Centers for Medicare & Medicaid Services

CMS Oral History Project

The CMS Oral History Project provides information about the history of our
programs and their impact upon the nation from the perspective of many
key participants. It has been undertaken in several phases over the past
decade. The interviews provide personal insights and eyewitness accounts of
the evolution of CMS programs. The first series of oral history interviews by
Ed Berkowitz, Professor of History at George Washington University and his
graduate students, was conducted in 1995-1996. These interviews focus on
the early years of the Medicare and Medicaid programs and the creation of
the Health Care Financing Administration (HCFA) in 1977.

A second series of interviews, conducted by Dr. Berkowitz, began in 2002.

It includes two recent Department of Health and Human Services (HHS)
Secretaries and two recent HCFA Administrators. It also includes a number
of individuals who participated in Congressional action surrounding the
enactment and subsequent repeal of the Medicare Catastrophic Coverage Act
of 1988. In 2004, Dr. Berkowitz conducted a third series of interviews with
former Members of Congress regarding Congressional consideration of
legislation affecting Medicare and Medicaid and some senior HCFA retirees.

When reading the oral histories, keep in mind that each is the memory of a
single individual. Read in context with other sources of information. They
can add color and context, unavailable elsewhere, to important events.
However, the full picture can only be seen when the perspectives of many
individuals are combined into a meaningful whole.

Interviews of former HHS Secretaries, former HCFA/CMS Administrators and
other former Health Education and Welfare/Health and Human Services
(HEW/HHS) officials are first, followed by interviews around specific topics.
Within those categories, interviews are arranged by date of public service (in
the case of former Secretaries and Administrators) or alphabetical order (in
the case of other Department officials, participants in Medicare Catastrophic
Coverage Act deliberations, former Members of Congress, and senior HCFA
retirees).
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Disclaimer: The opinions expressed in the interviews are those of the
interviewee. No inference is implied nor should be inferred that they are the
opinions of the Centers for Medicare & Medicaid Services or the Department
of Health and Human Services. Interviews are made available to the public
with the express consent of the interviewee.

Former HEW/HHS Secretaries
(Arranged by date of service)

Carter Administration.

Interviews Date of Topics
Interview
Joe Califano August 31, HEW reorganization; rationale for
HEW Secretary, 1995 creating HCFA included efficient

program administration and

leveraging the health programs;
Carter's health reform proposal;
and activities after Washington.

Louis Sullivan, MD
HHS Secretary,
George HW Bush
Administration.

September 16,
2002

Segregation and his medical
education; Medicare Catastrophic
Coverage Act repeal; advancing
minorities in public service;
relationship with President and
Mrs. Bush; Veterans’
Administration VA/HHS demo; and
banning smoking in federal
facilities.

Donna Shalala
HHS Secretary,
Clinton Administration.

August 15,
2002

Clinton health reform proposal;
relationship with Mrs. Clinton and
Members of Congress; selection of
HCFA Administrators; Social
Security Administration (SSA)
independence from HHS; and
challenges facing HCFA.
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Former HCFA/CMS Administrators
(Arranged by date of public service)

Interviews

Date of
Interview

Topics

Bob Derzon

First Administrator of
Health Care Financing
Administration,
1977-1978,

Carter Administration.

December 11,
1995

Reorganization of HEW that created
HHS and HCFA; the merging of
Medicare and Medicaid into one
agency; and early attempts at cost
containment.

Leonard Schaeffer
Administrator,
1970-1980,

Carter Administration.

August 17,
1995

Value based purchasing and
hospital cost containment; the
integration of Medicare and
Medicaid; the decision to cover End
Stage Renal Disease (ESRD);
moving the HCFA to Baltimore;
President Carter's health care
reform; HCFA's research/
demonstration authority; DRGs
(diagnosis related groups); and the
HCFA mission statement.

Howard Newman
Administrator,
1980-1981,

Carter Administration.

August 2, 1996

His White House Fellowship
experience; community health
centers; Medicaid; EPSDT (early
and periodic screening, diagnosis
and treatment), and managed care.

Carolyne Davis
Administrator,
1981-1985,

Reagan Administration.

November 8,
1995

Early career in nursing, hospital
administration, and University
Administration; graduate medical
education; development and
implementation of hospital
prospective payment.
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Administrator,
1990-1992,
George H.W. Bush
Administration.

Interviews Date of Topics
Interview
William Roper, MD August 29, Experience in County and State
Administrator, 1995 Health Departments; White House
1986-1989, Fellow; comprehensive health care
Reagan Administration. reform; implementation of DRGs;
HIV/AIDS; privatizing Medicare;
Resource Based Relative Value
Scale (RBRVS).
Gail Wilensky July 2, 1996 Implementation of regulations

regarding physician payment,
hospital capital, and clinical
laboratories; early career as a
health economist; data analysis
and survey research on the
uninsured.

Bruce Vladeck
Administrator,
1992-1997,

Clinton Administration.

August 7, 2002

Experiences at the New Jersey
State Health Department, Robert
Wood Johnson Foundation, and as
a member of PROPAC; hospital
reimbursement systems; nursing
home quality; HCFA moving into a
new building, the reorganization of
HCFA; and President Clinton's
health reform proposal.

Nancy Ann Min
DeParle,
Administrator,
1997-2000,

Clinton Administration.

August 22,
2002

Experience in Tennessee state
government; President Clinton's
health reform proposal; the Office
of Management and Budget; the
reorganization of HCFA;
implementation of the Balanced
Budget Act of 1997 including the
Medicare education program and
the State Children's Health
Insurance Program; and Y2K.
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HEW/HHS Officials and Others Involved in the
Early Years of the Programs and the Agencies
(Arranged in alphabetical order)

Executive Secretary to
Secretary Joseph
Califano (1977-1979),
Assistant Secretary for
Management and
Budget (1979-1981),
Department of Health,
Education & Welfare,
Carter Administration.

1996

Interviews Date of Topics
Interview
Fred Bohen September 13, |President Johnson’s Great Society;

government organization and
management; The Heineman
Commission; running for Congress
in 1970s; working in the Office of
the Secretary (HEW) on
managerial issues, the creation of
HCFA.

Hale Champion
Undersecretary,
Department of Health,
Education and Welfare
(1977-1979),
Chairman of the
National Commission
for Health Insurance,
Carter Administration.

August 9, 1995

Social Security Administration;
Medicare and Medicaid; the
creation of HCFA; Professional
Standards Review Organizations
(PSRO); health care reform /
national health insurance
initiatives.

Secretary to Fred
Bohen, Department of
Health, Education &
Welfare, Carter
Administration.

Jay Constantine August 24, Senate health committees on

Congressional Staff, 1995 Medicare and Medicaid issues in

1962—-1981. the 1960s and 1970s; the creation
of HCFA; Senate Finance
committee efforts on hospital cost
containment.

Rick Cotton October 4, The reorganization of HEW and

Deputy Executive 1996 creation of HCFA; Carter’s national

health care plan.
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Interviews

Date of
Interview

Topics

Karen Davis

Deputy Assistant
Secretary for Planning
and Evaluation,
Department of Health,
Education and Welfare,
(1977-1980).
Administrator of the
Health Resources
Administration (1980).

September 7,
1995

Federal (health care) budget;
mayjor legislative proposals
developed by the office of the
Assistant Secretary of Policy
Evaluation on hospital cost
containment, national health
insurance and the Medicaid
expansion to pregnant women and
children; diagnosis related groups
(DRGS).

William Fullerton
First Deputy
Administrator of Health
Care Financing
Administration,

Carter Administration.

October 20,
1995

Enactment and early years of
Medicare program from SSA and
Congressional perspectives; and
broader health and welfare reform
debates in 1970s.

Clifton Gaus
Administrator of the
Agency for Health Care
Policy and Research,
Clinton Administration.
Served in the
Department of Health
Education, and Welfare,
Carter Administration.

September 10,
1996

This interview has not been
released for public use.

Paul Ginsberqg
Served in the
Department of Health,
Welfare and Education
in the late 1960s.

August 22,
1995

A health economist, this interview
covers a wide range of topics,
including: the Price
Commission/Economic
Stabilization program; experience
working in the Congressional
Budget Office; hospital cost
containment; the Physician
Payment Review Commission; and
physician payment reform.

CMS Oral History Project

Page 6



Acting Administrator
(3/1989-2/1990);
Head of the Child
Support Program
(1975-1981).

Interviews Date of Topics
Interview
Louis Hays September 5, |Creation of HCFA; the Office of

1995

Child Support; managing Medicare
contractors, PROs, survey and
certification, and HCFA regional
offices; and nursing home
regulations.

for Medical Programs
at the Social Security
Administration,

Nixon Administration.

Benjamin Heineman |October 24, Creation of HCFA; being part of
Executive Assistant to |1995 the HEW teams on welfare reform
Secretary Califano. and cost containment.

Arthur Hess July 8, 1996 The early days of Social Security,
Deputy Commissioner the Bureau of Old Age and

and Acting Survivors' Insurance; Disability;
Commissioner of the the decision to use carriers and
Social Security fiscal intermediaries to pay claims;
Administration under and the Civil Rights Act.
Secretary Weinberger.

William Hsiao August 23, Expert on national health

Acting Chief Actuary 1995 insurance; principal investigator

on resource-based relative value
scale (RBRVS) payment system.

Philip Lee, MD
Assistant Secretary for
Health, in the
Department of Health,
Education, and
Welfare, Johnson
Administration and
Clinton Administration.

November 27,
1995

Advocating for enactment of
Medicare as a physician; the role
of the Public Health Service in
integrating Southern hospitals;
developing a reproductive health
policy in HEW; pre-paid capitation
in California; medical education
and manpower issues; national
health insurance; and chairing the
Physician Payment Review
Commission.
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Interviews

Date of
Interview

Topics

Thomas McFee
Assistant Secretary for |1995
Management, Planning,
and Technology,

Carter Administration.

September 14,

Reorganization of the Department
of Health, Education and Welfare,
creation of the Department of
Health and Human Services and
HCFA; National Health Insurance.

Joseph N. Onek August 10,
Chief health person on 1995

the domestic policy
staff for the first two
years of Carter
Administration.

Hospital cost containment
legislation and welfare reform.

Paul Rettiq August 14,
Staff Director, Health |1995

Subcommittee, Ways
and Means committee,
1976—-1985.

Experience at SSA and HEW;
Social Security disability; before
and during the early days of the
Medicare program; home care;
disability and ESRD under
Medicare; national health
insurance; creation of HCFA;
hospital cost containment, and the
hospital prospective payment
system.

Dorothy Rice August 19,
Director of the National (1996
Center for Health
Statistics, 1976—1982.

Health research and statistics; the
“Survey of the Aged” in 1963; and
the foundation for CMS's data
systems.

Robert Rubin, MD, August 16,
Assistant Secretary for (1995
Planning and
Evaluation, 1981—
1984.

Office of the Assistant Secretary
for Planning and Evaluation;
hospital prospective payment; and
the creation of HCFA.
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Communications at the
Health Care Financing
Administration,
1977-1980.

Interviews Date of Topics
Interview
Patricia Schoeni August 19, Creation of HCFA; SSA; the Public
First Director of 1995 Health Service; and payment

policies.

M. Keith Weikel
Commissioner of the
Medical Services
Administration
(Medicaid program),
1974-1977,

Ford Administration.

September 29,
1995

Evaluation of program
effectiveness; national health
insurance plan; HMOs;
Professional Standards Review
Organizations (PSROs); utilization
review; and the Early and Periodic
Screening, Diagnosis, and
Treatment Program (EPSDT).

David Weinman
Special Assistant to the
Director of the Social &
Rehabilitative Service,
Department of Health,
Education and Welfare.

August 18,
1995

Reorganization of the Department
of Health, Education and Welfare;
merging Medicare, Medicaid and

Quality.

Paul Willging
Deputy Administrator,

Health Care Financing
Administration,
1981-1982,

Reagan Administration.

June 26, 1996

Experience with Medicare and
Medicaid; the Early and Periodic
Screening, Diagnosis, and
Treatment Program (EPSDT); the
creation of HCFA; oversight of
carriers and fiscal intermediaries.

Don Wortman
Acting Administrator,
Health Care Financing
Administration, Carter
Administration.

July 11, 1995

Social Security Administration,
Social Rehabilitation Service, Child
Support Enforcement;
reorganization of HEW to join
Medicare, Medicaid and Quality
under one organization.
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Participants in Medicare Catastrophic
Coverage Congressional Action, former Members of Congress, and
senior HCFA/CMS retirees
(Arranged in alphabetical order)

and Means committee
staff.

Interviews Date of Topics
Interview
William Archer (R- |June 9, 2004 Topics include: service on House
) Ways and Means committee,
running for office in Texas,
Former Chairman of healthcare in Texas, need for
House Ways and malpractice reform, and the
Means committee challenges of controlling the growth
in health spending.
Brian Biles., MD October 9, Health policymaking in the House
Former House Ways 2002 and Senate in recent decades;

balancing the need to control the
growth in health spending with
efforts to increase health insurance
coverage; and Medicare
Catastrophic legislation.

Chuck Booth
HCFA retiree

March 29, 2004

Early years in the Social Security
Administration, launch of the
Medicare program, early years of
the Medicare program in systems,
and moving to more automated bill
processing.

Sheila Burke
Former staff to
Senator Robert Dole.

September 19,
2002

Working for Senator Dole in a
variety of roles, repeal of

Catastrophic and its impact on
subsequent health legislation.

David Durenberger
Former Senator.

March 31, 2004

Career in public service; health
care finance; health care
innovations in Minnesota; Medicare
Catastrophic legislation; Medicare
drug benefit, and the Clinton health

plan.
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Harvey Friedman
Blue Cross Blue Shield
Association retiree

December 15,
2004

Working for Blue Cross Blue Shield
Association in Chicago; launch of
the Medicare program from a
contractor’s perspective including
payment, administrative, and
operational reforms over several
decades.

William Gradison

(R-OH)

Former Member of
House Ways and
Means committee

March 5, 2004

Topics include: early years in
politics in Cinncinnati, Medicare
hospital payment reform,
Congressional committee
jurisdiction issues, Catastrophic and
its repeal, Clinton health reform,
history of health reform in the U.S.

Chip Kahn
Former House Ways

and Means committee
staff.

August 22,
2002

Working in a variety of political
campaigns and Congressional
positions as well as Catastrophic
legislation.

Judith Moore
HCFA retiree

April 21, 2004

Early years of the Medicaid
program, creation of HCFA, efforts
at health reform in several
Administrations

Patricia Neuman August 27, House Committee staff reaction to

Former House Ways 2002 organized opposition to

and Means committee Catastrophic legislation, efforts to

staff. save it and subsequent repeal.

Wendell Primus August 14, Medicare Catastrophic, working for

Former House Ways 2002 Chairman Rostenkowski, and

and Means committee Clinton era welfare reform

staff. legislation.

John Rother August 27, AARP's advocacy for the proposed

AARP official. 2002 law, communication with
beneficiaries, subsequent repeal
and its impact on health reform
more generally.
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Dan RostenkowskKi December 4, His lengthy political career,

(D-1L) Former 2002 including changes in Congress; his
Chairman of the House relationship with Presidents; and
Ways and Means the repeal of Catastrophic.
committee.

Marina Weiss Former [July 17, 2002 Enactment and repeal of

Senate Finance Catastrophic, working for
committee staff. Secretary Bentsen at Treasury
Department on Clinton health care
reform, and move to March of
Dimes.

HHH
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Interview with Joseph Califano

New York City on August 31, 1995
Interviewed by Edward Berkowitz

BERKOWITZ: I'd like to ask you about the Health Care Financing
Administration and a little bit about health care politics in the 1970s. Let's
talk first about HCFA. If you talk to others, as | have, about the starting of
the Health Care Financing Administration, people in the White House, they
all say, "That was Joe's idea. You'd better ask him about it." So my first
question is, was that your idea?

CALIFANO: Yes. What happened was after | was appointed | started | did
two things from Christmastime until January 20th, which was to focus on
people. I was interviewing maybe 10, 15 people a day and looking at the
way Health Education and Welfare (HEW) was organized: where the money
was, where the people were, what the functions were. We put together a
series of charts that started with the department and then took each piece of
the department. A couple of things became clear to me. One, when | went to
HEW, the Secretary had about 50 people reporting to him, a preposterous
span. Second, the common functions, whether it was health or cash
payments or what-have-you, were not broken up in a functional way. They
were broken up in a political way.

The political way was to keep Welfare and Medicaid, and poor people in one
place and to keep old people in another place. The fact that Medicare was
passed as an amendment to the Social Security Act was really a political
decision. That was politically the most feasible way to create a trust fund
and create a program that would get health care to old people, but Medicare
was basically buying health services. And Medicaid was hooked onto the
Welfare system, because that was the only way we could pass Medicaid in
1965. The whole thing that Johnson had with Wilbur Mills was also a political
accident. Mills basically was angry because the Kerr—Mills health care bill,
which provided some health care to poor people, he thought would help the
South.

Five industrial states got 90% of the money. So Johnson said, "Wilbur, the
way we'll do this is we'll create Medicaid. We'll hook it to Welfare so that
anyone who's eligible for AFDC (Aid to Families with Dependent Children) or
Supplemental Security Income (SSI) will be eligible for Medicaid, and maybe
a few other people. We'll leave some flexibility in for the states. We'll create
this concept of “medically indigent.” So that was hooked to Welfare really
because that was the political way to get health care to old people. But when
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you looked at, "How do you run this damn thing?" If you want to run it
efficiently, you put all the health together; you put all the cash payments
together. That was the concept of moving the Welfare program into the
Social Security Administration and moving Medicare and Medicaid together in
the Health Care Financing Administration.

BERKOWITZ: And you arrived at that idea while you were Secretary in
January or before then?

CALIFANO: Between December 23rd when | was appointed and the end of
January. When | got to HEW, | then had Hale Champion and Tom Morris and
Bruce Cardwell, the Social Security Administrator. Mostly Hale and myself
and Tom Morris, but also Bruce. This was before Tom became Inspector
General. Hale was my Under Secretary. We had Tom working right in an
office next to me because 1 just didn't want any leaks. It was part of
reorganizing all of HEW. We actually were so worried about leaks that | had
all the charts made in the Pentagon.

BERKOWITZ: Some people might say if they were cynical, that this was
Joseph Califano who is billed as a Washington insider, which was a double-
edged sword in 1977, but nonetheless knew how to get things done, and this
was your effort to read Carter. That Carter was big on this reorganization,
and you knew he'd be receptive, and therefore you went ahead on this as an
early initiative, which showed that you could get stuff done. How would you
critique that reading of the events?

CALIFANO: Carter wanted the government run efficiently, but that really
wasn't the basic reason. | wanted to prove that the Great Society programs
could be managed. That was number one. Number two, | wanted to get
across to the liberals that you had to have competence and efficiency as well
as compassion. There was no sense of efficiency among the liberal
establishment, no sense of what that meant. For example, the Child Support
Enforcement program. | went after fathers in the Welfare program with
Russell Long. The liberals were all aghast in those days at doing that. |
found out there were a billion dollars in college loans unpaid, and we hadn't
sent anybody any bills. Nobody pays bills they haven't gotten. It was a way
of getting it done.

It's a digression, but | want to deal with your point. Leo Kornfeld was
running ADP, the check writing company, Automatic Data Processing. | went
to him and said, "I want you to take over this college loan program and get
these damn things paid.”" HEW kept records on shoeboxes, index cards. |
couldn't get Leo and seven or eight people on the payroll fast enough, so |
had them create a non-profit corporation so we could get started on the
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thing, gave the corporation the job, and then ultimately we worked through
Civil Service and brought them into HEW.

It was crazy to have Medicare and Medicaid separated. We lost all the
leverage. And that's what it was about. The overall reorganization of HEW
was to make it so | could run it, or anybody could run it. Sure, Carter
wanted the government to be more efficient. That's one of the things he ran
on. That's one of the things | admired about him. He understood the
importance of that issue. Indeed, if we had more of that, we'd have less of
what we have today in terms of the tremendous reaction to waste in the
social programs.

BERKOWITZ: Did you talk to anybody? For example, this SRS (Social
Rehabilitation Services) which was essentially being reorganized out of
existence. That was originally the brain child of John Gardner when he was
Secretary. Did you call him and say, "John, I'm thinking about taking out
SRS. Got any ideas about what | should do?"

CALIFANO: I didn't call John. To be honest with you, this was done very
tightly. 1 thought any leak would make it almost impossible to do. | was
ready to announce it when | briefed the President. We gave it a couple of
days between that briefing on March 3rd and announced it on March 5th. |
didn't even want to take a chance over there at the White House. By the
time | briefed the President | was all set to go, and 1 did it with a very small
number of people. Indeed, | didn't talk to Tom Tierney until the day we
announced it. | called him that morning. | thought it was right. I'd been
immersed in the whole place for six weeks, and | realize that doesn't make
me an expert, but these were fairly broad strokes. [Don] Wortman was
involved too. These were basically career government employees. | wasn't
dealing with guys that were coming to do some political thing. If they'd
thought | was crazy, they would have told me | was crazy. | used as a
lawyer Dick Beatty who now runs Simpson, Thatcher and Bartlett. | just
said, "I'm going to do it. You've got to find a way to make it legal. We're not
going to go to Congress, we're not going to get a law, we're not going to do
anything else. We're just going to do it."”

BERKOWITZ: And your instructions to Wortman and these others were, "I
have these basic ideas that income maintenance should be with income
maintenance, health should be with health. You work out the details.” Or
were you more explicit than that? Did you say, "l want Medicare and
Medicaid to go together, | want AFDC out of SRS"?

CALIFANO: I said | wanted Medicare and Medicaid together. | gave them
the big pieces like that, but | also followed this every inch of the way. |
didn't say, "Go and then come back to me in three weeks.” I'm sure | met
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with them ten times, certainly with Hale and Tom Morris, as this was being
put together.

BERKOWITZ: As those six weeks were going by that these people were
working on the plan and you were writing maybe a weekly memo to the
President saying, "Here's what's happening at HEW." Did you say anything
about this? This was really kept confidential even from the folks in the White
House.

CALIFANO: Yes. | didn't want any leaks. If you look what happened, if you
get the Congressional Record the day after we announced it—the day we
announced it—John Brademus went ballistic on the issue of consolidating
rehabilitation services. We had this array of Disability programs scattered all
over the department. If I could have, | would have repealed all of them and
had one Disability program.

BERKOWITZ: Brademus was very big on vocational rehabilitation, which
had been the cornerstone of the Social and Rehabilitation Services.

CALIFANO: And when they went to form the Department of Education, they
moved some of that stuff in there just because they were angry. It had
nothing to do with logic. He [Brademus] was very angry, several people up
there were very angry, but there was no other way to do it. If I'd thought |
knew another way to do it, I would have done it. It would not have gotten
done. When we ultimately moved Medicare and HCFA out to Baltimore and
actually consummated the physical move of workers together, | said to
Leonard Schaeffer, "You've got to get this done. We're going to announce it
and do it. It's going to be done before Congress comes back into session.” It
was late '77. | knew if I did it while Congress was in session they'd say, "Let
us have a hearing. Let us do this and that. Can't you hold it up? Why are you
so arrogant?” | remember Mac Mathias and Gladys Spellman both raising
hell publicly, but then both of them calling me up privately and saying,
"We're glad you're doing it. This is the way to do it. Don't worry about it. Go
get it done." But these things are not easy.

I originally hired Bob Derzon. It was my mistake. | was so focused on over-
hospitalization as the killer in our health care costs, that | brought in Derzon
who | thought knew hospitals. You learn as you go along. Fortunately | think
I was absolutely right about putting Medicare and Medicaid together, but |
was wrong about the talent needed to run it. As | got to understand what
they did, | realized that we needed a really tough son of a bitch who could
administer something, who understood systems, and could get the right
systems in place. We were writing twenty million checks (?) a month.
Incredible. And that's when 1 fired Derzon and brought in Leonard Schaeffer.
And Schaeffer was the right guy. | was lucky.
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BERKOWITZ: Was it Hale's idea to bring in Schaeffer?

CALIFANO: We originally brought in Schaeffer as the Assistant Secretary
for Management and Budget. Did you ever read Governing America

BERKOWITZ: Yes.

CALIFANO: | had Jim Gaither—Jim Gaither gave three months of his life. It
was incredible. That's what made HEW. If you had to say who did HEW, I
had a guy that was really out there getting me the best people. |
interviewed two or three people for the Management and Budget job. | don't
know where Schaeffer's name came from. You'd really have to look in the
files.

BERKOWITZ: Hale knew him from having worked in Illinois for Governor
Walker in Budget Office.

CALIFANO: He ran the Mental Health system out there for a while. That
may have been how he got into the pot. | just don't know.

BERKOWITZ: How about Derzon? How'd he get into the pot?

CALIFANO: | don't know. That you really would have to talk to Jim Gaither
about. Jim Gaither was there and when he left | brought in Peter Bell
because the one thing I learned in the first ninety days was that executive
recruitment at HEW was a permanent job. There were so many jobs that
were critical to making the place roll that somebody had to be doing nothing
but looking for talent. | brought in Peter Bell and he did international
programs and recruitment.

BERKOWITZ: Let me take you back now to the White House briefing for the
President on HCFA and on HEW reorganization. What are your memories of
that? Presumably a few days before you called up Hamilton Jordan or
someone and said, "We'd like to come over and do this."

CALIFANO: It would have probably been Eisenstat [Stu Eisenstat] or the
President, either one.

BERKOWITZ: And you said, "We'd like to make an appointment to talk
about reorganization.” That took place in the Cabinet room?

CALIFANO: Yes. There's a picture of that in Governing America, | think.
There were several pictures taken, | remember that.
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BERKOWITZ: In the room, as you describe in Governing America, Hale was
there, and you were there. Hamilton Jordan I think was there. [looking at
the book]

CALIFANO: It was Tom Morris and myself, Eisenstat, Jack Watson,
Mondale, the President, Harrison Wellford, and I guess that's Hamilton
Jordan next to President Carter, partially obscured.

BERKOWITZ: Do you remember the President's demeanor when you went
through this exercise?

CALIFANO: He was ecstatic. Literally his eyes were just bulged, and
Mondale was very happy because Mondale had recommended me to Carter.
Here was somebody coming in and really delivering something that he
wanted. Then Dave Broder of the Washington Post did a fantastic story, front
page, big headline, lead story. This is what Carter's all about. It went very
well. That briefing went very well. The President was ecstatic. After the
announcement to the press, | then had a series of meetings in the HEW
buildings with all the employees we could cram into each floor. | said, "This
is step one. This gives us the machinery and now we're going to run this
place—coming in after Nixon, after Ford—we're going to do the things that
we're supposed to do."” It all went very well.

But what | learned about Washington, it was the first time | really started to
appreciate how locked into special interests the Democratic Congressmen
were, and, secondly, how distrustful they were, because of the sourness of
Nixon's not enforcing the laws for eight years, what that had done, and,
thirdly, how jealous they were of their power. In a funny way, it really didn't
make any difference to the barons on the Hill whether the guy in the White
House was a Democrat or a Republican; they didn't want too much power in
the executive branch any more. | was struck by that and recall telling Hale,
"This town has changed.”

BERKOWITZ: That's interesting. It was your initiation back into the power
game there. What about the results of that? There's a quote from Robert
Ball, who obviously is a self-interested observer, who said that the creation
of HCFA produced only an average result. The superior Medicare program
went down a little bit and the inferior Medicaid program went up a little bit.
The net result, he was implying, was zero. Do you think that's fair or do you
think this really achieved the sort of synergy and management efficiency
that it was intended to?

CALIFANO: | think it achieved some management improvement, some
savings. | think more importantly it helped to focus the department on costs,
on efficiency, on driving home these things. It also dramatizes that doctors
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get paid less for Medicaid patients than they do for Medicare. If | had had
the power, if we had had our national health plan, we would have merged
Medicare and Medicaid. I've always thought that it should be one program
with some kind of employee mandate for the rest of the country, but that
just wasn't to be. It's a political accident and a political reality that poor
people have less clout than old people, that they're separate programs.

BERKOWITZ: How far does this logic of reorganization extend then? Why
not have a separate Disability bureau, if we can have Vocational
Rehabilitation and Social Security Disability Insurance (SSDI) together? Why
did you oppose the Department of Education, which you could say is just
another step in the same direction?

CALIFANO: The reason the Department of Education made no sense to me,
and still makes no sense to me, is that basically the Department of
Education does two things. It hands out elementary and secondary
education money. That's done by a formula, it's a negotiated treaty on the
Hill now, and we just write the checks. But when you write the checks
they're for schools that are full of people who are on Welfare and who are
getting Medicaid. So | think that it helps to have all of that together because
it's focused on the poorest people in the country, and it makes you better
able to see them as people rather than see them as a kid in school, rather
than somebody getting a Welfare check, or as somebody getting a little
health care.

The other function is the higher education program, and that really is a
check writing operation too. You're giving grants and loans to a bunch of
students. We're not really administering that program; the universities are.
If you look at those two functions, | don't believe the federal government
has a major role in terms of academic standards or excellence. Thirdly, I
think when you create a Department of Education, | worry to this day about
the intrusion of government on the academic community. | used to talk to
Derrick B [President of Harvard] about it and to Giamatti. Some of the things
colleges and universities are living with now, the civil rights issues and the
investigations that they have sparked, the fact that with federal money goes
federal interference—there's no federal money without strings—and the
dependence of some of these universities on federal money, to get this all
concentrated in a Cabinet department | didn't think made a lot of sense.

BERKOWITZ: So it was more than turf?

CALIFANO: Oh, yes. Fred Bohen is somebody you ought to talk to. Actually
Bohen was involved both in HCFA and all of this stuff. I should have

mentioned him. He and Hale were involved in everything that we did in this
area, of course. He's [Bohen] over at Rockefeller, he's the chief executive of
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the Rockefeller Institute here. It was not turf, no. There was no turf. Grace
Alvarez came to me with the Community Relations Administration about six
months into the Carter administration. She said, "l want to fold this into
HEW." | said, "Why?" She said, "We're hanging out there with half a billion
dollars and it's a disaster. It's really just a pork barrel for Congressmen. |
have no power. I can't do anything.” I said, "I don't want to get into that. |
have enough problems.” It probably belonged in HEW, but | said, "I've got
more than enough problems." This was not a turf issue. What | didn't realize
was the level of the commitment Carter had made to the National Education
Association.

BERKOWITZ: And for some reason Senator Ribicoff was keen on that
Department of Education.

CALIFANO: Ribicoff basically couldn't run HEW, and he didn't think it was
runable. When I went to see him—my courtesy call—he said, "It can't be
run,” so he couldn't admit that it could be run.

BERKOWITZ: That's interesting. | want to talk also about hospital cost
containment in the Carter administration. The bottom line question is why
we didn't get it. If you look at that proposal today it seems a very heavy-
handed regulatory mechanism that would not fly in the modern policy
environment. Do think there was a chance to get that hospital cost
containment measure?

CALIFANO: I think we ran into for-profit hospital money. | think Michael
Bromberg was very smart, absolutely first-class, he really knew what he was
doing. | also think—God knows I made plenty of mistakes in the course of
that—we didn't lay the groundwork. The case got made after the law went
up there, if you will. We could have done a lot better at making the case in
advance and starting to build a constituency.

Number two, we really should have gone through Congressman by
Congressman to make sure we had a Democratic majority before we
unleashed that bill within the subcommittees and the committees within
Ways and Means, and Senate Finance and Government Operations
committee, Paul Rogers' subcommittee. We actually got it out of Paul
Rogers' subcommittee, but we couldn't get it out of Rostenkowski.

Thirdly, Carter made some political mistakes with Rostenkowski. Basically,
Rostenkowski wanted his guy that ran the HEW regional office to be one of
his cronies. | interviewed him and | talked to Carter about this matter. The
guy was incompetent. That's a given. He could not run that office. Twenty-
five billion dollars was going through that office, or some staggering amount.
But | came up with the idea of making him the regional guy for HEW,
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making Wilbur Cohen's son the deputy, making Rosty's guy a ribbon-cutter,
cutting a deal with Rostenkowski in which this guy would leave at the end of
the year. So we'd put him in sometime in '77 and he'd be out in a year, and
he wouldn't do anything. Cohen would run the place. Rostenkowski would
have bought that, but the President wouldn't buy it. He thought it was a
corrupt kind of deal. I just hit Carter at the wrong time. | remember him
saying, "All these guys want is these regional directors' jobs. I'm sick of it.
They don't care about the country.” It was a bad day.

If you work day in and day out for somebody like Lyndon Johnson you get to
know him, you know when bad days are. Unfortunately when you're in the
Cabinet you see the President rarely and you don't know when you're going
to walk in there on a bad day. Something had really soured him on regional
directors and he wouldn't do it. | think | said to the President at that time,
"You'll never get hospital cost containment. A guy like Rostenkowski is
simply not going to do it." And then Rosty became a great promoter of a
voluntary program and a real enemy on that subject, so we couldn't get it
out of the House Ways and Means committee until Charlie Rangel became
chairman. Rangel was one of my oldest friends in Congress. I'd
recommended him to Johnson to be counsel for the Commission on Selective
Service. He was an Assistant U. S. Attorney up here in New York. So Charlie
was ready to go and we got it out, but the bill was slaughtered on the floor.

BERKOWITZ: Who was a player at that time? Was Joe Onek someone that
you dealt with on that issue?

CALIFANO: No, on this issue | dealt with Eisenstat. The other problem was
that Frank Moore, Carter's Congressional liaison, just tore it with the
Speaker and most of the Democratic leadership. He really tore it. | got the
Speaker to set up a special committee on Welfare to put Agriculture and
Labor and Ways and Means Committees together to do Welfare reform. Tip
[O'Neil] was having a lunch with Tom Foley and Al Ullman and the chairman
of Labor. Frank Moore arrives in the Speaker's outer office, and | arrive and
I'm intercepted before I get to the outer office by his secretary and she says,
"The Speaker wants you to go in this way." | go in the back door and the
Speaker says to me, "That guy's not coming near this lunch.” That was fine
with me. What was | going to say? We just walked out the side door and left
Moore sitting there. So we really had no significant White House support.

Contrast that with what it would have been like if I'd been at HEW and Larry
O'Brien had been in the White House with LBJ. So we were doing it
ourselves. Dick Warden who worked for me was better than the whole White
House Congressional operation put together. The guy we dealt with was
Eisenstat. | had very little dealing with people at the White House except for
Eisenstat.
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BERKOWITZ: Let me ask you one last question. Hale Champion tells the
story about how you went to Memphis to help out Congressman Ford, and
you came back and said something like, "All these people are from these
health care places. They are the real money now. They're really running
things,"” as if that was a real revelation. It seems to me that, that was a
turning point in your career, that after this experience at HEW you got really
involved in the health side and saw that as the crucial issue. Is that true? Is
this one of the things you took away from HEW?

CALIFANO: Yes. When | went to HEW | wasn't consumed with health. | will
say Bob McNamara told me he thought health was a big issue and | should
look at it. This was before | went in and | was talking to people. When |
started to really understand it, it became clear to me that if you looked at
that department Social Security was running on autopilot. Anything we did
with Social Security in administration as distinguished from policy, was going
to be tinkering with problems.

The Welfare program was important, but as | said in the book, at the time it
was really the Middle East and domestic politics. But health care was
growing so fast it was eating everything up, and health care was something
we could do something about and the country needed to be educated about.
And Carter wanted a health promotion program which is what got me into
smoking and all that stuff basically. Yes, | really got interested in health
care. | began to think that the country didn't understand it, and | wrote
America's Health Care Revolution, about which somebody yesterday said, "It
was 1984 or '86 when you wrote that and it's so prescient.” | said to him
that anybody that got immersed in this subject had to see that stuff. So,
yes, it had a tremendous impact. There's no question about it.

And when | got out two other things happened. One was Carey, when he
was Governor of New York, had a terrible political problem with heroin. He
was really getting hell kicked out of him for so much heroin in the state. He
asked me to come up and look at it, and | said I'd look at heroin if I could
look at alcohol. And | saw what an unbelievable impact alcohol and drugs
were having on hospital systems in every city in the state. Then laccoca
came and asked me to go on the Chrysler board and | turned him down the
first time because | was still tied up with starting my law firm in 1980. Then
he called me about four to six months later and had me come up here to
New York. He said, "You've got to meet me in New York, I've got to talk to
you." We spent three hours talking about health, and he said, "I can't save
Chrysler unless we get health care under control. You can do it and | want
you to go on the board. We'll set up a committee of you and me and Doug
Frazier." laccoca said he didn't want to fuck up the system and we've got to
deal with it. And | really got into it at Chrysler. I knew what we could do.
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Chrysler was a dream, in a sense, for me, because unlike the government,
we could put in the screens. | thought | knew what would work. The
Company was in extremis. The first thing we did there was we offered the
UAW (United Auto Workers) a check for a thousand bucks if they would take
a system in which you couldn't go to a specialist without going through a
general practitioner, because | thought that could reduce costs by 30%, that
alone. But the UAW wouldn't buy it, just wouldn't buy it. Then | realized the
UAW didn't trust us, so we went through a long, tedious set of discussions
with Doug Fraser and the union people. We started to put in all the old
screens, and in the first year of operation on a budget of maybe less than
$300,000,000 we saved $52,000,000 on hospital costs. Just by the simplest
kinds of things that are now what everybody's doing.

i
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Interview with Dr. Louis Sullivan, MD

Washington, D.C. on September 16, 2002
Interviewed by Edward Berkowitz

BERKOWITZ: Okay, today is September 16th and I am here in Washington,
D.C. with Dr. Louis W. Sullivan, the former Secretary of Health and Human
services. And let me begin by asking, you are the second doctor that ever
became a Secretary of Health and Human Services, and | guess the last one.

SULLIVAN: Yes.

BERKOWITZ: And I'm curious about that, how one would lead to another.
Did you foresee for yourself from the beginning a role beyond clinical
medicine in terms of administration and the like or—

SULLIVAN: Well, administration within the academic medical community
because | had been—years ago, of course, my training was in internal
medicine with subspecialty training in hematology and hematology research.
I had established the long-range goal of becoming chairman of a department
of medicine in a medical school by the age of 45. So, from that standpoint
there was that interest in administration, but not beyond that. As it turns
out, of course, | never became chairman of a department. | was recruited
from Boston University where | was a professor of medicine at age 41 to
become dean of the medical school that was being developed by Morehouse
College. So | really took a leap from being a professor to becoming dean of
the new medical school.

The essential link there that made that happen was this was my college alma
mater, because | never would have considered anything like that someplace
else. But, because of my allegiance to the college and my desire to
participate in the formation of a significant institution, that's how that
happened. So from that point | really became more and more involved in
administration and of course had not anticipated then becoming involved in
government. But | got to know then, Vice President George H.W. Bush,
when he came down to speak at the dedication of our first building we had
constructed for the medical school in July of '82. And that struck up a
friendship that developed so that when he was elected president he asked
me to join him as U.S. Secretary of Health and Human Services.

BERKOWITZ: | want to ask you about that. But let me just ask you first
about your life. Did you grow up in Atlanta?
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SULLIVAN: Well, I was born in Atlanta at Grady Hospital, the large public
hospital there, though when | was really less than a year old my folks moved
away—which was during the Depression, because | was born in 1933. And
my father was a life insurance salesman. And of course no one buys life
insurance in a Depression. They have more immediate concerns. So he left
with the family from Atlanta and moved to Albany, Georgia to become
partner in a funeral home there. And after two years with that he then
moved to a small rural community 60 miles west, Blakely, to establish his
own funeral home.

So my early years, | guess starting at kindergarten on, were in Blakely up
until I was in the fifth grade. Because the schools in rural Georgia in those
years of segregation were so poor for blacks, my parents, who were quite
committed to education, sent my older brother and myself, the two of us,
first to Savannah for a year and then back to Atlanta—from sixth grade on |
attended public schools in Atlanta, graduated from high school there. So in a
sense, | was born in Atlanta, early years in rural Georgia, and then from
sixth grade on, most of the time in Atlanta. Then, of course, Morehouse
College in Atlanta once | finished high school.

BERKOWITZ: So if I can ask you, you were how old in 1954 when the
Brown decision came—still in school, right?

SULLIVAN: | was 21. This is May of '54, so | was 20 because | became 21
in November of ‘54, right.

BERKOWITZ: So you were already through your primary and secondary
education.

SULLIVAN: Yes.
BERKOWITZ: Pretty much a segregated system?

SULLIVAN: Absolutely a segregated system. Yes, right. Those were bad
days which I'm pleased that they are behind us.

BERKOWITZ: And so where were you in 19567

SULLIVAN: I finished high school in 1950, finished college in 1954. So |
was graduating from college at the time of Brown v. Board of Education. So |
went on to medical school in the fall of 1954 and finished Boston University
in 1958, because in those years, you know, segregation was still in Georgia.
And I, as a resident of Georgia could not go to medical school in Georgia. So
that's how | ended up going to Boston University and the State of Georgia
paid the difference in tuition between the medical college in Georgia and
Boston University as well as differences in transportation costs.

CMS Oral History Project Page 25



BERKOWITZ: That's interesting. They spent money to keep the segregation
system going. Separate but equal.

SULLIVAN: Yes, right.
BERKOWITZ: That's not well known either.

SULLIVAN: No, actually there's a very interesting history behind that.
You've heard of a Southern Regional Education Board? The Southern
Regional Education Board was started by the governors in 1948 for the
southern states to provide medical education opportunities for blacks in the
11 southern states. That was to Meharry, initially, because Meharry also had
financial needs. So this was also to support Meharry. But it then grew from
medical education to other fields in higher education. Now it has evolved so
that it really no longer has anything to do with segregated education but
interstate compacts. For example, LSU has a veterinary school. The State of
Mississippi does not.

So there is a contract between the State of Mississippi and the State of
Louisiana to provide a certain number of slots for veterinary students from
Mississippi in the Louisiana State University School of Veterinary Medicine.
So the Southern Regional Education Board, which is a very important
regional educational organization, had its origins in this era to help
perpetuate segregation.

BERKOWITZ: And so there was Meharry, there was—

SULLIVAN: Howard. That was it. Of 80 medical schools in the country at
that time, those were the two that were predominantly black. And, of
course, none of the southern medical schools had any black students. And a
third of the medical schools in the country are in the south. So that was the
reality. And then for other medical schools around the country, there were
not many black students there. | was, quote, the black student in my class
at Boston University. There were two others in the whole school when | was
a freshman there. So whereas there were opportunities around the country,
they were really not that generous.

BERKOWITZ: Then what was your expectation that you were going to be an
academic doctor, I guess? You mentioned that you wanted to be the head of
a medical department, rather than, say, a doctor in a community that—

SULLIVAN: Well, that evolved. When | went to medical school my goal was
to become a family physician working in a small town in Georgia and when |
entered medical school I knew nothing about academic medicine, various
specialty areas. And so in medical school when | really learned about what
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the world of medicine was and what it consisted of, | found myself very
much attracted to internal medicine because there, you know, the cognitive
skills you need to be a good internist are really quite significant. That's
opposed to being an ear, nose and throat surgeon or a radiologist or what
have you, although one needs certain skills in those areas. And then | also
enjoyed laboratory work, including microscopy, which of course hematology
involved a lot of that. So really, as a process of evolution I went from the
idea of being a family physician in rural Georgia to being an internist and
then a hematologist, and then from there to becoming involved in medical
research, hematologic research, which is really the career that | pursued.

When 1 finished medical school I did two years of house staff training at New
York Hospital-Cornell Medical Center and then went back to Boston and did a
year of pathology fellowship at Massachusetts General Hospital and then
three years of hematology training at the Harvard Unit at Boston City
Hospital. And at that time my goal was really hematologic research. And
then that evolved into the goal of becoming chairman of a department of
medicine.

BERKOWITZ: | see. You were a man of science and medicine but you were
around Atlanta when the King family was there, and so on. Did you have
contacts of that nature or were you sort of outside the civil rights
community?

SULLIVAN: Well, first of all, Martin Luther King finished Morehouse College
in 1948. | was finishing my junior year in high school when he graduated
from Morehouse. Of course, | entered Morehouse in 1950. And, of course,
interestingly enough, he went to Boston University Theology School and he
left Boston in 1955 to go to Montgomery. And, then there were a number of
boycotts in Montgomery and elsewhere. So that's, of course, when he
became prominent. | did not know King, nor did I meet him actually until
1964 when he came to Cambridge to speak at Christ Church there when he
actually first spoke out against the U.S. involvement in Vietham. So when |
was in Atlanta, you know, the King family had not achieved the prominence
that they later did.

BERKOWITZ: Were you aware of his dad though, his being a minister?

SULLIVAN: Oh, yes, yes. His dad was also a Morehouse graduate and we
had daily chapel services. And his dad would at least once or twice a year
address the group there. His father was a very dynamic speaker. So | knew
about him but really didn't know his family.
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BERKOWITZ: You knew, of course, the senior King was a Republican by
political affiliation, as | guess a lot of people in his generation were. Was
that true in your family, too?

SULLIVAN: My father was a Republican. The first political argument that my
father and | had was in 1960 when | told him that | was going to vote for
John F. Kennedy for president and he was very upset about that. Because in
my father's mind, as in the case with many blacks of his generation, the
Republican party was the party of Lincoln, who freed the slaves. And the
Democratic party, which was really the political party in the South—there
was hardly any Republican party—the Democratic party was the party of the
poll tax and voter testing strategies to prevent blacks from voting. So, so far
as my father and a number of blacks were concerned, their image of the
Democratic party, you know, was a very negative one. And, of course, all of
that shifted, starting with Roosevelt and the New Deal, so forth.

BERKOWITZ: Your family would have played that out, | guess.
SULLIVAN: Oh, yes. Yeah, right.

BERKOWITZ: So this—let me ask you about this Morehouse School of
Medicine. Were you brought in after a sort of structure was there? How
much work did you have to do in terms of starting?

SULLIVAN: No, | was recruited back when the college trustees voted to
undertake the development of a medical school. So that was in March 1974.
And as alumnus for the college, | was asked to serve on a committee that
included other Morehouse College alumni who, like myself, were in academic
medicine positions around the country.

So this committee was asked to advise the college on this whole concept
because the college really had not been involved in medical education. And
this committee, interestingly enough, included not only myself but Dave
Satcher, because Dave at that time was out in Los Angeles at the King Drew
Medical Center affiliated with UCLA.

BERKOWITZ: And later surgeon general, correct?

SULLIVAN: Right, right. Then Henry Foster, who was a classmate of mine
who had been nominated to be surgeon general—and remember, was
rejected, was not confirmed—was an obstetrician. And Perry Henderson,
another classmate of mine who was deputy chairman of the department of
obstetrics/gynecology at University of Wisconsin, another classmate, William
Jackson, who was on the faculty of the University of Illinois, and other
classmates.
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Anyway, | think 12 or 13 of us were on the committee. So we came together
in the fall of *74. And among the first things we were asked was to give our
concepts of how this medical school should develop, what its mission should
be, and then to suggest possible candidates for the deanship.

So | got very busy and sent about two weeks later, a list of 11 names along
with some thoughts about the medical school back to the college,
whereupon about a week later they called me and thanked me for the list
but said they were disappointed that it was not complete. And of course as |
then started to protest, | was saying, "Well, what do you mean not
complete?” | said, "Oh, no, no. I'm not interested.” 1 was at that time
professor of medicine at Boston University, had a hematology research
laboratory, two NIH grants, a hematology training grant, two fellows training
under me in hematology and | was responsible for hematology at Boston
City Hospital.

And my wife was from Massachusetts. So, as far as | was concerned, | was
very happy. | was interested and wanted to support the college but I had
not envisioned myself. Because, quite frankly, you'll see a lot of things that
I've been involved in, | say, serendipity. They weren't really the result of a
conscious plan.

I never thought of, or dreamed of, becoming secretary. As | mentioned, |
got to know the Bushes because Vice President Bush spoke at the dedication
of our first building. We started our friendship then. He invited me to go with
him to Africa in November of '82, a two-week trip.

Barbara was on that trip with him visiting eight countries and | invited her to
come on my board, which she did in January of '83. So my wife and | were
coming in once every month or every six weeks to something at the vice
president’'s home, et cetera.

So we got to know them a while, and then | used that to propose one of my
trustees to be Secretary of Health and Human Services. And after Bush was
elected president | called him the next day to congratulate him and
reminded him of my trustee that | previously lobbied him as a good
candidate, who had actually been one of the finalists when Otis Bowen, my
predecessor, was chosen in 1985.

BERKOWITZ: So this is somebody | should know then?

SULLIVAN: He was a senior executive with a pharmaceutical company, an
M.D. and Ph.D., too, | believe, and had been a finalist. And he was
interviewed by Don Regan, then chief of staff, as were the two other
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finalists. And somehow that interview did not go well, so that was the end of
his candidacy and Otis Bowen was chosen.

So when the '88 campaign came around and Bush was doing well, after the
June Super Tuesday primaries my trustee then told me that he was
interested in trying again to become secretary; would | support him?

| said, "Sure, I'll be happy to. I think you'll be a great secretary.” So that's
when | first spoke with Bush about him in June 1988. Then a few months
later, after the election when | called the next day to congratulate him |
again said, "Remember so and so that we have talked about whom you
know because he had been at some receptions for the board that Barbara
had hosted."

So he called me about a week later and said, "Lou, I'm looking at your man
there but I'm not getting the feedback I think I need to really go forward
with his name. So | wonder, would you be willing to come up? I'd like talk
with you about this." Just that was it.

After that call, what did he mean? Does he mean he wants to talk with me
about the candidacy of my trustee or did he mean that he wanted to talk
with me about becoming secretary? That was really a puzzle, and I didn't
have the nerve to call him back. So when | came up, | had no idea what.
This was just before Thanksgiving. So sure enough, that's when he asked if |
would join him in his cabinet.

BERKOWITZ: | see. Who else did you meet with besides the president?

SULLIVAN: With Bob Teeter and with Craig Fuller. He was Bush’s chief of
staff as Vice President. He's now with one of the pharmaceutical drug store
chains. I met briefly also with John Sununu. I met with Bush about 30
minutes, who talked to me about it and at the same time he said, "You
know, I'm not sure frankly that I'm doing you a favor to ask you to serve
because this job has the reputation of being the most unmanageable job in
government," et cetera.

"But,"” he said, "you'd really do me a big favor and the country a great
service and | think you would be a very good secretary.” So | was flattered.
Meanwhile, with this question, | had already talked to the chairman of my
board of trustees, and other than saying | was coming up, | wasn't sure but
I thought this might be going to happen. | wanted to get some feedback
from my board and also | spoke with the speaker of the Georgia legislature,
who is still there: Tom Murphy. He's the longest serving speaker now in the
country. Because as a private school Morehouse School of Medicine is
getting state support and Tom Murphy is a Democrat.
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So, one of my concerns in terms of my school, was how he would react. So |
went to see him. He is a heavy, tall guy, chews tobacco and puts a stare on
me. He says, "Well, I don't know. You know, | don't think there's a dime
worth of difference between Bush and Dukakis. So if he offers that to you,
you go ahead.” So | had his blessing.

BERKOWITZ: Is that the only job you would have taken? Did you think
about other jobs like director of the National Institutes of Health. There's a
lot of other medical jobs in the federal government.

SULLIVAN: No, that was it.
BERKOWITZ: This was the only one that would really draw you.

SULLIVAN: Yeah, right, because frankly, first of all I'm pleased that | had
the opportunity. I'm pleased with my service. But, at that juncture | really
was not that interested. | had a new school. Frankly, part of my plan was,
with my trustee as secretary of HHS and with Bush in the White House, |
would be sitting right there to really—

BERKOWITZ: Get all the money.

SULLIVAN: Yes, right. So that was really, really my plan. But no.
BERKOWITZ: So this was really serendipitous, as you said.
SULLIVAN: Yes, right.

BERKOWITZ: What did you do? Did you start reading about HHS or looking
for models of good HHS Secretaries?

SULLIVAN: Well, first of all, when | met with Bob Teeter and—
BERKOWITZ: We'll get that other name.

SULLIVAN: Craig Fuller, yeah. Met with them and | must have spent a
couple of hours with them. | spent a half-hour with Bush, a couple of hours
with them, briefed me, and among the things of course they, sort of
immediately, "Don't talk to the press. Don't say anything to anybody except
your wife. Keep a low profile."

Because of what had happened, frankly. |1 stayed at what was then the
Sheraton Carlton Hotel on 16th Street. So | came in the night before and
had an 11 o'clock AM appointment. But | was so nervous about a possible
problem with planes, I came in the night before. So then | walked from the
Sheraton Carlton across Lafayette Park, came over by the entrance to the
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White House between the Old Executive Office Building and that circular
driveway leading up to the White House.

But there were cars parked in that circular driveway, so when | got there to
the security gate they said there was some foreign dignitary visiting, so this
was closed for security reasons. They directed me over to the Old Executive
Office Building to go in the gate over there.

What had happened is, as | crossed Lafayette Park there were a cluster of
photographers and television cameras there. | thought they were there
focusing on whoever was in the White House. | got about two feet away
from the curb and someone said, "There he is."”

The cameras turned around and, "Dr. Sullivan, | understand you are meeting
with President-Elect Bush. Is he going to offer you the job of secretary?"

And | said, "l have been asked to meet. | have no idea what." They said, "If
he offers you the job, will you take it?" | said, "l really don't know what it is
and | would rather not try to speculate.” So now I'm trapped out here with
this gate closed and | have to walk down with these people trailing behind
me. | got through the gate going into the Executive Office going down
Pennsylvania Avenue, got up there, and so they typed me into the
computer, et cetera.

They said, "Oh, yes, the other gate is now open, so rather than going
through here—

BERKOWITZ: The northwest gate, the one next to it?

SULLIVAN: Yeah. "Would you go back there? They'll let you in." So | had to
go back and sure enough. But the only thing I could imagine is my wife, who
is back in Atlanta, seeing me on television looking like a fool with this cast of
people. Well, that was the first and only time | have ever gone to the White
House walking. Because everybody else | saw was going in cars. | was so
uninformed and so naive about the ways of Washington and all of the
interest in political things of the new administration coming in. | had no idea
that anybody would pay me any attention. All of a sudden. So when later on
in the White House they told me to keep a low profile, | appreciated what
they had to say. You have a lot of information. They gave me briefing books.
They said they would be sending me things.

And of course | really met with some of the people who were familiar with
the department. Do you know Debbie Steelman, by any chance? Well,
Debbie Steelman, of course, had been part of Bush's campaign. She was one
of the people to brief me on the department and the various people and
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names. And actually | had tried to recruit her to be my deputy secretary but
she wanted to stay in the private sector. So | had a lot of help from people
like her and others to brief me on the department.

BERKOWITZ: In terms of getting confirmed, did you have good relations
with your Congressional delegation? I'm not sure how many Republicans
there were from Georgia at that time but—

SULLIVAN: Gosh, there was Newt Gingrich.
BERKOWITZ: Of course.
SULLIVAN: Let's see.

BERKOWITZ: Who was close by to you, right? He was from the Atlanta
area?

SULLIVAN: Oh, yes, because | knew him but at the time this happened I
was no longer in his district. But when he was first elected | was in his
district. And he came by the medical school and he was very interested and
very supportive of what we were doing. He was very supportive of my
becoming, you know, secretary. So he was—frankly, he was the only
Republican at that time. But | had to meet with the other members of the
Georgia delegation.

BERKOWITZ: Senator (Sam) Nunn and—

SULLIVAN: Right. And of course my instructions then were always just to
meet with them. No statements to the press. But of course for congressional
courtesy and to get their support | needed to do that. But | had to meet with
members of the Senate, Orrin Hatch (R-Utah) and Arlen Spector (R-
Pennsylvania), Allen Simpson (R-Wyoming) and Ted Kennedy (D-
Massachusetts) on the Democratic side.

BERKOWITZ: (Henry) Waxman (D—California)? Had you had dealings with
him?

SULLIVAN: Yes, I met with Waxman. And actually, he knew me and | knew
him because | had of course testified before his committee a number of
times for things, you know, on behalf of the medical school. He was cordial.
Interestingly enough, | guess | would say the average reaction from my
Georgia delegation, | think they all were very pleased and very excited. The
others like Waxman, Democrats, were correct, cordial, but not overly so. On
the Republican side, it was as though I had known them all my life. So I'm
beginning to see all these things.
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BERKOWITZ: And you got finally on the job officially when, exactly?

SULLIVAN: My confirmation vote was March 1st, 1989. | started then. | was
really working within the department but not occupying the secretary's office
up until that time because Otis Bowen was staying on until my confirmation.

BERKOWITZ: So now let me ask you a little bit about stuff on your plate
there. I'm interested in the catastrophic health insurance legislation which
had been passed in 1988 and would be repealed in 1989, very soon after
you got on board (in May of 1989). What were your feelings about it? Were
you in on that issue? As | understand it, you opposed repeal? Was it—I
thought—I understand but | have read that you were reluctant to—for
repeal.

SULLIVAN: Yes.

BERKOWITZ: You were kind of keen to keep those additional benefits in
Medicare. Is that true?

SULLIVAN: Yes. Basically, the argument that I made, which obviously didn't
carry the day, was this: that the Congress had worked and passed it. It had
some good features and we should at least wait and give it a chance to see
how it works out as they implement it. But that was like water on a duck’s
back. I think the momentum for repealing it had really become so strong,
you know, by the time | was confirmed which was, what, two months before,
that that argument didn't carry the day. No, | had hoped to—to indeed avoid
that repeal but didn't carry the day.

BERKOWITZ: Who were you talking to about that issue in the White House?

SULLIVAN: | had their blessing, you know, for that. But, you know, they
were not particularly happy with it but they were not actively working, you
know. This was really, you know, Republicans in the Congress. And of course
the other thing was the fact that the seniors were so angry because
remember the Rostenkowski incident.

And see, what happened was Congress had passed this and they were
patting themselves on the back. And here it was a few months later they
were being hounded and chased by angry seniors because the seniors didn't
understand at the time that they would have to pay the premiums for this. A
lot of the congressional votes, as | see it, were self-defense because it
became something that people didn't want to have anything to do with, you
know.

BERKOWITZ: When you were secretary did you take more involvement in
the health issues because you knew about those? It's such complicated stuff.
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The welfare stuff is very complicated. The Social Security stuff is very
complicated.

SULLIVAN: Sure.

BERKOWITZ: Even the technical aspects of the Medicare reimbursement is
awfully complicated.

SULLIVAN: Sure.
BERKOWITZ: How did you divide up that stuff when you were secretary?

SULLIVAN: Yes, right. No, I really turned over the leadership on those
things to several people, you know, in the department. Gail Wilensky on
Medicare stuff. Then Jo Anne Barnhart, who is now Commissioner of Social
Security, on welfare issues and Gwendolyn King, you know, for Social
Security. So my style, frankly, was to consult with them, hear their
positions, see if we could poke holes in it and if we could then find solid
solutions to support them.

I knew that | could not manage all those things, so | gave the leadership to
people directly responsible for the program. So really my goal when I came
in, was to strengthen medical research, increase support for the health
professions, education, increase minority representation in the health
professions, increase minority appointments in the department because |
worked—and successfully, | believe—to appoint women and minorities to a
number of senior positions.

The first female head of NIH, Bernadine Healy, first female and first minority
surgeon general, Toni Novello, a Hispanic; Gwen King, a black, you know,
Commissioner of Social Security and also a female. Let's see, not
immediately, but my third—I had three chiefs of staff. My third chief of staff
was Robin Carl, who had been my executive secretary when | first came in.
After the Bush administration was over, she went to the Hill to become clerk
of the House, the first female clerk in the House of Representatives in the
nation’s history. | also worked to see that women and minorities were
appointed in significant numbers on advisory committees for the FDA (Food
and Drug Administration), CDC (Centers for Disease Control and
Prevention), NIH (National Institutes of Health), and so on.

BERKOWITZ: So that was an issue on which you thought that the prestige
of the secretary should be put into?.

SULLIVAN: Yes. When Bush did ask me to be secretary, in a sense |
thought that was what was going to happen. | thought this through. What
were the things | would want to do? So | talked with him and told him that if
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I was the secretary these are the things | would want to really push on:
addressing minority health, increasing minority representation and
representation of women.

And he said, "Lou, | fully support that." So that was it. So those are the
things that | really focused on. The other things where | really had no
expertise | didn't pretend to try and do them. And | frankly felt that Gail
Wilensky and Gwen King and Jo Anne Barnhart—

BERKOWITZ: It was a great team. Very competent bunch.
BERKOWITZ: And so—and you stayed a long time.
SULLIVAN: The whole four years with the Bush administration.
BERKOWITZ: Which is not that usual for that HHS position.

SULLIVAN: Because when | left | was the longest-serving secretary
because Otis Bowen, my predecessor, served 37 months. He had the record
when | came in and | served 47 months.

BERKOWITZ: So you stayed because you found the job stimulating or the
president compatible, both of those things?

SULLIVAN: Both. | found the job stimulating. I found that in some ways

when he could not support me publicly for his own political reasons, | still
got quiet support. For example, as you know, | was very outspoken about
tobacco use.

BERKOWITZ: Which is another sort of traditional thing for an HHS secretary
to take a leadership role on in some ways and you continued that.

SULLIVAN: Sure, exactly. Exactly. So, | tried to get the president to sign an
executive order making all federal facilities smoke-free. | was able to get the
ash trays removed from the Cabinet Room in the White House. | was able to
declare all HHS facilities smoke-free. And | worked towards getting all
federal facilities smoke-free.

And when | took this idea to him he said, "Well, Lou, that's an interesting
idea but to do something like that we need to put it through clearance,”
which meant | had to really put it through all of the other cabinet agencies
to get their responses.

The State Department came back with objections. They smoked in their
treaty rooms. There they are dealing with major political issues, trade and
war and peace, and were we going to really have a tense environment
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because people couldn't smoke there? So we made an exception for that.
The Interior Department said, well, our facilities include things like the
Washington Mall. Does that mean that people can't smoke on the
Washington Mall? And of course we had to rework the proposal. Basically
they were not supportive.

But to make a long story short, we started this in January of '90. We finally
got the thing finished in January of '93 about 10 days before the end of
Bush's term. We had gotten sign-offs for all of the cabinet agencies except
the ones who opposed it, such as Agriculture.

BERKOWITZ: They have their own constituency of tobacco farmers |
suppose.

SULLIVAN: Yeah, right. And then Interior, although we had a good reaction
from Secretary Manuel Lujan Jr. But, to make a long story short, this damn
thing disappeared. Nobody in the White House could find it. Well, now, one
of Bush's aides over at the White House had worked for Philip Morris and
when he left the White House he went back to work for Philip Morris. | can't
prove this, but my suspicion was that he made that document disappear.

It finally showed up the day before Bush was to leave office, | think the
morning of the 19th. And I called over. So he spoke to me and said, "Lou,
we've finally gotten this thing you've been talking about. It's here. But, you
know, this is such a sweeping thing | don't think I should really sign
something like this. I'll leave it for President Clinton to decide what he wants
to do."

I said, "In a sense that's not fair to him to kind of dump this on him."” So
that was the end of it. Clinton comes in. He declares the White House
smoke-free. So | was happy on the one hand but also ticked off, you know,
on the other.

BERKOWITZ: When you got back to Atlanta after being secretary of HHS
had you learned a lot? You must [have] had a good sense of what was going
in the federal government with regard to health care. So it was helpful to
you in that way?

SULLIVAN: Oh, yes. Absolutely. I learned the department well. And frankly,
being new to the department, not having been in government before, when |
met with the senior executives in the department, including the SES
employees, | just said, "Look, you know, I'm new to government. | need
your help. You need to teach me about the department and I'm going to do
everything | can to support you. But don't hesitate to come up with ideas.
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Challenge me if you feel that, you know, you have a better idea or you don't
agree with something. And there’s no such thing as a bad idea.”

Frankly, with that | was able to develop a very good relationship with the
department. Overall, | think | had a pretty good tenure. But 90 percent of
that was not me, it was the employees. They appreciated not being talked
down to, not being taken for granted, but becoming, you know, my partners.

And | also traveled. | visited each of the 10 regional offices at least once a
year. And even Social Security offices in a lot of other cities. And also, you
know, I walk every morning and | also would send word on in advance. I'll
be in Denver, you know, on the 19th. I'll be walking in such and such a park,
invite any employees who want to walk with me. So | really tried to make
myself accessible. And | enjoyed it because | was learning the department.
And you go to Denver and they had a different issue, they had another in
San Francisco and so forth. So at the end of my tenure, | felt that | knew the
department well. | knew a lot of the people in the department. | also knew
other agencies because of my interactions with them, as well as a lot of
private sector organizations.

You know, | met Betty Ford with the Betty Ford Clinic and Barbara Sinatra
with her children’'s child abuse center and people like that. So, no, there's no
question that when | went back to Atlanta | had a much broader view. | had
been well educated. | developed a lot of relationships and contacts which
were helpful for me back in Atlanta, whether it was recruiting people, raising
funds or whatever.

BERKOWITZ: | see. So let me ask you just—just two more questions.
Number one is after you left if you could have changed anything about the
department without, you know, assuming away a lot of political hassle and
stuff. Was there anything that you thought, geez, if you only did this, this
would be a much better way to run the government? Like, for example, is
HCFA—should it be running Medicare and Medicaid both? And of course
Social Security today is not even part of HHS.

SULLIVAN: | know, which I think is a mistake because there is so much
interconnectivity between Social Security, and a number of other HHS
programs. And also I'm not sure what's happened now but we kept the
information on the same computers. So | would not have separated Social
Security out.

But let's see. There are a couple of things | would have done differently.
One, it's not minor but not earth-shaking. One of the things I tried to do was
to open up VA hospitals to non-veterans. | went to Edward Derwinsky who
was, of course, the first Secretary of the Veterans Administration. | told him
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about the VA hospital in Tuskegee, Alabama, which really predated the VA
system. It was built in 1924 for black veterans of World War 1.

Tuskegee Alabama is in a predominantly black area. | think 60 percent of
the population or more is black. The one private hospital there had closed
about 7-8 years before. So people in Tuskegee, Alabama in those—in that
surrounding area who are not veterans would have to go to Montgomery or
to Opelika, Alabama 25 miles away if they needed hospital care. Meanwhile,
the Tuskegee VA was half empty. So | convinced Ed—and also we,
Morehouse, had an affiliation with that VA hospital. | convinced Ed that this
would be a good idea for the following reasons.

One, we would have additional funds coming into that hospital,
reimbursement for Medicare and Medicaid services. Two, the doctors and
nurses would be busier in maintaining their skills and three, it would help to
assure the longevity of that hospital because it would be making money
rather than losing money, and making it a more interesting hospital. And for
the non-veterans in that area, it would mean they would have a hospital
facility right there. Interesting enough, it took us more than year with our
attorneys working out the details for this. He was all for it. But when we
announced that we were going to have this as a test program, because he
had suggested we have two VA hospitals involved, the veterans
organizations went bananas.

All five of the veterans organizations went up to Capitol Hill. The Senate
voted 93 to 2 to instruct the two secretaries to cease. The veterans went to
the White House and told the president's staff that, if he didn't call these two
secretaries off, they would actively work against his reelection. So—and you
may remember, Ed Derwinski left, resigned from the VA in July of '92 to take
this political albatross that we had created away from the White House. That
is, he took the fall, saying that he had made a mistake and he apologized to
the president. That was really, frankly, for political reasons.

Fast forward to today. A lot of VA hospitals are half empty and are in trouble
because the World War Il veterans, as we had predicted, they are dying off
and so forth. But, you are right. I mean, the VA representatives said such
things as, "What if you have an amputee from World War Il or Vietnam in
bed next to a draft dodger who went to Canada?" Inflammatory statements
like that.

So, to make a long story short, we weren't smart enough. We really thought
only of the efficiency of our model. We weren't thinking of all the political
things. So that was one thing. The other perhaps even more significant thing
was | wish we could have gotten a health care plan introduced sooner.
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You may remember—because most people don't—Bush introduced in
February of '92 in Cleveland, Ohio at the Cleveland City Club, plans for
reforming the nation’s health care system, which was going to be a system
of tax credits for businesses and tax deductions for individuals. We had put
that plan together. We had it ready, frankly, in May of '91.

The White House said, "Don't send that over here. We're not ready for it."”
But I wish we had pushed harder because, being an election year, it was
immediately dismissed by the Democratic Congress, saying, well, this is
nothing but an election ploy.

And it may have turned out the same way but | really wish that we had been
able to introduce that, you know, in May of '91 or around that time. We
knew this was not a perfect plan. Our actuary estimated that, with this plan,
rather than 37 million uninsured we'd probably end up with 5 million
uninsured.

But we calculated 5 million the system can absorb through various strategies
of uncompensated care, et cetera, and preserve what we wanted to
preserve, that is, a mixed public-private system rather than government
taking over.

BERKOWITZ: —we have never solved that problem. So you are not alone in
that.

SULLIVAN: Yeah. Those are the things | guess | wish we had been able to
change. On the other hand a lot of things, the food label we introduced,
Healthy People 2000 that we introduced, the appointment of women and
minorities in senior positions, which | think has changed because nobody—at
least, | shouldn't say nobody—but it doesn't at all seem unusual to have a
minority surgeon general.

Because since Toni Novello was surgeon general, you know, we've had—
there was Jocelyn Elders—

SULLIVAN:—who was really very much admired. So, you know, | think we
hope to move the needle a little bit so that these things are no longer
something you sit up and take notice about because this is so different. So
those things | feel very good about.

BERKOWITZ: That's good. One last question. People talk about the elder
Bush as a compassionate conservative. Did you have glimpses of that that
the public didn't get to see?

SULLIVAN: Oh, yes, sure. The senior Bush's problem in my view, and |
think other people have stated this, you bring a television camera in, he
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becomes frozen, immobilized, waxen. Because, before those cameras come
in he's sitting like you and I, talking, laughing, very relaxed. But somehow
his comfort level with cameras is not high.

When he recruited me, he knew he was not getting a seasoned political
operative. He was taking a chance on me. And that, | am quite confident, is
because of the personal relationship we had. That is, he respected what |
knew. But also, I'm sure he knew that | did not know the ways of
Washington and bureaucracy and so forth. But he was willing to give me that
chance.

But I think he also was making a statement to the rest of the country. |
mentioned I met him when he spoke at the dedication of our first building in
July of '82. I went to Africa in November of '82 with him.

What happened was this. About a month after he spoke at our building
dedication he called me and said that he was planning a trip to Africa and he
was calling to see if | would be willing to go with him as part of his
delegation. And so | was surprised that things ... well, gee, Mr. Vice
President, | would love to go if | can. | have to see if | can arrange my
schedule. But tell me, what would be my role?

He said, "Well, Lou, you know, to be honest with you, we don't have an
Andy Young in President Reagan's administration and | should not go to
Africa as the vice president of the United States without some African
Americans in my delegation.”

He said, I'm hoping the president of Tuskegee University can go. And maybe
Art Fletcher, who had been assistant secretary for labor under Nixon. While
I'm meeting with heads of state, we'll have an itinerary for you. But for you
to be a member of our delegation would be great. | appreciated his honesty
and | also learned other things about him that most people don't know.

His mother was one of the founding directors of the United Negro College
Fund back in the late forties when the UNCF was formed. And ever since that
time there has been a Bush on the board of directors of the UNCF, support
for black colleges, et cetera. He was a very good friend of Fred Patterson, a
former president of Tuskegee—all those things which you would say, well,
gosh, as a political operative why wouldn't he use something like that?

But there's something about him that says, "No, this is exploiting a
relationship. I'm not going to do it." I'm sorry, another thing | should have
mentioned to you.

CMS Oral History Project Page 41



On this trip I noticed that Barbara (I frequently tagged along with her) spoke
often to adult literacy organizations. So on the way back | said, "Barbara, |
noted your speaking to all these literacy organizations in Zambia, Zaire,
Zimbabwe, and other places and that really—that's an aspect of education,
which is what I'm involved in. We need someone like you on our board.
Would you be willing to serve on our board of directors?"

And her response was, "Well, Lou, | don't know. I need to check with the
White House counsel. But that might take me two or three weeks. So let me
check and I'll get back to you.”™ | thought that was kind of a kiss-off.

Two days later she called. "Lou, | can do it. I'll be happy to be a trustee.” So
she became a trustee in January of ‘83 and served until '89.

But in 1989 C. Boyden Gray, the White House counsel, made her resign from
all non-profit boards. So she said, "Lou, I'm just sorry. They say | have to do
this.”

So | called Boyden Gray and now I'm coming in as secretary, throw some
weight around. | said, "Boyden, | don't understand what is the qualitative
difference between Mrs. Bush serving on the Morehouse School of Medicine’s
board if she is the wife of the vice president and she can't serve as the wife
of the president.

So Boyden looked at me and said, "Lou, the nice thing about being the White
House counsel is there is only one person | have to answer to.” | figured out
later it basically wasn't any legal reason, it was really political because she
got thousands of requests to serve on boards, etc. So if she said no to them,
"Well, why is it that you can't serve on our board and you're on the board of
Morehouse School of Medicine?"

Her level of prominence as the wife of the president obviously was much,
much greater than as the wife of the vice president.

BERKOWITZ: Well, thank you very much.
SULLIVAN: Okay.

i
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Telephone Interview with Donna Shalala

August 15, 2002
Interviewed by Dr. Ed Berkowitz

BERKOWITZ: August 15th, 2002 and | am talking to Donna Shalala, who is
president of the University of Miami. She is in her office in Miami and | am in
Baltimore. We are talking over the phone. And why don't we start by asking
you a little bit about how it is you actually became the Secretary of Health
and Human Services, and by my account the longest serving Secretary of
Health and Human Services.

What was your connection with Bill Clinton before you were appointed?

SHALALA: I had known both Clintons for 20 years, not well. We had mutual
friends in New York and Hillary and | sat on the board of the Children’s
Defense Fund for probably 15 years.

BERKOWITZ: | see. And were you actively involved in the campaign in
19927

SHALALA: No, I had nothing to do with the campaign. | did see the
Clintons. They came through Madison, Wisconsin where | was Chancellor.
Hillary called me when she came into town and | saw her briefly. And then
the President and the Vice President, before they were elected. A few days
before the end of the campaign they had a huge rally in Madison. Afterwards
they came over to my house for dinner.

BERKOWITZ: And what did you talk about?

SHALALA: What did we talk about when they came over? We talked about
the campaign, actually. You know, they were all revved up. They had had
this fabulous community rally and they were all revved up. They were also
very tired. | remember the Vice President spent most of his time on the
telephone, so I didn't really talk to him.

I had known Clinton, and Clinton was starving so there was a lot of food.
And, you know, we had a nice chat about how the campaign was going and
our mutual friends in New York.

BERKOWITZ: | see. So no mention of a job.

SHALALA: None. Zip.
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BERKOWITZ: So was that in the back of your mind at any point?

SHALALA: | knew they would offer me something. | had been an assistant
secretary in the Carter Administration.

BERKOWITZ: In HUD (the Department of Housing and Urban
Development), right?

SHALALA: At HUD. And I figured that they were going to offer me
something. What | was worried about was that they were going to offer me
education or HUD and | was not prepared to go back to Washington for
either of those agencies.

BERKOWITZ: Why not?

SHALALA: Because they are not big players in Washington and because |
had a fabulous job at the University of Wisconsin, a great research
university.

BERKOWITZ: And that was reasonably secure at that point?

SHALALA: Very secure. And | had no deep desire to go back to Washington,
to go back into government. | saw myself basically as an academic. And, you
know, | had done my government tour of duty.

BERKOWITZ: In the Carter Administration.

SHALALA: Carter Administration. So | probably was one of the few people
in the country that wasn't dying to go join the Clinton Administration.

BERKOWITZ: | see, | see. So how was the offer made then? Who actually
contacted you?

SHALALA: Actually, someone in the campaign. Someone that was running -
- I don't know whether it was Vernon Jordan or Warren Christopher. | guess
it was Warren Christopher that called me. And | had known -- he was
running the search process for the Cabinet.

He called me and said that the President-elect wanted to talk to me and
could I come down to Little Rock. And | asked him what it was about and he
said, you know, of course it's a Cabinet post.
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And | said, "You know, Warren, | want to make it clear that, you know, I am
very reluctant unless, you know, the President was prepared to put together,
the right offer, tell him | won't take Education.”

And he said, "Well, you can't say that. You can't say that you won't take a
certain post. Just come down and talk to him."” So | got on the plane and
went down to Little Rock and talked to the President.

BERKOWITZ: And did he make an offer at that point?

SHALALA: No. We talked about three posts. We talked about HUD, we
talked about Education, we talked about HHS, but it wasn't very specific. |
told him he should get Henry Cisneros for HUD.

BERKOWITZ: Which he did.

SHALALA: Which he did. And we talked a lot about education and about
higher education and mostly we talked about management and total quality
management and how you manage large, complex institutions.
BERKOWITZ: | see, | see.

SHALALA: Interesting academic discussion.

BERKOWITZ: Right, right. And then eventually you were offered the job
within how many weeks after that?

SHALALA: Oh, I think it was about a week. It was very quick.
BERKOWITZ: And did he call you himself?

SHALALA: No.

BERKOWITZ: Who called you to offer you the job?

SHALALA: No one did. Warren Christopher called me and said, "Come on
back down.

And | said, "Well, what job are we talking about?"
And he said, "Well, I'm not quite sure.”

And | said, "l don't think | should come down until we, you know, had a
more specific conversation.”
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And he said, "Well, I know you're not interested in HUD or Education,” he
said, "but | can't actually tell you."

So | went down and they were already drafting a press release, but the
President hadn't made the offer yet. And it turned out that Jocelyn Elders
thought she was going to be secretary. And the President was in contortions
about it. So he had to tell her she wasn't going to be secretary but he
wanted to offer her the surgeon general's job. So that was his explanation to
me on why he hadn't made a direct offer quick enough.

BERKOWITZ: | see.

SHALALA: He made the offer and | was prepared to take HHS. | mean, that
was almost the only thing I was willing to go to Washington to do.

BERKOWITZ: So when did you actually -- when did this actually happen,
this particular incident that you are describing now?

SHALALA: December, | think.
BERKOWITZ: December?
SHALALA: Early December.

BERKOWITZ: | see. Okay, now let me ask you this. So all of a sudden now
you know you are going to be the Secretary of Health and Human Services.

SHALALA: They announced it right then, there.

BERKOWITZ: Right. And so, did you have any models in mind of somebody
who was actually a successful Secretary of HHS?

SHALALA: No. My models were what not to do.

BERKOWITZ: Okay.

SHALALA: | had seen both (Joseph) Califano and Pat Harris. | had seen a
bunch of secretaries during the Carter Administration and they all were
surrounded by special assistants.

BERKOWITZ: Right. Califano liked to have the lawyers around him.

SHALALA: Right. And Pat Harris had a bunch of lawyers around her, too:
young ones. Califano had grown-ups.

CMS Oral History Project Page 46



BERKOWITZ: Right.

SHALALA: And I was determined that I was not going to have a huge
secretary's office that sort of dominated the assistant secretaries. | was
going to go out and find stars for the major positions.

BERKOWITZ: | see, | see.

SHALALA: And | had been very clear with the President that | wasn't going
to take a bunch of political hacks and I wasn't going to have a bunch of
assistants, that | was going to run a pretty lean operation and depend on
very competent people to run the major agencies.

Because | had run a major university, a couple of universities, | was very
aware of the kind of fiefdoms of a large bureaucracy. The non-hierarchical
atmosphere of HHS was not unusual for me. | had been to places like HCFA
(the Health Care Financing Administration) and Social Security and if you run
a large university you are sort of used to that kind of format.

I had been a student of public administration at Syracuse in the late 1960s,
and | knew about bureaucracies and about the politics of bureaucracies. |
had taught it for years. So | knew exactly what | was getting into.

BERKOWITZ: | see, | see. Why don't we talk about Social Security for just
a minute, which eventually became an independent agency.

SHALALA: A stupid idea.

BERKOWITZ: Right. What was your take on that? That was something that
took place actually on your watch, right?

SHALALA: The President said to me, "l know it's a stupid idea but (Senator)
Pat Moynihan (D-NY) wants it and no one is willing to buck him on this."

And | said, "That agency is going to get lost. It's a bureaucracy, it needs
strong leadership, and it won't have it as an independent agency. It is going
to get lost from a policy point of view." And | was dead right: it got lost.

BERKOWITZ: Did you have people that you talked to? Did have a network
of people that you talked to about Social Security, Robert Ball, maybe, or
someone?

SHALALA: | talked to all of them.
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BERKOWITZ: All of them being Robert Ball and -- ?

SHALALA: Yeah, the whole -- the usual suspects.

BERKOWITZ: Okay.

SHALALA: | thought Social Security was relatively easy to run.
BERKOWITZ: From the secretary's point of view?

SHALALA: From the secretary's point of view. It was a classic bureaucracy.

BERKOWITZ: Right. How much did the issues associated with an agency
like that get up to you? For example, were you aware of, say, currents in
disability policy that were going on that would have --

SHALALA: All of them got up to me.

BERKOWITZ: How would that work? How would you communicate with an
agency?

SHALALA: Policy and development process. First of all, I met regularly with
the Social Security Commissioner, but we had a policy development process
that got all the major issues up to me. And of course | was testifying
constantly so | was in constant conversation with members of Congress and
with the White House.

BERKOWITZ: | see. So let's talk a little bit about HCFA, or was called HCFA
when you took it over. What do you think of the name change, by the way?

SHALALA: | don't think about it. | mean, people can change their names.
You know, what you have to do is change the culture. I have never been big
on name changes or moving boxes.

BERKOWITZ: Right. And | guess the idea of being the Centers for Medicare
and Medicaid Services sounds a little bit like Centers for Disease Control,
perhaps?

SHALALA: Yes, probably. I never thought of it that way. People are still
calling it HCFA.

BERKOWITZ: Right. And CMS is hard for people to remember because it's
not the same.
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SHALALA: Insiders are calling it CMS.

BERKOWITZ: Right. Well, let's talk a little bit about that. | know you
eventually hired Bruce Vladeck to be the administrator for HCFA. Can you
talk about that a little bit? How did he come on your screen?

SHALALA: | actually, in searching around the country there were two
choices when you got right down to it of people who were tough and smart
enough to run it. One was Bruce Vladeck.

Bruce Vladeck, who | had known for a number of years, while he hadn't
been elected to office, was considered a very smart, very witty, very
aggressive policy person.

BERKOWITZ: | see. Well, now, when you make an offer for something, a
major agency like that, what was your means of communicating that to the
White House and others who would be interested?

SHALALA: First of all, | probably would talk to the President. But what |
normally did, because there was by that time a White House personnel office
but it was just getting started, is | always -- | had this trick.

I said to people who were interested in jobs, "Go get your letters in at the
White House," and then the White House would send me a list with the
names | actually wanted.

And so if | picked off that list -- if | had sent a name like Vladeck's over to
the White House, they would have had their backs up a little bit. I never
pulled a name out of the air. | always had it come back at me. And even
though it wasn't necessarily their first choice -- the President probably
wanted a state Medicaid director -- they had to concede that | had looked at
their list, interviewed people, and came back with someone that was on their
list.

BERKOWITZ: | see. That's interesting. So now the agency itself -- just to
talk about HCFA for a minute -- the agency was started in the Carter era,
right at the beginning of the Carter era. And one of the rationales for
creating it by Secretary Califano was to unite the administration of Medicare
and Medicaid. Was any of that visible to you as you took over as Secretary
of HHS? Did you have a perception of that agency's mission?

SHALALA: Yes. | knew the programs pretty well and | knew something
about the agency. And we had a number of things going on at the time. We
wanted to complete their space in Baltimore.
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BERKOWITZ: My understanding is that was fairly well advanced. Is that
incorrect?

SHALALA: It was. But it wasn't finished yet. And we wanted to make sure
that it got finished because consolidating that agency into one building
turned out to be extremely important in terms of getting some management
control over it.

BERKOWITZ: Uh-huh. And of course they have the problem of having
offices in both Baltimore and Washington. When you talked to Bruce
Vladeck, | assume that it was in Washington?

SHALALA: No, I often would talk to him in Baltimore.
BERKOWITZ: The top administrators had offices in Washington, right?

SHALALA: Yes, they did. But we did a lot on the telephone. We did a lot of
conference calls, particularly with Social Security and Medicare and Medicaid.
If they were out there, we had all sorts of technology so that we could, you
know, have live telecasts and things like that. But Bruce came in quite a bit
for major meetings. And remember, we were in the middle of health care
reform, too.

BERKOWITZ: Right. | wanted to ask you about that. Did the President talk
with you about that when he first talked to you in December of 1992? | was
curious as to whether maybe that was something up front he just said,
"Okay, it's one of the things that we are going to try to do during the first
term."

SHALALA: Yes, he did. And later he talked to me about Hillary's role. |
mean, he was pretty straightforward about it. He didn't talk to me about Ira
Magaziner. And when | saw Ira's role, |1 thought it was not going to work.

BERKOWITZ: So how did you communicate your displeasure to the
President?

SHALALA: Well, a number of us in the Cabinet communicated that the
process that Ira was proposing to set up was not going to work, that you
didn't work with Congress that way. You didn't present them with a fait
accompli. You set up the principles that you wanted and you sat down with
Congress and you wrote the bill. But you didn't send it up, go through a
complex process in which they were essentially cut out of it as were the
major interest groups. You were better off sending your principles up and
there was already a bill up there that we could have fixed.
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BERKOWITZ: Is there something that you would say was a particular
lesson of the Carter era, that particular lesson?

SHALALA: No. It was consistent with American Congressional politics. |
mean, everybody knew that except for the President—he had strong views.

BERKOWITZ: Okay.

SHALALA: He was told by everybody. He was told by me. He was told by
Leon Panetta. He was told by Alice Rivlin. Everybody thought it was a crazy
process.

BERKOWITZ: And why did he persist, do you suppose?

SHALALA: A lack of experience in Washington. Hillary wanted an
appropriate role—she is very talented.

BERKOWITZ: Right. And he was clear then from the beginning this was
something he wanted Hillary to do.

SHALALA: Yes.
BERKOWITZ: That was her portfolio in Washington, in a sense?

SHALALA: December or January. But it was very clear that she was going
to have a major role. And it was also clear that one of the reasons | got the
job was because it was perceived | could work with Hillary.

BERKOWITZ: | see. So how did you create a relationship between Hillary's
task force and your department.

SHALALA: | used Judy Feder, who had been on the campaign, who was a
major health policy person, made her the deputy assistant secretary for
health policy in the department. And she was the liaison, along with Bruce
and others.

BERKOWITZ: Was there also ASPE (Assistant Secretary for Planning and
Evaluation) involvement?

SHALALA: Yes. She was the deputy assistant secretary of ASPE.

BERKOWITZ: | see. Right. So she was a job similar to Wendell Primus' job
then, in other words, working for --
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SHALALA: She didn't have Primus’ job. He was the welfare deputy
assistant.

BERKOWITZ: Right, but a parallel job in health.
SHALALA: Yes.

BERKOWITZ: Working for David Ellwood.
SHALALA: Yes.

BERKOWITZ: So you said to Hillary, "You can have our research capability,
basically"? And --

SHALALA: No. I told her we would do anything we could to make it
successful.

BERKOWITZ: And what was your understanding of the role you would play
in terms of public presentation of the proposal when it was done?

SHALALA: That once Hillary made the initial presentation | assumed that
the department would have to carry the bill. The problem is, the bill was
never done. And so we had to go up without a completed bill. And by that
time it was in big trouble. As soon as people started to read what we were
going to do, the thing was in big trouble. So we dug a hole for ourselves and
never got out of it.

BERKOWITZ: | see, | see. In terms of your time, what would you say the
percentage of your time that was spent on that health reform was at its
peak?

SHALALA: A third.

BERKOWITZ: A third. Was welfare your biggest single responsibility?
SHALALA: Inside the department?

BERKOWITZ: Just in terms of your allocation of time.

SHALALA: No. That was about 20 percent.

BERKOWITZ: So what was your other time spent on? What was the other
50 percent spent on?
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SHALALA: CDC (Centers for Disease Control), | had FDA (Food and Drug
Administration). | had huge issues out at NIH (National Institutes of Health).
I had to find new leadership for NIH. | had big agencies that basically had
not been led for a very long period of time and | had a lot of Congressional
work to do.

BERKOWITZ: So let me ask about Congress then for just a second. In
terms of Medicare and Medicaid, had you already known, for example, Henry
Waxman (D-California)?

SHALALA: Yes.

BERKOWITZ: And worked with him?

SHALALA: Not worked with him, but I knew him.

BERKOWITZ: You knew him. Who else would be -- were you talking? John
Dingell (D-Michigan)?

SHALALA: John Dingell.

BERKOWITZ: Had you met him already?

SHALALA: Yes.

BERKOWITZ: And what was your impression of him?

SHALALA: Smart, shrewd. He became my best friend in Congress.
BERKOWITZ: Is that right?

SHALALA: Yes.

BERKOWITZ: How did that happen? Just from testifying in front of him?
SHALALA: No, I think he just decided | was a good person and he adopted
me and said he would warn me. He said he actually hated the department,
thought they lacked response. And he just sort of coached me on how to
have good Congressional relations. And he protected my back.

You know, if he saw something coming, he would pick up the phone and call
me. | had very good relationships with the Hill. And | had legislative people

and staff people who knew the major players on the Hill: Bruce Vladeck,
Judy Feder, Phil Lee, our legislative people, Jerry Klepner.
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They all had long-time relationships with Waxman and with Dingell and with
the Senate side. So we were well positioned.

BERKOWITZ: | see. Remind me what Phil Lee did in your administration.

SHALALA: Secretary for Health. We brought him back to coach all of us on
public health.

BERKOWITZ: | see, | see. So how about on the Senate side? Who are the
people with whom you maintained the --

SHALALA: Kennedy (D-Massachusetts).

BERKOWITZ: Edward Kennedy?

SHALALA: Tom Harkin (D-lowa), Spector (R-Pennsylvania).
BERKOWITZ: Of Pennsylvania?

SHALALA: Yes. First (R-Tennessee). | mean, in many ways our relationships
with the Hill were easier than our relationships with the White House
because they were more professional. All of our committees we had
excellent relationships with. Even the most conservative members of
Congress will talk about our responsiveness. And, you know, people hated
HCFA.

BERKOWITZ: People on the Hill, you mean?
SHALALA: Yeah. So did the President.

BERKOWITZ: Because it was a source of frustration over Medicaid? Or what
was the reason for that?

SHALALA: Over a whole set of things. It wasn't just Medicaid, it was also
Medicare. The legislation for that agency, for HCFA, is essentially flawed. It's
contradictory, it's rigid, and they blamed HCFA for what was a bad piece of
legislation.

BERKOWITZ: Meaning, in terms, the legislation creating HCFA or the
legislation governing Medicare?

SHALALA: Medicare and all the changes they had made over the years.
They were essentially bogged down by excessive and strange laws, and then
the regulations that were imposed on them.

CMS Oral History Project Page 54



BERKOWITZ: Is that because in trying to create a cost containment
structure through DRGs and the relative value scale that was used to pay
physicians that, you know, lots of exceptions had to be made for different
groups?

SHALALA: Yeah, exactly. And they kept making changes. And they would
load it on. And HCFA was basically administering, in my judgment, very
flawed legislation and was getting caught constantly. The bureaucracy is
enhanced when you've got crazy legislation to enforce.

BERKOWITZ: Right. In other words, that regulatory role becomes sort of
preeminent --

SHALALA: Exactly.

BERKOWITZ: -- in creating problems with Congress and with interested
parties.

SHALALA: Exactly. Hard even for the brightest people. And | had two of the
most able people | have ever worked with: Bruce Vladeck and Nancy-Ann
Min DeParle. And for the two of them it was tough.

BERKOWITZ: | see. Let's talk about Nancy-Ann for a minute, who
succeeded Bruce Vladeck as head of HCFA. How did she come across your
screen?

SHALALA: She was at OMB (Office of Management and Budget) and she
was one of the assistant OMB people who was responsible for the HHS
programs. And | always had a good relationship with her and | knew second
term that the President and the White House by that time would want to
impose someone on HCFA after Bruce left, probably a state Medicaid director
and probably someone they thought that they could, you know, manipulate.

And | had enormous respect for Nancy-Ann and for her integrity. So without
asking her whether she would come over and take the job. | brought it up at
the White House. | had a meeting with the President and the Vice President
about a variety of things.

And at the end of the meeting | said to them, "What do you think about
Nancy-Ann Min DeParle"” -- and she was from Tennessee and Al Gore knew
her very well -- "for HCFA director?" And they both said yes immediately.

CMS Oral History Project Page 55



And | said to the President, "Would you tell the White House personnel
office?"

And he said, "I'll do it right now."
And Al Gore said, "You don't want to do a search."

And | said, "Absolutely not if you two will sign off on this. | want to go
approach her."” And I think she was startled when | went and approached
her, but she said yes.

BERKOWITZ: | see. And do you think that worked out well, that
appointment?

SHALALA: Oh, it was a first-rate appointment.

BERKOWITZ: Well, that's good. Let me ask you, too, in terms of OMB. You
know, the Medicare is one of the big OMB-type issues and budget issues of
the Clinton era, trying to somehow fit in Medicare with the notions of how
big the budget should be and deficit containment and all that. Do you have
memories of these sessions with OMB about Medicare?

SHALALA: We had terrible fights with them about the cuts they were
taking.

BERKOWITZ: Do you remember any issues in particular that stand out at
this distance?

SHALALA: Yes. They were going to take cuts in everything, in nursing
homes. Now, | do think that there was a need to right-size all of this. But
these were pretty deep cuts and we objected to them, arguing that we really
should go back and look at the legislation that was more flawed, as opposed
to using a crude instrument of a cut. | just thought the Balanced Budget Act
went too far. And in fact, OMB was a piece of cake compared to the Hill. The
Hill went through that and made even deeper cuts.

BERKOWITZ: Who were some of the people involved there? Was it Senator
Roth (R-Delaware)?

SHALALA: Yes, it was all of them without understanding the implications of
the cuts, not even having the health people in the room -- which was not
unusual when they were making the final cuts. But years later the
conservatives would come back to me and say, "Why did you cut this, why
did you cut that?"
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And | would say, "You did it, not me. I'm on record for having objected to
that cut.” And, you know, they were shame-faced. But it was a desire to
balance the budget. They had to do it on the back of those programs. | think
some of the cuts were appropriate.

BERKOWITZ: Such as?

SHALALA: Home health care needed to get under control. But the most
conservative members of Congress, particularly those in the southeast Texas
saw lots of companies go out of business once we made those cuts. And they
were beside themselves.

BERKOWITZ: | see, | see. Let me ask you two more questions, if | might.
One is that when you were in Washington you saw a real change in the
political leadership of Congress after -- beginning in 1995. How did that
change your job? Did you have to essentially you know, retool?

SHALALA: It didn't much because I had worked the Republicans as hard as
the Democrats. | had a legislative staff that felt very strongly that these
things could flip back and forth. Every program | had was bipartisan. Once
we got out of the President’'s major recommendations on welfare reform and
health care reform, everything else we did was bipartisan. So all the rest of
the progress for the rest of the administration was bipartisan. And we did big
things on disability. And in some ways it was easier. | mean, my biggest
supporter on the fraud issues that we were doing (which was a huge HCFA-
IG (Inspector General) effort) was Senator Grassley from lowa. And no one
believed we could take on the fraud issue. They all sort of chuckled. And it
was a major achievement of the administration.

In fact, the report of the trustees of Medicare reported that our fraud efforts
actually slowed down the growth of Medicare.

BERKOWITZ: Uh-huh. That's quite remarkable.

SHALALA: But, you know, my view of the department was, | was
passionate about supporting the President's policies but | was bipartisan in
administrating the department. And | can't think of a program in the
department that didn't have strong bipartisan support.

BERKOWITZ: Yes. Again, | guess the politics is a little different, isn't it, on
things like of DRGs or whatever? It's different.
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SHALALA: Exactly. And you just couldn't make changes unless you had
both parties.

BERKOWITZ: | see.

SHALALA: And that also was true. We now have huge bipartisan support for
NIH, for the Centers for Disease Control.

BERKOWITZ: Right.
SHALALA: For the Food and Drug Administration.
BERKOWITZ: Right.

SHALALA: Because we moved major legislation during that period. But all
of them were carefully crafted. Once the White House got out from under us,
you know, on big policy initiatives, we crafted major legislation with the Hill
and basically demonstrated to the White House that you could get this stuff
done.

BERKOWITZ: | see. Let me ask you one final question, if I might. | was
trying to think about people who have served for two terms in the Cabinet.
You know, | thought about Frances Perkins and Harold Ickes during the
Roosevelt administration. | couldn't really think of too many other people
that stayed. And HHS or HEW, | know there is no one that stayed for two
terms.

SHALALA: No. In fact, the longest serving secretary was Sullivan, who
served for three and a half years.

BERKOWITZ: Right. So he served basically a term. But you served basically
two terms. What accounted for that? You saw a lot of turnover in the cabinet
and people leaving. And you saw two different terms, two different
atmospheres in Washington.

SHALALA: Well, first of all I was at the right point in my career, even
though I wanted to get back to higher education. I thought I was going to
leave after the first term but the President convinced me that since | thought
we had some problems on welfare reform the only way to straighten it out
was if | stayed around and worked closely with him.

And the job was interesting, but | also was a very experienced manager and
leader. And my basic crew of people wanted to stick around. And it was fun.
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It was interesting substantively. It was a challenging job. | had an excellent
relationship with the White House by the end of the first term.

I was highly respected by them and by the Hill. And it was -- you know, it
was fun. You know, my field is public policy and political science. So it was,
you know, a chance of a lifetime.

BERKOWITZ: Right. So you --

SHALALA: | decided | would stick around. It went on a little longer than I
expected but, you know, | just -- once you get, you know, in deep into your
second and third year of the second term you've just got to finish up. I had

lots of job offers and I just said, you know, "Let me finish up with the
administration. Then I'll go look."

BERKOWITZ: And then you became president of the University of Miami.
SHALALA: Right.

BERKOWITZ: Right. Which sounds like they are very lucky to have you
from --

SHALALA: Well, I'm having a good time.

BERKOWITZ: Well, very good. | really appreciate your talking to me.
SHALALA: Okay.

BERKOWITZ: And --

SHALALA: | actually thought that, you know, I was a big protector of HCFA
not because | loved Bruce Vladeck and Nancy-Ann Min DeParle, which | did,
but because | thought that their problem was not what you would call a
classic bureaucracy, but flawed legislation that was very complex to work
with. And they kept getting blamed like they were idiots, when they really
had to work with stuff that was quite complex.

BERKOWITZ: | think that is a good note on which to end. Thank you very
much.

SHALALA: 'Bye-bye.

BERKOWITZ: 'Bye-bye.
i
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Telephone Interview with Bob Derzon

Sausalito, California on December 11, 1995
Interviewed by Mark Santangelo

SANTANGELO: Could you give us some idea of your background before you
came to the Health Care Financing Administration?

DERZON: | started out my career as a hospital administrator. | first got
interested in that while | was at the Tuck School of Business getting an MBA.
Jim Hamilton came to the Tuck program and talked about the field of health
care administration, and | later attended and graduated with a master's
degree from the University of Minnesota program in health care
administration. | then went on to serve at NYU Medical Center in New York
City in various administrative capacities. After that | became the first Deputy
Commissioner of the New York City Municipal Hospital System. At that time
it was a 17 hospital system. | was involved in the creation of the New York
City Health and Hospital Corporation. | had left Minnesota in 1956 and went
to New York City where | stayed on until 1966. After that | became the
Director of the University of California at San Francisco Medical Center which
was the two hospital system of the University in San Francisco. It was from
that post that | took the job of HCFA Administrator.

SANTANGELO: How were you contacted for that job? | understand that you
knew Philip Lee, is that correct?

DERZON: Philip Lee was the Chancellor of the campus at San Francisco and
he was therefore the person who hired me for the post as Director of the
Medical Center. | believe that he recommended me. | was contacted first by
Secretary Califano, whom | had never met before, and | was asked whether
I would be interested in either the post at the Health Care Financing
Administration—of course, it was a new organization, and nobody knew
anything about it—or would | like to consider the Assistant Secretary for
Health post. It wasn't that the job was offered but which was | more
interested in. | thought it might be a little more interesting and exciting to
be involved in a new organization in HEW, and | thought I might know a
little more about Medicare and be a little more acceptable to the health
community in that post since the Assistant Secretary of Health was
traditionally a nominee of the American Medical Association. Organized
medicine usually wanted a physician to have that post.

SANTANGELO: As you said, the Health Care Financing Administration, had
just been formed. How much did they tell you about its mission when you
were first contacted?
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DERZON: Not very much. Of course, I'd been involved in Medicare as a
provider, and | knew a good deal about the Medicaid program from both my
New York City experience and also my UC experience, but largely as a
provider of care.

SANTANGELO: When did you make the decision to take the Health Care
Financing Administration post?

DERZON: | think I asked Secretary Califano for a week to consider it and
took it on relative soon after | accepted, about a week later.

SANTANGELO: This would have been in 1977?

DERZON: | believe the organization was put together in '77. Califano tried
to put the two programs together in one agency in January or February, and
I came on in March.

SANTANGELO: When you came out to Washington, where were you
located?

DERZON: The first office was in the Switzer Building, which was the old
welfare agency building. | may have had an interim office. | was hired as a
consultant; that was the typical way of doing things. | left my family behind
and came out by myself. The youngsters were in school.

SANTANGELO: Did they follow you ultimately?
DERZON: Yes.

SANTANGELO: When you first arrived did you sit down and have some
preparatory meetings with the Secretary and others about what you needed
to do?

DERZON: | think Joe Califano had a pretty clear idea of what he wanted to
do.

SANTANGELO: How did he communicate that to you?

DERZON: Joe used to say, "We're going to mash the two big health
insurance programs of the federal government together."

SANTANGELO: Did he communicate any kind of time table or schedule? For
instance, "By a certain date | want this infrastructure in place," anything
along those lines?
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DERZON: No. I think we had too many urgent other matters. There was a
real deficit in deferral of regulations from the previous administration, so
there were hundreds of regulations pending for Medicare and Medicaid. The
Congress expected some executive action, so | think that was our first
challenge: to make up for that lost time. The previous Administration didn't
want to issue any regulations. | think what Joe wanted was continuity, and
he wanted output as though the agency had been there forever.

SANTANGELO: | know this was a while back, but do you have a sense of
how big a backlog of regulations there was?

DERZON: | have a chart saying how many regulations | signed during the
period of the twenty months or so that | served as the HCFA Administrator,
so | could give you the tally of that, but there were hundreds of overdue
regulations. Joe was very concerned that we get those out and that we
monitor the progress that we made. It was just business as usual. There
were a number of hearings involving long-term care, and then there was a
big debate as to whether long-term care was the province of the people who
operated Medicaid or more of the Public Health Service. That was never
really straightened out very clearly, but we both ended up testifying. There
was a lot of testifying in Congress on that matter and others.

SANTANGELO: This was you testifying?

DERZON: Yes. Laboratory regulations, PSROs (Professional Standards
Review Organizations), that sort of thing.

SANTANGELO: | assume one of the other projects in the early going was to
get together a team.

DERZON: That was a very key issue. First of all there were large arguments
as to who should be moved into the agency, how many positions. Of course,
the people who were losing staff wanted to hang on to their staff and wanted
to argue that their staff were working on other facets of their department'’s
activities. But there was a transition team brought together led by Don
Wortman, a very able fellow who later became Social Security Administrator,
a career civil servant who really knew the federal system. | was at some
disadvantage, having not had any previous federal experience, dealing with
this reorganization. | really didn't understand all the Civil Service rules. We
were very concerned about whether we were getting our fair share, whether
people were withholding their best people, so there was a fairly steady
argument about all that. There was also argument about the number of
appointed positions, the so-called "political” positions. There was strong
interest on the part of the Senate Finance Committee staff who wanted to
make sure that the Medicare group didn't get cheated, and Jay Constantine
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from that staff was constantly nudging Secretary Califano about that. Jay
was a very difficult individual, although | didn't have too much difficulty with
him, but he gave Joe a terrible time.

SANTANGELO: Would the issues have been just individuals, or was it a
problem between the Medicare and the Medicaid programs?

DERZON: There were issues, of course. The Medicare program was much
more tightly organized centrally than the Medicaid program. The staff had
more continuity and stability. Tom Tierney had been there for years,
practically since the beginning of the program, and the people who were
working Medicare and came from the Bureau of Health Insurance really were
Social Security staff. The Social Security organization had a tradition of pride
and a very high morale. They were watched carefully by the Medicaid staff.
The Medicaid group came out of the welfare system, and that was always
Peck’s bad boy, although there were some very able people who came with
the Medicaid program. Keith Weikel, who had run the program, was a very
strong fellow. The Medicaid staff felt a little bit at a disadvantage, so we had
to balance the interests of both organizations. Of course, the two programs
were really very different. The Medicaid program was largely operated by
states, with considerable latitude in the states, and the Medicare program
was highly centralized, centrally managed through the intermediaries, the
carriers, by the staff of the Bureau of Health Insurance. So the philosophy
was very different, and, indeed, the statutes were quite different. About the
only thing the programs had in common was that they were both insurance
programs and both entitlement programs, even though that's now a dirty
word.

SANTANGELO: What about location? Weren't they located in different
places?

DERZON: Yes, they were. There were three groups that came together in
this organization: the Bureau of Health Insurance was located in the B
Building at Social Security; the welfare group that ran Medicaid was in the
Switzer Building; and the PSRO program which came into HCFA was up in
the Parklawn Building in Rockville. So, yes, we were quite spread out.
Secretary Califano was very anxious to get us under one roof. | worried a
little bit about that—that was one area where we had some differences—
because a great many of the staff had located their homes close to their
respective office buildings and their kids were in school, and | was afraid
that if we forced everybody to move we would lose the best people who
were marketable. So we were a little slow in trying to pull people together
under one roof. There'd also been plans to put HCFA in the Humphrey
Building. Those plans were already underway. So there was a little bit of
confusion. | think that Secretary Califano, when he replaced me with
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Leonard Schaeffer, he gave Leonard instructions to get HCFA under one roof.
And, you know, HCFA did get under one roof last fall in 1995, so |
congratulated Leonard. He and | were both there. At any rate, that was not
such an easy task, to pull people together in one place. It was also a difficult
situation for the Administrator who would have to work back and forth
between Baltimore and Washington.

SANTANGELO: How did you work that out?

DERZON: | tried to be around all the places. We also wanted to decentralize
in the regional offices, and that was only partially successful. The central
office staff did not really want to decentralize very much, particularly the
Medicare people. At any rate, | didn't think that was the most important
issue, although Bill Fullerton, my deputy, and | both tried to find a central
office location. In fact, he'd found a piece of property in Columbia [MD], and
we also had found a Social Security building in Baltimore that we thought
might work very well. So we were not idle in trying to get our people
accommodated. But I'll tell you, if we had, we would never have had the
lavish new facility that HCFA has now, because the Democrats wouldn't
spend that kind of money. I'm sure of that. Especially when the programs
were being cut back. But that's a beautiful new facility and | think it's
wonderful.

SANTANGELO: You mentioned Bill Fullerton was your deputy. How did it
happen that he went up there?

DERZON: I didn't know him before, but I knew of him. I had been on the
advisory panel to Ways and Means so, of course, | had had a little contact
with him. | felt that in organizing HCFA I needed one of two kinds of people
as my deputy, either somebody who understood the health insurance
industry or one that really understood the intricacies of the political
framework in the federal government. You can see where Fullerton fit in
there. | was very interested in Bernie Tresnowski, for example, who |
considered for the deputy post. He'd been number two in the Blue Cross
program and, of course, they administer a lot of Medicare and he really
knew how a health insurance company worked. That was not an experience |
had. I was looking in one of those two directions, somebody who really
understood health insurance or somebody who really understood the politics.
In terms of finding somebody who was suitable for the political sphere, | had
to find somebody who was acceptable to Secretary Califano, President Carter
and his staff. Bill had worked for Wilbur Mills for a long time, was a known
commodity, and he was highly trusted. And, of course, he had strong policy
underpinnings.

SANTANGELO: Do you recall when you brought him in?
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DERZON: Early. I think within the first few months probably.

SANTANGELO: So that would have been one of your first important team-
building decisions?

DERZON: Yes, that was a key move.

SANTANGELO: You've mentioned the two big players in Medicare and
Medicaid, Tom Tierney and Keith Weikel. They were both there the entire
time that you were there, is that correct?

DERZON: No, neither lasted for the whole time. In part because the
Secretary [Califano] worried about people who were in the previous
Administration, and he really wanted us to use these appointment positions
for people who would be comfortable with the President's and the
Secretary's policies. He also thought it was important to get new blood, so
he pressed me to move these people off, and | did, even though | thought
both of these individuals had made major contributions to the programs.

SANTANGELO: When would this have happened?

DERZON: | think Tom Tierney lasted about nine months maybe, and | think
Keith went sooner.

SANTANGELO: Who was brought in to fill their positions after they left?

DERZON: Paul Wilging was Keith's deputy, a very capable guy, and | didn't
think we had any major policy differences. | think that both Tom and Keith
were both highly acceptable people in their jobs. They had good institutional
memory and | needed some of that, particularly in dealing with the states
and with the carriers and intermediaries.

SANTANGELO: Had they been supportive of you when you first came in and
were trying to pull everybody together?

DERZON: Yes, I think so. | knew Tom Tierney a little bit and he knew of me,
and | think we were reasonably comfortable. | was comfortable; | don't
know whether he was or not. And | think Keith and |1 had a healthy respect
for each other, so I don't think there were any major problems. The major
problem was that Joe Califano didn't really think these holdovers were
useful, and he felt we ought to take advantage of the appointment process.

SANTANGELO: | understand that one of Secretary Califano's big pushes for
the creation of HCFA was the rising costs, especially of Medicare, and that
this one of the reasons for bringing the two together, to try to help cut these
rising costs. Is that correct?
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DERZON: | think that's wrong. | think all of us were concerned about costs.
Joe was more concerned about rip-offs. He thought there was a lot of fraud
and abuse of the programs, a lot of fat cat providers. He used to talk about
the hospitals eating éclairs, things like that, he used very colorful language.
There were some concerns about health care costs, but | don't think it was
of the magnitude that we have today. Frankly, I think that if we fell a little
short, that we weren't aggressive enough in trying to do enough about the
costs. Our efforts were a little late and hospital cost containment proposals
didn't go very well. | don't think we ever did anything very aggressive to
pursue physicians' costs. We did not readily accept Allain Enthoven's idea to
go to HMOs, managed care. We didn't jump on that bandwagon very fast.
What we did do, | think, is that we started to think about physician supply
and federal programs to increase the numbers of physicians. Secretary
Califano and | both decided that the extra supply of physicians was adding
costs, but we didn't try to change the physician payment system. It wasn't
so easy to combine the purchasing power of the two programs to reduce
costs.

There was only limited statutory authority to do that. First of all, the states
set the rates of Medicaid payments to providers. The only provision was that
they couldn't pay a doctor more than the doctor was being paid by Medicare,
and that's the only control. We did try to control the cost of the kidney
program, and that was not so easy because we were really out-gunned by
John Sears who helped National Medical Inc. Congress didn't want to put the
screws on National Medical. We couldn't even get cost reports from them.
We tried and tried to control the cost of the kidney program but were
unsuccessful. 1 don't think that was the first order of business. Congress
started to pass legislation to limit costs with a section (228) that looked at
the cost of routine care, and everybody had to live close to the average. We
were able to set some limits on payments, but we weren't quite ready to get
rid of cost reimbursement, which was very inflationary. And the Secretary
never suggested that we do that. The prospective payment system came in
after | left, in the early '80s.

SANTANGELO: You also referred to fraud and abuse being a concern of
everyone. Did you undertake a major initiative there, or was this a
continuing effort?

DERZON: Joe mau-mau-ed that pretty heavily. We did impose civil monies
penalties—very large ones—on Medicaid abusers. They were very expensive
fines, and the people got dropped out of the program. But that was a very
tedious proposition, trying to indict those people for cheating. The Justice
Department had thousands of cases to deal with, and they could only help a
certain amount. It was very expensive chasing the crooks. But we sought
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Congressional authority, and we established the Inspector General. We
tightened up on a lot of the hospitals. We tried to figure out ways to set
payment limits on nursing home care and other elements of the program.

But every time we started to work on cost containment, we began to be
concerned about adequacy of providers, accessibility of providers. A number
of doctors weren't accepting assignments, and we thought people were
losing their benefits. An insurance company has a couple of concerns. One is
keeping its premium levels down; the other is making sure that insured
people are getting the benefits that they bought. We certainly were in that
category. We were trying to balance the interests of the beneficiaries. | think
that was the tradition of Medicare and, less so, of Medicaid, because the
states were not always interested in making sure the beneficiaries got the
benefits.

SANTANGELO: Were there specific states where that was more of a
problem?

DERZON: Sure. | don't want to single them out, but the states were quite
variable in who they covered and what benefits they offered. Usually the
poorer states had a tougher time in expanding the benefits in the covered
population. The southern states had very tight programs, as a rule. They
tried not to cover too many people. In some cases the chintziest states paid
the providers the most. Georgia was a good example. It was because they
were covering fewer people, and they could afford to pay providers for care.
Places like New York, Michigan, Minnesota, that covered a very wide
population—they didn't pay their providers so well. So there was usually an
inverse relationship between the numbers of people who were covered and
the providers' payments. At any rate, | think we did a lot to try to restrain
some of the costs, but | don't think we were as vigorous in reforming
payment practice as we might have been.

SANTANGELO: Do you attribute that to its just not being a top priority?

DERZON: | don't think it was on the radar screen quite as much as other
things.

SANTANGELO: So, as opposed to cost containment, what were the things
that were really at the top?

DERZON: | think trying to fulfill the Congressional mandate. We always
seemed to be chasing that. After all, that's what the executive branch is
supposed to do. You swear that you will uphold the law. We inherited this
regulatory deficit, and | think that we had a very real responsibility to
manage the dollars that were entrusted to us as well as we could. | think
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that's pretty clearly the responsibility we had. We tightened up the way we
paid the states. The states were being paid their quarterly payment in
advance, and they were taking a lot of interest off that federal money
advance. We cut that off. There were little things in the infrastructure where
we saved some money.

SANTANGELO: Let's move on to some other facets of what you were doing
there in Washington. You mentioned that you testified before Congress
often. How was HCFA's relationship with Congress in the early days?

DERZON: | think it was quite satisfactory with the Senate Finance
Committee and with the Ways and Means Committee. With the Committee
on Aging we were so-so, because we didn't always agree with Senator
Pepper. He wanted massive expansion of home health programs for the
elderly, and OMB didn't want it. And we weren't sure that that would save
any money either. But we did start the hospice program, paying for hospice
care in about '78.

SANTANGELO: And the relationship with the staffs was good as well?

DERZON: | think the relations were quite good. | think between Secretary
Califano and Senator Kennedy there was bad blood, a little jealousy.
Kennedy's Health and Labor Committee were always a little worried about
HCFA, because the Committee was very close to the Public Health Service,
but my personal relationship with Senator Ted Kennedy and his staff was
quite all right. I think we did all right with Congress. Bill Fullerton helped a
lot with that. I think that where the relationships may have been a little bit
unsatisfactory was between HEW and the President. The President wanted
stronger support from Joe Califano. Well, you know the President dismissed
him, shortly after Joe asked me to leave.

SANTANGELO: Were there signs that you had seen in advance that that
may have been a problem between the two of them?

DERZON: We had heard a little of that, but I think Joe was a capital insider,
and he did his own fence-mending. He never let on if he had troubles. |
know he had a little trouble with Kennedy's group, and he had a lot of
trouble with Jay Constantine. Constantine was a difficult man—he worked for
Senator Talmadge—Jay had an inflated sense of his own importance. He was
a constant needler and Califano disliked him. Sometimes our relationships
were affected by the Secretary's office. Generally speaking, Joe wanted to
handle most of those Congressional relationships directly with his own staff.
During the time when Bill Fullerton and Karen Davis were working with
Secretary Califano on hospital cost containment, there was a lot of work with
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Congress. Congress didn't like the program and the hospitals didn't either. It
never really got started.

SANTANGELO: Were your dealings with HEW mostly through the Secretary
or the Secretary's office? Were there other individuals that you would have
dealt with?

DERZON: HEW—HHS is a big outfit. | think I was in the inner circle. Joe
counted heavily on people who operated the major elements of HHS, and |
think the HCFA administrator was in that category. Joe spent a lot of time on
HCFA, and | was the guy to represent the organization in those
circumstances.

SANTANGELO: What about Hale Champion during this period?

DERZON: Hale was important as the Undersecretary. The Secretary relied
heavily on him. | had a healthy respect for him.

SANTANGELO: Is it true that you had known him from California?
DERZON: No, I didn't know Hale.

SANTANGELO: He was in California in the '70s, if | remember correctly.
DERZON: Yes, but I didn't know him when he was there.
SANTANGELO: You first met him in Washington?

DERZON: Yes.

SANTANGELO: How did he play out his role in the administration?

DERZON: He was very much the Number Two man in the organization, and
I think Hale took on a lot of projects and a lot of problems, and he picked up
a lot of pieces for Joe. | think Hale was a very able deputy for Joe.

SANTANGELO: Was HCFA one of the projects that he took on?

DERZON: He spent time with it, but | think he used to leave the heavy
issues to Joe for the most part. | don't think Hale ever tried to impose
himself particularly on our shop.

SANTANGELO: We've covered some of the major issues. What were some
of the others?

DERZON: One of the very major issues was that the people who had been
involved in the development of Medicare were very anxious to make sure
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that people understood that Medicare was a social insurance program and it
wasn't welfare. They were very concerned. People like Bob Ball and Wilbur
Cohen were very concerned that in this blending of the programs that
Medicare would not be confused as a welfare program. Even today it's a bit
of a problem because there's still some general funds financing Part B.
That's unfortunate, because if Medicare was strictly pay-as-you-go through
the payroll tax, some of the problems we see before the Congress would not
be there. But the framers of Medicare were not happy about pushing
together two these programs, because they had tried very hard to make
sure that people understood it was social insurance and it wasn't welfare for
the elderly. So they were uneasy about it. Bob Ball would constantly caution
me a little bit. He wanted us to be careful we didn't get the programs mixed
up too much.

The other factor is that the programs were really very different. | don't think
Joe or I initially fully appreciated the difference. One program was centrally
managed, and it was privately managed through contract management
systems through the carriers and intermediaries. The other program was
really a state-administered program, and the states had considerable
responsibility. And it was very unevenly performed by the states. The issues
in managing the states were very different from the issues in managing the
private insurance companies that were running Medicare. | think that those
differences were very significant. They were much larger than | would have
expected them to be.

For example, | thought when 1 first started that anybody who wanted to
provide Medicare service should have to provide Medicaid service. That
seems like a simple enough idea, and it would have been a good way to
bridge the two programs, but the statute didn't permit that since the states
could pick out any provider they wanted, set up whatever eligibility they
wanted. Some of the ideas that seemed simple on the face of things could
not be accomplished simply because the statutory authority was so different.
| felt the same way about nursing homes. A lot of nursing homes wouldn't
take Medicaid, but they would take Medicare. But we couldn't really do very
much about those issues. Trying to use the leverage of each program on the
other would have been a very happy outcome. But a lot of the things one
would have hoped for were not accomplished.

SANTANGELO: And this was purely because of statutory reasons?

DERZON: Sure. Exactly. The law was very clear about who could be
providers, and the whole licensing system was different. If one were starting
all over, one might give HCFA more unifying authority in statute.
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SANTANGELO: Let me ask you just a couple more questions. You've alluded
to the fact that after about twenty months Secretary Califano decided that
he wanted a change at the top of HCFA.

DERZON: | haven't alluded. | told you.

SANTANGELO: Right. Can you tell us a little bit more about how that
happened? Was there a specific issue that was raised at the time?

DERZON: I won't be able to tell you too much about that. I don't talk about
that a whole lot. | think there were very real differences of opinion, and I
respected that he was the boss and ought to have people that he could
count on. He sometimes felt that | didn't back him up hard enough, and I
didn't always do everything that he wanted to have done. And there were
some things that were political in character that I thought should not be
done, so we had differences of opinion—strong differences. | was the only
one in agency heads group who was as old as he was. | think Joe liked to
throw his weight around, and sometimes | didn't respond so well when that
happened. So | think that he felt that I was not always pulling for him hard
enough. There's a whole series of events, but I'm not going to tell you about
those. | don't think that would be productive, and | don't think it's relevant
to what you're trying to find out.

SANTANGELO: Fair enough. Can | just ask if there was anything about the
specific timing? Was it just, "Now's the time," for him?

DERZON: | guess we were three quarters of the way through the Carter
term, and Joe was getting a little impatient with me about some issues. |
don't know what the timing was. It was just a few weeks before he was
bounced.

SANTANGELO: Did he inform you personally of the decision?
DERZON: Sure. Absolutely. My wife was very pleased about it. [laughing]
SANTANGELO: For any particular reason?

DERZON: She thought | worked too hard, and she didn't think Washington
was very much fun anyway.

SANTANGELO: Was it fun for you?

DERZON: Yes. Absolutely. | once had a mentor who told me that if you
didn't get fired twice in your career you weren't doing your job.
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SANTANGELO: Let's just bring things up to date. After you left the
administration did you go directly to Lewin?

DERZON: No, | went to the Institute of Medicine as Scholar-in-Residence for
about a year.

SANTANGELO: Is that in Washington?

DERZON: Yes, it's part of the National Academy of Science. | was a member
of the Institute of Medicine. Then I went to the University of California health
policy program part-time. | did some teaching at Harvard.

SANTANGELO: And then you joined Lewin?
DERZON: Yes.

SANTANGELO: One last question on your time with HCFA. Are there things
you would do differently, things you're especially proud of that you
accomplished? What are the most important things that stick out in your
mind?

DERZON: | think that we formed an excellent team. We had a very strong
policy group. Cliff Gaus, Peter Fox, some of the same people who are still
there. And | think that we established a policy group that was as good as
any, and we did become the reservoir of important data on health care
expenditures.

We established a very good journal, Health Care Financing, that gave people
a chance to write and publish. We established very good relationships with
health policy programs in academia for short term turn around policy
development, and | think we built a base of people who could do health
policy work. | think that that was a real contribution. And | think that we
developed a tradition that HCFA cared about its beneficiaries. That was its
first order of business. Initially, we created good relationships with the
states, and we developed a good inter-governmental health program at
George Washington, experts who would do scans of state health policy. |
think that was an important contribution. | think that we began to develop
respect for the information that we had about the expenditures of the
Medicare program. | think that was going pretty well with the Bureau of
Health Insurance. They had a tradition, so | think we tried to bleed that
tradition across to the Medicaid program, but we had a very bad problem.

I'm not sure we really solved the state Medicaid data problem. We really
wanted to be able to let states do expenditure comparisons, but we had a
great deal of difficulty getting states to keep uniform data. They didn't have
to. The states could manage programs pretty much the way they wanted, so
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I can't say that we really set the pattern. We had pretty clear ideas of what
we wanted to do, and | think they're closer now to that at this point. HCFA
now has its own data capacity, whereas we used to have to rely on Social
Security. So | think we set the pace for that. | felt particularly that many
people in the health field would be concerned that HCFA would only be
concerned about the financing aspects of health.

I set up a quality program. | thought it was important that we have
physicians on the HCFA staff. One of the first appointments | made was
Helen Smits who ran the Bureau of Standards and Quality. | felt it was very
important that we had that component. | think we set a tradition there that
HCFA would examine what it was getting for its money. So I'm satisfied that
we started out with a lean organization, about four thousand people in the
regions as well as in the central office, and it's about the same size staff now
even though the beneficiary population has grown considerably and the
expenditures have grown. | think it's been an efficient operation, and | think
we set that pattern.

SANTANGELO: | think that's a great note on which to end.

H##
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Telephone Interview with Leonard Schaeffer

Woodland Hills, California on August 17, 1994
Interviewed by Edward Berkowitz

BERKOWITZ: Mr. Schaeffer, | see that you went from Princeton to the
private sector and then worked for state government and eventually back to
the private sector and then into the Department of Health, Education and
Welfare in 1978. How did you make that leap from Citibank to Secretary for
Management and Budget at HEW?

SCHAEFFER: | was recruited by Joe Califano and Hale Champion. | had
worked at the state level in lllinois. | was Deputy Director of the Department
of Mental Health, and then | was Director of the Bureau of the Budget. The
Bureau of the Budget in lllinois is the state version of the federal OMB. | had
gone back to the private sector, and Califano called me and said that he was
concerned at what he saw as the beginning of a conservative trend in
American public life, and that many of the social programs that he had been
involved with when he was in the Johnson administration were at risk.

The risk came from the allegation or many cases of fact that, while those
programs were well intended, they had not been effective. In other words
they had not achieved the goals of helping in one way or another people who
are ill or at risk. His point was that if we can't manage these programs, take
the good intentions and turn them into effective programs, they will be
repealed by Congress. Joe felt the lack of effectiveness of these programs
would lead to a lack of support for intervention on behalf of the poor and the
ill, and that that shouldn't be. He felt that people who were good at
management and organization should come back to government and try to
make it better. | refused twice, and the third time he got me.

BERKOWITZ: Had you known Califano?
SCHAEFFER: Never met him in my life.
BERKOWITZ: Had you known Champion, maybe from lllinois?

SCHAEFFER: I had had some notoriety inside the government world. In
lllinois we were able to reduce the costs of the Department of Mental Health
substantially. During the period of time when New York went broke and
other states lost their bond ratings, we were able to maintain our triple A
rating, even though we had very serious financial troubles. Hale Champion
came out of the finance end of state government. He was Director of Finance
in California. Somehow he knew people that knew me. When | came to
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Washington to interview | spent time with both Joe and Hale, and Hale was
the most knowledgeable about my background.

BERKOWITZ: When you were working in lllinois was Dan Walker the
governor?

SCHAEFFER: Yes.
BERKOWITZ: So you were a Democrat?

SCHAEFFER: | was a civil servant. | was a civil servant until I went to HCFA.
At the Department of Mental Health | was a civil servant. The Bureau of the
Budget is a non-civil service job, but | was appointed Director without
having worked in political campaigns of having met the Governor prior to
moving to Springfield. At HEW, the Assistant Secretary for Management and
Budget is a civil service job. HCFA is not.

BERKOWITZ: Had this [the Assistant Secretary for Management and
Budget] been there for a while or was this something new?

SCHAEFFER: There used to be a position called Controller, which involved
only financial functions, especially budget preparation. Hale and Joe decided
to combine several functions at the Assistant Secretary level. There had
been someone else in the Management and Budget job prior to my arrival.
He had resigned in frustration because Califano wanted everything done so
quickly. He just was not prepared to move very quickly. There was a
gentleman who was his Number Two whose name was Charles Miller, Charlie
Miller. He was the logical guy to become Number One if you went through
the civil service process; very good, very effective person. He was in charge
of the budget process at the Department. But Hale and Joe had concluded
that to get the kind of speed and aggressiveness they wanted on the
management and financial side they had to bring somebody new in. | did not
realize this until after 1'd been there for a couple of months, but their goal
was to shake up the whole management and financial process. That was
great with me, that was what | wanted to do. The agenda was to become a
much more responsive and much more aggressive agency even though HEW
was a civil service organization. But | was not brought in as a Democrat, to
answer your question. | had no political sponsor. To my knowledge nobody
made telephone calls. | never asked for the job.

BERKOWITZ: In that job what was it like dealing with a department which
has a budget that is (a) very complicated and (b) had put in a lot of
entitlements like Medicare and AFDC?
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SCHAEFFER: The Statute of Limitations has run, this is correct? | would say
it was a fairly disciplined process. There were three huge problems, though,
and they were not staff and operations related. They were entitlement
related. The first was Social Security, the second was Medicare, and the
third was Medicaid. Social Security is the easiest to estimate. There are
actuarial tables, there's a lot of knowledge about how long people live, and
there are also assumptions you can make about calculating costs so that
while Social Security was the big number, it was knowable.

The difficulty was that Medicare and Medicaid were not. There was an
ignorance surrounding the best way to estimate Medicare costs, and there
was a long tradition of under estimating Medicaid costs. Prior to the creation
of HCFA, Medicaid was in a part of HEW that was totally distinct from
Medicare, while Medicare was part of the Social Security Administration.
There was ignorance about estimating its costs because they used some of
the same techniques they used with Social Security to estimate Medicare
costs, and those techniques were totally inappropriate. They looked at the
number of people, the age of the people, their life span and that sort of
thing. Those factors alone ignore the changes in medical science, all the
changes in diagnostic and treatment. So, although it was fairly disciplined,
they underestimated the medical costs . On the Medicaid side, Medicaid
came from SRS [the Social and Rehabilitation Service]. SRS was nowhere
near as professional in the sense of financial controls or organizational
effectiveness. It had been fairly brutally politicized during the Nixon
administration when they were doing block grants. It was the tradition—it
took me a year to find this out—to completely underestimate Medicaid costs.

On the Medicaid side there were not the discipline or the techniques in place
to estimate costs. The states were gaming in order to inflate Medicaid costs
so they could get the highest federal match. The whole process of estimating
costs was probably the weakest in Medicaid. However, from where Hale and
Joe sat the issue was that these costs had just gone out of control. The
question they were concerned with was: How do we get on top of them?
Eventually Joe asked me to go into HCFA because they perceived cost
control as the major problem. When | arrived there was a disciplined process
for doing the administrative budget which primarily concerned how many
people were going to work at the organization and how much money you
were going to spend supporting their activities. But there was great
uncertainty and a lack of sophistication on how to estimate costs for
Medicare, and then, of course, the problems with Medicaid which 1 just
described.

BERKOWITZ: Is it fair to say that in this job as Assistant Secretary for
Management and Budget you got more deeply into Medicare and Medicaid?
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SCHAEFFER: Yes, | think I delved more deeply into those programs than
anybody else had because the previous occupants of that job had felt,
without articulating it, that their job was limited to making sure the
administrative budget was under control. They had not perceived that the
programmatic budget, particularly the ones that were open-ended, was their
problem. In the '70s in was assumed that whatever the cost, it would be
paid. You should remember that there was a very, very strong culture in the
Social Security Administration, a very proud heritage. These were extremely
capable people who would Kill themselves to make sure that they served
their constituents. The creed of the Social Security Administration can be
summarized in the following way: "We get the checks to the beneficiaries on
time." That was their goal in life, because a Social Security beneficiary is
entitled to a check for X amount of money every month. You're successful if
you "get the checks out.” When you convert that philosophy to Medicare it is
an absolute prescription for financial disaster. Because what you're saying is,
"When we get a bill, we are going to pay it quickly, regardless of what it
costs. Thus our goal is still to get the check out on time." In Medicare this
created a dramatically inflationary situation, whatever the doctor charged,
the Medicare bureau was supposed to pay.

That was the goal: protect the beneficiary by paying the bill. "You are
entitled by virtue of being 65 to Medicare. Medicare means that when you go
to the doctor, we pay the bill.” Retrospective, fee for service reimbursement
was the financial methodology, and it is an absolute guarantee of ever
higher costs. That's what they did. By getting those checks out they
increased medical inflation and allowed suppliers to over charge and over
use, all the while believing they were doing the right thing. What Joe and
Hale wanted, however, was to control costs while meeting the legitimate
needs of beneficiaries.

BERKOWITZ: By 1978 the, perhaps, glory years of the Social Security
Administration were over. Robert Ball was no longer there. With whom were
you dealing at Social Security in those years?

SCHAEFFER: Bruce Caldwell was there when | first arrived. He was a very
capable guy. He was the head. There was also an individual, Herb Doggette,
who was impressive and who stayed around as assistant head of Social
Security, and then Stan Ross when he came in. But what I'm talking about is
the mentality, the culture, that came from Social Security to HCFA with
Medicare. The big intellectual battle with those people was to convert them
from believing that protecting the beneficiary meant paying the bills, to
understanding that protecting the beneficiary means getting value for our
money because there is not an endless supply of money. If all we do is pay
every bill the beneficiaries incur, we will eventually go broke. What we ought
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to do instead is to find ways to make the limited amount of dollars we have
go as far as possible. For many long-time Medicare employees that sounded
like we weren't doing our job. My theory, which was put into place when |
went to HCFA, was if you combine Medicare and Medicaid you've created the
largest single purchaser of health care services in the universe. Nobody
spends that kind of money. We ought to be able to leverage the health care
system by virtue of being the largest purchaser. That didn't sound real good
to the Medicare folks. It also didn't sound real practical to Medicaid because
the Medicaid people were constantly getting beaten up by the states. Their
deal was: "Send them the money. Who cares? It's not our responsibility; the
states decide what they want to cover.”" And it was not real popular with
providers. [chuckling] "Who is this kid? What is he trying to do?"

BERKOWITZ: Let's talk about the transition from Assistant Secretary of
Management and Budget to Administrator of HCFA. You mentioned that
Joseph Califano asked you to do that. Do you have any other memories of
how that came about?

SCHAEFFER: | went through one budget cycle and we had some success.
The name of the game when you're in the bureaucracy is to try to make sure
you get your increases where you want them. Cutting the defense budget
should mean more money for social policy if you are a social policy
advocate. That's short-sighted, but that was what worked. So my approach
to a meeting with OMB was to say, "Look, we will get control of our
expenses, but we can't be an endless source of cuts. You need to reinforce
us in areas where we are going to add value." Califano—actually the
President—wanted the Management by Objectives, so we put that in and we
computerized it and we did all kinds of fancy things, and | think OMB liked
us for that. We got a good reputation for financial analysis and things went
well. Califano knew that bureaucratically he wanted someone working the
Medicare-Medicaid problem that would have a decent relationship with OMB,
but he also wanted to get some kind of control. I think he believed that I
would attempt to do both of those things, so | did. He did not have that in
his mind when 1 first arrived, but mentioned to me about six months later
that | might be transferred. He was clearly dissatisfied with HCFA. | do not
know why, but he wanted a management change.

BERKOWITZ: So you became the administrator of HCFA in November of
1978 at age—33 maybe? Was that a problem?

SCHAEFFER: I'd been head of the Bureau of the Budget in lllinois at age 28.
I don't think it was a problem. I think it was a tremendous advantage. If |
had known then what | know now, | would have been frightened. When
you're young and naive and aggressive, you do things that are clearly
impossible.
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BERKOWITZ: | thought perhaps that the contrast between these hard-
bitten Medicare, SSA veterans like Thomas Tierney and a 33 year old person
brought in to reform health care finance in this country might have created
some conflicts.

SCHAEFFER: Tom was great. My memory is that Tom had gone or was just
about to leave when | got there. | believe Millie Tyssowski was the woman
that | dealt with, but | liked Tom a lot and he liked me. He was a tough son-
of-a-bitch and thought that | was smart and tough and crazy. | presented
myself as a career government civil servant and he like that. | had no
political contacts and did not behave in a partisan political sense. | got along
well with most of the career civil servants. They thought | was crazy because
I worked too hard, went to work on Saturday, stayed 'til 10 or 11 o'clock at
night, but Tierney admired that. Tierney was not a problem. There were a lot
of other problems, but he was not one.

BERKOWITZ: Did you work in Washington mostly or Baltimore?

SCHAEFFER: | moved HCFA to Baltimore. That was my responsibility.
Califano will tell you all about that. He thought that was something special. |
started out in Washington and concluded very quickly that the organization
wasn't working, that we couldn’t integrate Medicare and Medicaid unless you
physically forced people to sit together, and that we had to literally blast out
of Washington because this was an encrusted, imbedded bureaucracy. My
idea was to move to Baltimore, actually unhook everybody from anything
that was familiar and force them to integrate Medicare and Medicaid. You
recall that prior to that they were not integrated and they functioned as
separate programs. We sort of did the move in the middle of the night one
night. After that, | was supposed to be in Baltimore. The problem, of course,
was that Califano and the Congress were in Washington, so | spent my time
sort of 50-50. When it started, everybody was in Washington; when it ended
almost everybody was in Baltimore and | was trying to be with them.

BERKOWITZ: The Medicaid bureaucracy which had been part of SRS was in
Washington.

SCHAEFFER: Right. Everything but Medicare. Medicare was in the big
building on the Social Security campus.

BERKOWITZ: Medicare was already out at Woodlawn and you decided that
you'd move everybody out to Woodlawn.

SCHAEFFER: Well, there were two problems. The bigger one for me was
that | couldn't integrate the programs with people in separate cities, in
separate cultures and with different goals. The notion of cooperation and
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integration wasn't real. The Department had a space problem, so the
conclusion was, "We'll go out to Baltimore.” Now the Social Security
Administration wouldn't give us any more space, so we had to go find other
space in Baltimore.

BERKOWITZ: When HCFA was created the year before, the idea was that
there would be synergy between Medicaid and Medicare. How, if at all, was
that realized during your term? What did you try to do?

SCHAEFFER: When Joe asked me to move to HCFA, his concern was very
similar to when | came to Management and Budget, and that is, "Our
programs are moving too slowly. There is bureaucratic resistance and the
things that need to get done aren't getting done.” No matter how fast you
move you aren't getting them done quickly enough—that would be Joe's
reaction. But it was true, not much was happening. Bob Derzon was not a
manager, he was a very good policy guy. What Bob wanted to do was to
design legislative solutions to policy problems. However, Califano felt that
legislative solutions were his responsibility. | felt, and still feel, that I'm a
professional manager, and | wanted to run the Agency. If you look at the
statutory underpinnings at that time, there was so much flexibility that you
could managerially achieve results. We had great flexibility and authority
within the law. So | wasn't crazy about all the changes that all the policy
people wanted because | wasn't sure they would be enacted as proposed.
You've got to remember that in the beginning they were trying to do health
care reform as well. My view was that in the existing legal framework there
was tremendous delegation of authority and there's a lot we could do. Let's
just go do it. And Joe loved that.

BERKOWITZ: Do you remember anything specific in terms of trying to
manage the two programs together?

SCHAEFFER: Yes, well, we integrated the programs. The idea was that we
wanted to leverage our purchasing ability. The difficulty comes when you
have a program in which you provide most of the funding but the state
provides the administration. It's very hard to make that happen. We tried to
get something going in Medicaid but it didn't work. The states wouldn't do it.
We did accomplish some things in Medicare where we had control. We did a
second-opinion program in Medicare. That was the first time that had ever
been done. We also revitalized the end stage renal disease program and
tightened up contracting and carrier and intermediary administration.

BERKOWITZ: That was part of the Medicare program, right?

SCHAEFFER: ESRD is a condition that is life threatening and the Congress
had authorized a program under which the federal government would pay
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for dialysis regardless of age. That was in 1972. It became an automatic
entitlement. It was part of the Medicare program, that's where they put it.
But it was at that time the fastest growing program in HEW because it was
just open-ended. What politicians desperately fear is somebody dying
because they wouldn't give them money and with end stage renal disease
you will die if you don't get dialysis. So we tried to take action to control
costs. What we did was change the way we reimbursed for ESRD. By the
way, many ESRD patients were also Medicaid eligible and they were often
poor people.

In order to control costs, we moved from a fee-for-service payment to a
global fee. That resulted, theoretically, in a reduction in costs because fee-
for-service basically says, " We'll pay whatever it costs every time you do it,
but we don't decide how many times you do it or the price. Your doctor
decides.” There were a lot of bad actors in dialysis, it was filled with fraud.
So we said, "We're going to pay you a global fee that's actuarially calculated.
It's the average amount you ought to get for the average patient. Then
you've got to manage your patient load so that your costs are less than
that.” And there was a huge blow up and a huge fight. It was the beginning
of a capitation-like approach in the managed care sense. It was a big deal at
the time, a tempest in a tea cup—the ESRD was only a billion dollars or so—
but it was the beginning of moving away from fee-for-service
reimbursement.

BERKOWITZ: So End-Stage Renal Disease is a step along the way to DRGs
[Diagnosis Related Groups]?

SCHAEFFER: Yes, a very primitive step, but these were very primitive
times. We were doing research on DRGs at the time. It was considered way,
way off in the future.

BERKOWITZ: Who did you take with you to HCFA? Did you have your own
team there?

SCHAEFFER: Both at Management and Budget and at HCFA 1 tried to use
the people that were there. The standard procedure that | used was to
identify the baddest of the bad actors and nail them very, very early. A
quasi-public execution. It sounds terrible, but it's what you had to do. Once
people understand the level of performance required, those who don't want
to work that hard leave, and those for whom it sounds exciting stay. And
then you begin to recruit new people. | don't think | brought anybody to
Management and Budget. | remember bringing one guy into HCFA, but at
Management and Budget | dealt with the existing staff and posted some
jobs. At HCFA we actually had to recruit a lot of people.
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BERKOWITZ: Who did you bring to Management and Budget?

SCHAEFFER: A fellow named Phansteil, Howard Phansteil, who had worked
with me in the state Budget Office. We a new head of personnel—human
resources in the federal government is difficult—so we brought in a guy from
the outside who was much more aggressive. And we hired a new facilities
manager because we were doing all these moves. We also were trying to
upgrade our computer staff. So there were three or four new senior
executives. Jack Ebler was there and he was very good. Millie Tyssowski was
very hard to deal with conceptually, but she understood hierarchies and
understood power. You gave her a direct order, and she did it. She was a
thirty, thirty-five year veteran when she retired. | was the cross that she
had to bear.

BERKOWITZ: All through this time as you are trying to do your
management job at HCFA, there's this discussion of hospital cost
containment. One of the themes of that hospital cost containment, | sense,
is that this was to apply to all hospitals, not just to Medicare reimbursement
or Medicaid, but all hospitals. You say you sat in on those discussions. What
do you recall of those?

SCHAEFFER: Carter wanted to do health care reform, and he and Joe
worked on health care reform. My earlier point was that that's not where |
thought | could add value (in the legislative process). My sense was that |
did not know if massive reform was going to be successful in Congress. |
thought we could add value in the process of managing the programs that
existed. And that's what | wanted to do.

BERKOWITZ: Your main goal was managerial?

SCHAEFFER: You see, at that time Congress hadn't got into legislating
everything that the organization did. We had two enormous powers that
don't exist any more. We had Section 223 that allowed us to ratchet down
reimbursement levels. On August 27, 1979, | sent out an Administrator's
report in which | said, "Millie Tyssowski isn't in charge of Medicare any more.
She's in charge of Program Operations, and that means she’ll run the back
office for Medicare and Medicaid."” And believe me, that was not popular. |
also pulled out Policy from Medicare and from Medicaid and created an
integrated health policy shop under Bob O'Connor. In short, | made a whole
bunch of operational changes, which had substantial impact on behavior
over time. So instead of having a Medicare Bureau and a Medicaid Bureau
they were integrated. If you read the Administrator's report it will lay out
exactly what we were trying to do and how we integrated.

CMS Oral History Project Page 82



BERKOWITZ: Califano left not long after you became Administrator of HCFA
and the late Patricia Roberts Harris became Secretary. How did that affect
your job?

SCHAEFFER: Mrs. Harris was the reverse of Joe. Joe's whole idea was,
"Let's get it done fast, let's be innovative. People depend on us. We have a
responsibility to make these programs effective.” Joe's a very impatient guy
for what | believe were very good reasons. Mrs. Harris was a classic
government official: "Take it easy, go slow, don't make any mistakes, and
for God's sake don't get in the newspaper."

BERKOWITZ: But she kept you on.

SCHAEFFER: Yes. I don't know that she let anybody go.
BERKOWITZ: | think maybe there were some at Social Security.
SCHAEFFER: Yes, that's right. She and Stan Ross didn't get along.
BERKOWITZ: Stan Ross was another friend of Joseph Califano.

SCHAEFFER: Stan was very closely affiliated with Joe. He was very bright
and a very successful lawyer.

BERKOWITZ: And your relations were cordial even though your
bureaucratic missions were somewhat antagonistic?

SCHAEFFER: At the bureaucratic level there was all kinds of crap, because
there was a big turf war at bureaucratic levels down in the organization .
Just think bureaucratically for a minute. Here's the Medicare Bureau that
used to be buried in the bowels of Social Security. Now all of a sudden it's
torn out of Social Security and there's somebody who's heading it who's on a
par with the Administrator of Social Security. In Baltimore, the Social
Security Administrator is God. That is a big, big, big job. And
bureaucratically they didn't like it, but Stan Ross was not a career
bureaucrat. He was a very bright guy, and at that time he was very close to
Joe. Joe had around him a group of lawyers who probably had more
intellectual power than has happened very many times in government. The
difficulty was they were all lawyers and they didn't have any managers. They
didn't have any people focused on operations, and that's one of the things |
think he liked about me.

BERKOWITZ: Do any stand out among those lawyers, like Ben Heineman
maybe?
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SCHAEFFER: Oh, Heineman was a very, very bright guy. He was close to
Joe, yet willing to engage in debate with him.

BERKOWITZ: Danny Marcus?

SCHAEFFER: Yes, I didn't know him as well. There was another fellow, Rick
Cotton, also a very smart guy. Heineman was very bright, Cotton was very
bright, Marcus too. There were three or four others who weren't quite as
visible. Joe really liked smart people and these guys were crackerjacks. And
it was fun. It was exciting to be there. The reason | got on so well with him
and don't have any negative stories, is that | was not a lawyer and | didn't
engage on some of the professional turf issues that arose. | was an operator
and Joe liked operations. He loved to see things happen, and in that kind of
bureaucratic environment few changed. | could make things happen at HCFA
and he loved that, so the reward for performance was less and less
oversight—or more and more degrees of freedom. And that was terrific.

If | had tried to take over the policy decisions for the legislative process,
there would have been terrible contention. But that was not my interest, so
it went very well. Again, we had Section 223 which was the mechanism for
ratcheting down on hospitals, reducing hospital reimbursements under
Medicare. We also had this huge pot of demonstration money and the ability
at that point in time to use our demonstration authority to increase or
decrease program money, so you basically had an open-ended research and
programmatic budget. You could, under your demonstration authority,
change the way Medicare or Medicaid reimbursed, and that wouldn't come
out of your operating budget. So we had tremendous flexibility which doesn't
exist today.

BERKOWITZ: Could you explain that last bit to me.

SCHAEFFER: There used to be a demonstration authority that HCFA had, or
maybe the Secretary had but we exercised it. This authority would allow us
in a demonstration project to change Medicare reimbursement principals and
benefit levels and therefore to pay either more or less or to change the
whole program in order to analyze the impact of those changes in a specific
geographic area.

BERKOWITZ: To individual states?

SCHAEFFER: Yes. It wasn't intended to be that broad, but it really was. So
we did demonstration projects that didn't require additional appropriations
and didn't require further legislation. Now that's all gone. At the time | was
there, and frankly it's probably still true although nobody likes to say this
out loud, if you are an administrator at a senior level in the government you
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have a lot more discretion than people think. The problem is that if you
move money around, somebody is going to yell. You have to have a good
reason, but you can do it. Which [laughing] is why | was there only as long
as | was there.

BERKOWITZ: Which was my next question. I know that you left in June of
1980 which was the campaign summer when Jimmy Carter was running
against Ronald Reagan. By June of 1980 when you left, Edward Kennedy
was out of the picture or had just been in the picture, and | read somewhere
in a statement that you said that you wanted to spend more time with your
family, and that you were resigning as head of HCFA. What was—?

SCHAEFFER: What was the real reason? The real reason was Mrs. Harris'
communication to me: "Don't make waves. We've got a presidential election.
Don't change, don't offend, don't cause any problems. The number one issue
is getting reelected, so don't do anything that would cause any kind of
upset.” And | just had no interest in doing nothing for X number of months.
It was a perfectly legitimate request—I understand reelection campaigns—
but there are better things to do with your time, so | left.

BERKOWITZ: Looking at your career after you left HCFA | see you didn't
work in the government again. Is that right?

SCHAEFFER: I am the only person in recorded history who believed in what
I think is the spirit of the Carter conflict of interest policy, that said that you
could not represent a private sector entity before the agency you had
worked for, for two years after you left that agency. So | felt | had to get out
of health care, and | did, and went to Sallie Mae. Sallie Mae is a very
interesting entity. It was a quasi-public, quasi-private company at that time.
It was chartered by act of Congress. The idea was to use a private sector
organization to accomplish a public policy goal, which was to help more kids
get educated. So | did that for two years, and then | went back into health
care. This was Group Health in Minnesota, an HMO. It is also historically very
interesting. It was created out of the cooperative movement, the farmer
cooperatives in the Midwest. It was founded as a cooperative and over time
developed principles which are now called HMO principles.

BERKOWITZ: So by 1983 you were back into health care. Let me ask you
one final question and let you editorialize just a little bit. The idea behind
HCFA was that you were better off to have Medicare and Medicaid together
and that this might build the administrative capacity for national health
insurance perhaps later on, and therefore it was a good idea. It also
reflected the President's interest in part, in reorganization. Do you think it
was a good idea?
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SCHAEFFER: The creation of HCFA was a very deliberate decision that Hale
and Joe made as a result of their deep understanding of the government
bureaucracy. Their point was that if the biggest cost and the biggest public
policy issues are health issues, there's no way you're going to have an
impact on them if the operations of those programs are separated and both
buried in larger agencies. Medicare was buried inside Social Security, and at
the time—it isn't quite the case now—but at the time Medicare was small
potatoes compared to Social Security.

As a result nobody was paying much attention to it. Medicaid was buried
inside SRS, and although it was the biggest dollar amount, SRS was set up
for a different political agenda. Health care was not part of it. | told you a
little bit about the Medicare mentality. The Medicaid mentality was, "These
aren't beneficiaries, these are clients.

Our job is not to protect them; our job is to protect the federal government
from these crazy state operators.” But in neither case, neither the "protect
the benes [beneficiaries]™ Social Security case, or "watch out for the client”
in the Medicaid case, was anybody interested in health care or controlling
health care costs. They did not think it was their job to intervene in the
health care system.

What Hale and Joe wanted was to raise the organizational/operational
visibility of health care programs. What | wanted to do was to put those two
programs together and leverage the health care system. That was probably
even more radical than what they thought in the beginning, but they loved
the idea and they wanted to do it too. So, was it a good idea? Absolutely. It
was a great idea. Were we able to do all of it? Well, no. We got people
nervous, began the DRG development, and made HCFA the center of the
universe for health care in this country. When | got into that job, people
used to say "HIFCA? What's HIFCA?" [chuckling] Now you say HCFA to a
hospital administrator and you see them tremble, because the government
was then/is now the largest single purchaser and ought to, | believe,
influence both the cost and the operation of the health care delivery system.

That thought, when | got to HCFA, was un-American. "The government has
no business trying to influence cost or quality. All the government should do
is pay the bill." Retrospective fee-for-service reimbursement, the indemnity
insurance principle. What we tried to do was to change that, and | think, at
the conceptual level, we were successful. Operationally it's very difficult to
dramatically change the world in a short period of time. But the world was
different afterwards.

It's amazing how long HCFA has lasted. Gail Wilensky was the first person to
change the organization a few years ago, but its goals and philosophy have
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stayed in place. If you look at HCFA documents of fairly recent vintage
there's always a little mention about mission. | wrote that mission statement
in 1978 or 1979, and we beat on that, and beat on that until everybody
began to believe it. So | would say yes, it was a very good idea.

BERKOWITZ: | think that's a very good note on which to end.

it
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Interview with Howard Newman

Chevy Chase, Maryland on August 2, 1996
Interviewed by Mark Santangelo

SANTANGELO: Mr. Newman, thank you for having me at your home.
NEWMAN: My pleasure, Mark.
SANTANGELO: You're not a native of this area are you?

NEWMAN: I'm a native of New York. We actually still live in New York, and
this is a getaway place for us. We lived in this house when | was working in
Washington, and then we moved to New York in 1988 when | became the
Dean of the Graduate School at NYU. I'm still a member of the faculty of
what is now the Robert F. Wagner Graduate School of Public Service at NYU.
We get down here periodically, but my wife and | are both native New
Yorkers.

SANTANGELO: Tell me a little about your background, where you went to
school, your early career.

NEWMAN: After public high school in New York I went to Dartmouth
College.

SANTANGELO: What public high school did you go to?

NEWMAN: DeWitt Clinton where everybody's father went. | grew up in the
Bronx and went to college in Hanover, New Hampshire at Dartmouth and did
a master’'s in business administration at the Amos Tuck School at
Dartmouth. Influenced by one of the faculty members at the Business
School, | entered in 1957 the field of hospital administration. That was
Herluf Olson, a faculty member who had done a study of the field of hospital
administration—the Kellogg Foundation had given him some money—and he
concluded that this was a field that was going to grow in significance,
particularly for people interested in the professional management aspect of
large, complex institutions, and for me institutions that had social utility was
a general career motivator. So | started my working life at Roosevelt
Hospital in New York as a summer intern and prepared to go to the graduate
school, the School of Public Health at Columbia, to do a master's in hospital
administration which | started the following fall, the fall of '57. I did that
while working at Roosevelt Hospital, and the experience at Roosevelt
Hospital turned into eight years.
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| stayed on and did all sorts of things learning about hospitals, of course in a
much simpler day. Peter Terenzio was the administrator. He was my mentor,
a wonderful fellow. He is still living, in Florida. He was at one time the
president of what used to be called the American College of Hospital
Administrators, so he was a national figure and a great friend and helper.

The experience was very broad; | really got involved in every aspect of the
operation of the hospital. It was a teaching hospital affiliated with Columbia.
In the course of my time at Roosevelt, | had the idea to see if there might
be some opportunity to look at the National Health Service in England and
actually invented an exchange program which was funded by the Sloan
Foundation. They arranged for me to go over and for a British hospital
administrator to come to Roosevelt. We spent three months of the summer
of 1964 doing that. It was a very good experience.

In general it was an active time for me to really begin to learn that field. I
married in 1960, and in 1965 we moved to Philadelphia where | became
Associate Administrator at the Pennsylvania Hospital. Pennsylvania Hospital
is an affiliate of the University of Pennsylvania, interesting, among other
things, as the oldest hospital in the United States, founded by Benjamin
Franklin in 1759.

SANTANGELO: So you just missed their 200th anniversary.

NEWMAN: Right. There my job was Associate Administrator with primary
responsibility for external community programs. We developed a
neighborhood health center, a community mental health center, put a clinic
in a housing project for the elderly, somewhat ahead of our time, | think. It
was a period when the national direction had great interest in the War on
Poverty, the OEO was encouraging some of these kinds of activities. We
were in Philadelphia from 1965 to '70, and during that time for one year,
1967-68, | was in Washington as a White House Fellow which was another
very interesting experience. | was in the third class of White House Fellows—
I don't know how familiar you are with the program. | was the first person
from the health field. It was a wonderful program. John Gardner has been
given credit for the idea which he gave to Lyndon Johnson who actually
started the program, and it was to attract people from a wide variety of
backgrounds who were destined for leadership in their chosen fields to come
and spend a year in Washington, not for the purpose of becoming career
Washington people but to go back out and have the benefit of seeing what
Washington is really like. That was a profoundly important experience for me
and added to my whole view of things.

SANTANGELO: What did you do for them when you were there?
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NEWMAN: There were 16 of us Fellows—Tim Wirth who became Senator
from Colorado, and Doris Kearns who was the Pulitzer Prize-winning author
were two of my classmates that year. Each of us was assigned to a Cabinet-
level officer. | had the great good fortune to be assigned to the Director of
what was then the Bureau of the Budget, now OMB. Then it was Charlie
Schultz who is well known still at the Brookings Institute. He was the
principal to whom | was attached. | spent most of my year there involved
with the human resource service group, and within that, the health group.

The Bureau of the Budget was a very thin organization. It was such that the
staff was considered to be an elite corps in the government, so you'd have
only a couple of people in each area but they were very good. And |
attached myself to the health people. The project | remember most clearly
was the evaluation of neighborhood health centers around the country. | had
some experience and interest, and that was quite good. Of course the whole
experience of getting to meet people and see how the White House operated
was quite interesting.

I went back to Philadelphia at the end of the year. Philadelphia was another
active time for me. In addition to work at the Philadelphia Hospital, I was
going to law school at night. When | came back from the White House
Fellows year, | got involved in the Wharton School in developing a graduate
program in health administration for the Wharton School. So by late '69 |
had to make a decision that involved the choice between becoming the first
Director of the Wharton School in Health Administration or to go back to
Washington where I'd been invited to come and run the Medicaid program. |
asked a lot of people, solicited a lot of advice almost all of which was to stay
in Philadelphia at the University. | decided to not take that advice, and I'm
very happy that I didn't because being back in Washington certainly
provided me with one of the most interesting experiences of my life, four
and half years or so of being the Commissioner of the Medical Services
Administration in what was then called the Social and Rehabilitation
Services, the euphemism for the "W" of HEW. This was 1970. You will, of
course, realize that was the early part of the Nixon administration. I was not
a Republican. It would be fair to say that my own political views were not
really those of that administration, but | was anxious to see if | could
contribute to the Medicaid program’s mission of providing services to the
poor.

SANTANGELO: You said you had a lot of advice to stay in Philadelphia.
What prompted you to spurn that advice and actually move to Washington?

NEWMAN: Part of it was, having been here for the year, | was not
intimidated by the thought of going to Washington. | also had gotten some
sense, not all attributed to the White House Fellows experience, that the
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federal government was an important institution in our society, and that the
opportunity to have a significant role in the federal government at as early
an age as occurred for me was something that | felt was worth the risk. The
advice not to do it was not so much political, it just was that people felt that
this would be a real tough job and a tough place. I remember very clearly
the Dean of the Wharton School was one of the people | asked for this
advice and he said, "They'll eat you up alive. You won't know what hit you."
But I had enough confidence in myself, justified or not, to come down and
do it. I remember the first day that | was here | opened the Washington
Star, and my appointment was announced on the obituary page! | read that
and thought, "Well, that may be some symbolism," but we managed to get
past that, and it was quite an interesting experience.

We'll probably get back to that, but in terms of the continuing chronology, |
was Commissioner of the Medical Services Administration through the end of
the first Nixon term and stayed in for some period of what was his
catastrophic second term. There was a change in the leadership in HEW. For
most of the time that | was there Elliott Richardson was the Secretary and |
had great respect for him, great admiration. Bob Finch was the Secretary
briefly when | arrived, and for the last year or so that | was there Caspar
Weinberger was the Secretary. The changes that took place under Mr.
Weinberger's administration were such that | felt that what | tried to do and
what | could contribute was really no longer possible, given the direction of
things at that time. There were a couple of specifics—I can get back to
that—but there was an issue that was really the straw that ended it for me.

| had the opportunity then to return to Hanover, New Hampshire where |
had gone to school. I was then, among other things, a member of the Board
of Overseers of the Business School, and so was in touch with the place. The
Dartmouth Medical School was converting into full MD program; it was only
a basic science program prior to that. So there was a decision made among
three separate institutions, the Dartmouth Medical School, the Mary
Hitchcock Hospital which was a private, not-for-profit community teaching
hospital, and the Hitchcock Clinic which was a partnership among multi-
specialty group practice physicians to join together and create the
Dartmouth-Hitchcock Medical Center. | was invited to become its first
president. I went there in 1974. | worked at that, did a number of things,
hopefully moved it forward over a period of six years.

In early 1980, as a result of changes in HHS, the Department had been
renamed Health and Human Services. Joe Califano was the first Secretary
appointed by Mr. Carter. He was fired by Mr. Carter and Pat Harris came
over. When she came over there were a number of changes including
Leonard Schaeffer, my immediate predecessor as HCFA Administrator
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leaving. Pat Harris asked me if | would be interested in coming down to be
the HCFA Administrator. | didn't know her well. She had a reputation for
being quite demanding, and, again, there were some people who thought
this might be a tough experience. | came down—this didn't start until June
or so of 1980—and | thought there were two risks associated with it. One
was that I really didn't know Pat Harris. | didn't know whether we'd be able
to work together very well. The other risk, of course, was that Carter was up
for reelection. On the first, things worked out marvelously well. Pat Harris
became a good friend and | had great respect for her and thought she was
very capable, and she indicated that she was pleased with what I was doing
and | could look forward to continuing to work with her in the second term.
We had some discussions about ways in which we would be able to do things
we felt needed to be done. And, of course, the second of the risks
materialized, so | left government when Mr. Reagan arrived. There's another
story there which I'll hold which has to do with involvements that | had with
people in California when | was running the Medicaid program and Mr.
Reagan was governor.

At any rate | left. I had gotten my law degree, to which | had made some
reference earlier, so, finding myself in Washington at a point where my two
daughters were growing up—our older daughter was in high school—I felt it
was important not to move again if | could avoid it and was approached by a
law firm that did health care law, a West Coast firm, to see whether I might
be interested in opening a Washington office and practicing law—which was
another great experience. This story involves a number of different kinds of
challenges. | did that. | had to take the bar exam—I had never taken the bar
exam before—and fortunately passed and became a partner in the firm and
we practiced here and actually developed a practice that was successful.

But in 1986 the group that I was working with shifted to another firm, and in
1988 | was invited to come up to New York and become the Dean of what
was then the Graduate School of Public Administration and a professor of
health policy and management. The Deanship was a very interesting
experience. | think we had some successes. Among other things we got the
school endowed and its name changed in honor of the former mayor, Robert
Wagner. So it is now the Robert F. Wagner Graduate School of Public
Service. Now in my second year after stepping down as Dean I'm learning
something about teaching and enjoying the opportunity to, I hope, convey to
graduate students in the school something about managing in public service.
So that's where | am and that's who I am. It's been a long and interesting
journey.

SANTANGELO: Not a career in which you have likely been bored.
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NEWMAN: Absolutely not bored and not all that predictable, but in one way
or the other all health-related and almost all public service. | considered it
quite challenging and rewarding and not very dull.

SANTANGELO: Let's go back a bit. You were at this hospital in Philadelphia
in the '60s, Pennsylvania Hospital. Were you there when Medicare and
Medicaid were passed?

NEWMAN: Actually they were passed in '65 and | moved to Philadelphia
September 1st of 1965, so the during the debate and discussion which had
been going on for years | actually did my thesis at Columbia in the School of
Public Health which was about the need for national health insurance. It was
something that people had been aware of and didn't actually happen until
'65. | was in Philadelphia by the time of the great period of Medicare
implementation of SSA Commissioner Bob Ball and Deputy Commissioner Art
Hess. Tom Tierney (first head of the Bureau of Health Insurance) was one of
the great figures of those days.

SANTANGELO: Is he still living?

NEWMAN: | believe he is. I lost track of him and haven't seen him for many
years. | had great respect for him and liked him a lot from the later
experience in Medicaid. | was at Pennsylvania Hospital when the initial
implementation activities took place, and the selection of the intermediaries
was a big issue. Some of the big legislative questions were very prominent
just before | came down there. | remember this question about hospital-
based physicians—radiologists, pathologists, anesthesiologists—really major
issues that were resolved at the eleventh hour. So | was there when
Medicare was born.

SANTANGELO: Tell me what it was like at the grass roots level. You were
working in a major city hospital. What did these two programs really mean
for the hospital?

NEWMAN: | think one of the things that has gotten lost from that period,
because obviously it was a big change and there was an expectation of what
this was going to do would be to provide the means by which we would
essentially have a single class of care—everybody was going to be entitled to
services and we would not have the kind of poverty medicine that existed
traditionally—was that there was a serious question as to whether or not this
thing was actually going to get off the ground. I remember, for example, the
concern that physicians would not participate. We forget that. Physician
participation is, of course, voluntary. There's nothing that requires a
physician to participate in Medicare. It now would be almost unthought-of
because it is such a significant source of revenue for physicians, but in those
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days the big concern was whether or not they could actually get this off the
ground. The commitment was that people would have, essentially,
insurance, so the expectation was, "If | get services that are appropriate,
then | will get paid back for what | spent,” or in the case of the physician
accepting was that he would get it directly. But if the physicians didn't
participate then there was no program. The idea, for example, of usual and
customary reimbursement became the means by which physicians were
convinced to participate, and twenty-five years later there was this
enormous outcry because it was so expensive. That has to be seen in the
context of the concern by the people like Wilbur Cohen and Bob Ball, etc.,
who were told by the President of the United States, "This thing goes. We
push the button and it flies.” | remember that you couldn't go to a hospital
association meeting for this not to be the subject. How it would work, what
we had to do was on everybody's mind. But there were great expectations
certainly among those of us who felt it was a very, very important step, that
it would in fact provide the means by which we would achieve substantially
greater equity in health care.

SANTANGELO: And Medicaid in a similar way, but reaching a different
population than Medicare.

NEWMAN: Yes, a significantly different program. The important thing to
remember about Medicaid—we're talking about this on a day when the
President is expected to sign the so-called Welfare Reform Bill—is that
Medicaid was a profoundly different program structurally. My own view of it
has always been that it's not an insurance program. It's really a program
that provides federal government matching funds to states in order for the
states to arrange for the services to be provided to a group of people who
otherwise would not have them, so it isn't—at least in my view—defined and
developed as an insurance program. It was paying providers for services
that states obligated themselves to assure would be provided by
participating in the Medicaid program and receiving matching monies from
the federal government. What has happened to it over time is, again, a
fascinating story, but that was its original intent.

So it was different in many, many ways, and | think that's relevant to one
part of your whole history here because the creation of HCFA itself as a
means of bringing the two programs together—one, | think, could make a
pretty good case for the fact that it was not a particularly wise thing to do if
one was assuming that these were programs that were essentially similar,
and that it was just a matter of administrative efficiency since they were
doing the same things. | would argue that in many respects they were not
doing the same things. So with an orientation based on the experience of
Medicaid, that period going down to '65 was one in which I think there was a
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feeling that what Medicaid would accomplish would be to provide indigents,
people eligible for Medicaid—and everybody now realizes that does not
include everybody who is poor—people eligible for AFDC and other
categories of welfare would no longer be obliged to receive medical services
only as charity cases. They could now be accepted into the institutions with
payments for the services, and presumably there would be no need for
public institutions. Medicaid patients would have their own physicians and
they would essentially be treated like private patients. | think people thought
that would happen and didn't acknowledge how difficult that would be to
accomplish and how the provider community would resist that kind of real
integration or achievement of one class of care.

SANTANGELO: Actually I'm interested because it sounds like one of your
main responsibilities at this hospital was reaching out to the surrounding
community. Did you get a sense of what these programs meant to people
that they would cover?

NEWMAN: It really wasn't visible at that early stage. You couldn't really
gauge the impact. What was clear early was that the estimate that had been
put forward for what the federal government's cost of matching state
expenditures were very low. So very quickly Medicaid began to exhibit some
distress signals. | would say that it was substantially due to a weak
constituency. That's not a very profound statement, but the poor are not a
strong political force. So to blame the poor—we are back to today's
newspaper—and public policy is based on blaming the victim or the
recipient. The costs of Medicaid seemed to be higher than what people
thought they would be, and there were immediately concerns about what
they would do about that. Since then, as you know, the Medicaid program
was structured to give states the option of what the eligibility limits would be
and the category of medically needy individuals was available to the states
as an option. People who risked becoming indigent by virtue of their medical
expenditure and also in terms of the range of services that were required
services mandated by the law, and then there were optional services, so a
state like New York, which had a liberal tradition, as one might describe it,
had a very large program that took advantage of the options to bring the
poor people into the program. And so the outcry that this was costing too
much money was almost immediate.

It was also the fact that the states were really the administrative agents of
the program. The federal government was obliged to try to establish the
standards and enforce the standards, to the extent that that could be done
in a political system such as ours. The states had this responsibility with
regard to administrative activity, so that a federal expectation that
reimbursements, for example, to physicians would be such that there would
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be an adequate number of physicians available to provide the services to
people who were eligible. That was what the state was supposed to do. Well,
that might mean that the state would have to pay more than it wanted to
pay for physicians services so, again, what would happen was that a few
physicians would see an opportunity to make money. And we saw, early on,
the so-called "Medicaid mills" established, so that the through-put of
Medicaid patients was substantial enough so that people were making a lot
of money. Most physicians didn't want to participate in Medicaid because the
reimbursement was not high enough. So you did not, even from the earliest
days in many states at least, achieve this broadening of service
opportunities for Medicaid recipients, and the states were beginning to get
under pressure for the costs of the services. So the two programs in many
ways were different and remained different. Medicare, of course, has always
been tied to Social Security, part of the social insurance contract. Medicaid
has really never escaped its origins as a program for indigents and has
suffered the consequences of not having strong political support.

SANTANGELO: Let's talk a little bit about your time as a White House
Fellow. You worked with Charlie Schultz. What did you learn from him?

NEWMAN: | think most profoundly | learned that the federal government,
even at its highest levels, consists of human beings. The best of them were,
at least then and to some extent now it's true, highly dedicated, extremely
capable people. And I guess | would say that what | learned from Charlie
Schultz was to respect the importance of public service and the contribution
made by people in it. He was a very down-to-earth, very decent guy, was
totally unpretentious and allowed me to roam free and meet and learn and
do things that would have been inconceivable had | worked for someone
else. So it was a wonderful experience, and it was his willingness to give me
the opportunity, in the sense that he defined it for me with very few
constraints. There was a man named Sam Hughes who was his deputy, a
career civil servant, who really was the epitome of what the career service is
all about. And the Bureau of the Budget, as | mentioned earlier, was a kind
of elite corps of government employees. The thing that was so interesting to
see was the apolitical nature of this organization. | don't think anybody but
the Director was a Schedule C—well, | guess maybe there were other
Schedule C; but certainly a very thin top layer were political appointees—
overwhelmingly the place was career people. Their loyalties were to the
President, but in a funny way they were not political people. One of the
people—it may have been Sam Hughes—told me the story of the transition
from Dwight Eisenhower to John Kennedy. He said that on one day they
were working for Dwight Eisenhower and the next day they were working for
John Kennedy, the same people, and, to the extent that there were different
policies, they didn't miss a beat. Their job was to provide the best analysis,
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the best information, to the President and to the Director of the Bureau—to
whoever the decision maker was.

Given the way in which the political and the bureaucratic have melded
together over the years—so much has been politicized, so much has been a
function of personal loyalties—and I'm not talking about either party, I'm
talking about the whole process—it has profoundly changed and not for the
better. The notion of people being appointees moving so far down into the
system and the consequent degradation of career civil servants is something
that | think we have suffered from a great deal. The time—my White House
year—was somewhat close to what might be considered a halcyon period, a
wonderful time when people believed in government, believed in its
affirmative duty to make things better, especially for people who needed
help of one kind or another. | attribute that year in Washington as giving me
a real sense of that. | had feelings about it before, but being in it, seeing
and meeting people and realizing that Cabinet Secretaries were human
beings and not some other species, was an important lesson to learn.

SANTANGELO: Where were you physically located?

NEWMAN: | was in the Old Executive Office Building. | was literally
outside—I don't know what the physical arrangement is now—the Director's
suite overlooking Lafayette Park. There was a little cubby hole within that
Director's suite where | sat, so the whole world passed in front of me. There
was less security than today, of course, so that going across the roadway to
the West Wing of the White House was an everyday incident.

SANTANGELO: Did you have specific projects that you were working on?

NEWMAN: Yes, | spent about half of that year on educational programs—
very broad—with a lot of meetings and visits, but the rest of the time | was
in the Bureau | would attend staff meetings pretty much as an observer. |
participated with the Health Group. There was a young man who became
quite prominent in a subsequent administration, Paul O'Neil, who became
Director of OMB, | think it may have been in the Ford administration. Paul
was a young analyst when | was a White House Fellow and we got to be
friends, and several others. One project that is clearest in my memory was
participating on the team that did evaluations of the OEO neighborhood
health centers. | remember also being involved with a small task force that
the President had set up with a senior budget person in HEW. One of the
senior people in the Bureau of the Budget's health operation co-chaired this
task force looking at the spiraling costs of Medicaid. | have a clear
recollection of attending a briefing session at which President Johnson was
presenting some background on this growing problem—somewhere between
the fall of '67 and the spring of ‘68 was when this work was done—and my

CMS Oral History Project Page 97



job was to be the chart flipper, not, of course, ever dreaming that two years
later I'd be back running the Medicaid program. That was another one of
those interesting moments in the White House. Then there was a
presidential commission looking at hospital construction programs, looking
at the Hill-Burton program, and | remember sitting in on their meetings. It
was an open-ended opportunity.

SANTANGELO: Let's fast-forward then to a few years later when you did,
indeed, come back to Washington to run Medicaid. Who was it that actually
contacted you about that?

NEWMAN: The Social and Rehabilitation Service—a euphemism for the "W"
in HEW—had within it six bureaus, three related to welfare programs, and
then the rehabilitation program, aging, and juvenile delinquency were the
other three bureaus. It was the cash assistance—what one would think of as
the welfare program—the social services program and the Medicaid program.
Each of them had a Commissioner. Mary Switzer had been appointed as the
first head of SRS by John Gardner. She was in the process of retiring. A man
named John Twiname had come to government to participate in federal
service. He had a business background—I think American Hospital Supply. |
can recall this because we have actually become reacquainted during the
past few years and see each other, and he's had an interesting life of his
own. So he was a young businessman proud to be in government and to be
in that administration. He was a good, loyal, moderate Republican, and he
was going to be the Deputy Director of SRS with the expectation that he
would succeed and become the head of SRS. This all was in the process of
happening, and my predecessor, the person who was the head of the Bureau
of Medicaid was leaving. His name was Frank Land, a physician. I'm not
exactly sure where my name came from, except | know that it related to my
prior experience at OMB.

There had been a commission which had been established by the Secretary.
So you're talking about Nixon being elected in '68, coming in early '69 and
being immediately presented with these spiraling costs of Medicaid. That's
what always happens when you have a commission. It was the Secretary's
Commission chaired by Walter McNerney, the head of the Blue Cross
Association, and a whole bunch of people on it—Nathan Stark, Red
Sommers, Bart Seidman and others—and they made recommendations
about what needed to be done to Medicaid. One of them was to bring
somebody in to direct the program who had a background in health care and
who understood government, so | was sort of the product, the result, of that
Commission. | knew McNerney and | knew people on the staff of the
Commission, and | think that was the way my name was presented to John
Twiname. He called me and | came down to talk with him about it. There
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is—since this is an oral history—a piece of the story which probably is worth
recording in some archive. You understand that | was in Philadelphia, and
you also understand that | was not a Republican. You might not realize that
this administration became subsequently, | would say, virulently political in
its views as to who was acceptable. This was relatively early that I'm talking
about, the fall of 1969. So John Twiname had heard of me from people who
are on the Commission, not a political commission but a professional
commission, and | was at that point, | think, somewhat in the health care
field identified. . . So John called me and invited me to come down and we
talked. He said he'd like some other people to meet me, so | went through a
series of interviews with people, one of whom was a man named Fred Malek.

Fred Malek later—he was then in the personnel part of HEW—became the
White House political hatchet man. He was the really aggressive loyalty guy.
He was also a Harvard Business School graduate, as | recall. We talked
about Medicaid. I told him what | thought about it, what | knew about it,
what | thought it needed, what | had done. | was never asked any guestions
about my politics. | went through this series of conversations with people
and they were very pleasant. | had, as | mentioned, this other advantage of
this not being something | was not desperate about. |1 had my life in
Philadelphia, doing things there. By the way, the best way to have an
interview is to be relaxed and not be terribly worried about the outcome. So
I get back to John Twiname, and he's gotten back the reports from his
interviewers and he says, "Well, it looks like you're the guy and we'd like to
have you come.” And then he says, as an afterthought, "You're a
Republican, aren't you?" And | said, "No, as a matter of fact, I'm not.” Then
he said, "Oh, well, we'll have to get back to you." | said, "Fine. I'd be happy
to serve.” And he called me back in maybe a week or ten days, and it turned
out that he had had to get clearance on this appointment of somebody not
Republican. I know that it involved Hugh Scott, the senior Senator from
Pennsylvania—a prominent person in the party, | didn't know him—and they
needed to clear this with him. That's the way it happened. In retrospect, of
course, it was, | think, part of what | had going for me was that | didn't feel
myself a political appointee. It wasn't a function of anything other than, I
hope, my competence. That's a little aside that wouldn't be captured any
other way.

SANTANGELO: So then you did come on to run Medicaid. How big a staff
was there when you first came?

NEWMAN: That's another great fact for the footnotes of history. You're
talking about the central office for the Washington staff for the Medicaid
Program and there were 60 people—six oh.

SANTANGELO: Just slightly more than one per state.
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NEWMAN: Yes, well there was a regional structure. There were ten regional
offices. But it was minuscule. Of course, their responsibilities in the early
days were only to develop the criteria by which the states could come into
the program. There was not much thought as to what exactly the federal
obligation was other than to lay out some set of criteria which would put into
regulation what the law said the states needed to do. And that pretty much
mirrored what the statute said. States were obliged to submit their
documents to participate in the program, and that was essentially the role
that the Bureau had. Part of the work of this Medicaid task force was to
indicate that not only did it need leadership, but that it needed to be
substantially expanded. It needed to be restructured to take on tasks that
were unanticipated in its first days. One of the incentives, one of the reasons
that | thought it might actually be doable, was that there was a commitment
made for there to be a supplemental appropriation which would include
some substantial increase in the staff. In these days, one never thinks in
those terms. That doubled the size of the staff, still not very large, but
relative to what we were, and we restructured so there was an Office of
Planning and Evaluation, there was an Office of Innovations.

An interesting footnote to all of this is that the first arrangement with a pre-
paid health plan for Medicaid was back then, 1970 or '71, with the Group
Health Association [GHA] in Washington. This was, | think, the first contract
of what would now be called managed care, HMO. We did that on a kind of
experimental basis. The fact that there were new slots gave me the
opportunity to recruit people.

I would say that, for me, the story of my Medicaid experience and what |
took from it, was the great respect that | had for the people in it and the
sense of commitment that our group had doing what our mission was. It was
a wonderful experience and a wonderful group of people, many of whom I
remain in touch with and they have gone on to do various things, some of
which are of great significance. It was a wonderful time and wonderful group
of people. We knew exactly what we were there for, and that was to
represent the interests of the people who were receiving Medicaid. It was
totally unambiguous and it motivated everything that we tried to do.

Although, | have to say, it was a period in our history, even then, when you
were dealing with a program that provided services to the poor, you
measured your successes by the bad things that you prevented from
happening. You still weren't able to make a whole lot of good things
happen—although there were some things that we did, implementation of
Early Periodic Screening Diagnosis and Treatment [EPSDT] program for kids,
some nursing home reforms and some development of the early
management information systems.
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SANTANGELO: What about the issue of costs? That was one of things that
the task force was talking about. How was that discussed during the years
when you were there?

NEWMAN: | said earlier that the costs were a problem partly because they
had been projected—probably consciously, I guess I'd say, to convince the
legislators to pass the law—Ilower than they turned out to be. But the other
part of this, which really needs to be said, is that to the extent that much of
the focus has always been on some notion that the people receiving care
were over-utilizing. I've never understood what it means to say that people
will seek out medical services that they don't need because they're free, that
a poor person who has to travel on three buses to go across town to a public
hospital and sit in the waiting room for six hours will go because it's free.
Basically there's no question that throughout the whole health care system,
including Medicare, the need to somehow control costs in a world defined by
fee-for-service has been needed, and the fact that we're now moving in such
a swift fashion to permit the market to determine how costs will come under
control does reflect the fact that we had reached the point where the cost
structure was unbearable and that changes needed to be made in the
structure of the way in which the system provides care. Now, to blame
Medicaid—and particularly to blame the people who receive the care—for
that escalation of costs, has always seemed to me to be wrong. And yet it is
a wonderfully convenient way of sticking it to somebody and avoiding the
real task of reforming the delivery system or determining what we wanted to
expend to provide the marvelous technologically advanced services.

But in those days, states were, in one sense, unable to resist the temptation
of securing the federal monies, and then found themselves spending more
themselves than they had anticipated. In later years, well beyond the time
that | was there, there was the whole development of medically-related
interest groups—nursing homes, for example—influencing state legislatures
in ways that served their interests. So costs have always been prominently
in the picture. We haven't, unfortunately, ever got beyond the cost issue in
Medicaid. If we are committed to a single class of care and some
achievement of equity in access to care, we haven't made a whole lot of
progress.

SANTANGELO: How much oversight really was there for the states? You
had a fairly small office here and there were people out in the regions.
Someone in one of our interviews said, "We thought we had a lot of
oversight, but the states really pretty much did what they wanted to do." Is
that a fair assessment?

NEWMAN: | think that's absolutely a fair assessment. | think that any
expectation that the federal government in this relationship could seriously
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force states to do things was not only not achievable bureaucratically, it
wasn't achievable politically. 1 mentioned earlier differences with the state of
California under Governor Reagan where the state wanted to secure a waiver
to develop the so-called "Medi-Cal" Reform Program. That was based on the
idea that the mandated services of Medicaid, which the law said had to be
provided without any co-payment—if you think about that, it seems entirely
reasonable to say that an indigent person might be defined as one not
having disposable income and isn't able to have a co-payment for medical
services. But they said, "We're spending too much, having too much over
utilization, and the way to control that is by having co-payments.” | think
that's probably a correct thesis when you're talking about people who (a)
over utilize and (b) have the money such that the co-payment is a deterrent
to unneeded care. They (California) wanted to do this, and they needed a
waiver from us to vary from the regs and the law, and we at the Bureau
level said no and we were supported through the Secretary's level.
Richardson supported us. The White House decided to give them the waiver.
My understanding was—this was somewhere early in 1972—that the White
House wasn't interested in Reagan's being a competing candidate in 1972.
So he asked for the waiver and they gave a waiver, and we then at least
insisted that there would have to be an evaluation of this, which was done.
My recollection is that somebody from UCLA, who was a well-known
academic, did the evaluation and the evaluation showed exactly what we
said it would show. It showed, "Yes, you saved money, but you saved it at
the expense of people who needed the care not getting it.”

To that extent costs have been an issue and attempts to deal with it have
tended to focus on the victim. On the other hand, it's also interesting to
note, and California is an example of this too, that one of the things done in
California early on was to redefine as a covered service under Medicaid
schools for the retarded by designating them as intermediate care facilities.
So once they became intermediate care facilities, they were eligible for 50%
Medicare matching. They were the same institutions doing exactly the same
thing. That concept of "how do we maximize the federal share" began to
motivate states and, in recent years, got wildly out of hand. The states were
almost drunk with the idea that since there were no or almost no other
sources of federal support for state activities—over the years they dried up—
Medicaid became one of the few open spigots. So the challenge for the
states was to "medicalize™ as much as they could. An obscure loophole was
created by having hospitals contribute to the state and have that as part of
the state share, which then the federal government is obliged to match by
law, and then using the matching to repay the institution—really obscene
types of things—which resulted in a great outcry, "Oh, my God, the Medicaid
expenditure is just absolutely going through the roof, it's uncontrollable.”
And yet, in some strange fashion, at the same time the number of people
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uncovered with insurance rose. The number of people on Medicaid actually
decreased. Some of the roots of the current health care crisis go back to
these early and much simpler days.

I think, all of that notwithstanding, that that period of my four and a half
years of service in Medicaid doing some things, getting enforcement efforts
in—a set of standards for nursing homes was an important achievement, the
screening program for kids was very important. That, by the way, was an
issue on which | finally decided it was time to leave. What had happened
was that we had put out regulations saying that the states were obliged to
provide these Early Period Screening Diagnosis and Treatment programs for
kids.

SANTANGELO: And when exactly was that?

NEWMAN: We put the regs out in '71. It was the first issue on the table. |
came to this position when | was 34 and | was a hospital administrator, and
I can literally remember that the first thing that | had to deal with was the
EPSDT regs which were two years overdue. They had worked their way
through the system and | was presented with them. One of the people who
had been there when | arrived was the acting commissioner, Tom Laughlin,
and he said, "Here are the regs. Here's where you sign.” And | said, "Do you
think I could read them first?" and he said, "Well, yeah, if you want to." So |
took them home and read them and came back and said, "l actually have a
couple of questions about them,” and he looked at me quizzically. I don't
remember what they were, but his answer was, "We're doing this because
the General Counsel said that's the way we have to do it." | said, "Has
anybody spoken to the General Counsel about the possibility of doing it
some other way?" He said no, and | said, "I'd like to speak to the General
Counsel about maybe doing it the other way." He responded, "Well, | guess
so, if you want to.” | had a conversation with the General Counsel—in fact
we became pretty good friends—and he said there was a way of doing it the
other way. And | said, "l really think we should do this the other way," and
we went ahead with this. After a couple of other incidents like this, finally
Laughlin asked me, "Why are you doing this? You're only going to be here
for a short time." Actually, by the time | left, | was the senior person in HEW
in terms of this policy level. He said, "You're here to have a good time for a
year and a half or so. You have all these opportunities to go out and travel
and speak. Why in the world would you spend your time reading the regs?"
And | said, "To tell you the truth, that's what | thought I came to do. That's
why I'm here."

It really was a realization of who | thought | was and the nature of a system
that really wasn't used to somebody who felt that way. And there were
others joined me. Karen Nelson is a person whom you may have heard of.
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There was a man named Al Richter and others—Barney Sellers, Joe Manes,
Lucille Reifman, Jim Rice, Kevin Sexton, Jack Ebeler—these were all
wonderful people, committed to this issue that we had which was not the
way most of the people viewed things. That's a diversion from my story. So
that was the point at which | decided it was really time to pass the baton.

We move forward to '74 and there's new leadership in HEW. Caspar
Weinberger has brought in Jim Dwight as the head of SRS, from California
without any social service/Medicaid background at all. His only qualification
was that he was a Weinberger loyalist from California. What had happened
was that the law said that states were obliged to provide screening services
to kids eligible for Medicaid. There was no problem, of course, with providing
screening services because you're not dealing with sick kids. They don't
appear for services in the emergency room of the hospital. So you've got to
find a way to find them. So | went to the Headstart program which had a
similar population and said, "l think we should get together because you're a
good case finder." And he said that was good, so we sent out a joint memo
nationally to all of the Medicaid offices and all of the Headstart offices
saying, "You guys should connect locally because that's the only way we're
going to find kids who need these services." The guy who had come in to run
SRS, Jim Dwight, rescinded the joint letter. He pulled it. I asked him why
and he said, "Because it's going to cost money. We're going out to find kids,
and when we find them it's going to cost us money. That doesn't make any
sense."” | thought, "I think the time has come. | think I've done all that | can
do here." Because, | explained to him, "That's exactly why we did it. We're
obliged to find those kids." That was the issue that was the decisive one for
me.

SANTANGELO: It sounds like a real sea change between the Richardson
people and those that followed.

NEWMAN: Yes, | thought it represented a substantially more conservative

view. It was a view that was inimical to my sense of what we were trying to
do and what | felt we were obliged to do, what the law expected us to do. |
just felt that | wasn't able to contribute very much more.

SANTANGELO: Let's go to this period in the later years. Who contacted you
about the HCFA position?

NEWMAN: | had actually spoken with and gotten acquainted with Pat Harris
earlier on when she first came and she was going to fill the Undersecretary
position. | spoke with her about that, and she called me and said that it had
been a choice between me and Nathan Stark. Nathan is a wonderful person
and a good friend of mine. | was invited to come down and talk with her
about the Undersecretary's position. She called me—I was back in Hanover—
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and said that it was a very difficult decision, and she had selected Nathan
who was a very well-known and very well-regarded person—that's my
statement, I'm describing him that way—and she felt that he was the person
she wanted to do that job, but she would have hoped to have the
opportunity to have two Undersecretaries and she would have wanted me to
come as well, still wanted me to come, and asked me if | would serve as the
Assistant Secretary for Planning and Evaluation. | declined that because |
didn't think it was a position that | was well-suited for, but | said that |
would be happy to help her in any way | could. And in the course of the
subsequent year, there was a big problem in New York involving the
Brooklyn Jewish Hospital. It's a piece of history which eventually got to the
Secretary and became a major issue. It was a hospital in a very poor area
and it was about to fail. The question was could the federal government
allow this to fail. The state and federal government went into a complicated
dance as to how this could be done. She asked me to come down and advise
her on how to deal with this, and I did. And it worked out, | think,
reasonably well for her and for the Department, and there was a resolution
to that problem. So when Leonard Schaeffer left sometime later, Randy
Kinder, who was her special assistant, called me and asked if I would be
interested in coming down. It was late in the term, but they knew who |
was, they knew of my experience in public service and the Department.
They thought I might be interested. | decided that | would do it.

SANTANGELO: And you were actually administrator for approximately a
year?

NEWMAN: Well, it turned out to be less than that. | came down in, | think,
June. Even at that point there were things that had to be done; there was
machinery that had to keep turning. I came down, taking it seriously, to try
to get hold of the organization. Leonard had his own style, and mine was
quite different I think. My history with Medicaid made me particularly
sensitive to the organizational questions of what had happened to Medicaid
in the creation of HCFA. It had been a separate entity that had been merged
into HCFA, and there was some feeling that it had been Medicare-ized. So |
had to pay some attention to that, although it turned out to be that it was to
be quite a short time because, effectively, when the election took place in
another half year then it was just a question of preparing for the transition
to the new administration. But it was a time that | don't regret. There were
no big initiatives undertaken, but | think there was a serious effort made to
stabilize it. | think the move to Baltimore was one that was still
reverberating around. The early history of HCFA had a lot to do with
Califano's strong interest in creating the merger, not just forming HCFA but
merging. Bob Derzon was an old friend and | was aware of his experience. |
talked with both Bob and Leonard about what they had done and thought
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that there was an opportunity to try to focus on the programmatic objectives
rather than the administrative. So we began to do that, and we began to try
to do the things that one does, and | was gearing toward there being major
efforts around national health insurance. They were going to try to revive
what had been attempted earlier in the Carter administration in health care
reform. But it was a brief period where we began but didn't have much of an
opportunity to follow up.

SANTANGELO: Were there still some people working in the Medicaid part
that you knew from your previous experience?

NEWMAN: Yes. There was a secretary in the administrator's office—in fact,
she may still be there today, | saw her not more than a year ago—who was
a young woman who had been a secretary. That was '74 and this was
sixteen years later, and we're sixteen years after that now and that woman
was still there as secretary. There were some professional staff people and
there were a couple of people who were prominent and important in HCFA
who were there, too, who were and continue to be good friends and
colleagues. Ken Sexton is one and Jack Ebeler is another. They were actually
very helpful to me in terms of my coming in and, as they say, "land
running."” | felt comfortable and didn't need a whole lot of orientation. As it
turned out this was all pretty much a blink of the eye. But | was comfortable
and, again, have a good feeling about the quality of the people who were
there, and that was that chapter.

SANTANGELO: Let me ask you a wrap-up question, if I may. You've had a
really varied career and, as you said, most of it focused in some degree
around health care and making better policies thereof. When you look back
on this long and varied career, what would you say? Do you feel like you've
left a legacy; do you look back on any important things you're glad you were
a part of?

NEWMAN: | think that's two separate questions. | have no regrets
whatsoever about the various challenges that | responded to and
opportunities that | had and what | tried to do. The idea that public service
is a noble profession is something that | believed strongly in, so, in that
sense, | am happy to have had the opportunity to do the things I did. In
terms of legacy—I'm not quite comfortable thinking in legacy terms yet—I
think that I feel comfortable in saying that I've had some influence on some
people. There are people who, by virtue of our relationships, have thought
that public service and helping other people, especially people who are
vulnerable in a variety of ways, is a worthwhile way to spend your working
life. |1 feel pretty good about it, and it's part of the reason that | am enjoying
the opportunity to do some teaching and work with students to try to convey
some of that. | also have a feeling that the pendulum swings and things
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move in ways that one doesn't always appreciate, but | think things will
come back in time to our society in ways that we don't see very well today.

SANTANGELO: Thank you very much.

i
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Interview with Carolyne Davis

Washington, D.C. on November 8, 1995
Interviewed by Edward Berkowitz

BERKOWITZ: Let me begin by asking you about your background. Where is
Pennyan, New York?

DAVIS: [laughing] Pennyan is on Keuka Lake. New Yorkers go like this
[holding up hand with all fingers extended] to indicate the Finger Lakes.
Keuka is this one [pointing] right here. Pennyan is a tiny little village that
sits at the top of Keuka Lake. It has nothing to redeem it other than it's on
Keuka Lake.

BERKOWITZ: | notice that you went to Dickinson College in Carlisle,
Pennsylvania. How did you make that move?

DAVIS: The reason why | went there was that my mother, during World
War I, worked in the Navy for the Chaplains' Corp, and the head chaplain
who set up Sampson Naval Base up in New York State was a man by the
name of William Edel. He later went to become the president at Dickinson
College. He wrote to her when he was offered the presidency and said,
"Please come and be my secretary because | need an executive secretary."
At that point she was married again and had some little children and toyed
with the idea of going back to work. She didn't take the job, but she kept in
touch with Dr. Edel. (I was 12 when she got remarried. He [Edel] had met
me. | had stayed at his home with one of his daughters when 1 visited the
Sampson Naval Base. When | graduated from college, my mother wrote him
a letter and said, "Here's her transcript and here's her grades. What do think
she should do?" He wrote back and said, "Here's a Presidential scholarship.
Have her come here." So | ended up going to Dickinson.

BERKOWITZ: Were your parents divorced?
DAVIS: Yes.

BERKOWITZ: The other thing that sticks out about your resume, compared
to other HCFA administrators, is that you had a background in nursing. Did
you want to be a nurse when you were a girl?

DAVIS: Yes, | wanted to be a nurse probably from the time | was about six
or seven. My parents were divorced when | was five, and | was brought up

by my maternal grandmother. Her husband, my grandfather, was ill. He had
cancer of the bladder and he was blind and was pretty much bedridden. The
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first year | stayed with them | think he was up more, but then he gradually
got to the point where cancer moved into his bones and he was really not in
good shape at all. He was cared for at home and my grandmother needed
help nursing him. We were on this farm out in the middle of nowhere, so she
looked at me and said, "Well, it's you.” So when | was seven or eight years
old I was giving bed baths and doing injections of morphine—his total care. |
thought that was what nurses did, and so | just always wanted to be a
nurse.

BERKOWITZ: Was it unusual when you went to college that somebody who
wanted to be a nurse would go to college?

DAVIS: Yes. At that time, most people who wanted to be nurses went
directly into a program in a hospital. I think there was one other girl at
Dickinson the same time | was who was going to be a nurse. She went to
some place in New York, and | went to Hopkins. The reason | went to
Hopkins was that the second year | was at Dickinson | lived in the
president’'s home. His wife had been a nurse and she was bound and
determined that | should go to her nursing school to become a nurse. | was
trying, tactfully, not do that. | went and looked at it at her request and
decided that was not where | should go. On the way back from there—it was
here in Washington—somebody said to me, "Drop by at Hopkins." So |
dropped by at Hopkins and | was impressed with that program. They said,
"Yes, you should come here.” They had a "two plus three;" you did two
years of college and then went there for the next three years. And that's the
program | chose. It was highly thought of. My biology instructor at Dickinson
had done his educational programs at Johns Hopkins.

BERKOWITZ: What was his name? Was it Herber?
DAVIS: Yes, how did you know that?
BERKOWITZ: Because his son is an historian and works at GW.

DAVIS: Isn't that something! It's been so long since | remembered that
name. That's great. Do tell him what an influence his father was on me.

BERKOWITZ: He'll be delighted to hear that. So you went two years to
Dickinson and then three years to Hopkins. Who was the head of the nursing
program at Hopkins at the time?

DAVIS: Anna Wolfe.

BERKOWITZ: She was quite a formidable figure, wasn't she?
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DAVIS: She was extremely formidable. | can remember her still marching
down the hall in her totally gray uniform—gray silk stockings and gray
shoes—and her little white hat, the only white thing on her. She'd go
marching majestically through the corridors, as she did her rounds. We were
all scared to death of her, I'm sure. I can remember very clearly one night
when | was working evenings and she came around, as she was wont to do.
At Hopkins you usually had yourself and a couple of aides if you were lucky,
and one of the aides hadn't shown up, so there | was with little help. | was
running down the hall to do something when | saw this majestic figure
carrying a bedpan. In those days we were supposed to carry a bedpan with
a cover on it. |1 thought, "It's just my luck to have her arrive at this time,"
and | went running up to her. "Please let me take that from you," and she
said, "You're busy. Go do your duties. | was a nurse first before | was an
administrator. Don't you ever forget it." And it taught me something, it
really did, when | thought about it afterwards. Scared though | was of that
particular encounter, | thought of it after I got my degree and left. When |
got to be a supervisor, all | could remember was that lady making rounds
and taking the time to do those things for the individual patients and telling
me never to forget that she's a nurse first.

BERKOWITZ: As a nurse at Hopkins did you get to rotate through all the
services, from OBGYN to psychiatric?

DAVIS: Yes. | started out in surgery, actually neurosurgery, probably a
strange place to start, but it was part of the surgical rotation. Then I went
through pediatrics, psych, internal medicine. Towards the end GYN and OB. |
didn't like obstetrics much as it was not as exciting as medicine and surgery.

BERKOWITZ: What years were you at Hopkins?
DAVIS: | went there in the fall of ‘51 and graduated in '54.

BERKOWITZ: In 1954 you actually went into nursing yourself. Where was
that?

DAVIS: | got married while I was still in Baltimore, in my junior year. My
husband was in the Navy, stationed at Philadelphia. When | finished they
wanted me to stay on at Hopkins, but | was more interested in going where
my husband was. So up to Philadelphia | went and did a couple of
interviews. Lankenau Hospital had just moved from the inner city out to City
Line Avenue. It was run by German Lutheran sisters and they had moved
out to City Line Avenue. It became a lay organization. We had some
interesting times. When | walked in for my interview, they were searching
for an evening supervisor. To show you how naive | was, they looked at me
and said, "We need an evening supervisor,” and | said, "OK." | remember
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leaving there, not thinking much about it. The Director of Nurses had read
this wonderful letter Anna Wolfe had sent saying it was OK, | could do it, and
I thought, "I guess that's fine." When | told the first couple of people, they
looked at me and said, "You're doing what?" "I'm the evening supervisor."
They said, "How large is that hospital?” and | said, "l think it's 350 beds."
They just looked at me! [laughing] But you learn from something like that. |
wouldn't necessarily suggest you take the plunge, but Anna Wolfe had
enough confidence in me to say, "She can do it,"” and | think probably it was
a very big growth year for me personally. It was a private hospital. At
Hopkins students were never really allowed to be on the private service. We
were mostly with what would now be Medicare and Medicaid and charity
case patients. You didn't take anything like a piece of candy or fruit. They
had to call me into the front office [at Lankenau] and tell me that | was
offending the patients and their families because they kept trying to give me
fruit or candy or something, and I would look at them with this horrible
imbued implication that I could not do that. I was just coming from a
different point of view. Two difficult things | guess happened at Lankenau.
One was the school of nursing that they had there went on strike, a most
unusual happening. They had a German Lutheran sister in charge of it and
she left and the German Lutheran sisters got a little upset. They all decided
to go pray, | guess, and they left turmoil in the place. So we had about a
week of not much of anything, because we really depended on students back
in those days. There would be about one nurse per unit, and traditionally
there would always be a couple of students. All of a sudden we didn't have
any students, so we had a rough couple of weeks. Learning how to cope with
something so odd as a strike in my first work experience was a little
unusual.

The next big thing that happened was that we had a hurricane, and the
hurricane blew out all the windows in the hospital. It all happened while 1
was on evenings. About the time | got the fourth phone call from one of the
units that all the windows were blowing in, | said to myself, "I don't think we
can keep the patients in the rooms.” | couldn't find the hospital
administrator; | couldn't find the architect who had planned the hospital. I'd
thought since | couldn't find the CEO that maybe the architect who built the
place would know what to do. There should be something we were supposed
to do. Finally I had to order patients evacuated from their rooms. We put
them all out in the hall for that night. It was an interesting experience.
About 2 o'clock in the morning | finally located both the CEO and the
architect who had been at the same party, never dreaming that they ought
to call anybody and find out what the wild winds were doing to the place. By
then the hurricane had smashed in just about every front window. It was a
beautiful location. They had built it up on a hill and the whole front of the
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building was one solid wall of glass, so that when you walked in you had a
spectacular view from every patient’'s room.

BERKOWITZ: That's an interesting story. | know that you also went to
Syracuse after a while. I'm sure there's a big break of years here. Did you
remain in nursing up until then?

DAVIS: Not totally. | did the year at Lankenau and then my husband and |
moved to New Jersey. His mother had bought a business for his sister and
then she walked out on it. We took it over to try to resurrect the family
funds, and | worked with my husband three years in private business until
we decided that one of us was going to have to leave or else our marriage
was going to go. It was not too healthy to be together 24 hours a day every
day, particularly when both of us were strong-willed enough and each one
wanted to run things. So | left and went back to work—I started teaching—
at Mercer Hospital in Trenton, New Jersey. | stayed there for three years
until I had my son, and then | stayed home for a couple of years and did a
little bit of teaching part-time but nothing to speak of until we moved up to
Syracuse in '63. Then | said to myself, "l guess | really ought to go back to
school if I'm going to teach.” I went over and interviewed at the Syracuse
University School of Nursing. | found that the dean had been a Hopkins
graduate also, so we had a little chat and | left and thought, "What I'll do is
apply for a year from now," because | was in need of a scholarship and that
would take a little while. I heard back in no time that | was given a federal
stipend and a scholarship for that fall. So my husband and | had to sit down
and decide what to do at that point, and he said, "If someone is going to pay
your full way plus give you a stipend, how can you afford to not do it? You'd
better got back now instead of next year." So with that | enrolled my son
(age 3) in a full-time nursery school program and | went back.

BERKOWITZ: And you studied both nursing administration and higher
education administration? Was that common?

DAVIS: No, it wasn't common. | couldn't make up my mind what I wanted
to do. I liked administration and knew I'd been fairly good at it, and started
out thinking, "I'll do the dual degree because then I can either go into
administration or | can go into teaching.” Then, as | got a little further along,
I had a blank semester on my program because someone had decided |
should take a lot of credits in a hurry, and then forgot to plan a teaching
schedule. All of a sudden they looked at me and said, "You don't have
anything to take next term.” So | took that term off and | was going to go
back to work, but the university needed somebody to teach pediatrics so
they said, "We've got a better idea. Stay here and teach pediatrics."” | said,
"I'm supposed to be a student,” and they said, "That's all right. Stay and
teach pediatrics.” So | taught pediatrics for one semester. The second
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semester of that year was supposed to be my practice teaching. It was a big
joke around campus that | was a faculty member first and a practice teacher
second. And I stayed on in the educational arena then and decided that
since | was going to be in education | needed to know more about higher
education. About my second year there at the school, the director of the
undergraduate program left, and everybody said, "You go direct the
program.” | said, "Pardon me, folks, but I have a nine-credit teaching load,"
and they said, "That's all right. We'll help you. You go do it." So | suddenly
found myself trying to run the whole undergraduate program for about 400
students and I-don't-know-how-many faculty. I got into a few difficult
situations, needless to say, throughout the year, so | discovered that | really
needed the knowledge that higher education administration would bring. |
started in taking a couple of courses, not with any idea of getting a PhD. |
just needed—desperately needed—the knowledge. About the third course,
the chairman of the program came up to me and said, "You're not going to
take any more courses until you get matriculated,” and | said, "What do you
mean?" He said, "You're not registered yet for your doctoral studies,” and |
said, "l don't want to be. | just want to take this course.” He said, "No, no,
you don't understand. You are not going to take another course until you get
matriculated.” | was the first woman that went into their higher education
program. Most of the men in the program were saying they were going to be
a college president. | said, "Why do you think | want to be a dean if they
want to be a college president? I'm as bright as they are, so maybe | should
aim a little higher, too." At that point | guess maybe | wanted to be a college
president, too. [laughing]

BERKOWITZ: So you shifted from the field you were in, nursing
administration, which was heavily female to another field that was
predominantly male. Was that hard?

DAVIS: It was in some ways, and it wasn't in others. It was hard in that you
were constantly being tested as to whether you really knew anything. But in
another way, once you proved that you knew something, | think it was very
easy to be accepted. You sort of stood out. You could never hide. You were
the lone woman. So if you knew enough to dig in and do a lot of work in a
hurry and really knew your subject so that when you spoke what you had to
say meant something, then | think after that it was relatively easy. But you
had a testing ground of the first few weeks in a course or the first few weeks
in a new position. I remember when | went to Michigan and got to be
associate vice president, | think there was a whole cadre of folks at that
point who figured you got it because you were female. | think among our
generation there was still that tendency to view women in these roles as a
little unusual, and you must have had some other reason for getting there
other than your own will power and brain power.
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BERKOWITZ: When you were taking your PhD were you simultaneously
teaching at Syracuse?

DAVIS: Yes.

BERKOWITZ: Was it just a coincidence that you went back to that Finger
Lake region?

DAVIS: Yes. My husband and |1 had both been brought up over in that
region, and when we moved back up to New York state we actually had
moved to a little village called Cazenovia, which is where | had spent some
of my teenage years. We lived there for a year and the commute was really
terrible in the wintertime. | was commuting with a three-year old beside me
going in to spend his day at the nursery school. That kind of a drive, an hour
each way in the middle of snowstorms, was not fun. So at the end of the
year | said, "l've got better things to do with my time than spend two hours
a day in the car,” so we moved closer to Syracuse. We moved into a suburb
called Fayetteville. Right about that time a little place on Cayuga Lake came
up for sale. It was about a mile from his family's lake property—which is how
we found out about it—so we bought it. We used it only for the summer for
years and gradually put heat in and remodeled it, but it wasn't until I left the
government in 1985 that we had a chance to buy some more land. What
we'd bought initially was a little saltbox built in about 1824 and had four
acres of land. We've now got 160 acres. We've gradually put the pieces back
together from what the original farm was.

BERKOWITZ: What year did you go to Ann Arbor?
DAVIS: '73.

BERKOWITZ: Was that directly from Syracuse?
DAVIS: Yes.

BERKOWITZ: In Ann Arbor your initial job was the Dean of the School of
Nursing?

DAVIS: Right. It was one of the largest schools of nursing in the country.
They had been looking for a dean at Syracuse as well as in Ann Arbor, and |
interviewed for both. A very wise gentleman, who was a friend | respected,
one of the faculty at Rochester, had given my name to the people at
Michigan. He and | were at a conference together. | told him, "I'm really in a
quandary because I'm being interviewed by both." He just looked at me and
said, "It's time you and | had a little chat. You should realize that you need
to go to Michigan. If they offer you that, you get yourself out there right
away. They've got so many more resources than they do at Syracuse that

CMS Oral History Project Page 114



you'd be ever so much better off. They've got more money, it's a bigger
program, it's excellent.” Consequently, when the job offer came it didn't take
me too long. | thought about it for about a week and then said yes.

BERKOWITZ: Did you get a chance at Michigan to meet with the other
deans?

DAVIS: Oh, yes.

BERKOWITZ: Did you get a chance to meet Wilbur Cohen?
DAVIS: Wilbur was my next-door neighbor.

BERKOWITZ: Really? You lived on Oxford Street?

DAVIS: Yes. He lived right across the street from me. In fact, the first
person that welcomed us was Wilbur. When we moved in it was about 10
o'clock at night. The doorbell rang. When | opened the door, there stood
Wilbur with a chocolate cake in his hands, he and his wife. We were good
friends and neighbors. We used to be back and forth across the street, in
each other's homes for dinner fairly frequently. As a matter of fact, the day
that | got offered the job at HCFA—by then Wilbur had moved to Texas but
he had a habit of dropping by once in a while on his way through to
Washington—my husband and | were sitting around the fire and talking
about this opportunity that had suddenly been offered to me, trying to make
up our minds whether | should take it or not, when the doorbell rang at
about 10:30 at night. | went to the door and standing there was Wilbur
Cohen. I said, "Wilbur, my God, you are really like a sign from heaven.
Come in this door right now. | have great need of your counsel.” He's really
one of the ones who helped me think through what the impact was going to
be on my life if 1 did take the job. How did you know Wilbur?

BERKOWITZ: | wrote a book about Wilbur, and I've been to that house on
Oxford Street. They still own the house on Oxford Street, although the
university is going to take it over eventually. It's very pretty, that
neighborhood there in Ann Arbor. But what | wanted to ask you about your
Michigan years was, here you're all involved in the delivery of care and
teaching people how to deliver primary care. In the '70s it looks as though
you make a transition. You are concerned with health care, but now with
health care in a policy setting. Did that transition occur at Michigan?

DAVIS: Yes, it did. It was probably twofold. One is | was Dean for two
years, and then | got a request to go across and be the Associate Vice
President for Academic Affairs and where | had to cope with all the health
science schools and the hospital, so suddenly | went from nursing to all this
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other group and the bigger constellation of health care services and began to
really worry about the bigger picture items. Probably about a year after that
the federal legislation that was providing a lot of funding through capitation
began to be in serious jeopardy. All the deans started telling me how much
money they were going to lose, and | began thinking, "We've got an
incredible amount of money through the federal government.” We had a
whole office that was state affairs. We must have had seven people in the
state affairs office that went up to Lansing and talked about their needs.
When | added up the amount of money that we were getting from the
various federal government sources, nobody was looking at it. So | went in
to see the president one day and | said, "Something strikes me as very
odd." He said, "What is it?" And I told him, "You must be spending a lot of
money on earning two hundred million—whatever the state share was—but
we have nobody watching the federal scene. Here's this report, and this is
just the medical side, in terms of how much money there is now coming in
both through NIH and capitation..."

BERKOWITZ: Can we stop for just a second? Through "capitation™?

DAVIS: During the middle '70s the federal government through HHS was
giving out a per-person amount of money for each individual that you
educated, and they did it for medicine, dentistry, nursing, pharmacy and
public health in order to increase the number of health care professionals
because there'd been an acute shortage of all of them. It started when they
passed Medicare and Medicaid. Congress was afraid there weren't going to
be enough doctors and nurses to take care of the newly entitled patients, so
they implemented this idea of paying the educational institutions to increase
enrollments.

BERKOWITZ: | see, so there was some danger of them losing that money.

DAVIS: Yes. So all of a sudden the deans of all the schools were coming in
and saying I'm going to need X million because I'm going to lose this. And I
was saying to myself, "I don't have that kind of money in my budget.” Then
the next thing that hit me was, why does nobody care? There was this whole
apparatus in the university running up and down to Lansing, and nobody
was looking at the federal side. So when | posed the question to Bob
Fleming who was then the President at Michigan, he said, "What do you
think you ought to do about it?" I said, "I think somebody should start
organizing." And he said, "That's a great idea. Why don’'t you do that?"
[chuckling] So | got one more job, which was the beginning of a group that
would watch what was going on federally.

BERKOWITZ: Did the University of Michigan have an office in Washington?
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DAVIS: At that point they had one person who did student financial aid
through the Department of Education. That was all. So they had sort of an
office, but not a big one. Later on they moved two people in and kept one
doing health care and one doing student financial aid and some other things.

BERKOWITZ: The interests of the University of Michigan were considered
distinct from the interest of, say, Michigan State or Western Michigan?

DAVIS: Yes, definitely. There were only three medical schools in the state,
so those three—Michigan State and Wayne State and the University of
Michigan—could claim some degree of affiliated interest in capitation and
NIH grants, but Michigan State did very little with any kind of research at
that point. They were truly into primary care and not doing much at all in
terms of research areas, so they probably didn't pay too much attention to
what NIH was doing. Wayne State had its own organizational problems at
that point. They wanted to cope with surviving before they coped with what
else was going on.

BERKOWITZ: I guess they might have been as much concerned with aid to
Detroit as anything else.

DAVIS: Yes.

BERKOWITZ: We know that you got to be the head of HCFA in 1981. That
is a presidential appointment. Did you at some point in the Michigan job
make the contact that led to that appointment?

DAVIS: Yes, at some point. Probably in '78,'79. Again, it was hooked up to
this capitation fight. | thought, "OK, if I have to worry about the University
of Michigan's representation, | guess I'm going to look broader than just the
fact that we've got one Congressman and two Senators, because after all
Michigan is Michigan, so we ought to claim all of the Congressmen as our
representatives.” So | suddenly started using all of our Congressional offices,
figuring that half of them probably had their educational experience at
Michigan, so therefore they should all be loyal to us. And those that hadn't, |
assumed they were interested in basketball or football, so it was not difficult
to figure out a way to get to see them. But along the way I met up with
Congressman Dave Stockman, who was then on the Energy and Commerce
Committee. Dave quickly realized that because | was sitting where | was, |
could get contact easily with all five health science schools. He needed a
white paper on something and he'd call me and | could usually produce it in
a couple of days' time. So | sort of adopted Dave Stockman's office as a
second-step office to always keep in touch with. When they were having
their big fight on trying to prevent Carter's total cost control from passing,
he asked me to come down and testify. Partly he asked me because we'd
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been acquainted, and secondly | was a nurse, and the American Nurses
Association had come out in support of Carter's program. He wanted a nurse
to come out and say, "I'm not in support of it,"” so | came down and did the
testimony. While | was there, he introduced me to [Congressman Jim]
Broyhill, who was then the ranking minority member of the Ways and Means
Committee, and he was also engaged in this big push against Carter on the
cost controls. As you know, the total cost controls failed. After that the
Broyhill office knew me and every once in a while they'd call me.

BERKOWITZ: Can | ask why you were against the cost controls? Were you
against them because it would have meant less money for the University of
Michigan? Were you against them because they were a form of heavy-
handed regulation?

DAVIS: | thought it was heavy-handed regulation. I never did look at what
it would do to the University of Michigan, but | was dreadfully against heavy-
handed regulation, not believing in having all of your money controlled by
one federal source and having that much power in the federal sector. |
preferred to see the private sector go its own way and do its own thing
rather than being so terribly controlled.

BERKOWITZ: So you and David Stockman really were in agreement on
this?

DAVIS: Yes, philosophical.

BERKOWITZ: Would you have always termed yourself a conservative
politically?

DAVIS: Truthfully, you know, until I started coming to Washington, | would
never have thought about it one way or the other. Probably. When | was at
Syracuse | was on the School Board, and | guess you say | was one of the
more conservative members, yes. | wouldn't have openly put a label on
myself at that point because | didn't know enough to, but clearly | was
headed in that direction.

BERKOWITZ: So, if you were a conservative, certainly Robert Fleming
wasn't a conservative? And certainly not too many of the folks there at
Michigan?

DAVIS: Oh, no, not at all. In fact, they all looked at me with great
astonishment when | ended up going into the government. It was a pretty
liberal place. How did I fit in? [laughing] The Vice President for Academic
Affairs, who's long been the President of Cornell, Frank Rhodes, was very

CMS Oral History Project Page 118



definitely influential, and he was conservative. | think we probably
encouraged each other in our conservatism, as | think about it.

BERKOWITZ: Let me bring you back to the story about David Stockman.
We know David Stockman eventually became head of OMB. We know you
became head of HCFA. We don’'t know how this all happened.

DAVIS: What happened next was that because | had gotten involved with
David Stockman on the battle over total cost controls, | had been introduced
to Broyhill, and | had been introduced to Bob Michaels, who was then on the
Appropriations Committee. He wasn't yet running for minority leader. This
was back in about '78 | guess. Then in 1980 when things changed, Bob
Michaels decided to run for minority leader, and he was having trouble
getting any freshmen because the Congressman from Grand Rapids,
Michigan, had been in charge of the Republican's Congressional kitty. He got
to hand out all the money, so all the new freshmen had an 10U to him
because he was the one who dispensed all money, and he was running for
the minority leader position. Bob Michaels was trying desperately to get
through to the new people.

I walked into our Congressman's office one day—that was Congressman Carl
Pursell from Michigan, the district that contained Ann Arbor—and | was
dealing with his staff over a couple of issues. All of a sudden he walked in,
and he said, "Hey, Davis, do you know any freshmen Congressmen?" and |
looked at him and said, "How would I know? | don't even know who got
elected.” (This was the week after they'd been elected.) He said, "Come here
and take a look at this book." Pursell had just been to a meeting with Bob
Michaels, and Michaels had been saying to him that he couldn't get in to the
freshmen. So | was leafing through this book, not knowing anybody, when |
came across somebody who had won the election in Syracuse, New York,
who had been on the American Heart Association's board with me. We had
been vice presidents of the local Heart Association together and had lunch
together every week. | said, "My God, there's George." Pursell asked, "Do
you know him well enough to go to lunch with him?" and I said, "l went to
lunch with him once a week for almost a year."” And he said, "Do you know
him well enough to take Bob Michaels with you to lunch?" And | said, "Of
course.” So | put the two of them together. Michaels was so grateful to get
to a freshman. It turned out that George was a very staunch conservative
Republican, liked the idea of helping, and he corralled a bunch of the folks.

You know the history. The vote was taken and Bob Michaels was elected
minority leader. He considered that | had helped him greatly in doing this,
so he wanted to do something in return. By that time Reagan had just won
the nomination, and people were telling me to put my paperwork in to be
something at HHS. | said, "Sure, me and five hundred thousand others.” And
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they said, "No, seriously, we're going to need people in all these places. Put
your paperwork in."” So finally—they kept at me—I put in the paperwork and
literally forgot about it. About a month went by and Bob Michaels called me
one night and told me that the reason | hadn't heard from anybody was that
they had to appoint the Secretary first, and Secretary Schweiker had just
been announced. Michaels told me, "You'll hear next week."” | had no
concept that this would work, that I would really be considered. | was down
here for a meeting, and | went back to my hotel and there were phone calls
all from everyone, trying to find me. Secretary Schweiker wanted to see me.
I called his office and made an appointment for the next day. | went in and
Secretary Schweiker and three or four other people were there. We talked
for a little while.

The night before | had had a phone call from Congressman Broyhill who had
said to me, "Never go for an interview with anybody who's been in Congress
without knowing everything you can about them. I'm having my staff pull
together all of the bills that Schweiker ever had any connection with or
introduced, and I'm sending them over to your hotel. I want you to read
them tonight.” It was a big stack, but | slogged my way through it all. One
of the more interesting things | found was that he had introduced a bill
which forbade medical schools to ask—about abortions—what your religious
belief was before you could enter medical school. I knew that a litmus test in
the Reagan administration was where you stood on abortion, so | said to
myself, "This is going to be interesting.” They came around to that question
and | said, "My religious beliefs are my own. | believe firmly that if I were to
take a position here | would uphold the law.

By the way, if I recall, in 1977 you introduced the bill that eventually led to
the law that forbids medical schools from asking this question. Is that not
right?” His eyes twinkled. Several times | was able to interject a couple of
things. Towards the end he got up and went out and came back with this big
book. I later learned that it was the organizational chart. He didn't know,
he'd been there probably two days and had no more idea how many parts
there were to H.H.S. than nothing. He leafed through this book and at one
point said to me, "How much do you know about Medicare and Medicaid?" |
said, "Not very much. On the hospital cost containment panel, | dealt a little
bit with those issues for the physicians’' group, but | can't say as | have a
huge amount of knowledge about it." At Michigan we had just closed two
programs, and Schweiker and | spent a fair amount of time talking about
what I'd learned from closing two programs.

As you well know, on an academic campus closing a program is not a
wonderfully great thing to do. We had had a couple of bad years at Michigan
before anybody else did, and | had talked a lot about that. After the
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interview was finished | went back up to Michigan and said to myself, "Well
that was interesting. | can tell my grandchildren about it, but that's about as
far as that goes." | literally didn't think any more about it. But the next day |
thought about how rumors have an awful way of getting around, and | ought
to tell the president (of the University of Michigan) that | was interviewed.
So | called down and was given an appointment for that afternoon. About
noontime my secretary came in and said, "l don't think you want to take this
call, but there's a man on the phone who says he's Secretary Schweiker. You
don't want to talk to a secretary do you?" And | said, "This is a different kind
of secretary. I'd better talk to him." Of course she had no idea what was
going on. All I could think of was, "I wonder what question he forgot to ask
me." It never dawned on me that he was going to offer me a position. After
we exchanged pleasantries he said to me, "I want to offer you a job," and he
started describing the HCFA job. All I could think of was, "I don't think the
man heard me yesterday. He surely must not have heard me." He described
the whole job and he got done and asked, "What do you think?" And | said,
"Mr. Secretary, | don't think you understood me. Yesterday when you asked
me how much I knew about Medicare and Medicaid | said ‘'not a whole lot’
and | tried to describe for you that my contact was fairly minimal, and yet
here you are offering me this particular position." He said, "No, | heard you.
But you are bringing a different ingredient. You know how to downsize,
you've had experience with it. And that's what we're going to have to start
doing. I'm after your management expertise. You'll have to learn the other.

About four or five thousand people already know Medicare and they'll teach
it to you. I'm after what | don't think I can get overnight, and that the
management expertise. How about it?" | said, "l can't tell you yes right now.
I haven't even talked to my husband. I haven't even told the president of
the university anything about this.” He said, "You can't tell anybody about
it." And | said, "l do really have to discuss this with my husband,"—he could
understand that—"and | also have to discuss it with the president of the
university. I'm in responsible position. I can't just go flying out the door
someday and say good-bye." He said, "OK, those two, you can discuss it
with and that's all.” So that's how I got to be HCFA Administrator. | was at a
point at Michigan where | was looking for a college presidency. | had decided
I'd been in my position long enough, six years there in the vice presidency,
and | thought | should go out and look for something else. I was in the midst
of doing interviews around the country for college presidencies when this
came along, and it seemed like a good thing to do, particularly because
several of the places questioned my ability to handle large sums of money.
They weren't really sure | could handle a budget of a large scale operation. |
think that was still in the days when there was still a feeling at that point, in
the early '80s, that they weren't very sure a woman could run a whole
academic institution.
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BERKOWITZ: Even in the Reagan administration you were one of the
higher-ranking women.

DAVIS: Oh, yes.
BERKOWITZ: Were there women members of the Cabinet?
DAVIS: Elizabeth Dole and later Margaret Heckler.

BERKOWITZ: So then you were in charge of HCFA, in charge of Medicare
and Medicaid, and you had to learn about them.

DAVIS: What | did first was to interview all the former HCFA administrators.
I figured they'd been there and knew what the lay of the land was and could
teach me something. Frankly speaking, Bob Derzon was a huge help. He
outlined a lot of things. Probably because he'd been the first one, he had a
pretty good grasp of some of the major issues and some of the strangeness
of what was going to happen within the context of HHS itself. | found as
many difficulties working within HHS structure as | did just handling the
programs. As you well know, in most of these political appointments,
everybody is trying to climb on everybody else's back in order to get to the
top floor. And that's not my mental set at all. Secondly, I'd come from an
academic environment where my entire life had been built on asking other
people and trying to reach a consensus, and all of a sudden I'm in a position
where staff don't really tolerate your asking for consensus. They don't want
consensus. They're after your telling them what to do and they'll go do it,
but they don't want to be saddled with this idea of having to make part of
the decision. So we had a very uneasy few months in the beginning. They
looked at me and they thought, "Can’'t the woman ever make up her mind?
She's always asking us what we think instead of declaring what she thinks."

It took me about four months of working with the staff. | realized at about
two months that they were not going to tell me what they thought. They just
were not going to do it. So | would get them alone, individually, and | would
say to them, "You know last week in the meeting we discussed so-and-so,"
and they'd say, "Yes," and I'd say, "You let me go on the assumption that
everybody believed that we should do thus-and-so. Didn't you ever see the
pitfalls? You're a very high-level SES person, and you're frankly being
overpaid to 'yes' me, because you're not really helping me at all if all you're
going to do is say yes. That is not helpful.” It took me about three months of
one-on-one, behind-the-scenes discussion with them to get them
comfortable in disagreeing with me. It was an odd six months, because |
realized that they were extremely used to somebody coming in at the top—
it's very hierarchical, it just goes right down the chain of command. So for
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them getting used to me trying to get some degree of consensus by trying
to elicit what they really thought, made it a very tough beginning for me.

Secondly, | think, just learning about the programs was equally difficult. 1
would spend hours every night. | probably averaged about four or five hours
of sleep a night for months on end. The second thing | did was that | asked
for a lot more detail than most others did. | tend to learn best if I can really
get into it. If I'm going to learn, I want to know all about it. They'd send me
in a briefing paper and it wouldn't be nearly enough. I'd have a page full of
questions. A lot of it I would be doing the night before for a meeting the
next day. | was never able to do much more than stay abreast of whatever
the next issue was. | finally got into the habit of saying, "Whoever prepares
this briefing paper has got to put their name and telephone numbers on it,
because I'm doing a lot of this either in the evening or at home and I'm
going to want to call. I can't wait until the next day to call and say I've got a
question. | need to know who | can call.” I began getting much better
briefing papers once people had to identify themselves. | really did use that
system a lot. | would call them and say, "You said thus-and-so and | don't
understand this, and I've got five more questions.” | probably developed the
reputation of being a great detail list because by the time | left people were
saying to me, "We've got to learn to rewrite memos briefly because we know
that you are into every detail, but nobody else has ever been and probably
nobody else will be. So now we've got to go back to the other format."

BERKOWITZ: Did you also try to go visit the principal carriers and
intermediaries? Maybe go visit states?

DAVIS: Oh, yes, absolutely. I went out to do all of that. The first time | got
ready to go out, | had this whole entourage that filled up my office that were
into planning and public relations and all that. And they said, "Who's going
with you?" I said, "l beg your pardon?" And they said, "Who's going with
you?" And I just looked at them and said, "Nobody's going with me." And
they said, "Oh, no, you have to have somebody with you." I asked, "Why?
We're cutting two billion dollars out of the budget this year. How can | run
around with somebody with me when we're cutting budgets like crazy?
That's not the right move to make." They said, "No, you don't understand.
You have to have somebody with you." And I said, "Why? Tell me what that
person is supposed to do." They said, "Well, they make sure you get on and
off the airplane, and they check all of the logistics and keep notes."” | just
looked at them and said, "You want to know something? Somebody thinks
I've got a brain, and that's why they hired me. | hope they thought | had a
brain. I can probably figure out how to get on and off the airplane. If | get
the wrong one, you're going to know about it and chances are I'll probably
be all right. If | say the wrong thing, you're going to know about it, and if |
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say the right thing, you don't have to worry about it. So that's the end of the
discussion. We won't have anybody going with me.” So | never traveled with
anybody with me, but it was the bane of their life that they let me loose and
they didn't know what | was going to do because they couldn't be with me.
But I learned more that way, | really did, because | didn't have anyone that
somebody else would be talking to. I'd get the straight scoop.

BERKOWITZ: How did you handle the peculiar nature of the Baltimore-
Washington part of the job?

DAVIS: Not easily. Most of my time was spent in Washington. | had an
office in Baltimore and | tried to get there two days a week, but inevitably
somebody would call me back. It got to the point where it was silly. | was
spending more time driving back and forth, so I finally sat down with
Secretary Schweiker and said, "I have an office in Baltimore with 4,000
people in it. I've got to be there at least one day a week. Every time | get
there you call me back for a meeting." He said, "OK, let's figure this one
out."” So we set up a day, let's say Tuesday, where they guaranteed they
wouldn't call me for a meeting, and they tried to stick to that. Or if there
was a meeting it would be at 4:00 in the afternoon so | could have most of
the day in Baltimore. They were pretty good about that once we said, "This
is really a problem, I've got to be seen out there.” But mostly it fell to the
Deputy Administrator to be out there, because he didn't usually have to be
hauled back for the same meetings | did.

BERKOWITZ: Who was that for most of your time?

DAVIS: Most of the time it was Dan Borque. He's now with the VHA. Later it
was Jim Scott.

BERKOWITZ: Was that your hire?
DAVIS: Yes.
BERKOWITZ: Where had you met him?

DAVIS: He was up in the secretarial office where they did all the paper
work, made sure that everything got through, made sure the briefings got to
the Secretary. He had actually worked for Schweiker over in the Senate.

BERKOWITZ: When you would report, on paper Schweiker was your boss.
Did you actually report to him, or did you report to somebody else?

DAVIS: | actually reported to him. He was very thoroughly into that. He had
four operating divisions, and those four operating divisions reported directly
to him. That was Social Security, Public Health, myself and Social Services.
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BERKOWITZ: So you would see him once a week?

DAVIS: Yes. At least, if not more. Usually in between that | would see him
too, because we had a little joke that my phone calls were always trouble.
[laughing] He said to me one day, "Davis, HCFA is a major source of trouble
for me,"—and he meant it jokingly—and I said to him, "Well, you know,
when you're taking billions of dollars away from hospitals and nursing homes
and doctors, for some reason they don't really like you a whole lot. And
secondly, the beneficiaries get upset, too, about all these things. So, yes, I
can't usually tell you I've got some nice, wonderful thing that we're going to
do, because there's very little joy where I am.” And he said, "I never really
thought about it that way. Dorcas Hardy has always got these wonderful
things where | can go see this and see that,” and | said, "That's not ever
going to be me."

BERKOWITZ: | notice you stayed when Mrs. Heckler became Secretary.
What were the dynamics of that?

DAVIS: | stayed because we were in the process of implementing the DRGs,
and you can't leave in the middle of a time like that. | just couldn't. She was
an entirely different Secretary, obviously, than he had been despite the fact
that they had both been political. I think his management skills probably
were honed differently than hers. They were certainly sharper in many ways,
and he had great political instincts too. He taught me a lot about politics just
from being with him. For example, when we got ready to put the DRG idea
in front of Congress, he had the Congressmen down to brief them in small
groups at breakfast. When he first took the package up to them he said, "It's
too complete.” And | said, "Pardon?" | was feeling thrilled as if this thing is
my baby, I've done everything | can do to make it complete. He said, "What
do you want Congress to fix?" and | said, "Excuse me, what do you mean?"
And he said, "Don't you know you should never, ever put anything in that
you don't give Congress something they've got to fix or they'll find
something to fix anyhow. So what is it you want to hold back for them to
fix?" That was very enlightening. 1'd never thought about it like that before.

BERKOWITZ: That's very much a Wilbur Cohen-like thing too.

DAVIS: Yes. Schweiker was different, obviously, because he was a
conservative Republican, but many of his political instincts were true Wilbur
Cohen. I had known Wilbur closely enough during our years at Michigan that
I could feel some of that.

BERKOWITZ: Let's talk for a bit about the DRGs. DRGs in some ways is a
policy issue, not an operational issue about who should be handling Medicare
in lowa. It's a quantitative issue, a policy-related issue. Schweiker
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apparently was very interested in this himself, and he also had ASPE
[Assistant Secretary for Planning and Evaluation] which was into that kind of
thinking, had in fact been thinking about Medicare reimbursement, hospital
reimbursement for some time. | wonder how this played out between the
Secretary, you in the operational side of things, and this sort of intellectual
arm in ASPE.

DAVIS: Uneasily. ASPE, | think, was involved in the fix of Social Security, so
I got a head start because, when they were figuring how to fix Social
Security, I'm off figuring what we're going to do to get Medicare shored up.
So we started working on the DRGs.

BERKOWITZ: They borrowed $14 billion dollars from the Medicare Trust
Fund to cover Social Security. This would have been in 19827

DAVIS: Yes. December of '82. | remember when Schweiker called and we
talked about it. He said, "l really need to borrow $14 billion." That sounded
really odd, and | remember saying to him, "Mr. Secretary, I'd really like not
to give it to you, because our [Medicare] trust fund is going to be bankrupt
in 1995," and he said, "I can appreciate that, but you don't understand that
I have to send Treasury checks out next month to Social Security
beneficiaries and we don’'t have the money, so | have to borrow it from you
even though I am sympathetic to the fact that you've got a problem. But
we'll fix it." That was my first acknowledgement that they were going to fix
it, and then we talked later about the possibility of hurrying up and getting
the DRGs done in time to get it off to Congress so they could wrap it in with
the Social Security fix. And that way it would for sure go through. And that
was pure Schweiker strategy, I'm sure. I'd never thought about that. He
called me two or three times and said, "If we promise them we can do it,
you've got to do it,” and | said, "I will." So after we had the hearings | came
back and said to the staff, "Hear me out. Make no mistake about the fact
that we are going to get this done."” The staff were running around saying,
"If we..." and I finally decided we were having a serious problem. I called all
the senior staff together and said, "Let me explain something to you: we will
get this done this fall. If there's anybody here now who thinks we aren't
going to, you should be prepared to leave now and give your place to
somebody else, because I'm telling you that we will work weekends, we will
work evenings, I'll move cots in so we can work all night if we have to, but
we are going to get this done.”

BERKOWITZ: I'm getting confused on the chronology. In the fall of ‘827

DAVIS: This was in the spring of '83. | jumped ahead. Once we sent the
original legislation up and they passed it in April 1983, we had from April
until October to get it implemented.
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BERKOWITZ: In terms of the creation of DRGs, was that really not HCFA's
baby?

DAVIS: Yes, it was HCFA's baby. It started out in Research and
Development. They had been doing this experiment with people in New
Jersey, so a group of us went up to New Jersey and sat with them for a
couple of days to find out how their system worked and what wasn't working
so we could fix those things that weren't working. Then we came back and
had a whole series of meetings. Patricia Feinstein was my Associate
Administrator for Policy, and under her was Larry O'Day who ran the Office
of Reimbursement with Chuck Booth, who's still there. The others |
mentioned were political appointments. They would get this information out
weekly to me with a decision memo. I've got four boxes of decision memos
about how we created DRGs. | gave them to the University of Michigan
library, but I've got another whole set of them.

BERKOWITZ: Give them to the HCFA library.
DAVIS: That's true if they have such a thing.
BERKOWITZ: They have a nice new library.

DAVIS: Oh really. We never had such a thing. | never thought about that.
I'm glad | did it, because it will provide a trail for the decisions that were
made. I've since discovered the whole world thinks they did the DRGs.

BERKOWITZ: I've noticed that too. I've had several people tell me that
they did that.

DAVIS: That they were the father and mother and all. So when we once
sent the DRGs up to the Secretary's office, ASPE then got involved, because
ASPE got involved with everything that went to the Secretary's office. They
were the brain power behind analyzing to see whether something was right
or wrong.

BERKOWITZ: Plus, wasn't Mr. Rubin particularly interested in medical
things?

DAVIS: Yes, he was. So he got into it, and some of his staff and he probably
made several decisions. | wouldn't say they were major, but they were
certainly part of the process. I'd have to go back to the boxes of stuff and
see which things they actually questioned and how we worked it out. |
remember meeting with him once or twice to explain a couple of things. The
Inspector General's office got into it because they had to track things. Every
office got into it. You had to meet with each office separately to see what
they were going to be able to add to it. Then we got it in to the Secretary's
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office, and right about that time, after the Secretary had made the decision
that we were going to go with the DRGs and we were going to drop it into
the Social Security fix, he left. So Secretary Heckler came in and all of a
sudden | was faced with briefing her on the complexities of DRGs which had
been passed by Congress. She was met with a fait accompli, something that
she knows nothing about but which is a very major policy. | remember very
clearly that Bob Rubin and | scheduled a series of briefings with her, but
Margaret wasn't real good at keeping track of time. She would sometimes
schedule a meeting and then let it slip. A number of times meetings would
be canceled because something else had come up. | think we probably had
about two meetings with the entire staff—his staff, my staff—to brief her.

Maybe we made it through chapter one and two, and it was getting to the
point where we were under a terrible time deadline. | knew | had to get this
over to OMB because they had to read it for regulatory language. Meetings
kept getting canceled. | finally went up to Margaret one afternoon and said,
"You simply cannot keep breaking these meetings. I've got to get this
briefing done. It has to be over in OMB next week." She looked at me and
said, "What are you doing tomorrow?" This was Friday. | was planning on
going home, but I didn't tell her that. | said, "Would you like to be briefed?"
and she said, "Yes." | went back over and sat down next to Bob Rubin and
said, "Bob, she wants to be briefed tomorrow." He said, "I'm not coming in
tomorrow. She won't do any better tomorrow than she has any of the other
days. I'm not going to waste my Saturday here.” So he didn't come in. |
went to the meeting with her, the two of us alone, and we worked our way
through the entire document and finished up about five o'clock in the
afternoon. And she said, "That wasn't so bad, was it?" And that's how we got
the document out of there.

BERKOWITZ: When was this did you say?

DAVIS: One Saturday in May 1983. It had to go to OMB and they had to
read it, and it had to get out a proposal in June with comment time so it
would be final by October 1 in order to be implemented. It may have been a
couple months earlier than that, June maybe, because we had to give them
30 days turnaround time and then do another version.

BERKOWITZ: Let me ask you one last question. You left in 1985. Why?

DAVIS: It's a very tough place. It takes a lot out of you. | found I couldn't
run it unless | was there from early morning to late at night. | by then had
tried to take a couple of vacations, and you'd get about one day of vacation
and spend the next few days on the phone, and then you'd get up and go
back. After five years, | said to myself, "l think there's a better life than this.
The next big issue that has to be tackled is the doctors, but if you do what
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you need to do with the doctors, you'll have to stay four or five years. You
can't just suddenly toss a new program out and leave. | don't have the
physical stamina to do that,” so | decided | should leave. Having decided to
leave, I interviewed at a couple of places for college presidencies in medical
centers and was just appalled at how nobody wanted to see where things
really were going—"Don't change the way things are now,"—and after a
couple of interviews | said to myself, "I don't think I fit in the academic
world."

It stunned me that | suddenly realized—Wilbur Cohen had told me | would
have a terrible difficulty going back, and | didn't believe him. At the time |
remember saying to myself, "That's not right. Of course I'll go back.” He said
to me, "l must warn you, you must think pretty hard about this because you
will never be the same again. You will find extreme difficulty going back.” So
with that, | thought to myself, "What in the world will I do now that I can no
longer be an academic?" First, | went on vacation. | was exhausted. | went
to Hawaii for two weeks and just laid on the beach and did nothing. When |
came back | started interviewing with various firms and Ernst & Young
offered me the opportunity to be a consultant. | said to them, "I don't know
how to be a consultant,” and they said to me, "Sure you do. You've taught.
You understand all about it. You just don't think about it as being that. It's
not that difficult.” So we agreed upon what | would do, and I've been here
ever since.

BERKOWITZ: That's a very good note on which to end. Thank you very
much.

HHH
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Telephone Interview with Dr. William Roper, MD

Roseland, New Jersey on August 29, 1995
Interviewed by Mark Santangelo

SANTANGELO: Dr. Roper, will you tell me a little bit about your
background?

ROPER: The short version is I'm a native of Birmingham, Alabama. | went
to college in the state and then medical school in Birmingham as well. | did a
residency in pediatrics at the University of Colorado and have had a long-
standing interest in public policy dating back to high school and college days.
When | was in medical school | learned about the field of public health and
saw that as an opportunity to merge my interest in public policy with
medicine. | went to the University of Colorado for three years where | did a
residency in pediatrics after medical school, and during both my medical
school senior year and then in my middle year of my residency | took time
out and served as an intern on the staff of a Congressional committee in
Washington.

SANTANGELO: Which committee was that?

ROPER: It was then the Subcommittee on Health and the Environment
chaired by Congressman Paul Rogers.

SANTANGELO: What were your responsibilities for the subcommittee?

ROPER: The first time around which was in January-February of '74, 1 was a
very low-level staff intern Xeroxing and collating and stuff like that. When |
came back in the fall of '76, | did a little bit more substantial things, but I
wouldn't try to convince anybody that I was making major national policy
decisions. It was an opportunity to see pretty close at hand the legislative
process, and | knew even more so that | was interested in government and
public policy. After my residency in pediatrics, which finished in 1977, 1 went
back to my hometown, Birmingham, Alabama, and was appointed Director of
the County Public Health Department there. Health Officer is the title. 1 did
that from '77 to '82, five years, and then was selected as a White House
Fellow.

I went to Washington in the fall of ‘82, supposedly to stay for one year—I'll
come back to elaborate on this—but the one year stretched into about 8
years. | served that year as a White House Fellow in the Office of Policy
Development, which is the domestic policy staff to the President, and worked
for a person named Roger Porter who was Deputy Director of Domestic
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Policy for President Reagan. My responsibilities were health policy, broadly
speaking, and focused on not only public health policy but health care
financing policy issues. | learned a lot about Medicare and Medicaid and
HCFA, and had an opportunity to get to know and work with Bob Rubin who
was Assistant Secretary for Planning and Evaluation of HHS, Carolyne Davis
who was then HCFA administrator, Ed Brandt who was Assistant Secretary
for Health, Secretary Schweiker and a number of others in the Department.
At the end of my tenure as a White House Fellow in the late summer of ‘83 |
and my wife moved back to Birmingham, and | resumed my former job with
the Health Department there, but within a matter of two months the people
in the Reagan White House called me and said that they realized that | had
demonstrated the need for a full-time health staffer on the White House staff
and asked if I would consider coming back yet again to Washington to do
that. We thought about it for about five minutes and decided to take the
plunge.

SANTANGELO: So that position was created for you?

ROPER: Yes. So | resigned my job in Birmingham and we sold our house.
My wife left her position there. She's a pediatrician, a pediatric oncologist,
and she was on the faculty of the university medical school there. We moved
in late 1983 back to Washington, and | went back to the White House and
served as Special Assistant to President Reagan for Health Policy doing many
of the same kinds of things | had done as a White House Fellow but as a
permanent appointee with more authority or responsibility, however you'd
put it. 1 did that until early 1986, a little over two years, and at that point
President Reagan nominated me for the job of HCFA Administrator, Carolyne
Davis having resigned in August of September of '85.

The usual confirmation process took a while, and | started as HCFA
Administrator on May 16th of '86 and served there until early 1989 when, at
the beginning of the Bush administration, Roger Porter, the guy | mentioned
earlier who was Deputy Domestic Policy Advisor to President Reagan, was
named the top domestic policy advisor to President Bush, and he asked me
to come be his Number Two, Deputy Domestic Policy Advisor. So in February
of '89 | went back to the White House as Deputy Assistant to the President
for Domestic Policy. | know I'm past your window of interest, but I served
there for a year and was appointed Director of the Centers for Disease
Control. 1 went to CDC March the 1st of '90, served there three and a half
years until June 30th, '93, and left to join Prudential.

SANTANGELO: That's a good outline of most of the things | want to get
back to. Let's start, if | may, with your experience as an intern for the House
subcommittee. Although as you said it may be a snail's eye view, what from
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your experience was the relationship between the House and the federal
governmentally aligned agencies at the time?

ROPER: The Democrats were in control of the Congress and Paul Rogers
was the chairman of the subcommittee. It was a substantially different
environment than it is today, a much greater difference than just the
political party difference. The staff of the Congress overall and the staff of
the subcommittee was much, much smaller than it is today. I think at the
time | was there the staff was one person, his secretary and me as an
intern. |1 don't know what it is today, but at its peak under Henry Waxman
who succeeded Mr. Rogers, the subcommittee probably had 25 staff. A
much, much different environment. It was more top-level review of things,
not nearly so much Congressional micro-management of the executive
branch as has been the case recently. That was during the Nixon and Ford
administration, and despite the fact that the Congress was in Democratic
hands and the executive branch in Republican hands, there was a pretty
good working relationship between Mr. Rogers and the folks in the
administration. | would not describe it as adversarial but constructive.

SANTANGELO: Before we get to your experience as a White House Fellow
in 1982, can you tell me a little bit about what the Jefferson Country
Department of Health was like in Birmingham?

ROPER: It's an urban county health department. Not quite the same as the
D.C. Health Department here in Washington, but much the same kind of
thing. The county has a population of 650,000 and the Health Department
had a staff of some 200 odd employees and a budget, when | came, of
about eight million dollars and programs ranging from aid to the
neighborhood health centers to restaurant inspection and water fluoridation
and air pollution control, mental health—the usual range of public health
services.

SANTANGELO: Did that expand over the five years?
ROPER: Yes. When | left the budget was almost twenty million dollars.

SANTANGELO: Is it correct also that in ‘81 to '83 you worked on some state
health organization?

ROPER: Right. | was one of the principal ones working on a reorganization
of the State Health Department that divided the state up into six public
health areas or districts, and in each of those there was a person named as
an Assistant State Health Officer. I was the one for central Alabama public
health area.
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SANTANGELO: What kind of responsibilities did you have?

ROPER: | was a part of the State Health Department and had responsibility
for State Health Department programs in six counties in the central part of
the state, including Jefferson County where | was also concurrently local
health director.

SANTANGELO: Now we can move on to your experience as a White House
Fellow. Can you tell me about some of the responsibilities you had there,
some of the issues that you came across?

ROPER: | was the person on the White House staff who had health
credentials and health interests and involvement, so there was everything
from health care financing issues—meaning Medicare and Medicaid—to
public health issues like immunization and AIDS (the epidemic began during
that time period), just a variety of issues like that about which the President
and his senior staff needed to know something. | prepared a whole host of
briefing notes and was involved in briefing more senior officials and involved
in meetings where policy was discussed.

SANTANGELO: Were you involved in meetings directly with the President?
ROPER: Yes.

SANTANGELO: Let's specifically look at the health care financing question. |
would think that one of the big issues that you would have been talking
about during that year would have been the lead-up to the DRGs. What can
you tell me about how that came about? Was it something that HCFA came
to the administration with and said, "Here's an idea we have,” or did it come
the other way? What do you know about how the idea came about?

ROPER: There had been a series of preliminary work efforts underway for
some time, maybe back into the 1970s, worked on by the folks at Yale and a
demonstration effort in the state of New Jersey.

SANTANGELO: | assume that Alabama’s was similar to most of the other
states, that they didn't have a demonstration project?

ROPER: Right. In the fall of ‘82, right after | got there as White House
Fellow, the President's domestic policy advisor, Ed Harper, called me into his
office and said that the President and Ed Meese and some of the senior
people around him wanted work to be done on a comprehensive health care
reform package that the President could propose the following year. (You've
probably heard those words before, health care reform.) So | began work as
a part of a committee representing the White House and other parts of the
executive office of the President, HHS and so on. Others were Bob Rubin,
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Assistant Secretary for Planning and Evaluation at HHS who was sort of the
spearhead of it for Secretary Schweiker, Ken Clarkson who was Associate
Director of OMB for Human Resources and Labor, David Henderson who was
Senior Staff Economist at the Council of Economic Advisors. Don Moran, who
was Executive Associate Director of OMB, was involved in what we did but
not in a day-to-day fashion.

Again, Carolyne Davis was involved in what we did, but she had then HCFA
staff who primarily served as staff support to the work that this committee
was doing, and primarily the work that Bob Rubin was doing. The
relationship within the department was that Schweiker looked to Rubin to
guide these kinds of things, and he asked for technical assistance from
HCFA. We worked intensely over a period of several months.

SANTANGELO: What was your specific charge? Was it just, "See what you
can do," or was there more specific direction?

ROPER: It was to come up with a comprehensive package of proposals, a
market-based system with Reagan's overall policies, save money—the usual
kind of stuff. Early on it became clear that one of the things that had to be
done was to slow down the growth of Part A of Medicare. There was this
proposal to institutionalize the DRG system in paying hospitals that made
sense. | don't recall a whole lot of discussion or debate about that
concerning DRGs for hospitals as an element of a program.

SANTANGELO: One thing that's always been unclear to me in discussions
about DRGs is were there other options that were brought up and were
projected, or did this just seem that it was the most obvious action?

ROPER: More the latter because it was so far along as far as the technical
work that had been done on it. Another element of the package, and this
was a thirteen-point proposal including malpractice reform (it wasn't a
thousand pages long like Ira Magaziner's was, but it was a comprehensive
package) was a substantial push to put Medicare beneficiaries into managed
care plans. We put it all together, it was released by the White House as a
Presidential initiative. | guess it was announced at the State of the Union in
January or February of '83. With all the accompanying documentation it
went forward to the Congress and in just lightning time, specifically because
of the leadership efforts of Chairman Rostenkowski of Ways and Means, it
passed—the DRGs | mean—and that was the only element of our 11 or 13
point package that passed.

SANTANGELO: How closely were you involved in the efforts to get
Congressional support for the DRGs?
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ROPER: Only a little bit. Again, Bob Rubin was the person directly and
continually involved in that. I wasn't much involved with it.

SANTANGELO: So the DRG initiative passed and shortly after that you left
to go back to Atlanta.

ROPER: Yes, but we began this crash program to implement the DRG
system. That was across the summer of '83. | can recall delaying our leaving
actually to stay for a meeting with Dave Stockman to go over the details of
its implementation. There was a lot of pulling and tugging around the writing
of the regulations and the specifics of what was going to be put in place as
far as the actual DRG rates the first time around. How were the rates going
to be determined? What would be done, if anything, if the estimates for
spending for the coming year were overrun? There was a lot that | was
involved in up until literally the day | left which was August 31st of '83. And
then | came back, at least on a part-time basis, beginning in November of
that year and once again was involved in it.

SANTANGELO: Was there any kind of real opposition to the program after
its initial announcement? It seemed fairly easy, the early going.

ROPER: Opposition within the administration you mean or general?
SANTANGELO: Either.

ROPER: Not much. But more recently people in the conservative movement
have castigated it as an administered price system that does not have much
of anything about free market competition as a part of it, however those
kinds of considerations really didn't get debated, despite that being quite a
concern of a Republican administration. In retrospect that seemed a little
odd to me that it sort of breezed right through.

SANTANGELO: And in retrospect of the tenures that you had, do you think
the DRGs were successful meeting their goals?

ROPER: Absolutely. Unquestionably the answer is yes. | think it can be
viewed as a transition though, not as a permanent way of administering the
program. A transition of movement of the same thing | was advocating 13
years ago, which is the movement of Medicare fully to private health plans.

SANTANGELO: Let's move on to your work as a Special Assistant for Health
Policy. 1 don't actually know very much about what the major health care
initiatives would have been during those years, so perhaps you can
summarize them for me.
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ROPER: During that period before | went to HCFA, | was involved in yet
another major exercise to review health policy for the Reagan
administration. | chaired the Working Group on Health Policy and Economics
which was an interagency policy committee at the Assistant Secretary level.
That was constituted in the summer of '84 and it really continued—the name
was slightly changed later on—until | left Washington in 1990. It was a
standing committee at the White House and was a part of the domestic
policy apparatus focused on health care beginning in ‘84 and continuing on.

The main activity we engaged in, in the latter half of ‘84 and throughout '85
was a rather intensive series of meetings in focused discussions around a
series of health policy issues—everything from what's to be done with the VA
hospitals and what's the Department of Defense health care system about,
to further reform of Medicare, to what's the future of Medicaid, the role of
prevention in all of this—leading to a compilation of a series of white papers
that were born of the working group to the President that we rendered in
late '85.

It was never publicly published, but was, | thought, a good overview of this
series of problems and issues that we dealt with and a range of options. In
addition to that, 1 was very much involved in a White House monitoring of
HHS and what the department was doing, particularly around health care
financing, HCFA issues, but also public health issues. The AIDS epidemic was
much more substantial, and we had a series of discussions and debates
about what administration policy on that was to be. Also discussions about
childhood immunization policy and a range of other things, but I'd say |
spent probably 65% of my time on health care financing issues.

SANTANGELO: Can you comment on what it was like in the Reagan White
House at that time? Was it a cohesive group, particularly on health issues?
Were there any factions?

ROPER: I don't think there were so much policy factions as the usual
bureaucratic back and forth of who was in charge and who had more
authority. It was clear that OMB was very much in charge of things in budget
policy. "Drove health policy” was the oft-repeated phrase, and it literally was
true, probably is still true. Dave Stockman and Jim Miller who followed him
were very powerful and influential OMB Directors, and their Associate
Directors, first Kent Clarkson that I mentioned, then John Cogan and then
Debbie Steelman had an awful lot to say and do about health care programs,
particularly Medicare/Medicaid. The Council of Economic Advisors was of
greater or lesser importance. During the time that Marty Feldstein was
Director of the Council it had more clout, and I had the delight of getting to
know him and working with him during that period. Our group, the domestic
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policy group, was a player—I wouldn't say an important player—but it was
clear, as I've already said, that OMB was the dominant player.

SANTANGELO: Would you say that health policy was one of the
administration’s top, say 3-5, priorities during the three years that you were
in the White House, or was it a lower priority?

ROPER: I'd say it was in the medium category of importance, particularly
because of its budgetary implications, but it wasn't as if the top tier of folks
in the White House went around worrying about health care reform. Finally,
one other thing, in his State of the Union message in '86, President Reagan
once again proposed the broad notion of health care reform. In the run up to
that speech, around Christmas time in '85, | was again involved in a briefer
but intense effort to put together a series of proposals for the
administration.

SANTANGELO: Was there a strong effort within the administration to get
them passed?

ROPER: They were put forward as the President's legislative agenda, but
not much happened after that.

SANTANGELO: Was there Congressional support for any of these
initiatives?

ROPER: No. By that time there was broad hostility between the Democratic-
controlled Congress and the White House so there was not any support.

SANTANGELO: You mentioned that in the '70s the staffs were small and
there was a good relationship between the Executive and the line agencies
and Congress. Would you say that that had changed by many degrees by
then?

ROPER: Yes.
SANTANGELO: To what do you attribute that? Is it a partisan thing?

ROPER: Part of it is surely the partisanship of one party controlling one
body and the other party another. Another part of it is just the sheer
dynamics of bureaucracy. When you get that many people, meaning the
Congressional staff, sitting around at their desks, they've got to do
something. What they end up doing is looking for work, and it's just very
tempting to try to micromanage the administration.

SANTANGELO: What were the circumstances of your being nominated as
Administrator of HCFA?
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ROPER: | was picked as the nominee.

SANTANGELO: Who actually told you that they were going to make the
nomination for HCFA?

ROPER: | think the actual official notification I got from the fellow who was
the Assistant to the President for Presidential Personnel. He called me up
and said, "You should know that I've just been in the Oval Office and
President Reagan signed the document that will transmit your nomination to
the Senate.” There'd been a lot of preliminary discussions about it, but that
was the official notification.

SANTANGELO: Was it unusual that the position of the Administrator was
open for that long? As I recall Carolyne Davis had left in, was it August of
'85?

ROPER: Yes. The delay was because shortly after she left, in September |
believe, was when Ms. Heckler was encouraged to go and be Ambassador to
Ireland, so there was a vacancy on the secretarial level. That was not filled
for probably six to eight weeks when Otis Bowen, the former governor of
Indiana, was chosen. Governor Bowen, then Secretary Bowen, came on
around Thanksgiving. In the December and early January period there was a
series of discussions that | had with him and his staff, and that they had
back and forth with the White House, around the number of appointments
that needed to be made to repopulate the department for the new secretary.

SANTANGELO: When you took over as Administrator, which would have
been in May of 1986, did you go in thinking that there were some specific
priorities you had as Administrator?

ROPER: | sure did.
SANTANGELO: Did you articulate them?

ROPER: At the beginning and over the three years | was there, | said, "My
three priorities are first, to improve the quality of the Medicare/Medicaid
programs; two, move the programs, especially the Medicare program
towards greater reliance on private health plans to deliver services; and
three, to improve the management of the Medicare and Medicaid programs."

SANTANGELO: Let's start with the third, the improved management. What
were some of the things that you thought were necessary to be done there
and how successful were you?

ROPER: I'd say | was modestly successful with HCFA. It was, during the
time | was there, a bureaucracy of about 4,000 employees of central and
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regional offices. The staff were hard-working federal employees, but we
suffered from the same problems of encrusted bureaucracy that other parts
of the federal government and other governments suffer from. What | was
trying to do was a series of things to improve the efficiency and productivity
of our organization, and | had some modest successes.

SANTANGELO: How was the relationship between the central and the
regional offices? I've heard, especially from some people in earlier years of
the creation of HCFA, that there was some friction, that some of the regional
offices and some of the regional directors had difficulty with moving
Medicare and Medicaid, that some would be better at organizing than others.

ROPER: Not really. During the time that | was there, the people who were
regional administrators—I think there were 10 of them—were, and | don't
mean to be deprecating about this, were largely functionaries in carrying out
the decisions that were made in Washington and Baltimore. It wasn't as if
they were independently managing the Medicare and Medicaid programs out
in the regions.

SANTANGELO: Let's move to your second initiative, the greater
privatization. What steps did you envision and how successful were you?

ROPER: During that period we were successful in promulgating regulations
to allow Medicare beneficiaries to enroll in private health plans, the
competitive medical plan, the HMO option that remains available for
Medicare beneficiaries. During that time period, if memory serves, there
were probably 4% of the total thirty million beneficiaries enrolled in private
health plans. They were generally successful, but that was a small sliver of
the population. The largest of those plans was one known as IMC,
International Medical Centers of Miami. A significant part of my time at HCFA
was taken up with monitoring and then trying to deal with the problems of
IMC which, as we progressively learned more about it, we came to realize
was run by a bunch of crooks. Ultimately | took my decision to kick IMC out
of the Medicare program.

SANTANGELO: When was that decision made?

ROPER: We began to focus intently on the problem in the summer of '86,
and the actual termination of IMC was the summer of '87.

SANTANGELO: Was there a substitute found?
ROPER: Yes. Humana Health Plan was the successor to IMC.

SANTANGELO: And was it successful?
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ROPER: More successful. They've had a few problems but nothing like the
substantial problems of IMC. Later, after | left HCFA, | was a government
witness in a criminal trial of one of the senior officials of IMC for fraud, and
he was convicted. The Chief Executive Officer of IMC, Miguel Recari by
name, fled the country and—I didn't actually see it but I am told—was on
"60 Minutes™ some months ago from either Spain or Venezuela. He's still on
the lam, and all of that is a major black eye attached to this notion of using
private health plans to deliver services to the Medicare population.
Notwithstanding that problem, | would continue to argue that it's what needs
to be done, and I've been involved over the last year or so working with the
new Republican leadership in the Congress to persuade them to do the very
same thing.

SANTANGELO: Did this problem with IMC have a role either with the
administration or Congress to put the brakes on your ideas of greater
privatization?

ROPER: I think it gave people who were otherwise disposed to be opposed
to it a reason to be opposed to it. Maybe it changed some minds in the
margin, but people who were inclined to be supportive of the notion, like
me, would say, "You've got to have police to arrest crooks anywhere in
society, and that's true in the Medicare program as well as in the Defense
Department or wherever else." People who were inclined to be opposed to
this notion were horrified and they gave lots of speeches and they all went
to press conferences about what a terrible thing this was.

SANTANGELO: Who were the major opponents?

ROPER: Pete Stark, the California Congressman who was the Chairman of
the Ways and Means subcommittee, Henry Waxman to some extent. He was
Chairman of the Health Subcommittee of Energy and Commerce. Senator
Kennedy to some extent though this was not a major issue one way or the
other for him. But despite those things, | had good working relationships
with those people. | was a Republican appointee at a time when the
Democrats controlled the Congress. | had to work with them, and I did work
with them, | think professionally.

SANTANGELO: And you, | assume, during this time you testified frequently
in front of the various Congressional committees.

ROPER: Many, many, many times, probably thirty times, forty times.

SANTANGELO: Let's talk about your first initiative, the quality of Medicare
and Medicaid. Were there specific things you tried to do?
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ROPER: Sure. That came about in a very planned way related to some good
advice | got from a friend of mine not in the government. If you recall, we
were just talking about the DRG system having been implemented in 1984,
and by the time | was about to go to HCFA in the spring of ‘86 the DRG
system was implemented largely and had already lead to lots of hand-
wringing by hospital administrators and some by doctors and some by
patient advocates—so-called—who were using the so-called "quicker and
sicker" issue, meaning patients being discharged earlier than they otherwise
would have and to their detriment, as a tool for attacking not only the DRG
system, but HCFA and Medicare and everything.

The advice that | got was rather than be dragged before committees of the
Congress and attempt to argue that things were not quite as bad as people
said they were, that | should rather turn the issue around and say that
quality is our most important agenda item and that we will be doing a whole
host of things to not just maintain but improve the level of quality of the
Medicare program. | did that.

Among the things that were a part of that agenda was, for example,
publishing the hospital mortality statistics for Medicare hospitals, a variety of
quality measurement activities related to that, substantially improving, |
believe, the PRO [Peer Review Organization] program—they are the quality-
monitoring organizations for the Medicare program—promulgating new
regulations for nursing homes in the Medicare program, publishing
information on the comparative quality among the nursing homes, a variety
of issues targeting this notion of quality improvement.

SANTANGELO: Who were some of your deputies when you were working as
the HCFA Administrator?

ROPER: My Deputy Administrator was Glen Hackbarth. Glen's an attorney
who had worked before in the federal government. At ASPE, the Assistant
Secretary for Planning and Evaluation's office, he worked for Bob Rubin. He
went off to Intermountain Health Care in Salt Lake City and worked for them
for a time and then came back again to be Deputy Administrator. He served
extremely well during that time period and left in the fall of '88 to go to
Boston to Harvard Community Health Plan and has remained there in
progressively more responsible positions. Today he is President of HCHP. In
addition to Glen there were at the next tier down several people who carried
the title Associate Administrator. They were key operational people. Lou
Hayes who was Associate Administrator for Operations, Bob Strimer,
Associate Administrator for Management.

SANTANGELO: Didn't Lou Hayes later become Administrator?
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ROPER: Yes. He was Acting Administrator after | left. Let's see Ellen
Shillinglaw was Associate Administrator for Communications and Legislation.
There was an Associate Administrator for Program Development, Ross
Anthony.

SANTANGELO: Let me ask you about one other thing which | think would
have been an issue at the end of your time as Administrator, which would be
the Resource-Based Relative Value Scale. My information is that you were
fairly critical of this. Is that correct? Perhaps you could describe a little bit
about how it came about and then what were your criticisms were.

ROPER: Like the DRG system, RBRVS has a history down in the bowels of
HCFA that goes well back before it popped up to be an item of concern.

ROPER: HCFA had funded a several-year effort by Professor Bill Hsiao at
Harvard School of Public Health working on the notion of a resource-based
relative value scale, and at the time that | generally became aware of it, it
was almost a fully formed work product, and the question was, "Do you want
this or do you not want it?"

SANTANGELO: The late '80s at this point?

ROPER: | was Administrator until early 1989, and in that time period it was
well along in its production. The position that | took at the time was that an
RBRVS is an administered price system for doctors, and it goes counter to
the general direction of my number two priority, which was moving towards
private sector market forces driving payment for and delivery of health care
services for the Medicare program. So | wasn't inclined to be warmly
receptive to RBRVS. | did like the notion of redistributing the money, so to
speak, taking money away from the procedural list of surgeons in particular
and giving more to primary care specialists. I'm a pediatrician myself, and |
like that. That's simple social justice, but doing it using the government
administrative power doesn't strike me as being a very good way of doing it
and not a very efficient way, whatever its policy or political merit.

After | left and went over to the White House in the early part of ‘89, the
issue got to be even more important, and during 1989 the issue of Medicare
physician payment reform was a major item of debate. HCFA, after | left I
believe but just shortly after | left, presented a report to the Congress on
that issue. Maybe that was before | left because | think maybe my name
was on that. Anyhow, there was major debate with the Congress, House and
Senate, around Medicare physician payment reform and RBRVS. | was then
again Deputy Assistant to the President for Domestic Policy and | and Tom
Scully, who was then Associate Administrator of OMB, were the principal
negotiators on the part of the administration with the Congress around the
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issue of Medicare physician payment reform. To make a long story short, we
took a rather pragmatic approach to things and said, "In the final analysis,
we can swallow hard and go along with RBRVS if there are real cuts in the
rate of growth in Part B of Medicare and substantial controls put in place
over the long term to prevent unwarranted escalations in the cost of the
program.” We didn't get all that we wanted as far as volume controls, as
they came to be called, but we got at least some steps in that direction.

SANTANGELO: Were you fairly satisfied with those?

ROPER: Fairly satisfied. The side product of all of that was the creation of
the Agency for Health Care Policy and Research, which is an agency of the
U.S. Public Health Service to do health services research. | don't know how
much you've followed this, but they are in some jeopardy right now with
their budget. But that was part of that legislation.

SANTANGELO: That brings us to when you were Deputy Assistant to the
President on Domestic Policy. Am | correct that you were not just focusing
on health issues?

ROPER: No, there was also clean air, and | was the White House negotiator
on the Americans with Disabilities Act, which passed in '90.

SANTANGELO: Were there health-related issues that would come across
your desk?

ROPER: Oh, yes. | was still spending 40% of my time, maybe 50% some
days, on health care. That was a busy time. Just before the end of the year
in November and December, Dick Darmon and | spent a number of sessions
together working on a proposed framework for a Bush health care reform
which we presented to the President and senior White House officials in
December of '89. I'm sorry that the decision at that point was not to press
forward with it vigorously but to wait.

SANTANGELO: Do you recall what the broad outlines of that were?

ROPER: Sure. It was once again pushing Medicare and Medicaid towards
private managed health care plans.

SANTANGELO: Looking back now what would you say, especially in your
role as Administrator of HCFA, were things you had accomplished when you
left and things you felt still needed to be done?

ROPER: Let me just say in preface to that that | have a great deal of
affection for HCFA and the people at HCFA. It's a great organization despite
its being daily vilified by people in the health care industry, particularly
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physicians. It's an organization that has contributed a lot and continues to
do a lot. Looking back I'd say I'm most pleased with the quality and
effectiveness agenda, meaning medical treatment effectiveness, that I
institutionalized. | probably felt least successful, relatively speaking, as far
as the managed care initiative that we were trying to get institutionalized.

SANTANGELO: Thank you. I think that's a good place to stop.

HHH
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Interview with Gail Wilensky

July 2, 1996
Interviewed by Edward Berkowitz

BERKOWITZ: We’re talking with Gail Wilensky. | see that you are from
Detroit, Michigan and your Dad was a pharmacist. Did you have any
inclination to go into the health field when you were growing up?

WILENSKY: No, my brother was always planning to be a physician. That
was always his interest, and | think my father’s sorrow that he didn’t go to
medical school, which he had thought about briefly. So there was some
interest in health in our family, but it wasn’t mine. My intent had been to
perhaps go to law school, but | ended up after my senior year in college
deciding to go into economics. At that point | was planning to go into
experimental psychology, but I had no interest in going into health. In fact I
actually had a negative thought about going into health because | was
married to a physician. | was analytically and quantitatively oriented.

BERKOWITZ: So you decided to stay in Ann Arbor to do your graduate
work.

WILENSKY: That was a necessity because | got married when | was an
undergraduate, between my third and fourth year as an undergraduate. My
husband was already in medical school at the University of Michigan, so that
limited my options for graduate school.

BERKOWITZ: What was your field in economics as a graduate student?

WILENSKY: Public finance, which is government tax and expenditure
theory.

BERKOWITZ: Who was your professor?

WILENSKY: Harvey Brazer. At that point public finance was mostly a study
of federal tax policy. He had been a Deputy Assistant Secretary in the
Kennedy administration. But | was more interested in the fledgling areas of
government expenditure analysis—which was indeed fledgling in the mid
1960s—as an area of study.

BERKOWITZ: Did you meet Wilbur Cohen when you were at Michigan?

WILENSKY: I didn’t meet him when | was a student at Michigan. After |
was a graduate student and then had been in Washington for several years
working, I went back and taught at the University in 1974-75 and | met him
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during that period at a couple of dinners where | sat next to him. So we had
a chance to get to know each other, but I didn’'t know him until the ‘73-75
period.

BERKOWITZ: And then you got a job working on the President’s
Commission on Income Maintenance. Was that the one headed by Benjamin
Heineman, which had a staff of people that actually went on to become quite
influential figures on the negative income tax?

WILENSKY: Right. Most of the people from the Heineman Commission went
directly to the Urban Institute and worked on welfare reform. I was living in
Baltimore during the time | was on this Heineman Commission and had the
first of my two children while | was at the Commission, and decided to try to
work in Baltimore rather than commute to Washington. But | decided that
the job | had taken as Executive Director of the Maryland Council of
Economic Advisors really wasn’t what | wanted to do, so | ended up going
back after a year and a half of working in Baltimore, to the Urban Institute
where the rest of my colleagues had gone.

BERKOWITZ: Were you working on the labor supply problems?

WILENSKY: | was working on the micro-simulation model that estimated
the effects of negative income tax programs. It was the forerunner of the
model that the Urban Institute and Mathematics had on micro-simulations
that looked at the effects of negative income tax and welfare reform on labor
supply. That was my major job when I was at the President’s Commission on
Income Maintenance, to get that done.

BERKOWITZ: That was sort of a growth business in the 1970s. But you
didn’t pursue that?

WILENSKY: There’s an interesting story as to what happened that shows
the serendipitous nature of life. | went to the Urban Institute with the intent
of working in welfare reform, to continue in that area. At Michigan | had
worked on an income-related children’s allowance. That’s actually how I
initially got interested in the whole welfare reform area. After | had
completed my dissertation, I had six months until my husband got back
from Vietnam, and | decided to spend it in Ann Arbor working on this
project. When | went over to the Urban Institute, | ran into Stuart Altman
whom | had known a little and who was working at the Urban Institute, and
he said that there were all these people working on welfare reform from the
Heineman Commission that had ended in the fall of ‘69 and there was
nobody there working on health economics.
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Why didn’t I come join him? This was around January of 1971. | had thought
that because of the fact that | had had this interest in government
expenditure analysis—it was clear that health care was accounting for a
large amount of government expenditure—that maybe this really did make
some sense. There were a lot of people in welfare reform, and | was hired to
work on the micro-simulation model as my major activity. So | said sure,
that sounded like a good idea. Little did | know that shortly thereafter just
as | was commuting—I was now pregnant with my second child—that he
would run off and go to HEW to be Deputy Assistant Secretary, leaving me
to figure out what in the world one does trying to be a health economist
since there had been no such program when | was at Michigan as a graduate
student and | had never taken courses like that. What | ended up doing,
after a very brief pause to have my second child, was to work on a contract
from Senator Pell, one of three, to look at the cost and distribution effects of
national health insurance. | thought that would be fun, to try to adapt the
micro-simulation model that I had left, to introduce a behavioral equation,
looking at people’s expenditure on health as a function of their deductibles
and co-insurance payments, etc.

So | started working on that. | heard that John Holahan, who was just
finishing a PhD at Georgetown was interested in coming to the Urban
Institute. | encouraged him to work with me on this project, which we
worked very hard to finish by November. The reason | came back so quickly
after the birth of my second child was that | was convinced that if we didn’t
hurry up and get this project done, we would miss the train before national
health insurance was introduced. | thought I'd better hurry up and get back;
she was born on May 5 and | was back before May was out in 1971. My
predictive power was not quite as good as | would like to have thought, but
it did start me working in health. | then, after that project, didn’t do any
further work in health until 1974 when | was working at Michigan. We
returned to Michigan in 1973 where my husband was doing a plastic surgery
residency. | arranged for a joint appointment in the economics department
and in the Institute of Public Policy at the university. Some of my research
time was bought by Paul Feldstein (an economist then at Michigan and now
at the University of California, Irvine) who had a joint appointment at that
point in the School of Public Health and the economics department. | had
been working during the summers, at Harvey Brazer’s suggestion, with Tom
Juster who was at the Social Research Center—just retired now—on a
revenue sharing project and had been learning skills of survey research. I
decided that it would be an interesting economic problem to look at
physicians’ location decision-making, since we were at that point; during the
second year we were in Ann Arbor, and thinking about where we wanted to
locate.
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So | started doing a study of physician location decisions. | sent out a survey
to three years’ worth of Michigan medical school graduates and to all of the
people who were residents and fellows as one of particular year, all of which
I did for $10,000. | had received a grant from the Deans of the Michigan
medical schools for $10,000 to let me do this study and try out my fledgling
knowledge of survey research. That was the first health economics project,
other than the micro-simulation model on costing out national health
insurance that | had done.

BERKOWITZ: Did they locate where they could make the most money?

WILENSKY: It was a little more complicated than that. They locate
according to where they think they can practice their specialty but also
where their spouses can do what they want to do. Living arrangements are
important, as are cultural and educational opportunities. What was the most
interesting, and this had been noticed before and | confirmed it, was that
the likelihood of staying in a place where they had only medical school
experience was actually negatively correlated with location decisions and it
indicated that all of those states that were heavily subsidizing medical school
tuition for in-state residents on the groups that they would stay, were really
not investing their money very wisely. A physician has a far greater
likelihood to stay in an area where he or she had graduate residency
training, although it was unclear whether people chose their residency
location because they thought they might use that as way to break into
practice or whether there, for three or four years, they are more likely to
stay because of the contacts they make. This has interesting policy
ramifications for areas that are trying to lure physicians, which at that point
states still thought they might want to do. What stage of a person’s medical
training should a state choose to subsidize? The typical state maneuvering to
subsidize medical school tuition made no sense whatsoever.

BERKOWITZ: An important political shift occurred in 1968 — 69. You work
seems to be very technical, not political.

WILENSKY: It was not political.
BERKOWITZ: So where were you politically in the 1970s?

WILENSKY: I was a registered Democrat until ‘83. The only campaign |
worked on was in 1968 when | was a graduate student at Michigan and had
been a part of the “Clean for Gene” brigade, going around knocking on doors
and sleeping in churches.

BERKOWITZ: So you were a typical Democrat: urban, Jewish, educated. It
was expected that you’'d be a Democrat.

CMS Oral History Project Page 148



WILENSKY: Actually we didn’t know that there was such a thing as a Jewish
Republican. My husband was from upstate Michigan and the members of his
family were not particularly partisan Republicans but Republicans. | had
thought that we were very conscientious voters so we could go and cancel
out each other’s vote. | was not very active at a partisan level or a political
level. 1 was always interested in applied issues in economics—welfare
reform, health care, tax policy—but more at a technical, analytical level. My
areas of interest were policy oriented. What | thought | brought to the table
was a good analytical mind with a quantitative bent and the ability to
understand the implications and ramifications of bringing these analytical
tools to a policy-oriented question.

BERKOWITZ: So you might differentiate yourself from a real partisan
Democrat like Ted Marmor whose background was somewhat similar to
yours. He was in that income maintenance commission for example.

WILENSKY: | thought that the tools that | brought were being able to
understand the analytical implications of various policy choices and allowing
policy makers and decision makers to better understand the ramifications of
their choices. | thought that was an extremely important tool to bring to the
public arena, but I did not regard myself as appropriate to be making those
decisions and in fact viewed it as important that whatever my personal
views, that they basically be invisible to anyone reading my analysis. If my
beliefs were to be reflected in my work, then | had not fulfilled what
regarded to be my obligation as an objective analyst. | had a strong feeling
that my obligation was to remove in any way my own preferences for
particular policies. My interest in policy drove me to particular areas, but my
knowledge and skills as an analyst, as an economist, were such that |
thought they ought not impact that analysis and that no one reading my
work ought to be able to discern my own political views.

BERKOWITZ: | take it that in the 1970s you made the break toward being
identified as more of a political figure.

WILENSKY: Ultimately what happened to me—as most things are—was a
gradual evolution. The Carter period most affected me, although there was
no particular reason because | was not active politically then. Sometime in
the late ‘70s, | began to notice that many of the government interventions
that | thought would help, didn’t really seem to be doing what I thought they
ought to do. I began to be increasingly disillusioned with the use of
government regulations as an effective way to change things and became
more convinced that using incentive structures to change behaviors was
likely to be more effective; that if you had incentives that impacted behavior
and change, you would need less of a regulatory structure. And that if you
didn’t have appropriate incentive structures in place, there was no

CMS Oral History Project Page 149



regulatory structure that this country was likely to adopt that in the end
would overwhelm the incentives pushing in another direction.

Also, | became increasingly disillusioned that the Democratic Party did not
seem to have a role for personal accountability and personal responsibility.
It seemed to me that these were key ingredients to getting the change in
behavior that needed to occur. So from the mid to late ‘70s, | found myself
becoming increasingly disillusioned with the national Democratic party. Had |
been in an area other than the District of Columbia where the Democratic
Party had been of a different nature, | might have divorced myself from the
national party and just identified with the state party. There certainly were
states with different attitudes. Some of the states where the DLC
(Democratic Leadership Council, a group that ultimately became a much
more market-oriented, moderate group of Democrats) grew up for example,
had a less regulatory attitude, but I was living in the District of Columbia.
We had moved back to the area in the mid 1970s, in mid ‘75.

BERKOWITZ: The year, in fact, that it became clear that there was not
going to be national health insurance.

WILENSKY: It was also the year that my husband happened to finish his
residency, but it certainly was an important period. The only contact other
than the national Democratic Party that | had was the Democratic Party in
the District, which was (and is) a very unusual Democratic party. It made
me even more conscious of the fact that | was feeling alienated both at a
national and a local level from a party which seemed to look to increasingly
regulatory structures, not looking to try to induce behavioral change and
which had no role, as best | could tell, for including notions of personal
responsibility and personal accountability. | found myself very alienated,
particularly in health care, which I think is left of center in the Democratic
Party. Had | remained in tax policy or education, I might have felt slightly
less alienated.

So | was feeling, when | thought about it at all, which—since | had two
children, a husband, a career | was trying to move forward—was not a lot,
but when 1 did think of it, I was thinking that being a Democrat was less and
less comfortable for me. | just didn’t believe where they were, and | was
uncomfortable where they were. | was also uncomfortable with Carter
because of his born-again Christian influence—that made me uncomfortable
as a Jew. But what actually led to my changing my registration was that |
got particularly angry one day when Marion Barry was caught in one of his
antics of being out with someone other than his wife, and | walked into the
registration area and said | did not want to be registered in the same party
as Marion Barry, so | changed my registration. | had not actually had any
particular reason to change my party affiliation because of feeling
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disenfranchised; | already was disenfranchised. Living in the District of
Columbia and being registered as a Republican is about as disenfranchised
as you can be. Living in the District and not being a registered Democrat is
disenfranchising but not as much so. This was a formal recognition of my
alienation from the Democratic Party, but it was also that | just did not want
to be in the same party with the Mayor.

BERKOWITZ: Is there a reason you chose to live in the District of
Columbia?

WILENSKY: I have always been a person who liked urban environments.
When we lived in Baltimore for five years we actually lived in Baltimore.

BERKOWITZ: Where did you live in Baltimore?

WILENSKY: Near Sinai Hospital, on the edge of Mount Washington. | grew
up in Detroit. We lived in the city. So except for the Ann Arbor period, we’ve
always lived not only in urban areas but actually inside the boundaries of the
city—although | have to admit if I were making the move now | would not
do that.

BERKOWITZ: Do you still have any relatives living in the city of Detroit?

WILENSKY: No, most of them died or moved away. The relatives | have
live in Southfield.

BERKOWITZ: So you came back in 1975 and you worked for the National
Center of Health Services Research.

WILENSKY: This was my first formal identification that | was a health
economist. I came initially to work there because | hadn’t quite finished the
study on physician location decisions. Paul Feldstein was a friend of Jerry
Rosenthal who at that point was the Director of the National Center for
Health Services Research. | said that | was coming to Washington and asked
if they had any way that someone like me could spend a year there finishing
my study. He said yes, they were just starting a program modeled after the
Health Service fellows that NIH (the National Institutes of Health) had in
order to bring in people from academia for up to four years. | didn’t have
any intentions of staying the four years but this would let me finish the
study.

The first year | was there, a very large health expenditure survey called the
National Medical Care Expenditure Survey was started. | remember when
Jerry said, “Is anyone interested in doing this?” | had been acutely aware of
how pitiful the data was in terms of utilization and health expenditures, and
because | had learned about all these survey research techniques when |
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was at Michigan, | stuck up my hand and said, “Oh, yes, I'd be interested in
that.” Another person, Dan Weldon, a career employee put up his hand, |
put up my hand, and a third person who had been one of the health service
fellows, a sociologist from Purdue, put up his hand and the three of us
started to work on this survey. Ultimately, the third person decided that
there was too much job uncertainty and decided to take a job elsewhere
because it wasn’t very clear what would happen when the four-year limit on
our health service fellowship ran out. It soon became very obvious that this
was going to be a long-term investment because it would take several years
just collecting the data. My attitude had been, “If I'm going to be as
important to this effort as | think I’'m going to be, they’ll find a way to keep
me.” Each time a year rolled up, we never knew what was going to happen,
whether we’d get a renewal, and | had no idea what would happen when |
hit our four years. It was clear that we would not really get much out of this
survey relative to what had been put in, but I was confident that somebody
would find a way to keep me around. While | was there | started teaching a
course at GW in the evening, a health economics course that Richard
Scheffler had been teaching.

BERKOWITZ: So that was in the Business School?

WILENSKY: It was in the Economics Department. Richard went off to
Berkeley and had recommended they call me. | decided that if | was going
to work in the health economics area, | needed to learn the literature, which
I didn’t know except for the few areas where | had worked. | thought
teaching would be a good way to force myself to read the literature.

BERKOWITZ: So you had your two kids, had your job and also went back to
teaching.

WILENSKY: Right, ‘76 to ‘78. That is why when people want to know how
politically active | was, the answer is that | had no time to be politically
active. | had more than enough with what | was doing professionally.

The survey is what really made me as a health economist. | was the head of
the analytical area; | was co-director of the study. My job was to plan the
analyses, particularly the economic analyses for this large survey. In the
1970s, $26 million dollars worth of data collection represented a lot of
money, but the survey took a long time. The data didn’t start coming out
until around 1980, and sure enough, NCHSR found it useful having me as
the first person who would hit the end of their health service fellowship
period. They really didn’t want me to leave. | was much too involved as the
co-director of this major investment, and | was probably an easier person to
get converted to permanent appointment because they could write a position
description that would be very hard for other people to fill. I represented an
unusual combination of economic analysis and survey research.
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The analyses from the survey made my name as a health economist. | did a
lot of the early work on the volatility of the uninsured. Previously, analysts
hadn’t had a full year’s worth of data, where they could look at movements
in and out of insurance coverage. Some of the early work, in terms of how
volatile Medicaid coverage was, had people at HCFA very angry. They didn’t
believe that people who were on Medicaid were frequently only on for four or
five months of the year and that as many would become uninsured as
became insured. Nobody had been able to look at this issue because they
hadn’t collected longitudinal data for a year’s time. Because | had directed
the data collection efforts, | was able to do analysis early. The reports didn’t
have to be very fancy, in terms of the analysis done, to come up with
insights that people had never had. This was information that was important
at a policy level but was still in the role of providing information without
imposing your own positions. Because | was a civil servant, | thought it was
important that | not cross that line, that this was information that people in
a decision-making mode needed to have, but my role was to provide it in a
useful way and to indicate the implications: if you wanted to do this, here’s
what it suggested; if you want to do something else, the data suggested
you’d better go some other direction. | continue to have very strong feelings
that when you’re doing research, you have an obligation as a researcher to
differentiate your role from being an advocate. People are entitled to be
advocates but they have to be very careful, to be scrupulous to not mix up
these roles.

BERKOWITZ: This was a 1970s kind of thing, it sort of requires that you
believe that there’s going to be national health insurance, but in the ‘80s it
was hard to find that kind of stuff because no one thought there was going
to be any national health insurance.

WILENSKY: I don’t know if it has to be national health insurance, but you
need to have some sort of national policy. There was a reason why | started
micro simulation modeling in the late ‘60s and that had to do with the
availability of cheap enough computers that allowed you to manipulate large
data sets. This was what | had done while I was at the Heineman
Commission, building a micro-simulation model. We were able to look at the
implications of the negative income tax programs and to think about how
you would build in labor supply and labor participation equations to interact
with changing people’s income as a result of their behavior. We could run
those because of the advances that had been made in computer capabilities
and the availability of micro-data sets, individual data files that started
becoming available in the late ‘60s, which weren’t useful until we had
computers that could handle them at low enough costs that allowed this type
of analysis.
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So a lot of what happened was a reflection that we could now provide
decision makers with the answers to “what if” questions. You look back at
what happened in the mid-1960s and you had members of Congress making
huge policy decisions about Medicare and Medicaid, absolutely flying blind in
terms of what they were likely to be spending. We’ve heard repeatedly the
fact that Part A of Medicare was estimated to cost nine billion dollars in
1990, but in fact it cost ninety billion dollars in 1990. What we don’t hear as
much is that Medicaid, which had four lines attached to it in the Title 18/Title
19 legislation, was estimated to cost six hundred million dollars when it was
full-blown. That was in part because the Kerr-Mills bill had been much less to
the States than Medicaid would turn out to be. I don’t know whether we
could have or would have done a better job of estimating the future costs of
Medicaid, but there was no attempt even to look at the “what ifs.” That
changed dramatically in the 1970s when the country was considering the
Family Assistance Program, the Catastrophic Health Insurance, welfare
reform and food stamp reform, in large part because we had both the
computing facilities and the micro-data sets that allowed analysts to pursue
these questions. In fact, that continued in the 1980s. There wasn’t a lot of
money for new data collections, but you have the 1980 National Medical
Care Survey and the 1987 Survey. There was, | think, some data collection
in the Reagan years, but not an interest in doing a lot of investment in data
collection, which only had a long-term payoff and also some sense of not
necessarily wanting to know the answers to some of these questions that
might result in further government spending. The latter doesn’t make much
sense since you can use the data to argue against new spending as much as
for new spending.

I’'ll give you an example. | was involved in a study just as | was leaving the
National Center for Health Services Research. | was beginning to get a little
bored at NCHSR and wanted to see whether | could put together a good
research team if | didn’t have twenty-six million dollars of data to offer as an
inducement. | got involved in a study that looked at the issue of an
insurance program for the unemployed, which was becoming a major policy
issue around 1983—-1984 because of the 1982 recession. Myself and several
analysts looked at individuals updated with the ‘82—'83 population survey
who were insured and uninsured. Although our findings were used in very
political ways, | thought it was important to alert policymakers to the
implications of their potential decisions. We found that the people who were
unemployed and uninsured in 1983 were frequently people who had never
been insured when they were employed. This meant you might find yourself
doing something unintentional, which is to make it less likely that the
unemployed would go back to work because they would not only lose their
unemployment compensation but they would also lose their insurance
coverage. Because so many of the unemployed uninsured were people who
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were uninsured before they lost their jobs, you could make a better case for
subsidizing the employed insured than you could the unemployed uninsured.

BERKOWITZ: They would lose their health insurance because they were
getting Medicaid?

WILENSKY: If you set up a special program, which Senator Riegel (D,
Michigan) was very eager to do and which looked like it would pass in ‘83—
‘84, that provided catastrophic insurance to the newly unemployed who were
uninsured—what you would do would make it more difficult to induce people
to go back to work. Many of the people who were unemployed and uninsured
were uninsured when they were employed. If they went back to work, they
would not only lose their unemployment compensation; they would lose their
insurance as well. This was not a way to encourage good work effort. You
could make an argument that the people that you ought to help first were
the employed uninsured rather than the unemployed uninsured if you
wanted to keep work effort up. We didn’t know when we started this analysis
that this would be our finding. We were actually kind of surprised when we
observed this, but once we realized what the data were showing, those who
had clear agendas took it and ran with it. It was a long time before people
on Riegel’s staff would talk to me. Again, my view was that | was ready to
argue for providing subsidies to employed uninsured first and not to the
unemployed uninsured unless you were very careful about how you did it.
This program was likely to produce serious unintended consequences.

BERKOWITZ: It seems to be a common factor with all of these large social
experiments in the late ‘60s and 1970s; there’s this profound conservatism
in the actual results.

WILENSKY: You get yourself into a position of saying, “We have a program
but we can make it better.” The analysis that was done in the late ‘60s and
early ‘70s indicated how difficult it was to help the poorest of the poor
without spending enormous sums or putting in place very high implicit
marginal tax rates. For income support programs, the trade-offs are setting
the floor low enough so that you don’t do quite as well as you’d like for the
poorest of the poor or having some pretty bad incentives as income
increases. The less consolidation or the less you take account of other
concurrent income-related programs, the more you can get into trouble.

To my mind, this produces wiser choices because you have a better sense of
what'’s likely to happen, but I can certainly see why somebody would say
that it has a profoundly conservative effect. It shows the difficulties with
some of the objectives that you have to deal with. My view is that
economists, particularly in the social areas that | have worked in, could and
should bring to the table better information so that people who were in a
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decision-making role could understand the implications of their decisions,
and could understand “what if we did this” or “what if we did that” so that it
could help them factor, along with the political factors, the implications of
certain decisions. | was very pleased that when | ultimately went into a
political position, which was a very serendipitous event, most people were
very surprised that | was a registered Republican. I had regarded that as
probably the highest compliment they could have paid to me: people who |
worked with for years had no idea what my political party was. People on the
Hill who had used my analysis and for whom | had testified as a technical
expert in the 1980s had no idea about my party affiliation. From my view
that was as it should have been.

BERKOWITZ: So you go to Project Hope in 1983. What was the story
behind that?

WILENSKY: John Iglehart, who is the editor of Health Affairs is somebody
that | met coming back from Albany because our planes were late. He was
there for some other reason; | was there to talk with Jim Tallon. John and |
were waiting around in this small airport. | had known his name, but | hadn’t
known him. I was working on a manuscript on the uninsured. He was sitting
next to me and happened to notice it, so we started talking. We got to be
friends, and about six months later he called and said that the person who
had come to Project Hope to help develop their Health Policy Center had
been there less than a year and was leaving to go do something else. They
were looking for somebody to try to develop a Health Policy Center at
Project Hope and would | be interested. | said I'd be interested in doing that,
and he arranged for me to sit down and talk with Dr. Walsh, the founder of
Project Hope. In the 1950s he’d been one of Eisenhower’s consulting
cardiologists. He set up the SS Hope hospital ship to provide American
training in health care to people in developing countries. That was mostly
what Project Hope had done until around 1980, and still the bulk of the
money is spent on health education and training programs in developing
countries. John came to Hope around 1981 to set up Health Affairs as a
journal. Dr. Walsh was eager to find somebody to run the center since he
was about to go away for several weeks. We talked a couple of times
between Thursday and Saturday. | had learned enough about what mattered
being in government, so | said, “lI have two requirements. | want the right to
hire and fire, and | want the right to determine the distribution of salary and
bonuses, not necessarily the total amount but the distribution.” | knew if |
had those rights, it didn’t matter if | had a chance to even meet the people
already at the Center.

After seven years in government, | knew that if you can’t do that, then you
don’t have a lot of authority. We agreed to that, so after two days of talking
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I said, “OK, I'll need a couple of months to make the transition but I'll
come.” | had heard—I didn’t know him before—that he was an active
Republican, but I talked with John who said Dr. Walsh in no way influenced
what John was doing in setting up the journal, and John had complete
editorial control and authority over the journal. He assumed that if |
indicated the same intent, that it would not be an issue for me in the Health
Policy Center. | was very concerned that the Center not be regarded in any
way as partisan. | wanted the same assurances, which I got immediately,
and, in fact, 1 have never known it to be an issue.

BERKOWITZ: How is it that you met Vice President Bush?
WILENSKY: No, this was ‘83.
BERKOWITZ: When did that contact start?

WILENSKY: It started around ‘86—because | was now at Hope, trying to
grow a Health Policy Center and we were looking for money like everybody
else at HHS. | was guess that was at the end of Carolyne Davis’s tenure. |
think I knew of her because she was female, she was from Michigan, and
she was head of HCFA. | had seen her a couple of times when | was
testifying before the Congress. | knew of her and we probably met, but not
immediately, maybe not until later. I'm not sure. My connection with the
campaign resulted from my meeting Debbie Steelman around 1986 when
she was at OMB. She was the PAD (Policy Assistant Director) for Health, and
Project Hope had a technical assistance contract with HHS to work on the
catastrophic insurance legislation. There were about 10 people on the
contract and | was heading the group—it was most of our analytical staff—
trying to provide assistance to HHS in terms of understanding the
implications of various ways to structure the catastrophic legislation, working
with the people in the Department who were more directly actively involved
in proposing the policy. | had gotten to know Debbie because OMB had
questions about some of the implications of the catastrophic insurance
analysis, and | had done some of the work. My main involvement in the ‘88
campaign occurred because | had met Debbie and been helpful to her.
According to Bill Roper, when the campaign was pulling together some
analysts to talk about health care, | was invited to be in the room to talk
about issues of manpower shortages, uninsured etc., and | think it was clear
that | was a limited-government person. | don’t think anybody had any
particular knowledge of my political affiliation but that 1 was a limited-
government type and that | was a good analyst and | knew a lot about
health care and | was a good numbers person. | was somebody that they’d
occasionally call and say, “What are these numbers?” or “What are the
implications of doing some policy or other?” Occasionally | would get a call
saying, “Can you write four or five bullets about proposals for insuring the
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uninsured? Or a Medicaid issue?” They were all basically technical policy
question of this is why it’'s a problem, these are your choices, this is what’s
going to happen if nobody intervenes, these are the kind of interventions
you can consider. I'd usually ask them, “Do | have an hour, two hours, or
half a day to get back to you?” and usually it was, “You’ve got 20 minutes.”
I'd say, “All right, I'm not actually positive that these are exactly the
numbers, but they’re within the ballpark.”

I would sit there and type out something and fax it over. I never knew what
happened. I'd say, “I'd feel better if you’d give me another half day,” and
they’d say, “Oh, no, no, twenty minutes.” And I'd say, “I’'ll do the best I can,
and I'll give you some idea about how uncertain or certain | am of the
numbers and how much difference it might make if | were wrong.” | never
knew when they would call, and | tried very hard to respond. After awhile,
people besides Debbie (she was the issues campaign director for the Bush
campaign in '88) would call me to ask what’s with something, and
sometimes I'd say, “I don’t know, but here’s somebody who does know
about the problem. Here’s the telephone number. If there’s a problem, get
back to me, and I'll go get the number and give it to you, but it might be
easier if you talk to the person directly,” or other times it was, “I'll get you
the best | can. Tell me how much time | have.” But it was all technical policy
issues that | was doing. | would occasionally turn on the television and see
myself, but that was really the only involvement I had in the ‘88 campaign.
It was actually more involvement than | had except for 1968, which had
been at a very different level.

BERKOWITZ: When Bush won the election did Debbie Steelman get to work
in the White House?

WILENSKY: She never had an official position in the Bush Administration,
although she chaired a commission on social security. She was quite young,
maybe 35. | started to get some calls about whether I might be interested in
ASPE (Assistant Secretary for Planning and Evaluation at HHS), and | went
in to talk with the White House personnel—as much out of curiosity as
anything. | said, “I’'m not really interested in ASPE.” | think I might have
gotten even a second call. Initially Sheila Burke had been the presumed
HCFA administrator—

BERKOWITZ: Sheila Burke—the one who worked for Senator Robert Dole?

WILENSKY: Right—for the Bush administration, and | think one of the times
when | was talking to White House people | said, “I don’t think I'm
interested in ASPE.” One position I'd always been interested in had been
HCFA, because it was where the action was, by virtue of directing Medicare
and Medicaid, and it intrigued me because of its combination of operations
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and policy. But at that point | presumed, along with everybody else, that
Sheila already had that job. After awhile, an issue arose about Sheila’s
husband, he was a Vice President at Aetna—he had been in the Reagan
administration—so she withdrew—or whatever one does. And then Drew
Altman popped up frequently as the second name; he had been Tom Kean’s
health and welfare person in New Jersey.

BERKOWITZ: He was working at the Robert Wood Johnson Foundation at
that point?

WILENSKY: He may have been. He was still, | think, in New Jersey. | did
think that was a little odd, and the reason | thought it was a little odd was,
although I didn’t know very much about Drew—I vaguely knew his name—I
did know that he was an active proponent of employer mandates, or had
been during his time in his New Jersey position, which was not consistent
with the general administration position. So | had thought, “This is not the
most obvious choice.”

BERKOWITZ: He wasn’t a Democrat, was he?

WILENSKY: No, but he definitely didn’t seem like someone that that you
would expect to see running a major social health programs in a Bush
administration, so | was just watching and wondering how this one was
going to play out. My interest was getting a little piqued as to whether or not
this was really going to happen. After several months it was clear that,
whatever he was being told, Sununu was not going to have this nomination
go forward in the White House and over to the Senate, and it was just a
question of at what point would it become clear that this was not going to
happen. At which time | thought, “I have no idea how one goes about
getting considered, so | made some calls—asking if I'm interested, if this
comes up again, how does one do this?” | was someone who had not been
involved at this level before. There were Members of Congress that | had
helped, like Bill Gradison and Dave Durenberger, along with a lot of
Democrats that | had testified for, like George Mitchell and Lloyd Bentsen.
But I was thinking of some of the Republicans, and I called them asking for
their assistance.

BERKOWITZ: You were well placed enough to be able to call a Senator on
the phone?

WILENSKY: Yes, because during the ‘80s people who had been involved in
health care had gotten to know my name and knew me. Their staffs would
call me to ask if | would testify as an expert on issues regarding long-term
care or health insurance or something about Medicare. Usually they tended
to be more market-oriented Democrats and the moderate Republicans. In
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part, it was the people who were involved in the health committees that
were relevant and where | would be asked to testify. When the position
came open again, | tried more actively at least to get under consideration for
the position. Ultimately, it was Lou Sullivan, who as Secretary had the right
to send a name forward. | found out that I was on a list of several people
who the White House had indicated, were they chosen, would be acceptable,
people they thought ought to be under active consideration. | probably had
the most similar background to his—quasi-academic, a member of the
Institute of Medicine as he was—so it in some ways was very fortunate that
he was doing the choosing. | was acceptable to the political people, but I
didn’t give anybody any chits by being the choice. So if you were trying to
help somebody who had done you a favor, you weren’t going to get any
credit by having chosen me. But | was somebody who a number of
congressmen and senators had worked with, had a high regard for—I was
regarded as a very good policy analyst, knew health care—they were
comfortable with me. | was at the time very surprised when the appointment
happened, although, again, it was very fortunate for me that it was Sullivan
who was doing the choosing. I'm inferring this into his choice of me, but
given that he had come from the environment he came from, as a college
president and not as a political person himself, it was probably the most
fortunate position that I could have found myself in.

BERKOWITZ: So you got to be head of HCFA in 1990. There had just been
legislation in 1989.

WILENSKY: At the very end, while | was waiting to get confirmed, the
Congress passed the RBRVS.

BERKOWITZ: So there was this notion of changing reimbursement under
Part B of Medicare. Was that the lead thing in your mind that you would
have to deal with?

WILENSKY: It was certainly the first thing | would have to deal with. There
was another big issue about how to bring capital expenditures under DRGs,
which had gotten torpedoed twice. | don’t think 1 knew at the time about the
provider tax and donation issues in Medicaid. | soon discovered that that
was going to be a very hot issue while | was at HCFA, the very high rate of
expenditures for Medicaid, particularly when the states found this bottomless
pit they could tap into. What turned out to be as interesting was that,
because | brought a health financing background to an administration that
didn’t have very much expertise in health care financing among its political
appointees, | soon discovered that in addition to my role as HCFA
Administrator, | began to play a second-level role as a political appointee
with expertise in health care policy financing.
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BERKOWITZ: So that meant that you were involved in creating the Bush
administration health care policy?

WILENSKY: And in working with the Department on issues that went
beyond HCFA, working with OMB on health financing issues, and ultimately
working with the Bush White House on these issues. Unlike the Clinton
administration where there were many people interested and knowledgeable
about health care financing, both in HHS and at the White House. Dick
Darman had in his very broad background some knowledge about health
care financing and general policy analysis and a little about health care but
there was very little expertise in health care financing otherwise in HHS.
Martin Gerry, who was the Assistant Secretary for Planning and Evaluation,
had a very different background.

BERKOWITZ: He was a civil rights lawyer.

WILENSKY: Right. So the Bush Administration was unusually lean in terms
of people who were political appointees who understood issues of health
policy and financing.

BERKOWITZ: What can you say was a Bush initiative in health care from
these years?

WILENSKY: One of the major changes that occurred had to do with the
actual implementation of RBRVS, another with limiting the use of provider
taxes and voluntary donations as legitimate ways for states to finance their
share of Medicaid spending.

BERKOWITZ: Can you say a few words about that? That’s a little bit
obscure.

WILENSKY: It involved a lot more money than people understood. It
started to become clear that states had discovered a way to increase
Medicaid spending with solely or almost exclusively federal dollars. We knew
states were feeling fiscally hard pressed. They were experiencing a slow
down in their own revenues and Medicaid was becoming one of their largest
expenditures. This “creative financing” started with West Virginia. Basically,
what happened in the late ‘80s in West Virginia is that the state ran out of
money. So the state approached West Virginia hospitals and said that if
they, the hospitals, would front the money for the state match—which
wasn’t very high, West Virginia has one of the lowest requirements, maybe
seventeen cents on the dollar—the state would return the money to the
hospitals after they got the federal match. So it was basically, “Loan us the
money—donate—the money to us. We’ll return it to you so you’ll be made
whole and we’ll be able to get the other eighty-three cents on the dollar
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which otherwise we’re just not going to have, and without it, we won’t be
able to run the program.”

BERKOWITZ: How is that different from what usually happens?

WILENSKY: The idea under Medicaid is that it is supposed to be financed
with matching grants, and the states are supposed to put up their share of
the money. The state puts up its share, which along with the federal dollars
increases spending in Medicaid. It’s not supposed to be, “We’ll put back in
your pocket what you gave us, this is just a temporary loan to us.” State
matching grants are supposed to increase the total, so that the additional
Medicaid spending is more than just additional federal dollars. It's supposed
to be a real addition of state dollars. The presumption was that state funding
wouldn’t come from provider taxes, but would come out of the general
revenue of the state. It could be income taxes or sales tax revenue or
whatever. Early on—at least initially—there were no prohibitions about
having taxes on providers. No one thought that this was going to be gamed.
The assumption was that the state would come up with its share, the federal
government would come up with its share which was at least 50%,
frequently more, and that would produce more money for Medicaid. It was a
way to induce more spending on Medicaid. That’s usually what matching
grants do. They basically lower the price of spending on health care in an
area. And it would be a greater inducement for poor states than for wealthy
states since their match is higher. The major cost constraint in Medicaid is
that states have to put up their own money, which meant that once states
discovered they could get additional federal money without putting up any of
their own money, there was really no limit as to what you ought to expect
states to provide. That makes it only the aggressiveness of the state or its
“chutzpa,” that limits how much a state can ask for. During the period | was
at HCFA, we were noticing that states were using the money for all sorts of
activities. The states began to feel compelled to tell other people what they
were doing.

BERKOWITZ: It's similar to the situation in the seventies in which there
was uncontrollable spending for social services.

WILENSKY: It was just a bottomless pit, really a sink hole. | worked very
hard with Tom Scully who was at OMB—we had developed a very good
working relationship between HCFA and OMB—to try to get legislation to
shut this down, to limit what could be done. | was able to get Tom’s
confidence because | didn’t try to end run him on HCFA’s budget allocation
but I had strong feelings about how the money ought to be allocated and
where the savings ought to come from. | would push for more money for
HCFA but | wouldn’t try to play games.
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BERKOWITZ: The way this usually ends, this kind of thing, is that there is
legislation passed holding the states harmless that have done it and then
changing the law. Is that what happened here?

WILENSKY: Ultimately, what happened is that the states were held
harmless for a period, giving them a couple of years after which they
couldn’t spend more using these strategies. Some of them had to cut back.
There were limits as to how much they could use provider taxes, voluntary
donations were no longer allowed, and disproportionate share spending was
capped. That had been the other vehicle that had been used along with
those financing strategies.

Another piece of legislation, which was very important, was to bring hospital
capital expenditures into the DRG system. The split in reimbursement had
induced very peculiar spending patterns with operating expenditures being
reimbursed under one system and capital expenditures under another. This
does not lead to good decision-making. Regulations had been proposed
previously but had been blocked by the Congress. My deputy and | spent a
lot of time working with members of Congress, trying to develop a regulation
that involved the provider community, especially the hospitals. | think I met
at least twice with every member of the Ways and Means Committee and the
Finance Committee, both before the proposed regulation came out and again
before the final regulation was released.

BERKOWITZ: Everyone had a hospital in their district?

WILENSKY: Yes. It took a lot of intensive work, first to try to get members
to listen to what was being proposed and not just do a knee-jerk response to
block the regulation, as they had in the past, and then once the proposed
rule was out, to help us work to modify it to the extent that it needed
modification but, again, not to shut it down.

The implementation of the RBRVS was the other major activity facing HCFA
when | was Administrator. It was very difficult legislation to implement in
part because it was very micro-prescriptive. It was internally inconsistent,
which we discovered in the proposed rule when we tried to follow literally the
legislation. Implementing the RBRVS required a mobilization of HCFA staff.
Another area | worked on was shortening waiver times and regulatory
preparation times. Before, because | had known a lot of people at the state
level, because | had been involved in something called the user liaison
program while I had been in the Public Health Service, a lot of them
approached me when | was named to HCFA to say, “You have to do
something to make it easier to get waivers. The waiver process is just
endless in terms of paper and endless in terms of time.” I mobilized a group
within HCFA to try to come up with ways to shorten the waiver time, to try
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to make the renewal process far shorter, and to put together a group that
would work with the states to help them get through the process.

BERKOWITZ: A good Republican initiative.

WILENSKY: Absolutely. Another thing happened during the first month |
was at HCFA. | had helped—I did not know what | was getting into—push
out the proposed rule for CLIA (Clinical Lab Improvement Act). The Act was
passed following the fiasco with pap smears, including some serious
mistakes and misreadings in laboratories. The Act and resulting legislation
attempted to regulate for the first time all laboratories involved in clinical
practice, not just the 13,000 that were involved in Medicare and interstate
commerce. When | came to HCFA, the staff had been trying to put together
a regulation implementing this difficult piece of regulation and it was at least
a year overdue. | had pushed in meeting with Jim Mason, the Assistant
Secretary for Health, and Bill Roper at CDC, that we needed to get out the
best proposal that we had, which I had not been involved in preparing. It
was now February or March of 1990, and this was 1988 legislation. Everyone
knew that the regulation was going to cause a lot of consternation, but they
needed to get it to a point where they could start getting useful feedback. |
had no idea of the firestorm that was about to be released. What | did
remember was in March having a hearing before Barbara Mikulski’s Senate
Committee—when she was pounding the table and pointing her finger at me
on television and saying, “When are you going to start obeying the law, Dr.
Wilensky?”

I might have been a little more cautious about pushing to get the regulation
released if | had any idea about the firestorm that would be created. The
opposition offices just went absolutely crazy about this. And, in retrospect,
there was some cause, although, again, the best way to get a proposed rule
moderated or changed is to have something to look at, to respond and to
force reconsideration. There were 50,000 responses or so that came in. It
frustrated me that when | would go out and speak to rural groups they could
say, “How could you put together such a stupid regulation?” And the answer
is, “The regulation is consistent with the law. The law allows for no trade-offs
involving access or costs. In fact, it explicitly says there should be no change
in the standards because of geography or population density or the
sophistication of the lab. The only reason there should be any change has to
do with the complexity of the test being done and whether there is any
potential of doing harm if it’'s done incorrectly or if people aren’t properly
trained. | don’t pass the law. | try to implement them consistent with the
law.”

BERKOWITZ: Another example of what you were saying about a regulatory
response that is not always appropriate.
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WILENSKY: Right. When you get inappropriate legislation, it's very hard to
write a regulation that is going to give you a good outcome.

BERKOWITZ: Let me ask you one more question. What about the
management side of HCFA? Did you get involved in that, or was your
strength really the policy side?

WILENSKY: I'm a very hands-on manager, and | think that how the agency
produces regulations, how HCFA runs, impacts policy. You can’t talk about
policies in the abstract when you’re running an agency. | did some
reorganization as soon as | came. | created the Medicaid Bureau because |
thought Medicaid for too long had been the stepchild of HCFA.

BERKOWITZ: There’s a historical irony here, because HCFA was explicitly
created essentially to end that kind of separate bureau.

WILENSKY: I understand that, but it seemed at that point what had
happened was Medicaid just always got short shrift. So | wanted to pull
together the elements relating to Medicaid and try to focus attention on
them. | also wanted to make organizational changes that helped managed
care—I believed that there ought to be more choices for seniors and that we
ought to try to strengthen the role of managed care as a viable option under
Medicare.

BERKOWITZ: For both Medicare and Medicaid?

WILENSKY: For both Medicare and Medicaid, but particularly Medicare
because the states were already, through the waiver process, trying to bring
managed care into Medicaid. But also that the whole regulatory structure
was so slow and cumbersome, the production of regulations and the
issuance of regulations, that it was unfair and unreasonable to the people
being impacted, to the provider-supplier community being impacted. Fixing
this process was as important as producing any specific policies. It was very
much a hands-on management position, which I liked. I’'m not adverse to
making decisions. It was a feeling that you were really running an agency.

BERKOWITZ: Although it must be very hard when you are dealing with the
guys in Michigan that are paying the Medicare bills and the guys in Utah
running the Medicaid program.

WILENSKY: It is a very diffuse, removed process because of the whole
contractor relationship. I got involved in how to streamline that, trying to
reduce the number of carriers and intermediaries, facilitating a movement
toward single carriers and changing the software structure to accommodate
a single carrier mentality in terms of making it transparent whether there
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were multiple carriers or a single carrier. |1 spent a lot of time and was
actually involved in trying to reshape that part of the agency. | was very
impressed by the quality of the career staff. | thought there were times
when, as a political appointee, you had to make very clear your role in
making policy decisions and be knowledgeable enough so that if they were
not the decisions that the senior career people would have chosen, that they
understood your right to make them anyway. | had a few such battles. Once
those were done, | had what | thought was very strong support from the
civil servants, the career bureaucracy at HCFA. It helped a lot that |
understood how HHS worked and | understood how HCFA worked and |
understood how the bureaucracy worked, more than some political
appointees. | didn’t know the political process that well, but | understood the
bureaucratic process very well.

BERKOWITZ: Great. Thank you very, very much.

it
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Interview with Bruce Vladeck

New York, N.Y. on August 7, 2002
Interviewed by Edward Berkowitz

BERKOWITZ: August 7th, 2002 and | am here in New York City with Bruce
Vladeck, V-L-A-D-E-C-K. And | want to ask him some questions about his
life. Did you grow up in New York City?

VLADECK: Yeah. I was born here and lived here till | went away to college.
BERKOWITZ: Which was at Harvard.

VLADECK: Yeah.

BERKOWITZ: Did you go to private school in New York?

VLADECK: No, it was public school all the way: P.S. 87, Junior High School
44, Stuyvesant High School.

BERKOWITZ: Stuyvesant High School, | see. And at Harvard did you major
in political science?

VLADECK: Majored in government, which is what they call it.

BERKOWITZ: Government. And went to graduate school at the University
of Michigan.

VLADECK: Right.
BERKOWITZ: In political science.
VLADECK: Right.

BERKOWITZ: When you went to graduate school at the University of
Michigan, which would have been, what, 1970, | guess?

VLADECK: Right.

BERKOWITZ: So you went quickly. You must have graduated early or
something.

VLADECK: Well, in New York City public schools at that time they had a
program to keep the white kids in the school system in which you did three
years of junior high in two.
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BERKOWITZ: | see.

VLADECK: And I was born in September so | actually was not quite 17 when
| started college. And then when | got to Michigan | had fellowship support
for three years and | had an advisor—John Kingdon, you may know of him.

BERKOWITZ: Famous for agenda setting.

VLADECK: And who had gotten his doctorate wherever he had gotten it in
three years. And he said, "You know, if you go year round you can do this."
So | did.

BERKOWITZ: So when | think about John Kingdon I think of public policy. |
don't necessarily think about health care though. Is that something that—

VLADECK: I had no educational activity background in health care
whatsoever. My principal sub-field in graduate school was political
philosophy, or theory, you know, as they called it. And my other two fields
were public policy and American politics. And then my cognate field was
economics. But my dissertation was on Rousseau and Marx and 20th century
Marxist theorists, stuff like that.

BERKOWITZ: So it wasn't related at all to health care.
VLADECK: No.
BERKOWITZ: So what's the hook? How did you get involved in health care?

VLADECK: | was looking for a job. The real story of how | got into health
care, to try to do it succinctly, the Columbia School of Public Health denied
tenure to the guy who had been teaching their health policy courses. And |
was working right after graduate school at an organization called the New
York City-Rand Institute, which was a joint venture of the City of New York
and the Rand Corporation, and one of the greatest exemplars of catastrophic
cultural conflict I have ever encountered in my life. But it was a doomed
place. And anyway, someone | had met at Rand who had been an employee
and was then a consultant had gone up to Columbia and was building a
research center there and arranged for me to meet the dean. And after
about 40 minutes of conversation the dean of the Columbia School of Public
Health offered me an assistant professorship. And | said—this is a true
verbatim story—I said, "l don't know anything about health care."

And he said, "That's all right. You can come on faculty in the fall but you
won't have to teach till the spring.” And | needed a place to land, so | took it
and began my on-the-job training in fall of '74.
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BERKOWITZ: | see. | see. So who was the dean there at that time?
VLADECK: Jack Bryant.

BERKOWITZ: Jack Bryant. And who was the guy from Rand who had gone
over there?

VLADECK: A guy named Alan Ginsburg. Jack had—in the early '70s when
there were all these political pressures, community pressures on the medical
schools, and many of them started departments of community outreach or
did other kinds of outreach. Bryan raised a ton of money at Columbia from
foundations to create something called the Center for Community Health
Systems, which they never quite knew what to do with. And they recruited
Ginsburg from Rand to run it. And it was a sort of a not-terribly-successful
enterprise that ran through its additional initial foundation money and a few
grants and then went out of business in the early '80s. But that's where a
bunch of my funding came from.

BERKOWITZ: | see. So were you also in the political science department at
Columbia?

VLADECK: Not at first, but I was. | got a joint appointment a couple of
years after | had landed in the School of Public Health and remained in the
political science department for the rest of my time at Columbia, although
the primary appointment was in public health.

BERKOWITZ: | see. So the other thing that really stands out about your
vita is that you went from this academic track to sort of a quasi-
administrative track at some point. You became assistant commissioner for
health planning for the State of New Jersey, which sounds very impressive.
Did you know someone? How did that happen?

VLADECK: No, believe it or not, | answered an ad in the New York Times.
BERKOWITZ: Really?

VLADECK: That's how I got that job, yeah. And just to show what a small
world it is and how everything goes in circles, the job was open because
John Reiss, my predecessor in that job, had been recruited to HCFA to be
associate administrator and created that vacancy. So they put an ad in the
paper and | responded and they interviewed a bunch of people and | got the
job.

BERKOWITZ: Well, what did you do there as assistant secretary?
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VLADECK: Well, it's interesting because my expectation, my understanding
was that | was going to run a state health planning agency. Those were in
the days of health planning, and New Jersey had a very good, very strong
program, including a very strong certificate of need program. But | knew
that they were engaged in experimental developmental work in hospital
reimbursement. But | was assured that everything was in good hands and
that was a relatively autonomous project under control. And | got there in
March'79. And on my first day | had to sign all this paper in which I'd
become principal investigator on a $7 million contract with HCFA (Health
Care Financing Administration) to implement DRG-based, all payer
reimbursement (diagnosis related group). And then | find out—this was
March—that under our contract with HCFA we are supposed to begin paying
hospitals under this new system October 1st and we don't have any
regulations. We haven't even decided how we are going to treat
uncompensated care, how we are going to pay for capital, how we are going
to pay for bad debt expense, a whole bunch of other things. They just
haven't been dealt with yet. So the first thing | did was go down to
Baltimore and get an extension. But | spent a large fraction of my time,
three years | was in the health department, putting the new payment
system in place, getting it up and running.

BERKOWITZ: That was one of the states that experimenting with
alternative hospital reimbursement systems.

VLADECK: Yeah. In '75, | guess, HCFA issued—well, it was still SSA (Social
Security Administration) in '75.

BERKOWITZ: Right.

VLADECK:—a Request for Proposals for states to experiment with
alternative payment systems. And they funded seven or eight but New
Jersey was the second with the Medicare waiver after Maryland. And we
were one of, eventually, five all-payer systems under that authority.

BERKOWITZ: Did you also work with some kind of a consultant like Abt or
Mathematica or something? Did they have some sort of contract to evaluate
that or to—

VLADECK: Well, there was an evaluation of all of the rate-setting projects
by HCFA. | don't remember who the contractor was.

BERKOWITZ: Abt Associates?

VLADECK: Probably. We did have—the New Jersey project had—a very
large consulting relationship with the firm of—called—at the time it was
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Puter Associates, which was the Yale folks who had done some of the early
work on DRGS.

BERKOWITZ: John Thompson?

VLADECK: John Thompson. Who was largely phasing out at the time and
primarily Bob Fetter and Rich Averill were the principals in Puter during the
time the New Jersey system was being developed.

BERKOWITZ: So at that point you became an expert in Medicare
reimbursement.

VLADECK: I learned a lot, yes.

BERKOWITZ: And you learned about the way DRGs worked.
VLADECK: Yes.

BERKOWITZ: Variances in them and so on.

VLADECK: First-hand, up close and personal.

BERKOWITZ: One of the stories that is told is that it was a great success
and that's why eventually the whole nation got DRGs. Is that true?

VLADECK: Well, I think it was a good system. | think it was very successful.
I think there were three things to remember. One is, the New Jersey system
was an all-payer system and therefore philosophically in some ways it was
critically different from PPS (prospective payment system).

Second, and critically, the folks in HCFA, particularly the career folks, were
really smart and really sophisticated. And when it came time to put together
a national system, they picked the best features of the New Jersey system.
They didn't make all my mistakes. They made some new ones.

And the third thing is to remember that while the system is perceived as
being successful—and I think it was and | think it was for a bunch of reasons
including some that had nothing to do with DRGs—the fact was that there
was no formal evaluation at the time it became national policy. There wasn't
enough time. | mean, the system in New Jersey was phased in over a three-
year period. So it wasn't till the spring of '82 that every hospital in New
Jersey was on the system. And that's about the time Congress passed the
law calling for the report to Congress, that became the recommendation in
the spring of '83 and became the law later in '83. So there was no formal
evaluation of any sort available at the time. There was just a general
anecdotal perception of a success story. And it turned out to be pretty
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accurate but interesting commentary on how we keep raising our standards
for evaluation.

BERKOWITZ: So by all-payer system, does that mean like Prudential also
received that same reimbursement?

VLADECK: Everybody paid the same except for regulated payer discounts
that were established by the New Jersey Hospital Rate-Setting Commission
on recommendation of the health department. So, yes, in fact the payer
issues turned out in many ways to be much more complicated than certain
of the hospital payments.

I mean, we never anticipated how much trouble we would have when there
were coordination of benefits issues, when there were various kinds of
internal limits on health insurance policies. The most complicated part of
getting the system up and running was dealing with vagaries of and the
differences among private insurance plans. And that was just a nightmare,
continuing nightmare.

BERKOWITZ: Who was governor at the time?

VLADECK: Brendan Byrne.

BERKOWITZ: So it was a Democrat?

VLADECK: Yes.

BERKOWITZ: Was that considered a political job, your job?

VLADECK: No. Actually, historically it was only relatively recently in New
Jersey that the commissionership would have been considered a political job.
And the world was becoming more political at the time. But | actually had
feelers from the (Governor Thomas) Kean transition team after the election
in November of '82.

BERKOWITZ: That's K-E-A-N, by the way, Kean.

VLADECK: Tom Kean. But | was ready to go anyway, so | left.
BERKOWITZ: | see.

VLADECK: The day before Kean was sworn in.

BERKOWITZ: And so, did you live in New Jersey at the time?

VLADECK: Yes.
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BERKOWITZ: Work in Trenton?

VLADECK: Yeah, I worked in Trenton. We moved to East Brunswick, a long,
not entirely relevant story.

BERKOWITZ: | see, | see. And that's why you went to Robert Wood
Johnson Foundation?

VLADECK: Yes. You know, it was almost a classic case where for three and
a half years | drove by there every day. "If you worked here you would be
home by now," kind of thing.

BERKOWITZ: And this job with the Robert Wood Johnson Foundation was a
brief job. Who was the person in charge there?

VLADECK: Dave Rogers was president.
BERKOWITZ: David Rogers.

VLADECK: And | was an officer of the foundation. We were all parts of this
faculty. 1 loved David dearly. We became very close after he left the
foundation. But it was the most centralized decision-making organization |
have ever been part of.

BERKOWITZ: It also is the hardest to get a grant from, | think. And they
seem to have a stringent cost accounting and sort of annoying oversight.

VLADECK: Well, there's a history there that goes back to Johnson &
Johnson. The General, Robert Wood Johnson, who created the company or
took the company over from his father then made it into an enormous
success,—had a practice—which we all would have been a lot better served
in recent years if all American corporations had observed—in which the
comptroller of the corporation reported directly to the chairman of the board.
And so there was an independent financial control of—not an ex post audit
function but actual controlling—function reporting directly to the chairman.
And the guy who was the comptroller for much of Johnson's tenure at
Johnson & Johnson was the first chairman of the board of the Robert Wood
Johnson Foundation after it went national. So he always had a dual power
structure and the chief financial officer of the corporation, at least when |
was there, reported—of the foundation, reported separately directly to the
chairman of the board.

BERKOWITZ: | see.

VLADECK: And so there has always been much greater control on the part
of the financial side of the house relative to political matters.
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BERKOWITZ: Right. So you only stayed for a little bit of time there.
VLADECK: Yes.

BERKOWITZ: And then went to the United Hospital Fund in New York.
VLADECK: Right.

BERKOWITZ: So you moved back to New York City?

VLADECK: Yes.

BERKOWITZ: And the United Hospital Fund, does it raise money for
hospitals? What does it do?

VLADECK: It did originally. It was created as the nation's first federated
charity in 1879 to do joint fund-raising for the hospitals in the city. That's a
role it largely, but not entirely, abandoned when it participated during the
'‘30s in the creation of the United Way system in New York City. And made a
deal as part of that in which it gave up its direct fund-raising from
corporations and various other places in exchange for a pro rata share of the
United Way. It still distributes general philanthropic support to hospitals, but
going way back the original fund-raising distribution function spun off into
standardization of reporting and then some research and then some shared
educational activities. And so by the time | got there in the mid-'80s it was
more an organization with sort of a broad and vague mission and
endowment. So the question was, you know, how do we do business from
where we sit? And we sort of followed a threefold strategy of putting more of
our charitable distribution into grants and using grants for program
purposes, doing much more policy-focused research and using our role as an
organization that was connected to the provider community but not
representative of the provider community. We had to be sort of a convenient
neutral party for addressing health issues.

BERKOWITZ: So that meant Jews, Catholics, Health and Hospitals, the
whole gamut?

VLADECK: Not Health and Hospitals because they are public.
BERKOWITZ: Only private hospitals.
VLADECK: Yes.

BERKOWITZ: But Jews and Catholics both?
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VLADECK: Actually, the original name of that hospital fund in 1879 was the
Hospital Sunday Association because it was created by a bunch of anglophile
Episcopalians who were very self-consciously imitating the practice in the
Church of England of the Sunday before Christmas having the collections
throughout England go to support hospital care. And then in typical New
York fashion in the 1880s, relatively early, this foundation became the
Hospital Saturday and Sunday Association. And it wasn't until about 1912—
the Catholics came in much later. They didn't come in till about World War 1,
by which time the name had changed to United Hospital Fund.

BERKOWITZ: The Catholics have a strong tradition of separatism because
they are afraid that there will be conversion activities in the hospital or
wherever.

VLADECK: Whatever the reason was, they didn't come in till later. Yes, in
fact we had very complicated politics in terms of distribution because we
dealt with Federation of Jewish Philanthropies, Catholic Charities of the
Archdiocese of New York, Catholic Charities of the Diocese of Brooklyn and
Federation of Protestant Welfare Agencies. Each of them do things a bit
differently. That was part of the enjoyment.

BERKOWITZ: So you were young to be the head of that hospital fund. You
were 33 when you started? Started 19837

VLADECK: Yes. Yeah, 33. Almost 34.
BERKOWITZ: That's quite young to have a job...

VLADECK: I think they had some sense of—of going out on a limb, taking a
risk in hiring me for that position. But | think some of the leadership of the
organization felt that in order to survive, thrive in the future, they needed to
go in and take some risks and not do conventional kinds of things.

BERKOWITZ: | see. Interesting. And you already had sort of philanthropic
experience, as well as experience in health care planning and research, so |
guess it makes sense. So that brings us now to the Clinton years. The
administrator of HCFA definitely is a political job.

VLADECK: Yeah.

BERKOWITZ: So what were your connections with the Clintons or with the
Democrats that you would be able to get a job like that?

VLADECK: Not a whole hell of a lot. There had been during the campaign a
health policy group that was chaired by Bruce Fried that had advised the
campaign.
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BERKOWITZ: | don't think I know him.

VLADECK: He was at the time a lawyer-lobbyist in Washington, which he is
again, actually. Bruce convened and a lot of the Democratic policy people
went down and participated in it. | was nominally a member of it but | never
went to any of the meetings because they were always in Washington at 8
o'clock in the morning or something. | never got there. That was about the
extent of my formal relationship to the campaign. | had personal ties from a
whole variety of sources to a variety of health folks.

BERKOWITZ: In New York?

VLADECK: Some from New York. | had been a member of PROPAC by then,
for about six years. So | was very much involved in the Congressional side of
health care policy. | never worked formally for any of those groups but, you
know, | knew who all the staff people on Ways and Means and Commerce
and some of the finance committees and so forth, so we knew one another.
But | didn't have any sort of formal relationship to the campaign.

BERKOWITZ: So how did you find out that you were going to be the head
of HCFA?

VLADECK: Well, in late January—no, in early January 1993, Donna Shalala
called me and said that other people had recommended me to her as a
candidate for a HCFA job. And everything she knew about me was very
positive. She would like to arrange to meet me.

And so | went down to Washington, actually the day before inauguration,
and met with her for several hours. And she called me. And then what
happened—well, she called me about a week later and said she was putting
my name forward to the White House. But that didn't mean that it was a
done deal. Then I got a call that there were concerns about whether | was
anti-managed care, whether | was sort of too New York. There were other
names floating around. And then | got a call to ask me to come meet with
Carol Rasco, who was domestic policy counselor. And Carol had been
particularly active with National Governors' Association staff who reported
that they had their own candidate, and so on and so forth. And it was really
very interesting because in all of the discussions about me that had begun to
appear in the trade press people talked about PROPAC and they talked about
DRGs and they talked about the United Hospital Fund. And one of the things
that hadn't been picked up at all in those discussions was the fact that |
wrote this book on nursing homes and it was published in 1980 and been
involved in nursing home issues in a variety of ways. | had worked on an
Institute of Medicine committee concerned with nursing homes in 1986,
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which was how | got to know a lot of the Commerce committee staffers and
so forth.

BERKOWITZ: And you also did an IOM study of homelessness.

VLADECK: Health care for the homeless. A less happy experience. But in
any event, Carol was very interested in nursing home issues. She had spent
a lot of time being beaten up on by nursing home interests when she was
chief of staff to Governor Clinton in Arkansas. And we devoted most of our
conversation to that and | think we had a very, very good conversation.
About two days later, Secretary Shalala called me back and offered me the
job. So that's how | got to be head of HCFA.

BERKOWITZ: Let’s talk about nursing homes for just a second. When |
worked at the Twentieth Century Fund, your book, Unloving Care, was
always held up to me as a model to follow in a public policy study. So this
interest in nursing homes was part of your academic side.

VLADECK: Yes. | told you a little bit about my background and how | had no
health care background. When | got to Columbia and | had to start looking
for things to do, the 1975 meeting of the American Political Science
Association was scheduled for San Francisco. And so Columbia, like many
schools, had a policy that they pay half your expenses to professional
meetings unless you were doing a paper, in which case they paid all your
expenses. So | had to find a panel that I could get on. And the Committee
on Health Politics was just getting going and was doing a panel on
regulation. And | had actually done a fair amount of stuff in graduate school
on public utility regulation. So | wrote an abstract for a paper on utility
regulation and health care and they accepted me on the panel. And so | then
spent the next six months learning enough about health care and health
care regulation to write the paper. But then, in '72—"71, '70—I don't
remember anymore—there was language put in the Social Security Act
Amendment that states under Medicaid have to pay nursing homes on a
reasonable cost-related basis.

And SRS (Social and Rehabilitation Service), HHS (Department of Health and
Human Services), had no idea what to do with that provision. And they sort
of ignored it—they just sort of hoped it would go away. And then Congress
sort of yelled at them and got mad at them. So they had no idea how to
interpret this. In '74 they let a contract to a consulting firm to figure out
what was reasonable cost-related. And one of the things they did was have a
conference, for which they commissioned a lot of papers. Well, they decided
one of the papers would be about the application of public utility model or
rate regulation to nursing homes. And they stumbled over this APSA
(American Political Science Association) paper | had given. And they asked
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me to do it. And this was like in 1975 and they paid me $1,500. So | did it.
And then in the course of doing it, | realized that there was no literature on
nursing homes at all though we had this enormous enterprise. We didn't
know anything about it. So I figured, you know, here I am, an assistant
professor, trying to write a book, "How to Get Some Funding to Write a Book
about Nursing Homes." And the other story has to do with the Robert Wood
Johnson Foundation because | first went to them beforehand because Tom
Moloney had been a student of mine at Columbia and then he went to work
at Johnson. And Tom said, "We don't do books." So that's how | ended up at
the Twentieth Century Fund. Well, the week after the Twentieth Century
Fund gave me the grant, Maloney called and said, "We have reconsidered.
We are prepared to give you that grant.” And | said, "Too late. I'm not
interested anymore.”" Well, | think it was the first time he had ever been told
by a prospective grantee, "l don't want it. Go away." And, you know, the
book came out. It was very well received, and so forth. And it drove the
Johnson people crazy that they had missed the chance. And that's when
they started trying to hire me, once the book came out. But in any event,
that's how | came to write the book.

BERKOWITZ: | see. That's interesting. So you came to HCFA and | know
two things about what happened when you were at HCFA. One is that this
was a period in which the agency decided that it would become consumer
friendly and emphasize serving its customers. That's one thing | know, which
was sort of a creating an image for the agency of—

VLADECK: Well, I would try to hope it was more than image.

BERKOWITZ: Yeah, and to make the agency more efficient and more
caring, both. Anyway, that's one thing. Was that a conscious strategy?

VLADECK: Yes, absolutely. Priority number one.
BERKOWITZ: That was a management strategy.

VLADECK: It was a management strategy, and frankly, it was a political
strategy as well. I mean, the paradox of HCFA — CMS is here is an agency
that administers the most popular program that the United States
government offers, the most highly thought of by the general public, not by
the inside-the-Beltway types. People love Medicare. Not only the
beneficiaries love it, but their families love it, which means everybody in the
public loves it. And here's the agency that runs it. First of all, nobody knows
that HCFA — CMS runs Medicare. And everybody hates HCFA. And you
know, Bill Clinton in his book that was published during the campaign talked
about how he hated HCFA and wanted to abolish it. | didn't know that until
after 1 got to Washington, which shows how disconnected | was from the
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campaign. So here was this paradox that you have an agency that is running
the most popular program and that nobody seems to like. And it seemed to
me the basic reason was there was no connectedness between the agency
and its beneficiaries and that the agency, to make a partisan comment, in
the '80s didn't have a clear conception of who its customers were, who its
constituency was. And to the extent they had one, it was OMB (Office of
Management and Budget); because | think Republicans tend to conceive of
Medicare primarily as a budget problem. And that's how the agency was run.
And so a lot of substantive problems arose from that attitude. But it also
seemed to be just sort of politically obtuse.

One of the interesting things was that it's clear to me and it was interesting
watching this change that when they got to Washington Bill and Hillary
Clinton had no idea of the political resonance of Medicare either because
they saw it from a governor's perspective. And the governors all hate HCFA
because it's the agency that tells them they can't steal Medicaid money. So
it took them a while. Hillary caught on quicker than the President to
understand the political resonance of Medicare by the '90s. Newt Gingrich
helped educate them.

BERKOWITZ: To go back to the original founding of HCFA in 1977, just for
a minute, the idea was that they were trying to combine Medicare and
Medicaid, which we already talked about. Medicaid had been run by the
Social and Rehabilitation Service as part of the welfare bureaucracy and
Medicare, of course, had been run by the Social Security Administration as a
social insurance program. Could you see any of those old divisions when you
got to HCFA?.

VLADECK: You know, | actually had my first lesson in this when | was in
New Jersey and | was very conscious of the lesson. In the late '70s all of the
literature on health care policy and health care regulation talked about how
it was really important to integrate planning and rate-setting, that the
reason health planning was a failure and certificate of need was a failure was
because the incentives in the pricing system all went in the other direction.
And so | go down to New Jersey and I'm responsible for a division of the
state health department that has both planning and rate-setting in it for
hospitals and nursing homes. And, you know, this is an out of the textbook
model. And | had been in New York, where | had been involved in an
advisory way in watching New York state government and it was a real
problem that the planning people were over here and the rate-setting people
were over here. So | had them all reporting to me in New Jersey. Well, the
fact they were all reporting to me didn't help make them work more closely
together. Hardly at all. The rate-setting people were, you know, financially
oriented. They had one set of perspectives on the world and one set of
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backgrounds and training and so on and so forth. The planners came from
another place and they had different degrees and had gone to different
schools and had different orientations. And it was just as hard to get them to
work together when they were all in the same place as when they were in
separate organizations. So | didn't have any illusions | think when I went to
HCFA about integrating Medicare and Medicaid. But | thought bringing down
the barriers was important particularly because there were a lot of areas in
which | believe that the Medicaid people actually know a lot more than the
Medicare people, like long-term care.

But the culture is such that Medicare is superior to Medicaid so you never
could mobilize that organizationally. And | don't think when we did merge
the organizational units that did managed care in Medicare and Medicaid
although there was enough crossover there, particularly because we couldn't
get any policy support to merge things like that.

And my major accomplishment in that regard | think, which is not trivial but
which shows how hard it is to make progress, was when | got to HCFA in '93
we talked about Medicare beneficiaries and Medicaid recipients. And by '97
most of the people in the agency were talking about Medicaid beneficiaries.

BERKOWITZ: That's something.
VLADECK: So that was a little bit of progress.

BERKOWITZ: Right. Let me ask you, too, when you got there did you bring
a lot of people with you? And what was your sort of career-non career
reliance...

VLADECK: No, we had about 12 or 14—that many? There were about 10,
plus or minus, political lines in HCFA but only a couple of those people were
people I brought in myself now through my own personal linkage. It's very,
very fortunate though, because again | had been involved in PROPAC, | had
been involved in health policy in Washington. | had been a HCFA grantee a
million years earlier.

So there were two career people in HCFA who were longstanding friends of
mine who were prepared to sort of move out of their bureaucratic roles into
direct helping: Barbara Cooper who was then in the Office of Legislation,
having spent much of her career in research and demonstrations, to which
she went back later in my tenure. And then Judy Moore, M-O-O-R-E, who
wasn't even in HCFA at the time, she was over in the Public Health Service
at some point. But | had known her when she worked at PROPAC.
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And she came over to work as my special assistant. The office has three
special assistants, two political and one career. And Judy took the career
special assistant spot. And then | brought Diana Fortuna, who | had known
and worked with, as the political special assistant. Diana had just finished a
stint working at the Academy of Medicine staffing a special mayoral
commission on the future of public hospitals in New York but was recruitable
because her husband was working in Washington.

And she had worked in Washington right after they got married and hadn't
liked the job she was in and, who knows, was trying to find a job that she
would like in Washington. And so | was able to recruit her. Her husband is
now a New York City councilman and she is now head of the Citizens Budget
Commission.

BERKOWITZ: How often did you see Secretary Shalala? Did she have senior
staff meetings?

VLADECK: She didn't have formal senior staff meetings per se that often.
But she was a very active, hands-on secretary. And so there would be
subject-specific meetings with her all the time. I don't know how to
characterize it. 1 would say in the first six months | was there we were doing
health reform.

BERKOWITZ: Which | want to talk about also.

VLADECK: She was on the road a fair amount. And so there would be times
when | would go two or three weeks without seeing the secretary. Then
there would be weeks in which | had spent half my time with her, you know.

BERKOWITZ: What was your Washington to Baltimore ratio in terms of
your time?

VLADECK: I actually was very proud that I got the Baltimore ratio up to 15
percent. | was told that was high by comparison to my predecessors. | tried
to get to Baltimore every Thursday. Every Thursday | had blocked on my
calendar to be in Baltimore, and some other days as well. But I would guess
about a third of the time | would have to split the day. | would have
something in Washington | would have to do and so | would not get a full
day in Baltimore. And driving, of course takes time.

BERKOWITZ: Of course, it helps to have a driver.

VLADECK: Well, except I lived in Silver Spring and | didn't get a driver for
the commuting ends of the day. Clinton abolished that. So if | drove to
Baltimore in the morning and had a three o'clock meeting in Washington, |
could get the driver to drive me to Washington and then drive me back to
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Baltimore going past my house to pick up my car. And then | could get in
my car and go back to Silver Spring. So | would end up driving back to
Washington myself.

BERKOWITZ: | see. Where were you with regard to the new building in
Baltimore?

VLADECK: It was accomplished under my tenure although Gail Wilensky
really gets a lot of the credit for it, | must say, because it was budgeted. It
was included in the budget during Gail's tenure. But when | got there they
had already put out the contracts to bid, GSA had, General Services
Administration. But in fact there was a rearguard action by then—Baltimore
Mayor Schmoke to try to get the new administration to reconsider the
decision to put it in Woodlawn and get it moved to downtown. And we had a
brief discussion of that during which I was told that there had actually been
a poll of the employees several years earlier and they were overwhelmingly
in favor of Woodlawn. And interesting to me, surprisingly, maybe, but at the
time | learned better, was that the African American employees
overwhelmingly preferred Woodlawn to downtown. So even though some of
us fantasized about offices overlooking Camden Yards and | personally would
have preferred moving downtown, it would have killed the project. So we
decided a building in hand was worth going forward. And so then it was the
construction and opening dedication and all that kind of stuff happening
during my tenure.

BERKOWITZ: And the SSA was already independent when you got there,
too, right?

VLADECK: No, that happened in—that happened in '93—'94.
BERKOWITZ: Did that make your job more difficult?

VLADECK: Only in the following way. We maintained very close
relationships with SSA, a lot of which were personal, some of which
geographic proximity helped. And they were always sort of institutionally
very arrogant so they didn't pay any less attention to us when they were an
independent agency than before.—Of course, a lot of the staff divisions in
HHS had fewer operating divisions to harass once SSA left.

And so they were able to spend more time bothering us. And that was a bit
of a problem. But that was the only real consequence.

BERKOWITZ: | see. That's interesting because they shared a lot of
facilities.
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VLADECK: Yes, and still do. | mean, a lot of the older generation people at
HCFA are still former SSA people. So at the mechanical level relationships
are still very good.

BERKOWITZ: So let's talk—we're coming to the end of the hour—but let's
talk for a minute about health care and health insurance, health reform.

VLADECK: Okay.

BERKOWITZ: When you were recruited was that one of the things you were
told—that we are going to do this insurance plan?

VLADECK: Well, actually the smartest thing | ever did in my life was avoid
being a member of the task force although—uwell, I just think that the task
force was insane. And Paul Starr called me like in December or January.
They asked me to help out on some stuff.

And | wrote a paper and | went down to a meeting. And then there was a
question of my being on the task force. Fortunately, by the time | was asked
to do that when they were formally organizing it | already had initial
conversation about taking the HCFA job so | begged off.

And what that meant at the end of the day was that because of my HCFA
role and because of the so-called revolt of the cabinet officers in April or
whatever | got to participate in the second round of administration
discussions on health reform and was then sort of a full-fledged player by
May—June without having to be nice to Ira Magaziner or any of that stuff.
And like | said, it was the best decision | ever made. But | also had the clear
sense, and there was a clear division of labor, that I was there to run
Medicare and Medicaid and Judy Feder was there to do health reform in
terms of the senior staff of the department.

And a lot of HCFA people were spending a lot of time on health reform and |
did as well. But it wasn't my job. My job was to run Medicare and—

[END OF TAPE 1, SIDE 1; BEGIN TAPE 1, SIDE 2]

BERKOWITZ: This is an interview with Bruce Vladeck on August 7th. We
are just talking about health insurance and health reform. And you were
saying that you got into the sort of second wave of the initiative.

VLADECK: Right. The other thing that was going on was that while he was
doing health reform, President Clinton met with governors in January of '93
and promised them a whole bunch of things including a new Medicaid waiver
process, including rewriting of the regulations on taxes and donations,
provider taxes and donations under Medicaid. So even before | was

CMS Oral History Project Page 183



confirmed | was spending a lot of time on Medicaid stuff. And | spent more
time in '93 on Medicaid issues being developed.

BERKOWITZ: | see. | saw you once give a briefing on the Clinton health
reform bill.

VLADECK: Well, part of the interesting thing about health reform is having
been a minor player in formulation of the policy | was one of the lead public
representatives, Judy Feder and | did a lot of the Congressional hearings.
After Mrs. Clinton, you know, did the initial round then when it got to the
meat-and-potatoes part it was me and Judy by and large doing the
testimony.

BERKOWITZ: What was your sense? Did you think it had any chance of
passing?

VLADECK: No. You know, the thing | have learned in Washington, although
I hadn't learned by the fall of ‘93, was that you can never tell. And there is a
degree of unpredictability and it is very powerful. But | had a strong sense
that by the time the bill was introduced the window had opened and closed.
And it was just taking too long and the time had run out on it. | mean, just
the politics changed then and the thing looked bad and so forth but in
addition to which there was this enormous set of discussions on the front
end with—oh, what's his name? With communications people and public
opinion people.

All these people were prepared to mount a campaign. They had just come
off the Presidential campaign and they were ready to gear up again for
health reform. And by the time September had come along most of them
had disappeared. And so the sort of political sales apparatus that had been
assembled in January and February had vanished by September. And so
there was an atmosphere about it that it was, you know, kind of a lost cause
by then.

BERKOWITZ: Let me back up a second. In Daniel Patrick Moynihan's book
about the guaranteed income one of the points he makes is that the
negative income tax is critically complicated for Congressmen to understand.
He couldn’t explain it and he could see that their eyes glazed over as he did
explain it. | had the same sort of feeling about this Clinton Health Insurance
bill, the central mechanism was complicated, hard to understand.

VLADECK: In my view the single fatal flaw, if there was a single one, or the
largest fatal flaw in the Clinton health reform strategy is that the President
was committed to getting to universal health insurance without any new
taxes. And the first crisis or calamity that that created was that of all the
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people advising the President on health care policy in the fall of ‘92, the only
one who told him it was possible to get to universal insurance without new
taxes was Ira Magaziner, which is how Ira ended up in charge of the process
and how people like Stuart Altman and Judy Feder, who actually knew what
they were talking about, got pushed aside. But the second and more
systematic result of that is that the thing became incredibly complicated.
The bill was 800-some-odd pages and 400 of them were devoted to moving
around the subsidies necessary to make this Rube Goldberg contraption
work. Because there may be enough money in the system to pay for
everybody, which was President Clinton's belief, but there is no way to get it
from where it is to where it has to go. And that's what all this stuff was
about. And it was incomprehensible. It was incomprehensible to us. And
nobody believed it. But if you wanted the CEO to say yes, this would work
without taxes, you needed all this stuff. And that cost us three or four
months. It created a level of complexity that made it totally
incomprehensible. And the level of complexity and the kind of mechanisms
opened this up to all the charges about bureaucracy and, you know,
government programs and all this kind of stuff that the whole thing was
designed to avoid.

BERKOWITZ: | see. You got the worst aspects of the sort of market
mechanism and regulatory mechanism—

VLADECK: Right, because they tried to go with the market but to fix some
of its problems with these regulatory contrivances and it was ridiculous.

BERKOWITZ: So now are you a confirmed incrementlist now as a result of
this experience?

VLADECK: No, I've become convinced that our current so-called
incrementalism is getting us entirely nowhere and that if we want to have
universal health insurance in the United States, we decide we want universal
health insurance in the United States, we just do it because incremental is
never going to get us there. It's like pouring water into a glass that's got a
hole in the bottom.

BERKOWITZ: Just bag Medicare and Medicaid?

VLADECK: No, there are all kinds of ways to do it. One of the things that
makes all this theorizing complicated, you know, is the continued data that
the bulk of the American people like getting their health insurance through
their employers which, you know, makes the economists entirely nuts. But
no my idea starts from my contrarian view and turns the thing upside down
starting from the recognition that half of all the people in the United States
who are uninsured at any given time, have had health insurance for at least
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one day in the last two years. So my plan would be that once somebody has
health insurance they can never lose it. They can replace it with another
kind of health insurance but they can never lose it. And if whatever causes
you to have health insurance disappears without being replaced—say you
lose your job—then the federal government basically COBRAs until you get
another job or become eligible for Medicaid and Medicare.

BERKOWITZ: How does the federal government pay for this?
VLADECK: It repeals some of the tax cut in place.

BERKOWITZ: Let me ask you then, you had been in the Clinton
administration for one term and but not two?

VLADECK: No,—I stayed for most of '97.
BERKOWITZ: Right.

VLADECK: And in fact, one my proudest accomplishments—I want this for
the record—we had the smoothest transition in leadership in HCFA's history.
And we had a transition in leadership at HCFA almost without precedent at
the sub-cabinet level in American government these days.

You know, there is an average six to nine months even within an
administration that those jobs are vacant and...l left one day. Nancy DeParle
was there already as deputy and became active the next day. And we
worked very hard to achieve that. And | think it made a difference. I'm very
proud of it.

BERKOWITZ: | see. Why did you decide to leave?

VLADECK: Well, there were three or four factors. | don't know what order to
put them in. My second kid started college in September of ‘97, which meant
that my tuition bills were at that point 60 percent of my gross salary. So the
economics, which were bad enough before, became unsustainable. | had
promised my wife four years and no more and it was going on four and a
half. And she reminded me of that. But the other thing was, | was just—I
was worn out. | told people elsewhere that before I got to HCFA |1 would hear
people talking about being burnt out, about burnout and so forth, and |
scoffed at it.

You know, | thought it was just sort of weakness of character. And | felt
myself burning out. With each successive day | was less effective and less
useful and it was time to get out of there before anybody else caught on how
badly I had deteriorated.
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BERKOWITZ: And the job here at Mount Sinai Hospital, was that something
that had been developing over time?

VLADECK: No, I mean, one of the things that people don't realize is it's just
about impossible to look for a job when you are in one of those jobs. And I
did talk to Mount Sinai about six weeks before I left the government. | was
appointed to a part-time position when 1| left the government. And then that
gradually evolved to a full-time thing over the next nine months. But | didn't
have any clear, long-term plan when | left.

BERKOWITZ: | see. Well, let me end with a corny question then, if I might.
So if the next administrator of CMS comes and you have, you know, 15
seconds to talk to them, what would be your one piece of advice that you
would give the person taking over the job at head of CMS.

VLADECK: Without necessarily making specific reference to the current
incumbent, | would say, count to 10. That's my advice. There is a built-in
hysteria in the Washington policy process that (a) is very tiring, and (b)
ultimately self-defeating. And given how politically sensitive Medicare and
Medicaid are and how complicated the programs are, the tendency to react
reflexively to things and to do everything quickly and so on and so forth is
very powerful and very hard to resist. And the people who get most
frustrated I think in jobs like that are people who get so caught up in day-to-
day pressures that they lose any sense of long-term objectives and long-
term perspectives. Whether or not you personally are in for the long term,
presumably the program and the agency are. And it's your job as CEO to
worry about the long term. And so you have got to constantly fight to not
get caught up in the minute-to-minute pressures. So that's my advice.

BERKOWITZ: Good. That's a good note on which to end. Thank you very
much.

it
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Interview with Nancy-Ann Min DeParle

Washington, D.C. on August 22, 2002
Interviewed by Dr. Ed Berkowitz

BERKOWITZ: It's August 22nd and | am talking here in Washington near Chevy
Chase Circle with Nancy Ann DeParle, the former administrator of HCFA. | am going
to ask her some questions about her life. Let's start -- you're from Tennessee
originally?

DePARLE: Right.

BERKOWITZ: What part of Tennessee?

DePARLE: | was born in Cleveland, Ohio, but I lived from as early as | can
remember in Tennessee, Rockwood, Tennessee, which is a town of about 4,000 in
the hills of East Tennessee.

BERKOWITZ: The hills of East Tennessee. So that's the side that's near Knoxville?
DePARLE: It's about an hour from Knoxville.

BERKOWITZ: | see. What did your parents do there?

DePARLE: | was raised by my mother.

BERKOWITZ: Your mother.

DePARLE: And my mother was a clerk-typist for the State Department of
Conservation in a town called Midtown, Tennessee.

BERKOWITZ: | see. So you went to the University of Tennessee at Knoxville to
college. What did you major in there?

DePARLE: | majored in a program called College Scholars, which was a program
that | guess still exists. It was kind of popular during the '70s, an individualized
honors program. It had no requirements. But | also within that took an honors
history major.

BERKOWITZ: | see, | see. So you must have done very well as an undergraduate
because you went to Harvard Law School right afterwards, right?

DePARLE: Yes.
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BERKOWITZ: And that strikes me as a very significant step, sort of into the
national limelight in some ways. And you were a Rhodes Scholar also. When was
that, the Rhodes Scholarship?

DePARLE: I graduated from college in '78 and then | went to Harvard Law School
for a year. And actually, the Rhodes Scholarship thing-- I'll just quickly tell you

-- because it has a story. One of my professors was a man named Milton Klein, who
was a colonial historian. He approached me and said, "You know, they just started
letting women be Rhodes Scholars. You ought to apply for that."

And | had heard of it but | thought of it as something for professional athletes. |
didn't know women were eligible.

BERKOWITZ: People like Bill Bradley.

DePARLE: Yes, I guess Bill Bradley. And also | was very intent on going to law
school. And so Professor Klein said, "l have some information on it. Let me get it
for you." He did. And he had mentioned it to me in October and the applications
were due in September for the Rhodes and maybe for all of those foreign
scholarships.

And then you go through interviews around Thanksgiving and then they decide. So
it was too late to do that and | think by that point | already knew | had been
accepted to Harvard Law School. But then when | got to law school | realized, well,
I'm going to be practicing law by the time I'm 24 and that will be for the rest of my
life. And, gee, it would be nice to have some time to do something else. So |
applied for the Rhodes Scholarship my first year of law school and also applied to
the Kennedy School thinking maybe I'll do that -- they had a joint degree with the
law school. | won the Rhodes Scholarship.

And actually I'm sort of embarrassed to say this, but | almost considered not going
because | liked law school and | was having fun. Taking two years out to go to
England, did that really make sense? But it was a wonderful experience.

BERKOWITZ: So you are a Rhodes Scholar as part of the third group of women
accepted by the program.

DePARLE: Yes.

BERKOWITZ: | see. Interesting. So did you have to have a sport?

DePARLE: No. Cecil Rhodes, the founder, had four requirements, and one of them
was fondness for and demonstration of athletic vigor or something of that sort. And
I was a runner. | didn't do anything formal. | was on an intramural team.

Formal at the University of Tennessee means professional athlete, basically. So |

wasn't by any means a professional. But actually, interestingly, the women in my
class had more athletic activities than the men did, with maybe one exception.
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At the time | won, they actually had a formal communication from Oxford
University saying maybe you should stress some of the other attributes a little bit
more because they had a few too many people interested only in athletics.

BERKOWITZ: Okay. So you finished your Rhodes Scholarship and graduated from
law school. What year did you graduate from law school?

DePARLE: '83.

BERKOWITZ: '83. And then within four years you were the commissioner of
human services for the State of Tennessee. Is that correct?

DePARLE: That's right.
BERKOWITZ: How did that happen so quickly?

DePARLE: Well, | went back to Tennessee right after law school and clerked for a
federal judge there, which was also a wonderful experience.

BERKOWITZ: Was that in Nashville?

DePARLE: In Nashville. His name was Gil Merritt and he was the chief judge for
the 6th Circuit Court of Appeals in Cincinnati. So his chambers were in Nashville but
we traveled to Cincinnati to hear the cases.

And as soon as | came back to Tennessee | got back into a circle of friends who |
had known at the University of Tennessee and many of them were involved in
politics already. And | had been student body president at the University of
Tennessee and was the first woman to serve as student body president there. And
one of the people | had met was Ned McWherter, who was the Speaker of the
House in Tennessee for about 18 years, including the time when | was in college.
And so since | was very active in student government, student politics, we used to
go over to Nashville to the general assembly to lobby members of the general
assembly for issues that students cared about.

Postcard voter registration was a big issue back then. I can remember lobbying
them about that, making sure the students could register to vote on campus
because we had been challenged over that. There were a number of issues, and so
I got to know Speaker McWherter when | was student body president.

So when | came back to the state | met him again. He ran for governor, and asked
me to help him in his campaign. | helped him a little bit, but by then | was
practicing law and my first year | spent about three months in Omaha, Nebraska
taking depositions, so | wasn't as actively involved in his campaign as | might have
been otherwise. But when he was elected he called me up and said, "You know, |
would like you to come work for me."
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And | had sort of mixed feelings about it because | had always thought I might end
up in government some day but I had never thought about state government. | had
always thought | wanted to be on the federal level.

But I liked him a lot and it seemed kind of exciting. What he said was, "l want to
bring a new generation to the state government here, put some new ideas into
play.” And I did and it was kind of neat to me in a way because my mother had
raised three children on her own as a secretary for the State of Tennessee.

So | felt it was sort of special that | was getting to come back as a cabinet
secretary. And it just, | think, was a very interesting embodiment of the difference
that education can make in somebody’s life.

BERKOWITZ: It really is. It's still remarkable to me that you could have been
commissioner at that age.

DePARLE: Well, he was crazy. | told him that. But, you know, he had been
Speaker of the House for 18 years and he was as smart as they come and very
principled.

And | later told him, "You were crazy to pick someone so young." | think | had just
turned 30 at the time he appointed me.

He said, "No, | knew what | was doing." You know, he trusted that he would be able
to help me learn the ropes about dealing with the legislature. And the other thing
though is that he knew when he hired me that he was going to do a big reduction in
force in my department and he told me that.

I was either too young or too naive to understand what that meant. And he really
steered me toward the Department of Human Services. And he said, "Now, that's a
big job. That's the biggest department. It's $500 million a year. That's going to be a
challenge. You need to go there. By the way, there is going to be a reduction-in-
force (RIF) involved, about 10 percent.”

And | remember thinking, okay, 6,000 employees — 6,000. That won't be that big a
deal. And of course now I know that a RIF’'s one of the most nightmarish things that
anyone can go through in the public sector or the private sector. But | wasn't smart
enough to know that at the time.

So it was an incredible experience at that age to go through. And I think the fact
that 1 was young and a woman-- sometimes it can hurt you, but | think actually it
probably helped me in that job.

The difficulty of it was that my department was 6,000 employees, of whom around
4,000 were active members of the state employees' union, the Tennessee State
Employees' Association. And they flipped out when the RIF was announced.
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But there was a very nice man who was the head of the state employees'
association who happened to be the chaplain at one of the state psychiatric
hospitals. And he felt sorry for me because | was young, and he helped me at great
cost to himself, actually. Because, you know, the head of the state employees’
union doesn't need to be helping the person who is doing the RIF. But he helped me
get through that.

BERKOWITZ: That's interesting. So what kind of things you were running? Was
welfare a primary part of the job?

DePARLE: It was welfare, rehabilitation services, foster care, child sexual abuse.
There were a lot of really terrible things, actually, that the Department of Human
Services had responsibility for-- terrifying and terrible. And also, we did the
eligibility determination for Medicaid, which is sort of how | got involved in the
health care side of things.

At the very beginning, Governor McWherter had made a pledge that he was going
to do something about health care for the uninsured. So he put together an
indigent health care task force and | was on that, and that's sort of how | started
getting interested in the health care side of the policy equation.

BERKOWITZ: | see. So you did that from 1987 to 1989.

DePARLE: Right.

BERKOWITZ: Did you meet people in Washington that became important to you at
that time?

DePARLE: | did meet people at SSA (the Social Security Administration) because
we did the SSI (Supplemental Security Income) determination for the state ...

BERKOWITZ: And the initial determination of eligibility for the Social Security
Disability program for people in the state.

DePARLE: Yes. | also met Bill Roper.

BERKOWITZ: Who was head of HCFA?

DePARLE: No. I met him when --

BERKOWITZ: He was head of HCFA at one point.

DePARLE: He was. But when | met him, let's see -- had he moved to CDC by then?
I am not sure. Maybe he was head of HCFA at that time, yes. | came up and made
a presentation to -- this is drawing on your historical knowledge. | think his name

was Chuck Hobbs. He was President Reagan's domestic policy advisor. And do you
remember that for a time they had something called the Low Income Opportunities
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Board where they were -- it was sort of the beginning of the Federal government
entertaining waivers?

BERKOWITZ: Yes.

DePARLE: We were trying to get -- it was the beginnings of TennCare, of trying to

BERKOWITZ: Of what care?

DePARLE: TENN care, which is the program to cover the uninsured that Tennessee
got a waiver to launch under the Clinton administration. What TennCare sought to
do was to use the federal dollars differently to take the disproportionate share
payments and all these other sources of dollars to providers and use them to
spread them across the population and cover more people than the traditional
categorical eligibles for Medicaid.

So we were beginning to work on that and we tried to meet with the departments
to develop a computer system to do integrated eligibility determination for food
stamps, welfare and Medicaid.

And we would go to Atlanta -- that was the regional headquarters for all the Federal
agencies -- and try to meet with the federal people. And we couldn't even get them
to all meet in the same room. That's how | saw things as a state official. We would
literally have to go from one place to another to talk to the people from SSA,
agriculture, HHS (the Department of Health and Human Services). They wouldn't
talk to each other. And we were trying to integrate systems because we believed
that beneficiaries, when they come in, don't want to go three different places. They
don't want to go through three different systems. They are poor people who are
eligible for Medicaid, food stamps and welfare. So how do you make that work?

So, yes, | did meet people in Washington during that time. | can't say that it was a
totally rewarding experience, but | did.

BERKOWITZ: | see. So you did it till 1989. And then what did you do after that?
DePARLE: | went back to my law practice.

BERKOWITZ: In Nashville?

DePARLE: In Nashville, yes.

BERKOWITZ: What was the name of the firm?

DePARLE: It was called Bass, Berry and Sims. It's still called that. It's an old-line
firm. It's been there a long time. | had only practiced for about a year before | went

into the government, and | was worried if | didn't establish myself as a lawyer that
it would be hard to go back if | ever wanted to.
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And so, | went back to practicing law and continued to help Governor McWherter. |
was the treasurer of his reelection campaign in 1990, for example, but was out of
the government world for a couple of years. Then | decided | wanted to move to
Washington. So by now we're up to '91.

BERKOWITZ: Why did you decide you wanted to move to Washington?

DePARLE: | had gotten divorced. | had always wanted to live in Washington and
Nashville was feeling like a small town. | was a partner in my law firm, 1 was well
established, but | wondered if | don't do this now will I look back some day and
wish that | had?

My mother raised three children and she died in 1974, right after | graduated from
high school, of lung cancer; and she had just turned 50.

And 1 think that has made me throughout my life more conscious of just how little
time we have, that you never know what's going to happen. So | felt, I'm
comfortable here, but | have always wanted to live in Washington, so | should do it.
And I moved to Washington --

BERKOWITZ: What year did you move there?
DePARLE: September of '91.
BERKOWITZ: '91, so that's during the elder Bush's presidency.

DePARLE: Yes, and that's part of the explanation. | had always thought that if I
ever lived in Washington | would work for the government-- because | think of
Washington as sort of a company town. And | thought, well, I want to work for the
company.

But | am a Democrat and obviously, | wouldn't have been a political appointee in
the Bush administration. And | was approached by Covington and Burling.

BERKOWITZ: Which is a law firm here in Washington.

DePARLE: Yes. It's been here many years and they have a fairly large practice
representing states in disputes with the federal government. And they had
represented me when | was in Tennessee, when | was commissioner of human
services, in a matter involving food stamp errors. And they approached me about
joining their litigation practice. So that's what | did. At that point | thought there's
not going to be a Democratic president in my young adulthood. So I like practicing
law, and I'll move to Washington and do that. So | came up in September of '91.

BERKOWITZ: Did you know Senator Sasser (D-Tennessee)?

DePARLE: Yes.
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BERKOWITZ: But that wasn't something you were interested in, to work on the
Hill?

DePARLE: Well, you know, in retrospect | wish | had done that. But no, | liked
practicing law. The offer came. | wanted to move.

BERKOWITZ: | see, | see. So did you somehow get involved with the Clinton
people at some point?

DePARLE: No. That's another interesting thing. 1 was involved, but through
Tennessee and Governor McWherter and Harlan Mathews, who was the Deputy
Governor and later became U.S. Senator from Tennessee when Senator Gore
became Vice President. The night | moved away from Nashville Governor
McWherter asked me to come over and have dinner with him at the governor's
residence.

We're sitting there at dinner. It was in late August of '91. And we're sitting out in
the patio area outside. And the phone rings; he had a phone out there and he said
it's Governor Clinton.

And so I'm hearing his side of it. "Hey, Billy Bob." That's how Governor McWherter-

BERKOWITZ: Billy Bob?

DePARLE: He called him Billy Bob. "What are you doing?" And then | hear
Governor McWherter’s saying "Well, okay, what's Mario going to do?"

So this is when Clinton was calling him to tell him, "I'm going to run for President."
And | heard Governor McWherter say, "Well, I'll help you all | can. Just let me know
what you need and I'll help you out."

He hung up the phone. He said, "Well, Billy Bob's going to run for President. And
we’re going to help him" And I had met Governor Clinton, so I knew him a little and
liked him.

BERKOWITZ: Clinton?

DePARLE: I had met President Clinton in a couple of ways. My first husband was a
Rhodes Scholar a few years behind him and they were at Yale Law School together,
so | had met him once with my first husband.

Secondly, Government McWherter and he were good friends and so when
McWherter was elected he came to Tennessee several times. He was very involved
in the welfare reform debate in 1988. And so | met him a few times that way. And
also Judge Merritt, who | clerked for, was good friends with him, so when | was
clerking for Judge Merritt, I met him a couple times.
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So | kind of knew him. But | didn't work in the campaign. | gave money because
Governor McWherter was raising money for him. And | went to a couple of events
when | was down in Tennessee visiting friends and a couple of fundraisers up here
in Washington.

But I didn't work in the campaign until the very end. After they had chosen then-
Senator Gore to be his running mate, I knew all of his staff really well from
Tennessee. And there's a guy named Roy Neel who was Gore's chief of staff from
the Senate. And he called me to ask me to help with debate preparation.

So | did research on my off time from Covington and Burling on Gore's record on
abortion and some other health care issues to help with his debate prep. But |
didn't go to Little Rock; I didn't do any of that.

BERKOWITZ: So did you think when he won that you would get a job in the
administration?

DePARLE: Not only did I not think I would get one, | didn't want one. Again, | feel
almost embarrassed to say that because it was such an incredible experience. But |
had this view that | had done my government service and that | was sort of over it
and that | liked practicing law.

I'm not one of those people who hated practicing law, you know. You notice | have
not chosen to go back to it. But I liked it. It was fun. It was a chance to make
money. That isn't what motivates me, but | had never had real financial stability.
And | sort of wanted that. | was 34 or so at the time. And so no, | did not think |
would go into the administration. But soon after the election | started getting calls.

BERKOWITZ: From?

DePARLE: Mainly from Peter Knight and Roy Neel, who were both people who
worked for Gore. And they were along the lines of, well, how about this job, how
about that job?

And they asked me to come to the transition team to work for former Congressman
Tom Downey. He was leading the health and human services transition. And | said
no.

BERKOWITZ: Tom Downey was a Democratic Congressman from New York?

DePARLE: Yes. And | said no. And | thought that would be the end of it for sure.
And | said no because | talked to my law firm and they said, well, if you go to the
transition team, then you wouldn't be able to be involved in any litigation around
those issues for our clients.

And that was a problem for them. So | thought, well, since I'm not going to join the
administration, it doesn't make sense. And | was on track to becoming a partner
there; | think I had two years or so to go.
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So | decided not to do it. I decided, well, if I'm not going to go in full-time |
shouldn't do this. So | figured that would be the end of it. But they continued to
call. And then one day | got a call from Leon Panetta.

Well, before that | had talked to Peter Knight and he said, "Well, I'm feeling a little
bit exasperated. What job would you be interested in?" Because they had called me
about several things and | had said no, I'm really not interested. And | said, "Well,
there's this job at the Office of Management and Budget." And through my work at
Covington we had been representing a number of states regarding Medicaid
provider tax issues that had arisen during the Bush administration. Congress had
passed a law outlawing certain kinds of financing programs that the states were
using to try to get a higher Medicaid match.

And Covington was representing some of the states in writing comments to the
proposed regulations. So as part of that | had met Tom Scully who was at that
point the associate director of OMB, a job called the PAD.

BERKOWITZ: You don't know that acronym, do you?

DePARLE: The program associate director is what it's called. OMB has a director, a
deputy director, and then there are five PADs, who are the associate directors.
Anyway, so | met Tom and | thought that job looks like fun and I called a friend of
mine who was the White House correspondent for Time at the time.

And he said, "Oh, those jobs are a lot of fun. Those people get to make really
interesting decisions. They get to control a lot of things that happen. You would like
that."”

So | just said, "That's a job | might be interested in."

And Peter said, "Well, that's going to be really hard because, you know, the
Democrats have been out of office for 12 years and there are a lot of people who
want those jobs."

And I can remember vividly saying, "Well, that's fine because | don't really have to
come. | like what I'm doing. I'm happy | can help you guys from the outside. |
don't need to be there."

And the next thing | know, Leon Panetta calls me up the next day and he says, "I
need to talk to you. I've just gotten back from Little Rock and | was with the
President and the Vice President and they both said that | had to have you on my
team."

So | still wasn't sure | was going to do it. But | went up to the Hill and met with him
and | just fell in love with him. | don't know if you have ever met him, but he is just
an incredible guy. And he offered me a job.

BERKOWITZ: And so your job was?
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DePARLE: Associate director.
BERKOWITZ: Of OMB?

DePARLE: Yeah, and I'm hesitating on the title because at the very beginning they
created a job for me, in essence. In the Bush administration and before that the job
was associate director for health, veterans and labor, maybe -- HVL.

So that person covered HHS, the Department of Labor, the Veterans Administration
and maybe even a few other agencies. The Clinton Administration decided that
since health care was going to be such an important a part of President Clinton's
agenda, number one, and number two, Medicare and Medicaid were considered
such a large part of the federal budget, that they needed someone to just handle
health and to not do the Labor Department and other things.

Now, as it evolved for other reasons, my title eventually became associate director
for health and personnel because | had the health care parts of everything in the
budget except for defense. They put veterans and the White House budget under
me. And what that meant was | had to deal with the appropriations committees
about the White House budget, which actually became sort of sensitive with all the
investigations. But the truth is, | spent very little time on those other things. It was
mainly Medicare and Medicaid.

BERKOWITZ: So obviously HCFA is one of your agencies that you are looking after
DePARLE: Right.

BERKOWITZ: And had you met Bruce (HCFA Administrator Bruce Vladeck) before?
DePARLE: No, | hadn't.

BERKOWITZ: Did you meet him in the context of this OMB job?

DePARLE: Yes. I'm trying to think when 1 first met him. When | started the job
was very quickly, you know, 24/7.1 think I met Bruce at one of those first meetings
of Ira Magaziner’s health reform task force. | mean, literally | started | think on

February 3rd of 1993.

And that night I was in a meeting that went to like to 11 o'clock, one of Ira’'s
meetings. I’'m sure you’ve heard we had meetings that went around the clock.

BERKOWITZ: What was OMB's role like? Was it to cost out the proposals?
DePARLE: Yes, but OMB also played the role that it plays on everything, which is
to be a critic. Secretary Shalala didn't testify without my saying her testimony was

okay. OMB clears all the testimony. It's both budget and policy.

BERKOWITZ: So it's a superego for the President in a sense?
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DePARLE: Yes. So you look at proposed testimony from Administration officials
and ask, is what they are saying the administration’'s policy or not? And now to be
fair, Ira was first among equals, so Ira clearly was viewed as having been tapped to
develop the President’s health reform proposal. But there was sort of a small group
of people who sat with him. And, you know, my job as related to me by Leon
Panetta was to stick close to him, make sure | knew what he was doing.

So that meant be there all the time with Ira. My office was in one corner of the Old
Executive Office Building on the second floor and his office was kind of catty-corner
across the building. And | spent as much time in his office as | did in mine.

There was a small group of about eight people who spent 10 hours a day with him
and | was one of those people.

BERKOWITZ: Is that considered high status, that your office was in the Old
Executive Office Building and not in the New Executive Office Building? Because a
lot of those OMB people are in the New Executive Office Building?

DePARLE: Yeah, but the career people are all in the New Executive Office Building.
OMB is a very interesting place in that there are maybe seven political appointees
who are as political as you get, in the White House making political judgments with
the President.

And yet, the blood and guts of the agency and the people who get things done are
the 300-400 people across the street in the New Executive Office Building who are
not political. And | couldn’'t tell you today if | went through the list of staff | worked
with, what political party they voted for. You would not know. It's incredible, an
incredible place for people who are interested in government.

But, yeah, the political appointees are in the Old Executive Office building and it's
part of the White House. And OMB is sort of betwixt and between because all those
people are career. And yet they are the ones who are there to say no to the
President and everybody else.

BERKOWITZ: They were budget officers?

DePARLE: Yes, yes.

BERKOWITZ: The ones that look at the thing line by line by item by item by item.
DePARLE: Budget examiners actually is what we call them.

BERKOWITZ: But you are doing political proposals?

DePARLE: Right. And I'm in-between because we are the ones in the

administration who say no to a lot of stuff. Like | had to say no to Ira sometimes.
And yet | am one of the President's political appointees. So it's an awkward job.
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I would walk into meetings when we were working on the Balanced Budget Act, and
George Stephanopoulus used to tease me, "Oh, here she comes with her notebook
of Medicare cuts."

If you're the political people sitting there whose job it is to reelect the President,
the last thing you want to see is someone walking down the hall with a big
notebook of Medicare cuts. And yet, the President, you know, had the sort of mixed
agenda of balancing the budget and being popular, which is not always consistent.

BERKOWITZ: So what about health reform as people in the Clinton Administration
call it? Did you ever have a sense that it would be a viable thing?

When you talk to people today, they all say that they saw immediately that it
wasn't going to pass and so on. But at the time people must have thought that
there was some point to doing it.

DePARLE: Yes. | didn't see immediately that it wasn't going to pass-- | will tell you
this. Intellectually it seemed right that you cannot just in a piecemeal fashion
correct the problems of 30 million to 40 million uninsured.

Intellectually it makes sense to me that it's like punching a balloon. You can't just
fix one aspect of the problem. So in that respect a big plan makes sense. And there
were a lot of crazy things about the process but | don't blame Ira for that. Because
if you look at Putting People First and the description of the Clinton-Gore agenda in
the chapter on health care, what we ended up with was very close to that. And |
don't think even if Ira had wanted to deviate he --

BERKOWITZ: Putting People First is Bill Clinton's .. ?

DePARLE: Right, the campaign manifesto that the campaign wrote, Clinton and
Gore. So no, I'm not going to brag to you that | knew from the moment it started it
wasn't going to work. | think I sort of believed in it intellectually for the first 6 or 8
months.

But then | had sort of an epiphany. It didn't feel right to me that you could do
something that big that would be wall-to-wall across the whole country, changing
everything.

But the epiphany was sitting in my office in the summer of '94, right before |1 guess
the Senate was going to try to take up our bill and realizing if this thing passes |
will have to change my health care coverage. And | thought to myself, "But | like
what I have. Why should | have to change?" And then | realized if | couldn't see -- |
mean, | could make the arguments back to myself about, "But you don't have
health security now. You would have it under President Clinton’s plan and you will
have a better plan.”

But | wasn't buying it and | realized that if | felt that way there was no way we
were going to sell the American people on this. And it was incredibly complex. We
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had no idea. So I'm proud that we tried to do something, but I'm not sorry that it
failed because | think it was probably not right.

BERKOWITZ: You would have had to go into the D.C. alliance even though you
had your own health care.

DePARLE: Yes. Everybody was going to have to change. That's what | mean. We
were not just trying to cover the people who were uninsured.

The Clintons became convinced that all Americans, even those who had insurance,
really needed security. And that's what a lot of health policy people would tell you.
The problem is, to fix that you have to change everyone. You would have to
change, | would have to change.

And | didn't want to change. And | realized if a so-called health policy expert and
standard bearer for the Clinton administration, didn’t want to change, then how
could | expect anyone else to understand this?

BERKOWITZ: | always thought there was two things. One was the uninsured. |
think that was understandable,

DePARLE: People who don't have it.
BERKOWITZ: -- 40 million uninsured.
DePARLE: Yeah.

BERKOWITZ: Although even that's deceptive because of course it doesn't mean
they are not getting health care. So that's a complicated --

DePARLE: And that's the point President Bush has made, yeah.

BERKOWITZ: But there's that point, but there's also people who are facing these
rising premiums and having to pay a larger share, the employer was paying a lesser
share. | thought that was very understandable to people. But | had never thought
the proposal was easy to understand. And those were the two things | think people
felt strongly about.

DePARLE: Yes. Well, and as you know, the conditions that caused people to say
they wanted President Clinton to do something about this abated during the time it
took to get the thing together. And it started to look as though the status quo was
better than the unknown represented by the Clinton plan.

BERKOWITZ: Right.
DePARLE: People just didn't trust that it would be better. And unfortunately, I

think people's instincts were probably right. As screwed up as the health care
system is, I'm not sure it would have been better. But as | said, I'm proud we tried
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to do something to help people have greater health security and give more people
access to health insurance. But | also can't say that I'm sorry that we failed.

BERKOWITZ: Did you have a lot of meetings with Mrs. Clinton as part of the
process?

DePARLE: Yes. Over a period from February of '93 through when the thing failed in
-- end of '94, | don't know, probably 20. I don't know if that's a lot.

BERKOWITZ: Always with Ira Magaziner there?

DePARLE: Oh, yes, always with Ira. | never had a personal meeting with Mrs.
Clinton.

BERKOWITZ: | see. Let's talk a little bit about HCFA because | want to make sure
we get to that. So Bruce gets to know you because of -- you're his OMB person?

DePARLE: Yeah.

BERKOWITZ: And he was also working on health care reform and became a
spokesman for the health plan. And | don't know about Donna Shalala, but she
must have also been someone that you worked with.

DePARLE: Yeah, and | knew her a little bit in the Carter administration. We didn't
talk about that, but I worked for Sarah Weddington. And so Donna was one of the
young assistant secretaries of the Carter administration at HUD.

And Sarah Weddington was the head of the White House Intergovernmental Council
on Women. She promoted the role of women in the government and in the country.
Sarah eventually became the assistant to the President for political liaison and so
she had a broader portfolio. But she always had this women's portfolio. So when |
was her intern and even when | was her staff assistant | worked on a newsletter
about women appointees and things Carter was doing for women.

So | got to know Donna a little bit and Alexis Herman and some of the other women
who ended up in the Clinton administration as well. So | knew her slightly then and
then came to know her better at OMB.

And, you know, | wasn't sure that | should go over to HCFA ...

BERKOWITZ: Well, how did that opportunity arise for you to go over? How did it
come up?

DePARLE: Well, in '96 around the time -- the summer of '96, | had my resume on
my desk. | told -- | had told President Clinton that | would come for two years. And
Covington said okay, that's all right. But | obviously stayed a lot longer than that.

So the summer of '96, having been through the shutdowns of the government and
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all that turmoil, 1 had my resume on my desk and a list of head hunters and was
seriously thinking about leaving the administration.

And Donna called. And she said, "I want you to come talk to me about your future."
And we had run into each other at a reception somewhere and we had been
chatting. And she said something like that then. And | thought she's one of these
people who is really a good mentor to people a little bit younger than she is.

So | thought, oh, it's really going to be about that. So | get over there and it was --
I want to say September or October of '96, something like that. And | go in her
dining room and she says, "Well, | want you to come over here. | want you to join
my team. I'm going to stay. We're going to get reelected.” This is -- have you ever
met her?

BERKOWITZ: I've talked to her.

DePARLE: This is how she talks. She just said, "We're going to get reelected. The
President has asked me to stay. I'm raring to go. I've got to get a lot of stuff done.
I want you to come join my team."

And | was really surprised because | wasn't thinking that would happen and I
wasn't even thinking we had a really good relationship. I was in that position of
having to say no to her a lot. And Donna is a difficult person to say no to. And we
had been on opposite sides of several disputes during the whole --

BERKOWITZ: Yeah, she couldn't have been too thrilled about the whole
development of the health insurance issue.

DePARLE: Well, that.

DePARLE: Okay. So we had been at loggerheads. | mean, not yelling at each
other. But, you know, there were times when she wanted a larger budget and | had
to be the one to say no. That was my job. Then she would appeal to Leon and he
would back me up. Sometimes the President would override OMB and that was his
prerogative, but OMB, and the PAD in particular, is seldom the one who gets to say
yes. So | wasn't sure we had a great relationship.

And | said, "Well, you know, HCFA is the one job in the government that I've
thought I would really like to do.” Because | had run an agency and the thing I
didn't like about OMB was | felt like you're just a critic. It’s being a detached
observer, as opposed to doing something and getting your hands dirty. And | used
to be frustrated when my staff at OMB would want to get into -- Bruce and | used
to joke about it -- Bruce's regs and rewrite them.

And | said, "Look, if you want to run Medicare, go over to HCFA. Bruce is a
Presidential appointee. This is his conception. If there is something we can add to it
or if there is something really wrong from the President's point of view let's point
that out. But we are not rewriting the reg.”
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But | really feel like I'm better in that role of actually running something and
managing people. So that was something that was appealing to me, the idea of
going over there to do that. And then the thing, the sort of coup de grace for Donna
was, she said: She was real good friends with Alice Rivlin, who had been my boss
at OMB.

"Alice tells me that you want to have a family and | will make that possible.” That's
how she said it. She said, "We have had a lot of babies here at this department.
Kevin Thurm has had a baby. Rich Tarplin has had a couple babies." She named off
several people.

I remember thinking to myself, "Donna, those are guys. It's a little bit different.”
But, you know what? | just took her at her word. | said, "That would be great." So
we agreed that | would come over there.

BERKOWITZ: | see. So you accepted Donna Shalala's offer.

DePARLE: Right.

BERKOWITZ: And became head of HCFA. | was going to ask you how did you find
out about Medicare when you were -- you had to really kind of take a crash course
at OMB, it seems to me. Did you have somebody that you relied upon?

DePARLE: | started spending time learning about it really when | was at Covington
and Burling because it became clear to me that | knew a lot about Medicaid, but I
didn't know so much about Medicare, and Medicare was the 900-pound gorilla.

So | had started reading about it, understanding it, and when | got to OMB | had
read this book, "Medicare Now and in the Future,” by Marilyn Moon. And | called her
up and said, "Can you come over and spend some time with me?" and she was nice
enough to do that. And my job at OMB, you know, you're right, basically a crash

course in it.

BERKOWITZ: That's interesting. And she was outside of the government totally, |
think also working on health care.

DePARLE: But outside the government.

BERKOWITZ: | see. So now you're at HCFA. | was going to ask you about the
name change. I'm trying to figure out the chronology of that. Is that your doing?

DePARLE: No, it happened last May. So Tom Scully did it. | actually agree with it.
BERKOWITZ: So it happened totally on his watch.

DePARLE: Yeah, | agree with it and actually Bruce considered it, too. Bruce, when
he did his reorganization, considered doing that.
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BERKOWITZ: A name change?

DePARLE: Yes.

BERKOWITZ: Did he want the Centers for Medicare and Medicaid Services?
DePARLE: No, I think he had come up with a different name. But we were told that
we couldn't do it without legislation, which was not true it turns out. But moreover,
and the thing that made the difference to me, was that it was going to cost $40
million, some huge amount.

BERKOWITZ: To change all the forms and stuff?

DePARLE: Yeah. And, you know, with the deficit and all that we just couldn't
justify it.
BERKOWITZ: So you didn't do it.

DePARLE: So we didn't do it. But | actually like the new name because | think
having Medicare and Medicaid in the name is good for the agency.

BERKOWITZ: But isn't it a bit unfortunate that they both start with M?
DePARLE: Yeah.

BERKOWITZ: So this confusion --

DePARLE: Yeah, Bruce and | joked about it.

BERKOWITZ: -- between CMMS and CMS is a little confusing.

DePARLE: Right, because Bruce had the idea. He used to joke about MAMA,
Medicare and Medicaid Agency.

BERKOWITZ: | see. So you get to HCFA. You're allowed to -- did you keep the
same staff that Bruce had or -- ?

DePARLE: Pretty much. And, you know, that was -- you know, that could have
been awkward. It really wasn't. Bruce left. Donna really wanted there to be overlap
between us so she -- she actually wanted me to come right away, beginning of '97.
But by then | guess it was Frank Raines at the head of OMB and the President
wanted me to stay at OMB because we were in the process of trying to get this
Balanced Budget Act done and | was involved in all those negotiations.

So we waited until July of '97 and | went over as the Deputy. Bruce had announced
he was leaving, and | think he left on September 1. So there was some overlap
between us. And Bruce was great about it. We spent a lot of time talking about
personnel.
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And he said, "Here's my view of who is strong and who is not as strong. You may
end up having different views," which was true. There were some people who he

felt were strong and maybe in a particular role they had been, but for me it didn't
work as well.

But by and large, all the staff stayed in the same jobs. | thought it was really
important for me not to make too many changes because Bruce had just
announced the first structural reorganization of the agency since its founding 20
years earlier.

He did a meeting down in Dallas | think it was in '95 or so, '96, to plan for the
reorganization, to meet with stakeholders. And he had spent time briefing me about
it. We spent time talking about it. And | really thought, as much as an outsider can
understand it, that | understood it and that it made sense. And | thought he was
doing the right thing.

I would never have done it. And | say that as one who had to do a major RIF early
in my career. And as most people do, | sort of tried to make lemonade out of that
by saying we are doing a reorganization of the department. We are going to
eliminate the middle layers and streamline, and all those things you say when
you're cutting staff.

And it was a nightmarish experience. | spent the better part of a year and a half of
the not quite three years | was at running the Department of Human Services in
Tennessee talking about the RIF (reduction in force). It was very distracting to
staff. | literally traveled by car to all 95 counties, sat down in each person’s cubicle
and talked to them about how it affected them.

And really, nobody lost their job. We did it through attrition. But because of the
way the civil service system worked, people in Memphis were given these letters
saying: You have been RIF'd. That's the bad news. The good news is, you have a
job but it's in Kingsport -- which is nine hours away.

So it was a terrible distraction and | believe that unless you really know you're
going to get something huge out of doing a reorganization that you shouldn't do it.
But | thought what Bruce was doing made sense.

BERKOWITZ: What was the point of the reorganization?

DePARLE: To make clearer who our customers were and what we were trying to
do. And | think the single best part of it was creating a center for beneficiary
services. And if we hadn't done that and had that up and running we wouldn't have
been able to do the Medicare education program in 1998 which was a huge step
forward | think for Medicare.

BERKOWITZ: Tell me about that Medicare education program.
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DePARLE: Well, it's all the stuff that Social Security has been doing that Medicare
has never done. Bruce resurrected while he was there a handbook that he sent out
to beneficiaries. But for years HCFA hadn't even had an informational booklet that

they gave to Medicare beneficiaries.

And the handbook at the time was much too legalistic. It was this sort of paper like
they sent you your IRS forms on, you know. And it wasn't beneficiary-friendly or
customer-friendly. It was better than nothing, but not much.

We had never really had the authority or the money before to do anything to
educate beneficiaries about what Medicare was. We had sort of been depending on
the kindness of strangers, the Social Security Administration, because they had
done it in the past, you know, had some brochures in their offices and they would
tell people about it.

But we didn't have a toll-free number for people to call. We didn't really have any
kind of consumer education program. And one of the good things the Balanced
Budget Act did was it gave us that authority, gave us that mandate and gave us
some funding to finally begin doing that.

And I'm really proud of what the staff at HCFA put together. We now have | think
probably one of the best such consumer education programs around. And they
really put it together starting from square one with some help from Social Security.
We got people on detail who did their toll-free line to come over and help us figure
out how to set ours up.

And because of that reorganization we had a group of people together who could hit
the ground running. And we wouldn't have been able to do it so quickly otherwise.

BERKOWITZ: But in Medicare, isn't it a little bit more complicated by the fact that
there's so many local variations on Medicare? | know it's not -- officially there are
no variations, but unofficially?

DePARLE: Yeah, so that was something that annoyed the -- Mr. Bill Thomas
(R-California), who is Chairman of the Ways and Means Committee now, is that
there were two or three pages of the handbook that just had phone numbers to call
and it depended on where you lived. You had to call the carrier or intermediary and
ask them...

BERKOWITZ: So, but this beneficiary center was supposed to answer questions
like, "My dad is in the hospital. Can Medicare pay the bill?"

DePARLE: Yeah, but if you had something more specific, they would refer you over
to the other number or —

and | think maybe after the first year we had like a hot link or something. And the
Web site, too. We had never had that kind of thing before. We launched that. And
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that could get more particular information for you. The handbook couldn't. The
handbook was more generalized.

But the toll-free line and the Web site could get you to more specific information in
your specific case. And the toll-free line, they would have someone call you back
who was an expert or something. So we did manage to get more specific
information to people.

BERKOWITZ: If, for example, someone says, "l am trying to decide whether to get
my cancer treated in New Jersey or go to Sloan-Kettering in New York, will | have
to pay? Will Medicare pay more to go to Sloan-Kettering or will I have to pay more
out of pocket?"

You'll be able to answer questions like that?

DePARLE: Yeah, because it wouldn't be specific to New York. That isn’t something
that would vary across the country. But there could be a question like is -- how
many of a certain kind of a treatment are covered?

And there are some local coverage decisions that might be different in Mississippi
than they are in Texas or Tennessee or someplace like that. And for those you
would have to call your local carrier medical director to get the answer for that.

BERKOWITZ: So when you get to HCFA, the health reform is no longer. We have
already talked about your work in educating and informing people about Medicare.
What other things did you work on? How would you spend a typical day as a HCFA
administrator?

DePARLE: Oh, well, it's not -- that was all decided because when | got there | can
vividly remember in July of '97 we had a meeting of what was called the executive
council -- still is, I guess -- which is composed of the directors of all the main
offices in HCFA.

And a lot of people were looking to me, hoping | was going to undo the
reorganization because they didn't like their new titles or where they had ended up.
And so at that very first meeting I made clear that | wasn't going to do that.

That was done and we were moving forward to make it work. But the bulk of the
meeting was spent on discussing the Balanced Budget Act that had just passed the
House of Representatives. And we had a document that the Office of Legislation at
HCFA had prepared that went through each of the provisions. And we spent time
going over them and looking at them and talking about what it would take to get
them implemented.

And | remember sitting there in the administrators' conference room at the
Humphrey Building (in the headquarters of the Department of Health and Human
Services), this big room with a big conference table in there. And, you know, it's
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got a lot of windows. And | remember sitting thinking, "Gosh, it's hot in here. Gosh,
I'm sweating."

And then | realized it wasn't just the heat, that it was anxiety. Because as | started
-- you know, it was very different to be sitting at OMB looking at all the provisions.
And my focus there was: Does this add up to the right number? Was this the
number they were looking for to reduce Medicare spending and balance the federal
budget?

But now | was in a very different position. I'm sitting there and thinking, How are
we going to implement these 359 provisions? Who is going to do all of this? And,
you know, when | say 359 provisions, some of them were things like do a study of
diabetes. Okay, that's simple enough. Or, you know, the hospital update for next
year will be market basket minus two.

But also among the 359 there was a provision saying do a Medicare education
campaign for all 39,000,000 beneficiaries by next October. Those are not things
you can just say, "Okay, you and you work on that regulation. Get it done."

So | was really feeling nervous and when the meeting was over everybody left, and
Bruce and | were sitting there. | said, "You know, Bruce, | was sitting there feeling
really nervous and uncomfortable about how are we going to get all this done. But |
looked over at you and | realized Bruce looks very calm. Nothing to worry about.
This is going to be fine."

He looked at me. You know his sense of humor. He looked at me and said, "Nancy-
Ann, you don't get it, do you? I'm out of here." Then | realized, you know, oh, no
wonder he's calm, because he has made the mental transition. This is my problem
now!

So there were three major things going on while I was there. One is about a week
after that the inspector general issued the first-ever audit of Medicare and revealed
that there was a 14-percent error rate which computed to $23 billion in misspent
funds.

And the New York Times was editorializing about that. So that was the first shoe
that hit the floor.

Secondly, implementation of the Balanced Budget Act. And we haven't even talked
about the new State Children's Health Insurance program, but that was part of the
Balanced Budget Act that was very important to the President, the first expansion
of public health insurance since Medicare and Medicaid were created.

BERKOWITZ: Or since 1972, anyway.
DePARLE: Yes. And also the first sort of signal that health care might be back on

the positive side of the political equation. And so it was important to the President
that we show that we could implement that.
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BERKOWITZ: That was passed in what year?
DePARLE: It was part of the Balanced Budget Act.
BERKOWITZ: That's part of the Balanced -- so 1997.
DePARLE: Right.

BERKOWITZ: That said in effect that -- what, exactly?

DePARLE: Well, it created a new entitlement to health care for the states to use to
cover children up to a higher level of poverty and to create their own programs. It
didn't have to be Medicaid. There were lots of different variations.

BERKOWITZ: So it's an incremental expansion somewhat like kiddie care that was
talked about in the late 1960s.

DePARLE: Yes, yes.
BERKOWITZ: So you did that.

DePARLE: And Y2K. Which was important because we started getting these reports
from the GAO (General Accounting Office) and | started getting calls from members
of Congress saying, "Where is your agency on this? You have these Legacy
systems. You have 60 different computer systems out there. Are they going to be
able to pay claims in January 2000?"

So all of that kind of came in at once and of those three things the only thing that I
had sort of thought about a little bit was we'll be implementing the Balanced Budget
Act. But | had no idea how massive that was going to be. And also the other two
items were not things | would have necessarily put on my agenda; but there they
were. So that's what | spent my time on.

BERKOWITZ: | see.

DePARLE: And I guess at the time it seemed to me there were a couple of models
of how to do my job. And one would have been to be more inside, to spend more
time in Baltimore and more time, you know, with the agency. | see that as being
more the model that Bruce followed.

The other was more like the one that Gail Wilensky had, which was to spend more
time with Congress. And | decided given where the agency was at that particular
point that | needed to focus on Congress because | thought that the agency had
such low political and policy credibility at that point and relationships were really
frayed.
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And it got much worse after the BBA (Balanced Budget Act) because you wouldn't
believe the number of intelligent members of Congress who voted for the BBA and
did not seem to understand that providers in their districts wouldn't like reductions
in their payments. And then many of them acted like they didn't know what
happened, you know?

BERKOWITZ: So you spent your time in Washington ..

DePARLE: Yeah, | spent one day a week in Baltimore; sometimes more, but
usually one day a week. | spent most of my time in Washington.

BERKOWITZ: | see. Well, that's good. | think that gives us a good overview. Why
don't we stop here then.

DePARLE: Okay, great.
BERKOWITZ: Thank you very much.

DePARLE: Sure.
HHH
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Interview with Fred Bohen

Rockefeller University in Manhattan on September 13, 1996
Interviewed by Edward Berkowitz

BERKOWITZ: Mr. Bohen, you've had a long career, so perhaps the way to
approach this is to talk about your two White House experiences. The first
question would be how did you get from the Woodrow Wilson School to the
Heineman Commission and to the Johnson White House.

BOHEN: | came of age in a time when it was a very attractive career option
to prepare for a career in public service, and | selected the Woodrow Wilson
School and the graduate program there in public affairs, specializing in
economics and public policy, as a place to intellectually prepare myself for
that in the early 1960s. | was asked to stay on to help develop the school.
The school had gotten a large grant of money and was expanding its
intellectual programs and its reach. | worked with William Bowen, who
subsequently became President of Princeton University, and the two of us
led the expansion effort for a couple of years. But | was itchy to get to
Washington and to get a chance to be in the government. It was an exciting
time. It was then popular to think of the government as not part of the
problem but part of the solution, and it was just very appealing for me to try
to get there, so | began circulating my resume and seeking out interviews.

Bill Bowen actually wrote a very nice letter on my behalf sponsoring my
interest in public service and sent the letter to half a dozen friends of his,
one of whom was Kermit Gordon who had been Chairman of the Council of
Economic Advisors and had just gone to the Brookings Institution as
president. Gordon took a copy of the letter and dropped it on the desk of Joe
Califano who was President Johnson's Special Assistant for Domestic Policy.
For some reason Califano read the letter—which you can't always count on—
and out of the blue I got a call from Califano saying, "l got this really great
letter. You must be terrific if somebody at Princeton is writing a letter like
this. Why don't you come down and see me. We have a few things to do
here; maybe you can help.” So that's how it got started. | went to
Washington and met with Califano. I remember | went into the West Wing of
the White House for a 5:00 appointment and wound up actually getting to
see Califano at 8:30 that night.

That was my first experience of what a vortex being the White House Senior
Assistant is and how absolutely out of control you are of your schedule. We
talked for a couple of hours and we seemed to hit it off. He then mentioned
that the President had decided to set up a major task force to look at the
issue of government organization and management and all this legislation
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associated with the ideas of the Great Society and the mounting criticism of
the government sort of stepping on itself—a lot of agencies and programs
overlapping and duplicating. He wanted to set up a commission and wanted
it to be very independent of people in the government, so the idea of
somebody like myself staffing it was appealing to him. The next thing that
happened was that he sent me to meet Ben Heineman, who had by then
been selected as chair. I flew out to Chicago and Heineman and | just hit it
off.

BERKOWITZ: He was head of a railroad then?

BOHEN: Yes, he was Chairman and CEO of the Chicago Northwestern
Railroad. He'd been active politically and was a lifelong Democrat. He's been
on a couple of other Johnson commissions. He was also looking to make a
contribution to the government in public service, if not full-time then part-
time. So he was very interested in this commission. | said something like,
"I'm sure you're going to want to interview other people,” and he said, "l've
made up my mind. The question is do you want to come with me?" It took
me about thirty seconds to say yes. What struck me was how decisive both
Califano and Heineman were. These were action-oriented guys; it didn't take
them long to make up their minds. 1, of course, had had several years of
academic life where people tend to take a long period of time sorting out all
their options—first of all defining their options—and this was really quite a
different experience.

BERKOWITZ: When you went to see Califano originally had you ever been
in the West Wing of the White House before?

BOHEN: No, I'd never been in the West Wing of the White House.

BERKOWITZ: Had Bowen? What was Bowen's credibility to write these
letters in Washington? Had he been on the Council of Economic Advisors?

BOHEN: He wrote them to fellow economists. Kermit Gordon was an
economist.

BERKOWITZ: Was Bowen from Yale, Vanderbilt?

BOHEN: Bill Bowen did his graduate work at Princeton and then stayed on
as a professor and, at that point, I think was an associate professor but
already a recognized labor economist. | think he wrote to people that he had
some personal contact with who were in the government. He wrote just one
letter and fired it off. 1 don't think he thought it would land me a job like
that. | cite this because everybody gets their start professionally—and
particularly politically—in different ways. There's no handbook except the
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willingness to sort of work your way in. | was very lucky. | felt I'd prepared
well, but one of the things that's been great about my career right from the
start is that I've had the opportunity to work with terrifically capable high-
powered people. Every step of the way I've learned ahead of my years. It
helps at an early age to get in a position where you're close enough to see
how people have carried a lot of responsibility think and make decisions.

BERKOWITZ: | assume you voted for Kennedy and for Johnson in 19647
BOHEN: | did.

BERKOWITZ: Did you have any other, kind of "inside" politics experience?
In the State of New Jersey?

BOHEN: Not at that point. My grandmother had been a ward heeler for the
Democratic Party back in the 20s and 30s, and | suppose | came naturally to
it. And my parents, while not personally involved in politics, were supportive
of the idea of public service and generated values in support of that. But, no,
I had done very little work in politics until 1 got this experience. Of course,
when | came out of the government, | became very active in New Jersey
politics.

BERKOWITZ: It's interesting that Califano didn't feel that he had to check
you out. Today | think they would say, "Who sent you?" and try to figure out
who you were.

BOHEN: | think that's probably right. I don't remember whether he asked
me if | considered myself a Democrat. There was nothing on my resume to
suggest that.

BERKOWITZ: There weren't that many Republicans in 1966 or so.

BOHEN: The point you make is very interesting because when | came back
as sort of Chief of Staff or Executive Secretary of the Department in 1977,
when Califano was made Secretary by Jimmy Carter, | feel in addition to
Califano knowing me, the most defining reason | got that opportunity was
that Pete Williams, who was then senior Senator from New Jersey, and,
before his downfall, a major figure in the Senate, was someone |I'd gotten to
know well through years of involvement in New Jersey politics and thought
very highly of. He wrote a spectacular letter for me from the political side. |
remember Califano saying to me, "I wanted to get you to come back, but it
helps to have the support of somebody we're going to have to do a lot of
business with."

BERKOWITZ: Right. He was the Chairman of the Labor and Public Welfare
Committee at that point.
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BOHEN: The overall Chairman of Public Welfare and, of course, there were
several sub-committees that dealt with HEW. So by then I had accumulated
political experience.

BERKOWITZ: In your Johnson years, the Heineman Commission was
working on government organization as | recall, and you also worked on
Califano's staff.

BOHEN: There were really three distinct strands that we looked at. One was
the whole set of social programs that had been passed basically in '64, '65
and early '66 which put major new activity into HEW and HUD, Labor and
the Office of Economic Opportunity and a few others. This was a hodgepodge
of organizationally impacting legislation that had been passed at the federal
level without a clear sense of how they would impact at the state and local
level. They tried to address some of those questions. The second, which
Heineman really pushed, was the need to organize better how national
economic policy is made, a recurring theme of many government
organization task forces.

We now have what | think he envisioned several years ago—the National
Economic Council, like the National Security Council—brokering the disparate
proposals of the many departments who have a role. So they made a pass at
addressing that, but the single most important thing the Heineman group did
there, the most important idea was that the Departments of Commerce and
Labor had outlived their usefulness as the representatives of business and
labor, and you would have a new Department of Economic Development or
something like that would emerge, and submerge those special interests.
That was a very strong conviction of Heineman. Johnson embraced that
proposal in the 1967 State of the Union message. It died. George Meany
said, "Over my dead body." I remember | had to call George Meany and
alert him that this idea was in the works. He said, "l appreciate the courtesy,
but don't count on my support.” So clearly it was not going to happen and
Johnson quickly dropped it.

And then the third thing they addressed, which came as an assignment
directly from President Johnson, was the way the government was looking at
the foreign policy and national security sphere and, of course, by the time
we took that assignment it was well into '67, it was really around how the
government was making policy with respect to Vietham. We did some work
on that. It was a very good Commission. Heineman himself didn't obviously
have experience in foreign affairs, but McGeorge Bundy who had been in
government before and did was on that Commission as were several other
people that had a lot of experience in foreign affairs.
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BERKOWITZ: Let's talk about going from the staff experience to actually
being a front-line politician in the '70s. You ran for Congress. Tell us what
was the catalyst in your own mind that made you decide to be a front-line
politician rather than a staff person.

BOHEN: In all candor, the idea of running for Congress or having aspirations
to be in the Congress had been something I'd had since I'd been in high
school. My experience in Washington as a White House aide didn't dissuade
me from feeling that the way to get a start in national politics, to be a
player, was to get elected to Congress. | lived in a district that was
represented by Frank Thompson, who at that time had a very illustrious
career, so | didn't see any way to do that. Then along came this redistricting
in ‘71—72 which put the Princeton area out of Thompson's district and into a
different district. And that coincided with the increase in polarization on the
question of the war. | essentially ran in 1972 as an anti-war candidate.

BERKOWITZ: By putting Princeton with that district, with Somerset County,
was the idea that that was going to be a Republican district? They were
giving that all away basically. The Democrats did that, | assume.

BOHEN: The governor at that point was Cahill and the legislature under him
was mixed. | think they were still in the early stages of implementing the
"one man, one vote" philosophy or policy and adjusted the districts to do
that. Thompson obviously didn't need Princeton, although he loved
representing Princeton. | ran with no illusions about how difficult a district it
was but | wanted to run. It was a good opportunity. I thought that I could
run a good race, which I did, would get me some visibility in the state and
national politics. | ran very well, actually better than anyone had done
against him [Peter Frelinghuyser]. | ran about 25,000 votes ahead of the
rest of the ticket. | felt, as events unfolded, | had a chance in a very
different climate in '74. And | did come close. | lost by about 8,500 votes.

BERKOWITZ: In those days if you ran for Congress in 1972, 1974, how
close to a full-time job was that? Running and getting ready to run?

BOHEN: It was a full-time job. By that time—it was three or four years after
I left the government—I was working at the Ford Foundation and I initially
took a leave of absence in April and May of 1972. | was lucky enough to
have a wife who worked a full-time job, and we went into quite a bit of
personal debt to make that race. | then went back to work for a year and
then essentially took another whole year off to run again in '74. So these
were really major personal commitments. In '74 | thought | had a chance to
make it, and when it ended | had no regrets but | was essentially exhausted,
having given it three years of my life, and quite deeply in personal debt.
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BERKOWITZ: You figured that was going to be the best year for a
Democrat.

BOHEN: Yes. | remember being asked, "You ran so well, surely you'll try for
a third time?" And | said, "If I couldn't turn it with this level of effort in this
kind of year, | can't do it."”

BERKOWITZ: And, of course, no one ever has, right?
BOHEN The district has changed a bit but, no.

BERKOWITZ: In addition to Pete Williams—Harrison Williams—did you have
another political mentor?

BOHEN: Frank Thompson. | would say Frank Thompson, politically, and
Richard Hughes. I knew him [Hughes] principally in his role as the governor.
He was governor from '61 to '69. | knew him a little bit on my way to the
White House, but a lot on my way out of the White House, and while | was
there.

BERKOWITZ: | remember in 1964 he was—not seriously—vaguely
considered as a vice presidential candidate.

BOHEN: More in '68. He and Muskie in '68 were seriously considered. He
was one of Johnson's favorites while, in fact, Richard Hughes didn't know me
that well, the fact that a New Jerseyan was on the White House staff, close
to Califano was a source of pride. Of course, |1 knew some of his people very
well, some were my friends from the Woodrow Wilson School.

BERKOWITZ: How were your relations with Califano during this period?
Were you still in touch pretty much?

BOHEN: In the '70s?
BERKOWITZ: When you were running for Congress.

BOHEN: Yes. Yes, we continued to be good friends. Six or eight months
would go by without us seeing each other, but during both races for
Congress, he came to help campaign for me. He was very effective, a very
good friend. Then, when he became Secretary, like many people who had
worked for him, | wanted to go back in government; everybody with
Democrat leanings wanted to go back in government after eight years of
Nixon-Ford. | wasn't sure there was any opportunity there. We sat down and
he said, "I'm not so sure.” | do think Pete Williams's letter was very defining
in terms of my ability to serve with him, particularly at that level.
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BERKOWITZ: When was this conversation with him? At the end of 19767
Had you campaigned for Carter?

BOHEN: Actually | had a mixed record. | worked very hard for Morris Udall
in the primaries, but then, when Carter won, | spent a lot of time as a
volunteer working on policy papers and things like that.

Califano was one of the last people named by Carter to the Cabinet. It was
on Christmas eve, and he called on New Year's eve and said he was going to
be the Secretary and we talked about some of the possibilities. He said he
wanted to really run HEW, and the way to do it was to turn this mechanism
of the Secretary, which had previously been more of a paper-shuffling
operation, into a substantive staff to serve the Secretary, both in terms of
policy and decision making. He'd become convinced out of his own
experience in talking to other Secretaries like Elliot Richardson, that the
Department basically neutralized the Secretary by not paying any attention.

BERKOWITZ: That's certainly true of the Public Health Service and the
Social Security Board.

BOHEN: He wanted a mechanism that would not only help him in an orderly
way make the decisions but then follow up to see if the various
administrations had carried it out. So that was the charge that | had, and
that's essentially what | tried to do.

BERKOWITZ: So you were staff to Califano and to Hale Champion?

BOHEN: Right. I served the Office of the Secretary. They divided things
among them a little bit.

BERKOWITZ: Hale had been on that Heineman Commission, is that right?
BOHEN: Yes.

BERKOWITZ: So you had to work with both of them. Did you have any
particular portfolio of issues that you handled? You said that Califano and
Champion divided.

BOHEN: Yes, Califano tended to look to me on education issues. The big one
that came along was the separate Department of Education issue which he
resisted until the very end. | had, in a previous job with the Carnegie
Commission on Higher Education, actually looked at the question of a
separate Department of Education. In the same way that Champion would
get issues that weren't quite first order issues on health, | tended to get that
kind of thing on education. | had a group of contacts with leaders in higher
education. These things happened almost inadvertently. They sorted
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themselves out. In a world like HEW, there's more than enough work to go
around in an activist administration.

BERKOWITZ: It seemed to me that the people that Califano hired had
somewhat of a similar profile. You're not exactly the right profile and neither
is Hale Champion, but he tended to like people with high academic records
from prestigious schools. He got a whole bunch of those kind of guys
together. Is that fair?

BOHEN: | would say Hale and | stood out as exceptions. Joe respects legal
training and the legal "mind."” He has a predilection, when thinking about
policy issues, to hire lawyers. | think when he got to the world of HEW, he
knew he also had complex and challenging organizational, managerial
issues. In Champion's case, he got the benefit of a lot of experience.

BERKOWITZ: We want to ask you about one other thing. When you got to
HEW and started to work on these management issues, one of the very first
things that Califano did was reorganize the department. Did he talk with you
about this at all, since you had had that experience with the Heineman
Commission?

BOHEN: Yes. The concept was that he was going to reorganize the
department in general and the major things that he wanted to take on
particularly, the unifying of the health programs in a new administration—
subsequently named the Health Care Financing Administration. He saw also
the institution of this executive secretary with a strong central staff as part
of his central organizational agenda. And he also reorganized the Social
Service and Welfare programs into a parallel administration to HCFA called
Human Development Services.

BERKOWITZ: And meanwhile putting the Aid to Dependent Children in SSA,
as | recall, as part of that reorganization, which was the key welfare
program.

BOHEN: Right. I think he saw that both as desirable, based on his
knowledge of these programs, in terms of service delivery, and also as a
useful thing for a Secretary to do who wanted to really run things very well.
He challenged a lot of the established ways of doing things. Of course,
nothing was more emblematic of that than the decision to take Medicare out
of the Social Security Administration since it was based on payroll tax
deductions. | think he anticipated even more of a fight from the guardians of
Social Security than he got. My memory is that we did these things under
reorganization authority that was automatic unless it was vetoed by the
Congress.
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BERKOWITZ: Yes. It was not a matter of Congressional consideration at all.
It was done by the Secretary. | guess the first thing was to figure out
whether it could legally be done, and he did, probably even before he got
there.

BOHEN: Yes. HCFA was created very fast. | think it was within the first sixty
days with a relatively small number of people working on the details, and
without much opportunity for consultation that would ding it out and kill it. It
was done quietly, peremptorily.

BERKOWITZ: In your role under the Secretary, were you involved in
personnel choices, like this fellow Bob Derzon who was hired to be head of
HCFA?

BOHEN: | was not, although | got to know Derzon pretty well because we
wound up living in the same apartment building after he arrived. Califano set
up, independent of all of us, a recruiting staff and attracted several people
from various communities whom he thought could provide talent for HEW.
One of them who is here in New York, Jonathan Fanton, as head, the
President, of the New School for Social Research, who was then, | think, at
Yale as the head of development. He came down and worked for about six
months. Peter Bell, who's now the President of CARE, and who then was at
the Ford Foundation, came down and stayed on as a special assistant. The
key, the lead on this was Jim Gaither who also worked for Joe in the Johnson
White House. Joe wanted Gaither to come into government but he had a
good law practice going, too much of a private life to give it all up, but he
said he'd come down and help with recruiting for a few months.

That group really reached out and found for the Derzons and the Don
Kennedys. When you're Secretary of HEW, you see all these major
administrative functions where you need somebody who's got the credentials
to command the subject matter and also the smarts to relate to a wider
political organization. It's a major challenge. | don't know any Secretary that
has taken it as seriously as Califano did in terms of the mechanism, if you
will, or has been as successful in getting really good people. Derzon was a
terrific person who ultimately didn't work out on the job, I think perhaps
because he was too nice a guy and wasn't tough enough to command
changes from the bureaucrats. The perception was that Califano and
Champion lost confidence in him, but my sense was that they really liked
Derzon the person but felt he was too much a representative of the
machinery under him.

BERKOWITZ: Rather than an agent of change.
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BOHEN: An agent of change. My sense is that if there was a test that he
failed, that was the test.

BERKOWITZ: So you were observing this both as his neighbor and as
somebody who was working for the Secretary.

BOHEN: | think I told you that | recruited a very capable man, Richard
Cotton, to be my deputy for the health area, and he was much closer in his
perceptions of what worked and didn't work at HCFA, and of Derzon, than
me.

BERKOWITZ: So when you had a Medicare and Medicaid question, you
turned to Rick Cotton. He would use his contacts?

BOHEN: We divided ourselves and | was the head of two or three people
who were principal deputies. Rick Cotton covered the health area and
particularly oversaw HCFA and the working out of that, working more closely
than | with Derzon.

BERKOWITZ: The Secretary was supposed to make the department cohere.
What about if you needed to talk to the White House? Was that something
that was outside the Secretariat?

BOHEN: Yes. | tended to talk directly to the White House on the substantive
issues that Califano pitched to me, the most significant of which revolved
around education.

BERKOWITZ: That would have been one of Stuart Eisenstadt's assistants
that you talked to?

BOHEN: Right. Also Pat Gwaltney who was in OMB and Bowman Cutter who
returned to government as a key White House player in the Clinton
administration.

BERKOWITZ: Also at OMB? Often these people were involved in paper work
simplification things, those kind of issues.

BOHEN: | was two years head of the secretariat and then two years the
Assistant Secretary for Management and Budget. Of course, there were a lot
of interactions with those people once | got the responsibility to oversee the
budget. But Joe Califano had one other key player who wasn't even
mentioned yet in the conversation who handled a lot of the HEW and White
House staff contacts, and that was Ben Heineman, Jr., whom I'd known of
when | worked for his dad ten years earlier but had actually never met until
we worked side by side. And as Executive Assistant to the Secretary, he was
the sort of focal point for White House contact with Califano's issues. We had

CMS Oral History Project Page 221



many different voices at HEW who, left to their own devices, might not have
been cohesive or perhaps not perfectly disciplined talking to the White House
on policy. Ben Heineman served as the focal point and clearinghouse for
contacts with the Eisenstadt staff.

BERKOWITZ: Who was the fellow that was the lawyer in the White House
that did the health stuff? Joe Onek. That would have been the contact?

BOHEN: Exactly. For example, Onek was the working level contact for the
cost containment legislation and the national health insurance issue that Joe
discussed with Carter.

BERKOWITZ: Let me ask you one last question. At the end of the time you
spent there was this Department of Education which eventually Califano lost
and Jimmy Carter, the teachers and Ribicoff won. Was that a good move,
you think, in the long run, now that you're in education?

BOHEN: No. It looks just as bad in 1996 as it did then. It's a classic
example of trying to suggest a strategic policy change through an
organizational change. There was no commitment either in the Carter
administration to really have the federal government take significant
responsibility for education—or to provide strategic leadership. Indeed
everything in our two hundred year history argues that education is either a
private or state and local responsibility. The federal role or involvement has
been grafted on for a variety of premises or assumptions but clearly is
supplemental. I think we have a Department of Education because we had
well-organized political interests that are more important in the Democratic
Party, at least in Carter's time, but we don't have any policy or philosophic
basis for that. So | think it's in the same category as the Veterans'
Administration and the Labor Department—intellectually rather hollow.

BERKOWITZ: It's interesting that after they peak usually those groups get
a department. The Department of Agriculture is an example of that too.

BOHEN: So | don't think it made a damn bit of difference to what the
country is doing in education if, in fact, the Republicans succeed in
abolishing the department. We've got some programs that are absolutely
vital—the student aid programs—and they will be attached to something
else. They have their own constituency and those do have a national
philosophic precept, but I'd be hard pressed to argue that they are
presidential in character.

BERKOWITZ: So at the end of this Carter time as both the Executive
Secretary and the Assistant Secretary, what did you take away?
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BOHEN: Well, I would say, in the White House years what | took away was
a sense of how the whole thing worked and a tremendously rich store of
contacts. What | took away from the Carter years—I was a player in the
Carter years, | really had major responsibility to solve problems and to make
things happen. | had to do Congressional testimony, to fire people, to hire
people, so what | took away was a sense of confidence in my whole set of
skills and a sense of confidence in my ability to do those things. It's an
interesting question. At one point | was 29 and at the other point | was 39
and very glad that | had that set of experiences. They've served me in good
stead ever since.

BERKOWITZ: Thank you very much.

HHH
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Interview with Hale Champion

Cambridge, Massachusetts on August 9, 1995
Interviewed by Edward Berkowitz

CHAMPION: [We had] deadlines to deal with in the 1977 Social Security Act
amendments. The legislation had to get up early, so that most of my
conversations with those guys (Cohen, Bob Ball, et al) were quite particular
and went to that, except for these lunches with Joe [Califano] in which we
were showing former officials what the general outline for reorganization
was. My other involvement in reorganization was a few meetings on details
to clean up the proposal.

BERKOWITZ: How this would affect the internal organization of the
department?

CHAMPION: Yes, and where certain small pieces would fit better. I'll give
you just an example of one that the small group of six couldn't really decide
and so Joe and | had a meeting and Joe said "you decide" which | did. This
had to do with the Professional Standards Review Organization—whether it
should go into HCFA or whether it should stay out in the Public Health
Service. And | think we took it into HCFA. | wouldn't swear to that. My
recollection is we took it into HCFA, but it was a very close call for a lot of
reasons. Particularly the acceptance by docs of that location. But it was that
kind of piece of it that | would get into and Joe'd say you do that. He'd stay
on the larger problem where he was looking at the political consequences.
The really driving thing behind the idea of HCFA, and | think the reason that
everybody was supportive, if not of the specific means that we used to get
there, was the notion that we were headed on down the road for a national
health insurance system. And that you really ought to start getting the
government's capacity and role in that put together and that this was a
preliminary step to doing that. But it was also a reaction to a kind of a two-
class system, where Medicare was everything for everybody, don't worry
about the cost, and do it at arms length. Hire intermediaries out there and
never mind the street fighting involved in Medicaid with the states and the
state obligations. You had a lot more professional competence in terms of
experienced people in the Social Security Administration running Medicare.

BERKOWITZ: People like Arthur Hess?

CHAMPION: Yes, although I'm probably one of the few non-Arthur Hess
fans in the world. | only saw him in the latter days. He may once have been
terrific, but by the time I got there he was a washed-out imitation of Bob
Ball. I mean, | never felt the force and the capacity that everybody told me
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he had at one point, so | don't know about Arthur Hess. | wasn't looking for
Arthur Hess, I'll tell you that. And how do you get some better people into
Medicaid, which was not only understaffed but didn't really have very many
good people in it. If you could get somebody to manage putting the two
together in a useful way, you ought to get some real help for both programs.
And the question was how much did you try to have the programs operate
together and how much did their different character demand that they be
separately handled? I'll come back to your order of questions, but my
ultimate conclusion was that we didn't do a very good job of carrying out the
changes we wanted. | think the idea was right and the approach was right,
but we got off onto other things, as so frequently happens in any large
politically driven organization, and we never got the right kind of leadership
to do what we wanted to do there. We didn't have the time to do it ourselves
and the people we chose turned out not to be the right people.

BERKOWITZ: In other words, you never got a Robert Ball who was Mr.
HCFA.

CHAMPION: Exactly. Exactly. That's my summary conclusion. There are lots
of bits and pieces in all of that, but the first guy | liked and admired was Bob
Derzon—He looked good, and in some ways, he had some of the personal
charisma. He had a lot of guts. He was a mensch. But he had been brought
up in the university medical center system and he was not the right guy to
get in there and do that kind of bureaucratic infighting.

BERKOWITZ: And to fight with the state of California or the state of New
York?

CHAMPION: And eventually 1 had to fire Bob. That was an agreement
between Joe and me that | got the honors. And we brought in somebody
else from Pennsylvania. | think it was

BERKOWITZ: Len Schaeffer?

CHAMPION: No, no, there was a different guy from Pennsylvania first. He'd
been a state commissioner and he didn't work out. No, | think if we had had
Len Schaeffer from day one and we had had time to supervise Len, it might
have worked out better. He has tremendous energy and many talents as he
is now displaying in the private market—you know where Len is now?

BERKOWITZ: He's in California working with Blue Cross/Blue Shield.

CHAMPION: He turned Blue Cross/Blue Shield in California around, he
married it to something called Wellpoint. He's a tycoon, one of the biggest
health system operators in the country right now, and he's taken this thing
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private on the side, making the big payment in a foundation to the state of
California. Len is an enormously capable guy. And I'm not sure: a lot of the
motives are self-interested motives rather than a big public interest concern,
but he's a really able guy and if he's supervised by people like Joe and me, |
think he'll come out in the public interest. But if we had had him first when
our eyes were fixed on this, before we got off into a lot of other problems,
which were the problems that occurred in the Carter administration, then |
think the idea might have worked out better. We might have gotten enough
done not just in Washington but out in the regions. As it was these two
cultures just continued to be totally apart and Medicaid became even worse
in one way because it was under the Medicare people and they ran it to suit
the Medicare program with Medicaid as an afterthought, and so you didn't
get really any real fusion.

BERKOWITZ: Any synergy?

CHAMPION: Any synergy. | shouldn't say not any, but not nearly enough.
So, anyway, that's the end of the story rather than the beginning.

BERKOWITZ: Let's get into the beginning of the story. We'll come back to
the end of it. You talked about the six people that were involved in this. I'm
trying to recreate now who they were and where they sat as they did this.
And we know that Don Wortman was one. Fred Bohen maybe was another.
You were in the room.

CHAMPION: Fred Bohen was, probably. | wasn't in the room when the six
were doing their work.

BERKOWITZ: | see.

CHAMPION: I was only in the room when they were sort of reporting on
their work to Joe and Fred was Joe's agent, in effect. He was the executive
secretary of the department. He was not an old time pro in the department.
He was sort of in charge of the mechanism that brought all reports and
everything in with appropriate comments that we created, a thing called a
secretariat and we gave that to Fred to run.

BERKOWITZ: He played Califano to Califano’'s Johnson, in some ways within
the department?

CHAMPION: In some ways. Well, actually he did the same—some of the
same—Kkind of thing he did for Califano in the Johnson White House. Fred
had been one of his assistants. For instance, he handled two different task
forces | was on which reported to Joe. | was on the [Ben W.] Heineman [Sr.]
task force.
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BERKOWITZ: For income maintenance?

CHAMPION: No, no. No, that was another Heineman task force. Heineman
ran about three different task forces. The big secret one concerned how
Johnson was going to reorganize the government if he got reelected in sixty-
eight. We did our work in 66, 67, and Fred was Joe's agent for keeping track
of it. We had all the cabinet secretaries come in and testify. McNamara was
on the commission, Kermit Gordon; Ben Heineman was the chair. There
were only three or four of us who were not Washington insiders on it. One of
them was Johnson's usual personal guy from Texas, Chancellor of the
university there. | was the state guy, nominated by Joe, | think, and Dick
Lee was the local guy, and we used to occasionally make feeble passes as
the federal juggernaut rolled over us, that they weren't paying enough
attention to state and local government. That was the kind of role that Fred
played for Joe, keeping track of what discussion was going on there, and
what kind of recommendations would seem to be likely to be forthcoming,
and reminding us that it was all supposed to be totally confidential, total
secrecy. So we were always having to consider questions about which you
knew very little and you wanted to go talk to some people who really knew
about it. Some of the stuff we did was really just dumped wholesale into the
report. But Fred did that kind of thing then, so he'd had that kind of
relationship with Joe before, but this time he had a whole executive
secretariat to run.

BERKOWITZ: We were talking about Fred Bohen and the departmental
supervision of his band of six in which we decided Don Wortman was one
and Bruce Cardwell was another and several others that were brought in.

CHAMPION: Yes, but they were all people who had been in the department
for some period of time. They were not people that were coming in, in Joe's
group, except Fred.

BERKOWITZ: So this was a little bit different than my sense of Califano's
way of handling other problems in that it seems to me his approach to lots
of things was to get lawyers to look at things. Dan Marcus was one. His
approach was to have smart people kind of look at the thing. The HCFA
initiative was a little bit different. This involved bringing in these Washington
people and having them figure out how to push and haul at the bureaucracy
to create something new.

CHAMPION: Yes, well the larger architecture was pretty much set before
you put these people to work. This was Joe, and talking to me and then to
Gardner and to Wilbur Cohen. They were basically doing detail work. They
weren't trying to decide what did you want Social Security to do and what
didn't you want it to do. Did you want them running AFDC, having gotten
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their feet wet with SSI1? Did you want the Social Security Commission to
take on AFDC? Well we ultimately decided that we did. We certainly didn't
want the old SRS [Social and Rehabilitation Service], which was a terrible
mess anyway.

BERKOWITZ: And John Gardner? I'm not sure John Gardner would have
thought about SRS as a terrible mess since it was his idea.

CHAMPION: Well, I think he probably thought that his idea had been
sufficiently destroyed by the Nixon people who ran it. | don't recall a specific
conversation with John, but | think he was very disappointed in the kind of
leadership and the sort of attitudes that were established there.

BERKOWITZ: | see. So that by talking to John Gardner, you're talking to
the father of SRS. And Medicaid had sort of found its way into SRS. And by
talking to Wilbur Cohen, you were talking to the father of Medicare. So you
were talking to the putative fathers of these various bureaucratic entities.

CHAMPION: That's true.

BERKOWITZ: Any other people that you consulted? You can call them
graybeards. Did you talk to Cap Weinberger, perhaps?

CHAMPION: No.
BERKOWITZ: No Republicans, Elliott Richardson?

Champion: Not that | know of. Now, Joe may have talked to some people
on the hill a little bit, but you've got to remember Joe was there during the
'65 Medicare/Medicaid legislative struggles and the way in which they were
set up. Joe early on discovered what fiscal giants they had become. Harold
Ford who was then a congressman from Tennessee—may still be—from
Memphis—called Joe and asked if he'd come down and do a fund raiser for
him in Memphis. And Joe got down there and Ford just raked in the money,
and Joe looked around and they were all health people. Joe came back and
said to me, "The new big money force in American politics is health.”

BERKOWITZ: And he's acted on that principle ever since.

CHAMPION: Oh he's understood it. He's understood it. And one of the
reasons for doing this kind of reorganization planning in secret, you may
remember, was that he early on also waged war against the AMA. He made
a couple of early speeches to the AMA in which they wanted to throw him
out of the hall. And he did it knowing that they would want to end up
throwing him out of the hall. Oh, he may have been surprised a little at
some aspects of it, but basically he understood it. That's why he didn't want
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to get the Congress into this business of how you reorganize. Time enough
to get into that when you were trying to get to a health reform plan. Get the
administrative machinery ready and not have to worry about those questions
when you got to the legislation.

BERKOWITZ: ...And maybe seeing it as sort of taking the flak for the
congressmen, so that they could come to these other projects with clean
hands?

CHAMPION: Well, there's always some of that. You know, there's some
stuff that if you do it and they don't know about it, or if they know about it
under-cover and don't have to take any public positions on it: there's always
this business of political cover. But | don't think that was a big thing. I think
mainly it was to get this administrative capacity in hand and in order. Try to
do it in terms of executive action. Save your legislative fire.

BERKOWITZ: For welfare reform and health insurance and Social Security,
which you knew were ahead?

CHAMPION: Right. And try to get your act together in the department. |
mean that's one of the problems with John Gardner. He's not really a
manager. He wanted to sit on the other side of the river.

BERKOWITZ: And think deep thoughts and give epigrams?
CHAMPION: Yes.

BERKOWITZ: That's what | was going to ask you, whether this was not his
thing, this reorganization stuff? He certainly had not done it when he was at
HEW.

CHAMPION: Interestingly, he got interested in it as secretary, unlike that
guy that Ford had.

BERKOWITZ: David Matthews?

CHAMPION: David Matthews. | don't mean to compare the two at all
because Gardner's an infinitely more interesting guy than Matthews. But
both of them were very theoretical in their approaches, and, Gardner got
tied up in a lot of the management and he got interested in it. He floated a
lot of reorganization ideas while he was there. Johnson didn't much like
them though. Thought they were impractical. As a matter of fact, Johnson
kept asking this task force that | served on, the confidential task force, to
look at some of the HEW organizational problems. We would get these
bullets from Johnson to be sure that we looked at this, and two or three of
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the things that he wanted to make sure we looked at, were things that John
Gardner wanted to do, that Johnson clearly had grave doubts about.

BERKOWITZ: | see. Of course John Gardner had Wilbur Cohen as under
secretary which helped him a lot in those reorganizations.

CHAMPION: I'm sure it did.

BERKOWITZ: Particularly the ones in the health field which were some of
the stickier ones.

CHAMPION: I'm sure he did. I don't know what Wilbur thought about things
like SRS.

BERKOWITZ: | could tell you something that would interest you about
Wilbur Cohen. He wrote Gardner a letter in 1972 saying, "John, you should
declare yourself a Democrat and run for president,” which is interesting. So
he must have somewhere along the line acquired some amount of respect
for Gardner.

CHAMPION: John Gardner is an interesting guy.

BERKOWITZ: Gardner, of course, didn't run and he was very Hamlet-like.
So you talked with these various folks about HCFA. Were you aware of the
fact that Herman Talmadge, the senator from Georgia, had proposed
something quite similar, even held hearings on it in 19767

CHAMPION: I was not. Joe probably was. | was not aware of it. We had
very touchy relationships with Talmadge and an aide of his, Jay Constantine,
who had wanted to be either Under Secretary of HEW or Inspector General
of HEW. And | will tell you a funny story about those. Very quickly, when he
saw what had happened on the under secretaryship, he aimed hard for the
secretary and through Talmadge. Talmadge was his sponsor and boss. He
was chairman of the health subcommittee of Senate Finance. Constantine
was a real manipulator whose name came up when Carter talked to Joe
about who should be named inspector general at HEW. This was a new
statute—the first Inspector General, just for HEW. And Joe said, "l don't
want somebody like Constantine.”" He said, "In a job like this," he said, "you
want your own mother.” And Carter said, "Maybe your mother, not mine."
[Laughter]

BERKOWITZ: That's a good story. So you weren't aware of those hearings?

CHAMPION: Not of having hearings. But I could see why Joe would not
want to get back into this thing with Talmadge in the chair. Now | don't
know what differences there were between what Talmadge may have
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proposed and what Joe was doing, but Joe didn't want to have any real
contact because Talmadge was pushing very hard for Constantine. As a
matter of fact Constantine caused trouble at my hearing on Senate Finance.
I was having a problem getting confirmed because Constantine was shooting
for Joe and me and might have succeeded, if it hadn't been for the fact that
I had two old friends on the Senate Finance committee who scotched that in
a hurry. | talked to Pat Moynihan and Gaylord Nelson and I think they got
the word to Talmadge to stop this goddamn nonsense.

BERKOWITZ: Gaylord Nelson, from Wisconsin, and Moynihan, perhaps from
New York and just a new senator then but maybe also from Harvard? Is that
where you met him?

CHAMPION: Next door neighbor at Harvard. | lived at that point on what
they called the passage to India, across the street from [John Kenneth]
Galbraith, around the corner from Moynihan. As a matter of fact, when he
was ambassador to India his son lived, one of his sons lived with us. So, yes
I know him.

BERKOWITZ: So you had friends on the Senate Finance Committee? That's
interesting.

CHAMPION: Yes. And Gaylord Nelson was another old friend from back in
governor days. You know, | had spent some time early on in Milwaukee in
Wisconsin and so I'd known Gaylord for a long time.

BERKOWITZ: So that was your "in" on the Finance Committee and that's
how you were able to overcome?

CHAMPION: Yes. Those are two people | could just say, "Hey, what's going
on here?" They knew me very well. They said, "Hey, this is crap.”" They could
see it was a real put-up job by Constantine who'd gotten some investigator
to say that Joe and I had acceded to political pressure in slowing up an
investigation in California. In fact what we had done was to call in this
investigator and say, "You violated every rule of how you proceed on an
investigation. Now we want to get these people and we don't want you
compromising the goddamn investigation,” and we did get them ultimately.
But the investigator assigned left and went over to go to work for
Constantine and was supposed to be the prime witness that Joe and | were
somehow implicated in protecting the miscreants.

BERKOWITZ: So there's history between you and Constantine?

CHAMPION: There was real history there and a real reason not to deal with
him. However generally sympathetic Talmadge may have been to the
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general ideas | don't know. But in terms of working with Talmadge or having
any kind of deal, unless it were very private, the only way it could have
functioned is that Joe, going back to Johnson days, could work very well with
Russell Long.

BERKOWITZ: And Russell Long from Louisiana was the head of the Finance
committee in '77?

CHAMPION: He was, yes. And Long was a guy who could deal with that
kind of question. I mean with Talmadge. If there was any kind of
conversation about this with anybody, somebody with whom Joe could have
a totally confidential conversation about this whole thing, it would have been
Long. And | don't know whether Joe did or not. | never asked him.

BERKOWITZ: It's about by March, | believe, of 1977 that Califano has this
plan and has charts printed in the basement of Pentagon somewhere which
are intended for a cabinet or a White House presentation. Now, can you
remember anything about that White House presentation and, if you
remember, who at the White House, if anyone, is tracking this whole
business of developing HCFA? Was there someone in the White House that
was keeping tabs or was it kept secret, even separate, from them too?

CHAMPION: It was kept from them. The guy who would be the expert on
whether anybody else in the White House knew about it would be Jack
Watson. This was so early that | don't think Stu Eisenstadt had gotten into it
yet. We worked very well with Stu when he came into the picture, but at
that point Watson was doing most of the reorganization kind of stuff. And
there was a group over at OMB that was working on large reorganization
stuff, but to the best of my knowledge they didn't get set up or get really
functioning until after we were all done with this. | don't remember any
input from them.

BERKOWITZ: So that this was closely held in the White House, maybe
Watson knew about it. Now, how about President Carter? Did he know that
Joe was working on this?

CHAMPION: Yes. There are two ways in which cabinet secretaries in that
administration communicated with the President. One was through cabinet
meetings and the usual show-and-tell and that kind of thing. And they held
them fairly frequently, at least early.

BERKOWITZ: All presidents have cabinet meetings early but not later?

CHAMPION: That's right. And the other was, and | don't know whether all
secretaries did it or not, but Joe certainly did it. | think it must have been a
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