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ABSTRACT
AUTHOR: Lieutenant Colonel Harry B. Williams
TITLE: The Need to Develop a National Health Strategy - A Report on the Industry
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The quality of health care in terms of treatment, system responsiveness, and health
inequalities among the population in the United States is not commensurate with its cost.
Although some argue that the United States can claim a quality of health care among the
highest in the world, costs in fact are soaring out of proportion to the quality of care provided to
the population as a whole. Government and private industry spending on health care threatens
an impending national fiscal crisis as Americans age but live longer with chronic diseases while
engaging in unhealthy lifestyles that cause problems such as obesity. The U.S. must control
costs while ensuring broad access to high quality care. Development now of a National Health
Strategy provides the best chance to produce the needed fundamental change in time to avert
approaching fiscal disaster.
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THE NEED TO DEVELOP A NATIONAL HEALTH STRATEGY - A REPORT ON THE INDUSTRY

There is no greater threat to America's continued economic security than the
current state of our health care delivery system.

¥ House Majority Leader Tom DelLay (R-Texas)

The way we finance health care is so seriously flawed that if we fail to fix it, we
face a fiscal disaster . . . The present system in unsustainable. The only
question is whether we will master the change or it will master us.

¥ Senator Hillary Rodham Clinton (D-New York).

The quality of health care in terms of treatment, system responsiveness, and health
inequalities among the population in the United States is not commensurate with its cost.
Measured on a per capita basis, U.S. health care costs currently constitute 14.9% of Gross
Domestic Product, more than any other country in the world, and will likely grow to 18.4% by
20131 Yet, according to World Health Organization statistics, the U.S. ranks 37 out of 191
countries in performance as measured by overall level of population health, system
responsiveness, health inequalities or disparities among the population, and distribution of
financial burdens? Americans, for example, experience a higher rate of obesity and slightly
lower life expectancies than citizens of Japan, Iceland, Sweden and Canada.® Moreover,
“Despite the incredible investment America continues to make in health care, an astounding
15% of Americans lack health care coverage altogether.™ Although some argue that the United
States can claim a quality of health care among the highest in the world, costs in fact are
soaring out of proportion to the quality of care provided to the population as a whole.®> As
pointed out in the above quotes by House Majority Leader Tom Delay and by Senator Hillary
Rodham Clinton, the national security implications are ominous.

This Strategy Research Project reveals several reasons for the high cost and
incommensurate quality of American health care. Additionally, it describes the structure of the
health care industry, its current condition, industry challenges, short and long term outlook, and
concludes with some suggestions for appropriate governmental roles and goals in ways that
might mitigate the developing “fiscal disaster.” There following are four trends are of primary
concern and deserve the immediate attention of our senior health care officials, U.S. policy
makers and the President of the United States:

Rising costs and implications for the domestic economy,
The incline of medical malpractice lawsuits,

Emergence and rapid spread of infectious diseases associated with globalization, and



Associated issues of incident management and public health.

This Strategy Research Project also summarizes the following three major challenges that
must be addressed: obesity and the associated economic costs, health care demands (and
cost) associated with the aging American population, and a discussion of the pros and cons of a
single payer, or universal health insurance system. The report concludes with a
recommendation for an integrated National Health Strategy, analogous to the National Security
Strategy, to focus governmental and private sector efforts, raise awareness, inform the public,
and set the broad strategic direction necessary for radical change and improvement in the U.S.
health care sector.

DEFINING THE HEALTH CARE INDUSTRY
The health care players are varied and are all considered an integral part of a larger

system. This system has evolved into an Industry. This industry is not just limited to hospitals,
doctors and patients. Although these are components of the industry, the system is far broader.
Itincludes a wide variety of individuals, organizations, and institutions that may be public,
private, for-profit and not-for-profit. Medical care professionals such as physicians, dentists,
nurses, nurse practitioners, and physician assistants are at the center. Hospitals, primary care
clinics, emergency medicine clinics, pharmacies, and group and individual clinician offices are
the physical platforms upon which the medical operators execute their skills. Medical supply
and pharmaceutical manufacturers and distributors provide the materials for these providers.
Medical schools, universities and teaching hospitals provide manning requirements. Thus, the
health care industry is in fact an extensive network of industries and regulatory bodies
interacting domestically and internationally. This network includes, among others:

Customers : Individual patients and the public at large.

Producers : Medical schools, manufacturers and distributors of medical equipment

and supplies, pharmaceutical industry, health food/vitamin industries, researchers.

Requlators : Internationalf federal, state, and local government agencies, such as the

World Health Organization, the Food and Drug Administration, Department of Health

and Human Services, Congress, accreditation and licensing boards, and others, as

well as public health professionals”

Providers : Doctors, nurses, technicians, pharmacists, assisted living and long-term

care facilities, hospitals including mental hospitals, clinics, midwives, alternative

medicine providers, and administrators 2



Payers: Patients, employers, private insurance; federal, state, and local governments
(Medicare, Medicaid, other); charities.’

This system of systems is perhaps best understood by viewing it as a supply chain or
network. Manufacturers, such as drug companies and equipment suppliers, bring their products
to market through distributors, who put their goods into the hands of health care providers, such
as hospitals and physicians. These providers then sell their product and services, “health care,”
to the end user, the patient or customer. All are subject to oversight by various regulators (see

figure).
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In this system, the patient only rarely negotiates price directly with the physician, although,
ultimately, “the patient is indisputably the buyer and the physician the seller.”® Multiple payers
other than the patients choose health care services and prices; payers include insurers,
employers, and state and federal governments, among others. These non-patient payers,
however, do not provide an adequate market substitute for “buyers,” in the sense that not all
non-patient purchase decisions are price or quality driven, as is the true consumer’s — that is,
the patient's!! As a result, “payment by insurance companies of most of patients’ health care
expenses without regard for cost and appropriateness of care™? drives patients to demand alll
doctor recommended care without regard to price, and impels providers to supply more care
than may actually be required. Thus, market failures prevent the health care industry from
reaching its best potential efficiency in terms of resource allocation. This dichotomy clearly

illustrates the disconnect between physicians and patients at a very fundamental level.



CURRENT CONDITIONS

RISING COSTS AND IMPLICATIONS FOR THE DOMESTIC ECONOMY

Current U.S. health care costs “are staggering.”13 According to the 2004 edition of
Plunketts’ Health Care Industry Almanac, total U.S. health care expenditures in 2003 totaled
1.66 trillion dollars, with annual increases expected of about 6.8% per year through 2010.
According to Plunkett, at the conclusion of 2004, the U.S. will experience its fifth successive
year of “double digit gains in health care costs.” The effect of rising health care costs on the
U.S. economy threatens to generate the “Perfect Health Care Storm.” An aging Baby Boomer
population will demand their share of both lifestyle and life-extending prescription drugs over a
longer life expectancy. Medicare and Medicaid entitlements are already contributing to deficit
spending and the recently passed prescription drug benefit will further exacerbate the problem.
Exuberance over expensive new medical technology and demand for greater plan flexibility in
choosing doctors and specialists are further driving up costs. With the federal budget already in
deficit, the country’s health care and national security needs will soon be in direct fiscal

competition.14

ADMINISTRATIVE COSTS

Of the $1.66 trillion spent on healthcare in the United States, administrative expense
accounts for about $350 billion, which is associated with the multi-payer system described
above. According to Senator Hillary Rodham Clinton, one in every four health care dollars goes
to administration.® Fourteen percent of private insurance companies' expenses are for
administrative costs, while the Medicare system spends only two percent on administrative
costs. Recently, President Bush presented an initiative for standardizing and digitizing medical
records that would help to reduce the administrative costs, and the former Department of Health
and Human Services Secretary, Tommy Thompson, has suggested that a national electronic
medical records system could save the United States at least $140 billion per year.*®

EFFECT OF RISING COSTS ON FIRMS

In 2003, employers experienced a 16% increase in premiums paid to insurers, and in
2004, employers expect a 12% increase.’” The situation is acute for larger, more established
firms that find themselves supporting huge retiree populations many times greater than their
active work force. Lucent Technologies, for example, employs 22,000 workers who must carry

the burden for 240,000 retirees and their spouses at a projected cost of $1 billion annually. In



one survey, researchers Glass, Lewis and Company sampled 213 large employers and put their
aggregate liability for retiree health costs at $284 billion.*®

Most worrisome is the impact of this liability on U.S. competitiveness in a global market,
especially when measured against other developed countries with universal health care. For
example, the situation is critical for the big three automakers. Health care costs add about
$1,300 to the cost of a U.S.-produced mid-sized car compared to the same car made in
Canada, where the government covers health care costs.'* Compounding the problem for U.S.
firms is the natural tendency to underestimate the rate of cost increases. In 1993 Ford Motor
Company had predicted an annual health cost growth rate of 5.5%, but acknowledges now the
rate was actually around 11%. If that rate holds steady through 2008, as many experts feel it
will, Ford will be understating its obligation by $20 billion?° Additionally, companies are having
great difficulty banking the anticipated cost obligation. A recent study by Credit Suisse First
Boston revealed that only 16% of the $365 billion in post-retirement health costs owed by S&P
500 companies has been set aside?* These rising insurance costs have induced employers to
begin to pass health insurance costs on to their employees. In 2003, employees paid 50%
more of their premium costs than they did in 2000. In addition, many employers are
establishing ceilings on what they will pay for retirees ?

MEDICAL MALPRACTICE

On January 15, 2003, in his State of the Union Address, President Bush called medical
liability reform a national health care priority. Medical malpractice lawsuits and their high dollar
jury verdicts were forcing health care providers and hospitals to practice defensive medicine,
spiking malpractice insurance premiums, and even causing physicians to limit or leave the
practice of medicine® As a result, communities across the nation were losing access to
medical care while the monetary costs of care to patients and taxpayers rose to unacceptable
and unaffordable levels?* The crisis continues, and there is still no agreement on how best to
address and resolve the medical malpractice crisis in America® The estimated costs are
staggering -- $28 billion per year, or more, which taxpayers and the federal government absorb

in the form of higher medical costs for treatment and care.?

INFECTIOUS DISEASES

The United States and the world confront a major threat from new and re-emerging
infectious diseases. Recent examples include the March 2003 spread of severe acute
respiratory syndrome (SARS) from China to several other countries, including Canada and

Singapore, and the spread of Bovine Spongiform Encephalopathy (BSE), commonly called



“Mad Cow disease” from a herd in Canada to the United States. The impact of this “small”
outbreak of BSE may cost the U.S. beef industry over $2 billion in 2004.%” Throughout the
developing world, but particularly in sub-Saharan Africa, Acquired Immunodeficiency Syndrome
(AIDS) threatens stability and peace as it kills entire generations, orphans whole communities,
and cripples nations. AIDS could kill as many as 68 million people in the next two decades, 55
million of them in Africa. Governments will falter, “with predictable effects on peace, justice, and
public order.”?®

A January 2000, U.S. National Intelligence Council (NIC) report states “infectious disease-
related death rates in the U.S. have nearly doubled to some 170,000 annually after reaching an
historic low in 1980.” The NIC goes on to report “new and reemerging infectious diseases will
pose a rising global health threat and will complicate U.S. and global security over the next 20
years. These diseases will endanger U.S. citizens at home and abroad, threaten U.S. armed
forces deployed overseas, and exacerbate social and political instability in key countries and
regions in which the U.S. has significant interests.” The U.S must develop and employ systems
that prioritize education, research, reporting, and the allocation of limited health care resources
to address these threats. The challenge requires sustained focus over time that will inevitably
confront and conflict with sensitive political, social, and economic issues.*

PUBLIC HEALTH AND INCIDENT MANAGEMENT

Three major issues continue to confront the public health system: adequate response
capability in the hospitals and public health departments across the nation, sufficient funding for
research in public health, and ensuring an adequate defense against possible bio-terrorism or
other health-related attacks. Public health institutions have traditionally been inadequately
interconnected. Data about individual patients or trends in diseases or symptoms have often
been slow to reach the Centers for Disease Control and Prevention (CDC). Since the events of
September 11, 2001, and international transmission of several highly infectious diseases,
however, these trends have begun to change. The CDC and public health departments in
several regions of the country have stepped up their use of Information Technology (IT) to
collect reports and Internet web sites to disseminate information. Research has been directed
towards proactive treatment and developing the ability to detect a bio-terrorism event early.
Despite these advances, the public health system is not fully equipped to handle surges needed
to respond to a terrorist attack on a long-term basis. This is in part because in the different
scenarios, the first responders on the local level are the most accountable to their immediate
community and the least funded. They will need access to information about infections or



illnesses rapidly. However, first responders are not part of the public health system since the

federal response system distinguishes between them.

PHARMACEUTICALS

Although rising pharmaceutical costs contribute only about 10% to the overall rate of rising
health care costs, drug costs are rising faster than any other single sector of the industry. **
Hospital costs constitute about 32% of total U.S. health care costs, physician visits about 22%,
and drug costs roughly 10%23* In contrast, however, although the overall rate of increase in
health care spending in 2001 was about 9%, pharmaceutical costs rose at a rate of nearly
16% 3 Analysts expect this trend to continue through 2004, because of high costs associated
with drug development.® The average cost to develop a new drug, from concept through
clinical trials, ranges from $802 million to $1.7 billion. Food and Drug Administration (FDA)
regulatory requirements contribute to these costs, and require 10 years or more to complete.®
Only 24 new drugs made it to market in 2001, compared to 48 in 19963 Thus, although
pharmaceutical manufacturing costs and therefore prices are on the rise, the increased
spending is not producing commensurate results. These high prices give a greater impulse to
the generic drug market. Beginning in 2003, the FDA began to permit producers of some
generic drugs to accelerate the drug approval process, reducing by years the time required to
bring a generic drug to market.*”

High domestic drug prices compared to lower prices outside the United States have
produced a discussion over the merits of “drug re-importation.” Drug re-importation means that
drugs exported to foreign countries by U.S. manufacturers are then re-imported back into the
U.S., and re-sold in the U.S. at a lower price than the same drug that had not been first
exported. This anomalous phenomenon can occur because foreign countries such as Japan,
Canada, Germany and France impose strict price controls on domestic drug sales. Drug
companies agree to export and sell at those lower prices because the marginal cost of
producing most pharmaceuticals is extremely low -- the big costs are in research and
development. In order to recoup these costs, the companies simply charge full-market prices
for the same drugs sold in the United States. From the drug makers’ perspective, re-importation
eats away at reasonable profits and is a disincentive to invest in costly new research. For the
U.S. domestic buyer, however, it appears that “other countries reap the rewards of the millions
spent on drug research and development in the U.S. without having to pay commensurate

prices.”®®



The recently enacted Medicare Prescription Drug Modernization and Improvement Act of
2003 would permit re-importation of prescription drugs from Canada if certified safe by the
Secretary of the Department of Health and Human Service. To date, HHS has been unwilling to
so certify, citing concerns over quality control of “counterfeit” drugs manufactured overseas.®
With the enactment of the Medicare Prescription Drug Plan, the U.S. government will become
the single largest purchaser of prescription drugs in America. Under the terms of the statute,
however, the government is restricted from using its bulk buying power to purchase drugs at
lower prices. Current estimates put the cost of the plan at $530 billion dollars over the next 10

years’®

MANAGED CARE

For the past two decades, managed care dominated the health insurance landscape.
“Managed care” is a general term describing an organization comprised of groups of doctors,
hospitals, and other providers to provide enhanced quality and cost-effective health care.
Generally, this involves contracting with health care providers to deliver health care services on
a capitated (per-member per-month) basis ** Thus, managed care is a health delivery concept
based on prepaid membership instead of straight compensation for service. Health
Maintenance Organizations (HMOs) and other forms of managed care succeeded in containing
costs in the 1990s by taking a tough negotiating stance with doctors and hospitals, forcing them
to cut fees for surgeries, office visits, and other items. Plans had substantial power because
they could deliver-or withhold-large numbers of patients from providers. Tight controls,
however, eventually led to a consumer backlash. Since 2000, traditional HMOs have been on
the decline, replaced by preferred provider organizations, which give patients greater flexibility
over where they seek care and what kinds of treatment they receive. This flexibility comes at

the cost of increasing insurance premiums.

HOSPITALS

The central provider in the U.S. health system, the hospital, is undergoing a difficult
economic restructuring. At least one-third of U.S. hospitals are failing financially and another
third are in precarious condition.*> Because of medical advances and costs containment
measures, many procedures that once required hospitalization are now being performed on an
outpatient basis. Fewer admissions and shortened stays have resulted in a significant reduction
in the numbers of hospitals and hospital beds.*



INFORMATION TECHNOLOGY

The incorporation of information management and technologies (IM/IT) into the health
care industry continues at a slow, but steady pace. Starting at the periphery with electronic
billing and working its way to the point of care, electronic storage and availability of patient
medical information is improving unevenly, with larger organizations well ahead of the many
smaller providers. While the management of laboratory and diagnostic studies is well digitized,
the key to full exploitation of IM/IT potential in American health care is an electronic medical
record, which would replace the institutional paper binder. Standardization of medical data
would allow better provision of care through information availability as well as vastly improving
public health and national security through medical surveillance of population disease outbreaks
and trends. Lack of a national format and messaging standard, a myriad of incompatible local
solutions, and strict patient information security to comply with the Health Insurance Portability
and Accountability Act of 1996 (HIPAA) set difficult but not insurmountable challenges to
overcome.

Old ways of practice are slowly changing as the software and graphic user interfaces
improve. Advantages of information access, improved documentation and processing are now
becoming apparent to both the medical caregiver and administrator. As an example, the
Veteran's Administration (VA) Hospital system was one of the first to deploy an enterprise-wide
medical record with common elements allowing synergistic integrative use of all VA facilities.**
This improved the standard of healthcare as well as administrative efficiencies. Civilian use of
electronic medical records has been uneven; no industry-wide standards exist. Wide varieties of
vendors offering different products with different foci complicate the choice. No single vendor
has the complete solution, and enterprise selection must support business goals.

CHALLENGES:

Among the many security challenges facing this nation, there are serious national security
challenges associated with the aging population, a growing obesity epidemic in the United
States, and the pros and cons of a universal health insurance system for America.

THE AGING AMERICAN POPULATION AND ASSOCIATED DEMANDS

Declining fertility and longer lives have transformed the elderly from a relatively small to a
significant component of the U.S. population. The number of Americans currently age 65 and
over may double by 2040* Health care costs for older adults will double as well. The growing
number and proportion of older adults places increasing demands on medical and social
services. In addition to direct medical and pension costs, this demographic shift will affect



general productivity and growth. While people are living longer, many practice unhealthy
lifestyles, resulting in an increase in costly medical interventions. The dual increase in life
expectancy and the incidence of chronic diseases will raise demand for health care
professionals, technology and supplies, nursing, and long-term medical facilities, and will
increase the associated costs to care for the ailing elderly. This becomes significant in health
care systems that use the current work force to finance health care requirements for their retired
population, as in the United States. While currently there are 5.4 working Americans for every
retiree, by 2030 that ratio will have dropped to three to one. Together, Medicare and Medicaid
paid $470 billion of health care costs in 2001, amounting to one-third of the country's total health

care bill %

Given the current entitlement structure and aging population, including the newly
passed prescription drug bill, government health care spending may grow as much as 9%
annually through 2014, potentially crowding out other discretionary budget spending priorities.*’
In one way or another, every social institution will have to accommodate the needs of our aging
population.

Numerous observers have noted that the growth and change of America’s older
population ranks among the most important demographic development in the 21 century.*®
The aging of the population in the developed economies of the world is the result of two
demographic phenomena. First, people today live longer than they did in the past, partly
because fewer succumb to illnesses when they are young and partly because they live longer
after reaching old age. Second, fertility rates are declining across most of the developed world
and, to a lesser extent, the developing world.*

The potential effect on the functional independence and quality of life and on the long-
term care costs of a rapidly aging population is alarming. In the mid-1990s, the health care
costs of chronic disease in older adults rose to $470 billion and will double by 2040.*° Senior
citizens with no disabilities ran up an average of $4,600 a year in health care costs, compared
with $8,500 a year for people with moderate disabilities, $14,100 for those with more severe
disabilities, and $45,000 for nursing home patients.®* In the U.S. alone the deficit between
political promises for the care of the aging and expected funding has been estimated at more
than $44 trillion> Over the last decade, states have increased their support for long-term care
services in individuals’ homes or in other community-based settings, such as adult day care,
adult foster care homes, and assisted living facilities, as an alternative to care in nursing homes
and other institutions 3 However, with the coming retirement of 77 million baby boomers >

nursing homes will continue to have a solid place in society. Many baby boomers are likely to
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be consumers of new technologies and products that will allow them to stay in their homes, or
choose independence afforded by an assisted living facility.

When President Johnson signed the bill creating the “Older Americans Act” (OAA) on 14
July 1965 he said: “The OAA clearly affirms our nation’s sense of responsibility toward the well-
being of all of our older citizens.” Created during a time of rising societal concerns for the poor
and disadvantaged, the OAA set forth a broad set of objectives which are as relevant today as
they were three decades ago>®

The United Nations (UN) designated 1999 as the “Year of the Older Person,” thereby
recognizing and reaffirming what demographers and many others have known for decades: our
global population is aging. At the dawn of the 21 century, population aging was poised to
emerge as a preeminent worldwide phenomenon. European demographers have sounded
warning bells for the last 30 years with regard to the possibility of declining population size in
industrialized nations® In the last 2 years, the visibility of a likely population decline has
increased dramatically, in large part due to UN reports suggesting that populations in most of
Europe and Japan will decrease in size over the next 50 years, and to actual declines in Spain,
Italy, Russia, and other nations >’

The U.S. is on the brink of a longevity revolution. The growing number and proportion of
older adults places increasing demands on the public health system and on medical and social
services. The health care cost per capita for persons 65 and older in the U.S. and other
developed countries is three to five times greater than the cost for persons under 65 years, and
the rapid growth in the number of older persons, coupled with continued advances in medical
technology, is expected to create upward pressure on health and long-term-care spending.®® In
1997, the U.S. had the highest health care spending per person aged 65 and older ($12,100),
but other developed countries also spent substantial amounts per person aged 65 and older,
ranging from approximately $3,600 in the UK to approximately $6,800 in Canada.*® The
spending disparity is partly contributed to the cost of inpatient hospitalization and higher drug
costs in America. The anticipated increase in the number of older persons will have dramatic
consequences for public health, the health care financing and delivery systems, informal care
giving, and pension systems*°

The 1980s might be considered the decade of children, a time when employers
established new policies for employees with young children. The boomers were having babies--
a boomlet--and raising their families. Women joined the workforce in large numbers. Today,
86% of major employers offer some kind of childcare assistance ®* Now the boomers are facing
a family challenge that they probably did not anticipate--the need to provide care for mom and
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dad. According to a major study by the National Alliance for Caregiving, there are already 22.4
million U.S. households--nearly one in four--involved in family care giving to elderly relatives or
friends.%? The profile of a typical caregiver is a 46-year-old woman who is employed and also
spends around 18 hours per week caring for her mother who lives nearby. ® A MetLife Study of
Employer Costs for Working Caregivers found that the aggregate costs of care giving in lost
productivity to U.S. business is $11.4 billion per year. These figures are growing annually and
now over 30% of employers offer eldercare programs.®* Johns Hopkins University is an
example of an employer that offers this type of assistance.

Long-term care options include nursing homes, home health care, and other assistance in
one’s home. In 1998, it was estimated that 5.8% of all persons aged 65 and over were living in
nursing homes® Nursing home admissions have recently declined as other forms of health
care have increased. The average cost per day is $75-$235 in a nursing home as opposed to
$60-$70 a day in an assisted-living facility. ®® Assisted-living facilities provide an alternative to
nursing homes. According to recent studies, assisted-living facilities were operating nationwide,
accommodating over 600,000 residents®” These facilities are the fastest growing housing
options for older people. An example of a different type of assisted-living facility is the Armed
Forces Retirement Home. This facility, located in northern DC, is a “one-stop” living opportunity
from independent living through the step down process to complete care.

We are part of an increasingly interdependent and aging world. As the World War Il baby-
boom cohorts, common to many countries, begin to reach their elder years there will be a
significant jump in their proportion of the world’s population. The effects will be felt not just
within the individual nations but also throughout the global economy. Although the average
retirement age is 63, today more than 4.5 million Americans age 65 and over remain in the labor
force%® Employers have realized the viability of this resource and they are trying to create
flexible opportunities for employment. Older workers need more flexible work hours that create
a positive impact on their lifestyle. The American Association of Retired People (AARP) has
partnered with many organizations to hire older workers. Home Depot and Wal-Mart are two
large organizations that hire many older workers. Hiring older worker allows these
organizations to both, utilize these older workers as mentors and to retain and develop
institutional memory and knowledge while at the same time, capitalizing on the experience
these workers bring to their organizations.

To sustain this aging population several actions should be considered. First, America
needs to support a change in the Medicare eligibility age from 65 to 67. Itis my considered
opinion that today’s social security accounts and Medicare accounts are going broke due to the
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increased pressures inflicted by the aging population. The longer the aging population works,
and maintains a healthy lifestyle, the less time they will need to dip into the social security
accounts; in fact, they will continue to pay into those accounts and hopefully remain a healthy,
functioning member of the workforce. Secondly, more employers need to provide employment
opportunities for the healthy, willing population that wants to continue to make positive
contributions to society. Congress is on the right track by staying focused on this issue and
following through with legislation to ease the pain of this growing phenomenon. Positive steps
must be taken to avert a potential risk to national security. For example, within the next 3 years
approximately 50% of all civil service workers will be retirement eligible.®® The loss of this
experience base could prove detrimental to locations such as the laboratories that are
traditionally run by civil servants. This level of experience cannot be replaced overnight.
Tailoring the departure of this workforce in a smooth fashion will help to ease the loss of

experience at a level that's acceptable to everyone.

OBESITY IMPACT ON NATIONAL SECURITY

Although the aging population will place increasing demands on our medical and social
services, obese Americans are presenting an equal challenge. In January 2003, the Surgeon
General of the United States, Dr. Richard Carmona, declared the epidemic of obesity in the U.S.
“severe enough to threaten national security.””® The U.S. Centers for Disease Control and
Prevention (CDC) subsequently predicted that obesity would overtake smoking as the leading
cause of preventable death in the United States by 2005.” The statistics supporting the
government’s statements are persuasive. Approximately two-thirds of U.S. adults are

t,2 including those who are obese.” In the year 2000 at least 30 percent of children

overweigh
(ages 6-11) and adolescents (ages 12-19) were either overweight or “at risk” for overweight,
falling in between the 85™ and 95™ percentiles’* The obesity epidemic, responsible for 400,000
deaths annually, ”® clearly affects the government’s obligation to promote the general welfare,
and, as the Surgeon General noted, it also has consequences for the national security of the
United States. The consequences are examined in the context of the instruments of national
power and require governmental action to address this national crisis.

Information: Obesity is an epidemic that has been in the making for decades.”® Yet, a
recent report from the CDC showing that poor diet and inactivity rival smoking as the leading
"actual" cause of death in the U.S.”” has drawn considerable attention from the government, the
health insurance industry, and corporate America as it illustrates that obesity has a profound
impact on personal health problems and associated rising health care costs.
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Cardiovascular disease (CVD), which results in heart attacks, strokes, high blood
pressure, angina, and other heart ailments, is American’s number one killer of both men and
women, accounting for approximately 40% of deaths in the US each year.”® The other leading
causes of death are cancer, stroke, chronic lower respiratory diseases, unintentional injuries,
diabetes, pneumonia/influenza, Alzheimer’s disease and kidney disease, but the CDC says the
"actual" causes of death are lifestyle and behavior such as smoking, overeating and physical
inactivity that contribute to the leading killers.”

In response to the CDC report, the Department of Health and Human Services (DHHS)
unveiled a national information campaign to educate all Americans about the causes, dangers
and costs of obesity. Its strategy for fighting obesity is focused on a “Calories Count”®°
approach, promising an aggressive, science-based and consumer-friendly program. Major plan
recommendations include revising the “Nutrition Facts” panel on food labels to highlight the
critical role of calories and portion sizes; encouraging dietary guidance statements similar to the

” u

warnings that appear on cigarette packages; defining terms such as “low,” “reduced,” and “net”
carbohydrates in light of increased popularity of “low carb” diets; encouraging the restaurant
industry to launch a national, voluntary effort to include nutritional information for consumers at
point of sale; and, revising FDA guidance for developing drugs to combat obesity.

Military: The military instrument of national power is the one most obviously affected by
the obesity problem in the U.S. as it has a direct impact on readiness of the force. Weight and
fithess standards date back to the Civil War, and in 2002 the Department of Defense (DoD)
adopted Body Mass Index (BMI) as an additional measurement.! With regular exercise
programs in the military, and the fact that DoD’s upper-limit BMI standard for overweight has
been as high as “greater than 27.5” (two-and-a-half points higher than the federal standard),
1,400 service members were discharged for failure to meet the metric in 2002, joining more than
20,000 discharged between 1990 and 2002 2

As of November 2003, 60% of the men and 40% of the women in the Army had a BMI at
or above 25, classifying them “officially overweight.”®®* The Navy fared even worse, with 69% of
the men and 46% of the women earning that classification® Service members who exceed the
weight and/or fat standards often argue that they achieve excellent fithess-test performance.
But unless and until the standards are changed, and it is unlikely that DoD would adopt
standards significantly below those recently announced by DHHS, service members must meet
the criteria, and there is concern on several fronts. First, studies indicate that some women and
men in the military are resorting to unsafe practices such as fasting, using diet pills and/or
laxatives, and vomiting to control weight.® Air Force personnel required to participate in a
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weight management program, 65% of them male, reported that they vomited and used diuretics
or saunas four times as often as a group of civilian dieters® Another alarming report found that
“close-to-overweight” Air Force smokers enrolled in a smoking cessation program were four
times more likely to say they would take up smoking again to lose weight.?” Obviously, these
techniques are not conducive to the readiness of the force. As the Surgeon General stated
when declaring obesity a threat to national security, “Our preparedness as a nation depends on
our health.”®®

Maintaining a pool of physically fit young adults to continue to fill the military ranks is also
affected by obesity. A February 2003 study® found that a large percentage of the young adult
population is over the military weight standards, particularly among minorities, who comprise a
disproportionately large proportion of the military. °® And, even if the services can recruit enough
replacements, eight in 10 of all recruits who exceed the weight standards when they join end up
leaving before finishing their first term, wasting recruitment and training costs.”® At least one
reporter draws a connection between this outcome and the prevalence of fast-food restaurants
on bases, reportedly a successful tool in a program to recruit young service members.*?

Economic: The National Institute of Health (NIH) recently estimated the annual medical
spending due to overweight and obesity to be as much as $92.6 billion in 2002 dollars (9.1% of
U.S. health expenditures).”® This is spending associated with weight-related disease including,
primarily, diabetes, cardiovascular disease, gallbladder disease, and osteoarthritis. It is
estimated that almost 80% of obese adults have one of these conditions, and that approximately
40% have two or more of them. All taxpayers are affected by increased Medicare and
Medicaid costs, currently 21% of the federal budget, and indirectly bear the cost of $3.9 billion in
lost productivity costs related to obesity among Americans ages 17—-64 %

In addition to those numbers, and primarily because obesity is not recognized as a
disease entitling it to traditional health care insurance coverage, Americans personally pay $33
billion to the commercial diet industry.®® Often these treatments, many unregulated and
considered unethical, are without lasting effect.

Diplomatic: The U.S. does not stand alone in its fight against obesity. The number of
overweight people worldwide had climbed to 1.1 billion by 2001, rivaling the number of
undernourished and underweight.96 In Europe alone, more than half of the adult population
between 35 and 65 is overweight. 97 At the time of this writing, the U.S. was poised to sign the
World Health Organization’s blueprint for battling obesity. %

Recommendations: The government has made an impressive beginning in turning the

public’s attention to the obesity epidemic, but it does not go far enough. A focused strategy of
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prevention and treatment such as that once employed against infectious diseases could lead to
the control of obesity. The U.S. could bring science and sanity to the chaos of weight loss by
adopting the World Health Organization’s view that obesity is not a failure of willpower but rather
a condition controlled by a system of hormones, proteins, neurotransmitters and genes that
regulate fat storage and body weight. Dr. Richard L. Atkinson, Jr., President of the American
Obesity Association, stated, “It's time we recognize obesity as a chronic disease and dedicate
federal resources into research and effective treatment programs.™® In a report focused on the
military, Dr. Atkinson recommended nutrition training for recruits and their families; improving
fare in base dining facilities; increasing frequency of BMI assessments and establishing a
military operational specialty (MOS) to train personnel responsible for implementation of weight
management programs; and use of pharmacological treatment in accordance with MOS
standards®

In terms of the general population, the U.S. must continue its information campaign
focused on prevention through educational programs such as “Calories Count,” and its “teen
(ages 9-13)” campaign, which promotes physical fitness in that vulnerable group.*®* Other
recommended policies aimed at the youngest Americans include replacing junk food in schools
with fresh fruits and vegetables; requiring, as opposed to recommending, that fast-food
restaurant menus post calorie counts; funding hard-hitting education campaigns vice public
service announcements; and a tax on soft drink cans as recommended by the Center for
Science in the Public Interest (CSPI)'°? to fund obesity programs. Incentivizing medical schools
to teach a “clinical track” on obesity would also contribute to increased interest and
understanding.

The bottom line is that the economic benefits of reduced obesity are compelling. The U.S
government spends more than 19% of its budget on health care, with much of those expenses

related to poor nutrition and lack of physical activity. **

With health care spending exceeding
the budget for defense during the Global War On Terrorism, the U.S. must shift its focus to
prevention and treatment of obesity rather than paying for the result. Failure to do so will result
in increased costs as the baby boomers age, and, even worse, the first generation of American

children who are not going to live as long as their parents.**

UNIVERSAL HEALTH CARE: HOW DO WE PAY FOR IT?

The final significant challenge identified and discussed in this Strategy Research Project is
the lack of health care coverage of an extremely large segment of the American work force.
According to the Census Bureau, more than 43 million Americans had no health insurance in
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2002 — an increase of over 2 million people from 2001 and the largest increase in more than a
decade!® This amounts to a major health care crisis in our nation. Often, these are the
unemployed or lower-income workers who earn too much to qualify for Medicaid and for the tax
relief provision for the purchase of health insurance !®® However, they earn too little to be able
to afford monthly health care premiums for private insurance. Furthermore, they are more likely
to work for a small business that does not provide health care benefits >’

Recently, the fastest growing segment of the uninsured is comprised of middle-income to
upper-middle-income families. The situation of the uninsured is rendered more acute by soaring
health care costs. Senior citizens face an enormous affordability concern with prescription
drugs and health care to the extent that some must make critical health decisions based on their
ability to pay. This is not limited to the senior population, however; these issues of health care
are devastating to individuals, children, families, and retirees. According to data from the
Center for Medicare and Medicaid Services (CMMC), in the year 2000, Americans spent $1.3
trillion on their health care needs!® The estimate for spending by 2010 is projected to increase
to $3.4 trillion. When compared to “socialized” health care systems, like those in Canada or
Germany, Americans pay twice as much per-capita in medical costs - roughly $4,000 per
person!® Yet, average life expectancy for Americans is lower than for residents of Canada,
Sweden, Japan, and Iceland. Possibly the hardest hit by the rising health care costs are states
and small business owners followed closely by large businesses who saw their benefit costs
increase to 16 percent in 2002.*°

Universal health insurance coverage guaranteed by the federal government for those who
cannot afford it is a political issue whose time has come!** The government passed the
Medicare Prescription Drug Benefit to assist senior citizens to offset the high cost of prescription
drugs. This is a major program that will benefit millions of senior citizens. However, millions
more are still priced out of the health care market, suffering from preventable and curable
conditions. In addition to causing them avoidable suffering, their poor health reduces their ability
to work and pay taxes, sends them in emergencies to health care providers who receive no
reimbursement, and acts as a general drag on the national economy. If they had health
insurance, they could possibly avoid these problems.

Eventually the hard decision must be made. How does the government provide protection
for the uninsured that cannot afford it for themselves? One possibility is health insurance
backed in some manner by the government. In a 2003 Pew Research Center for the People &
the Press survey, 67 percent of respondents said that they would be in favor of the U.S.

government guaranteeing health insurance for all citizens, even if it means raising taxes.**
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Major contributors to the staggering high cost of health care in the U.S. are as follows:
private insurance companies’ administrative costs, high premiums for catastrophic losses,
inflated salaries of drug company CEOs, prescription drugs, medical innovation, and a growing

acceptance of higher premium health plans that offer greater flexibility in choice or providers.**

The lack of preventive care is a major contributing factor as well ***

Itis estimated that one quarter of the $350 billion which the government spends on health
care annually goes to administrative processes like paperwork and billing. Private U.S.
insurance companies on average spends14 percent in administrative costs while public
healthcare systems like Medicare or the Canadian health systems spend only around 2 percent
of their income in this manner.**® Another item driving up costs is paper-based record keeping.
Replacing the current paper-based system with technology that includes electronic databases
for billing and record-keeping would reduce costs, while lowering the rate of administrative and
medical errors *®

One of the main reasons premiums rise for businesses is the cost associated with
catastrophic losses. Until the nation finds a way to offset the risk of employers’ high cost for
catastrophic losses through tax incentives or some other means, it will continue to negatively
impact employers. In comparison with Fortune 500 companies and other large corporations,
pharmaceutical company CEO salaries are in line with compensation levels, as industry leaders.
However, when you place CEO salaries in the context as they relate to the increasing costs
associated with prescription drugs they seem outrageous.*” Pharmaceutical companies often
cite the high cost invested in research and development of bringing new drugs to market as a
substantial factor in the costs of prescription drugs. In America, much pharmaceutical and
medical research is paid for with government money. During the 1990s, the federal government
spent over $10 billion annually on pharmaceutical Research & Development.**®

How then should the government address the problem of the uninsured? There are
several possible methods: 1) Rely on the economic growth of the nation to produce a strong
economy that would offset the cost of the plan in the out years through well-planned tax policies.
2) Increase the payroll tax on individuals and put the proceeds into health savings accounts for
both those taxed and the uninsured, sharing the burden among all citizens. 3) Assist individuals
based on their ability to pay, establishing income level bands to determine need requirements.

The first method, relying on economic growth, left millions of Americans without coverage
even during the boom years of the 1990’s. Despite recent improvements, the nation’s economy

is unlikely to expand to that level of growth anytime soon.
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The second method would establish medical savings accounts funded through payroll
taxes. Currently there are three types of medical savings accounts offered by employers. They
include medical savings accounts (MSAs), flexible spending accounts (FSAs) and health-
reimbursement arrangements (HRAs).!*® These share several features. First, all are by
products of the federal law. They all marry health insurance plans with tax favored cash
accounts that can be tapped to pay for medical expenses not covered by insurance. Finally,
they can play an important role in a give-and-take strategy for health care inflation. They give
consumers/patients more control over their own healthcare decisions.*?°

How would such a plan be financed? One way would be to increase the payroll tax
proportionally for all working individuals, directing those funds into a medical trust fund with
matching contributions from the employer whose incentives are tax relief credits for participating
in the program. The medical trust fund would continue to roll over from year to year leading to
and through retirement. The federal government should impose an adverse health care tax that
relates to the top contributors to major health care costs such as tobacco, alcohol and high fat
foods that lead to obesity. The revenues acquired through this flat tax would go directly into a
national health care trust fund that covers unemployed workers. With this plan, workers would
not risk losing their coverage during periods of unemployment. The states would serve as a
safety net for children not covered by the federal plan. The State Children’s Health Insurance
Program (SCHIP) should enroll every child into the program as they enter school. However, if
they are covered by their parents’ policy then by default the parents’ policy becomes the primary
coverage for the child.

The third method would establish income bands to identify the amount of assistance each
worker needed to purchase health insurance. Employer contributions would be taken into
account, and those with alternative insurance would be expected to treat the alternative as their
primary insurer. There would be a means test excluding wealthy individuals who can purchase
insurance without assistance. The poor, the working poor and seniors who lack health
insurance or the ability to pay would receive total offset for medical cost.

The federal government should strive for an efficient health care system that
encompasses quality, accessibility and affordability for all citizens and legal permanent
residents. The focus of the plan should include initiatives stressing preventive care and wellness
education from an early age. A campaign of public awareness targeting causes that lead to
major serious ilinesses such as coronary heart disease, lung cancer and obesity will help
reduce high risk associated with those illnesses. In the future this will significantly affect the
overall cost of health insurance. Health care in this country cannot take the same avenue as
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social security. The requirement to pay payroll taxes or to increase the amount we pay to
support health care should by law be set aside in a health care trust fund for use to pay for or
offset the cost of medical coverage for all Americans.

OUTLOOK

ABILITY TO SUPPORT NATIONAL SECURITY RESOURCING REQUIREMENTS

The health care industry can support national security requirements, including defense-
related health care and surge capacity, over the next decade or more. However, the stresses
caused by the aging population and the rising cost of health care make the outlook for the
nation’s health, and therefore the nation’s security, more tenuous. Over the next 10 to 20 years,
age-related illnesses and disabilities may result in higher per-person demands on healthcare.
As we prosecute the Global War On Terrorism, current and future defense spending rates will
challenge the nation to find adequate resources to fund both national security and quality health
care. Competing civilian sector requirements will also make it increasingly difficult for the
military and public health sectors to recruit and retain a qualified workforce.

SHORT TERM TRENDS (1-5 YEARS)

Pharmaceutical costs are likely to continue to rise rapidly. Buyers will increasingly turn to
generic drugs as insurers begin to pass costs on directly to patients. The Medicare prescription
drug program will probably slow this change until the program adjusts to pass consequences of
drug selection directly to the patient. The number of uninsured Americans will probably
continue to increase. Employers, struggling with health insurance costs, will either discontinue
coverage, or pass costs to employees. Innovative insurers will tie premiums to preventive
health practices, for example, by discounting insurance costs for clients with healthy blood
pressure, low cholesterol numbers, and healthy body fat levels. Rapid innovations in
biotechnology will produce efficiencies in health care, and new treatments. The U.S. lead in this
area, however, this lead may shrink due to restrictive security policies slowing immigration, poor
domestic science and math curricula, and declines in funding for controversial areas of
research!* Many patients seeking cost savings and more holistic care will turn to alternative
treatments, such as Chinese medicine, or fee for service care from physicians who secede from
managed care and insurance-paid systems?? To contain costs, providers will slowly begin to
change their care paradigm toward preventative care. Insurance and Medicare coverage, which
focus on treatment, will retard this process until payment for preventive care begins to be
permitted.
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LONG TERM OUTLOOK (2010-2020)

A new health care paradigm may emerge which focuses on holistic and preventative care
strategies, potentially integrating alternative and non-traditional forms of medicine, to reduce
costs by focusing on disease prevention rather than cure and repair. There will be a continuing
risk that emerging, re-emerging, antibiotic-resistant, and microbial mutations of infectious
diseases will spread rapidly and overwhelm health care delivery systems worldwide.*?®* Fighting
these diseases will require more international cooperation, bilaterally and through the World
Health Organization, to develop preventative public health response strategies.

POLITICAL AND SOCIAL FACTORS

American individualism and access to enormous amounts of information via the Internet
will produce increased patient participation in individual health care decisions. Risky behaviors
(smoking, overeating, lack of exercise, use of drugs) will decline only slowly. Access to, and
quality and cost of, health care will persist as hot political issues. Politicians, however, will
continue to be reluctant to seek comprehensive solutions to health care problems, fearing that
such solutions will be unpopular. Lobbyists for industry and provider groups will continue to
invest heavily in the political campaigns of those who support their positions. Ideology drives
some politicians (and voters) to stress individual choice and the private sector’s role in health
care, and others to seek a broader government role. These ideological differences will continue

to pose impediments to legislative resolution of health care industry problems.
GOVERNMENT ROLES AND GOALS

ROLES

Health care in the U.S. is an industry driven more by the capitalist free market economy
than by government intervention. The government, however, does serve multiple roles,
including consumer of health care services (e.g., medical care for the military), provider
(veterans’ health care), payer (Medicare and Medicaid), and regulator (e.g., the Food and Drug
Administration). Government roles include funding basic research, conducting of health
surveillance and data collection and analysis, detecting outbreaks of disease and organizing
response, and, following the terrorist attacks of September 11, 2001, defending against bio-
terrorism and preparing for mass casualty events**

Congress has enacted six primary statutes that have significant impact on U.S. health
care: the Health Insurance Portability and Accountability Act of 1996 (HIPAA), the Public Health
Service Act, the Social Security Act which governs Medicare and Medicaid, the Food, Drug and
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Cosmetic Act, the Head Start Act, and the Older Americans Act.**® The Department of Health
and Human Services (DHHS) serves as the Executive branch agent with the mission “to
enhance the health and well being of Americans by providing for effective health and human
services and by fostering strong, sustained advances in the sciences underlying medicine,
public health, and social services.”?® The U.S. Food and Drug Administration (FDA), a
component of DHHS, regulates the pharmaceutical industry to ensure new drugs are properly

developed and tested before permitting sales.*”’

GOALS

In spite of its unique position, and notwithstanding the above, the government has no
comprehensive national health care strategy. Without conceptual unity among Americans
regarding fundamental health care values and objectives, health care costs will likely continue to
grow out of proportion to the quality of and access to care provided to the population as a
whole. Thus, the most important role for the federal government must be to foster a national
discussion and debate to reach a broad consensus on three fundamental and related questions:
First, what are America’s health care values? Second, and implicit in the first question, is health
care a fundamental right? Third, to just how much health care are Americans entitled? As part
of the 2004 presidential election campaign, each candidate outlined their particular plan, but
neither focused on the basic strategic issues just mentioned.*?® The National Business Group
on Health has concluded that neither plan emphasized policy options that will hold down costs,
either for employers or for taxpayers as a whole *°

To produce the needed strategic debate, | am recommending the adoption of a
requirement for a National Health Strategy, analogous to the National Security Strategy, to
focus governmental and private sector efforts and begin to establish unity of effort in U.S. health
care strategy. To induce sufficient rigor in the system, Congress should pass, and the President
approve, legislation requiring the President to submit to Congress on a biennial basis a written
report that specifies the purpose, goals, objectives, and requirements of the U.S. health sector.
Much as the National Security Strategy focuses debate and discussion about broad policy
issues necessary for the security of the nation, a National Health Strategy would raise
awareness, inform the public, and set a broad strategic course necessary for radical change in
the U.S. health care sector. To balance quality care with broad access and cost control, the

following goals should be included in any set of national health care strategic objectives:
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Comprehensive coverage for all Americans, most likely involving mandatory employer
health insurance at some minimum level, with the government as a health insurer of
last resort. Individuals should be encouraged through vehicles such as Health
Savings Accounts to augment their basic coverage for medical care, much like the IRA
works for pensions. These concepts were expanded upon earlier under the Universal
Health Care subparagraphs.

Reorient the focus of public health from intervention to prevention. This includes
systematic Health Education and Awareness Programs and incentive and
accountability policies for healthy lifestyles. This concept was also expanded upon
earlier under the Obesity Impact on National Security subparagraphs.

A more robust National Strategic Stockpile of pharmaceuticals and vaccines for key
infectious disease threats, with liability indemnification for suppliers of the stockpile.
At the international level, the U.S. should continue to participate in cooperative
international strategies to control the spread of diseases at the source.

As proposed by President Bush, and endorsed, at least in principle, by Senator Hillary
Rodham Clinton, the establishment of an information technology and information
management process to streamline medical records and reduce administrative costs.
Electronic medical records would make a good first incremental goal.

CONCLUSIONS

As stated in the opening thesis statement of this study, the quality of health care in terms
of treatment, system responsiveness, and health inequalities among the population in the
United States is not commensurate with its cost. As has been discussed, U.S. health care costs
are too high for the quality of health care provided. Moreover, government and private industry
spending on health care threatens an impending national fiscal crisis as Americans age, but live
longer with chronic diseases, and engage in unhealthy lifestyles producing problems such as
obesity. The U.S. must control costs while ensuring broad access to high quality care. Current
health care approaches tend to treat cases rather than patients. Doctor — Patient primacy has
been lost and must be reestablished. Non-patient payers such as insurers and Medicare pay
for care based upon treatment of diseases or injury rather than on a more holistic view of a
patient’s well being as a whole. Thus, the system permits payment for the treatment of distinct
diseases and injuries rather than for keeping the patient healthy, which would reduce costs by
preventing disease. Consequently, the current construct rewards providers for providing more
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care and services, but not necessarily for keeping people healthier.**® A change in this
approach is essential to containing costs while ensuring overall population health.

The U.S. needs new strategies focusing on leveraging information technology and on
more holistic and preventative care approaches. The structure of the overall system must
change to reward health care providers and payment plans that treat patients in a preventative
manner with long term health as the primary objective, and to reward patients — that is, buyers --
who make good behavioral and life style decisions that reduce the frequency of expensive
medical interventions. The current system is paralyzed by factors that strongly inhibit change,
such as firms with successful business models unwilling to risk financial stability, a system of
policy making and financing controlled by federal law and administrative agencies, institutions
that lobby fiercely against change, and a public that lacks the language or framework for
conceiving alternatives ! There are no easy solutions to the complex problems of health care,
and there will be intense political resistance to change from the major stakeholders. Yet,
change we must, and the public must demand it. Our National leadership must promote that
demand. The decisive issue is whether change will be fundamental and timely, or incremental
and too late. Development now of a National Health Strategy provides the best chance to
produce the needed fundamental change in time to avert fiscal disaster.
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