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The World Resources Institute has
found that research and development
funding has largely been devoted to fields
of little relevance to environmental quali-
ty. The heart of the matter seems to be
that in many countries the need for new
technology to solve environmental prob-
lems has been inadequately recognized,
and that the role of governments in
encouraging such technologies is poorly
defined.

One problem is that technology is sel-
dom widely spread when it is based on
“technology push.” “’Need pull” is what
is needed instead. The difficulty in the
case of environmental technology is that
this need is not a private need but a pub-
lic need. Thisis a serious problem as our
economic systems do not sufficiently
take into account harm done to people's
welfare or the environment. A part of the
solution must therefore be to make eco-
nomic agents act in harmony with the
needs of society today and in the future.

Environmental and other public needs
argue convincingly in favor of policies to
support environmentally benign tech-
nologies. We need industrial policies
with targets and purposes that only
democratic governments can set.

The 1990s will be a decade of destiny,
in which wc must summon al our human
resources, our knowledge, and our moral
conviction to seriously face the real chal-
lenges of the future. The forces of tech-
nology, of finance, and of electronic
communications must not be a lowed to
take over powcr which was vested i n
democracy to shape our future.

The Challenge of the 1990s

Therefore, the challenge of the 1990s
is to deepen and widen the forces of
democracy, and to lift democratic deci-
sion-making aso to the international
level. Even the most powerful nation

state is too small for addressing global
challenges.

If we maintain the illusion that each
nation can act in isolation, we risk post-
ponement of critical decisions which will
only be made effective when states act in
cooperation. We aso risk an increase in
the current skepticism and lack of confi-
dence in democracy, politics. and politi-
cians.

People do not believe in politicians
when they promise to do what isin reali-
ty beyond the reach of their present pow-
ers. People are used to holding politicians
accountable and to measure the results
and how they arc able to improve the
quality of life. If the results do not meet
people’s expectations, they arc quick to
turn against politicians and the political
system itself.

If this alienation is allowed to contin-
ue, we risk a gradual disintegration of
our traditional political ingtitutions. The
antipolitical establishment mood in many
countries is one such sign. The increasing
racism and xenophobia in many Euro-
pean countries today is a frightening
reminder of dark chapters of European
history.

All our efforts to solve the new global
threats must be underpinned by true
internationalism. There will be competi-
tion, clearly, but such competition
between companies and countries must
be governed by fair, open, agreed upon,
and enforceable rules.

In the final analysis, the problems of
envirnment and development depend on
the globa dissemination of the ideas of
democracy. The unveiling of the environ-
mental ecocide in Eastern Europe, com-
mitted under totalitarian rule, clearly
shows that only people who arc alowed
to participate in pubic life, without fear,
will be able to build community purpose,
instill social responsibility, and assert the
larger vision of a just and sustainable
future.



The resource of human minds and our
ability to organize our communities, and
community of countries. arc what wc
must rely on in a major transition period
toward a sustainabl e relationship between
people and the earth. If | had not believed
that people would have the capacity to
govern and to reconcile the two, 1 would
have felt less inspiration working politi-
caly to integrate enironmental issues
into policymaking as | have been doing
for nearly two decades now.

We need a global democracy. This
will only be possible if Europe and North
America can lead; those parts of the
world which have been benefited by the
history and tradition of democracy for
more than 200 years certainly have a spe-
cia responsihility.

I want to conclude by reminding you
of the words of Winston Churchill, who
spoke here, in this same area, 50 years
ago. He said, “Europe and the United
States must lead, for their own safety,
and for the good of al walk together in
majesty, in justice, and in peace.”

This is exactly the same challenge to
us al at this very moment 50 years later.

AR FIGIST

Will technology alone provide

for a sustainable global devel-

opment, or will will need to look
for reductions in the standard of living
from the northern countries?

| believe if we do the right things, if we
change our systems, and especially if wc
start using energy in a better manner than
up to now, then wc can make a mgor
contribution to the necessary changes
that may increase the standard of living
which is necessary in the Third World.
Thefocusisnott o reduce our standard of
living, but to change it, absolutely.

I’'m curious about the politics Of
development assistance in Nor-
way. How do you sustain a level
of development assistance in escess of 1
percent of GNP? Is this a popular pro-
gram? What arguements are effective in
persuading the Norwegian people to sus-
tain this level of development assistance?

| can remember many election campaign
since the ‘70s, when | first started as a
politician a the national level, where
people came up to me in the streets and
criticized events they had read about in
the papers-c. g., boats carrying food to
India. There arc always very strong argu-
ments for using the money at home. and
there arc always needs at home that could
be taken even better care of .

My party, and also the conservative
party, stood up and said, look. wc have to
do our share to aleviate poverty and des-
titution in humanity globally. It is neces-
sary for politicians to make these kinds
of arguments. Otherwise the sentiments
can spread, and they arc dangerous be-
cause without a global aspect to our do-
mestic problems, they cannot be solved.

Alleviating poverty and opening mar-
kets, increasing democracy, and, not the
least of all, taking care of the environ-
ment-these issues need to be dealt with
on behalf of each citizen in the United
States, or in Norway, for the future of
their own children, for their own hedlth,
for their own security.

You noted the importance of

enhanced educational status in

the developing nations, and also
in Eastern Europe. There are also major
health status problems. What would your
suggestions be in terms of how Western,
democratic, developed nations might
effectively pursue approaches to enhanc-
ing health and education status in these
needy countries ?
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| think generally the political will or
ability in the years after 1989-90 to invest
and to support the Eastern European
countries and Russia have not been suffi-
cient. It would have taken a broader
agreement in the West to go in with more
resources, more people, and more will-
ingness to invest and to aid these coun-
tries into economic progress and social
purpose in a new situation, in what |
would call asocial market economy.

1 think we have to be more forthcom-
ing to the needs of the Eastern European
countries and the previous Soviet Union
because there is instability and it is a se-
curity risk to us if we do not help
increase the confidence in democracy.
And how do you do that without giving
people the feeling that their lives become
improved when democracy is intro-
duced? That is a challenge, and educa-
tion, health, and employment are the
basics of that.

There are few topics as con-

tentious in the U.S. as taxes—

green or otherwise. Can you
point out some of the lessons Norway has
learned for dealing with the unintended
or undesired consequences of green taxes?

It has not been easy. After our introduc-
tion of green taxes, the problem of com-
petitiveness became acute for certain
Norwegian industries because other
countries reduced or at least did not
increase their level of taxation in these
areas. We had to back away from some of
our initial goals.

But wc have not abandoned our poli-
cy. We are going to stand on this policy,
and we are fighting in Europe and other
places to have others follow because we
know it's the only way to have sustain-
able development, to have an energy mix
which is wise, and to give the right
incentives for using resources in a non-
wasteful way.

Democracy tends to work from

crisis to crisis. What you're

talking about are things that
need to be done, but are a little bit ahead
of a crisis. How do we create motivation
in the political centers of this world?

| see no other way but for us to reach out
to the general community. This has
become, in a sense, more difficult: wc
live in the age of television, an age where
complicated issues are presented in 30-
second sound hites. This tends to confuse
people’s willingness to concentrate on
more in-depth thinking about their own
society and about the future.

The media and the communications
revolution makes us able to reach every
person, al around the world. There is a
potential for building democracy and
purpose which is absolutely fantastic.
But the way these things arc driven by
commercial interests—for issues that can
“sell” at the moment-create a problem
in long-term thinking, and in taking seri-
ously some basic aspects of our own
societies and our own future.

When people lose sight of the central
issues, we—as politicians and as scien-
tisss—have to move out even more into
those places where we meet them, not
through the television screen but directly.
Because it is when wc answer questions,
like you asked me now, in an audience
where peep 1 e see us talking, not i n
one-minute or half-minute sequences, but
in paragraphs, that they can improve their
own knowledge and thinking.

This is a new beginning for a new
administration. There are many opportu-
nities for positive change. As the
President said in his inauguration speech,
it is critical to explain the conseguences
of not making some bold decisions, and
hope that four years from now people
will see that those decisions were wise.



hen historians examine the decade we're in, and the one wc just left, : By
they will find it a remarkable period because of the fundamental ~Dr. Laura
changes that occurred. )
The Cold War has ended. One of the world’s two military superpow- ; D’Andrea
ers has self-destructed. We lived for half a century in a world of two : Tyson
military super[pwers, and now wc have only one: the United States. :
There's aso been a somewhat less remarked upon change
in the world economic system. For the last 50 years the U.S.
was the only economic superpower. But in the 1990s the world

has become a tripolar economic world, with three relatively Economl C

equal economic superpowers—Europe, Japan, and the United

States.

This tripolar world is a world which is much more interde- Competl tI VeneSS

pendent because of trade and foreign investment flows, and
it's a world which is increasingly competitive Indeed, Fred . h U S
Bergsten of the Institute for International Economics has I n t e '
called the new economic order one of “competitive interdepen-
dence.”

The economics of Europe, Japan, and the United States arc
linked by trade, and they’re linked by investment. They arc also striving to gain market
share, and they are striving to attract quality foreign direct investment-often at one
another’s expense.

So in this competitive, tripolar economic world, how does the U.S. shape up to the
competition?

The Good News

| want to start with what | think is the good news, and the real news, and that is that
the U.S. remains the most productive and richest economy in the world. The average
standard of living of Americans, as measured by GDP per capita, still exceeds that of
any other industrialized nation by a substantial amount. As a recent careful study by the
McKinsey Group documents. our absolute level of productivity still exceeds that of any
other industrialized nation.

Also, since 1986 we have seen an export boom in the United States, so wc have
emerged once again as the world’ s largest exporting nation. Exports have accounted for
alarge fraction of the rather slow growth wc have experienced in the past four years.

That’s the good news. Nonetheless, | would like to emphasize that. in terms of rela-
tive competitive position, there are signs of weakness, signs of problems, and before wc
turn to these problems | want to give you my personal history in terms of being
involved with the issue of national competitiveness.

Defining National Competitiveness
It was just about a decade ago that John Young, then CEO of Hewlett-Packard,
chaired President Reagan Commission on Industrial Competitiveness. That commis-

sion came up with a number of recommendations to build, restore, strengthen, and
improve U.S. competitiveness.
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At the end of the process John Y oung
found that he still didn’'t have a very
good statement of what the problem was.
He had a lot of solutions in search of a
problem,

So a number of academics from Stan-
ford and Berkeley got together and came
up with a working definition of national
competitiveness. It has become the stan-
dard definition, and this is the one | will
use now. | will then discuss some signs
that suggest the U.S. position on national
competitiveness is something about
which we should be concerned.

The definition of competitiveness we
devised in 1982 had two parts:

1. The ability of a nation to have its
goods and services meet the test of
international competition-i. e., com-
pete in world markets.

2. The ability of a nation, while it's com-
peting in world markets, simultane-
ously to provide real increases in real
living standards for its citizens cm a
sustainable basis.

Keeping that definition in mind, if we
look back on the past decade since that
report came out, we can see signs of
weaknessin the U.S. position.

Inability to Balance Trade

The first danger sign is the accumula-
tion of very large trade imbalances. We
accumulated over atrillion dollars’ worth
of trade imbalances during the 1980s.
During our recent export boom, we had a
situation where our exports were growing
rapidly and we were growing slowly at
home, and our imports were growing
slowly. We got our trade imbalance
down significantly—we got it down to
about $70 hillion last year—but it looks
likeit’s going to be going up again.

If you look at the numbers through the
third quarter of thisyear, we're aready at
$68 bhillion, and the fourth quarter is

obviously going to bring in substantial
additions to that number.

The point is, we made some improve-
men t because we slowed down our
growth rate, the rest of the world
increased its growth rate, and we export-
ed more and didn’t import as much, but
we weren't able to come to a position of
trade balance. And now, if wc start grow-
ing more rapidly than the rest of the
world, as some indicators suggest we
w i 11, then we may in fact see a rising
trade imbalance problem.

Declining Standard of Living

Another sign of weakness is that the
standard of living—the GDP per capita
in the United States, the broadest defini-
tion of our living standard—actually
declined in 1991 and 1990.

Of course, those were recessionary
years, but if you look at historical data,
GDP per capita in the U.S. over the last
19 years has grown more slowly than
GDP per capita in the other advanced
industrial nations.

Moreover, if you look decade by
decade—if you look at GDP per capita
growth rates in the United States going
from the "50s to the '60s to the ' 70s to
the ‘80s—you see a downward trend.
Our growth rate is clearly decelerating.

These figures become more disturbing
when you look at indicators such as
wages and family incomes. Consider
wages, for example. The most recent
economic report of the President, pre-
pared by my predecessor, Michael
Boskin, stated that in 1972 average rea
weekly earnings in the U.S. were $315;
in October of 1992, they were $255.
Thus, there has been a 20-year period in
which we've had a decline in real aver-
age weekly earnings of nearly 20 percent.
This means that during the *80s, a period



when we had a boom, average real week-
ly carnings were declining.

Look at the figures another way:
Average real median family income de-
creased in 1991, That 1s more than a re-
cessionary, short-term situation, because
that figure has been virtually unchanged
from 1978. For 13 ycars we have had no
growth in median real family income.
And that is despite the fact that many
tamilics now have more hours of work
because they have two carners rather
than one.

The other thing T want to mention
about this is that there has been growing
inequality. I'll cite only one statistic here,
the one I find the most compelling and
the one that worries me the most:
Eighteen percent of fulltime workers can-
not earn enough income to support a
Samily of four above the poverty level.

Thus, it you look at the trade situa-
tion, and you look at our declining stan-
dard of living situation, you can see there
are some problems we need to address to
improve our national competitiveness.

Determinants of Competitiveness

When we worked on competitiveness
a decade ago, we tried to think about
what determined that nationa ability:
What are the fundamental underlying
determinants of national competitive-
ness? The way to address this question is
to think a little bit about how companies
compete.

Companies can compete in two mgjor
ways. They can compete on price—i.e.,
by offering products at a relatively low
price. compared with other companies-
or they can compete on Technology-i.e.,
by improving the quality of a product or
by introducing an entirely new product.
Let'slook at each of thesein turn.

Competing on Price

If you think in terms of a company,
there are two fundamental determinants
of price—the cost of or the prices that you
pay your inputs and their productivity.

How much does it cost you to hire a
worker, and how productive is the work-
er? How much does it cost for you to
purchase or lease a piece of equipment.
and how productive is the piece of equip-
ment

Let's examine the labor cost issue,
because that’s where our standard of liv-
ing istied in. If you look at our competi-
tive position on thee basis of price for
wages, you might say we have improved,
but we've improved because our wage
growth has been so anemic. Our wage
growth has been negative, in rea terms.
for many of our workers.

Although we have become more price
competitive because weve had lower
wages. that doesn't trandate to nationa
competitiveness. If we compete on the
basis of lower wages, we're not going to
get that other half of the competitiveness
equation, the part about rising living
standards.

Thus, competing on wages is not an
effective national competitiveness strate-
gy. It will work for an individual compa-
ny, and it can work for a nation in terms
of selling more goods and services, but it
cannot work for a nation in terms of gen-
erating rising living standards for its pop-
ulat ion.

Business Week last year noted that the
U.S. ranked at the bottom of 12 industrial
countries in terms of the increase in man-
ufacturing wages that had been realized
over the 1980s. and the Business Week
editorial concluded, “The U.S. is more
competitive.” | would argue that the U.S.
was more price competitive as a result of
this. but it wasn't more competitive in
terms of being able to generate rising:
wages for its population.

“Eighteen
percent of
fulltime

U.S. workers
cannot earn
enough
income to
support a
family of four
above the
poverty
level”
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If you don t want to compete on
wages, on living standards, and you want
to compete on price, then you' re going to
have to go to the other part of the cost
equation, which is productivity, and
that's why economists generally agree
that the most fundamental determinant of
long-run competitiveness is productivity
growth.

If you want your competitiveness to
grow over time, it depends very much on
how fast your productivity grows. There
is widespread agreement that, although
we're not sure precisely why, the U.S.
has had an overall slowdown in produc-
tivity growth since the 1970s, and it has
had the lowest productivity growth of the
G-7 nations for a substantial period of
this time. Overall, our productivity
growth has been below 1 percent for the
last 20 years.

That brings us to the next question. If
we could accept the notion that produc-
tivity growth is the most important deter-
minant of national competitiveness as |
have defined it, and if you look at the
evidence that our productivity lead is
diminishing because our productivity
growth is falling behind that of our com-
petitors, then the policy challenge
becomes, What do we do about produc-
tivity growth?

This question generates lots of contro-
versy, but one of the things economists
agree on is that capital per worker is the
most fundamental, easily measured deter-
minant of productivity growth. For
example, between 1959 and 1973, capital
per worker in American private business
increased 2 percent annually, and pro-
ductivity increased 2.8 percent annually.
Between 1974 and 1991, capital per
worker only grew at 0.6 percent annual-
ly, and productivity grew at dightly less
than 1 percent annually.

Right away you can see the correla-
tion. If wc don’t supply our workers with
modern capital and equipment, with

advanced technology. then they will be
less productive, and over along period of
time we will not be able to support high
growth in real wages.

This of course brings us to the issue of
investment, because the way we get capi-
tal growing relative to labor, the way we
supply our workers with the most mod-
ern technology, is to invest in plant and
equipment, and that is an area where we
have really fallen short for quite a long
time.

According to the Private Sector Coun-
cil on Competitiveness (which was start-
ed by John Young as the private sector
continuation of his public sector effort in
1982), for more than 20 years the U.S.
has been investing a smaller percentage
of its gross domestic product in plant and
equipment than the average of the other
advanced industrial nations. and during
the last three years it has invested less
than every single one of the other
advanced industrial nations; and in 1991,
American investment in plant and equip-
ment hit a 14-year low.

In addition, if wc examine net national
investment—i. e., above and beyond what
needs to be invested simply to take
account of depreciation-then the per-
centage of net national investment in
GNP in the U.S. was lower in the 1980s
than it was in the ‘70s, and that was
lower than it was in the ‘ 60s.

As this is a declining trend of net
national investment out of GDP, wc
should not be surprised to find that the
growth of net, nonresidential capital
stock-i.e., what wc realy arc adding to
the productive capacity of the econo-
my—has been slowing down since the
mid-' 60s,

Let me comment on public invest-
ment, because one of the things that will
be an important part of the Clinton
administration is the importance of pub-
lic investment as well as private invest-
ment.



In real terms, we spend only half now
of what wc spent on public investment
relative to GNP in the 1950s and the
‘60s. What is invested in infrastructure,
in education, in civilian research and
development programs, etc., is in rea
terms a lower percentage of our GNP
than was invested decades ago.

Again, international comparisons are
important. The level of public investment
relative to GNP is one and a half times
greater in Germany, and three times
greater in Japan, than it is in the United
States.

Our commitment of resources to pub-
lic investment, as a percentage of GNP,
has been trending clown over time. The
rates of Japan, Germany. and some of the
other European nations have been trend-
ing up.

Thereis alot of controversy about the
exact number to usc to measure the rate
of return to public investment. The over-
al conclusions of several recent studies
suggest that public investment can be
complementary to private investment,
and actually can help redlize the returns
to private investment, and that public
investment has a positive contribution to
make to the economy.

In considering competitiveness from
the point of view of productivity and in-
vestment. and then the role of private and
public investment, where do wc come out
in terms of various policy areas?

The problems I'm talking about-the
investment problem, the productivity
problem, even the underinvestment in
public investment areas—those problems
were al identified in the last economic
report of the President, which came out
in mid-January.

| agree with the points made in that
report. The first was that we have to
work to improve the incentives for pri-
vate investment in the U.S. We have
unwittingly put into our tax system disin-

centives to invest, and we have to try to
take out some of them.

Currently under discussion in the new
administration is some form of invest-
ment tax credit, as well as some form of
targeted capital gains relief to encourage
the formation of new entrepreneurial
business activities. We have to do some-
thing to encourage investment in the pri-
vate sector.

We aso need to change the composi-
tion of government spending. President
Clinton is very committed to moving
public spending to investment pro-
grams-to infrastructure programs, to
civilian technology programs, to educa-
tion programs, and to health programs
that are so essential to the well-being of
our workforce.

Then, finally, wc have to tackle deficit
reduction. Theres a lot of discussion
going on about deficit reduction. and |
think it's important to emphasize that
deficit reduction is not an end in itself,
its a means to an end. The reason we
need to reduce the deficit is because the
government deficit absorbs resources that
could otherwise be used for private
investment.

In 1991, for example, the federal
deficit exceeded persona savings. We
were generating a certain amount of per-
sona savingsin the U. S., but the federa
deficit was taking more out of the nation-
a savings pool than we as individuas
were putting in. The government deficit
in that year-199 1—absorbed about 22
percent of total private savings (i.e., per-
sonal and business savings combined).

If we can get the deficit down, we will
be able to free up resources for private
investors, and that’s a very important part
of productivity development, and thus
national competitiveness development.

“We have
unwittingly
put into our
tax system
disincentives
to invest, and
we have to
try to take
out some of
them”
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Competing on Technology

If you'll recall, I mentioned above that
the two main ways to compete are on
pricee—which is either competing on
wages or on productivity-or on technol-
ogy.

Technology itself, of course, helps
you compete on productivity. Capital per
worker and productivity are correlated
not just because you're giving workers
more machinery to work with, but
because you're giving them better
machinery to work with.

We also can think about technology as
having a direct effect on the ability to
compete, and here wc need to examine
how we're doing in terms of supporting
the input into technological development
and diffusion. The input 1' |1 discuss here
is research and development spending.

As a percentage of GNP, the U.S.
invests lessin civilian R&D as a percent-
age Of GDP than most of its magjor com-
petitors. Indeed, wc invest only half as
much in civilian R&D, compared to
GDP, as is the case in Japan and Ger-
many.

Over the past 19 years, again accord-
ing to the Private Sector Council on
Competitiveness, the U.S. has had one of
the slowest growths in civilian R&D
spending of all of the advanced industrial
countries. In the recession years—1 990
and 1991—readl R&D spending in the
U.S. actually decreased.

Thus, wc arc underinvesting in civil-
ian R&D. That's the first point. The sec-
ond point, which is also well documented
by a number of studies, is that the U.S.
seems to lag in the commercialization of
technologies.

We have not lost our lead in innova-
tions, athough our lead is diminished,
but we do not seem to be able to com-
mercialize as well. Firms in the rest of
the world seem to do better.

This has led the Council on Com-
petitiveness to a conclusion that was very

important in the formulation of atechnol-
ogy program during the Clinton cam-
paign. The conclusion of the Council on
Competitiveness is that the U.S. position
in many critical technologies is dlipping,
in some cases it's been lost altogether,
and future trends arc not encouraging.

This conclusion was reached about a
year ago in a very influential report, and
there were a number of suggested public
policy proposals made in that report.
Many of them arc being picked up in a
variety of places.

Some of them, for example, have
shown up in the Competitiveness Policy
Council, a group headed by Fred
Bergsten that was established by the
1988 trade bill. It's a bipartisan group
with private interest group representa
tives, and they have laid out a technology
strategy. Some of the proposals in the
Nunn-Domenici plan for a competitive
America are similar to the ones I’ m about
to suggest, as are some proposals from
the Senate Economic Leadership Group
and the House Science Committee.

I’m going to mention a few proposals
that were outlined in what was for many
people the most compelling document of
the Clinton campaign: the technology
policy document that came out at the end
of September.

First of al, wc must improve incen-
tives for private investment in research
and development. Here the most impor-
tant issue is the need to make the R&D
tax credit permanent.

We have a tax credit, one which has
proven to have a beneficia effect on
research and development spending by
private companies. R&D spending by
private companies has been shown to
have a positive spillover effect on the
nation. But R&D is a long-term activity.
and wc need a long-term tax credit situa-
tion so companies can make R&D deci-
sions appropriately.



The second issue on which there is a
great deal of consensus is the need to
increase the share of federal R&D fund-
ing for civilian technologies. Already we
have had some decline in the share of
federal R& D spending going to the mili-
tary, from a peak of about two-thirds
down to about 60 percent. But we really
have to move more. Of the federal R&D
dollars, a larger share should go to civilian
programs, a smaller share should go to
military programs.

Thats not to deny that there have
been important benefits from military
R&D. If you will look at the history of
the computer industry, or the history of
the semiconductor industry, or the histo-
ry of the commercia aircraft industry in
the United States, you certainly see that
i n their infancy, in the days of their
development into world leaders,
military-funded R&D played a very criti-
cal role.

But as Eric Bloch has argued very
effectively, the spillover effects of mili-
tary R&D have become less important,
and they arc likely to become even less
important in the future.

One reason for that is because for a
number of technologies, the frontier isin
the civilian market. The second reason is
that we'd better not rely on military R&D
budgets in a world of declining military
budgets. And the third reason is the
nature of the competition. It was okay for
us to rely on military programs when wc
didn’'t have very serious competition. But
if wc rely on military R&D programs and
our competitors rely on civilian R&D
programs. we may find ourselves getting
to the market a little more slowly than
they.

We must figure out ways to increase
the share of federal R&D funding that
goes to civilian purposes. We need more
federal R&D money for prccompetitive
research and development, stages where
the gains arc hard to capture by individ-

ual firms and where private R&D is like-
ly to be inadequate. A recent report by
the National Academy of Sciences drew
a similar conclusion, noting that existing
programs for channeling federal monies
to generic, nonmilitary technologies arc
underfunded and uncoordinated. NAS
added that the programs need to bec insu-
lated more from political ntlucrwc.

Thus, we need a new approach. one
with more coordination, more funding,
and a better delivery mechanism. |
assume | will be working on this quite
actively in the administration with my
counterparts in Commerce, in the Office
of Science and Technology, and with
members of Congress. | assume wc 11
aso be trying to build on some of our
successful  programs.

We have had some success with the
advanced technology program at NIST
(National Institute for Standards &
Technology). It's a small program, but
it's widely viewed to be a fairly success-
ful program. We've obviously had some
successes with dual-use technology pro-
grams in DARPA (Defense Advanced
Research Projects Agency), We've had
some successes, athough there is more
controversy about this, with some of the
CR ADA (Cooperative Research and
Development Agreement) programs at
the national labs. And some of the
FCCST (Federal Coordinating Council
for Science and Technology) initiatives
have been viewed to be quite successful.

Finally, let me comment on diffusion,
because you can talk about our problem
as one of not investing enough in civilian
technology, and you can also talk about
our problem as one of diffusion.

The Clinton administration has
emphasized this point a lot, in the context
of trying to work on expanding a national
manufacturing extension service—build-
ing on the federal and state programs that
arc in place. Reviews of these programs
conclude they have been relatively suc -
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cessful in diffusing technologies, in dif-
fusing quality management practices, and
in providing small firms with access to
sophisticated testing facilities and train-

ing programs.
We adso encourage diffusion by
encouraging investment in generd,

because diffusion occurs when firms
increase their rates of investment. When
companies buy new technology, it gets
diffused quickly.

The new administration is committed
to complementing the civilian technology
program with a very active training and
education program. After al, wc want to
make our workers more productive by
giving them modern equipment, but we
aso have to worry about the skills of our
workforce. And we have to do something
about the fact that we spend only 20 per-
cent as much as other advanced industrial
countries in training our workers.

Conclusion

Let me end with a couple of observa-
tions from my recent book about trade
policy in high-technology industries.
What | concluded was, although the trade
problems are very thorny, the fate of our
high-technology industrial base depends
much less on the trade battles that wc
fight abroad than on the choices we make
a home. We need to fight our trade bat-
tles in a serious and informed way, but
We cannot hoodwink ourself into believ-
ing that if we have a problem it’'s because
of an unfair trading practice. If we have a
problem wc must first look to the
home-grown causes of that problem.

The second general observation |
made in this book is that in this tripolar
competitive world in which wc are no
longer the economic superpower, and we
are the only military superpower, some
of the policies and ingtitutions that served
us well in the old world need to be
looked at again. We need to change our
own policies and change our own institu-
tions because the nature of the challenges
we face is different.

| conclude that book with the observa-
tion that it's fortunate for us, that the col-
lapse of the Soviet Union provides an
opportunity for us to reconsider our pri-
orities, and to shift our resources from
the military challenges of the past, which
we ably met, to the economic challenges
of the future, which | hope this new ad-
ministration will help us meet.



ur system for providing health care in this country is in deep trouble. It is
not realy a system at all; it is a “nonsystem,” a disorganized hodgepodge
of ad hoc arrangements for the delivery and payment of medical care,
which. in response to innumerable conflicting private and public interests,

z By
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have simply accumulated over the past haf century without any overal :

plan or direction.
Itis, in short, atypically American institution, as American

as apple pie. But it isn’t serving our needs very well anymore.

In fact, it has become a major social and economic burden on .

the country, which is now demanding correction. I\/I MI Cal
The problem does not lie with our unexcelled medical sci-

ence and technology, nor with the technical competence of our '

medical personnel. The problem is the way we provide and Rer Orm.

pay for medical care.

Care

American biomedical scientists have won more Nobel B . | d
Prizes than all their colleagues in the rest of the world com- UI I ng a

bined, but the American health care nonsystem would win no

awards. Judged by its ability to meet social needs, our system V " abl St
suffers seriously by comparison with those of many other I e em

advanced Western countries.

We are failing to provide decent care for a large and grow-
ing fraction of our citizens because we simply cannot afford
the increased cost. Medical care has become monstrously expensive, and its cost con-
tinuesto rise at an absolutely insupportable rate.

Waste, inappropriate and inefficient usc of services and resources, inequity, and
excessive administrative overhead are seen at every turn. These problems have been
obvious for many years. and suggestions for major reform have been made many times
before. But now, with the election of a new president who is committed to health care
reform, with mounting public clamor for change, and with the congressional leadership
on both sides of the aisle declaring themselves ready for enactment of new health care
legislation, We seem to have come at last to a true crossroads in our nationa journey
toward hedlth care reform.

We cannot stay where wc are. We must move, but in which direction? What do we
do?

A spate of proposals has recently been introduced in the Congress, and many more
have been debated in the public arena, but until now there's been no sign of coales
cence around any one of them. However, there seems to be agreement on the general
goas. We want medical care for all our citizens, at a cost wc can afford, in an account-
able system that promotes quality and efficiency, encourages innovation, and allows for
some freedom of choice.

That's a tall order. Many believe it is unredlistic, not attainable in the foreseeable
future, it’ ever. 1 disagree. | believe that if the richest country in the world can afford to
devote 14 or 15 percent of its economy to health care, it can certainly have a system
second to none, with all the desired charactcristics—provided we recognize what needs
to be done, and are willing to do it.



‘| cannot :
imagine a :

patient walking
into a surgeon’s
office and
saying, ‘Doctor,
just give me
the standard,

low-cost

operation. |

don’t want the

top of the
line”

32§

Delivery System:

the Heart of the Problem

First we must identify the basic causes
of our problem. We cannot set the system
right until wc understand what 1swrong,
and how it got that way. Most discus-
sions of health care reform have focused
on the payment side of the system, par-
ticularly on funding and on medical
insurance.

That’s understandable, because the
insurance system is seriously flawed and
in urgent need of reform. But reform of
insurance cannot do the job by itself; it
does not go to the heart of the problem,
which is to be found in the medical care
delivery system.

Current legidlative proposals, in my
opinion, pay insufficient attention to the
delivery system, yet that is where the
ultimate success of efforts at health care
reform will be decided. The main thrust
of my comments will be concerned with
the delivery of medical care.

Physicians’ Role in
Medical Cost Crisis

The medical care system is in essence
a reflection of how physicians practice
their profession. That may sound like a
physician’s parochial conceit it, but a
moment’s reflection may convince you
otherwise.

Physicians are paid only 19 or 20
cents of the health care dollar in
America, but their decisions and advice
largely determine how most of the rest is
spent. Physicians order the tests and the
procedures, they command the use of
hospitals and nursing homes and outpa-
tient facilities, they prescribe the drugs
and recommend the use of medical goods
of al kinds.

Of coursg, dl of this is usually done
with the consent of patients, and some-
times even at their request; but the fact

remains that most medical care. unlike
most other services, is not independently
selected at the discretion of the recipient.

Furthermore, considerations of service
price, which are so important in most
other kinds of choices made by con-
sumers in our economy, arc much less
constraining in medical care, because
three-quarters of the cost is paid by third
parties.

Quality is not much of a consideration
either, because patients are rarely able to
determine in advance the quality of the
medical services they will receive. And
even if they could, few would want any-
thing less than the best available.

| cannot imagine a patient walking
into a surgeons office and saying,
“Doctor, just give me the standard,
low-cost operation. | don’t want the top
of theline.”

In sum, patients are not consumers in
the usua sense, and the market for med-
ical care, if you want to call it a market,
is not like the markets for most economic
goods and services. People can shop for
medical insurance, but not for their per-
sonal medical services.

I’'m not suggesting that patients can-
not or should not participate in decisions
about their care. They often can, and. if
they wish, they should be given all possi-
ble information to help them do that.

But most people who arc ill, or fear
they areill, want and need to depend on
their physician—and it's primarily the
physician who decides what will be done,
based on his or her assessment of the par-
ticular situation.

However, with relatively few excep-
tions, there is much room for differing
medical judgments on what ought to be
done in any given situation. Despite the
recent enthusiasm for “practice guide-
lines,” most of the day-to-day practice of
medicine cannot now, and probably
never w i 11, be reduced to rigid algo-
rithms.



In short, while consumer choice of
medical services is limited, physician
choice is not. The options open to the
physician for the use of medical
resources are often very wide, and they
may have widely varying price tags.
There is hardly any place in the practice
of medicine where properly informed and
motivated physicians could not effect
tremendous savings and reduce the rate
of medical cost inflation by making cer-
tain choices and not others-without
risking the patient's welfare, and in the
process often improving the quality of
care.

I conclude that the most important
proximate cause of our medical cost cri-
sis is the behavior of our physicians. In
doing so, | do not suggest that doctors are
more greedy or venal than other mortals;
they are not. In fact, | believe they arc
probably less inclined to put their own
economic interests above their clients
welfare than are many other professional
providers of specialized services in our
economy.

But doctors are human, and like other
humans they respond to externdities.
Their behavior is influenced by how they
are paid, how their practices are orga
nized, how they are trained, and how
they are buffeted by the economic and
socia forces now donminating the deliv-
ery of mceical care.

Most physicians arc paid on a piece-
work basis. The more tests, procedures
and sevice they prescribe and provide,
the more money they’re likely to make.
Most physicians practice aone, or with
one or two associates, in private offices
where there is little or no professiona
accountability or peer review.

Most physicians are specidists and
are trained to provide an expensive, tech-
nology-intensive kind of medical care.
They are aso trained to do everything
that might possibly’ help the patient. with

little or no regard for the flattening of the
cost-benefit curve.

This behavior is reinforced by the
expectations of patients, who want no
expense spared if there is any chance of
benefit. particularly if they’'re insured or
if they know somebody else will pay.

Physicians aso face an increasingly
competitivc professional environment.
The number of practicing physicians.
most of them specidists, continues to
grow far more rapidly than the popula-
tion, and the number of available insured
patients continues to diminish.

Commercialization of Health Care

Physician behavior is also greatly
influenced by the vast commercialization
of the medica care system that has
occurred in the past few decadcs. | esti-
matc that approximately a third or more
of al medical serviccsin this country arc
now provided by investor--owned facili-
ties

Competition, overbuilding, the dupli-
cation of facilities, and the still largely
open-ended funding of the health care
syste drive these providers to expand
their revenucs. But entrepreneuriaism is
aso rampant in the private, voluntary
sector, where there arc the same econom-
ic imperatives to generate mm-c business
in an increasingly threatening and com-
petitive environment.

Advertising and marketing are widely
employed by all kinds of facilities. in-
vestor-owned or not, and also by doctors
in private practice. The advertising by the
hospitals and the health care facilities has
as its primary target the practicing physi-
cians, who arc encouraged to refer their
insured patients and usc the facilities
maximally.

Physicians are also invited to become
investors in goods, services and facilities,
with very attractive opportunities for
income, with the obvious purpose of gen-
erating still more referrals and more rev-
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enue for the providers. Probably 10 or 15
percent of &l physicians are now
involved in such so-called " self-referral”
arrangements; in places likc Florida and
California, the hothouses of medical
entrepreneurialism, the number may be
as high as 40 percent.

All of these considerations, added to
the lack of the usua constraints on the
consumers of medical care, inevitably
drive today’s practitioners to do more for
their patients even when less might be
enough, to usc resources lavishly when a
more prudent usc of resources might be

appropriate.

Revolt of the Payers

Years of double-digit medical infla-
tion have finally produced what might be
called "thc revolt of the payers,” an effort
by the third-party payers to contain costs
rather than simply pay the bill.

Government adopted prospective
payment-DRGs (Diagnosis Related
Groups)—for hospitals, and a fee scale
for paying doctors. DRGs have at least
temporarily slowed the cost increase in
Part A of Medicare, but have also caused
hospitals to shift more of the burden to
the private insurers, because the DRGs
pay hospitals less than their costs.

The long-term effects of physician
payment reform remain to be seen, but
control of the volume of physician ser-
vices is still an unsolved problem. | read
in the Washington Post today that total
expenses for Medicare are expected to go
up by another $21 hillion this year, soit's
clear that whatever methods for cost con-
trol have been used so far by the govern-
ment in the Medicare sector have not
been entirely successful.

Private insurers, for their part, have
relied largely on what has come to be
known as “managed care” to control their
costs, mainly through various kinds of
utilization review. Judging from the con-
tinued escalation of private insurance

premiums, the net effect on costs so far
has not been very impressive. Further-
more, third-party payers arc not well
equipped to micromanage the practice of
medicine. When they attempt to manage
care, they have only blunt instruments at
their disposal, and they concentrate on
costs rather than the complexities and
subtleties of personal medical care. The
result is unwelcome and intrusive inter-
ference with the professional responsibil-
ities of physicians, and an increasing
degree of administrative hassle and over-
head that has angered and frustrated most
physicians.

In my amost 45 years of being a
physician, | cannot remember a time
when practicing physicians were so
angry at, and demoralized by, what they
consider to be unreasonable bureaucratic
intrusion into the practice of medicine.

And yet, there is no doubt that the
medical car-c delivery system needs man-
agement; without it, costs will continue
to spiral out of control. The question is
not whether we need management of the
medical care delivery system. The ques-
tion is, who should do the managing, and
how? Neither insurance companies nor
the increasing army of profit-making, uti-
lization review companies that are now
being hired by the insurance companies
arc qualified to do the kind of manage-
ment that’s needed.

| submit that those closest to the
patients, those responsible for the med-
ical decisions, should do the managing.
Only physicians in close touch with their
patients are in a position to know how to
use medical resources cost-effectively,
with appropriate concern for the welfare
of each patient.

| believe the best way to reform the
delivery system is to put the direct
responsibility for cost control on physi-
cians, by requiring them to livc within a
fixed, per-capita budget. That easily
translates to a national budget, if you



want to think of it as a way of national
cost control. To make it possible for
physicians to take appropriate responsi-
bility for cost control, we must change
the circumstances that have determined
their behavior until now.

Competitive HMOS

Doctors of the future will be practic-
ing responsible, accountable, cost-effec-
tivc carc in group model HMOs (Health
Maintenance Organizations)--private,
not-for-profit, cooperative or member-
ship-owned HMOs, with open enrol1-
ment.

HMOs should be paid on a capitation
basis, and they should compete, not, as
some would have it, on the basis of price,
but on the basis of quality. The price
should be fixed nationally, with appropri-
ate regional and local variations—
according to economic conditions and the
severity mix of patients, etc.—and with
appropriate  re-insurancc  protection
against the occasional outlier, which
could be adisaster for asmall group.

As I've said, these HMOs should
compete for patients, and for doctors to
work in them, on the basis of quality, riot
price. Physicians who work in these
HMOs should be pad sadaries-no
bonuses, no incentives for doing more or
doing less. They should be paid fair,
competitive salarie, based on the
assumption that physicians in such orga-
nizations, as a group, should receive
approximately the samc fraction of the
health care dollar that they do now, after
practicc expenses.

The distribution of that money should
be a matter of self-administr;ition by the
doctors. Let each group of doctors--
given a fixed, lump-sum of money,
which represents an agreed-upon per-
centage of the total premiums paid into
the group or paid into the system asa
whole—manage themselves, set their
own salaries, decide how much more

they think their neurosurgeon is worth
than their primary care practitioners, and
S0 on.

Impossible, you say? A pipe dream?
Not at al. I've seen it happening, very
successfully. in several places around the
country.

An arrangement like that enables
physicians to act as the fiduciaries they
ought to be—as the purchasing agents for-
patients, staying apart from an increas-
ingly entrepreneurial, m:irkct-oriented
system, which up until now has drawn
the physicians in.

A system like this enables physicians
to do what they were trained to do when
they were students and residents, to do
the right thing in the best interests of
their patients, and to act as discriminating
purchasing agents for their patients, deal-
ing with the medical-industriiil complex
and all the new products and the expen-
sive new drugs and tests.

They will be expected to live within a
fixed budget, and their professional
income will be limited to their saary. |
think it should be made illegal for physi-
cians to makc money by self-referral
arrangements.

| applaud Rep. Stark for his origina
bill, which dealt with self-referral to
diagnostic laboratories. 1t only covered
Medicare, but | believc that this principle
should be applied across the board to all
physicians and all self-referral and
self-dealing arrangements. It may sur-
prise you to know that, in my opinion,
the majority of American physicians
agree on that score . Currently the
American Medical Association and other
m major groups, such as the American
College of Physicians and the American
College of Surgeons, support that idea.

The arrangements | am advocating
promote professional standards, account-
ability, and also the appropriate use of
m edica manpower. Well-organized
HMOs use medical manpower efficient-
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ly. They usc no more than the necessary
number of physicians per number of
patients covered. which is substantialy
less than the number of physicians we
have in the country today, and they usc at
least 50 percent—sometimes more--of
their physician fulltimc equivalents in
primary care. In contrast, the health care
system at the present time is gradualy
changing to a mix of 80 percent special-
ty, 20 percent primary care.

When | started out in medicine, it was
just about the reverse: in the last 40 years
we've see n this enormous increase in
Speci a ists.

Now, | am not a Luddite. My academ-
ic career was based on specialized medi-
cine, research, and developing and apply-
ing all kinds of new, expensive tech -
nigucs. | believe specialization is neces-
sary for continued innovation and
improvement in the medical care system,
but it's out of control. We don’'t need all
the specialized care and al the specidists
we have now.

Reforming Medical Care Funding

In order to put al this into effect, we
will need mgjor reform of the payment
and the insurance sidc. We can't get
changes in the health delivery system
without major changes in the funding of
medical care, and the way insurance
works.

| believe we ultimately will need a
universal insurance system, providing
standard benefits in approved, account-
able, not- for-profit HMOs, with some
kind of semipublic oversight. We will
need a discrete, earmarked medical care
fund, supported by a universal health tax,
to pay for personal care, research and
education, and preventive care.

The American health care system
depends on a flourishing. vital, innova-
tive research and educational establish-
ment. That establishment has to be iden-
tified, it should be supported through the

general medical care fund, and it has to
be accountable for what it does with its
money. | believe there would be plenty
of money in such a universal fund to do
that, as well as to pay for the increased
amount of preventive care we need.

Everyone should be in the system but
free to pay for additional benefits out-
side. Everyone should be financially
responsible, according to their means, for
paying into the system. Ultimately, we'll
have to break the link between employ-
ment and health insurance. We can’t do it
abruptly, but the amount of money that
employers arc now putting into the health
care benefits of their workers ought to be
paid as increases in taxable salary, which
then the employees would use to pay
taxes into the medical fund.

Steps We Can Take Now

Now, | admit, the Clinton administra-
tion is not going to put forward this pro-
posal in the next 100 days, and even if it
did it would be dead on arrival in the
Congress. Nonetheless, wc ought to start
thinking in these terms.

What can we do in the meanwhile to
control costs and move toward universal
coverage? There arc many things being
considered that might be politically pos-
sible. For example:

= We should increase “'pay or play,’
making it more attractive for small
employers by reforming the small
insurance market. If wc want to raise
some tax revenue, maybe wc can cap
the tax deductibility of employers
premiums.

m To get universal coverage as quickly
as possible, we should expand €ligi -
bility for Medicaid. It is uncon-
sc scionable that in many statesin this
country a person income has to be
lessthan half the poverty level before
he or she is dligible for health insur-
ance.



= As quickly as possible we ought to

move Medicaid and Medicare and
employment-based insurance toward
HMOs. Furthermore, we need poli-
cies that will encourage and support
the formation of HMOs.

=« We should start right away to reform

the medical manpower situation. We
are producing physicians, most of
them specialists, at a rate our system
cannot absorb. The morc physicians
we produce per population, the more
money we're going to spend.
Government and academic institu-
tions and teaching hospitals should
face the fact that we need a fair and
reasonable method of controlling the
output of total doctors, and shifting
the balancc from too many specialists
to morc primary care physicians.

= We should establish mechanisms for

increased technology assessment, and
reporting of outcomes. Without that.
wc are the he helpless captives of an
cxplosion of expensive, glittering
technology that's been inadequately
evaluated. We need to reduce the vast
area of grey uncertainty which the
marketers and the advertisers exploit,
and focus in on those new technolo-
gies that are truly cost-effective and
worth the money.

A simple example: Right now the
Food and Drug Administration is
required by law to require pharma
ceutical companies requesting
approval of anew drug to submit evi-
dence of effectiveness and safety. But
there is no requirement that the com-
pany also submit comparative evi -
dencc on the relative cost-effective-
ness of their new product with
respect to existing products that may
be much cheapcr. That kind of infor-
mat ion, if it comes out at al, is avail -
ablc much later, after the marketing
blitz, and after an enormous amount
of money has been spent.

Establishing multispeciality groups
is an ideal way to improve the report-
ing of outcomes.” Uniform reporting,
group responsibility, peer review, and
internal education would make the
practice of medicinc far more inter-
esting and rewarding to those in these
practices, and would quickly generate
a vast amount of information, which
we are not currently getting out of
our fragmented, solo practice, private
office based system.

« And, finaly, if we want to effect

major social change for the pubilic
good, we must educate the public to
understand why it is in their interest,
economically and medicaly. We are,
all of us, paying that huge bill—this
year it will be $940 or $950 hillion--
and we're paying for it in a crazy,
disorganized, indirect, inequitable,
and uncontrollable way. And further-
more, we're probably paying at least
$200 billion--maybe $250 billion--
more than we would need to pay if
we had an efficient, rational, respon-
sible system.

We need to tell people you can't
get anything for free. If you want
decent medical care, there is a way to
give you the best available care at the
lowest possible price, and put you in
charge. You will have to decide ulti-
mately how much you want to pay
for' insurance that will do this, but
you can be assured you will see
where the money goes.

The money will be earmarked. It
will not be lost in the general govern-
ment funds, it will not be subject to a
year to year manipulation by the
Congress. It has to be an earmarked,
separate fund which people pay into
and which is u used for the purposes
described.

| believe that, with appropriate
education and with some courageous
political leadership, the people will
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agree, because it’s in their best inter-
ests, and | believe the medica profes-
sion will agree, because ultimately
it'sintheir best interest.

Certainly it’s in the best interest of
young physicians who arc starting
out. Most young physicians are aware
that the times arc changing. They're
anguished about their own futures as
independent and respected profes-
sionals, and they want to practice
good medicine. Yes, they want to
make a decent living, but they want
to feel they're doing good, that
they’re going to be respected by their
colleagues, and that their patients will
appreciate what they do.

Consult the Physicians

| want to make one final point, which
has to do with the newly appointed
Presidential Task Force on Hedth Care
Reform. It is made up of very distin-
guished people, and headed by Hillary
Rodham Clinton—but not one of them
has had any experience in the delivery of
health care, not one has lived in the
health care system, not one is a physi-
cian. Now, obviously, hedlth care reform
is a public responsibility and a political
responsibility, but if you're going to
change a system that depends on how
doctors behave, you' d better consult with
them.

Trying to reform the health care sys
tem without bringing the doctors to the
table is like trying to win a football game
with coaches alone, without any players.
Y ou can have very smart economists and
planners and politicians, but if the play-
ers, the people who deliver the health
care, arc not going to be involved, i t
won't work. When I'm sick, | don’t want
to be taken care of by a doctor who's
angry and dispirited and demoralized and

can't wait to get out of his practice.

I think we have to recognize that the
new system-whatever it ends up
being—won’'t work unless the delivery
system works well, unless doctor-s are
brought into the system and rewarded for
doing the right thing.

RIS

You made the point that doctors
Q are only paid 19 or 20 cents on
the health care dollar, but they
probably determine about 98 percent of
the medical decisions. If in fact that’s the
case, why do you turn over to the govern-
ment, to somebody other than doctors,
the determination as to what services
ought to be provided to whom, and at
what prices?

Because the present system in which
doctors practice forces them to make
socialy bad decisions. The economic
incentives are wrong.

| understand the notion of hav-
Q ing a budget and of cavitating,
and | also agree with you that
the current system rewards doing more,
and in fact a significant amount of
unnecessary kinds of things. What 1 don‘t
understand is why you're not prepared to
allow the capita ted physician or physi -
cians to innovateintroduce prevention,
figure out ways to negotiate with the hos-
pitals, figure out ways to negotiate with
the subspecialists, to reduce those costs,
and in fact to be able to profit in that.
That is, why there can't be an eco-
nomic incentive for delivering a better
product, as opposed to being salaried?

The answer to your question is, you can't
quantify quality very effectively. Further-
more, | don’t believe it's necessary. My



reading of the mood of young American
physicians is that they don’t want to be
businessmen, they don't want to figure
out how to make more money. They
want to make a decent living, they want
to get good fringe benefits, they want to
be proud of the care that they give, they
want to be well thought of ybj their col-
leagues. | don’t believe that doctors have
to be given an economic incentive to be
efficient and creative.

We did very well-there was plenty
of creativity and plenty of commitment--
before health care was turned into an
industry.

Yeu've spoken Very eoguenty
Q of what’s wrong with the system
that delvers medical care to
sick people. Could you give us some view
of what you think is the appropriate role
for physicians and medical educators
and researchcrsin preventin,g disease?
And do you think that some of the current
problem is due to the current medical
infrastructure focusing on disease treat-
ment instead of its prevention, and the
promotion of public health?

I think you huve to make a distinction
between medical care and health care.
Medical care is what I've been talking
about. Health care is concerned with pro-
tecting and promoting the public health.
It requires many other kinds of interven-
tions, and goes far beyond what doctors
and hospitals and nurses and technicians
can do.

A large amount of the pathology that
brings people to hospitals and doctors
offices is socia pathology--gunshot
wunds, drug abuse, alcoholism, vio-
lence. That'swhy it’s so easy to point out
the tremendous disparity between the
enormous amount of money we invest in
medical care and many of the common
measurcments of public health, which
show us to be not advanced at all.

We spend more money on medical
care than anybody else, but our infant
mortality and our longevity and immu-
nizations and so on are not very much to
write home about, and that's because
these things require social and palitical
action.

If wc spent more money on education,
reconstructing our inner cities and our
poor rural neighborhoods, and so on and
so forth, would that give some relief to
the medica care system? Would it
reducc some of the expensc’? Thats a
complicatcd question, and athough much
has been written about it, I’'m not sure we
know the answer.

Obviously we have to commit our-
selves to prevention, because at the very
least, whether we save money or not, we
are certainly improving quality of life.
Whether it really would add significantly
to the solution of our health care cost
problem, | don’t know.

You hinted that the public might

accept access to health care

through prepaid systems, HMOs
in particiular. Do you envision the med-
ical profession--young physicians, men
and women—accepting  employment
through HMOs? Without them, you don’t
have a system.

Yes, | can easily imagine young physi-
cians doing that, because the alternative
isn't very attractive. Remember, the
aternatives are closing down, and the
fact of the matter is that more and more
young physicians are joining groups and
are taking salaried positions.

Of course, it's a generationa thing-
the older physicians arc not, but it's hap-
pening with younger physicians.

| also want to make a point | didn't
have a chance to discuss. The system that
I’m describing should be the system that
is subsidized by the medical care fund. It
should not be required for everybody, as
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long as they contribute their share of the
tax.

It should be like public education.
You have to pay for it, but if you don’t
want to use it, and you want to spend
your own money to send your kids to a
private school, that’s your option.

| think the publicly subsidized system
ought to allow point of service options,
so, for example, you can supplement
your payments into the system if you
want to go see some famous consultant
when you have a tough problem. Or if
you don’t want to be taken care of by that
system at all and you want to buy your
own indemnification insurance-—and you
can afford the $20,000 or $30,000 a year
that a family policy might cost—fine. |
think people ought to be allowed to do
that.

I'm not at all afraid of a two-tiered
system developing, because only about 5
percent of the country will be able to
afford private insurance. Most of us will
be in the system that is publicly subsi-
dized, and most doctors will be in the
system, and most of us will have a major
stake in seeing that it works properly.

In your remarks you mentioned

you have seen systems that are

working, By that did you mean
there are individual HMOs, perhaps non-
profit HMOs, that are managed well? Or
are there systems outside this country
similar to what you' re recommending?

I’ve done a lot of traveling during this
last year and I’ ve looked at many HMOs,
of all kinds-ones that are successful and
ones that are not. In my judgment, from
the point of view of the quality of the
care, patient satisfaction, doctor satisfac-
tion, and cost, there are indeed successful
HMOs which meet all the criteria.

What about other countries? Look at
Canada. Canada does many things right
that we can't do. It takes care of every-

body, it covers all necessary costs, and so
far Canada isn’'t going broke from health
care, athough we should note that in the
last couple of years their costs are esca-
lating almost as rapidly as ours.

Canada's system has features | think
we can learn from. One is that they have
a single payer, and a very efficient insur-
ance system. Their overhead costs are
minuscule compared to the terrible over-
head costs that we pay for private insur-
ance.

Doctors in Canada aren’t hassled with
insurance forms. They fill out a form
after they’ ve seen a patient and at the end
of the month they get paid automatically.
The trouble is that the Canadian system
doesn’t control the volume of services, it
controls only the price. Because i t
doesn’t control the volume, it ratchets
down the price to keep doctor payments
within limits, so the doctors run faster
and faster and faster to maintain their
revenues.

Furthermore, the Canadians haven't
seen fit, or aren’t able, to invest as much
in health care as we can, so they don’t
have as many facilities. Thus, there are
gueues for some things—greatly exag-
gerated, in my opinion, but nevertheless
real.

The cost of dying is rising faster

than the cost of living. | under-

stand some substantial fraction
of medical care cost isin the last year of
life. Would you comment on whether this
is an area where, from a cost-contain-
ment point of view, we need to do some-
thing ?

Most people die slowly, and they get sick
before they die, and they need a great
deal of attention, so it's not surprising
that we should spend a lot of money as
chronic diseases progress.

The question is, isit being spent need-
lesdly, clearly with no expectation of any



benefit’? 1'm i~urc someis. Maybe alot is.
If you make rounds on the intensive care
units of most of our teaching hospitals, or
you make rounds in neonatal intensive
care units, you see hopeless, moribund
patients being kept alive for various rea-
sons.

There is money being wasted. How
much, and how it impacts on the overal]
cost of health care, | don't know. But |
do know that if you had arational system
that was not driving to keep the intensive
care units full and increase hospital rev-
enues, and if doctors weren'‘t being paid
on a piecework basis, you'd have doctors
with families and patients asking the
relevant questions. What makes medical
sense, what makes ethical and personal
sense'?

Given the high cost of medical

education, which studen ts

choosing specialties must take

into account, and the strong emphasis

you mentioned on new high-technology

medicine practiced by specialists, what

sort of institutional and financial pro-

grams do you envision to change the bal-

ance of primary care physicians to spe-
cialists?

Students, in debt, come out of medical
school, finish their residency, and look at
what’s going on out there. They see that
if they become a radiologist or a proce-
dure-oriented neurologist or a neurosur-
geon or opthalmologist, they can work a
40-hour week and makc three or four
times as much money as their colleague
who chooses to be a family practitioner
or a general internist, who is working
long hours, is on call al the time, and is
fighting to make a deccnt living. Why
would they want to go into primary care?

So we have to make some major
changes. First, we h have to change that
disparity. | think if you made primary
care more rewarding, and the disparities

much less, more people would choose
primary care, particularly if they practice
in groups. One of the really dispiriting
and dismaying things about a lot of pri-
mary care is that you're alone. You're
alone with uncertainty and multiple prob-
lems. you wish you could talk to col-
leagues, and you wish you had easy
access to consultants-that’s what you
get in a group.

We have to recruit people in medical
schools who arc interested in primary
care, and wc have to reduce the burden of
the cost of medical education, with loans
and scholarships and grants, to attract
them into primary care.

How will this new approach

affect the amount of money

spent on medical research?
Also, do you foresec a shift of emphasis
in research--e.g., perhaps less emphasis
on extremely sophisticated diagnostic
methods, and more of an emphasis on
more effective and lower cost health care
delivery?

| am not suggesting any lower priority
for medical research. On the contrary, |
believe wc ought to invest more in med-
ical research, because it pays off. There's
plenty of money in the system. We're
going to spend $950 hillion for health
care this year; wc definitely can afford to
give medical research and teaching hos-
pitals and education the $20 billion or so
they will require.

We as a nation are so rich. If we were
as rational as wc arc rich, wc could have
just the kind of health care system we
want.

As for a shift in emphasis in research,
the main issue is to determine what's
effectivc and what isn't. If very expen-
sive, very sophisticatcd technology can
do a significantly better job, then we
should usc it. | believe we can afford all
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“We as a
nation are so
rich. If we were
as rational as
we are rich, we
could have just
the kind of
health care
system we
want"
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the diagnostic technology we need if we
use it rationally.

Let's take MRI (magnetic resonance
imaging), for example. We're probably
spending more than $10 billion a year on
MRI. | know there are places in this
country where a patient comes in to see a
general practitioner and says, “Doctor,
I‘'ve got a bad headache.” The doctor
replies, “Well, who knows, you might
have a brain tumor. Let’s order an MRI.”
Any good physician knows that’s irra-
tional.

However, we can afford the rational
use of MRI and any other sophisticated
technology that significantly improves
the diagnosis or treatment of disease.

Would you discuss the present

medical delivery system, rural

versus urban, and what impact
your proposal will have on that?"

There was a study published recently in
The New England Journal of Medicine,
which pointed out that the demography
of the country is such that you could not
have three competing HMOs in one third
of the country, because the population
isn’t dense enough. So “managed compe-
tition,” in the sense of having competing
HMOs, wouldn’t be applicable in many
rural areas. But you certainly could have
one HMO, and | have seen a couple of
very impressive examples of well-organ-
ized. not-for-profit HMOs which have
outreach programsin the rural areas.

They have a clinic in small towns and
in rura areas, staffed by members of the
HMO—usually there's one internist, one
pediatrician and one family practitioner,
and a nurse or two, and a simple diagnos-
tic laboratory, backed up by circuit rider
specialists who come out to deal with
elective problems. Rapid transportation
into the central facility is available when
hospital care or tertiary speciaity ser-
vices are needed.

It works beautifully, it keeps costs
down, it provides much better care than
most of these communities had before,
and it keeps the doctors happy, too. They
don't feel isolated, they don't feel alone,
they can enjoy the skiing and the fishing,
and still stay in contact with their col-
leagues.



hat T know best are universities and colleges, and I could casily devote
more than the allotted time talking about these institutions, their exotic

problems. their political correctness, their vaulting tuition. their scien-

tific misconduct and questionable handling of money.

Not to mention various other problems. Universities put too much
emphasis on research and too hittle on discovering how they can help their students
learn. They concentrate too much on providing the services
and programs that society will pay for, and do not show
enough leadership in tinding ways to ofter the rescarch and
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the teaching that the country needs. Alas, the two are not Rethlnklng
<

always the same.
But that said, | think it fair to remark that universities .
are not where our critical educational problems lie. America I C

still has the best system of highcr education in the world.

Our scientists continue to win most of the Nobel Prizes, stu- E d .
dents come from all over the world to study with us, we ucatl On

have the largest and most accessible system of higher educa-
tion for the most diverse group of studentsin the world.

Very few people would make such a favorable assess-
ment of our primary and secondary schools. Therefore, | want to concentrate today on
public education as the more urgent and important task bet’orc us, particularly at the
dawn of anew administration.

Public Schooling in the Spotlight

Public schools in this country have been very high on the national agenda for a full
10 years, ever since 1983, when the Gardner Commission issued its report. To the best
of my knowledge, that is a record length of time for public schooling to get that kind of
high-level attention in this country.

Why have we continued to give greater than normal attention to public education
over such an extended period of time?The answer is contained in four propositions
which a great many people in this country believe:

1. Education is vital to improving the productivity and competitiveness of our econo-
my at a time when that economy is being challenged by foreign competition more
than ever before.

2. The academic proficiency of our young people has gradually declined in recent
decades.

3. Whether you look at science, math, reading, writing. or analytic skills, our students
rank below their count counterparts in amost al other industrialized countries.

4. The root of these problems lies in our schools, either because--depending on your
point of view—they're undertunded. or encrusted by rigid burcaucracies, or staffed
by mediocre teachers, or weakened by flabby ideas and undemanding standards.

When you put all those propositions together, you have a very powerful case for

being deeply concerned about public education in this country. 1 see only one problem

with it: All those propositions are either wrong, unproven, or subject to serious qualifi-
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Although | believe there is an urgent
need for the reform of public education. |
think it's important to start by being clear
about the underlying premises.

In my view at least, we should not
exaggerate the role of public education in
raising productivity and making us com-
petitive in world competition. Education
is not the most immediate cause of our
productivity problems, and improving
education will not necessarily improve
productivity.

It certainly won't do it in the short-
run, and it will only help improve pro-
ductivity in the long-run if we decide to
save more, and invest more, and if Amer-
ican companies decide to reconfigure
their operations to fully utilize highly
educated workers. None of those im-
provements is foreordained, and none
can be taken for granted.

As for the declining educational stan-
dards, that seems to me something of a
myth inspired by reporters and publicists,
who find it very difficult to keep the pub-
lic's attention without talking about
decay and imminent collapse. If you look
at most tests of achievement over- the last
20 or 25 years, they indicate our students
are performing about as well as they ever
have. Some of them even show that stu-
dents arc performing at higher levels than
they had before.

That is true for the reading levels of
17-year-olds, it's true of math and sci-
ence for 9- and 13-year-olds. It's true for
blacks and Hispanics in math and reading
a ages 9, 13, or 17. All of these groups
are performing better than in the last
20-o0dd years. The idea that everything is
declining is simply not supported by the
evidence.

As for student achievement compared
with other countries, there are dismaying
results. It is disturbing to find, in one poll
| recall, that we were performing worse
in math that students in Thailand and
other far-off countries. Yes, these are dis-

turbing findings, but you have to look at
those tests very, very carefully, and read
the fine print. When you see that students
in some underdeveloped countries arc
doing better than oursin math, it's a pret-
ty good bet that their tests are being
taken by the very small percentage of the
population that makes it to high schooal.
That isn't comparable to the 75 percent
of young people that complete high
school in this country.

Whatever international comparisons
show, and however dismaying they may
be, it would also be a mistake to believe
that the differences are explained primar-
ily by differences in the quality of our
schools, or our school practices, or the
length of the school year, or the amount
of time on tasks that teachers spend in
our classrooms. The most careful work |
have seen on international differences
suggests that by far the most important
reason for our poor showing in those
competitions is that a much higher per-
centage of American children grow up in
poverty or in broken homes, not that they
have attended inferior schools.

When you get through revising these
popular beliefs, does it mean that we no
longer need to worry about the quality of
our schools? Certainly not. It does mean,
1 think, that there are a lot of other fac-
tors besides schools that have a lot to do
with how much our students learn—
nutrition, parental attention, the amount
of TV that is watched, the quality of
neighborhoods.

It does mean that if any occupant of
the White House is really serious about
wanting to be remembered as an educa
tion president, he should also try to be
remembered as a housing president, an
antipoverty president. a health president,
and a great many other kinds of presi-
dents, as well, because a serious assault
on education must include serious atten-
tion to this whole range of problems.



Societal Gains From Reform

That said, however, | still believe that
schools can have an impact. You have
only to look at the many examples that
have now been accumulating of inner-
city schools, in blighted neighborhoods,
that are still managing to do much better
than other schools with similar ethnic
and income groups in their student popu-
lations. When you see the higher
achievement scores, the higher gradua-
tion rates, the larger numbers of students
going to college— you get a sense of
what can be accomplished by successful
school reform.

Improving schools will aso be impor-
tant for a lot of reasons other than pro-
ductivity, whatever the connection with
schooling and productivity may be.

Schools are one of the few places in
our society where problems of race rela-
tions and diversity that are so important
to keeping our society somewhat unified
and cohesive are being  confronted.
Schools continue to provide places of
opportunity for students who might oth-
erwise be forgotten. ” They also do alot to
make better citizens. We know, for
example, that voting rates in this country
arc below those of amost any other
advanced country in the world. What we
don’'t always remember is that when you
look at the reasons why people don't
vote, by far the most important factor is
how much education they have had.

So in all these ways reform of schools
is important. And in addition, you have
to believe that as our workforce becomes
better educated and better able to deal
with higher level problem solving,
American business will find away to usc
those skills productively, with higher

paying jobs.

U.S. Goals Have Changed

To recapitulate, our schools are doing
as well as they ever have. The problem

is, that isn't good enough. The world has
gotten more complicated, and though our
standards haven't declined, our needs
have gone up, and we have not improved
the quality of education to keep pace,

Although the best way to improve that
student achievement would be to reduce
poverty, diminish crime and stop drugs,
improving schools is surely important
enough to be worthy of our best efforts.

We've made a lot of false startsin the
past 10 years in trying to improve our
schools, and that’s not altogether surpris-
ing, because historians of education tell
us this is practicaly’ the first time in
which America has asked its schools to
make learning and clear thinking, prob-
lem solving, careful reading and writing
their primary goals.

That astonished me the first time |
heard it, and yet, as one looks into it, it's
true that for generations wc didn’'t really
want a terribly intelligent work force.
What we wanted was an obedient and
disciplined workforcc.

As a result, other goas took prece-
dence throughout most of our history-
goas such as integrating the races, or
assimilating immigrants, or teaching
them the American way of life, or help-
ing students adjust to life problems, or
teaching basic ideas of citizenship. These
were all very worthy goals, but not the
same thing as making as your primary
objective the need to develop well-edu-
catcd, articulate, problem-solving, liter-
ate people,

Thus, we're at a rather early stage of
truly caring about improving these intel-
lectual skills, and after a decade of vigor-
ous experimentation, we're beginning to
arrive at a consensus.

We've learned that the way to im-
provc schools is not to hand down a lot
of detailed rules that prescribe what stu-
dents should learn, and how they should
be taught. We did alot of that in the early
‘80s, and it didn‘t work very well. It
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““For generations
we didn't want a
terribly intelligent
workforce. What
we wanted was an
obedient and
disciplined
workforce”’
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“The exceptional
talent, that thin
stream of
excellence that's
S0 important in
providing an
inspired teacher,
a mentor, a future
principal, is being
drained out of
the system"
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merely exasperated teachers and dimin-
ished their morale. That shouldn’t sur-
prise us: no one ever taught a good class
because they were ordered to do so.
Education is a much more complicated
process.

The emerging conscensus 1s a wiser
one. It's also much harder to implement,
because 1t recognizes there is no one big
thing we need to do, but a number of
things, and you can’t just do them incre-
mentally or piccemeal. because they're
all interdependent. No one change is
coing to accomplish very much if the
other changes aren’t made at the same

time

Recipe for Reform
Six steps are necessary for reform. Let
me try to cover them briefly.

1. The states, in cooperation with the
federal government, must sct mini-
mum goals and standards that define
what all students should learn.
Setting those minimum standards and
articulating the goals are critical if
you're going to lift the levels of
achicvement across the country, if
you're going to tocus cffort in the
schools and establish clear priorities,
and if you're going to provide a basis
on which we can assess how well
we're doing, and hold schools
accountable.

2. The second goal, which follows from
the first, is that we need good ways of
measuring the progress schools are
making toward achieving the goals. If
you don’t have those measures,
there’s no way by which states and
school systems will know how indi-
vidual schools are doing, there’s no
way by which parents will be able to
assess the quality of their schools,
there's no way teachers will know
how well their collective efforts are

succeeding.

Once these goals and methods of
assessment and accountability are in
place, we have to give schools a lot
ot discretion in deciding what teach-
ing materials, what methods, and
what Kinds of policies are needed to
achieve the goals we want them to
meet. Schools that manage to meet
those goals should be lett alone. and
tfreed of a lot of the regulations they
now are encumbered with. Those that
don’t meet the goals ought to be
given new leadership, with the tunds
and authority and the help they need
to try to turn themselves around.

It schools are going to discharge
these responsibilities, they're going
to need principals who are intellectu-
al leaders, capable of motivating and
guiding and involving their teachers
in a collaborative cffort to improve
schools. All the studies we have of
effective schools indicate that leader-
ship is a very important component,
yet in this country choosing princi-
pals has always been a rather casual
occupation. It's a post often given to
popular coaches who are tired ot the
tfootball field, or people who seem to
get along with everybody: you teach
them some management, how to deal
with unions if you have them, and
how to deal with building manage-
ment and maintenance problems, and
then you let "em go. But that’s not the
kind of leadership we need. We need
intellectual and academic leader-
ship—that’s a very different thing,
and requires very different prepara-
tion and sclection.

We need to recruit better teachers.
For years, public schools were able to
capitalize on some kind of captive
audience, by making heavy use of
women and minorities. whose careers

were blocked in many other direc-



tions. That is over now. Many talent-
ed women and minorities are going
into law, business, and medicine.
Education majors today in this coun-
try tall somewhere in the bottom 40
percent, or even 30 percent, of their
college classes.

The chanccs in the late '60s that
someonc with an 1Q of 130 would go
into teaching were just about as great
as the chances that somebody with an
IQ of 100 would go into teaching,
proportionately speaking. Today the
chances that someone with an 1Q of
130 will go into teaching are less than
afourth of those of someone with an
IQ of 100. The exceptional talent,
that thin stream of excellencc thats
S0 important in providing an inspired
teachcr, a mentor, a future principal,
is being drained out of the system.

To correct that, we need to begin
by paying teachers more. Only a
10-percent increase relative to other
professions, would, according to the
best estimates we have, increase the
number of applicants enough for us
to lift the standards of our teachers up
to the averagc for al college gradu-
ates. I've never heard a good reason
why we should settle for less than
average quality of college graduates
to teach our students.

Simply offering higher salaries
isn‘t enough. We also have very
casual methods of selecting teachers
in many parts of the country. When
able candidates apply they aren’t nec-
essarily chosen. Teaching is the only
learned or quasi-learned profession |
know in which people with higher
academic records do not receive any
more money during the course of
their careers and are not promoted
any more rapidly than people with
lesser ability and intellectual accom-
plishments. Once teachers are hired,

they rarely have an opportunity to
collaborate with their colleagues, to
talk about the desperately difficult
problems they facc in trying to
improve learning in their schools.
Many of them have little opportunity
to participate in school policies.

For all those reasons-their work-
ing conditions, methods of selection
and promotion, as well as the salaries
they rcucivc-talented people do not
become teachcrs or do not stay long
once they begin. It's not just that the
students who major in education are
not up to the norma standard in the
college classes to which they belong.
The best of the students who mgjor in
education and graduate never go into
teaching. Of the ones who do go into
teaching, the more ablc among them
are the first to leavc. Among those
who leave, the ablest are least likely
ever to return. What we are getting at
every stage is a progressive 10ss of
our most talented group, and the
results over time are quite serious and
must be correctcd.

6. Finaly, we have to find some way of

strengthening the incentives for stu-
dents to learn. If you look at surveys
of teachers across the country. you
find that one of the most disturbing
changes is in the number of teachcrs
who regard student apathy as a seri -
ous problem. There's little wonder in
that. Part of the explanation may have
to do with the quality of teaching, but
alot of it has to do with the fact that
there are so few incentives for stu-
dents to be motivated to take their
work seriously.

There arc only two incentives
under the current system that | can
think of. One is to graduate, because
that helps you get a job--that’s very
easy. The other isto do well enough
to get into college. That affects rela

P 0 00 0000000000002 DOPODLOODOOOOOLOOOOIONOPOO RO OO0 PCRRROR R PP P 0000 000000 0 8 0 000 0 0 00 0 0006000600000 0000000600000 01

. 47



“How can
we break
through that
thick crust of
tradition of
the vested
interests to
bring about
the reforms
we need?"
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tively few people, because only about
200 of our 3,000 or 3,500 colleges
are very selective, so it’s not that dif-
ficult for most high school graduates
to get into a college they want to go
to.

If we are going to motivate stu-
dents, we're going to have to add to
those incentives. We're going to have
to make the quality and the quantity
of their schoolwork matter to their
future lives. Somehow we have to
develop in businesses and universi-
ties enough confidence in the curricu-
la, and the ways in which students are
assessed. so the quality of a student’s
record w i 11 matter when it comes
time to hire students or decide
whether to admit them to college.

Those arc the six basic steps. They're
very daunting, but as | said before, what
really makes it tough is that we have to
do them al if we're going to get reason-
ablc improvement. Paying student teach-
ers more is not going to help very much
if the systems arc rather casua about hir-
ing better teachers. Goals and standards
arc not going to help much if the students
aren't motivated to reach them. Good
teachers aren’t going to accomplish much
unless they arc ably led, and given ared
chance to work together to improve and
participate in the curriculum and teaching
policies of their school.

So we're talking about really massive
changes that arc bound to encounter a lot
of resistancc and inertia.

The ultimate question is, how can we
break through that thick crust of tradition
of the vested interests, and all the other
forces that block substantial change, and
try to bring about the reforms wc need?
We know that issuing orders won't work.
We've tried that-teachers arc expert at
adapting to orders and rules without
changing fundamentally how they teach.
What other method can we usc’?

‘Parental Choice’ System

The most popular idea in recent years
to create a motive for change is to turn
the schools into a competitive system. By
giving vouchers worth sums of money to
parents, schools would bid for and com-
pete for students, just as commercial
firms compete for business. The pressure
of trying to attract enough students with
their vouchers would force schools to get
better.

That's a very attractive idea—it might
even be correct. But it is aso a very
expensive method. It would require the
government to assume the share of the
total school budget now borne by private
schools. Thats not an inconsiderable
number of billions of dollars—and once
we begin we're never going to be able to
draw back. So we need to be absolutely
sure that competition is going to work
before we start down that path. Alas,
there are quite a number of reasons why
it might not work.

One is that we may not get many new
schools springing up to create this com-
petition. It takes a lot of work to develop
new schools. It's not clear that the mere
handing out of vouchers will bring lots of
schools into being, particularly in rura
areas and inner cities where starting new
schoolsis a pretty tough business.

It's also not clear, if wc do get these
new schools, that they arc going to be
superior to the schools wc have aready.
One of the other things that is widely
believed, | think inaccurately, is that pri-
vate schools do much more for their stu-
dents than public schools, and that, if we
only had more schools likc those coming
into existence, competitive pressures
would lift the quality of what we do.

Actually, the performance of students
in private schools is only dlightly better
than the performance in public schools,
and a large part of the difference may be



explained by the fact that the parents who
send their children to private schools
tend to be more involved in their educa-
tion, more supportive, and hence have a
positive impact on their learning.

So it’s not clear how much improve-
ment the new schools will give us.
Furthermore, we're not even sure stu-
dents will choose the academically supe-
rior schools. Once before we gave a lot
of choice to students, when wc opened
up the required curriculum and estab-
lished alot of electives in the ‘60s. What
we found then is not that the students
flocked into the academically demanding
courses. Quite the contrary, they began to
take baskct-weaving and life adjustment
and sports in modern American life, and
all sorts of things that acid-tongued con-
servatives objected to, and rightly so.
Why should we assume that students will
do better choosing schools than they did
choosing courses' ?

Finally, of course, thereisthe problem
of the schools that arc left behind—the
unsucccssful  schools. What's going to
happen to them?

Public education is not like business;
unsuccessful schools will not go bank-
rupt. We have some experience with
what happens to them when their stu-
dents leave--remember “white flight”
when busing was in vogue. Like old sol-
diers, they don't die, these schools, they
just 1 imp along, in somewhat worse
shape than they were before. No choice
plan that | have read has made a serious
effort to come to terms with how we can
deal with those lagging institutions to try
to make them better.

In sum, parenta choice is certainly an
experiment worth trying. But it's very
much unproven, and it would be hazard-
ous to bet the family store on that as the
instrument of reform.

Community Coalitions
Show Promise

I f 1 were to guess how large-scale
reform could occur in this country, i t
would not be through competition, i t
would not be through merit pay for
teachers—that’s never worked where it's
been tried—and it wouldn't be through
issuing more regulations.

The best hope that | can seeisif coali-
tions arc formed in cpmmunities--politi-
cal leaders, business leaders, universities,
school officials, teachers, and other lead-
ers who feel strongly enough about the
need for changing their schoos that
they‘re prepared to work together until
red real reform takes place. Only such coali-
t ions are powerful enough, only t hey
have al the interests in the room that can
worry about how to establish the connec-
t ions between school and work, and
school and college, and create the incen-
tives we need. Only they have power to
strike a grand bargain in which the teach-
ers get higher pay and more autonomy
from nagging regulations--in return for
the kinds of accountability and standards
and goals that we need to improve the
system.

Government’s Role

What can the federal government do
to speed the process of reform’? Its role,
perforce, must be limited; public educa
tion remains primarily a local responsi-
bility. Yet | believe the federal govern-
ment can do a number of useful things to
help us progress.

It certainly can do a lot, and | hope
will do a lot, make sure that children in
this country arrive at school in larger
numbers truly ready to learn. According
to a1991 survey of kindergarten teachers
in this country, some 35 percent of young
children are coming to school unpre-
pared. And what do | mean by “’not ready

PO GO 0O OO0 0O 00 OO OGO OO OOOOOODOONOOLOOLIONODOOONOOOOPCOOCOOOOELIOEOIBLOSLOOSOOIEDNDDNOOESOSEOSEOSEOEOSEDSONDOOEOCEDSTOIOEOPOLEOEOSTOEOERLSEO®SPOEOLEOSEONTBSTPOEOEOEOGEDOLOIOIGEDS

“Parental
choice is
certainly an
experiment
worth trying.
But it's very
much unproven,
and it would be
hazardous to
bet the family
store on that as
the instrument
of reform"

49



“This is a very
competitive

country. If we set -

goals, and
define the

measures to see -

who is reaching
the goals, and
publicize the

results, we're -

going to

motivate a lot

of people”

50

for school’”? Let me just quote one New
Jersey teacher:

“ltis so sad to realize just how
many children are not ready to
learn when they come to school.
They deserve to know by age five
their full name; they deserve to
know the name of the town in
which they live: they need to know
thar a pencil is something you write
with, and not something to eat; and
that someone believes in them, no

matter what.”

Now, what does it take to improve
(hat’? Obviously, one could start with
fully funding Headstart, early child nutri-
t ion, prenatal counseling, and so on.
We're behind almost all countries in
those areas. Nearly half a million of our
children are malnourished, and 12 mil-
lion report they go to bed hungry at some
point every month. Fetal malnutrition, |
am told, affects some 10 percent of all
the babies born in the United States.

All these things take their toll on 1Q,
on motivation, on ability to learn.
They're relatively easy to correct, and
they‘'re a good investment-they return
many more dollars than the cost of
implementing them.

Secondly, the federal govemment can
participate in setting goals, and it can
participate in helping to develop better
ways of assessing schools and teachers
and students to see how they arc pro-
gressing toward those goals.

This is a very competitive country. If
wc set goas, and define the measures to
see who is reaching the goals, and publi-
cize the results, we're going to motivate
a lot of people and affect their behavior
positively.

If we've got the goals wrong, and if
WC arc measuring progress in the wrong
way, particularly if we are measuring
progress in schools by some kind of triv-

ial true-and-false, multiple (his-and-that,
that tests the accumulation of little facts,
then that is exactly what we're going to
get in return; and that is not what the
future of this country requires.

There's a lot the federal government
can do in improving the quality of teach-
ers and principals. Teacher training pro-
grams are, by al accounts, mediocre.
Some kind of competitive grant that
would inspire institutions to vie with one
another to come up with more creative
programs would be very helpful.

We can also use more money for sci-
ence education, not just to trainthe 25t o
33 percent of new high school teachers of
science and math who arc not really qual-
ified to teach those subjects, but also at
the elementary school level. In the third
grade, girls and boys arc equally interest-
cd in science, but at that point girls begin
to lose interest. If wc have no teachers
with any background in math and sci-
ence, it clearly isn't going to help in
keeping alive such interest in science as
girls at that point i n their lives seem to
have.

We need fellowships for principals to
obtain proper training. With help from
the federal government wc could create
some incentives for creativity in that area
by providing portable fellowships that
would makc universities work much
harder to try to attract aspiring principals
and prepare them for effective leader-
ship.

And finaly, of course, wc need to
finance a process of continuing experi-
mentation. We are just beginning to learn
what works and what doesn't. It terri-
bly important to continue that process.
We need pilot experiments of school
choice plans, wc need mm-c work on how
to use technology to improve learning,
wc need new textbooks in science, exper-
imental schools—a whole 1list of things
that will teach us how to improve prac-
tice and policy in the public schools.



We spend billions of dollars on health
research. We spend only about $85 mil-
hon at the Department of Education to
explore new frontiers and tind solutions
to problems in education, That seems to
me an imbalance. T have no doubt that if
we make an investment to improve
through experimentation and rescarch the
ways in which young people learn, these
cxpenditures will more than pay for

themselves.

would close by making a plea that
Washington could in some way reach out
to universities to torm a new partnership
1o heip strengthen pubiic education.

In the past 10 years of debate about
improving schools, one of the striking
things to me 1s that almost no attention
has been given to the role of universities.
That is understandable, because most
universities have neglected public educa-
tion shamefully by putting it in schools
of education and relegating them to the

margins of their campuses. Because of

this neglect, education schools are
viewed by most people as part of the
problem. not part of the solution.

Despite this unhappy record, we can-
not expect to improve public education
without the active participation of univer-
sitics, because 1t s universities after atl
that attract and train the teachers and
principals we have, and universities that
do most of the rescarch on how students
learn or how well our education pro-

grams are tunctioning, and how technol-

should: with greater leadership from
Washington, I think they could do much
better.

There s a precedent. After World War
IT the government reached out to univer-
sities and asked them to help in making
two great advances. One was to expand
access oour system of higher education

for veterans, tor the Buby Boom genera-

tion, tfor women, for minorities. The
other was to make America the leading
center of scientific research in the world.
In only 20 years, both of those objectives
were achieved with distinction.
Unfortunately, with Vietnam, with
Watergate, with campus protests and
many other misadventures, that partner-
ship has fallen into disrepair. What |
would suggest is that at the dawn of a

new admimistration we reach out to one

that has served our country so well in the
past. and enlist universities in a more
active effort to participate in the process
of social reform. it’s hard to 1imagine a
more suitable subject to begin this work
than the retform ot public education.

Conclusion

I do belicve we have a great opportu-
nity to make progress now in public cdu-
cation. The task is immensely difficult,
but we should not lose heart. We have
come through what is probably the most
creative period of experimentation we
have ever known in improving public
cducation. By virtue of that process we
have begun to formulate a working con-
sensus about what we should do to make
things better.

This is not an issue like drugs or crime
or poverty, where the problems often
scem intractable and inscrutable. We
know where we want to go: what we
really need is the will and determination
to get us there. I hope, with the help of
all of us, we will be successful in that

endeavor.
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['d like 1o get your reaction to
Q something some colleges are
doing to help train teachers.

Freshmen are ¢iven the option 1o get a
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to improve
through
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baccalaureate degree and a teaching
certificate at the same time; this pre-
serves the option to teach. It seems to me
if we could fix it so students didn’t have
to decide in advance if they wanted to
teach, but could preserve the option, we
might attract some really good young
people into the profession, at least tem-
porarily.

For a number of reasons, it's a splendid
idea. We implemented it at Harvard, and
more and more colleges arc doing it, with
the help of state licensing boards. It pro-
vides another source of attracting talent
into teaching. If we're ever going to get
as many teachers as we're going to need
in the next decade, when about half of
our current teaching force will retire or
leavee, and if we're going to do it at the
levels of quality we want, we' re going to
have to get away from thinking about
(caching as something that we train peo-
ple for in graduate school and then they
spend their life doing it.

WEe're going to have to get some of
these undcrgraduates, who may spend a
few years teaching before they do some-
thing else. They're very bright and cager.
We've also got to try to get people in
m midcareer into (caching. There arc lots of
scientists and engineers, and even
lawyers, who have gotten to a stage in
their careers where they’d like to teach
kids. We've got to find a way of attract-
ing them and training them to do so.

All of this will give some heathy
competition to established programs of
teacher training.

Almost every carefully done
piece of research on how to
teach better, or how to run
schools better, almost always works
when it is tested in a .few schools. The
results are wonderful. The problem is, it
never propagates throughout society. Is
there a federal role in what I might call

educational extension scervices? Is there
a way the federal government could
bring the states together cooperatively to
find a way to do that?

| don't have a detailed plan for this. 1
take your very good point as apparent
and valid on its face, without need of a
reply.

One thing wc have found in some of
the work wc have done at Harvard is how
extraordinarily isolated teachers arc. and
how extraordinarily isolated prinipals
arc. We put together something called a
“principal center.” where attendees pay
their own way and come together for
weekend and evening programs. They
have a lot to do with picking what the
agenda and the topics will be, and the
Harvard faculty tries to assist them in
putting together a good program, and pro-
viding whatever learning wc can to help
them deal with the problems they have.

The amazing thing is the enthusiasm
for this, Several hundred principals very
quickly got involved because, as wc
should have known from research, they
have amazingly little opportunity to sit
down with peers. And if they don’t come
together and talk about matters of com~-
mon interest, obviously they're not going
to learn about the best practices being
developed, either through research or
elsewhere.

So | think wc need extension, wc need
everything wc can get to increase the
amount of cooperation among and col -
laboration within schools and people who
arc grappling with these tremendously
difficult problems of how to help stu-
dents learn better. | think your idea is a
perfectly splendid one.

As you've identified math and
science as areas in which the
priorities increase enormously,
you've also focused on isolation, which is
clearly a problem within schools—prin-



cipals being isolated, individual teachers
being isolated. But the area which seems
to me is a particular problem is the isola-
tion of people teaching science in the
public schools from science itself. Do yvou
think universities or the professional
schools are indeed ready to address that
aspect of the continuum?

There are universities that have done a
fair amount of this kind of teaching. At
Harvard we have a professor or two in
the science who gives a night course
that's open to teachcrs. We have other
professores who have summer courses for
teachers who want to catch up in their
field. Yale has done very good work in
creating courses for pubic school teach-
ers to come together on aregular basisin
certain fields such as history.

If this were identified by the govern-
ment as areal need, and every university
was expected-not commanded, but
asked to help out in this common effort
to keep science and math teachers up to
date-it could be done. After all, univer-
sities have as hig a stake as any in
improving K-12 education.

My experience tells me | could find
professors and other qualified people
who would be willing to teach in the
evening or a summer course, or take part
in some other form of collaborative ven-
ture.

What we lack is a structure to set cer-
tain priorities. so people could realy
focus on the priority needs and figure out
away on every campus to get them done.
As it is now, the problem is enormous,
and nobody's quite sure of where they
should be beginning—and since there arc
S0 many other problems, they just don't
get to it. It doesn't have to be like this;
universities could do much better. |
would likc to see them rail and and chal-
lenged to do so.
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