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TOTAL VALUE OPPORTUNITY PROPOSAL –  
SENATE FINANCE COMMITTEE 

 
CORE IDEA OF THE PROJECT: 

  The Institute of Medicine reports and a wide range of other studies and 

reports have highlighted things gone wrong in the U.S. health and medical care sector.  

The evidence consistently suggests that major improvements in patient outcomes and the 

health care status of Americans could be achieved while reducing costs by 30-50%.  

However, while there is a great deal of activity in response to these findings there is not 

much evidence of a significant improvement in patient outcomes, and cost increases 

continue unabated.  Why? 

 Policy makers react to the aggregate evidence by seeking one or two major 

“levers” to radically improve the quality, safety and efficiency of care.  But the problems 

of complex systems such as American health care delivery can not be solved by edict.  At 

the local level, practitioners believe their error rates are small, regrettable but largely 

inevitable, within the national norms, and that they are under compensated and 

underappreciated for what they do.  They are opposed to transparent identification and 

sharing of things gone wrong because of perceived legal risk.  Many see waste and 

aggravation in things they are required to do – filling out insurance forms, for example -- 

but not many see opportunities for quality improvements and cost saving in things they 

believe they can control. 

 Both groups – policymakers and practitioners – would be guided toward more 

constructive action by the creation of a compelling “business case” for the application of 



quality ideas and principles in the health and medical care sector by specifying and 

quantifying the financial value associated with: 

 Errors (e.g., extended stays associated with wrong medications or wrong 

procedures.  Cost of injuries to staff; lost work days and restricted work) 

 All repair activity (e.g., time spent clarifying illegible or incomplete medication 

and other doctors’ orders) 

 All non-value added activity (e.g., time spent searching for needed materials - - 

medications, equipment, supplies) 

RELEVANCE OF THE PROBLEM AND PROPOSED INNOVATIONS: 

 The current problems of safety, quality and waste in the American health care 

system directly harm tens of millions of Americans each year and indirectly harm the 

interests of every American.  The failure of policymakers and executives to understand 

how to address safety, quality and cost problems should now be the central focus in this 

arena.   Practical, powerful diagnostic techniques proven to speed radical improvements 

in other large, complex, high risk industries could be used to address this gap. 

APPROACH AND METHODOLOGY: 

 Select and work with five high reputation hospitals to document the difference 

between current patient outcomes and cost performance and the potential results if the 

care process eliminated errors and the waste associated with system design inefficiencies. 

 Assemble a team of analysts with successful experience in using and deploying 

the ideas of systems analysis, six sigma, lean manufacturing, the Toyota Production 

System and activity-based costing.  Over a period of twelve months, analyze all major 

pathways in the patient care process to produce the project objective. 
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 INTENDED CHANGES IN HEALTH CARE: 

 To provide the operational facts that are needed to press for accelerated 

improvement in American health and medical care, by: 

• Creating a greater public sense of urgency to change health care by 

showing specifically where value is being lost and providing a better set of tools 

to help the public understand how it might be accomplished. 

• Providing health care executives a map of their core processes that 

highlights the problems that embed error and waste in the system, and provides 

targeted tools to help the executives eliminate those causes. 

• Strengthening the will and fact base of policy makers and corporate 

purchasers to: 

-- Overhaul reimbursement systems to successfully reward value creating 

care. 

-- Recognize the areas in which well-intended rules and regulations are 

impeding progress toward safe and perfect care, and remove those 

impediments. 

 

Total Value Opportunity Proposal/Senate Finance Committee 
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Healthcare Issue Brief:  Transforming Medical Malpractice
 

Prepared by: 
Value Capture Policy Institute 

One North Shore Center, Suite 201 
12 Federal Street 

Pittsburgh, PA  15212 
(412)553-1197 

 
If the purpose of the medical malpractice system is to provide a powerful incentive for 
health institutions and providers to eliminate error, the system has failed.  Based on 
Lucien Leape’s scholarly work, over 300 million medication errors occur each year.  The 
Institute of Medicine estimates that between 50,000 to 98,000 deaths per year are 
attributable to medical errors.  There are countless other measures of total system failure 
including never-ending streams of falls, empty oxygen tanks, and unmet patient needs.  
These errors also have a steep economic cost, building rework and instability into the 
system and driving a substantial portion of the growth in health care spending. 
 
When people who are injured are asked what they want of the system, the most common 
responses are: 
 

1. To receive an apology for the harm that occurred. 
2. To be told exactly what happened, immediately and with complete honesty. 
3. To be assured that everything has been done to guarantee that the same problem 

won’t victimize anyone else, and; 
4. To receive full compensation for lost wages and medical costs. 

 
Apart from failing to prevent harm, the current medical malpractice system fails to 
deliver any of these outcomes desired by victims of error.  A simple analysis reveals why. 
 
The malpractice system functions on the assumption that, if the punitive damages for 
harm are great enough, doctors, nurses, and hospitals will make every effort to avoid 
error.  There are two fundamental problems with this logic.  First, people working in 
health care are already doing everything they know to avoid errors, but the way the 
system is designed makes errors inevitable.  Secondly, the people who are running health 
care organizations are functioning without the commodity they most need to solve these 
problems, information about the real root causes of these system errors.   
 
The current medical malpractice system actually impairs the ability of health care 
leaders to offer patients the thing they most want, error-free care. 
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There is a rough parallel to this problem in the evolution of the worker’s compensation 
system. By the early 1900’s, thousands of workers were killed or maimed each year by 
industrial systems that were not designed for safety.  As a direct result, businesses were 
bearing enormous legal costs defending themselves against numerous lawsuits.  It led to a 
crushing insurance burden.  Between 1911 and 1940, as the problem became a crisis for 
both workers and businesses, they agreed to legislative compromises in every state that 
addressed many of the system problems from a safety and a cost perspective.  
Government required employers to buy insurance to offset the economic burden of 
medical costs for people who were hurt and could not work through the workers 
compensation system.  In exchange for this reduction in legal exposure, companies were 
required to share information about every incident so that all employers could avoid 
similar events. 
 
We propose a similar system for medical malpractice, upgraded based on current learning 
and technology.  The federal government (or state governments as an at-scale laboratory) 
would set up a fund to pay the economic damages for patients harmed by the health care 
system in exchange for mandatory reporting of everything gone wrong and systemic 
actions to remedy problems that could cause harm.  In return for this protection from 
liability, anyone failing to report an incident would be liable in the regular court system 
for treble or quadruple damages.  Reporting could take place in a national, real-time 
database designed to make it easy for anyone to share problems in the system with the 
potential to cause harm.  Additionally, anyone could look to this database to learn from 
root cause solutions shared there.   
 
This system would allow people to reduce the medical malpractice problem by 
preventing recurring errors at their root rather than focusing on the financing.  Most 
importantly, this proposal would remove blame from the culture and free health care 
systems to expose and learn from their mistakes in the pursuit of perfect patient care. 
 
The Value Capture Policy Institute is a non-profit organization dedicated to advancing 
state and federal policies that create the conditions for every human need to be met 
without waste or error.  For more details on this proposal or to schedule time to learn 
more about how to eliminate medical malpractice, please call Geoff Webster at (412) 
553-1197. 
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washingtonpost.com 

Truth in Medicine  

By Paul H. O'Neill 
 
Friday, December 24, 2004; Page A17  

If the president and Congress want to accomplish something truly important over the next 
four years, how about this: a fundamental change in the playing field for health care. 

I have a few suggestions. They are based on 40 years of work on health care policy and 
operations, including my current role as leader of a community effort in Pittsburgh to set 
the world benchmark for safety, quality and efficiency in health care delivery. My 
thoughts are also based on leading a major company, Alcoa, to become the world's safest 
place to work. 

First, the government should create powerful incentives for medical care providers to 
immediately tell the truth about errors and poor outcomes -- tell it to patients, families 
and colleagues around the country. The purpose is not to punish but to learn rapidly from 
mistakes, something that is required in any high-risk, high-performing industry. The 
benefit won't just be safer, clinically superior health care but less expensive health care. 
Why? Because safety is realized only when organizations focus on their customers and 
constantly improve the quality and efficiency of the processes that serve them. 

Today we don't report and disclose even the tip of the iceberg of things gone wrong in 
health care, dooming ourselves to repeat the mistakes, without ever rooting out the 
broken processes that are producing them in the first place. For example, the nation's 
leading researchers estimate that less than 1 percent of medication errors are identified. 

To address the issue, we ought to have society assume the cost of things gone wrong, in 
the interest of creating a genuine learning system. Victims of errors would be paid fair 
compensation, and doctors would not have to pay for malpractice insurance. But if 
doctors didn't openly and immediately detail errors or poor outcomes to patients and to a 
national learning system, they would be subject to large, personal financial penalties or 
loss of license.  

At Alcoa, the first principle I had to ingrain throughout the company was this: Every 
person was responsible for sharing details of things that went wrong, immediately, so that 
we didn't have to learn the same lesson over and over again. We are far from that 
standard in health care, but if we stop fighting the wrong battle over medical malpractice, 
we can get there. Our objective should be to get lawyers out of the medical system, not to 
cap the money they are taking. 

Second, the president should appoint a commission with a tight deadline to redesign the 
health care reimbursement system with the goal of making it pro-patient. Today, in many 
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corners of even our most significant federal payment systems, we still pay clinicians and 
facilities for activity, not for the quality of the job they did for the patient. The way to use 
payment to drive improvement is beginning to emerge in a few experiments around the 
country, but the status quo will prevail unless the president puts his weight behind rapid 
change. 

We also need a better map of how to achieve dramatic improvements in cost and quality. 
The federal government should start the mapmaking by commissioning a detailed, three-
month analysis of the nation's leading hospitals to fully document not only the cost of 
errors but also the wasted time, effort and resources embedded in much of health care 
delivery. Such a study could be accomplished for $10 million and would make the case 
for change in a management framework that couldn't be ignored. The team of 
experienced industrial engineers and health care leaders I work with in Pittsburgh has yet 
to encounter a health care process that could not provide higher quality at half the current 
cost. 

That map can be brought to life if the government then joins with a single major medical 
complex that declares its intention to be the best in the world -- measured by objective 
data -- at every single thing it does. Across the American health care landscape, improved 
performance has occurred only in parts of organizations. When we have a place that's 
"done it," we'll have a model that others can see and learn from. We'll also have taken 
away the age-old excuse that "nobody's done it, so how can we?" 

Apart from these federal priorities, the industry itself has its own set of solemn 
obligations to act on. The 30 to 50 percent of national medical care spending that is 
currently paying for waste and errors can be captured only through deliberate action at 
the local level. With the health care industry and the government playing their parts, 
hundreds of billions of dollars can be freed up. This would make it easy to solve the so-
called "access" problem of uninsured Americans and still leave large amounts for other 
important needs. 

The writer was secretary of the Treasury in 2001-2002.  
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COMMENTARY 

A New Idea for Social Security 
By Paul H. O'Neill 
Paul H. O'Neill was Treasury secretary in the Bush administration from January 2001 to 
December 2002. 
 
February 15, 2005 
 
The debate over what we should do, if anything, with the Social Security system is 
heating up. A political campaign-style assault has already begun; in the weeks and 
months ahead, prepare to be buried in markedly different versions of the truth. 
 
If you are like me, you hunger for something better from the political class. How about a 
new idea to offer financial security for each American when he or she reaches retirement 
age? Here's one way. 
 
If we decided as a society that we were going to put $2,000 a year into a savings account 
from the day each child was born until he or she reaches age 18 — and if we assume a 
6% annual interest rate — each child would have $65,520 at age 18. (The worst return for 
a 25-year investor in the stock market from 1929 before the crash to 2004 was an average 
of 6% a year.) With no further contributions, again with a 6% interest rate, those savings 
would grow to $1,013,326 at age 65. 
 
If we began to do this now, the first-year cost would be $8 billion; that is $2,000 times 
the roughly 4 million children born each year. The second year would cost $16 billion 
and so on until we were contributing $2,000 per year to a savings account for every child 
from birth until age 18. When fully implemented, the cost would be $144 billion per year. 
To put this $144 billion per year into context, this year's combined spending for Social 
Security and Medicare will exceed $750 billion. 
 
What this plan would do is "pre-fund" for the needs of old age. It solves the long-term 
financing problem for both Social Security and Medicare, allowing for the gradual 
replacement of programs like Supplemental Security Income and Medicaid and food 
stamps and housing aid for those over age 65. To make this work, the savings account 
money would need to be invested — my suggestion would be through so-called index 
funds. The administrative costs would be practically nothing because there's no need for a 
huge separate tax collection bureaucracy; the money would come from the general 
revenues of the U.S. government. 
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To be clear, this is a decision for our society to make. The U.S. government is just the 
instrument to bring it into effect. There are two crucial facts that distinguish this idea 
from traditional Social Security. The savings would be owned by the individual, and 
every person would have an account. (Everyone born before the plan went into effect 
would remain under the current Social Security system.) 
 
Equal coverage for every American is an important part of this concept. Traditional 
Social Security does not provide equal coverage. For example, stay-at-home spouses get 
a smaller "dependent's" benefit, and some Americans are not covered at all. In effect, this 
would be a new birthright for those fortunate enough to be born here. 
 
You might ask, "Can we afford it?" My answer is, in a federal budget of more than $2 
trillion, we can certainly afford it. In an economy that will be upward of $12 trillion this 
year, we can afford it. By the time this plan was fully implemented, we would be living in 
an economy of $20 trillion. We can afford it. 
 
Some may say, "This is a terrible idea because more illegal immigrants will come here to 
get this benefit for their children." I say hogwash. The question suggests we should make 
our country a less desirable place in order to reduce illegal immigration. The proposition 
is absurd. 
 
Some will argue that this prospective gift from society will reduce the incentive to save. 
There are two answers to this concern. First, as this idea is implemented, we will be 
saving because the money to pay for this will be coming from our taxes. Let me say this 
directly: This is savings. Second, maybe you know some 20-, 30- or 40-year-olds who 
would scale back their quest for current income because of some prospective annuity at 
age 65. I don't know any of those people. 
 
This is a clear and straightforward concept. Why haven't we done something like this? 
 
Over the last 30 years, both political parties seem to have stopped generating truly new 
ideas. And political mechanics have taken over in place of the visionaries who thought up 
Social Security in the first place. 
 
If we could put this idea in place to begin ensuring old age financial security for future 
generations, it would reshape the action we need to take now to meet our obligations 
under the current Social Security system. Are there any politicians listening out there? 
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