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It is often claimed that American health care provides good medical care, but the system
through which that care is financed is falling apart. In 1994, Joseph A. Califano, Jr., former
Secretary of Health, Education and Welfare reported that the American health care system
was in such turmoil, that it needed radical surgery.

Health care in the United States is different from other countries. Health care costs in Ameri-
ca have skyrocketed and in 2006 occupied 16% of the Gross Domestic Product (GDP) with a
budget of over $2 trillion. Health care expenditures per capita in the United States are high-
er than 13 other countries utilized in a sample by the Organisation for Economic Co-oper-
ation and Development. Estimated spending according to wealth was utilized to measure
each country’s health care spending in comparison to each other. This measure, including
various parameters (undoubtedly some have been missed), largely showed that after adjust-
ing to its higher per capita income levels, the United States spends $477 billion - $1,645 per
capita more on health care than any other peer country.

Many health care proposals have been forwarded since 1965, when Lyndon Johnson suc-
ceeded in enacting Medicare. These come from Republicans, Democrats, Independents, phy-
sicians, insurers, non-partisan and partisan groups. However, none has been able to provide
a guaranteed proposal to fix the health care ills and also provide reasonable coverage.

This manuscript will review escalating national health care expenditures, factors contribut-
ing to health care increases, health care systems in many other countries, and various pro-
posals.

Key words: Health care reform, Organisation for Economic Co-Operation and Develop-
ment, Estimated Spending According to Wealth (ESAW), Centers for Medicare and Medicaid
(CMS), universal health care, managed health care reform
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n 1994, shortly after the failure of Hillary Clinton’s
health care reform, Joseph A. Califano, Jr., former
Secretary of Health, Education, and Welfare, who
has spent more time than any other American in the
trenches of health care reform, author of multiple
books related to health care, published Radical
Surgery: What's Next for America’s Health Care, urging
bold action to save the best of American medicine,

nourish its genius, contain its costs, and democratize
its miracle cures (1,2). In this scathing report about
American health care, Califano reported that never
has America’s health care system been in such turmoil
or peril. He said that doctors, nurses, hospitals,
managed care companies, and pharmaceutical joints
are scrambling into mergers and networks, cooking
up new delivery systems, and lining the pockets of
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politicians to get their pieces of the nation’s trillion-
dollar health care business. He also unabashedly
stated that in the feeding frenzy, patients are at risk of
becoming pawns as doctors are pitted against doctors,
hospitals against hospitals, states against each other,
the federal government against the states, HMOs
against insurers, Republicans against Democrats,
the old against the young, the healthy against the
sick. Califano described that despite the high cost of
treating illness and injury coupled with millions of
citizens without insurance, 85% of Americans who
enjoy access to the best medical care in the world
and even those who do not have access are worried
lest the politicians, even with well-intentioned effort,
will screw-up the health care system worse than it is.
The only issue that Americans agree upon is that all
Americans should have timely access to care, while no
one agrees how this will be paid for.

That was 1994. Today, 13 years later, the state of
health care in the United States (US) is no better and
consequently, the radical surgery that Califano called
for is still required.

In 2007, with a health care budget of over $2 tril-
lion and estimates that it may approach $3 trillion over
the next 10 years, Americans are worried and right-
fully so that these budgets are considered enormously
wasteful, ill-targeted, inefficient, and unfair. Hacker
(3) claimed that the US medical care is extremely good,
but the system through which that care is financed is
extremely bad - and falling apart. Runaway health
care costs are an increasingly grave threat, not just to
the security of family finances, but also to corporate
America’s bottom line. The United States spends much
more as a share of its economy on health care than
any other nation, and yet, all this spending has failed
to buy Americans the one thing that health insurance
is supposed to provide: health security. The challenge
of rising health care costs is not a small issue for Con-
gress, the Administration, the business community, or
the public at large.

Orsazg and Ellis (4,5) stated that the long-term
fiscal condition of the United States has been largely
misdiagnosed. Michael Moore’s Sicko has prompted
articles on healing our “sick” health care system (6).
While we do not find the answer in Moore’s movie, as
disingenuous and beyond the truth as it is, Sicko is not
a careful accounting of the pros and cons of the US
health care system, the basic truth of Moore’s indict-
ment is undeniable. Health care costs are increasing
in all circles at an exponential rate in all geographic

regions, and age groups (7).

The main function of a US health care system is to
promote health among its citizenry by ensuring that
all people have adequate access to healthcare ben-
efits, making certain that the system delivers care of
consistently high quality and by achieving all this at a
sustainable level of cost (8).

Day in and day out Americans hear how expensive
the US health care system is, while at the same time,
physicians are complaining about continued cuts and
insurance bureaucracy, and hospitals are complain-
ing about shrinking bottom line. A balanced view has
never been presented, showing not only the ills of the
US health care system, but also a balanced comparison
with other health care systems. This manuscript will
describe the advantages and benefits of the US health
care system; the disadvantages; the cost of US health
care compared to other nations; and discussion of vari-
ous proposals for performing surgery, whether radical
or not, and potential consequences to the US health
care.

HisToricAL PERSPECTIVE

Califano (1) describes in his book Radical Surgery
the evolution of health care as a house of surprises.
On December 4, 1963, President Lyndon B. Johnson,
urging members of the AFL-CIO to support the enact-
ment of Medicare, stated that in 1950 the annual cost
of personal health care was $10.6 billion and in 1962
had increased to $28.6 billion. President Johnson, even
in those days, pointed out that the cost of personal
health care was increasing on a straight line upward.
He believed that Medicare was a low-cost program
into which an American worker would put in $1.00 a
month, his employer would put in $1.00 a month of
tax deductible money, and the government would put
up nothing. In this fashion, the worker could solve his
medical cost problems with dignity and not disaster.

Now we know better. Forty-five years after John-
son’s postulations with lessons learned from numerous
promises, proposals, and political activities, and an un-
derstandings of the treacherous course of health care
reform, we aren’t any better off today than we were
in 1963 - if anything we are in much worse shape.

The involvement of government in health care
can be traced to World War Il, sparking research which
produced wonder drugs such as penicillin and dra-
matic advances in surgery offering people hospital
admissions not to ease the pain of dying, but also to
be cured. Of course, this created patient’s interest in
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access to modern medical care (1). To attract workers,
the War Labor Board administering wage and price
controls held the line on pay hikes by permitting in-
creases in benefits including health insurance, which
became the premier benefit. This was followed by the
Taft-Hartley Act of 1947, and eventually leading to the
Supreme Court's decision providing unions with the
right to negotiate workers’ benefits, notably the best
of all benefits: health care.

Prior to Medicare, Congress passed the Kerr-Mills
Act in 1960, which covered everything from hospital,
surgical, and physician care to drugs and false teeth,
a special benefit for the poor elderly in the south (1).
This was not a successful program, but it provided am-
munition for President Lyndon B. Johnson to create
Medicare and give birth to Medicaid to help “poor
mothers and babies.” Medicare and Medicaid pro-
vided payment to hospitals including their costs plus
a guaranteed percentage, and payment to physicians
that were reasonable, customary, and prevailing in
their communities, leading to the secondary unex-
pected consequences of unnecessary waste and self
control of prices by the providers. The initial cost of
Medicare was expected to be half a billion dollars,
it reached $408.3 billion in 2006 and is expected to

reach $862.5 billion in 2016 (9). The enactment of the
Medicare Part D Program to provide drug coverage
for Medicare recipients by means of enactment of the
Medicare Prescription Drug, Improvement, and Mod-
ernization Act in 2003 has seen the largest expansion
since the inception of Medicare (10).

Starting with Lyndon B. Johnson, every president
including George W. Bush, and every candidate run-
ning for high office, have sought many ways to reduce
health care costs, trying everything from price controls
to promoting HMOs and managed care, including
diagnosis-related groups (DRGs), and the sustained
growth rate (SGR) formula.

IncreasinGg HeEaLTH CARE CosTs

The United States has the highest overall health
care expenditure as well as the highest expenditure
per capita of any country in the world (11,12). In 2005,
the United States spent $1.9 trillion, or 16% of the
Gross Domestic Product (GDP) on health care. Figure 1
and Table 1 illustrate the national health expenditures
(NHE), showing approximately $913 billion in 1993
increasing to $4.1 trillion by the year 2016 with the
percentage of the proportion of GDP increasing from
13.7% to 19.6%. While there is no optimal amount
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Fig.1. National health expenditures and their share of the Gross Domestic Product (GDP), 1980 - 2016.
Source: CMS, Office of the Actuary, National Health Statistics Group. www.cms.hhs.gov/TheChartSeries/downloads/Chartbook_2007_pdf.pdf
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Table 1. National health expenditures (NHE), by source of funds, amounts, and average annual growth, calendar years
1993-2016

Spending category 1993 2004 2005 2006* 2007* 2011* 2016°
NHE (billions) $912.6 $1,858.9 $1,987.7 $2,122.5 $2,262.3 $2,966.4 $4,136.9
Health services and supplies 853.2 1,738.9 1,860.9 1,987.7 2,188.9 2,778.1 3,869.9
Personal health care 773.6 1,551.3 1,661.4 1,769.2 1,885.3 2,472.6 3,449.4
Hospital care 317.2 566.9 611.6 651.8 697.5 922.3 1,287.8
Professional services 280.7 581.1 621.7 662.8 703.9 918.9 1,253.2
Physician and clinical services 201.2 393.7 421.2 447.0 474.2 612.9 819.9
Other prof. services 245 52.6 56.7 60.9 64.9 82.7 111.0
Dental services 38.9 81.5 86.6 92.8 98.6 125.5 163.4
Other PHC 16.2 53.3 57.2 62.0 66.2 97.9 159.0
Nursing home and home health 87.3 157.7 169.3 179.4 190.0 239.2 322.0
Home health care® 21.9 42.7 47.5 53.4 57.9 78.1 111.1
Nursing home care® 65.4 115.0 121.9 126.1 132.1 161.2 210.9
Efézilll:t‘;ﬂet sales of medical 88.4 245.5 258.8 275.2 293.9 392.1 586.4
Prescription drugs 51.0 189.7 200.7 213.7 229.5 317.5 497.5
Durable medical equipment 13.5 23.1 24.0 25.2 26.3 30.5 37.6
Nondurable medical products 23.9 32.8 34.1 36.3 38.0 44.1 51.3

E E’Vgartae“ﬁ::ﬁﬁi&sﬁjnﬁt cost of 52.8 135.2 143.0 156.8 167.4 217.9 295.7
aGC(t’KZE‘::em public health 268 525 56.6 61.7 662 87.6 124.8
Investment 59.3 119.9 126.8 134.8 143.4 188.3 267.0
Research* 16.4 38.3 40.0 41.7 43.9 55.5 75.0
Structures and equipment 42.9 81.7 86.8 93.1 99.5 132.8 191.9
NHE per capita $3,468.6 $6,321.9 $6,697.1 $7,092.0 $7,498.0 $9,525.0 $12,782.2
Population (millions) 263.1 294.0 296.8 299.3 301.7 311.4 323.6
GDP, billions of dollars $6,657.4 $11,712.5 $12,455.8 $13,253.0 $13,955.4 $16,962.8 $21,138.7
Real NHE¢ $1,032.4 $1,698.7 $1,763.0 $1,827.7 $1,900.7 $2,266.6 $2,807.5
Chain-weighted GDP index 0.88 1.09 1.13 1.16 1.19 1.31 1.47
PHC deflator 0.81 1.16 1.20 1.24 1.29 1.50 1.84
NHE as percent of GDP 13.7% 15.9% 16.0% 16.0% 16.2% 17.5% 19.6%

SOURCES: Centers for Medicare and Medicaid Services, Office of the Actuary, National Health Statistics Group; and U.S. Department of Com-
merce, Bureau of Economic Analysis and Bureau of the Census.

NOTES: Numbers might not add to totals because of rounding. 1993 marks the beginning of the shift to managed care.

a Projected.

b Freestanding facilities only. Additional services are provided in hospital-based facilities and counted as hospital care.

¢ Research and development expenditures of drug companies and other manufacturers and providers of medical equipment

and supplies are excluded from “research expenditures” but are included in the expenditure class in which the product falls.

d Deflated using GDP chain-type price index (2000 = 100.0).

e Personal health care (PHC) chain-type index is constructed from the producer price index for hospital care, nursing home input

price index for nursing home care, and consumer price indices specific to each remaining PHC component (2000 = 100.0).

Adapted from ref. 7
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that the United States should spend on health care
—every country makes its own societal choices — global
comparisons can highlight potential opportunities for
more rational spending (11). Using a sample of 13 Or-
ganisation for Economic Co-operation and Develop-
ment (OECD) countries, a measure called Estimated
Spending According to Wealth (ESAW) was developed
(11). This measure adjusts health care spending ac-
cording to GDP per capita and is anchored in the fact
that countries spend more on health care or any good
or service as their prosperity increases. However, sadly,
they concluded that after adjusting to its higher per
capita income levels, the United States spends some
$477 billion — $1,645 per capita — more on health care
than any other peer countries (11). An international
comparison of health care costs from 1960 to 2004 as
illustrated in Fig. 2 shows that the United States spent
a higher share of GDP spent on health than the OECD
median for the past 4 decades (12,13).

Figure 3 illustrates increase of per capita expenses
from $1,067 in 1980 to $6,697 in 2005 and are expect-
ed to increase to $12,782 by 2016 (7,12,13). In contrast,
as illustrated in Fig. 4, per capita spending on medical
services in Canada, France, Germany, and Japan have
been lower than in the United States (12,13).

Figure 5 illustrates that overall growth of health
spending over the last decade, which was lower in
OECD countries than in prior decades including the
US. However, in the United States, both the public and
private sectors share of health spending has increased,
while the share from out-of-pocket spending has de-
clined over the last several decades as illustrated in
Fig. 6. Further, over the last two decades, private cov-
erage has declined and public coverage (mostly Med-
icaid) has increased.

Overall, in the United States, the proportion of un-
insured has grown from 10% in 1980 to 18% in 2004.
Medicaid and other government services have grown

18.0%
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Canada United Kingdom Japan** Germany* United States
@ 1960 ® 1970 01980 O 1990 m 2004 = 2005
For 1960, no data was available.
*#2003 data was used because 2004 & 2005 were not available.
Note: The data is arrayed by spending growth from 1990 to 2004. The medians include all OECD countries.
Fig.2. Percent of GDP spent on total health expenditure by OECD country, 1960 - 2005.
Source: OECD Healith Data 2006 & OECD Health at a Glance 2007 OECD indicators.
www.cms. hhs.gov/ TheChartSeries/downloads/ Chartbook_2007_pdf.pdf
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Fig .3. National health expenditures per capita, 1980 - 2016.
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Fig 5. Average annual growth in per capita spending by decade by OECD country, 1960 - 2003.
Source: OECD Health Data 2005.
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from 15% to 18%, and any private coverage has de-
clined from 83% to 69% (Fig. 7). Personal health care
expenditures by type of service from 1960 to 2003 are
illustrated in Figure 8. While the share of hospital, phy-

sician, nursing home, and other expenditures changed
slightly, the share of health spending on prescription
drugs has grown since 1980. However, health spending
remains highly concentrated on a small proportion of

Notes: ESI - Employer Sponsored Insurance. Any Private includes ESI and individually purchased insurance. Any government
includes Medicare for the disabled population.

Fig 7. Health insurance coverage for the under 65 population, 1980 — 2004.
Source: www.cms.hhs.gov/ TheChartSeries/downloads/ Chartbook_2007_pdf.pdf
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Fig 8. Personal health care expenditures by type of service, 1960 - 2003.
Source: www.cms.hhs.gov/ TheChartSeries/downloads/ Chartbook_2007_pdf.pdf
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the population. The top 1% of the population account
for about 25% of all health spending (12), which has
decreased from 28% in 1987 to 22% in 2002. Ninety-
seven percent of health care expenditures are spent
on the top 50% of the population, whereas approxi-
mately half of all expenditures are spent on the top
5% and two-thirds of the expenditures are spent on
the top 10%. In other countries it appears that inpa-
tient spending is greater than outpatient spending,
whereas, in the United States, outpatient spending is
almost double the inpatient spending.

Figure 9 illustrates the national health spending
by source of funds by OECD countries in 2003. The
source of funding varies significantly by country with
out-of-pocket spending ranging from 8% to 18% of
health spending, with the United States at about the
median. In all other countries with some type of na-
tional health care system, their social security schemes
or general government funding was substantially
higher compared to the United States.

AccountinGg For THE CosT

Per capita spending in the United States is the
highest among OECD countries (11-13). The expendi-
tures per capita in the United States were $5,635 on
health care in 2003, whereas based on the analysis of
ESAW it should be $3,990 per capita. Consequently,
the United States spent $1,645 per capita more than
would have been expected. Overall it was calculated
that the United States spends $477 billion more than
would be predicted by the ESAW regression line.

Measured in terms of the share of the GDP, the
United States spent 15% on health care in 2003 com-
pared with the OECD median of 8.5%. In 1960, the
United States spent 5.2% of GDP on health care; by
2004 that number had risen to 15.9%, and it is fore-
casted that by 2030 spending on health care will be
25% of the US GDP.

The US health care system is intrinsically more
expensive. The key explanation for higher US health
care costs based on the analysis of seven categories of
health care spending and comparing them to 13 OECD
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countries (11), related to different segments of health
care payments to providers/suppliers.

A summary of the results revealed that in 5 out
of the 7 spending categories — hospital care, outpa-
tient treatment, drugs, health administration and in-
surance, and public investment in health, the United
States is above ESAW, spending more on health care
than would be expected given its wealth. In absolute
terms, the highest discrepancy was noted in hospital
care ($224 billion), followed by outpatient care ($178
billion). However, the largest discrepancy was the cat-
egory of administration of the health care system, on
which the United States spends 6 times more per capi-
ta than its peer OECD countries ($412 vs $72), almost a
quarter of excess spending in the United States.

The United States currently spends $1,929 per
capita on hospital care compared with $1,119 per cap-
ita predicted by ESAW. Hospitals captured the largest
share of health care spending (Fig. 10) and have been
a major component of the health care explosion in
the United States (14,15). Spending on hospital care
accounts for $224 billion or 41% of the total gap be-
tween US health care spending and what would be
predicted by ESAW.

Outpatient treatment centers are the next largest
category which includes physician services, dental ser-
vices, and other outpatient medical facilities that are
not owned by hospitals. Ambulatory surgical centers,
diagnostic imaging centers, mental health clinics, and
non-physician offices are all included in this category.
Currently, $1,678 per capita is spent on outpatient
care in the United States compared with a predicted
amount of $1,066. This corresponds to a total spent
above ESAW of $178 billion or 37% of the total addi-
tional health care spending in the United States com-
pared to ESAW predictions (11).

Combined, hospital care and physician-staff out-
patient facilities account for an additional spending
above ESAW of $371 billion with the largest discrep-
ancy of $147 billion attributed to operational costs
and support functions above ESAW (11). For hospi-
tals, the United States performs 88 procedures per
year per 1,000 population compared with the OECD
average of 75, contributing to higher health care
spending in the United States. Some of the discrep-
ancies are explained by coronary artery bypass and
angioplasty which are performed more than 4 times
as frequently in the United States as in the United

Hospital Care
31%

Physician and

Clincial Services
21%

10%

Dental/Other
Professional

Rx Drugs

Investment
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Government Public
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Other Medical Products
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Fig. 10 Spending distribution by category, 2005

Total spending: $1.987 trillion

Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary.
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Kingdom (UK). Overall, hospitals in the United States
are left with a proportionately higher mix of costly
procedures in complicated medical patients which
necessitate higher operational expenses. This study
also explains the higher costs for outpatient centers
by a combination of inefficient and subscale opera-
tions and a lack of value consciousness on the part
of the consumers and providers, even though these
centers are approximately 20% to 30% less expen-
sive than hospitals (11). This evaluation questions the
value of outpatient centers and the proposition that
they produce lower costs, increase access and provide
better quality. The entire concept is based on the
premise that physicians can hold equity in the medi-
cal service centers in the United States despite the
rules ostensibly designed to prevent abuses under
Stark regulations as well as Anti-Kick Back Statutes
(10, 16-19). Further, this study shows that physicians’
total compensation contributes an additional $58 bil-
lion above the ESAW of which $50 billion arises from
their remuneration from salaries, professional fees,
or a combination of these, and $8 billion is income
from equity stakes at outpatient centers (11). This
analysis also showed that physicians’ compensation
is, on average, 4 times the GDP per capita for special-
ists and 3.2 times for generalists in other OECD coun-
tries. However, in the United States, these figures rise
to 6.6 and 4.2, respectively.

Compensation for nurses and other clinic profes-
sionals is $50 billion above the ESAW in the United
States. Additional spending claimed on labor and is
blamed on staffing patterns, increased acute care
needs in hospitals, and higher ratios of clinicians to pa-
tients. The United States employ 9.5 nurses per 1,000
acute care bed days compared with the OECD average
of 7.1 nurses. Further, in inpatient medical and surgi-
cal facilities, staffing ratios are usually 1 nurse for 6 to
8 patients compared with 1 nurse per 10 to 12 patients
in Europe. The salaries of nurses in the United States,
however, are in line with OECD countries, around 1.3
times the GDP per capita.

Non-drug supplies account for $18 billion of
spending above ESAW. The United States spends 54%
above ESAW on the top 5 inpatient devices — defibril-
lators, pacemakers, coronary stents, hip implants, and
knee implants — when compared with Europe and Ja-
pan. Higher volume as well as prices account for ad-
ditional spending. Consequently, the wealth-adjusted
cost of a knee implant is 32% higher and a hip implant
65% higher than the average in other countries.

Provider profits and taxes contribute another $75
billion to the United States’ spending. Public data
sources illustrate that $27 billion of the profit gener-
ated by US health care providers can be attributed to
higher returns on investment. Additional operational
costs account for another $147 billion of US health care
spending above ESAW, which includes all non-clinical
labor, operational expenses, rent and lease, and in-
surance against medical malpractice. In addition, the
United States spent $412 per capita on health care ad-
ministration and insurance in 2003 — nearly 6 times as
much as the OECD average. The unique multiple-pay-
or system, differences in insurance regulations across
states, and the complexities of administering Medi-
care, Medicaid, and private insurance products are re-
sponsible for additional administrative expenses. This
total, however, excludes the additional administrative
burden of the multi-payor structures and insurance
products on hospitals and outpatient centers, which is
accounted for under providers’ operational costs and
extra costs incurred by employers because of the need
for robust human resource departments to administer
health care benefits. Overall, $98 billion is spent on
administration above ESAW of which $84 billion can
be traced to private stakeholders, and the remaining
$14 billion to public-sector stakeholders.

However, the accounting for health care as de-
scribed above may not tell the entire story. First,
health care spending was adjusted according to the
GDP per capita and per capita income levels without
consideration for taxes and unemployment rate. In
fact, for the French, taxes constitute 44% of the GDP
compared with 26% in the United States coupled with
an unemployment rate of 9% in France compared to
less than 5% unemployment in the United States (20-
23). Further, the regulatory burden of health care on
the US economy is sizable, and the health industry is
often viewed as among the most heavily regulated
sector of the US economy, which incurred regulatory
costs that may exceed $1 trillion (24) — an unhealthy
trend. Using a “bottom-up” approach, it is estimated
that the total cost of health services regulation exceed
$339 billion. This figure takes into account the regu-
lation of health facilities, health professionals, health
insurance, drugs and medical devices, and the medi-
cal tort system. In addition, this approach allows for
a reasonable calculation of some “tangible goods”
of regulation, namely $170 billion in provided health
care benefits. From these figures, it can be seen that
the costs of health care services regulation which
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amounts to $169 billion outweighs those of provided
goods by 2 to 1 and these cost the average household
over $1,500 per year. Further, the high cost of health
services regulation is responsible for more than 7 mil-
lion Americans lacking health insurance (i.e., 1in 6 of
the average daily uninsured). In addition, it has been
contended that the annual net cost of health services
regulation dwarfs other costs imposed by government
intervention in the health care sector, exceeding the
annual consumer expenditures on gasoline and oil in
the United States. It has been noted that these costs
are twice that of the annual output of the motion pic-
ture and sound recording industries (24). It has been
proposed that the need and possible venues for reduc-
ing or eliminating these excess costs is an urgent mat-
ter of policy that could be achieved through medical
tort reform, which in essence offers the most prom-
ising target for regulatory cost savings, enhanced by
FDA reform, selected access-oriented health insurance
regulations (e.g., mandated health benefits), quality
oriented health facilities, and revision of accreditation
and licensure regulations. Such reforms, it is estimated,
could save approximately 20% of the $2 trillion health
care budget and would represent an important step
towards improving the system, along with increased
efficiency and cost-effectiveness of health care prac-
tices in the United States.

An alternative view of health care expenditures
with savings of 20% which will cure the health care
budget may not be a reality, but a possibility. In addi-
tion, in the opposite direction, eliminating Medicare
fraud alone could reduce Medicare spending by ap-
proximately $60 billion or 17.7% of the 2006 Medicare
budget of $338 billion. However, reduced regulation
and increased levels of fighting Medicare and insur-
ance fraud will not go hand in hand.

Finally, administrative costs of profits, taxes, and
operational costs exceed $220 billion for US health
care spending, and the United States spent $412 per
capita on health care administration and insurance in
2003 — nearly 6 times as much as the OECD average.
Thus, the $1,645 per capita ($477 billion) by which the
United States exceeds the other OECD countries may
be saved by the elimination of health services regula-
tion costs of $339 billion, $75 billion in provider profits
and taxes, $147 billion in operational costs, and over
$412 per capita ($119 billion) on health care adminis-
tration and insurance.

ComprARrison OF HEALTH CARE EXPERIENCES
Across THE GLOBE

The 2007 Commonwealth Fund International
Health Policy Survey interviewed adults in 7 countries
with a focus on access, primary care, coordination, and
safety. The 7 countries included Australia, Canada,
Germany, the Netherlands, New Zealand, the United
Kingdom, and the United States (25). However, this
survey did not include access to specialty services. The
survey is based on the concept that comprehensive
and well-integrated primary care is associated with
better outcomes and lower costs (26,27). The study
fundamentally is based on the evidence and the con-
cept that the development of a primary care systems
that serve as medical homes has emerged as a con-
ceptual approach to improving the US system perfor-
mance (28). Discrepancies emerging from this survey
include that while the United States spent by far the
highest share of national income on health care, it is
the only country that leaves a high percentage of its
population uninsured or poorly protected in the event
of illness. Furthermore, of all these countries, the Unit-
ed States has the smallest share of general practice
and family practice physicians, thus relying extensively
on internal medicine and pediatrics for primary care.
Ironically, in other countries also, the percentage of
primary care physicians has been declining (29).

Sampling and study design of this study may de-
serve some attention. The survey consisted of inter-
views with representative samples of adults aged 18
and older in 7 countries with the Commonwealth
Fund the core study in partnership with the Health
Council of Canada, the Dutch Ministry of Health in the
Netherlands, and the German Institute for Quality and
Economic Efficacy in Health Care. Funding was from
different sources and interviews were conducted by
telephone Thus, the vast differences and with the data
gathering involvement of their own governments who
tend to keep their health care system in a better light,
questions of validity arise.

The results of this survey described the United
States as the most expensive country for health care in
2007 with 16% of the GDP or $6,697 per person spent
on health care as shown in Table 2. Primary care prac-
tices with financial incentives for quality were highest
in the United Kingdom with 95% followed by 79% in
New Zealand and the lowest in the United States with
30%. The percent of uninsured was 0% to less than
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2% in all the countries except the United States where
it was equal to health care expenditures as a percent-
age of the GDP, i.e., 16%.

Table 3 illustrates the 2007 results of health sys-
tem views, confidence, and cost among adults in 7
countries. Adults in the US held the most negative
views and were the most likely to report affordability
concerns, in contrast to the Dutch public with its posi-
tive views, including high levels of confidence in the
quality and accessibility of care and low levels of cost-
related concerns. Public views, according to this sur-
vey, in Canada and New Zealand have grown steadily
more positive in the past decade and are now compa-
rable to views in Australia and the United Kingdom
compared to the United States (25,30). German adults
ranked just behind the US adults in negatives and
adults from New Zealand and the United Kingdom
expressed the least confidence that they will receive

the most effective medications or medical technology
if they become ill.

There were marked differences across the coun-
tries in waiting times among those needing elective
surgery, with German and US adults reporting the
most rapid access, in contrast to Canadian and Brit-
ish adults, with the longest waits. In Canada and the
United Kingdom, 8% of the adults reported waiting a
year or more and 15% reported waiting 6 months or
more for elective surgery, even though in other coun-
tries waits of a year or more were rare. In contrast,
patients in the United States reported rapid access to
elective surgery. One-fifth of US adults reported se-
rious problems paying medical bills in the past year
—more than double the rates in the next highest coun-
tries. In contrast, Dutch and British adults, with com-
prehensive coverage, reported lower out-of-pocket
costs and access concerns related to costs. Concerns in

Table 2. Overview: Health spending and insurance systems in seven countries, 2007.

AUS

National health spending

CAN

GER NET Nz UK Us

Per capita (U.S. $PPP)* $3,128

$3,326

$3,287 $3,094 $2,343 $2,724 $6,697

Percent of GDP* 9.5%

Patients required to register No

9.8%

Primary care role, information capacity

No

10.7% 9.2% 9.0% 8.3% 16.0%

No Yes Yes No

Referral required for specialist® Yes

Percent of primary care practices with*

Any financial incentive for quality 72%

No

41%

No Yes Yes No

58% 79% 30%

Electronic medical records 79%

23%

Insurance

98% 92% 28%

Percent uninsured 0% 0% <1% <2% 0% 0% 16%*

Comprehensive national minimum benefit package | Yes Yes Yes Yes Yes Yes No
Prescription drugs: core benefit Yes No Yes Yes Yes Yes No
Primary care cost sharing for visit Yes¢ No Yes No Yes No Yes

SOURCES: See below.

NOTES: PPP is purchasing power parity. GDP is gross domestic product.
a All countries but the United States: data for 2005 and 2004, from Organization for Economic Cooperation and Development,
OECD Health Data 2007 ( Paris: OECD, July 2007). United States: data for 2005, from A. Caitlin et al., “National Health
Spending In 2005: The Slowdown Continues,” Health Affairs 26, no. 1 (2007): 142-153.

b Canada does not require but has incentive to discourage self-referral.

¢ 2006 Commonwealth Fund International Health Policy Survey of Primary Care Physicians.

d March 2007 census; uninsured at a point in time; including those with any time uninsured increases to 25 percent.

e Majority of general practices “bulk bill” and eliminate patient cost sharing.

Adapted from Ref. 25
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Table 3. Health system views, confidence, and cost among adults in 7 countries, 2007.

AUS CAN GER NET NZ UK US
Unweighted N 1,009 3,003 1,407 1,557 1,000 1,434 2,500
Only minor changes needed, system works well 24%¢¢ 26% ¢ 20%%ete 42%¢"¢ 26%¢ 26%: 16%
Fundamental changes needed 550de 60548 51 49%f 568 57¢ 48
Rebuild completely 18bede 120defe 274efs 98 178 158 34

Confident that you will get high-quality, safe care

Very confident 34bcdt 28de 244¢fg 5968 308 28¢ 35
Somewhat confident 464 524fe 504 35%68 48 44 44
Not very/not at all confident 2054 199¢f 2648 5efe 22f 278 21
Very confident 36edefl 32¢0def 234 450k 20" 25¢ 33
Somewhat confident 47 504 49¢ 45 50%¢ 45 44
Not very/not at all confident 15edebe 16°4efe 26% 9efe 278 268 21
Very confident BoRE 285de 244 46°F¢ 258 278 38
Somewhat confident 45b¢ 535dfe 46° 47 52f¢ 46 43
Not very/not at all confident GRS gt 274te 5efe 21 238 18

Elective surgery in past 2 years

Wait for surgery

<1 month 59b< 320des 72defe 478 55f 408 62

>6 months 9°8 14cdee 3f 2f 4f 158 4

Access problems because of cost during past year

Did not visit doctor when sick 13bdefe 4edefp 124<f8 198 19% 28 25

Skipped medical test, treatment, or follow-up

recommended by doctor N7 GRae 8debe 2¢8 138 38 23
Did not fill Rx or skipped doses 13b4f8 8edfs 11448 20ke 10% 58 23
Yes to at least one of the above 26bcdke 12¢def8 214%e 5efe 25°% 88 37

Out-of-pocket expenses for medical bills in the past year, in U.S. $ equivalent

None 13bedf 216defs 94f 380 127 5t 10
$1-$100 11bede 17% 17% 158 17% 12 9
More than $1,000 19bedets 1244 104 5¢8 10% 48 30

Had serious problems paying/unable to pay
medical bills in the past year gbedfs 4°f8 4ef8 5efe 8fe 1# 19

SOURCE: Commonwealth Fund International Health Policy Survey, 2007.

NOTES: Reading from left to right starting with Australia, the letter indicates significant differences with countries to the right
(p <0.05), as indicated.

b Different from Canada.

¢ Different from Germany.

d Different from the Netherlands.

e Different from New Zealand.

f Different from U.K.

g Different from U.S.

Adapted from Ref. 25
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Australia, New Zealand, and Germany were midway
between the extremes with Canada ranking low with
cost related concerns.

Twenty percent of US and German adults per-
ceived that there was significant waste in medical care
and insurance billing, while adults in the Netherlands,
along with adults from the United States, felt that
they had to spend time on paperwork or disputes.

Among the 3 countries where adults can switch their
basic insurance coverage, the United States, Germany,
and Netherlands, frequent changes were highest in
the United States with 32%, 25% in the Netherlands,
and the Germans with a 10% rate of switching.

Table 4 illustrates health spending in OECD coun-
tries. However, there are also contradictory views of
health care in various countries.

Table 4. Healih spending in Organisation for Economic Cooperation and Development (OECD ) couniries, 2004.

Health spending per capita Total health Spending per capita, by component (U.S. $PPP)

Country Total health Average real spending Inpatient| Outpatient| Prevention,| Other misc.
spending (US| annual growth, (% GDP) public health services

$PPP) |  1994-2004 (%)

Australia 3,120 44 9.6 1,198 950 46 926
Austria 3,124 4.2 9.6 1,302 727 63 1,032
Belgium 3,044 4.1° 10.1° - =8 40° 3,004
Canada 3,165 2.8 9.9 914 792 185 1,274
Czech Rep. 1,361 3.3 7.3 4274 336¢ 27 -
Denmark 2,881 2.3 8.9 868 734 15 1,264
Finland 2,235 3.1 7.5 777 770 87 601
France 3,159 3.2 10.5 1,069 670 90 1,330
Germany 3,043 2.1 10.6 1,061 700 100 1,182
Greece 2,162 3.6 10.0 - - - -
Hungary 1,276 3.8 8.0 3234 2524 544 e
Iceland 3,331 4.9 10.2 1,804 767 40 700
Ireland 2,596 6.9 7.1 - - - -
Italy 2,467 3.0 8.7 1,088 719 15 645
Japan 2,249* 2.3b 8.0* 879* 704* 50° 616"
Korea 1,149 6.8 5.6 264 421 21 443
Luxembourg 5,089 7.7 8.0 1,686 1,281 63 2,059
Mexico 662 2.1 6.5 225 198 18 221
Netherlands 3,041 33 9.2 1,043¢ 6044 148 -
New Zealand 2,083 3.8 8.4 -c -c e -
Norway 3,966 4.6 9.7 1,623 721 75 1,547
Poland 805 6.1 6.5 226 165 14 400
Portugal 1,824 5.2 10.1 410 562 36 816
Slovak Rep. 777 - 5.9 236 119° 13 409°
Spain 2,094 3.8 8.1 543 697 29 825
Sweden 2,825 3.8 9.1 885 1,381 B 559
Switzerland 4,077 2.9 11.6 1,941 1,116 89 931
Turkey 580 10.4 7.7 - - - -
UK. 2,508 4.1 8.1 B B - -
U.S. 6,102 3.7 15.3 1,636 2,668 224 1,574
OECD median 2,552 3.8 8.8 900 712 48 876

SOURCE: Organization for Economic Cooperation and Development, OECD Health Data 2006 ( Paris: OECD, 2006 ).

NOTES: Average real annual growth calculated by authors using national currency units at 2000 gross domestic product (GDP) price level. Average
annual growth rates are calculated using national currency units. Qutpatient services spending includes physician, dental, and ancillary services.
Inpatient services spending includes long-term nursing care and curative and rehabilitative care. “Other misc. services” includes personal health care,
day care, home care, pharmaceuticals and other medical nondurables, therapeutic and other medical nondurables, and health administration and
insurance. PPP is purchasing power parity.

a 2003.

b 1994-2003.

¢ Data not available for 2002, 2003, or 2004.

d 2002.

e Data cannot be calculated given mismatch in years of data.
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France

The French health care system was rated the best
in the world in 2001, not because of its economic sus-
tainability, but because of its universal coverage, re-
sponsive health care providers, patient and provider
freedoms, and the health and relative longevity of the
country’s population (20). However, there are less than
apparent contradictions to these statistics. The World
Health Organization (WHO), which obtained the
health-related information from respective ministries
of health, does not independently verify the provided
statistics. It appears the same is the case with the Com-
monwealth Fund (25). Therefore, which such statistics
may superficially depict a positive health care environ-
ment, as the fiscal infrastructure of the French medical
system is less than “healthy.”

In 2004, a government commission has warned
that without fundamental reforms, France’s Nation-
al Health Service, rated the best in the world by the
WHO, will collapse within the next 15 years (22). The
commission also forecasted that in 2004, the French
government will be €11 billion in the red — will be a
staggering €70 billion over-budget by 2020.

While most French patients think their health
service is outstanding, with a first-class level of care
for minimal personal outlay, the system is, however,
very expensive. Further, patients are free to go as of-
ten as they like to as many of the country’s 94,000
GPs or 89,000 specialists, ask for whatever treatment
or medicines they like, and expect to get most of the
cost reimbursed by the state. However, France’s health
care budget is the world’s third largest, accounting for
9.8% of the GNP compared with 10.4% in Germany
and 6.9% in Britain. Further, it has been stated that
the system is unnecessarily complex and wasteful,
rewarding doctors who see patients as often as pos-
sible, and encouraging them to over-prescribe (22). In
fact, Henley (22) described that the French are now
Europe’s heaviest pill poppers, consuming more than
three times as many as their neighbors in Britain, Ger-
many, and Italy.

Dutton (20) provides a critical view of France's
model health care system. While the French system is
dissimilar to the United States and less expensive, it
appears that the French also share distaste for restric-
tions on patient choice and they insist on autonomous
private practitioners rather than a British-style na-
tional health service, which is described as “socialized
medicine.” However, virtually all physicians in France
participate in the nation’s public health insurance. In

addition, practice liability is greatly diminished by a
tort-averse legal system, and medical schools, although
extremely competitive to enter, are tuition-free. Fur-
ther, France’s doctors do not face the high nonmedi-
cal personnel payroll expenses that burden American
physicians due to a standardized and speedy system
for physician billing and patient reimbursement used
in electronic funds. In contrast to the United States
where overhead may run as high as 50% of gross rev-
enues, French medical offices are without nonmedi-
cal personnel and in contrast to Canada and Britain,
there are no waiting lists for elective procedures and
patients need not seek pre-authorizations.

In contrast to all the advantages of the French
health care system, its status of being on the verge
of collapse (22), the deficiencies of the French health
care system are illustrated by the inability to handle a
simple heat emergency (31-34). At least 35,000 people
died as a result of the record heat wave the scorched
Europe in August 2003 (33). The searing August heat
claimed about 7,000 lives in Germany, nearly 4,200
lives in both Spain and Italy, over 2,000 deaths in the
United Kingdom, and almost 15,000 deaths in France.
The bulk of the victims, specifically in France — many of
them elderly, died during the height of the heat wave,
during a season when many of the doctors are on va-
cation. However, the National General Practitioners
Union stated that only about 20% of general practi-
tioners were away during the heat wave.

Germany

German health care, hailed as one of the best by
the United States, is criticized in Germany with expen-
ditures for health care representing 10.8% of the GDP
—higher than the average of 8.9% among the 30 coun-
tries in the Organisation for Economic Co-operation
and Development, even though less than the United
States. In Germany, ambulatory health care is provided
by general practitioners and specialists and inpatient
care is delivered by a mix of public, non-profit, and
private providers. University clinics in Germany are
managed by the federal states (35). It is touted that
the public enjoys equal and easy access to care, and
waiting lists and explicit rationing of health care have
not been known in Germany. However, during the
past 3 to 4 decades, the German medical regulation
has permitted health insurance companies to control
many aspects of medical practice. Consequently, the
German concept of good and affordable medicine
has changed by placing ever-greater limits on doc-
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tors’ latitude in making medical decisions for their pa-
tients. Further, similar to the United States, medicine
has been increasingly subjected to economic consid-
erations with increases in the cost of diagnostic and
therapeutic procedures, coinciding with the shrinking
of the tax base (36).

Physicians on strike, a phenomenon that is un-
thinkable in the modern world, is happening - al-
though, not yet in the United States. However, striking
is not impossible for German physicians (35,37). Over
100,000 German physicians took part in strikes to pro-
test the government health policies with strikes lasting
1 day to 90 days, with doctors gaining concessions.

Between 1991 and 2004, 1 in every 10 German
hospitals was closed, resulting in a 20% reduction in
the number of hospital beds, with simultaneous re-
duction of hospital stays by 38%, but increasing the
number of patients treated by 20%. In a 2003 survey, it
was shown that physicians in German hospitals spent
more than one-third of their working time on docu-
mentation and other administrative duties. Tradition-
ally, the German hospital system has made little use
of advanced-practice nurses to perform routine medi-
cal tasks and coding assistants to perform nonmedical
tasks. This is in contrast to the United States where
there is a movement claiming that increasing mid-lev-
el providers will reduce health care costs and improve
access.

The similarities between US and German physi-
cians are that in both countries, they have been fac-
ing budget cuts throughout the past decade and con-
tinue to face them into the future. Unfortunately, in
the United States, practice expenses continue to climb
with declining reimbursements.

Netherlands

Twenty-five years ago, the health care system of
the Netherlands was operating under top-down cost-
containment policies, such as regulation of doctors’
fees and hospital budgets, that were widely criticized
for lacking incentives for efficacy and innovation
(38). In 1986, the Dekker Committee, an independent
group appointed by the Dutch government to seek a
solution, recommended market-oriented reform with-
in the context of the national health insurance system.
With preparations spanning over the next 20 years,
the Dutch government enacted the Health Insurance
Act (HIA), on January 1, 2006, under which every per-
son who legally lives or works in the Netherlands is
obliged to buy, from a private insurance company, in-

dividual health insurance whose benefits are specified
by law (Table 5). Since non-enrollment is associated
with penalties, by the end of 2007, about 98.5% of eli-
gible Dutch people have enrolled in health insurance
programs. In this system, benefits are strictly defined
by the government with voluntary deductibles, and
insurers are allowed to sell various types of supple-
mental insurance.

A prospective payment systems exist, but insurers
and hospitals are allowed to negotiate prices freely
and to contract selectively. However, these benefits do
not come without a cost. All individuals must pay an
income-related contribution, 6.5% of the first €30,000
in annual income to the Risk Equalization Fund. Fur-
ther, employers are obliged to compensate their em-
ployees for these contributions, but this is then tax-
able income for the employees. Apart from this, all
adults must pay a community-rated premium which
means the same price for the same benefits, regard-

Table 5. Key elemenis of the Dutch health care system.

Mandatory basic health insurance for everyone, purchased
through private insurance

companies

Annual consumer choice of insurer and insurance products
Open enrollment and community rating

Premium subsidies for elderly people and those at high risk of
disease,

through a risk-equalization system

Voluntary deductible up to €500 per person per year

Insurers allowed to sell other types of insurance (e.g.,
supplementary insurance)

Insurers intended to be the prudent buyers of care on behalf of
their members

General practitioners to serve as gatekeepers

Insurers permitted to contract selectively with doctors and
hospitals

Health maintenance organizations and preferred provider
arrangements allowed

In transition toward managed competition

Adapted from ref. 38
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less of their own level of health to the insurer of their
choice (insurers set their own price).

Risk equalization is an essential part of this system.
The expenses are estimated on the basis of predictive
modeling. The Risk Equalization Fund reimburses the
insurers appropriately based on the care, more or less,
thus, partially removing any incentives for risk selec-
tion.

In the Netherlands, insurers are similar to Ameri-
can health maintenance organizations, theoretically,
the customer-driven organizations of care. Similar to
managed care in the United States, insurers establish
many techniques, including protocols, provider se-
lective, incentive contracting, and standardized ap-
proaches to disease management.

While the Dutch system is still a work in progress,
riddled with numerous problems, it is surprising to
know that it was actually first designed and proposed
for the United States (39). Further, such proposals are
still alive in the United States and some presidential
candidates are proposing such systems (40).

Britain

While the United States is looking for modern-
ization or universal health care coverage, Britain’s
national health system, the most well known, is go-
ing through a troubled transformation (41). The cre-
ation of Britain’s National Health Care Service (NHS)
in 1948 provided political friction and medical opposi-
tion —similar to the creation of Medicare in the United
States. While NHS went through turbulent phases, in
2006 it reached a crisis. The NHS trade union staged
protests as staff were laid off, patients worried as
media stories about hospitals delaying treatment or
economizing on drugs multiplied, the Chief Executive
of the NHS took early retirement, and the Prime Minis-
ter rushed to the defense of the government’s policies
(41). The NHS fiscal troubles started at the beginning
of 2000 leading to a pledge of large increases in fund-
ing for the NHS that were designed to bring health
care spending up to the level of that in other West-
ern European countries. In fiscal year 1999, spending
on the NHS was in US dollars approximately $75 bil-
lion, which by fiscal year 2005 increased to $132 bil-
lion with a planned increase to almost $160 billion by
2007 (42). Despite the efforts of the labor government
in the first 5 years from 1997 to 2002, costs are rising
(43). Due to its infrastructure, NHS as a tax-funded ser-
vice, is always more centralized than other health care
systems; however, such centralization also hindered

modernization with poor performance. The modifica-
tions included increasing the capacity of the NHS, de-
centralizing by transmitting the power to the periph-
ery increasing the role of the primary care trusts with
over 300 organizational bodies, hands off control,
providing patient choice, and driving the new system
to “payment by results.”

Canada

The Canadian health care systems has been laud-
ed and criticized (44,45) while sometimes viewed as an
idealized system of universal access to care. The fuzzy
economics of Canada’s health care infrastructure has
been criticized for leading to poor management of
health care delivery in a geographically broad distri-
butional system. The increased awareness of ration-
ing of care, lack of innovation, and delays in accessing
health care services caused by the Canadian system
have lead to growing public and physician interest in
developing other, more market-based options. Such a
turn toward a market-model mentality may lead to lo-
cal governments seeking some form of privatization
in an attempt to mend economic woes, shrink long
waiting lists for care, and provide better distributional
equity of services.

HeaLTH CARE CovERAGE IN THE US

Health care coverage in the United States is pro-
vided by private health insurance (mainly through
sponsorship of employment-based coverage), Medi-
care for the elderly and disabled, and Medicaid for the
poor, disabled, and low income elderly (7,9,46-48). In
addition, health insurance coverage is also provided
by federal, state, and other programs.

A reversal phenomenon is being observed in the
United States. Employment-based coverage exclud-
ing the elderly with retiree coverage, peaked in 2000
at 164.4 million — 62% of the non-elderly population
—and then fell by almost 5 million in the subsequent 4
years (47). Individual purchasing of health benefits de-
clined during the 1990s, even though it has increased
slightly by 1 million since 2001. In 2004, with the popu-
lation of the United States at 291.2 million, employ-
ment based coverage was provided to 174.2 million
persons, of which 159.5 million were non-elderly, and
27 million persons purchased individual insurance, of
which 17.4 million were non-elderly. Even then, the
commercial insurance industry had great financial suc-
cess through 2006. Rather tragic for the US health care
system is the weakening of employer commitment to
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Data on increases in health insurance premiums reflect the cost of premiums for a family of four. Asterisks indicate an estimated percentage
that differs significantly (P<0.05) from that for the previous year. The dagger indicates an estimated percentage that differs significantly from
that for the previous year (P<0.01).

Fig. 11. Increases in health insurance premiums, as compared with overall inflation rates and workers” earnings, 1988 — 2005.

Adapted from ref. 50

providing coverage and strengthening interest by
public programs to offer coverage through private
plans (49,50). Consequently, Medicare and Medicaid
are becoming the world’s largest insurance programs.

The growing cost of insurance premiums which
have been rising at the multiple of general inflation
has captured the attention of US employers (50-53).
Figure 11 illustrates increases in health insurance pre-
miums, as compared with overall inflation rates and
workers earnings from 1988 to 2005, with yearly in-
creases of health insurance premiums as high as 18%
(54). The slogan of Clinton’s campaign was that the
US automobile industry spends more per car on health
care than on steel, paraphrasing Lee lacocca, the re-
tired chairman of the Chrysler Corporation, who advo-
cated for national health insurance (55).

Public-sector spending on health care increased
to $902.7 billion in 2005. Figure 12 illustrates con-
tributions to health care spending of approximately
$2 trillion in 2005, of which the majority was from
households followed by private business, federal gov-
ernment, state and local governments. However, the
government’s role in financing health care is show-
ing a striking growth. It is predicted that by 2016,
the government will be paying 48.7% of the nation’s
health care bill up from 38% in 1970 and 40% in 1990.

State & Local

Government
22.4%

Households
31.3%

Private

Business
25.8%

Other Private

Contributors
3.4%

Fig. 12. Spending distribution by contributor®

*Estimates of spending by contributor are organized according
to the underlying entity (business, households, and government)
financing the health care bill payer. CMS refers to these
contributors as “sponsors.”

Source: Centers for Medicare and Medicaid Services (CMS).
Office of the Actuary.

www.painphysicianjournal.com

31




Pain Physician: January 2008; 11:13-42

16
Historical | Projected
Public
12
()
on
S - .
S \ Publicincluding Part D
£ g \
g [\ = ————-
E “‘I--.....-... —
e Private 3 K ') e
excluding |
Part D . o Private including Part D
4 .
o 1
1990 1995 2000 2005 2010 2015

Fig. 13. Private and public personal health care spending,
1990-2016.

Adapted from Ref. 7.

excluding and including the impact of Medicare Part D,

Figure 13 shows private and public personal health
care spending, excluding and including the impact of
Medicare Part D (7).

Escalating health care costs have prompted con-
cerns about the financial solvency of Medicare. With
the generation of baby boomers poised to enter re-
tirement age and a general “graying” of the US popu-
lation, the trends in health care spending offer a grim
picture of the future of the US health care system’s
viability.

Medicaid spending also is skyrocketing (7,46,49).
Combined state and federal Medicaid spending was
projected to be $313.5 billion in 2006 (7,49). Compo-
sition of the Federal Budget in 2006 showed Medi-
care, Medicaid and State Children’s Health Insurance
Program (SCHIP) accounting for 19% of the federal
expenditures, whereas Social Security accounted for
21% of the Federal Budget (Fig. 14). However, even
with Irag and Afghanistan, federal spending is below
average at the present time for recent decades (Fig.
15). Based on Congressional Budget Office data, it has
been calculated that to balance the budget by 2012,
while extending the tax cuts and continuing alterna-
tive minimum tax relief, policy makers would have

Defense and
Security

Social
Security\
Everything
Else
Medicare,
Medicaid, Ir;:g?)setbotn
& SCHIP
Safety Net
Programs

Fig. 14. Composition of Federal budget in 2006.
Source: Office of Management and Budget data.

to cut social security benefits by 32% or cut defense
spending by 42% or cut Medicare by 51% or cut every
other program except Social Security, Medicare, and
defense by 20%.

In the past decade, the cost of monthly premiums
paid by all Medicare enrollees has more than doubled
(from $43 to $96) and is expected to keep climbing.
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Fig. 15. Even with Iraq and Afghanistan, federal spending is below average for recent decades.

PusLic PercepTiOns In THE US

Presidential politics have provided a resurgence
of interest in health care reform in recent months (56).
Comprehensive health care reform essentially disap-
peared from the national agenda after the Clinton ad-
ministration failed to enact universal coverage in 1993
and 1994. Instead, Congress adopted incremental
measures that enjoyed bipartisan support. Oberlander
(56) observed that the retreat from comprehensive
reform reflected, in part, the calculus that ambitious
plans were too controversial and too hazardous to
their sponsors’ political health to attempt. However,
after 2 terms of Bill Clinton and the near completion
of 2 terms of George W. Bush, once again, health care
ranks as the top domestic issue in opinion polls, and
there is talk of major reform by most presidential can-
didates as the 2008 election approaches.

The current change in the atmosphere and pro-
posals of bold comprehensive plans once again illus-
trates the changing political calculus. The surveys of
the American public’s health priorities in 2006 showed
that health care is an important, but a second-tier is-
sue in terms of priorities for government action (57).

However, American’s top health care concerns are
mostly related to economic insecurity, namely the ris-
ing costs and the problems of the uninsured. While
most Americans think that the health system is not
in crisis, the public remains dissatisfied. Thus, assump-
tions of political landscape have been made of chang-
ing, creating a climate that is supportive of increased
health spending and substantial policy changes. How-
ever, as illustrated in Figure 16, changing public at-
titudes toward the US health care system from 1982
to 2007 do not reflect these feelings (58). The ratings
of “fundamental changes needed,” and the “system
need to be completely rebuilt,” have decreased from
the 1990s to the 2000s while the ratings of “only mi-
nor changes are needed” have increased. Figure 17
illustrates the opinion of the US public based on total
population and political party affiliation (56,59).

As illustrated in Figure 18, a majority of Ameri-
cans would like to see a new health plan that would
make a major effort to provide insurance for all or
nearly all of the uninsured and would involve a sub-
stantial increase in spending (60).
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Fig. 16. Public attitudes toward the US health care system, selected years 1982 - 2007.
Adapted from Ref. 58.

A new health plan that would
make a major efford to provide
insurance for all or nearly all
of the uninsured and would
involve a substantial

increase in spending

A new health plan that is more
limited and would cover only
some uninsured groups but
would involve less spending

A health plan that would keep
things basically as they are
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Fig. 17. Illustration of opinion of the US public based on total population and political party affiliation.
Adapted from Ref. 56.
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Fig. 18. Issues people say are top concerns in the presidential election.
Source: USA TODAY/Gallup Poll of 1,006 adults nationwide. Margins of error + 3 to 5 percentage points.

HeaLTH CARE For AmERIcA: RabpicaL OR
CoSMETIC SURGERY

Califano (1) has proposed re-conceiving the health
care system from top to bottom with the elimination
of public health enemy #1; abuse and addiction in-
volving all substances; by taking the profit out of poor
health with the power of positive prevention and by
rewarding individuals who take care of their health
and by making good health accessible and fashionable
to all; by a reality check for research and by bringing
our resources more into line with the needs of this age
and our civilization; by busting the medical monopo-
lies including the training of mid level practitioners
to provide primary care, liberalizing medical licensure
boards, and disciplining problem doctors; and by free-
ing congressional contributions from the power of big
insurers. While these solutions will still work, it will
take great effort and courage not only on the part of
the US government, but also by the public, physicians,
hospitals, and insurers.

Hacker (3) provided a proposal for guaranteed,
affordable health care for all Americans building on
Medicare and employment-based insurance entitled
“"Health Care for America”. This would extend in-
surance to all non-elderly Americans through a new
Medicare-like program and workplace health insur-

ance, while creating an effective framework for con-
trolling medical costs and improving health outcomes
to guarantee affordable, quality care to all. This pro-
gram is considered to be comprehensive, realistic, con-
sistent with American values and beliefs, and ground-
ed in the best elements of the present system. It also
combines employer and personal responsibility with a
strong public commitment to ensuring that American
workers and their families and American employers
can afford coverage. Consequently, it promises better
care, lower costs, more choice, healthier citizens, and
immensely stronger guarantees for workers and their
families with real savings for employers and state gov-
ernments, and does so, in essence, provides a system
without unraveling existing sources of health security,
without forcing workers to obtain coverage on their
own, and without pressuring patients into health sav-
ings accounts or tightly managed health maintenance
organizations.

Health care for America has 3 central elements: 1)
plans would be open to any legal US resident without
good workplace coverage, 2) a requirement that em-
ployers and the self-employed would either purchase
coverage comparable to Health Care for America for
all their workers or pay a relatively modest payroll
contribution (6% of payroll to fund Health Care for
America coverage for all their employees), and 3) a re-

www.painphysicianjournal.com

35



Pain Physician: January 2008; 11:13-42

quirement that Americans who remain without insur-

ance take responsibility for their and their families by

purchasing private coverage or buying into the Health

Care for America plan. The benefits of this plan would

be comprehensive.

In addition, out of pocket expenses will be fixed
and, to encourage better health, preventive and well-
child care covered screenings would be provided to
all beneficiaries at no out-of-pocket charge. In addi-
tion, a new independent benefits advisory commission
would be created to determine what both the Health
Care for America plan and Medicare should cover go-
ing forward, allowing for the harmonization of the 2
programs’ benefits over time.

The advantages of this plan include building on
the best aspects of workplace insurance while filling
the gaps, using the Medicare model to contain costs
and improve quality. However, the drawback is that
Health Care for America would require new federal
funding. However, it is proposed that savings could be
achieved by various means including elimination of
SCHIP and Medicaid, with spending lower than that of
a universal Medicare plan. Further, the movement of
workers for tax-favored private coverage into Health
Care for America would reduce federal tax subsidies
for employment-based insurance. Consequently, pay-
roll and income tax receipts would rise due to the
substitution of wages for health benefits among firms
that pay less for insurance than they would have with-
out reform. Finally, the remaining federal costs would
be financed by various combinations of liquor and to-
bacco taxes and other dedicated levees and general
revenues.

Another proposed framework to guide health
care system reform (8) from McKinsey Global Institute
provides 7 principles for health care reform. Of the 7
principles that health care intermediaries can use to
affect supply and demand of health care goods and
services, 2 relate to demand, 3 to supply, 1 to inter-
mediation between supply and demand, and the final
principle to the organization and operational frame-
work necessary to allow the implementation of the
first 6. The 7 principles are as follows:

1) Prevent illness and injury by providing a health-
promoting infrastructure, reducing health-threat-
ening environmental hazards by establishing
comprehensive immunization programs and by
promoting healthy lifestyles.

2) Promote value conscious consumption by provid-
ing information to support effective cost-benefit

judgments, by fostering consumer choice, and by

shaping supply for health care.

3) By promoting efficient capacity by assuring ad-
equate physical resources, ensuring an adequate
supply of labor, promoting the best use of medical
technology and limiting interventions.

4) Ensuring quality among supplies by safeguards to
raise the quality of health outcomes, by providing
adequate service levels.

5) By promoting cost optimization among providers
with optimizing costs in the acquisition and man-
agement of inputs. Optimizing cost and service
delivery and by intermediation in health care.

6) Promoting sustainable finance mechanisms with
sources of funds for financing health care, by pro-
viding payments to providers, and by instituting
pay-for-performance impacting quality.

7) Strengthening intermediaries’ capabilities by as-
sisting to build organization capabilities, by build-
ing institutional skills, and by building account-
ability and awareness.

A different approach from the Research and Pol-
icy Committee of the Committee for Economic Devel-
opment (61) proposed policies that bring about steady
economic growth at high employment and reasonably
stable prices, with quality, affordable health care for
all, at the same time, moving beyond the employer-
based health insurance system. The Committee for
Economic Development (CED) does not support either
a government-run command — and - controlled sys-
tem, or a so-called consumer-directed system under
which individuals take at least implicit responsibility
for choosing their own therapies and treatments. In-
stead, the CED recommends market-based consumer
choice among competing insurance and care-delivery
plans that meet quality and coverage standards. A key
recommendation is that this consumer choice must
be responsible — that is the consumer, informed by
mandatory and standardized reporting of quality and
performance by insurers, must be able to save money
by choosing a less-expensive plan. Another key recom-
mendation is the establishment of an independent
regulatory agency, fashioned after the Federal Re-
serve and the Securities and Exchange Commission, to
report on the state of the health care sector in terms
of inflation and affordability, and ensure the efficien-
cy and fairness of the insurance market. The CED be-
lieves that such a reform of our health care financing
systems would lead insurers and providers, through
market competition, to fundamentally restructure the
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health care delivery system, improving both quality
and affordability, achieving universal coverage and fi-
nancial sustainability.

The CED believes that the program has the great-
est prospect of achieving the 3 goals of restraining
health care expenditures, achieving universal cover-
age, and improving quality. This program relies on
incentives for individuals to choose both plans and
providers that offer what those individuals judge to
be the best combination of quality and price. This will
also provide the strongest incentive to insurers and
care providers to increase quality and restrain prices,
creating a new dynamic toward improvement. At the
same time, consumers who prefer today’s model of
care would be able to keep it, if they were willing to
pay any difference in price. Further, the CED believes
that merely extending coverage, even to universal cov-
erage, under the current system, would not solve the
core problem, due to cost of coverage growing faster
than the economy’s capacity to pay it, thus, coverage
becoming an elusive phenomenon. However, there
is no evidence that the system will work and provide
universal coverage, curing all the ills of present day
health care in the United States.

Some are proposing a US version of the Dutch
model, which would provide an opportunity for US
physician organizations to form their own health
plans and present themselves directly to the consumer
market, freeing them from control by large, remote,
third-party insurance carriers and from the madden-
ing complexity of having to deal with 15 to 30 differ-
ent insurance companies and self-insured employers,
each with its own payment criteria and plan designs
(38). Further, medical groups could build their own
consumer base and loyalties, designing their own cov-
erage criteria, incentive schemes, utilization manage-
ment, and other features. In reality, this system wiill
not work in the United States, even though opinions
appear to be favorable (62), due to numerous political
conflicts among physician groups, physician special-
ties, family practitioners, and specialists, and overlap-
ping care groups, each one fighting to preserve their
own piece of the pie, the system’s viability in the Unit-
ed States is difficult.

The American Medical Association (AMA) also
proposed health insurance reform to expand insur-
ance coverage through tax credits, consumer choice,
and market enhancements (63). Under this proposal,
individually owned insurance would enable people to
maintain coverage without disruption to existing pa-

tient-physician relationships, regardless of changes in
employers or in work status. The AMA's plan would
empower individuals to choose their health plans and
give patients and their physicians more control over
health care choices. Employers could continue to offer
employment-based coverage, but employees would
not be limited to health plans offered by their em-
ployer. Under this plan, the AMA contends that with a
tax credit large enough to make coverage affordable
and the ability to choose their own coverage, con-
sumers would dramatically transform the individual
and group health insurance markets. Health insurers
would respond to the demands of the individual con-
sumers and be more cautious about increasing premi-
ums. Insurers would also tailor benefit packages and
develop new forms of coverage to better match the
preferences of individuals and families. The AMA also
supports the development of new health insurance
markets through legislative and regulatory changes to
foster a wide area of high-quality, affordable health
plans.

Both Democrats and Republicans are proposing
health care plans with the Democratic plans relying
on “play or pay” employer mandate to move toward
universal coverage, requiring businesses to either of-
fer workers insurance or pay a tax (Table 6). Histori-
cally, this has been the favorite approach for Demo-
crats, until Clinton switched plans to pursue the more
ambitious model of managed care competition. The
reemergence of “pay or play” is a testament to the en-
during political appeal of building on the status quo of
employer-sponsored insurance, which has been a cor-
nerstone of the US health care system since the 1940s
and is now covering about 164.4 million non-elderly
Americans (56). Democrats plan to finance universal
coverage through employer payments rather than
creating a publicly funded system that would require
new broad-based taxes, which may in fact expand
governmental authority, thus igniting substantial con-
troversy and opposition from businesses that do not
currently insure their workers. However, some current
plans seek to exempt some small businesses from the
mandate and also provide tax credit to small business-
es that chose to offer insurance. Under the Democratic
plans, even though private insurance is retained, their
regulation is extended to ensure universal access, re-
gardless of health status.

Republican plans do not propose the establish-
ment of any major new federal insurance program or
the adoption of any new employer or individual man-
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Table 6. Key elemenis of leading Republican and Democratic plans.

Employer mandate

Individual mandate

Regulation and Universal Coverage

Expanding Information Technology

Medical Malpractice

Expansion of Medicaid and SCHIP

Controlling Drug Prices

Disease Management

Reform Provider Reimbursement to
Encourage Care Coordination.

Evidence-Based Medicine

Changes in tax policy (new income tax
exclusions or credits) to improve access,
control costs, and provide incentives for
purchasing insurance outside the workplace.

No:
Expands coverage through tax code reform
and individual health savings accounts.

A. Deregulation of insurance markets.

B. Creation of federal-state partnerships to
develop state-specific solutions.

C. Redirection of existing public subsidies to
help low-i ne Americans to buy private
insurance.

Increased investments in health information
technology.

A. Reforming medical malpractice by
restricting frivolous lawsuits.
B. Limiting pain and suffering aws

No expansion - but encourages state
innovations.

A. Lowering drug costs by streamlining FDA
approval process.
B. Possibility of reimportation.

moting disease prevention and chr

Yes
Dealing with costs - through multiple means.

Improve quality and promote evidence-based
medicine.

DEMOCRATIC PLANS

Employer mandate requiring businesses to either
offer workers insurance or pay a tax (some plans
exempt small businesses).

Yes:

Most plans have individual mandate requiring all
Americans to have insurance, except for one plan,
which mandates only for children.

A. Regulation of private insurance companies to
ensure universal access to coverage.

B. Establishment of new insurance purchasing
pools for businesses and individuals.

C. Government subsidies for individuals to
purchase insurance, varied according to income.
D. Creation of a new public insurance plan as an
additional option.

E. Financing largely from rollback of tax cuts for
high-income families.

E Provisions designed to reassure insured
Americans that they can keep their current
coverage and have more choices.

Increased investments in health information
technology.

A. Including mandatory sanctions for frivolous
claims.
B. Including stopping insurer rate gouging.

Expansion of Medicaid and SCHIP to cover more
low-income Americans.

A. By developing generic drugs.

B. By lowering drug costs by Medicare
negotiations

C. By monitoring doctor-drug maker ties.

D. By permitting reimportation from Canada and
from developing countries.

By promoting disease prevention and ck
care.

Yes
Dealing with costs - through multiple means.

Improve quality and promote evidence-based
medicine.
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dates. Rather, their focus is on decentralized, market-
oriented reforms rather than on achieving universal
coverage. However, in a commentary, Ponnuru (64)
stated that Republicans have quietly devised a radical
way to reform health care, which essentially makes the
Democrats look conservative. He claims that Republi-
cans want to make a break with more than 6 decades
of government policy and propose radical changes in
the health care system. It appears that most Republi-
cans have come to believe that our health care system
is dysfunctional because it is employer-based and that
this dysfunction has to be attacked at the root. Conse-
quently, everything people dislike based on the Repub-
lican view about our system results from the tax break
for employer coverage, which essentially makes costs
rise, since people are less careful when they are not
paying out of pocket. In his State of the Union address
in 2007, President Bush proposed letting people buy
their own insurance and qualify for the tax break just
like their employers. This plan, it is estimated would
help 7 million people who do not have insurance to
get it and also offers individuals more control over
their health care, letting them keep their policies even
when they switch their jobs. The major disadvantage
of this plan is that a lot of people would buy cheap
insurance policies that cover only emergencies, while
paying for routine care out of pocket, thus reducing
some types of care, specifically interventional pain
management. These plans have been criticized by lib-
eral health experts who worry that they would cause
the employer-based system to unravel more and the
federal government to pay more for health care than
any other insurance. Employers and health insurance
companies who serve them are on the front lines of
the struggle with the enormous problems of the costs
and quality of health care in the United States (50).

StaTE INITIATIVES

State-based health care reform varies from state
to state. Maine, Massachusetts, and Vermont have
enacted legislation to expand health insurance cover-
age. Governors in California, lllinois, Maryland, and
Pennsylvania have put forth proposals and still oth-
ers, including New York, are considering doing so (65).
Most of the enacted reforms are primarily designed
to improve health insurance coverage, but they also
have additional features aiming at controlling costs or
improving quality. Health care expenditures per capita
vary from $3,972 in Utah in 2004 to $6,683 in Massa-

chusetts — 70% higher than in Utah (65). In addition,
the Commonwealth Fund Commission’s State score-
board found a two- to threefold or greater spread
from top to bottom-ranked states on 32 indicators
across 5 dimensions of health system performance
which included access, quality, potentially avoidable
use of hospitals and costs of care, equity, and ability to
lead healthy lives (65). Overall, there is a strong corre-
lation between state ranking on access and state rank-
ing on quality. However, personal health spending per
capita does not appear to have any relationship with
mortality. In addition, there is an inverse relationship
between states spending more on personal health
care and states rankings on quality of care. Thus,
states are embarking on not only an expansion of cov-
erage but also on improving quality and reducing the
costs. Massachusetts established the Health care Qual-
ity and Cost Council to develop and coordinate the
implementation of policies and practices to lower or
contain the growth in health care costs while improv-
ing the quality of care. Vermont combined its reform
proposal with a chronic care improvement initiative.
Maine established the Maine Quality Forum charged
with promoting best practices, collecting and publish-
ing comparative quality data, promoting electronic
technology, and promoting healthy lifestyles (65). Ver-
mont’s new Health Reform Program, enacted under
a Republican governor in a state with a Democrati-
cally-controlled legislature, is described to serve as an
intriguing approach to resolving political differences
in health care (66,67).

While some states are progressing and some are
not, over 20 years ago, in the Pennsylvania Health Care
Cost Containment Councils’ enabling legislation of
1986, the Pennsylvania general assembly cited “a ma-
jor crisis because of the continuing escalation of costs
for health care services” (68). An October 2007 report
illustrated the bleak picture of the health care crisis in
Pennsylvania. The report demonstrated that the crisis,
continuing at unsustainable levels, still looms large in
Pennsylvania just as it does in the rest of the nation.
However, a report from Massachusetts (69) shows that
recently enacted reform legislation is working, with
the citizens of the Commonwealth of Massachusetts
obtaining better coverage from all employers and also
from firms employing 3 to 50 workers.

California, with its new reform proposal, is pro-
posing to cover the uninsured and provide universal
coverage (70).
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ConcLusION

As veteran reformer Joseph A. Califano, Jr., has
described, the American health care system is sick and
needs “radical surgery” — now more than ever — as
caretakers, the public at large, and the government
continue to misdiagnose and mismanage health care.
Health care expenditures have increased more rapidly
than those for other goods and services in the United
States and health care in other countries. The federal
government has been a major force in health cost con-
tainment. However, these efforts have been only pal-
liative rather than curative. Now we are in a state of
flux in which corporate America, which is losing in the
international marketplace, is demanding a fix to our
health care system. If the government is unable to do
it, there may be a day when private forces, namely,
corporate America, may take over and reform health
care itself. However, neither governmental nor priva-
tized approaches are uniformly effective in maximiz-
ing the potential and actual benefits of health care
because neither can work independently of the other.
Universal health care is not a universal solution.

This manuscript described health care systems and
costs not only in the United States but in several other
countries. While the United States is looking for mod-
ernization or universal health care coverage, the most
well-known national health system of Britain is going
through a troubled transformation and the problems
do not stop with Britain; almost all countries are still
facing problems to a variable extent. A statistical com-
parison always makes the US health care look worse
than it is. However, such complications do not resolve
the problems neither for the United States nor for
other countries; it only provides feel-good criteria for
political players and feel-bad criteria for the rest of
America.

In this manuscript, we reviewed various proposals
to fix American health care, but health care in Ameri-
ca is not just a commodity to be fixed. It involves hun-
dreds of millions of lives.

Yes, American health care is the poster child of a
sick health care system yet it provides satisfactory and
the best health care for over 80% of Americans. Still,
radical surgery is needed. However, this surgery should
save the patient, not kill the patient. While there are
many unproven solutions advanced, we should also
remember the same was said about cost containment
by Health Maintenance Organizations (HMOs), Di-
agnosis-Related Groups (DRGs), and the Sustainable
Growth Rate (SGR). Now we also have the regulatory

burden, which undoubtedly has saved American medi-
cine, yet, at times, hundreds of billions of dollars are
spent for unnecessary regulation, practice manage-
ment costs, and administrative costs.

At times, health care reform may also depend on
the messenger. While Hillary Clinton’s old and new
health care proposals face stiff opposition, her plan as
part of her campaign for the democratic presidential
nomination, is similar in some ways to one proposed
by the Mayo Clinic’s Health Policy Center. Both plans
would cover the millions of Americans who have no
health insurance (71). To cover the uninsured, both
the Clinton and the Mayo proposals contain a provi-
sion known as “individual mandate,” which would
require every American to purchase health insurance,
and both plans call for subsidies for those who cannot
afford the insurance premium. Further, both plans pro-
vide the health care through private insurers, though
heavily regulated. Thus, universal health care is not a
new idea. It has been proposed by several presidents,
going back as far as Woodrow Wilson. However, none
of these plans ever made it, but, similarities between
various opposing groups may lead to some type of
universal health coverage in the future.

To save American health care, first we all need to
get along and not pit one against the other. We all
understand that there is a one size pie and each one
of us wants a larger bite of it. To reform health care,
provide universal health care, and to preserve it into
the future, all sectors of health care must sacrifice and
come together.

The problem is not in the national health care sys-
tem, universal coverage, or private health insurance
alone. All of the systems have inherent deficiencies.
If we arrive at mathematical equality, reducing the
abuse and bureaucracy will put us at the same level as
other countries in health care costs. However, propo-
nents of regulation state that it will increase US health
care costs by 20% or so rather than reduce it. In these
days of evidence based medicine and accountability,
it is ironic that there is neither accountability nor evi-
dence of effectiveness of any of the health care sys-
tems in force at the present time.

Whatever system is implemented, with universal
coverage and tightening of regulations, cost savings
tend to take a very high priority. However, access will
be redefined for primary care and emergency services
with other services such as interventional pain man-
agement being defined as boutique services.
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