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1

As we move further into the twenty-first century, it is clear that we are living
with a number of institutions that were not designed for the Information Age.
One of those institutions is health care.

Virtually everyone agrees that our health care system needs reform. But what
kind of reform? Some on the right would like to see us return to the type of sys-
tem that prevailed in the 1950s. Some on the left would like to see us copy one
of the government-run systems established in the mid-twentieth century and
variously called socialized medicine, national health insurance and, more re-
cently, single-payer health insurance. For example, Physicians for a National
Health Program, claiming membership of 8,000 physicians and medical stu-
dents, contends that “single-payer national health insurance would resolve vir-
tually all of the major problems facing America’s health care system today.”1

We believe that neither of these two alternatives will work. But before we
explain why, let us stop to consider some central problems that every reform
faces. Most commentaries on health policy tend to ignore three very impor-
tant facts about modern health systems:

1. We can potentially spend our entire gross domestic product (GDP) on
health care in useful ways.

2. Whatever portion of our income we are spending on health care today, we
are likely to want to spend more in the future.

3. We have suppressed normal market forces in dealing with characteristics
one and two.

These facts are not in dispute. Rather, they are readily acknowledged by all
health policy analysts. Also, the first two characteristics are not unique to
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health care. They are true of many other goods and services as well. But when
combined with the third characteristic, they have devastating implications.

PROBLEM: OPPORTUNITIES TO SPEND MONEY 
ON HEALTH CARE ARE ALMOST UNLIMITED

Medical research has pushed the boundaries of what doctors can do for us in
every direction. The Cooper Clinic in Dallas now offers an extensive checkup
(with a full body scan) for about $1,500 or more.2 Its clients include Ross
Perot, Larry King, and other high-profile individuals. Yet, if everyone in
America took advantage of this opportunity, we would increase our nation’s
annual health care bill by a third. More than 900 diagnostic tests can be done
on blood alone,3 and one doesn’t need too much imagination to justify, say,
$5,000 worth of tests each year. But if everyone did so, we would double the
nation’s health care bill. Americans purchase nonprescription drugs almost
twelve billion times a year and almost all of these are acts of self-medication.
Yet, if everyone sought a physician’s advice before making such purchases,
we would need twenty-five times the number of primary care physicians we
currently have.4 Some 1,100 tests can be done on our genes to determine if
we have a predisposition toward one disease or another.5 At, say, $1,000 a
test, it would cost more than $1 million for a patient to run the full gamut. But
if every American did so, the total cost would run to about thirty times the na-
tion’s total output of goods and services!6

Notice that in hypothetically spending all of this money we have not yet
cured a single disease or treated an actual illness. In these examples, we are
simply collecting information. If in the process of search we actually found
something that warranted treatment, we could spend even more.

One of the cardinal beliefs of advocates of single-payer health insurance is
that health care should be free at the point of consumption, regardless of will-
ingness or ability to pay. But if health care really were free, people would have
an incentive to obtain each and every service so long as it had any value to them.
In other words, everybody would have at least an economic incentive to get the
Cooper Clinic annual checkup, order dozens of blood tests, check out all their
genes and consult physicians at the drop of a hat. In short order, unconstrained
patients would attempt to spend the entire gross domestic product (GDP) on
health care even though, as a practical matter, that would be impossible.

“Free” health care is of course not really free. It is care paid directly by em-
ployers, government or some other entity, and indirectly by workers and tax-
payers. The more employers pay for health care the less employees receive in
wages. The more the government pays, the less after-tax income taxpayers
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have. Therefore, allowing patients to go on an unconstrained shopping spree
in the medical marketplace would ultimately impoverish all of us.

No serious person wants this result. Not even the advocates of single-payer
health insurance want it. Instead, they envision placing many obstacles in the
path of patients and doctors in order to constrain spending. These obstacles
may not be prices, but they most certainly involve costs, such as the cost of
waiting for care. Although its advocates call national health insurance “single-
payer insurance” these days, its distinguishing characteristic is not control of
demand. It is control of supply.

Like the systems of Canada and Britain, American health maintenance or-
ganizations (HMOs) also make health care free to their enrollees at the point
of delivery. They then control access to care, especially expensive care, on a
case-by-case basis. Whether or not an HMO patient gets an MRI brain scan,
for example, depends upon the symptoms and the probable outcome of the
scan, as well as its cost. HMOs, therefore, control costs by curtailing demand.

Nothing like that happens in countries with national health insurance, how-
ever. For one thing, doctors in Canada would have no idea how much a scan
actually costs and therefore would have no basis for comparing costs with
probable medical benefits. The number of brain scans is controlled in Canada,
not on the basis of a case-by-case review of patient conditions, but because of
spending constraints to limit the number of MRI scanners.

Many American doctors have endorsed the single-payer idea, in part because
they envy the ability of Canadian doctors to practice medicine without managed-
care-type, third-party interference. What they overlook is that, at least from a
budget perspective, Canadian officials have no reason to care what decisions
doctors make. They limit the number of scanners, and therefore the expense of
scanning, before doctors see even a single patient. American physicians who
support single-payer insurance also tend to discount lack of access to expensive
diagnostic equipment in Canada, believing that the problem could be amelio-
rated by just spending more. They do not realize that the only reason the Cana-
dian system works at all is because the government controls supply. If Canadian
doctors (who, again, have no idea what anything costs) had access to an unlim-
ited supply of MRI units, they might spend Canada’s entire GDP on brain scans!

In general, countries with national health insurance control costs by im-
posing arbitrary limits. They strictly control the number of doctors who can
be specialists. They limit access to modern medical technology. The more ex-
pensive the service, the more difficult they make access. As a result, in coun-
tries with national health insurance, people wait. They wait in the offices of
general practitioners. They wait to see specialists. They wait for surgeries.
And waiting is a rationing device comparable to money prices in a market
system.
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In this book we will stress many differences between the U.S. health care
system and government-run health care systems. But on the demand side, the
differences are not as great as one might suppose. Although health care is not
free at the point of consumption for the average American, it is almost free.
On the average, every time a patient spends a dollar on hospital care in our
country, only two cents comes out of the patient’s own pocket. The other
ninety-eight cents is paid by a third party (an employer, insurer or govern-
ment.). On the average, for every dollar patients spend on physician care,
only twelve cents comes out of their own pockets. And for the health care sys-
tem as a whole, patients pay directly only eighteen cents of every dollar they
spend. The rest is spent by some other entity.7

On the demand side, the problem with a system with no money prices is
that people view each good or service as though its price were zero. As a re-
sult, they tend to try to consume the item so long as it has any value at all.
The problem this creates is enormous waste. People seek services until the
value to them is almost zero, even though the cost of these services may be
quite high. The upshot is that people consume services for which the social
benefit is well below the social cost. In Britain, for example, people have to
pay out of pocket to see a movie, go to the theater or witness a sporting event.
But the only costs to see a physician are the costs of travel and waiting time.
So although the government makes an enormous investment in their training,
British physicians spend an inordinate amount of time on trivial complaints.

In the United States, things are not that much better. Although no one wants
to enter a hospital, once there, the typical patient in this country has an in-
centive to use hospital services until they are worth only two cents at the mar-
gin (or about 1/50th of the actual cost). Aside from the costs of time and travel
and the risk of being around other sick people, patients have an incentive to
utilize physicians’ services until they are worth only twelve cents on the dol-
lar. And for the health care system as a whole, our incentive is to spend until
the services we receive are worth only eighteen cents on the dollar. No won-
der there is so much waste!

In principle, there are not many solutions to this problem. Someone must
choose between health care and other uses of money. The question is, who
will that someone be? The answer of single-payer advocates is medical bu-
reaucracies answerable to politicians. And much of this book will be spent
looking in some detail at how rationing decisions are made in these systems.

A second method for choosing between health care and other uses of
money is the method of managed care. The paradigm is the HMO. As noted
above, HMOs have far less rationing by waiting than do national health in-
surance schemes. One reason for the difference is that HMOs tend to make
rationing decisions based on medical and economic rather than political con-
siderations. Because some policy analysts believe that a system of competing
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managed care organizations can solve the problems of single-payer health in-
surance, we devote a chapter to that idea.

The third method of choosing between health care and other uses of money
is to allow patients themselves to choose. A vehicle that facilitates such
choices is a health saving account (HSA), from which patients pay medical
expenses directly. Funds not spent on health care grow in the account and
may be used for other purposes. Singapore has had a compulsory system of
“medisave” accounts since 1984.8 Medical savings accounts (MSAs) were in-
troduced in South Africa in the early 1990s and today represent 65 percent of
the market for private health insurance in that country.9 The United States ex-
perimented with a pilot program for several years and as of January 1, 2004,
HSAs are available to all nonelderly Americans.10

So far, these accounts have mainly been used to pay relatively small med-
ical bills, less than a few thousand dollars. These are the expenses that fall un-
der a health insurance deductible. But as the accounts grow and if health in-
surance evolves toward the casualty model, the accounts could play a role in
almost every aspect of health care. Consider homeowner’s casualty insur-
ance, for example. If hail damages a roof, an insurance adjuster surveys the
damage and agrees to a sum sufficient to cover the cost of repair—usually by
a repair service the insurer knows. But the homeowner is not restricted to this
option. He or she can choose other, more expensive repair services or even
choose to replace the damaged roof with a nicer roof.

In principle, health insurance could work the same way. In the case of ex-
pensive heart surgery or cancer care, the insurer could direct the patient to a
hospital or clinic and agree to pay the full cost. But the patient would be free
to take the same reimbursement amount and apply it to another hospital or
clinic, paying any extra charges from an HSA account.

In the world of casualty insurance, auto repair shops act as agents of auto-
mobile owners. Roofing repair services act as agents of homeowners. Suppli-
ers of these services do not see themselves as agents of third-party insurers.
In a similar way, HSAs could free patients to become the real decision mak-
ers, choosing between health care and other uses of money in virtually every
part of the health care system. In such a world, doctors, nurses and other
providers would see themselves as agents of their patients rather than agents
of impersonal bureaucracies.

PROBLEM: THE DESIRE TO 
SPEND WILL GROW IN THE FUTURE

Let’s now turn to a second well-documented, but rarely discussed, fact
about modern health care systems. Whatever we are spending on health care
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today, we are probably going to want to spend more tomorrow. This is true
for two reasons: first, the average age in all developed countries is rising
and health needs increase with age, and second, health care is a “superior
good,” which means as income grows people choose to spend more of it on
health care.

At 15.2 percent of the GDP, the United States spends more of its income
on health care than any other nation, a sum that equals $1.6 trillion.11 This
fact is a usual source of criticism both at home and abroad. But if you think
15 percent is high, you haven’t seen anything yet. Currently, senior citizens
(over sixty-five years of age) spend about 45 percent of all their consump-
tion (regardless of who pays for it) on medical care. By 2020, it is esti-
mated that three-fourths of all consumption by seniors will be on health
care.

Is such spending good or bad? That depends on whether people are getting
their money’s worth for the dollars they spend. If people are getting value for
money, nothing is wrong with devoting more resources to health care. If they
are not getting value for money, something is wrong with it.

This way of looking at the issue is very different from what one hears in
most public policy discussions. The standard complaint is that health care
“costs” are rising. And innumerable conferences, briefings, books, articles,
essays and so forth have sought to “solve the problem” of rising health care
costs.

Note that in a general sense “spending” and “costs” are the same thing.
If people are aging and their incomes are rising, one can predict with great
confidence that they will want to devote more of their income to medical
care. Not only is this not a “problem,” it is a natural and inevitable part of
life. Indeed, to the degree that this phenomenon is viewed as a problem, it
is not a problem that is going to be solved. It will only get worse through
time.

We noted above that in a system with no prices, decision makers cannot de-
termine what value people place on different services. Thus, they cannot
know what’s being oversupplied or undersupplied. A similar problem arises
with respect to total spending on health care. Given that it should rise over
time, by how much should it rise? How would one know? Without markets
through which people can reveal their preferences for health care versus other
goods and services, it’s anybody’s guess.

American employers who complain about the “problem” of rising health
care costs are in a similar situation. Because decisions about health care
typically are made collectively at the workplace and because the premiums
employees pay rarely reflect real costs, employers have no way of dis-
cerning their employees’ willingness to trade off higher wages for more
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health care, except through union negotiations and other imperfect devices.
Fortunately, when American employers make a mistake, its consequences
are confined to their companies and their workforces. But when the 
managers of national health insurance make mistakes, the whole nation
suffers.

PROBLEM: WE HAVE SUPPRESSED 
NORMAL MARKET RESPONSES

Some of the things we have been saying about health care are also true of
other goods and services. For example, we could probably spend our entire
gross domestic product on automobiles, with each of us owning several to use
over different terrains and in different seasons. But no one ever asserts that
this is a problem. To the contrary, most people regard it as an opportunity. The
fact that automobile manufacturers have discovered so many different ways
to satisfy our needs makes us better off, not worse off (pollution problems
aside).

Similarly, fine wine is probably a superior good. As people’s income rises,
they tend to buy more of it. And in recent years, supply has increased to meet
demand, as vineyards have expanded all over the world. Again, no one re-
gards this as a problem.

So what makes automobiles and fine wine different from health care? Why
are problems that cause so much hand-wringing in health care not seen as
problems in the other two markets? The answer is that in this country and in
all developed countries we have suppressed the ability of the market to allo-
cate health care resources.

The suppression of the market in health care began more than 100 years
ago. It started with controls on who could be a physician and how those li-
censed to practice should behave. By the mid-twentieth century, controls
were extended to the hospital sector and then to health insurance. By the
1970s, with government paying more and more medical bills, policy makers
realized that prices and markets were not able to do their job. Similar trends
occurred in other developed countries.12

What does it mean to suppress normal market forces in health care? Not
long ago, if a doctor competed aggressively against other doctors, say, the
way auto companies compete against each other, he or she could be in real
trouble. For example, if the doctor posted his normal fees and compared
them to other doctors’ fees, if he compared the quality of his practice to that
of another physician or if he advertised at all he could be expelled from the
county medical society. That, in turn, would lead to a loss of privileges at
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all the hospitals in his area. If the offense were bad enough (irritating
enough to his fellow physicians), he could lose his license to practice med-
icine.

Until very recently, the hospital sector was dominated by nonprofit institu-
tions whose sole task was to facilitate the doctors’ goal of treating patients.
Not only were hospitals not supposed to function like businesses, they went
out of their way to avoid certain common business practices. For example, for
a hospital to compare the quality of its care to the quality offered by a com-
petitor would have been unthinkable. Advertising itself was unthinkable. Not
only did hospitals not post their prices, no one paid them other than the oc-
casional uninsured patient. At the time Medicare (for seniors) and Medicaid
(for the poor) were adopted in the 1960s, virtually every hospital in the
United States was paid by insurers based on cost-plus reimbursement. And
when the federal government set up Medicare, it joined the cost-plus system,
paying for health care the way it paid for weapons systems. All in all, the
health care system in this country and throughout the developed world func-
tioned according to rules that resembled a medieval guild more than a com-
plex modern market.13

Times have changed. And they have changed more in the United States
than anywhere else. Other countries have left in place the medieval guild ap-
proach to medicine and tried to control costs in crude ways that we will ex-
amine. In this country, however, we have made dismantling the guild and pro-
moting competition a public policy goal.

Doctors today can compete in almost any way they like. They can post
prices; they can advertise; they can boast about the quality of care they de-
liver. Hospitals can do the same. And insurers can pay hospitals based on any
arrangement that can be reached through no-holds-barred voluntary exchange
in the marketplace. But although the shackles have been removed and al-
though the law no longer protects it, the 100-year-old culture that has domi-
nated medical practice has not disappeared.

Pick up almost any daily newspaper and you will find evidence that the
medical marketplace is still not functioning like other markets. “Hospitals
Say They’re Penalized by Medicare for Improving Care,” blares a front page
headline in the New York Times.14 “More Care Is Not Better Care,” leads a
Times guest editorial, citing evidence that Medicare spends twice as much on
seniors in Manhattan as it does Portland, Oregon, without getting any im-
provement in quality or patient satisfaction.15

But there are two consoling observations: first, the medical marketplace is
becoming more competitive, and second, things are much worse in every
other country.

8 Introduction
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HAVE OTHER COUNTRIES FOUND THE ANSWER?

American advocates of single-payer national health insurance propose to16

• Eliminate HMOs and most other forms of managed care
• Have all health care financed by the government, with no premiums or co-

payments from those covered
• Control costs by assigning global budgets to hospitals and setting fees and

salaries for physicians
• Prohibit private insurance or personal payment for any service covered by

the single-payer system

In advancing this idea, they point to other countries as examples of health
care systems that are superior to our own. Are they right?

The promise of national health insurance is that government will make
health care available on the basis of need rather than ability to pay. That im-
plies a government commitment to meet health care needs. It implies that rich
and poor will have equal access to care. And it implies that more serious
needs will be given priority over the less serious. Unfortunately, these prom-
ises have not been kept.

• Wherever national health insurance has been tried, rationing by waiting is
pervasive—with waits that force patients to endure pain and sometimes put
their lives at risk.

• Not only is access to health care not equal, if anything it tends to correlate
with income—with the middle class getting more access than the poor and
the rich getting more access than the middle class, especially when income
classes are weighted by incidence of illness.

• Not only are health care resources not allocated on the basis of need, these
systems tend to overspend on the relatively healthy while denying the truly
sick access to specialist care and lifesaving medical technology.

• And far from establishing national priorities that get care first to those who
need it most, these systems leave rationing choices up to local bureaucra-
cies that, for example, fill hospital beds with chronic patients while acute
patients wait for care.

It might seem that some of these problems could be easily remedied. Yet,
as the years of failed reform efforts in Britain and Canada have shown, the
defects of single-payer systems of national health insurance are not easily
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remedied. The reason: the characteristics described above are not accidental
byproducts of government-run health care systems. They are the natural and
inevitable consequences of placing the health care market under the control
of politicians.17 It is not true that health care policies in countries with single-
payer health insurance just happen to be what they are. In most cases, they
could not be otherwise.

Why do single-payer health insurance schemes skimp on expensive services
to the seriously ill while providing so many inexpensive services to the mar-
ginally ill? Because the latter services benefit millions of people (read: millions
of voters), while acute and intensive care services concentrate large amounts of
money on a handful of patients (read: small numbers of voters). Democratic po-
litical pressures dictate the redistribution of resources from the few to the many.

Why are sensitive rationing decisions and other issues of hospital manage-
ment left to hospital bureaucracies? As a practical matter, no government can
make it a national policy to let 25,000 of its citizens die from lack of the best
cancer treatment every year, as apparently happens in Britain.18 Nor can any
government announce that some people must wait for surgery so that the eld-
erly can use hospitals as nursing homes or that elderly patients must be moved
so that surgery can proceed. These decisions are so emotionally loaded that no
elected official could afford to claim responsibility for them. Important deci-
sions on who will receive care and how that care will be delivered are left to
the hospital bureaucracy because no other course is politically possible.

Why do low-income patients fare so poorly under national health insur-
ance? Because such insurance is almost always a middle-class phenomenon.
Prior to its introduction, every country had some government-funded program
to meet the health care needs of the poor. The middle-class working popula-
tion not only paid for its own health care, but also paid taxes to fund health
care for the poor. Single-payer health insurance extends the “free ride” to those
who pay taxes to support it. Such systems respond to the political demands of
the middle-class population and serve the interests of this population.

Why do the rich and the powerful manage to jump the queues and obtain care
that is denied to others? Because it could not be otherwise. These are the people
with the power to change the system. If members of Parliament had to wait in
line for their care like ordinary people, the system would not last for a minute.

DO OTHER COUNTRIES THINK 
THEY HAVE FOUND THE ANSWER?

Despite the official rhetoric, over the course of the past decade almost every
European country with a national health care system has introduced market-
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oriented reforms and turned to the private sector to reduce the costs of care
and increase the value, availability and effectiveness of treatments.19 In mak-
ing these changes, more often than not these countries looked to the United
States for guidance.

• About seven million people in Britain now have private health insurance;
and since the Labor government assumed power, the number of patients
paying out of pocket for medical treatment has increased by 40 percent.20

• To reduce its waiting lists, the British National Health Service (NHS) re-
cently announced that it will treat some patients in private hospitals, re-
versing a long-standing policy of using only public hospitals;21 and, the
NHS has even contracted with HCA International, America’s largest health
care provider, to treat 10,000 NHS cancer patients at its facilities in Britain.

• Australia has turned to the private sector to reform its public health care sys-
tem to such an extent that it is now second only to the United States among
industrialized nations in the share of health care spending that is private.22

• Since 1993, the German government has experimented with American-
style managed competition by giving Germans the right to choose among
the country’s competing sickness funds (insurers).23

• The Netherlands also has American-style managed competition, with an ex-
tensive network of private health care providers and slightly more than one-
third of the population insured privately.24

• Sweden is introducing reforms that will allow private providers to deliver
more than 40 percent of all health care services and about 80 percent of pri-
mary care in Stockholm.25

• Even Canada has changed, using the United States as a partial safety valve
for its overtaxed health care system; provincial governments and patients
spend more than $1 billion a year on U.S. medical care.26

In each of these countries, growing frustration with government health pro-
grams has led to a reexamination of the fundamental principles of health care
delivery. Through bitter experience, many of the countries that once touted
the benefits of government control have learned that the surest remedy for
their countries’ health care crises is not increasing government power, but in-
creasing patient power instead.27

GOAL OF THIS BOOK

This book is not intended as a defense of the existing health care system in the
United States. To the contrary, we count ourselves among its harshest critics.

Introduction 11

04-130 (01) Front  4/8/04  8:58 AM  Page 11



Our goal here is to dispel certain myths about health care as delivered in coun-
tries that have national health insurance. These myths have gained the status
of fact in both the United States and abroad, even though the evidence shows
a far different reality.

In this book we will examine the critical failures of national health insur-
ance systems without focusing on minor blemishes or easily correctable prob-
lems. In doing so, our goal is to identify the problems common to all coun-
tries with national health insurance and to explain why these problems
emerge. Most national health care systems are in a state of sustained internal
crisis as costs rise and the stated goals of universal access and quality care are
not met. In almost all cases, the reason is the same: the politics of medicine.
The problems of government-run health care systems flow inexorably from
the fact that they are government-run rather than market driven.

We have chosen to focus primarily, though not exclusively, on the health
care systems of English-speaking countries whose cultures are similar to our
own. Britain, Canada and New Zealand in particular are often pointed to by
advocates of national health insurance as models for U.S. health care system
reform. In amassing evidence of how these systems actually work, many of
our sources are government publications or commentary and analysis by re-
porters and scholars who fully support the concept of socialized medicine.

The failure of national health insurance is a secret of modern social sci-
ence. Not only have scholars failed to understand the defects of national
health insurance, too often advocates and ordinary citizens hold an idealized
view of it. For that reason, we present much of the information in the form of
rebuttals to commonly held myths.28
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MYTH NO. 1: IN COUNTRIES WITH 
SINGLE-PAYER NATIONAL HEALTH CARE SYSTEMS, 

PEOPLE HAVE A RIGHT TO HEALTH CARE

“Access to comprehensive health care is a human right,” according to the
U.S. Physicians’ Working Group for Single-Payer National Health Insur-
ance. “It is the responsibility of society, through its government, to ensure
this right.”1 Virtually every government that has established a system of na-
tional health insurance has proclaimed health care to be a basic human
right.

In fact, there is no such right in any sense that people ordinarily understand
the meaning of the term. What the right to care means almost everywhere is
nothing more than the opportunity to get services for free (or at very little
cost) as the government decides to make those services available. But gov-
ernment is under no obligation to provide any particular service. And if it fails
to provide a service, people are not entitled to go to court and sue the way that
Americans, for example, can sue an employer, a health maintenance organi-
zation (HMO) or even Medicaid.

Citizens of Canada, for example, have no right to any particular health care
service. They have no right to an MRI scan. They have no right to heart sur-
gery. They do not even have the right to a place in line. The 100th person
waiting for heart surgery is not entitled to the 100th surgery. Other people can
and do jump the queue. In fact, in the 1980s some Canadian hospitals adver-
tised in America in search of paying customers to help out with their cash-
strapped budgets. Yet, it was illegal for Canadian citizens to pay for the same
services. Canadian hospitals and doctors are not allowed to accept money
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from patients for any medical services covered by their single-payer system,
nor are insurers allowed to cover such services.2

Although the practice has since been discontinued, in part because of pub-
lic embarrassment, for awhile one could maintain that Americans had more
rights in the Canadian health care system than Canadians did. More recently,
American members of Toronto professional sports teams were paying for care
at Ontario hospitals, jumping the queue by paying for care. A new law out-
laws this practice as well.3 One could even argue that Canadians have fewer
rights than their pets. While Canadian pet owners can purchase an MRI scan
for their cat or dog, purchasing a scan for themselves is illegal (although more
and more human patients are finding legal loopholes, as we shall see below).4

Canada is not alone. We know of no country in the world that has estab-
lished a universal right to any particular health care service. The one excep-
tion is the United States. Unlike countries with national health insurance, the
United States grants every citizen a legally enforceable right (entitlement) to
kidney dialysis treatment at government expense.

As noted in the introduction, countries with single-payer health insurance
limit health care spending by limiting supply. They do so primarily by im-
posing global budgets on hospitals and area health authorities. Often there is
a separate budget for high-tech equipment, to make doubly sure that high-cost
procedures are curtailed.5 The consequence of making health care free, thus
creating unconstrained demand, while limiting supply is that demand exceeds
supply for virtually every service. That, in turn, leads to rationing, usually by
forcing patients to wait for treatment.

By U.S. standards, rationing by waiting is one of the cruelest aspects of
government-run health care systems.6 How much waiting is there? That is not
an easy question to answer. Since waiting is viewed by most governments as
an embarrassment, public officials are reluctant to collect and publish infor-
mation about it. However, some facts are available:

• In England, with a population of almost sixty million, government statistics
show more than one million are waiting to be admitted to hospitals at any
one time.7

• In Canada, with a population of more than thirty-one million, the indepen-
dent Fraser Institute found that more than 876,584 are waiting for treatment
of all types.8

• In Norway, with a population of almost 4.5 million, 270,000 are waiting in
queues on any given day for various types of medical treatments, including
hospital admission.9

• In New Zealand, with a population of about 3.6 million, the government re-
ports the number of people on waiting lists for surgery and other treatments
is more than 90,000.10
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On the surface, the number of people waiting may seem small relative to
the total population, ranging from 0.5 percent in Canada to around 2.5 per-
cent in New Zealand. However, considering that only 16 percent of the pop-
ulation enters a hospital each year in developed countries and that only a
small percent requires serious (and expensive) procedures, these numbers are
quite high.11 In New Zealand, if 11 percent (496,000) are admitted to a hos-
pital each year, a waiting list of 90,000 would represent a ratio of almost one
person waiting for every five who receive treatment.

Patients may wait for months or even years for treatment.12 For example:

• Canadian patients waited an average of 8.3 weeks in 2003 from the time
they were referred to a specialist until the actual consultation, and another
9.5 weeks before treatment, including surgery.13

• In New Zealand, the average waiting time for elderly patients in need of hip
or knee replacement is 300 and 400 days, respectively, and many wait much
longer.14

• Of the 90,000 people waiting for surgery or treatment in New Zealand in
1997, more than 20,000 were waiting for a period of more than two years.15

• In Britain, 43,900 patients, many of them needing hip or knee replace-
ments, had been waiting for more than a year at the end of 2001.16

• The London-based Adam Smith Institute estimates the people currently on
the NHS waiting lists will collectively wait about one million years longer
to receive treatment than doctors deem acceptable.17

Official lists often understate the length of the wait because a given treat-
ment might require waiting in more than one queue. For instance, a Canadian
patient must initially see a general practitioner (GP) for a referral to a spe-
cialist. The patient may then wait weeks or months to see that specialist. Af-
ter the specialist’s examination, a patient usually faces another wait for treat-
ment. In many cases, a given treatment involves several waits—a wait for a
diagnostic test and another for surgery, for example.18

Figure 1.1 shows the average length of time Canadian patients wait from
the time they are referred by a GP to the time of actual treatment. As the fig-
ure shows, waiting times are long all across Canada and they vary consider-
ably from province to province. They range, for example, from a low of 14.3
weeks in Ontario, on the average, to almost seven months in Saskatchewan.
Figure 1.2 shows waiting times by specialty. Again, the waits are long for all
treatments, and they range from 6.1 weeks, on the average, for cancer treat-
ment to more than seven months for orthopedic surgery.

Note also that waiting times increased during the 1990s in every province
and for every type of procedure. As we shall see below, advocates of single-
payer health insurance claim that Canada has been more successful than the
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United States at holding down health care costs. This success, however, has
come at a very heavy price for patients.

In Britain, although the National Health Service (NHS) claims that more
than 95 percent of patients are treated within twelve months, many are not.19

The most recent NHS records show that 22,182 patients had been waiting for
treatment between twelve and seventeen months—less than half the 46,333
on waiting lists a mere nine months earlier.20 However, the NHS is now gam-
ing the system by identifying and treating patients up against the twelve-
month limit to make its statistics look better, even though average waiting
times for patients with serious conditions have not necessarily been re-
duced.21 Also, Britain’s National Audit Office, which scrutinizes public
spending on behalf of Parliament, reports that many health authorities have
made “inappropriate adjustments” to make their waiting lists appear
smaller.22 As one critic observed, “If a number becomes politically important,
it becomes unreliable. The easier it is to manipulate the figures, the quicker
this will be done. This is as true of the budget as of NHS waiting lists.”23

Patients queuing for treatment in single-payer countries are often waiting
in pain. Many are risking their lives. An investigation by a British newspaper,
The Observer, finds that delays in Britain for colon cancer treatment are so
long that 20 percent of the cases considered curable at time of diagnosis are
incurable by the time of treatment.24 A study of cancer patients in Glasgow,
Scotland, finds the same is true of lung cancer patients.25 Twenty-five percent
of British cardiac patients die while waiting their turn to receive treatment.26

According to government reports, one in six people on NHS waiting lists for
elective surgery are removed without ever being treated.27

During one twelve-month period, 121 patients in Ontario, Canada, were re-
moved from a waiting list for coronary bypass surgery because they had be-
come too sick to undergo surgery with a reasonable risk of survival.28 A study
for Health Canada, the federal health agency that oversees the Health Canada
Act, says government waiting lists may be inflated “20 percent to 30 percent”
by the presence of patients “who have already received the procedure, have
died, never knew they were on a list,” and so on. The government defends
these practices as evidence of efficiency, saying, “Waiting is widely associ-
ated with publicly funded health care systems; it indicates the absence of
costly excess capacity.”29 That is an understatement.

Sometimes patients on waiting lists seek treatment in other countries. As we
shall see below, Canadians occasionally cross the border into the United States
to obtain care they cannot get in Canada. Sometimes Canadian provinces even
pay for the treatment. Until recently, British patients were allowed to seek re-
imbursed treatment abroad under special circumstances. For example, in 2000,
the NHS sent 1,100 Britons to continental European hospitals for treatment.
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Many of the procedures were hip replacements and cataract surgeries for peo-
ple who had waited for long periods.30 An additional 200 Britons sought per-
mission for treatment on the continent, but were turned down by their local
health authorities.31

In a British Consumers’ Association survey, more than half of those polled
thought the NHS should pay for treatment abroad if it could be provided more
quickly and more cheaply than in Britain.32 The British government has re-
sisted that option.33 Today, the Norwegian government sends patients who
have been waiting for extended periods to other countries for treatment by
doctors with private practices, in private hospitals.34 European courts have
twice ruled that refusing reimbursement for cross-border medical treatment
violates the free movement of goods guaranteed by the Treaty of Rome,
which governs the European Union. Due to these decisions, Britons, like
other Europeans, will be more likely in the future to shop for health care in
other EU countries to avoid long waiting lines at home.35

Although crossing a border to obtain health care is not yet common in Eu-
rope,36 many governments are justifiably worried that patients will seek care
elsewhere due to perceived or real differences in quality. Also, spending on
health care is limited in all European countries, but there are different degrees
of rationing for different services in different countries. If patients were able
to cross borders at will for treatment, they could potentially circumvent any
waiting list. Mobility could create an artificial market for health care, one in
which waiting times tend to equalize across countries—much as prices tend to
equalize in competitive markets. Also, this type of patient migration would de-
feat many of the attempts by single-payer countries to control health spending.

RATIONING IN THE UNITED STATES

There is also rationing of care in the United States, more than many people
may realize. This is especially true in public hospitals that provide care to the
uninsured and in Medicare (for the elderly) and Medicaid (for the poor).
These government programs face many of the same political pressures as na-
tional health insurance systems. For example:

• Doctors estimate that as many as half of the 300,000 people on dialysis in
the United States might benefit from six-day-a-week treatment; but because
Medicare covers a maximum of three days a week, only a few hundred pa-
tients receive the more extensive treatment.37

• Only about one in fifteen patients who could benefit from it gets a new de-
vice called HeartMate because Medicare will not pay the full cost; by one
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estimate, Medicare would have to pay $15 to $20 billion a year to furnish
one to every patient who needs it.38

• Eli Lilly and Company makes the drug Xigris to treat severe sepsis, a dis-
ease that kills 250,000 people a year; but because Medicare balks at paying
its steep cost—$6,800 a treatment—doctors wrote fewer than 15,000 pre-
scriptions for the drug in 2002, although 750,000 people suffer from sepsis
each year.39

• On the other hand, Medicare does pay for colonoscopies and because the
procedure has enjoyed a surge in popularity, demand has far outstripped
supply, causing patients in some parts of the country to wait for months.40

In defense of its practices, Medicare claims that some of these expensive
therapies are of unproven value. But the same claim is often made in defense
of rationing by the governments of other countries.

In a recent survey of U.S. hospitals, 98 percent admitted to some rationing
of MRI scans, 8 percent rationed PET imagining scans,41 27 percent rationed
the drug Xigris, and 35 percent admitted to some rationing of access to inten-
sive care units.42 How does the U.S. experience compare to that of other coun-
tries? A study by the Commonwealth Fund and Harvard School of Public
Health found that only about 5 percent of Americans undergoing surgery have
to wait more than four months. As figure 1.3 shows, the comparable figure is
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26 percent or more in New Zealand and Canada and more than 36 percent in
Britain.

Granted that rationing in the United States is not as bad as rationing in
other countries, are the differences mere differences of degree, or are they
also differences of kind? Our evidence will show that there are differences of
kind.
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MYTH NO. 2: IN COUNTRIES WITH 
SINGLE-PAYER NATIONAL HEALTH CARE SYSTEMS, 

ALL PEOPLE HAVE EQUAL ACCESS TO HEALTH CARE

One of the most surprising features of single-payer care systems is the enor-
mous amount of rhetoric devoted to the notion of equality and the importance
of achieving it, especially in relation to the tiny amount of progress that ap-
pears to have been made. “Only a single comprehensive program, covering
rich and poor alike, can end disparities based on race, ethnicity, social class,
and geographic region, . . .” claims the U.S. Physicians’ Working Group for
Single-Payer National Health Insurance.1

Similar sentiments were expressed when the British NHS was established
in 1948. Aneurin Bevan, father of the NHS, declared that “everyone should
be treated alike in the matter of medical care.”2 The Beveridge Report, the
blueprint for the NHS, promised “a health service providing full preventive
and curative treatment of every kind for every citizen without exceptions.”3

The British Medical Journal predicted in 1942 that the NHS would be “a 100
percent service for 100 percent of the population.”4 The goal of NHS
founders was to eliminate inequalities in health care based on age, sex, occu-
pation, geographical location and—most importantly—income and social
class. As Bevan put it, “the essence of a satisfactory health service is that rich
and poor are treated alike, that poverty is not a disability and wealth is not ad-
vantaged.”5 Similar statements have been made by politicians in virtually
every country that has established a national health insurance program. Yet,
such rhetoric rarely corresponds with the facts.
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INEQUALITY IN BRITAIN

Britain’s ministers of health have long assured Britons that they were leaving
no stone unturned in a relentless quest to root out and eliminate inequalities
in health care. But more than thirty years into the program (in the 1980s), an
official task force (the Black Report) found little evidence that access to
health care was any more equal than when the NHS was started.6 Almost
twenty years later, a second task force (the Acheson Report) found evidence
that access had become less equal in the years between the two studies.7

Across a range of indices, NHS performance figures have consistently
shown widening gaps between the best-performing and worst-performing hos-
pitals and health authorities, as well as vastly different survival rates for dif-
ferent types of illness, depending on where patients live. The problem of un-
equal access is so well known in Britain that the press refers to the NHS as a
“postcode lottery” in which a person’s chances for timely, high-quality treat-
ment depend on the neighborhood or “postcode” in which he or she lives.8

“Generally speaking, the poorer you are and the more socially deprived
your area, the worse your care and access is likely to be,” says The Guardian,
a staunch defender of socialized medicine.9 Scholarly studies of the issue
have come to similar conclusions. For example, a study by the Joseph Rown-
tree Research Trust published in 2000 found discrepancies between areas for
all causes of death:10

• Nonelderly Britons living in areas with the worst-performing hospitals
were 42 percent more likely to die on any given day than the average for
Britain as a whole.

• The nonelderly population living in regions with the best-performing hospi-
tals were 24 percent less likely to die than the average for Britain as a whole.

• Overall, the study found that if health care inequity were merely decreased
to 1983 levels, some 7,500 premature death among people younger than
sixty-five could be avoided each year.

Other researchers reinforce these conclusions:

• One study found that if the proportion of cancer-related illnesses and deaths
were the same in Britain’s lowest socioeconomic groups as in the most af-
fluent, there would be 16,600 fewer deaths from cancer each year.11

• The British Heart Foundation (BHF) found that the premature death rate for
working-class men is 58 percent higher than non-working-class men;12 the
BHF estimates that more than 5,000 working-class men under the age of
sixty-five die of coronary heart disease each year in Britain because of vari-
ations in health care access for different socioeconomic groups.13
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The disparity between rich and poor areas in Britain was confirmed by
the Good Hospital Guide, which graded every hospital in Britain accord-
ing to a mortality index.14 The index was calculated so that a hospital with
a survival rate that matched exactly the national average scored 100 points.
Hospitals with a lower survival rate than the national average scored above
100, while those with a higher survival rate scored below. The disparity
was especially striking among London hospitals. Table 2.1 shows the fol-
lowing:

• The hospitals with the best performance, University College Hospital,
Royal Free Hampstead and Chelsea/Westminster, are located in the center
of London, in or near the wealthiest sectors of the city.

• The hospitals with the worst performance, Greenwich, Havering, Red-
bridge and Newham, are located in east London, the most economically de-
pressed area of the city.

• In addition, there are nearly four times as many doctors per 100 patients at
Chelsea/Westminster (64) as in Greenwich (17).

Overall, the study found a correlation between a region’s socioeconomic
conditions, the quality of its health care services and the survival rates of its
patients. Generally, hospitals in richer areas are more likely to have more staff
per hospital bed, and their patients are more likely to survive treatment than
patients in poor areas.

There are also differences in health outcomes. For example, a man with
prostate cancer in Bexley and Greenwich in southeast London has a 34 per-
cent chance of surviving for five years, while a man in the Kensington/West-
minster area has a 60 percent chance.15

INEQUALITY IN CANADA

Canadian officials also put a high premium on equality of access to med-
ical care. In 1999, for instance, Health Minister Allan Rock stated, “Equal
access regardless of financial means will continue to be a cornerstone of
our system.”16 How well have the Canadians done? A series of studies from
the University of British Columbia in the 1990s consistently found wide-
spread inequality in the provision of care among British Columbia’s
twenty or so health regions. These studies are unique because researchers
identified patients by the region in which they live rather than the region
where they received care. This allowed investigators to identify inequities
in the amount of care received by residents of each region, including those
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patients forced to travel hundreds of miles (from one region to another) for
treatment.17

For example, take the amount spent on the services of physician specialists
for Vancouver, the largest city, with a population of almost two million, and
Peace River, a rural area of about 60,000. As table 2.2 shows,18
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• Residents of Vancouver received almost three times more specialist services
per person than residents of Peace River, and this inequality held for groups
with comparable health needs, males and females, and across all age groups.

• The differences were even more striking for certain specialties, with a five-
to-one difference in the services of internists and a thirty-one-to-one differ-
ence in the services of psychiatrists.

One might suppose that a higher level of GP services would offset the lower
level of specialist services in Peace River. As figure 2.1 shows, that was not
the case. Vancouver residents also enjoyed about 60 percent more GP services.

32 Chapter Two
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In general, spending on medical services varied widely by region through-
out British Columbia. As table 2.3 shows,19

• Spending on specialist services in Vancouver was almost four times higher
than spending on specialists in rural Cariboo.

• Per capita spending on all services was almost three times as high in Van-
couver ($609) as in Peace River ($231).

• Differences between the lowest- and highest-spending regions in British
Columbia were especially striking in certain specialties—a fourfold differ-
ence in spending on internal medicine, a thirty-one-fold difference in
spending on psychiatric services and a fourfold difference in spending on
obstetrics-gynecology (OB/GYN).

Equality 33
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These results are now a decade old, and the study has not been repeated.
However, as we shall see below, the same researchers have continued to track
the supply of resources on a region-by-region basis, and inequalities of sup-
ply have continued through time and in some cases gotten worse.

In most countries with waiting lists for care, the poor wait longer than the
wealthy and powerful. For example, a survey of Ontario physicians found
more than 80 percent of physicians, including 90 percent of cardiac surgeons,
81 percent of internists and 60 percent of family physicians had been person-
ally involved in managing a patient who had received preferential access on
the basis of factors other than medical need. When asked about those patients
most likely to receive preferential treatment, physicians reported that 93 per-
cent had personal ties to the treating physician, 85 percent were high-profile
public figures and 83 percent were politicians.20

Other studies have reached similar conclusions. One study found that the
wealthy and powerful have significantly greater access to medical specialists
than the less-well-connected poor.21 A University of Toronto study finds that
high-profile patients enjoy more frequent services, shorter waiting times and
greater choice in specialists.22

These findings are supported by anecdotal evidence. In recent years, the
Canadian media has reported numerous examples of wealthy and prominent
patients “jumping the queue” for quicker treatment, while ordinary citizens
languish.23 For example, Canada’s health minister, Allan Rock, underwent a
successful surgery after he was diagnosed with prostate cancer in January
2001. Rock was sharply criticized by other Canadian prostate cancer patients
who waited much longer for treatment, often more than a year between diag-
nosis and surgery.24 The president of the Canadian Medical Association, Dr.
Victor Dirnfeld, suggested in 1998 that the Canadian system is in fact a two-
tiered system, and said that he knew of seven prominent political figures in
British Columbia and Ontario who received special treatment. “Instead of
waiting three months for an MRI,” he said, “they will have it done in three or
four days.”25

Despite the removal of financial barriers, Canadians apparently do not
have equal access to health care. Access is influenced by education and in-
come as well as political influence.26

ACCESS IN THE UNITED STATES

There are also disparities in access to health care in the United States. The lat-
est count shows that 43.6 million Americans, approximately 15.2 percent of
the U.S. population, lack private health insurance and are not enrolled in pub-
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lic health programs.27 Studies show that the uninsured consume about 50 per-
cent less health care than those with insurance, other things equal.28

Many of the uninsured are uninsured by choice, which implies that they
have no problem paying for the care they need, they are getting free care, or
they are relatively healthy and do not see a need for insurance. For example,
about one-third of the uninsured qualify for government coverage through
S-CHIP (for low-income children)29 and Medicaid (for low-income families),
but have not enrolled. Roughly one-third live in households with incomes
above $50,000 and apparently can afford health insurance even though they
choose not to purchase it. In fact, within the last seven to eight years, virtu-
ally all of the increase in the uninsured has been among families with incomes
in excess of $50,000 and more than half of those earn $80,000 a year or more.
Of those who become uninsured at any point in time, Census Bureau data
show that about three-quarters (74.7 percent) obtain insurance within one
year, while only 2.5 percent remain uninsured for more than three years.30

For decades, the socialist press in Europe has repeated the canard that poor
people in the United States get no care because they cannot afford it. Nothing
could be further from the truth. Almost all of the elderly (including the low-
income elderly) are enrolled in Medicare, through which they are entitled to
virtually all the U.S. health care system has to offer (with some exceptions
noted in chapter 1).31 Furthermore, Medicaid, the federal-state program for
the poor, now spends more than Medicare even though it covers roughly the
same number of people; and those who enroll in Medicaid and seek care use
services at rates comparable to those with private insurance.32 The Veterans
Administration provides yet another safety net. And, every state has a system
of public hospitals and clinics that provide medical services to the indigent.

Despite the European notion that the poor and the uninsured are turned
away at the hospital admitting room door, federal law requires emergency
rooms to take all comers, regardless of ability to pay.33 State and federal laws
also require many hospitals to provide charity care, and federal and state
matching funds are available to institutions that provide a disproportionate
share of care to Medicaid patients and the uninsured. Through these multiple
channels, the poor often have access to the most advanced technology and
therapies.

A study by the Texas Comptroller of Public Accounts found that public and
private organizations in Texas spend, on the average, approximately $1,000
per year on care for each uninsured Texan.34 This is equivalent to $4,000 for
a family of four, enough to buy private health insurance in many Texas cities.
Another study from the Urban Institute in Washington, D.C., found that
United States spends $34.5 billion on free health care for the uninsured, or
about $820 per person each year.35 If the value of uncompensated physicians’
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time is included, the amount probably exceeds $1,000 per uninsured individ-
ual. Further, evidence from Texas indicates that free care for the uninsured
and spending on Medicaid tend to be substitutes for each other. That is, those
health regions that spend more through Medicaid, spend less on free care and
vice versa.36

To see what this means on the local level, consider Parkland Hospital in
Dallas, a primary source of care for the indigent as well as those covered by
Medicaid. Although many studies suggest that being uninsured results in less
health care, this conclusion would not be at all obvious to an observer sitting
in Parkland’s emergency room. Uninsured patients and Medicaid patients
pass through the same emergency room door; they see the same doctors; they
receive the same treatments; and if required, they are admitted to hospital
rooms on the same floors.

The only people who seem to care very much about who is insured or unin-
sured at Parkland are the hospital staff (presumably because that affects how
they get paid). For that reason, full-time employees work their way through
the emergency room waiting area in an attempt to enroll all eligible patients
in Medicaid (most of the time they fail). With the same goal in mind, em-
ployees also go room to room to visit those who are admitted (their success
rate is much higher).

Interestingly, eligible patients in Texas can enroll in Medicaid and have the
state pay their medical bills three months after the fact. So if there is any rea-
son for a patient to enroll, clearly there is no need for haste.

At Children’s Medical Center, next door to Parkland, a similar exercise
takes place. Children on Medicaid, children on S-CHIP (for low-income fam-
ilies who do not qualify for Medicaid), and uninsured children all come
through the same emergency room door. Again, they all see the same doctors
and receive the same treatment. Again, it is only the hospital that seems to
care whether anybody is insured and by whom.

The experience of these two hospitals illustrates that the uninsured in
American are often not uninsured in any real sense of the term. Many of them
get their care in hospital emergency rooms, just as many Canadians and
Britons do. They do not pay for the care they receive and usually are not even
sent a bill, just like in London or Toronto. It is only on paper and in statistics
examined by academic researchers that the patients in London and Toronto
are classified as “insured,” while U.S. patients are “uninsured.” The differ-
ence appears to be one of form, not of substance.

Europeans who have grown up on a steady diet of anti-American-health-
care propaganda would probably be surprised to learn how much Americans
actually spend on health care for low-income families. Each year, Medicaid
costs U.S. taxpayers almost $1,000 for every man, woman and child in the
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country, or $4,000 for a family of four.37 Free care for the uninsured costs an-
other $4,000. And if taxpayer support for the low- and moderate-income eld-
erly are included, the average family of four is probably spending $10,000 or
more on other people’s health care. Indeed, most taxpayers with private in-
surance are paying far more in taxes to fund health insurance for other peo-
ple than they pay for private health insurance for themselves and their own
families.

Low-income beneficiaries on Medicaid probably have more access to bet-
ter health care than low-income citizens in any other country. According to a
recent study by Health Services Research,38

• Low-income persons in the United States without job-related health insur-
ance spend only about fifty dollars per year more out of pocket for health
services than those with employer-provided health benefits.

• On the average, they make 2.4 visits to physicians each year, compared to
3.4 visits for persons with employer-provided insurance coverage.

• However, when seriously ill, uninsured low- and moderate-income Americans
receive about the same level of treatment and services as those with
employment-based coverage, and their out-of-pocket costs are about the same.

This suggests that the health care safety net in the United States is actually
more reliable than many people think. About 3 percent of the U.S. population
is uninsured for six months or longer. By contrast, one study found that about
5 percent of British Columbians are not registered for the provincial health in-
surance program and are therefore uninsured.39 Almost all of these uninsured
Canadians are poor. Like the Medicaid-eligible uninsured in the United
States, they need only register to become formally insured.

COMPARING THE UNITED 
STATES WITH OTHER COUNTRIES

There are inequalities in access to health care in every country. Low-income
people in almost every country see physicians less often, spend less time with
them, enter the hospital less often and spend less time there, especially when
the use of medical services is weighted by the incidence of illness. As we
shall see, this is only partly due to barriers people face in obtaining care.
However, in the United States, patients say the main barrier is financial; in
countries that have presumably removed financial barriers to care, there are
other barriers.
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In an international opinion survey sponsored by the Commonwealth Fund,
21 percent of Americans said they had serious problems paying for health
care compared to only 11 percent in Canada.40 Roughly the same proportion
of Americans (17 percent) and Canadians (16 percent) had experienced diffi-
culty seeing a medical specialist when needed. In the United States, cost was
most frequently cited as the major obstacle, while waiting times and physi-
cian shortages were the main barriers in Britain and Canada.41 In fact, among
patients who describe themselves as in “fair” or “poor” health, the percent
who experience long waits to see specialists is twice as high in Canada as in
the United States.42 (See the discussion in chapter 6.)

Another survey queried those who rated their health as “fair” or “poor”
about the “biggest problem with their respective health care system.” While
only 13 percent of Canadians complained about the high cost of health care,
16 percent cited inadequate government funding, 27 percent complained
about waiting times, and 54 percent cited a shortage of health care profes-
sionals and hospital beds.43 By contrast, 48 percent of Americans complained
about the high cost of health care. Only 1 percent, 3 percent and 5 percent of
Americans (respectively) complained about inadequate government funding,
waiting lines or a shortage of health care professionals and hospital beds.44
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MYTH NO. 3: COUNTRIES WITH 
SINGLE-PAYER NATIONAL HEALTH 

INSURANCE MAKE HEALTH CARE AVAILABLE 
ON THE BASIS OF NEED RATHER THAN ABILITY TO PAY

“The United States alone treats health care as a commodity distributed ac-
cording to the ability to pay, rather than as a social service to be distributed
according to medical need,” claims Physicians for Single-Payer National
Health Insurance. This is an article of faith among supporters of socialized
medicine. Indeed, Aneurin Bevan, father of the British NHS, resigned from
the Labor government in 1951 when a small charge was instituted for dental
services and prescription drugs. As a matter of principle, he explained, health
care should be free to the patient.

But is it really true that single-payer systems make care available on the ba-
sis of need alone? Precisely because of rationing, inefficiencies and quality
problems, patients in single-payer countries often spend their own money on
health care when they are given an opportunity to do so. In fact, private-sector
health care is the fastest-growing part of the health care system in many of
these countries. For example:

• In the first six years of the 1990s, private medical spending in Sweden rose
62 percent, to slightly less than 16 percent of total medical expenditure.1

• Over the same period, private medical spending in Ireland rose to 25 per-
cent of the health care market.

• In Britain, 13 percent of the population has private health insurance, to
cover services they presumably are entitled for free under the NHS, and
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private sector spending makes up 15 percent of the country’s total health
care spending.2

• In Canada, the share of privately funded health care spending rose from 24
percent in 1983 to an estimated 30.3 percent in 1998.3

• In Australia, private health insurance coverage has risen from around 31
percent in 1998 to almost 45 percent of the population by March 2002.4

• In New Zealand, 35 percent of the population has private health insur-
ance (again, to cover services theoretically provided for free by the
state), and private sector spending is about 10 percent of total health care
spending.5

PRIVATE HEALTH CARE IN BRITAIN

Under the NHS, people have always had the right to pay for private treat-
ment.6 And despite British claims that health care is a right that is not condi-
tioned on the ability to pay, last year an estimated 100,000 patients elected to
pay for private surgery rather than wait for “free” care.7 These patients went
to one of Britain’s 300 private hospitals, which account for an increasingly
large share of total health care services, including 20 percent of all nonemer-
gency heart surgery and 30 percent of all hip replacements.8

Altogether, almost seven million people are covered by private health in-
surance and they account for two-thirds of all patients in private hospitals.
The existence of a large private health care industry suggests that many
Britons are willing to spend more on their own health care than is their gov-
ernment. According to a survey by the Consumers’Association, 40 percent of
Britons surveyed would consider going to a private facility to avoid waiting,
even though 84 percent of those surveyed said they did not have private med-
ical insurance. The affluent were more willing to use private facilities, but
one-third of the less well-off said they would also consider it.9

Astonishingly, Britain’s NHS has become the largest private care provider.
While large numbers of British patients waited for care, 10,000 private pay
patients—about half of whom are foreign—received preferential treatment in
Britain’s top NHS hospitals in 2001.10 Advertisements for one hospital boast
that patients come from all over the world and the rooms are well furnished,
with televisions that even have Arabic language channels.11 An investigation
by The Observer found that the NHS earns approximately $500 million per
year in fees from treating private patients and one of the leading cancer
hospitals—the Royal Marsden in London—earns one-quarter of its revenue
from treating cash-paying patients.12 Ironically, while NHS provides prefer-
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ential services to patients who can pay cash, other British patients are travel-
ing to places such as South Africa where many procedures cost less than they
do at private clinics and hospitals in Britain.13

CANADIAN MEDICARE

Since Canada does not allow private health insurance for services covered by
its Medicare system, Canadians who see the country’s few private physicians
or get treatment at a private hospital must pay most of the cost out of pocket.
For example, Canadians sometimes choose to undergo cataract surgery on an
outpatient basis in private clinics. Although the government will pay the sur-
geon’s fee, private patients often pay $1,000 to $1,200 in “facilities fees” to
obtain faster treatment than they can get at a government facility.14

Also, attempts to find legal loopholes in the prohibition against private pay
are becoming routine. We noted above Ontario’s recent ban on professional
athletes paying for care at Toronto hospitals. In British Columbia, private or-
thopedic clinics originally set up to treat patients in cases covered by work-
ers compensation and auto insurance (technically outside of the Medicare
system) began seeing almost anyone with a checkbook. They interpreted the
prohibition against patients paying for their own care literally, and accepted
payment from the patients’ brothers, sisters, uncles, and so forth, instead. A
new law put these clinics out of business, however.15

There is also a budding private market in sophisticated scanning services.
Private clinics that apparently skirt the law on the theory that services are not
“necessary” medical care, are booming and now constitute 10 percent of the
MRI market. St. Paul’s Hospital in Vancouver offers after-hours full-body
scans for less than C$1,000. A Montreal clinic offers a private CT scan for
C$250. Patients wait one or two weeks for these procedures, compared to six-
month waits in the public sector. A private company in Vancouver that offers
PET scans for C$2,500 is attracting patients from as far away as Newfound-
land.16

Canadians paying for private care are not all wealthy. A study by the
Manitoba Center for Health Policy and Evaluation found that 40 percent of
the private-pay cataract surgery patients in Winnipeg were from neighbor-
hoods with average incomes in the lowest two-fifths of the income distri-
bution.17

To reduce waiting lists for cancer treatment, seven of the ten Canadian
provinces are sending some of their breast and prostate cancer patients to the
United States for radiation therapy.18 Canadians spend an estimated $1 billion
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on care in the United States each year.19 Sometimes the patient’s home
province pays the bill. In other cases, patients spend their own money.
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MYTH NO. 4: ALTHOUGH THE UNITED 
STATES SPENDS MORE PER CAPITA ON 
HEALTH CARE THAN COUNTRIES WITH 

SINGLE-PAYER NATIONAL HEALTH INSURANCE,
AMERICANS DO NOT GET BETTER HEALTH CARE

This myth is often supported by reference to two facts: (1) that life ex-
pectancy is not much different among the developed countries and (2) that the
U.S. infant mortality rate is one of the highest among developed countries. If
the United States spends more than other countries, why don’t we rate higher
than the others by these indices of health outcomes? The answer is that nei-
ther statistic is a good indicator of the quality of a country’s health care sys-
tem. Other indicators are much more telling.

Another problem is that these comparisons involve a selective use of sta-
tistics. Although most of our readers will be familiar with America’s poor
ranking on infant mortality and mediocre ranking on life expectancy (because
these statistics are repeated so often by the critics), we suspect that few will
be familiar with figures 4.1 and 4.2. Yet, as these figures show

• The percent of American seniors reporting they are in good health (72.6
percent) is the highest of any country in the Organization for Economic
Cooperation and Development (OECD); among the also-rans, the range is
from 70.8 percent in Austria to less than half (47.4 percent) in Germany.

• Among those age forty-five to sixty-four who report they are in good
health, Americans top out at 85.4 percent; the others range from 84.9 per-
cent in Canada to 58.2 percent in Germany.
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Like infant mortality and life expectancy statistics, self-reported evalua-
tions of health status may be of interest for some purposes. But these num-
bers are also not very good indicators of the quality of health care systems.

LIFE EXPECTANCY AND HEALTH CARE

Average life expectancy tells us almost nothing about the efficacy of health
care systems because, throughout the developed world, there is very little cor-
relation between health care spending and life expectancy. While a good
health care system may, by intervention, extend the life of a small percentage
of a population, it has very little to do with the average life span of the whole
population. Instead, the number of years a person will live is primarily a re-
sult of genetic and social factors, including lifestyle, environment and educa-
tion.1 The American population is a mixture of ethnic groups with strikingly
different expected life spans. Figures 4.3 and 4.4 show the following:

• In 1999, male life expectancy at birth ranged from 80.9 years for an Asian
American, 77.2 for a Hispanic, 74.7 years for a white non-Hispanic, and 72.9
years for an American Indian down to 68.4 years for an African American.2

• That same year, female life expectancy ranged from 86.5 years for an
Asian, 83.7 for an Hispanic, 82 years for an Indian, and 80.1 years for a
white non-Hispanic down to 75.1 years for a black.3

The 74.1-year life expectancy rate for the United States as a whole is a com-
posite of these different rates. The differences between the expected life spans
of groups in the United States, however, cannot be explained by differences in
access to health care. Take the case of Japanese Americans. At 78.6 years,
Japan has the longest life expectancy of any industrialized country, about three
years longer than the United States. If the health care system were the cause of
shorter life spans in the United States, one would not expect Japanese Ameri-
cans to live as long as their counterparts in Japan. But they do.4

America is nation of immigrants, and ethnic differences in longevity tend
to persist. Thus, white Americans have life expectancy rates similar to the
rates for Western Europe.5

INFANT MORTALITY AND HEALTH CARE

The infant mortality rate in the United States is higher than the average among
developed countries at 7.2 deaths per 1,000 live births in 1998, compared to a
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developed country average of about 5.0.6 Why does the United States have a
much higher infant mortality rate than countries with comparable living stan-
dards? Like the life expectancy rate, the U.S. infant mortality rate is a com-
posite average.7 Overall, the chances that an infant will die at birth vary widely
according to such factors as race, geography, income and education:

• Race: According to the National Center for Health Statistics, in 1997, the
mortality rate (per 1,000 live births) for infants born to black mothers was
13.7 compared to 8.7 for American Indian mothers, 7.9 for Puerto Rican
mothers, 6.0 for non-Hispanic white mothers and 5.0 for Asian mothers.8

• Geography: Among the sixty largest U.S. cities, infant mortality ranged from
a high of 15.4 (Memphis) to a low of 4.5 (Seattle); among U.S. states, rates
varied from a high of 10.2 (Alabama) to a low of 4.4 (New Hampshire).9

• Income and education: Infants born to low-income mothers who did not
finish high school were about 50 percent more likely to die than infants
whose mothers finished college.10

An important cause of infant mortality is low birth weight (e.g., less than
2,500 grams) deliveries, which increase the probability of infant death by as
much as twenty times.11 Several factors are known to increase the likelihood
of low-birth-weight babies, but the most significant is race. African American
women deliver very small babies at twice the rate of white American women.
This is true even when controlling for the mother’s age, income and educa-
tion.12 It is even true holding constant the number of prenatal medical visits.13

Why some ethnic groups have disproportionate numbers of low-birth-weight
babies is not fully understood. However, studies of twins suggest 40 percent
of the variation is due to genetic factors.14

The infant mortality rates for some segments of the U.S. population are
similar to and in many cases lower than in European countries. For example,
Norway and the state of New Hampshire have small, culturally and racially
homogenous populations with similar demographics. Their infant mortality
rates are both quite low, at 4.1 and 4.4, respectively.15

Another factor relevant to comparisons of infant mortality in the United
States and Europe is that not all countries measure infant mortality the same
way. For example, in 1998, Switzerland’s infant mortality of 4.8 per 1,000
births was only two-thirds of the U.S. rate (7.2 per 1,000).16 However,
Switzerland does not treat the death of an infant born less than thirty cen-
timeters in length as a live birth. This threshold effectively excludes many
very low-birth-weight babies, such as those weighing less than one kilo-
gram (2.2 pounds), most of whom measure less then thirty centimeters. Yet,
close to one-third of all infant deaths recorded in the United States are
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among infants weighing 2.2 pounds or less. If these infants were reclassi-
fied as “stillborn” rather than “live births,” the respective rates of the two
countries would be similar.17 Taking into account such data-reporting dif-
ferences, the rates of low-birth-weight babies born in America are about the
same as other developed countries in the OECD. Overall,

• Although the U.S. composite rate for low birth weight is 6.6 percent of live
births, the rate for non-Hispanic whites is 5.6 percent.18

• In Canada, approximately 5.5 percent of live births are low birth weight.19

• In Britain, the rate is 7.6 percent, up from 6.9 percent only a few years ago.20

• The rate of low-birth-weight babies in Denmark is 5.3 percent.21

Note again that the factors that seem most important in explaining infant
mortality rate—race, geography, income, education or low-birth-weight mea-
surement procedures—have nothing to do with the quality of (or access to)
health care.

VARIATIONS IN INFANT MORTALITY 
WITHIN OTHER COUNTRIES

Wide variations in infant mortality also occur in other developed countries.
Consider Canada, which is often praised for its low overall infant mortality
rate of 6.1 deaths per 1,000 live births.22

• At 7.5 deaths per 1,000, the infant mortality rate among the lowest one-fifth
in the income distribution is two-thirds higher than rates among the wealth-
iest one-fifth (4.5 per 1,000).23

• Among Canadian provinces, infant mortality rates vary from a high of 9.1
in Saskatchewan to a low of 4.6 on Prince Edward Island.24

Not surprisingly, these variations reflect socioeconomic differences, with
wealthier provinces enjoying lower rates.

Britain also has significant differences between different income groups
and regions:

• Overall, infant mortality rates in Britain are considerably higher in the
north and in urban areas than in the south and in rural areas, even though
all participate in the NHS.

• Infant mortality in Leeds, an industrial city in Northern England, is more
than twice as high as in rural Dorsetshire; and children born in Manchester,
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Britain’s third-largest city, are eight times as likely to die before reaching
age four as children born in rural Gloucestershire.25

• Across Britain, the rate among the second lowest-income quintile (“manual
classes”) was 6.2 in 1999, compared to 4.3 among the highest-income quin-
tile (“professional classes”).26

• In the past three years alone, the rate for the lowest-income group (“un-
skilled manual class”) has increased to double the rate of the highest-
income group, a widening of nearly 10 percent.27

No one has seriously claimed that these differences between income
groups and regions are the result of the Canadian or British health care sys-
tems. Yet, many still attempt to correlate the infant mortality rate in the
United States with our health care system.

WHERE HEALTH CARE MAKES A DIFFERENCE

Although a population’s general mortality is affected by many factors over
which doctors and hospitals have little control, for those diseases and injuries
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modern medicine can effectively treat, the country in which a patient lives
makes a big difference. For premature babies, for children born with spinal
bifida or for people who have cancer, heart disease, chronic renal failure or
almost any other serious illness, the chances of survival are best in the United
States, where modern medical technology is most available and accessible.

Take prostate cancer, for example. In the United States, the male mortality rate
for prostate cancer is slightly lower than in most other OECD countries, even
though the incidence is apparently much greater (see figure 4.5). Similarly, al-
though the incidence of breast cancer is relatively high in the United States (ar-
guably because of lifestyle and diet), the proportion of women who die from
breast cancer is among the lowest of any industrial country (see figure 4.6).
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MYTH NO. 5: COUNTRIES WITH 
SINGLE-PAYER NATIONAL HEALTH CARE 

SYSTEMS HAVE ACCESS TO THE LATEST TECHNOLOGY

One could argue that the need for technology varies from country to country.
For example, the incidence of AIDS, breast cancer and prostate cancer is
higher in the United States than in many other developed countries1 (see fig-
ure 5.1). However, every country needs certain critical, lifesaving technolo-
gies to diagnose and treat disease. A nation’s ability and willingness to suffi-
ciently invest in modern medical technology is one determinant of the
effectiveness of its health care system. By this measure, the United States
fares better than its single-payer counterparts.2

THE POLITICS OF MEDICAL TECHNOLOGY

Overall, the best way to think about government policies toward technology
is in terms of the politics of medicine. As the role of government expands,
health care tends to evolve from a protechnology phase to an antitechnology
phase. In the first stage, government tends to spend on items perceived as un-
derprovided by the market or by conventional health insurance. Thus, practi-
cally every less-developed country has used government funds to build at
least one modern hospital, usually in the largest city, and to stock it with at
least one example of each new technology, while all but the wealthiest citi-
zens lack basic medical care and public sanitation.
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As government’s role in medicine expands, more and more interest groups
must be accommodated. In this stage, government policy tends to become an-
titechnology because the few people who are acutely or chronically ill and need
expensive technology are heavily outnumbered by the healthier many who de-
sire amenities. (The nature of these amenities will be discussed in detail in chap-
ter 11.) Along the way, these general trends may be violated with respect to any
particular technology because of the varied, even random, ways in which special
interest pressures are exerted. (We will return to the politics of medicine below.)

USE OF MODERN MEDICAL PROCEDURES

As a result of these political pressures, patients in countries with single-payer
health systems usually have less access to critical medical procedures. Figure
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5.2 compares the rate of use for high-tech medical procedures in Britain,
Canada and the United States:

• The use of coronary bypass surgery in the United States is slightly more
than three times higher per capita than in Canada and almost five times
higher than in Britain.

• The rate of coronary angioplasty in the United States is almost five times
higher than in Canada and almost ten times higher than Britain’s.

• The rate of renal dialysis in the United States is double that of Canada and
almost three times that of Britain.
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ACCESS TO MEDICAL TECHNOLOGY IN BRITAIN

Although Britain has pioneered the development of important medical technol-
ogy, the British often have less access to that technology than patients in other
countries. For example, Britain was the codeveloper with the United States of
kidney dialysis in the 1970s, yet Britain consistently has had one of the lowest
dialysis rates in Europe. According to British renal specialists, today the coun-
try has only enough kidney dialysis capability to meet 82 percent of the need,3

which implies that one in eight Britons who need kidney treatment do not re-
ceive it. However, British doctors may be underestimating the need, perhaps
because they are conditioned by the culture of rationing. As we saw in figure
5.2, the number of people accepted for renal therapy per capita in the United
States is almost three times that of Britain. For example, computed tomography
(CT) scanners, which are useful in the diagnosis and treatment of cancer,4 were
also invented in Britain. For years Britain manufactured and exported about
half the CT scanners used in the world. Yet, through the years the British gov-
ernment purchased very few scanners for the NHS, and even discouraged pri-
vate gifts of the devices to the NHS.5 Today Britain has only half the number
of CT scanners per million population (6.5) as the United States (13.6).6

While critics of the U.S. health care system claim that we have too much
technology, all the evidence suggests that our counterparts have too little as a
result of the conscious decisions of government officials. As figure 5.3 shows,
Britain’s NHS has also skimped on the newer magnetic resonance imaging
(MRI) scanners that can detect disease throughout the body, including
aneurysms or tears in the aorta, strokes and tumors. Britain (at 3.9 MRI scan-
ners per million population) has less than half as many as the United States
(8.1 per million). There is strong evidence of a general underuse of other
valuable therapies as well.7 For instance,

• An Institute of Economic Affairs study argues that one effect of underin-
vestment in technology is that Britain has the lowest survival rates for vic-
tims of lung cancer and heart disease among European countries.8

• ACE inhibitors, used in coronary heart failure, are prescribed to only 20
percent to 30 percent of patients with heart failure.9

• Echocardiography, a diagnostic test that uses ultrasound waves to make im-
ages of the heart, is not available to all patients; although the test is low-
cost and highly effective, in some regions only about one-third of heart fail-
ure patients receive it.10

Not only is the heart disease survival rate poor in Britain, the country is do-
ing little to improve it; a British Cardiac Society survey found risk factors man-
agement and preventive treatment to be well short of what they should be.11
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ACCESS TO MODERN MEDICAL
TECHNOLOGY IN CANADA

In terms of availability of advanced medical technology, Canada now ranks
at the bottom of the twenty-nine OECD countries, despite the fact that Cana-
dian spending on health care (as a percentage of GDP) is fifth in the world.12

Figure 5.3 compares the availability of modern medical technology in the
United States, Britain and Canada:

• On a per capita basis, the United States has more than three times as many
MRI units as Canada.13

• Per person, the United States has nearly four times as many lithotripsy
units, which avoid expensive and invasive surgery by using sound waves to
destroy kidney stones and gallstones.14
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• The United States has almost twice as many CT scanners per capita as
Canada.15

• As of November 2001, Canada had only 3 public-sector PET scanners—
and one of those only operated one evening a week—compared to 250 in
the United States.16

In addition, much of the medical technology that is available in Canada is
archaic and ineffective. In Canadian hospitals, for example, 63 percent of all
general X-ray equipment is severely outdated and half of all diagnostic im-
aging units require replacement.17

At the regional level, the difference in the level of access Americans and
Canadians have to such technologies is even more striking. Figure 5.4 shows
the percentage of hospitals in British Columbia, Washington and Oregon that
are equipped to provide specialized services. As the figure shows, in 199918

• Angioplasty, a procedure to dilate obstructed coronary arteries, was avail-
able at only one regional hospital in British Columbia, compared to 80 per-
cent of the facilities in Washington and Oregon.

• Cardiac catheterization, which assesses the extent of blockage in coronary
arteries, was available at only 20 percent of the hospitals in British Colum-
bia, but is widely available south of the border.

There also is a wide difference in the availability of other technologies.19

• In the state of Washington, virtually 100 percent of community and regional
hospitals have access to MRI units, compared to 20 percent in neighboring
British Columbia.

• In the state of Oregon, 90 percent of community and regional hospitals have
access to lithotripsy units, while there are none whatsoever in British Co-
lumbia.

Theoretically, Canadians are not allowed to purchase MRI scans, despite
long waits in the public sector. Yet, as we have seen, loopholes in the law are
being tested as private scanning clinics pop up around the country, similar to
what has happened in the United States. Americans not only pay out of pocket
for MRI scans, they do not even need a doctor’s order or any indication of a
medical problem. Indeed, for $500 or so, U.S. citizens can purchase full body
scans at shopping malls around the country much as they engage in other im-
pulse buying. Although the medical community tends to be scornful, there is
the odd chance that a scan may save a person’s life, much as the purchase of
a flashlight might save a person’s life.
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67

MYTH NO. 6: COUNTRIES WITH SINGLE-PAYER 
NATIONAL HEALTH CARE SYSTEMS HAVE A HIGHER

QUALITY OF HEALTH CARE THAN THE UNITED STATES

Proponents of a single-payer system for the United States maintain it would
“provide access to high-quality care for everyone at an affordable price.”1 To
support this idea, some point to a report comparing health systems in coun-
tries worldwide, published by the World Health Organization (WHO). How-
ever, the WHO report does not support the claims that single-payer health in-
surance leads to high-quality care.

INTERNATIONAL COMPARISON: 
THE WHO REPORT

In 2000 the WHO issued a report comparing health care systems in 191 coun-
tries.2 In the overall WHO ranking, the French health care system ranked first.
The U.S. system ranked thirty-seventh, just above Slovenia (38) and below
Costa Rica (36).

Rest assured. Americans are not boarding planes bound for Costa Rica—or
even for France—in search of better health care. Still, officials in other coun-
tries have used the report to argue that their health systems are not as bad as
their citizens might suspect. And some politicians in the United States have
used the report to support their claim that American health care needs even
more government intervention and control.
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So what’s wrong with the WHO report? What’s wrong is that it mainly re-
flects perceptions of fairness and equity rather than success at saving lives
and curing diseases.

The WHO report ranks nations with respect to “overall health system per-
formance” based on five factors, using data from the OECD and WHO sur-
veys of the opinions of experts and officials in those countries. The five fac-
tors (and their weighting in the overall scores) were the level of health (25
percent); the equal distribution of health indicators by income and/or ethnic
group (25 percent); the responsiveness of the system to patient needs—
including the level of responsiveness (12.5 percent) and the distribution of re-
sponsiveness by income and/or ethnic group (12.5 percent); and the fairness
of the country’s financing (25 percent), which measures how much more, as
a portion of income, higher-income groups pay for their health care than
lower-income groups.

These measures produced some odd, almost random rankings. For example:

• Japan ranked first on the attainment of health, measured in Disability Ad-
justed Life Expectancy (DALE), but Chile ranked first in the equal distri-
bution of DALE among subgroups.

• The United States ranked first in the responsiveness of its system, but the
United Arab Emirates (UAE) ranked first in the distribution of responsive-
ness.

• Colombia ranked first in the fairness of its health system financing.

As we discussed previously, the overall health of a country’s population is
strongly influenced by its demographic makeup. Thus, it makes sense that
Japan, with low infant mortality and greater life spans, ranks first in terms of
overall healthiness. But beyond some basic public health measures, there is
not much correlation internationally between health care inputs and the over-
all health of a population.

Of the five measures used to calculate the overall WHO ranking, only
health system responsiveness takes patients into account. And even this rank-
ing was not based on objective data. It was based instead on patient surveys
and surveys of officials and experts in each country with regard to “(a) respect
for persons (including dignity, confidentiality and autonomy of individuals
and families to decide about their own health); and (b) client orientation (in-
cluding prompt attention, access to social support networks during care, qual-
ity of basic amenities and choice of provider).”

On that measure, the United States ranked first. But so what? Respect and
amenities are nice. But what about life saving treatment? In most people’s
minds that matters much more.
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INTERNATIONAL COMPARISON: 
THE COMMONWEALTH FUND SURVEYS

While the WHO rankings are mainly based on what people think is fair, a se-
ries of Commonwealth Fund surveys asked patients about their actual health
care. In particular, the surveys asked patients and “sicker” adults, most of
whom described their health as “fair” or “poor,” in several countries to rate
the performance of their nation’s health care system.3 Figure 6.1 shows the
following:

• Only 14 percent in the United States cited long waits to see their regular
doctor as a “big problem,” compared to 21 percent in the United Kingdom
and 24 percent in Canada.4
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• Among those experiencing difficulties seeing a specialist, 40 percent in the
United States reported difficulty due to a long waiting list, compared to 75
percent in the United Kingdom and 86 percent in Canada.5

• Only 5 percent in the United States reported long waits for nonemergency
surgery, compared to 27 percent in Canada and 38 percent in the UK.6

• Only 5 percent in the United States reported a surgery delayed due to a can-
cellation, compared to 10 percent in the United Kingdom and 16 percent in
Canada.7

QUALITY PROBLEMS IN CANADA

Canada’s federal health care payments to the provinces were slashed after the
1995–1996 budget year. Many hospitals were closed or consolidated.8 Wait-
ing periods for patients facing life-threatening conditions grew as a result and
the effects have been severe. Whereas the Canadian Society of Surgical On-
cology recommends that cancer treatment, including surgery, begin within
two weeks after preoperative tests, one study found that the median wait was
much longer. Depending on the type of cancer, the median waiting time for
surgery varied from almost a month (29.0 days) for colorectal cancer to more
than two months (64.0 days) for urologic cancers.9

The frustration felt by physicians who witnessed first hand the deteriorat-
ing standards of care in Canada’s hospitals is apparent in a survey conducted
by the Canadian Medical Association. Of physicians surveyed, only 27 per-
cent rated their access to advanced diagnostic services as excellent, very good
or good. Fewer than two-thirds rated their access to acute care when urgently
needed as excellent, very good or good.10

The Canadian press is replete with the names of the victims of rationing or
inadequate care. Among the cases reported,

• It took four hours for a Toronto critical care specialty referral service to find
an available hospital bed for Jeyaraanie Kaneshakumar, a pregnant woman
who collapsed in her suburban Scarborough home from a brain hemor-
rhage. She died.11

• A Toronto man who fell ill while vacationing in Rhode Island was forced
to stay in an American hospital for six weeks because no bed could be
found for him in Ontario. A free bed was located only after the media ex-
posed the man’s plight.12

• Dan Smith of Brampton, Ontario, was denied a double lung transplant—his
only hope for survival—when his surgery was cancelled due to a bed short-
age in intensive care units (ICUs). A pair of donated lungs was wasted, al-
though thirty other Ontarians were also waiting for lung transplants.13
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• Kyle Martyn, a five-year old boy taken to the emergency room with toxic
shock waited three hours to see a doctor. The ER was backlogged because
three-fourths of its beds were occupied with patients awaiting transfer to acute
care beds. The acute care beds were full of “bed blockers” who had nowhere
to go due to shortage of long-term care beds. Kyle died from complications.14

QUALITY PROBLEMS IN BRITAIN

In an extensive study of Britain’s NHS in the mid-1980s, Brookings Institu-
tion economists estimated the number of British patients denied treatment
each year, based on U.S. levels of treatment. Most of the patients suffered
from life-threatening diseases and the denial of treatment meant certain death.
According to the study,15

• About 9,000 British kidney patients failed to receive renal dialysis or a kid-
ney transplant—and presumably died as a result.

• As many as 15,000 cancer patients and 17,000 heart patients failed to re-
ceive the best treatment.

• As many as 1,000 British children failed to receive lifesaving total par-
enteral nutrition (TPN) therapy and about 7,000 elderly patients were de-
nied pain-relieving hip replacements.

Although the study has not been updated, casual observation suggests that
the difference between United States and British levels of care have widened
rather than narrowed over the past twenty years. Take kidney dialysis, for ex-
ample.16 The number of dialysis patients per 100,000 Britons is only about
one-third the rate of the United States’, although the prevalence of kidney dis-
ease is not much different.17 One in eight British nephrologists say that due to
limited resources they have refused treatment to patients they thought were
suitable for such care.18 The comparable figure among United States nephrol-
ogists is 2 percent.

NHS officials are repeatedly embarrassed by the popular press. Britons are
now more likely to be killed by an infection caught in hospital than by a car
accident, claimed a BBC broadcast based on a leaked government report.19

Like the Canadian media, the British media teems with reports of patients
harmed by inadequate care:

• Nine-year-old Tony Clowes, in a hospital to have the tip of his right index
finger reattached after a bicycle chain accident, died under anesthesia from
lack of oxygen when a breathing tube became blocked. The $1.50 tube, de-
signed for one use only, had been used for six weeks to reduce costs.20
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• George Mitchell Sr., 73, who was undergoing treatment for bladder cancer
at Scotland’s biggest cancer treatment center, was sent off in a taxi to a ho-
tel with no access to medical care before the treatment was finished because
the hospital was short of beds. Hospital officials said it was a mistake.21

• Britain’s Audit Commission said hospital pharmacies lack the computer
systems needed to keep pace with modern medicine. Consequently, in En-
gland and Wales, five times more patients died in 2000 from receiving the
wrong medicine than a decade earlier.22

COMPARING MORTALITY RATES

As we discussed previously, a country’s overall mortality rate isn’t much af-
fected by its health system. The mortality rate for certain conditions is very
much affected by the quality of care, however. In countries where govern-
ments control health care resources, patients do not always receive the treat-
ment they need or they may be denied access to the most effective treatment.

Take cancer mortality rates, for example. As figure 6.2 illustrates, in New
Zealand and the United Kingdom nearly half of all women diagnosed with
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breast cancer die of the disease. In Germany and France, almost one in three
die. By contrast, in the United States only one in four women diagnosed with
breast cancer dies.

In the United States, slightly less than one in five men diagnosed with
prostate cancer dies of the disease. In the United Kingdom, 57 percent die.
France and Germany fare slightly better at 49 percent and 44 percent, re-
spectively. At 30 percent and 25 percent, respectively, death rates from
prostate cancer in New Zealand and Canada are still well above those of the
United States (see figure 6.3).

Overall, the annual rate of cancer deaths is 70 percent higher in the United
Kingdom than in the United States—275 deaths per 100,000 and 194 deaths
per 100,000, respectively.23 Indeed, a WHO study calculated that 25,000 peo-
ple die unnecessarily in Britain each year because they are denied the highest
quality of cancer care.24
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QUALITY PROBLEMS IN THE UNITED STATES

There are also quality problems in the United States. Several studies have
identified a rate of hospital injury—due to negligence or treatment errors—of
approximately 0.92 percent of admissions. Nationally, that translates into
about 300,000 patients injured each year.25 In 1999 the Institute of Medicine
reported that between 44,000 and 98,000 patients die each year of medical er-
rors.26 Some of these incidents are widely reported. Linda McDougal, 46, was
diagnosed with an aggressive form of breast cancer and doctors performed a
double radical mastectomy at a St. Paul, Minnesota, hospital. Days after the
surgery, her doctor revealed that her test results had been switched with an-
other women’s, and she had no cancer.27 A Rhode Island surgeon operated on
the wrong side of a patient’s head after a CT scan was placed backward on an
X-ray viewing box. The surgical site had not been marked with a pen as hos-
pital policy required.28 However unfortunate such surgical errors are, they ap-
pear to be unusual.29

The United States shares some quality problems with the systems of other
developed countries because of a common defect noted in the Introduction:
all developed countries have suppressed normal market forces. As a result, in
health care we do not observe the quality control we have come to expect in
profit-making enterprises. Indeed, all over the developed world hospitals lack
the quality controls observable in corner supermarkets.30 In this respect, dif-
ferences between the United States and other countries are differences of de-
gree. We note parenthetically, however, that the United States is more ag-
gressively pushing its hospital sector to adopt business techniques for
managing quality.

In other respects, differences between the U.S. health care system and the
systems of other countries are differences of kind. Although mistakes are
made in U.S. hospitals, patients are not routinely denied access to lifesaving
drugs and lifesaving technology, as happens elsewhere around the world.
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MYTH NO. 7: COUNTRIES WITH 
SINGLE-PAYER NATIONAL HEALTH CARE 

SYSTEMS HAVE BEEN MORE SUCCESSFUL THAN THE
UNITED STATES IN CONTROLLING HEALTH CARE COSTS

The United States spends more on health care than any other country in the
world, both in dollars per person and as a percentage of GDP. Does this mean
that our predominantly private health care system is less able to control
spending than are developed countries with national health insurance? Not
necessarily.

As we shall see, international comparisons of health care spending are dif-
ficult, not least because of differences in the measuring techniques used by
other countries.1 First, however, we should note that the United States is
wealthier than other countries. Almost without exception, international com-
parisons show that wealthier countries spend a larger proportion of their GDP
on health care.2 In his classic 1977 and 1981 studies, health economist Joseph
Newhouse found that 90 percent of the variation in health care spending
among developed countries is based on income alone.3 This should give
pause to anyone who believes that the United States will significantly lower
health care spending by adopting the system or institutions of some other
country. As we noted in the introduction, as people have more income, they
spend more on health care, whether their spending takes place through the
market, the political system or quasipublic institutions.

Some believe that countries with national single-payer health insurance
have a coercive “advantage” the United States does not—they can more eas-
ily deny access to care. Governments, for example, can and do limit health
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care dollars and force hospitals and doctors to ration services. However, such
power is not unlimited. Politicians who abuse it risk being replaced by their
competitors. In the political systems of other countries, just as in the United
States, the pressure to spend more on health care is unrelenting.

THE UNITED STATES VERSUS 
OTHER DEVELOPED COUNTRIES

Most international statistics on health care spending are produced by the
OECD. However, OECD statistics are not always useful because different
countries use different methods to report costs.4 No effective international
guidelines exist, and some countries include services that others do not.5 For
instance, the OECD definition of health care expenditures includes nursing
home care. But while Germany includes nursing home care as part of total
health expenditures, Britain does not.6 Some countries count hospital beds
simply by counting metal frames with mattresses, whether or not they are in
use. In others, a “bed” is counted only if it is staffed and operational.7

Although the percentage of the population admitted as inpatients in the
United States (11.8) is below the OECD average of 15.4 percent, the U.S. fig-
ures exclude procedures performed in outpatient facilities, while OECD fig-
ures most likely include these surgeries.8 In addition, payments made in the
“informal health sector” (under-the-table payments, common in many coun-
tries) are generally missed in official estimates.9

Figure 7.1 shows the result of an attempt to develop more accurate health
care spending measurements among OECD countries. The study calculated
the average annual increase in the percentage of per capita spending on health
care by OECD countries for the period 1960 to 1998. As the figure shows, the
countries of the OECD have been no more successful than the United States
in controlling costs and many have been far less successful. During the 1990s,
health care spending in all but three of fifteen OECD countries studied grew
at about the same rate as in the United States—or higher. The real rate of ex-
penditures on hospital and physician services actually decreased in the United
States in the 1990s (2.5 percent and 1.0 percent, respectively), well below the
OECD median for both categories.10

These results are surprising considering that the United States has far less
rationing of care and offers greater access to medical technology. Further-
more, the United States confronts a wider range of health problems than most
other OECD countries. For example, the incidence of AIDS is almost ten
times more prevalent in the United States than in Canada, and obesity is a
greater problem here than in other developed countries (see figure 7.2).11

These factors, of course, put greater demands on the U.S. health care system.
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THE UNITED STATES VERSUS CANADA

During the 1990s, Canada was able to limit the real rate of growth in its health care
spending to 1.7 percent per year. By contrast, the rate of spending growth in the
United States health care system was equal to the OECD median of 3.0 percent per
year.12 However, as we document elsewhere in this book, Canada limited spend-
ing increases by cutting funding for services in ways that caused people to suffer.

• The Canadian federal government reduced block grants to provinces for
health care as a percentage of GDP in 1986 and again in 1989; funding to
the provinces was frozen at 1989–1990 levels through 1995, and further
cuts were made in the second half of the 1990s.13

• Provincial governments, in turn, reduced funding available to hospitals
(their global budgets), began limiting total expenditures for physicians’
fees, severely limited the purchase of new technology, and removed some
services from coverage by provincial insurance plans.14

• Many smaller hospitals were closed—fifty in Saskatchewan alone—and
the number of hospital beds available nationwide was reduced from 6.6 per
thousand population in 1987 to 4.1 in 1995.15

By most accounts, these reductions in the availability of medical services
had more to do with budgetary shortfalls than lack of medical need. A recent
report for the Canadian federal government argued that the Canadian health
care system was under funded and in need of an additional C$5 billion annu-
ally.16 Satisfaction with the Canadian health care system fell throughout the
1990s as a result. As we have seen, when medical resources are allocated
based on limited global budgets, patients often go without needed care.

In 2000, the United States spent 13.0 percent of its GDP, or US $4,631 per
person, on health care. By contrast, Canada spent 9.1 percent of its GDP, or
US $2,535 per person.17 Here again, the spending figures are almost certainly
incomplete. In both Canada and the United States, the costs of administering
government health care spending are largely hidden. In addition, there are
larger, systemic differences between the two countries:18

• Canadian figures do not include the capital cost of building and equipment
to the extent that the U.S. figures do because Canadian facilities are paid
for by the government; hence, the cost of capital is subsumed within the
Canadian government’s debt.

• The United States spends far more on research and development (R&D)
than Canada. The U.S. spending results in technological innovations that
benefit Canada and the rest of the world.
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• The U.S. population is slightly older, and older people inevitably consume
more health care.

According to one study, correcting for these differences between the two
countries cuts in half the gap in the fraction of GDP spent on health care.19

In addition to AIDS and obesity, the United States has other demands on its
health care system that Canada does not. For example, the U.S. male homi-
cide rate is three times that of Canada.20 The United States also has health
care costs related to war injuries, including those of Vietnam veterans. And as
figure 7.3 illustrates, teenage girls, who are more likely to have premature ba-
bies and other complications stemming from pregnancy, become pregnant al-
most twice as often in the United States as in Canada and give birth nearly
two and one-half times as often.21
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MYTH NO. 8: COUNTRIES WITH SINGLE-PAYER 
NATIONAL HEALTH INSURANCE HOLD DOWN COSTS 

BY OPERATING MORE EFFICIENT HEALTH CARE SYSTEMS

Advocates of single-payer health insurance often point to the low level of
health care spending in countries with national health insurance as evidence
of efficient management. But cheap is not the same as efficient. By and large,
countries that have slowed the growth of health care spending have done so
by denying services, not by using resources more efficiently. In Britain, it is
not unusual to find a modern laboratory and an antiquated radiology depart-
ment in the same hospital. Nor is it unusual to find one hospital with a bed
shortage near another with a bed surplus. Excellence is random and is often
the result of the energy and enthusiasm of a few isolated individuals rather
than decisions by hospital management.

How much does it cost a hospital to perform an appendectomy? Outside
the United States, it is doubtful that any public hospital could provide the
answer. Nor do government-run hospitals typically keep records that
would allow anyone else to find out.1 In organizational skills and manage-
rial efficiency, the public hospitals of other countries lag far behind hospi-
tals in the United States. Nor is it easy for other countries to change course.
One reason is that health care is political. Health economist Alain Ent-
hoven has observed that because health care in Britain is so politicized, “it
is more difficult to close an unneeded [British] hospital than an unneeded
American military base.”2
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INEFFICIENCY IN BRITAIN

Britain has about 20 percent fewer inpatient hospital beds per capita than the
United States and about 44 percent fewer than the OECD median of 4.3 per
1,000 population.3 Partly due to this smaller capacity, it has experienced a
persistent shortage of hospital beds. In recent years, the shortage has become
critical. Britain also suffers from staffing shortages and is therefore unable to
utilize all available beds. Furthermore, beds are often utilized inappropriately.
For example, in 2000, 90 percent of hospital geriatric beds were occupied,
whereas only 60 percent of maternity beds were occupied. Had the 40 percent
of vacant maternity beds been converted to geriatric use, queues for hospital
admission would have been much shorter.4

On the other hand, long-term care patients who should be in nursing
homes, geriatric wards or at home are often found occupying acute care beds
in Britain, a practice known as “bed blocking.” As a result, many patients
must wait for admission and treatment because patients treated earlier are
waiting for discharge to an appropriate facility and thus “blocking” access to
a bed. Officials estimate that about 3.3 percent of beds are blocked at any
given time.5 And many public health officials think the actual number may be
far higher. Liam Fox, the Conservative party’s shadow health secretary in the
British parliament, has estimated that the true number of blocked beds is
closer to 15 percent.6

Nicola Sturgeon, a member of the Scottish parliament, reported that 10 per-
cent of acute care beds in Scotland are “occupied by geriatric patients need-
ing residential care.”7 A survey of a hospital in Coventry found that three-
fourths of patients occupying beds no longer needed acute care, but had
nowhere suitable to go.8 The problem is so severe that in an attempt to free
up more hospital beds for acute care patients, the Department of Health
launched a pilot project that sends patients to recover at bed-and-breakfast
inns in the countryside.9

The statistics on bed utilization indicate bed management in Britain is
highly inefficient. More than one million people are waiting for medical treat-
ment in British hospitals at any one time and an estimated 500,000 surgeries
were cancelled in the past five years due to the shortage of NHS hospital
beds.10 Yet close to 30,000 beds (16 percent of the total) are empty on any
given day.11 Add to that the number of beds filled with patients who do not
belong in a hospital at all and this implies that one out of every three NHS
hospital beds are unavailable for acute care patients!

Britain also experiences wide differences in the cost of services within the
NHS. Although in general real hospital costs for various procedures are diffi-
cult or impossible to determine, one study estimated that costs vary by as
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much as 58 percent between Britain’s most- and least-expensive hospitals.
For example12:

• The cost of a hip replacement varied from $2,616 to $9,264, a difference of
254 percent.

• The cost of a vasectomy ranged from $211 to over $1,427, a difference of
550 percent.

The cheapest hospital trust in England costs 30 percent below the national
average, while the most expensive had costs 60 percent above the average.13

INEFFICIENCY IN CANADA

In Canada a large percentage of acute care hospital beds also are used for pa-
tients who do not need acute care. The Manitoba Center for Health Policy
found that across the provinces from 7 percent to 51 percent of Canadian
adult admissions and from 27 percent to 59 percent of the days patients spent
in hospitals were for conditions that did not require acute care, although most
did need some form of supervised care.14 Among the findings,

• In Manitoba, 23 percent of the bed days spent by short-stay patients in acute
care hospitals were unnecessary.15

• In Winnipeg, Manitoba, 40 percent of the acute care beds were used by only
a few patients, each staying more than thirty days.16

Although the less efficient use of acute care beds generally is attributed to a
lack of other facilities, especially for patients needing long-term care, global
budgets create incentives to keep chronic patients in acute hospital beds. Hos-
pital managers find it less expensive when a bed is occupied by a long-term pa-
tient who needs mostly “hotel” services than when the bed is occupied by a pa-
tient who needs more costly treatment.17 The practice may also make life more
convenient for doctors, despite the social cost. Some physicians find it easier
and faster to arrange a diagnostic test like a CT scan or stress test for an inpa-
tient and easier to locate the results because they are on the patient’s chart.18

EFFICIENCY MEASURE: HOSPITAL LENGTH OF STAY

One widely used measure of hospital efficiency is average length of stay
(LOS).19 Hospital-related services are the largest component of health care
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costs in most countries.20 Thus, the inappropriate use of hospital facilities has
a significant impact on the efficiency of the health care system. It is an inef-
ficient use of resources to fill an acute care hospital bed with a patient await-
ing nonemergency care, or a geriatric patient awaiting transfer to a nonacute
facility, or simply because the hospital has not gotten around to discharging
that patient. This is especially true when there are lengthy waiting lists for
hospital admission. Generally, the more efficient the hospital, the more
quickly it will admit and discharge patients.21

By this standard, U.S. hospitals are ahead of their international counter-
parts (see figure 8.1).22 The average length of hospital stay in the United
States is 5.9 days compared to 6.2 days in Australia, 9.0 in the Netherlands
and 9.6 Germany. Whereas patients from other countries routinely convalesce
in a hospital, American patients are more likely to recover at home.
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COST COMPARISON: BRITAIN’S NHS VERSUS U.S. HMOS

A comparison of the NHS and Kaiser Permanente, a large U.S. HMO, con-
cluded that the per capita costs of the two systems were similar. However, the
analysis found that Kaiser provided its members with more comprehensive
and convenient primary care services and much more rapid access to special-
ists and hospital admissions. After adjustments for differences between coun-
tries, the NHS cost was calculated at $1,764 per capita compared to a Kaiser
cost of $1,951.23 However, Figure 8.2 shows the following:

• Kaiser had two and one-half times as many pediatricians, twice as many
obstetricians-gynecologists and three times as many cardiologists per en-
rollee as the NHS.

• After referral, waiting times to see a specialist were more than six times as
long in the NHS.

• For nonemergency hospital admission, 90 percent of Kaiser patients waited
less than three months; one-third of NHS patients waited more than five
months.

One of the most striking differences between the two health systems was
the length of stay. Kaiser had 270 acute care bed days per 1,000 population,
whereas NHS patients stayed in the hospital more than three times as long—
an average of 1,000 acute care bed days per 1,000 population.24 In summary,
the study found25

The widely held beliefs that the NHS is efficient and that poor performance in
certain areas is largely explained by underinvestment are not supported by this
analysis. Kaiser achieved better performance at roughly the same cost as the
NHS because of integration throughout the system, efficient management of
hospital use, the benefits of competition and greater investment in information
technology.

PRIVATE SOLUTIONS FOR THE PROBLEMS 
OF NATIONAL HEALTH INSURANCE

Several European countries with single-payer health care systems have discov-
ered the value of competition, albeit sometimes reluctantly. European Union
regulations that force reductions in taxes have driven some countries to exper-
iment with “internal markets” that introduce private health care providers into
the publicly financed system. One example is in Stockholm, the capital of Eu-
rope’s most heavily socialized welfare state. After first allowing competition by
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contractors for nonmedical services, the city’s Health Services Council began
privatizing all primary care in 1998 and sold St. Göran’s, one of Sweden’s
largest hospitals, to a private company in 1999. Most of the funding still comes
from the government, which is getting far more for its money than before. A
study of the privatization program found26

• The cost per consultation in private practices compared to public hospital
outpatient clinics ranges from 13 percent lower in general surgery, internal
medicine and dermatology to 17 percent lower among ear, nose and throat
specialists and 28 percent lower in ophthalmology.

• At St. Göran’s, costs for lab and X-ray services fell by 50 percent and over-
all costs by 30 percent.

• Private nursing home costs were 30 percent lower.
• On average, St. Göran’s now treats 100,000 more patients each year than it

did as a public hospital, while using fewer resources.

As a result of the experiment, the Health Services Council plans to turn
over operations of the seven remaining public acute care hospitals in Stock-
holm to private investors.
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MYTH NO. 9: COUNTRIES WITH 
SINGLE-PAYER NATIONAL HEALTH CARE 

SYSTEMS ELIMINATE UNNECESSARY MEDICAL CARE

A frequent criticism of the U.S. health care system is that it is wasteful because
a considerable number of procedures are “unnecessary.” For example, in 1989
Robert Brook of the Rand Corporation asserted that “perhaps one-fourth of hos-
pital days, one-fourth of procedures and two-fifths of medications could be done
without.”1 To support this contention, Rand researchers pointed to wide varia-
tions in 123 medical procedures for Medicare patients in various parts of the
country.2 The rate at which the procedures were performed varied by as much as
six, seven, or eight to one, with no apparent explanation. Areas that were high in
performing one procedure were often low in performing another. Other studies
have found similar results.3 But knowing there are variations does not reveal
whether some patients are being shortchanged and others overtreated.4

THE RAND STUDY OF UNNECESSARY CARE

A subsequent Rand study collected medical records for 5,000 Medicare pa-
tients treated in 1981 and convened a panel of experts to judge the appropri-
ateness of three procedures.5 The results showed that in slightly more than a
fifth of the cases, the procedure performed was judged inappropriate and
therefore unnecessary. For carotid endarterectomy (the removal of plaque in
major arteries to the brain), the procedure was judged appropriate only about
one-third of the time.6 National media widely reported these results, and they
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became Exhibit A in building the case for the managed care revolution dur-
ing the 1990s (see table 9.1). But a closer examination reveals more than first
meets the eye. For example, why did Rand need to convene a panel of ex-
perts? Because researchers could not answer questions about appropriateness
by merely consulting the medical literature. And the convened experts were
far less unified than media reports suggested.

REEXAMINING THE EVIDENCE OF UNNECESSARY CARE

The classifications depicted in table 9.1 were decided by a majority vote. Table
9.2 presents a different way of looking at the Rand study, showing the number
of times that seven of nine experts agreed. (The two opinions ignored are the two
most extreme.) As the table shows, seven of the nine found only 12 percent of
the procedures to be inappropriate, not 22 percent. And even this degree of con-
sensus is misleading. In the Rand study, each expert initially expressed a per-
sonal judgment. Then they met for discussions in which group pressure favored
consensus and members often changed their minds.7 Indeed, the most remark-
able fact about the Rand study was that despite their efforts to arrive at a defin-
itive judgment, seven of nine experts could agree less than half the time that the
procedures were either definitely appropriate or definitely inappropriate.

EVIDENCE TODAY

What inferences can we draw from a study of medical records in 1981 for the
practice of medicine today? Since then, major changes have been made in the
way hospitals are run. For better or for worse, American physicians are now more
closely scrutinized by peers and third-party payers than physicians anywhere else
in the world. This scrutiny, coupled with the prospect of malpractice liability law-
suits, limits the likelihood of procedures that do more harm than good. It still may
happen in HMOs as well as fee-for-service insurance plans, but it is much less
likely than two decades ago. The results of three studies of surgery in New York
State in 1990 are consistent with this judgment. In all three cases, the fraction of
inappropriate procedures was judged to be 4 percent or less.8

MEDICAL ART VERSUS MEDICAL SCIENCE

Medical science has clearly advanced over the past two decades. Despite that
fact, practicing physicians still hold widely differing opinions about the ap-
propriateness of care.
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More than half the procedures in the Rand study fell between the do-no-
harm standard and the conservative standard of performing a procedure only
if it is definitely appropriate (see table 9.1). In the New York studies, the “un-
certain” range was as high as 38 percent. These findings imply an enormous
range over which discretion can be exercised and still fall within the bounds
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of good science and medical ethics. They also imply that often there is no ob-
jective “right” answer and that the practice of medicine remains as much an
art as a science. Thus, the debate about unnecessary or inappropriate treat-
ments is far from over.9 Put crudely, these studies point to the prospect of a
health plan being able to make a great deal of money by substantially reduc-
ing the number of procedures performed without violating any professional
code of conduct.

THE FIND-NO-HARM APPROACH 
TO IDENTIFYING INEFFICIENT CARE

Researchers at Milliman & Robertson (M&R), a leading actuarial consulting
firm, have taken a different approach to this issue. Rather than attempt to de-
termine whether procedures are appropriate, M&R analysts sought to deter-
mine whether fewer days in a hospital can cause detectable harm. If they
could detect none, M&R concluded that the extra days represented unneces-
sary (read: inefficient) care.10

For example, take groups of similar patients hospitalized for two, four and
six days for a specific condition. Suppose medical records show that the
health outcomes of patients with a two-day hospital stay are no different from
those of patients with four- or six-day stays. M&R would conclude that the
four-day stay involved two days and the six-day stay four days of unneces-
sary hospitalization. Using a similar methodology, suppose people treated as
outpatients fared just as well as people hospitalized for the same condition.
Then M&R would conclude that all the inpatient days were unnecessary. Pro-
ceeding in this way, M&R estimated the total number of unnecessary hospi-
tal days for the country as a whole. Table 9.3 shows the following:11

• M&R estimated that two-thirds of hospital days of nonelderly patients were
unnecessary in Newark, Philadelphia, Pittsburgh and New Orleans.

• The range was from 35 percent in Portland to 72 percent in New York City.
• Nationwide, M&R estimated that 54 percent of all inpatient days were un-

necessary.12

For the elderly (Medicare) population, M&R estimated that 53 percent of
inpatient care was unnecessary, ranging from 34 percent in Honolulu to 65
percent in New York City.

Two critical assumptions lie behind these estimates. First, in deciding
whether hospital stays were unnecessary, M&R looked only at outcomes and
not at risk reduction. For example, even if the four-day hospital stay produced
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the same medical outcome as the two-day stay, the risks to which patients
were exposed were different. On the one hand, simply being in a hospital adds
to risk. According to one study, two million Americans pick up infections dur-
ing a stay in the hospital each year—almost 10 infections for every 1,000 pa-
tient days—and 106,000 of these were fatal. Moreover, one of every 300 pa-
tients dies of adverse drug reaction, making that one of the leading causes of
death.13 Although these results have been disputed, no one thinks the risks are
negligible.14 But being in a hospital reduces risk in other ways. If the patient’s
health worsens, the hospital can bring highly specialized resources to bear
right away.

Other things being equal the less time spent in the hospital, the better. But
not everyone shares this view. Take well-baby delivery, for example. Man-
aged care organizations have decided that two nights in a hospital and perhaps
even one night is unnecessary. But one study found that babies released from
the hospital less than seventy-two hours after birth have a small increased risk
of readmission.15
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A second assumption is that because a length-of-stay objective is met
somewhere in the United States, it can be met everywhere. M&R encouraged
this interpretation by publishing guidelines on appropriate lengths of stay for
surgical procedures.16 HMOs and other managed care organizations used the
guidelines to pressure providers. Physicians were appalled. The reason?
M&R’s recommended lengths of stay are very different from what most
physicians think is appropriate for their patients.17

• Whereas M&R recommended that women stay in a hospital a little over one
day for a normal baby delivery and two and one-half days for a cesarean,
the national average is more than two days for the former and more than
four for the latter.

• Whereas M&R recommended that mastectomies be done on an outpatient
basis, the average length of stay for the country as a whole is two and one-
half days.

• In the case of the high-risk procedure of esophagectomy (removal of the
esophagus), M&R recommended five days compared to an average actual
patient stay of thirteen days.

• For a mid-shaft femur fracture (broken thigh bone), M&R recommended
one day, while the average patient stay is six days.

• For craniotomy (brain surgery), the difference is five days and for a radical
hysterectomy, seven days.

Clearly, what M&R recommended is not what most doctors might pre-
scribe. And the use of such guidelines to press for premature patient releases
has caused political turmoil. For example, in response to patient complaints
about drive-through deliveries, a 1997 federal law guarantees mothers the
right to hospital stays of two days for well-baby delivery and four days for a
cesarean. Dozens of states have passed similar laws. Who is right: M&R, the
doctors or the politicians? In some cases M&R may simply be wrong. In other
cases, M&R may theoretically be right, but its guidelines cannot be met
through the simple expedient of early release. As following case study notes,
meeting the guidelines may require completely changing the way doctors
practice medicine.

CASE STUDY: MASTECTOMIES

M&R guidelines state that an ordinary mastectomy can be performed out-
patient with a stay as short as six hours. There is a facility that meets this
standard, but it is the only place in the country that does so—the Johns Hop-

98 Chapter Nine

04-130 (10) Ch 09  4/8/04  9:43 AM  Page 98



kins Breast Center. Under the leadership of William Dooley and Lillie
Shockney, the center has revolutionized breast surgery by investing time,
effort and energy in learning how to do the procedure differently from stan-
dard practice.

For example, whereas a mastectomy would ordinarily average about two
hours, Dooley does it in forty-seven minutes. Because the center uses a dif-
ferent anesthesia and anesthetizes the patient for much less time, recovery is
quicker and side effects are fewer. Patients have the option of spending the
night in the hospital, but most choose to go home. They can do so because
several days prior to surgery they go through a three-hour training session
with their care partner (usually someone who lives in the home with the pa-
tient). Such training is important, because patients need to be able to monitor
their own progress and recognize signs of potential trouble. In addition, after
surgery a nurse visits the patients in their homes twice.

The result is lower cost, higher quality and satisfied patients. Yet, if an
HMO insisted on outpatient surgery without changes in hospital technique
and patient training, the risk of unhappy patients reappearing in the emer-
gency room with further complications might greatly increase.18

ECONOMIC IMPLICATIONS OF 
THE M&R AND RAND STUDIES

What the Johns Hopkins Breast Center has designed is a more efficient way
to perform breast surgery. Women are not simply sent home earlier; they are
enabled to go home early. And the fact that more hospitals around the coun-
try have not copied the technique indicates how inefficient our health care
system is, compared to other markets.

The Rand study focused on the decision to perform surgery and strongly
implied that unnecessary care was being delivered for economic reasons.
However, the opposite incentive is present with respect to length of stay. Most
physicians have a direct or indirect economic incentive to reduce length of
stay.19 The fact that it takes so long for efficient surgical techniques to be
widely adopted implies that doctors are not responding quickly enough to
economic incentives!

Why not? It is tempting to conclude that physicians find it easier to con-
tinue inefficient surgical procedures and the risks of early release than to in-
vest in learning more efficient techniques. Unfortunately, this conclusion is
consistent with the idea that managed care rewards cost reduction at the ex-
pense of quality more than cost reduction produced by greater efficiency and
subsequent quality improvement.
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UNNECESSARY CARE IN OTHER COUNTRIES

One might suppose that in countries where health care is rationed and many
medical needs go unmet, doctors would tend to provide only “necessary”
care. This is not the case. According to Rand research, those who receive care
may not be those most in need of care. A review of the medical records on
coronary artery bypass surgery performed in the Trent region of Britain found
many were performed for less than appropriate reasons (using both British
and American criteria).20 Overall, Rand researchers found that21

• 21 percent of British coronary angiographies and 16 percent of coronary ar-
tery bypass graft surgeries were performed for inappropriate reasons.

• In some regions, coronary angiography and coronary artery bypass proce-
dures were found to be inappropriate about 50 percent of the time.

• In the Northwest Thames region, 60 percent of gall bladder removals with
a laparoscope were found to be inappropriate about 50 percent of the time.

Despite waiting lists, health authorities appear not to question the appro-
priateness of the procedures for which patients are waiting.22 Rand researcher
Robert Brook, himself a physician, told a U.S. Senate committee, “I was
shocked to find that half of the people who actually got cardiac revascular-
ization did not meet criteria established by physicians in the UK for getting
those procedures.”23

Rand researchers found similar results in other countries with national
health insurance. For example:

• In Israel, 29 percent of gall bladder removals were performed for “less-
than-appropriate” reasons.24

• A panel of reviewers found that 19 percent of referrals of Swedish patients
for coronary revascularization were inappropriate.25

The Rand summary concluded, “Contrary to the researchers’ expectations,
habitual rationing of resources did not restrict use of these sophisticated and
expensive treatments to only those who would most clearly benefit from
them.”26 Other studies have come to similar conclusions.27
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MYTH NO. 10: A SINGLE-PAYER NATIONAL
HEALTH CARE SYSTEM WOULD REDUCE THE

ADMINISTRATIVE COSTS OF U.S. HEALTH CARE

Advocates of single-payer health insurance frequently claim that private health
insurance is inefficient because of the administrative costs associated with mul-
tiple insurance firms. A study by Steffie Woolhandler, a prominent member of
the Physicians’Working Group on Single-Payer National Health Insurance, and
her colleagues, estimates that administrative costs account for close to one-third
of U.S. health care expenditures (31.0 percent), nearly twice as much as in
Canada (16.7 percent).1 Based on such studies, the Physicians’ Working Group
claims that a single-payer health care system would result in large savings by
eliminating “the high overhead and profits of the private, investor-owned in-
surance industry and reducing spending for marketing and other satellite ser-
vices.”2 However, over a number of years, Woolhandler’s estimates of the pro-
portion of health care costs consumed by administration has grown for both
Canada and the United States. Either “inefficiency” in the Canadian system is
growing at a rate similar to that for health care in the United States—or her def-
inition of administrative costs has changed significantly.3

The Congressional Research Service has estimated administrative costs for
Medicare at 2 percent of total program costs, compared to 9.5 percent for pri-
vate insurance and 11.9 percent for HMOs.4 Many single-payer advocates
have used this estimate as an argument for forcing all Americans to join
Medicare.

These estimates are misleading, however. Determining the administra-
tive costs of any government program is difficult, if not impossible. And
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comparisons with the private sector are problematic. Part of the reason is
that government regulators can shift administrative costs to physicians or
patients, just as tax collectors shift the cost of record keeping and data col-
lection onto taxpayers. For example, a study by the American Medical As-
sociation estimated that a physician spends an average of six minutes on
every Medicare claim (compared, say, to twenty minutes spent with the pa-
tient) and the physician’s staff spends an average of one hour.5

ADMINISTRATIVE COSTS AND EFFICIENCY

In general, nobody knows how to measure administrative costs. For example,
should we count as “administrative” all activities other than doctor-patient
contact? What about keeping patient records? What about reviewing patient
records? What about reviews of doctor behavior to make sure patients are not
being abused and are receiving appropriate care? What about reviews of pre-
scriptions in an effort to lower the rate of adverse drug reactions? What about
paperwork and other procedures instituted to ensure appropriate use of MRI
scans? Answers to all of these questions require subjective judgments.

A more basic objection is that minimizing administrative costs should not
be our goal. Conventional wisdom holds that the less a health care system
spends on administration, the more efficient it must be. Yet, the administrative
costs of any health care system could be reduced by firing all of the adminis-
trators and abolishing all reporting requirements. Most systems would perform
far less efficiently as a result. The real goal is not to get administrative costs as
low as possible, but to make the overall system perform as efficiently as pos-
sible. To accurately measure the net cost (or gain) to society from administra-
tive procedures, one has to compare the costs with the benefits they produce.

A similar observation holds for marketing and other costs of competition.
Money could be saved, for example, by abolishing all car dealerships and ad-
vertising by auto producers. Additional money could also be saved by elimi-
nating competition among different automakers (producing numerous mod-
els) by building a single model of automobile. Sally Pipes and Michael Lynch
of the Pacific Research Institute put it like this:

Most likely, administrative costs—marketing, selling and invoicing—were a lot
lower for the East German Trabant than for a Honda or a Ford. But it does not
logically follow that the Trabant is superior. Indeed, the opposite is the case.
Multiple payers, or producers, whether in cars, housing, food, clothing or health
care, produce product differentiation and spur competition that promotes the
production of excellence. In the health care sector, multiple payers provide per-
sonalized health care options for U.S. citizens.6
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We could simply pay taxes and have government provide us with a new au-
tomobile every few years. But the end result would be decreased efficiency
and less consumer satisfaction, both of which are characteristic of socialist
systems. If socialism worked, the economies of communist countries would
not have collapsed.

MONOPOLY VERSUS COMPETITION

Regardless of how administrative costs are measured, an article of faith
among single-payer advocates is that one insurer paying all bills is better than
several insurers competing against each other. But is that really true? To test
the assumption, consider the one group of Americans who have no choice of
primary insurer: senior citizens on Medicare. Despite its political popularity,
Medicare violates almost all of the principles of sound insurance. It pays too
many small bills the elderly could easily afford themselves while leaving
them exposed to thousands of dollars of potential out-of-pocket expenses, in-
cluding drug costs. For instance, each year about 750,000 Medicare benefici-
aries spend more than $5,000 out of pocket.7

To prevent financial devastation from these medical expenses, about two-
thirds of Medicare beneficiaries acquire supplemental insurance through a
former employer or direct purchase. However, most of these “Medigap” poli-
cies do not cover prescriptions and coverage is often incomplete among those
that do. Moreover, having a second health plan to fill the holes in the first is
wasteful. Seniors with Medigap insurance spend 30 percent more on health
care than those without it.8 To make matters worse, Congress recently passed
legislation that will create another optional benefit, covering prescription
drugs. Many seniors will soon be paying three premiums to three plans, with
all the waste and inefficiency that implies.

As we shall see in chapter 18, dollar for dollar, drugs offer a better return on
health care spending than other major therapies.9 Yet Medicare’s practice of cov-
ering very few prescription drugs encourages doctors and their patients to choose
physician and hospital services instead of less costly, more appropriate drug ther-
apies. Ironically, Medicare will pay to treat a stroke victim in a hospital, but will
not pay for the drugs that might have prevented the stroke in the first place.

Medicare’s benefit structure has failed to keep pace with modern medicine
in other ways. Medicare will pay to amputate the leg of a diabetic, but not for
the chronic care that could have made the amputation unnecessary. About 28
percent of all Medicare spending is for patients in the last year of life.10 Yet,
while spending billions on patients who are about to die, Medicare will not
pay for the common sense care that would prevent many premature deaths.
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Why is the Medicare program so bad? The answer is politics. Almost forty
years ago, when Congress created Medicare, the insurance was quite adequate.
In designing Medicare, Congress simply copied the standard Blue Cross plan of
the day, in part to placate special interest pressures from doctor and hospital or-
ganizations. Through the years, medical science has changed, medical econom-
ics has changed, and private insurance has changed. But Medicare has not.11

Once a huge spending program is in place, vested interest constituencies form
around every part of it. Whereas private insurance can change and adapt to mar-
ket conditions at the drop of a hat, even minor changes in Medicare take years.12

ADMINISTRATIVE COSTS OF PRIVATE INSURANCE

In general, critics have overestimated the size of private sector administrative
costs and underestimated the benefits. The presence of multiple payers in the
U.S. system reflects different tastes and preferences among consumers for such
amenities as varied levels of copayment, choice of physician network, limited
waiting for physician visits, and so forth. Additionally, all private health insur-
ance companies use a portion of a policyholder’s premium to assure the re-
maining funds are spent wisely, while providing quick and convenient service.
In doing so, American health plans control moral hazard (the tendency to over-
consume when the service is perceived as being free), rather than relying on
waiting lines to ration services. Americans pay for the ability to receive med-
ical services when needed rather than having to wait for treatment.

ADMINISTRATIVE COSTS OF PUBLIC PROGRAMS

As noted, a number of studies claim to show that the Canadian system is sim-
ply better at controlling administrative costs.13 However, these studies only fo-
cus on inputs into administration—administrative salaries, costs of paperwork,
and so forth. Health economist Patricia Danzon of the University of Pennsyl-
vania’s Wharton School of Business points out that a public insurer essentially
performs most of the same functions found in private insurance. It must reim-
burse providers for services performed, collect “premiums” (usually from
taxes) and attempt to control moral hazard (that is, limit utilization).14 Like-
wise, public insurers incur overhead costs, but these are often difficult to ana-
lyze using traditional cost accounting methods. Government accounting prac-
tices invariably underestimate the real cost of government provision of goods
and services. The true cost is often hidden in a complex bureaucratic reporting
and tracking system. In both Canada and the United States, auditing expenses
for health services are usually included in the budgets of other public agencies.
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Collecting taxes or lobbying for additional funding are not included in the
overhead expense of public programs, whereas collecting premiums and mar-
keting would count toward the cost of a private health insurer.

Cost comparisons also usually ignore the effects of administration on the
efficiency of the health care system in meeting consumer needs, says Danzon.
One cannot legitimately calculate administrative costs of single-payer health
systems without including adverse effects on patients. These include the ex-
cessive time patients spend waiting for treatment, lost productivity caused by
lack of advanced medical equipment, and reduced quality of life when certain
procedures are unavailable. For example, the physician fee structure found in
Canada is designed to limit the volume of procedures performed in doctors’
offices. As a result, patients are often forced to make multiple visits to get the
same services they could receive in one visit.

Actuary Mark Litow (M&R) estimated the hidden costs (inclusive of taxes)
in public programs. He found that Medicare and Medicaid spend 26.9 cents
for every dollar of benefits, compared to 16.2 cents spent by private insurance
(see figure 10.1).15 Thus, he estimates that government spends 66 percent
more than the private sector per dollar of benefits delivered.
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GOVERNMENT DISTORTIONS OF PRIVATE INSURANCE

Federal tax policy distorts the health care market by subsidizing health insur-
ance purchased through an employer and penalizing individuals who manage
their own health care dollars and pay medical bills directly. Under our tax sys-
tem, employees (through their employers) can spend unlimited amounts on
third-party health insurance, all tax free. At the same time, funds that middle-
income employees set aside as self-insurance to pay small medical bills typ-
ically face a 25 percent income tax, a 15.3 percent payroll tax (FICA, or Fed-
eral Insurance Contributions Act tax) and a 4, 5 or 6 percent state and local
income tax.16 In short, government takes almost half the deposit before it goes
into the employees’ saving account.

As a result of federal tax policies, most employees are overinsured. They
use third parties to pay for routine checkups, diagnostic tests and other small
medical bills that could more efficiently be paid out of pocket. Too much in-
surance encourages people to be wasteful health care consumers. It also adds
to administrative costs.17

REDUCING ADMINISTRATIVE COSTS 
WITH MEDICAL SAVINGS ACCOUNTS

A handful of countries have chosen a different way. In Singapore, workers are
required to deposit 6 percent of their salaries each year in personal medical
savings accounts (MSAs), also called Medisave accounts. When Singapore
residents need medical care, they pay the bills from their Medisave funds and
avoid many of the administrative burdens of health insurance. They also have
catastrophic insurance, which is mainly how they pay hospital bills.18

MSAs also exist in South Africa, where they are typically used to pay ex-
penses below the insurance deductible of about $1,200. Since their introduc-
tion in 1994, MSA plans have captured about 65 percent of the private insur-
ance market there. These plans have pioneered the use of debit cards to
withdraw funds from MSAs to pay for medical services, further reducing ad-
ministrative costs. Discovery Health, a private insurer, is developing the same
type of system for pharmaceutical purchases. Information from a Discovery
Health card (and the drug prescribed) is entered into the pharmacy computer.
The pharmacy then sends this information electronically to Discovery Health.
The insurer checks the patient’s MSA balance, verifies drug coverage and any
deductible and authorizes payment to the pharmacy.19

Dr. David Allen, the Kentucky network medical director for Aetna, esti-
mates that it costs Aetna close to five times more to process a claim submit-
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ted on paper than it does a claim submitted electronically.20 Several compa-
nies are experimenting with technology that would put a patient’s entire med-
ical record online.21 This would allow physicians immediate access to each
patient’s complete medical history. Putting medical records online could be
costly. But it might be less costly than the current system under which physi-
cians often treat patients without access to their records and spend far too
much of their time dealing with paperwork.22

Most medical bills could be paid by patients from health savings accounts
(HSAs) with debit cards, relying on third-party insurance to pay only cata-
strophic expenses.23 In August of 2003 the U.S. Internal Revenue Service
paved the way for widespread the use of debit cards to access personal health
accounts.24 This development is especially important since swiping a debit
card across a health care provider’s card reader bypasses much of the admin-
istrative burden of insurance billing and collecting. It is no coincidence that
most of these innovations are occurring in the United States or in countries
with less regulated health care systems.

Some patients in United States already have HSAs of one sort or another.
The Health Insurance Portability and Accountability Act (HIPAA) of 1996
created a five-year demonstration for MSAs, but imposed unnecessary re-
strictions on them.25 Although 750,000 accounts were allowed by the pilot
project, only an estimated 70,000 were actually created.

In a revenue ruling in June 2002, the IRS clarified the use of health reim-
bursement arrangements (HRAs) under section 105 of the IRS code. Within
one year about 1.5 million people were enrolled in these consumer-driven
health plans, and such plans are estimated to make up 20 percent of the group
market by 2005 and possibly as much as 50 percent by 2007.26

The Medicare Prescription Drug and Modernization Act (2003) created
HSAs, which have virtually none of the regulatory restrictions of MSAs and
which will replace them. In principle, HSAs are available to 250 million
(nonelderly) Americans. Like most personal health accounts, they will allow
employees to pay directly for medical expenses in conjunction with a high-
deductible health plan.27 Unused funds will roll over from year to year for fu-
ture use and accumulated balances will be available for medical expenses in
retirement.28
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MYTH NO. 11: UNDER SINGLE-PAYER 
NATIONAL HEALTH INSURANCE, HEALTH 

CARE DOLLARS WOULD BE ALLOCATED SO 
THAT THEY HAD THE GREATEST IMPACT ON HEALTH

The one characteristic of foreign health care systems that strikes American
observers as the most bizarre is the way in which limited resources are allo-
cated. Foreign governments do not merely deny lifesaving medical technol-
ogy to patients under national insurance schemes. They also take money that
could be spent saving lives and curing disease and spend it serving people
who are not seriously ill. Often, the spending has little if anything to do with
health care.

For example, the German health system spends billions of dollars on what
amounts to paid holidays. Up to nine million Germans annually take month-
long respites at spas and health resorts paid for by insurers. Some Germans
were outraged in 2003 when the health minister announced plans to cut this
benefit—as well as free cooking classes and taxi rides.1 While billions of
health care dollars are diverted for these frivolities, hospital care and drug
therapies are rationed.2

SPENDING PRIORITIES IN BRITAIN

The tendency throughout the British NHS is to divert funds from expensive
care for the small number who are seriously ill toward the large number who
seek relatively inexpensive services for minor ills. Take British ambulance
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service, for example. British “patients” take between eighteen and nineteen
million ambulance rides each year—about one ride for every three people in
Britain.3 Almost 80 percent of these rides are for such nonemergency pur-
poses as taking an outpatient to a hospital or a senior to a pharmacy and
amount to little more than free taxi service.

While thousands of people die each year from lack of kidney dialysis, the
NHS provides an array of comforts for chronically ill people with less seri-
ous health problems. As table 11.1 shows, the NHS provides nonmedical ser-
vices to about 1.5 million people a year. These include day care services to
more than 260,000, home care or home help services to 578,000, home alter-
ations for 375,000 and occupational therapy for 300,000.4

In our study of the British NHS a decade ago, we wrote5

If the NHS did nothing more than charge patients the full costs of their sleeping
pills and tranquilizers, enough money would be freed to treat 10,000 to 15,000
additional cancer patients each year and save the lives of an additional 3,000
kidney patients. Yet such options are not seriously considered.

Although we have not updated those calculations, it would appear that
there has been little change in NHS priorities in the interim.

More than one million people are waiting to be admitted to NHS hospitals,6

but the equivalent of 1,692 full-time doctors are tied up waiting for patients
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who do not appear for appointments or call to cancel.7 If the NHS did noth-
ing more than charge patients the full costs of missed appointments, it would
free up enough money to treat thousands of additional cancer patients each
year. Yet, again, such options are not seriously considered.8

SPENDING PRIORITIES: GENERAL
PRACTITIONERS VERSUS SPECIALISTS

Another indicator of spending priorities is the degree to which countries al-
low physicians to specialize. In general, countries with national health insur-
ance tend to encourage routine medical services for the vast majority of peo-
ple who are healthy at the expense of specialized care for the few who are
seriously ill. While only 11 percent of American physicians are engaged in
general practice or family practice,9

• In Canada, just over half of all physicians are GPs.10

• In New Zealand, nearly half of all physicians are GPs.11

• Approximately two in three Australian physicians are GPs.12

In general, Canadians have little trouble seeing a GP. But specialist ser-
vices and sophisticated equipment are increasingly rationed. In 2003, for ex-
ample, Canadians waited an average of 8.3 weeks to see a specialist. How-
ever, as noted above, waiting can be much longer depending upon the
province and the type of specialist. For instance, the median wait to see an or-
thopedic surgeon is 13.3 weeks for an initial consultation, with an additional
wait of 18.9 weeks for treatment. This makes for a total wait of almost eight
months.13
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MYTH NO. 12: A SINGLE-PAYER 
NATIONAL HEALTH CARE SYSTEM WOULD 

LOWER HEALTH CARE COSTS BECAUSE PREVENTIVE
HEALTH SERVICES WOULD BE MORE WIDELY AVAILABLE

A common argument for national health insurance is that when care is “free”
at the point of service people will more readily seek preventive services. Con-
sequently, it is argued, money will be saved when doctors catch conditions in
their early stages, before they develop into more costly-to-treat diseases. Yet,
it turns out that patients in government-run health care systems do not get
more preventive care than Americans do. And even if they did, that would not
save the government money.

PREVENTION VERSUS PREVENTIVE CARE

A distinction should be made between “prevention” and “preventive medical
care.” Anything that can prevent a disease can be labeled prevention. This can
include eating a proper diet, getting adequate exercise, losing excess weight,
abstaining from smoking, drinking only in moderation and proper personal san-
itation. Preventive medical care, on the other hand, is a much narrower concept.
It includes regular exams and screening tests designed to catch a disease or a
health problem in its early stages. It also covers medical interventions, such as
vaccinations, designed to protect against disease. Most of the time, preventive
care is like a consumer good that creates benefits in return for a cost; it is not
like an investment good that promises a positive economic rate of return.
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Poor lifestyle choices are responsible for a significant portion of the bur-
den of disease on society. Better choices reduce the incidence of disease and
disability. National health expenditures would be lower if everyone practiced
prevention through adopting healthy lifestyles. For example, we now know
that prevention of heart disease and strokes through lifestyle changes is pos-
sible. The same is appears to be true of much diabetes and many cancers.

Most of the greatest public health triumphs in the twentieth century relate
to prevention. In fact, according to public health experts, most of the in-
creases in life expectancy over the last 100 years have resulted from im-
provements in public health rather than advances in medicine. These include
such public health efforts as providing clean drinking water and improving
sanitation. Worldwide, only a few medical advances, such as vaccination,
have contributed to an overall increase in longevity.1

DO PREVENTIVE SERVICES SAVE MONEY?

Careful studies show that preventive medicine generally raises rather than
lowers overall health care costs. As one observer put it, “nearly every aspect
of preventive care has crashed upon the rocky shore of added costs.”2 These
include vaccination, which is one of the few preventive medical interventions
that saves more money than it costs.3 Very few medical procedures, including
preventive or diagnostic procedures, pay for themselves in terms of a net life-
time reduction in total health care costs.4 A study by the U.S. Office of Tech-
nology Assessment found only three kinds of preventive care save money:
prenatal care for poor women, tests in newborns for certain congenital disor-
ders and most childhood immunizations.5 Other studies indicate that smoking
cessation advice is another.6

However, Pap smears do not save money. Nor do mammograms. Nor do
most other tests.7 It is true that diagnosing cancer early lowers treatment costs
for the patient found to have the disease. But in order to find that patient
through screening, the diagnostic test must be given to thousands of healthy
patients. When all costs are considered, the extra costs of screening the
healthy swamp the reduced costs of treating the few found to have the dis-
ease.8

That preventive care usually adds to overall health care costs does not
mean that it is not valuable. For instance, diagnostic tests showing that no dis-
ease is present benefits patients by relieving anxiety and creating reassurance
of health. But we need to compare the money spent with the benefits re-
ceived. Take breast cancer, for example. Figure 12.1 shows the cost of screen-
ing, including the costs of treatment for those discovered to have cancer, per
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year of life saved as a result of the screening and subsequent treatment for
breast cancer. As the figure shows, giving regular mammograms to women
age fifty-five to sixty-four costs about $110,000 for every year of life saved
as a result of the screening, when all costs are considered. For women in their
forties, the costs jump considerably, to $190,000 for each year of life saved.

This does not mean that mammograms are wasteful. To the contrary, they
are a reasonable investment for many women. Economists have found that the
price people are willing to pay to avoid various risks is in the range of
$75,000 to $150,000 for each year of life saved.9 Note that this is not the
amount of money people are willing to pay to purchase an extra year of life.
These numbers are implied by the amounts people are willing to pay to avoid
risk when the risk is small and the amount of money also is small, such as the
extra wages required to induce people to work in riskier jobs. Since the trade-
offs for mammograms shown in the figure are near or in this range, regular
mammograms are probably worthwhile for most women.

Similar considerations apply to some Pap smear exams for cervical cancer.
Figure 12.2 shows the following:

• Screening young women every four years for cervical cancer costs less than
$12,000 for each year of life saved.
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• More frequent screening causes the costs to soar from about $220,000 per
year of life saved at three-year intervals (as opposed to four-year intervals)
to about $310,000 at two-year intervals (as opposed to three).

• Giving Pap smears every year (as opposed to every other year) is really ex-
pensive: almost $1.5 million per year of life saved.

Pap smear screening, even every fourth year, costs money; it does not save
money. However, four-year cervical cancer tests are a very good buy in the
business of risk avoidance. To put this figure in perspective, we note that
there is a better payoff from wearing seatbelts in automobiles. But four-year
cervical cancer testing is a better buy than air bags. More frequent screenings,
however, make the costs rise rapidly in relation to the benefits. Despite the
preference of many doctors for annual screening, the trade-off is well outside
the range of choices people make to avoid risk in other walks of life.

Now suppose we ignore costs and ask: What is the right number of Pap
smears from a purely medical point of view? There is no right answer. Four-
year Pap smears produce a medical benefit. Annual Pap smears produce a big-
ger benefit. One presumes that monthly Pap smears would further enhance
the benefit. Medical science alone cannot justify one frequency over any
other, unless one adopts the untenable position that people should obtain any
and all diagnostic tests that offer any possible medical benefit.
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PREVENTIVE CARE IN THE UNITED KINGDOM

One might suppose that a system of “free” public health care would offer
more preventive medicine. After all, if people face no financial deterrent to
doctor visits, they should be more likely to take advantage of diagnostic tests
that can detect diseases in their early states. Yet, there is no evidence that this
happens. For example, estimates are that one out of every two diabetics goes
undiagnosed10 both in the United States and in Britain.

Preventive care may, in fact, be less available under a single-payer system
because care is free. A comparison of American and British physicians in the
1990s found that the British saw a physician almost as often as Americans
(about six times a year).11 Yet, when Americans did see a doctor, the consul-
tation was six times as likely to last more than twenty minutes (see figure
12.3).12 A recent survey of 200 British GPs and more than 2,000 consumers
found that 87 percent of smokers want more advice and help in quitting from
their GPs. But 93 percent of GPs say they lack the time to give such advice.13

A similar problem apparently exists in all countries. An American Journal of
Public Health study concluded that if general internists with an average panel
of adult patients provided all the recommended preventive care, that care
would consume most of their days.14

Because Britons perceive doctor visits to be free, an inordinate proportion
of their physician visits are for trivial complaints. To handle the caseload,
British doctors spend less time with each patient. Moreover, as discussed
above, British physicians have much less access to diagnostic equipment and
must send their patients to hospitals even for chest X-rays and simple blood
tests. Britain did not offer breast cancer screening until the late 1980s to early
1990s. The high breast cancer mortality rate in Britain may to some extent re-
flect the lack of screenings in the past.15

PREVENTIVE CARE IN CANADA

Physician time constraints are also a problem in Canada. On a per capita basis,
Canadians visit physicians 10 percent more often than Americans do, but it is
not clear that they receive more services. Apparently, more Canadian physician
time is spent on (arguably) trivial conditions such as colds, sore throats or up-
set stomachs.16 As figure 12.3 suggests, patients spend more time with physi-
cians in the United States than in Canada.17 Also, in Canada, fee structures are
designed to discourage physicians from providing office-based procedures. The
only office-based work physicians can bill for is the time they spend examin-
ing and evaluating patients. They cannot bill for diagnostic tests.18
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The amount of preventive care people get under single-payer systems ap-
pears to be based more on socioeconomic status and education than on
whether medical care is free or not. For example, studies comparing women
in Ontario and in two areas of the United States found that in both countries
their chances of receiving a Pap smear or clinical breast cancer screening in-
creased with education and income regardless of whether a woman had health
insurance.19

INTERNATIONAL COMPARISON 
OF CANCER PREVENTION

International comparisons are difficult at best, but there is evidence that prob-
lems exist in many countries with socialized health care systems. One inter-
national measure is “potential years of life lost” (PYLL) per 100,000 popula-
tion.20 This measure attempts to calculate the years of life lost needlessly
because of a lack of preventive care. At 211 years of life lost for every
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100,000 people, Canada edges out the U.S. rate of 214. At 224, 226 and 232,
respectively, France, Australia and Germany are trailing. And many countries
fare far worse, including 263 “life years” lost in Britain, 288 in the Nether-
lands, 291 in New Zealand and Ireland, and 305 in Denmark. As noted in
chapter 6, a far higher proportion of women with breast cancer succumb to
the disease in other countries than in the United States. The reasons for this
are many, but poor screening programs may contribute.
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MYTH NO. 13: SINGLE-PAYER 
NATIONAL HEALTH INSURANCE IS THE 

SOLUTION TO THE PROBLEMS OF MANAGED CARE

Although the term managed care means different things to different people,
in all its guises it involves interference in the doctor-patient relationship by
third-party bureaucracies (employers and insurance companies, for example)
whose primary interest is in controlling costs. Most doctors and many patients
want a different system. But would they really be better off under single-
payer national health insurance? Because of doctors’ frustrations with man-
aged care, a national health system might seem appealing. Some believe it
would reduce administrative paperwork, overhead costs and allow physicians
to spend more time treating patients. However, physicians in countries with
national health insurance also express frustration. They are able to spend even
less time than U.S. physicians with each patient, face more obstacles to pro-
viding care and receive even less compensation. Despite American physi-
cians’ frustration with uninsured patients and managed care, these problems
seem to pale in comparison with the lack of resources and bureaucratic has-
sles experienced by their national health insurance counterparts.

THE MANAGED CARE 
REVOLUTION IN THE UNITED STATES

In 1980 fewer than ten million people were enrolled in HMOs. Today nearly
seventy-two million are, about one in four Americans.1 Three-fourths of all
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employees with health insurance are covered by some type of managed care.
What difference has this change made?

For starters, it has meant fewer choices for patients and doctors. Only a few
years ago, a person with private health insurance could see any doctor, enter
any hospital or (with a prescription) obtain any drug. Today things are differ-
ent. In general, patients must choose from a list of approved doctors covered
by their health plans. Yet, employers switch health plans and, even if they
don’t, employees often switch jobs. So long-term relationships between pa-
tients and physicians are hard to form. Moreover, many people cannot see a
specialist without a referral from a “gatekeeper” family physician and or even
get treatment at a hospital emergency room without prior (telephone) ap-
proval from their managed care organization. Patients who fail to follow the
rules may have to pay part or all of the bill out of their own pockets.

Under managed care, freedom of choice has been curtailed even more for doc-
tors than for patients. Not long ago, most doctors ordered tests, prescribed drugs,
admitted patients to hospitals or referred them to specialists and performed pro-
cedures based on their own experience and professional judgment. No longer.
Now doctors who want to be on the “approved” list must agree to practice med-
icine based on a health plan’s guidelines. For most doctors, the guidelines mean
fewer tests, fewer referrals and fewer hospital admissions. Since the advent of
managed care, many doctors complain that they are under pressure to spend less
time with each patient. Doctors also say they spend too much time and effort on
billing, negotiating fees and interpreting insurance contracts.

How well has managed care succeeded in controlling costs? That’s not clear.
There is some evidence of success in the 1990s. But by the end of the decade,
managed care plans faced a backlash from patients and doctors. In response, the
plans began to loosen their control over patient access to specialists and expen-
sive treatments and the rate of increase in health care costs began to rise.2

There is also evidence that people dislike the idea of managed care more than
they dislike managed care itself. Polls show that, although 80 percent of people
are satisfied with the care they receive from their HMO, 45 percent have nega-
tive opinions about HMOs in general.3 Another recent survey tracked people
who were unaware of their true insurance status. People who thought they were
HMO members even if they were not were more likely to say they were dissat-
isfied than those who thought they were not in an HMO even though they were.4

EFFECTS OF SINGLE-PAYER 
HEALTH INSURANCE ON PATIENTS

American advocates of single-payer health insurance say that such a system
would resolve virtually all of the major abuses of managed care.5
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Would it? Consider the principal patient criticisms of managed care: (1)
you may not be able to see a specialist when you want to; (2) you might not
obtain expensive tests; (3) you may experience obstacles getting approval for
surgery; and (4) you may have difficulty getting approval to enter a hospital.
Yet, the problems American HMO enrollees face are minor compared to the
hurdles faced by patients in other countries.

Almost all single-payer systems require patients to go through a gatekeeper
who decides whether the patient gets a referral to a specialist. They also limit
the number of specialists. Access to expensive technology is more difficult in
single-payer systems than for patients in any managed care organization in
the United States. Expensive technologies are rationed, including equipment
necessary for diagnosis and treatment, such as MRIs. Admissions to hospitals
are often cancelled or delayed.

As we noted in chapter 8, a recent study in the British Medical Journal
compared services delivered by the British NHS with that of the California
HMO, Kaiser Permanente. The study found the NHS provides far fewer ser-
vices and less access to diagnostic tests and specialists than Kaiser, for only
slightly less money.6

To make matters worse, advocates of single-payer insurance would take
away an important right that all managed care patients currently have, the
right to purchase their own care. Denied access to a specialist, U.S. patients
can always go out of network and pay the cost themselves. Denied access to
a diagnostic test, patients can pay for the test from their own resources. If the
American advocates of single-payer insurance get their way, these private pay
options will be outlawed.

EFFECTS OF SINGLE-PAYER HEALTH INSURANCE ON
DOCTORS: LIMITING THE NUMBER OF PHYSICIANS

In countries with national health insurance, governments often attempt to
limit demand for medical services by having fewer physicians.7 Dr. Lorne
Tyrrell, president of the Association of Canadian Medical Colleges, says
Canada needs about 540 new physicians each year to account for population
growth and another 1,950 to counter attrition.8 However, since 1980 Canada
has as a matter of policy reduced the number of students accepted by its six-
teen medical schools to 1,577 per year, which is only 63 percent of the num-
ber it needs.9

There are approximately five qualified applicants for every one accepted to
Canadian medical schools, and Canada has 35 percent fewer physicians per
capita than the United States (see figure 13.1). Some students, unable to gain
admission, have opted to study medicine in other countries. Despite the short-
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age of physicians, few of these foreign-trained Canadian doctors will ever be
allowed to practice in Canada. Medical students are required to complete a
Canadian residency program in order to practice there. But health authorities
limit the number of residency slots to 100 for each 100 graduates of Canadian
medical schools. For instance, the four medical schools in Quebec may only
recruit a combined total of eight foreign medical graduates each year.10 In
most cases, the only way a foreign-trained physician can gain admission to a
residency program is by promising to practice for a number of years in an un-
derserved area.11

By contrast, about 16,000 students a year graduate from U.S. medical
schools and enter graduate medical training. In addition, more than 5,100
foreign-trained medical graduates enter residency programs each year in the
United States. Around 23 percent of these are U.S. citizens trained abroad
while almost 40 percent are U.S. permanent residents. About one-third are
non-U.S. citizens. There are virtually no restrictions on the number of gradu-
ate medical education programs, and no restrictions on the number of spe-
cialists.12
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EFFECTS OF SINGLE-PAYER HEALTH INSURANCE 
ON DOCTORS: MORE PATIENTS, LESS TIME

Because there are fewer physicians, doctors who practice medicine under
single-payer systems must see larger numbers of patients for shorter periods of
time. As figure 13.2 shows, U.S. physicians see an average of 2,222 patients per
year, but physicians in Canada and Britain see an average of 3,143 and 3,176,
respectively.13 Family practitioners in Canada bear even higher patient loads—
on the average, more than 6,000 per year.14 Thus, it is not surprising that 30 per-
cent of American patients spend more than twenty minutes with their doctor on
a visit, compared to 20 percent in Canada and only 5 percent in Britain.15

In a recent survey, 30 percent of Canadians reported having difficulty find-
ing a family physician. The survey also found16

• Most family doctors’ practices are full, and about 73 percent of all family
practitioners do not routinely accept new patients.

• Of Canadian family physicians, more than 15 percent announced plans to
stop practicing medicine in Canada in order to retire, practice in another
country or for “other reasons” within the next two years.

• An additional 12.6 percent planned on taking a leave of absence or relocat-
ing their Canadian practice within the next two years.
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The College of Family Physicians of Canada, which conducted the survey,
concluded that the country needs 3,000 more family physicians now and pre-
dicted the shortage would worsen.

EFFECTS OF SINGLE-PAYER HEALTH INSURANCE 
ON DOCTORS: PHYSICIAN COMPENSATION

Like managed care organizations, one way single-payer systems try to reduce
health expenditures is by squeezing the compensation of doctors, nurses and
other health care workers. But a single-payer system can squeeze physicians’
compensation much more effectively because it is a monopsony, a single
buyer of a given good or service. Just as a monopoly seller can raise prices
above the competitive market level, a monopsony buyer can reduce wages
and fees below the market level.17 As the Physicians’ Working Group for
Single-Payer National Health Insurance approvingly notes, “Such single
source (monopsony) payment has been the cornerstone of cost containment
and health planning in Canada and other nations with universal coverage.”18

A Commonwealth Fund analysis compared physician incomes across coun-
tries after adjusting for differences in the cost of living. It found that doctors in
other industrialized countries earn much less than those in the United States. As
figure 13.3 shows, on the average doctors in Canada and Germany earn about
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half as much; those in Austria, France and Britain earn less than one-third as
much; and those in Finland, Norway and Sweden earn one-fourth as much.19

Advocates also would discourage a physician’s entrepreneurial activities.
As proposed by Physicians for a National Health Insurance Program, for ex-
ample, doctors would be paid a negotiated fee for their work and the services
of their support staff. As a cost-saving measure to reduce “medical inflation,”
physicians would not be reimbursed for office-based procedures such as an
MRI scan. The reason for this approach is to minimize “entrepreneurial in-
centives,”20 a euphemism for profiting by meeting patient needs.

EFFECTS OF SINGLE-PAYER HEALTH INSURANCE 
ON DOCTORS: PHYSICIAN DISCONTENT IN BRITAIN

Dr. Michael Gross, a prominent neurologist, reported that he was on call
4,000 consecutive days at the Surrey & Sussex Healthcare Trust near London.
After thirty-one years without a computer, and sharing one telephone with
four other doctors, he finally resigned from the NHS when his neurological
department was abolished.21 His case is not surprising or isolated. Conditions
in Britain’s NHS are dismal by U.S. standards. British workloads are heavier
and compensation is lower. Physicians have expressed growing dissatisfac-
tion.22 For example:

• In 2001, hundreds of family doctors announced plans to close their offices
for a day to protest working conditions.23

• Between 20 percent and 25 percent of new doctors leave the NHS within
five years of qualifying to practice medicine in Britain; many migrate to
other countries or leave the medical profession altogether.24

• A study of medical graduates in Northwest England found that almost one-
fifth had become disillusioned with the NHS and left over a ten-year pe-
riod.25

• A survey of Scottish GPs found that 60 percent were considering leaving
medicine for other careers because of working conditions.26

A BETTER ALTERNATIVE TO MANAGED CARE: HSAS27

As noted in the introduction, someone has to choose between health care and
other uses of money. That someone may be: (1) a government-created bu-
reaucracy, (2) a private-sector bureaucracy or (3) patients making their own
decisions in consultation with doctors. The first is the method of single-payer
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national health insurance. The second is the method of managed care. And the
third is envisioned in the creation of HSAs.

Even though savings accounts from which patients can pay medical bills di-
rectly have existed for a decade in South Africa28 and for two decades in Sin-
gapore,29 they are a relatively new idea in the United States. At the end of 2003,
for example, only about 70,000 people had a tax-free MSA and an estimated 1.5
million had an HRA. The number of these accounts, which we described in
chapter 10, is quite small for a country of almost 300 million people.

Despite our limited experience, the very idea of patient power generates in-
tense opposition among people and organizations, ranging from Senator Ed-
ward Kennedy to Families USA to Consumers Union. We know from partic-
ipation in public debates that critics often have very little direct knowledge
about HSAs or similar accounts. They have never seen one. They have never
owned one. They don’t know anyone else who has ever owned one. But this
lack of knowledge and experience has in no way tempered the knee-jerk zeal
of the opponents.

Rhetoric aside, careful studies of the accounts do not bear out the argu-
ments of the critics. Although critics claim people skimp on needed medical
care in order to save money, the evidence shows otherwise. A Rand Health In-
surance Experiment, conducted more than two decades ago, randomly as-
signed people to high-deductible (about $3,000 at today’s prices) health plans
and plans that made health care free of charge. Both groups had similar health
outcomes even though those with high-deductible plans spent less on health
care.30 Similarly, a National Center for Policy Analysis study of South Africa
found no evidence that MSA holders skimp on needed care.31

Although critics claim that HSAs will not control costs, in the Rand ex-
periment patients with high deductibles spent about 30 percent less on health
care. Similar results have been reported from South Africa.32 For prescription
drugs in particular, a second NCPA study concluded that patients managing
their own health care funds saved just as much as those in managed care, but
without the cost of managed care.33

Although critics claim that health accounts help only the healthy and the
wealthy, studies also rebut this criticism. A separate Rand study found that
when given a choice of MSAs or managed care plans, the families that chose
MSAs had lower incomes and greater health care needs than families that
chose managed care.34 The Urban Institute has concluded, “on average,
lower-wage workers would benefit from switching to MSA/catastrophic
plans.”35 The NCPA’s study of the South Africa experience concluded that
MSA holders were not healthier as a group.36

Critics also charge that patients with health accounts will pay higher prices
because they do not have the bargaining power of large institutional buyers.
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Yet, in virtually all MSA plans, patients spending from their MSAs pay the
same prices their third-party insurer pay—rates negotiated with provider net-
works. Even when they go outside of the network, patients spending their
own money often pay lower prices than large insurers because doctors are
willing to give discounts if they can avoid the costs of dealing with bureau-
cracies.

CASE STUDY: COSMETIC SURGERY

Prices for medical services have been rising faster than prices of other goods
and services for as long as anyone can remember. But not all health care
prices are rising. Although health care inflation is robust for those services
paid by third-party insurance, prices are rising only moderately for services
patients buy directly. As figure 13.4 shows, the real (inflation-adjusted) price
of cosmetic surgery fell over the past decade, despite a huge increase in de-
mand and considerable innovation.
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Cosmetic surgery is one of the few types of medical care for which con-
sumers pay almost exclusively out of pocket. Even so, the demand for cos-
metic surgery exploded in recent years. Of the 6.6 million cosmetic proce-
dures performed in 2002, 1.6 million were surgical procedures, nearly four
times the number performed in 1992. Despite the quadrupling of the number
of surgeries, cosmetic surgeons’ fees remained relatively stable. What ex-
plains this price stability? One reason is patient behavior. When patients pay
with their own money, they have an incentive to be savvy consumers. A sec-
ond reason is supply. As more people demanded the procedures, more sur-
geons began to provide them. Since almost any licensed medical doctor may
obtain training and perform cosmetic procedures, entry into the field is rela-
tively easy. A third reason is efficiency. Many providers have operating facil-
ities located in their offices, a less expensive alternative to outpatient surgery
at a hospital. Surgeons generally adjust their fees to stay competitive and usu-
ally quote patients a package price. Absent are the gatekeepers, prior author-
ization and large medical office billing staffs needed when third-party insur-
ance pays the fees. A fourth reason is the emergence of substitute products
(see below).

Web sites help create a competitive market for cosmetic procedures. One,
www.Bidforsurgery.com, is a reverse auction site that works much like eBay.
Physicians submit competitive bids to perform procedures. The potential pa-
tient compares bids and quality indicators—information on residency, educa-
tion, board certifications, and so forth. Patients can select a bid from among
those physicians bidding or reject them all. If the patient does choose one of
the bids, he or she gets a free consultation with the selected physician before
making a final commitment.

A common perception is that innovation results in health care inflation. But
in cosmetic surgery, innovation often lowers the cost. Take facelifts, for ex-
ample. Surgical fees for facelifts increased only 20 percent between 1992 and
2001 (which in real terms is a price reduction), according to data from the
American Society of Plastic Surgeons.

Holding the cost of facelift surgery in check were cheaper procedures de-
signed to reduce the appearance of aging. Laser resurfacing ($2,232) can re-
place or delay surgical facelifts in some patients. Retin-A treatments ($124
per visit), botox injections ($388), collagen injections ($333), chemical peels
($516), dermabrasion ($1,254) and fat injection ($1,053) are other facelift al-
ternatives. These less invasive (and less expensive) procedures may be at-
tractive, compared to a facelift costing $5,007 in surgeons’ fees alone. Cos-
metic surgeons also have incentives to find new products to meet customer
needs. Laser hair removal, for example, is now common.
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The contrast between cosmetic surgery and other medical services is im-
portant. One sector has a competitive marketplace and stable prices. The
other does not.
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MYTH NO. 14: A SINGLE-PAYER NATIONAL
HEALTH CARE SYSTEM WOULD IMPROVE 

U.S. COMPETITIVENESS IN INTERNATIONAL
MARKETS AND BENEFIT AMERICAN WORKERS

Nearly two-thirds of Americans receive health care coverage through their
employer. Some critics argue that the high health care costs borne by em-
ployers make U.S. products less competitive in the international marketplace
and therefore harm American workers.1 They assert that the cost of employer-
provided health insurance adds to the price of American products, whereas a
single-payer system would make American manufacturers more competitive
by relieving employers of those costs. However, these assertions are wrong.

There is no evidence that the cost of private health insurance adds anything
to the price of goods and services sold in the marketplace.2 Health insurance
is simply one element in a workers’ total compensation package. It is a non-
taxable fringe benefit provided to workers in lieu of money wages. Benefits
for most American workers have grown from less than 19 percent of payroll
in 1951 to nearly 39 percent today.3 This reflects the fact that workers, faced
with taxes on wage income, have increasingly preferred to receive a larger
portion of their compensation in the form of nontaxed benefits.4 However,
workers’ total compensation depends on what they produce, not what they
consume.

The fact that Americans spend a greater proportion of their income on
health care and a smaller proportion on other goods and services does not put
us at a competitive disadvantage relative to other countries.5 The same prin-
ciple applies to other countries. For example, the Japanese spend a greater
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proportion of their income on food, but that doesn’t mean that food con-
sumption adds to the price of a Japanese car. Canadians spend a greater pro-
portion of their income on education, but that doesn’t mean that education
adds to the price of Canadian lumber. These international differences merely
reflect consumer preferences and consumer product prices.

A single-payer health insurance system, however, would reduce our inter-
national competitiveness. Consider the impact such systems have already had
on the competitiveness of European countries. Taxes are a higher percentage
of national income in all of these countries than in the United States, and
health expenditures are a higher proportion of government budgets. High tax
burdens are associated with lower rates of economic growth, job creation and
income. Thus, national health insurance has contributed to high unemploy-
ment and increasing labor costs in Europe.

Health insurance benefits voluntarily provided by employers do not raise
their labor costs. But when employers are required to pay the government
for each worker they employ at a rate that bears no relation to the cost of
health care consumed by those employees or the value of their work, it
raises an employer’s labor costs. For example, Germany’s sickness insur-
ance funds are financed by compulsory contributions of 13.5 percent of
payroll, shared equally by employers and employees.6 In France, health
care is financed by a payroll tax of 12.8 percent on employers and 0.75 per-
cent on employees; additionally, employees pay 7.5 percent of all income
(including interest, dividends and other earnings) as a general social contri-
bution, most of which goes to health insurance. Many also contribute an ad-
ditional 2.5 percent to insurers for a total cost of more than 20 percent of
payroll for heath care.7

Not only would a single-payer health insurance system require additional
taxes on American industries, it would also redistribute income among pro-
ducers in different industries. On the whole, a single-payer health insurance
system would impose extra taxes on U.S. exporting industries and use the
proceeds of those taxes to subsidize other industries. The industries that
would receive subsidies contribute mostly to domestic rather than interna-
tional markets. The industries that would be penalized are the manufacturers
that provide most of our exports.8

Almost a quarter of the federal budget goes to defense spending, whereas
our trading partners spend far less. Yet, taxes are lower in the United States
than in most other developed countries. As figure 14.1 shows, only Japan
currently has a tax burden as low as ours.9 Moreover, the United States reg-
ularly ranks as the most economically competitive nation in the world.10

Evidently, the lack of single-payer health care has not harmed its ability to
compete.
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MYTH NO. 15: SINGLE-PAYER NATIONAL HEALTH
INSURANCE WOULD BENEFIT AMERICA’S ELDERLY

If the experience of other countries is any guide, the elderly have the most to
lose under a national health insurance system. In general, when health care is
rationed, the young get preferential treatment, while older patients get pushed
to the rear of the waiting lines.

AGE DISCRIMINATION IN BRITAIN

Elderly Britons are generally able to schedule appointments with GPs and can
usually gain access to medical facilities, albeit with difficulty. However,
many do not receive the treatment and specialized care they need. Access to
both emergency and nonemergency surgery is limited, as younger, healthier
patients are given priority and allowed to pass the seniors in queue. In Britain,
what is termed ageism has been discussed extensively in medical circles and
in the popular media.1

• Extrapolating from a Gallup survey, the charity Age Concern estimated that
one in ten people, or nearly two million, notice a difference in the way they
are treated by the NHS after their fiftieth birthday.2

• One in twenty people over age sixty-five said they had been refused treat-
ment; and many said their doctors told them the money would be better
spent treating younger patients.3
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• A British newspaper, The Observer, says, “[T]he NHS suffers from ‘en-
trenched ageism,’ with elderly patients receiving lower standards of care
and less respectful treatment than the rest of the population.”4

• Although more than one-third of all diagnosed cancers occur in patients
seventy-five years of age or older, most cancer-screening programs in the
NHS do not include people over age sixty-five.5

• The British Thoracic Society and the Society of Cardiothoracic Surgeons of
Great Britain and Ireland reported that only one in fifty lung cancer patients
over age seventy-five receives surgery.6

• In one particularly disturbing case, BBC News alleged that sixty seniors
died after being deprived of food and water by hospital staff in an effort to
free up hospital beds.7

Age discrimination is not just an action of individual doctors or hospital
staff. In countries with single-payer health insurance systems, denial of care
to the elderly is an institutional choice.8 For example, guidelines issued by the
British Medical Association allow NHS doctors to withdraw food and water
given by tube to elderly patients suffering from severe stroke and dementia
even if they are not facing imminent death.9 In an effort to curb costs, the
NHS has cut the number of geriatric beds in British hospitals by 50 percent
over the past twenty years.10

Some NHS critics claim that its policies toward the elderly deliberately aim
to eliminate the burden they place on the system and amount to a strategy of
involuntary euthanasia.11 This may help explain why the number of senior cit-
izens deaths per capita from pneumonia is much higher in Britain that in the
United States. For instance12:

• Deaths from pneumonia for patients between the age of sixty-five and
seventy-four are more than double in Britain compared to the United States.

• Almost three times as many British males aged seventy-five and above die
of pneumonia than comparable American males—1,304 per 100,000 ver-
sus 492.

• More than three times as many British females aged seventy-five and above
die of pneumonia than comparable American females—1,233 per 100,000
versus 385.

AGE DISCRIMINATION IN NEW ZEALAND

New Zealand’s guidelines for end state renal failure programs say that age
should not be the sole factor in determining eligibility, but that “in usual cir-
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cumstances, people over seventy-five should not be accepted.” Since New
Zealand has no private dialysis facilities, this amounts to a death sentence for
elderly patients with kidney failure.13

INTERNATIONAL COMPARISONS

How serious is the problem of restricted access to lifesaving care and med-
ical technology for elderly patients? Lacking hard data, one can only specu-
late. As noted above, health economists are reluctant to take population mor-
tality rates as an indicator of health care quality, at least among developed
countries. Whether a person lives or dies in any given year is more likely a
result of that person’s lifestyle and environment than anything hospitals or
doctors do.14 Despite these caveats, if the health care system affects life ex-
pectancy in any population group, it is likely to be the elderly. International
statistics on population mortality are consistent with the proposition that the

The Elderly 149

04-130 (16) Ch 15  4/8/04  10:22 AM  Page 149



elderly have the most to lose by nonprice rationing of medical care. Accord-
ing to one study,15

• Although there is very little relationship between health care spending and
life expectancy at birth in OECD countries, at age eighty there is a signifi-
cant correlation.

• An eighty-year-old U.S. female can expect to live almost a year longer than
her British counterpart.

• An eighty-year-old U.S. male can expect to live a half-year longer than his
British counterpart.

As the portion of the population that is elderly continues to grow in devel-
oped countries, seniors’ access to health care in countries with a single-payer
health insurance system is likely to deteriorate further. These countries will
increasingly face the unpleasant choice of raising taxes or providing less care.

The vast majority of elderly citizens in the United States are enrolled in
Medicare. As we note at several points in this book, this system is far from
perfect. Nonetheless, with some exceptions discussed in Myth 1, Medicare
gives seniors access to virtually all that the U.S. health care system has to of-
fer. Compared to seniors in other countries, America’s seniors are truly sitting
in the cat bird’s seat.

Some have suggested creating a single-payer program in this country by
letting everyone join Medicare. But that would be a disaster for the elderly.
Under the current system, the federal government uses its monopsonistic bar-
gaining power to pay what often amounts to below market prices for the ser-
vices of doctors and hospitals.16 Until now, however, providers have largely
been able to cross subsidize—to make up for low Medicare payments by
charging private payers more.17 If everyone were in Medicare, no one would
be left to shift costs to. Faced with too little reimbursement, providers would
have to ration care. In that eventuality, elderly patients would almost certainly
be pushed to the rear of the rationing lines.
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MYTH NO. 16: SINGLE-PAYER NATIONAL HEALTH
INSURANCE WOULD BENEFIT RACIAL MINORITIES

Critics of the U.S. health care system often point to the disadvantages faced
by minorities. On the average, African Americans and Hispanic Americans
are less likely than whites to have health insurance, see a physician or enter a
hospital. But is single-payer health insurance the answer? Empirical studies
show that minorities also face medical discrimination under systems of na-
tional health insurance.1 In fact, they often fare worse.

In a market where prices are used to allocate resources, goods and services
are rationed by price. Willingness to pay, rather than race or political connec-
tions, determines which individuals utilize resources. In a nonmarket system,
things are very different. Unable to discriminate on the basis of price, suppli-
ers of services must discriminate among potential customers based on other
factors. Race and ethnic background are invariably among those factors.2

RACIAL DISCRIMINATION IN THE UNITED STATES

Take the (nonprice) rationing of organ transplants, for example. Currently, in the
United States no “market” exists for transplant organs. Donated organs are sup-
posedly available on the basis of need. Yet, despite the existence of a nonprofit
organ donor system that supposedly does not discriminate on ability to pay, the
rate of organ transplantation among minorities is proportionally lower than for
whites. According to the United Network for Organ Sharing, African Americans
received only 3.7 percent of pancreases despite comprising 8 percent of those
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waiting. Blacks received only 14.9 percent of living donor kidneys and 27 per-
cent of cadaveric kidneys despite comprising 34.8 percent of the people on the
waiting list.3

Other evidence points to discrimination in the U.S. health care system.
Many studies have found that ethnic minorities receive fewer routine services
and lower-quality medical care than whites. The reasons include lower rates
of health insurance coverage and the fact that minority patients sometimes
wait longer to seek care. However, the disparities tend to narrow
significantly—if not disappear altogether—when adjusted for income and
other socioeconomic differences.4

By contrast, few studies of how racial minorities fare under national health
insurance in other countries have been published. The few studies that exist,
together with surveys and anecdotal evidence, are consistent with what eco-
nomic theory would predict: minority patients do not fare well under nonprice
rationing of health care.

RACIAL DISCRIMINATION IN BRITAIN

In Britain, uneven levels of access and treatment for the country’s growing
minority population (mostly South Asian) have fueled claims of racism
within the NHS. For example, according to the British newspaper The
Guardian, a confidential government report as well as an independent think
tank report found racism flourishing in the NHS.5 In one case, the NHS had
accepted an organ donation for white-only patients.6

A survey of GPs in England found diabetes and asthma programs were
more common in affluent, mostly white areas than in inner-city London,
which has a high minority population. The NHS also was less likely to equip
hospitals in London’s minority areas for cervical cancer testing and childhood
immunization.7

RACIAL DISCRIMINATION IN CANADA

Similar problems have been identified with respect to indigenous minorities
in Canada.8 In a recent study of Canadian Indian groups, researchers found
that all of the groups sampled had much less access to health care than Cau-
casians, despite their greater health needs. For example, the infant death rate
during the study period was 13.8 per 1,000 live births for Indian infants and
16.3 per 1,000 for Inuit infants, approximately twice the rate (7.3 per 1,000)
for all Canadian infants during the same period. Overall, Canadian aboriginal

154 Chapter Sixteen

04-130 (17) Ch 16  4/8/04  10:22 AM  Page 154



people “die earlier than their fellow Canadians and sustain a disproportionate
share of the burden of physical disease and mental illness.”9

RACIAL DISCRIMINATION IN NEW ZEALAND

In New Zealand, the average life expectancy for Maori men (sixty-eight
years) is 5.5 years less than for non-Maori men, and six years less for Maori
women (seventy-three years) than for non-Maori women.10 Furthermore,
those Maori who live in the least deprived areas live seven years longer than
those in the most deprived areas. The corresponding figure for women is
eight years. The disparities do not stop with life expectancy. Most diabetes
is preventable (or manageable) through early diagnosis and intervention.
However, its incidence among forty-five- to sixty-four-year-old Maori is
four times that of comparable non-Maori. The incidence of high blood pres-
sure among young (25–44) Maori men and women, respectively, is almost
twice the rate of non-Maori New Zealand men and women of European an-
cestry.11

RACIAL DISCRIMINATION IN AUSTRALIA

Australia also has both a significant minority population (the Aborigines).
Various studies have reported that12

• Aborigines are three times more likely to die in infancy than white Aus-
tralians and about half of the survivors will die before they reach age fifty.

• Of all Aborigines who died between 1995 and 1997, 53 percent of men and
41 percent of women were under age fifty; by comparison, 13 percent of all
other Australian men and 7 percent of all other Australian women who died
were under age fifty. The disparities appear to be a result of health care ac-
cess inequalities.

• Death rates are higher for Aborigines in all age groups. In infancy, Aborig-
ines are 3.1 to 3.5 times more likely to die than other Australians. In the
thirty-five to fifty-four age group, they are six to seven times more likely to
die than other Australians.

Despite the greater overall health needs of these populations, minorities in
countries with single-payer systems are routinely marginalized by systems
that direct resources and services toward the more affluent, white, urban ma-
jority.
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MYTH NO. 17: SINGLE-PAYER NATIONAL HEALTH
INSURANCE WOULD BENEFIT RESIDENTS OF RURAL AREAS

What we know about who gets care and who does not under nonprice ra-
tioning schemes is incomplete. However, geographical variations in health
care resources and health care outcomes exist.1 Despite extensive efforts to
combat geographic disparities in access to medical services, Canada, Britain,
New Zealand and Australia all have medically underserved areas.2

Waiting times are longer in rural areas, principally because advanced med-
ical equipment is in short supply there. Such technology, which is expensive,
is often available only at major hospitals in large cities. In addition, since care
is given only to patients who are available when an opening occurs in the sur-
gery schedule, rural patients are at a considerable logistical disadvantage. Ur-
ban patients, who live close to medical facilities, benefit most from public
provision. Their rural counterparts often have to travel hundreds of miles just
to receive treatment. So, in using waiting as a rationing device, public sys-
tems indirectly discriminate against rural patients.

Even in urban areas, as we have seen, success in obtaining care often de-
pends on the politics of bureaucracy. A patient treated by a physician in a ru-
ral area will tend to be at a disadvantage vis-à-vis a patient represented by a
physician who lives nearby and is a colleague of the hospital staff. Urban pa-
tients also have access to political and personal relationships that may be im-
portant in dealing with bureaucratic obstacles—relationships rural patients
seldom have.
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RURAL PATIENTS IN BRITAIN

Britain is one of the few countries that publishes hospital waiting lists by re-
gion and for the country as a whole. Yet, in Britain, as in other countries with
single-payer systems, rationing decisions are made by doctors and hospital
personnel at the local level. No national procedures guarantee that those in
greater need move to the front of the waiting lines.

The most important philosophical principle set forth by those who established
the British NHS was equal access to health care. Yet, as we noted above, in-
equalities across England persist and may even have grown worse since the NHS
was founded in 1948. The British government tends to spend the most in metro-
politan areas—especially the wealthier urban districts—where private sector al-
ternatives are most abundant. For example, the NHS spends 20 percent of its an-
nual budget on the greater London area, although the 15 percent of the population
living there has access to the most private sector services. Nonetheless, there are
persistent pleas to allocate even more resources to the London area.3

Overall, the quantities of resources allocated to different regions of the
country are vastly different.4

• The North East Thames region (near London) has 27 percent more doctors
and dentists per person, 15 percent more hospital beds and 12 percent more
total health spending than the Trent region (in the more rural northern part
of the country).

• There are 63 doctors per 100 beds at University College Hospital Trust in
London, compared to 11 doctors per 100 beds at the hospital in Northern
Devon, a rural area in southern England.

• At Chelsea and Westminster Healthcare Trust, located in one of London’s
most prosperous districts, there are 64 doctors per 100 beds, compared to
only 18 doctors per 100 beds at Pinderfields Hospital in rural West Yorkshire.

These differences in resources reinforce regional disparities in the levels of
care patients receive. To be sure, government reforms of the past two decades
have brought some noticeable declines in the waiting list numbers. However,
it is significant to note that some areas have seen greater improvement than
others. Table 17.1 shows changes in the waiting lists for the three best- and
worst-performing health authorities in England:

• Between March 1997 and 1999, the total number of patients waiting for
medical treatment in the three London health authorities fell by between 23
and 31 percent.

• Over the same period, the total number of patients waiting for medical treatment
in the three rural health authorities increased by between 12 and 19 percent.5
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For individual hospital trusts within London and rural health authorities, the
differences in levels of treatment and health outcomes are even more striking.6

• At Hamerton Hospital in London, 96 percent of inpatients are admitted
within six months, compared to 51 percent of patients at Surrey and Sussex
Healthcare Trust in the rural southeast.

• Similarly, at Whittington Hospital in London, 90 percent of inpatients are
admitted within six months, compared to 54 percent of patients at Royal
Surrey County Hospital in the rural southeast.

These inequalities do not reflect differences in need. Northerners die
younger and are less healthy than southerners.7 Poor urban dwellers live
shorter lives and die more frequently from common, treatable illnesses than
their wealthier neighbors living only blocks away. For example8:

• A person with colon cancer in Herefordshire has a 52.4 percent chance of
survival, while a person in the rural northeastern town of Tees has a 24.9
percent chance.

• A woman with breast cancer living in the Hillingdon, Borough of London,
has an 80.3 percent chance of surviving five years, compared to a 64.5 per-
cent chance for a woman in rural North Staffordshire.

Clearly, peoples’ chances of surviving major illnesses or procedures depend
very much on where they live. Although some of the differences in outcomes
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may be attributable to regional differences in lifestyle, differences in medical
resources must surely matter. The difference in cancer mortality and survival
rates, for example, has been attributed to the general shortage of specialists,
unavailability of the latest cancer drugs and relative lack of investment in ra-
diotherapy equipment in underserved health regions.9

RURAL PATIENTS IN CANADA

In Canada, too, wide differences exist between the level of care available to
citizens who live in the sparsely populated countryside and those who live in
metropolitan areas. Although rural residents pay the same high tax rates as ur-
ban dwellers, they have less access to care. Recent hospital closings are a se-
rious problem for rural patients. According to the Canadian Journal of Rural
Medicine, “In Alberta, Saskatchewan and Manitoba rural hospitals have been
closed by the dozens.”10

Not surprisingly, the number of family physicians—as well as the number
of specialists—varies widely across the rural and urban centers. In British Co-
lumbia, the average family physician in the rural Peace Liard region has
1,316 patients, while his counterpart in urban Vancouver has 606 patients. If
specialists are included, there are 1,099 patients per physician in the Peace
Liard region compared to 268 in Vancouver.11 There are also inequalities
among the provinces:

• Among Canadian provinces, the number of physicians per 100,000 popula-
tion varies from a high of 211 in Quebec to a low of 92 in the Northwest
Territories, a difference of more than 2 to 1.12

• The number of patient beds varies from a high of 22.3 per 1,000 population
in Prince Edward Island to 10.6 per 1,000 in Yukon, a difference of more
than 2 to 1.13

As noted above, health care in Canada tends to be hospital-based, with
modern technology restricted to teaching hospitals and outpatient surgery dis-
couraged. Moreover, specialists and major hospitals tend to be in major cities.
As in other countries, rural residents often travel to the larger cities for med-
ical care. A major study produced at the University of British Columbia de-
termined the impact this has on the amount of care urban and rural patients
receive. As previously noted, this study is unique in that it identified patients
based on where they lived and thus was able to accurately determine how
much care was delivered to the population of the different health regions.
Table 17.2 and figure 17.1 show the following:14
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• Overall, people living in British Columbia’s two largest cities (Vancouver
and Victoria) received about 63 percent more physician services per capita
than those living in the twenty-seven rural districts of the province.

• Urban residents received 91 percent more services from specialists per
capita than rural residents, and for specific specialties the discrepancies
were even greater.

• On the average, urban residents were seven times more likely to receive
services from a thoracic surgeon, almost four times more likely to receive
the services of a psychiatrist, almost three times more likely to receive ser-
vices from a dermatologist and twice as likely to receive services from a
neurologist.
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MYTH NO. 18: SINGLE-PAYER NATIONAL
HEALTH INSURANCE WOULD REDUCE THE 

COST OF PRESCRIPTION DRUGS FOR AMERICANS

Advocates of single-payer insurance maintain that it would simultaneously:
(1) provide all Americans with full coverage for necessary drugs and (2) con-
tain drug costs. They say it would do so by establishing a national
formulary—a list of drugs available to patients under the national health
program—and by negotiating drug prices with manufacturers “based on their
costs (excluding marketing or lobbying).”1

These ideas appeal to many Americans facing high prescription drug costs.
However, access to new, more effective drugs is often restricted in countries
with national health insurance. Furthermore, although some drugs cost less in
other countries, other drugs cost more. Studies in the mid-1990s showed that
U.S. prices were not necessarily higher than in other developed countries, nor
was per capita spending on drugs. Recent updates of those studies show
somewhat higher prices in the United Sates, but international prices are very
similar, relative to average incomes. U.S. per capita spending now exceeds
that of most other countries, but that may not be a bad development, espe-
cially if drug therapies are substituting for more expensive hospital and physi-
cian therapies. In fact, evidence suggests that at least for the elderly we may
be spending too little on drugs.
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WHY NEW DRUGS ARE SO COSTLY

Pharmaceutical companies that develop new drugs have an exclusive right
for a limited number of years to manufacture their product under U.S.
patent laws and international treaties. Patents allow drug makers to recoup
their costs, and encourage companies to take the financial risk of drug de-
velopment. Only one in five drugs tested ever reaches the market, making
drug development very costly, now averaging about $900 million for each
new drug.2 Further, once patent protection has lapsed, any rival company
can manufacture and sell a generic equivalent. At that point, the price tends
to equal production costs alone, regardless of the original costs of devel-
opment.

PRICE CONTROLS

We saw in chapter 13 that some advocates of single-payer national health in-
surance are envious of the ability of governments in other countries to exploit
their monopsony bargaining power to push down the fees of doctors and other
health workers. A similar principle applies to drugs. If manufacturers have to
bargain with a single entity, acting on behalf of an entire country, they are at
a severe disadvantage.

A government facing continual crises of rising health care costs is
tempted to insist on prices just above the costs of production, ignoring all
the R&D costs. Thus, the country could try to reap the benefits of new
drugs without sharing in the expense of their development. When push
comes to shove, pharmaceutical companies are tempted to give in to such
demands, since the development costs are sunk costs. They may conclude
that as long as they cover the costs of production, something is better than
nothing.

However, if every country in the world were to follow this strategy and
succeed, no one would be left to pay for R&D. That means no new drugs.
Some policies that seem smart from a purely local point of view can have dis-
astrous consequences internationally. Politicians in other countries want the
United States to pay all the development costs while they reap the benefits.
Single-payer advocates in this country overlook the fact that if the United
States followed the same strategy, there would be no one left to pay for R&D.

Countries with less money to reinvest in R&D have seen their pharmaceu-
tical industries decline or go abroad. The United States, which has no wide-
spread price controls, produces far more drug innovations than any other
country.
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DO EUROPEANS HAVE ACCESS 
TO THE SAME DRUGS AS AMERICANS?

One way OECD countries control drug expenditures is by delaying the market-
place introduction of the newest drugs or by restricting access to them. To speed
access to new drugs, the European Union took steps to centralize the process for
marketing authorization through the European Agency for the Evaluation of
Medicines in 1995. However, drug companies must go through additional steps
in order to make their drugs available to patients. After a drug is approved by the
EU, drug makers must negotiate the selling price with each national government.
And, finally, they separately negotiate the “reimbursement rate,” or subsidy,
provided by the EU to the drug companies for important new drugs. Until all
these hurdles are cleared, new drugs are unavailable to most patients.3

Because of these barriers to entry, patients in some European countries wait
months or even years longer than patients in America for access to new med-
ications, including breakthrough drugs. For instance, according to studies by
Europe Economics, a London-based research organization,4

• A major new medication that treats the nervous system was not accessible
to patients for three additional years in France and nearly six years in Por-
tugal after its introduction in the United States.

• An important new anti-infection therapy already available in other EU
countries was not accessible to patients for three years in Belgium and
France and for more than four years in Portugal and Greece.

• A new cardiovascular drug available in other EU countries was withheld for
almost three years from patients in Portugal, Spain and Greece.

ACCESS TO DRUGS IN BRITAIN

In Britain, many drugs that are available to private pay patients are not avail-
able to NHS patients. Each local health authority can decide which drugs are
placed on its formulary, and due to budget limitations, expensive drugs are of-
ten left off the lists. As a result, NHS patients are often denied the best drug
therapy. For example:

• Dr. Edward Newlands, the British doctor who codeveloped the brain can-
cer drug Temodal, cannot prescribe it to his patients.5

• Taxol, a drug that is widely prescribed in the United States for the treatment
of breast cancer, and Gemzar, a drug used to treat pancreatic cancer, are un-
available in some regions of the United Kingdom.6
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• Fewer than one-third of British patients who suffer a heart attack have ac-
cess to beta-blockers used by 75 percent of patients in the United States, de-
spite the fact that post-heart attack use of the drug reduces the risk of sud-
den death from a subsequent heart attack by 20 percent.7

Recall also the conclusion of a WHO study that lack of access to the best
cancer drugs costs the lives of 25,000 Britons every year.8

ACCESS TO DRUGS IN CANADA

In recent years the news media have featured stories about buses heading to
Canada loaded with Americans in search of cheaper Canadian drugs.9 What
many people may not have heard is that some Canadians travel to the United
States to buy drugs not available at any price in Canada. For example, one of
the newest drugs to treat noninsulin dependent diabetes—Glucophage XR—
is not available in Canada.10 Canada tries to control drug costs through price
controls and provincial formularies. Manufacturers are allowed to charge
higher prices for new drugs that the federal Patented Medicines Price Review
Board decides are a substantial improvement over existing drugs. Of the 581
drugs reviewed between 1988 and 1995, only 41 were allowed to earn a
higher return.11 From 1994 through 1998 the board approved only 24 of the
400 drugs considered, ruling that the rest were not substantial improvements
over their predecessors.12

In addition, each of Canada’s ten provinces has a review committee that
must approve the drug for that province’s formulary, which determines which
drugs will be paid by the health program. A drug may be approved by one
province, but not another. For instance, of the twenty-three cardiovascular
drugs approved by the national government between 1991 and 1998, one
province covered only ten while another covered twenty-three.13

Approval times for additions to formularies vary greatly from province to
province. For instance, while Nova Scotia approves drugs for its formulary in
250 days, it takes nearly 500 days in Ontario.14 In theory, Canadians can buy
any federally approved drug, even if it is not on the provincial formulary, by
paying for it themselves. However, drug companies often don’t market those
drugs widely because the demand is so low.15

A University of Toronto study concluded that the main effect of price con-
trols has been to limit patients’ choices, causing them to rely more on hospi-
tals and surgery.16 British Columbia has gone farther than most provinces in
controlling access to new drugs. Under its “reference price system” it can re-
quire that a patient receiving subsidized drugs under the provincial health
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program be treated with the least costly drug, even if it is a completely dif-
ferent compound, as long as it is deemed to have the same therapeutic effect.
Since the effectiveness and side effects of drugs vary from patient to patient,
frequent therapeutic substitution has harmed patients.17

• 27 percent of physicians in British Columbia report that they have had to
admit patients to the emergency room or hospital as a result of the man-
dated switching of medicines.

• 68 percent report confusion or uncertainty in cardiovascular or hyperten-
sion patients, and 60 percent have seen patients’ conditions worsen or their
symptoms accelerate due to mandated switching.

Dr. William McArthur, former chief coroner for British Columbia, recalls
from his own practice a sixty-four-year-old male patient who had controlled
peptic ulcers for more than five years. When the government required that he
be switched to an older, less effective drug, within three days he required hos-
pitalization and a lifesaving blood transfusion. After ten days in the hospital
and several more transfusions, he was discharged and placed on the drug he
had taken originally.18

ARE PRESCRIPTION DRUG 
PRICES LOWER IN OTHER COUNTRIES?

Comparing prices across countries is complicated. Pharmaceutical compa-
nies, like makers of other products, charge different prices in different coun-
tries. In the United States, the list prices of drugs are generally used as refer-
ence points for calculating discounts and are not usually the price actually
paid. Also, the top-selling drugs in one country are not the top sellers in oth-
ers, so one cannot simply compare top sellers. Further, generic drugs often
have higher volumes and lower prices than brand-name drugs.

Economist Patricia Danzon examined some well-publicized international
price comparisons of pharmaceuticals and concluded that their findings of
very large price differences between the United States and other industrial
countries were based on flawed methodology. Among the errors: using small,
nonrandom samples of products, excluding generic drugs (which make up 42
percent of U.S. purchases), ignoring differences in prescription and con-
sumption patterns from country to country, and ignoring manufacturer dis-
counts and rebates in the United States.19

Professor Danzon conducted her own comparison, attempting to control
for all these complicating factors. She determined the manufacturers’ prices
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for both brand-name drugs covered by patents and generic drugs in the United
States and eight other countries, and converted the weights of each product to
U.S. measures. Depending on the country and the drugs available, she com-
pared from 187 to 484 products. She found that average prices of prescription
drugs were comparable to or higher than U.S. prices in Canada, Germany,
Sweden and Switzerland, and lower in France, Italy, Japan and the United
Kingdom.20

More recent research by Danzon found that due to the recent weakness of
the Canadian dollar, the relative prices of Canadian medications fell com-
pared to the United States. Further, drug prices in Italy, Britain and Germany
were approximately 15 percent lower (or less) than in the United States while
prices in France and Canada were about 33 and 30 percent lower, respec-
tively. However, for most countries, the prices charged reflect differences in
living standards and national income. When these variations are taken into ac-
count drugs cost less in the United States than in the other countries surveyed,
except in France.21

HOW SUCCESSFUL ARE PRICE CONTROLS 
AT HOLDING DOWN DRUG SPENDING?

Apparently not very, despite the fact that countries with single-payer systems
try to limit both price and availability. OECD data from 1992 showed that
when per capita spending on medications was adjusted for differences in the
value of currency from country to country (“purchasing power parity”), the
United States spent less than France, Germany and Japan. It spent a few dol-
lars more than Canada and substantially more than Britain. More recently,
spending in the United States has inched up relative to other countries, possi-
bly because managed care organizations seized opportunities to substitute
drug therapies for more expensive doctor and hospital therapies during the
1990s. Figure 18.1 shows the following:

• France spent $290 per capita on prescription drugs each year, compared to
$283 for the United States.

• Spending in Japan ($281) was only slightly less than in the United States.
• Trailing these countries were Germany ($255), Canada ($237) and

Britain ($162).

Note that if the greater U.S. spending in the 1990s is a result of the substi-
tution of drug therapies for more expensive ones, this change represents an
increase in efficiency.
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DOES PRESCRIPTION DRUG SPENDING SAVE MONEY?

Despite its high cost, we are getting quite a bit of value for our investment in
drugs. Drug therapy is one of the most efficient methods of treating disease.
In many cases, drug therapies have reduced the cost of other health care ser-
vices. Even greater savings are possible because in many cases newer drugs
are more effective than older, less expensive drugs.

Research by Columbia University professor Frank Lichtenberg indicates
that each dollar spent on drugs is associated with roughly a four-dollar decline
in spending on hospitals.22 Furthermore, a reduction in the age of drugs (sub-
stituting newer for older drugs) reduces spending on hospitalizations and doc-
tor visits by 7.2 times as much as it increases drug expenditure. The number
of hospital stays, bed days and surgical procedures declines most rapidly for
those diagnoses with the greatest increase in the total number of drugs pre-
scribed and the greatest use of new drugs.23

Overall, Lichtenburg’s estimates imply that an increase of 100 prescrip-
tions is associated with 1.48 fewer hospital admissions, 16.3 fewer hospital
days and 3.36 fewer inpatient surgical procedures. He also estimates that new
drugs have increased life expectancy by as much as 1 percent per year.24
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SHOPPING FOR DRUGS

Patients whose drugs are paid for by a third party (a private insurer or gov-
ernment) have little incentive to shop for the best price. This is especially true
in countries with controlled drug prices, where there is no price competition.
American consumers, however, can significantly lower their drug costs by
comparison shopping among American pharmacies, buying medications in
large quantities and splitting double-dose pills.25

Using these techniques, in many cases patients can obtain drugs at lower
prices in the United States than they could by purchasing them in Canada. For
example, the New York Times compared U.S. and Canadian prices of ten drugs
widely used by seniors. They found in all ten cases Canadian prices were
lower. But they didn’t look very far, and they didn’t investigate shopping
techniques that would be normal for any other consumer purchase. The Na-
tional Center for Policy Analysis compared the Canadian price to the best
price consumers could obtain using smart-shopping techniques. Table 18.1
shows the following:

• For seven of ten drugs, U.S. buyers can lower their costs an average of 38
percent below the price charged in Canada.

• For all ten drugs combined, smart buying in the U.S. produces an average
cost of 10 percent below buying in Canada.
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MYTH NO. 19: SINGLE-PAYER NATIONAL HEALTH
INSURANCE WOULD BE POPULAR IN THE UNITED STATES

This notion is based largely on the assumption that what is popular in other
countries would be popular here. However, although there is hardly a clamor
in other countries to implement an American-style system, their health sys-
tems are less popular than they used to be and in some cases much less pop-
ular. For example, the proportion of Canadians satisfied with their health care
system dropped from 56 percent to 20 percent between 1987 and 1997.1 In
Britain, the sad state of the NHS was a major issue in the last national elec-
tion, with both conservative and labor parties decrying the long waits, low
standards of care and even outright abuse reported in the British press. As fig-
ure 19.1 shows, it appears that people almost everywhere believe their health
care system needs to be reformed, regardless of the system under which they
live.2

AMERICAN POLLING RESULTS

Pollsters have long known that they can get different answers depending on
how they phrase their questions. According to one set of polling results, most
Americans are satisfied with their family’s health care, although negative opin-
ions about managed care are widespread.3 As figure 19.2 shows, only about
one-third of the U.S. public supports a complete overhaul of the system, in-
cluding only 41 percent of the uninsured. Figure 19.2 shows that the propor-
tion of Americans who are completely dissatisfied with the “accessibility and
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affordability of health care” is substantially lower now than in 1993, when an
overhaul of the health care system was proposed by President Clinton.4

These results appear to be contradicted by periodic surveys that find a
majority of Americans favor a national health insurance program.5 Indeed,
as far back as the presidency of Richard Nixon, polls showed as much as
61 percent of the people favored it.6 However, these polls frequently give
no indication of what people are willing to give up for such a system—in
terms of their willingness to pay higher taxes or to have their own health
care rationed by government.7 When surveys ask about taxes or rationing,
support shrinks drastically. For instance, an analysis by the Harvard School
of Public Health of a national poll taken in May through June 2003 found
that less than half favored raising taxes to provide health insurance for all
Americans.8

The initial question on a recent Washington Post-ABC News health care
poll found that 62 percent of respondents favor a universal health care pro-
gram run by the government and financed by taxpayers.9 Some 79 percent
thought that health insurance coverage for all Americans is important even if
that means raising taxes. However, when asked if they would support univer-
sal health care if their choice of doctors were limited, 40 percent of those who
had supported it changed their mind and opposed such a system. When asked
if they would support universal health care with waiting lines for nonemer-
gency treatment, support fell more than one-third, from 62 percent to 38 per-
cent. Furthermore, 79 percent were opposed to the rationing of health care
where “increasing number of medical treatments that currently are covered by
insurance will no longer be covered because they are too costly, not essential
or have too little chance of success.”

Even if socialized medicine were as popular with people who live under it
as it is with advocates in this country, it would be unlikely to gain wide ac-
ceptance in the United States for one important reason: Americans are accus-
tomed to a level of health care that single-payer national health insurance can-
not provide. Precisely because the U.S. medical market is largely private, the
vast majority of Americans are aware of advanced medical technology and
have come to expect access to lifesaving equipment and procedures. Having
witnessed the efficacy of private medicine, Americans are conditioned to ex-
pect immediate delivery of the best that medical science has to offer.

“Don’t push me around” is a distinctively American phrase. In the United
States we have widespread access to information about modern medical tech-
nology. In the age of the Internet, people are demanding more—not less—
control over their health care.10 We also have a legal system that protects the
rights of those without political power or money and a strong devotion to ba-
sic rights of due process. Single-payer national health insurance, as it operates

Public Opinion 179

04-130 (20) Ch 19  4/8/04  10:27 AM  Page 179



in other countries, simply would not survive in this country, given American
culture and the U.S. legal system.

INFORMED HEALTH CARE CONSUMERS

Virtually all Americans have access to the Internet, and Web sites offering
health information are among the most popular.11 Approximately 15,000 to
20,000 Web sites deliver information on health and medicine.12 In 1997, the
National Library of Medicine moved away from a pay-per-use fee structure
for its own “Medline” medical information Web site to one that is completely
free.13 Prior to this decision, Medline processed about seven million searches
a year. In the first two years it was available on the Web for free, the number
of Medline searches skyrocketed to 180 million a year, and the general pub-
lic was performing a third of these searches.14

Americans also receive more health information through the mass media
than do citizens of any other developed country. In August 1997, the U.S.
Food and Drug Administration began allowing pharmaceutical companies to
advertise prescription drugs on radio and television and in print without a
lengthy summary of potential side effects and contraindications.15 However,
print advertising reproduces the detailed informational inserts that are in-
cluded in drug packaging, including the health effects of the product. Televi-
sion and radio commercials repeat health warnings about the most common
side effects and the most at-risk populations.16

The FDA allows drug makers to make limited health claims for their prod-
ucts. In addition to manufacturers of drugs still under patent, aspirin makers,
for example, disseminate information on regular aspirin use to prevent heart
attacks and strokes.

This direct-to-consumer advertising bypasses physicians as gatekeepers of
medical knowledge. Consumer knowledge of the existence and potential ben-
efits of drugs increases their demand for those products.17 Unsurprisingly,
some physician groups oppose such advertising—since patients are less likely
to put their complete trust in the decisions of health professionals if they are
knowledgeable. By contrast, they are unlikely to demand alternative treat-
ments if they are ignorant.

It is no coincidence that countries with national health insurance systems
seek to ban such advertising.18 Consumer awareness increases the cost of pre-
scription drug programs.19 Patients are less likely to be content if they know
that they are denied access to newer, potentially more effective therapies be-
cause of cost-containing limits enforced through the health system’s drug for-
mulary.
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MYTH NO. 20: ADOPTING THE HEALTH CARE PROGRAMS
OF OTHER COUNTRIES REQUIRES GOVERNMENT

Some of the proponents of national health insurance are leaders from indus-
tries that experience high health care costs and must compete with firms from
countries with national health insurance. These leaders complain high health
care costs make their industries less competitive compared to nationalized
systems found in other countries.

The chairman of Ford Motor Company, William Clay Ford Jr., has stated
that for automakers, health care cost is the “biggest issue on our plate that we
can’t solve.”1 Also, the U.S. president of the United Auto Workers, Ron Get-
telfinger, is a proponent of a “universal, comprehensive, single-payer health-
care program to cover every man, woman and child in the United States.”
This is not the first time auto workers and auto makers have looked longingly
at the health care systems of other countries and called for a government so-
lution. Nearly a decade ago Chrysler Chairman Lee Iacocca complained
“about the great imbalance between health care costs in the United States and
national health care systems in virtually every other country.”2 But do the
workers at Chrysler and Ford really need government in order to adopt the
health care programs of other countries? It is not at all clear that they do.

As we have seen, the primary way other developed countries control health care
costs is through “global budgets.” Hospitals, physicians or area health authorities
are told by government how much money they have to spend. The government
then leaves decisions about how to ration the funds to the health care bureaucracy.3

There is nothing mysterious about this process, and no reason why
Chrysler and Ford need government in order to copy it. For example, auto
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workers or any other large group could form their own national health insur-
ance plan. The total amount of money given to national health insurance plan
each year could be 75 percent or even 50 percent of what Chrysler or Ford
now spends on employee health care, and the national health insurance plan
managers could be instructed to ration care to their respective employees.

If Chrysler or Ford workers wanted to exert more direct control, they could
elect the chief executive officer of the national health insurance plan in annual
balloting, and candidacy could be open to all health care bureaucrats or restricted
to those with certain qualifications. The most obvious obstacle automakers
would face would be U.S. tort law. If the national health insurance plan physi-
cians rationed medical care the way the British do, there would be many poten-
tial malpractice suits. But if autoworkers owned their own HMO and if enough
legal documents were signed, even this obstacle might be surmountable.

In short, Chrysler and Ford employees could realize “benefits” of national
health insurance through private action, without government intervention,
provided that is their sincere objective. On the other hand, if the rhetoric com-
ing from automakers is merely a ruse to get taxpayers to pay autoworkers’ an-
nual health care bill, federal government coercion would be required.

A similar principle holds true for cities, states and other entities. Any orga-
nization that truly wishes to enjoy the benefits of a system of health insurance
based on waiting lines, fixed budgets and rationed services could adopt many
of the same principles used in Canada and Britain. For instance, a city gov-
ernment might allocate a fixed amount of funds to meet the health needs of
its employees and their families and every other local citizen who elects to
join as well. It could also empower a bureaucracy to ration health services.
Those unable to obtain immediate care might be placed in a queue and re-
ceive care at a later date, possibly the following year. In allocating medical
resources in this manner, the city might not meet all the needs of all its en-
rollees, but at least the national health insurance plan’s spending would be
lower, say, than what a Blue Cross plan would cost.

Although this arrangement is possible, it is doubtful city employees would
tolerate it for long, however.

NOTES

1. Quentin Young, “National Health Insurance is the Obvious Prescription,”
Chicago Tribune, June 29, 2003.

2. Employee Benefits Research Institute, “EBRI Notes,” Employee Benefits Re-
search Institute 14, no. 2 (February 1993).

3. See the discussion in Jönsson, “What Can Americans Learn from Europeans?”
84–86.
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“Public choice” is the discipline that attempts to integrate economics and po-
litical science.1 Its chief goal is to explain political phenomena, just as econ-
omists explain purely economic phenomena. The name, however, is poten-
tially misleading. The new discipline could more accurately be called
“modern political science.”

A fascinating discovery of this discipline is that economic principles, if
carefully applied, explain much of what happens in politics. Take the concept
of competition. Just as producers of goods and services compete for consumer
dollars, so politicians in a democracy compete for votes. Moreover, the
process of competition leads to certain well-defined results.

In the economic marketplace, competition inevitably forces producers to
choose the most efficient method of production. Those who fail to do so ei-
ther go out of business or mend their ways. The outcome—efficient
production—is independent of any particular producer’s wishes or desires.

In a similar way, political competition inexorably leads candidates to adopt
specific positions, called the winning platform.2 The idea of a winning plat-
form is a fairly simple one. It is a set of political policies that can defeat any
other set of policies in an election. Politicians who want to be elected or re-
elected have every incentive to endorse the winning platform. If they do not,
they become vulnerable; for if their opponents adopt the winning platform
and they do not, the opponents will win.

Of course in the real world, things are rarely so simple. Many factors in-
fluence voters other than substantive political issues—a candidate’s religion,
ethnicity, gender, general appearance, speaking ability, party affiliation, and
so forth. Even when voters are influenced by real political issues, politicians
do not always know what the winning platform is. Often they must guess at
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it. Nonetheless, public choice theory holds that, other things being equal, a
candidate always improves his chances of winning by endorsing the winning
platform. Hence, all candidates have an incentive to identify and endorse this
platform.

This line of reasoning leads to the conclusion that in democratic systems
with two major political parties, both tend to adopt the same policies. They
do so not because the party leaders think alike or share the same ideological
preferences, but because their top priority is to win elections and hold office.

Two corollaries follow from this conclusion. The first is that it is absurd to
complain about the fact that “major candidates all sound alike” or that “it
doesn’t seem to make any difference who wins.” The complaints are merely
evidence that political competition is working precisely as the theory pre-
dicts. Indeed, the more accurate information political candidates receive
through better polling techniques and computerization, the more similar they
will become. The theory predicts that, in a world of perfect information, the
policies of the two major parties would be identical.

The second corollary is more relevant to our purposes. In its extreme form,
the corollary asserts that “politicians don’t matter.” Over the long haul, if we
want to explain why we have the political policies we have, it is futile to in-
vestigate the motives, personalities and characters of those who hold office.
Instead, we must focus on those factors that determine the nature of the win-
ning platform.

This corollary is crucial to understanding single-payer health insurance. A
great many British health economists who support socialized medicine are
quick to concede that the British NHS has defects. But these defects, in their
view, are not those of socialism; they merely represent a failure of political
will or of the politicians in office. The ultimate goal, they hold, is to retain the
system of socialized medicine and make it work better.

By contrast, we argue that the defects of single-payer health insurance sys-
tems are inevitable consequences of placing the market for health under the
control of politicians. It is not true that British health care policy just happens
to be as it is. Enoch Powell, a former minister of health who ran the British
NHS, seems to have appreciated this insight. Powell wrote that “whatever is
entrusted to politicians becomes political even if it is not political anyhow,”3

and he went on to say that

The phenomena of Medicine and Politics . . . result automatically and necessar-
ily from the nationalization of medical care and its provision gratis at the point
of consumption. . . . These phenomena are implicit in such an organization and
are not the accidental or incidental results of blemishes which can be “reformed”
away while leaving the system as such intact.4
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An extensive analysis of the British health care system shows that all of the
major features of national health insurance can be explained in terms of pub-
lic choice theory.5 That is, far from being the consequence of preferences of
politicians (who could be replaced by different politicians with different pref-
erences in the next election), the major features of single-payer systems of na-
tional health insurance follow inevitably from the fact that politicians have
the authority to allocate health care resources, and from that fact alone. The
following is a brief summary.

THE AMOUNT OF SPENDING ON HEALTH SERVICES

One argument used to justify national health insurance is that, left to their
own devices, individuals will not spend as much as they ought to spend on
health care. This was a major reason why many middle- and upper-middle-
class British citizens supported national health insurance for the working
class. It was also a major reason why they supported formation of the NHS in
1948.6 Many expected that, under socialized medical care, more total dollars
would be spent on health care than would otherwise have been the case.

Yet, it is not clear that socialized medicine in Britain has increased overall
spending on health care. It may even have had the opposite result. This was
the contention of Dennis Lees, professor of economics at the University of
Nottingham, who wrote that “the British people, left free to do so, would al-
most certainly have chosen to spend more on health services themselves than
governments have chosen to spend on their behalf.”7 The same may be true
of the single-payer systems in other countries.

To see why this is true, let us first imagine a situation in which a politician
is trying to win over a single voter. To keep the example simple, suppose the
politician has access to ten dollars to spend on the voter’s behalf. To maxi-
mize his chance of winning, the politician should spend the ten dollars pre-
cisely as the voter wants it spent. If the voter’s choice is five dollars on med-
ical care, three dollars on a retirement pension and two dollars on a rent
subsidy, that should also be the choice of the vote-maximizing politician. If
the politician does not choose to spend the ten dollars in this way, he risks los-
ing this voter to a clever opponent.

Now it might seem that if the voter wants five dollars spent on medical
care, we can conclude that he would have spent the five dollars on medical
care himself if he were spending ten dollars of his own money. But this is not
quite true. State-provided medical care has one feature that is generally miss-
ing from private medical markets and other government spending
programs—nonprice rationing. Nonprice rationing, as we have seen, imposes
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heavy costs on patients (the cost of waiting and other inconveniences), leads
to deterioration in the quality of services rendered and creates various forms
of waste and inefficiency.

Thus, other things being equal, five dollars of spending on government
health care will be less valuable to the average voter than five dollars of
spending in a private medical marketplace. It also means that, under social-
ized medicine, spending for health care will be less attractive to voters rela-
tive to spending programs that do not involve nonprice rationing.

Public choice theory, then, predicts that the average voter will desire less
spending on health care, relative to other goods and services, when health
care is rationed by nonmarket devices. Moreover, the greater the rationing
problems, the less attractive health care spending will be. So we would expect
even less spending on health care in a completely “free” service like the NHS
than in a health service that charged user fees.

In the real world, politicians can rarely tailor their spending to the desires
of a specific voter. Generally, they must allocate spending among programs
that affect thousands of voters. New spending for a hospital, for example, pro-
vides benefits for every one in the surrounding community. And no matter
what level of spending is chosen, some voters will prefer more and others
less. Often, the vote-maximizing level of spending will be the level of spend-
ing preferred by the average voter.

INEQUALITIES IN HEALTH CARE

Decisions on where to spend health dollars are inherently political. A major
argument in favor of national health insurance is that private medical care al-
lows geographical inequalities in levels of provision. Yet, as we have seen,
levels of provision among the geographical areas of Britain, Canada and New
Zealand today may be as unequal as they would have been in the absence of
national health insurance.

In theory, creating regional equality is a relatively simple task. All govern-
ments have to do is spend more in areas that are relatively deprived and less
in areas that are relatively well endowed. But most governments have not
done this. Why? Public choice theory supplies a possible answer.

Policy makers must make two choices about spending in a particular area
or region. First, they must decide how many total dollars are to be spent there.
Second, they must decide how to allocate those dollars. In a democracy, there
is no particular reason why per capita spending will be the same in all areas.

Per capita spending may differ across voting districts for numerous rea-
sons. Voter turnout may be higher in some districts than in others, which sug-
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gests that those districts are willing to “pay” more (in terms of votes) for po-
litical largesse. Voters in some districts may be more aware of, and more sen-
sitive to, changes in per capita spending than voters in other districts.

Given that a certain amount of money is going to be spent in a certain area
or region, competition for votes dictates that the money be allocated in ac-
cordance with the preference of the voters in that area or region. To return to
the hypothetical example in the previous section, let us suppose that ten dol-
lars is going to be spent in the region of Merseyside, England. If a majority
of residents want two dollars spent on health services and eight dollars spent
on other programs, political competition will tend to produce that result. Yet,
if the residents of some other city want eight dollars spent on health services
and two dollars spent on other programs, political competition will also tend
to produce that result.

Prior to the establishment of national health insurance, in most developed
countries geographical inequalities reflected community preferences. In gen-
eral, the citizens of wealthier and more densely populated areas chose to spend
a larger fraction of their income on medical care. There is no reason to suppose
that their preferences were radically altered by national health insurance, and
thus no reason to suppose that in allocating public spending, vote-maximizing
politicians are doing anything other than responding to voter preferences.

SPENDING PRIORITIES: CARING VERSUS CURING

The British NHS’s emphasis on “caring” rather than “curing” marks a radical
difference between British and American health care.

There can be no doubt that Britain’s choices are the result of conscious po-
litical decisions. American economist Mary-Ann Rozbicki asked a number of
British health planners the following question: “If you suddenly enjoyed a
sharp increase in available resources, how would you allocate it?” The re-
sponse was invariably the same. They would put the additional resources into
services for the aged, the chronically ill and the mentally handicapped.8 Com-
menting on this response, Rozbicki writes,9

It is difficult for an American observer to comprehend that view. He has been
impressed by the support services already afforded the nonacute patient (and the
well consumer)—the doctor, nurse and social worker attendance at homes, clin-
ics and hospitals for the purpose of improving the comfort and well-being of the
recipients involved. He has also been impressed (and sometimes shocked) by
the relative lack of capability to diagnose, cure and/or treat life-threatening con-
ditions. The U.S. patient, while having forgone the home ministrations of the
family doctor and learned to endure the antiseptic quality of the hospital, also
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confidently expects immediate delivery of all that medical science has to offer
if life or health is under immediate threat.

What political pressures lead decision makers to prefer caring over curing?
Rozbicki believes it is a matter of numbers: numbers of votes. Money spent on
caring affects far more people than money spent on curing. Rozbicki writes,10

In weighing the choice between a more comfortable life for the millions of aged or
early detection and treatment of the far fewer victims of dread diseases, [the British
health authorities] have favored the former. In choosing between a fully equipped
hospital therapy and rehabilitation center or nuclear medicine technology, they
have favored the former. The sheer numbers involved on each side of the equation
would tend to dictate these choices by government officials in a democratic society.

In the United States, almost three-quarters of health expenditure is con-
sumed by only 10 percent of the population. As much as 41 percent of health
expenditure is consumed by the 2 percent of the population that is most in
need of care (see figure 21.1). But when health care is allocated through the
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political system, politicians cannot afford to spend 40 percent of the budget
on 2 percent of the voters—people who may be too sick to get to the polls and
vote in any event.

This explanation is persuasive, as far as it goes. But it is not complete. It is
true that the number of potential beneficiaries of home visits far exceeds
those of radiation therapy. But all Britons are potentially ill. So all have an in-
terest in acute care, even if they do not currently need it. To understand these
priorities, we must understand why the average citizen would approve of
them.

Like the citizens of other countries, most Britons are relatively uninformed
about the latest medical technology. This ignorance, moreover, is quite “ra-
tional.” Information is costly. The rational person has an incentive to expand
his knowledge about any subject only to the point at which the cost of an ad-
ditional bit of information is equal to its benefit. This is the economic expla-
nation for the commonly observed fact that the average person does not be-
come an expert in medical science.

In Britain, however, the average citizen has much less incentive to become
knowledgeable about medicine than his or her counterpart in the United
States. Precisely because the U.S. medical market is largely private, a better-
informed person can become a better consumer.

But under the NHS, medical services are not “purchased.” Suppose a
British citizen invests time and money to learn more about medical matters
and discovers that the NHS is not offering the kinds of services it should. This
knowledge is of almost no value unless the citizen can inform millions of
other voters, persuade them to “throw the rascals out” and achieve a change
of policy. Such a campaign would be enormously expensive, costing the cit-
izen far more than he could expect to recover from any potential personal
benefit.

Undoubtedly part of the reason Europeans, Canadians and citizens of many
OECD countries are tolerant of single-payer health insurance systems has to
do with a simple fact. Most of them are not sick. At the point of service, na-
tional health insurance makes care virtually free. The politics of medicine dic-
tates that much of the expenditure takes place where it is consumed by the
bulk of the population. The flaws of single-payer health insurance systems are
most apparent where expensive intervention is needed by the few who are
very ill.

Socialized medicine affects the level of knowledge that patients have in yet
another way. In a free market for medical care, suppliers of medical services
have an incentive to inform potential customers about new developments.
Such information increases the demand for new services and, thus, promises
to enhance the income of those who supply them. In the NHS, the suppliers
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have no such incentives. Doctors, nurses and hospital administrators increase
their income chiefly by persuading the government to pay them more. They
increase their comfort, leisure time and other forms of satisfaction by en-
couraging patients to demand not more, but less.

Public choice theory, then, would predict that under a socialized medical
system, people will acquire less knowledge about medical care than they
would have acquired in a private system. The evidence confirms this predic-
tion. More than two decades ago, Rozbicki wrote that “the British populace
appears much less sophisticated in its medical demands than the American
populace.”11 Through the years other commentators have made the same ob-
servation and the generalization still appears to be true.

The comparative ignorance about medical science that prevails among
British voters has a profound impact on NHS policies. Other things equal,
people will always place a higher value on those services with which they
are familiar and on benefits about which they are certain. The known is pre-
ferred to the unknown and certainty to uncertainty. The average British
voter is familiar with and fairly certain about the personal value of the
nonacute services provided by the NHS. He or she is probably unfamiliar
with and uncertain about the personal value of advanced services for acute
ailments.

Another reason why voters will tend to prefer caring to curing services
stems from a characteristic of nonprice rationing. All of the services of the
NHS require rationing. But in some sectors, the rationing problems are far
greater than in others because quality can sometimes be sacrificed to quantity.
We have seen that, in comparison with American doctors, British GPs spend
less time with each patient and presumably render fewer services. Nonethe-
less, this type of adjustment allows the typical patient to actually visit his or
her GP within two or three days of making an appointment. The quality of
treatment may be inferior to what U.S. patients receive, but patients are at
least certain that they will receive some treatment. Presumably, given the
overall rationing problem, patients prefer this type of adjustment.

Such adjustments cannot be made with most acute services. It is not feasi-
ble to sacrifice quality for quantity in, for example, CT scans, organ trans-
plants and renal dialysis. Patients either receive full treatment or no treatment,
and very few patient-pleasing adjustments can be made.

These characteristics of health care rationing have an important effect on
the preferences of potential patients, even those who are knowledgeable
about medicine. The existence of nonprice rationing tends to make all health
care services less valuable than those services would be in a free market. But
because nonacute services can be adjusted to increase the certainty of some
treatment, whereas acute services generally cannot, the former tend to gain
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value relative to the latter. Thus, the priority given to nonacute treatment
seems rational.

ADMINISTRATIVE CONTROLS

One of the most remarkable features of national health insurance is the enor-
mous amount of decision-making power left in the hands of doctors. By and
large, the medical communities in Britain, Canada and New Zealand have es-
caped the disciplines of both the free market and government regulation. In
the view of Michael Cooper,12 Anthony Culyer13 and many other British
health economists, this discretion is the principal reason for many of the gross
inefficiencies found in the British NHS.

In addition to the power of GPs and consultants, other producer interest
groups have gained power and influence. Within the NHS, these include hos-
pital administrators, junior doctors and nonmedical hospital staff. The com-
plaint made again and again is that the NHS is primarily organized and ad-
ministered to benefit such special interest groups rather than patients. As
Dennis Lees puts it,14

The British health industry exists for its own sake, in the interest of the producer
groups that make it up. The welfare of patients is a random byproduct, depend-
ing on how conflicts between the groups and between them and government
happen to shake down at any particular time.

Government production of goods and services always tends to be less effi-
cient than private production. Nonetheless, the NHS could be run more effi-
ciently. Its administrators could adopt well-defined goals and assert more
control over the various sectors to ensure that the goals are pursued. They
could create incentives for NHS employees to provide better, more efficient
patient care.

That these things are not done is hardly surprising. More than 200 years
ago, Adam Smith observed that government regulation in the marketplace in-
evitably seemed to benefit producer interest groups at the expense of con-
sumers. Things have changed very little with the passage of time. Economic
studies of virtually every major regulatory commission in the United States
have come to the same conclusion: the welfare of producers is regularly fa-
vored over the welfare of consumers.15 We should not expect the NHS to be
different.

Are these phenomena consistent with public choice theory? At first glance
it may seem that they are not. Since consumers outnumber producers, it might
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seem that, with democratic voting, consumers would always have the upper
hand. If sheer voting power were the only factor, this might be so. But two
additional factors put consumers at a disadvantage: the cost of information
and the cost of political organization.

To achieve any fundamental change of policy, voters must be informed
about what kinds of changes they specifically seek. They also must be
organized—at least to the extent that they can communicate to politicians
their willingness to withhold electoral support unless their desires are satis-
fied. But as we have seen, information is costly. Organizing a political coali-
tion is also costly. And the incentives for any single individual to bear these
costs are extremely weak.

Producers are in a different position. Since they are working in the indus-
try, they already possess a great deal of information about which policies are
consistent with their self-interest and which are not. Their costs of political
organizing also are much lower because they are relatively few in number and
share common interests. In addition, because the personal stake of each pro-
ducer in regulatory issues is far greater than that of a representative consumer,
each producer has a much greater personal incentive to contribute to political
efforts that protect the interests of producers as a group.

Producer interest groups, then, ordinarily have enormous advantages over
consumer groups in issues involving government regulation of their industry.
These advantages appear to be more than sufficient to overcome their relative
vulnerability in terms of sheer voting power. This insight was provided by
Professor Milton Friedman forty years ago16:

Each of us is a producer and also a consumer. However, we are much more spe-
cialized and devote a much larger fraction of our attention to our activity as a
producer than as a consumer. We consume literally thousands if not millions of
items. The result is that people in the same trade, like barbers or physicians, all
have an intense interest in the specific problems of this trade and are willing to
devote considerable energy to doing something about them. On the other hand,
those of us who use barbers at all get barbered infrequently and spend only a
minor fraction of our income in barber shops. Our interest is casual. Hardly any
of us are willing to devote much time going to the legislature in order to testify
against the inequity of restricting the practice of barbering. The same point holds
for tariffs. The groups that think they have a special interest in particular tariffs
are concentrated groups to whom the issue makes a great deal of difference. The
public interest is widely dispersed. In consequence, in the absence of any gen-
eral arrangements to offset the pressure of special interests, producer groups will
invariably have a much stronger influence on legislative action and the powers
that be than will the diverse, widely spread consumer interest.

Public choice theory, then, predicts that administrative inefficiencies
caused by producer interest groups within health care bureaucracies will con-
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tinue to be a permanent feature of socialized medicine. There is no reason to
believe that this defect can be “reformed” away.

WHY THE NHS CONTINUES TO EXIST

In 1978, an article appeared in Medical Economics with the heading, “If
Britain’s Health Care Is So Bad, Why Do Patients Like It?”17 That British pa-
tients do like the NHS had been confirmed repeatedly by public opinion polls,
although its popularity has been declining.18 And although the popularity of
Medicare has also been declining in Canada, Canadians show little interest in
moving to a U.S.-type health care system.19

The principle of national health insurance is accepted in other countries for
three reasons. First, the wealthy, powerful and sophisticated—those most
skilled at articulating their complaints—find ways to maneuver to the front of
the rationing lines. In this sense, national health insurance “works” in other
countries because those who could change the system are best served by it. If
a member of the British Parliament, the CEO of a large British company or
the head of a major British trade union had no greater access to renal dialysis
than any other British citizen, the British NHS would not last a week.

Second, those pushed to the end of the waiting lines are generally unaware
of medical technologies they are being denied, at least in comparison to
American patients. And, as we have seen, doctors and health authorities have
little incentive to increase their level of awareness. As a result, patients in
other countries frequently do not know what they are not getting.

Third, patients pushed to the rear of the waiting lines in other countries are
often not very insistent about getting their needs met. A number of compar-
isons of British and American patients through the years have concluded that
British patients are more docile.20 Conditioned for decades by a culture of ra-
tioning, British patients put up with inadequacies that most Americans would
not tolerate.

Comparing British and American patients, one doctor wrote that British pa-
tients “have fewer expectations” and are “more ready to cooperate unhesitat-
ingly with the authoritarian figure of the doctor or nurse.”21 An American
economist noted with surprise that British hospital patients, “far from com-
plaining about specialists’ inattention, a lack of laboratory tests or the inef-
fectiveness of medical treatment, more often than not display an attitude of
gratefulness for whatever is done.”22 Another doctor summarized the differ-
ence in British and American attitudes this way23:

The British people—whether as a result of different life philosophy or generally
lower level of affluence—have a much lower level of expectation from medical
intervention in general. In fact they verge on the stoical as compared with the
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American patient, and, of course, this fact makes them, purely from a physi-
cian’s point of view, the most pleasant patients. The resulting service has
evolved over the years into a service that would in my opinion be all but totally
unacceptable to any American not depending on welfare for medical services.

In general, the British public has little idea of how much they are paying
for health care. Since the NHS is financed through hidden taxes, the percep-
tion that it costs little is widespread. Just how the perception of getting some-
thing for nothing affects British attitudes toward what most Americans
would regard as intolerable defects in the health service was vividly illus-
trated by the experience of an American congressman on a trip with a group
to examine the NHS first hand. He met a young woman with substantial fa-
cial scars received in an accident. Although the woman wanted plastic sur-
gery for her face, she said, “I’ve been waiting eight years for treatment, but
they tell me I’m going to be able to have surgery within a year.” Yet when
the congressman asked her what she thought of the NHS, her reply was, “Oh,
it’s a wonderful system we have in Britain. You know, our medical care is all
free.”24

It might seem that an enterprising politician or political party could win a
British election by offering the British public a better deal. Why not tell vot-
ers what the NHS really costs them, then offer to return their tax dollars so
they could purchase private health insurance and health services?

The average British voter would undoubtedly be better off as a result, but
that doesn’t mean that most would approve of the plan. For one thing, even if
voters knew what the NHS really costs, they might not be convinced that the
private marketplace could offer a better deal. For years, British politicians
have told voters that the NHS is the “envy of the world,” and the public has
been deluged with stories in the socialist press indicating that only the rich get
good medical care in the United States.25

For another thing, defenders of the NHS—including trade unions, thou-
sands of NHS employees and many British doctors—would play on existing
fears and suspicions. Surprising as it may seem, the sagging morale and con-
tinual frustrations of NHS doctors have not produced enormous numbers of
converts to free enterprise medicine. Perhaps many prefer the “protection” of
a government bureaucracy to the rigors of free market competition. Whatever
the reason, most of Britain’s medical profession supports the idea of social-
ized medicine.26 They not only support it, they also resisted proposals to open
it to minimal competition by prime ministers Margaret Thatcher and John
Major and more recently by Tony Blair.

In almost every country with single-payer health insurance systems, disin-
terested, knowledgeable observers agree on the need for substantial reform.
As noted, even Sweden is searching for ways to introduce the disciplines of
the competitive marketplace into its public system.
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There have been successful attempts to privatize public health care pro-
grams (e.g., in Singapore and Chile), and among less-developed countries
there will probably be more. But among developed countries, most serious at-
tempts at fundamental reform have been blocked by the politics of medicine.
Reforms in public sector health care are likely to come about as people seek
private sector alternatives rather than through changes at the ballot box.
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Most of the problems of single-payer health care insurance are well known to
policy makers and government officials and even to many ordinary citizens
in countries with national health insurance. Many of the obstacles posed by
the politics of medicine also are well known.

As a result, throughout the 1990s there was growing interest—particularly
in Europe—in a new type of system, one in which health care resources
would be allocated by competition in the marketplace rather than by politi-
cians. Such a system would not be a free market in the ordinary sense of that
term; rather it would be a market in which the rules of competition were set
and managed by government. So long as the competitors played by the rules,
market forces rather than political forces would determine who got health
care and how much. Such a system is called managed competition. And to ob-
tain a model of it, Europeans turned, of all places, to the United States.2

Employees, for example, of the federal government make an annual choice
among a dozen or more competing health plans.3 A similar choice system is
in place for employees of many state and local governments.4 Many private
employers also give employees a choice of health plans, and where these
plans are independent organizations they effectively compete against each
other to enroll members.5

The competition that exists in these programs, again, is not the same as one
would find in a free market. It takes place under artificial rules managed by
the employer or some other sponsoring organization. During its first term, the
Clinton administration proposed such managed competition nationwide. Its
adherents, including Stanford professor Alain Enthoven, still think this is the
answer to the nation’s health care woes.6
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MANAGED COMPETITION

Under the health insurance options described above, health plans do indeed com-
pete. But because the way they compete is artificially constrained, the product
they sell is different from garden-variety health insurance. For example, each
health plan is required to charge the same premium to every applicant (commu-
nity rating) or to every applicant of the same age and sex (modified community
rating) and to accept all applicants regardless of health conditions (guaranteed is-
sue). In the federal employees program, for example, an eighty-year-old retiree
pays the same premium to join a health plan as a twenty-year-old employee.7 As
a result, insurers are precluded from competing on their ability to price and man-
age risk. Instead, they must compete on their ability to provide health care and
manage its cost. Such competition is not really competition among firms in the
business of insurance; instead, it is competition in the delivery of health care.

The artificial market changes the nature of the product not only for the sell-
ers, but for the buyers. Buyers are not purchasing protection against the loss
of their assets when they select one of these health plans. The system as a
whole provides protection against the loss of assets due to an expensive ill-
ness. What customers are selecting is the right to particular health care ser-
vices, such as access to one doctor network rather than another. This is com-
parable to choosing an auto insurer so you can have your car repaired at a
particular auto repair shop or choosing a casualty insurer so you can get hail
damage repair from a particular roofer.

The benefits of competition are well known to economists and to many
noneconomists. These benefits flow principally from the fact that sellers find
it in their self-interest to compete for the trade of potential customers. To do
so, they make buyer-pleasing adjustments in their competitive strategies.
However, none of the valuable benefits of competition can be expected to
emerge if sellers find it in their self-interest not to sell to some buyers and if
they compete with each other to avoid such customers. Yet, these are the per-
verse incentives that managed competition creates.

People who know before they select an insurer that they need expensive
medical treatment will use this knowledge to select a health plan. And since
insurers understand this, they can structure their products so as to discourage
the most expensive customers. Let’s look at some ways this might happen.

HOW PERVERSE INCENTIVES 
AFFECT THE BEHAVIOR OF BUYERS

Imagine a system in which health plans offer networks of doctors and hospi-
tals in return for fixed premiums. People who are seriously ill and need spe-
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cific, expensive medical treatment will select in a very different way from
other people. Take a heart patient in need of cardiovascular surgery. The in-
dividual has a self-interest in finding the best cardiologist and the best heart
clinic. Armed with this knowledge, the patient will try to learn which health
plan employs the cardiologist or has a contract with the clinic. The premium
matters little, since the value to the patient of receiving the best cardiovascu-
lar care will far exceed any premium payment.

The incentives facing healthy people are different. Since their probability of
needing any particular service in the near future is small, they are unlikely to
spend much time investigating particular doctors and clinics. To the degree
that they do investigate, they are likely to inquire only about the primary care
services they are likely to receive. If the need for heart surgery arises, odds are
that patients will be able to switch insurers before the surgery is performed.

Thus, the people who carefully compare the acute care services offered by
competing health plans are likely to be the people who intend to use them.
These are the very people health plans want to avoid. By contrast, those who
choose a plan based on the quality and accessibility of nonacute services are
more likely to be healthy.

HOW PERVERSE INCENTIVES 
AFFECT THE BEHAVIOR OF SELLERS

To see how managed competition affects the incentives of insurers, imagine
two competing HMOs. In the first, enrollees can see a primary care physician
at any time, but there are cumbersome screening mechanisms and waiting pe-
riods for kidney dialysis, heart surgery and other expensive procedures. In the
second, dialysis and heart surgery are available when needed, but primary
care facilities are limited. Given a choice, most of us would enroll in the first
HMO if we were healthy and switch to the second if afflicted with heart dis-
ease or kidney failure. But if everyone acted in this way, the second HMO
would attract only expensive-to-treat patients. To cover its costs, it would
have to charge a premium many times higher than the first HMO. The pre-
mium would have to be approximately equal to the cost of heart surgery or a
kidney transplant. But in that case, most people could not afford the premium.
Those who could afford it might be better off to simply buy their medical care
directly. In any event, the HMO would face financial ruin.8

It might seem that the second HMO could compete successfully by offering
more primary care services. But to be truly competitive, it would have to change
its strategy completely. The easiest way to keep costs down is to enroll only the
healthy. And the easiest way to do that is not to have the doctors and facilities
sick people want. As Alain Enthoven has noted (disapprovingly), “A good way
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to avoid enrolling diabetics is to have no endocrinologists on staff. . . . A good
way to avoid cancer patients is to have a poor oncology department.”9

To attract healthy enrollees, a health plan might offer inexpensive vaccina-
tions, cancer screening and health club membership. The plan also might of-
fer services at more convenient times and locations, free parking and other
amenities. Of course, these services might be attractive to all potential appli-
cants, but they are more likely to be decisive for healthy people. Health plans
also can target the healthy through the design of their advertisements and in
selecting a location to make a pitch to desirable prospects.

A survey by the Kaiser Family Foundation discovered how HMOs were
competing for seniors on Medicare. The HMO ads in print and on television
showed seniors snorkeling, biking and swimming, but did not feature the sick
or disabled. In addition, nearly one-third of HMO marketing seminars were
held at sites that were not wheelchair accessible.10 The following are just a
few other examples uncovered by the Washington Post11:

• When a Minnesota network began offering direct access to an obstetrician
while rivals required referrals from a gatekeeper, it attracted disproportion-
ate numbers of pregnant women, lost millions of dollars and soon ended the
practice.

• When Aetna U.S. Healthcare offered unusually generous coverage for in
vitro fertilization, people with fertility problems flocked to the HMO and
Aetna had to end the practice.

• In another case, a California health plan severed its relationship with a uni-
versity hospital known for practicing high-tech medicine and tackling com-
plicated cases.

• Other HMOs avoid contracting with doctors’ groups known for expertise
with high-risk patients.

The term medlining is sometimes used to describe the practice of avoiding the
sick. It’s health care’s version of redlining, the banking and insurance practice of
avoiding deteriorating neighborhoods. The other side of the coin, of course, is at-
tracting the healthy. In addition to health club memberships, health plans also
have offered dental benefits and vision care. The theory is that anyone who will
switch health plans to get a free pair of eyeglasses cannot be very sick.12

THE RESULTS OF COMPETITION

In figure 22.1, patients are arrayed along the horizontal axis from most to
least costly (left to right). The cost-of-care line shows what would be spent on
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each patient given current standards of medical practice. This line is highly
skewed, reflecting the fact that in a typical pool about 2 percent of the group
spends more than 40 percent of the health care dollars, 10 percent spends al-
most three-quarters and the majority have very small expenses. The premium
is based on the average cost of care for all patients under community rating.
It is the premium that must be charged all plan members if the plan is to cover
its costs.13 The figure also illustrates how healthy people subsidize sick peo-
ple, since most members have costs well below the premium they pay and a
few have costs well above it. Clearly, this is what many proponents of man-
aged competition believe equilibrium would look like for each health plan un-
der their scheme. But simple analysis shows that the diagram in figure 22.1
cannot be in equilibrium and that it must give way to something else.

Roughly speaking, an equilibrium exists if no health plan can adjust to be-
come more profitable.14 However, the plan represented in figure 22.1 can eas-
ily become more profitable if it can lower the cost of caring for its sicker
members. As long as these members stay in the plan, it will have the same
premium income and lower costs. If sicker members shift to another plan, this
is even better from the plan’s point of view—since the sick are unprofitable
by definition. On the other hand, healthier customers are being overcharged,
since the cost of care they are receiving is below the premium they are pay-
ing. This means that other health plans can lure away these customers by pro-
viding higher benefits for the same premium. Thus, in order to retain prof-
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itable customers and attract even more, the health plan represented in figure
22.1 should increase the amount it spends on healthy members.

In free markets, competition tends to cause the price to change until it
equals average cost. The same tendencies exist under artificial competition.
Yet, because community-rated premiums are constrained to be the same for
all members, competition will cause cost to change until it equals price. If
premiums could rise for “unprofitable” members, health plans would com-
pete them up to the level of the cost of those people’s care. But if the premi-
ums are artificially constrained, the plans will compete the cost of care down
to the level of the artificial premium.15 The reverse pressures exist for “prof-
itable” members. If the artificial premiums cannot be competed down to the
level of average cost, the tendency will be to compete cost up to the level of
the artificial premium.

These conclusions follow from well-known principles of the economics of
regulation. In the United States, we have had decades of experience with reg-
ulated markets. Under regulations imposed by the Civil Aeronautics Board
(CAB) for most of the post–World War II period, the federal government es-
tablished minimum air fares higher than would have prevailed in a free mar-
ket. Unable to compete on price, the airlines competed by offering more fre-
quent flights, more convenient departures, more spacious seating and other
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in-flight amenities. The CAB’s price regulation potentially allowed the air-
lines to earn supra-normal profits, but those profits were competed away on
passenger-pleasing adjustments.16

The reverse tendency emerges when prices are kept artificially low. Under
rent control laws, landlords are prohibited from raising their rents to the level
of average cost. Since rents cannot rise, landlords tend to allow housing qual-
ity to deteriorate until housing costs equal the government-controlled rent.17

Consider this result in terms of a basic principle taught in all introductory
economics courses: when firms are maximizing profits, marginal revenue
must equal marginal cost. Under artificial competition, marginal revenue (the
amount of premium each additional enrollee brings to a plan) must be the
same for every enrollee. Thus, if health plans are maximizing profits, mar-
ginal cost (the amount the plan spends on the health care of each additional
enrollee) also must be the same for every enrollee.

Health plans, therefore, face competitive pressures to adjust the delivery of
health care until the cost-of-care line coincides with the (community-rated)
premium line (see figure 22.2). This means that health plans have a strong fi-
nancial self-interest in underproviding services to the sick and overproviding
services to the healthy. Left unchecked, the end result of this process is a con-
dition under which each person receives health services whose cost is exactly
equal to the premium he or she pays.

THE EFFECT OF LIMITED OPEN SEASONS

The analysis presented here assumes that patients make choices among in-
surers based solely on the value of medical services those patients consume.
This assumption would be justified to the degree that patients can easily shift
back and forth among insurers as their health needs change. However, the
federal employee program and most other managed competition programs al-
low plan changes only during “open season” once a year.18

To the degree that people’s choices are constrained by limited open sea-
sons, they must consider the insurance value of the plan they select as well as
its direct consumption value. Consider an expectant mother choosing among
competing health plans. She expects to need well-baby delivery services.
However, she might experience complications in pregnancy or childbirth, or
her child might be premature and require sophisticated medical treatment. In
those cases, the woman would benefit from highly skilled medical personnel.
Thus, in selecting a plan she will be interested in purchasing real insurance as
well as specific medical services.
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For such potential problems as heart disease, cancer and AIDS, it seems
unlikely that people will willingly pay much to insure for expensive treatment
while they are healthy—if they can switch insurers at least every twelve
months. The tendency will be to select a plan that is strong on preventive and
diagnostic services, secure in the knowledge that one can rather quickly
switch to a plan that is best at treating a particular disease.

Therefore, periodic open seasons cause us to modify our prediction in
recognition of an insurance component to people’s choices. Yet, even with
this modification we are left with the prediction that artificial competition
will ultimately result in a radical deterioration in the quality of care sick peo-
ple receive.

THE EFFECT OF RISK ADJUSTMENT

Proponents of managed competition are keenly aware of the perverse incen-
tives faced by health plans. To thwart these incentives many favor risk ad-
justment programs that take income away from plans that attract healthier
people and give it to plans that attract sicker people.

Many methods of risk adjustment have been suggested. None of them work
very well. It might seem that the logical way to start constructing a risk ad-
justment mechanism would be to tax or subsidize health plans based on the
health of people at the time they joined a plan. Thus, sicker people would
have a subsidy added to their premium payments and healthier people would
have a tax deducted from theirs. Although enrollees would pay the same
community-rated premium, health plans would receive a risk adjusted pre-
mium. In theory, this would make the health plans indifferent between poten-
tial enrollees.

The problem with this approach is that it does not work very well. Health
economist Joseph Newhouse notes that in the RAND Health Insurance Ex-
periment, 1 percent of the patients accounted for 28 percent of the total costs,
but most of the high-cost patients could not have been identified in advance.
In fact, Newhouse found that only 15 percent of the variation in health care
costs among individuals could be predicted in advance, even when re-
searchers had full knowledge of the patients’ demographic characteristics.19

More recently, Newhouse and his colleagues have concluded that as much as
25 percent of the variation in health expenditures for individuals can be pre-
dicted by such observable factors as health status and prior health expendi-
ture.20 That leaves 75 percent unexplained.

Some health economists argue that it doesn’t matter whether a risk ad-
justment mechanism is perfect. As long as the adjuster predicts as well as

208 Chapter Twenty-two

04-130 (23) Ch 22  4/8/04  10:30 AM  Page 208



the health plans themselves, the adjuster can remove any financial incen-
tives a plan has to prefer or avoid a person at the time of enrollment. Yet,
this does not solve the problem for two reasons. First, after an initial en-
rollment, everyone will be a member of a health plan. Therefore, at least
one plan can probably predict that member’s future health costs better than
an impersonal risk adjuster that relies only on statistical data. Second, the
perverse incentives of health plans do not end at the point of enrollment. To
the contrary, health plans do not have to be able to predict which enrollees
will get heart attacks in order to know that it doesn’t pay to invest too much
in cardiology. The incentive to underprovide to the sick is ongoing, 365
days a year.

If adjustments cannot solve the problem based on prior knowledge of pa-
tients, the only alternative is to base them on knowledge of the experiences
of patients after they enroll.21 But if we do that, how much should the plan
be paid? Consider again the cost-of-care line in figure 22.2. If the net amount
insurers received for each applicant were based on this line rather than on the
artificial premium line, insurers would have no reason to overprovide or un-
derprovide care to any enrollee. The problem is that we never get to observe
what the efficient cost-of-care line looks like. All an outside observer can see
is the actual amount spent. And if we reimbursed health plans for actual ex-
penditures, health plans would have no incentive to provide efficient care.
Indeed, the practice of paying providers based on their costs was what led to
so much health care inefficiency before the managed care revolution. What-
ever the defects of managed care, a return to cost-plus finance is not the an-
swer.22

An alternative to paying health plans based on actual costs is to pay fixed
fees determined by the patient’s diagnosis. This is the way Medicare reim-
burses hospitals, and it has produced some efficiencies. The reason is that
hospitals get to keep the diagnosis-related payment, regardless of actual costs.
So the lower their actual costs, the higher their profit or the lower their losses.
The disadvantage of this approach is that fixed payment is almost always
based on expected average cost for patients with a particular condition. By
definition, the sum fails to cover the treatment costs of the sickest patients.
The more competitive the market, the greater the pressure is to underprovide
to the patients whose cost of care is above average.23

Regardless of how risk adjustment is carried out, it can at best ameliorate
the problem of quality. It cannot solve it. Even if premiums vary with changes
in expected costs, the underlying economics are the same. Health plans here
have an incentive to adjust the quality of care they deliver until they are
spending an amount on each enrollee equal to that enrollee’s risk-adjusted
premium.
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OTHER BARRIERS TO QUALITY DETERIORATION

Just because health plans have an economic incentive to let treatment costs
fall until they are no greater than the premium payments made on behalf of
the sickest patients does not mean they will do so. Fear of tort liability law-
suits is one obstacle to quality deterioration. Doctors’ fear of censure or loss
of a license to practice is another. But these obstacles are somewhat crude in-
struments for combating incentives that affect every decision providers make.

MANAGED COMPETITION VERSUS 
SINGLE-PAYER NATIONAL HEALTH INSURANCE

The most serious defect of national health insurance is the tendency to over-
provide to the healthy and underprovide to the sick. This, we have seen, oc-
curs because of the pressures inherent in allocating health care resources
through the political system. Politicians cannot afford to spend most of the
health care budget on the small number who need expensive care. Democratic
politics forces them to take from the sick and give to the healthy instead.

However, managed competition, whatever efficiencies it produces, cannot
solve this problem. In fact it may make the problem worse. Whereas national
health insurance overprovides to the healthy and underprovides to the sick for
political reasons, managed competition leads to a similar result because of
perverse economic incentives.

MANAGED COMPETITION 
VERSUS MARKET-DRIVEN HEALTH CARE

One of the ironies of health policy is that some of the strongest critics of na-
tional health insurance are also some of the strongest advocates of managed
competition; Alain Enthoven is one example. Yet, the closer we come to the
ideal world of managed competition, the more likely we are to experience
outcomes similar to those of socialized medicine. Moreover, this conclusion
is not tied to the design of any particular employer plan. There is a sense in
which our entire employer-based system functions as a loose system of man-
aged competition.

Ordinarily, we think of the labor market as being literally a market for la-
bor, with health insurance tacked on as a fringe benefit. But imagine for a mo-
ment that it were the other way around. Imagine that employers offered health
plans with the provision that you must take a job in order to enroll. Farfetched
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as the latter scenario may seem, it is precisely the way thousands of people
view the job market. These are people with high health costs or people with
a dependent family member whose health costs are high. For this group of po-
tential employees, employers offer competitive health plans—all heavily sub-
sidized and all community rated. The employees switch plans by switching
jobs; and because their health costs are so high, the kind of work they agree
to do becomes a secondary concern. In fact, they are willing to take jobs for
which they are overqualified (a college graduate working in a mailroom, for
example) just to access a benefit-rich health care plan.

To large employers with generous health plans, the scenario we are de-
scribing is not fanciful. These companies confront similar problems everyday.
Indeed, a major reason why K-Mart, Wal-Mart and other large retail chain
stores have cut back on their health benefits is not that they are stingy; it is
that they were attracting individuals and families with very high health care
costs.24 In protecting themselves from adverse labor market selection, these
companies are engaging in the exact behavior predicted by the economic the-
ory of managed competition.

The United States is in danger of evolving a system that underprovides to
the sick, not because we have made a conscious decision to socialize health
care, but because we have created perverse economic incentives for employ-
ers and their employees.
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Among people who believe the American health care system needs serious re-
form, attention invariably turns to the large number of people without health
insurance. An estimated 43.6 million people, or 15.2 percent of the U.S. pop-
ulation, were without coverage for at least part of 2002.1 What can be done
about this problem?

There are typically two types of proposals: (1) force people to buy private
health insurance whether they want to or not, or force their employers to buy
it for them (which amounts to the same thing)2; and (2) have government pay
for all or most of the cost of their insurance by subsidizing private premiums
or enrolling them in public insurance.

The first proposal not only involves government coercion, but also consti-
tutes a dangerous further intrusion of government into the medical market-
place. The second proposal would require new taxes and inject billions of ad-
ditional dollars into a health care system that is already the most expensive in
the world.

As we shall see in the next chapter, neither reform is necessary or desirable.
In fact, we can have a workable form of universal health insurance without
intrusive mandates or more government spending.

THE ROLE OF GOVERNMENT

But before turning to a solution, we should consider a more basic question.
Why should government be involved at all?
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The Free Rider Argument

Aside from the burden of providing charity care to the poor, is there any rea-
son for government to care whether people have health insurance? The tradi-
tional argument for government intervention is that health insurance has so-
cial benefits apart from the personal benefits to the person who chooses to
insure. The reason is that people who fail to insure are likely to get health care
anyway, even if they can’t pay for it. And the reason for that is that the rest of
the community is unwilling to allow the uninsured to go without health care,
even if their lack of insurance is willful and negligent.

This set of circumstances creates opportunities for some people to be free
riders on other people’s generosity. In particular, free riders can choose not to
pay insurance premiums and to spend the money on other consumption
instead—confident that the community as a whole will provide them with
care even if they cannot pay for it when they need it. In other words, being a
free rider works. It works because of a tacit community agreement that no one
will be allowed to go without health care. And this tacit agreement is so es-
tablished that it operates as a social contract that many people substitute for a
private insurance contract.

Evidence of a Free Rider Problem: 
The Growing Number of Uninsured

What evidence is there that free riders are a problem? One piece of evidence
is the number of uninsured. According to the Census Bureau, a larger per-
centage of the population was uninsured in 2002 than a decade earlier (see
figure 23.1). The rise in the number of uninsured occurred throughout the
1990s, a time in which per capita income and wealth, however measured,
were rising.

Although it is common to think of the uninsured as having low incomes,
many families who lack insurance are solidly middle class (see figure 23.2).
And the largest increase in the number of uninsured in recent years has oc-
curred among higher-income families:

• About one in seven uninsured persons lives in a family with an income be-
tween $50,000 and $75,000, and almost one in six earns more than
$75,000.

• Further, between 1993 and 1999, the number of uninsured increased by 57
percent in households earning between $50,000 to $75,000 and by 114 per-
cent among households earning $75,000 or more.

• By contrast, in households earning less than $50,000 the number of unin-
sured decreased approximately 2 percent.
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More information about middle-class families who are voluntarily unin-
sured emerged from a recent California survey of the uninsured with incomes
of more than 200 percent of poverty3.

• 40 percent owned their own homes and more than half owned a personal
computer.

• 20 percent worked for an employer that offered health benefits, but half of
them (10 percent of the total) declined coverage for which they were eli-
gible.

• This group was not opposed to insurance in general, as 90 percent had pur-
chased auto, home or life insurance in the past.

• About 43 percent felt that health insurance was not a good value for the
money, and rising insurance premiums will only increase this number.

These results are contrary to the normal expectation of economists. Eco-
nomic theory teaches that as people earn higher incomes, they should be
more willing to purchase insurance to protect their income against claims
arising from expensive medical bills. Similarly, as people become wealthier
the value of insuring against wealth depletion (say, by a catastrophic illness)
rises. So insurance should be positively correlated with income and wealth
accumulation. The fact that the number of uninsured rose while incomes
were rising and that the greatest increase in lack of insurance was among
higher-income families suggests that something else is making insurance
less attractive.

Cause of the Problem: 
State Regulations That Favor Free Ridership

One cause of the problem is the proliferation of state laws that make it in-
creasingly easy for people to obtain insurance after they get sick. Guaranteed
issue regulations (requiring insurers to take all comers, regardless of health
status) and community-rating regulations (requiring insurers to charge the
same premium to all enrollees, regardless of health status) are a free rider’s
heaven. They encourage everyone to remain uninsured while healthy, confi-
dent that they can obtain insurance if they get sick.

Moreover, as healthy people respond to these incentives by electing to be
uninsured, the premium that must be charged to cover costs for those who re-
main in insurance pools rises. These higher premiums, in turn, encourage
even more healthy people to drop their coverage. From 1990 through 1996,
sixteen states passed aggressive regulations to increase access to health in-
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surance for people with health problems. The uninsured population in these
states grew eight times as much as in the states that did not.4

Other regulations that raise the cost of insurance for the healthy exacerbate
this condition. Among these are laws mandating coverage for such services as
acupuncture, in vitro fertilization and even marriage counseling.5 For exam-
ple, a Duke University study showed that the probability an individual will
become uninsured increases with each new mandate imposed by govern-
ment.6 A study for the Health Insurance Association of America (HIAA)
found that 20 percent to 25 percent of uninsured Americans lack insurance
due to benefit mandates.7

Cause of the Problem: 
Federal Regulations That Favor Free Ridership

Federal legislation has also made it increasingly easy to obtain insurance af-
ter one gets sick. HIPAA (1996) had a noble intent: guarantee that people who
have been paying premiums into the private insurance system do not lose
coverage simply because they change jobs. But a side effect of pursuing this
desirable goal is a provision that allows any small business to obtain insur-
ance regardless of the health status of its employees. This means that a small
operation can save money by remaining uninsured until a family member gets
sick. Individuals can also opt out of their employer’s plan, then enroll after
they get sick. They are entitled to full coverage for a preexisting condition af-
ter an eighteen-month waiting period.8

Cause of the Problem: 
National Spending on Indigent Health Care

Another source of the problem is the amount we spend on free care for those
who cannot or do not pay their own medical bills. As noted earlier in this
book, public and private spending on free care is considerable. For example,
a study by the State Comptroller’s office found that Texas currently spends
about $1,000 per year on free care for every uninsured person in the state, on
the average (see figure 23.3). This implies that the value of “free” care is
about $4,000 a year for a family of four.

Interestingly, $4,000 is a sum adequate to purchase private health insur-
ance for a family in many Texas cities. Therefore, many Texas families can
rely on $4,000 in free care (on the average) or they can purchase a $4,000
private insurance policy with after-tax income. Granted, the two alterna-
tives are not exactly comparable. Families surely have more options if they
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have private insurance. But to many, the free care alternative appears more
attractive.9

Consequences of Free Ridership: 
An Increasingly Fragile Safety Net

As we shall see below, when people elect to become insured, say by enrolling
in an employer’s health plan, they receive a tax subsidy from the federal gov-
ernment. However, when people drop insurance coverage the federal govern-
ment makes no extra contribution to any local health care safety net. As a con-
sequence, the growth in the uninsured is straining the finances of many urban
hospitals. The problem is exacerbated by less generous federal reimburse-
ment for Medicaid and Medicare and by increasing competitiveness in the
hospital sector. Traditionally, hospitals have covered losses that arise from
people who can’t pay for their care by overcharging those who can. But as the
market becomes more competitive, these overcharges are shrinking. There is
no such thing as “cost shifting” in a competitive market.
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This problem is not trivial. For example, preliminary findings from a
RAND study show that safety net spending by the nation’s hospitals is not
keeping pace with the overall increase in per capita spending.10 A National
Academy of Sciences Institute of Medicine study found that the safety net of
local clinics, hospitals and charities is “overburdened and threadbare” and
“could collapse with disastrous consequences.”11

CHARACTERISTICS OF AN IDEAL HEALTH CARE SYSTEM

Even if federal, state and local governments did not exacerbate the problem
of the uninsured, some people would choose to be uninsured, giving rise to
the “free rider” argument outlined above. Yet, if this is the reason why gov-
ernment has a legitimate interest in the health insurance decisions of individ-
uals, then the public policies we adopt must solve the problem. As noted, the
most commonly proposed solutions are to have government require people to
purchase insurance and/or have taxpayers subsidize their insurance. Yet,
government-imposed mandates and expensive new spending programs are
neither necessary nor sufficient. The best solution limits the role of govern-
ment and expands the choices open to every citizen. Here’s how.

Characteristic No. 1: We Should Reward 
Those Who Insure and Penalize Those Who Do Not

To the advocates of mandates, we can always ask the question: What are you
going to do with people who disobey the mandate? As a practical matter, no
one is suggesting that we put them in jail. So we are left with imposing a fi-
nancial penalty (e.g., a fine). But a system that fines people who are unin-
sured is a system that subsidizes those who insure—the subsidy being the ab-
sence of the fine.

Under the current system families who obtain insurance through an em-
ployer get a tax subsidy worth about $1,155, on the average.12 Since an unin-
sured family with an average income doesn’t get this subsidy, the uninsured
family will pay about $1,155 more in taxes. So instead of describing our cur-
rent system as one that subsidizes employer-provided insurance we could,
with equal validity, describe it as one that penalizes the lack of employer-
provided insurance.

We can describe any incentive system in one of two ways: (1) as one that
grants subsidies to those who insure and withholds them from those who do not
or (2) as one that taxes the uninsured and refrains from taxing the insured. Ei-
ther description is valid, since a reward is simply the mirror image of a penalty.
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Characteristic No. 2: The Reward/Penalty Should Equal 
the Value Society Places on Insuring Individuals at the Margin

We should decide how much we care (in money terms) whether a person is in-
sured and that should determine the size of the subsidy/penalty.13 Any other pol-
icy would be indefensible and absurd. It would entail spending too much on sub-
sidies and collecting too much in fines, or vice versa. Under an ideal system,

224 Chapter Twenty-three

04-130 (24) Ch 23/Part 3  4/8/04  10:33 AM  Page 224



• We should never pay more for (reward) good behavior than the good be-
havior’s benefit to us, and we should never collect more from (penalize)
bad behavior than its cost to us.

• Conversely, we should never pay less for good behavior than its benefit or
penalize bad behavior less than its cost.

Current policy violates this principle in several ways. Although the average
tax subsidy is worth about $1,155 per family, households earning more than
$100,000 per year receive, on the average, $2,638 per year in subsidies. By
contrast, those earning between $20,000 and $30,000 receive only $599 (see
figure 23.4). One reason is that those earning higher incomes are in higher tax
brackets. For example, a family in the 40 percent tax bracket gets a subsidy of
forty cents for every dollar spent on their health insurance. By contrast, a fam-
ily in the 15 percent bracket gets a subsidy of only fifteen cents on the dollar.

A uniform subsidy would offer the same tax reduction to everyone who ob-
tains private insurance, and that subsidy should reflect the value our society
places on having one more person insured. But what is that value?
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Characteristic No. 3: The Revealed Social Value of Insurance 
Is the Amount We Spend on Free Care for the Uninsured

How do we know how much it is worth collectively for a given individual to
insure? An empirically verifiable number is at hand, so long as we’re willing
to accept the political system as dispositive. It’s the amount we expect to
spend (from public and private sources) on free care for that person when he
or she is uninsured.

To continue with the Texas example, if society is spending $1,000 per year
on free care for the uninsured, on the average, we should be willing to offer
$1,000 (say, in the form of a tax credit) to everyone who obtains private in-
surance. Failure to subsidize private insurance as generously as we subsidize
free care encourages people to choose the latter.

One reason this principle is not generally understood is that many people
think the uninsured are uncared for. In fact, they are not. They are simply par-
ticipating in a different kind of health care system. As noted earlier, uninsured
adults in Dallas County typically seek health care through the emergency
room at Parkland Hospital. Uninsured children are typically treated next door,
in the emergency room of Children’s Medical Center.

Think of the system that provides these services as “safety net insurance,”
and note that reliance on the safety net is not as valuable to patients as ordi-
nary private insurance, other things being equal. The privately insured patient
has more choices of doctors and hospital facilities. Further, safety net care is
probably much less efficient (e.g., using emergency rooms to provide care
that is more economical in a free-standing clinic). As a result, per dollar spent
the privately insured patient probably gets more care and better care.

Characteristic No. 4: The Penalties Paid by the Uninsured 
Should Be Used to Compensate Those Who Provide Free 
Care to the Uninsured

What should be done with the penalties collected from people who choose to
remain uninsured? They should be used to compensate providers who give
free care to the uninsured, no more and no less.14

As noted above, under the current system the uninsured pay higher taxes
because they do not enjoy the tax relief given to those who have employer-
provided insurance. These higher taxes are a “fine” for being uninsured. The
problem is the extra taxes paid are simply lumped in with other revenues col-
lected by the U.S. Treasury in Washington, D.C., while the expense of deliv-
ering free care falls to local doctors and hospitals.

Under an ideal system, the government would offer every individual a sub-
sidy. If the individual obtained private insurance, the subsidy would be real-
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ized in the form of lower taxes (say, in the form of a tax credit). If the indi-
vidual chose to remain uninsured, the subsidy would be sent to a safety net
agency in his or her community (see figure 23.5a). Such an arrangement is a
system under which the uninsured as a group pay for their own free care. The
very act of turning down a tax credit by choosing not to insure would impose
on the uninsured taxes exactly equal to the average cost of free care given an-
nually to the uninsured (see figure 23.5b).15
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Characteristic No. 5: The Subsidies for the Insured Should, 
at the Margin, Be Funded by Reducing Spending on 
Free Care for the Uninsured

How should we fund subsidies for those who choose to move from being
uninsured to insured? The answer: at the margin, the subsidy should be
funded by the reduction in expected free care that person would have con-
sumed if uninsured, no more and no less.

Suppose everyone in Dallas County chose to obtain private insurance, re-
lying, say, on a refundable $1,000 federal income tax credit to pay the pre-
miums. Dallas County no longer would need to spend $1,000 per person on
the uninsured. All of the money that previously funded safety net medical
care could be used to fund the private insurance premiums (see figure 23.5c).

How could this scheme be implemented? Since much of the safety net ex-
penditure already consists of federal funds, the federal government could use
its share to fund private insurance tax credits instead. For the remainder, the
federal government could reduce block grants to Texas for Medicaid and
other programs. This arrangement is a system in which people who leave the
social safety net and obtain private insurance furnish the funding needed to
pay their private insurance premiums, at least at the margin. They do this by
allowing public authorities to reduce safety net spending by an amount ex-
actly equal to the private insurance tax subsidy.16

Characteristic No. 6: Subsidies for Being Insured Should Be
Determined Independently of How the Insurance Is Purchased

The American health care system is largely an employer-based system; more
than 90 percent of people with health insurance obtain it from an employer.
In recent years many have questioned the wisdom of having employers
choose health plans for their employees. Interest in a personal and portable
insurance has increased, and many individuals would prefer to take their in-
surance with them as they change jobs and have employers make defined-
contribution premium payments to the plans their employees choose.

These issues should be resolved in the marketplace, rather than by the tax-
writing committees of the U.S. Congress.

Figure 23.6 shows that a typical middle-income family with employer pro-
vided coverage gets a tax subsidy equal to about half the cost of insurance.
By contrast, families who purchase their own insurance get virtually no relief
under the tax law. An ideal system would give the same tax relief, regardless
of how the insurance is purchased (see figure 23.7). If the playing field were
level under tax law, the employer’s role would be determined through com-
petition and choice.
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Characteristic No. 7: The Optimal Number of 
Uninsured Is Not Zero

The goal of health insurance reform is not to get everyone insured. Indeed,
everyone is already in a loose sense insured. Instead, the goal is to reach a
point at which we are socially indifferent about whether one more person ob-
tains private insurance as an alternative to relying on the social safety net.
That is the point at which the marginal cost (in terms of subsidy) to the re-
maining members of society of the last person we induce to insure is equal to
the marginal benefit to the remaining members of society (in terms of the re-
duction in cost of free care). Once we satisfy this condition, it follows that the
number of people who remain uninsured is optimal, and that number is not
zero.

This is achieved by taking the average amount spent on free care and mak-
ing it available for the purchase of private insurance. In our example, the gov-
ernment guarantees that $1,000 is available, depending on the choice of in-
surance system. From a policy perspective, we are indifferent about the
choice people make.

Characteristic No. 8: The Principles of Reform Apply 
with Equal Force to All Citizens, Regardless of Income

None of the first six points is in any way dependent for its validity on the in-
come of the person who elects to be insured or uninsured. As a practical mat-
ter, one could argue that the high-income uninsured are likely to pay more out-
of-pocket (get less free care) than the low-income uninsured, and therefore
their reward/penalty should be smaller. Against that is the observation that
high-income people (because of greater sophistication) are more adept overall
at spending other people’s money once they enter the health care system.

Waiving these considerations, a $100,000-a-year family can generate hos-
pital bills it cannot pay almost as easily as a $30,000-a-year family, and our
social interest in whether someone is insured is largely independent of in-
come. For this reason as well as practical considerations, the tax credit should
be independent of income.17

Characteristic No. 9: Health Insurance Subsidies 
Need Not Add to Budgetary Outlays

A common misconception is that health insurance reform costs money. For
example, if health insurance for forty million people costs $1,000 a person,
some conclude that the government would need to spend an additional $40
billion a year to get the job done. But we already spend $40 billion or more
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on free care for the uninsured, and if all forty million uninsured suddenly be-
came insured they would—in that act—free up the $40 billion from the social
safety net.

At $1.5 trillion a year, there is no reason to believe our health care system
is spending too little money. To the contrary, attempting to insure the unin-
sured by spending more money would have the perverse effect of contribut-
ing to health care inflation. As Gene Steuerle has shown, we can simply make
some portion of people’s tax liability contingent on proof of insurance.18 Get-
ting all the incentives right may involve shifting around a lot of money (i.e.,
reducing subsidies that are currently too large and increasing subsidies that
are too small), but it need not add to budgetary outlays.

For families who already pay substantial federal income taxes, the trick is
to make some portion of tax liability contingent on proof of insurance. For ex-
ample, the child credit (originally $500 per child, scheduled to rise to $1,000)
could be tied to proof of insurance. Families that fail to provide proof would
lose the credit and pay an additional $1,000 per child in taxes. Similarly,
$1,000 of the personal exemption could be tied to proof of insurance.

Families who have children and earn between, say, $10,000 and $30,000 a
year generally qualify for the Earned Income Tax Credit (EITC). Even though
they owe no income tax, these families can complete a tax return and get a
“refund” of as much as $3,000 or $4,000 per year from the Treasury. The pay-
ments also could be contingent on proof of insurance, including enrollment in
Medicaid, S-CHIP, an employer plan or a privately purchased plan.

Characteristic No. 10: The Federal Government’s 
Role Should Remain Strictly Financial

Currently, the federal government “spends” more than $141 billion a year on
tax subsidies for employer-provided insurance. However, the tax code says
almost nothing about what features a health insurance plan must have in or-
der to qualify for a tax subsidy.19 Insurance purchased commercially, around
two-thirds of the total, is regulated by the state governments. The federal tax
subsidy applies to whatever plans state governments allow.20

In this sense, the federal role is strictly financial. The current tax break is
based solely on the number of dollars taxpayers spend on health insurance,
not on the features of the health plans themselves.

This practice is sensible and should be continued. Aside from an interest in
encouraging catastrophic insurance, there is no social reason why govern-
ment at any level should dictate the content of health insurance plans. To con-
tinue our example, the role of the federal government should be to insure that
$1,000 is available. It should leave the particulars of the insurance contract to
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the market and the decisions about safety net health care to local citizens and
their elected representatives.

IMPLEMENTING REFORM

Reform of the U.S. health care system is less complicated than it at first might
appear. The building blocks of an ideal system are already in place. The federal
government already generously subsidizes private health insurance as well as
safety net care. The main problem of the current system is its perverse incentives.

One could reasonably argue that government is doing more harm than
good, that a laissez faire policy would be better than what we have now.
Nonetheless, if government is going to be involved in a major way in our
health care system we should act quickly to replace perverse incentives with
neutral ones. In particular,

• At a minimum, government policy should be neutral between private in-
surance and the social safety net—never spending more on free care for the
uninsured than it spends to encourage the purchase of private insurance.

• Government policy also should be neutral between individual and em-
ployer purchase, allowing the role of the employer to be determined by in-
dividual choice and competition in the market place.

If we applied these two principles and no others, we would go a long way
toward creating an ideal health care system.

NOTES

1. Robert J. Mills and Shailesh Bhandari, “Health Insurance Coverage in the
United States: 2002,” Current Population Reports P60-223, U.S. Census Bureau, U.S.
Department of Commerce, September 2003; Bureau of the Census, “Health Insurance
Coverage—1993,” Statistical Brief, SB/94-28, U.S. Census Bureau, U.S. Department
of Commerce, October 1994.

2. John C. Goodman, “Characteristics of an Ideal Health Care System,” National
Center for Policy Analysis, NCPA Policy Report No. 242, April 2001.

3. Jill M. Yegian et al., “The Nonpoor Uninsured in California, 1998,” Health Af-
fairs (July/August 2000).

4. Melinda L. Schriver and Grace-Marie Arnett, “What States Can Teach Con-
gress about Health Care Regulation,” Heritage Foundation, Backgrounder No. 2107,
July 23, 1998.

232 Chapter Twenty-three

04-130 (24) Ch 23/Part 3  4/8/04  10:36 AM  Page 232



5. John C. Goodman and Gerald L. Musgrave, “Freedom of Choice in Health In-
surance,” National Center for Policy Analysis, NCPA Policy Report No. 134, No-
vember 1988.

6. Frank A. Sloan and Christopher J. Conover, “Effects of State Reforms on
Health Insurance Coverage of Adults,” Inquiry 3 (1998): 280–93.

7. Gail A. Jensen and Michael A. Morrisey, “Mandated Benefit Laws and
Employer-Sponsored Health Insurance,” Health Insurance Association of America,
January 1999.

8. A group health plan can exclude preexisting medical conditions from coverage
for no more than twelve months except when individuals enroll after the open enroll-
ment period. Exclusions on the latter can apply for eighteen months.

9. Jack Hadley and John Holahan, “How Much Medical Care Do The Uninsured
Use, And Who Pays For It?” Health Affairs (February 12, 2003) (Web Exclusive
W3-66).

10. Health Care Financing and Organization: News and Progress (March 2000):
5–6.

11. “Indigent Care: Insurers Are ‘Overhurdened and Threatbare,’” American
Health Line (March 31, 2000), reporting the conclusions of Marion Ein Lewin and
Stuart Altman, eds, American Health Safety Net: Intact but Endangered (Washington,
D.C.: National Academy Press, 2000).

12. Lewin Group estimates using the Health Benefits Simulation Model.
13. An ideal subsidy would not distort decisions at the margin. People would be

able to choose on a level playing field between health care and nonhealth care and be-
tween health care today and health care tomorrow. See Mark V. Pauly and John C.
Goodman, “Tax Credits for Health Insurance and Medical Savings Accounts,” Health
Affairs 14, no. 1 (Spring 1995): 126–39.

14. Low-income families who do not otherwise owe any federal income tax will
not literally be paying their own way. But in forgoing, say, a $1,000 refundable tax
credit they will be making a decision that allows the $1,000 to be deposited in a local
safety net.

15. To our knowledge, this idea as first proposed in John C. Goodman and Gerald
L. Musgrave, Patient Power: Solving America’s Health Care Crisis (Washington,
D.C.: Cato Institute, 1992). Also, see Lynn Etheredge, “A Flexible Benefits Tax
Credit for Health Insurance and More,” Health Affairs, special Internet-only publica-
tion, available at www.healthaffairs.org/2003Etheredge.pdf.

16. Some patients may be high cost. In a private insurance market, insurers will
not agree to insure someone for $1,000 if his or her expected cost of care is, say,
$5,000. But if the safety net agency expects a $5,000 savings as a result of the loss of
a patient to a private insurer, the agency should be willing to pay up to $5,000 to sub-
sidize the private insurance premium.

17. Society has no reason to care whether Bill Gates is insured. So there could be
an income or wealth threshold beyond which the subsidy/penalty system does not ap-
ply. However, as a practical matter so few individuals would qualify for an exemption
that uniform treatment is administratively attractive.

Designing an Ideal Health Care System 233

04-130 (24) Ch 23/Part 3  4/8/04  10:36 AM  Page 233



18. C. Eugene Steuerle, “Child Credits: Opportunity at the Door,” Urban Institute,
1997. Although Steuerle does not say so, one way to insure is to self-insure. So proof
of insurance could include evidence of a self-funded Health Savings Account.

19. The exceptions are mandated maternity coverage, federal mandates requiring
a forty-eight-hour hospital stay after a well-baby delivery if requested by patient and
physician, and mandated mental health parity.

20. M. Susan Marquis and Stephen H. Long, “Recent Trends in Self-Insured Em-
ployer Health Plans,” Health Affairs 18, no. 3 (May/June 1999): 161–66.

234 Chapter Twenty-three

04-130 (24) Ch 23/Part 3  4/8/04  10:36 AM  Page 234



235

The modern era has inherited two models of health insurance: the fee-for-
service model and the HMO model. Neither is appropriate to the Informa-
tion Age.

Both models assume that (1) the amount of sickness is limited and largely
outside the control of the insureds, (2) methods of treating illness are limited
and well defined, and (3) because of patient ignorance and asymmetry of in-
formation, treatment decisions will always be filtered by physicians, based on
their own knowledge and experience or clinical practice guidelines.

However, an explosion of technological innovation and the rapid diffusion
of knowledge about the potential of medical science to diagnose and treat dis-
ease have rendered these assumptions obsolete. In this chapter, we briefly
outline the type of insurance we believe would emerge if we rely on markets,
rather than regulators, to solve our problems.

WHY TECHNOLOGICAL CHANGE AND 
THE DIFFUSION OF KNOWLEDGE HAVE MADE

TRADITIONAL HEALTH INSURANCE MODELS OBSOLETE

Although the HMO model is often viewed as the more contemporary, it is
actually the less compatible with the changes the medical marketplace is
undergoing. The traditional HMO model is fundamentally based on patient
ignorance. The basic idea is a simple one: make health care free at the
point of consumption and control costs by having physicians ration care,
eliminating options that are judged “unnecessary” or at least not “cost-
effective.”

Chapter Twenty-four
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But this model works only as long as patients are willing to accept their
doctor’s opinion. And that only works as long as patients are unaware of other
(possibly more expensive) options.

As we argued in the Introduction, we could spend our entire gross domes-
tic product on health care in useful ways. In fact, we could probably spend the
entire GDP on diagnostic tests alone—without ever treating a real disease.
The information reality is that patients are becoming as informed as their
doctors—not about how to practice medicine, but about how the practice of
medicine can benefit them. Combine the potential of modern medicine to
benefit patients with a general awareness of these benefits and zero out-of-
pocket payments, and the HMO model is simply courting disaster. The fee-
for-service model is only a slight improvement. It tries to control demand by
introducing deductibles and copays. But even it offers strong incentives for
patients to overconsume health care.

Some believe that managed care can solve these problems. They are
wrong. Imagine grocery insurance that allows you to buy all the groceries you
need; but as you stroll down the supermarket aisle, you are confronted with a
team of bureaucrats, prepared to argue over your every purchase. Would any-
one want to buy such a policy? Traditional health insurance isn’t designed to
work much better.

Accordingly, we propose a new approach. It combines an old concept,
casualty insurance, with two relatively new concepts: universal HSAs (to
control demand) and a proliferation of focused factories (to control sup-
ply).

DESIGNING AN IDEAL HEALTH INSURANCE PLAN

Let’s begin by wiping the slate clean. Imagine you could get together with
999 other people and create an insurance plan just for 1,000 people. The
1,000 people are not alike. Some are old; some are young. Some are male;
some are female. Some are in good health; some are not. Given these and
other differences, how can you design a plan that all would want to join?

In answering this question, forget the normal insurance industry bureau-
cracy. Forget state and federal regulations. Forget federal tax law. Forget
everything else that would pose an artificial impediment to achieving the
ideal. You’re on your own. You must design a plan that will come closest to
meeting your needs and those of your colleagues. What follows is a discus-
sion of some inevitable problems and some proposed solutions. We hope this
thought experiment will point to how insurance markets would evolve if left
free to do so.1
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Terms of Entry

One of the first decisions you must make is: what premiums should be
charged to people when they join the insurance pool? No matter what bene-
fits you decide to include in the plan, you have to collect enough premiums
to cover all the costs. So how much should each person pay? We have a sug-
gestion that not only will solve this problem, but also will avoid many others.
In fact, failure to follow our suggestion on this issue will virtually guarantee
that your group will not agree on anything else. Our suggestion is this: each
person should pay a premium equal to the expected health care costs he or she
adds to the 1,000-person pool. If individual A will add $1,000, the right pre-
mium for A is $1,000. If B’s expected costs are $5,000, B should pay $5,000.
If C’s expected costs are $10,000, C should pay $10,000.

What if the premium is so high for some people that they cannot afford to
pay it? Then either they will be left out of the pool or others must make a
charitable contribution on their behalf. Since all agreements are voluntary in
this imagined scenario, coercion is not an option. Politicians usually try to
“solve” the problem by keeping the premium artificially low for people with
high health care costs. But if some people are undercharged, others must be
overcharged.

People who are overcharged will want less coverage than they otherwise
would, and those who are undercharged will want more. If we want people to
make economically rational decisions, they must be charged a premium that
makes the expected benefit of their additional coverage equal to its expected
cost.

Terms of Renewal

At the end of an insurance period of, say, one year, on what terms should peo-
ple be allowed to renew? Should those whose health has deteriorated be
charged more? Should people whose health has improved be charged less?

Insurance can be compared to gambling. Our decision to charge each en-
trant in the pool a premium equal to his or her expected costs makes the gam-
ble a “fair” bet for all. But changing premiums based on changes in health sta-
tus would be like changing the rules after throwing the dice. It would defeat
the purpose of insurance, which is to transfer risk to others. Therefore, a rea-
sonable rule is to raise or lower everyone’s premium at renewal time, based
on whether the whole group’s costs have been more or less than expected.
Those who got sick and generated high medical costs after joining the pool
would not be penalized and would get the full value of the insurance.

Such a rule is broadly characteristic of the market for individual insurance.
At the time of initial enrollment, people may be charged different premiums,
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based on age, sex and perhaps health status. But once in a plan, no one can be
expelled from it or charged an extra premium because their health deterio-
rates. Renewal is guaranteed, and if premiums are increased, they must be in-
creased proportionately for everyone.

The small group market now operates quite differently in most states. A
firm’s premiums are readjusted annually, based not on the experience of the
larger group with which the firm’s employees have been pooled, but on the
firm’s employees’ own experience over the previous year. In effect, it’s as
though every firm’s employees were kicked out of the pool at the end of the
year and allowed to reenter only if they pay new premiums based on the
changes in their expected health costs. Subject to regulatory constraints, in
the small group market people can buy insurance only one year at a time. If
this practice applied to life insurance, everyone’s premium would be re-
assessed annually, and rates for those diagnosed with cancer or AIDS during
the previous year would be astronomical. Such a practice would virtually de-
stroy the market for life insurance.2 Small wonder that small group health in-
surance markets are in perpetual crisis.

The features of the individual market described above come closest to em-
ulating what most economists would consider a free market for health insur-
ance, although the market is far from perfect. By contrast, the features of the
small group market are almost totally the product of unwise public policies—
federal tax law, federal regulations and state regulations. Not surprisingly, this
market has generated the most frequent complaints, particularly from small
business owners. Unfortunately most states try to deal with the problem by
piling on more regulations rather than by confronting its cause.

Third-Party Insurance versus Self-Insurance

The decision about what services to cover is closely related to the decision
about how to allocate financial responsibility. For reasons that will become
clear, the latter question needs to be addressed first. As noted above, recent
changes in federal law allow deposits to HSAs to receive the same tax ad-
vantage as employer-paid premiums. Prior to that change, federal tax law en-
couraged people to give all their health dollars to third-party payers. But un-
der neutral federal tax law, which services would we choose to pay directly
and which would we insure for? That is, what medical costs would we want
the pool to pay for, and which ones would we want to pay from our own re-
sources?

Any time people transfer their resources to an insurance pool, there are two
negative consequences (increased cost, at least for the group as a whole, and
decreased autonomy) and one positive (reduced risk). The problem is to as-
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sure that the reduction in risk is worth the extra premium we must pay to ob-
tain it. Our imaginary insurance pool faces the same problems as every other
insurance scheme. Any time insurance pays a medical bill, the incentives of
the patient are distorted. All of us tend to overconsume when someone else is
paying the bill, and this tendency, which economists call the problem of
“moral hazard,” raises costs. To counteract the tendency, we will want to con-
sider some of the techniques of managed care. But these techniques will re-
strict our choices, reduce our autonomy and perhaps reduce the quality of the
care we get. Even if the quality is not diminished, administering the tech-
niques will be costly.

Thus, no matter how well the plan is designed, for the group as a whole the
cost of medical care will be higher than it would be if individuals simply pur-
chased the same care on their own. Presumably, the higher costs are worth-
while if we enjoy enough reduction in risk. But at what point does the price
we’re paying for risk reduction become too high? Specifically, when is it
worthwhile to transfer risk to a pool and when does it make better sense to
self-insure by putting funds into an account we own and control? Three gen-
eral questions can help us arrive at an answer:

1. Is the medical service to be purchased prompted by a risky event or by an
individual preference?

2. Is the price of transferring risk to a third party high or low?
3. Does the failure to obtain a service or the purchase of an inappropriate ser-

vice potentially create costs for others in the pool?

The first question relates to the terms under which people obtain health
care services. People differ in their attitudes toward medical care. They also
differ in their levels of aversion to risk. Take diagnostic tests for the detection
of cancer. As noted above, the more frequent the tests, the higher the cost. But
medical science cannot tell us how frequent such exams should be.3 That is
largely a value judgment, and people’s values differ. In general, such exams
are not prompted by a risky event; they are influenced by individual prefer-
ences.

As a general rule, the more expenditures depend on personal choices rather
than external events, the greater will be the problem of moral hazard. This
consideration suggests we should encourage individuals to purchase directly
most diagnostic tests and most forms of preventive medicine.

The second question reinforces this conclusion. Transferring the risk of can-
cer treatment to an insurance pool is relatively low-cost. For each dollar of ex-
posure transferred, the extra premium is only a few pennies. On the other hand,
transferring diagnostic testing to an insurance pool is relatively high-cost. For
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each dollar of exposure transferred, the extra premium is a large part of that
dollar. So the payoff for using insurance to cover cancer treatment is high,
while the payoff for covering cancer detection is low.

The third question is whether the medical consequences of one’s decision
will generate costs for other members of the pool. Take immunization for
childhood diseases. Studies show that these procedures pay for themselves by
avoiding future health care costs that are greater than the costs of the vacci-
nations.4 This implies that members of an insurance pool have an economic
self-interest in seeing that all children covered by the pool are vaccinated. It
may make economic sense for the pool to pay for vaccinations, thereby in-
curring more cost than self-pay would generate, or to require that members
obtain them, thereby reducing autonomy.

Closely related to the problem created by the failure to obtain a desir-
able service is the problem created by the purchase of the wrong service.
Suppose our plan has a $3,000 deductible and a member is diagnosed with
cancer. Under this arrangement, the patient would pay the first $3,000 of
treatment costs and presumably would make his or her own decisions
about how to spend the $3,000. But that $3,000 of decision making could
have a large impact on later treatment costs, and bad decisions early on
could generate larger subsequent costs for the group. Such considerations
may create a presumption in favor of paying for all treatment costs from
the pool in cases where the entire treatment regime promises to be expen-
sive.5

Table 24.1 summarizes the case for a division between individual payment
for medical services and third-party payment. Third-party payment for every
medical service is potentially very wasteful. Such waste can be controlled
only by invasive, expensive third-party oversight of individual medical care
consumption. Such control necessarily interferes in the doctor-patient rela-
tionship. Some people may prefer this sacrifice of autonomy, and that may
explain why there has always been a market for the traditional HMO. But
many people will prefer self-pay and self-control, especially where no real re-
duction in financial risk is achieved by transferring control to a third-party
payer.

Figure 24.1 shows that even after taking into account each of the general
rules in table 24.1, some health services may not neatly fit into unambiguous
“self-pay” or “third-party pay” categories. Ideal health plans might have con-
siderable discretion, therefore, and how they exercise it would depend on
their members’ preferences. What is important is to recognize that in the ideal
insurance arrangement, some decisions will be individual while others will be
collective.
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Financing Mechanism for Self-Insurance: HSAs

A common objection to individual control is that people will not always make
wise decisions. But in our imaginary pool, everyone must voluntarily agree to
the design of the plan, so we cannot entirely escape individual choice and
preference. In addition, even with the most comprehensive coverage, indi-
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viduals must make decisions about when to see a doctor and whether to pur-
chase nonprescription drugs. So even if a patient wanted to turn all decisions
over to someone else, that would be impossible. A more sophisticated objec-
tion is that most medical expenditures tend to be irregular, and are hard for
people living from paycheck-to-paycheck to incorporate into a budget.

One answer to this objection is the HSA. As described above, many em-
ployers make monthly deposits to accounts from which their employees can
pay expenses not covered by the employer’s health plan.6 Money not spent
for medical care must remain in the account until the end of the insurance
period, usually one year, after which the employee can withdraw it and use
it for other purposes.7 HSAs make individual self-insurance workable for
families who otherwise might find direct payment too burdensome. But how
should such accounts be designed in conjunction with third-party insurance
coverage?

Implications for HSA Design

The left side of figure 24.2 illustrates the most common design of HSAs in
employer plans. The plan pays all costs above a deductible of, say, $3,000.
The HSA deposit in this example is $2,000. Thus, the employee pays the first
$2,000 of medical expenses from the HSA and the next $1,000 is paid out of
pocket. Any remaining costs are paid by the plan.8 Note that with freedom
comes added responsibility. In current employer plans, individuals are usually
free to use their HSA funds to purchase noncovered services. So, an employee
might spend all of his or her HSA account on chiropractor services—even if
these services are not covered by the plan and the payments do not count to-
ward the deductible. A careless employee could exhaust the HSA funds on
noncovered services and risk having to pay the entire deductible out of
pocket.

However, HSAs designed in this way are not necessarily ideal. The above
considerations imply that the design pictured on the right side of figure 24.2
is preferable. Under this design, the plan pays first dollar for some treatments,
while leaving the insured free to pay even higher amounts for some services
than in the illustration on the left. Indeed, one way to think about the diagram
at left is to see it as a special case of the diagram at right—one which would
be voluntarily chosen only if all the considerations in table 24.1 were appro-
priately resolved by an across-the-board deductible.

The diagram on the right has a further advantage: it can fit into existing
managed care plans. One problem these plans have in maintaining member
satisfaction was summarized by Alain Enthoven in a well-publicized letter to
then governor Pete Wilson of California.9 Enthoven described a woman who
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was angry at her HMO doctor because he refused her a “medically unneces-
sary” sonogram. Enthoven surmised that if she’d had to pay fifty dollars out
of her own pocket for the service, she would have thanked her doctor for sav-
ing her the expense. This and other incidents have convinced Enthoven, who
has been wedded for years to the concept of first-dollar coverage, that patient
out-of-pocket pay is essential to make managed care work.

Interestingly, there is one place in the world where the diagram on the right
has become a reality—South Africa. Since 1993 virtually all major forms of
insurance have been competing on a level playing field (HMOs, PPOs and
MSAs) partly due to liberal insurance regulations and partly due to a favor-
able ruling from the South African equivalent of the IRS. Anyone with an idea
on how to design a better health insurance plan has been free to try. And dur-
ing the decade of the 1990s MSA plans have captured more than half of the
market for private health insurance. Under federal law, a tax-free HSA for
Americans must have at least a $1,000 deductible for individuals and $2,000
for families and applies to all services—drugs, physician care, hospital care,
and so forth. South African HSAs are more flexible. The typical plan has first-
dollar insurance coverage for most hospital procedures—on the theory that
within hospitals patients have little opportunity to exercise choices. On the
other hand, a high deductible (about $1,200) applies to “discretionary ex-
penses,” including most services delivered in doctors’ offices.10

South Africa’s more flexible approach also allows more sensible drug cov-
erage. While the high deductible applies to most drugs for ordinary patients, a
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typical plan pays from the first dollar for drugs for diabetes, asthma and other
chronic conditions. The theory: it’s not smart to encourage patients to skimp
on drugs that prevent more-expensive-to-treat conditions from developing.

The Design of Third-Party Payment

One of the fastest-growing health insurance products toward the close of the
last decade was the point-of-service (POS) option. This option has been pop-
ular because employees complained about the restrictiveness of closed net-
works. Yet, analysts say that POS options can raise the cost of health insur-
ance by 11 percent or more.11 It’s as though people flock to managed care
plans to take advantage of their low premiums, then demand options that un-
dermine the ability of the plans to keep costs down.

The approach summarized in table 24.1 points to a partial solution. The
reason out-of-network doctors cost more, even when paid the same fees as in-
network physicians, is that they are likely to order more tests and generate the
use of more ancillary services. But this would be of much less concern if
third-party payment were restricted largely to curative services and patients
paid with their HSA funds for diagnostic services.

The problem of how to control curative costs without unduly restricting pa-
tient choice or endangering quality remains. A possible solution is a variant
on an old idea: a fee schedule. From time to time, the insurance industry has
flirted with plans that pay doctors a set fee for various services. If patients se-
lected doctors who charge more, they paid the difference out of pocket. In
modern medicine, we know that the doctor’s fee is only one part of a com-
plex array of costs a doctor can generate. So controlling the physician’s fee
isn’t enough. But why not fix the plan’s cost for an entire treatment regime?
Suppose a patient is diagnosed with cancer, and the health plan normally
would contract to pay a fixed fee to a medical facility to cover all costs.12 If
the plan could be assured that this fixed fee were its maximum exposure, the
plan would have no economic interest in restricting the patient’s choices. It
could, for example, allow the patient to go to an alternative provider and pay
more, if needed, out of pocket or from an HSA. In this way, the plan controls
its costs and patients still exercise choice; the exercise of choice puts pressure
on the plan to maintain quality in its own preferred medical facility.

The decision to take the plan’s money and seek treatment elsewhere need
not be made once and for all. For chronic conditions, it could be reaffirmed
annually. Take diabetes. Because traditional care for diabetes has been less
than optimal,13 many patients and doctors have long maintained that patients
(with the help of a physician) can manage diabetes more efficiently than man-
aged care can.14 Why not let them try? The health plan might make an annual
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deposit to the patient’s HSA and shift the entire year’s financial responsibil-
ity to the patient. If there was concern that the funds might be wasted, the
health plan could hold the account and monitor it. An example of the range of
possibilities is again provided by South Africa. Discovery Health (one of the
largest sellers of MSA plans there) allows its diabetic patients the opportunity
to enroll in a special diabetes management program. Under the arrangement,
Discovery pays the program about seventy-five dollars per month, while pa-
tients pay another twenty-five dollars from their MSA accounts. Discovery is
considering handling many other chronic diseases in the same way.

The Casualty Insurance Model

To appreciate where this line of thinking might lead, compare casualty insur-
ance with traditional health insurance. After an automobile accident, a claims
adjuster inspects the damage, agrees on a price and writes the car owner a
check. Hail damage to a home’s roof is handled in the same way under a
homeowner’s policy. In both cases, the insured is free to make his or her own
decisions about paying for damage repair. In contrast, traditional health in-
surance is based on the idea that insurers should pay not for conditions, but
for medical care. That health insurers rejected the casualty model is not sur-
prising. After all, Blue Cross was started by hospitals for the purpose of in-
suring that hospital bills would be paid. Blue Shield was started by doctors to
ensure that doctor fees would be paid.15 Had auto insurance been developed
by auto repair shops, they also would have rejected the casualty model.

We are not suggesting that we give the insured complete freedom of
choice. Paying people for a condition and allowing them to forego health care
and spend the money on pleasure may not be in the self-interest of a health
insurance pool, because an untreated condition today could develop into a
new and more expensive-to-treat condition later on.16 We are suggesting that
if people were largely free to make their own treatment choices and the mar-
ket were free to meet their needs, health insurance would take a major step in
the direction of the casualty model.

Covered Services

One of the most contentious issues in health politics today concerns the ser-
vices health insurers must cover. Special interests have persuaded state legis-
latures to require insurers to cover a vast array of costly services, whether or
not those buying the insurance want to pay for coverage for those services.17

In our hypothetical plan, however, these special interests get no voice. Only
the 1,000 enrollees count. That said, traditional insurance has made a lot of
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arbitrary distinctions that an ideal plan need not make. For example, tradi-
tional insurance paid for treatment of back problems by an M.D., but not a
chiropractor. It paid for mental health services provided by a psychiatrist, but
not a psychologist. The rationale was partly a misplaced attempt to save
money, but it also reflected the physicians’ interest in promoting insurance
that pays for the services of medical doctors rather than the individuals’ in-
terest in protection against catastrophic costs.

The casualty model of insurance helps solve this problem. Health plans
could control costs and give patients greater freedom to choose among com-
peting providers at the same time. Coupled with the idea that people should
pay their full cost when entering a health plan and that medical consumption
decisions not arising from a risky event should be paid by the individual from
an MSA, our ideal health plan should make coverage decisions a lot easier.

Terms of Exit

Recall that insurance contracts in the individual market are almost always
guaranteed renewable. Once in an insurance pool, people are entitled to re-
main there indefinitely and pay the same premiums others pay, regardless of
changes in their health status. That commitment is completely one-sided,
however. The insurer makes an indefinite commitment to the members, but
the members are free to leave the pool at any time.

This one-way commitment creates the following problem. New insurance
pools attract mainly healthy people because insurers tend to deny coverage,
or attach exclusions and riders limiting the coverage of persons who are al-
ready sick (a process known as “medical underwriting”). As time passes,
some enrollees get sick and the premium paid by all must be increased to
cover the cost of their care. Thus, mature insurance pools will almost always
charge higher premiums than young pools. This gives healthy people an in-
centive to leave the mature pool. By switching to a young pool, healthy peo-
ple can escape high premiums. But this option is not open to the sick mem-
bers of the mature pool. If they try to switch, the new pool will either deny
them coverage or charge them a higher premium because of their medical
condition. As a result, it is not unusual in the individual market to find an in-
surer providing the same coverage, but charging vastly different premiums,
depending on the age of the pool. Members of a mature pool, for example,
might pay $1,000 a month or more for their coverage, while entrants into a
young pool might pay only a few hundred dollars. Clearly, these are not the
features of an ideal insurance system.

A possible solution is to make the long-term commitment apply both ways.
In return for an indefinite commitment on the part of the insurer, members
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would commit to the pool for a period of, say, three, four or five years. This
does not mean that people would remain stuck in a plan they wished to leave.
It does mean that leaving the pool would require the consent of the pool. For
example, if a healthy member left high-cost plan A to join low-cost plan B, B
would compensate A for its loss. Conversely, if a sick member left A to join
B, A would compensate B to take the member and pay for the higher expected
cost of care.18 In this model, recontracting is always possible, but only the
type of recontracting that leaves everybody better off.19

Moreover, in the ideal system described here, people would have far less
reason to switch insurers because their pool would be providing mainly fi-
nancial (insurance) services rather than health care. A member would not
need to switch from plan A to plan B to see a particular doctor or gain a higher
quality of care.

Can Markets Develop Ideal Health Insurance Plans?

The ideas outlined here are merely suggestive. We do not expect individuals
to develop their own health plans. That’s what competition and markets are
supposed to do. Entrepreneurs are supposed to innovate and experiment to
find the products people want to buy. But intrusive regulations aside, can we
rely on the market to achieve the best result?

Patients as Buyers of Health Care

As we saw in chapter 13, one objection to individuals paying directly for most
diagnostic and preventive services is that they would not get the lowest price
or find the highest quality. But anecdotal evidence suggests that uninsured in-
dividuals, spending their own money, get as good a discount as do large buy-
ers.20 Even if this were not true, there’s no reason why the health plan itself
cannot negotiate discounts for its members, even if the members spend their
own money when they receive the services.

The issue of quality is a bit more difficult. But the solution is not first-
dollar managed care for every service. Suppose that as part of its HMO net-
work, Blue Cross set up primary care clinics for its members. Blue Cross as-
serts that these clinics deliver high-quality, cost-effective care. If the assertion
is true, why limit the care to the HMO members? Why not allow anyone to
enter the clinic and pay out of pocket for the same services? This has already
happened in cities across the country—proving that fee-for-service payment
and cost-effective care are not inconsistent, provided incentives are not dis-
torted in other ways. There’s no reason why a health plan should object to pa-
tients directly contracting for their health care as long as the plan’s own costs
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do not go up. Indeed, the plan itself could provide consulting and other buy-
ing services to help patients make wise choices.

Centers of Excellence and Focused Factories

Can there be a workable market for expensive, curative services—with pa-
tients paying the bill? In some places there already is. Managed care advo-
cates often point to the Mayo clinic as an example of cost-effective medicine.
They ignore the fact that most of Mayo’s customers are fee-for-service pa-
tients. What Harvard University professor Regina Herzlinger calls “focused
factories,” providing highly efficient, specialized care, are becoming a real-
ity.21 These health care businesses deliver lower prices, lower mortality rates,
shorter stays and higher patient satisfaction.

For example, the Johns Hopkins Breast Center is a focused factory for mas-
tectomies. The Dartmouth-Hitchcock Medical Center in Lebanon, New
Hampshire, is a focused factory for heart surgery. The Pediatrix Medical
Group, which manages neonatal units and provides pediatric services in
twenty-one states, is another example.22 Focused factories also are cropping
up around the country to provide cancer, gynecological and orthopedic ser-
vices. One spectacular success story is Dr. Bernard Salick, a kidney special-
ist who has become a millionaire by pioneering a national chain of round-the-
clock cancer clinics.

Patients on their own can already take advantage of these emerging mar-
kets. Indeed, some focused factories are advertising directly to patients. In a
New York Times Magazine advertisement, Memorial Sloan-Kettering Cancer
Center boasted “the best cancer care anywhere” and described how its spe-
cialists saved a life after doctors at other hospitals had given up hope.23

The Role of Employers

In the absence of federal tax law, why would employers become involved in
their employees’ health insurance. Yet, there are two reasons why employers
might become involved, even with neutral government policies. One is the
economies of group buying. Signing one contract for all employees involves
less overhead than having agents sell individual insurance household by
household. There may be some merit to this argument, but it is a rationale ex-
aggerated by people who focus only on the first-year cost. Under current
practice, employer group plans are renegotiated every year, whereas individ-
uals usually stay in their plans for several years. Taking into account all costs
over several years, the difference in cost is much less. This, presumably, is
why employers rarely get involved in their employees’ purchase of automo-
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bile or homeowners insurance and play only a minor role in the purchase of
life insurance.

A second reason for employers’ involvement relates to the adverse selec-
tion problem. Medical underwriting—attempting to determine everyone’s
health status at the point of entry into a plan—is costly. Employer-sponsored
group insurance avoids this cost by enrolling everyone—the sick as well as
the healthy—at once. Further, group contracts are written in ways that dis-
courage individuals from “gaming” the system by remaining out of the pool
while they are healthy and then joining the pool once they get sick. Since in
the typical arrangement the employer pays a large share of the premium, em-
ployees don’t save much by remaining uninsured. In addition, new employ-
ees have to make the decision to join the pool on a specified date. Thus, the
timing of the decision to insure does not coincide with the timing of illness.

Having acknowledged that there may be good reasons for employers to
play a role independent of government policies designed to encourage them
to do so, let us also acknowledge that the appropriate role of the employer
does not have to be settled by armchair theorists. We can let the market de-
cide. Increasingly, employers are moving away from a defined benefit ap-
proach and toward a defined contribution approach. This means that employ-
ers make a commitment of x dollars to each employee and their employees
make their own insurance choices. Remember, this is the approach taken by
the federal government for its employees, by most state and local govern-
ments for their employees and by some large private employers, although
note the problems with these systems discussed in chapter 22. There is no rea-
son in principle why employers cannot help employees reap the economies of
group purchase and avoid the costs of medical underwriting, while at the
same time acquiring personal and portable individual coverage.24

THE BENEFITS OF IDEAL HEALTH INSURANCE

Three features of ideal health insurance would make it especially superior to
the health insurance arrangements that prevail today.

Ideal Health Insurance Is Patient Centered

A large portion of our health care dollars would be placed in accounts that we
individually own and control. Patients would pay for the vast majority of med-
ical services from these accounts, and doctors would be free to act as agents
for their patients rather than for third-party payers. But because patients would
be spending their own money in the medical marketplace, physicians would be
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encouraged to become financial advisers as well as health advisers. Doctors
would compete not just on the basis of quality, but on the basis of value for
money.

Ideal health insurance in the treatment of expensive conditions would be
patient centered. Rather than have a third party pay every medical bill, insur-
ers would make regular deposits to the HSAs of patients with chronic condi-
tions, leaving them free to choose among competing focused factories for on-
going treatment. Rather than have a third party dictate terms and conditions
for the delivery of expensive acute care, patients would be able to draw on a
fixed sum of money and get their health needs met at a center of excellence
or a focused factory of their own choosing.

Ideal Health Insurance Allows Insurers 
to Specialize in the Business of Insurance

One of the consequences of the managed care revolution is that insurers have
been turned into providers of care. That is, the entity that pays our medical
bills is the same entity that delivers our medical care. This development has
had three negative consequences.

First, when the businesses of insurance and health care merge, health plans
have perverse incentives to deny care. The rash of news stories reporting on
the tragic consequences of underprovision of care are testimony to what can
go wrong.

Second, when the choice of insurer is also effectively a choice of provider
networks, consumers must make decisions that are humanly impossible. Ide-
ally, one should not have to choose a cardiologist until one has a heart prob-
lem. One should not have to choose an oncologist until one gets cancer. But
in today’s market, when you choose your insurer you are at the same time
choosing your heart specialist and your cancer specialist, whether you are
aware of it or not.

Third, the managed care revolution has delegated to those on the buyers’
side of the market (insurers) the responsibility of forcing those on the sellers’
side of the market (doctors, hospital administrators, etc.) to deliver care effi-
ciently. In no other market do we depend upon buyers to tell sellers how to
produce their product. Undoubtedly, there are good reasons why other mar-
kets are not organized this way.

Ideal health insurance, by contrast, allows insurers to specialize in what
they do best: manage risk. The supply side of the market would be encour-
aged to organize into focused factories and adopt other efficient techniques in
order to produce high quality for low cost. The market would still be free to
combine insurance and health care delivery where the combination makes
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sense. It may turn out that for such specialized services as cancer care, effi-
ciency warrants specialized insurance products. Ideal health insurance would
allow those market developments by providing a mechanism for people to
leave one insurance pool and join another (without extra cost) when their
health condition changes.

Ideal Health Insurance Is Improved 
by the Free Flow of Information

Under the current system, consumer information is a threat to the stability and
peace of mind of typical HMO personnel. The more patients learn, the more
they are likely to demand. Under ideal health insurance, by contrast, accurate
consumer information is a positive. The reason is that the insurer and the in-
sured are on the same team, with a similar interest and objective: acquiring
good value in a competitive market.

Needless to say, the changes outlined here will require appropriate changes
in public policy. Of these, three are particularly important.25

First, federal tax law must create a level playing field between third-party
insurance and individual self-insurance through HSAs. As noted, the United
States has already made a major step in that direction. Individual preference
and market competition, not the peculiarities of the tax law, should determine
the appropriate division.

Second, federal tax law must create a level playing field between employer
purchase and individual purchase of health insurance. Although employers
can purchase employee health insurance with before-tax dollars, people who
purchase their own insurance get virtually no tax relief and must pay with
after-tax dollars. (An exception to this generalization is the self-employed,
who get partial tax relief.) Employers may have an important role to play in
helping people obtain health insurance, but this role should be determined by
the marketplace, not by tax law.

A third important change needs to be implemented at the state level. Many
employers would like to move to a defined-contribution approach to em-
ployee health insurance. As a result, employees could enter a health insurance
pool and stay there—taking their insurance coverage with them as they travel
from job to job. Personal and portable health insurance is an idea whose time
has come. Yet, virtually every state has made this approach (technically
known as “list billing”) either illegal or prohibitively impractical.

These changes will not solve our most important health insurance prob-
lems. They will create a legal environment in which individuals, their em-
ployers and their insurers—pursuing their own interests—are likely to create
the institutions they need.
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NOTES

1. Although we confine our analysis to health insurance, people in an ideal world
would probably be inclined to combine health insurance with other forms of insur-
ance. That is, in an ideal insurance world, coverage probably would include health in-
surance, disability insurance, long-term care and life insurance.

2. The market would collapse to a market for one-year term insurance; and peo-
ple with terminal illnesses would essentially become uninsurable.

3. Tammy O. Tengs et al., “Five Hundred Lifesaving Interventions and Their
Cost-Effectiveness,” Risk Analysis 15, no. 3 (June 1995); David M. Eddy, ed., Com-
mon Screening Tests (Philadelphia: American College of Physicians, 1991).

4. Tengs, “Five-Hundred Lifesaving Interventions,” 379.
5. Of course, the plan could then require a second opinion, retesting, and so forth.
6. John C. Goodman, “Medical Savings Accounts: The Private Sector Already

Has Them,” National Center for Policy Analysis, NCPA Brief Analysis No. 105, April
20, 1994.

7. Prior to 2004, such deposits were subject to payroll taxes and income taxes.
The exceptions were tax-free MSAs allowed under a federal pilot program for the
self-employed and employees of small businesses. However, under the pilot program,
year-end withdrawals used for nonmedical purposes faced regular income taxes and
a 15 percent penalty. As of 2004, HSAs in principle became available to all nonelderly
Americans and withdrawals for nonmedical purposes prior to age sixty-five face in-
come taxes plus a 10 percent penalty. Withdrawals after age sixty-five face no penalty.

8. This structure was actually required by law under the federal pilot program that
made MSA deposits tax free for the self-employed and employees of small busi-
nesses. See Merrill Matthews, “Medical Savings Account Legislation: The Good, the
Bad and the Ugly,” National Center for Policy Analysis, NCPA Brief Analysis No.
211, August 19, 1996.

9. Letter from Alain Enthoven to Gov. Pete Wilson et al., January 6, 1998.
10. Of course, without some oversight, this reimbursement formula encourages

discretionary procedures to relocate to a hospital setting.
11. A mandatory point of service option when combined with a requirement to re-

imburse at the same rates in and out of network can raise the cost of health insurance by
as much as 11.3 percent. Estimates of M&R for the National Center for Policy Analy-
sis. Cited in Merrill Matthews, “Can We Afford Consumer Protection? An Analysis of
the PARCA Bill,” National Center for Policy Analysis, NCPA Brief Analysis No. 249,
November 24, 1997.

12. Some insurers currently pay providers based on the patient’s diagnostic related
group (DRG). Medicare pays the same way.

13. Regina E. Herzlinger, Market Driven Health Care: Who Wins, Who Loses in the
Transformation of American’s Largest Service Industry (Reading, Mass.: Addison-
Wesley, 1997), 173.

14. For a survey of the efficacy of self-monitoring, see A. Faas, F. G. Schellevis
and J. T. Van Eijk, “The Efficacy of Self-Monitoring of Blood Glucose in NIDDM
Subjects: A Criteria-Based Literature Review,” Diabetes Care 20, no. 9: 1482–86.
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15. See Goodman, Regulation of Medical Care: Is the Price Too High?
16. Although for the terminally ill, this is an idea worth considering.
17. Gail A. Jensen and Michael A. Morrisey, “Mandated Benefit Laws and

Employer-Sponsored Health Insurance,” Health Insurance Association of America,
January 1999.

18. There is a growing literature on how to design such arrangements. See John H.
Cochrane, “Time-Consistent Health Insurance,” Journal of Political Economy 103,
no. 3 (June 1995): 445–73; Mark V. Pauly, Howard Kunreuther and Richard Hirth,
“Guaranteed Renewability in Insurance,” Journal of Risk and Uncertainty 10 (March
1995): 143–56. See also Bradley Herrick and Mark Pauly, “Incentive-Compatible
Guaranteed Renewable Health Insurance” NBER Working Paper 9888, National Bu-
reau of Economic Research, July 2003; and Vip Patel and Mark V. Pauly, “Guaran-
teed Renewability and the Problem of Risk Variation in Individual Health Insurance
Markets,” Health Affairs (August 28, 2002) (Web exclusive).

19. What is envisioned here is a market for individual patients. For those who
doubt that such a market could develop, recall that the same objection was once raised
against a reinsurance market for residential housing.

20. The reason is that sellers have an incentive to charge marginal cost when no
third party is involved.

21. Regina E. Herzlinger, Market Driven Health Care: Who Wins, Who Loses in
the Transformation of American’s Largest Service Industry (Reading, Mass.:
Addison-Wesley, 1997), 173.

22. Harris Meyer, “Are You Ready for the Competition?” Hospitals and Health
Networks 72, no. 7 (April 5, 1998): 25–30.

22. New York Times Magazine, May 3, 1998.
24. There may, however, be a legal obstacle. To our knowledge, every state gov-

ernment prohibits employers from buying individually owned insurance for their em-
ployees (see the discussion below) and some legal experts are convinced this practice
is also outlawed under HIPAA.

25. For a fuller discussion, see John C. Goodman and Merrill Matthews, “Re-
forming the U.S. Health Care System,” National Center for Policy Analysis,” NCPA
Policy Backgrounder, no. 149 (April 26, 1999); Pauly and Goodman, “Incremental
Steps toward Health System Reform,” and John C. Goodman and Gerald L. Mus-
grave, Patient Power: Solving America’s Health Care Crisis (Washington, D.C.: Cato
Institute, 1992), ch. 20.
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255

Our survey of national health insurance in countries around the world pro-
vides convincing evidence that government control of health care usually
makes citizens worse off. When health care is free at the point of consump-
tion, rationing by waiting is inevitable. Government control of the health care
system makes the rationing problem worse as governments attempt to slow
the use of services by limiting access to modern medical technology. Under
government management, both efficiency and quality of patient care steadily
deteriorate.

The lesson from other countries is that Americans would be ill-served by
more government bureaucracy or more governmental control over our health
care system. We need instead to limit the role of government and expand the
role of the private sector and the individual in solving our health care prob-
lems.
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