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Building a Health Market

HHS Secretary Mike Leavitt Is Ready for a Battle of Philosophies Over Health Care

ROLL CALL EXECUTIVE EDITOR MORTON M.
KONDRACKE: Beforewebegintoaddresscon-
tentious dements, it seemsto methat thereis
abipartisan agreement on anumber of things
on the hedlth care front. Oneisthat we ought
to get maximum numbersof health recordson
digitd, that we ought emphasizepreventionin
hedlth careand pay for prevention, reward pre-
vention and disease management. Now, how
far dongareweand canweget beforetheend
of this administration in a bipartisan agree-
ment that would at |east get those things done
to the maximum possible potential ?

HEALTHAND HUMAN SERVICES SECRETARY
MIKE LEAVITT: Asyou suggest, the wideland
of agreement between the philosophiesof how
health careought to beoperatedisthat weneed
to have ahedth care system and right now we
don'treally haveasystem. All wehaveisabig,
robust sector that israpidly growing and with-
out agreet dedl of organizationtoit. And at the
heart of that is the eectronic medica record.
Andthen ontop of that you need to haveaway
of measuring qudity. And you have to dso
achieve ameans of comparing price and there
needs to be an incentive that motivates every-
oneto do theright thing and to increase qual-
ity and to reduce the cost. Those are essential-
ly agreed-upon principles. Theissueishow do
you get from a sector to asystem and accom-
plishthat. Inthepast, peoplehavesaidthat there
isjust alack of palitical will and yet my pre-
scriptionisthat it islikely the opposite of that.
Itisthat thereisan overabundance of politica
will and every time peopletry to legidatively
getthroughthecomplexitiesof achievingthose
four things, they get bogged down inthe po-
litical warfare that sort of bresks out based on
proprietary interests. It is likely in my judg-
ment that rather than alegidative solution that
themarket will beginto shapeitsalf by market
action. Without legid ative action we' ve begun
to see the largest payers in the country begin
to say to their providers and to their vendors,
“weneed you go cooperateinthedevel opment
of sandards” Standardsiswhat drives hedth
records. ...

ROLL CALL: Hedth IT, information tech-
nology.

LEAVITT: That is hedth IT. Until you can
come up with a standard. ... You may have
heard me use this andogy before, so pardon
me if you have, but | spent a fair amount of
time studying the railroads of the 1850s and
we were building railroadsin the East and in
the West and in the South. But they were dif-
ferent rail gauges. And we are going through
thesamedebateright now: What isthe size of
the rail gauge? It is a highly oversmplified
way of describingit ... and whenyou start try-
ingtodevelop standardsof interoperability for
something as complex as hedth it is mind-
numbing detail, but there is no other way to
get there. So the thought that we are going to
somehow legidatively create that mind-
numbing detail is, well, it isjust not likely.

ROLL CALL: So just how far are we from
having interoperable health records digital ?

LEAVITT: Well, we are making dramatic
progress. The best way | can tell you isif in-
teroperability was this big, we are about this
far. And next year...

ROLL CALL: So we are about a third of the
way?
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The challenges are clear: reducing
the ralls of the uninsured, providing
health carefor all children, taking ad-
vantage of cutting-edge technologies.
Health and Human Services Secretary
Mike Leavitt believes many of the so-
Iutions can be generated by a robust
marketplace. The former Utah gover-
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nor and Environmental Protection
Agency administrator says he's ready
for a profound debate on the future of
health carein the United Sates.

Roll Call Executive Editor Morton
M. Kondracke sat down with Leavitt
earlier thismonthto discussthehealth
careissuesthat lie ahead.

LEAVITT: Well, | wouldn't say that. We are
probably 15 or 20 percent, but rapidly mov-
ing. | think that within threeto four yearswe
will seeinteroperability of healthrecordshap-
pening in afar more robust way. Now let me
measure in adifferent way for you. We have
created ameansby which systemscan becer-
tified as interoperable or on a pathway to in-
teroperable. And we now have more than 75
percent of the market certified that they are
on that pathway. And we got there by having
the federal government say we are going to
adhere to these standards and if you are go-
ing to do businesswith usyou need to adhere
tothese standards. Then we' ve got the largest
other payers in the country — unions and
large employers— to say the samething. So
the market followed and said, “Fine, if you
are going to develop the standards and if you
are going to adopt them then we will adopt
them and we will migrate our systemsto be
compatible” So we now have about 75 per-
cent of the market, not of the systems, but of
the market have begun to adopt them.

ROLL CALL: Sotheoneelement that people
say that thereneedsto beafedera subsidy [is]
to get dl these doctors offices al around the
country, which have al these paper records,
digitized. That they smply cannot affordtodo
it on their own.

LEAVITT: Well, thereareseverd partstothat.
Let me unpack for you. If years ago we had
said the Internet is the thing and everybody’s
got to havethe Internet in order to do business
in the future, and therefore the government

will pay for it dl, we'd il be back in 1995.
But the market began to shape and themacro-
economics of business began to reshape, and
it became clear that if you were going to do
businessyou hadto havetheInternet, and peo-
ple began to reorient their business systems.
Thesamething ishappening in hedth careal-
ready. The government has said in the future
you got to have dectronic medical records.
Not only are we going to require those we do
business with to have them, but we are also
going to pay you moreif you begin to report
information about quality. Over time those
macroeconomics will change and hedth IT
will become just like having a surgical table.
It will be part of the overhead. And dso the
economicswill produceresal vaue. Right now,
thevaluedoesn't match up. Thosewho arebe-
ing asked to make the investment aren’t nec-
essarily getting the benefit. But that is begin-
ning to changeand it isthereason we are see-
ing dramatic spikes up in the number of peo-
ple who are adopting systems. And another
thing that has happened isthat when wewere
dedling with different standards and no one
knew what the future was, peoplewerereluc-
tanttobuy. Now that weare creating standards
s0 that people know what to buy they are be-
ginning to.

ROLL CALL: How far down theroad are we
toward asystemthat paysfor prevention serv-

ices, asopposed to treating diseases, and are-
ward-for-results kind of system?

LEAVITT: Well, again, if youlook at thesys-
tem that you have described it requires four

things. You've got to have electronic medical
records.You'vegot tohavesomeway of meas-
uring quality. You've got to have a means of
being able to establish what a market basket
of services costs by comparison; you've got
to haveabucket of carethat you can compare.
And lastly, you've got to have incentives. All
four of those haveto beinto place. Andweare
moving in parallel on all four and we contin-
ue to make progress. How far are we away
fromit?Well, wearedready beginningto see
in limited procedures and in limited areas
those components coming together. | believe
intwoyearsyouwill seeit asaregular festure
of medicine. | thinkinfiveyearsyou' Il seeval-
ue being aregular part of themedical lexicon.
I think in 10 yearsit will be ubiquitous. So |
think the system that you described will be
with us 10 years from now, but it won't hap-
penwithaswitch. Itwill happenincremental-
ly and it will happen at different timesand in
different ways.

ROLL CALL: OK. L et usgotothecontentious
stuff. Firgt, coverage.

LEAVITT: Thereisless contention there, but
itisintensely technical and hard to talk about.
And, frankly, very few peopletakethetimeto
understand dl of the complexities of it and
henceit lacks attention.

ROLL CALL: Well, the Democretic candi-
dates for president are seemingly al in favor
of a nationa, universal coverage system of
some sort or another. And someof the Repub-
lican candidates are, too. This administration
hasnever proposed anationd, universal health
coverage system. Why not?

LEAVITT: | believethereisawiddy held as-
piration that hasdevel oped recently that every
American have accessto an affordable, basic
insurance policy. That is an important devel-
opment. | believe there are two divergent
philosophies on how to get there. One would
have the government owning the system: set-
ting the prices, designing the benefits, taking
therisk. The other vison would have ...

ROLL CALL: That isthe Democratic vision.

LEAVITT: ThatistheDemocraticvision. The
dternative to that isto have anational strate-
gy that saysif you are elderly or poor or dis-
abled, government needs to offer you cover-
age and pay for most of it. But everyone else
deservestoliveinaplacewheretheir state has
organized aprivatemarket. | think wewill see
those two visions emerge, both leading to an
outcomethat would produce every American
having accessto an affordable, basic plan.

ROLL CALL: Well, we are going to have a
presidential campaign presumably that pits
those two againgt one another — based on
what happened recently in the two debates, |
think. Don’t you?

LEAVITT: | think that itisvery likely wewill
see hedlth care emerge asthe most significant
domesticpolicy debateand| think wewill see
it emerge before that.

ROLL CALL: Now, when [Sen. Hillary Rod-
ham] Clinton [D-N.Y.] and Sen. [Barack]
Obama [D-IIl.] and [former Sen.] John Ed-
wards[D-N.C/] talk about this, oneof thefirst
thingsthey say isthat the health insurancein-
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Leavitt: Drug Benefit Is a Model to Be Emulated

Q&A, from page 4

dustry is making too much profits and spend-
ingtoo much onadministration. They say that
something like 30 percent of al hedth costs
inthe private sector go to insurance company
administrative [costs] whereas Medicare can
do it alot chegper, that administration over-
head is 2 percent or something likethat. What
isyour view on that subject?

LEAVITT: If one believes that the govern-
ment ought to own the system and hence by
price-setting and setting benefits and having
taxpayerstake therisk we can bethemost ef-
ficient, it would be best to ook back over the
course of the last 40 years and see where
Medicare — which isthat system — got us.
We arein a place where Medicare continues
toencroach on every other aspect of our budg-
&t. Thecost hasgonethroughtheroof. It threat-
ens the sustainability of our system, and it is
just not asystemthat can be sustained. That is
what happenswhengovernment ownsthesys-
tem. It gets you longer lines and it gets you
longwaiting linesand that iswhat wehavede-
veloping. It gets you government setting the
prices, which meansthat the system paysway
too much for certain things and under-
reimbursesothers. If youwant anefficient sys-
tem you have to have an efficient market. If
the 21t century hasproven anything, itisthat
an efficient market will create more produc-
tivity than government regulation. Again, |
would come back to thefact thet therearetwo
emergent philosophies: Should the govern-
ment own the system or should we organize
the system? Government clearly has a role.
Thisisadebate about the role of government
in hedlth care. If the government organizesit,
we seewhat happened with Medicare Part D.

ROLL CALL: Theprescriptiondrugprogram.

LEAVITT: That isright. If you look a Part A
and B and the results we' ve had over the last
40 yearswith costs going up, up, up, up, with
dramatic disparitiesin how much is paid be-
tweendifferentlocations, withfraudandabuse
and all thethingsthat go with large sociaized
systems, and then compare that with what is
happening with Part D where we have com-
petition, we have choice and we haveinnova:
tion, the results speak for themselves. On Part
D, we are seeing costs come down. We are
seeing people enrolling. We are seeing them
feding good about what they have. If they
don't likewhat they have, they have achoice.
We are seeing plans competing to find out
what it isthat consumerswant. Itisastark and
quite remarkable comparison.

ROLL CALL: What is the answer though to
the assertion that private hedth insurance
overheadis30 percent and Medicareoverhead
isingngledigits?

LEAVITT: Well, again, | don't think that you
can draw that comparison because [of] what
goesinto Medicare overhead and what ispaid
for. | mean, there [are] alot of things. ... Peo-
ple talk about the Veterans Administration.
What is left out of that equation, as wonder-
ful asystem asit is, is that we have invested
billions of dollarsin their hospitalsand inthe
campuses on which they sit. It isamuch dif-
ferent st of economics and to measure them
and compare them just isn't an applesto ap-
ples comparison.

ROLL CALL: Well, onecomparisonwiththe
VA isthat drug pricesthat they pay through
negotiated or set prices by the VA are much
|ower than the average cost of thesamedrugs
in the private sector under Part D, and De-
mocrats are aways saying that the govern-
ment ought to be negotiating. What is your

answer to that?

LEAVITT. Well, again, to try to compare
theVA system with aprivate model iscom-
paring apples and oranges. Again, the doc-
tors are empl oyees, the hospitals are owned
and paid for, and the VA has avery restric-
tiveformulary. In other words, if yougointo
the VA and you want to get certain drugs, if
you want Lipitor, you can't get it because
they buy ageneric brand. If you goto apri-
vate-sector hospital you have choices. You
cangotoaMedicarePart D planwherethey
only offer generics and find that it is much
cheaper than if you want to be able to have
choice.

ROLL CALL: Sotheadministration’sanswer
to the fact that we have got 46 million to 47
million people uninsured in Americaisto go
sateby stateand hopethat thestateswill grad-
ually cover these people?

LEAVITT: Well, what the president has said
isthat first of al weneed to solvetheproblem
of the blatant discrimination that occurs be-
tween people who get insurance through an
employer andthosewho havetobuy it ontheir
own. Hemadeaproposa. Othersarenowtal k-
ing about other solutions to that same prob-
lem, but we are not going to be able to solve
the problem until we deal with that dilemma.
He has dso said that there are lots of things
happening in the states and we need to build
onthat. Anditisnot just afew dtates. Itisal-
most every date. | believe that we could
achieve every American having access to an
afordable basic plan if we were to build on
what is happening with the states and provide
themwith thetool sthat they need and it could
happen within five years.

ROLL CALL: Sowhat doyou think about the
Massachusetts plan and the proposed Cdifor-
niaplan, which areindividual mandateideas?
Do you think that is a possible model for the
country or not?

LEAVITT: Well, | signed a waiver that a-
|owed the M assachusettsindividual mandate
experiment. | did it because | believeitisa
very important development and we will all
learnfromit. Butitisimportant to know what
itis. Itisapooling mechanism. Itisaway to
make certain that people who are sick don't
buy insurancejust whenthey aresick. There
are other ways to solve that problem and
many states are looking at different ways of
solving that pooling problem. An individual
mandate is one. The most important devel-
opment that happened, | bdieve, in Massa-
chusettswasthe so-call ed connector because
it developed a means by which people who
are individuals or small employers can buy
insurance on the basis of larger group rates
and, maybejust asimportantly, it allowsthem
asoto streamlinetheway they pay for it and
have different parties contribute to their pay-
ment. For example, if | need insuranceand |
go to a connector it may be that | can pay
part; it may bethat the employer iswillingto
pay part; it may bethat the stateiswilling to
pay part; and it may be that | can get some
tax benefit that would pay part. Well, up un-
til now there has been no way to bring al of
those together to sharein the payment of the
premium. There now is. That is a very im-
portant development because it means that
wecan share ... everybody can do their share
to make certain that they have access to an
affordable policy.

ROLL CALL: Haveyou had any uptakefrom
the Democratic Congress for the president’s
proposdl of atax credit to pay for hedthinsur-
ance?

LEAVITT: The president proposed what we
refer to as the standard exclusion. ... Others
have proposed to solve that problem in a dif-
ferent way. If youlook at many of the propos-
asthat theDemocratsareputtingforwardthey
talk about refundable tax credits. There are
Membersof Congresson boththe Republican
and the Democratic side who are saying we
needto solvethisproblembut weneedtosolve
it with arefundable tax credit. The important
thing isthat the problem gets solved. Onceit
is solved and once we achieve that level of
equaity the problem becomes imminently
more solvable.

ROLL CALL: Well, theinitia reaction of the
House Democrats at least to the president’s
proposal was no. There seemsto be somein-
terest on the Senate Side in the deduction or
excluson. What do you think the prognosisis
for this Congress?

LEAVITT: Let meforeshadow what | think is
going to happen over thenext sx months. The
vehicle to force this debate onto the floor of
Congress is [the State Children’s Hedlth In-
surance Program]. SCHIP was passed 10
yearsagoandnow insuresseveral millionchil-
dren. It has been a successful program to in-
surelow-income children. Everyone believes
it needsto bereauthorized, but againthereare
two competing visions. Those who would
have the federa government own the insur-
ancesystemandinsureeveryonesay “let’sjust
add 9 million more peopleto therollsof those
thefederd governmentinsures” | will tell you
that about half of those currently have private
insurance.

ROLL CALL: That is a disputed study, is it
not?

LEAVITT: There is not much dispute about
it.

ROLL CALL: There are 9 million uninsured
in the country, aren’t there?

LEAVITT: That is the disputed statement.
What we do know isthat when you add peo-
ple to public-funded insurance that people
drop off of private plans and end up on fed-
erally paid-for plans. Isit an exact causal re-
lationship? No one knowswith certainty, but
thereisaclear patternthat whenever you add
people to federaly paid for coverage that
peopleleave private plans. Now et megoon
in terms of where | think this happens. The
Democrats are proposing that we add mil-
lionsto therollsof thosewho are covered by
SCHIP. They propose aplan that would cost
about $75 billion, or $50 billion more than
what it currently costs over the next five
years. | believetherewill beaternativeplans
that emerge from the Congress that will es-
sentially say itisgood to reauthorize SCHIP,
but we ought to go further. We ought to be
helping not just children, but adults. And we
ought to not just be going after just children
and adults, we ought to be going after every
American and providing them with ameans
by which they can provide insurance. So
therefore let's reauthorize SCHIP, but let's
aso teke on these other issues and look at
ways of solving the problem.

ROLL CALL: Thisisyour proposal?

LEAVITT: No, this is what | see emerging
from Congress

ROLL CALL: OK. But whereisthat going to
come from?

LEAVITT: Well, there are four or five pock-
ets of Membersthat are currently organizing

and | think you will see a proposa begin to
comeforward in the next few weeks that will
essentially juxtaposition ...

ROLL CALL: And this will somehow em-
body either thepresident’ sstandard deduction
or atax credit?

LEAVITT: Mmm hmm.

ROLL CALL: And thiswill be kind of a pri-
vate market solution?

LEAVITT: It will be asolution that includes
the states meeting to organize their market-
place sothat every person hasachoiceof ba-
sc insurance plans. The vision will be that
every Americanwill haveaccesstoanafford-
able basic policy. That there will be a mar-
ketplacethat will create choice and that con-
sumerswill have the ability to acquireinsur-
ances and receive equal trestment under the
provisions of our tax code to help them
afford it.

ROLL CALL: On SCHIP, the administration
is recommending only $5 hillion over five
years additiond to extend the program. The
critics say that in order to cover al kids cur-
rently eigible you would have to have $13.4
billionat aminimum. Inother words, thereare
kids who are now covered who are going to
lose coverage under your plan. What do you
say about that?

LEAVITT: We commissioned the Urban In-
stitute to do a study on how many children
who are currently digible don’'t have cover-
age, anditis690,000. If you multiply that by
the cost of an SCHIP benefit you'll see that
our proposd is well within range of being
able to cover al of the digible children. If
you start to add all of their parentsand if you
begin to runthe number of whoisdigibleup
to 400 percent you can get to a number that
is...

ROLL CALL: You are talking about al kids
under 200 percent of poverty, that that iswhat
it would cost? You could cover dl kids under
200 percent of poverty for $5 billion?

LEAVITT: Yes.

ROLL CALL: OK. Now, thecriticssay thatin
these states — 14 of them, | believe, where
adults are covered or up to 350 percent of
poverty in some cases— they are doing this
because you sgned awaiver to let them do it.
Andnow youwant to underfundthemandyou
will kick some of those people off of cover-
agethat they dready have.

LEAVITT: Let mereved atruthtoyouthatis
logt in this. Thisis not a question of whether
or not those people are digible to get insur-
ance. Thisisadispute between the states and
thefedera government onwhoisgoingto pay
and how much because every adult that isel-
igiblefor thisplan would bedigiblefor Med-
icaid. The reason the states want to put their
adult people on SCHIP is because they get a
much higher match than if they had them on
Medicaid. This is about the money. This is
about whether statespay 25 percent or whether
they pay 50 percent. And given achoice they
would rather pay 25 percent. Our proposal
makes very clear: We want everyone who is
currently on SCHIPto bedligible. We are not
kicking anybody off, but weareonly prepared
to pay the enhanced match for low-income
children. If you are putting adults on SCHIP
justto get moremoney wethink that iswrong.
Either taketheM edicaidmatchandleavethem
on SCHIP or take them off SCHIP and put
them on Medicaid.
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