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ABSTRACT
The health care industry is the United States’ largest enterprise, accounting for more than $1 trillion
in sales of goods and services each year. It is also the nation’s largest employer—one of every 9
U.S. employees works in the health care industry.[i] The industry continues to transform itself as it
seeks to find the proper balance among cost, quality, and access to care. Areas of concern in health
care that affect U.S. national security include the negative trends that lead to an increased incidence
of disease, the growing number of uninsured residents, and consolidation within the industry that
may limit the nation’s ability to respond to mass casualty situations.
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INTRODUCTION

Health care is the largest industry in the United States, accounting for more than 14
percent of U.S. yearly gross domestic product. Health care spending topped $1.1
trillion in 1998, up 5.6 percent from the previous year.[ii] The health care industry is
increasingly market-based and price-driven, characterized by cost-cutting pressures,
increased consumer power in decision-making, changing physician employment and
compensation systems, major restructuring of the hospital sector, and significant
divergence of health care arrangements.[iii]
One medical professional described the health care industry as “an accident of
history” that haphazardly evolved over the past 50 years. After World War II, as U.S.
industry shifted from wartime manufacturing to the production of consumer goods,
the government froze wages and prices to promote stability and prevent massive
inflation. Employers could not compete for workers by offering higher wages; they
had to find other incentives. In the tax code of the day, health benefits were not
considered income, so employers offered increasingly competitive health benefits to
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attract and retain workers. This strategy established the pattern of private health
insurance that the United States has since followed. In the mid-1960s, Congress
enacted the Medicare and Medicaid programs, establishing public health spending
patterns. By the early 1980s, U.S. medical costs were spiraling out of control, and
economists were predicting that health care would eventually consume the entire
gross national product. To avert a potential crisis, the industry turned to managed
care.
Over the past 10 years, health maintenance organizations (HMOs) have enrolled more
than 60 million U.S. citizens. In this highly competitive market, the number of feefor-service plans continues to shrink as insurers seek to cut costs, primarily through
the use of capitation. In a capitated environment, providers usually receive payment
on a per-patient, per-month basis, rather than on a per-service basis. Since the advent
of managed care, medical costs have leveled at a rate equal to, or lower than, other
consumer prices. Although managed care has successfully contained costs, it has
raised concerns in the areas of access, quality, and patient choice.

HEALTH CARE INDUSTRY DEFINED
The U.S. health care industry is a broad and complicated enterprise. Major industry sectors include
health services and supplies ($1.1 trillion gross annual investment as a subset of the gross domestic
product), including personal health care, hospital care, professional services (e.g., physician, dentist),
and home health care; pharmaceuticals ($122 billion); program administration ($94 billion); research
($20 billion); medical equipment and supplies ($16 billion); and construction ($16 billion).[iv]
The health care industry is adjusting to new government policies, insurance industry financing rules,
and shifts to outpatient treatment and home nursing care options. Group practices and HMOs
continue to absorb individual physician practices. Hospital closures and clinic consolidations
continue to improve operating efficiencies. Hospital occupancy rates, which plummeted because of
cost pressures and reduced lengths of stay, finally stabilized in 1998. In the United States today, there
remain approximately 6,500 acute care hospitals and 15,245 nursing homes with 1.7 million beds.[v]

There are 275 million U.S. residents who expect to receive health care whenever they
need it. Their expectations of receiving the highest quality of care with unconstrained
access at the lowest cost set the conditions for a very turbulent industry.
Nearly 1.5 million physicians, dentists, nurses, physician assistants, therapists,
pharmacists, and other medical professionals provide health care in approximately
200,000 private medical offices and clinics around the United States. One of the most
significant changes within the industry has occurred in the role of providers—that is,
the dramatic shift from a historical, paternalistic culture to one of cooperative
provider–patient consultation. Providers also include institutions that provide medical
education and firms that produce medical equipment and supplies, ranging from
linear accelerators to bedpans and bandages. For example, pharmacy benefit
managers, firms that negotiate with drug companies for the best value on the bulk
purchase of pharmaceuticals, provide pharmacy benefits to about half of the insured
U.S. population.[vi]
Payment for health care in the United States may be public or private. Medicare is the
largest public heath care payer. In 1998, the program financed nearly $217 billion for
the health care of 38.8 million elderly or disabled beneficiaries.[vii] For almost 50
percent of those who live in the United States, however, private employers fund
health care. Beyond the government-sponsored and employment-based coverage,
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approximately 60 million U.S. residents are self-employed or otherwise elect to pay
for health insurance on an individual basis. The 44 million U.S. residents who have
limited or no medical insurance coverage include many young adults who elect not to
purchase coverage, those who do not apply for Medicare/ Medicaid benefits, and a
large number of residents, including children, who cannot afford insurance.

CURRENT CONDITIONS

The bulk of the $1.1 trillion that those in the United States spent on health care in
1998 was on personal health care, including hospital care, physician services, dental
care, other professional services, and home health care.[viii] Aggregate statistics
indicate slow, stable industry growth, although some sectors (i.e., pharmaceuticals,
research, physician services, and private health insurance) are benefiting more than
others are; home health care and construction, for example, experienced negative
growth. Twenty percent of the total health care expenditures—about $230
billion—were for physician services. Private insurance took care of the majority of
these payments (50.5 percent); public funds, about 32 percent; and self-paying
consumers, 15 percent.[ix]
In 1998, for the first time in a decade, public spending decreased its share of total
health care expenditures.[x] This was primarily a result of the 1997 Balanced Budget
Act, targeted to reduce fraud, waste, and abuse in Medicare and Medicaid programs.
The most significant factor in this reduction was Medicare’s spending growth of only
2.5 percent, compared to 6 percent growth in 1997.[xi] Additional balanced budget
provisions scheduled over the next few years will further reduce public spending
growth through 2002.
In contrast, private spending for health care rose in 1998 because of higher health
insurance premiums, which jumped from a 3.5 percent increase in 1997 to an 8.2
percent rise in 1998.[xii] Insurers raised premium rates to cover higher costs, provide
more benefits, and improve profitability. Significantly, U.S. residents spent more to
treat chronic and acute diseases and considerably less for health promotion and
prevention.
Health Trends

A combination of health issues presents significant challenges for the United
States.[xiii] For example, one study indicated that almost 40 percent of children aged
5–8 exhibit at least one risk factor for heart disease.[xiv] At least 25 percent of the
nation’s youth are above desirable weight standards. Furthermore, adult obesity has
increased 50 percent over the past two decades.[xv] Costs associated with obesity
(including medical and lost productivity costs) were estimated at $99 billion in
1995.[xvi]
Additionally, only 64 percent of adolescents engage in the recommended amount of
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daily physical activity; only 15 percent of adults perform the recommended amount;
and fully 40 percent of U.S. adults engage in no leisure time physical activity.
Compounding the effects of lack of exercise and poor nutrition, almost 3,000
adolescents each day start smoking.
An estimated 20 percent of U.S. citizens suffer from mental illness during a given
year—depression is the most common disorder. The estimated cost of mental illness
in the United States in 1996 was $150 billion.[xvii]

Social, Political, and Ethical Issues

More than any other industry, health care has far-reaching and long-lasting effects across the United
States. Advances in pharmaceuticals, biotechnology, the human genome project, organ transplants
and artificial organs, and diagnostic and treatment capabilities provide health care practitioners and
their patients with a widening array of higher quality illness treatment, disease prevention, and health
promotion possibilities, albeit at a much higher cost.
Other major issues within the industry involve ethical considerations about appropriate health care
treatments and strategies. Society has yet to come to grips with some fundamental questions—How
much and what type of health care is affordable, and what is the best way to decide who gets it?
Patients are demanding the resolution of issues of medical malpractice, medical errors, and
protection of patient rights and privacy. A recent Institute of Medicine report estimated that medical
errors cost approximately $37.6 billion each year and that about $17 billion of those costs originate
with preventable errors.[xviii] Adverse drug reactions are responsible for a high number of hospital
admissions, and medication errors alone cause an estimated 7,000 deaths each year. [xix]
Internet access has enabled U.S. residents to become increasingly knowledgeable about health care
issues and to demand more choice. They find traditional health care interventions to be too intrusive,
too stressful, and too expensive. Increasingly, they feel alienated from what they perceive as an
impersonal heath care system—one aimed at treating illness rather than promoting health.
In the future, patients are likely to take more responsibility for their own health and to work more
closely with their health care providers. New studies confirm the efficacy of health promotion and
alternative medicine therapies. Complementary and alternative medicines (CAM) constitute a
growing field for providers, insurers, schools, and manufacturers. In 1997, U.S. residents spent $27
billion out-of-pocket for alternative health care, visited alternative medicine providers 629 million
times (compared to 386 million primary care visits), spent an estimated $4 billion on herbal
supplements, and paid $6 billion on 114 million visits to massage therapists.[xx]
Health insurance and access to care, population-based medicine, and efficiencies to be gained
through widespread adoption of information technology are three key issues addressed in more
detailed essays at the end of this paper.

CHALLENGES
As the 21st century begins, rapid globalization and technological advancement frame the challenges
confronting the health care industry. The primary challenge is to find the proper mix of cost, quality,
and access.
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The population of the United States is increasingly diverse—racially, ethnically, and
genetically—and population aging presents additional health challenges. Today, the average life
expectancy at birth is about 77 years (up from 47 years at the beginning of the 20th century). Life
expectancy for every age group has risen. For example, those who are currently 65 years old can
expect to live an average of 18 more years; today’s 75-year-olds can expect to live to 86.[xxi] These
are impressive figures, although less so when considered in tandem with the fact that people in at
least 18 other developed nations have a life expectancy greater than that of those in the United
States.[xxii] To their credit, U.S. health care providers have made significant advances in diagnosing
and treating cancer, reducing the incidence of unintentional injuries, and decreasing death rates for
heart disease and stroke, though arguably not as much as might be expected, given current
knowledge of the causes.

Most U.S. residents obtain health insurance through an employer or professional
association. Within 5–10 years, health care planners predict that most employers will
cease to offer health insurance plans. Instead, employers may give workers pay
increases and expect the workers to shop for their own health care coverage. The
booming economy and low unemployment rates have kept employers from making
workers pay more for health insurance this year, even though employers paid an
average of 7.5 percent more to insurers. Despite seemingly rosy news for workers,
money to pay the rising cost of health insurance eventually must come from
somewhere, possibly from lower than expected wage increases. According to the
Employee Benefit Research Institute, the percentage of insured people who obtain
coverage through employers has already dropped from 69 percent to 65 percent in the
past year.[xxiii]
Residents of the United States spent $122 billion on drugs and other medical
nondurables last year.[xxiv] Over-the-counter drugs accounted for roughly $30
billion in spending, while prescription drugs topped $90 billion (a per capita spending
rate of $335).[xxv] Spending on prescription drugs accounted for a disproportionately
large (20 percent) share of 1998’s industry spending growth. Several factors have
contributed to this increase in prescription drug spending—a greater number of
available prescription drugs, higher costs for preferred brands, explosion of direct-toconsumer advertisements that increase consumer awareness and demand, and greater
access to drug coverage with small co-payments available to the medically insured.
The Health Care Financing Administration estimates that prescription drug spending
will increase 11 percent annually over the next 2 years. Pharmaceutical companies
point to the astronomical costs of research as the main reason for high drug prices.
Interestingly, drug companies spend one to three times as much on marketing as they
do on research.[xxvi] In 1998, pharmaceutical manufacturers spent $1.3 billion on
direct-to-consumer advertising of new drugs.[xxvii] Spending on pharmaceutical
advertising is expected to be double that amount for 1999.[xxviii] Even with these
expenses, drug companies are among the most profitable firms in the United
States.[xxix]

OUTLOOK

Companies in the U.S. health care industry will remain competitive in the global market, particularly
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in the high-technology medical equipment, pharmaceutical, and research sectors. Growing
dissatisfaction with the choice and access limits of managed care is forcing the health care industry
to change. Many experts believe that the industry will find innovative solutions to managed care
through information technology.

Support for National Security

The nation’s security depends on the safety and welfare of its people and the men and women of its
armed forces. The National Security Strategy has stated, “Healthy populations internationally
provide an essential underpinning for economic development, democratization, and political
stability.”[xxx] The health care industry supports the Strategy not only by providing health care for
U.S. residents, but also by developing and exporting pharmaceuticals and high-technology medical
equipment, by supporting health care programs for developing nations, and by sponsoring research
and treatment programs for those with acquired immunodeficiency syndrome (AIDS), to name just a
few.
There are several health care concerns that may have a negative impact on U.S. national security;
among them are the increased incidence of disease, the growing number of uninsured residents, and
the consolidation within the industry that may limit the nation’s ability to respond to mass casualty
situations. Because of major consolidations within the hospital sector, it is essential to reevaluate the
surge requirements that support national security requirements. Recent simulations of mass
casualty–generating scenarios (i.e., weapons of mass destruction or bioterrorism) revealed a number
of problems, including a shortage of emergency medical personnel and hospital beds, inadequate
equipment, and legal and ethical issues of patient care.

The Future

Despite much progress over the past decade, medicine stands at the brink of even greater changes.
The future shows great promise; for example, personalized medicine and therapies are likely to
evolve from today’s genetic mapping research. The integration of traditional Western medical
practices with complementary and alternative therapies is gaining greater acceptance as researchers
document positive outcomes. In the nearer future, access to health services via information
technologies will become even more prevalent than it is today. The money that U.S. citizens spend
for health care will continue to grow. The Health Care Financing Administration projects that U.S.
health care expenditures will reach 16.2 percent of the gross domestic product by 2008.[xxxi]
The practice of medicine continues to be an attractive career choice. There are approximately
570,000 physicians in the United States, with another 170,000 in medical schools.[xxxii] For each
retiring physician, three new ones enter the system. The trends for physician availability over the
next 20 years appear favorable, but as the supply of physicians increases, the demand may decrease.
Medical practices are becoming more efficient because of their increased use of “extenders,” such as
physician assistants and nurse practitioners.
Between 1994 and 2010, the per capita supply of alternative care physicians will increase by 124
percent, compared to 16 percent for conventional practitioners.[xxxiii] Residents of the United
States increasingly use CAM as an adjunct to—not a replacement for—conventional medicine. They
want treatments that fit well with the mind–body connection, as well as more personal relationships
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with their health care providers. Some predict a future in which the distinctions between traditional
Western medicine and CAM blur as herbalists, masseurs, and acupuncturists work in concert with
health care professionals to focus on the patient’s well-being.
Increased use of outpatient care and decreased use of inpatient care and facilities will continue. The
home health care industry will prosper as medical technologies continue to mature. Diagnostic
procedures, clinical tests, diagnoses, and consultation will be delivered in new ways, both digitally
and virtually. Laboratory work may be self-administered in particular cases. In others, the patient
may undergo some procedures at a local drive-in laboratory or radiology center. An on-line
conference with the primary health care provider or specialist and a priority mail-delivered
prescription may well conclude the treatment. Such modalities may seem impersonal by today’s
standards, but they could well provide greater benefits to beneficiaries at lower cost and greater
convenience. Person-to-person contact will be the most expensive form of health care.

GOVERNMENT GOALS AND ROLE

National health is a critical component of national security. Because a nation’s people are its single
most important element of national power, a major goal for any government is to ensure that its
citizens have access to affordable, high-quality health care. Most significant among the trends that
will influence access are changing demographics, rising health care costs, advances in information
and biological technologies, rising consumer expectations, increasing concerns about patient rights,
and the growing number of uninsured citizens. The Information Age will continue to affect the
economics and substance of medicine, expanding the horizons of health, creating greater knowledge,
and disseminating experiential bases.
The way in which the nation chooses to address health care issues and ensure adequate access will
affect U.S. national security for years to come. Government policy on regulation, litigation, and
financing continues to have the single largest impact on health care providers, payers, and the U.S.
population’s health. Pressure for rational and coordinated government policy grows with an everexpanding array of health care choices and demands, an increasingly disgruntled population, and an
unabated demand for cost containment.

Population and National Will

In 1998, an estimated 44 million U.S. citizens, including 11 million children under the age of 18,
were not covered by health insurance. Despite Medicaid coverage, 11 million people, or 32 percent
of the poor, had no health insurance.[xxxiv] Without some form of universal health insurance, the
numbers of uninsured will continue to grow, presenting the nation with social, economic, and
political challenges. Those with access to the U.S. medical system benefit from world-class
medications and treatments, state-of-the-art technology and research, and unsurpassed medical
practitioners. The uninsured have limited access to this world. The Health Insurance Portability and
Accountability Act of 1996 is a step toward providing uninsured patients with more options. To
build on this reform, Congress should enact legislation that addresses fundamental issues such as
ensuring access to specialty care, developing criteria for the use of emergency services, promoting
unfettered patient–physician communications, and establishing grievance procedure guidelines.

http://www.ndu.edu/icaf/industry/2000/health/health.htm (9 of 22) [3/20/2003 12:58:39 PM]

http://www.ndu.edu/icaf/industry/2000/health/health.htm

Global Health Issues

Lying at the core of the global development agenda, the health of a nation’s people is
a basic tenet of its international strength. Globalization results in interdependent
relationships with the world community and shared burdens for health care.
According to the World Health Organization (WHO), the central point for global health
initiatives, the only way that the world can withstand and fight disease effectively and
efficiently is through unity of effort. Disease does not recognize national borders,
ideological differences, or variations in the stage of economic development among
nations. Devastating infectious diseases such as AIDS, malaria, and tuberculosis,
particularly in developing nations, have become international security issues. This
growing disease burden is likely to aggravate and, in some cases, provoke economic
decay, social fragmentation, and political destabilization.
An integrated response to global health issues requires the development of new coalitions to mobilize
the resources necessary to meet the health care needs of all people. Governments, industry, and
finance now have a vested interest in the health status of the global community, as health levels
directly correlate to economic development. The overriding goal is to improve people’s lives, reduce
the burdens of disease and poverty, and provide access to responsive health care for all. Great
progress has occurred globally in this area, with a new emphasis on the critical role of primary care,
the continued improvement in living standards, and the generation and application of new knowledge
about diseases and their control.
There is still a long way to go before the WHO goal of health for all is realized. More than a billion
people entered the 21st century without having benefited from the advances made in the 20th
century—their lives remain short and scarred by disease.[xxxv] The WHO has identified four
challenges in improving global health: (1) reduce excess mortality and morbidity suffered by the
poor; (2) counter potential threats to health resulting from economic crises, unhealthy environments,
or risky behavior; (3) develop more effective health care systems; and (4) invest in expanding the
knowledge base that made the 20th century revolution in health care possible.[xxxvi]
The U.S. health care system, the most developed in the world, must be prepared to play a major role
on the international scene. The investment in the WHO and other agencies focused on improving
health will result in a more stable world, promote strong economies and trading partners, and provide
a safer environment for U.S. citizens and troops.

ESSAYS ON MAJOR ISSUES

ACCESS TO HEALTH CARE AND THE UNINSURED

Eric L. Hembree
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Those with access to the U.S. medical system benefit from its world-class medications and
treatments, state-of-the-art technology and research, and unsurpassed medical practitioners.
However, a growing number of uninsured U.S. residents have little access to this world-class system.
The American College of Physicians summarized the social and economic impact of the uninsured as
follows:

Millions of Americans are unable to receive the care they need, which endangers the health
and lives of all patients, adds cost to the health care system, and reduces productivity.
Furthermore, medical treatment for the uninsured is often more expensive than preventive,
acute, and chronic care of the insured, because the uninsured are more likely to receive
medical care in the emergency department than in a physician’s office. These higher costs are
absorbed by providers as free care, passed on to the insured via cost shifting and higher health
insurance premiums, or paid by taxpayers through higher taxes to finance public hospitals and
public insurance programs.[xxxvii]

Dimensions of the Issue

Social Dimensions. An estimated 44.3 million people in the United States—16 percent of the
population—were without health insurance coverage during 1998, an increase of 1 million since
1997. According to the U.S. Census Bureau, the key factors associated with lack of health insurance
coverage are age, race and Hispanic origin, educational attainment, work experience, and
nativity.[xxxviii]
Among the poor, 50 percent of full-time workers were uninsured. Hispanics were less likely to be
insured than non-Hispanic whites, as foreign-born U.S. residents were less likely to be insured than
native-born U.S. residents.[xxxix] One study estimated that 11 percent of the 15 million college
students in the United States have no health insurance.[xl] Another study showed wide variations
between communities in the ability of an uninsured person to obtain medical care, with some
communities having twice the access difficulties for the uninsured that other communities have.[xli]
Health insurance is an important factor that often determines health care outcomes and access to the
range of health care services. Uninsured persons are at least 50 percent less likely to have a primary
care provider, to receive preventive care, or to have made a recent medical visit. Lack of insurance
correlates with lower use of medical services, increased risk of premature death, hospital death rates,
and child death rates.[xlii]
Economic Dimensions. Despite sustained real growth in the economy, the number of uninsured
workers increases each year. A growing segment of the population obtains health insurance from the
government (federal, state, and local) either as government employees or as participants in public
programs, such as Medicare, Medicaid, and the Children’s Health Insurance Program. Private sector
employment–based health insurance coverage declined from 69.2 percent of the non-elderly
population in 1987 to 64.2 percent in 1997. Structural changes in the economy are significant
factors: employers’ shift of insurance costs to employees in cost-cutting moves and employees’
subsequent decision not to purchase insurance, the decline of labor unions and the disappearance of
union-negotiated health benefits, and the shift from industrial and manufacturing jobs to service
sector jobs, which are statistically less likely to offer insurance coverage.[xliii] When added to the
effects of rising health care costs and structural changes in the economy and the labor force, an
economic downturn could rapidly increase the number of uninsured workers.
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The growing numbers of uninsured are placing additional pressures on “safety-net” health care
providers. Private practice physicians, once willing and able to provide charity care, are less likely to
be available either because they have consolidated into a group practice or an HMO, or because they
cannot afford to provide free care. As a result, the uninsured most often turn to the closest hospital
when they need medical services. In 1994, U.S. hospitals incurred $16.8 billion in uncompensated
care costs, received $3.3 billion in government subsidies against that cost, and lost $13.5 billion for
uncompensated care against total revenues of $290 billion. To cover these costs, hospitals crosssubsidize from other revenue sources, including private patients, Medicare, Medicaid, and other
government sources.[xliv] Legislative reductions in federal reimbursements and subsidies, combined
with mergers and consolidations within the industry, have decreased the number of traditional
“safety-net” hospital providers available to care for this population, however.
National Security Dimension. The sheer numbers (16.3 percent of the population), the demographic
distribution (disproportionate representation of the poor, the immigrants, the young), the economic impact,
and the long-term consequences make the issue of the uninsured a national security issue. The National
Security Strategy depends on healthy military and civilians who can be recruited and trained to implement
national defense activities.[xlv] If the uninsured are less likely to receive preventive care and, thus,
experience adverse health outcomes, then 15.4 percent of all children and 30 percent of 18- to 24-yearolds—those most needed to serve in the nation’s defense—are at risk of not being healthy enough to serve
in the armed forces. More directly, the uninsured population, who are less likely to have a regular source
of health care or use preventive health care services, could be more vulnerable to the spread of infectious
disease brought within U.S. borders through increased globalization, international migration, and
bioterrorism.

Political Dimensions. Congress purposely omitted national health insurance from the Social Security
Act of 1935, but later dealt with the issue through the enactment of Medicare and Medicaid in 1965
and incremental changes since then. Viable options for addressing the issue are circumscribed by the
failure of President Clinton’s national health insurance plan. As Henry J. Aaron stated,

It is inconceivable that any president for the foreseeable future will raise the banner of national
health insurance. The political catastrophe the Democratic Party experienced in 1994, to which the
entire health reform episode contributed significantly, will stand like a political skull-and-crossbones warning any administration that trying to assure universal coverage carries lethal risks.[xlvi]

Policy Options

The U.S. political system’s “marketplace of ideas” is full of policy options for fixing the health care
system, in general, and the uninsured problem, in particular. These options are grouped around four
themes: (1) maintaining the status quo, (2) making incremental market-based reforms, (3) making
incremental public sector reforms, and (4) pushing for universal health insurance coverage.
Status Quo. The United States stands alone among “high-income market-oriented democracies” in
not mandating universal health coverage. At 14 percent of the gross domestic product, U.S. health
care costs range 4–7 percent higher than the percentage in other countries.[xlvii] On the basis of
competitive advantage alone, without considering the other adverse impacts of the uninsured on the
economy and public health, status quo is not a viable option.
Incremental Market-Based Reforms. The Health Insurance Portability and Accountability Act of
1996 provided options for individuals to maintain insurance coverage when they changed or lost
jobs, became self-employed, or went to work for a company that did not provide health insurance. In
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addition, the act provided for a 4-year demonstration of medical savings accounts (MSAs),[xlviii]
offering tax incentives only to self-employed individuals and workers in small firms who purchase
their own health care coverage. Many policymakers propose using tax credits to reduce the number
of uninsured. The intention behind these proposals is to ensure equity between health benefits
provided by an employer and those procured by the individual, but they risk weakening employerbased systems by skimming healthier workers from the health insurance pool and, thus, increasing
insurance costs for the remaining workers. Despite many demographic differences, almost all
uninsured individuals are low income. By themselves, tax credits would be insufficient to
substantially reduce the numbers of uninsured.[xlix]
Public Sector Reforms. The basis for some incremental public sector reforms is an expansion of
Medicaid and state coverage through the Children’s Health Insurance Program.[l] Past Medicaid
expansions reduced enrollment in employer-based coverage, however, as Medicaid-eligible workers
dropped employer coverage.[li] Public reform must also wrestle with health coverage variations
between states, and the increasingly mobility of the population makes incremental public sector
reform difficult. Beyond reforms that cut the administrative costs of public programs or make them
operate more efficiently, incremental public sector expansions of current programs would almost
invariably have unintended negative consequences for the employer-based system.
Universal Health Insurance Coverage. It is a national disgrace that 44 million U.S. residents lack
health insurance coverage, and fixing the system should be a national priority. Every high-income
democracy, except the United States, has universal health insurance coverage. Even so, other
countries look at the possibility that U.S. practices could improve their systems. Many countries are
adopting U.S. market practices within their universal coverage programs to increase cost efficiencies;
for example, some are shifting costs to consumers through co-payments and controlling supply and
demand for drugs, hospital payments, and nursing care.[lii] The United States should enact
legislation that brings the nation closer to universal coverage by targeting those segments of society
that currently lack insurance, beginning with the 11 million children who are currently uninsured.

POPULATION HEALTH

Darnell M. Waun

Throughout history, disease and illness have plagued nations great and small, affecting them socially,
economically, politically, and militarily. Therefore, it is critical to assess population health needs
and status, enhance the delivery of the spectrum of health care services, manage disease conditions,
and evaluate population health status improvement and delivery system effectiveness.
The U.S. health care system is moving from the traditional medical model of reactive, episodic,
sickness-based care to a more efficient, proactive, prevention-based system. In this environment,
there are great opportunities to improve population health and quality of care while controlling
costs. The primary focus of a population health program is on the quantity and quality of life—to
live to complete life expectancy while remaining free of preventable disease and injury.

Population-Based Health Care
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Programs for population-based health care address the overall health status of a given population,
frequently the population enrolled in a particular health plan, and design health care interactions
focused on the specific needs of that population. The significance of such programs is that they
focus on all members of a population, not just those who access the health care system with an illnessrelated problem. If properly implemented, population-based health care focuses on both the recipient
and the provider of care in a health care system.
The process to optimize the overall health status of a defined population must be instituted in an
integrated manner and applied across the continuum of the population—from those who are diseasefree to those who manifest clinical disease. It involves needs assessment; proactive delivery of
preventive services, including health promotion; condition (disease) management; and outcomesbased measurement.
Needs Assessment. Unfortunately, a population’s health status is largely unknown to the agencies
responsible for delivering health care. Consequently, the first step in a population-based health care
program must be to assess the needs and health of the population. A needs assessment stratifies
population segments by disease states (e.g., no disease, subclinical disease, clinical disease) based on
characteristics (e.g., age, gender, occupation, educational level, domicile), and needs (e.g., currency
of preventive services, risk factors, health care utilization patterns). This information forms the basis
for prevention and intervention activities within that population.
Preventive Services. The backbone of population health initiatives lies in preventive services. The
most common preventive services are immunizations and screening tests. Proactive delivery of
preventive services keeps the population from progressing to a higher, frequently more costly,
disease state. Primary preventive services keep well people well. Secondary preventive services are
interventions with individuals and groups who have risk factors for premature illness, injury, death,
or disability. Tertiary preventive services involve the treatment of individuals and groups with acute
and chronic conditions in ways that produce high-quality clinical outcomes at reasonable cost.
The most promising role for prevention in population-based health care may lie in changing the
personal health behaviors of individuals before clinical disease develops. Health promotion balances
awareness, education, motivation, and interventional activities designed to facilitate behavioral and
environmental alterations in lifestyle to optimize health and prevent disease or injury. Health
promotion activities support and influence individuals in the management of their health through selfcare, health maintenance, and avoidance of disease and injury risks. Health promotion programs
encompass lifestyle issues, such as physical fitness, nutrition, and stress management, as well as
issues of alcohol and drug abuse prevention, tobacco use prevention and cessation, and
communicable and chronic disease prevention.
The significance of health promotion activities on population health is evident in the links between
personal health behaviors and some of the leading causes of death in the United States, such as heart
disease, cancer, cerebrovascular disease, lung disease, injuries, and human immunodeficiency virus
(HIV) infection. Approximately half of all deaths in the United States in 1990 were attributed to
behavioral factors, such as tobacco, alcohol, and illicit drug use; diet and activity patterns; motor
vehicles; and sexual behavior. Changes in personal health behaviors could have prevented these
fatalities.
Condition Management. Often referred to as disease management, condition management is the
efficient delivery of evidence-based interventions that, if properly administered, move the patient
from higher disease states to lower states. This is a process of managing individuals or groups with a
common set of conditions using evidence-based guidelines to improve clinical outcomes in a
resource-efficient manner. The process encompasses all health care settings and emphasizes
prevention and maintenance, thus benefiting from integrated methods of population health care.
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Outcomes-Based Measurement. It is essential to evaluate the ways in which a population’s health
status changes in order to improve the effectiveness of the health care system. This process validates
the appropriateness, quality, and cost parameters of the programs delivered to the population based
on measured outcomes. At some point in the future, reimbursement is likely to be tied to outcomebased measures.

Recommendations

Population health programs need a stable enrollment system to accurately capture the size,
characteristics, and unique needs of their patient populations. This is a particular challenge for health
care systems that have frequent turnover in their enrolled population. Maintaining enrollment may
actually be easier in the military health system than in the civilian sector because of the homogeneity
of the military population.
An integrated information system is an essential component in the successful optimization of
population health initiatives. Efficiency in the use of resources requires moving from interventional
services to primary prevention of illness and injury. Most likely, the recognition of the benefits of a
system that focuses on quality of life through prevention of serious illness will lead to consumer
demand for this change. Although initial costs may indicate that dollars moved from intervention to
prevention do not make up a “zero-sum” proposition, the long-term impact on population health
status makes it the right thing to do.
Population health programs involve more than interventions by the medical community. They must
encompass all health care resources available to a given population to be truly effective. Although
the impact of population health on national strategy cannot be quantified as effectively as, perhaps,
that of manufacturing, it is every bit as important.

INFORMATION TECHNOLOGY AND KNOWLEDGE MANAGEMENT IN HEALTH
CARE

Michael Falat and Robert W. Baird

Never before has the combination of information technology and knowledge management provided
such an opportunity for synergistic and competitive advantage as it now does for the health care
industry. From the East Coast to the Pacific shores, however, health care lags far behind other
industries in adopting these important enablers. The challenge for government officials, chief
executive officers, chief information officers, military leadership, and vendors of information
technology related to health care is to integrate information technology and knowledge management
to provide “the greatest return in improved care outcomes, reduce long-term costs, and increase
customer satisfaction.”[liii]

Areas of Focus
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The major roles of information technology and knowledge management in the health care industry
center around three interrelated areas: (1) health care recipients, (2) health care providers, and (3) the
health care infrastructure.
Health Care Recipients. Information technology and knowledge management practices are enabling
patients to choose health care providers, make informed decisions with their physicians, and direct
their therapies. This transformation of patients—from passive recipients of health care to active
participants—is a profound departure from the past.
The Internet has been a primary catalyst for this change. According to recent surveys, 72 percent of
on-line consumers use the Internet to obtain health care information, and this market is expected to
grow to $1.7 billion by 2003.[liv] The Internet allows the rapid flow of health care information, and
myriad tools and techniques (e.g., databases, documentation tools, palm pilots, sensors, voice
recognition, expert systems) facilitate the proliferation of that information.
Information technology poses new challenges for the health care industry—primarily privacy and
security issues. Much of the data needed to identify cost savings and determine best clinical
practices could readily come from electronic patient records, but many fear the possible misuse of
personal health information. The Computer-Based Patient Record Institute was created to help deal
with these issues, but patient record privacy issues will not be easily resolved.
Health Care Providers. Knowledge management gives providers opportunities to
practice more integrated health care. It “can be broadly defined as a systemic
approach to fostering the creation, sharing and application of knowledge for
enhanced organizational performance.”[lv] Providers can receive better training at
less cost through real-time knowledge management systems. The tools necessary to
bring this about include relational databases, Web technology, digitized video and
voice, and video teleconferencing.[lvi] Collaborative tools, such as Lotus Notes, can
increase exchanges among physicians and enhance graduate medical education.
Although telemedicine has existed for more than 40 years, its explosive growth over
the Internet may have a significant impact for remote areas where specialists are in
short supply.
The Institute of Medicine has determined that using information technology can reduce medical
errors, which are the eighth largest killer in the United States. Approximately 98,000 patients die
each year as a consequence of treatment errors.[lvii] The Veterans Administration is testing a system
that uses bar-coding technology to control medication delivery to patients. Initial tests have shown a
57 percent reduction in medication errors.[lviii]
Health Care Infrastructure. Because its survival depends on them, the health care infrastructure has
embraced information technology and knowledge management. Requirements for complying with
regulations, reducing costs, identifying customer needs, increasing sales, boosting profits,
accelerating growth, and gaining market share are just a few reasons that knowledge management is
crucial to improving infrastructure efficiency.[lix]
Officials of the Voluntary Hospitals of America (VHA), a national health care network that makes up
24 percent of the nation’s community hospitals, consider it a “hub of knowledge.” With 1,850
hospitals, VHA receives approximately 2,000 requests for information each month. The VHA’s
knowledge management initiatives include a knowledge repository to improve customer service, a
directory of “who knows what,” and the formation of communities of practice.
Pharmaceutical manufacturers, using “knowledge maps,” are able to view complex
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relationships between research partners in a very graphical way. This allows faster
dissemination of information and increased competitive advantage.
Among the myriad functions that health care providers perform is the administration of health care
activities in hospitals and other medical institutions. Information technology is an integral
component of the administrative function. Decision support systems, a $330-million niche market,
enable hospitals to set internal pricing, negotiate fees with providers, and review the clinical
practices of their own physicians.

Information technology also plays a significant role in the physical security of
hospitals and patients. In hospital pharmacies, for example, combinations of
automatic dispenser systems, access cards, and personal identification numbers not
only serve as preventive measures, but also record every entry and exit to the
pharmacy area. At Chicago Suburban Hospital Medical Center, an access control
system, barriers, and closed circuit television cameras serve as the 21st century’s
security solution for both patients and staff. To protect infants in newborn areas,
hospitals use electronic tags combined with photographs and footprints.[lx],[lxi]
Lastly, identifying the estimated 80,000 genes that comprise human deoxyribonucleic acid (DNA)
has been referred to as the “Manhattan Project of Biology.”[lxii] This 15-year, $3-billion
undertaking is considered to the largest knowledge management project in the world. Bioinformatics,
the information technology tools used to access, store, and analyze data, has accelerated progress in
the human genome project.

Military Efforts

Since 1996, military medicine has “gone digital” to enhance its medical personnel’s ability to
perform their missions. Under Operation Primetime III, the U.S. Army’s Medical Advanced
Technology Management Office installed a telemedicine network at a cost of $10.5 million
to support the 20,000 U.S. troops involved with the Implementation Force in Bosnia.[lxiii]
The military uses the Remote Clinical Consultation System and Medical Diagnostic
Imaging Support Program to transmit diagnostic-quality images over satellite links from
remote facilities. The integration of laptop computers, software packages, and digital
cameras provides high-resolution color images.[lxiv] Medical contingency forces from the
United States include telemedicine and teleradiology capabilities in their deployable medical
systems.
The Walter Reed Army Institute of Research (WRAIR) is a premier biomedical research facility
focusing on the treatment of infectious diseases, combat casualty care, field medical and dental care,
and defenses against chemical and biological agents, supplemented with the latest information
technology tools. The Department of Defense Global Emerging Infections Surveillance and
Response System (DOD-GEIS) is an emerging information technology strategy to track and combat
outbreaks of infectious diseases. A partnering effort of federal, private, and international
organizations, the DOD-GEIS makes use of information technology and knowledge
management.[lxv]
Other new technologies in the medical arsenal include MediTag (a solid-state memory device that
can transfer three megabytes of patient information in less than 2 seconds via swiped contact) and the
personnel status monitor-, a wearable biomedical device that allows medical personnel to monitor the
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health status of front-line troops.

Recommendations

The health care industry is poised to improve health care, administration, policy
making, and health outcomes at lower costs as it embraces information technology
and knowledge management. A much larger investment in information technology is
needed, however, and issues such as privacy and confidentiality must be resolved
while access to essential research data is being provided.
To begin this huge undertaking, the U.S. government should mandate the adoption of a single,
computerized format for patient medical records, based on the DOD model now being introduced. A
single format for patient records would allow efficient comparison of treatment outcomes, ensure
better care for an increasingly mobile population, reduce medical errors, and trim administrative
costs. As promising as information technology and knowledge management enablers are, the
resolution of interoperability and security issues is only half the battle. The other half is gaining
senior leadership commitment to making the cultural shift required to benefit fully from the
capabilities Information technology and knowledge management can provide to the health care
industry.
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