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The health care systems of all developed countries face three unrelenting problems: rising costs,
inadequate quality, and incomplete access to care. Much analysis published in medical journals
suggests that other countries have found superior solutions to these problems.' This conclusion is
at odds with economic research that is published in journals physicians seldom read, using
methodologies that are unfamiliar to physicians. In this essay, we attempt to shed light on topics
frequently discussed in proposals for health care reform, drawing on the relevant medical and
economics literature.

Does the United States Spend Too Much on Health Care?

International statistics show that 2005 United States (US) per capita health care spending was 2.3
times greater than the median Organization for Economic Cooperation and Development
(OECD) country ($6,401 vs. $2,759, based on purchasing power parity) and 1.5 times larger than
Norway, the country that followed Luxembourg in the spending ranking.” However, normal
market forces have been so suppressed throughout the developed world that purchasers rarely see
a real price for any medical service. As a result, summing over all transactions produces
aggregate numbers in which one can have little confidence. In addition, other countries more
aggressively disguise costs, especially by suppressing provider incomes.

Economists have long known that international health care spending comparisons are fraught
with potential error. Even for uncomplicated dental fillings, reimbursement data underestimate
total costs by 50% in nine European countries.” Countries account for long term care and out-of-
pocket spending differently. The accounting treatment of overhead and capital costs also varies.*
An OECD project to harmonize national accounting methods began in 2000, but even when
methods are harmonized, the choice of a price adjustment method can alter hospital cost
estimates by as much as 400%.’

The US compares more favorably when real resources are measured rather than monetary
accounts. Per capita, the US uses fewer physicians, nurses, hospital beds, physician visits, and
hospitals days than the median OECD country.°

Even taking the monetary totals at their face value, the US has been neither worse nor better than
the rest of the developed world at controlling expenditure growth. The average annual rate of
growth of real per capita US health care spending is slightly below OECD average over the last
decade (3.7% vs. 3.8%), and over the past four decades (4.4% vs. 4.5%).” Despite common
perceptions, a country’s financing method—public vs. private financing, general revenue vs.
payroll taxes, third-party vs. out-of-pocket spending—is unrelated to its ability to control
spending.®

For the US, the practical question is, can the adoption of another country’s health care system
offer a reasonable chance of improving US private sector methods? An answer in the negative is
suggested by a comparison of the British National Health Service and California’s Kaiser
Permanente found that Kaiser provided more comprehensive and convenient primary care and
more rapid access to specialists for roughly the same cost.’



Finally, international spending comparisons typically ignore costs generated by limits on supply.
In 2002-2004, dialysis patients waited 16 days for permanent blood vessel access in the US, 20
days in Europe, and 62 days in Canada.'® Waiting for care has economic costs in terms of sick
pay and lost productivity, as well as negative health consequences. In the late 1990s, an
estimated 5 to 10% of English waiting list patients were on sick leave. Norway is trying to
reduce waiting times for patients “in order to reduce the cost of sickness benefits.” Finland
calculates that the cost of waiting (sickness benefits, medicines, and social welfare expenses) can
exceed the cost of treatment."'

Are US Outcomes No Better and in Some Respects Worse Than Those of Other Nations?

Analyses that answer this question in the affirmative are often based on data showing that US life
expectancy is similar to that of other developed countries and that its infant mortality rate is
among the highest.'? Yet within the US, life expectancy at birth varies enormously among racial
and ethnic groups, from state to state, and across US counties.'® These differences often are
attributed to such lifestyle choices as diet, exercise and smoking rather than to differences in the
quality of health care.'® Similarly, US infant mortality varies by a factor of two or three to one
across racial and ethnic groups, across the largest cities, and across the states for reasons
apparently having little to do with health care."” The low US international ranking reflects
national differences in the definition of a live birth.'® Eberstat finds that US infants, stratified by
birthweight, have a high likelihood of survival, regardless of race or economic circumstances.'’

Health care likely plays a leading role in determining outcomes for diseases such as cancer,
diabetes, and hypertension. Comparing cancer outcomes, the largest international study to date
found that the five-year survival rate for all types of cancer among both men and women was
higher in the US than in Europe.'® US women have a 63% chance of living at least five years
after a cancer diagnosis, compared with 56% for European women. Survival after diagnosis of
breast cancer was 90% and 79%, respectively. Men in the US have a five-year survival rate of
66%, compared to only 47% for European men. Survival after diagnosis of prostate cancer was
99% and 78%, respectively.'’

Higher US spending on prescription drugs may explain why there is a steeper increase in blood
pressure with advancing age in Europe and a 60% higher prevalence of hypertension.”” While
half of all diabetics have high blood pressure, it is controlled in 36% of US cases compared with
only 9% in Canada.?' The rate of adverse events in US hospitals is only about half that in
England, Australia, and New Zealand.? The aggressive treatment offered US cardiac patients
apparently improves survival and functioning compared with Canadian patients.” Fewer health
and disability related problems occur among US spinal cord injury patients than among Canadian
and British patients.**

The US has better relative survival rates than Norway for colorectal and breast cancer, lower
rates of vaccine-preventable pertussis, measles, and Hepatitis B, and shorter waiting lists.”> In
2000, Norwegian patients waited an average of 133 days for hip replacement, 63 days for
cataract surgery, 160 days for a knee replacement, and 46 days for bypass surgery after being
approved for treatment.”® Short waits for cataract surgery produce better outcomes; prompt



coronary artery bypass reduces mortality; and rapid hip replacement reduces disability and
death.”’

Britain has only one-fourth as many CT scanners as the US and one-third as many MRI scanners.
The rate at which the British provide coronary bypass surgery or angioplasty to heart patients is
only one-fourth of the US rate, and hip replacements are only two-thirds of the US rate. The rate
for treating kidney failure (dialysis or transplant) is five times higher in the US for patients age
45 to 84 and nine times higher for patients 85 years of age or older.”® Overall, nearly 1.8 million
people are waiting to enter hospitals or for outpatient treatments at any given time.”

Canada is often said to deliver comparable care, produce comparable outcomes, and still spend
less than the US.*® However, the proportion of middle-aged Canadian women who have never
had a mammogram is twice the US rate, and three times as many Canadian women have never
had a pap smear. Fewer than 20% of Canadian men have ever been tested for prostate-specific
antigen, compared with about 50% of US men. Only 10% of adult Canadians have ever had a
colonoscopy, compared with 30% of US adults. These differences in screening may partly
explain why the mortality rate in Canada is 25% higher for breast cancer, 18% higher for
prostate cancer, and 13% higher for colorectal cancer.”!

In view of such differences, it is not clear whether the U.S. spends too much on health care or
other countries spend too little.

Is the Large Number of Uninsured in the US a Crisis?

The US is the only developed country in which a substantial subpopulation is nominally
uninsured. Although this is said to be a crisis because the uninsured lack access to health care,
the number of uninsured, and its consequences, are not clear.

The most widely used estimates of the number of US uninsured are from the US Census
Bureau’s Current Population Survey (CPS). It estimates that 47 million people were uninsured
for the entire year in 2005.%* The Survey of Income and Program Participation (SIPP), another
Census Bureau survey, estimates about half that number. The Medical Expenditure Panel Survey
(MEPS) and the National Health Interview Survey (NHIS) also generate lower estimates. ™ Many
experts believe the CPS estimate is actually an estimate of the number of uninsured at a point-in-
time. It is similar to the point-in-time estimates of SIPP (43 million in 2002), MEPS (48 million
in 2004) and NHIS (42 million in 2004).>*

Like unemployment, uninsurance is often transitory: 75% of uninsured spells last one year or
less and 91% last two years or less.”> Although the fraction of the population with health
insurance rises and falls with the business cycle, since 1990 the CPS estimate has fluctuated
between about 83 and 86% insured, despite an unprecedented influx of immigrants with
uninsurance rates 2'2 times that of the native-born population.36 Guaranteed issue laws, state
high risk pools, and retroactive Medicaid eligibility make it increasingly easy to obtain insurance
after becoming ill.*’



Of the 46 million nominally uninsured, about 12 million are eligible for such public programs as
Medicaid and the State Children’s Health Insurance Program (SCHIP).*® They can usually enroll
even at the time of treatment, arguably making them de facto insured. About 17 million of the
uninsured are living in households with at least $50,000 annual income. More than half of those
earn more than $75,000, suggesting that they are uninsured by choice.” Although 36% of people
in families with incomes under 200% of the poverty level are uninsured, 44% have private
coverage, and there are reasons to believe that expansion of private coverage is a better avenue to
greater access to care than expansion of public programs.*

Does Lack of Health Insurance Cause Premature Death?

A number of studies suggest that the uninsured are more likely to suffer complications of
preventable illnesses and more likely to die from them.*' However, the case is much less solid
than most studies in the medical literature have suggested. The consensus among economic
studies is that “insurance has a relatively small effect on health.”** Moreover, the uncertainties
about who is uninsured, for how long, and for what reasons suggest that generalized claims about
the nationwide impact of uninsurance should be greeted with skepticism.

An Institute of Medicine report in 2002 claimed that 18,000 deaths a year in the US could be
attributable to a lack of health insurance.* The Urban Institute updated that number to 22,000 in
2006, and Families USA raised it to 26,260 in 2008.* However, these reports arrived at their
results by extrapolating from an estimate made in a 15-year-old study, using 37-year-old data,
and employing questionable methodology.45 In fact, we do not know how much morbidity and
mortality is attributable to lack of health insurance.

Once people see a provider, a RAND study suggests that insurance status has little effect on
receipt of recommended care.* However, the uninsured and those on Medicaid may be more
likely to delay seeking care.*” An American Cancer Society study found that, relative to people
with private insurance, the uninsured and Medicaid-insured were more likely to present with
advanced-stage cancer at diagnosis.*

Many proposals for universal health care coverage envision enrolling more people in Medicaid,
in SCHIP plans paying Medicaid rates, or in private plans paying Medicaid rates. * Such efforts
encourage people to drop their private coverage. Cutler and Gruber estimate that every extra $1
spent on Medicaid reduces private health insurance by 50-75¢.”° For SCHIP, the Congressional
Budget Office projects a crowd-out rate of 25% to 50% and Gruber estimates it at 60%.”!
Unfortunately, this substitution may lead to worse health outcomes. Low Medicaid
reimbursement is associated with lower quality care.’” Perhaps because of nonprice barriers and
low reimbursement for some types of care, being enrolled in Medicaid is only marginally better
than being uninsured.”

Are Medical Bills Causing Bankruptcy?

A study claiming that more than half of all bankruptcies are caused by medical debt™ is often
cited, but the claim conflicts with four decades of economic research. The label “medical



bankruptcy” was applied if out-of-pocket medical bills exceeded $1,000, even though out-of-
pocket expenses of the average US household were $2,182 in the year studied.”® Recalculating
the study’s data, Dranove and Millenson conclude that only 17% of the sample “had medical
expenditure bankruptcies.”® Well-designed economic studies have found no statistical link
between bankruptcies and health problems.”” In fact, household consumption is largely
unchanged even in the face of very large medical bills.”®

Are Administrative Costs Higher for Private Insurance Than Public Insurance?

The Congressional Research Service has estimated the administrative costs of Medicare at 2% of
the total program costs, compared to 10% for private insurance and 12% for HMOs. Some
single-payer advocates have used this estimate as an argument for a universal Medicare
program.” These estimates ignore hidden costs shifted to the providers of care, and the social
costs of collecting taxes to fund Medicare. A Milliman & Robertson study estimates that, when
these costs are included, Medicare and Medicaid spend two-thirds more on administration than
private insurance spends on administration: 27 cents, compared to 16 cents, respectively, for
every dollar of benefits.*”’

According to Himmelstein and Woolhandler, if the US adopted the Canadian system, the savings
on lower administrative costs could pay for insuring the uninsured.®' Their calculation includes
the cost of private insurance premium collection (advertising, agents' fees, etc.), but ignores the
cost of tax collection to pay for public insurance. Danzon estimates the deadweight cost of tax
finance in Canada to be at least 17% of claims.®* Using the most conservative estimate of the
social cost of collecting taxes, Zycher calculates that the excess burden of a universal Medicare
program would be twice as high as the administrative costs of universal private coverage.”

Are Low-Income Families More Disadvantaged in the US System?

Aneurin Bevan, father of the British NHS, declared, “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
advantaged.”®* More than thirty years after the NHS founding an official task force found little
evidence that the creation of the NHS had equalized health care access.”” Another study fifty
years after the NHS founding concluded that access had become more unequal in the years
between the two studies.®® Other scholarly studies have come to similar conclusions.®’

In Canada, the wealthy and powerful have significantly greater access to medical specialists than
less-well-connected poor.®® High-profile patients enjoy more frequent services, shorter waiting
times and greater choice of specialists.®” Moreover, among the nonelderly white population, low-
income Canadians are 22% more likely to be in poor health than their US counterparts.”

For OECD countries generally, among people with similar health conditions, “higher income
people use the system more intensively and use more costly services than do lower income
people.” "' It seems likely that the same personal characteristics that ensure success in a market
economy also enhance success in bureaucratic systems.’

Can the Free Market Work in Health Care?



The US system is often portrayed as more market-based than the systems of other countries, but
this portrayal may be more perception than reality. While 13 cents of every dollar is paid out-of-
pocket by US patients, the OECD average is 20 cents.” Throughout the developed world, third-
party payers set fees and pay fees, perversely encouraging patients to overconsume and providers
to manipulate reimbursement formulas to increase their incomes.”* When third-party payment is
not a factor, medical markets more closely resemble markets for other goods and services.”

In cosmetic surgery, virtually all payments are out-of-pocket and transparent package prices
covering all services are the norm. Even though technological progress is frequently assumed to
increase health care costs, the real price of cosmetic surgery has declined over the past 15 years,
despite substantial technological progress and a six-fold increase in demand and.”® In corrective
vision surgery, out-of-pocket payments and package prices are the norm, and the real price has
declined by 30% over the past decade.”’ Price transparency is absent in virtually every other kind
of surgery.

Most walk-in clinics in drug stores and shopping malls began outside the third-party payment
system. They have already achieved many of the goals included in most reform proposals: they
post prices, keep electronic medical records (EMRs) and can prescribe electronically, taking
advantage of error-reducing software.” Teladoc, which also developed outside the third-party
payment system, offers telephone consultations. It maintains personal and portable EMRs, and
its physicians prescribe electronically.”

Largely because so many drugs are purchased out-of-pocket, Rx.com began selling prescription
drugs online, encouraging price competition in a national marketplace. Wal-Mart, a company in
search of profits, has expanded its nationally advertised program of low cost generic drugs. Its
efforts have spurred other retailers to engage in price competition as well.*

Outside the US borders, a vibrant, competitive international marketplace appears to be
developing for all manner of medical services.®' Package prices are customary, as are EMRs, and
information on quality. Moreover, many health centers abroad are affiliated with high-quality US
facilities including the Cleveland Clinic, Mayo Foundation, Harvard Medical International, and
Johns Hopkins Medicine International.®

CONCLUSION

Although national health insurance has considerable support within the medical profession, the
degree to which patient empowerment, individual choice, competition, and market incentives are
being consciously and successfully used to solve health care problems is far more extensive than
is commonly realized. More than 10 million US families are managing some of their own health
care dollars through Health Savings Accounts (HSAs) and Health Reimbursement Accounts.®
More than half the states have Medicaid Cash & Counseling pilot programs underway, allowing
the disabled to manage their own supportive care budgets. The satisfaction rate approaches
100%. Internationally, Singapore has had a system of compulsory Medisave Accounts since
1984. China has initiated a pilot program based on the Singapore model.* In South Africa, HSA
plans have captured more than half the private insurance market.*® Switzerland, considered by



many to have the most egalitarian health care system in the developed world, relies largely on
private (although government-mandated) insurance.®’

In some respects, support for government regulation of health care financing and delivery has
been based on a narrow construal of selected data, while all too often ignoring contrary data. We
have attempted to correct the record by discussing some specific gaps, and suggest that the
discussion of US health care reform would benefit greatly from a careful examination of the
current successes and future potential of market-based reforms.
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