
    
    [image: title page]
    
Contents



Title Page

Contents

Dedication

Copyright

Preface to the Paperback Edition

Preface

1. A Baby’s Struggle

2. Dismantling the Old System

3. The New Mandarins

4. The Barons of Austerity

5. Turning Doctors into Gatekeepers

6. Heart Trouble

7. The Breast Cancer Battles

8. Is This Really an Emergency?

9. HMOs and Mental Health

10. When the Elderly Fall Sick

11. Poor Patients, Shoddy Care

12. The Best Lobbyists in America

13. A Question of Quality

14. Building a Better System

Notes

Index

About the Author

Connect with HMH

Footnotes



FOR MY PARENTS,

AND FOR BETSY





Copyright © 1996 by George Anders

All rights reserved.

For information about permission to reproduce selections from this book, write to trade.permissions@hmhco.com or to Permissions, Houghton Mifflin Harcourt Publishing Company, 3 Park Avenue, 19th Floor, New York, New York 10016.

hmhbooks.com

Library of Congress Cataloging-in-Publication Data

Anders, George, date.

Health against wealth: HMOs and the breakdown of

medical trust / George Anders.

p. cm.

Includes bibliographical references and index.

ISBN 0-395-82283-1 ISBN 0-395-82282-3 (pbk.)

1. Health maintenance organization—United States.

I. Title.

RA413.5.U5A55 1996

362.1’0425—dc20 96-24869 CIP

eISBN 978-0-547-62798-4

v2.0719




Preface to the Paperback Edition

When the hardcover edition of Health Against Wealth appeared in November 1996, the HMO industry appeared invincible. Overall membership was soaring by more than 150,000 a week, and the executives who ran the biggest health maintenance organizations boasted of even greater advances to come. Regulation was lax in a political climate that favored market-based solutions for almost any tough issue, including America’s many health-care problems. In such a setting it would have been easy to write an ode to the business successes of HMOs. But patients and doctors had a different story to tell. For many of them, the “managed care” offered by these health plans meant denial of care or unwarranted delays and red tape in getting medically necessary attention. In writing this book, I wanted to give frustrated patients and doctors a voice, while encouraging people in positions of power to think about ways to make HMOs work better. My hope, in short, was that this book would make a difference.

Soon after this book went on sale, I began to receive intense feedback from readers. A Nevada nurse wrote that the book had strengthened her resolve to fight against false economies in heart care. A doctors’ group in North Carolina ordered two hundred copies of Health Against Wealth, to be distributed to state legislators as they considered ways to regulate managed-care plans more effectively. Patients and patient advocates began sharing dozens of stories of health care gone awry, sometimes wanting the intercession of a journalist, sometimes just wanting someone to listen. One of the most heartening calls came from a leading health-care consultant on the East Coast, who said that the book’s reporting on managed care in Tennessee was making her think twice about how rapidly she should be encouraging other states to nudge their indigent Medicaid populations into HMOs and other such plans.

Meanwhile, groups with a stake in the American health-care system came to me with speaking invitations, wanting to hear about what worked—and what didn’t work—in our current system of managed care. For much of 1997 I crisscrossed the United States, sharing some of the book’s findings and conclusions with patient advocates, doctors, attorneys general, employers’ groups, and hospital administrators. At stops ranging from New Orleans to Denver, Boston, and Williamsburg, Virginia, I also tried to assess how managed care was evolving in each local marketplace. Were conditions getting better? I asked. Or were the problems documented in Chapters 1 through 12. of this book only getting worse?

The good news is that public scrutiny has been bringing positive results, at least in a few areas. Patients and doctors are becoming much more adept at pushing the managed-care system for better medical treatment rather than passively accepting whatever it decides to deal out. Leading consumer groups, such as Families USA, Consumers Union, and Public Citizen, are keeping a watchful eye on HMOs while helping their members become stronger negotiators. Guidebooks full of tips on dealing with managed care are proliferating, as this book had predicted. Physicians, meanwhile, are moving beyond blind hostility toward managed care and looking instead for ways to hold HMOs to higher standards. Some doctors’ groups are issuing their own report cards on HMOs, helping the public choose higher-quality plans and avoid the worst ones. Other physicians are forming their own unions or banding together in large practice-management organizations, ending the fragmentation of medical care that made it so easy for big HMOs to dictate doctors’ working conditions.

This desire to stand up to managed-care excesses has spilled into the regulatory arena. In early 1997 some states, such as New Jersey, Missouri, and North Carolina, enacted what amounted to a Bill of Rights for HMO members. New laws or regulations made it easier for members to get to the right medical specialist promptly and to appeal coverage denials quickly to independent reviewers instead of having the cases stalled in internal HMO grievance systems. Other provisions redefined emergency medical coverage in ways that made sense to patients instead of hewing to absurdly rigid definitions that might save money in the short term but could put members’ well-being at risk in a crisis.

The more progressive managed-care plans have noted this change in public sentiment and have tried to adjust accordingly. Health plans such as PacifiCare, Harvard Pilgrim, Tufts, and some of the Blue Cross companies talk about sharing more authority with patients, doctors, and employers. The HMO industry also has become less strident about its own narrowly drawn definitions of medical quality and a bit more willing to acknowledge that good patient care involves not just extensive preventive services like cholesterol checks but also appropriate care of the sick. Several of the country’s biggest nonprofit HMOs, including Kaiser Permanente, have gone so far as to advocate binding standards for all managed-care plans in areas such as appeals by members and coverage of experimental therapies, in effect issuing their own plea for greater regulation.

But the fundamental tensions of this book are hardly resolved, and some of them have actually grown more acute. In Chapter 3 I discuss the great tendency of managed care to focus on populations and to disregard individuals. Thousands of members become mere dots on a computer printout, viewed with aloofness by “medical managers” in high-rise office towers. Inevitably, this remoteness increases as health plans grow larger—and the HMO industry recently has been on a merger spree. The health plans run by Malik Hasan merged in 1997 with Foundation Health to form Foundation Health Systems, a company overseeing the care of five million people. The Cigna insurance colossus acquired HealthSource, a fast-growing New Hampshire HMO, pushing its membership ever higher. Industry leaders such as United HealthCare, Humana, Wellpoint, and PacifiCare continue to grow by acquisition. Such transactions may increase marketing clout, but they leave consumers with fewer choices for health coverage, while running the risk of even greater detachment.

The grassroots movement for HMO reform, meanwhile, continues to run into opposition from the managed-care industry and its allies in the business sector. Virtually any effort to improve delivery of care is portrayed by lobbyists as having a potentially ruinous impact on overall medical costs. The calculations of added costs often are based on dubious assumptions, but in the heat of a lobbying battle, a spurious number may be more effective than a valid one. Many such tactics are described in Chapter 12, which chronicles the activities of “the best lobbyists in America” as they fought to block a consumer-protection bill in Texas in 1995. Those themes played out again in 1997 in California, our most populous state, when nearly a dozen pro-consumer bills were vetoed by Governor Pete Wilson late in the year. In many states, critics of managed care now are strong enough to overcome such opposition. But on a national scale the balance of power is not so clear. As of late 1997, despite many months of trying, Congress and a new presidential commission on the quality of managed care have yet to accomplish much.

A sudden downturn in HMO profitability could have troublesome implications. Throughout the early and mid-1990s, HMOs and their leaders grew rich while prescribing austerity for everyone else. Spending on patient care—the so-called medical-loss ratio—ran as low as 70 percent of premium dollars. HMO tycoons in that setting, as described in Chapter 4, were the “barons of austerity.” Lately, however, many of the biggest HMOs have run into tougher times. Medical costs are rising faster than they had expected, for it proves difficult to ration care beyond a certain point without incurring members’ wrath. Meanwhile, premium income isn’t keeping pace with expenses, in large part because health plans overpromised on their ability to hold down costs when negotiating rates with large employers. The result is a severe profit squeeze. Companies such as Aetna/U.S. Health-care have reported disappointing earnings and seen their stocks tumble. One of the high flyers in the New York market, Oxford Health, shocked Wall Street in late 1997 with its first quarterly loss since going public.

In the short term the HMO industry’s financial bind is a boon to consumers and employers: greater medical care without a concurrent rise in premiums. But managed-care executives have made clear that they want to return their companies to earlier levels of profitability, either by raising rates or by “getting a better handle on medical costs.” If more cost-cutting is in store, health-plan members may need to worry afresh about just how much care their HMO is willing to provide.

Even when managed care works smoothly, it involves difficult trade-offs between comprehensive care and the desire to use resources sparingly. And when ordinary human frailty or shortsighted financial considerations enter the picture, managed care can fall far short of its promise. In the wrong hands, its analytic tools can be used to justify neglect of patients. The early chapters of this book tell of missteps and outright blunders in the period from approximately 1990 to mid-1996. But it would be all too easy to compile a second set of chapters chronicling similar lapses since then. In the current environment, three areas deserve special mention. In heart care, some health plans continue to pay too little attention to medical outcomes while remaining fixated on getting the cheapest price. In mental health, HMOs and their allied “carve-out” companies remain so eager to end the medical spending excesses of the 1980s that they may shortchange patients whose very disease makes it easy to disregard them. And in the Medicaid market, people steered into HMOs with insufficient budgets are facing the same sorts of anguish that beset Tennesseans in 1994.

In looking at all the lofty promises of managed care and all the areas where HMOs haven’t yet lived up to their potential, I am struck by the comments of the social scientist Francis Fukuyama regarding a fundamental human bond: trust. “If people who have to work together in an enterprise trust one another because they all are operating according to a common set of ethical norms,” he wrote, “doing business costs less. By contrast, people who do not trust one another will end up cooperating only under a system of formal rules and regulations, which have to be negotiated, agreed to, litigated and enforced, sometimes by coercive means.” Widespread distrust, he asserted, amounts to an economic tax, slowing down even the simplest activities and making everything more costly and difficult.

The rise of managed care, unfortunately, has been intertwined with a breakdown of medical trust. Doctors now view health plans with great wariness; patients aren’t sure that their employer or their doctor is truly looking out for their best interests; HMOs regard everyone with suspicion. That isn’t how medical care ought to work. In this book I have done my best to document why this breakdown in trust has occurred and, in the final chapter, to offer some ideas about how to build a better system. If Health Against Wealth becomes a first step toward restoring medical trust, then it will indeed be a book that made a difference.


Preface

Every November my wife and I participate in a small American ritual: we sit down at the kitchen table, surround ourselves with insurance-company brochures, and choose a health plan. In the first few years of our marriage, we made our decision quickly, almost frivolously. We were in our early 30s and healthy; our medical needs were minimal. We dabbled in HMOs, PPOs, MedSpend plans, and fee-for-service coverage, picking plans mostly on the basis of what piqued my curiosity as a staff writer at the Wall Street Journal. I even was without insurance for nine months in 1989–90, because we were tardy in filling out the forms. At that stage in life, health insurance didn’t seem to matter much.

The past two years have been very different. Some of the people closest to us have confronted a difficult childbirth, an unexpected bout with cancer, a losing battle with diabetes. We have seen firsthand what happens when the medical/insurance system fails; we also have seen the life-saving power of the right doctor at the right time. As a result, our most recent kitchen-table sessions have been a lot longer. We have explored a series of “What if . . . ?” questions we had never asked before. “What if we become parents? What if our child has special needs? What if we have an emergency at night? What if we need to see a top specialist?”

Millions of other Americans find themselves in the same situation. New health plans offering some form of “managed care” beckon to workers and retirees alike. These plans are frequently known as health maintenance organizations (HMOs) or preferred provider organizations (PPOs). Not only are such plans cheaper than traditional insurance, they offer reduced paperwork and assurances that they can guard members against overtreatment. The advantages sound irresistible. But the choice isn’t that simple. Managed-care plans save money by limiting patients’ choices and by installing overseers who restrain what doctors can do. These restrictions can lead to painful breakdowns in medical care just when patients need help the most.

This book is meant for anyone who has tried to make sensible choices in the fast-changing world of medical insurance. There are no automatic answers that will be best for everyone. Within our own household, in fact, we are split: I’m willing to gamble that I can make managed care work; my wife is not, especially as she anticipates motherhood. But for everyone considering these choices, it helps tremendously to know how the game is played and where the greatest dangers lie. The middle chapters of the book talk about what managed care does well—and what it does badly—in treating major diseases. The final chapter offers some remedies to make the system work in patients’ interests.

This book also is meant for people who make their living in health care: doctors, nurses, hospital administrators, and employees in allied fields. For most of the years after World War II, health care was a booming industry with almost unlimited resources for the effort to fight disease. Now the cost-minded dictates of managed care have drastically transformed the health-care market, and many providers find the new rules alarming and bewildering. The early chapters of this book explain why this transformation occurred; Chapters 12 and 13 spell out the factors that will determine what forces prevail in the continuing struggle over the future of American medicine.

Finally, this book is written for people with the power to change how we pay for medical care: legislators, regulators, investigative reporters, and ordinary citizens. When I started writing about health care for the Wall Street Journal in 1993, America was consumed by the idea that a single, sweeping national health plan could correct all the flaws in our medical system. That idea never was realized; the Clinton health plan and its offshoots collapsed in the summer of 1994. But as I worked on this book, the health-care debate moved to the states. By one estimate some 400 bills pertaining to managed care were introduced in state legislatures in early 1996. Some of those bills may be flawed, but many of them point the way toward a better health-care system, one that is both cost-effective and compassionate. Each chapter of this book is meant to contribute to the discussion about creating such a system.

People in the HMO industry may view this book as a tough critique of their work. My mission was never to be hostile but always to be forthright. Over the next five years managed care undeniably will become the dominant form of American health insurance, if it isn’t already. For all the theoretical appeal of managed care, however, there are too many instances in which lofty principles have been compromised or ignored on the way to the exam room or the patient’s bedside. To avoid more such mistakes, we must identify the worst problem areas and start focusing on them. The cautionary examples in this book are meant as a first step.

 

Hundreds of people interrupted their lives to talk candidly with me about what managed care has meant to them. The bravest of all were the patients and their families, particularly Lamona Adams, Edmund Popiden, Stephen Bosworth, and Terry Lusignan. Doctors across the United States added their insights, hopes, and frustrations. Among HMO executives, Hyman Kahn, Joe Gerstein, Bill Popik, and Malik Hasan were thoughtful advocates for managed care, even in the face of difficult questions. Some HMO officials chose not to comment; their silence should not be interpreted as having any negative implications.

At the Journal, managing editor Paul Steiger encouraged me several years ago to learn about the intersecting worlds of medicine and money—and then cleared the way for me to write this book. Ron Winslow, Mike Waldholz, and Jerry Bishop taught me a lot about the subtleties of medical reporting. Colleagues, including Laura Johannes, Laurie McGinley, Hilary Stout, Elyse Tanouye, and Rhonda Rundle, freely shared ideas and sources. Neil Ulman, Dennis Kneale, Dan Hertzberg, Barney Calame, and Alan Murray also helped make this book happen.

Many outside readers and advisers helped me with quick feedback and wise advice. Edward and Joan Anders, Jack Corcoran, Ira Wilson, M.D., and Deborah Shlian, M.D., reviewed innumerable drafts of chapters. Each of them nudged me to explain things better while sharpening my thinking about what managed care does well and poorly. Tina Erickson opened doors in rural Tennessee. Nina Youngstrom, Adam Lilienfeld, and Mary Agnes Carey performed crucial research. Tom Petzinger, Arnie Milstein, M.D., Chuck Stevens, Jerome Kassirer, M.D., David Golub, Martin Kessler, Jeff Taylor, David Hilzenrath, David Schiman, and Nanci Schiman all provided helpful ideas.

At Houghton Mifflin, Steve Fraser proved once again to be a terrific editor. Lenora Todaro, Peg Anderson, and Glenn Kaye guided a bulky manuscript with skill and good cheer. My agent, Kim Witherspoon, and her colleague, Maria Massie, handled every negotiation well and honorably.

Once again my wife, Elizabeth Corcoran, was a special partner in completing the book. She was the first reader of every draft. She also was a selfless colleague, interrupting her own work at the Washington Post to help research a chapter in Tennessee, just when my deadline crunch seemed most overwhelming. Her support was a wonderful blessing.


1. A Baby’s Struggle

THIS WASN’T THE WAY Lamona Adams wanted to spend the night. Resting her infant son on her shoulder, she paced to the edge of her garage and peered into the darkness, looking for the first sign of the headlights of her husband’s car. It was 4:35 A.M. on a chilly March morning. All the other houses on Fireleaf Way were dark and still. Families in Fairburn, Georgia, were enjoying a few more hours of sleep before Saturday began. In a few hours the streets and lawns would be filled with the typical sights of an American suburb on a weekend: children bicycling, Rollerblading, or playing catch; parents going shopping or driving into Atlanta.

But Lamona Adams was already wide awake and very worried about her six-month-old son. What had started the day before as a moderate fever was steadily worsening. She had skipped work on Friday and taken the boy to the doctor, who recommended giving him Tylenol every four hours. That had helped for a while. By nighttime the Tylenol wasn’t subduing his fever anymore. At 3:30 A.M., Lamona had awakened to find her son, James III, feeling unusually hot, panting and moaning. His temperature: 104 degrees Fahrenheit.

Alarmed, Lamona called her health plan’s after-hours hotline at 3:50, asking what to do next. That was standard procedure for her; like millions of other Americans, she belonged to a “managed-care” plan, which required members to have most medical treatment approved in advance and to use only the most cost-effective doctors and hospitals if they wanted their bills covered. Only if a grave emergency arose were those restrictions waived.

It took a few minutes for Lamona’s health plan, Kaiser Permanente, to log in the baby’s symptoms and relay information from an operator to a nurse, from the nurse to a doctor, and then back to the nurse again. But by 4:05, word had come back: take the baby to the emergency room of Scottish Rite Children’s Medical Center.

“That’s the only hospital I can send you to,” the hotline nurse added.

“How do we get there?” Lamona asked. She and her husband had moved to Georgia just a few months earlier and were still learning their way around.

“I don’t know,” the nurse replied. “I’m not good with directions.” Rather than guess, the nurse passed along the hospital’s phone number and suggested that Lamona call for directions herself.

For the next 20 minutes, Lamona hurried to get ready. She phoned her husband, James Jr., who was working as a night security guard, and implored him to come home at once. She called Scottish Rite and got directions. She told her sister, who was staying with her, to remove the baby from the cool bath that had been started moments earlier. The two women dried the infant and got him dressed. Around 4:25, Lamona slipped her baby into his shoes, grabbed his blanket, and scrambled downstairs to the garage. A few minutes later, she saw the first flicker of her husband’s headlights. As her husband arrived, Lamona jumped into the back seat of their Plymouth Acclaim, holding the baby.

Her husband asked for directions, and she gave them. They had to drive three miles to reach Interstate 85 just south of Atlanta, then travel north on I-85 for more than 30 miles—past downtown Atlanta and on to the northern outskirts of the city. After that a junction, west six more miles on I-285, and about another mile on local streets.

“That’s way up north!” James said. “I know,” Lamona replied. “But that’s the hospital that they told us to go to.” With the streets deserted, James picked out a favorite shortcut that got them onto I-85 a little faster than usual. A former army sergeant who had served in Saudi Arabia as part of Operation Desert Storm, he was accustomed to making cool decisions in a crisis. As James started the long northward journey on I-85, Lamona urged him to drive faster. The speedometer nudged up to 75 m.p.h., then 80. James might have driven even faster, but it started to rain. What began as a drizzle quickly turned into a hard, torrential downpour. The small Plymouth slid across lanes, barely under control, then hydroplaned briefly on one of the curves. Afraid that he might crash the car, James had no choice but to slow down.

About 20 miles into their drive, the Adamses passed the skyscrapers of downtown Atlanta. A few miles off the highway was the Egleston Children’s Division of Emory University Hospital, a renowned pediatric center that could handle almost any crisis. Nearby were two more of Atlanta’s leading hospitals: Georgia Baptist and Grady Memorial. Without permission to use any of those institutions, the Adamses kept driving. They had 22 more miles to travel. In the back seat of the car, Lamona kept looking into her baby’s eyes, trying to reassure herself about his illness while making the baby aware that his mother was very close. For the first two thirds of the drive, the boy blinked back at her. As the car continued north, his eyes fell shut.

“Budé!” his mother snapped, calling her child briskly by a favorite nickname. “Bude!” The boy’s eyes opened again. Lamona leaned forward and told her husband, “James, hurry!” The father accelerated as much as he dared, and he began to grow nervous too. A few minutes later he realized he had shot past the junction for I-285, the road leading toward Scottish Rite.

“I don’t care, just go, go, go!” Lamona replied. They spotted a large blue “H” road sign, directing them to a closer hospital. As they neared the exit, the boy’s eyes closed again. A few moments later his heart stopped. At 5:29 A.M. the parents pulled into the parking lot of Kennestone Hospital at Windy Hill. Lamona bolted out of the car holding her son and ran into the emergency room, crying, “Help my baby! Help my baby!”

A nurse grabbed the infant and gave two breaths of mouth-to-mouth resuscitation. A pediatric “crash cart” was wheeled into the area, stocked with emergency equipment designed to save a baby’s life. Nurses and doctors began a whirlwind of rescue measures—inserting breathing tubes into baby James, beginning cardiopulmonary resuscitation and administering two doses of epinephrine, a powerful hormone and heart stimulant. As they started to work on the inert baby, his head lifted, then thudded against the emergency-room cot.

When she heard that thud, Lamona Adams screamed. She fell to her knees and, by her own account, became hysterical. Hospital employees took her arms and escorted her to the hospital’s nearby chapel. A nurse came in and tried to soothe her. A few moments later her husband arrived, with grim news. “It doesn’t look good,” he said. “They’ve got all these tubes in him.” Unable to move, Lamona stood in the chapel, praying, again and again, ”Don’t take my baby, God.”

After nearly 20 minutes of resuscitation efforts, Kennestone’s nurses reported the first sign of a renewed pulse. By 6 A.M. the baby’s heartbeat was steady enough that CPR could stop. But blood tests showed that he was still profoundly sick, with carbon dioxide levels far above normal. Even more ominously, the original cause of his fever remained undiagnosed. Doctors administered antibiotics in the hope that they would help; they learned a day later that his body was ravaged by a potentially fatal infection: meningococcemia.

At 7 A.M. Kennestone’s doctors decided to transfer the Adams baby to Scottish Rite, the hospital he originally was headed for, which could do far more for gravely ill children. This time, at last, an ambulance carried the boy. At Scottish Rite swarms of specialists clustered at the boy’s bedside around the clock for days. Neurologists, surgeons, infectious-disease experts, and others tried to assess the damage. It was clear that antibiotics were subduing his fever and that the hospital could keep the infant alive for at least a few days. But the doctors’ early assessments were full of foreboding. Meningococcemia had already caused vast, perhaps devastating, damage to little James. He was immobile and unresponsive. The blood flow in his hands and feet had essentially ceased.

One of the doctors, James Jose, began talking with the parents about whether it might be appropriate to withdraw life support at some stage. The crucial question, he said, was how badly the boy’s brain had been damaged. Could he still see? Would he ever be able to move? To speak? To read? Even if his brain had withstood the double trauma of meningococcemia and heart stoppage, further crises lay ahead. Little James’s skin had begun to turn black at his extremities, as blood cells and tissue died. It was clear that if he did survive, his ruined hands and feet would have to be amputated.

“We all understand that a tragic outcome is definitely in the future,” Dr. Jose wrote in the boy’s medical chart on March 31, 1993. “The parents are quite brave, intelligent and articulate issues well. But the best, or most acceptable, course isn’t yet clear.” The parents decided to wait a week to see if the boy’s condition would improve at all. If not, they said, they would agree to withhold life support, let the boy die quickly, and be buried intact, without any surgery.


April 6 was the Adamses’ self-imposed deadline. Early that morning they got an excited phone call from Dr. Jose: “He’s following the bear!” As part of a routine neurological test, Dr. Jose had passed the boy’s teddy bear back and forth in front of his eyes. For the first time, James’s eyes tracked the stuffed animal and seemed to recognize it. His vision and at least part of his higher mental capacities were saved.

For the Adamses and their doctors, the next step was clear. Within an hour the boy was wheeled into a pediatric surgery unit, where he would undergo amputations to ward off further gangrene. From this point onward doctors would do everything they could to help the boy—though he would have to live with the catastrophic loss of both his hands and both his feet. The baby’s medical chart, written in aloof clinical language, tried to mask the horror of what needed to be done. “Under general anesthesia, the patient’s extremities were prepped and draped in the usual fashion,” wrote Steven Cohen, a pediatric plastic surgeon at Scottish Rite. “The procedure took place very rapidly, beginning first at the right leg . . .”

Two months later James III had recovered enough to be discharged from Scottish Rite. His physical wounds had healed with incredible speed, as is generally true for babies. Scar tissue had formed at his extremities, cushioning the previously exposed muscle and bone. As his bandages came off, he began to move about in his hospital crib, smiling at his parents when they came to visit. He was not quite nine months old—too young to realize how different he was from any other child his age. In a whispered moment, a Scottish Rite doctor confided to the parents that only a tiny child could be so determined to live.

Back in Fairburn, the Adamses put their family life back together as best they could. Lamona kept her civilian job with the army, if only to secure health insurance for her little boy. Her husband quit his job to spend more time at home with his son and to handle the boy’s frequent appointments with doctors and therapists. In the parents’ hours at home together, away from the stares of strangers who didn’t understand what had happened to the boy, they built their own sanctuary. Lamona resumed breast-feeding her baby, while her husband sang lullabies to him. To their great delight, it became clear that their son’s energy and intelligence had somehow survived the ordeal. On weekend evenings the whole family—James Jr., Lamona, James III, and his older sister, Alysia—stretched out in the parents’ bedroom and watched HBO movies while nibbling on popcorn. At such times they were almost happy.

When the Adamses told people about the events leading up to their little boy’s amputations, however a sense of outrage began to build. The parents had tried to win timely medical care for a very sick child, to no avail. They had been told to drive 42 miles to a remote hospital—a fact that grated on the parents each time they brought their baby back to Scottish Rite for physical therapy or further surgery. Each day hundreds of parents brought sick children to Egleston, Georgia Baptist, and Grady hospitals in downtown Atlanta. James Jr. and Lamona Adams kept asking themselves: why didn’t Kaiser allow us that chance?

At the urging of Lamona’s mother, the couple hired a lawyer and sued Kaiser in mid-1993, alleging negligence. It took 18 months for the case to come to trial, but in January 1995, proceedings began. Each day grim-faced doctors and nurses stepped into the Fulton County state courthouse in downtown Atlanta, ready to testify in James and Lamona Adams v. Kaiser Foundation Health Plan of Georgia Inc. What had begun as one family’s tragedy soon grew into an exhaustive analysis of why a major managed-care plan had handled the case the way it had. The inquiry was especially striking because Kaiser generally was regarded as an industry leader in caring about its members’ well-being. But as details about Kaiser’s methods emerged, the case suggested that the margins of safety in a giant health plan are sometimes much thinner than people realize.

In court and in pretrial depositions, expert witnesses filled out the missing elements of the Adamses’ story. Doctors testified about what modern medicine could do to fight the baby’s illness. Other experts pulled back the curtain to explain what transpired at Kaiser at crucial stages. With that extra information, jurors could decide the trial’s central questions: were the Adamses simply victims of catastrophic bad luck, as Kaiser maintained? Or was the big health plan—with all its controls and guidelines—to blame in some way?

The very word meningococcemia is enough to scare a pediatrician. It is a rare but not unheard-of bacterial infection, striking about 800 infants a year. Its early symptoms don’t stand out much from those of ordinary flu episodes: fever, lethargy, irritability, and sometimes vomiting. With stunning speed, however, meningococcemia can become devastating. Bacterial infection can rapidly attack the membranes enclosing the brain and spinal cord, known as the meninges. Meanwhile, tiny blood vessels in almost any part of the body far enough from the heart can clot, shutting down blood circulation. In a standard warning to doctors, the 1992 edition of the Merck Manual of Diagnosis and Therapy declared: “Since acute bacterial meningitis, especially meningococcal, can be lethal in hours, accurate diagnosis and treatment are urgent. . . .    When bacterial meningitis is seriously suspected, administration of antibiotics should not await the results of diagnostic tests.”

At crucial stages, Kaiser had a chance to pinpoint the problem or summon help in a hurry. Each time, the health plan didn’t realize that a dread disease was stalking the little boy. And in the carefully controlled world of a big health plan such as Kaiser, it isn’t always easy for such realizations to occur. The great strength of such a managed-care plan is the ability to deliver reliable, cost-effective treatment in the areas of medicine that can be standardized and dealt with routinely. The system’s great vulnerability is the unexpected case.

Kaiser’s first chance to help baby James Adams came the morning of Friday, March 26, nearly 24 hours before the eventual crisis. When Lamona Adams started breast-feeding her son that morning, she noticed he was feverish. She called her health plan at about 6:45 A.M., relayed the symptoms, and asked for advice, as well as for a same-day appointment with a doctor. A Kaiser employee suggested using over-the-counter Tylenol to lower the baby’s fever and scheduled an 11:50 A.M. pediatric exam at one of Kaiser’s clinics in nearby Southwood. By the time the baby arrived, his temperature had risen to 102 degrees, enough to worry his mother, though still well below the fevers that infants sometimes run.

When pediatrician Cindy Juster began the 10-minute exam, she did what Kaiser later described as appropriate care. She checked the boy’s ears for possible infection. She listened to his chest with a stethoscope. She recommended sticking with Tylenol to fight the fever and administering saline solution to help clear up his nasal congestion. All were standard approaches to treating a bout of the flu, the most likely diagnosis based on the baby’s symptoms. Dr. Juster didn’t take a blood sample or prescribe antibiotics, Lamona Adams recalled in a legal deposition a year later. Instead the pediatrician provided a classic piece of Kaiser-style preventive care: she urged Lamona Adams not to let her husband smoke cigarettes inside the house, for the baby’s sake.

The Adamses never alleged any negligence in Dr. Juster’s exam. Medical experts in the court case noted that it was highly unlikely that any doctor would have ordered a blood culture based on the baby’s symptoms at the time—or that such a test would have yielded positive results in time to make a difference. Even so, a former Kaiser pediatrician raised questions about the HMO’s priorities. She testified that the health plan in 1992 briefed its doctors on the importance of cost containment. The basic message: “We can practice good medicine without spending as much money.” Kaiser around that time also had speeded up its routine pediatric exams from the previous 15 minutes to 10 minutes apiece. That saved money, but it left less time to consider the range of things that might be going on.

Kaiser’s next chance came at 3:50 A.M. the following morning, by which time the Adams baby was very sick. Like many managed-care plans, Kaiser had set up an after-hours nurse advice line that members were supposed to call if they had a medical problem. In the most extreme emergencies, members were allowed to go directly to a nearby hospital. But Lamona Adams couldn’t tell for certain how severely ill her son was. Like many people in a managed-care plan, she felt that her first obligation was to call the hotline and get advice from the plan’s own nurses.

Such 24-hour advice lines are saving money for health plans; they also are profoundly changing emergency medicine. Nurses who staff these lines are meant to spot true crises quickly and point those patients toward the emergency room or an ambulance, while weeding out false alarms and recommending lesser care. Overall, ER visits and ambulance calls can be cut in half, according to advice-line specialists. A well-run line actually can improve patient care, medical experts say—as long as three conditions are met. Nurses must be fully briefed on emergency medicine for all kinds of patients. Telephone exchanges with patients or parents must mimic the thinking of a good emergency-room doctor. That means asking first about any evidence of life-threatening symptoms, no matter how remote, and proceeding to simpler problems only after ruling out the possibility of something grave. Finally, nurses need to relay information about tough cases quickly and accurately to a backup physician. If those conditions aren’t met, experts say, the risk of a medical disaster rises.


In the predawn hours of March 27, 1993, Esther Nesbitt was working the night shift at Kaiser’s nurse hotline. She had been a nurse for 20 years, working in New York City emergency rooms early in her career. After coming to Georgia in 1984, she became a nursing-home inspector, then joined Kaiser. Her career experience in pediatric units amounted to “maybe a year, a year and a half,” she later said in a court deposition.

On Nesbitt’s desk was a Manual of Pediatric Protocols, including a three-page tip sheet entitled “Fever.” The tip sheet was arranged much like a set of college notes, with a nine-line definition of fever at the top, an explanation of fever’s causes, and only then a series of questions that parents should be asked. Down near the bottom of the first page, ninth in a list of 11 questions, was a question that many emergency-room doctors would pose right away: “Is [the] child having problems breathing?”

From her perch at Kaiser’s offices, Nesbitt decided after a few minutes that little James Adams wasn’t in respiratory distress. The telephone operator who took Lamona Adams’s initial call had handed Nesbitt a summary sheet that read: “moaning, panting breathing, no vomiting.” Medical experts called by the Adamses’ attorney said they would regard such symptoms as clear signs of breathing problems. Nesbitt talked briefly with Lamona Adams on the phone about the baby’s problems. Based on that conversation, Nesbitt later testified, “I had no indication from my assessment that the child was in any distress in order to necessitate 911 being called.” From her appraisal of the case, Nesbitt prepared to point the Adamses toward Kaiser’s usual hospital, without knowing how far away it was.

One last chance remained for Kaiser to treat the case as an all-out emergency. Under the health plan’s own rules, hotline nurses were supposed to check with an on-call doctor on the handling of many cases. After speaking to Lamona Adams, Nesbitt phoned Carol Herrmann, a Kaiser pediatrician who was sleeping at home but was available for consultations. The doctor and the nurse differ greatly about what was said. Nesbitt said she passed along a full summary of the case, including the initial phone-log assessment of the baby’s panting and moaning. But in separate testimony Dr. Herrmann offered a decidedly different version. In a legal deposition she said Nesbitt didn’t tell her that the child was moaning and panting. The physician added, “Had I gotten that information, I would have asked for Ms. Adams’ phone number so I could call her. . . .    If there was actual moaning, I would say I would like that child seen within 15 to 2.0 minutes. . . .    If a child is having agonal respirations there would be a good likelihood that death would be imminent.” Based on the information given, however, Dr. Herrmann concurred with nurse Nesbitt’s treatment plan.

There would be no ambulance called, no authorization for the family to seek the closest hospital. Kaiser had given its instructions. It was up to Lamona Adams to stand in her driveway, holding her baby in the dark, and wait for her husband to come home.

The decision to send the Adamses to Scottish Rite—42 miles from their home—was no whim on the part of the night nurse. It was the way Kaiser wanted most pediatric hospitalizations handled. Like most managed-care plans, Kaiser regularly dealt with only a handful of the hospitals in its area. The plan’s financial managers regarded that as good business; they could get discounts in return for promising to steer many patients to their chosen hospitals. Kaiser’s doctors generally saw value in selective contracting, too. The health plan could pick out hospitals it regarded as modern, efficient, and of high quality, then direct almost all its patients to those centers. For both those reasons, Kaiser in 1990 signed a multiyear contract with Scottish Rite. The health plan agreed to send most of its pediatric cases to the hospital in Atlanta’s northern suburbs in return for a 10 percent discount on the first $5 million of business each year. If Kaiser’s patient volume exceeded that amount, the discount would increase to 15 percent. When the Scottish Rite contract was signed, it could have been clear this would inconvenience some of the health plan’s members. But to judge from the decision taken, that was not seen as an overriding factor.

In the final stages of the trial, medical experts clashed about whether the Adamses’ long drive—and baby James’s heart stoppage—ultimately changed his fate. Doctors summoned by Kaiser said that the delays and the heart attack hadn’t worsened the outcome. Meningococcemia was rampant throughout the baby’s body, these doctors contended; he was doomed to have the amputations regardless of how quickly he was seen after Lamona Adams’s call to the nurse hotline.

But Roger Barkin, chairman of the department of pediatrics at Rose Medical Center in Denver, argued otherwise. Called as an expert witness on behalf of the Adamses, Dr. Barkin testified that if an ambulance had carried little James Adams to the nearest emergency room before his heart stopped, nearly all of the subsequent catastrophe could have been avoided. Antibiotics would have been administered 60 to 70 minutes earlier, Dr. Barkin calculated. The heart attack wouldn’t have occurred; circulation damage from the infection would have been much less. In such circumstances, Dr. Barkin suggested, the boy might have “had some loss of part of a toe or part of a finger,” but not much more. The Adamses’ lawyer, Thomas Malone, built that assessment into his closing arguments in the case. In Malone’s view, “We went from a 10 percent chance of the child losing his limbs to a 90 percent chance.”

On February 1, 1995, legal arguments were finished. Adams v. Kaiser went to the jury. Kaiser asked that the suit be dismissed; Malone pressed for millions of dollars in damages. One of his damage estimates, he told the jury, amounted to $100 an hour for the rest of little James Adams’s expected life. “That may seem like a lot of money,” he said. “But would any of you want to change places with this little boy, even for $100 an hour?”

After one and a half days of deliberations, the jury found Kaiser guilty of medical negligence and awarded the plaintiffs more money than they had dared expect. The boy was awarded $40 million; his parents, an additional $5.5 million. That amount later was shrunk significantly when Kaiser reached an out-of-court settlement in return for forgoing its right to appeal. Still, the case ended up with a multimillion-dollar penalty for Kaiser—and an indelible emotional impression for jurors. One moist-eyed juror walked over to Lamona Adams after the verdict was announced and softly said, “You take good care of that baby, now.” Another juror, unable to find the right words, simply threw her arms around Lamona and gave her a hug.

Once the publicity died down, Lamona Adams faced the much harder job of helping her son grow up. Some days brought smiles to her face as she shared the normal parts of parenting: letting the boy watch Barney videos, arguing over bedtime, sharing his joy when he looked at a mantelpiece portrait and declared: “Grandma!” Other days were heartbreaking as she realized how much would be maddeningly hard or impossible for her son to do.

Therapists fitted James with prostheses that helped him walk around the house. But sports, hiking, and most strenuous outdoor activities would never be possible. Doctors said his mental functioning was average or above average. Yet James Adams III was a “catastrophically handicapped child,” as his case manager, Kathy Willard, observed. Extensive training with artificial hands lay ahead if he was to have any hope of doing what other children master without thinking: picking up a pencil, getting dressed, or playing with friends. More distant goals, such as living outside his parents’ home or finding work, seemed even more daunting.

Within Kaiser the Adams tragedy caused considerable soul-searching. In a policy switch, the health plan told its hotline nurses in Georgia to ask repeat callers at the end of a conversation, “Is there anything that makes you think you should go to an emergency room right away?” Scottish Rite Medical Center added a new sentence to the start of its automated telephone greeting: “If this is a life-threatening medical emergency, please hang up and call 911.” Carol Herrmann, the pediatrician who was phoned the night that Lamona Adams sought advice from the hotline, quit Kaiser and went to work for a different pediatric practice. She gave her home number to parents and told them to call her directly—at any hour of the night—if they were seriously worried about a sick child.

Kaiser administrators continued to deny that there were any fundamental flaws in their approach to medicine. “We feel this was not a managed-care systems issue,” Kaiser spokesman Dan Danzig said a year after the Adams verdict. “Maybe it was an emergency access thing.” In Georgia, Kaiser administrators weren’t even prepared to concede that much. “The care that we gave this young patient was appropriate,” the health plan declared in a one-page statement in January 1996. “While we recognize the jury’s understandable sympathy for the child and his family, the judgment was not supported by medical evidence.”

For Lamona Adams, however Kaiser’s way of doing things didn’t allow for an adequate margin of safety when her baby became sick. She felt rushed in the pediatrician’s office. She felt she couldn’t go directly to an emergency room but had to call the hotline. In a moment of crisis, she had to speak with a nurse rather than a doctor. And then she was sent to a faraway hospital instead of a local one. In her eyes she had been ill served by a system that required members to deal with a remote gatekeeper when seeking treatment approval. As she fervently declared one evening at her home, “We don’t need a gatekeeper if a child is in an emergency. We need all the doors to be wide open.”

 

Such breakdowns in medical care are what this book will explore. A new health-care system known as managed care is taking hold in the United States, promising to make medicine more affordable, more efficient, and of higher quality. The best-known forms of managed care—tightly supervised medical plans known as health maintenance organizations (HMOs)—now claim 58 million members and are growing at a rate of 100,000 a week. In these health plans, doctors and patients no longer are left to themselves to seek whatever they consider necessary care. Instead new overseers have entered the picture via health-insurance plans, shaping treatment decisions from the start. These executives become medical commissars, deciding what doctors patients will see, what pills they take, and what hospitals they can use in a crisis. The architects of this system are supremely confident of their ability to make the right choices for millions of Americans; they believe they are creating such a decisive improvement over the fragmented, high-cost health care of prior years that it is only a matter of time before almost every American belongs to such a plan.

As we shall see, managed-care plans have the potential to do a great many things right. They can bring factorylike efficiency to the routine aspects of medicine. They can ensure that more babies get immunized on time, that more women in their 50s get regular mammograms to check for breast cancer, that diabetics get yearly eye exams. They can cut costs of health insurance 5 percent to 20 percent at the outset and then slow down further increases, chiefly by working with small groups of cost-effective doctors and hospitals and by taking away longstanding financial incentives for overtreatment. Most of all, managed care can redirect the priorities of American medicine so that good preventive care is no longer a stepchild in a world dominated by costly late-stage crisis care.

There is a dark side to managed care, however: the individuality of each patient doesn’t matter much anymore. Planners have created a complex medical machine, full of channels and pathways designed to standardize most cases. The ascendancy of managed care may be correcting many misjudgments of unsupervised medicine. But managed-care planners are racing so fast to cover millions more people that they often lack the time—or the experience—to detect the potential blind spots of their system until tragedy strikes. That leads to a new class of blunder: the medical catastrophe that could have been prevented by overseers at several steps along the way, but wasn’t. To wit:


	An elderly woman hoping to live out her last few months in dignity may find her health plan pushing for a transfer to a low-grade nursing home that is grossly unsuited to her needs.


	A middle-aged man needing heart surgery may find his HMO steering him to a hospital that has worse than average mortality statistics, in the interests of saving money.


	A young woman fighting breast cancer may find that her managed-care plan is badgering her doctors not to go ahead with a costly, long-shot treatment that has already been recommended as her best hope.


	A country doctor trying to stop an epidemic of a parasitic disease may find that the antibiotic he wants to prescribe has been declared off-limits by local managed-care plans for reasons of cost. While he appeals that decision, townspeople must cope with the epidemic by reverting to the public health norms of the 1940s: boiling clothes, washing hands incessantly, and closing schools.




To the planners trying to spread their new system throughout the United States, such reports of local failures hardly deserve attention. The champions of managed care focus on many thousands, even millions, of covered lives at once. At that level people’s faces and individual experiences vanish. Only statistics remain. To be asked to focus on anything different is annoying. As the head of employee services at a major electric company put it in a mid-1995 speech: “Anytime health benefits are discussed—regardless of whether the group represents senior executives or workers from the line—it is difficult to keep the topic at a policy level. Conversation almost immediately deteriorates into personal preferences, concerns, and anecdotes. Will I have to give up my doctor? How far will I have to travel? Will I get the best quality care?”

What the planners forget is that health care only seems like a vast industry ready to be conquered by statistical methods. Ultimately medicine is intensely personal; it is a service delivered one patient at a time. The managed-care industry is dominated by people who see many statistics and few patients. They want to be judged by how they treat healthy populations overall. The crucial test of a health plan, however, is how it performs when anxious families are fighting medical disaster. After all, the main reason people seek health insurance is to have some medical security in a crisis. For that reason, any thorough assessment of managed care must concentrate on those moments when the risk of grave illness or devastating medical bills is palpable.

In Georgia, Kaiser and the Adamses never found a way to talk about such issues. The massive lawsuit drove the two sides apart; from mid-1993 onward, each viewed the other with great wariness. But one person on the Kaiser team did try to reach across the chasm between the health plan’s policies and a mother’s needs. It was Carol Herrmann, the pediatrician on call the night Lamona Adams phoned Kaiser for help. With sadness in her voice, Dr. Herrmann called Lamona at home shortly after the tragedy occurred. “We know about what happened to your son,” Dr. Herrmann said. “I want to tell you how sorry I am to hear about it.” The two women talked briefly about the telephonic relay system that night—and what had or hadn’t been conveyed to Dr. Herrmann. At the end of the call, Dr. Herrmann told Lamona again how much the whole case concerned her.

“I have small children myself,” the doctor explained.


2. Dismantling the Old System

EDWARD HENNESSY, the long-time chairman of Allied Signal Corporation, remembers the moment when soaring health costs finally prompted him to slam down his fist and declare, “Enough!” It was in early 1987, just after he learned that his company’s expenses for employee health care were climbing 39 percent a year. Even though the big New Jersey conglomerate was doing well in its basic businesses—auto parts, aerospace, and chemicals—that sort of pell-mell growth in workers’ health costs might ruin the company’s prospects.

Determined to avert a crisis, Hennessy asked an aide to show him the most astronomical medical bills, in which care for corporate employees or their families topped $100,000. To Hennessy’s astonishment, aides wheeled a metal cart into his office to deliver those documents. They were dealing with a mountain of manila folders nearly three feet high, a stack so huge that Hennessy initially refused to look at it. “Show me just the bills that are $250,000 or more,” he told his staff. A short while later, a smaller mound of folders was delivered to his office. As Hennessy flipped through each binder, he encountered medical calamities from all over the United States, ranging from gravely premature infants to retirees with unending heart troubles. Each story involved desperate operations, unexpected complications, and an unending barrage of tests, exams, and therapies. Even when death was imminent, bills kept piling up, while the insurers hired by Allied Signal to administer this system did little to hold down costs. Ultimately, all these medical expenses were passed on to Allied Signal, either as premium increases or as direct costs.

From that moment on, Hennessy crusaded for change. “If we don’t fix this ourselves, [corporate raider] Boone Pickens is going to fix it for us,” he told subordinates in early 1987. At a top executives’ budget meeting that spring, Hennessy angrily interrupted a presentation on health-care spending. The company’s head of human resources, Ted Halkyard had been delicately explaining how he hoped to slow health care costs to a 15 percent increase in the coming year.

“That’s unacceptable!” Hennessy snapped. “Come back and tell me how it’s going to be zero.”

Halkyard blanched. He couldn’t imagine any strategy—short of canceling employee health insurance, thus inviting a workers’ mutiny—that would slow costs that drastically. But Hennessy was serious. Struggling for a compromise, Halkyard suggested that Allied Signal begin wide-ranging talks with insurers about overhauling the company’s health coverage. If those talks went well, Halkyard said, perhaps the rise in health costs could be slowed to the general inflation rate. “That’s the most we can do,” Halkyard explained. “And that’s going to be a tremendous amount of work.”

Over the next few days, Halkyard and his staff scrambled for a strategy to soothe what they dubbed “the Hennessy beast.” Their solution: invite a dozen big insurers and health plans to compete for the chance to put most of Allied Signal’s 76,000 workers, as well as their dependents, into managed care. Employees who chose not to use the cost-effective doctors and hospitals designated by this new system could still see their old physicians. But those workers would have to pay an uncomfortably large share of the costs themselves. Incentives to stay within the managed-care network would be so strong, Allied Signal and its consultants predicted, that 70 percent of employees’ medical spending would be redirected into it. Because Hennessy wanted results in a hurry, Allied Signal decided not to phase in the new plan over several years. Instead, it would act as fast as possible, changing every worker’s health coverage in early 1988.

What happened at Allied Signal in the late 1980s quickly became a model for the rest of corporate America. One after another, companies recoiled in horror at how much their open-ended health plans were costing them. Unwilling to bankroll this expensive system anymore, executives began dismantling the extravagant health plans that had allowed employees to draw upon the most that American medicine could offer, at hardly any direct personal cost. Instead, an austere new approach to medical care was put in place. Holding down expenses became the overriding goal, even if it meant telling employees that they couldn’t see certain doctors; couldn’t go to certain hospitals; couldn’t have costly CAT scans and other tests performed.

This “businessman’s revolt” was more than a money-saving issue; it had emotional and moral overtones as well. The companies that aggressively opted for managed care did so partly from a belief that doctors and hospitals, unsupervised, simply couldn’t be trusted anymore. By the late 1980s the American medical establishment no longer occupied the revered position it had enjoyed a generation earlier. Images of greedy doctors abounded in popular culture, with some justification. Young doctors in training boasted about how much money they would make, often by relentlessly testing every patient they could, a practice known as “scoping for dollars.” Health experts debated whether the huge American buildup in hospital-based medical technology—far beyond what existed in any other country—actually helped patients get better or simply helped providers get rich. As corporate payers began studying the health-care market in greater detail, they often convinced themselves that the savings offered by managed care not only benefited their own companies, but might actually be better for society at large.

The migration into managed care took place very suddenly at some companies, slowly and gently at others. From the late 1980s onward, however, the trend picked up speed until it became a juggernaut. Employers ranging from General Motors and Sears Roebuck to Hy-Vee Food Stores in Iowa overhauled their fundamental approach to employee health care. In the process they nudged at least 20 million Americans into HMOs and many millions more into preferred provider organizations (PPOs) or other, looser forms of managed care. As this migration happened, power flowed into the hands of the insurers who ran the tightfisted managed-care plans. Doctors and hospitals, even the best and most trusted ones, found their authority slipping away.

These transformations have proven intensely controversial. Workers at many companies have felt betrayed by the loss of their old all-encompassing health benefits. In some cases employees have sent petitions to corporate headquarters denouncing managed care. Secretaries have grumbled to their bosses about the injustice of the new system. Doctors and hospital managers have argued that managed care is a mistake—perhaps for patients and certainly for their own careers. Allied Signal’s boss bumped into an especially dramatic sign of this indignation in the late 1980s when an irate physician warned him, “Hennessy, you’d better not need to be operated on in New Jersey.”

Yet the corporate executives who tore down the old health-care system insisted they were doing the right thing. “It was the only way we stood a chance of affecting our cost of health care,” recalled Allied’s Ted Halkyard. “We had tried asking for second opinions on costly procedures. We had tried switching to outpatient surgeries. We had tried everything else, and nothing was working.” A hint of exasperation crept into his voice as he repeated, “Nothing was working.”

All the subsequent upheaval associated with managed care must be understood against that backdrop of 25 years of business frustration with the mounting costs of medical care. After years of trying small, sensible steps that didn’t work, corporate executives hardly worried about acting too boldly. Their overriding concern was whether anything could restrain the runaway health costs that were jeopardizing their businesses.

 

Men like Ed Hennessy and Ted Halkyard didn’t ask to reshape America’s medical system. In Britain, Germany, and most other industrialized countries, health insurance has been government-structured for decades. But the United States has taken a different path. Its health insurance markets evolved haphazardly and never came under central control. Corporate employers ended up in the curious position of being the leading providers of medical insurance.

In nineteenth-century America, doctors’ bills were low and hospitals admitted many patients as charity cases. As a result, formal medical insurance was rare; individuals simply paid medical bills as best they could. In the 1920s private health insurance began as a cushion against unexpected hospital bills. Citizens generally bought coverage on their own, though a few companies, such as Montgomery Ward, offered health insurance as a fringe benefit. When World War II broke out, labor markets tightened and employers were subject to strict wage controls. Employer-organized health insurance caught on as a way to attract workers.

In the late 1940s, when medical services accounted for just 4 percent of gross national product, President Harry Truman tried to enact government-run health insurance for all. “We can afford to spend more on health,” he told the country in 1945. His proposals bounced around Congress for several years but never won passage. Some of the most strident opposition came from doctors, who worried that their autonomy and their incomes would suffer. In a multimillion-dollar lobbying campaign, the American Medical Association repeatedly denounced the Democratic president’s plan as socialized medicine. Legislators were cool to the Truman plan too, particularly after Republicans made heavy inroads in the 1946 elections. Most fundamentally, as author Paul Starr later noted, “growing confidence in American capitalism” led to dwindling public support for any big new government program.

As the postwar economy took off, corporations and unions filled the insurance gap. In 1940 just 12. million people enjoyed the luxury of private health insurance, less than one tenth of the population. Then labor leaders pressed for health coverage, provided either by unions themselves or by corporate employers. Companies generally obliged. The ranks of the insured swelled to 77 million in 1950 and kept climbing. In 1960 some 123 million people, or 60 percent of the population, had private health insurance. Every few years employers in the postwar boom further enriched health benefits, with the automobile industry leading the way. General Motors’ original plan, enacted in 1941, covered only hospital costs and required employees to pay the full premium. In 1950 GM agreed to pick up half the cost of insurance and to extend coverage to doctors’ services. In 1961 GM and other car companies agreed to pay the entire premium for employees and to cover half the costs for retirees and dependents. A few years later retirees and dependents were granted full coverage. Then prescription drugs and mental-health coverage were added to the menu.

Years later, directors and executives would rue their predecessors’ generosity. “Chrysler opened its treasury door to doctors and hospitals,” wrote Joseph Califano, a one-time secretary of Health, Education and Welfare who served as a Chrysler director in the early 1980s. “By agreeing to first-dollar coverage, Chrysler increasingly insulated its employees from any sense of what health care cost. . . .    This gave the doctors the power to write their own checks on the Chrysler account.” At the time, however, executives regarded all-inclusive health benefits for workers as both prudent and affordable.

The most profound implications of employers’ generosity showed up in America’s hospital bills. In 1946 a single night’s stay in a U.S. hospital cost just $9.39 on average. Hospital equipment was spartan, and the nurses and aides who worked there were paid relatively low wages. Twenty years later hospitals’ basic nightly rates had climbed to $45. By 1985 many community hospitals had turned into “medical centers” packed with expensive diagnostic equipment that could generate $2,000 a day or more in bills for patient testing. These hospitals bustled with nurses, X-ray technicians, and other skilled employees, all earning more than the median U.S. worker. Basic room rates alone often topped $600, even before tests and doctors’ fees. Even something as simple as a hospital bed wasn’t simple anymore. It was a high-tech medical marvel, packed with switches and controls to improve patients’ safety and comfort. Top-of-the-line hospital beds cost $10,000 or more—at least as much as a new car. Someone had to absorb those costs, and corporate health-benefits plans or the federal government were the ultimate payers.

Medical schools and teaching hospitals fueled this technological buildup, encouraging thousands of young doctors to
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