
S ince 1965, with the establishment of the Medicare and Medicaid programs, the United States has been 
involved in what has now become a 45-year journey to “reform” the health care system. That is not 
to say that U.S. health care had not, like any industry, undergone many substantive changes in the last 

century, but rather that, since 1965 there has been a growing recognition, and finally, acceptance, that the 
health care system, as a whole, was somehow seriously flawed (1-5).

Title XVIII and XIX (Medicare & Medicaid) were intended to eliminate cost as a barrier to health care for the 
elderly and the poor (6). Then, in the 1970s, various states tried rate-setting as a means of cost control. President 
Richard Nixon tried price controls in an effort to curb what was seen as runaway health care costs (7). Health 
planning, via the 1974 National Health Planning and Resources Development Act (PL 93-641), aimed to control 
costs. Utilization Review and the Professional Standards Review Organizations were cost control mechanisms that 
extended into the 1980s (8). In the mid 1980s up to today, Medicare reimbursement practices have been arbi-
trarily limited by the Prospective Payment System (PPS) with its Diagnosis Related Groups (6), and its successors. 
The Resource Based Relative Value System was implemented to reduce Medicare payments to physicians similar 
to the way PPS reduced hospital reimbursement (9). Even the Clintons’ Health Care Reform Plan was primarily an 
attempt to hold down costs. Again and again over the last 45 years, cost control has been a major agenda for the 
U.S. government in its dealings with the nation’s health care system.

As a response to all of these cost control efforts, health care providers have reorganized, down-sized, corpo-
ratized, and ultimately realized little reduction in cost.

Managed Care organizations, which combine health care providers with a financing mechanism, such as 
Health Maintenance Organizations, became increasingly popular (6). Vertical and horizontal integration, merg-
ers, acquisitions, and multi-institutional health systems all continue to be tried as health care providers fight to 
hold down costs.

Obviously, someone decided that high cost was the “flaw” in the U.S. health care system. Ever since Congress 
realized that Medicare’s original $3 billion annual budget was underestimated by tens of billions of dollars, the 
cost of health care has been the unwavering focus of every stakeholder in the U.S. health care system. President 
Obama’s health care reform package is again, ultimately, the most elaborate strategy since 1965 to overhaul the 
provision and financing of health care in this country. Once again, this “reform” is being promoted as the best 
way to hold down the cost of a health care system to which every U.S. citizen is supposedly guaranteed access.

For four decades, those in power have been say-
ing that U.S. health care costs too much. “Health 
care providers are inefficient… Doctors and hospi-
tals make too much money… Drug companies are 
ripping us off…” are all common complaints which 
grew out of the concept that health care costs were 
out of control – that excessive cost was the issue.

While there is some truth to all of those state-
ments, it is equally true those health care providers, 
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in general, are no more inefficient than any other in-
dustry in this country. Individual physicians may earn 
3 to 5 times the average U.S. personal income, but so 
do lawyers, business executives, politicians, and a mul-
titude of other professions. Furthermore, the majority 
of dollars spent on actual health care flows to hospi-
tals (10), in which the average profit has been less than 
10%, and as low as 2% per year since 1975 (11). Long-
term care facilities typically show an even smaller mar-
gin. There are very few industries in this country that 
could long survive with such small operating margins. 
Finally, pharmaceutical companies can invest as much 
as $150 million in researching a single new drug, and 
then wait anywhere from 3 to 10 years for Food & Drug 
Administration approval to market it (12). Who is to say 
how quickly these companies should be permitted to 
recoup their investment, much less profit on it? Perhaps 
cost is not the problem.

Perhaps the true issue that has been the focus, 
however appropriately, and simply miscast as “exces-
sive cost,” is that the U.S. is “spending too much” on 
health care. 

The two terms are NOT synonymous. The first im-
plies a problem with the way health care is provided 
and priced, hence the 45-year focus on health care pro-
viders. The second implies that, regardless of whether 
the actual cost is appropriate, the nation simply does 
not have enough money in its pockets to pay that cost. 
Furthermore, and probably equally true, the nation 
chooses to spend what it does have on other things. 
For example, suppose a child was given one dollar and 
told that it was permissible to spend the money to buy 
lunch. If the child went to the candy store and pur-
chased twenty pieces of bubble gum, the parents might 
admonish the child for not spending the money wisely. 
The parents would probably not, however, castigate the 
storeowner because the bubble gum cost too much.

Like that child who did not know enough or care 
to spend the dollar wisely, widely available health in-
surance and a belief that health care is the “right” of 
every citizen has seemingly led the U.S. population, 
on an individual basis, to be singularly unprepared 
to make prudent health care purchases. How has the 
widespread availability of health insurance and the 
“right” to health care contributed to runaway health 
care expenditures? 

Standard insurance operates under the assumption 
that most people will want to avoid the losses covered 
by their insurance. Most individuals would not build a 
fire on their living room floor, so as to reduce the risk 

of burning their house down. They don’t, even though 
they may love campfires and in fact, have insurance to 
cover losses from fire damage. Such concern is not al-
ways the case in the health insurance arena. For mil-
lions of people, the potential life-threatening risk of 
lung cancer is not perceived as sufficient enough for 
them to quit smoking. Similarly, although most health 
insurance policies do require deductible and co-pay 
portions, the “losses” are not of sufficient magnitude 
to result in behavior change. In other words, a $25 co-
pay requirement on a doctor’s office visit is typically 
not a deterrent sufficient enough for most people to 
forego the visit or even to avoid the activity that may 
result in the need for the visit in the first place. How do 
you “insure” risk that the majority of the population 
chooses to ignore?

This question leads to a discussion of the way that 
health insurance is different, and ultimately why such 
insurance results in excessive expenditures. The “moral 
hazard” of health insurance refers to the temptation to 
over-utilize it, simply because it is available (13). Physi-
cians, hospitals, and other health care providers conspire 
(intentionally or not) to maximize use of health insur-
ance. It is far too common an occurrence for a physician 
and a patient to jointly make their decision on which di-
agnostic tests to order based on which tests are covered 
by insurance in addition to clinical justification. Simi-
larly, it is not uncommon for patients to be admitted to 
a hospital for treatment which could be provided on a 
less costly outpatient basis simply because the insurance 
coverage is better for inpatient services. Although this 
practice is less common in light of the growing influ-
ence of managed care programs, it still occurs regularly. 
In other words, the very existence of health insurance 
can stimulate demand. In fact, the use of health insur-
ance can result in significant unnecessary expenditures 
as patient after patient (in conjunction with their pro-
vider) says, “If my insurance covers it, I’ll take it.” The 
bottom line is this - health insurance is not really “insur-
ance” in the U.S.; it’s how we buy health care. In this 
scenario, the ultimate beneficiary, the patient, is insu-
lated from the actual cost of that purchase.

Finally, the availability of health insurance has 
not been the only contributor to excess expenditures 
on health care. An additional factor has been the re-
sult of a general consensus that, “…some minimum 
level of health care is a right…” of every citizen in this 
country (14). Unfortunately, the rapid and continuing 
development of new technology, treatment regimens, 
and pharmaceutical agents has made the definition of 
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“…some minimum level…” virtually impossible. Other 
nations have significantly limited the availability of 
various advanced diagnostic and treatment regimens. 
Early attempts to do so in this country, even for small 
segments of the population have been met with tre-
mendous resistance. One example is the Oregon expe-
rience, an attempt to prioritize a list of health services 
from the most to the least important based on effec-
tiveness, cost, and quality of life – which President Bush 
and the Department of Health and Human Services re-
jected. “Rationing,” (i.e., limiting availability of certain 
services to certain population segments) is still highly 
controversial, albeit practiced widely (14,15). Therefore, 
irrespective of insurance availability or other forms of 
financing, the U.S. health care system tends to try to 
provide not the “minimum” but the “best” possible 
care to everyone. Again, prudent shopping becomes 
unnecessary for the typical health care consumer.

Throughout the system, therefore, it would seem 
that health care dollars are not spent wisely because 
expenditures are not the overriding concern. Perhaps 
health care in this country does not “cost” too much. 
Perhaps the true issue, one that the U.S. government 
has recognized since 1968, is that “costs” are not too 
high – expenditures are. 

Many experts would agree that health care expen-
ditures in the U.S. are too high, as this country spends 
a greater percentage of its gross national product on 
health than do most other industrialized nations (16). 
However, even those who propose switching the U.S. 
system to some form of the various socialized systems 
prevalent in other nations still tend to focus on reduc-
ing “costs” instead of “expenditures.” This 45-year shift 
in focus is easier to understand when considering the 
alternative facing U.S. political leaders. As previously 
mentioned, the government knew by 1968 that its orig-
inal spending estimates related to Medicare were seri-
ously understated and that the program was proving 
to be prohibitively expensive. However, rather than ask 
the voting public for significantly more funding, or to 
accept reduced services, both of which were perceived 
as political suicide, the government chose to “decide” 
that health care cost too much. In that way, concen-
tration could be focused on health care providers. No 
politician would ever have to tell a constituent that 
they could not have a “needed” health service. By say-
ing health care providers cost too much, and therefore 
should be willing to accept reductions in the amount 
they would be reimbursed for their services, legislators 

left the odious task of saying, “No!” to a patient to 
providers. For 45 years that philosophy has prevailed. 
It seems likely that few politicians truly believe “costs” 
are too high. It is just that such a concept is more politi-
cally palatable. President Obama’s health care plan, as 
did President Clinton’s, follows that exact philosophy.

Furthermore, in almost every socialized health sys-
tem in the industrialized world (Japan, Canada, Eng-
land, Germany, the Scandinavian countries, etc.), where 
much (although certainly not all) of the bureaucratic 
waste, defensive medicine, and excess insurance profits 
that plague U.S. health care have been at least partially 
dealt with, the health care systems are in serious finan-
cial trouble. Why are even these socialized systems run-
ning out of money? Although there are issues specific 
to individual nations, one overriding concern is preva-
lent. Just as in the U.S., modern health care technology, 
and its continuing advancements, have placed all mod-
ern health care systems in the same predicament: being 
able to provide far more health care services than can 
ever be paid for (13).

If the U.S. is indeed spending too much on a prod-
uct (health care) which it seemingly has an unlimited 
demand for, how will health care expenditures be 
controlled? Is it fair, or even morally acceptable in this 
country for the government to say, “You cannot have 
that magnetic resonance image (MRI) exam because it 
is too expensive”?

Pennsylvania’s Senator Arlen Specter would give a 
heartfelt NO, since it was only a last resort MRI scan 
that revealed the brain tumor which would have killed 
him (17). What will happen when treatment really gets 
expensive? When technology begins to grow organs for 
replacement (likely within the next 20 years), will the 
$100 million price tag on equipment and the $100,000 
per case expenditures mean the U.S. will have to con-
tinue its present rationing system for organ transplants? 
To date, the public has accepted the fact that there are 
simply not enough organs harvested from dying indi-
viduals to meet the demand. What will happen when 
the answer is, “Yes, Mr. Smith we do have a heart for 
you. However, your insurance company can only afford 
4 transplants per year, so we’ll just add your name to 
our waiting list. Don’t worry though, you’re only num-
ber 23”? Nor will any government-sponsored, (or man-
dated as President Obama desires) health care program 
have the kind of capital it will take to pay for all the Mr. 
Smiths out there (which is likely to be almost everyone 
at some point in their lives). Somehow it seems unlikely 
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that Mr. Smith will accept that line of reasoning, espe-
cially since someone else is making a purely economic 
decision, which will likely cost him his life.

So what is the way to control health care expen-
ditures? Economists would say that it is mandatory to 
reduce demand. Since the actual consumer of health 
care services (i.e., the person who directly receives 
the diagnostic test and/or treatment) is, for 85% of 
the U.S. population, not the direct purchaser of those 
services, there is little perceived need or incentive for 
the consumer to make prudent decisions concerning 
utilization of those services. The direct purchaser (i.e., 
insurance and/or other financing organizations of 
various types) also evidences a limited ability to make 
prudent purchase decisions because of an inability to 
determine an acceptable level of service on an individ-
ual basis. Therefore, health care utilization, and thus 
expenditures, continue to escalate as the supply (new 
technology, etc.) of services increases. There are few, 
if any, typical open market forces reducing or limiting 
demand.

What would happen if health and health care be-
came more of an individual responsibility? In this coun-
try, it is accepted that hard work and dedication can 
determine the quality and amount of food, shelter, and 
clothing individuals can afford. Could these same quali-
ties determine the quality and amount of health care? 
Just as the decision to buy a more expensive home may 
reduce the quality of auto driven, what would hap-
pen if the decision to undergo a lung transplant, es-
pecially if one is a smoker, reduces the quality of home 
one could afford? It seems unlikely that U.S. citizens 
will ever give up their “right” to decide what risks they 
want to take with their own lives. Since, in that context, 
many health care decisions may ultimately have an ef-
fect on whether they live or die, the U.S. may never be 
able to decide, as a society, what would be a “minimum 
acceptable level” in health care. For instance, currently 
many health insurance carriers provide some level of re-
imbursement for various diagnostic routines in relation 
to an actuarially determined risk based on age, gender, 
and other demographic variables. However, it is obvi-
ous in such a scenario that some individuals, like Sena-
tor Specter, would not receive a diagnostic procedure 
that might have benefited them. So should all citizens 
receive an MRI or perhaps a complete physical exami-
nation every year? Obviously, the answer is no. The 
country and its insurance carriers could not afford that. 
Therefore, insurance companies, as with the Mr. Smith 

example above, will be forced to make decisions based 
on financial factors alone, with little or no credence giv-
en to potential outcomes. The already growing number 
of lawsuits filed by bereaved families against carriers 
who refused coverage for a particular health service is 
testimony to the dangers inherent in that scenario.

Shifting health care purchase decisions to the ac-
tual consumer could alleviate the liability problem 
mentioned above. An obvious way to facilitate that 
shift is to remove, or at least significantly reduce, the 
insurance role, and let individuals pay for those health 
services they desire directly out of their own pocket. 
When health care becomes more of a true “consum-
er good,” it may be reasonable to expect that typical 
market forces will indeed affect, and hopefully reduce 
demand. It would certainly seem logical to assume that 
very expensive diagnostic and/or treatment regimens 
would exceed the ability or willingness of many people 
to pay, thereby reducing demand. An individual may 
well decide to forego the cost of an additional, expen-
sive diagnostic procedure and take the chance that the 
diagnosis based on a simple x-ray is correct. Senator 
Specter might still order that MRI scan, but he would do 
so knowing that he was spending this year’s vacation 
money. In short, letting the basic laws of supply and 
demand take effect may well do more to reduce health 
care expenditures than any arbitrary controls which 
society could impose. Then health insurance could be 
used as truly “insurance” against catastrophic loss.

The president’s health care plan simply tries to shift 
even more of the burden of paying for health care to 
employers and indirectly, to those who currently don’t 
buy health insurance (because they don’t perceive the 
need or can’t afford it) by mandating the purchase 
of health insurance for everyone. It will not solve the 
problem. It will not reduce demand. It will, however, 
continue prohibitive increases in health care expendi-
tures. Most politicians, and the president, talk about 
the “hard choices” that need to be made. Unfortunate-
ly, they seem to believe the American public is either in-
capable or unwilling to make them, so the government 
must make the choices for the people. But the “correct” 
choices are politically unpalatable, so they end up just 
prolonging the status quo in varying guises. Perhaps it 
is time to trust that Americans, in general, are mature, 
responsible adults who are perfectly capable of making 
their own “hard choices” on what health care they are 
willing to pay for. 
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