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Acentury of history requires an enormous breadth of research and a herculean effort to distill it into a three-hundred-page narrative. Many of our topics involve settled history in which previous analysts and historians have devoted entire books to just one part of one of our chapters. Hence, we relied on many excellent texts as well as original sources and personal interviews. We have diligently tried to acknowledge all of our sources, but inevitably the insights and analyses of previous writers were bound to influence our thinking. We want to specifically acknowledge a few texts on which we heavily relied. In the Nixon chapter (and to a lesser extent elsewhere), we relied on The Heart of Power by David Blumenthal and James Morone. Haynes Johnson and David Broder's book The System, about the Clinton health plan, was an extraordinary example of historical journalism and we cited it frequently. For early history, we often consulted Paul Starr's Pulitzer Prize–winning book, The Social Transformation of American Medicine. The Medicare saga produced two outstanding books: Ted Marmor's The Politics of Medicare and Richard Harris's A Sacred Trust. Ted also met with us and was generous with his time and ideas.

We also benefitted from the work of David Smith's Paying for Medicare: The Politics of Reform and Rick Mayes and Robert Berenson's Medicare's Prospective Payment and the Shaping of US Health Care. We relied on Richard Himelfarb's book, The Rise and Fall of the Medicare Catastrophic Coverage Act of 1988. Finally, our Brandeis colleague Michael Doonan counseled us on the Health Insurance Portability and Accessibility Act and the State Children's Health Insurance Program. He also provided his excellent dissertation, American Federalism and Contemporary Health Policy. We can only hope that our research will be as valuable to future writers as theirs were to ours.


We also want to express our appreciation for those who agreed to share their insights and recollections in personal interviews. A list is provided in the end material at the back of the book. Our special thanks go to Chip Kahn, who was always helpful and who generously devoted his time for numerous interviews.

Our literary agent, Jason Ashlock of Movable Type Literary Group, offered us wise counsel and connected us with our publisher, Prometheus Books. We are grateful to Stuart's nephew Bennett Kleinberg who helped link us up with Jason and to Steve Rivkin for his advice and support for the project. Our final product reflects the efforts and expertise of the people at Prometheus, and we particularly thank Steven L. Mitchell, Ian Birnbaum, and Mariel Bard for their diligent work.

As academics, we were fortunate to have the assistance of some very able Brandeis University PhD students. We owe a debt of gratitude to Saleema Moore and Jeff Sussman, part of the next generation of thinkers who will confront the challenges of our complex health care system. We are both appreciative of Ann Cummings, who provided assistance and advice throughout the project.

On a more personal level, Stuart would like to thank his wife, Diane, and daughters Beth, Renee, and Heather for their love and support for so many years as he traveled frequently to Washington and asked them to pick up their lives several times and move across the country. Stuart will always carry a heartfelt appreciation for his mother, Florence, now departed, for her love of life and for prodding him to make Medicare a better program for its beneficiaries. Sustaining a two-year task with an uncertain reward is difficult, and David is thankful for the two people who have been most inspirational in his life: his wife, Ellen Wright, who, after reading drafts and redrafts ad nauseam, is still his wisest editor, loving companion, and best friend; and his son, Brian, who carries a heartfelt passion for social justice.
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Secret Meetings in the Church Basement

Stuart Altman steps out the rear door of the taxicab and glances up and down the sidewalk. Seeing no one he recognizes, he heads up the walkway toward the church. It would be unlikely to encounter a familiar face in this neighborhood, but just the same, he is cautious. It is June 1974, and Richard Nixon is president. Altman (the deputy assistant secretary for planning and evaluation—health), and two colleagues from the Department of Health, Education, and Welfare (HEW), are about to attend a secret meeting in the basement of the church. They know President Nixon would not be pleased if they were seen.

The Saint Mark's Episcopal Church sits on the corner of Third and A Street in Washington, DC, just behind the Library of Congress. Originally built in 1888 in the Neo-Romanesque style, the church has long served the Capitol Hill community. Altman is a Jewish boy from the Bronx, so he has not come to worship. He enters through the side door of the church and steps into the empty sanctuary. With no one else inside, an eerie quiet is broken only by his footsteps echoing off the stone walls and concrete balustrades. He walks down a steep staircase and enters a gathering room in the basement of the church known as “the pub.”

“Good morning, Stuart,” comes the greeting from Stan Jones, who arrived a few minutes earlier. Jones, a former divinity student, is a close friend of the church's rector, Jim Adams. The rector has kindly lent Jones this room where the participants can meet in secret. With all the intrigue, you might think of conspiracies from The DaVinci Code or Angels and Demons, but Jones is an aide to the liberal senator Edward M. Kennedy, and he is here to talk about health care legislation. Kennedy does not want anyone to know he is negotiating with the Nixon administration.

Two minutes later, a third member of the triumvirate enters the basement room. Bill Fullerton is an aide to Wilbur Mills, the Democratic representative from Arkansas and the powerful chairman of the House Ways and Means Committee. Everyone in the room knows that health reform will not happen without the support of Wilbur Mills.

There is such an easy camaraderie among the group that it seems odd to meet in secret. But in 1974, like today, there are widely divergent views about health care reform. All three factions advocate positions strongly favored by their own constituencies, and they do not want to alienate their supporters by appearing to compromise with their opponents. How did these three factions from different parties and different ends of the political spectrum come to meet secretly in the basement of a Washington, DC, church? We begin the story with a brief look at the players.

Faction no. 1: Ted Kennedy

Universal health care was Ted Kennedy's issue. His brother, the slain president, championed the Medicare program but did not live to see it enacted by Lyndon Johnson in 1965. Ted Kennedy filed his first universal health care bill in 1971. It was based on a proposal by the Committee of 100 for National Health Insurance, a group Kennedy cochaired with Walter Reuther.

Reuther was head of the United Auto Workers (UAW) and had successfully negotiated many of the generous health benefits the autoworkers secured in the ’50s. The big automakers could afford the concessions to labor because they had little competition in the ’50s and simply added the cost of health benefits to the price of their cars. However, as the cost of providing health benefits increased, Reuther saw the wage gains of his workers becoming smaller. Early on, he understood the damage that runaway health costs could do to both American workers and industry. After withdrawing the UAW from the American Federation of Labor and Congress of Industrial Organizations (AFL-CIO), he formed the Committee of 100 for National Health Insurance. The members consisted of union activists, academics, medical professionals, and politicians—the most important of whom was Ted Kennedy. In 1969, the committee formulated its Health Security Plan. It was a universal health plan that combined all public and private health plans into one single-payer plan financed by federal taxes. The plan included a global budget and provided incentives for prepaid group practices (later called HMOs).

The proposal from the Committee of 100 became the basis for the Health Security Act that Kennedy filed after he became chair of the Subcommittee on Health in 1971. Although the bill never made headway, the effect that the committee and Kennedy had on Richard Nixon was significant. Always the cunning political observer, Nixon anticipated that Kennedy would win the Democratic Party's nomination and challenge him in the 1972 election. He did not want to cede the health reform issue to Kennedy. Hence, in 1971, goaded by public pressure from Kennedy and the committee, Nixon surprised his fellow Republicans by issuing his first proposal for comprehensive national health care reform.

From the start of his political career, Kennedy had aligned himself with big labor and other traditional, liberal Democratic constituencies. In concert with their positions, he advocated a single-payer health system in which the federal government provided everyone's health insurance and financed it largely with general revenues (taxes). Nixon, on the other hand, proposed an employer-based system that retained private health insurance. Liberal Democrats and labor unions believed the Democrats were likely to capture the White House in 1972, and they opposed Nixon's plan, figuring they could enact a single-payer system when they held power. Of course, they were proved wrong when Nixon easily won reelection.

The debate over national health reform continued through Nixon's second term, and Ted Kennedy faced a conundrum. Universal health insurance was, quintessentially, his issue. He cared about it deeply and wanted it to become a reality in the United States as it was in virtually all other developed nations. Yet he was realistic about the political opposition to his single-payer proposal. The health insurance lobby was strong, and its members would cease to exist or, at most, play a diminished administrative role if the government provided everyone's insurance. The American Medical Association (AMA) feared that government-provided insurance would eventually lead to regulation and price controls. Opponents branded Kennedy's plan “government-run health care” and claimed it would be the first step toward socialized medicine. Kennedy realized the opposition to single-payer was too powerful and feared he might become marginalized as Congress debated more moderate alternatives. He did not want to be left out, and he certainly did not want Nixon and the Republicans to get all the credit for national health insurance.

Hence, in early 1974, Kennedy met secretly with Wilbur Mills to create a more liberal version of the plan proposed by the Nixon Administration. In April they announced the Kennedy–Mills bill, surprising everyone, but disappointing Kennedy's liberal supporters. The bill was a modified single-payer that retained private health insurers, but mainly in the role of fiscal intermediaries. The proposal also required insured individuals to make substantial copayments. Liberals and big labor wanted a pure single-payer and opposed the bill, thinking they could wait out Nixon's second term. But Kennedy was determined to pass national health insurance and wanted to explore whether a bipartisan bill could be developed. At the same time, he was leery of further alienating his supporters, many of whom would be outraged if they knew he was negotiating away single-payer with Richard Nixon. That was why he sent Jones to meet secretly with Altman and Fullerton in the basement of the Washington, DC, church.

Faction no. 2: Wilbur Mills

There may never again be a committee chairperson as powerful as Wilbur Mills. During Nixon's presidency, the structure and operation of Congress was much different than it is today. The major congressional committees were autonomous power centers that could push through or block any legislative initiative. The chairs of these committees, who by definition were always in the majority, dictated the procedures and ruled like kings. The Ways and Means Committee, chaired by Wilbur Mills, was the most powerful. Not only did it have undivided jurisdiction over important areas such as taxes and federal health policy, but it had no subcommittees. Mills did not have to delegate authority to subcommittee chairs, who would then have autonomy over their particular niches. Mills was also Chair of the Committee on Committees, and thus was able to delegate who got committee assignments throughout the House of Representatives. As a result, when Mills's Ways and Means Committee reported out a bill, it nearly always passed the full House. In the Ninety-Third Congress (1973–1974), thirty-nine of forty-five bills reported out by his committee passed the full House.1

Today's committee chairs would be envious of Wilbur Mills, and some of the blame can be visited on Richard Nixon. Partly as a reaction to Nixon's imperial view of presidential power, and his subsequent downfall from the Watergate scandal, a large congressional turnover occurred, replacing many of the old guard. The unusually large body of younger politicians sought to democratize the old power structure. The power of committee chairs was dispersed. Jurisdiction over large areas of policy became divided over several committees. The number of subcommittees grew exponentially, devolving much of the power to subcommittee chairs. Most importantly, seniority rules were relaxed, making it more difficult for a small clique of aging House members to cling to power.

These changes in the structure and operation of Congress may seem esoteric, but their impact on health reform legislation has been considerable. When Wilbur Mills was Chair of Ways and Means, decisions could be made by a few individuals. You could meet behind the scenes with a few powerful chairmen (and they were men), forge secret deals and alliances, and be nearly assured your bill would pass the full House. For the Clinton and Obama administrations, it was infinitely more difficult. The committee chairs could no longer deliver on promises without seeking wider support. Negotiating with a broad range of people, interests, and factions was a political necessity, and the ability to make backroom secret deals was limited.

Wilbur Mills occupied a central spot in the political spectrum. As a southern Democrat in the majority, he had the power to move democratic legislation through his committee and to block Republican initiatives. Not infrequently, however, he sided with conservative southern Democrats supporting the Republican side, particularly in matters that concerned race.

In 1971, Nixon sought Mills's help in his first effort at passing national health reform. He knew that Mills was interested in running for the presidency in 1972, and he suggested to John Ehrlichman, the assistant to the president for domestic affairs, that if they offered to let Mills get credit for the legislation, they might be able to win his support.2 Apparently, Mills expressed interest, but his support never materialized and Nixon's 1971 plan died a quiet death. One reason may have been Mills's earlier experience with Lyndon Johnson and Medicare, when the actual cost turned out to be wildly higher than Johnson had projected and Mills decided he had been snookered.3 Mills and other conservative members of Congress were wary of repeating that mistake with national health reform.

As the 1972 primary season approached, Kennedy was being coy about whether or not he would run, and Mills decided to enter the race for the Democratic presidential nomination. Lee Goldman, Kennedy's staff director, knew Mills had no chance to win the party's nomination, but he saw an opportunity to use Mills's ambition to push national health reform. Goldman and Stan Jones had a tradition of beginning each morning with coffee in the Senate cafeteria. One morning Goldman suggested to Jones, “I'll bet you he [Mills] would go for a liaison with Kennedy on the assumption that maybe Kennedy will run and he'll be his vice presidential candidate.”4 Kennedy, an astute political player, slyly agreed with Goldman's idea, but he did not want to ask Mills directly. So Kennedy decided to use an intermediary, Wilbur Cohen, who was chairing a meeting of the Democratic Platform Committee in Mills's home state of Arkansas. During the meeting, Cohen casually suggested to Mills that he might try to work something out with Kennedy on health reform.

After returning to Washington, Mills shocked his aide, Bill Fullerton, by asking him to contact the liberal Kennedy and arrange a meeting. They met secretly about four or five times in Mills's famously huge office just off the House floor. Jones attended the meetings, but Mills would not let Fullerton attend. Apparently it would have been an affront to Mills if anyone thought he needed a staffer.5 And he didn't. Mills knew nearly every detail of Medicare, Medicaid, and the tax code. As a result of the meetings, Mills and Kennedy put together a compromise plan. It never gained any traction but was an important forerunner to the Kennedy–Mills bill in 1974. It was also an early example of how Ted Kennedy would amass an impressive legislative record by compromising with some of his fiercest opponents. The Kennedy–Mills effort did become a plank in the 1972 Democratic platform, but it died along with the woeful presidential campaign of George McGovern.

Mills's primary results were dismal, never capturing more than 5 percent of the vote. He could not overcome his record on race with non-southern Democrats. Mills tried to explain that segregation was a “dead issue” and stated, “I voted as I did over the years [against civil rights] because it was necessary to vote that way if I was to stay in Congress.”6 Evidence uncovered in the Watergate investigation a few years later revealed that Mills had accepted an illegal campaign contribution of one hundred thousand dollars. The contribution came from a Texan who was amassing a fortune processing Medicaid and Medicare claims. The company was Electronic Data Systems and the Texan, Ross Perot, would later make his own run for president.


After Nixon's reelection, Mills's committee became the central focus for health reform legislation. The wily Mills agreed to cosponsor Nixon's 1974 health reform bill (HR 12684), but later met secretly with Kennedy and announced the Kennedy–Mills proposal. It was a significant compromise for Kennedy, who broke with his usual constituency in order to compromise and strike a deal. However, if there were to be further negotiations, the need for secrecy was clear. Each side knew there were many on the left and right who would do everything they could to scuttle the idea of a compromise between a conservative Republican president and the titular head of the liberal wing of the Democratic Party. Each side also knew they could not achieve their objective without the support of the House Ways and Means Committee and its all-powerful chairman, Wilbur Mills. It was this same Wilbur Mills who, with President Johnson in 1965, passed the Medicare and Medicaid programs—the most far-reaching pieces of health care legislation in American history. Sitting quietly in the middle of this political drama, and wielding enormous power, Wilbur Mills sent Bill Fullerton to meet secretly in the basement of the church.

Faction # 3: Richard Nixon

Why did Richard Nixon propose national health insurance? Here is the man who earned his political stripes as an anticommunist conservative. He assisted Joe McCarthy in his prosecution of Alger Hiss. He won election to Congress by red baiting Helen Gahagan Douglas. He campaigned for the presidency by inventing the “Southern strategy;” appealing for law and order and exploiting fear and racism in the South. He opposed busing, nominated conservative Supreme Court justices, and took a hard line against war protestors.

Yet he was a study in contradictions. He opened American relations with China. He supported a negative income tax to fight poverty. He added disability benefits to Social Security. He created the Environmental Protection Agency, passed the Clean Air Act, created the National Oceanic and Atmospheric Administration, and left a legacy of environmental initiatives that have only been rolled back since he was president. Despite his free market Republican credentials, he instituted wage and price controls and enacted a series of government health care regulations and health planning initiatives that have been unequalled since his presidency.7 In his second term, he was closer to enacting universal health care than any president until Obama.


On December 13, 1973, Nixon schedules a meeting of the Domestic Council on Health in the cabinet room of the White House. It is a rectangular room in the West Wing overlooking the rose garden. A long, elliptical mahogany table that seats twenty, a gift from President Nixon, dominates the impressive Georgian-style room. Two nineteenth-century empire-style chandeliers hang from the eighteen-foot-high ceiling. In the center of the east side sits the president's chair, the back of which is two inches higher than any of the others. Stuart Altman and many of the people who are running the country are sitting around the table. There is an air of skepticism and an undercurrent of discontent. What the hell is Nixon thinking? What is a conservative Republican doing promoting a plan for national health care? Why are we pushing a plan that is so liberal it could be coming from Teddy Kennedy?

Nixon walks into the room and brooks no discussion. He acknowledges that some are skeptical about supporting any program for national health insurance, but he assures them that they are going forward with a serious effort. “There is no question,” he tells them, “that at some point in time, there will be a serious effort to push legislation through the Congress and we must have a proposal to counter it. You can't fight something with nothing.”8 Nixon has made up his mind and he does not want to hear from anyone. He tells Casper Weinberger, the secretary of HEW, to get it done quickly—to have it ready for the State of the Union.

As Altman gets up to leave the room, Casper Weinberger approaches him. “Stuart, you have two weeks to finish the plan you've been developing. Remember, the president wants it done. Don't let anyone derail the process.” Altman knows there are many unresolved issues and much opposition. Without the clout of the president, he will never be able to get approval from the other cabinet departments. He also realizes he will have no Christmas vacation in 1973.

Historians venture a number of reasons why Nixon championed national health insurance. Some trace his personal interest to the anguish he suffered at the death of his two brothers and his family's struggle to provide them adequate care. More often, they attribute his efforts to political strategy. He compulsively worried about Ted Kennedy as a future presidential opponent and sought to co-opt the health care issue from the Democrats while, at the same time, claiming their proposals would result in socialized medicine. Some have theorized that he needed a grand gesture to deflect attention from Watergate, although he had floated comprehensive health reform proposals prior to the scandal.


Whatever his reasons were, and they were likely a combination of the above, his proposals were not in synch with many members of his cabinet—let alone the mainstream of the Republican Party. He certainly did not want to cause them additional anxiety by revealing he was negotiating with Ted Kennedy. So in the late spring of 1974, while Watergate was about to boil over, Richard Nixon instructed his secretary of HEW to try to make a behind-the-scenes deal with Kennedy and Mills; Casper Weinberger dispatched Stuart Altman and his team to meet in the basement of the Saint Marks Episcopal Church.

But these meetings occurred near the end of Nixon's presidency. Along the way, Nixon was responsible for many of the ideas and proposals that are still the driving influences in health care policy. His impact was so great that Blumenthal concludes his chapter on Nixon by stating, “All reformers stand in his shadow.”9 We get the first glimpse of this in 1970.

How Richard Nixon Brought HMOs to Americans

In 1970, Paul Ellwood was the executive director of the American Rehabilitation Foundation. He had good reason to be disturbed about fee-for-service medical reimbursement, the almost universal means of payment for medical services. The faster his rehab hospitals returned their patients to health, the less they were paid. Conversely, those who kept their patients longer than necessary, perhaps because of poor treatment, medical errors, or simple greed, were rewarded with higher payments.

Ellwood was a strong advocate of prepaid group practices. If a group of doctors received a fixed annual payment in advance for each patient, it would behoove them to keep that patient as healthy as possible, and to provide preventive care in order to avoid an expensive illness or hospitalization. If the patient did become ill, the doctors’ incentive was to provide the most efficient treatment, returning the patient to health in the shortest possible time, because the medical group would have already received all the reimbursement they were going to get. Moreover, the medical group would strive to treat the patient well, because a relapse or rehospitalization, besides being bad for the patient, was only going to require more medical services and cost the group more money. A group of doctors under such a system would have the incentive to manage their patients’ care better and more efficiently than in fee-for-service medicine where unrelated, individual practitioners receive additional payments for each service or procedure they perform. The sicker the patient, the more money they make.

Although liberals liked prepaid group practices for their expanded services and cooperative nature, the Nixon administration saw them as a way to promote market competition. Ellwood already had a sympathetic ear in the new administration because Nixon and his health appointees were Californians and were familiar with Kaiser Permanente. At the time, Kaiser had a large presence in California and was one of the few prepaid group practices in the country. Nixon appointed a fellow Californian, Robert Finch, to be secretary of HEW. He had asked Finch earlier to be his vice president, but Finch declined and Nixon selected Spiro Agnew. Finch was a lifelong friend of Nixon, but his politics were decidedly more liberal than those of the president. Differences surfaced early on when Finch tried to appoint John Knowles as assistant secretary for health. The AMA wanted nothing to do with the liberal Knowles from Massachusetts General Hospital, and Finch had to back off, leaving the department with no senior health person. Finch appointed three moderate Republican Californians to HEW: Lewis Butler, John Veneman, and Leon Panetta. Without an assistant secretary, responsibility for the health care agenda fell to Lew Butler, a lawyer with limited knowledge of health care policy.

Ellwood met with Butler and Veneman on February 5, 1970. Aware of the administration's ideology, he presented his ideas as a model for more competitive markets. He convinced them that a national program to create prepaid group practices would be a significant improvement over the current system of fee-for-service reimbursement. Competition among these practices, Ellwood contended, would restrain the rapid growth in health care costs that had greatly accelerated since the passage of Medicare and Medicaid. It was at this meeting that the term Health Maintenance Organization was coined, and from then on, prepaid group practices were popularly referred to as HMOs.10 A month after Ellwood's presentation, Finch proposed that Medicare and Medicaid contract with HMOs. That did not occur until the late ’80s, but it was the first initiative in a long history of federal government support for HMOs.

We leave the Nixon story briefly for a quick primer on HMOs and examine why they remain an important but contentious element of health care policy.


A Primer: Why is Managed Care So Contentious?

Paul Ellwood was correct. A prepaid or capitated annual payment for each insured person provides the incentive to treat patients more efficiently. Even as early as 1970, the problems generated by paying doctors and hospitals on a fee-for-service basis were well known. The medical community receives no reward for keeping people healthy. Quite the opposite: the more procedures health care providers perform, the more they are paid. Critics were concerned that capitation would provide a perverse incentive to provide too little care. Ellwood countered that a well-functioning market would provide patients with sufficient information to choose plans that provided the best care. Well-informed patients would not join plans that skimped or provided poor quality. In support of his arguments, Ellwood cited Kaiser Permanente and Group Health of Puget Sound, both of which provided excellent care.

If the market for prepaid health plans functioned as well as other competitive markets, few would have disputed Ellwood's theories. In practice, however, as capitated groups became more prevalent, some of them succumbed to the incentive to profit by providing less care. The press uncovered examples of patients who were denied care, and a negative public reaction followed that became known as the “managed care backlash.” The extent of negative press was so strong that by the late ’90s, the HMO movement abandoned many of its managed care principles. Although many organizations in 2009 are called HMOs, most operate more like traditional health insurers and continue fee-for-service reimbursement rather than capitation. As a result, they do little to control utilization and cost. This has reignited the debate over the failings of fee-for-service medicine.

Two kinds of questions characterize the debate. The first: “Do HMOs treat people more efficiently (less waste, fewer unneeded procedures and surgeries) or do they simply cut back on providing care?” It is a difficult question to answer. When hospitals began to discharge new mothers after one day, there was an uproar from patients and their families that they were being sent home too soon. Health plans had evidence that a one-day stay was sufficient for the vast majority of women who had had normal deliveries. Consumers did not agree and questioned the health plans’ motives. Although the health plans may have been technically correct, they were forced by patient preferences and bad press to abandon the practice.

The efficiency-versus-cost question becomes more complex when a medical procedure provides a minimal benefit but incurs a large cost. This is particularly evident for life-threatening conditions. For example, should the health plan provide a $250,000 bone marrow transplant when there is very little or no evidence the treatment will be efficacious? American culture seems to demand unlimited amounts of medical service in the face of death. This is not necessarily the same in other cultures. In the US, over 27 percent of the country's annual medical expenditures are consumed in the last year of life.11 This has prompted what has become an old joke in health policy conferences: “Most people in the world think that death is inevitable, but in the United States it is considered optional.”

The second kind of question is “Should the process of receiving health care be managed, or should people be free to seek any provider or service they want?” The concept of managed care is to provide coordinated services according to evidence-based practice guidelines by a panel of medical providers who are responsible for adhering to those guidelines. Hence, tightly managed care employs their own closed panel of doctors, sometimes on salary, so they can evaluate and manage their performance. They often require gatekeepers, usually primary care physicians (PCPs), who refer patients to the proper provider in the least intensive setting. This requires contacting your PCP before going to the emergency room, or getting your PCP's referral before going to a specialist.

It is clear from the experience in the ’90s that most Americans do not want their care to be tightly managed. They want the freedom to choose their own doctors and want to be able to see specialists without advance permission; they want to be able to take their children to the emergency room when they are running high fevers. Americans distrust insurance companies that limit their choices, suspicious that companies are trying to save money rather than appropriately managing patients’ health care. Hence, while managed care has become pervasive in the United States in the twenty-first century, it has become largely unmanaged relative to the original concept. Only 20 percent of insured Americans under age sixty-five are enrolled in HMOs, down from 31 percent in 1996—a 35 percent reduction.12 Most are enrolled in preferred provider organizations or PPOs (58 percent), or point of service plans or PSPs (8 percent), where they can choose their own doctors and hospitals.13 Relatively few Americans under sixty-five are enrolled in capitated plans.

Today, there is a disconnect between the health policy community and the typical American consumer. Health policy analysts, in general, believe that the worst kind of care is the uncoordinated, independent practitioner model. It works outside any coordinated system of care, receives compensation on a fee-for-service basis, and often duplicates services and provides unnecessary procedures. They cite integrated systems of care such as the Geisinger Medical System in Danville, Pennsylvania, and the Mayo Clinic in Rochester, Minnesota. These organizations have demonstrated the ability to provide high quality care at lower costs. Whether the United States should change from fee-for-service medicine to these tightly managed integrated health systems was part of the debate in 2009.

In contrast, the average American consumer believes the best system is one that gives him independent, unfettered choice and complete freedom of action. Consumers do not trust private health insurers to manage their care. Most countries attempt to control their health costs through public regulation. They use global budgets, limiting or rationing the supply of services to their citizens who sometimes have to wait in long queues for such things as magnetic resonance imaging (MRIs) or elective procedures. If health costs continue to rise, Americans may someday have to choose whether they want their services regulated by private health plans or by the federal government.

Back to Nixon and HMOs

About a year after Ellwood's meeting, on February 17, 1971, Edward Kaiser, the founder of Kaiser Permanente, came to the White House and met with John Ehrlichman. Kaiser's presentation, like Ellwood's, was received enthusiastically by Nixon's staff, and it convinced the president to support the development of HMOs.

Richard Nixon was concerned about health care costs. Federal spending for the Medicare and Medicaid programs had surpassed everyone's expectations. Their cost grew from 4.1 percent of the federal budget in 1965 to 11.3 percent by 1973.14 HMOs seemed to have everything Nixon needed. The prepaid group practices described by Ellwood had cost-saving incentives. They appealed to Nixon and republican conservatives because they were a free market approach, and they preserved the private insurance market. Moreover, they did not require large government spending as in the case of liberal, Democratic reform proposals.

Democrats and liberals were also in favor of HMOs but for different reasons. The Kaiser Permanente model appealed to them. It was a nonprofit, community-rated system, which meant that everyone paid the same regardless of health status. The philosophy of taking care of its members was almost collectivist in notion. Liberal Democrats saw HMOs as a vehicle for expanding coverage and including treatments for such additional services as mental health, alcoholism, and substance abuse. They wanted these organizations to operate as nonprofits and employ their own salaried doctors like Kaiser Permanente.

Nixon, on the other hand, favored a more open market approach, allowing a variety of organizations including for-profit health plans. He wanted to include loosely affiliated groups of physicians (called independent practice associations) who could maintain their own private practices and see both HMO and fee-for-service patients. Nixon also wanted to limit the scope of the benefit package.

The administration launched a demonstration project with forty-five million dollars in grants and loans and $300 million in loan guarantees to spur the development of HMOs. Although the program was modest, the results were encouraging, and the administration sought to increase funding. Liberal Democrats, including Ted Kennedy, wanted to promote their own conception of HMOs and insisted on permanent legislative authority. Both sides managed to compromise, and they produced the Health Maintenance Organization Act of 1973. It permitted a variety of organizations to qualify for funding as Nixon wished, but most of the concessions went to the Democrats. HMOs were required to provide an expanded list of services. They had to admit anyone who applied (open enrollment) and were required to charge all applicants within a region the same premium (community rating).

The result was a historic piece of legislation. It required every company with twenty-five or more employees that offered health insurance to offer an HMO option if one existed in the area. Growth was slow in the early years of the legislation because the expanded benefits, open enrollment, and community rating often made HMOs uncompetitive with traditional health insurance. However, after several amendments eased these restrictions, the HMO concept gradually took hold and eventually changed the nature of health insurance in America. As of January 2009, HMOs (or one of the looser forms of managed care) insured 74.6 percent of privately insured Americans.15 HMOs were to become the centerpiece of Clinton's failed health plan and the driving force behind the restructuring of health insurers and providers in the ’90s.


By the time the HMO Act was adopted, the group of liberal, Republican Californians running HEW were mostly gone. Pete McCloskey, a seven-term Republican congressman who ran against Nixon for President in 1968, tells what happened.16 At the 1968 Republican Convention, Nixon's chief opponents were Nelson Rockefeller and Ronald Reagan. Nixon had 650 pledged delegates, twenty-five short of the number he needed to win on the first ballot. It was crucial to stop southern Republicans from drifting to Ronald Reagan. On the second day of the convention, McCloskey attended a private hotel speech by Senator Strom Thurmond to southern Republicans. Thurmond urged them to stick with Nixon on the first ballot even though Reagan was more conservative. He relayed a promise by Nixon that he would not enforce the Civil Rights Act or the Voting Rights Act if he were elected. The South largely held, and Nixon won the nomination on the first ballot, but the promise had repercussions at HEW.

Secretary of HEW Robert Finch had appointed Leon Panetta as director of the Office of Civil Rights. Panetta thought he was doing his job enforcing the Civil Rights Act. In the spring of 1970, Finch and Butler were away and Veneman was acting as secretary. Bob Mardian, Nixon's general counsel for HEW, called Veneman and told him to fire Panetta. Mardian told Veneman, “Doesn't he understand Nixon promised the southern delegates he would stop enforcing the Civil Rights and Voting Rights Act?”

Finch and Veneman threatened to resign if Nixon fired Panetta, and Nixon backed off; but the handwriting was on the wall. Panetta resigned a few weeks later, returned to California, switched to the Democratic Party, and was elected to Congress for nine terms. As of 2009, he is director of the CIA under Obama and designated to be the next secretary of defense.

Finch resigned from HEW for personal reasons and became a White House advisor. Lewis Butler (McCloskey's former law partner) resigned in 1971 in protest over Nixon's invasion of Cambodia, and later became the founding board chairman of the Ploughshares Fund. Bob Mardian was indicted for his role in the Watergate cover-up.

Nixon's character and motives, like the man himself, remain elusive. Despite his campaign's “Southern Strategy,” and his promise to Strom Thurmond, his overall record on civil rights was positive. He nationalized the Voting Rights Act and started bilingual education. Most importantly, he created affirmative action, one of the most consequential civil rights policies since emancipation.


Nixon replaced the “too left-leaning” Robert Finch with the liberal, Boston Republican Elliott Richardson, whose tenure was significant for health care policy. Richardson supported the expansion of HMOs and the 1973 act passed under his tenure. He also oversaw the creation of the National Health Insurance Partners Program. It was a genuine effort to enact national health insurance and a radical initiative for a Republican president.

The Most Serious National Health Initiative
Since Harry Truman

Richard Nixon's first proposal for national health insurance never even came to a committee vote in Congress. Yet the National Health Insurance Partners program stands as an important forerunner to his 1974 plan that was almost enacted. Nearly every comprehensive universal health plan in the ensuing years can find its roots in this proposal.

Nixon realized that health reform was going to be a major concern, and he knew that Ted Kennedy, his putative opponent in the next election, would be seizing the issue. In July of 1970, he asked Elliot Richardson to explore the alternatives for their own initiative. On February 18, 1971, Nixon sent a document addressed to the Congress of the United States entitled “Special Message to Congress Proposing a National Health Strategy.”17 The plan is worth examining because it reveals how the Nixon administration recognized and confronted many of the problems we still face today.

The Partners Program mandated employers to provide a minimum package of insurance benefits to all full-time workers. A government mandate for private employers was out of the mainstream of Republican thought, but it was a wise choice. Employer-paid premiums are not considered taxes. They are officially “off-budget,” even though the government requires them. Hence, the administration could require employers to offer insurance to all full-time workers and avoid the stigma of raising taxes. For that reason, the employer mandate has been an attractive option for nearly all subsequent universal health plans.

The Partners Program also provided subsidized insurance to the poor that would largely replace Medicaid. The program would be free to those families earning less than five thousand dollars and then gradually phased in as incomes increased. However, subsidies were limited to families with children, similar to welfare. It left out single people, childless couples, and unemployed and part-time workers without children. Although the program proposed insurance pools for those who failed to qualify, the pools were not subsidized, so they likely would have been unaffordable to those at the lower end of the income scale.

Nixon's program had a reasonable benefit package but had substantial deductibles, coinsurance, and service limitations. Most services had a one-hundred-dollar deductible and 25 percent coinsurance. The subsidized program had less cost-sharing than the minimum employer benefit package, but limited coverage to thirty days of hospital care and eight doctor visits per year. Hence, the program was criticized for providing different levels of benefits to the rich and the poor. It included an annual catastrophic maximum of five thousand dollars per family. That was significant for the well-to-do but was a difficult plateau for those at lower income levels who did not qualify for fully subsidized care.

Although the program had shortcomings, it was comprehensive in scope and a radical proposal for a conservative, Republican administration. It is striking to consider how much of its structure and provisions are similar to plans proposed thirty-five years later. Employer mandates, subsidized insurance for the poor, cost sharing, insurance pools, and catastrophic insurance limits have been included in nearly all subsequent plans. In addition, Nixon proposed combining Medicare Parts A and B, requiring an HMO option, providing neighborhood health clinics in inner city and rural areas, granting loans for medical education, broadening the use of ancillary personnel such as physician assistants, and studying what could be done about malpractice insurance.

A final provision augured some of today's concerns about personal medical responsibility. Nixon stated, “Too many Americans eat too much, drink too much, work too hard, and exercise too little.” He noted that those are personal issues, but also public issues because “the careful subsidize the careless, nonsmokers subsidize those who smoke, the physically fit subsidize the rundown and the overweight.” He recommended establishing a private health education foundation to educate and raise awareness of these problems; quite an intrusive government proposal for a conservative, Republican president.

What happened to this amazingly forward-looking plan that Nixon proposed in February 1971? It went nowhere. Every stakeholder had its own idea about how to reform the health care system. Kennedy introduced his “Health Security Plan” (Kennedy–Griffiths) based on Walter Reuther's proposal from the Committee of 100. It was too liberal for Republicans and southern Democrats. Kennedy called Nixon's plan a sellout to insurance companies.

The AMA opposed all other plans, putting forth its own proposal called Medicredit. It provided vouchers and tax credits to encourage individuals to buy insurance, but it was not nearly generous enough to approach universal coverage.

The insurance companies opposed Kennedy's single-payer because it would put them out of business. They opposed Medicredit because they were afraid the federal government's payment obligations would eventually encourage it to regulate prices. So they formulated their own proposal with Senator Russell Long, the chair of the Senate Finance Committee. Long proposed a catastrophic plan in which everyone would buy his or her own private insurance, and the federal government would supplement everyone's private policies with catastrophic coverage for annual medical expenses that exceeded two thousand dollars. Long did not support anyone else's bill, and none of the other major players supported Long.

Nixon's bill was too liberal for Republicans and not liberal enough for nonsouthern Democrats, who preferred to wait for the next election. By July of 1971, twenty-two health reform bills were filed. None were ever reported out of committee. Everyone supported health reform, but only if the particular bill would benefit his or her constituency. It was a perfect example of what would later become known in health policy circles as “Altman's Law”:

Nearly every major interest group favors universal coverage and health system reform, but, if the plan deviates from their preferred approach, they would rather retain the status quo.

Despite the outcome, the significance of Nixon's proposal should not be underestimated. A conservative, Republican president had proposed comprehensive national health insurance and an employer mandate. It failed to attain a vote in the Ninety-Second Congress, but the health care issue would return in Nixon's second term, and he would turn to Casper Weinberger and Stuart Altman to improve on his original plan.


“Stuart, I Want a Top-to-Bottom Review”

Richard Nixon won the 1972 election by a landslide. Against a weak campaign by George McGovern, Nixon carried forty-nine states and 61 percent of the popular vote. Only Ted Kennedy's home state of Massachusetts voted for McGovern. Ironically, Kennedy, with his antiwar stance and health reform agenda, might have been a much stronger candidate. However, on the evening of July 18, 1969, Kennedy drove his Oldsmobile”TM 88 off the Dike Bridge in Chappaquiddick. Kennedy swam to safety, but his young female passenger, Mary Jo Kopechne, drowned. Kennedy did not report the accident until the next day. He was eventually convicted of leaving the scene of a fatal accident and became mired in scandal. As a result, he declined to run against Nixon in 1972 even though polls showed he probably could have won the Democratic Party's nomination. Had Kennedy won the 1972 election, national health care would have been at the top of his domestic agenda. It would be the first of two automobile mishaps during the Nixon presidency and the first of three sex scandals since 1969 to alter the chances for national health care reform.

Richard Nixon was an activist president. He was a policy entrepreneur and a gambler, and he was rarely content with the status quo. So, when his second term began he wanted new initiatives and fresh ideas, and he requested resignations from his entire cabinet. Some people left the administration entirely while others simply moved from one department to another. Elliott Richardson moved from HEW to secretary of defense, and Casper Weinberger left his position as head of the Office of Management and Budget (OMB) to take command of HEW.

Stuart Altman and his colleagues who had remained in HEW were apprehensive. Casper Weinberger had eviscerated so many programs as head of OMB that he earned the nickname “Cap the Knife.” Many in the department feared that Nixon had chosen Weinberger to eliminate social programs that were at the heart of HEW, but that was not the case. This was particularly true in health policy where Weinberger, acting on Nixon's instructions, strongly supported a comprehensive program that would allow the administration to regain the initiative in national health policy.

Nixon had reintroduced his National Health Insurance Partners program in 1972, but with little of his attention or support it never gained any traction. After the election, with the Watergate scandal growing, he needed an issue to show his administration was still capable of action. He sent a memo to Weinberger telling him to produce a “public–private plan that assured universal insurance, augmented private sector coverage, and used government to fill the gaps.”18

Weinberger was not an expert in health policy and he turned to his deputy assistant secretary. “Stuart,” he said, “I want a top-to-bottom review of all the health options that are available.”

“Even single-payer?” Altman asked, concealing his surprise.

“Yes, even single-payer,” Weinberger replied.

Altman and his team worked throughout 1973 to study and evaluate the potential alternatives. In particular, he relied on his key health insurance expert, Peter Fox, who had moved to Altman's staff from the budget office. This time they had the ear of the president. In his first term, Nixon was immersed in foreign policy, leading up to his famous visit to China in February of 1972. His chief aides had been Bob Haldeman and John Ehrlichman, who were known as the “Berlin Wall” because of their German heritage and their practice of tightly restricting any access to the president. Even cabinet secretaries had little or no access to Nixon. Haldeman and Ehrlichman had been classmates at UCLA. Both were devout Christian Scientists, and that likely dampened their enthusiasm for national health care. Ehrlichman's chief assistant in 1972–1973 was also a Christian Scientist by the name of Henry Paulson. Paulson later amassed a fortune as CEO of Goldman Sachs, became treasury secretary under George W. Bush, and engineered the financial bailouts in 2008. Another mutual friend and UCLA classmate was Mark Felt, the man who later became known as Deep Throat. Felt, who was Haldeman's fraternity brother, exposed the Watergate cover-up forcing Haldeman and Ehrlichman to resign on April 30, 1973, and eventually resulting in their imprisonment. With Haldeman and Ehrlichman gone, Cap Weinberger's access to Nixon was unprecedented. He became head of the Domestic Policy Council's Committee on Health and was a force in the administration. Nixon relied on Weinberger, and Weinberger relied on Altman. “I was thirty-six years old,” says Altman, “and I have never had so much power—before or since.”

In a memo dated April 16, 1973, Altman laid out the following options for a new attempt to enact national health insurance:19

• Resubmit the previous plan.

• Resubmit the previous plan with improvements.


• Switch to a catastrophic insurance plan such as Senator Long's.

• Combine the previous plan with a catastrophic plan.

• Formulate a new employer-based plan with an improved Medicaid program.

• Develop a proposal similar to the Federal Employees Health Benefits Program (FEHBP).

Altman and his team concluded that although the 1971 plan was surprisingly comprehensive for a Republican administration, it had severe deficiencies in two areas. First, it failed to cover large populations such as childless couples, low-income singles, and the childless unemployed. Second, the benefit package and cost-sharing requirements needed to be improved. The schedule of copayments and deductibles required excessive cost sharing, there was no coverage for outpatient prescription drugs, and the poor had different benefits than the nonpoor.

Altman, who was more liberal on social policy than the Republican administration, found himself in an enviable position. His president was concerned about Kennedy's bill, which had been resubmitted and was more expansive than the administration's proposal. His boss, Casper Weinberger, was pushing for a comprehensive bill and was dependent upon him for the details. It was one of those times when a staff member can become a policy entrepreneur and wield a disproportionate amount of power. Altman and Fox crafted what became known as the Comprehensive Health Insurance Plan (CHIP). It was a plan that many health policy advocates in the Obama administration would be happy to support. Yet Altman and Fox were able to sell it to a conservative administration as a plan that “retained the underlying principles of the 1971 plan,”20 despite the
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