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PROCEEDINGS

DR. HYMAN: 1"m David Hyman, special counsel here
at the Federal Trade Commission. Let me welcome you all to
the reconvening of the Hearings on Health Care and
Competition Law and Policy jointly sponsored by the Federal
Trade Commission and the Department of Justice.

This is the latest in a series of hearings that
started iIn February and are going to last through September,
perhaps October, unless 1 can make it September, and
represent an ongoing investigation of the performance of
differing parts of the health care market with regard to the
cost of the services that are provided, the quality of those
services, and the extent to which ordinary Americans can
access information about those services and obtailn those
services at a time and in a fashion that is desirable to
them.

This morning we have a very distinguished panel and
extensive bios for each of the speakers, not all of whom,
unfortunately, are here just yet, and are published in this
beautiful book that"s available outside. Our rule 1is,
accordingly, short introductions because you can read about
the people iIn the book.

The format we"re going to follow this morning is
our first speaker, Newt Gingrich, is going to make somewhat

extended remarks. And then there will be a panel discussion
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Health Transformation, which advocates for market-oriented
health care.

And just two other preliminary announcements. IFf
everyone can turn off their cell phones. The Speaker likes
nothing better than being interrupted by the sound of your
cell phone. And second, time will be kept by Cecile Kohrs
over at the table there. So IT the speakers can just keep an
eye out for that, it will ensure that we"ll have adequate
time for discussion.

Newt, you can either sit or stand at your option.

MR. GINGRICH: If it"s okay, I"Il just sit, if
that"s all right. And 1711 try to go through this pretty
rapidly as an outline.

But first of all, Dave, let me thank you and the
Federal Trade Commission and the Department of Justice
Antitrust Division for hosting us today. | think trying to
think about impediments to competition in health is a very,
very important topic, fTirst because of the rising cost of
health care, second because the scientific and technological
breakthroughs are likely to increase the cost of health care,
and third, because the aging of the baby boomers guarantees
that the sheer volume of health care over the next decade of
15 years is going to continue to go up.

IT you look at the current crisis in Europe and

Japan, one of my mentors, Steve Hanser, just spent a month iIn
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Europe. I called him when he got back. 1 said, "What did
you learn?" He said, "Well, 1 was in four countries and
there were four issues: pensions, pensions, pensions, and
pensions,’” he said, "with the cost of health care and
unemployment being a distant second and third."

And 1 think 1T we don"t iIn the next few years bring
to bear a much different approach to how we have a
competitive health system, that in fact we will rapidly move
towards some kind of bureaucratic redistributionist and, |
think, mediocre system.

So what you®"re focusing on is exactly at the cusp
of either finding really dramatic solutions or getting in
trouble. As you mentioned, we just finished a book called
"Saving Lives and Saving Money,"™ and we just opened up a
website called the Center for Health Transformation, which is
at HealthTransformation.net, or you can go to just my first
name, Newt.org. But in "Saving Lives and Saving Money,"™ we
outline a model for transforming the health system.

Let me start by making an argument that I think
gives the Federal Trade Commission a particularly important
role in the next ten or fifteen years. It should be the
natural product of a scientific, technological,
entrepreneurial, free market system to produce more choices
of better quality at lower cost.

And I"m going to repeat this because 1 think in
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both health and education you see a tremendous impediment of
government blocking what should be a natural pattern. The
natural pattern should be more choices of better quality at
lower cost.

And In a sense, Wal-Mart is, for the 21st century,
what Alfred Sloan and General Motors were for the 20th
century, in the sense that Sloan"s investigation of consumer-
led mass production defined management for most of the 20th
century.

Wal-Mart®s model, that lower everyday price is a
function of lower everyday cost, and that they see themselves
as the largest and most efficient market makers in the world,
is something really worthy of study.

And any institution that gets 100 million Americans
to voluntarily show up every week is worth looking at and
saying, what is it they"re doing right? 1 mean, without
arguing about other aspects of Wal-Mart, 1t seems to me that
they are an institution worthy of study.

What we"re suggesting is that lowest everyday price
being a function of lowest everyday cost should apply to
health and health care, and that producing more choices of
higher quality at lower cost should apply to health and
health care, and that to the degree i1t doesn"t, it is largely
a function of the mis-design of the current system.

Now, there are three areas where you see real proof
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Now, our argument, both in "Saving Lives and Saving
Money™ and at the Center for Health Transformation, is that
you can”"t succeed in reforming the current system, that the
current system is inherently, by design, mal-designed so that
a third party payment model i1s inherently conflict-ridden
because you have the person receiving goods not responsible,
the person paying goods confused about who they®"re
responsible to, and the person who"s paying the money
irritated with both the provider and the patient.

In addition, we suggest that you want an
individually-centered system, not a patient-centered systenm,
because you want to use early diagnosis. You want to use
nutrition, attitude, and activity to extend individual
healthy behaviors. So we always talk about health and health
care. We don"t start by talking about health care.

Interestingly, Dr. Zerhouni, the head of NIH,
believes that 1T you had a system that was refocused on

maximizing health and delngly, Dr. 5 0O 1in Health care.

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



© 00 N o o A~ W N PP

N N NN NN R B B B R R B RB R
a A W N B O © 00 N O O b~ W N P O

10
independently from his perception of building expert systems
at Vanderbilt University believes you could also get about 40
percent out of the system.

So what we"re describing is a transformation that
could literally be worth, if you"re an optimist, 5 percent of
the entire economy. If you think that®s too high, i1t could
be worth 3 or 4 percent, which is still fairly big money.

We think there are four drivers of this change that
the FTC ought to look at. The first i1s patient safety and
patient outcome. And the reason 1 start with that is health
is inherently moral. We called our book *"Saving Lives and
Saving Money"™ i1n that order because saving lives is the moral
cause and saving money is the practical cause.

IT you start with patient safety and patient
outcome -- and | used to serve as the ranking Republican on
the Aviation Subcommittee; this was in a distant past when we
were In the minority -- and 1 represent the Atlanta Airport.
We value life 1n commercial aviation by several orders of
magnitude more than we value life iIn the health system.

So when the Institute of Medicine reports that we
lose at least one New York to Washington shuttle a day to
medical error iIn hospitals, the country says, yes, hospitals
are dangerous, and we go on to the next topic. |If we lose a
shuttle, the National Transportation Safety Board, the

Federal Aviation Administration, the airlines, the
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11
manufacturer, all collaborate in a stunningly intense effort
to change the system, and when they learn what needs to be
changed, they retrain the pilot, the manufacturer, or the
maintenance people within 48 hours.

By contrast, the Institute of Medicine reports it
can take up to 17 years for a doctor to learn a new best
practice, and over 80 percent of doctors do not practice best
outcome medicine. Now, that"s unacceptable in civil
aviation, and 1 simply tell every audience we should value
you as much in the health system as we value you in aviation
and you"ll get to a dramatically better system.

The second driver should be information technology,
computing, and communications. The amount of information we
could get i1s stunning. 1 just talked with Dr. Korpman at
Health Trio, who runs an information system. One of their
major clients is Brigham & Women®s.

As soon as they went to electronic information,
they reduced the number of call-backs each month by 30,000

phone calls a month to verify prescriptions. At $6 a call,
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medical record in the U.S. that was sustained for around
$29 million a month.

Now, that is an absurdity not to have that. And
you go down the list of things IT, information technology,
should bring you, almost all of which are inhibited by the
current structure of the health system, legal structure,
cultural structure, and incentive structure.

The third thing we focus on is quality, a system
and culture of quality iIn the sense of Deming and Juran. And
again, if you look at manufacturing in the last 80 years,
essentially all of i1t is coming out of the Western
Electric/Hawthorne experiment and the rise of systems
analysis at AT&T"s manufacturing system in the 20s, which
Deming actually was part of. And then you look at Deming
teaching 75 percent of Japanese industrial capital in 1951 in
a four-day course which led to the Japanese creating the
Deming prize for the best-run company in Japan.

We have had stunning explosions of productivity and
quality In manufacturing because we recognize It is a system
and we recognize you need a culture of quality. None of that
has happened in health. And i1t Is -- despite the best
efforts of a number of people, it has simply not penetrated
again because the distribution of power in the health system
has allowed people to simply say no and walk off.

The fourth thing we focus on is the notion that you
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13
have to re-center the health system on the individual. The
individual has to have the knowledge. They have to have
access to clear information. They have to have real power 1in
order to make real choices.

And they have to be held accountable. You need an
incentive system which says, you know, if you"re diabetic and
you don"t manage your diabetes, you have a responsibility.
This Is not just a magic system where you can do nothing,
live badly, and then demand that the doctor fix you.

And 1 say this having helped author the welfare
reform legislation. And the direct parallel 1 would argue is
ifT we as a country are prepared to say to the poorest people
in the country, you have to go out and get a job or get an
education, we should have the nerve to say to every American,
you have a responsibility for monitoring your own health, for
having a health indicator system.

And again, one of the things that we should be
looking at i1s what is i1t that inhibits us from creating
marketing and having a system in which people could literally
monitor their own health on a regular basis.

Our goal 1is to consistently look for better
outcomes at lower cost, and we think If you aggregate those,
it 1s startling how many places there are where you can get
very dramatic improvements by applying better outcomes at

lower cost.
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Now, there are essentially four kinds of
inhibitions. The first is the guilds. And here, Adam Smith
is very clear in the wealth of nations, for everybody who
believes in free markets, let me just suggest to you if you
think of being a doctor as a guild, you understand a great
deal of what I"m about to talk about. If you think about
being a lawyer as a guild, you understand a lot of what I™m
going to talk about.

The second thing to look at is obsolete laws which
are based on a different era and which is based on an era of
a different kind of economy, a different kind of information
flow, and a different kind of capability.

The third is the impact of bureaucracies, both
public and private. | mean, large corporations and large
insurance companies are truly as bureaucratic as large
governments, and bureaucracies have iInherent patterns of
avoiding competition and avoiding change that are valid
whether they®re public or private.

And the fourth iIs we create the wrong incentives.
We create incentives which are acute care-focused. We create
incentives which are doctor-centered rather than
individually-centered. And we created incentives which do an
immense amount once you“"re sick, but almost nothing to incent
you not to get sick.

Let me suggest six quick areas where 1 think the
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16
insurance by 40 percent for the self-insured -- | mean, for
individuals, small businesses, and notice that under ERISA
we"re quite cheerful about doing this for the biggest
companies In America.

So the biggest companies in America are exempted
from the 50 state mandates. They"re exempted from the 50
state insurance commissioners. And iIf you get to be big
enough, you get to play in one league, but 1f you"re not that
big, you"re actually in an artificially -- and I want to
emphasize artificially -- dramatically more expensive league.

The second thing I want to suggest to you iIs to
look at medical rules that break America up into 50 states.
There®s no doubt in my mind that many of the restrictions on
doctors are explicitly guild behavior designed to minimize
competition.

But beyond the question -- and I would argue that
there ought to be some kind of national registry, and if
you®re a board-certified doctor you ought to be able to
practice in all 50 states. We live In a modern age. We live
in an age where information flows worldwide. The rules that
grew out of a 19th century industrial model strike me as
obsolete.

But i1n addition, you want to be able to move
medical information across state lines. The Mayo Clinic

exists iIn three states, Arizona, Minnesota, and Florida.
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They should be able to have a control digital database, have
you have an MRI in one state, and i1f the best person in the
world to read that MRI is in a different state, it is
irrational and destructive of life and money to say that you
can"t have access to that.

So second, you ought to look at the degree to which
state lines today artificially inhibit these things. And let
me point out that in terms of interstate commerce, there 1is
no constitutional reason that the health system shouldn®t be
seen as a national system.

And, by the way, the minute you have a SARS threat
or an anthrax threat or a new model of flu, we behave like a
national system. So I think this is when you look at what"s
the additional cost in inhibition, both for lives and money,
by the current model of state-by-state guild behavior?

The third is to look at what inhibits the rise of
the right kind of investigation systems. There®s a firm
called Health Share which has taken the Medicare data and has
developed an expert system which enables you to pull up
hospitals based on the Medicare data.

And i1t Is very interesting that consistently the
best hospitals tend to be the least expensive. It is the
inverse of the automobile business. In the health business,
you very often can get a Ferrari for the cost of a Subaru,

and 1If you go to a Subaru quality, you very often pay the
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price of a Ferrari.

And this 1s a system which indicates -- and, now,
it"s only Medicare data today; it"s not all data -- but i1t
really begins to give you an ability to access what are
outcomes, how many medical errors are reported, how many
hospital-induced i1llnesses are there, what do they charge,
how many days do you spend in the hospital, et cetera.

There are all sorts of inhibitions against these
kinds of systems growing up, including -- and 1"m going to
come to 1t at length -- the liability system, which inhibits
the development of this kind of information, but also, the
unwillingness of doctors and hospitals to share data.

And one should look at the question -- there was a
huge fight a number of years back about whether or not you
could put prices on cars. And as with all good guilds, the
manufacturers and the auto dealers did not want to put prices
on cars. And this was a big fight over the public®s right to
know what does a car cost.

Well, let me suggest to you that you®"re iIn the same
cycle right now. Interestingly, in 1999 12 percent of the
country went online to find the price of a car before they
bought a car. In 2002, in three short years, that number
exploded to 58 percent of the country. And on average, they
save 2 percent on the cost of the car they purchase. So I

just want to suggest there"s no inherent reason that you
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19
couldn®t have an accurate information system about
capabilities and cost.

The fourth change, though, is one which you only
have an indirect interest in but a big interest in the
market, and that i1s HIPAA will almost certainly have to be
modified both for research data and for price and outcome
data. And there®s no reason you can"t design it so that you
can have a patient confidentiality-compliant system.

But the way HIPAA technically i1s written right now,
for example, i1t"s very difficult to do longitudinal research
under HIPAA rules. And NIH will probably be making
recommendations on this topic. But again we have to say, to
what degree does the government become self-destructive?
Because in the name of protecting your privacy we have
designed a rule which actually makes i1t more likely you®ll
die.

And so I think we have to look at, in the age of
electronics, how do we both protect your privacy and enable
the gathering of quantitative data that we need very badly.

The fifth proposal 1 want to suggest to you iIs a
radically different way to think about purchasing drugs. The
current drug system -- and this is particularly timely
because of Medicare, but again, It goes back to the issue of
how do you get markets to work right.

The current drug system is wrong on a couple of
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accounts. First of all, there i1s no pricing for drugs.
Drugs are almost -- particularly if you®"re in any kind of
group purchasing plan, drugs are purchased as a function of
rebates or kickbacks.

It is as though the Ford Motor Company announced
that they had a $600,000 truck, but for you there was a
$560,000 rebate so it"s only a $40,000 truck for you; whereas
the Chrysler Company said, we have a $45,000 truck, and for
you we"re willing to take off $5,000. Somehow,
psychologically, taking off 560,000 sounds better.

So the current system actually incents the
pharmaceutical manufacturers to optimize the price of the
drug in order to have the widest possible margin to rebate to
the pharmacy benefit manufacturers.

The second thing wrong with the current system is
that requiring copays up front perversely maximizes the price
of the drug for the person who has the choice. If 1"m going
to put up $10 as a copay and my choice is a $40 drug or a $70
drug, 1 actually psychologically want the $70 drug because |
get the seven-to-one return on my money. The ideal model
would be to reverse that, that is, to put the subsidy up
front, so that every additional dollar cost came out of my
pocket.

Two other points. Historically, we couldn®t handle

data as i1t related to the sheer flow of drugs. And in 1965,
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perverse the current system is. This Is a system that
because the doctor gets no psychological reward out of
prescribing a nonprescription drug -- you went to the doctor,
you want a prescription.

IT the doctor said to you, you know, last year or
two years ago this was the second most prescribed drug in the
world -- I mean, for the FTC to just say, what"s wrong with
this picture and how come the market isn"t working, strikes
me as a very important investigation.

So here®s how 1t would work. You"d have a
Travelocity-type page. It would list all the drugs available
and medically appropriate indicators. Your government, which
loves you, will pay 100 percent of the least expensive and
will give you the same dollar value for any other drug.

So it"s an open formulary. You don"t get into
politics. You don"t get iInto bureaucrats picking. You don"t
get into the kind of things we"re going to see with all the
various closed formularies. And the drug company has to tell
you an honest price. It can"t give you a rebated price
that"s totally artificial because i1t"s out In the open.

NDC Health believes they could provide for the
government every night the subsidy price for the next day
because they handle over ten million transactions a day.

Now, 1 just offer that as a model, but 1f you had a model

like that, the patient would have more information -- iIt's,
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could report i1t anonymously and that no disciplinary action
would be taken unless there was some extraordinary
circumstance -- you"d been drinking or you were doing
something really stupid In the cockpit.

The result was a dramatic increase of reporting
near-misses and significant systems modifications that
ultimately saved people from running into each other and
killing people.

There ought to be some tie between quality
reporting, error reporting, being open about things like
hospital-induced i1llnesses and protection with a reasonable
framework for having participated to improve the outcome of
the system to save lives.

And again, 1 draw a distinction. |If the doctor is
drunk, 1f the doctor is egregiously misbehaving, if there®s a
boundary condition that clearly is what would historically
before 1963 have been a guilty behavior, then you ought to be
able to sue iIn a different fashion. But there ought to be
protections and structures.

The last thing 1 think you have to look at is the
degree to which -- and you see this now in Pennsylvania, West
Virginia, and Mississippi and Nevada -- the degree to which
predatory legal behavior is actually beginning to endanger
lives because the principles that are being established drive

people out of practice.
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I was told recently that in Las Vegas, there are no
obstetricians willing to take any new patients. Now, there
has to be a public health cost here. An epidemic of lawyers
can be as dangerous as an epidemic of SARS, and literally
dangerous in the sense that by driving doctors away from
behavior they would otherwise engage in. We are killing
people. And there should be some way for this to be
investigated in a straightforward manner to find out to what
degree it is not, in fact, legal behavior but i1s economically
predatory behavior, and to recommend to the Congress ways of
thinking about these problems.

Because our interest is to have an orderly system
in which we optimize the activities that are productive and
in which we optimize the desirability to become a doctor or
to run a hospital or to provide good health, and in which the
individual citizen is guaranteed justice if they are
aggrieved, but we don"t create classes of behavior as a
result of which we are economically self-destructive.

Thank you for letting me outline all this.

DR. HYMAN: Okay. Well, let me just start by
throwing it open to the panel generally and asking any of
them whether they have questions, comments. | have a whole
series of them, but let me defer to the panel fTirst.

Warren?

DR. GREENBERG: I must say It was a very
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stimulating, very thoughtful group of remarks, and 1
appreciate hearing them myself, and I"m sure everyone else
did. 1°d like to have a world out there, which is perhaps
close to yours, and just describe it just for a second. It"s
part of my talk, but what the heck, you®"re here and 1°11 do
it now.

You talked about Wal-Mart first, Wal-Mart the
department store. And you talked a lot about information,
the lack of information that we have. How about a world, Mr.
Gingrich, where we would have Wal-Mart in health care,
competing against K-Mart, competing against Bloomingdale®s,
competing against Nordstrom®s, competing against Lord &
Taylor.

Look at the information we would have in that
marketplace. Look how we know, when we go into K-Mart, we"re
going to get a particular type of good, a particular quality
of jewelry, perhaps, at a lower price than we would going
into Bloomingdale™s or Nordstrom®s, knowing almost nothing
about jewelry, perhaps knowing very little about men-®s
clothes, yet that symbol of the department store that George
Stigler spoke about 40 years ago, the Nobel Prize-winning
economist, perhaps can be applied to health care.

Look at all the information we would get if firms
of health plans -- 1T we could name a health plan today that

we know iIs the Nordstrom®s of health care, that we know is
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the Wal-Mart. Instead, it"s ABB, blah, blah, blah, Fidelity
Mutual. We don"t even know how good they are. But why don"t
we have that development of brand names?

And this i1s what 1°d like to address in my talk,
and 1 would ask you if you can believe that maybe this is the
way we ought to tie in information, and ask you and perhaps
other panelists, what are the imperfections that we have that
we don"t have health plans. And it"s not only the department
store approach. [1"m talking about automobiles. 1 don"t know
anything about what goes into a Lexus or who the mechanics
were in making that Chevrolet. But somehow, 1 know a Lexus
works better than a Chevrolet.

Why don"t we have these brand names, from good to
bad, with prices, as a way to provide information to every
consumer in America?

MR. GINGRICH: Well, let me say first of all, Dr.
Greenberg, 1 agree with your core vision that -- with this
caveat, which I think you also agree with, because 1 want to

make this clear so we don"t get some kind of attack on the

idea of marketsBut somehow, I knoo5 -blohfs®(14)Tj3rica? ake tmlenil
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IT you go back to the rise of the Food & Drug
Administration under Theodore Roosevelt, this was in fact an
appropriate response to the need to have a refereed or
regulated framework within which the market operates and the
delivery is by the market, but i1t"s a delivery guaranteed by
the government iIn terms of quality.

And 1 say that because otherwise we"re going to get
somebody attacks us: How can you compare health to -- within
that framework, you"re exactly right. Now, interestingly,
when we first went out to begin working on *Saving Lives and
Saving Money™ back In 1999, we started by looking for
branding.

What are the startups? What are the better
outcomes at lower cost, et cetera. You have some limited
branding. The Mayo Clinic is a world-class name. The
Cleveland Clinic i1s a very good name.

But what you discover early on is that the
inhibitions against their growing, it almost resembles
Lancashire cottage industries prior to the rise of the mills
and the degree to which you can®t aggregate behavior. It"s
very hard. So that we look at firms -- Visicu is a Johns
Hopkins spinoff that deals with electronic intensive care
units.

Every hospital in the country ought to have either

their own intensivist or they ought to be attached to an
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electronic intensive care unit, period. | mean, this just
should be a minimum standard.

But when you go to the local intensive care doc, he
says, wait a second. What are you saying to me? Or you go
to the local group of doctors and you say, well, 1 don®"t know
that 1 want my hospital to do this, even though statistically
there 1s no question: |If you go to a -- if you have
abdominal surgery in a hospital without an intensivist, the
odds are three times as high you"ll die.

And so what 1 discovered, to go back to your point,
is it 1Is very hard to get the rise of these branded
structures. Probably the Hospital Corporation of America is
as close as we"ve come to that kind of a model. But It"s
also really hard to get to the aggregation of behavior. And
part of i1t is because of doctors and the way they"re trained
by medical schools, which has to be redone. Part of i1t is by
legal inhibitions.

The other point 1°d make is that historically, the
mistake that was made in the "80s was creating a so-called
health management approach, managed care approach, which
actually was about managed cost. There was no data for
managed care, and so you ended up in the wrong kind of fight
and you actually -- 1 think society was pushed back a step
because the design was backwards.

DR. HYMAN: Helen?
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MS. DARLING: Yes. 1°d like to get back to one of
the excellent points you made about your vision, and
particularly combine your history as a politician and your
current activities as transforming the health system, for
which 1"m sure everybody in the room will be very grateful,
especially i1f you can do it.

Over-the-counter drugs and generics offer the
consumer much of what you"re talking about. First of all,
the minute they become generic and over-the-counter, a lot of
other things happen, usually. And just generally, you know,
you can debate about some of the data and what it shows,
especially absent the competitive system -- that is, more
than one generic.

But generally, consumers and employers will save a
lot of money to the extent that drugs are moved to over-the-
counter generics. But the industry, as you know, has, shall
we say, kindly made i1t as difficult as possible for that to
happen even to the extent that trying to use the authority
that the Congress has given, both the FDA and themselves, to
limit either movement to generics or anything that could
possibly work.

Could you please talk a little bit about your
thoughts about how, number one, we move that along faster,
and two, if there are other barriers that we should be paying

attention to that keeps those kinds of changes from happening
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in a timely way.

MR. GINGRICH: Thank you. I think that"s a very
insightful question that goes to the heart of one of the
biggest changes that we need.

Let me start by saying that 1 think that American
history is filled with moments when economically very
powerful entities that forgot that profit iIs supposed to be a
by-product of service and began to try to rig the game for
themselves found that, in fact, this i1s a stunningly populous
society. 1 think of Robert LaFollette and the railroads as a
perfect example, leading to the rise of the progressive
movement.

I very much favor the branded pharmaceutical system
which has created two generations of therapeutic
breakthroughs that are extraordinary. But I think that they
are now trapped in exactly the same crisis that doctors are
trapped iIn.

Several years ago 1 went and spoke to the AMA when
I was Speaker, and 1 got a very nice round of applause
because 1 had followed somebody they didn"t like. But when I
got up, I said to them, you"re either going to go to Wal-Mart
or you"re going to go to Canada. You“re either going to end
up In a regulated, unionized, government-run bureaucracy, oOr
you®re going to be in a genuine market where people have real

information.

For The Record, Inc.
Waldorf, Maryland
(301)870-8025



© 0 N o o A~ W N PP

N RN NN NN R B B B R R B RB R
a A W N B O © 00 N O O b~ W N F O

33

And that"s my message, basically, to the
pharmaceutical companies. | am for people paying the
appropriate price with knowledge in a competitive setting for
the drugs they get. 1 think a system which is dominated by
detail people, a system which is dominated by rebates, a
system in which doctors prescribe in Ignorance, Is a system
that i1s doomed to failure. And let me talk briefly about how
that will happen, 1 think.

First of all, I have talked to no audience in the
last six months where you describe automatic teller machines,
self-service gas stations with credit cards, and Travelocity,
and then you mention the phrase "'paper prescription.”

They don"t just get 1t. 1 mean, all of their
common experiences every day now are that you can have
electronic interfaces that are stunningly accurate, and then
you get a paper prescription. And paper prescriptions
require a massive volume of call-backs. Forty percent of all
prescriptions require a call-back. And the doctor very often
doesn”"t even know what else you"re taking. So start with
that.

At a large scale, what you want to do is simple.
You want to take something like Scholar, which is a Stanford
spinoff that has been certified by the AMA for continuing
medical education, and you want to have a Scholar-quality

page, much like Travelocity, so the doctor is an informed
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prescriber. You can put it on a Palm. You can do -- but
doctors ought to know, here are the nine drugs and here"s
what they cost.

By the way, in the studies that have been done,
when doctors do know the cost, they consistently prescribe
less expensive drugs. | mean, some outliers don"t, but as a
general rule, 1t does have an impact.

Second, you want electronic prescribing. My hope
is that the Medicare drug bill is going to mandate electronic
prescribing. You want computer order entry in hospitals of
medications, and you want every drug that you get to have an
electronic indicator on i1t so that you automatically can
match up the drug and the patient.

And again, Pfizer has taken the lead in developing
that, but I think you®"re going to see it happen -- this has
been going on iIn grocery stores now for about 40 years. And
I think 1t"s finally migrating into health. All of these
things have a big impact on accuracy, safety, and cost.

But what the country has to say, and 1 think the
Medicare drug debate may be precisely the place to start
saying it, Is -- and this i1s historically how -- we
historically get change out of two things. We either have a
grievance, you know, again, Nader versus the big auto
companies, which whatever you may think of Ralph in terms of

being, from my standpoint, much too liberal, his crusade in
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the "60s and "70s clearly changed the standard of safety iIn
America, despite the fact that the biggest companies in the
United States were opposed to 1t. But in the end, they
couldn™t stand up to the public debate.

Similarly, the most successful companies In America
right now may well be the pharmaceutical companies, but when
the country decides, A, this is what 1"m missing -- you know,
why am I paying 65 percent more than I should be paying, or
why is 1t that a detail person®s ability to get the
receptionist to schedule ten minutes becomes an integral part
of which drug 1 get.

And so I think you will see a different model
emerge fTairly rapidly, and I think it will almost certainly
be an internet-based model. 1t will almost certainly be an
information-rich model. And it will happen either because
the government shifts iIn the direction 1"m describing or
because ten or fTifteen large payors shift and decide that
they~ 11 subsidize 100 percent of the least expensive.

And again, what I"m arguing for Is an open
formulary. So none of the pharmacy benefit management
companies are going to like this because i1t takes away the
rebate model and the information control model which is at
the heart of their being an intermediary.

But the modern information systems take out

middlemen, empower you to make choices, and drive prices
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output per dollar. So 1 studied under Deming as a result of
that experience.

You start with a premise: If you“"re really, really
good, you“re probably less expensive. Toyota is less
expensive than Mercedes. In fact, there®s a terrific book by
Womack called, "The Machine that Changed the World,"™ which is
the MIT project on automobiles. They make the point that
Mercedes and Toyota produce about the same quality car, the
difference being Mercedes rebuilds one-third of their cars;
Toyota rebuilds 2 percent of their cars.

Then they make the point that i1If Mercedes can"t
learn the Toyota production system, that you cannot compete
very long at the same price, if 1 have to rebuild a third of

my cars for quality and you"re rebuilding 2 percent of yours.
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selects out for people who want to engage In research -- so
you have to start with the idea that, I mean, best of class
very often recruit to best of class.

Second, they have the professional commitment to
force themselves to learn things they don"t want to know,
which 1s very, very difficult. And 1t"s part of the key to a
quality culture.

Third, if you in form, do it right, you don"t have
medical errors and you don"t have medication errors and you
don"t have hospital-induced illnesses, all of which cost
money. There are two million hospital-induced i1llnesses a
year in the United States. |If you stay in a hospital longer
than four days, the odds are even money the hospital will
give you a disease which it will then charge you to cure.
This goes back to perverse incentives.

The U.S. government ought to pay a bonus to every
hospital which has significantly less medical error and has
significantly less medication error, has significantly less
hospital-induced i1llness. One specific example: When
Wishard Hospital went to -- Wishard Memorial went to complete
order entry of drugs, they reduced the average stay by nine-
tenths of a day per patient. Now, seen from the standpoint
of the CFO, they just reduced their income. But they saved
nine-tenths of a day per patient by going to computer order

entry.
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Visicu, according to Centera Hospital, has --
Visicu is the electronic intensive care system -- Centera,
which has i1t in five hospitals connected to one office for
electronic screening, says that they now save 20 percent of
the time per intensive care patient, on average, In moving
them through the intensive care unit because there are fewer
errors, fewer hospital-induced illnesses, better treatment.

So you actually -- true quality should actually
improve hospitals, not cost them more. And true quality
should actually improve doctors® incomes, not make them
poorer. But the incentive system does, In a perverse way,
almost incent you to have the errors and have the i1llnesses
because you get to charge for them.

DR. HYMAN: You get to double hit. You"re having
them in first and then again.

Mike?

MR. YOUNG: I guess before 1 ask a question, I will
say -- you mentioned HIPAA. And HIPAA was a consulting gold
mine for us iIn the first -- for consultants for the first
quarter of this year.

But 1 absolutely agree with you that it has clearly
gone way too far, and we have a number of situations where
the access to data is very hard to get and seemingly, you
know, each holder of data makes their own determination of

how they use HIPAA, either as an excuse or a realistic way to
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protect peoples® rights. So I absolutely agree that it"s
gone too far and I think we need to come back.

But what 1°d like to touch on is this whole iIssue
of a lot of the consulting that I do is in rural communities.
And 1°ve been doing 1t for many years. And two of the things
we see are situations -- and 1711 use Hot Springs, Arkansas
as an example. They have 30,000 people there. They have
three hospitals. They have eight MRIs. And so there"s just
an incredible glut of providers, if you will, more than they
need.

And then we see other communities where there are a
lack of physicians, especially. And 1°ve found with rural
communities especially, there are two types of physicians.
One are the people that tended to either grow up in those
communities and want to give back and go back and work in
those communities. And, quite frankly, another group that
goes there to hide from the system.

And so there®"s kind of this double-edged sword. In
some of these communities, there seems to be such a glut that

everybody in Hot Springs who2.k otout that
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MR. GINGRICH: Well, you raised a couple of things.
Let me go through quickly.

First of all, rather than complaining about HIPAA,
people ought to start drafting the modifications. Congress
writes laws so Congress can meet to hold hearings so Congress
can write laws. 1 mean, iInstead of saying, gee, this iIs now
locked In concrete, we ought to say, okay. This was a good
try in the right direction. It"s largely better than having
no law. Now, what do we have to fix?

And just -- 1 think people should say certainly by
early next year that Congress should be holding hearings on
the better patient safety, better information model of HIPAA
based on what we"re now learning. And this will be an
ongoing iterative process as we get used to living in an
information age.

Second, you reminded me, there really should be a
nationwide database, for example, of doctors who"ve been
disbarred or of doctors who have been heavily sanctioned.

And i1t ought to be an accessible database. That is, 1 should
be able to find out whether or not 1"m dealing with a doctor
who has lost 14 malpractice suits in 14 different states.

Today there are state databases, but they"re not
accessible. They"re not together. And there"s no reason you
couldn™t have a nationwide database. This Is pretty easy.

And at a minimum, it will flush out the worst
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doctors, which ought to be flushed out. |1 mean, there"s no
reason the worst doctors should be allowed to practice. We
would not allow the worst airline pilots and the worst
airline mechanics to practice. We say there is a standard
above which you have to be or you kill people.

Third, when you have eight MRIs iIn a town that
size, as long as you know what the price is and as long as
that price is public, the least efficient ones are presently
going to go out of business unless they"re self-directed,
which gets me to a fourth point.

But 1 think this is part of why pricing has to be
out iIn the open. Three hospitals won"t survive unless they
can survive. |1 mean, 1 don"t care how many retail stores --
back to your point about department stores. | don"t ask you
how many stores there are in a town. You know, If they can
make a living and they"re willing to do i1t, that"s fine. You
could have 30 MRIs i1f they can do it. But what I object to
is that they pass the cost on and it becomes part of an
embedded base of what we mean by health care costs. 1 think
that™s i1nappropriate.

The other thing that"s wrong, where 1 think the FTC
could usefully look at, is when you have a doctor-owned
facility which is also self-referred. And I want to draw a
real distinction because 1 think we made a mistake iIn
designing this.

For The Record, Inc.

Waldorf, Maryland
(301)870-8025



© 0 N o o A~ W N PP

N RN NN NN R B B B R R B RB R
a A W N B O © 00 N O O b~ W N F O

44

I have no problem with doctors investing iIn
hospitals unless they refer to the hospital they invest in.
But 1T you end up In a situation, as was described to me the
other day iIn another part of the country, where the
doctors -- the cardiologists are really pretty clever.

IT 1t"s going to be an easy cardiology problem, it
goes to their clinic. |If i1t"s going to be a really
expensive, hard cardiology problem, it ends up in the local
general hospital. Now, that kind of behavior strikes me as
absolutely wrong and unprofessional and i1nappropriate, and we
need to figure out how we monitor that.

The other example i1s places where hospitals tend
not to run emergency rooms so that they don"t get the heart
attack patient until the second day when they"ve stabilized,
which again means that they have a very high likelihood of
success rate without having run the big risk.

The last point I want to make about rural America:
Rural America will profit more from the rise of iInternet
diagnostics and internet-based capabilities than will urban
America. And properly designed, you could have a Visicu for
an entire rural state that would literally allow you to have
an intensivist for all the hospitals iIn the state
simultaneously.

Visicu, for example, is now going to be monitoring

the intensive care unit In Guam for the Air Force from
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Hawaii. And there"s technically no reason not to do that.
So you could imagine two years from now every rural state in
the country could have a connectivity to an intensivist even
for very small rural hospitals, and the coaching improvement
would be dramatic.

1"d also say for small rural areas -- and again,
this i1s the cultural crisis -- you know, you®"re now talking
to the local doctor who"s been totally in charge for all
their life. No one has ever questioned them. They"re the
only doctor within 25 miles. And somebody is now going to
look over their shoulder?

I mean, this iIs a -- you know, and what I"m arguing
IS, yes. For patient safety reasons, for public outcome
reasons, you"re right. And the other example I would cite is
Active Health, which is a very good firm, which works for
large corporations. And they basically get world class
doctors to coach your doctor if you have an expensive
illness.

And i1t turns out that by getting the world class
doctor to work with your doctor, your doctor®s quality of
care goes up dramatically. And again, for rural America,
these things are potentially doable, but they®"re only doable
from the state level down. They"re not doable by small
hospital by small hospital because they never aggregate the

resources to do iIt.
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DR. HYMAN:
information. 1 mean,

functioning market.

Let me ask a question about
information Is an important part of a

You"ve emphasized it in your remarks.
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kind of information iIn iInsurance decisions.

I would argue in part that you want to have -- and
this may sound contradictory coming from a conservative, but
I think we want a country that is very close to 100 percent
insured. And the reason you want that is we made the
decision we"re not going to let people die without caring for
them, and so to not have them insured just maximizes the
complexity of the delivery system.

I think between vouchers, tax credits, and tax
deductions, you can create a system in which people have
virtually 100 percent insurance. And then you want to make a
ground rule for offering insurance that you can®"t cherry-
pick.

And there are a variety of ways to do that by
having open access. You can have an open access system that
also incents good behavior. That is, you could have -- you
could say to people, 1T you keep your cardiovascular within
certain parallels, you know, we"ll give you $100 back at
Christmastime. And you can do that without having cherry-
picked.

But 1 do think you want to say basically that in
the case of health insurance -- which i1s really an anomaly
because i1t"s mostly not true insurance. Health insurance is
mostly prepaid medical care with some insurance components.

Now, we go a step further in "Saving Lives and
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Saving Money."™ We propose that Congress should pass a law
creating a personal health account, which would iIn essence
mean that when you first went to work, you®d get, say, a
$1500 deductible and we"d put the $1500 in your account so
you®re now spending your dollars.

It would be -- i1t could carry and have tax-free
interest buildup. So when you®re young, you probably
wouldn®t spend it, and within a very few years, you"d be at
the 20-, $30,000 deductible level with it being your own
money .

When you got above the value at which you got any
kind of break on the -- now you would be on a true Insurance
system because now you would have set aside your maintenance
health money, which you"d be spending, and the insurance
company would actually be offering genuine iInsurance.

The other piece of that is probably we need,
whether i1t"s designing a government-sponsored enterprise that
would be competitive or some other model, we probably need
only to go to a reinsurance system, that is, to create a

national pool where, wh6
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million or something -- probably done by a government-
sponsored enterprise.
But I think the inability today to have that kind

of insurance pool means you get grotesquely expensive small
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The information burden and the lack of integration
and coordination in the highly fragmented model are two big
problems. So one question is, how do you see the relative
balance between essentially bundling, creating continuity,
integration of services which manage, for example, chronic
conditions or end-of-life care, complex care, rather than a
highly fragmented marketplace?

And secondly, what do you see as the balance
between the regulatory function on the information
requirements iIn such a market and the self-issued Information
opportunities?

And 1°m probably interested In -- to the extent
that I"ve become more and more of a believer that there has
to be government standardization of information requirements
and disclosure requirements and so on and of infrastructure,
as you“ve supported for a long time, electronic

infrastructure to support that information capability.

t8frastructure to sace?

a9frastructure to sr thetnuity informakie,

2nd 1°m probabl
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of which are proof that you can have systematized national
standards.

There"s a -- and 1 can"t remember the name of it
right now; some of you will know -- there i1s a national
association founded, I believe, In 1916 for electric
standards during a period when the government wanted to
ensure things happened but didn®"t want to do it itself. And
so all electrical appliances iIn the United States go through
the same standard-setting, which is actually a private
association, legally empowered to do that.

You could -- you know, and whether you have HHS set
an information standard or you have the government establish
a freestanding commission for medical information, which may
be the right parallel -- but your point"s exactly right.

I mean, jumping out five years, or no more than
eight but within five years, automatic electronic health
record -- 1 want to distinguish a health record from a
medical record. A health record is all the information that
you should carry with you for the next doctor. The medical
record Is everything the doctor and the hospital need to keep
for the lawsuit. A very big difference in detail, in level
of detail.

Everybody ought to have an electronic health
record. It ought to be compatible across all the systems.

All the major providers of these kind of systems should be
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part of an open systems architecture as opposed to I"m going
to design some cute device so once | have you, you"re a
captive and you can"t use anybody else"s equipment.

And again, all of us who use the iInternet and who
use laptops are -- you know, everybody who uses a cell phone
has experienced this. And I want to draw a distinction
between two different points you made, and then talk briefly
about managed care.

The model that Dr. Greenberg described is a model
of stunning consumer choice. You know, I decide today 1 want
to go buy X. 1 have lots of places to go buy X. It"s the
job of the aggregator to provide me a reputation and a price
and a convenience | want to go to.

And then you"re exactly right in your analogy. You
know, there are all sorts of places I can go for what I want,
and 1 get signals from the system about reputation, et
cetera.

So you could have a consumer-driven system in which
you had a very high level of common information, more, |
would say, than you get today. That is, if I had an
electronic health record so that the next doctor knew what
the last doctor had prescribed, you"d already be at a quantum
jump above current behavior.

The second part, though, 1 think, Is a misnomer

about what happened with managed care. It goes back again to
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the moral cause. Health is different than buying clothing or
buying jewelry. There is a moral component because it"s
about my life or my daughter®s life or my granddaughter®s
life or my mother"s life.

And so the minute 1 think that a decision about
their Llife will be profit-driven as distinct from profit
being derived from the right decision, if it is a profit-
driven decision, | am very suspicious that I am now going to
have my granddaughter get bad care so somebody has a better
quarterly report.

I mean, the analogy -- and by the way, 1"m told
this all the time. Insurance companies will tell you with
great openness, we don"t do preventive care because people
don"t stay with us long enough to justify i1t economically.
Well, that"s like an airline saying, you know, we"re going to
be as safe as our quarterly report permits. Now, we wouldn™t
tolerate that for one minute.

So what the i1nsurance company is tell you is they
are putting your health needs below their profit margin. And
it 1s a perfectly rational behavior in the current market.
And that"s why people have this deep suspicion of the
financing of health care, that a decision will be made, 1
won"t get what 1 want.

Now, 1°11 give you a couple of examples. And here,

AARP and others are actually showing some real leadership.
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Comorbidities are the largest single problem in Medicare.
Five percent of the people on Medicare use up 50 percent of
the money. That 5 percent has, on average, somewhere between
five and seven comorbidities. 1It"s very clear they ought to
get managed as a complete person and not have five to seven
separate verticals.

That can be done in a system where you basically
say, we"re going to incent the doctor to have full
information through an electronic health record. And we"re
going to incent the doctor to deal with all the comorbidities
at one time.

And you can design a system that does that while
still allowing the patient to pick which doctor they want to
go to. So it"s not an either/or. 1It°s not either that we"ve
got to trap people Into a system where it"s controlled for
them, or they"ve got to be out here In a chaotic jungle
without any kind of information.

IT you use the incentives right and you use the
structure of information right, you can migrate to a system
in which I still have choice, but i1It"s choice among a series
of very high value products with much more complete knowledge
than we have today.

I would argue 1T you®ve got the right electronic
health records and the right kind of requirements for

electronic prescriptions, et cetera, you will have
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dramatically better health almost overnight in terms of the
way In which we minimize medication errors and other kind of
mistakes.

DR. COMSTOCK: 1 do have a comment, actually. |
think everybody in this room, and certainly around the table,
agrees with a lot of what Newt has said. And whether you
believe that there"s 30 percent waste iIn the system or 40
percent waste In the system and all of these dollars were
there that could be easily used to do things like create
access for everybody iIn this country or create the
infrastructure, improve the transparency of information, we
have been involved in a community project across the country.

And when you talk to health care leaders there,
fundamentally they say, well, 1t"s all well and good to say
that money exists, but you can®"t wait to take all of that
efficiency and put more efficiency into the system. There
needs to be an i1nvestment now.

And what we"re doing is we"re talking about --
we"re not really talking about what we really want to
achieve. We"re talking about where the dollar i1s coming
from.

And I guess 1"m wondering whether you have any
ideas of how you manage that transition from an economic
perspective. | mean, do we suddenly decide we"re going to

spend X billions more money iIn order to squeeze the
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year. This was some 80 years after the bubonic plague first
began sweeping through Europe.

So let"s just start with the idea none of us -- and
we get scared by SARS, which has kille