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Almost everyone agrees that America's health care systéenminally ill. It is the most
expensive in the world, with the US spending more on health care pengéan any

other industrialized nation. Recent estimates put health care sperdingund 16% of

U.S. GDP. In 2007, the U.S. spent $2.26 trillion on health care, or $7,439 per person. 46
million people are without medical insurance. The health care sh&®P is expected

to continue upward, reaching 19.5 percent of GDP by 2017.

What most do not agree upon is how to solve the problem associatedsimghhealth
care costs. One argument is that single-payer universal hea#hiscthe answer. By
paying out of one fund the advantages is administrative simplicibher®think that the
mandatory private purchase of health insurance by all is the anasvas, done in
Massachusetts. A third option is that we need to adopt the systeradofh Canada.,
where some see the free market and consumer-driven care asutiiensWhile all
proposals are well meaning, the law of unintended consequences spoapdbdity of
centrally controlled health care schemes. We will take aitheahistory of rising health
care costs, the Canadian model, the laws of unintended consequencesnang exa
options going forward.

History of Health Insurance

The first U.S. President to propose a prepaid health insurance platawgsS. Truman.

On November 19, 1945, in a special message to Congress, President dulimad a

comprehensive, prepaid medical insurance plan through the Social Security*system.

Before the advent of health insurance, patients were expected &il paglth care costs
out of their own pockets, under what is known as the “fee for servic&idassmodel.
The fee for service business model was relatively inexpensivesable, with doctors
even making house calls. But it was not without its problems. Mechealitions such as
infection, pneumonia, influenza, and tuberculosis were the leading causatbf and
advances in medical products and services were limited. Serious ionovats still
years ahead. My father recently told me that his birth in 1943acgsind total of $35;
that's $438 in inflation adjusted terms. And births at that time maddae mother and
child to spend several nights in the hospital, as compared to today’'s same-day delivery.

Nonetheless, for decades the U.S. healthcare system was the #megofire world. Not
coincidentally, there was far less government involvement in medikirieg this time.
America had the finest doctors and hospitals, patients enjoyed highyqaéftordable
medical care, and thousands of private charities provided health sefwicthe poor.
Doctors focused on treating patients, without the red tape and thréavsafits that
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plague the profession today. As time when on, most Americans paidfarablasic
services, and had insurance only for major illnesses and accideragsmé&hnt both
doctors and patients had an incentive to keep costs down, as the paSeditragty
responsible for payment, rather than an HMO or government program.

The Advent of Medicare and Medicaid

The 1960s however saw a plethora of concrete moves by the federal gewvetom
consolidate and modernize the U.S. healthcare system. With Lyndon JohB&sest's
Society initiative, the U.S. established public health insurance fhrdeotior citizens and
the underprivileged. Known as Medicare and Medicaid, these two healiheagrams
granted certain groups of Americans access to adequate healthcare services.

In 1965, the Social Security Act authorized Medicare and provided fefdedihg for
many of the medical costs of older Americans. This was theféray in socialized
medicine, by making its benefits available to everyone over siwy+fegardless of need,
and by linking payments to the existing private insurance system.

Also a product of Johnson’s Great Society, Medicaid was created invid@kle XIX
of the Social Security Act. In 1966 welfare recipients of alsageceived medical care
through Medicaid and each state administered its own Medicaid program.

Problems quickly surfaced with the Federally-sponsored Medicare aediciid

programs that led to predictable results. Because Congress placegstrictions on
medical benefits and removed all sense of cost-consciousness, healthse and
medical costs skyrocketed. The medical providers quickly discoverecolky charge
more because the insurance would pick up the tab. Congressional testavesly that
between 1965 and 1971, physician fees increased 7 percent and hospital jangrgds
13 percent, while the Consumer Price Index rose only 5.3 percent. Tae'sraealth-
care bill, which was only $39 billion in 1965, increased to $75 billion in £971.

The Health Maintenance Organization Act of 1973

The story behind the creation of the HMOs is a classic illustr@f how the unintended
consequences of government policies provide a justification for furktpemsions of
government power. During the early seventies, Congress embraced HM@der to

address concerns about rapidly escalating health care costsAoresicans, not just the
poor and the elderly.

Thus, the Nixon Administration, working with advocates of nationalized cimegi
crafted legislation providing federal subsidies to HMOs, preemptatg laws forbidding
physicians to sign contracts to deny care to their patients, and tingritiat health plans
offer an HMO option in addition to traditional fee-for-service coveragederal
subsidies, preemption of state law, and mandates on private busindgsbandls like
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the workings of the free market. Instead, HMOs are the resuhlieobame Nixon-era
corporatist, Big Government mindset that produced wage-and-price controls.

On December 29, 1973, President Nixon signed the Health Maintenancazatiga
Act of 1973 into law, creating the first mainstream mechanismrméoraged health care in
America.

The law mandated that large employers offer their workers thenopt signing up with

an HMO instead of a conventional insurance company in their employeditbene
packages. In this way, companies would prepay a flat fee to an fél@&ll medical
coverage that an employee might need, instead of taking out an inspdiogethat
would reimburse the employee for any medical expenses incurred.

To bring the privately insured into HMOs, Congress forced employgins2b or more
employees to offer HMOs as an option. Congress then provided a té&1®million in
federal subsidies to fund planning and start-up expenses, and to lowestled HMO
premiums. This allowed HMOs to undercut the premium prices of themlitional
indemnity insurance competitors and gain significant market share.

By undercutting the competition, the tax code allows businesses — botivatuals — to
deduct the cost of health insurance premiums, as defined in the 1974 ERISAhe
result is the illogical coupling of employment and health insuranb&hwoften leaves
the unemployed without needed catastrophic covérage.

The combined strategy of government subsidies, federal power, and geWw le
requirements worked like a charm. Employees searching for the tlopresed
comprehensive insurance policy flowed into HMOs, bringing their dolatis them.
According to the Health Resources Services Administration (HR®®)percentage of
working Americans with private insurance enrolled in managed caecfrom 29 percent

in 1988 to over 50 percent in 1997. In 1999, 181.4 million people were enrolled in
managed-care plafs.

Before long, employees began to expect health care benefits altmgfuli-time

employment. The stage had been set for third-party payment of lcaadthbills, and
consumers no longer cared how much their individual services had cost.h€hkh
insurance company via their employer was now footing the bill. Als@alsging along
the bill to the insurance companies, those in the pharmaceutical jndveste also
generating greater profits, as it was insurance companies fotitengoill and not
consumers directly.
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Single Payer/Universal Health Care

Americans want to have the best medical care someone else’y oaonbuy. And there
are a number of tradeoffs to consider. Insurance is purchased to cawerssaah events,
yet the insured demand that routine physicals be covered. Employerstovaffer
insurance coverage to keep employees happy, yet need to keep theidmests
Insurance companies need to keep their costs down to remain compgétihayve to
pay increasing costs, so are constantly looking for new ways tolasots. Physicians
want to be paid what their services are worth, and need to coveasmgecosts (new
equipment, malpractice insurance, etc.) As the United States ecomoragns, more
companies will severely cut benefits, or drop them completely, adaang people to the
rolls of the uninsured.

As a result of these challenges, groups in Washington D.C. and in Mianasch as
“Minnesota Universal Health Care Coalition” and “Minnesota Univeksaalth Care
Coalition” are calling for a single-payer health insurance progkeith the single-payer
being the government. They feel the market is incapable of handlihgcbadienges.
Medicare, Medicaid, and TRICARE (United States Department déri3e Military
Health System) are examples of single-payer health caté. that, come government
price control, and the virtual elimination of consumer-driven free-market choice.

The United States National Health Insurance Act (Expanded and Indpkésgicare for

All Act, H.R. 676) is a bill submitted to the United States HousB&fresentatives by
Representative John Conyers Jr., D-MI. It establishes a univargld-payer health care
system to provide for all individuals residing in the United StatesU.S. territories. All

medically necessary care is to be provided, such as primaryacareprevention,

prescription drugs, emergency care, and mental health servicestayfrke of charge.
In order to eliminate disparate treatment between richer and paorericans, the Act

would also prohibit private insurers from covering any treatment oreguwe already
covered by the Act.

Funding for the bill would be provided by (1) existing sources of governregahues
for health care; (2) increasing personal income taxes on the tapce¥he earners; (3)
instituting a progressive excise tax on payroll and self-employrimeome; and (4)
instituting a small tax on stock and bond transactions.

Criticisms of the Single-Payer Model

Several criticisms have been leveled against the idea of le-pager system. A single-
payer system would put the government, rather than private insuranparges) in the
role of deciding which procedures and medications would be covered. Alternat
medicines such as acupuncture, chiropractic or massage therappuallg not covered.
In a single-payer system where hospitals and practitionersrrgmwaate, public money
goes into private hands and therefore must be guarded to protect puddlicTtre bill
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prohibits a private health insurer from selling health insurance agedhat duplicates
the benefits provided under the Medicare for All Act. The existireglifhre system is
immensely complicated. The bureaucracy is burdensome and confusingstat be
Converting to a single-payer system could be a radical changgingr@administrative
chaos.

While polling data indicate that U.S. citizens are concerned about health car@ncbsts

think the system needs reform most are generally satisfied with the quahgiradwn

health care. According to a Joint Canada/United States Survey of Health in 2003, 86.9%
of Americans reported being "satisfied" or "very satisfied" with theirthealre services,
compared to 83.2% of Canadians. In the same study, 93.6% of Americans reported being
"satisfied" or "very satisfied" with their physician services, compared to 94f5%
Canadians.

The Panacea of the Canadian Health Care System

The biggest problem today is about half the money goes to the hagdtimadleman:
management companies, drug companies, and insurance companies. In Casdda, fe
doctors, hospitals and other providers are set by negotiations among'dssocgtions,
provincial or regional governments, and the national government.

Americans want the best coverage at the best price, but the @arsadtem can be
costly in several other ways. Wait times are notoriously slawClanada’'s emergency
rooms, major elective surgery, such as hip replacement, imaginedpres such as MR,
or specialized treatments, such as radiation for breast cancer.

The waiting list to get an MRI in Newfoundland can be two-and-a half years. In Thunder
Bay, Ontario, it is 13 months. In contrast, a patient must wait only a few days in the
United States. Equipment shortages are also a problem. In 1998 the U.S. had 16 MRI
machines per million citizens, compared to 3.4 in the U.K. and 1.7 in Ci#{a8ince

2002, the Canadian government has invested $5.5 billion to address the gfdbilem.

simply throwing more money at the problem is not likely to fix a system that issmther
broken. Young people are not allowed to opt out of the system, leaving them trapped in a
system that will eventually collapse.

Another problem is that the Canadian Government is making healthotecisstead of
doctors and patients. Removing payment decisions from patients and d@ast@svere
consequences. Canada's socialized medical system, which desigregagplacement
an elective, is sending patients scurrying across the border. Qanati@nal health care
policy restricts heart transplants to anyone under age 55.
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There is a severe shortage of medical professionals in CanaDacémber 2008, the
Society of Obstetricians and Gynecologists of Canada reportedical cshortage of
obstetricians and gynecologists. The report stated that only 1,370 iolzsistiwere
practicing in Canada and that number is expected to fall by sitdea-third within five
years.

Some doctors leave Canada to pursue career goals or higher pay UnSthilany
Canadian physicians and medical graduates also go to the Unitesl fStgtost-graduate
training in medical residencies. Often new and cutting-edge #pesiare more widely
available in the U.S. as opposed to Canada.

According to a 2007 article, the Canadian medical profession isiagffitcom a brain
drain. The article states, "One in nine trained-in-Canada doctpraascing medicine in
the United States... If Canadian-educated doctors who were born in therdJeXcluded,
the number is one in twelvé™

There are Canadian restrictions on privately funded health careCarreda Health Act,
which sets the conditions with which provincial/territorial healthuiaace plans must
comply if they wish to receive their full transfer paymentsrirthe federal government,
does not allow charges to insured persons for insured services (denaedically
necessary care provided in hospitals or by physicians). Most provineesdsponded
through various prohibitions on such payments. So just as we have seemweititah
HMOs, the law makes it such that the private sector is unaltenpete against the
public. The system in Canada is anything but free.

The Moral Hazard of Unintended Consequences and Auto I nsurance

Let's take a moment to think of the auto insurance industry. Have yoanlyaglork done

to your car lately? Perhaps you just bought new all-season imally fgot around to
flushing your transmission fluid, or made your 3,000 mile pilgrimageffyp LLibe? Do

you own your own home? Have you had to purchase any cleaning productsHiztety?
any light bulbs burned out? For each of these examples, you wouldn’t thallartge
these items to your auto or homeowners insurance would you? But tkexttty evhat
most patients are asking of their health insurance coverage.nlb mwonder health
insurance is so expensive! Such examples follow the law of unintended consequences.

Auto and homeowners insurance policies are intended for catastrophic;ewant
accidents, flood, and fire. Restricting insurance claims to capdst events keeps
premiums down. Sure, owning a home or a car can be expensive. Butl@ims for
maintenance, improvements or minor damage would increase premiums keyond
reasonable level. Imagine for a minute if people did have “fre@ iagtrance. Because
car owners would not see the bill from Jiffy Lube, they would irmisgetting the very
best. Premium synthetic oil, top of the line tires, maybe a namsrmission. And the
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fallout would not stop there. Because Jiffy Lube turns in all oéxizenses to the auto
insurance company, they would start selling $100 oil changes.

Such a system represents what is called a moral hazard. lanosumarkets, moral
hazard occurs when the behavior of the insured party changes in havagises costs
for the insurer, since the insured party no longer bears the full costs of that behavior.

Because individuals no longer bear the cost of medical serviceshétweyan added
incentive to ask for pricier and more elaborate medical serviceehwtould otherwise
not be necessary. In these instances individuals have an incentive tcoogeme,
simple because they no longer bear the full cost of medical services.

Coinsurance, co-payments and deductibles reduce the risk of moral l2@asiirance,
co-payments and deductibles increase the out-of-pocket spending of consAmers
increase in the amount individuals pay out-of-pocket or up front decrb@semcentive

to ask for more than they need, the insured have a financial incemtv®itl making a
claim. Removing control over the health care dollar from consumarsnates any
incentive for consumers to pay attention to costs when selectirit) lcaat. As long as
“someone else” is paying the bill, costs will continue to rise.

The Problem

The current system of third-party payers takes decision-makiray d#wm doctors,
leaving patients feeling rushed and worsening the quality of carer@oest already is
involved in roughly two-thirds of all health care spending, through Medit4edicaid,
and other socialized medical programs. The biggest problem we katle icost
associated with health care, with much of the money going to marageompanies,
drug companies, and insurance companies.

Congressman and OB/GYN Ron Paul (R-TX) says: “It's time ethink the whole
system of HMOs and managed care. This entire unnecessarypies@iporatism rakes
off profits and worsens the quality of care. But HMOs did not anidbe free market;
they are creatures of government interference in health cang datthe 1970s. These
non-market institutions have gained control over medical care througisioallbetween
organized medicine, politicians, and drug companies, in an effort to mowrida
toward “free” universal health caré?”

Medical Savings Accounts

Health insurance plans allow members to use personal Health Sacicmsnts (HSAS),
Health Reimbursement Arrangements (HRAS), or similar megiagiment products to
pay routine health care expenses directly, however a high-deductddth imesurance
policy protects them from catastrophic medical expenses. High-dagdugoblicies cost
less, but the user pays routine medical claims using a pre-fundetirgpaccount, often
with a special debit card provided by a bank or insurance plan. If thadeabn this
account runs out, the user then pays claims just like under a relgdlactible. Users
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keep any unused balance or "rollover" at the end of the year to iadttase balances,
or to invest for future expenses. Using a tax-shelter such akandd HSA puts the
consumer back in control of the spending.

Free market health care alternatives, such as medical saatogsints, should be
available to everyone, including senior citizens. The federal enétlie to Medicare
should be abolished, leaving health care decision-making regardingdéméy et the
state, local, or personal level.

The Solution is Consumer-Driven Health Care

While the costs of routine procedures have risen, the cost of elpotivedures such as
Lasik, dental whitening and plastic surgery has gone down. That is odukese
procedures not being covered by insurance, and therefore providers mustecéonpet
your busines$>

Private out-of-pocket treatment centers like RediClinic and MirduteCare rapidly
popping up around the country. These businesses keep costs low, becausksttimey ex
competing marketplace. Consumers with minor ailments such as spnairigeead colds
are getting treated for just pennies on the dollar. We need ta tetthre old U.S. system,
where both patients and doctors have an incentive to keep costs down, wiezieaAs
paid cash for reasonably priced basic services, and have insurancéoromhajor
illnesses and accidents. There should be an incentive to spend less, not more.

Real patient protection flows from patient control. Only when patieald health-care
dollars in their own hands will they experience the protection and pmherent in
purchasing their own insurance policies, making cost-conscious hedtlueaisions,
and inciting cost-reducing competition for their cash. A systemhich patients make
the decisions on their costs will allow for greater economic igndiere patients can
choose to save, a system that incentivises patients to keep their money, if not spent.

Only true competition assures the consumer gets the best dkallsst price possible
by putting pressure on the providers. Patients are better served by logtions and
choices, not federal bureaucracies and limitations on legal resn&lieh choices and
options will arrive only when we unravel the HMO web rooted in old Jamsl change
the tax code to allow individual Americans to fully deduct all iealte costs from their
taxes, as employers can.

Health insurance should be left for catastrophic illnesses sucanasr treatments and
heart transplants, not for sprained ankles and head colds. Only by pugticontrol back
directly into the hands of the consumer will prices come down.
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