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Executive Summary 

 
During the long primary campaign for the presidential nominations, members of both parties 
have focused on the looming health care crisis. The candidates have focused on the high 
number of uninsured in the country, without elaborating on who the uninsured are or why they 
lack insurance. The focus has been on providing access to health care through an extension of 
government run programs, such as Medicaid expansion, an increase in the number of children 
covered by the State Children’s Health Insurance Program (SCHIP) and even by creating 
single-payer universal health care system modeled on Medicare. All these programs, we are 
told, will solve the health care crisis and end the problem of the uninsured. 
 
Only a few of the candidates are discussing other options regarding consumer-driven health 
care and the empowerment of individuals to allow them to control their own health care 
spending. Such reforms are long overdue and as this paper argues, they are the only reliable 
way to save the health care crisis from the fiscal Titanic which will follow if current trends 
continue or if other models of government-run care are implemented. Access is important but 
individuals are uninsured for a variety of reasons, most of them associated with cost of 
coverage. Lower the cost of coverage and the number of uninsured will go down. 
 
The following discussion centers on how consumer-driven health reforms are the only 
sustainable way to reduce costs of health care while also empowering the individual to control 
their own health care. The focus of the this paper is on how consumer-driven health care will 
create a true marketplace for insurance, reform the current system through tax deductions and 
other mechanisms and truly create a market for health care rather than the politicized and 
inefficient private and public system we have today.  
 
Consumer-driven reforms will provide a health care market which does not currently exist, while 
reforming the health care pricing system and empowering individuals to control their own health 
care spending. Consumer-driven reforms represent the best solution to the health care crisis 
and the best chance to do something about costs and the uninsured before it is too late. 
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Introduction  
 
Health care costs continue to rise in America. 
Spending on health care as of 2007 
represents about 16 percent of the entire 
Gross Domestic Product of the United States. 
According to the Congressional Budget Office 
(CBO), if current trends continue, health care 
would account for 49 percent of GDP by 
2082. The CBO estimates that federal 
spending on health care would rise from 4 
percent of GDP in 2007 to around 19 percent 
by 2082.1 Such levels of spending are hardly 
sustainable and, at the government level, will 
continue to crowd out spending on other 
needs such as education.  
 
The cost of health care, for consumers, 
providers, hospitals and insurers continues to 
be one of the biggest problems facing our 
health care system. Yet the focus during the 
current presidential campaign has been on 
access, on solving the problem of the 
uninsured rather than addressing the issue of 
costs. Advocates of consumer-driven health 
care have long argued that access will be 
increased if you find some way to lower costs 
of coverage. For a large part of the uninsured 
population—the 18-34-year olds known as 
the “indestructibles” who insurance 
companies want in the insurance pool—cost 
is the main factor keeping them out of the 
insurance market. Why should they pay to 
subsidize someone else’s care when they are 
not sick? 
 
In Kansas, like the rest of the nation, the 
struggle over health care reform is between 
those who favor increasing access to 
insurance coverage through increased state 
spending and government programs and 
those who want to expand the private 
consumer-driven market for insurance. The 
recent legislative session illustrated the 
problem of passing government-backed 
health care reform without significant 
increases in taxes or cuts in other state 

programs. The Kansas Health Policy 
Authority proposed 21 reforms and while a 
few were enacted, the major reforms, which 
would have necessitated increased taxes, 
were not implemented by the legislature. 
Even the programs which were passed were 
not funded; the state lacks the money to pay 
for such increased measures and the coming 
years look no better for state budgets. 
 
This paper will examine ways in which costs 
could be reduced in health care from a 
consumer-driven perspective. It begins with a 
focus on how health care has reached this 
impasse, how we are caught in a spiral of 
increasing costs and decreasing care and 
how adopting some consumer-driven reforms 
can improve the situation for the better. It will 
recommend that the path to reform lies not in 
increased government control over the health 
system, but rather in the empowerment of 
individuals who would be best served by 
controlling their own health care. It does not 
purport to have all the answers for the 
complex health care system and its problems, 
but it does suggest some ways to begin to 
change the broken system. 
 
How We Got Here: History  
 
Our modern health care system, embodying a 
combination of private insurance and 
government insurance, dates back to World 
War II and the debates over how to sustain 
economic growth in the postwar era. Whose 
job was it to provide health care for 
employees? Was it the state’s role, or the 
individual’s?  
 
During the Great Depression of the 1930s the 
federal government assumed control over the 
direction of the economy like never before in 
American history. Franklin D. Roosevelt and 
his New Deal focused on economic recovery 
and promoting programs designed to fix a 
broken capitalist order; they pushed relief for 
suffering individuals who lost their jobs and 
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homes; finally, the New Deal offered reforms, 
some of which, like the Social Security Act 
(1935) reflected the need for social insurance 
for the elderly during retirement.  What the 
New Deal did not offer was the type of cradle-
to-grave security some reformers sought, 
which would have included national health 
insurance.2 
 
During World War II employers fashioned a 
system of private insurance for their 
employees, in part due to the fact that 
wartime wage and price controls through the 
Office of Price Administration (OPA) did not 
allow businesses to pay more in wages. 
Businesses started to offer health care 
benefits through private insurance companies 
in order to attract and keep employees. The 
employers received a tax benefit from the 
federal government for the offer of private 
insurance; the employee received health care 
coverage in a manner the great majority of 
Americans still do—through employer-
sponsored insurance (ESI). 
 
Postwar battles between the administration of 
Democrat Harry S. Truman, who emphasized 
a form of national health insurance funded by 
a payroll tax of 8 percent, and a Republican-
controlled Congress eager to restrain federal 
spending after the New Deal, led to an 
impasse. The Cold War against communism 
fueled the view that national health insurance 
was socialized medicine, allowing politicians 
on the political Right, backed by private 
insurance companies like the rapidly 
expanding Blue Cross Blue Shield and the 
American Medical Association to lobby 
against national health insurance.3 
 
By the end of the 1940s, most Americans 
received their health insurance from their 
employers, fully one half of those who worked 
for firms with fewer than 250 employees and 
two-thirds of those who worked for firms with 
more than 250 employees. By 1960 about 80 
percent of those employed had major medical 
(hospitalization) insurance through their 

employers and around 60 percent had 
general medical insurance in this manner.4 
 
Pressure to do something for those who fell 
between the cracks emerged by the late 
1950s and the result was the creation of 
Medicare for the elderly, funded by a payroll 
tax and Medicaid for the indigent and 
disabled. Both passed as a result of Lyndon 
Johnson’s Great Society programs in 1965. 
Both contributed to the quasi-public/private 
health system which exists in America to this 
time.  
 
This system would have worked well if the 
economic conditions in which it was created 
would have remained static. Most Americans 
received their health care through a large 
employer; those who received insurance this 
way were typically salaried, unionized and 
middle-income. But during the 1970s due to 
high inflation, in part caused by government 
spending on social programs, high energy 
costs and a weakened industrial economy, 
due to high labor costs and regulation, many 
employers could not keep up with the costs 
associated with doing business. Major 
industries, such as steel and railroads, 
declined and as a result the number of 
unionized workers declined as well. Due to 
technological change in business, with the 
emergence of telecommunications and 
computers, major corporations, especially in 
manufacturing, were able to remain 
productive with fewer workers; the number of 
small sized businesses increased while large 
firms declined. Accordingly with fewer 
employees, and with rising health care costs, 
small business struggled to provide ESI for 
their employees. 
 
The development of ESI-based insurance 
and the emergence of government-based 
health insurance represented a solution to 
the problems of insurance in an environment 
where massive industries and companies 
dominated the political economy. U.S. Steel 
at one time employed over 340,000 people at 
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its various plants; General Motors continues 
to employ close to 300,000 workers in plants 
around the world, about 266,000 of them in 
the United States. Large industrial 
manufacturing firms were the norm in the 
post-World War II period up until the 1990s. It 
made sense to have a system of health care 
where current employees were covered by 
the employer (as were retirees and their 
dependents). But beginning with the “great 
inflation” of the 1970s and the emerging 
international competition from firms in Japan 
and Western Europe, ESI based insurance 
became a hindrance to competitiveness. 
When $1,500 of every GM vehicle sold goes 
to cover health care costs of pensioners, 
there is a problem. Recently this has pushed 
large companies to argue for universal health 
insurance, a marked difference from 1993 
when large companies lobbied against the 
Clinton administration’s health reform plan. 
 
Cost Inflation  
 
The biggest problem in the health care 
system in America has been cost inflation, far 
exceeding that in the general economy. What 
have been the main reasons for higher costs 
in the health care system and what can be 
done about the problem? 
 
Technology 

America has the best health care system in 
the world and part of the reason for this is the 
technological breakthroughs which have 
occurred over the past forty years in terms of 
diagnosing disease (through MRIs and other 
technologies), curing disease (cancer and 
heart disease), treating disease (either 
through the use of pharmaceuticals or other 
treatment) and improvements in surgical 
techniques, machinery and treatment. 
Technology is expensive, however, and the 
rising cost of improved technology has led to 
rising costs for health care across the board. 
What also comes with the increased cost of 
care is the survivability rate of diseases once 

thought to be killers, including heart attacks, 
strokes, HIV-AIDs, and many forms of 
cancer. 
Government Entry 
The entry of government into health care has 
led to increased inflation as well. The 
Medicare system of insurance for the elderly 
became the pricing mechanism for hospitals 
and doctors in the 1960s. What Medicare 
pays for procedures now governs what 
insurance companies pay for procedures. 
MIT economist Amy Finkelstein analyzed 
Medicare spending between 1965 and 1970 
and found that the growth in health care 
spending was directly related to the entry of 
Medicare spending into the system. In other 
words, after government assumed 
responsibility for paying health insurance for 
the elderly, what happened? Hospitals were 
built, physicians treating the elderly expanded 
and costs accelerated. This was positive, 
certainly, as it led to elderly patients who 
were not treated in the past in rural areas or 
underserved areas of cities to receive care. 
The ramification of the entry of government 
into health care, as Finkelstein showed, was 
to expand hospital construction and other 
health infrastructure. Government funded 
care replaced charitable care and costs 
increased as a result.5 
 
Medicaid, a split federal government-state 
government responsibility, pays less than 
private insurance for physician 
reimbursement which means fewer doctors 
want to accept Medicaid patients; those who 
do are quickly exhausted by paperwork and 
unpaid claims from the federal government 
for services rendered to patients. 
 
Hospitals 
 
What role do hospitals play in increased 
costs? In a system which sees infrastructure 
as crucial to health care, quite a bit as it turns 
out. General hospitals, according to health 
care expert Regina Herzlinger, have been a 
major contributor to increased costs because 
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they have suppressed competition from 
specialty hospitals while doing little to 
suppress costs of care. They have secured 
political favors through their trade 
association, the American Hospital 
Association, and have focused most of their 
attention on massive building campaigns. 
According to Herzlinger, “at nearly a trillion 
dollars, hospitals and their affiliates are the 
biggest and most rapidly growing part of the 
health care system. . . .yet their mammoth 
size and rapid growth are puzzling: the 
demand for their services has grown far more 
slowly than their costs.”6  The emergence of 
specialty hospitals managed by physicians 
rather than by corporate boards may be a 
good sign of reform for the management of 
hospitals, but the general hospitals, both for 
profit and non-profit, retain their power within 
a system which they helped create and have 
no real incentive to see reformed.  
 
Insurance Mandates 
 
One of the biggest cost drivers for health 
insurance has been mandates placed on 
insurance companies by states. Such 
mandates include mental health coverage, 
pregnancy and maternal care, as well as 
cancer-related care. Many of the mandates 
are not objectionable on the surface when it 
comes to providing care, but they increase 
costs of insurance and prevent healthy young 
people from purchasing insurance in the first 
place. 
 
What Others Think  

 
When discussing the cost of health care the 
focus of many commentators and politicians 
has been on the staggering cost of health 
insurance and the immense profits made by 
insurance companies.  The cost of health 
insurance blocks entry to insurance and leads 
to a high number of uninsured. As of 2007, 
there were an estimated 44 million people 
without health insurance. The numbers are 
fudged quite a bit when you consider they 

take into account those receiving Medicaid, 
illegal immigrants, and others who have 
access to insurance but choose not to 
purchase it. The high number of uninsured is 
often touted as a sign of a major problem with 
the private health care system. The solution 
is to provide universal in insurance funded 
through a single payer system, which, 
advocates claim, can be based on the 
existing Medicare system and insure all 
Americans cheaply and without much change 
to the system.7 

 
The focus on the uninsured rather than on 
health care costs changes the dynamic of 
what is at stake in our health care system. 
The individual consumer at all levels of our 
insurance system, whether they receive their 
insurance from an employer, from 
government or purchase it themselves, does 
not know what health care costs. The system 
itself relies on someone else paying for, and 
making the decisions about, an individual’s 
health care.  
 
The Tragedy of the Commons Applied to 
Health Care  
 
Ethical philosopher Garrett Hardin gave a 
name to an old idea when he published an 
article in Science in December 1968 with the 
title “The Tragedy of the Commons.” In the 
article Hardin described how when one 
resource is owned by everyone—he used the 
example of the Boston Commons—it is 
overused. The example he gave had to do 
with sheep grazing in colonial times. Since no 
one owned the property—it was used in 
common by the community, no one was 
responsible for maintaining it. Thus the sheep 
overgrazed and ruined the land. No one had 
a stake in the common area being conserved 
for future needs because no one individually 
owned the property.8 
 
The tragedy of the commons principle applies 
to health care as well. When someone else is 
paying for a service one is less responsible 
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for how this service is used. Health care is 
one such example. If one receives insurance 
from a third party payer—whether that payer 
is an employer, government entity or private 
insurance company—one is less responsible 
for how that insurance is used. When one is 
responsible for the cost of care one receives, 
one will use that care more responsibly. 
 
This is not to suggest that individuals who 
receive insurance from a third party payer 
misuse the insurance in an irresponsible 
manner. Most people who go to the doctor 
don’t think twice about why they are doing so, 
or if they need to go. If they were paying out 
of pocket they might think twice about going 
for what seem like minor problems, or using 
the emergency room when they can go to a 
clinic. In other words, empowering individuals 
to better use the health care dollars wisely 
depends on making them aware of what they 
are spending, not what someone else is. 
 
One reform which would go a long way 
towards reducing health care costs in this 
fashion would be to restack the decks 
regarding how health insurance works. It 
should cover major medical problems, 
hospitalizations, surgeries and other 
problems, not the routine expenses of “going 
to the doctor.” A paradigm shift of that type 
would greatly reduce the cost of insurance 
and allow for the type of responsible usage of 
health care which would now be covered by 
the individual. 
 
To arrange this one would need to change 
the established parameters to allow 
individuals to receive the tax benefit for 
paying their own health care. As it stands 
now in federal tax law, the employer receives 
the tax benefit for paying ESI. If this was 
changed, as President George W. Bush 
recommended in his 2007 State of the Union 
speech, to allow for the individual to deduct 
the cost of health insurance (up to $15,000 
per year for family and $7,500 for an 
individual) imagine the impact and the 

systemic change in how insurance is 
provided, how health care is purchased, and 
the cost savings which would thereby 
accrue.9 
 
Consumer-Driven Care Lowers Costs  
 
There are two operative models for health 
care reform. The first is more government 
spending. This has been the goal of 
politicians, government agencies and 
lobbyists intent on providing universal 
insurance and rationing of health care. The 
desire for universal health insurance stems 
from legitimate fears—a growing uninsured 
population, high costs of coverage, the denial 
of private coverage for all manner of 
preexisting conditions, and the ebbing of the 
ESI-based insurance system via large 
employers. 
 
In their considerations for health care reform, 
however, too little attention is given to the 
consumer-driven reforms which should not 
only lower costs of care, but also empower 
individuals, transform the way health 
insurance is delivered, and allow for price 
transparency. Part of the reason is structural: 
the system has no real imperative to change, 
even though most practitioners, politicians 
and stakeholders will tell you the system is 
broken.  
 
So how can consumer driven health care 
lower costs of health care and help transform 
the current system?  
 
Tax Code Changes 
 
Change the tax code to favor individuals and 
consumers not providers and employers. The 
federal tax code favors employers who 
purchase health insurance for employees. 
Change the tax code to allow individuals to 
get the $10,000-15,000 deduction (not credit) 
which goes now only to employers and you 
will empower a consumer-driven health 
revolution. 
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Change How Insurance Operates 
 
Make health insurance actual insurance. 
Most states require automobile drivers to 
purchase auto insurance. This insurance 
covers liability, collisions and other practical 
considerations which impinge on our ability to 
afford repairs after accidents. Home owners 
insurance acts the same way—if a tornado 
strikes your home you are covered. Insurance 
is about covering risk.  
 
Health insurance used to work this way. In 
the past insurance covered major medical 
expenses and hospitalization. As ESI 
expanded in the postwar era, it was routine to 
cover doctor visits and routine health 
expenses. But why should it? When you take 
a car in for repair or an oil change, you don’t 
expect insurance to cover it. When you paint 
your house, do you expect insurance to cover 
the paint job? Now I know a doctor visit is not 
the same as an oil change. But in many 
cases the principle is the same. If one goes to 
the doctor for the flu or for a scheduled check 
up, why should we want insurance to pay the 
bill? Indeed, the cost and bureaucracy 
associated with insurance paperwork is in 
part one of the biggest cost increases for 
doctor’s offices. If individuals paid up front for 
services without insurance, the effect would 
be to lower costs—less processing of 
insurance paperwork would reduce the 
number of employee hours dedicated to 
bureaucracy, reduce staff, and lower costs of 
care. 
 
Health savings accounts (HSAs) which offer 
high-deductible health insurance for 
individuals and families are one way to get at 
this problem. If one goes to the doctor and 
has an HSA you pay from the account. You 
are paying money you have saved. Thus, you 
pay it more wisely. It is your money you are 
spending, not a third party payer’s money. 
Like the description of the tragedy of the 
commons, when something is owned it is 
better cared for than when something is used 

in common. Health care would work the same 
way. 
 
Promote Wellness 
 
Another way to reduce costs is to promote 
wellness. Corporations, government 
agencies, and other smaller entities have 
been promoting wellness more often in order 
to reduce insurance costs. Some entities 
have taken the measure a bit too far. The 
Kansas Turnpike Authority, for instance, 
requires that its employees and their families 
not smoke at all as a condition of 
employment. Citing rising health care costs 
as a reason for the decision, the Turnpike 
Authority refuses to hire individuals who 
smoke. This is not wellness. A better way 
would be to incentivize employees to stop 
smoking, either by offering raises or bonuses 
if it can be proven that one stopped smoking, 
or to disincentivize it by requiring higher 
insurance premiums for those who do. Better 
still, allow the employees who smoke to pay 
their own health insurance out of pocket and 
they may quickly see the benefits of kicking 
the habit. 
 
Most people will see the benefit of weight 
loss, smoking cessation, and other improved 
health outcomes if they see the price tag for 
continued maintenance of higher health 
costs. If individuals paid for their own health 
care, they would take better care of 
themselves and would see the benefits of 
doing so—less trips to the doctor, fewer 
hospital stays, reduced pharmaceutical 
expense, improved health in general. 
Individuals respond to incentives and there is 
no better incentive than to return health care 
to being the responsibility of individuals, not 
insurance companies or government. 
 
Reduce Mandates 
 
One of the central reasons for higher 
insurance costs, and thereby, lack of access 
to insurance among those who cannot afford 
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it or choose not to purchase it, are the 
mandates placed on insurance companies by 
states. Health insurance mandates have 
increased in recent years and have driven up 
the cost of health insurance throughout the 
country. As of 2006 states had more than 
1,800 mandates covering benefits for 
individuals and providers. A 1999 study by 
economists Gail Jensen and Michael 
Morrissey of the Health Insurance 
Association of American showed that “as 
many as one in four individuals who are 
without coverage are uninsured because of 
the cost of health insurance mandates.”10  
 
Kansas had about 37 mandates in 2006, 
about midway between the highest state, 
Minnesota, which had 63 and Idaho which 
had the lowest number at 16 mandates. 
Mandates can include anything from bone 
mass measurement, maternity coverage, 
mental health coverage (qualified as benefits) 
and mandates for oral surgeons, physical 
therapists and chiropractors (qualified as 
provider mandates).   
 
Mandates are political regulations, devised by 
state legislators in response to pressure from 
associations, advocates, and the sick to get 
coverage for their particular illness. In the 
2008 Kansas legislative session advocates of 
bariatric mandates (the surgical procedure for 
obesity) testified about the need for insurance 
companies to pay for that procedure. 
Advocates for parents with autistic children 
have also lobbied state legislatures for 
mandates covering treatment and therapy 
unapproved by government regulatory 
agencies. 
 
One can fully understand the desire on the 
part of a mother and father with an autistic 
child to secure some assistance in their 
search for therapy and a cure for the disease. 
But if insurance companies are forced to 
mandate such coverage, the cost of 
insurance for everyone else rises as well, 

thus barring uninsured Americans from the 
market for health insurance. 
 
How can this situation be rectified? One way 
would be to end guaranteed issue of health 
insurance. Guaranteed issue is when 
regulations require insurers to sell insurance 
to anyone willing to buy it regardless of one’s 
health. This forces low risk purchasers into a 
pool with high risk purchasers leading to 
higher costs for those who use very little 
health care and who are rarely sick. States 
which offer guaranteed issue are the states 
with the highest health insurance premiums, 
and thus, not surprisingly, the highest number 
of uninsured. 
 
A second way to provide for lower costs is to 
reform and expand the amount funded in 
state high risk insurance pools which, if the 
reforms advocated above are implemented, 
could become the place where those high risk 
patients, denied coverage in the private 
system, could receive care. The need to 
issue mandates would decline as a result. 
 
Thinking Outside the Box  
 
When it comes to health care reform a little 
creativity is necessary. Too often reformers 
either want to strengthen the hand of 
government by forcing individual mandates 
on purchasing insurance—which have failed 
in states such as Massachusetts—or further 
increasing the power of government-run 
health care, as in the example of making the 
State Children’s Health Insurance Program 
(SCHIP) a middle and upper-middle-class 
entitlement program. 
 
Other reforms tinker with the edges of the 
system, strengthening existing private 
insurance networks and ESI-based insurance 
without radically altering a broken system. If 
the problem lies in increased costs, how can 
thinking outside the box bring about the 
desired change of lowering costs?  
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Allow for the Purchase of Health 
Insurance Across State Lines and Over 
the Internet. 
 
We live in a world where national boundaries 
are being broken at sudden speed, where 
global communications and transportation 
networks are producing changes in all parts 
of the world. Yet we still cling to a health care 
system designed to serve the needs of a 
large scale industrial-based economy. Why 
not use the internet and new technologies to 
provide health care and to sell insurance 
across state lines? 
 
Consider the following. If you live in a state 
with high insurance costs, wouldn’t it be 
better for you to be able to purchase 
insurance from a carrier in a low cost state? 
Part of the reason this isn’t allowed is due to 
state regulations on insurance which date 
back to the turn of the last century 
progressive era, and which has grown in 
influence as big ESI based insurance has 
declined. Regulations of insurance 
companies are definitely needed, but 
shouldn’t there be a sort of “full faith and 
credit” clause pertaining to insurance 
companies the way it pertains to marriage or 
other contracts in the Constitution? If a 
number of states have cleared a company for 
selling insurance in their state, why can’t it be 
marketed across state lines? 
 
Part of the problem is the way insurance 
companies have arranged for their control 
over markets by working with providers, 
hospitals, and insurance commissioners to 
provide contracts which allow for provider 
write-offs. In some cases this managed care 
arrangement wound up costing individuals 
dearly, especially as it became corporatized 
and bureaucratized. If health insurance was 
controlled by the individual consumer, if they 
picked and chose the health care options for 
themselves, paid for it themselves, and 
received the tax deduction for doing so, the 
culture of insurance companies would be 

forced to change. If regulations such as 
mandates, guaranteed issue and the control 
of insurance sales at the state level were 
removed, competition would result, a 
competition whereby lowering costs and 
delivering improved health care would result. 
 
In-Store Health Clinics 
 
One other way of reducing costs could be 
innovation in the consumer market for health 
care. Wal-Mart made news recently when it 
reduced the costs of many of its prescriptions 
to four dollars, prompting other big box stores 
and grocery chains with pharmacies to do the 
same. Another possible way of reducing 
costs has been the development of in-store 
health clinics. There are currently as many as 
1,500-1,800 clinics operating in the United 
States, staffed by a nurse practitioner, who in 
some states, is legally allowed to write 
prescriptions for patients. Osco Drug, 
Walgreens, Target, CVS, and Wal-Mart 
currently operate and are planning to expand 
such clinics, providing preventative and acute 
care for a variety of different health care 
needs.  
 
The cost of care is much less at the clinics 
than if the patient went to a physician’s office 
or an emergency room. A physical at a Wal-
Mart costs around $45 while strep throat tests 
are about $15. At a physician’s office, a strep 
test would be about $109 and an emergency 
room visit would cost around $328. This is a 
significant cost savings and many of the 
clinics accept insurance or those paying out 
of pocket.11 If the costs are as reasonable 
across the board, why wouldn’t someone 
choose to pay for such service out of pocket?  
 
Increase Transparency 

The most crucial portion of reducing costs to 
the health care system is price transparency. 
In short, it is imperative if consumer-driven 
health care is to work that people know the 
price of what they are paying for.  
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Health care pricing is as complex a 
mechanism as exists. Call your local hospital 
and ask what knee replacement surgery 
costs. Tell them you are paying for it yourself 
and want to know the best price. They won’t 
be able to tell you. One reason for this, of 
course, is because someone else always 
pays for the procedure, whether it is a third-
party private insurance company or 
government. The price is not established by 
the hospital, the physician, the surgeon, but 
by the hospital, insurance company, and 
managed care entity. Doctors don’t know 
what they charge for a procedure; it differs 
depending on the contract written between 
their group, hospital and insurance company. 
Hospitals don’t know either. The price of a 
procedure is not transparent because health 
care does not operate in a true market 
environment. 
 
Pricing for health care procedures should be 
transparent. The new in-store clinics list their 
prices for services. One knows what one 
pays, just like any other item in the store. 
Why can’t health care be transparent 
everywhere? It already is for certain 
procedures, such as plastic surgery or 
bariatric surgery, which are not covered by 
private insurance. Since plastic surgery, 
especially for breast augmentation, face lifts, 
or other nips and tucks, operates in a 
competitive marketplace, the price is known 
up front and one can compare the price 
between different doctors and hospitals, the 
way a consumer would compare new car 
prices between dealers. Lasik eye surgery is 
another example of where a market pricing 
mechanism exists. 
 
For the rest of the health care system this 
market mechanism is missing. Until one can 
call a hospital and ask them the price of a 
procedure, one won’t truly have a market for 
health care. Price transparency is crucial if a 
consumer-driven model is to work. 
 

Strengthening the Doctor-Patient 
Relationship 
 
Too often the managed care reforms and 
Health Maintenance Organizations reforms 
have led to a situation where doctors and 
patients are both treated as cogs in a 
machine. Doctors cannot take the time with 
patients needed for a good diagnosis 
because they have huge waiting lists of 
patients. As a result the number of physicians 
entering general practice is declining as 
specializations which are both more lucrative 
and more satisfying professionally begin to 
crowd out medicine at the grassroots.12  
There should also be some incentive through 
a consumer-driven health based system to 
strengthen the relationship between the 
doctor and the patient, whether through the 
practical development of a medical home (a 
concept with controversial definitional 
problems) or be the time it takes to practice 
quality medicine without having to worry 
about the bureaucratic impediments of the 
current system.13 If the patient pays for health 
care and the physician gets the payment at 
the time of service, rather than having to 
spend inordinate time on paperwork and staff 
work necessary to do this, the physician-
patient relationship would get back to being 
what it was meant to be, a partnership rather 
than a adversarial relationship between the 
doctor, insurance companies, government, 
and the patient.14  
 
A Need for Government Health Care?  
 
If the above reforms were adopted there 
would be lessening of the demand for 
government solutions to health care reform. 
There would not be, however, an end for a 
government role in certain areas of the health 
care system. There will always be a need for 
a safety net for those in extreme poverty, the 
disabled, the chronically ill who cannot afford 
or get insurance (or afford individual 
insurance), and those at high risk who face a 
lifetime of health challenges. A strengthened 



 

 ��� � ���������	 � 
�� 


������ �� 	�
���� �� �
�
���������������������������� �!"��������#��������!� !�$�%�&�����&���'
��������&$�� 11�

safety net which can handle the people who 
fit into these categories is necessary in order 
to provide consumer-based care for the 
majority of Americans. 
 
But there is no reason that the current system 
of Medicaid and Medicare cannot be 
reformed, especially since financially the two 
systems are currently unsustainable without 
either major tax increases or service 
reductions. They have both contributed 
overwhelmingly to the rise in costs of 
delivering health care services.15 Those 
currently receiving Medicaid could be induced 
into a private consumer-based system and 
the elderly eventually would have enough 
money saved in HSAs in the future that this 
could pay for the majority of their care, short 
of long hospitalization and nursing home 
stays, which if private long-term care 
insurance was purchased, would obviate the 
need for government paying for long-term 
care as well.16 
 
Conclusion  
 
A solution to the complex health care system 
will take a long time but it is clear it can no 
longer be postponed. The coming fiscal crisis 
in both Medicaid and Medicare will 
overwhelm the nation’s economy in the future 

and burden coming generations with an 
enormous debt which will be the ruin of the 
country. Instead of offering radical solutions 
to the systemic nature of the health care 
crisis, some of which are discussed above, 
state bureaucrats, advocates, providers, 
corporations, and politicians are rushing 
headlong towards more government 
solutions. 
The other alternative—the consumer-driven 
health care solution—is the only sustainable 
one. It will reduce costs, insure more 
individuals, reduce dependency on 
government and restore the fiscal sanity 
needed in the health care system. We have 
tried other reforms—it is high time that the 
consumer-oriented reforms outlined above be 
implemented. 
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War (New York: Oxford University Press, 1998).  
3 See Alonzo Hamby, ed. Harry S. Truman and the Fair Deal (Boston: D.C. Heath, 1974), contains a discussion of the 
health issue in the Truman administration. 
4 Data from Colin Gordon, Dead on Arrival: The Politics of Health Care in Twentieth-Century America (Princeton: 
Princeton University Press, 2005), pages 29-30. 
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18, 2008). 
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patient-doctor relationship and sees how consumer-driven health care could redevelop such a relationship. 
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