounts that may only be used to fund health savings accounts (HSAs) and purchase universal basic health insurance.
* It is useful to note that the few states that have mandated universal healthcare coverage have generally added to the societal burden of providing and tracking healthcare coverage. They have done so by increasing the number of entities involved rather than removing the burden from anyone. Employers who were already providing and administering health insurance programs derived no efficiencies from the program. In the case of Massachusetts, the total administrative burden of employers increased substantially. Employers with more than ten employees were, for the first time, required to provide a “fair and reasonable contribution” to the premium of health insurance for their employees. Many of these organizations are small businesses that have only three alternatives in the face of this mandate: (1) increase expenses and take the premiums out of profits; (2) reduce wages to employees to make up the cost of the premium; and/or (3) minimize the number of employees covered under the law.
† As Reinhardt points out, state and/or federal collection and stewardship of healthcare insurance premiums should not be considered or called a tax. Instead, individuals are simply channeling payments they would have made one way or another in any mandated universal health insurance program through the administrative functions of the government. These funds cannot and should not be used for any purpose other than providing a specified and uniform health insurance benefit—regardless of whether the insurer itself is the government or some other entity.
That said, there is no reason that the centralized funneling of premiums through the government could not be facilitated through a modification of the same mechanism used to collect payroll taxes. Payroll taxes are already used to collect funds for a variety of programs including Medicare. A modest modification to add another category would have relatively little impact on businesses.
Essential Elements of an Efficient Health Insurance Plan
A great deal has been written about universal health insurance. Books and articles seem to cover the topic from every possible perspective. Here we will focus only on what is needed to make a universal health plan efficient, rational, and sustainable.‡ We’re already determined that the system created should reduce the number of parts in the machine, ration overtly rather than covertly, and make use of market forces wherever possible. What do these requirements imply with respect to our universal insurance plan?
‡ Much of this discussion borrows heavily from the works of Drs. Fogoros and Reinhardt previously cited, as well as other work that will be referenced in turn. The author is grateful for the obvious amount of time and effort that they have put into their observations and written works.
Figure 11.2 illustrates the elements of a universal healthcare system that meets our basic requirements.
Figure 11.2. General Design of an Ideal Universal Healthcare Insurance System
From: Richard N. Fogoros, Fixing American Healthcare: Wonkonians, Gekkonians, and the Grand Unification Theory of Healthcare.

What do all the terms in this figure mean and how does it work?
As shown in the figure, the sources of spending for healthcare goods and services are divided into various layers, or “tiers.” The first source of financing comes from the patient in the form of a health savings account (HSA). To fund the HSA, households with incomes above a given threshold are required to deposit a specified amount (in this example, $2,000 per adult or $1,000 for each child) into their healthcare account each year. These amounts and any interest that they earn would be nontaxable in a manner similar to Individual Retirement Accounts (IRAs). “For households whose incomes fall below a certain lower threshold, these funds would be directly deposited into individual HSAs by the federal government. For households whose income falls between the lower and upper income thresholds, a sliding scale [would] be used to determine how much tax-deductible money they must contribute, and how much the federal government will contribute annually toward the individual HSAs.... Any money in the HSA that is not spent on healthcare during the course of the year remains in the HSA and earns tax-free interest. The money that accumulates in this fund is the property of the individual owner—the government has no claim on it and cannot tax it.”2 Except, as we shall discuss later, HSA funds can only be spent on healthcare.
If a family is relatively healthy over time, the amount of money in an HSA can grow considerably. These funds can be utilized in one of three ways. First, they can be rolled over into an IRA and used for retirement when an individual reaches retirement age. Second, excess funds can be used at any time to buy Tier 3 care services. Finally, there is a strong argument for allowing at least a portion of the accrued interest to be used for immediate personal spending. Most people have a financial time horizon that is quite short. It is important that they be able to realize some selfish near-term benefit to having funds remain in their HSA rather than spending it as quickly as possible—especially if these funds are coming from the federal government rather than from their own paychecks.
Regardless of how much they might have personally contributed to their HSA, it is very important that every American feel that the money in their HSA is theirs, and just as real and as valuable as any funds that they might have in their wallet, checking account, or retirement fund. From our previous observations, we have learned that incentives work, and that financial incentives in particular are extremely effective in producing specific behaviors. In our particular case, the behavior that we would like to produce in all Americans is a desire to consciously balance spending money on healthcare goods and services with the desire to keep their HSA account intact so that the accumulated wealth can ultimately be spent on nonmedical goods and services if at all possible. We’ll discuss exactly how HSA money is spent on healthcare services shortly.
The second tier of healthcare financing comes in the form of a Universal Basic Health Plan (UBHP) that covers every legal resident of the United States. The UBHP provides healthcare coverage under a system of open rationing.
In broad outline, all medical services that achieve a target level of cost-effectiveness are covered. In the example used in Figure 11.2, the UBHP covers all healthcare services that can be provided for up to $50,000 per quality-adjusted life year (QALY). Services that consume more than $50,000 per QALY are not covered.”§
§ Fogoros notes that “Using QALY as a cost-effectiveness measure is fraught with problems and is extremely controversial. The standard method of calculating QALY is not adequate for the rationing scheme we are proposing here.” The reader is referred to his book for a more detailed discussion of how ethical precepts can be used to guide rationing decisions, QALY calculations, and its use in explicit rationing. A detailed discussion on how to calculate QALY can be found by referring to: Sassi F, “Calculating QALYs, Comparing QALY, and DALY Calculations.” Health Policy and Planning Advance Access published on September 1, 2006, DOI 10.1093/heapol/czl018. Health Policy Plan. 21: 402-408.
A brief introduction to the concept of quality-adjusted life years will be helpful for readers who might not be familiar with the term. A QALY is an attempt to gauge how much good a particular medical intervention might generate with respect to two factors: its ability to extend life and the likely quality of the added life that will be obtained. One year of perfect health equals 1.0 QALY. One year of life with some degree of disability will reduce the QALY score by an amount proportional to the perceived reduction in the quality of life. For example, being unable to engage in normal activities for two weeks out of each month, but feeling fine the rest of the time, would be judged to reduce the quality of life for a patient by 50% over the course of one year, yielding a QALY of only 0.5. If a treatment were then made available that guaranteed complete recovery for a period of one year, it would result in a gain of 0.5 QALY. If that treatment happens to cost $1,000, the cost is $1,000/0.5 QALY = $2,000 for each QALY gained. If the same treatment is likely to work only half the time, the cost per QALY increases. In this case, it would increase to $1,000/(50% effectiveness × 0.5 QALY) = $4,000 for each QALY gained.
The point of trying to measure and use QALYs is that if healthcare resources are limited (as they inevitably are), we would like to have some means of deciding which tests and treatments give us the most total medical benefit for those scarce dollars. In the case of the proposed Universal Basic Health Plan, we can decide to cover any treatment that has a cost/benefit of some threshold level (for example, $50,000/QALY). At least theoretically, this approach will generate the most years of useful life for the country as a whole. This is in contrast to the current situation, in which Americans might be spending enormous amounts of money on expensive end-of-life treatments for some people, while failing to allocate enough money for relatively inexpensive therapies that would greatly benefit others for a long period of time. Another advantage to this approach is that the threshold of coverage can be easily moved up or down depending upon the funds that are available for use in purchasing basic healthcare goods and services. This is a far easier, fairer, and more rational approach to adjusting benefit levels than arbitrarily excluding specific goods and services or mounting administrative obstacles to care.
Although this approach is eminently logical, it’s not necessarily easy. One recurring concern with the use of QALY-mediated rationing has to do with the ethics of applying a raw value scale to individual cases. For example, a given treatment for cancer might have a very high QALY score in a 30-year-old, but a much lower score in a 75-year-old simply because of their age difference. This creates a situation in which the same treatment might be given to one person but is denied to the next on efficiency grounds—a situation that is problematic for many Americans. This conflict between “distributive justice” and “social benefit” has given rise to a balanced approach that has been dubbed the “Equal Opportunity Standard” (EOS). This approach goes a considerable way toward adjusting the QALY approach to meet mainstream standards for both ethics and economic rationality.** A second and more functional problem is that there is no complete “master list” of QALY scores for the vast majority of medical interventions. Because it is impossible to rank treatments without actual knowledge of their relative effectiveness, this is work that has to be done under any scheme for rationally allocating healthcare resources.
** In brief, the EOS approach modifies the standard QALY approach by incorporating a relatively small number of ethics rules. These rules specify whether and how adjustments will be made in the calculation of the quality-of-life index, the probability of treatment success, the duration of benefit, and post-therapy quality of life when coming up with QALY scores. The net result is an implementation of the QALY approach that balances the strict societal beneficence and strict distributive justice methods of allocating resources. For our purposes here, the important concept is that these tools exist and can be used to effectively and efficiently ration healthcare resources in a way that can be readily seen, calculated, verified, and understood by everyone involved in the healthcare system. Readers are referred to Fogoros’ Fixing American Healthcare for details of the EOS approach.
Comparing treatments is a substantial amount of work—work that has been largely neglected by most (if not all) healthcare systems around the world. Clinical trials and comparative analyses involved require substantial amounts of time, effort, and money. However, they represent money well spent, and represent a true capital investment that will lower overall costs over time, and not a consumptive expense. One approach is a four-step process:
	Establish a health standards commission. Composed of doctors, nurses, representative patients, and an advisory panel of economists, statisticians, and ethicists, the main job of the commission is to establish a system for determining appropriate values to use in cost-effectiveness calculations as described in subsequent steps.
	Establish one or more usable quality-of-life scale(s) for a range of health states. The purpose of the scale(s) is to assign a quality-of-life index to various physical disease states. This is an assessment of what fraction of full functionality is lost by virtue of different types of disease-induced disability. For example, it might be the case that living in a bed-ridden state is judged to result in a life that is only 25% of full functionality, whereas being in a wheelchair results in a quality of life that is 60% of full health.
Given the potential differences of opinion and the inherent subjectivity associated with this process, this task might be one of the most difficult and controversial that the commission must face. At one extreme, some might claim that the slightest disability dramatically reduces livability, while others might believe that quite severe disabilities leave one mostly intact. Nevertheless, it is doable. There should be no question in anyone’s mind that illness-induced disability does reduce the quality of life. The issue to be negotiated and resolved by the commission is by how much.
	Develop an exhaustive list of condition-treatment pairs. A treatment pair consists of a condition (for example, strep throat) for which a specific treatment is recognized to be useful (for example, penicillin). Fogoros lists 11 elements to be determined in the course of this process. These include factors such as the probability that the treatment will achieve the desired effect on the condition being treated, a list of underlying medical conditions that affect the probability of benefit (for example, allergy to penicillin), the predicted duration of benefit (permanently if the strep throat is cured), expected impact of the benefit on quality of life, the influence of side effects, and the cost of the treatment. The total amount of information to be compiled is considerable, but manageable over time.
Although daunting, every possible treatment and condition does not have to be completely evaluated before a QALY-based system is implemented. Even if just half of the various medical conditions and treatments are reviewed and the comparative cost/benefit ratios on QALY calculated, a considerable amount of benefit can be derived by implementing the system around them—particularly if these are among the most important conditions financially.
	The last step is to calculate the expected benefit and cost-effectiveness of each treatment considered. These calculations can be done automatically after determinations of the various parameters are known, and a specific patient is matched against a specific proposed treatment. Some estimates of benefit will be more accurate than others. For example, the probability of success of a given drug in a given patient really depends upon a number of variables (for example, the metabolism rate of the drug in the liver) that might be difficult or impossible to know with any certainty ahead of time. Nevertheless, the system proposed is still far fairer, more rational, and more efficient than any aspect of the current system.

A QALY-based system like the one proposed has many potential benefits, not the least of which is rationalizing our country’s healthcare research and development efforts. Current research emphasizes the development of medications and other treatments without respect to their cost. The result is often treatments that might be useful, but are so expensive that they will either result in bankruptcy of the healthcare system, or “crowd out” other healthcare services. The new system proposed will change manufacturer incentives from creating expensive therapies to creating therapies that have a relatively high cost-to-benefit ratio. A high cost-to-benefit ratio can be obtained in three ways: by improving effectiveness, by lowering cost, or by reducing side effects.
With the development of a practical QALY-based rationing system by use of the Equal Opportunity Standard, the third tier of healthcare financing now comes into play. No country can possibly pay for unlimited access to healthcare. By explicitly setting limits on the basic level of care that the country as a whole is willing to afford, a gap now remains for services that are still desired by patients but are too expensive relative to the benefits they provide. This gap can be filled by individuals purchasing additional private insurance that covers these services.††
†† Although some might argue that this creates a “two-tiered” healthcare system filled with “haves” and “have-nots,” the fact is that any system that does not provide every conceivable benefit to all citizens upon demand (a financially unsustainable proposition) will always be two-tiered. Nothing can stop patients from simply leaving the country to receive healthcare elsewhere if their medical desires are not satisfied at home. However, forcing them to receive their healthcare elsewhere simply deprives the healthcare system at home of dollars that could have been used to support universal care. From an socio-economic perspective, this is irrational and counterproductive.
Using Universal Coverage to Generate Efficiencies in Financing
Contrary to the expectations behind the Massachusetts and 2010 PPACA health reform laws, ensuring that everyone has access to health insurance does little to fix the system. Everything depends upon simplification.
Too Many Gears
The design of the Universal Basic Health Plan (UBHP) helps in a number of ways:
• Variances in state-mandated benefits are eliminated, as they are superseded by the terms of the UBHP. After the UBHP is implemented, federal laws must be passed that prevent the re-creation of nonuniform coverage requirements. The elimination of state-to-state insurance requirements will immediately reduce the administrative overhead associated with universal coverage.
• Standardization of benefits for the UBHP eliminates variability in deductibles and co-payments. Under the UBHP all deductibles and co-pays should become uniform nationwide. This step alone will obviate the need for millions of inquiries and transaction exceptions each day.
• It is easy to determine whether a given patient is covered for a specific condition under terms of the UBHP. An enormous amount of time and resources are currently consumed in determining whether a given healthcare visit or treatment is covered under the terms of each patient’s specific insurance plan and obtaining approvals and pre-authorizations. With knowledge of cost, effectiveness, side effects, and expected impact on quality of life, the new universal healthcare system will allow coverage determinations to be made instantly by use of universally accessible “coverage calculators” available to everyone on the World Wide Web. Relevant data regarding the patient, disease, treatment, and price are entered, and the cost per QALY is automatically calculated. Treatments exceeding the cost/QALY threshold of the UBHP are not covered universally, but can be purchased with funds from the patient’s HSA, Tier 3 insurance coverage, or personal savings.
This process is likely to result in new system efficiencies totaling many billions of dollars each year, and completely eliminate the paperwork and frustration associated with healthcare insurance pre-approvals, referrals, and denials. But these benefits are still going to be severely limited unless we can reduce the variability that patients and providers face in dealing with large numbers of disparate insurers and payment methodologies.
One way of addressing this problem is to go straight to a government-operated single-payer system of basic insurance. A great deal has been written about this approach, and there are even entire organizations devoted to its development and implementation.3 A common argument made by these groups is the need to reduce the administrative overhead expense incurred by insurers. After all, Medicare’s administrative costs are a small fraction of those insured by private companies.‡‡ Private insurers have to include the costs of advertising, commissions, taxes, and profits in their overhead, while government-run programs do not. And none of these costs include the administrative and financial burdens imposed on patients, providers, and businesses by public and private insurance plans alike. A recent study pegs this cost as being between $23.2 billion and $31 billion annually for providers alone, or nearly $70,000 per healthcare provider per year.4
‡‡ Depending upon the source, it is claimed that Medicare’s administrative expenses average somewhere between 2% to 5.2% of claims costs, while those of private insurers are somewhere between 8.9% to 25%. (Matthews M. “Medicare’s Hidden Administrative Costs: A Comparison of Medicare and the Private Sector.” The Council for Affordable Health Insurance. January 10, 2006. http://www.cahi.org/cahi_contents/resources/pdf/CAHI_Medicare_Admin_Final_Publication.pdf.
In a December 2008 study, McKinsey Global Institute estimated that the United States spent $91 billion more than expected on health insurance administration when compared to other countries and adjusting for GDP.5 This number grew to at least $108 billion in 2009. Of the 2009 expenditures, almost $40 billion consisted of sales, marketing, and general administrative expenses that are above and beyond that spent by other countries with an equivalent per-capita GDP. However, another $33 billion represents the excess administrative cost of running our public insurance systems such as Medicare and Medicaid. This might seem odd until one realizes that Medicare administrative costs have grown almost 30% annually since 2003. The increase is a direct result of two factors. The first is using private insurers to administer Medicare Advantage and Medicare Part D benefits. The second is the rapidly escalating levels of regulation imposed by Medicare and Medicaid themselves.
What single-payer proponents miss is that it is unnecessary to move to a completely government-run healthcare system just to garner administrative efficiency. There is no reason why we cannot continue to have and utilize insurance from many different private companies. The trick is that the administrative components of the health plans that they offer under the UBHP must all be the same. If all private insurers are required to provide identical UBHP offerings with identical forms, processes, and procedures, administrative costs will fall close to the levels incurred under a single payer. The most efficient administrators of these plans would still be free to make a profit from doing so.§§ Regardless of who administers the UBHP, a role for private insurers will remain in the provision of Tier 3 coverage. Tier 3 insurance allows Americans to buy coverage above and beyond the level that our society can universally afford to provide for everyone. While insurers should be free to write these policies as they wish, it is in the best interests of the public, payers, and the healthcare system that certain elements of the UBHP be consistently applied to Tier 3 policies as well. In particular, Tier 3 policies should utilize exactly the same identifiers, applications, claims submission procedures, rules for payment, and paperwork as UBHP policies. The only difference should be the QALY limits covered by the policies. This requirement is critical for ensuring that the same fragmented and inefficient system of billing and administration we have currently is not resurrected in the future. We already know that this approach is wasteful and dysfunctional. It would be unconscionable to reproduce it.
§§ This approach would largely defuse the current controversy over the potential addition of a publicly operated healthcare plan. As long as the public plan and all privately insured plans under the UBHP have the same simple benefit terms, administrative forms, and requirements, prohibitions on covert rationing and premiums, there should be no reason that private plans could not compete based upon superior customer service. Private insurers would also have an opportunity to compete for customers wanting Tier 3 coverage. While some might argue that the terms of UBHP coverage removes the ability of insurers to “negotiate better pricing” from providers, there is absolutely no evidence that this currently happens in an economically sustainable or beneficial way. Instead, “negotiated benefits” simply end up being cost-shifted to others. For example, all of Medicare’s discounted fee “savings” are not savings at all, but simply costs being borne by patients in the form of provider rationing (providers close their offices to Medicare patients because they cannot afford to see them), or private insurers who must pay higher rates to providers to offset the Medicare cuts and allow those providers to remain in business.
Simplifying and Retooling Payment for Medical Services
The way we finance healthcare is important, but the entire purpose of financing is to compensate providers fairly and efficiently. If we want a healthcare system that delivers services efficiently and without wasting money, there is simply no substitute for simplicity in payment.
Physician payment in the United States is now based upon the performance of “procedures.” Compensation for each procedure is determined by the Rube Goldberg-esque RBRVS process. This has produced completely predictable results:
• Because the services of specialists are valued far more highly than the services of generalists, there is a relative shortage of primary care providers.
• Because they are rational, providers seek to maximize the number of high-value procedures performed and minimize the time required to perform them. When there is a choice between two equally efficacious treatments (for example, a medication versus a procedure), any economically rational clinician will be biased toward providing the procedure.
• Healthcare providers spend hours each week on billing and charting duties that have little or nothing to do with actual patient care. This effectively reduces the quantity of medical resources available to the nation. Some 40% of physician work time is now spent outside of the exam room.
• Because of its political nature, the existing payment system gives government bureaucrats and lobbyists disproportionate and unwarranted power to interject themselves into provider practices and the physician-patient relationship.
In redesigning and rebuilding a more efficient healthcare system, our task should be to craft a payment mechanism with five key characteristics. It must be:
	Simple, understandable, and easy to implement in any type of medical practice. Documentation requirements for payment purposes should be minimized.
	Consistent and reliable. It should make it easy to quantify and predict how much healthcare goods and services will cost.
	Subject to market forces. Prices should have the ability to rise and fall in response to levels of supply, demand, business expenses, and local conditions. Other things equal, this will have the effect of guiding patients and providers toward more cost-effective healthcare purchases.
	Free of clinical bias. In practical terms, this means that the system should give providers as little incentive as possible to recommend one course of action over another for financial (as opposed to clinical) reasons.
	Free of political bias, regulation, loopholes, and other intricacies designed to slow or minimize payments, or dictate the means by which healthcare services should be delivered.

All these requirements are in direct response to what we’ve learned about the complexity, inadequacies, and pitfalls of the current U.S. payment system. But what kind of system could possibly produce results like this? Oddly enough, the answer is the most obvious and common that one can imagine when buying professional services: Simply pay healthcare providers by the hour.
Simplifying Provider Payment Based Upon Well-Established Market Principles
A rational payment plan must take into account the economic incentives faced by patients and insurers as well as providers. There is an economic “balance of power” among these three parties that must be carefully maintained. If too much power accrues to patients, spending and the demand for services will grow out of control. If insurers grow too powerful, providers are easily victimized. Insurance benefit levels can rise or fall unsustainably depending upon whether the insurer is a government plying constituents with benefits for political reasons, or a private insurer seeking to maximize profits. If providers become too powerful, the price of care may climb to inappropriate and unsustainable levels. Healthcare is a three-legged stool. If any one of the legs is too long or too short, it’s nearly impossible to maintain a useful and usable equilibrium.
Taking advantage of market forces requires that: (1) prices are always publicly available and transparent to producers and consumers; (2) prices must be allowed to vary with supply and demand; and (3) regulation and obstacles to care have to be kept to the minimum required to protect the public and allow for orderly markets. The first two requirements can be accomplished quite easily by simply allowing clinicians to charge whatever they wish for their time, just like lawyers, accountants, and other professionals. A single hourly rate would cover their services, overhead, and other routine operating expenses.
When compared to the surreal complexity of RBRVS, it seems astonishing that a simple, reliable, and understandable approach like this has never been seriously proposed. How would hourly billing for healthcare services work? The approach is illustrated in Figure 11.3. For the sake of this example, let’s assume that the average hourly rate charged by a particular type of clinician (for example, endocrinologists), in a given geographic area (for example, metropolitan Denver, Colorado) is $100 per hour (“Line A” in the figure).
Figure 11.3. Using Hourly Compensation to Balance Supply and Demand for Healthcare Services

Although $100 per hour is the average, it is important to understand that all clinicians are free to charge whatever they wish. In our example, Clinician #1 chooses to charge the mean, or $100 per hour, Clinician #2 charges 30% more, or $130 per hour, and Clinician #3 charges just $70 per hour. Every clinician is free to raise or lower her hourly rate at any time, but all current rate information (not only for clinician’s hourly rates, but also for these and other healthcare goods and services) must be posted and easily available to consumers at all times. The best place to post these rates is on a national website dedicated to this purpose. There, patients would be able to search for providers by price, specialty, geographic location, waiting times, and a host of other factors. This information would be entered directly into the site and kept current by each provider’s business office.
There are many reasons why providers might choose to vary and set their fees at different levels. Clinicians with a great deal of expertise and experience in a given field might believe that their services are worth more than average. Presumably they will charge relatively higher prices for this added value. New providers just out of medical training will have little experience and empty appointment slots to fill. They might want to charge lower rates in their quest to build their patient base and gain experience and revenue as quickly as possible. Still other providers will choose to offer plush offices, luxurious surroundings, 24-hour email access or other amenities, and will increase their rates to cover these costs. Clinicians wanting to serve poorer populations will minimize their rates to maximize patient access. Most importantly, providers who want to track and publicize their excellent clinical results will now have a clear incentive to do so, because those results will help justify higher charges. Patients should be willing to pay more for care that is demonstrably better than that provided by competing providers whose results are either unpublicized or not as good.
Where does insurance fit into all of this? With clinicians free to charge whatever they want, how much can we expect insurers to pay?
A reasonable answer, and the one that is most consistent with a free-market approach, is that the UBHP will pay for a substantial fraction of the average cost of healthcare goods and services within each geographic region. For the example, in Figure 11.4, we’ve set this level to be 80% of the average hourly rate for local providers.
Figure 11.4. Example of the Relative Contributions of Patient and Insurer Financial Responsibility at Various Provider Hourly Rates

Note: Assumes that basic universal insurance will contribute to a mean hourly clinician rate of up to $100 per hour, and a 20% patient co-pay for amounts up to $100. The patient pays for all hourly costs incurred in excess of the $100 per hour.
If the clinician’s hourly rate is higher than the 80% level established, the patient is responsible for 100% of the balance.*** In most cases this difference will be paid with funds from the patient’s health savings account. If the hourly fee is less than or equal to the 80% level, however, the patient is only liable for a co-pay for the charges covered by insurance. For example, if the provider charges exactly the allowable insurance rate of $80 for an hour of time and the co-pay level is 20%, the insurer will pay a total of $64 and the patient will pay $16 from their HSA. At an hourly rate of $100, the patient will pay $20 per hour, and the insurer will pay $80. Regardless of the amount charged for the visit, it is critical that the patient bear some financial responsibility to limit truly unnecessary care.
*** The fact that each American will have an HSA with a known balance at the beginning of each year will dramatically reduce the administrative overhead associated with billing and collecting patient balances. Financial institutions can be asked to issue HSA debit cards. Because the hourly rates charged by the provider and the hourly reimbursement paid by insurers under the UBHP are both known, the difference between the two can easily be charged to the HSA debit card at the time of service. This function alone will measurably reduce practitioner costs and allow them to reduce their hourly rates while preserving net income.
In the longer term, the average hourly rate will have an effect on insurance payments because it serves as a proxy for measuring the supply and demand of local provider services. If clinician-set charges consistently rise over time in a given locality, the supply of services is inadequate and the dollar value of 80% insurance coverage should be increased. On the other hand, if clinician-set charges decline over time, there is too much supply and the dollar value of 80% insurance coverage should be reduced accordingly. To accomplish this, a moving average of posted rates is maintained for each clinical specialty in each geographic area. Using the average of these rates as a benchmark, the dollar value of the 80% coverage level is adjusted up or down on a regular basis.
Many might scoff at the notion that provider charges might ever go down as well as up. Few of us have ever known a time when the price of anything associated with healthcare has gone down. But likewise, we have never known a time when the prices of most healthcare services were actually simple, clear, and readily known ahead of the time when the services are actually performed. When the price of healthcare goods and services is known, amazing things begin to happen.
Almost 30 years ago, Tierney, Miller, and McDonald published an article titled “The Effect On Test Ordering of Informing Physicians of the Charges for Outpatient Diagnostic Tests.”6 They performed a study that was remarkable in its simplicity. One hundred and twenty-one physicians were divided into two groups: a control group and an intervention group. Both groups displayed similar behavior when it came to ordering outpatient tests, both in terms of the numbers of tests ordered and the cost of testing per patient visit. Then, for a 26-week intervention period, both groups used a computer order entry system to request lab tests. The only difference was that physicians in the intervention group were shown the price of each test as it was ordered, and the total cost of all testing ordered on that day for the patient being seen. The result: Doctors in the intervention group ordered 14% fewer tests than those in the control group, and the charges for the tests that they did order was 13% less. Yet there was no measureable change in the clinical outcomes of the patients in the intervention group. And when the pricing information disappeared, so did the savings. After pricing information was removed in the 19-week period at the end of the study, the intervention group of providers immediately began ordering more tests, and the cost savings disappeared.
The amazing thing about this study is that neither group of physicians had any incentives whatever to reduce the number of tests ordered or the cost of doing so. There were no financial incentives or penalties. No government regulations. No capitation payment schemes in which doctors were rewarded for withholding care and punished for ordering more tests. They simply behaved naturally in the presence of information about pricing that is almost uniformly missing within our current heavily regulated, mind-numbingly complex, and price-opaque healthcare system. Imagine the impact if patients and providers both were to have ready access to pricing information about every medical expense and any alternatives.
If incentives are clear, prices are known, and payment is linked to the patient’s own perceived benefit, there is absolutely no reason that the price of healthcare goods and services cannot reflect market conditions. The cost of Lasik surgery—a procedure not generally covered by insurance—has declined dramatically over the past ten years while quality has improved. The cost of cosmetic procedures such as Botox injections and plastic surgery differs dramatically from place to place based upon market conditions. The real key to efficiency is a hitherto unused tool: rational patient choice.
Just as providers have the right to charge whatever they want, patients must have the right to use the services of any clinician, anywhere in the country, without having it affect the insurance benefits that they receive. Combined with ready access to pricing information, patients can then make rational decisions about which provider to use based upon many factors, including price. Just as providers might have any number of reasons for increasing or decreasing their hourly charges, patients will have many reasons for choosing one provider over another. Local providers will often be preferred over more distant providers on the basis of convenience. Providers with more experience in treating a specific condition may be chosen over providers with less experience. But price will be a factor common to every decision. Every patient knows that some or all of the charges will come straight from their HSA balance. Because HSA balances are “real money” (in that a percentage of the unspent balance can be used for discretionary spending each year, or rolled over to accrue interest that can be spent later), patients will have clear incentives to think twice before choosing a more expensive provider.
Although traditional HSAs are spent down completely before any insurance coverage is available, the long-term importance of cost sharing makes it worth reconsidering this approach. After a given HSA is used up, there is relatively little financial leverage that can be applied to patient care decisions (unless there is also a provision for continued spending from the patient’s own personal non-HSA funds). A better approach might be to ask patient HSAs to cover 100% of the cost of each new medical expense up to a lesser amount (for example, $150) before insurance cost-sharing kicks in. Other things being equal, this would preserve shared responsibility for a longer period of time. The free market system of time-based provider compensation has many other advantages over the current artificially complex system. The amount spent on billing and administrative overhead would plummet. While clinicians would still report the diagnoses, treatments, and procedures performed, actual billing would be based solely upon time spent—a very easy metric to measure and report. Because time is so easily tracked and documented, many of the opportunities for fraud and abuse that exist in the current system would disappear. Because providers are paid the same amount for their time regardless of interventions chosen for a given patient, they will have no incentive to perform more expensive procedures as opposed to using medical or educational interventions. And where government regulators are currently preoccupied with asking providers to measure and demonstrate their clinical effectiveness, a market-driven system will generate an immediate incentive to do so. Clinicians who are able to prove that they are clinically better will be able to attract more patients and charge higher hourly rates than their regional competitors—an incentive that most doctors currently lack.
Perhaps most importantly, the combination of QALY-based overt rationing and hourly compensation would go a long way toward restoring the integrity of the physician-patient relationship. Freed of conflicts of interest and CPT constraints on patient education, doctors can once again become honest advocates for whatever course of action is in the best interest of each patient, and take the time to fully explain the available options.
What are the potential drawbacks to this approach? There are two important changes that we can expect:
• Increases in waiting times. With less incentive to “crank out” patients and procedures as if they were widgets, fewer visits and procedures will be performed per unit of time. Many of visits that do take place will take longer. Combined with universal access to care, this will almost certainly lead to longer waiting times.
Whether this is a bad thing depends upon one’s perspective. On one hand, it is clear that trying to jam 30 minutes of care into the 7–10 minutes that primary care providers are currently allotted is inefficient and ineffective. Most of the education and counseling that would allow patients to understand and care for their medical conditions cannot possibly be provided in that period of time. In medicine as elsewhere, haste makes waste. On the other hand, in the short term, our supply of providers is essentially fixed. The net effect will therefore be better and more appropriate care, but with the appearance of waiting lists and lines we have not previously seen.
• Short-term changes in provider compensation. After market forces are allowed to take effect for the first time, some provider incomes will rise even as others fall. Longer waiting times in some specialties—especially primary care—will allow high-demand providers to increase their hourly rates. In most cases, compensation for these providers will rise significantly after being held artificially low by the politically determined RBRVS system. Reductions will gradually occur in the average hourly compensation of other groups of providers, but these will probably take more time to filter through. Most of these reductions will accrue to certain specialties that have been relatively overcompensated by performing large numbers of quick, but profitable procedures.
Having transferred the basis of compensation from procedures to time, it is reasonable to ask about checks and balances. What’s to keep clinicians from simply padding their hours? Could we expect expect routine checkups to take hours, as providers linger over every little detail? Although any compensation system carries the potential for abuse, there are several reasons to believe that healthcare is much less subject to time padding than many other professions, such as law and accounting. First, compared to attorneys and accountants, physicians and other healthcare providers are relatively scarce. There are only about 820,000 clinically active physicians in the United States, compared with more than 1,200,000 active attorneys. In practice, this means that the majority of clinicians are already booked to capacity. With full practices and waiting lists of patients to be seen, there is little or no reason for healthcare providers to dwell any longer than necessary on a given case. For most clinicians, heavy patient loads and waiting lists are a far greater concern than trying to fill idle hours. Second, unlike many other professions, most clinical services are delivered face-to-face. This allows budget-conscious patients to act as a restraining influence on visit times. Instead of looking for reasons to prolong their visit, patients will be looking for opportunities to speed it up. Third, truly transparent pricing will allow patients to screen providers based on price even before making their first appointment. High-priced providers will be under pressure to better meet the financial constraints of their patients.
Minimizing Insurance and Regulatory Overhead
The third requirement for freeing the healthcare markets—minimizing regulation and obstacles to care—is undoubtedly the most challenging to achieve and maintain over time. In the absence of any sort of free market in healthcare, the existing system has assembled an inexhaustible supply of administrative obstacles to care. These include referrals that are needed before patients can see specialists, pre-authorizations for treatments and tests that will inevitably be needed to properly manage care, provider panels that restrict who a patient can see without incurring financial penalties, and a wide variety of “passive aggressive” insurance behaviors.
Removing these administrative and bureaucratic limitations on care is going to be difficult for several reasons. First, it has traditionally been claimed that these limitations are needed to prevent patients and providers from over-utilizing healthcare resources. (It’s not clear whether this theory has ever been tested scientifically. If so, it would be even more useful to determine in what percentage of cases the test or treatment was appropriately denied, delayed, or canceled as opposed to being inappropriately denied, delayed or canceled.) Insurers will be loath to give up any measures that delay or discourage expenditures from their reserves. Second, as any parent knows, passive aggressive behavior can be hard to define. If the insurance company office in charge of billing questions is slow to respond to queries or answer its phones, is it intentional or simply inadvertent understaffing? Third, no matter how many of these questionable rules and hurdles might be identified and banned, it’s always cheap and easy to come up with new ones to replace them.
No matter how daunting the task, eliminating these obstacles once and for all is the only way to implement a system that is less expensive, more efficient and responsive to market forces. The alternative is the status quo: a public-private insurance system whose first allegiance is inevitably going to be protecting politicians and reserves rather than patients. Protecting patients, our pocketbooks and posterity is going to require a completely new way of thinking. With patients and physicians properly motivated, the burden of covert rationing must be placed on insurers. If an insurer wants to require physicians to obtain referrals or pre-authorizations, then it will need to justify its requests on a case-by-case basis. If valid claims are denied arbitrarily they may be appealed to a system of independent “claims courts” with the power to levy penalties on any party showing bad faith. Insurers who abuse their power must be punished, regardless of whether they are public or private. A national regulatory and investigative panel must keep careful and continuous watch over rules and policies that threaten to supplant market-based limitations on care with administrative ones.
Application of Market Principles to Other Healthcare Goods and Services
It is relatively easy to see how these same principles could be applied to pricing and providing many types of medical goods and services. In fact, an accepted precedent for this approach already exists in the form of “reference pricing” for drugs. In reference pricing programs, a baseline level of payment is set for the prototypical (and usually generic) drug within a given class of medications. In 2003, the German healthcare system chose the generic drug simvastatin (sold by Merck under the brand name of Zocor) to be the prototypical statin—a class of drugs used to reduce the amount of cholesterol in the blood. After the prototype was selected, the maximum amount that the German healthcare system would reimburse for any statin drug was set to be the full amount that the system would pay for simvastatin. Other drugs could certainly be prescribed and used, but the full difference between the cost of other statins such as Crestor and Lipitor and the cost of simvastatin would be borne by the patient. (In our case, this difference could come from the patient’s HSA.)
There are some legitimate criticisms of reference pricing. For one thing, it places a centralized bureaucracy in the position of determining which drugs are truly equivalent, even though they might not really be equivalent within the personal chemistry of an individual patient. Second, it has been persuasively argued that this approach stifles incremental innovation on the part of pharmaceutical manufacturers. If the baseline statin reduces cholesterol by 29%, and a drug company could create a new drug within the same class that would reduce cholesterol by 48%, why should they bother doing so if the insurance industry’s reimbursement policy forces most patients to make do with the inferior drug?
Many of these concerns have merit, but most of them can be addressed by modifications to the system. For example, a superior approach for long-term drug pricing would be to establish a reference based upon cost per QALY for an “average patient,” rather than simply choosing the cheapest drug in the class. This would largely remove bureaucratic and political concerns from the reference equation by providing and objective and verifiable alternative. The QALY approach would also have the benefit of encouraging the development of drugs that provide incremental improvements in performance, as long as their cost/QALY is less than or equal to comparable medications. The current system simply rewards the cheapest drug available with little or no regard for comparative efficacy.
Applying market-based pricing to non-emergency inpatient services is slightly more complex because so many different types of products and services are used in the course of a typical hospitalization. However, the same principles of transparent pricing, basic, uniform, universal insurance coverage, and market-based price adjustments can be applied. The optimum approach to hospital pricing might depend upon the purpose of the hospitalization. Hospitalizations for elective procedures (including foreseeable events such as childbirth) are probably best covered by a single, global, and well-publicized fee, much as they are now. This would give patients the ability to comparison shop, weigh data on experience, expertise, and historical results, and consider options such as traveling to different cities or states in an attempt to secure the best possible combination of price and outcome. Insurance coverage would follow a similar model to that for clinician services, paying a large fraction of the average procedure price for a given region. Patients choosing less expensive facilities—either within or outside their local region—would have the opportunity to minimize their own expenses. For proof, we can look at what happens when patients are fully responsible for virtually all their own healthcare expenses, and providers and institutions are free to operate on a free-market basis. Ironically, one of our best role models in this regard is India.
As shown in Figure 11.5, India spends very little of its GDP on healthcare relative to developed countries, and 80% of what it does spend is funded by patients, private firms, and charities. As a result, Indian healthcare providers have had to become both creative and price-conscious when offering services. Government has recently helped the innovation process by liberalizing restrictions on the industry, offering tax breaks for health investments in smaller cities and rural areas, easing restrictions on lending and foreign investment in healthcare, and encouraging public-private partnerships.7
Figure 11.5. Ratio of Public to Private Spending in Selected Countries, 2007
Data from: World Bank Development Indicators, 2010.

The result has been “a happy collusion of need and greed [that] has produced a cauldron of innovation, as Indian entrepreneurs have devised new business models.” Some notable examples:
• For years India’s private-health providers, such as Apollo Hospitals, focused on the affluent upper classes, but they are now racing down the pyramid. [One company]... plans to take advantage of tax breaks to build hospitals in small and medium-sized cities (which, in India, means those with up to 3 million inhabitants)... Apollo’s founder plans to do the same. He thinks he can cut costs in half for patients: a quarter saved through lower overheads, and another quarter by eliminating travel to bigger cities.
• Columbia Asia, a privately held American firm with more than a dozen hospitals across Asia, is also making a big push into India. Rick Evans, its boss, says his investors left America to escape over-regulation and the political power of the medical lobby. His model involves building no-frills hospitals using standardised designs, connected like spokes to a hub that can handle more complex ailments. His firm offers modestly priced services to those earning $10,000–20,000 a year within wealthy cities, thereby going after customers overlooked by fancier chains.
• LifeSpring Hospitals is a chain of small maternity hospitals around Hyderabad. “This for-profit outfit offers normal deliveries attended by private doctors for just $40 in its general ward, and Caesarean sections for about $140—as little as one-fifth of the price at the big private hospitals. It has cut costs with a basic approach: it has no canteens and outsources laboratory tests and pharmacy services. It also achieves economies of scale by attracting large numbers of patients using marketing. LifeSpring’s doctors perform four times as many operations a month as their counterparts do elsewhere—and, crucially, get better results as a result of high volumes and specialisation.”
• Nearly 60% of Indian hospitals use healthcare IT, but not in the same way as it’s typically implemented in the United States. “Instead of grafting technology onto existing, inefficient processes, as often happens in America, Indian providers build their model around it.”8
One has to wonder, if Indians can use market forces to innovate in healthcare, why can’t Americans?
Pricing healthcare services for emergency and nonelective services is more difficult, because by definition such circumstances do not lend themselves to data collection, deliberation, and consumer choice. The current approach uses a fixed-fee “prospective payment system” (PPS). The PPS uses about 500 so-called “diagnosis-related groups” (DRGs) to come up with a lump sum payment for given types of hospitalization services. If a hospital’s expenses for a given case are less than the amount set for the DRG, it makes money. If they are greater, the hospital loses money. There are two problems with this approach. First, hospitals do not necessarily have complete control over all their costs. Second, Medicare and Medicaid payments are often so low that it’s virtually impossible for hospitals to recover their costs. This combination can cause considerable trouble when profitable elective admissions are moved to more efficient and economical specialty hospitals or technology turns them into outpatient procedures. In their capacity as providers of emergency and nonelective services, hospitals are really functioning as public utilities. They cannot refuse emergency cases, discharge patients for nonpayment, or even decide whether and where to build new facilities without government oversight. Given these conditions, it is unreasonable for anyone to expect free markets to finance essential hospital services any more than they are used to finance police, fire, road, or sanitation services.
With these limitations in mind, there is really only one practical way to price nonelective hospital services appropriately: Continue the current prospective payment system based upon DRGs, but modify it to exclude elective procedures and minimize administrative overhead wherever possible. Elective procedures would be handled by using competitive pricing for elective services as described previously. If this approach is to work, we must ask hospitals to keep two sets of books for the services they provide—one for elective and one for nonelective services. Elective revenues derived through market forces should not be asked to subsidize nonelective admission expenses, or vice versa.††† A second requirement is that insurance payments for nonelective admissions cover the full cost of hospitalization. Current underpayments by Medicare and Medicaid are not sustainable over time, especially after elective-procedure revenue is segregated from nonelective expenses. Finally, patient cost-sharing for nonelective care must be structured differently from other medical expenses. Even the most conscientious patients can do little or nothing to influence the cost of true medical emergencies, and co-payments are of no real benefit for minimizing related expenses after the appropriate QALY measures are in place. On the other hand, this system does require that true emergencies be separated from emergency room and hospital abuse. Patients attempting to use emergency rooms as after-hour clinics should either be referred directly to 24-hour clinics set up to handle such patients, or charged twice the “normal” HSA co-pay for abusing the emergency care system.
††† Experience has now shown that mixing elective and nonelective care gives us the worst of both worlds: inefficient elective care and underfunded nonelective care services. For evidence, we need look no further than the growth of ambulatory surgery centers. Often built, owned, and operated by physicians, ambulatory surgery centers (ASCs) are typically efficient, innovative, and profitable operations. As such, they are capable of providing excellent care faster and cheaper than conventional hospitals. Because they are not saddled with the high cost of providing emergency and nonelective care services, they represent a less expensive and more attractive option for patients who might have a bad knee but are otherwise well. In contrast, the conventional hospitals have high overhead and a burden of low-reimbursement emergency services that makes them uncompetitive in comparison. The resulting flight of elective procedures to ambulatory centers leads to a vicious cycle of declining hospital revenue and less experienced, less efficient surgical teams. The usual hospital response is to demand regulatory changes to reduce the attractiveness and increase the financial burden of ASCs. Unless elective and nonelective admissions are financially separated, there is really no way to achieve medical and economic efficiencies in either one.
Putting It All Together: Streamlined Healthcare Financing and Payment
The net result of the changes we’ve described is to both reduce the number of parts in the healthcare machine and eliminate the majority of grit thrown into the system by the RBRVS-based payment system. A reasonable estimate of cost savings generated by these measures alone will total almost $500 billion annually, as shown in Table 11.1.
Table 11.1. Estimated Source of Annual Cost Savings As a Result of Described Changes to the U.S. Healthcare Financing and Payment System*

Where do these savings come from? Many of these estimates draw from McKinsey’s study of where excess spending occurs in the U.S. healthcare system, relative to what would be expected for the relative size of our GDP.
• Insurer administrative expense. According to McKinsey and others, in 2003 the United States spent about $98 billion more than expected for the administrative expenses of public and private insurance entities alone. This is the equivalent of $138 billion in 2008. Virtually all these excess expenses can be eliminated with claims and policy standardization and the simplification of impossibly complex RBRVS payment system. This estimate does not assume any reduction in insurance company profits.
• Nonclinical labor costs. These include estimates of cost in excess of “estimated spending according to wealth” (ESAW) for both inpatient and outpatient nonclinical labor costs. Nonclinical labor costs generally represent administrative overhead associated with regulatory compliance, billing, and sales and marketing, but excludes outside contract services, maintenance, professional fees, and utilities. Virtually all these excess expenses are attributable to the proliferation of insurers, rules, regulations, and exceptions caused by fragmented insurance coverage, differences between state laws, and problems caused by the complexity of the current payment system that are addressed by use of in-house billing staff. Virtually all these excess expenses (a total of about $30 billion) can be eliminated by a combination of de facto carrier defragmentation and reductions in regulatory burden. For the purposes of this calculation, we will attribute half of the savings to simplified payment mechanisms and half to reductions in regulatory burden.
• Reduced billing, collection, and related expenses. While some of the excess billing costs attributable to the current system will be accounted for under nonclinical labor costs, a large portion of the savings will come from a different accounting category: other operational costs and expenses. Many providers and hospitals outsource their billing and administrative support functions, and an entire industry does nothing but battle health insurer complexity, covert rationing, and counterproductive government regulation. The number and diversity of these companies is staggering. They include medical billers who gather data and prepare and submit the medical claims, couriers who transport the data, and thousands of software vendors. Computer software is used to enter and compile claims and insurance data, check it for errors and omissions, and configure it for submission to insurers. Software is also used by both insurers and providers in an attempt to game the system—denying or minimizing the dollar value of claims on one hand, and trying to maximize them on the other. Tens of thousands of people are required to create, sell, service, and maintain this software at an enormous cost. Other companies build their businesses around government regulations. These include state and federal requirements concerning continuing medical education, record keeping, credentialing, privacy, laboratory operations, and more.
The average clinical operation spends approximately 7% of its gross income annually on medical billing alone. With gross hospital and outpatient care costing a total of $886 billion in 2003, billing functions accounted for about $62 billion. This had increased to $88 billion by 2008. Insurance defragmentation (brought about by standardization of policies and administration), billing simplification, and use of self-guiding market forces should allow us to cut these billing costs by at least half, saving $44 billion annually.
• More efficient use of pharmaceuticals, outpatient, and hospital care services. The tragedy of covert rationing is that measures intended to reduce healthcare costs almost always end up having the opposite effect. Intentional complexity (no matter how well intended), cost opacity, deception, obfuscation, and regulation all create confusion and perverse incentives, producing ill-informed and/or irrational decisions on the part of patients and providers alike. Without a QALY-type approach, resources are wasted on what is payable, rather than what is effective and the best value for the money.
One very visible example is our current spending on end-of-life care. An astonishing 30% of annual Medicare spending goes to the care of the 5% of Medicare patients in their last year of life, and 78% of this amount—or almost one-quarter of all Medicare costs—are incurred in the last 30 days of life. A QALY approach to making healthcare purchasing decisions would reduce this spending dramatically, as many expensive and minimally effective treatments would fall outside of the cost/QALY coverage range of the Universal Basic Health Plan. Although some may bluntly object to the overt rationing involved in this process, there is considerable evidence that reducing the invasiveness and severity of end-of-life interventions is more humane as well as less costly to patients and society alike.
As shown in Figure 11.6, there is an inverse relationship between healthcare spending in the last week of life and the quality of death for cancer patients. The same study showed that having patients with advanced cancer and their physicians simply discuss end-of-life care wishes reduces the cost of care in the final week of life by 35.7%, or an average of $1,041.9
Figure 11.6. The Relationship Between the Cost and Quality of Life in the Final Week of Life
From: Zhang B, Alexi A, Wright AA, Huskamp HA, et al. “Health Care Costs in the Last Week of Life: Associations With End-of-Life Conversations.” Archives of Internal Medicine 2009; 169(5):480-488.10

Knowing this, it’s worthwhile to compare the financial incentives inherent within the current system with those in the QALY and market-based system we’ve discussed. In the current system, providers aren’t paid to talk to patients, they’re paid to perform procedures—the kind of expensive procedures that will drastically increase the cost of end-of-life care. There’s an excellent chance that simply talking to a patient about care and end-of-life options would be considered a nonbillable event by insurers. The incentives inherent in the RBRVS system maximize both medical spending and the likelihood of a harsh and lingering death. When combined with cost/QALY-based insurance coverage, paying providers for their time will have the exact opposite result.
With savings like those resulting from smarter, less expensive, and more humane end-of-life care, it seems certain that the revised healthcare funding and payment systems proposed will generate at least a 15% reduction in the overall cost of providing any given level of healthcare benefits. Applied to the healthcare spending levels of 2008, these savings would total about $250 billion annually.
Altogether, the savings accrued by reducing the effective number of wheels in the healthcare financing system and reducing the complexity of payment will provide a considerable financial windfall even as they allow for a substantial increase in the quality of care provided. This windfall will almost certainly exceed the new cost of providing care to all Americans who are newly insured under the UBHP. Although the percentage of newly uninsured in the U.S. population will be roughly 16%, the healthcare spending reductions generated by our changes in insurance financing and payment alone total 20% of 2008 healthcare spending. We can spend the resulting financial windfall in one of two ways. The first is to take these savings and spend them on nonhealthcare goods such as debt reduction, tax reductions, or investments in our country’s nonhealthcare infrastructure. The alternative is to keep this money within the healthcare system and provide an even higher level of overall benefits. But we needn’t stop at these savings. There is still more we can do.


12. Dumping Redundancy
“The Department of Education and another ministry were worried about duplication of effort, so what did they do? They set up two committees to look into duplication and neither knew what the other was up to. It really is a world beyond parody.”
—Rory Bremner
Although faulty insurance funding and payment mechanisms are the single biggest source of extra parts in our healthcare machine, there are others that are even easier to address. Medical licensure is the most obvious place to start. Because diseases, anatomy, and treatments are the same everywhere, it makes no sense to license physicians on a state-by-state basis. Fortunately, moving to a unified licensure and regulation need not be difficult or expensive.
The simplest fix is to simply declare that all state medical licensure is reciprocal, much in the same way that all drivers licenses are reciprocal. If you can legally practice medicine in one state, you can practice in all of them. All that is necessary is for the federal government to mandate that, as a function of interstate commerce, all states shall automatically honor each other’s medical licenses. Any provider would be free to practice in any state as long as he notifies the local state board of his presence. Of course, just as with driver’s licensure, each state is also free to discipline or limit any provider as necessary to protect the public. Creating a national database of physician licensure, malfeasance, and disciplinary actions would be relatively simple. Each physician would be identified by a single unique license number that would follow her from state to state, just as DEA numbers (used to track physicians with respect to their prescription of narcotics) do currently.
Steps to reduce duplication and create uniformity in healthcare licensure requirements should follow quickly. A single set of medical licensure application materials should be adopted for nationwide use, as would any continuing medical education requirements and conditions for license renewal. Any ethical guidelines, penalties, disciplinary, and rehabilitation programs should be also be promulgated uniformly. One of the most important benefits of reciprocal licensure will accrue to patients and their families. By having physicians use a single license no matter where they practice, all licensee information—including provider training, license status, specialties, practice addresses, and so on—can be made readily available to prospective patients by use of a single public website. This would be a vast improvement over the current patchwork of state websites and provider tracking mechanisms. The consolidation of provider licensing and identification will save billions of dollars in license fees, processing errors, and unnecessary paperwork each year. Saving many billions more and reducing medical error rates would be easy with the introduction of a parallel unique patient identifier. The creation and use of unique patient identifiers has historically been the subject of great controversy in the United States. The most frequent concern is that universal healthcare identifiers would somehow have an adverse impact on patient privacy. For those who work with patients on a regular basis, this objection is hard to appreciate. The fact is that all patients are already uniquely identified somehow. If the government or anyone else wants to violate medical confidentiality, they don’t need a special number to do so. A name, address, date of birth, and statistical matching algorithm will serve just as well. The key to privacy lies not in the identifiers used, nor in who assigns them, but in how that information is controlled. Much of the public’s concern stems from the ease with which any identifier—in conjunction with a universal electronic medical record—could be used to pry into anyone’s personal healthcare history. What the public really wants is for patients themselves to retain control over access to their medical information.
Creating and using personal patient identifiers would create instant cost savings and improvements in patient safety. Concerns over privacy could be relatively easily addressed through two measures. The first is the passage of laws making it a felony for government employees or others to intentionally use or release medical information about any person for nonmedical purposes without that patient’s consent. Upon passage of this law, a unique patient identifier would immediately be created and issued for everyone in the U.S. The second measure is to set up a relatively simple, secure Internet-based mechanism that patients would use to approve the release of medical information from one provider or institution to another. With an interface no more complex than an ATM, this application would be financed by the government and administered by an independent nonprofit agency. Any time that any electronic medical record system was asked to transfer information to another, a permission request would be sent to the patient’s permission account. The patient would then be notified by email and/or telephone, and permission could be instantly granted or denied by use of a PIN. Provisions could easily be made for record access in emergency situations, when the patient might be unavailable or unresponsive. This type of simple, effective personal privacy system is exactly the type of technology that has been overlooked or ignored by a “medical-industrial complex” that is intent on regulation, protecting market share by creating proprietary, nonstandard technology, and controlling of the practice of medicine and use of medical information.
Credentialing Made Easy
As discussed previously, credentialing is the process by which institutions compile and verify the professional qualifications of their providers. This process is currently undertaken separately by each institution. The duplication and redundancy involved cost providers, hospitals, and clinics billions of dollars annually, adding to the cost of medicine and providing little or no benefit to the vast majority of patients. The current situation is roughly equivalent to every business in America being responsible for maintaining current driver’s license information for everyone who picks up or delivers packages to their business locations. They might indeed find and eliminate some unqualified drivers, but only at a ridiculously high aggregate cost.
The insanity of this process is that virtually all these institutions require the exact same information. Like the process of granting and verifying medical license status, this function is tailor-made for centralized collection and dissemination over the Internet. A far simpler, easier, cheaper, and more reliable credentialing system could easily be created:
	Use federal money to fund a nonprofit, centralized credentials information center. The credentials center need not consist of much more than an Internet-connected computer server with a robust database behind it for collecting and aggregating the information submitted.
	Standardized, web-based data submission forms would be created for completion by professionals nationwide. Hard-copy credentials such as degrees, certificates, scores, and so on would be scanned and uploaded as image files. Each set of information would have to be entered once, and only once, per professional.
	Institutions wishing to review and document the credentials of their professional employees and associates need only create a webpage of their own linking to selected information contained in the national credentialing website.
	Professionals would be asked to review the information within the central database annually, and only update it as necessary.

There are private for-profit services that currently provide some of the functionality just described for providers, but they do not necessarily offload the responsibility for data collection and storage from the many thousands of healthcare institutions around the country. A national system would produce substantial economies of scale and create much-needed uniformity in data collection and reporting.
The Financial Benefits of Eliminating Redundancy
The modifications that we’ve discussed in this chapter are fairly modest, and their visible impact will be subtle to the casual observer. The vast majority of citizens never see the cost and chaos caused by redundancy in licensure, credentialing, and patient identification. These costs are typically rolled into the administrative costs of healthcare. The result is that everyone pays, but without realizing it. Rather than appearing as a line item in any invoice, these costs are included in the cost of every visit, hospitalization, procedure, and prescription.
Let’s look at each cost and the resulting saving individually.
Medical Licensure and Credentialing
Conover and colleagues estimated the annual total regulatory cost of professional accreditation and licensure to be $6.5 billion in 2004. They further estimated the net cost (that is, financial costs less financial benefits) to be $1.8 billion annually.1 If we can streamline the credentialing process and eliminate redundant licensing the net benefit will, of course, be higher. According to the Federation of State Medical Boards (FSMB), approximately 54% of all physicians who have held an active license from 1998 to 2008 obtain multiple licenses at some point. If we assume that the typical healthcare provider maintains an average of 1.25 licenses at any one time, it should be possible to reduce the cost of the existing system by an additional 20% by eliminating the costs attributable to that fractional license. This would provide an additional saving of $1.3 billion, for an annual total savings of $3.1 billion per year.
Unique Patient Identifiers
The RAND Corporation has calculated a one-time cost of about $11 billion to implement a national patient identifier.2 The ongoing annual costs of maintaining such a system would be minimal, unlike the existing system of detailed data collection and cross-checking. But what does the current patchwork system cost? If we assume that the annual maintenance costs of the two systems will be identical, the best estimate of current expense might be the costs related to exception handling—that is, handling cases in which the lack of a UPI makes it necessary to incur additional administrative expense to sort out which patient one is dealing with.
According to the RAND study, the existing statistical approach to retrieving patient data using the best available matching technology results in an error at least 8% of the time. Americans make an average of 3.8 outpatient visits per year, or almost 1.2 billion visits annually. In addition, there were about 38 million hospitalizations in the U.S. in 2002. If we assume that at least three patient identification matches are needed per outpatient visit (a conservative number when we consider that each visit generates a substantial number of corresponding tests, prescriptions, and referrals—all of which require identity tracking), and ten patient identity matches are required over the course of each hospital visit, the total number of identification matches would be approximately 4 billion each year. (This is almost certainly a gross underestimate.) Nevertheless, the number of initially faulty or ambiguous matches that need to be more carefully examined will total at least 8% of this figure, or 320 million matches per year.
In clinical practice, patient identity problems are typically resolved in a variety of ways. Patients, providers, or medical information systems might be called, faxed, or queried for additional information. Records will be double-checked, and processes might be put on hold. In worst-case scenarios, the error will go undetected, potentially costing lives or thousands of dollars in misdirected resources. However, if we merely assume a simple average time cost of 15 minutes being required to resolve each error or ambiguity at a fully burdened hourly wage rate of $15 per hour, the total excess administration personnel burden of the current system would be approximately $1.2 billion per year. This number does not take into account any savings that might result from a reduction in medical errors or health consequences resulting from mistaken patient identities.
The result of combining the savings from streamlined medical licensure and credentialing and instituting unique patient identifiers are summarized in Table 12.1.
Table 12.1. Estimated Source of Annual Cost Savings As a Result of Eliminating Redundancy in Medical Licensure and Credentialing, and Instituting UPIs



13. Blowing Sand Out of the System
“Simplicity is prerequisite for reliability.”
—Edsger Dijkstra
The process by which providers are paid for their services is the most important single source of grit in the gears of the healthcare machine, but there are plenty of others. Having addressed the question of financing and paying for healthcare previously, it’s time to tackle two other system ills: well-intentioned but dysfunctional government regulation, and medical malpractice.
The Role of Government in Healthcare
It’s relatively easy to see where the actions of government have gone wrong in healthcare—from aiding and abetting in the fragmentation of healthcare payment and services to promulgating regulations and payment systems that are too complex and ambiguous to be followed. What’s more difficult is clearly establishing a set of guidelines for government itself to follow when dealing with the delivery of healthcare services. Even with the very best of intentions, it’s very easy—and almost inevitable—for government to overreach in its attempts to ensure that healthcare is widely available, affordable, and of good quality. What should the role of government be in our overhauled system, and how does this translate into concrete actions?
Rather than speculating based upon philosophy, historical precedents, or politics, we should ground ourselves in the two true bases of healthcare: the natural laws of medical science and economics. These two fields ultimately govern all healthcare-related cost, behavior, and outcomes. Regulatory efforts that ignore these laws are doomed to eventually fail. Based upon what we know about the inherent limitations of clinical medicine and economics, it is possible to come up with some concrete limitations when it comes to governing the healthcare system. Together these rules should be the basis of a dedicated “Healthcare Constitution” for the United States.
Good Governing Rule #1: First of all, do not harm.
Primun non nocere (Latin for “first, do no harm”) is a fundamental precept of the Hippocratic Oath, and should be one of the fundamental rules governing lawmakers and regulators. In practice, rules should never be made without complete consideration of the adverse consequences that they are likely to have. Unfortunately, violations of this rule abound in our current system. Most financial managers could have predicted that a complex and difficult payment system would generate enormous administrative overhead for the healthcare system as a whole—even as it creates opportunities for confusion, “gaming the system,” and even outright fraud. It should be equally obvious that paying for procedures will result in lots of procedures being performed, while mandating pain management courses for physicians who will never treat a chronic pain patient will result in lost provider resources for no clinical gain.
Good Governing Rule #2: No matter how well-intentioned, never create regulations, programs, or policies that interject themselves into the actual provision of medical care. However wise they might be, legislators and healthcare regulators are not the providers at the site of care. Aside from banning specific treatments or procedures that it finds to be generally unsafe or unethical, it is both unscientific and unwise for government to set policies that dictate, encourage, or discourage specific clinical actions. For example, even though the vast majority of patients with elevated cholesterol levels might benefit from having it treated, there will always be exceptions. In these cases, legislation or guidelines that reward or punish patients or providers for failing to treat high cholesterol will create inappropriate incentives, and would be both medically and economically incorrect.
The vast majority of Americans are rightfully scared and intimidated by the prospect that government bureaucrats will be the third decision maker in the room when they and their providers are making medical treatment decisions. As we’ve seen, there are many ways in which bureaucrats (and insurers in general) can and do insert themselves into the physician-patient relationship, ranging from arbitrary denials of appropriate referrals, tests, and treatments, to financial incentives, to guidelines of care. Like the potential for government abuse of power that caused the Founding Fathers to install specific prohibitions and checks and balances into the Constitution, these and other interventions will inevitably occur unless they are actively guarded against. It is no trivial issue. Whoever decides what “best practices” are and enforces compliance with them (regardless of how valid those criteria might be), effectively controls the clinical decision-making process.
Good Governing Rule #3: Never mandate the use of any healthcare technology, whether it’s the use of a gamma knife, an imaging modality, or an electronic medical record. Healthcare is an enormous field with many niches and subtleties. Mandating the use of any specific technology is inefficient and bad business practice. In most cases, technology mandates are political pay-offs to specific companies or industry lobbies. Just as military vendors will force the Pentagon to purchase fighters, bombers, and ships it neither wants nor needs by lobbying Congress, the medical-industrial complex will gladly legislate bad healthcare decisions. The most recent case of this is in the electronic medical record mandate passed into law with the 2009 economic stimulus bill. Crafted by the largest players in the healthcare information systems industry, this Congressional mandate will cost the healthcare economy billions of dollars and untold thousands of man-hours that can and should be spent elsewhere. In healthcare as in the military, the lure of technology is strong. Any technology can find plenty of advocates who will promise the world if it is adopted. In this as in many areas, the best judge of technology is the market itself. If the technology is truly useful and cost-effective, providers will buy it without prodding.
Good Governing Rule #4: Reconsider the collection of data for its own sake. Part of the justification for the rush to implement electronic medical records is that the data gathered in the course of clinical encounters can and should be “mined.” We seem to have an almost preternatural desire to gather and publish healthcare data, regardless of its value. Anyone not convinced of this merely needs to take a look at the medical literature. Virtually every week there are research papers published that confirm once again what we already know: Smoking is bad for you.1 Obesity is caused by excessive calorie intake.2 Exercise is good. The reasoning seems to be that the more data we have, the more benefit we will derive. The federal government is particularly obsessive in this regard. Doctors are continually having data about their patients collected, tabulated, and reported back to them in an attempt to “boost quality.” The major problem with this approach is that, no matter what system is used, much of the data collected in today’s complex clinical setting is either wrong, worthless, or both. In medical research as elsewhere, “garbage in, garbage out.”
The point of all this is not to say that medical history is uniformly useless, inaccurate, or even costly. The point is that data collection for its own sake is a slippery slope, and is a potentially important cause of inefficiency and cost in both the existing and future healthcare systems. In the 1980s it was fashionable to talk about “government paperwork” and “paperwork reduction.” Much of that urgency seems to have been lost as computers databases ask for the same or greater amounts of information, but in a “clutter-free” format. Especially in healthcare, it is important that government return to the wording and spirit of the Paperwork Reduction Act of 1980:
Before approving a proposed collection of information, the Director shall determine whether the collection of information by the agency is necessary for the proper performance of the functions of the agency, including whether the information shall have practical utility. Before making a determination the Director might give the agency and other interested persons an opportunity to be heard or to submit statements in writing. To the extent, if any, that the Director determines that the collection of information by an agency is unnecessary for any reason, the agency might not engage in the collection of information.
Good Governing Rule #5: Emphasize simplicity and clarity, and enforce its use in healthcare-oriented laws and regulations. Based upon everything that we’ve learned about the workings of the healthcare machine, this rule speaks for itself.
Government Regulation: The Quest for Quality
“Virtue is more to be feared than vice, because its excesses are not subject to the regulation of conscience.”
—Adam Smith
“There is no such thing as free regulation.”
—John Hutton
Government regulations are almost always created and promulgated with the best of intentions. Regulations intended to encourage “quality” in the delivery of healthcare services are typical in this regard. Unfortunately, we’ve seen that even well-intentioned efforts such as quality-of-care guidelines, “never” events, and pay-for-performance often create substantial costs and administrative overhead in exchange for little, if any, measureable benefit. Pay-for-performance (P4P) is just the most recent example. Following the Institute of Medicine’s report titled “Crossing the Quality Chasm,” an enormous amount of time, attention, thought, and money have been poured into P4P programs and regulatory thinking. Yet even the most recent report and analyses of these programs have failed to find any of the promised benefits, but plenty of unintended consequences and adverse side effects.3,4,5
Much of medicine is simply too complex to reduce to simplistic rules and complex incentives. Given the inherent limitations that we’ve identified in current programs, how can we retool government actions to foster quality, but without the harm?
Probably the most constructive thing that can be done in the short term is to immediately rescind, abolish, and otherwise eliminate the vast majority of the government “healthcare quality improvement” programs, rules, and regulations than have been contrived and placed into effect thus far. (This would, of course, exclude traditional safety programs such as the approval of drugs and medical devices by the FDA.) As shocking as this might seem, a complete regulatory reboot is needed if we’re going to meld rational regulation and the new healthcare financing and payment strategies that we’ve outlined. Introducing universal coverage, patient responsibility, and free markets into the healthcare system will produce a complete re-evaluation of incentives and behaviors on the part of patients and providers alike. Government and regulatory agencies simply must re-evaluate and overhaul their programs and behaviors as well.
The Universal Basic Health Plan and market-based incentives for patients and providers promise to dramatically change the most important functions of government. The current healthcare system rewards procedures and allocates provider payment dollars through political rather than economic processes. It is effectively anti-competitive, and actively shields patients from the financial consequences of their treatment options. Under these conditions, programs and behaviors that foster high-quality and cost-effective care have to be artificially created, because it’s impossible for the market to create them. With the UBHP and market forces, continuing these artificial initiatives would simply foster continued inefficiency, and they should be discontinued. There are far better ways for the government to spend its time and money.
Quantifying Cost and Benefit
When it comes to quality, the first and most important activity of government in healthcare has to be funding, compiling, and disseminating research into the comparative effectiveness of medical treatments and technologies. Despite all the lip service paid to fostering “best practices,” without extensive, comprehensive, and current data into the cost per QALY of each and every important medical, surgical, and technological intervention, everyone—including patients, providers, families, and the government—is simply stumbling around in the dark when trying to determine the best course of action for any particular case at any particular time.
Assembling complete, accurate, and current QALY data might be more challenging than landing on the moon. It will require a total investment of hundreds of billions of dollars and years to complete. Ongoing funding will be needed to continually update and disseminate the information gathered.* In most cases, the federal government is the only organization with the ability to finance this work, and it is proper and appropriate that it should do so. The best roles of government are those in which it performs functions that the private sector is ill-equipped to tackle, and QALY research is certainly one of them. Small companies and makers of low-cost interventions will not have the capital to document the cost-effectiveness of their products, and makers of more expensive alternatives will typically have no incentive to see the clinical and financial comparison performed. Once performed, the research will only be useful if the data is readily and widely distributed. Because the data is constantly changing, the only realistic means of distribution would be through a publicly accessible application running on the World Wide Web. One can readily imagine a government-hosted service in which any healthcare provider and any patient in the country would be able to enter in the relevant details of a case: the patient’s age, sex, diagnosis, co-morbidities, and so on (with as much detail as the application will eventually allow based upon the available research), and the program would return a typical cost per QALY score for each treatment alternative within whatever geographic region the user might designate. Changing the parameters to reflect the costs of different treatments, locations, or providers would allow various permutations to be rapidly calculated and compared.†
* The fact that this research will take some time to build a critical mass of data should not be a barrier to the implementation of the UBHP, especially if our initial efforts concentrate on those conditions and treatments that are financially most important. There is already ample data to ensure insurance coverage for most of the most common and important tests and treatments. There is no question about covering basic laboratory tests, basic medication standards such as pain relievers, blood pressure, cholesterol, asthma and diabetes medications, and fixing broken bones. Where research will be needed is in sorting out the roles of expensive imaging studies, new medications and treatments, and the ultimate outcomes of old medications and treatments over time. As a recent article in Slate observed, although it’s the initial results of drug trials that are used to decide whether a medication or treatment will be approved for use as “safe and effective,” it’s the long-term results largely ignored by current research efforts that really matter. In his 2004 book Powerful Medicines, Jerry Avorn proposed a two-phased drug evaluation approach in which “the initial FDA approval of a drug should be seen as the beginning of an intensive period of assessment, not the end.” “No doctor,” he writes, “would ever start a patient on a new medicine without scheduling any kind of follow-up, but that’s exactly what the U.S. healthcare system now does.” (Sanghavi D. “When the Lights Go Out—What Can Reality TV Teach Us About Clinical Drug Trials?” Slate, May 13, 2009. http://slate.msn.com/id/2218280/?from=rss.)
† The author already knows of at least one piece of software technology that is perfectly suited to integrate these types of data and generate evidence-based options and recommendations. It is currently sitting around unused because the existing healthcare system does not place any particular economic value on these capabilities.
By definition, determining the cost/QALY is a dynamic, permanent, ongoing process. The resulting cost/QALY comparisons (which are the purpose of the entire exercise), will change as prices change and new tests, treatments, and technologies become available.
Depending upon circumstances and the level of effort put into this research, it might even be possible to calculate risk-adjusted cost/QALY scores for individual treatments provided by individual institutions. This is not a trivial or simple exercise, and whether it is truly practical depends upon the number of risk-adjusted cases performed and the degree to which the results are statistically valid. It might not be possible to generate useful results for individual providers or smaller institutions. However, facilities that specialize in specific treatments or procedures may well build up enough cases and expertise to show that their results are better and more cost effective than those of the general provider population. Documenting the differential effectiveness of such bona fide, proven “centers of excellence” would have many beneficial effects, ranging from serving as a model and benchmark for other providers, to serving as a national magnet facility for the management of patients requiring these specific treatments.
For all practical purposes, nothing like this exists today—largely because our efforts at securing quality and reducing costs have been misdirected into complex, guideline-mediated cost and quality dead ends instead of investing in systematic comparative clinical research. Imagine the remarkable cost and quality impact of this single software tool based upon intensive QALY research compared to what we have now:
• Because of the research sponsored and made public by the federal government, we would have the actual facts regarding what treatments work under what particular set of circumstances, and what their expected impact is likely to be on a single understandable and reasonably quantitative measurement that attempts to combine the critical factors of lifespan and disability.
• Based upon those facts, it would immediately be clear and unambiguous as to what services would be covered by the UBHP and Tier 3 insurance coverage. No delays, appeals, arguing, or arbitrary interpretations of rules or policies would be required. Patients and providers could immediately get down to talking about which course of action would be best for each particular case. They would know exactly what resources were available, and how much the patient’s own contribution could be expected to be.
• Based upon published and widely available risk-adjusted QALY assessment scores and the free-market pricing offered by different facilities nationwide, patients requiring nonemergency care would be able to gauge for themselves which facilities and providers offer the best mix of geography, cost, and quality for their own personal circumstances. With the nationwide insurance portability offered by the UBHP, they can be secure in the knowledge that their care will be covered wherever they might choose to go. This ability to compare and choose might seem like little to ask, but is virtually impossible given the existing system.
• Because QALY research and results dissemination will be ongoing, new diagnostic modalities and treatments will be objectively evaluated, priced, and placed into use or “put out to pasture” quite quickly. As our experience and medical research and information infrastructures grow, this process will become far faster and less expensive than it is today. More importantly, these tools will unquestionably produce better informed, more aware, and higher-quality providers. Each time a clinician sees a patient, these clinical information tools will present them with information about the range of case-specific treatment options currently available, their comparative effectiveness in QALY terms, and the range of prices under which these therapeutic and treatment modalities are available across the country. This approach makes current methods of continuing medical education (enforced by government regulation and carried out only as provider time permits) seem primitive in comparison.
None of these improvements in quality, timeliness, convenience, provider education, or minimizing the cost of care requires any sort of government regulation, clinical guidelines, or “pay-for-performance” incentives to achieve. Nor are the heavy hands of insurance company test or treatment requests, pre-approvals, or appeals needed to reduce improper utilization of medical resources. In fact, the only elements that are needed to achieve these results are our nation’s commitment to investing in clinical research, the widespread dissemination of information about diagnostic and therapeutic options, and pricing transparency. This has got to be a permanent effort. If we really want to have an efficient and effective healthcare system, clinical QALY research will need to become a permanent part of the services that government provides, just like the Centers for Disease Control, the Postal Service, and national defense.
Government Regulation: Forestalling “Fraud and Abuse”
Much is made of saving money through elimination of “fraud and abuse” that exists within the current healthcare system. Depending upon the context and who you ask, this term can mean many things. To a government regulator, it might mean genuinely criminal charlatans who invent patients, enroll them in Medicare, and bill their insurance for healthcare goods and services that were never delivered. For providers who have been abused by “the system,” it can mean ambiguous and maliciously interpreted government rulings that create “regulatory speed traps” in which well-intentioned providers billed for services that were allowable at the time, but were retroactively ruled to be fraudulent. Still others might use this term to signify care that might be provided and billed for legitimately, but might not have been “necessary.” Another example might be the billions of dollars in excess funds paid to private insurance companies who “cherry pick” the healthiest Medicare patients, and then place them in plans that are more expensive than traditional Medicare.
The astute observer will notice a common element to all these forms of fraud: complexity. Complexity (along with the lack of a unique patient identifier), makes it relatively easy for true criminals to hide and operate within the patchwork of clearinghouses, health plans, identifiers, and billing codes that exist today. Complexity in the Medicare laws, rules, regulations, and billing practices give government prosecutors the leeway needed to reinterpret billing practices retroactively and abuse the enforcement power that has been entrusted to them. Complexity makes it possible for private insurance companies to engage in a continuous sleight-of-hand in which it’s impossible for the patients or businesses selecting health insurance to meaningfully compare Plan A with Plans B through Z with respect to cost, benefits, and ease of use.
The greatest reduction in fraud and abuse will come in the form of prevention rather than enforcement. Just as a penny saved is a penny earned, reducing opportunities for fraud by making the system simpler and more transparent is more cost effective than trying to recover the money after it’s been taken.
In March 2009 testimony before Congress, the Office of the Inspector General (OIG) reported on many different types of fraud and abuse afflicting Medicare and Medicaid fraud. These included payments for unallowable services, improper coding, fraudulent claims submissions, overcharging, manipulated billing, gaming the system, and much more. Clearly not all these problems will be solved by any changes to the system, but some can be curbed considerably. One example is OIG’s discovery of “reimbursement rates for certain items and services that are too high, resulting in waste and opportunities for fraud and abuse. For example, in 2006, OIG reported that Medicare had allowed, on average, $7,215 for the rental of an oxygen concentrator that costs about $600 to purchase new. Additionally, beneficiaries incurred, on average, $1,443 in coinsurance charges.”6
These sorts of overcharges are possible only because it’s virtually impossible for most people to know what anything in the healthcare system is supposed to cost. By the same token, billions of dollars were paid for services that were not properly documented or medically necessary. Many of these payments probably could have been avoided if QALY data for these same treatments were widely available and readily consulted by patients and providers alike.
Based upon its experience and investigations, OIG has recommended a five-principle strategy to combat medical waste, fraud, and abuse:
	Scrutinize individuals and entities that want to participate as providers and suppliers prior to their enrollment in healthcare programs.
	Establish payment methodologies that are reasonable and responsive to changes in the marketplace.
	Assist healthcare providers and suppliers in adopting practices that promote compliance with program requirements, including quality and safety standards.
	Vigilantly monitor the programs for evidence of fraud, waste, and abuse.
	Respond swiftly to detected frauds, impose sufficient punishment to deter others, and promptly remedy program vulnerabilities.

Although principles #1, #4, and #5 clearly speak to vigilance in participant screening and law enforcement, principles #2 and #3 speak directly to the basic payment methodologies and administrative requirements of the existing system. These two principles will be well served by the new and vastly simplified system we’ve described. These savings would be realized without the need for additional enforcement resources. The National Health Care Anti-Fraud Association estimates that about $60 billion worth of healthcare spending is lost to fraud each year. Improving transparency and simplicity while boosting the application of clinical research to healthcare interventions should easily reduce this amount by at least 20%, saving more than $12 billion annually.
Addressing Medical Malpractice and Defensive Medicine
We’ve previously documented the damage caused by our current handling of claims, incidents, liability, and compensation medical malpractice claims. The current system serves no one well, with the possible exception of plaintiff and defense attorneys. It spends more money on administrative expenses than payments to patients, leaves many legitimately injured patients uncompensated, punishes many doctors that have done no wrong, and generates an enormous burden on society in the form of defensive medicine. Our best estimates of the financial impact in 2009 are about $40 billion in direct costs, and more than $80 billion in unnecessary expenses for defensive medicine. This is more than the total amount of U.S. spending on public health and home healthcare combined. There are two important ways that we can and should approach fixing these related problems. The first is preventing the factors that lead to malpractice claims to begin with. The second is in rapidly, fairly, and consistently resolving claims after they’ve arisen.
Reducing Errors Versus Reducing Harm Versus Reducing Claims
Preventing medical malpractice errors is not the same thing as preventing medical malpractice claims. Not all claims are the result of true medical errors, not all errors result in harm, and not all harm results in claims.
Medical Errors
Broadly defined, medical errors are fairly common. In their review of the literature, Sandars and Esmail found that physician consultations seem to have an error rate of between 0.5% and 8%. Prescribing and prescription errors might occur in up to 11% of all prescriptions, mainly due to errors in dose. In the hospital setting, we actually know very little about the frequency of errors, as opposed to the frequency of adverse events that are caused by errors. The 1991 Harvard Medical Practice Study found that about 2–3% of hospital admissions were associated with adverse events attributable to medical errors. This number has been supported by several subsequent studies.
Like most things in medicine, there is not even complete agreement over what constitutes a true medical error. Elder, Pallerla, and Regan found more than 25 different definitions for “error” in the medical literature, and subsequently showed that there were significant differences in physician opinion on whether certain undesirable events were really “errors”. For example, 100% of physicians felt that overlooking an abnormal result was an error, but is it really a “medical error” if a test result is simply unavailable during a patient visit, or if a blood tube is broken by a courier?7
Despite this variation, we do know a substantial amount about the types of errors that do occur. In the hospital setting, the Institute of Medicine’s highly publicized report “To Err Is Human” found that the vast majority of errors are “systems related,” and not attributable to individual negligence or misconduct.8 Systems failures are cases in which one or more of the many transactions required for the proper diagnosis and treatment of a patient fails. Using medication as an example, the correct medication needs to be ordered for the correct patient, communicated to the pharmacy, dosed properly by the pharmacy, and then delivered to the correct patient at the correct time and in the correct manner, and only if it is not contraindicated for some reason. An error of omission or commission at any stage—whether by a person, a machine, or an act of God will result in an error. It should be obvious that the more complex the process and the greater the number of people and parts involved, the greater the potential for error.
As in the hospital setting, most errors in outpatient clinics are also caused by system failures. Phillips et al recently characterized 935 outpatient medical errors reported by more than 400 clinicians and medical staff. For the purpose of this study, an error was defined as things that happened in the practice “that should not have happened and that you don’t want to happen again.”9
What one immediately notices about their data is how frequently administrative and “process” errors occur (96% of the cases), compared to errors of knowledge and skill (4%). This largely agrees with the results found in hospitals; the vast majority of errors occur as the result of communication problems or failures of the healthcare system rather than the personal failings of healthcare providers themselves. An international survey of medical errors (shown in Table 13.1) found a higher rate of clinician error, but the same pattern of administrative and communications errors.10
Table 13.1. Primary Care Errors Reported in Canada and Five Other Countries
From: Rosser W, Dovey S, Bordman R, White D, Crighton E, Drummond N. “Medical Errors in Primary Care.” Canadian Family Physician (2005); 51: 386-387.

Before moving on to proposing a solution, at least one more set of evidence is worth examining, concerning ordering and handling medical tests.
In 2005, Dr. Nancy Elder and colleagues launched a study to characterize the problems and errors associated with obtaining outside tests on patients in primary care office practices. Ordering, obtaining, and distributing the results of lab and radiology tests is interesting for two reasons. First, testing is an exceedingly common practice in the United States, and is a major source of cost, errors, and potential patient hazard if the process is mismanaged. Elder and her colleagues found that, “...the average family physician sees about 100 outpatients per week and orders diagnostic tests on 39% of them. Thus, a four-physician family practice center manages about 30 diagnostic test reports per day, and each test report might contain 1 to 20 individual test results.”11 Simply ordering these tests is more complex than one might imagine. A single doctor might order tests from multiple locations (offices, hospitals, nursing homes, and clinics) and from many different entities—all with different paperwork requirements. Gathering and tabulating the results from all these sources is equally challenging. Studies suggest that somewhere between 15 and 54 percent of the medical errors reported in the primary care setting are related to the testing process.12
Second, testing is prototypical of many common clinical tasks that are subject to systematic errors. For example, the process of ordering and collecting test results is quite similar to the processes involved with ordering, filling, and administrating medications, arranging for and delivering chronic care services, and even referring patients to specialists.13 Let’s look at some of the problems that Elder et al found in the primary care setting (see Table 13.2).
Table 13.2. Common Problems Encountered in Medical Testing

As we can see in Table 13.2, there are many places for a simple lab or radiology study to go wrong. There are hazards associated with virtually every step of the process. Dr. Elder and her colleagues then went on to document the most common reported barriers to changing the status quo. These results are shown in Table 13.3.
Table 13.3. Barriers to Changing the Testing Process

What can we learn from all these data points?
The first thing we can observe is that the complexity associated with ordering and obtaining lab results is a microcosm of the machine that describes the healthcare system as a whole. The number of moving parts is daunting. Not only do we have institutional “gears” in the form of clinics, laboratories, and insurance plans, but individual people, including providers, patients, clinic staff, billing staff, and laboratory staff as well. Passing the samples and information to each of these individuals constitutes a separate transaction, and each transaction has a small but finite chance of an error occuring. Given that many billions of test, medication, medical visit, and other transactions occur each year, the surprise is not that errors occur, but that there are so few. Processes with large numbers of moving parts are inherently subject to breakdown. Some of the variables that complicate matters—such as insurers requiring that tests for one patient be sent to a different laboratory than tests for a different patient—are strictly artifacts of our current payment system.
A second lesson has to do with the interplay between people and technology.
There is no question that the appropriate use of health information technology could substantially reduce the number of errors associated with healthcare transactions. One reason why so many people are needed for processing these transactions is that, although paper is an excellent medium for manual data entry, it’s a very poor medium for the transmission and recall of information. After an order for a test or medication is written, many of the steps required specifically involve repetitive recall and transmission. These are exactly the roles in which computers and electronic networks such as the Internet are most efficient. By themselves (and with well-written and debugged software), computers rarely (if ever) transpose numbers, lose results, forget to file them, or file them in the wrong place. These facts argue strongly in favor of a much greater role for the use of computers and electronic networks in the management of information-intensive healthcare processes. However, the results of the research done by Elder and others point to at least one additional complication—these technologies must get along well with the people who have to use them, or they can be the source of error rather than the solution.
Providers in the testing process study made three observations that simply cannot be ignored. The first and most important is the need for simplicity. As one clinician correctly observed, “Systems have to be simple or people don’t do it.” Any new system has to be easier, simpler, and more trouble-free than the one it replaces, or people will resist its adoption. In fact, fundamental market forces actually require that they resist adopting and using complex and user-hostile tools. This is the primary reason underlying the poor adoption rate of “conventional” electronic health records—especially the “feature-laden,” rigid, complex, and expensive types of EHRs mandated by the new federal certification process. Complexity in healthcare transactions is equivalent to dumping sand in the gears. What should be smooth and fast revolutions become halting. In many cases, more time is spent learning software, recalling passwords, typing, clicking, and trying to circumvent poor design than actually providing care-related services.
The second observation is that any electronic healthcare system is only as good as its connectivity. More than 90% of the utility of electronic information systems is the result of the right person being able to access the data they require wherever and whenever it’s needed. After all, the whole purpose of the technology is to allow providers to complete healthcare transactions quickly and easily. It doesn’t matter whether that transaction is ordering a lab test, prescribing a medication, reviewing a history, or viewing an image. If the electronic systems don’t connect quickly, easily, and simply, it might be easier and faster to rely on paper-based data and a fax machine.
To anyone who has ever worked with a typical legacy healthcare IT system, one study subject’s remark that “It would literally take an act of God to get those computers to talk to each other” is hauntingly familiar. Just as no one actually planned the patchwork of hospitals, clinics, offices, insurers, government offices, and intermediaries that make up the healthcare system as a whole, our current HIT infrastructure has built on proprietary systems that are often specifically built with no thought given to connecting to rival proprietary systems. Forcing providers to purchase more of the same will have little or no beneficial impact on error rates.
The third and final observation is that cost matters. Healthcare is an industry like any other, in which providers cannot simply invest in technology because it might reduce costs for others. Eighty-eight percent of the providers surveyed listed cost as a major barrier to implementing technology in their own practice setting. If we want to improve efficiency and reduce errors, cheap and simple is going to get us much further, much faster than complex and expensive. As we’ll see in the next chapter, this is quite doable.
Thus, there are several mutually consistent keys to reducing the vast majority of medical errors: those caused by communication errors and “system failures.” Many of these are analogous to solutions that we already know are needed to increase the efficiency and reduce the cost of the healthcare system as a whole.
• Reduce the number of “parts” needed to complete healthcare transactions wherever possible. In this case, the “parts” consist of the number of institutions and staff who are directly involved in completing healthcare transactions. This involves minimizing the number of different labs or pharmacies that providers are required to use strictly for insurance (that is, administrative) reasons, standardizing and simplifying laboratory and pharmacy paperwork, and replacing manual labor with linked electronic data processing systems.
• Emphasize the development and deployment of cheap, easy-to-use data capture and transaction processing software, and ensure that software has a high degree of connectivity. Features are far less important than the being able to deploy quickly and painlessly to the majority of healthcare delivery sites in the United States.
• Implement unique and universal patient identifiers. These will reduce the amount of time and effort required to uniquely identify patients and the potential number of errors involved in processing them—especially when combined with electronic transaction processing.
• Simply allow more time for communication. Fatigue or rushing appears to be a cause in 10% of self-reported physician errors.14 This is hardly surprising when the workload and pressures inherent within the current payment system allow an average of about 7.5 minutes for an average follow-up visit. In addition to its other efficiency benefits, compensating providers at an hourly rate is a simple, but potentially effective, means of reducing error rates.
Patient-Mediated Errors
There is one other participant that must be accounted for if we truly want to reduce errors: the patient himself. Patients are hardly immune to making their own errors, many of which can seriously and adversely affect healthcare costs and outcomes. Like provider errors, the majority of these fall into two categories: communication errors and process errors.
It should be no surprise that communications errors on the patient’s side are extremely common. Providers can say and write whatever they want, but unless the patient both hears and internalizes the message, no actual communication has taken place. Patients need to understand that both of these tasks are their responsibility; there is literally no substitute for them.
Patient process errors are equally common. The current insurance system often requires patients to obtain referrals before they can be seen by the proper specialist, or to utilize specific providers and vendors of everything from medications to imaging studies. Paperwork abounds, making it extremely easy to make mistakes that will delay care, or result in not being able to obtain care at all.
One extremely common process error is failing to follow medical instructions. Failure to take medications properly was labeled “America’s other drug problem” in 1989, when the National Council on Patient Information and Education coined the phrase.
It’s expected that Americans will be given 4.5 billion prescriptions in 2010, and a prescription is written in the course of 65% of all physician visits. Despite accounting for just 13% of the population, the elderly account for one-third of all medications dispensed and 42% of all retail drug expenditures. One large home healthcare company reports that its clients are each on an average of 12 medications. Unfortunately, repeated studies have now shown that a great deal of our investment in medication is probably being wasted because patients are unwilling or unable to comply with their prescribed drug regimens.
In a 2000 study, Bedell and colleagues looked at the correlation between what doctors prescribed and what was taken in actual practice.15 More than 75% of the cases showed discrepancies between the medical record and the medications that patients were actually taking. Fifty-one percent of these patients were taking medications that were not recorded, 29% failed to take a recorded medication, and 20% were taking medications at a different dose than prescribed. Elderly patients are generally less adherent to their prescribed medications than younger patients. This is hardly surprising, given that they are frequently sicker, less mentally alert, and take large numbers of different medications.
All these patient medication errors and misunderstandings are expensive. Medication noncompliance is the number one reason that elders are forced out of independent living and into far more expensive supervised care institutions. Medication dollars are wasted, and hospital care is ultimately required when noncompliance allows medical conditions to spiral out of control.
Petrilla and colleagues reviewed 30 years’ worth of medical studies on medication compliance interventions and found 12 that significantly improved medication compliance.16 These included fixed-dose combination drugs, once-daily or once-weekly dosing schedules, unit-dose packaging, educational counseling by telephone, case management by pharmacists, treatment in pharmacist- or nurse-operated disease management clinics, mailed refill reminders, self-monitoring, dose-tailoring, rewards, and various combination strategies. They observed that “personalized, patient-focused programs that involved frequent contact with health professionals or a combination of interventions were the most effective at improving compliance. Less-intensive strategies, such as prescribing products that simplify the medication regimen or sending refill reminders, achieved smaller improvements in compliance but might be cost effective due to their low cost.”
There is no question that combined interventions can be extremely effective. In the 2006 Federal Study of Adherence to Medications in the Elderly (FAME) study, a combination of educational visits with a pharmacist and administering medications in prepackaged form according to individualized daily regimens increased medication adherence by more than 35%, from an initial baseline of 62% adherence to 96% adherence, after just eight months.
Despite being effective in getting people to take the proper medications, person-based interventions are expensive and their cost-effectiveness over time has not yet been studied. Fortunately, there are relatively simple, inexpensive, and eminently useful technologies that can and should be routinely employed, especially for older patients who are living alone and on multiple medications. Automated medication dispensers are one example.
An automated medication dispenser might sound ridiculous to many, but they can plug the portion of the adherence gap between pillboxes and relatively expensive human monitoring. Some of the most common causes of patient-mediated medication errors are caused by confusion over when to take pills, how many to take, patients not remembering whether they took them, names of medications, incorrect use of medicine boxes, and cognitive or visual problems.17 A new generation of less expensive digital medication dispensers can correct many of these problems at a reasonable cost. For example, a new machine from easyMEDS, LLC, stores an entire week of a patient’s medication in an easy-to-load canister containing medication cups that can be prefilled by a pharmacy, the patient, a friend, family member, or caregiver. Once the canister is inserted, it automatically aligns itself for dispensing according to the correct date and time. When a dose is due, the machine alerts the patient with audio and visual cues. To silence the machine and obtain the correct medications, the patient simply presses a large button. If the button is not pressed, the machine begins calling a series of numbers to let friends, family members, or caregivers know that something is wrong. They can then check on the patient to find out what’s wrong. Other monitoring capabilities (such as fall alerts, door sensors, and so on) can potentially be added to the basic setup. The real keys to this machine are its simplicity of operation and low price—about one-third that of comparable devices.
These types of common sense innovations can substantially reduce many of the errors and much of the waste currently associated with medication use. Coverage could be provided under a patient’s HSA, the UBHP, or a combination of both. The existing patchwork of state and federal regulations actively works against simple solutions such as these. Medication dispensers are currently reimbursed by Medicaid in 28 states, but not in the remaining 22 states. Medicare does not pay for them anywhere.
Reducing Unwarranted Medical Malpractice Claims
A substantial number of medical malpractice claims don’t actually involve actual medical errors or malpractice, yet they incur substantial costs to the healthcare system and society as a whole. Why are they filed, and what can we do about it?
Several studies have looked at patients’ perception of medical errors. The High Plains research network looked at 180 events that were perceived by patients as being medical mistakes.18 Of these, 30% really were mistakes (although they did not have any adverse impact on health status in about 40% of the cases), 41% were clearly not mistakes, and there was not enough information available to properly classify the remainder. After looking at the cases where no mistake occurred, the investigators found that (as in other studies), patients and their families confused true mistakes with a broad range of issues, including unanticipated outcomes, communications difficulties, and perceived violations of trust in the physician-patient relationship. Given what we’ve learned about covert rationing’s erosive effect on honest communication and the physician-patient relationship, it is highly likely that the payment system itself sows the seeds of this distrust.
Resolving the Malpractice Claims That Do Occur
Malpractice claims will always be with us. We still need to find a better and more efficient way of handling and resolving the claims that do occur.
What clearly does not work is the system we have. Administrative costs are high, resolution is slow, attorney fees absorb much of any award, and juries who are unfamiliar with healthcare are asked to learn about medicine and judge the merits of the case in “crash course” fashion. The results are consistently inconsistent. Many cases with no underlying medical error or harm result in awards being made, while other valid cases result in no award at all. From a societal view, the greatest cost of the existing system is what it does to the efficiency of utilizing healthcare resources. Defensive medicine exacts a massive toll on everyone. From a provider perspective, every patient they see is treated as a potential lawsuit. Not only does this adversely affect mutual trust and the physician-patient relationship, but it results in massive expenditures for tests with little or no probable utility. Thus, our goals for any reform of malpractice claims management should include the following:
	Handling of malpractice cases should be consistent, both from case to case and from geographic region to geographic region. If the resulting system is fair and just, consistency breeds confidence and dependability.
	The system should produce results that are both medically and socially appropriate. Medically appropriate means that there is a realization that healthcare is not an exact science, and that providers cannot expect to be held responsible for unfortunate results not of their making. Socially appropriate means that awards consistently and fairly match the losses suffered by the victim.
	Only those directly involved should be dragged into the legal system, and compensation should be proportional to each defendant’s involvement. This is an indictment of “joint and several liability,” in which whoever has the deepest pockets suffers the most, regardless of their culpability for any harm done. Joint and several liability completely distorts true relationships between the parties involved, and acts as a tax on society as a whole.
	The system should minimize administrative expenses. As we’ve seen, administrative expenses are one of the major contributors to the dysfunction pervading the entire healthcare system. (In the existing system, costs consume about 40% of all judgments or settlements involved.19)
	Justice (and the resolution of cases) should be swift. (The typical medical malpractice case currently takes three to four years to be resolved.)
	Finally, the results should boost the confidence that all of us have in our healthcare system.

So called “tort reform” efforts are typically one-sided affairs promoted by hospitals and medical associations. They typically try to make it harder to sue for malpractice or seek to place financial caps on punitive or other damages. As a result, they offer few, if any, efficiency improvements. In contrast, there are two real alternatives to the current system: no-fault compensation and specialized healthcare courts.
No-fault medical error compensation is an idea very similar to worker’s compensation. Anyone injured as the result of a medical error would receive financial compensation according to a fixed schedule. Although this sounds like a good idea in the abstract, it’s unworkable in the context of modern healthcare. “No-fault” implies that any patient harmed in the course of medical care would be compensated, just as any employee harmed in the workplace might be compensated, regardless of whether the employee or employer is at fault. But while it’s reasonable to expect that no one should become sick in the course of performing a job, healthcare presents a different situation. Being sick is an inherently dangerous business, and virtually every treatment comes with its own raft of potential complications and side effects. “No-fault” implies that patients would be compensated anytime a complication is encountered—a concept that blurs the line between the respective roles of injury compensation and health insurance. Would insurance pay for cancer treatment, but leave the no-fault compensation plan to pay for its side effects? On the other hand, if compensation is strictly contingent on the existence of a medical error, how is the system “no-fault”? If a medical error is required, the system becomes little more than a dedicated medical malpractice court system.
A federal system of specialized healthcare courts is a much better alternative; one that provides the balance of consistency, justice, and expertise needed. Specialized courts are hardly unique. There are many dedicated specialty courts in the United States today, including patent courts, tax courts, bankruptcy courts, and a wide range of administrative courts, including those for worker’s compensation, Social Security, and vaccine liability.20
One of the most consistent proponents of this approach has been Common Good, a bipartisan not-for-profit organization that advocates reforms intended to make the American legal system fairer, more sensible, and more reliable. Common Good’s approach to health courts meets all the requirements we’ve identified as being critical to improving efficiency and lowering costs. As presented in Congressional hearings, the basic features of their proposed health court system are as follows:
	Administrative law judges who handle only medical malpractice disputes, with written opinions on standards of care;
	Neutral experts, drawn from approved lists, would advise the court;
	Noneconomic damages paid according to a schedule depending on the injury. This achieves horizontal equity among injuries of the same kind, and also eliminates the incentive to keep litigating in the hopes (or threats) of a windfall award;
	A liberalized standard of recovery based on whether the injury should have been avoidable. Someone who comes into the hospital with pneumonia and comes out with a staph infection should be able to recover without having to prove how it happened;
	A requirement of transparency and preliminary procedures designed to resolve claims with a minimum of time and legal cost. Lawyers’ fees should be based on the time and investment they commit to the case, not a flat percentage of recovery; and
	Connection to a regulatory department focused on patient safety and disseminating lessons learned.

Attorney and Common Good founder Philip Howard asserts that:
The potential advantages of this system are enormous. A court that writes opinions based on accepted medical standards not only holds the promise of overcoming the debilitating distrust, but can provide affirmative guidelines for improving care. The regulatory body can collect and disseminate information to improve care. The incentives for defensive medicine will be sharply reduced. Moreover, affirmative cost containment is only possible when there is a court that will reliably defend the costs contained. Finally, patients will receive settlements much sooner, paying only a fraction of what they now pay in legal fees.”21
The most interesting and useful aspect of this approach is that it actually promises to solve the problems of error, justice, inefficiency, and compensation rather than simply attempting to cover them up with arbitrary caps or insisting that nothing can be done because the right to a jury trial is sacrosanct. The constitutional authority to create this type of dedicated administrative compensation already exists if it is part of a regulatory plan to improve healthcare.22 Americans seem to agree that this approach makes sense. A Harris Poll found that while 62% of Americans would favor having malpractice cases tried in dedicated medical courts, only 20% opposed the idea, and 18% were undecided.23 To quote further from Howard’s testimony:
Law is essential to a free society because it provides guidelines for reasonable conduct. Contracts will be enforced by their terms, and people injured by negligence will be compensated for their injuries. But law undermines freedom when it fails to offer predictable guidelines, and when it tolerates claims against reasonable conduct. Because law today offers no guidelines or predictability in healthcare disputes, physicians, nurses, and other dedicated healthcare professionals no longer feel free to act on their best judgment. This in turn has tragic effects on the quality and affordability of healthcare in our country. By restoring reliability to healthcare disputes, special health courts hold the promise of bringing order and good sense to the vital decisions needed for effective, safe and affordable healthcare in America.
The Financial Impact of “Grit Reduction”
As any mechanic can attest, leaving sand and grit in a complex machine is an expensive proposition. Eventually the whole thing needs to be overhauled and replaced. By relying on healthcare regulations that increase administrative burden without cost or quality data, the government is currently acting as an abrasive. Our approach to medical errors and the medical malpractice system is irrational. How much can we expect to save if these policies are reversed, and the appropriate replacements implemented?
The real cost of healthcare regulation is hard to gauge. Researchers at Duke University and the Cato Institute have used both a “top-down” and a “bottom-up” approach to estimate the net cost (cost incurred less financial benefits derived) of health services regulation in the United States.24 The bottom-up approach is more useful and detailed, looking at each aspect of healthcare industry regulation and estimating the financial impact on the relevant healthcare activities.
The Cato study grouped the costs and benefits into three separate categories: regulation of health facilities, regulation of health professionals, and regulation of health insurance. We have summarized their estimates of regulatory costs in Table 13.4, after eliminating those that we have already covered in Chapters 11 and 12.
Table 13.4. Estimated Source of Annual Cost Savings As a Result of Improvements in Government Regulatory Practices and the Medical Error/Malpractice System



14. Lubricating Points of Friction
“Complexity kills. It sucks the life out of developers, it makes products difficult to plan, build and test, it introduces security challenges, and it causes end-user and administrator frustration.”
—Ray Ozzie
Because of the co-dependencies inherent in crafting solutions to other problems, we have already discussed proposed fixes for universal patient identification and government regulatory efforts. One result is that our discussion of “lubricating” points of friction within healthcare has been reduced to the sole topic of optimizing medical recordkeeping and transaction processing. They are important enough to merit their own chapter. In many respects, these two tasks make up the bulk of what clinicians and their supporting organizations actually do in the course of a 24-hour day.
The good thing about friction is that it often responds to simple, inexpensive, and rapidly deployable solutions. The bad thing about friction is that it’s ubiquitous, and poor decisions can easily make it worse.
Understanding the Role of Transactions and Information in the Healthcare Industry
No matter how much technology and “progress” might suggest otherwise, every industry—including healthcare—is based on a few simple underlying principles. Its basic stock in trade is to gather information about people, process it in some way, and then use the results to prescribe and execute a management plan of some type, whether that plan happens to be a prescription, an operation, physical therapy, or counseling.
The net result is that healthcare is an industry based upon the generation and dissemination of enormous amounts of data. In 2007, there were 3.8 billion prescriptions filled, 600 million outpatient visits, and 3.5 million hospitalizations in the United States. Each of these represents multiple transactions—from the writing and filling of a prescription, to scheduling patients for outpatient visits, to the hundreds of tests, examinations, prescriptions, and visits performed in the course of a typical hospitalization.
With so many transactions, anything that slows down the process of obtaining, processing, and relaying accurate information is the source of friction in the healthcare world. It does not matter where in the process the delay occurs—delays in extracting the correct referral and insurance information from a patient can be just as disruptive as the time taken to pull a chart or losing a prescription. This is a key point, and explains in large part why it is that the newest, fanciest, and most expensive technologies do not always improve the speed and accuracy of healthcare transactions. If a computer program speeds up one part of the process (for example, data retrieval) but slows down another essential transaction (for example, having to record information by forcing a provider to type and click with a keyboard and mouse or having to navigate a cluttered and poorly designed computer screen), no net benefit is derived.
Primary Sources of Friction in Healthcare Transaction Processing
There are many different types of healthcare transactions, and therefore many potential sources of friction. However, as in many other industries, the vast majority of healthcare transactions are repetitive. This means that a relatively few simple tasks consume an inordinate amount of the time and effort required of healthcare personnel. The most important are
• Gathering information. Medical information comes from many sources: patients, families, existing medical records (either in-office or in the clinics and offices of others), in-person observations such as physical examinations, imaging centers, laboratories, and insurance and billing companies.
• Recording information. Nearly every healthcare transaction involves recording information. The results of patient histories and physical exams are recorded as baselines for later reference, for legal purposes, and as a way of justifying charges. Clinicians write prescriptions and order tests by recording their requests. Laboratories and imaging centers record their results for reference, comparison, and transmission to the providers who ordered them. Patients are asked to record data at home to bring back to the office, and billers have to record procedure information in a specific desired format for it to be acceptable to insurers.
• Storing information. Data generated and recorded internally or externally generally has to be stored in case it’s needed again.
• Retrieving information. Some, but not all, of the information recorded in the course of healthcare transactions ends up being retrieved. Some of this information is retrieved quite often. Examples include insurance information, patient identifiers, prescription information, and test results. Some of the information might never be seen again after it is recorded. Examples of these include most provider progress notes, vital signs, records of medications and treatments provided, and correspondence. Not all healthcare information is equal in importance, quality, or value over time.
• Transmitting information. Decisions made and results obtained are of little or no value unless they are passed on to others for the appropriate action.
Although the amount of time required for each of these functions might only take from a few seconds (in the case of pulling a chart close at hand) to many minutes (in the case of trying to secure copies of records held far away), the sheer number of such transactions is staggering. Every minute of effort spent in data entry, retrieval, or transmission is a minute of effort that is not spent in patient care or making better decisions.
Because friction is common, expensive, and hazardous to our health, the primary criterion for any healthcare information technology needs to be that it reduces friction rather than increases it. How can we know when this is the case? It’s simple—the market will tell us. The right health information technologies are those that providers willingly buy and implement on their own, without the need for government subsidies or penalties. Subsidies can speed the deployment of appropriate technologies, but penalties will almost guarantee that inefficient and inappropriate technologies will be deployed. Let’s look at how healthcare information technologies (HIT) can serve a positive role in our healthcare system, quickly, cheaply, and efficiently.
Rationally Applying Healthcare Information Technologies
Computers and software systems are simply tools. Their blessing and their curse is that they can be so powerful. It’s no exaggeration to say that computers have already revolutionized medicine in a host of ways. They’ve created whole new fields of medical imaging, ranging from computerized tomography and magnetic resonance imaging to PET scans and telemedicine. The computerization of medical laboratories and pharmacies has produced extraordinary increases in productivity as these functions grew from small operations to an industrial scale. The computerization of healthcare literature and the creation of the World Wide Web have made it possible for researchers, clinicians, and patients to find and disseminate information with a speed and thoroughness that were unheard of just 20 years ago. Computerization of medical information systems over the next decade will undoubtedly make it easier to share and effectively utilize clinical information.
But as we’ve seen, medical information systems that are poorly designed, implemented, and deployed can be a powerful source of disruption, frustration, clinical error, and deadweight economic loss. We can do much better than we have at computerizing healthcare information, but we’re going to have to approach it in a far more rational and constructive manner than has been the case in the past. We can make this easy, or we can make this hard. We already know how to make it hard. Making it easy is going to require discipline: The discipline to be thoughtful, patient, and most importantly, to keep things simple.
What Are We Trying to Accomplish?
The first step in creating an appropriate solution is to ask two questions: (1) what are we trying to accomplish? and (2) how much are we willing to pay for it? Our most important goal should be to minimize friction in the delivery of healthcare services. This means creating systems that will make it easier, faster, and cheaper to gather, record, store, retrieve, and transmit clinical information securely and on demand. The price that we’re willing to pay should be less than the economic benefits we obtain in the process.* If we can accomplish that, any system that we create will sell itself and save money.
* One could argue that we should be willing to pay as much or more than the current “nontechnological” cost of accomplishing these tasks if we can show an improvement in the quality of care provided, but that will still result in a net increase in the total cost of care. We’re looking for ways to reduce total costs, not increase them.
Given these goals, some design parameters are self-evident. Although it might be fast and convenient as a means of entering data, paper is bulky and difficult to store, retrieve, and transmit. Medical records have to be computerized if we are to make storage, recall, and transmission easy. A second design parameter is that the system must be easy to learn, use, and maintain—preferably as easy, or easier, than current paper-based systems. Third, whatever we implement must facilitate the secure, rapid, and painless transmission of information. A nationwide HIT system with just these three modest “tier one” capabilities would be a great help.
A “tier two” requirement is that any system we develop ought to be able to store, transmit, and display images of all types—from photographs to video to x-rays.
Finally, there is one other capability that would be extremely useful. This is the ability to record, store, retrieve, and transmit certain types of data in discrete, quantifiable form. These are specific pieces of information that are routinely referenced, compared, and transmitted on a daily basis for millions of patients nationwide. They include patient demographics, lab values, vital signs, prescription information, diagnoses, and procedures. Each of these pieces of information is routinely generated and used in terms of numbers. Diagnoses and procedures are always assigned codes (ICD and CPT codes) that allow them to be used for billing and record-keeping. Lab values are almost always numerical values that are generated automatically by machine, and immediately stored in computer databases. Prescriptions are also conveniently numeric; each drug can be identified through a universal code number and is associated with a numerical pill or bottle size, dosage, frequency of use, number to dispense, and number of refills. Vital signs are numeric. They can include not only pulse, blood pressure, temperature, and respiration rate, but also machine-generated numbers such as blood sugars and the oxygen saturation of the blood.
Combining these two sets of capabilities (the tier one “have to haves,” the ability to handle images, and the ability to capture, store, and transmit naturally quantitative information in a quantitative way) would provide 95% or more of the benefits that our society can expect to receive from any widespread healthcare information technology system, no matter how expensive and complex it might be. Although additional bells and whistles might be nice for researchers, IT professionals, historians, and vendors, they are hardly essential.
None of this requires technology that is particularly expensive to deploy, operate, and maintain. More importantly, all these benefits can be obtained without asking providers to change their workflow significantly, undergo long periods of training, or even use a computer when they see patients if they do not wish to do so.
Paying Attention to What’s Important
The one thing that we don’t want to do is mandate one iota more of cost or functionality than we really need to get the job done. Every additional feature adds complexity, cost, and its own set of adverse side effects. Keeping our HIT efforts as simple as possible will reduce barriers to entry and utilization, therefore giving us the most bang for our bucks.
So what is the lowest common denominator for HIT? Let’s start with gathering information.
Basic National HIT Requirements: Gathering and Displaying Information
Information comes into the clinical record from many sources, including conversations, mailed, faxed and emailed correspondence, prescription lists, imaging systems, lab machines that spit out numerical values, and even (occasionally) electronic medical record systems. The lowest common denominator for collecting the data coming from any of these sources is paper. Paper is cheap and ubiquitous, and still accounts for the vast majority of medical record-keeping.
Given this reality, the first requirement of any electronic medical record (EMR) should be able to accommodate paper as a primary data input and output medium. If we simply scanned all our paper medical records and made the images available to authorized users online as PDF files, we would see a huge improvement in healthcare productivity. As low-tech and unsophisticated as this seems, it would allow us to start saving time and money tomorrow.
Still higher productivity could be achieved by making this scanned data searchable. After paper-based medical records (in the form of provider notes, correspondence, test results, and so on) are scanned, they can easily be classified by date, patient, and record type, and placed into a searchable computerized database. (Much of the classification process can be automated.) With this small enhancement, a specific piece of any patient’s medical record could be located immediately. From there, a couple of keystrokes could fax or electronically transmit the data to wherever it’s needed. Inexpensive systems with these capabilities already exist, and are commonplace in industries such as law, banking, mortgage, trucking, and public schools.
How would such a system fit into the next step in the healthcare process—recording information?
Basic National HIT Requirements: Recording Information
If we’re interested in efficiency, providers need to be able to enter data using whatever medium is most effective and convenient for them, including pen and paper, dictation, computer mouse devices, and keyboards, digital cameras, or anything else. A nationwide system that accommodates paper-based input and output allows for this, but is the continued use of pen and paper medically acceptable? After all, poor handwriting has been implicated in a large number of studies and news reports as contributing to medical errors, a loss of productivity, and even deaths.1,2,3 At least one patient safety organization has called for a complete ban on handwritten prescriptions.4
As is often the case in healthcare, the reality is never as simple as the rhetoric. Although there is no question that errors and ambiguity can and do occur with the use of handwriting, there is a good chance that typing, clicking, and computer order entry are not much better. In one of the largest studies of its kind, in 2003 U.S. Pharmacopeia reviewed more than 235,000 error reports submitted by 570 healthcare facilities.5 The results are shown in Figure 14.1.
Figure 14.1. Causes of Medication Errors, Study Year 2003 Compared with 5-Year Data
From: U.S. Pharmacopeia. “MEDMARX 5th Anniversary Data Report—A Chartbook of 2003 Findings and Trends 1999-2003,” Figure 11.

As we can see, handwriting accounted for about 2.9% of errors in 2003 and was the 15th leading cause of medication errors. Entering data into computer systems was the 4th leading cause and accounted for 13% of errors. Many of these computer data entry errors were due to mistakes made while transcribing orders from paper into computer software. Presumably what’s really needed to reduce errors is to switch completely over to computerized physician order entry (CPOE) systems. If we eliminate the paper and handwriting, surely we’ll eliminate the errors?
To test this supposition, the USP study compared the error rates of facilities utilizing CPOE prescribing systems with those that did not utilize CPOE. As shown in Table 14.1, the error rates were almost identical between the two different types of institutions on both an absolute basis and per 100,000 doses prescribed. Although it might appear that there were fewer harmful errors made with CPOE, the difference is not statistically significant.
Table 14.1. Comparison of Reported Medication Errors Between CPOE Facilities and Non-CPOE Facilities

Another study done in 2009—a meta-analysis of 12 studies looking at prescription errors occurring with and without CPOE in pediatric patients or patients in intensive care units—supports these findings. It found that even though there were fewer reported medication errors when CPOE was used, the use of CPOE produced no significant reduction in adverse drug events or mortality rates.6
Ironically, although there are many strategies that could be used to reduce the number of errors associated with the use of pen and paper prescriptions, few ever seem to be implemented.† Instead, the emphasis has been on switching over entirely to more expensive and complex technology-heavy CPOE systems that carry high price tags and introduce their own unique sets of errors and inefficiencies.
† One could, for example, simply ask that the relatively few characters required when writing a prescription be printed rather than written in cursive. Another strategy is to implement relatively inexpensive handwriting/computer software hybrid systems that allow providers to enter data by hand as usual. Their writing is then immediately interpreted by computer (skipping potential human errors in the transcription process) and immediately displayed to the provider, who would verify that the computer got it right. These systems can provide all of the benefits of CPOE with correspondingly fewer errors due to clumsy and complex user interfaces.
A similar situation seems to apply when looking at handwritten chart notes. Although it’s obvious that many providers have poor penmanship, there has never been a single published study that looks at whether asking providers to type or point-and-click to create their medical records has any beneficial impact on patient care. Instead, there are many reasons to believe that these systems might be less accurate and informative than the paper records they’re replacing.7 If we can’t trust providers to write correctly, can we really trust them to type or use pick-lists properly?‡ Just because information is neatly typed instead of scrawled doesn’t mean that it’s more correct or more valuable.
‡ Two famous quotes by computer technology experts articulate the problem quite well. The first is from Paul Ehrlich: “To err is human, but to really foul things up you need a computer.” The second is from Mitch Radcliffe: “A computer lets you make more mistakes faster than any invention in human history—with the possible exceptions of handguns and tequila.”
The bottom line is that we’re right back to where we began with respect to recording data at the point of care. We should be implementing HIT systems that frankly don’t care where or how data is entered—whether by pen and paper, dictation, Palm Pilot, or computer mouse and keyboard. The decision of which medium to use should be left up to healthcare providers based upon their own practice, their own finances, and what works best for them. In the meantime, both government and private industry should develop strategies and technologies that make all forms of healthcare data entry faster, safer, and more reliable.
Basic National HIT Requirements: Storing, Retrieving, and Transmitting Information
Storing, retrieving, and transmitting information is where computers really demonstrate unequivocal value, and the reason that we desperately need a basic, nationwide healthcare information technology infrastructure. Computers can handle images, documents, text, sound, and video equally well; a big advantage in a diverse and complex medical environment. Given the unparalleled supremacy of computing for these functions, what type of functional infrastructure makes the most sense?
Here as elsewhere, there is no one-size-fits-all solution. Large and technologically sophisticated medical centers and health systems such as Kaiser, the Mayo Clinic, and the Veterans Administration will have their own business reasons for deploying expensive, complex integrated systems. Because they own their own labs, pharmacies, providers, and facilities, they have powerful business reasons to force everyone to use the same systems and the same centralized and wholly owned data centers. As large institutions, they are in a position to bear the high cost of training and maintenance.
Smaller providers are in a completely different position. Already strapped with expenses, staff shortages, and administrative overhead, they are in a poor position to take on the additional expense of buying and maintaining computer and software systems that require constant attention, upgrades, and maintenance. Moreover, the systems that they do buy are unlikely to be the same as systems owned by other providers and healthcare facilities in the community. The integration of proprietary medical software systems is one of the most difficult and expensive challenges in HIT today. For them, it makes far more sense to outsource their HIT needs to Internet and web-enabled applications service providers (ASPs). By leasing the software and storage as a service (in fact, much like a utility), these clinics can concentrate on providing care instead of supporting IT departments.
With all the different pieces of proprietary software in use nationwide, what’s needed most is for all HIT systems be able to seamlessly communicate on the most basic level—that of at least being able to transmit, receive, and handle PDF-based healthcare data without the need for any special software integration whatever. In this respect, each piece of medical record software should behave something like a fax machine. When one piece of software requests another distant system, something like a “handshake” should occur in which the systems describe each other’s capabilities. If they are integrated to the extent that they are custom-integrated and can share formatted quantitative data such as text-based notes, lab results, vital signs, prescriptions, and so on, information is transferred as discrete, formatted computer-readable data. If, on the other hand, the two systems are either not integrated or one system only reads and writes to image-based documents, the clinical information is written to a common format such as PDF, and sent as a set of labeled documents to the receiving healthcare facility.
What has largely prevented the implementation of such a simple solution to sharing records is the attitude of HIT advocates and the HIT industry that such a simple, inexpensive, and rudimentary solution is somehow insufficiently “technologically advanced,” “state-of-the-art,” and “clinically sophisticated.” It is as if solving the problem of medical data transparency and portability must somehow be solved perfectly and in favor of high-tech, or it should not be solved at all.
The irony is that if had we chosen to support and deploy this basic healthcare data storage and transfer technologies 10 or 15 years ago, every practice in America would already be connected. Technology adequate to the task existed then, as it does now. Even these basic capabilities would have saved thousands of lives and billions of dollars in the interim—from results that were available faster and more completely, tests that did not need to be repeated because their results were available, and emergency services that could have been delivered after referencing the history, physical, allergy, medication, and lab information that resides even in the most basic paper health record. With every provider connected and functioning at a higher level of clinical efficiency, we would now be talking about incremental increases in capability rather than wallowing in the mire of trying to get more than 10% of providers to use an expensive “certified” system.
To quote Voltaire: “the perfect is the enemy of the good.”8
Basic National HIT Requirements: Dealing with Quantitative Data
Simply being able to exchange images of medical data in the form of PDFs and image files meets our tier one basic criteria, but does not address our tier two desire to capture and maintain inherently quantitative information as discrete digital data. A great deal of this information is currently recorded in handwritten form—as vital signs, lab results, medication lists, allergies, patient demographics, and prescription information. Turning these values into discrete data (or keeping them as discrete values when imported from other medical information systems) would greatly expand the degree to which automation could be used to enhance healthcare services. Indeed, combining tier one and tier two data would give us the potential to have at least 95% of the functionality of the most expensive and sophisticated electronic health records (EHRs) in existence. How can we provide this capability quickly and cheaply?
There are at least three ways to make this happen. All of them use relatively inexpensive computer technologies that have already been proven in medical practice.
Tablet computers use a pen-type stylus to record information on-screen using a number of different tools, including handwriting recognition, radio buttons, check boxes, and even built-in cameras for capturing images. They are extremely useful for entering relatively small amounts of discrete data, and many manufacturers are now specifically building them with clinical use in mind. There are many obvious advantages of using a tablet configuration with pen-based input rather than typing, including greater portability, the ability to interact with patients rather than type, and the ability to take advantage of computing power to convert handwriting to text in real time as the data is being entered. Although heavier and far more expensive than paper in most situations, one can easily see how using a tablet for quantitative data such as prescriptions, vital signs, checklists, and emergency room and home health care examinations would be an excellent alternative to both paper and conventional EHRs.
Tablets are already in everyday use in a wide variety of clinical applications. These include home-based eye exams, pharmaceutical trials, CPOE, oncology, sports medicine, nursing home care, and many more.
Digital pens use a special pattern of dots printed on a page of paper to “read” and record pen strokes with respect to size, shape, and location. Once the position and shape of these strokes is interpreted by computer, they can be converted into machine-readable text, interpreted as check marks and saved as image data depending upon the type of data they represent and the desired application. Digital pen technology allows providers to use paper for virtually any data capture purpose; it has already been tested successfully in a number of different clinical applications. Implementations include the creation of medical records on cruise ships, traumatic brain injury screening for the Department of Defense, data collection in pharmaceutical studies and other clinical trials, long-term care, and the recording of vital signs in acute care facilities.
A recent public health drill tested this technology as a very quick way to enter clinic registration data in the event of flu pandemic. It was extremely successful, allowing for vaccination rates of up to 350 patients per hour. This rate would have been difficult or impossible to achieve in a timely fashion, and at a reasonable cost, with ordinary paper records or conventional EHRs.9 Even in situations where digital pen implementation has been troubled with programming errors, defective printers, and substantial system downtime, user satisfaction is high and the technology was found to be very workflow-friendly.10
Paper scanning with handwriting recognition is a third, inexpensive, and very reliable technology for capturing handwritten data in digital form. It has the added advantages of being able to scan any type of document into a digital record and not requiring the use of a special pen. High-quality scanners are now inexpensive and able to scan both sides of a page simultaneously. Multifunctional peripheral devices (MFPs) produced by companies such as Canon and Xerox give clinics the ability to scan, print, fax, and copy in a single high-speed digital machine. Properly designed, scanning-based clinical software can essentially duplicate the capabilities of digital pen-based applications, handle all types of medical paperwork, and yet minimize the need for specialized hardware.
The author has personal experience with one such system that was developed specifically for the purpose of improving the speed and efficiency of data capture and office workflow. Tested and found to be extremely effective in clinical practice, the system allowed providers and their staff to enter vital signs, lab results, prescriptions, and billing information on paper forms specifically customized for each individual patient, provider, visit, and clinic for which they are being used. These individually identifiable pages can be mixed up or even scanned upside down without affecting the results.
Quantitative data is automatically converted to digital form and verified, while other information such as progress notes and correspondence is saved in image form. All the information is uploaded to a simple searchable electronic medical record. Once the data is safely stored, a password-protected website specifically customized for each patient is automatically created and populated with listings of the patient’s providers, medical conditions, procedures, medications and links to medical consent forms and educational materials on each one. All this—along with processing the data needed for medical billing—happens within minutes of scanning.
Simple but effective systems like this provide the vast majority of benefit that anyone would want from an electronic health record. This includes instant 24-hour accessibility, the ability to search for specific quantitative data, and the ability to add considerable numbers of quality and safety features. Perhaps the most extraordinary thing about this system is its cost. At less than $200 per provider per month, it would take 20 years of use before equaling the per-provider purchase price of a “conventional” EHR.
Basic National HIT Requirements: Sharing Information
With widespread provider deployment of a basic computer-accessible medical record, the final step is to share this clinical information quickly, safely, and securely.
There is certainly no shortage of proposals with respect to how medical records might be distributed. The most commonly cited suggestions include community health information networks (CHINs), medical record “health banks,” and peer-to-peer file sharing that takes place directly from one provider’s computer to another. Recently some of the largest technology companies in the world got into the act when Google and Microsoft launched their respective medical record archives.
From the perspective of healing, it makes no difference how the information gets from Point A to Point B. However, exactly who has control over our medical records and how that data can be accessed or released makes a great deal of difference. According to public polls, Americans are extremely concerned about the privacy of their medical information and wary of the willingness or ability of the government to protect it. Sixty-two percent of adults are concerned that the existing federal health privacy rules protecting patient information will be reduced in the name of efficiency, and 68% feel that the trend toward EMRs threatens their privacy.11 An overwhelming 92% oppose allowing government agencies to see their medical records without their permission. This suggests that, at least in the eyes of voters, centralized government-sponsored medical data repositories might not be the best way of distributing medical information.§
§ In fact, medical information can be so sensitive that its large-scale aggregation by any entity could signal a broad erosion of personal privacy. An individual’s medical and demographic information contains such a large amount of personal information that it might as well be the starting point for their dossier. Medical files routinely include information about age, sex, race, occupation, address, phone, spouses and children, medications, smoking, drug, and alcohol histories, illnesses of family members, and a host of other details. Combined with financial information from the Internal Revenue Service, they can paint quite a detailed portrait of any private citizen or political opponent. Moreover, information does not always have to be leaked to exercise untoward influence. Simply the threat of release can have a chilling effect on careers and behavior. A single centralized medical record under the control of government officials would represent a profound change in the social status quo.
To the extent that we want to improve the efficiency of healthcare, we really need two distinct methods of storing and sharing medical data. The first is the point-to-point transfer of data from the records of one provider to another. Because this data is created by providers and must be maintained by them anyway, it requires no action on the part of patients to create or maintain. It is the only “mandatory” system because providers with this capability can get along just fine without “health data banks.” A second optional system would be largely under the control of patients, who could then choose to aggregate, update, and share whatever specific medical information they want in their own time and in their own way—or even choose not to have their data centralized at all. These records would be stored in health banks, via online services, on hard disks or smart cards, or in any other way that makes sense to patients and the businesses that offer these services. While nice to have, it has to be assumed that patient participation in health banks and similar efforts cannot be relied on 100% of the time. This means that we need to concentrate on an economical and efficient way to transmit medical data to and from point-to-point storehouses. In this model, health banks simply become an additional point on a diffused Internet-like medical network.
Putting It All Together
There is no doubt that the widespread computerization of medical information can increase the speed, economy, and efficiency of providing healthcare services. The important take-home message is that we can achieve these goals much faster, more efficiently and with less expense than we’ve been led to believe. The key lies in understanding that we don’t need to start with the fanciest, most expensive, and feature-laden capabilities for the vast majority of our healthcare information needs. The notion of forcing doctors to buy expensive, elaborate, centralized, and feature-laden “certified” systems as the only way to promote health is a false one, and the sooner we abandon it, the better. If the government is going to provide money to stimulate adoption of HIT, it should be awarded for purchases that meet the lowest common denominator for rapid storage recall and transmission. As shown in Figure 14.2, this consists of scanned paper documents residing in a database that can be sorted by patient, date, and provider. Higher levels of functionality are a bonus, but not nearly as important. As in so many other areas of healthcare, simplicity, ease of use, and universality are the real sources of lubrication, and the solution to what ails us.
Figure 14.2. Key Components of a Basic, Inexpensive, and Rapidly Deployable National HIT Infrastructure

Government can help in this process by helping establish and promulgate minimal, secure, healthcare file and data-sharing standards that can be rapidly adopted by vendors of even the most rudimentary HIT systems.
The Financial Impact of Realistic HIT Deployment
The best known study of the financial benefits of widespread HIT deployment in the United States was published by Hillestad et al in the September/October 2005 edition of Health Affairs.12 This analysis was part of a 2003–2005 RAND Health survey titled “Extrapolating Evidence of Health Information Technology Savings and Costs.”**,13 Based on the RAND survey data, Hillestad and colleagues concluded that:
** This study was funded by Cerner Corporation, General Electric, Hewlett-Packard, Johnson & Johnson, and Xerox. These companies all have substantial HIT business interests and happen to be potential beneficiaries of the results.

“...effective EMR implementation and networking could eventually save more than $81 billion annually—by improving health care efficiency and safety—and that HIT-enabled prevention and management of chronic disease could eventually double those savings while increasing health and other social benefits. However, this is unlikely to be realized without related changes to the healthcare system.”
To roughly $77 billion in efficiency gains, Hillestad adds additional financial benefits of $4 billion dollars from preventive services and improvements in the care of chronic diseases.††
†† Many of these economic gains may be questionable. As we’ve seen, studies have shown that at least the use of EMRs does not have a measureable impact on diabetes care.
The fact is that it’s extremely difficult to calculate the benefits of HIT with any degree of confidence. There are too many assumptions involved. For example, this study calculated that CPOE could eliminate 200,000 adverse drug events and save about $1 billion annually if installed in all hospitals. It predicts that even larger savings would accrue in outpatient practice—about 2 million adverse drug events and annual savings of $3.5 billion yearly. But as we’ve seen previously, it’s not clear that CPOE (at least as currently implemented), actually has any significant impact on medication errors or adverse drug events. Unless CPOE technology and operational effectiveness increases substantially, it is difficult to know what the true savings (if any) would actually be.
Other assumptions are equally tenuous. The analysis assumes that the information technology will cause preventive medicine interventions to reach 100% of people not currently complying with the U.S. Preventive Task Force’s recommendations regarding vaccinations and screening for preventable cancers. But as the study’s authors correctly point out, it’s impossible to imagine how those savings might be achieved without a wholesale overhaul of the healthcare machine. Other questionable assumptions include: (1) the period of time over which providers lose productivity after installing conventional EMRs (this was only three months in the analysis); (2) intentionally disregarding evidence of HIT having negative or no beneficial effect on efficiency; and (3) that HIT can potentially produce “lifestyle changes” that will prevent chronic disease.
It is possible that a basic, inexpensive, and rapidly achievable nationwide HIT infrastructure based upon simple record imaging and transmission could produce even more savings than Hillestad and his colleagues project. A simpler approach could be implemented far faster, at a lower cost, and with fewer cost and productivity losses than the vast majority of “conventional” HIT systems—even as it achieves virtually all the projected benefits. But it seems more realistic to question many of the health and productivity gains (such as those from CPOE) for which there is hope and anticipation, but little or no objective evidence.
Rather than attempting a wholesale revision of assumptions and assaulting on the evidence (or lack of it) for various aspects of HIT productivity, for our purposes it seems most rational to be grimly optimistic, but more conservative.
As a result of all this uncertainty, we can somewhat arbitrarily take Hillestad’s figures and uniformly reduce the projected economic benefits attributed to HIT by 50%. The results are shown in Table 14.2. While possibly high in some areas and low in others, this probably represents a more realistic overall estimate of the likely financial impact (as opposed to the potential impact) of HIT than the original report.
Table 14.2. Estimated Source of Annual Cost Savings As a Result of Widespread Implementation of a Basic System for Gathering and Sharing Healthcare Information



15. Where Does the Money Come From?
“A billion here, a billion there, pretty soon it adds up to real money.”
—Everett Dirksen
Based upon the financial estimates made in previous chapters, the proposed overhaul of the healthcare machine that we have described can be expected to generate total annual savings of just over $572 billion. These are summarized in Table 15.1. We have not balanced these savings with some additional costs that we know will be incurred by the newly revised system—partly because estimates of those costs are best done by organizations with enough resources to make them meaningful (for example, the Congressional Budget Office), and partly because many of those costs represent investments rather than consumption. Examples of these investments include a nationwide network for posting and comparing healthcare prices and services, research into the comparative benefit of competing tests and therapies with respect to QALYs, and a nationwide network for storing and recalling a standard set of information to be used for credentialing providers nationwide. However, even the most extravagant funding of these investments will be only a small fraction of the estimated savings. Many other changes, such as replacing single-state licensure of providers with reciprocal licensure, are probably budget-neutral. Finally, some increases in expenditures will occur simply because all Americans will finally receive at least a basic level healthcare coverage. In this case, the true comparison that needs to be made is the comparative cost of universal coverage in the overhauled system proposed when compared to providing the same level of coverage in the current dysfunctional environment.
Table 15.1. Total Projected Financial Savings from All Healthcare System Overhaul Measures Described in Previous Chapters

But let’s not kid ourselves—there is no such thing as free money. These savings came from somewhere. Every dollar “saved” represents a loss of revenue to someone in the existing healthcare system. Like any major change, this one is going to create winners and losers. Who are those most affected in the overhaul that we’ve proposed?
Healthcare Providers
One of the largest blocks of savings will come from a substantial reduction in total payments to healthcare providers. Paradoxically, most of those same healthcare providers will probably see their net income remain stable or even increase.
Price transparency will create competitive price pressure on all providers—something that simply doesn’t exist within the current system. At the same time, switching from procedure-based compensation to hourly compensation for physicians and other healthcare providers will almost certainly reduce the number of procedures performed as a result of the revenue bias built in to the current system. Reducing the number of procedures has a much greater cost impact than reducing provider charges alone. Nearly all procedures incur considerable non-provider expense such as anesthesia, equipment, and material costs, and (most importantly) the risk of complications. When combined, all these factors tend to reduce provider charge inflation, reduce the number of procedures performed, and direct patients and their families toward lower-cost providers. Gross provider charges will fall accordingly.
On the flip side, the accompanying reduction in administrative overhead for all providers will reduce provider expenses further and faster than their reduction in gross income. By way of example, the average incurred billing expense for a medical internist is about 7% of gross collections. For an internist who operates her business with a 50% overhead rate, reducing the cost of billing from 7% of collections to 2% of collections would increase her net take-home pay by 10%. If we further reduce the practice overhead rate by eliminating the need for referrals, state-based licensure and redundant credentialing, lowering medical malpractice premiums, and implementing inexpensive and nondisruptive HIT systems, provider profitability will increase still further. The net result is a win-win for providers, patients, and payers alike. Reduced costs make it possible for providers to lower their rates to attract patients while still retaining the profit margins they need to stay in business. These economics apply more or less equally to all providers, ranging from physicians to hospitals to pharmacies and medical laboratories.
The one caveat in all this is that we must take considerable care to guard against “administrative creep.” New regulatory efforts will be described as initiatives designed to “improve quality,” “prevent fraud and abuse,” and “contain costs.” In fact, they will really be an attempt to add covert rationing back into a system already constrained by overt rationing. The only antidote is eternal vigilance—a conscious effort to “regulate the regulators” to keep healthcare costs down. We’ll need a new bureaucracy just to fight the old bureaucracy.
Private Health Insurers
The financial contribution of private insurers within the healthcare overhaul depends entirely upon the rules and regulation placed upon them during the conversion from covert to overt rationing. Depending upon the rates they are allowed to charge for the UBHP (which should be uniform for all people regardless of location or pre-existing conditions), and the coverage limits established on a cost/QALY basis, it is possible to craft a plan that is more profitable, less profitable, or revenue-neutral when compared to the status quo. Insurers will be able to supplement the income derived from the UBHP with Tier 3 coverage in a fashion similar to the way they provide elective coverage now, but with strict adherence to cost/QALY-based coverage and continued standardization of forms and processes.
Ironically, the change from covert to overt healthcare rationing should reduce the administrative expenses of insurers as well as providers. Standardized forms and software obviates the need to re-invent administrative processes at each insurer. Eliminating custom formularies, provider panels, referrals, pre-authorizations, and screening for pre-existing conditions will render thousands of administrative positions obsolete, reducing insurer overhead accordingly. It is the duty of agencies regulating the insurance industry to see that some or all of these administrative savings are passed on to rate-payers in the form of lower premiums. There is no reason why insurers—public or private—should not use their fair share of efficiencies gained to reduce the cost of insurance to the general public.
Pharmaceutical Manufacturers
Like insurers and providers, drugmakers in the overhauled system will have the opportunity to expand their overall profitability, but will have to change their sales model to do so. The current system essentially has two different types of drugs in two different price tiers: drugs priced at the highest level the market will bear, and generic medications with low profit margins. The new system will replace this with an approach that is based upon the marginal value that each drug provides when compared with a reference medication in the same class. This is good news for many drugmakers. Under the existing formulary system, a manufacturer’s options are extremely limited. If your drug is not selected for a specific health plan formulary, there might be no way to sell it to health plan patients, regardless of positive features that might differentiate it. These might include producing superior results in a specific patient population, slightly better clinical performance at a slightly higher price, or a superior side effect profile. Using a market-based approach with reference pricing, patients and their providers become the final arbiters of what elements of value they will choose to pay extra for, and how much. Pricing is ultimately based upon a drug’s value to each individual patient, rather than its “average” value as determined by a formulary committee.
For new drugs with no competitive equivalent, the process is slightly different. Here the decisions about insurance coverage and pricing revolve around the comparative benefits of the medication in cost/QALY terms, and on the cost/QALY of whatever alternatives might exist. If a manufacturer wants access to the general UBHP market, the cost of the medication simply cannot exceed the cost/QALY limit and still receive coverage.
The ultimate result is that many drugmakers will have to give up “whatever the market will bear” pricing in favor of what it makes sense for the market to pay, based on the treatment of individual patients. In some cases, this will mean that more expensive drugs will be used first, because they produce more clinical benefit early in the course of an illness. This differs dramatically from the current approach of starting with the least expensive medication and only moving to more expensive drugs as the patient’s condition worsens.*By pricing and marketing based upon effectiveness and education, many drugmakers will see drug sales increase substantially as providers and patients weigh the true costs and benefits of competing therapies. In other cases, it means that drugmakers will need to cut prices on treatments that might be new and still on patent, but not effective enough to justify a substantially higher cost than alternatives. On balance, price transparency and allowing patients and providers to tailor therapies to specific medical conditions and pocketbooks will produce a more rational and sustainable pharmaceutical market.
* One example is the way health plans treat new Type 2 diabetes (so-called “adult onset” diabetes) in America today. The current approach is almost always to mandate the cheapest class of drugs available. These medicines, called “sulfonylureas,” force pancreatic islet cells to produce more insulin, thereby reducing blood sugar. In many patients, flogging islet cells with these drugs causes them to “burn out” and die. Patients must then inject man-made insulin. Only after islet cells die and the sulfonylureas cease to be effective will health plans permit the use of more expensive “islet sparing” agents that reduce sugar uptake and production and increase the body’s sensitivity to insulin. They tend to preserve islet cell function. From a long-term medical and economic perspective, it is more rational to begin new Type 2 diabetics on islet-cell sparing drugs as the first line of treatment, even if they are more expensive. Combined with a other measures, this strategy gives new Type 2 diabetics the best possible chance of reversing their disease and leading a normal life without the need for any medication. Sometimes spending a little more for the better therapy up front leads to the best (and cheapest) long-term result.
Administrative Staff and Intermediaries
By far the biggest financial contributors to the healthcare savings we’ve identified are those who currently make their living doing all the pointless busywork created by the existing system. These include legions of medical coders and billers, administrative personnel at hospitals, medical practices, health insurance companies, Medicare, and hosts of other businesses. For most of these businesses and employees, there will be little or no financial benefit—only losses of the work and opportunities that redundancy, red tape, and bureaucratic obstacles provide. There is no avoiding the fact that this means the loss of hundreds of thousands of jobs. There are an estimated 50,000 Americans employed by independent medical billing companies alone. These are good people, but their efforts need to be redirected into more productive areas of healthcare. All these jobs are currently supported by our taxes and insurance premiums, but contribute little or nothing to the health of the population.
HIT Vendors
As an industry, HIT will grow and expand considerably as a result of the changes we’ve identified, but that growth will be distributed over a much broader range of companies and technologies than is currently the case. Sales of all types of systems will grow over time, but cost and efficiency considerations will redirect a substantial amount of investment into companies that can implement simple, intuitive, and inexpensive solutions quickly. Makers of “conventional” EHRs, elaborate CPOE software, and medical billing systems will lose much of the market that they are currently seeking to secure through government mandates and regulations. The net effect will be a larger and more sustainable HIT industry, but one less dependent upon proprietary systems, government subsidies, and the oligopoly power of a few large vendors.
Government
It is difficult to say whether more or fewer federal dollars will flow into the healthcare system as a result of implementing more rational regulation and incentives. For one thing, it depends upon how one does the accounting. If a national tax system is used to collect premiums and place them into UBHP patient accounts, do those become “federal dollars”? Does using these patient accounts to purchase health insurance constitute federal expenditures? We will not argue these points here. What is certain is that the nature of the government’s healthcare expenditures will change. There will be far more investment, and far less unproductive consumption of resources. Our goal should be to replace all government-run healthcare programs (including Medicare and Medicaid) with the UBHP.
As in the private sector, state and federal expenditures for paperwork and administrative services will fall dramatically. The cost of insurance processing, patient identification, HIT subsidies, “quality of care” programs, and a host of other functions will plummet. There is also every reason to believe that true market competition, lower provider overhead, and realigned payment incentives will reduce the cost of healthcare services that the government purchases either directly or indirectly. On the other hand, the UBHP will result in health insurance reaching a larger portion of the population, including many of the poor who are currently not receiving care. A comprehensive economic analysis will be needed to “score” these changes with respect to the net effect on federal healthcare spending on administration and healthcare services. However, one thing is certain: Overhauling the healthcare system should have a profoundly beneficial effect on the rate of medical inflation and deficit spending.
From an investment perspective, far more federal dollars will need to be invested in cost-effectiveness research and a comparison of different treatments for the same condition in terms of cost per QALY. Federal investment should also be used to make this data readily available to patients and providers in real time via the Internet, and for continuously gathering and posting comparative pricing information from all providers and for all healthcare products and services. These data are fundamental to the success of a value-based free market healthcare system, and it is appropriate that the federal government invest in their creation and maintenance over time.


16. The End of an Era
“A designer knows he has achieved perfection not when there is nothing left to add, but when there is nothing left to take away.”
—Antoine de Saint-Exupery
All machines with moving parts wear over time. Generally speaking, the useful life of any machine is inversely related to the machine’s complexity and the number of moving parts. Engines are a marvelous example. The famous Rolls-Royce Merlin engine that powered the Spitfire and Mustang fighters of World War II was composed of 14,000 parts, and needed to be overhauled after only 800 hours of use. A modern jet engine might have only 4,000 parts, but is far more powerful and can run for at least 3,500 hours between overhauls. When it comes to complex systems with lots of parts that are continually interacting, less really can be more.
From a functional perspective, our current healthcare system is a machine that has reached a level of complexity, wear, and abuse that can simply no longer be sustained. Like an old, inefficient, and worn-out engine, it has finally reached a point where trying to replace the oil, stop the leaks, and make incremental repairs around the edges is more expensive than replacing the whole thing. It’s time that we replaced the existing monstrosity with something that is smaller, more efficient, more understandable, more powerful, and cheaper to operate.
Americans have now been discussing “healthcare reform” for nearly 100 years. In 1915, social activists proposed a system of compulsory health insurance to protect workers against both medical costs and wage loss due to sickness.1 In the 1920s, the Committee on the Costs of Medical Care proposed modest steps toward group medicine and voluntary health insurance (measures that were, by the way, immediately denounced by the American Medical Association as representing “socialized medicine”).
Since that time, every change that has been made to the healthcare system has been made by adding something. Workplace insurance was added in the 1940s. Government-run health insurance (Medicare and Medicaid) was added in the 1960s. Escalating healthcare inflation in the 1970s and 1980s saw the addition of “managed care”: the concept that central bureaucracies and nonmedical administrators could do a better job of controlling costs and making decisions about the care of individual patients than market forces, patients, and providers combined. The RBRVS and prospective payment systems of provider compensation were then layered on top of a multipayer insurance system. Most recently Medicare drug reimbursement, Medicare Choice, and a host of “pay-for-performance” and “quality” initiatives have been stacked on top of everything else. The Obama administration and Congress have now added guaranteed and unlimited coverage for millions of Americans, along with an unaccountable Independent Payment Advisory Board and Department of Health and Human Services. Together, they will have nearly unlimited power to artificially manipulate payments, issue new regulations and ignore the most basic laws of medical economics.
All this change has been arbitrary and piecemeal. Virtually no thought has been given to how we might craft a solution that balances the interests of healthcare as a business, as a science, and as a way of satisfying medical needs that are completely unique to each individual.
Real reform doesn’t mean simply adding more parts and more complexity to a system that is already overwhelmed by them. Universal healthcare coverage without comprehensive administrative simplification just dumps more patients into a system in which every new patient means more forms and paperwork, more statistical searches to identify them, more CPT and ICD codes, more billing, more paper-based data transfer, and more typing into expensive, complex computer systems whose benefits are questionable at best.
Adding new federal, state, or regional insurance programs without standardizing benefits and simplifying payment simply adds more insurers into a system that already has thousands of them.
Adding new “quality” guidelines and regulations to a system in which exceptions are nearly as common as the rules produces less productivity and higher costs.
It is no accident that no one has been able to come up with a way of paying for all these added “benefits” without increasing taxes and reducing the income of healthcare providers. You can’t add more seats, wheels, weight, and a bigger engine to a car and expect it to get better mileage. After 50 years of adding, the healthcare system that we’ve created has reached the point of diminishing returns.
What we’ve learned through our research is that real reform consists of making American healthcare simpler rather than more complex. The irony is that simplification is actually easier, cheaper, and less fraught with political hazard than the more expensive and less desirable alternatives currently being added. It’s easier to eliminate artificially created expenses than to pay for new ones. It’s cheaper to regulate supply and demand through the invisible hand of the marketplace than with regulatory commissions. And it’s politically safer to have a combination of market forces and education make a patient say “I don’t think that I really want that medical service given the costs and alternatives that have been presented to me,” than to mindlessly deny care covertly or overtly.
So how does one begin a new, simpler era in American healthcare? For better or worse, the answer is both “all at once,” and “on the national level.”
Only a national effort can overhaul the existing RBRVS payment system and mandate uniform universal payment provisions, benefit levels, and premiums for the UBHP. Only a national approach can defragment nonreciprocal state-based licensure, professional credentialing, and certification requirements. And only the federal government can correct its own flawed approach to improving “quality”; one that promotes assembly-line treatment of intrinsically different patients and promises little or no benefit while incurring steadily increasing amounts of administrative overhead.
The need for national leadership is something of a “good news-bad news” story. On one hand, it is far easier to coordinate the actions of Congress and the executive branch in Washington than it is to try to coordinate the separate and individual actions of hundreds of different federal, state, and local legislatures and agencies. (In fact, it is the only plausible way to bring order and efficiency to healthcare delivery nationwide.) On the other hand, patients, providers, and taxpayers are rightly suspicious of any universal healthcare plan coming out of Washington.
To understand why, we need look no further than Medicare and Medicaid. To save money, Congress and the executive branch have long set Medicare payments to providers at levels far lower than those offered by most private insurers, and often below the cost of providing the goods or services rendered. (Medicaid is even worse—almost universally paying less than the cost of actually providing the services.) At the same time, Medicare requires providers to deliver some services free of charge, to refrain from billing patients for reasonable balances, and demands enormous amounts of documentation to comply with its cumbersome RBRVS-mediated payment methodology. The net result is that private insurance is actively and continuously subsidizing Medicare and Medicaid. The current healthcare system would fall apart almost overnight if these private subsidies of the public healthcare system were to disappear. If Medicare and Medicaid are good examples of government leadership in healthcare, the world has reason to worry.
A second rational concern about federal leadership is that whenever governments change, our federal healthcare policies change with them. Left to their own means, it would be relatively easy for a new Congress and/or administration to undo the components of a simplified and rational market-based system with little or no warning, logic, or societal recourse. Healthcare is far too large of a personal and industrial concern to have its operations and underlying business assumptions whiplashed every few years when power changes hands. Patients, families, businesses, and providers have too much at stake to risk having their worlds thrown into turmoil by a few bad politically motivated decisions.
A third concern about establishing universal health insurance (regardless of whether this insurance is administered through a network of private insurance carriers, a government-sponsored insurance plan, or both) is that reducing government regulation and control over the marketplace is antithetical to what regulators and bureaucracies typically do. This calls into question the long-term viability of any healthcare system that is based upon achieving efficiency and cost controls by use of market forces. Regulatory control is addictive, particularly when it is possible to use public health and welfare as a justification for intervening in the marketplace. This raises the question of whether it’s humanly possible for a bureaucracy to control its natural tendency to create more rules, requirements, and obligations for those that it regulates. Increasing the efficiency of healthcare is critically dependent on employing just enough regulation to allow the market to function, while actively battling initiatives that increase administrative overhead at every level (federal, state, local, and corporate). It is not clear whether there is a successful precedent for this behavior in the entire history of U.S. healthcare.
The best way to address these concerns is to adopt the equivalent of a dedicated “constitution” for our new simplified and overhauled healthcare system. The purpose of a healthcare constitution is to formally lay out the purpose, goals, and design of a market and medical science-based system that is sufficiently affordable, fair, and flexible enough to carry us through the next 250 years without the need for substantial revision. Future government administrations, Congress, and the public itself would be able to measure proposed legislation, regulation, and other actions against the stated terms of this constitution. If sufficiently simple, clear, and articulate, this type of document could be very helpful to future generations.
More than anything, adopting and abiding by a good healthcare constitution would be tangible evidence that we have come to the end of an era in American healthcare: an era in which we spent our wealth and resources without regard to how much might be wasted by the system. A Wild West era, in which insurers and federal, state, and local governments could make their own rules about providing care without concern for the harmful physical or financial side effects they might cause. A time in which mass confusion was itself confused with a market system and freedom of choice. And an era in which patients and providers were routinely abused and driven apart by policies that paid lip service to quality while actually rationing care in the most arbitrary ways possible. There are many reasons to be glad that we can make the transition with a minimum of cost and disruption. The power to begin a new era is within our political capabilities, our creative capacity, and our budget.
All we need is the will.
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Roll with » Back off and use reflection when the patient expresses resistance:
resistance “Sounds like you are feeling pressured about your smoking.”
« Express empathy:
“You are worried about how you would manage withdrawal
symptoms.”
+ Ask permission to provide information:
“Would you like 1o hear about some strategies that can help you
address that concem when you quit?"

Support « Help the patient to identify and build on past successes:
self-efficacy *So you were fairly successful the last ime you tried to quit”
« Offer options for achievable small steps toward change:
Call the quitiine (1-800-QUIT-NOW) for advice and information.
Read about quitting benefits and strategies,
Change smoking patterns (e.g., no smoking in the home).
Ask the patient to share his or her ideas about quitting strate -
gies.
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Olfce consltation Paid
“Procedures” performed (such as a Paid
surgieal proceduure for a doctor, or conrt
appearance for an attorney)
Letters written to keep others informed Unpaid Paid
Telephone calls Unpid Paid
Communication with outside parties Unpid Paid
(such as pharmacy, b, insurers for a
doctor, or plaintilf for an attorney)
ollow-up visits Paidor Unpaid  Paid
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Offices
Affected  Problem Type

Examples

Leadership or stall
involvement and support

No buy-in from staff or providers

People do not follow protocols

750 Must do things own way
Powerlessness.
Cost of Technology
cnsion associ Expectations of ty
change Personal resistance to change
No perceived consequences
>50%
Stalf changes required Additional labor needed
External support Problems with outside systems
Work environment Too busy, too many paticnts
Patient-related Patient expectation:
Monitoring and feedback Lack of feedback and
<50% communication

Skepticism regarding id

as

Lack of evidence regarding c
proposed

Data adapted from: Elder NC, Graham D, Brandt £, Dovey S, Phillips R, Ledwith J, Hickner J.
“The Testing Process in Faily Medicine: Problems, Solutions, and Barriers as Seen by
Physicians and Their Staft.” Journal of Patient Safety (2008); 2(1): 25-32.
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Source Annual Savings’

Efficiency Savings
A foty”  $35.7 billion

o $1.46 billion

nents in healtheare efficiency and s

orted “improv

ngs based upon increasing five prevent
ation, and

Estimated sa
services (influenza and pnew
scrcening for breast, cervical

ococeal vace
nd colon cancer).

Savings from discase management programs $14.3 billion

Total Estimated Annual Savings $54.5 billion

* Estimate generated by simply reducing all HIT savings projected by Hillestad et al by 50%,
without making any adjustments in assumptions or factoring in savings caused by use of less
‘expensive HIT systems. Numbers are al 15 vears. and assume 90% deployment.
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CANADA  OTHER COUNTRIES
(N=95) (N=413)

TYPE OF ERROR ) Ne%)

Offce processes (eg, office 28(29) 132 (39)

administration, filing systems, charts,

scheduling appointments)

External investigations (eg, laboratory. 17(18) 56 (16)

tests, diagnostic imaging)

Treatment (eg, medication) 24 (26) 85 (24)

Communication (with patients, with 9 53(15)

other physicians)

Financial accounting (eg, processing 2(2) 3

insurance claims wrongly charged for

care not received)

Work force management (eg, errors in 3@ 7

scheduling after-hours coverage

Glinical knowledge (eg, failue to fllow 12 (13) 77 (22)

standard practice






images/00011.jpg





images/00010.jpg
Households

Lower Wages Taxes or
andlor Higher Premiums
Prices
Feedor-Service,
nsurance
Copays.and  promiums Business [—Taes —>| Government
Decuctibles
T
i StatefFederal
il Programs and
Subsidies o
Patients/nsurers

v

Available Healthcare Dollars






images/00013.jpg
FRTSRE BRI
‘CONSTITUTIONAL:
VITALSIGNS:
VS TEMPERATURE: 88 21 Tympanic:
VS-PULSE: 76 Right Radial, Roguiar
VS-BLOOD PRESSURE: 138185 Right A Siting
VS RESPIRATION: 16
VSHEIGHT:5tisin
VS WEIGHT: 2025
BMI:3351

APPEARANCE: | personally examined the patents general appearance (sate of 6ross, sate
of grooming,siate of conduet, afect).

‘GENERAL EXAMINATION: | personaly examined each of the following:eft and right
carotd pulses intensiy,symmety,bru): ungs (adventiious sounds): heart (yth, rate);
Jeft and g rackal puises (ntensity, symimety); exttemities (edema).

MENTAL STATUS: | personaly examined each the followng: lovel o aeriness:
orentaton (sel icumsiance, ocation, time); memory (ecent and remote); language.
hency; fund of knowlede.

CRANIAL NERVES: | personaly examined each of the foloning:

1 Visual acuty (nand-held card; ef and igh opticfund (dsk sharpress, arteral
and venous appearance et and rghi conjunciva (appearance): et and right pupls
(symmery, shapo. eaction tolght and accommodation)

WAVIV:ef andright ocular movemeni (ocular vergence in each cardinal
ivection. presenco or absence of nysiagmus)

V:left and righ jaw srengih, and leh and right facil sensation

Vil lef and ight facil exprossion (symmetry, posis)

VI of and righ hearing (nger ub)

XX et and ight palata eevation (symmery)

X1 et and right shoulder shiug (pover)
Xl It and right tongue protusion (symmetry)

MOTOR: | personally examined oach of the ollowing: ft and right uppor imbs, and el
and igh lower limbs (power, musdl bulk, muscle fone): et and rght pronator i,

'COORDINATION: | parsonally examined each of th folowing: Lot and rght finger-o-
nose (accuracy, ik, hythm): et and rght foot tapping (rhythm, ficy, ampltuce).

'REFLEXES: | personally exarmined each ofthe folowing: ef and right brachioraciali and
left and igh patear reflexes (ampfude, symmety); ot and ight lanta response.

'SENSORY: | personally axamined each of the following: Lef an ight upper imb and et
and ight lower limb (sansation 0 ight touch).

GIAT: | personaly examined sach of the folowing; Casual ga (stide engin, amm swig,
180 degree tum).

ABNORMALINVOLUNTARY MOVEMENTS: | personally exarined for the prosence or
absance of abnormal orinvoluntary movements.

11oung oach of e above olements 0 be wihin normalof expectod s with 1h following
exceptions or addenda:

ushingoid appearance. Oese.

Unable to exarine fundi due o extrome rfractive eror, Balance of cranialnerve
examinaton i unremarkabe.

MAGING STUDIES: | personally reviewed the patient's neurodiagnostc imaging studies (maging and
aciologist' inferpretaion). | am ol credentiale 1 interpre nor 6o receive compensation derved from
nlorprotaton of, neurodiagnostic images, a1d my comments 60 1o fopresont an nforpretaton of tha paten’
il oy
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tive Savings

Ixcess annual expense for multi-state medical licensure and

redundant credentialing

Administrative savings as a result of implementing
patient identifiers

ique

Total Estimated Annual Savings

$3.1 billion
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Source Annual Savings

Administrative Savings

Excess administration expenses of public and private 138 billion
insurers
One-half of excess Inpaticnt nonclinical labor $21 billion

One-half of outpatient nonclinical Tabor $8.5 billion

Reduced billing, collection, and related expense’ $44 billion

Clinical Savings'

fore cost-cflicient use of drug therapy 45 billion
More cost-cficient use of outpatient clinical services  $103 billion
More efficient use of hospital 'S $118.5 billion

Total Estimated Annual Savings (Based on 2008 $478 billion
spending levels)

inical sei

* Unless otherwise noted, figures are from McKinsey Global Istitue report *Accounting for
the Cost of Health Care in the United States.” January 2007. McKinsey numbers based upon
2003 statistics have been increased to reflect a 41% increase in healthcare spending
between 2003 (total U.S. healthcare spending of $1.7 tilion) to 2008 (total U S. healthcare
spending of 2.4 trllon),

* Based upon average provider billing costs of 7% of gross collections, and a 50% savings in
billng expense upon adoption of the changes and simpliications described in the text.

+ Calculated based upon a 15% increase in the efficiency of drug use, inpatient and outpatient
goods and services based upan price transparency, improved physician counseling and
Gitlicnia pholce In 1he presancia’ il iea.mandat Incertives.
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Number of phy:

s who believe that,

because of concerns about malpractice “Wounded” “Non-wounded™
liability. Physicians  Physicians
They are less candid with their patients 26% 17%

They view every patient as a potential lawsuit — 81% 1%

The malpractice system limits their ability to ~ 91% 92%

provide the highest quality carc

Data from: Mello MM, Studdert DM, DesRoches CM, et al. Caring For Patients In A
Malpractice Crisis: Physician Satisfaction and Quality of Care.” Health Affairs (2004)
21(4): 42-53.






images/00034.jpg
Express * Use open-ended questions to explore:
empathy ‘The importance of addressing smoking or other tobacco use
(e.g,, *How important do you think it s for you to quit smok -
ing?")
Concerns and benefits of quitting (e.g., “What might happen if
you quit?)
« Use reflective listening to seek shared understanding:
Reflect words or meaning (e.g., “So you think smoking helps you
to maintain your weight.").
Summarize (e.g.,What | have heard so far is that smoking is
‘something you enjoy. On the other hand, your boyfriend hates.
your smoking, and you are worried you might develop a serious
disease.”).
« Normalize feelings and concerns (e.g., “Many people worry about
managing without cigarettes.")
« Support the patient s autonomy and right to choose or reject
change (e.g., I hear you saying you are not ready to quit smoking
right now. [ m here to help you when you are readly.)

Develop « Highlight the discrepancy between the patient s present behavior
discrepancy and expressed priorities, values, and goals (e.g. ‘It sounds like you
are very devoted to your family. How do you think your smoking is
affecting your children?”).
« Reinforce and support “change talk” and “commitment’ language:
“So, you realize how smoking s affecting your breathing and
making it hard to keep p with your kids.”
It s great that you are going to quit when you get through this
busy time at work."
« Build and deepen commitment to change:
“There are effective treatments that will ease the pain of quit-
ting, including counseling and many medication options.”
“We would like to help you avoid a stroke like the one your
father had."
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24(6): 1629-1639.
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reduction)
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Blepharoplasty 10135
Neurosurgery Craniotomy for cvacuation 6,41

of hematoma

Laminectomy 751
Obstetrics and Complete care, normal 5905
Gynecology delivery

Complete care, Cacsarcan 6.1

delivery

Dilation and currttage 911

Abdominal hysterectomy 7,105
Overall Ratio Average 6.90¢

Note: Median fees, converted (o Canadian dolars,

Data rom: Buske L. "MD Foes Much Higher in U.S.” Canadian Medical Association
Journal (1997); 156(6): 960
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Strategy B1. Motivational Interviewing Strategies

Express + Use open-ended questions 1o explore:
empathy - The importance of addressing smoking or ather tobacco use
(e.9., “How important do you think it i for you to quit smoking?”)

- Concerns and benefits of quitting (e.g., “What might happen if
You quit?

+ Use reflective lstening to seek shared understanding:

- Reflect words or meaning (e.g., “So you think smoking helps you
to maintain your weight.").

- Summarize (e.g.,"What | have heard o far is that smoking is
something you enjoy. On the other hand, your boyriend hates
your smoking, and you are worried you might develop a serious
disease.”).

+ Normalize feelings and concerns (e.
managing without cigarettes.).
+ Support the patient's autonomy and right to choose or reject

“Many people worry about

change (e.g., I hear you saying you are not ready to quit smoking
right now. I'm here to help you when you are ready.").
Develop  Highiight the discrepancy between the patient's present behavior
discrepancy and expressed prioriies, values, and goals (e.g., “It sounds like you

are very devoted to your family. How do you think your smoking is
affecting your children?).
+ Reinforce and support “change talk” and ‘commitment” language:
- S0, you realize how smoking is affecting your breathing and
making it hard to keep up with your kids.”
- “Its great that you are going to quit when you get through this.
busy time at work.”
+ Build and deepen commitment to change:
- "There are effective treatments that will ease the pain of quit-
ting, including counseling and many medication options.”
- “We would like to help you avoid a stroke lie the one your
father had.”
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Average %

Performed for Specialty with — Specialty with
Liability Highest Lowest
Medical Reasons Defensive Defensive
Test or Intervention (Al Doctors) ~ Percentage Percentage
Plain Film X-Rays 22% OB/GYN (-25.8%)  Neurosurgery
(-18.6%)
CT Scans 25% OB/GYN (-32.7%)  Neurosurgery
(-18.9%)
MRI Studies 27% General Surgery  Neurosurgery
(-34.4%) (-18.4%)
Ultrasound Studies 2% Orthopedic Surgery  Neurosurgery
(-5.7%)
Specialty Referrals and 28% OB/GYN Neurosurgery
onsultations 39.8%) (-15.6%)

Laboratory Tests 180 Neurosurgery
A (-7.0%)
(-24.0%)

Hospital Admissions 13% Iy Medicine — Orthopedic

%) Surgery (-6.0%)

‘Data from: Massachusetts Medical Society, “Investigation of Defensive Medicin in
Massachusetts.” Informational Report I-08, November 2008,
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no clinical
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Technology increased testing, but
did not result in better clinical

results in patients.

“In this controlled study, EMR led
to an increased number of HbAle
and LDL tests but not to better
etabolic control [over a four year
period].

PDA improved the annal number
of eye and foot exams, but did not
vificant impact on
ontcomes of diabetes care.

have any

Use of simple clinical information
systems generally improved diabetes
care, whether paper- or computer-

based. Use of EMBs did not have a

positive impact.

"..After adjustment, patient carc in
the 57 practices not using an EMR
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ment,

“EMR use not associated with
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Service

Ratio of United States
to Canada

irgery
Anesthesiology

Radiology

Procedures (Weighted Average)
Moderate Office Visit

ve Office Visit

Moderate Hospital Visit

Extensive Hospital Visit

Consultation

Evaluation and Management (Weighted Average)

All Services

Actual Average Physician Net Income

(As Opposed to Clinic Charges)

3.21x
3.73x
3.59x
334x
156x
155x
477x
257x
1.60x
1.82x
2.39x
1.35x

‘Notes: Values are in 1985 U.S. dolars; value for -All Services' s the weighted average of pro-

cedures and evaluation-and-management ratios.

Data from: Fuchs VR and Hahn JS. *How Does Canada Do It? A Comparison of Expenditures
for Physicians' Services in the United States and Canada.” New England Journal of Mediicine

(1990); 323: 884-890. Tables 3 and 5
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Offices
Affected - Problem Type

Examples

Errors in charting and ling
systems

Errors in ordering or
implerment

Filing and chart problems

Problems with getting test
implemented
Problems with order forms

o Orders not transmitted fully
Wrong testordered
Specificxray problems
Not olloving procedures Protocols and prcesdurcs not
followed
Trrors i tracking an vt Delayed or no return of boratories
Resuls to wrong provider
Unclear results
Brrors notifying paients  Dlayed patient otification
Notall patients notifcd
Wrong results to paticnt
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05t ) -

Tnsurance problems

Tnsurance confusion

Dt acaptd from: Eder NG, Granam D, Branh . Dovey S, Pils , Ledwh J, Hickner .
The Testing Process in Famiy Medicine: Probors, Solulcns, and Barrirs as Soan by
Prysicians and Thar Staf.” ournat o Patent Safety (2006) 2(1): 25.32
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“No Error™

(N = 889)

Characteristic No. (%) P Value*
Severity of Injury
Psychological or emotional 25 (3%) 26 (5%) 004
Minor physical 106 (12%) $1.(16%) 005

ignificant physical 372 (42%) 201 (39%) 031
Major physical 147 (17%) 72 (14%) 0.2:
Death 39 (27%) 135 (26%) 050
Type of C|
Surgery 258 (29%) 163 (32%) 030
Obstetrics 209 (24%) 123 (24%) 090
Missed or delayed diagnosis 259 (29%) 155 (30%) 072
Medication 163 (18%) 74 (14%) 0.06
Indemnity paid 653 (73%) 145 (25%) <0001
Mean defense costs 550,966 233 050
Mean time from injury to 1.6 years ars <0.001

filing claim

* A *P-value® of more than 0,05 means that the difference between the *error” and "no error’
percentages is not statistically significant
From: Studdert DM, Mello MM, Gawande A, et al. “Claims, Errors, and Compensation

Payments in Medical Malpractice Litigation." New England Journal of Medicine (2006); 354

19; 2024-2033, Table 2.
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Ratio of United

Specialty Procedure States to Canada
Flectrocardiogram 351
Flexible sigmoidoscopy Lasx
Liver biopsy 5305
Pediatrics Circumeision of newborn 391
Seneral Surgery Appendectomy 5.14x
Choleeystectomy 461x
Inguinal hernia 4796
Partial gastrectomy wio 461x
vagotomy
Radical masteeto 531
Excision of breast tumor 645
Orthopedic Surgery Colles’ fracture 5.96%
Hip arthroplasty 5.25¢
Knee arthroplasty 9.21x
Thoracie/Cardiovaseular  Valve replacement 5.26¢
Coronary bypass (multiple) 4,35
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Relevance

Risks

Encourage the patient to indicate why quitting s personally relev ant,
being as specific as possible. Motivational information has the great-
estimpact i it is relevant to a patient s disease status or risk, family or
social situation (e.g., having children in the home), health concerns,
age, gender, and other important patient characteristics (e.g., prior
quitling experience, personal barriers to cessation).

The clinician should ask the patient o identify potential negative con-
sequences of tobacco use. The linician may suggest and highlight
those that seem most relevant o the patient. The dlinician should
emphasize that smoking low-tar/low-nicotine cigarettes or use of

other forms of tobacco (e.g., smokeless tobacco, cigars, and pipes)

will not efiminate these risks. Examples of risks are:

+ Acute risks:Shortness of breath, exacerbation of asthma, increased
tisk of respiratory infections, harm to pregnancy, impotence, infer-
tity.

* Long-term risks: Heart attacks and strokes, lung and other cancers
(.g.,larynx, oral cavity, pharynx, esophagus, pancreas, stomach,
Kidney, bladder, cervix, and acute myelocytic leukemia), chronic
obstructive pulmonary diseases (chronic bronchitis and emphy -
sema), osteoporosis, long-term disabilty, and need for extended
care.

Environmental risks:Increased risk of lung cancer and heart disease

in spouses; increased risk for low birth-weight, sudden infant death

syndrome (SIDS), asthma, middle ear disease, and respiratory infec-
tions in children of smokers.
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Source Annual Savings

Described changes to the U.S. healtheare financing and 8478 billion
payment system (Chapter 12)
Eliminating redundancy in medical licensure and 4.3 billion

atidentifier

credentialing and ins
stem (Chapter 13)

4 billion

Improvements in government regulatory practices and the
edical error/malpractice system (Chapter 14)

Widespread implementation of a basic HIT system for $545 billion
gathering and sharing healthcare information (Chapter 15)
Total Estimated Annual Savings $572.2 billion

* Estimate generated by simply reducing all HIT savings projected by Hilestad, et al. by 50%,
without making any adjustments in assumptions or factoring in savings caused by use of less
expensive HIT systems. Numbers are at 15 years and assume 90% deployment






images/00047.jpg
Medication Errors CROE No CROE I
Mean (SD) | Mean (SD)

Inpatient |

Total Errors. 274(549) | s20(463) |
Errors per 100,000 Doses 56 (123) s5(76) |
Harmiul Errors 747 903 |
Harmful Errors per 100,000 Doses 101) 204 |
Outpatient |

Total Errors 101(192) [ 3699 |
Ertors per 100,000 Doses 60(99) 57(102) |
Harmiul Errors 1) 1@ |
Harmful Errors per 100,000 Doses. 1) 1@ |

From: U.S. Pharmacopeia. "MEDMARX 5th Anniversary Data Report—A Chartbook of 2003
Findings and Trends 1999-2003.” Figure 14.
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From: Peterson CL and Burton R “U.S, Health Care Spending: Comparison with Other OECD
‘Countries.” Congressional Research Service Repast 16 Conaress; September 17, 2007; Table 2.2
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Rewards

The clinician should ask the patient to identify potential benefits of

stopping tobacco use. The ciinician may suggest and highlight those

that seem most relevant to the patient. Examples of rewards follow:

« Improved health

+ Food will taste better

« Improved sense of smell

+ Saving money

« Feeling better about oneself

« Home, car, clothing, breath will smell better

« Setting a good example for children and decreasing the likeliood
that they will smoke

« Having healthier babies and children

« Feeling better physically

« Performing better in physical activiies

« Improved appearance, including reduced wrinkiing/aging of skin
and whiter teeth

Roadblocks

“The clinician should ask the patient to identify barriers or impedi-
ments 1o quitting and provide treatment (problemsolving counsel-
ing, medication) that could address barriers. Typical barriers might
incude:

* Withdrawal symptoms

« Fear of failure

Weight gain

« Lack of support

* Depression

« Enjoyment of tobacco

Being around other tobacco users
Limited knowledge of effective treatment options

Repetition

The motivational intervention should be repeated every time an
unmotivated patient visits the clinic setting, Tobacco users who have
failed in previous quit attempts should be told that most people
make repeated quit attempts before they are successful
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Roll with + Back off and use reflection when the patient expresses resistance:
resistance - “Sounds like you are feeling pressured about your smoking.”
+ Express empathy:
- “You are worried about how you would manage withdrawal
symptoms.”
+ Ask permission to provide information:
- “Would you like to hear about some strategies that can help you
address that concern when you quit?”

Support + Help the patient to identify and build on past successes:
self-efficacy - "So you were fairly successful the last time you tried to quit."
* Offer options for achievable small steps toward change:

- Call the quitiine (1-800-QUIT-NOW) for advice and information.

- Read about quitting benefits and strategies.

- Change smoking patters (e.g., no smoking in the home).

- Ask the patient to share his or her ideas about quitting strate-
ges.
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