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■ Abstract The United States pays a high price for its health system, and gov-
ernments pay about half the costs. At the same time, the United States distinguishes
itself by failing to provide health insurance for 15% of its population. In this article, I
review research on the politics and economics of health to investigate three questions.
Does this spending represent good value? Why does the United States spend so much
on health? Finally, what technical and political challenges do policy makers face as
they turn away from government solutions and toward market-based solutions to the
challenge of balancing costs, access, and quality?

INTRODUCTION

Tax-financed health expenditures constituted nearly 60% of all health-related
spending in the United States in 1999 (Woolhandler & Himmelstein 2002, p. 91).
Government-sponsored public health and safety programs have led to some of the
most important accomplishments of the twentieth century (Centers for Disease
Control 1999), while government subsidies and policies have played a central role
in the development of the U.S. health care system. Because of these investments,
Americans are living longer and they are living better.

On the other hand, the health system that government has promoted is inefficient
and unfair. The United States spends 50% more of its gross domestic product on
health care than other OECD nations and seems to get less in return (Anderson et al.
2000). In 1960, Canada was spending 5.4% of its GDP on health and the United
States was spending 5.1%. By 2000, the United States was spending>13% of its
GDP on health (about $1.2 trillion) compared to Canada’s 9%. Life expectancy in
the United States was 2–3 years shorter, infant mortality was one third higher, and
Canada had improved more quickly in both areas since 1960.

A recent report projects that private health insurance premiums will increase
by >15% in 2003 (New York Times2002). The Congressional Budget Office
projects that federal health program spending will increase from 4% today to
nearly 15% of the GDP by 2030 and will surpass Social Security as the most
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expensive federal entitlement (Congressional Budget Office 2002). Despite recent
reforms making health insurance more portable and expanding public program
eligibility for children, the number of uninsured Americans is above 40 million
(15% of the population) and rising.

Is the U.S. health care system in crisis? Health care spending in the public
and private sectors continues to spiral upward with no end in sight, and with
questionable benefits for the nation’s overall health. Certainly, health care costs
constitute something of a crisis for the governments, businesses, and consumers
who pick up the tab. More spending on health means less spending on other
programs, higher taxes, less profit, and less disposable income. But a focus on
costs alone does not answer the central question—do we get good value for the
dollars we spend? Research offers three answers to this question.

First, it is easy to demonstrate that this spending has yielded beneficial health
effects (Cutler et al. 1999, Hadley 2002). For example, an additional $4000 in-
vestment in treating a heart attack extends a Medicare patient’s life by an average
of eight months. Five hundred dollars seems a small price to pay for an additional
month of life. Cutler et al. conclude (1999, p. 69) that “although we pay more for
medical care than we used to, we also get more in return.” Murphy & Topel (1999)
estimate the economic value of reductions in death rates since 1970 at $57 trillion,
well below the cumulative health care costs of the period.

Second, these benefits have come at a high cost. The McKinney Group compared
medical services in the United States and Germany and found that the U.S. system
was 26.5% more productive but 65% more expensive. The Dartmouth Health Atlas
Project documented variations in Medicare costs across the nation and found that
the cost of treating a typical Medicare patient is three times higher in some regions
(Wennberg & Gittelson 1973, Wennberg & Cooper 1999). Moreover, these higher
costs usually do not translate into better outcomes for patients (Reinhardt 2000,
Newhouse 2002, Wennberg et al. 2002).

Finally, the most significant benefits of medical care do not come from the most
sophisticated and expensive interventions. Many health economists would question
whether advances in medical care are responsible for the mortality reductions that
are at the center of Murphy & Topel’s economic analysis. Figure 1 graphs the
percentage of the population that could be expected to survive to a particular
age at four points during the last century (Anderson 2001). Clearly, the most
dramatic gains occurred between 1900 and 1950, when modern medicine was still
in its infancy. Public health innovations were primarily responsible for these gains.
Between 1900 and 1960, the death rate from pneumonia, tuberculosis, diarrhea,
enteritis, and diphtheria declined by 90% owing to improvements in sanitation and
immunizations. Deaths among children<5 years of age declined from 20% of all
deaths in 1900 to<2% today. In 1900, heart disease, stroke, and cancer accounted
for 18% of all deaths. These diseases account for 65% of all deaths today, in part
because so many more people are living longer (Centers for Disease Control 1999).

Perhaps the best evidence that spending on medical care services is not the
primary driver of health differences comes from the fact that other nations have
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Figure 1 Survivorship rates 1900–1998.

managed to achieve similar mortality reductions with substantially smaller per
capita investments. The key drivers seem to be differences in basic living conditions
across societies and increased access to basic medical care, such as preventive
services and antibiotics, rather than access to the latest technologies (see also
Wilkinson 1986, House 2001).

Taken as a whole, these findings suggest that the United States pays a high cost
for its health system. It is more productive, but these productivity gains are offset
by higher prices. It is more expensive, but these higher costs do not translate into
better health outcomes or even similar levels of access.

DEVELOPMENTS AND POLITICS

Most health policy scholars place the initial blame for this situation squarely on
the shoulders of private providers and the unwillingness or inability of govern-
ments to rein them in. The United States committed itself to this path early in
the twentieth century (Skocpol 1997, Hacker 1998, Tuohy 1999). Starr (1984)
argues that physicians drew on their claims of expertise and on public suspicion
of government to define illness and to turn back repeated government efforts to
“socialize” medicine. When the federal government finally did become involved,
it did so in ways that explicitly avoided interfering in the practice of medicine. As
a result, early developments in the U.S. health care system were oriented toward
the priorities and perspectives of medical providers.

The power of the medical lobby and its allies in the insurance and hospital indus-
tries during this period is difficult to exaggerate (Morone 1990). Advances in mod-
ern medicine made access to health care increasingly important and increasingly
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expensive after World War II. Presidents from Truman to Kennedy tried un-
successfully to address these problems by tiptoeing around the medical lobby.
Truman’s single-payer proposal was soundly defeated. When Eisenhower pro-
posed his version of Medicare, the American Medical Association vowed to fight
it “with every resource” (Congressional Quarterly Almanac1960, p. 163). When
Kennedy proposed a different version, he went out of his way to argue that it was not
“a program of socialized medicine” (Congressional Quarterly Almanac1961, p.
870). Johnson’s first attempt to pass a Medicare program failed just as Kennedy’s
had. Johnson ultimately succeeded, but only after he asked voters to make the
1964 election a referendum on the issue and won by a landslide (Congressional
Quarterly Almanac1964, p. 239).

Medicare represented a radical departure from past federal policies because it
made the federal government a purchaser of health care services. Like earlier poli-
cies subsidizing the construction of hospitals and medical education, Medicare’s
reimbursement policies were designed to be as innocuous as possible. Providers
were to be reimbursed for each service provided based on “reasonable and custom-
ary” costs. (Prepayment, in which providers receive a single payment to provide
all required care, existed at the time but was never seriously considered because
the independent practitioners represented by the American Medical Association
staunchly opposed it.) Medicare Part A offered limited hospital benefits similar
to those of private plans. Medicare Part B placed no limits on reimbursement
for physician services, although both parts of the program included substantial
deductibles and copayments.

The cost implications of these generous policies were probably appreciated
at the time. Conservative Ways and Means Chairman Wilbur Mills (D-AR) op-
posed Medicare for many years, partly because he believed that program costs
would rise rapidly without proper controls (Patashnik & Zelizer 2001). For the
dominant political coalition, getting the federal government’s foot into the door
of government-sponsored health insurance was the priority (Marmor 1973, Ball
1995). Fewer than half of the elderly possessed health insurance of any kind. Partly
because of the devastating costs of an illness, the poverty rate among the elderly
(24%) was twice that of the nonelderly population.

By the 1970s, health care costs were rising about twice as quickly as general
inflation. The increased availability of private and public insurance made health
care services affordable for an increasingly large segment of the population, and the
increased demand created pressure on short-term prices. What was not expected
was that prices failed to moderate with increased supply. The primary culprit
was soon identified. Rapid medical developments expanded the range of services
available to patients, while comprehensive fee-for-service insurance gave both
providers and patients little reason to ration access to those services. Newhouse
(1996) and Peden & Freeland (1995, p. 235) estimate that 70% of this growth
has been the result of “cost-increasing advances in medical services induced by
insurance coverage.” The standard variables of population increases, changing
demographics, and general prices account for less than half of this growth.
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Figure 2 Federal health activity 1953–1998.

Between 1953 and 1998, the percentage of the federal budget devoted to health
programs rose from<2% to>36% (Figure 2). Health also consumed an increas-
ingly large share of Congress’s legislative agenda, rising from<2% of all bills to
nearly 12% in 1998. During the 1970s, federal policy tried to limit utilization of
services through health system planning and reforms designed to realign provider
incentives (Brown 1982, Ruggie 1992, Patel & Rushevsky 1995, Weissert &
Weissert 1996). The Health Planning Act of 1974 required hospitals to demonstrate
need for additional services in a community before they could build or expand.
The HMO Act of 1973 offered subsidies to stimulate prepaid health systems in
which providers profit by limiting unnecessary care rather than by providing it.

During the 1980s, the focus of attention shifted to more direct control over
prices. The Prospective Payment System of the Medicare program replaced the
“reasonable costs” approach with government rate setting. Diagnosis-related groups
(DRGs) reimbursed Medicare providers by diagnosis, instead of for each specific
service provided. The 1980s also saw employers becoming more actively involved
in efforts to identify private as well as public solutions to the cost problem (Martin
1993, 2000).

Cost concerns did not completely displace concerns about access. National
health insurance was on the agenda, to varying degrees, under Presidents Nixon,
Ford, Carter, and Clinton. During the 1980s and 1990s, Congress passed laws
expanding access and coverage. In 1988, President Reagan signed the Medicare

A
nn

u.
 R

ev
. P

ol
it.

 S
ci

. 2
00

3.
6:

32
7-

34
3.

 D
ow

nl
oa

de
d 

fr
om

 w
w

w
.a

nn
ua

lr
ev

ie
w

s.
or

g
 A

cc
es

s 
pr

ov
id

ed
 b

y 
U

ni
ve

rs
ity

 o
f 

W
as

hi
ng

to
n 

on
 0

2/
25

/1
7.

 F
or

 p
er

so
na

l u
se

 o
nl

y.



2 Apr 2003 17:44 AR AR186-PO06-16.tex AR186-PO06-16.sgm LaTeX2e(2002/01/18)P1: IKH

332 WILKERSON

Catastrophic Coverage Act, only to see it repealed after objections from seniors
(Himelfarb 1995, Wilkerson et al. 2002). Medicaid was strengthened. The private
long-term care insurance market received a boost. New laws made it somewhat
easier for people to change jobs without losing their health insurance coverage and
created incentives for states to provide health insurance for all children through
age 18 (Patel & Ruschevsky 1995).

These incremental efforts have been beneficial, but they have not come close
to solving the access problems they were promoted as addressing. Other nations
have placed much less faith in markets and have been willing to negotiate wages,
ration care, and limit spending. This is a path the United States is unlikely to take
for broader ideological and structural reasons. Comprehensive government reform
went out the window with the decisive rejection and political repercussions of the
Health Security Act in 1994.

Private and public payers have turned to market competition as the solution
to rising health care costs, if for no reason other than an absence of alternatives.
Such an approach conforms to a broader ideological shift away from government
(Skocpol 1997). However, the assumption that competition will shake out the
inefficiencies of the health care market is unproven and theoretically problematic.
Left alone, markets cannot be expected to allocate health efficiently, and they will
certainly not allocate it equitably. The future of the U.S. health care system will
depend on the public and private sectors’ abilities to restructure health markets
to promote collective goals. To better appreciate the challenges these efforts will
face, we need to better understand why health markets fail.

ECONOMIC MARKETS AND HEALTH

Health economists tend to focus on the limits of markets as a means for promoting
the efficient allocation of health care services. According to Aaron (2002, p. 33),
health markets operate on “faulty price signals” (p. 34) that lead to inefficient
transactions. According to Newhouse (2002, p. 16), the “Darwinian process found
in most markets does not operate as ruthlessly in medical care.”

The normative appeal of competitive markets is that if an equilibrium exists,
it is Pareto efficient: Any other distribution cannot make some people better off
without making others worse off. The “if ” of the theory is that the equilibrium
prediction holds only if the market is “competitive.” Producers and consumers are
assumed to have good information about the prices, values, and choices available
in the market. No participant is able to manipulate prices. Producers and consumers
consider the total benefits and costs of a commodity in evaluating how much it is
worth to them.

Arrow (1963, p. 951) brought health into the mainstream economics literature
by arguing that “uncertainty as to the quality of the product is perhaps more intense
here than in any other commodity.”

Arrow saw professional norms in medicine as responses to consumer uncer-
tainty about the value of medical care. The physician’s knowledge “is necessarily
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very much greater than that of the patient, or at least so it is believed” and “their
relation is colored by this knowledge” (Arrow 1963, p. 946). Through advertis-
ing prohibitions, free care, and nonprofit hospitals, providers try to signal that the
patient’s health, rather than their bottom line, comes first. Through exclusive li-
censing practices and adherence to socially accepted “best” treatments, providers
try to reassure doubtful consumers that they are receiving quality care.

Arrow’s explanation stands in sharp contrast to the portrayals of other scholars,
who argue that practices such as restrictive licensing were designed not to reassure
patients but to limit entry in order to extract rents (Starr 1984). This debate over the
motives behind private as well as public policies relating to the medical profession
continues today (Arrow 2001, Robinson 2001). Both perspectives are consistent
with the facts, and institutions created with one purpose in mind can serve other
purposes as well.

In addition to the centrality of uncertainty, Arrow made several other important
observations about medical care markets that remain relevant today. First, the
normative goal of Pareto efficiency limits the range of possible outcomes to those
in which no party ends up worse off than he began. Societies may have good
reasons to object to this standard.

Second, some commodities are not marketable because the benefits or costs
extend beyond the market participants or into the future. Immunizations, for ex-
ample, serve a public as well as a private purpose in preventing the spread of
illness. For an individual, the cost of an immunization may seem too high relative
to its direct benefits. As a result, fewer immunizations will be purchased than is
socially optimal. Genetic research benefits the firm that is developing a product,
but the same research would also be expected to yield knowledge that benefits
other companies and society as a whole. Once again, market incentives alone may
lead to investment levels that are below what is socially optimal.

Finally, Arrow notes that Pareto efficiency is a theoretical prediction under an
assumed set of conditions. If a health care market fails to meet the conditions for a
competitive market, then a decision to rely on market principles to allocate health
care may no longer be defendable in terms of economic theory (Arrow 1963, p. 943;
Reinhardt 2001). This point is often ignored in public debates about the virtues of
markets, which seem to proceed on the assumption that fairly competitive markets
yield fairly efficient outcomes. How much efficiency are we willing to trade to
promote equity? In fact, economic theory offers no such general reassurance that
a market that meets more of these conditions will be more efficient than a market
that meets fewer of them.

ROLES OF GOVERNMENT

Many in government and the private sector believe that we are spending too much
on health, period. Politically, such perceptions are important because policy makers
and their publics may be less supportive of additional health-related spending
if they believe that the current system is wasteful or corrupt. Reinhardt (2000,
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p. 162) argues that “by its very nature the typical health care transaction lacks
legitimacy. . . because health care transactions are not based on the personal cost-
benefit analysis that the purchasers of ordinary commodities routinely make in the
marketplace.”

Much of the literature on the politics of health focuses on why governments of
the past have failed to produce health policies that serve the public interest and
why governments have failed to act when action was needed. These explanations
run the gamut of political science perspectives. Elected officials tend to be most
responsive to attentive special interests, and those who bear the direct costs of a
policy change tend to be the most attentive (Feldstein 1977, Skocpol 1997, Balbach
& Glantz 2000). Minority interests use institutional veto points to thwart the will
of the majority (Brady & Buckley 1995, Evans 1995, Steinmo & Watts 1995).
Regulatory agencies are captured and end up serving the interests of those they are
supposed to regulate (Balla 1998, Huber & Shipan 2002). On the other hand, special
interests often have competing agendas that limit their influence (Walker 1991,
Peterson 1993, Baumgartner & Talbert 1995). Public enthusiasm is not a necessary
condition for policy reform (Jacobs & Shapiro 1995). And nonincremental reforms
do sometimes pass despite institutional veto points (Baumgartner & Jones 1993).

In my view, however, the complexity of the underlying issue tends to be under-
emphasized in this research (Peterson 1995). Governments can intervene for the
right reasons and still produce the wrong policies. Reviewing a journal volume on
the managed-care backlash, Peterson (1999) noted the authors’ consensus that it
was real and demanded a political response. But he found “relatively little agree-
ment [among the authors] about which government initiatives are most sensible
and how aggressive either state or federal policy makers ought to be in their efforts
to soften managed care’s hard edge” (Peterson 1999, p. 875). On one hand, there
was a legitimate concern that managed care organizations would deny necessary
care. On the other hand, there was a legitimate concern that policies limiting abuse
would prevent managed care organizations from limiting unnecessary care.

It was not a coincidence that the Health Security Act was developed with
the assistance of more than 500 experts and was over 1300 pages long. Nearly
everywhere in the health care arena, efforts to reform the system in one area bump
up against efforts to advance other goals. Commoner’s law in reference to the
environment also applies to health: “Everything is connected to everything else”
(Commoner 1971, p. 163). Politics aside, creating the proper incentives has been
a stumbling block of past efforts by governments and private sector payers to
control costs, increase access, and improve quality simultaneously, and it remains
the central challenge today.

REDUCING UNCERTAINTY

Costs (not value) have been a central motivating factor for both public and private
reform efforts (Oberlander 1995). Both public and private sector payers have been
frustrated by their longstanding inability to rein in health care costs. However, it is
also important to recognize the challenges facing reformers on the quality side of
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the equation. The value of a product is a function of both its price and its quality.
An effective health care system rewards providers for the health they produce, not
for the services they provide. An efficient health care system maximizes the health
produced for a given level of resources.

Critics contend that government reimbursement policies have been ill designed
to promote efficiency (De Parle 2002). They note that government policies have
a strong status quo bias (Newhouse 2002, p. 17). Medicare payments to health
maintenance organizations (HMOs) begin with average costs for the local service
area. This practice, which is still in place today, assumes that there are good
reasons for costs to be higher in some areas than in others despite a growing body
of evidence to the contrary. Regions that have innovated to hold down costs are
penalized—exactly the opposite of the policy’s intended effect. Across-the-board
cuts perpetuate a preexisting bias in favor of expensive, specialized treatment
and reward regions with historically high rates of utilization or historically high
reimbursement rates.

The same holds true for reimbursements for specific services and diagnoses.
Ambulatory procedure codes (APC) schedules provide higher reimbursements

for complicated and intensive procedures, even if no evidence indicates that they
are more effective. Diagnosis-related group (DRG) schedules pay a fixed rate to
provide all necessary care for a given diagnosis. They too are criticized as not
creating incentives that promote efficiency (Wynia et al. 2000). For example, a
physician might diagnose and admit a heart attack patient to the hospital and
later decide that the patient can be treated on an outpatient basis. The decision
to admit places the patient in a DRG that assumes more intensive services and
therefore pays more. The physician’s subsequent decision to treat the patient on
an outpatient basis saves the system money. However, the Department of Health
and Human Services interprets such actions as fraud. The assumption is that the
provider knows how best to treat the patient, and such erratic behavior indicates
an effort to game the system. In this case, the provider could file an amendment to
her original diagnosis, but it is probably easier to keep the patient in the hospital.

What is needed is an incentive system that rewards the benefits of the pro-
vided service by comparing inputs to outputs. Unfortunately, information about
the comparative effectiveness of different treatments or the performance of differ-
ent providers is the exception more than the rule. Such information is difficult to
obtain because it requires an accurate diagnosis of the patient and an understand-
ing of the effect of the intervention. How sick was the patient? If the patient was
treated and died, is that evidence of poor care? If the provider did little and the
patient died, is that evidence of poor care?

When Medicare first began to contract with private HMOs, the government
assumed that managed-care firms would be able to operate more efficiently than
traditional fee-for-service Medicare. The reimbursement rate for HMOs was set at
95% of risk-adjusted costs for an enrollee in the service area. It turned out that areas
with higher reimbursement rates attracted more HMOs than did areas with lower
reimbursement rates. Moreover, in areas with higher rates, HMOs were adding
remarkable benefits, such as coverage for prescription drugs, at no additional cost.
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Was this evidence of increased efficiency? Or was it evidence of something
else? The evidence indicated that HMOs profited not by being more efficient
but by attracting healthier Medicare enrollees (De Parle 2002). Medicare HMOs
appeared successful in holding down costs because their enrollees used fewer
services. Medicare has subsequently altered adjustments for enrollment mix and
has reduced payments to HMOs—so much so that HMOs are scaling back benefits
or raising premiums, and even fleeing from the Medicare program altogether.

Medical savings accounts (MSAs) have also been promoted as a means for
making health care markets operate more efficiently by making consumers more
price sensitive (Pauly & Goodman 1995). This argument for MSAs assumes that
consumers are able to compare the value of alternative health care services, an
assumption that seems to be contradicted by both Arrow’s observation that infor-
mation is what providers sell in a health care system, and by research at RAND
(Newhouse 2002, p. 17). The results of the RAND Health Insurance experiment
indicate that increased cost sharing led consumers to reduce their number of visits
to physicians but had little impact on their use of the most expensive services
(Newhouse 1996). Lower costs do not imply increased efficiency if, for example,
additional cost sharing deters consumers from seeking out cost-effective preventive
services (Hsaio 2001).

Society as a whole benefits from knowing whether a particular approach to
health is beneficial or cost-effective, or whether a particular hospital provides
quality care. Unfortunately, markets cannot always be counted on to provide the
necessary data. Information is often costly to obtain, and the benefits are distributed.
Consumers may have good reasons to resist sharing their medical information for
the greater good. Providers may resist collecting data, especially high-quality data,
because it is time consuming or because it is threatening (Newhouse 2002, p. 20).
Recent research suggests that medical mistakes are a leading cause of death in
the United States (Kohn et al. 2000). Better information may serve to reduce such
mistakes, but it is also damaging to the providers responsible. “Better transparency
and speedier communication in U.S. health care actually [have] more powerful
enemies than friends” (Reinhardt 2001, p. 987). More generally, information about
the effectiveness of treatments is proprietary.

And information, if it is available, may not be used. Consumers (and providers)
may not be well equipped to balance the tradeoffs that are often inherent in medical
care choices. Providers may believe that proper medical care cannot be guided by
statistical patterns, or they may operate according to norms and financial incentives
that provide little reason to deny access to treatments that have only marginal
benefits. Fully insured consumers may have little incentive to question the decisions
of providers, unless they perceive that the interests of the provider are at odds with
their own. The moral hazard predicts that consumers who appreciate that generic
drugs are largely equivalent to brand-name drugs and are considerably cheaper will
nonetheless choose the brand-name drug. Legislators from Florida who complain
about rising health care costs will resist reductions in Medicare reimbursements to
their state, even if the evidence demonstrates that average costs in Florida are twice
as high as another state’s with no improvement in health. Corporations may oppose

A
nn

u.
 R

ev
. P

ol
it.

 S
ci

. 2
00

3.
6:

32
7-

34
3.

 D
ow

nl
oa

de
d 

fr
om

 w
w

w
.a

nn
ua

lr
ev

ie
w

s.
or

g
 A

cc
es

s 
pr

ov
id

ed
 b

y 
U

ni
ve

rs
ity

 o
f 

W
as

hi
ng

to
n 

on
 0

2/
25

/1
7.

 F
or

 p
er

so
na

l u
se

 o
nl

y.



2 Apr 2003 17:44 AR AR186-PO06-16.tex AR186-PO06-16.sgm LaTeX2e(2002/01/18)P1: IKH

POLITICAL ECONOMY OF HEALTH 337

reforms that would promote greater information sharing because they fear that the
end result would be increased state or federal regulation of their health plans.

VALUES BESIDES EFFICIENCY

Information is valued for its ability to reduce waste and harm. But information
cannot tell us what our goals are, or how we should trade off among competing
objectives. Information can tell us whether angioplasty is more economical than
bypass surgery, but it cannot tell us whether we are spending too much on treating
heart disease. Information cannot answer the “who counts?” and “what’s fair?”
questions that are central to health policy debates.

Even in a competitive market, a society may legitimately choose to intervene to
promote fairness or to address problems of undersupply and oversupply of public
goods. The public may want to control how their medical records are shared.
The public may want to subsidize immunizations or weight-loss programs when
private insurers are unwilling to provide them. The public may want to tax tobacco
products because the market price of cigarettes does not include the future costs
of smoking for the individual and society. And of course markets will not allocate
health care and health equitably.

Equity concerns have been most visible in reform efforts promoting health
insurance coverage for the uninsured. The case can be made that income security,
rather than health security, has been the central motivation behind such efforts.
Medicare was promoted primarily as a program to protect seniors and their families
from financial ruin. In 1994, President Clinton’s Health Security Act was a response
to public concerns about the tenuous state of the economy. People were worried
about losing their jobs and their employment-based health insurance.

Health equity probably requires that policy move in a different direction. Fuchs
(1994, p. 109) finds “little evidence either in this country or abroad to suggest that
providing universal coverage or changing the delivery system will have significant
favorable effects on health, either in the aggregate or for particular socioeconomic
groups.” Access to health insurance coverage does appear to be related to better
health outcomes (Hadley 2002), but other factors are more important in explaining
health differences across populations. Income disparities, not health care spending
differences, are the best predictors of differences in health status across developed
nations. As House puts it (2001, p. 530), conditions of poverty (discrimination and
poor housing, sanitation, education, and recreation) are not “promotive of health.”

Public health initiatives that extend beyond health care services are controver-
sial, not because they are less effective but because they would primarily benefit
the “undeserving” poor (Ingram & Schneider 1993). Medicaid has received much
less political support over the years than Medicare, even though two thirds of
Medicaid spending supports the elderly and disabled. Improved public housing is
good public policy for improving the health of children, but it will be much more
controversial than providing those same children with access to health insurance.
Needle-exchange programs may be a very effective and inexpensive method for
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preventing the spread of HIV/AIDS to children, but they are opposed as supporting
the chosen habits of “deviants” (Donovan 1998).

HEALTH AND THE POLITICS OF
INDIVIDUAL RESPONSIBILITY

Stone (1989) argues that whether a problem such as the uninsured deserves a gov-
ernment response depends on which causal story ends up dominating the debate.
The original logic for health insurance was that illness occurred rarely and was be-
yond the control of the individual. In this story, the uninsured are victims of circum-
stances beyond their control. President Clinton reflected on Kerry Kennedy, a small
businessman who had “poured his heart and soul, his sweat and blood” into his busi-
ness but could no longer afford health insurance for his workers because his mother
and father, who had started the business, “had become high risks because of their
advanced age” (Clinton 1993, p. 1558). Tobacco reform efforts claim to be protect-
ing the health of children, who are victims of unwanted advances by Joe Camel.

On the other side is the argument that health is largely a matter of individual
responsibility and choice. Shortly after Clinton gave his speech, Senate minority
leader Robert Dole (R-KS) questioned Administration claims of a health crisis by
suggesting that many of the uninsured could purchase health insurance but elected
not to. [A Kaiser Family Foundation (2000, p. 12) survey of the uninsured found
that 19% of uninsured adults felt that they did not need insurance, and 3% cited this
as their primary reason for not purchasing it.] Similar arguments about individual
responsibility are presented in objection to policy initiatives designed to mitigate
the consequences of risky behaviors, such as sexually transmitted diseases, lung
cancer, and the growing problem of obesity (Shiltz 1987, Rosin 1998, Kessler
2001).

THE MYTH OF RATIONING

The complaint that government-based reforms will lead to rationing has been a
powerful weapon in the arsenal of opponents of health care reform. This claim is
undoubtedly true, if only becauseanysystem for allocating health care services
rations. The Health Security Act proposed an alternative rationing scheme to the
one that was already in place. The current system places the burden on the 15% of
the population that is uninsured. The Health Security Act would have redistributed
that burden over the 85% of the population who already had coverage.

The assumption that government-funded health care is less efficient is also far
from evident. There are reasons to expect that consumers collectively would get
more out of a government-based health care system. Private health insurance has
substantially higher administrative costs than the Medicare program, largely be-
cause of marketing costs. And, as discussed, much of the health care spending in the
United States is wasteful in the sense that more service use does not always trans-
late to better health outcomes. A government-based system might better control
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utilization and prices and, as a result, costs. Canada regulates utilization, salaries,
and how much the nation spends on health. Although these actions would clearly
constitute rationing for those who can currently afford the best in care under the
U.S. system, the end result might be increased access and improved population
health.

A universal health care system would cost more, but it would not necessarily be
less efficient. A government reform that expanded coverage for poorer individuals
would be expected to increase utilization and perhaps even raise average costs if
wealthier individuals tend to be healthier. But judging whether these higher costs
indicate inefficiency requires a comparison of the added costs to the added benefits.
Those benefits would include improved health, improved economic productivity,
and increased protection from financial hardship.

CONCLUSIONS

The holy grail of health care reform is a proposal that promotes quality and in-
creases access while controlling costs (Reinhardt 2000). Public perceptions that
such a reform must exist have been a central stumbling block of health care re-
form efforts. These three objectives are dynamically related. Most people who
lack health insurance cannot afford it. Health insurance costs are high because
consumers and providers have weak incentives to limit access to services when
those costs are broadly distributed. The existence of dramatic geographic varia-
tions in utilization rates without evidence of improved health outcomes suggests
that costs could be dramatically lowered, given sufficient political will. This, in
turn, would lower overall costs and make health insurance more affordable. More
people would purchase insurance. Costs would be distributed even more broadly,
reducing premiums once again.

Most Americans believe that we are spending too much on health, but they are
also reluctant to embrace the solutions that have been proposed. Polls suggest that
Americans (collectively speaking) want it all. They would like to see everyone
covered. At the same time, the vast majority of Americans express satisfaction
with their own care and have resisted reforms that would limit their own health
care choices in order to control costs or provide coverage for others (Brodie &
Blendon 1995). The fictional Harry and Louise captured the sentiments of a nation
when they rejected the Health Security Act as flawed, while failing to provide any
hint of the “better way” they preferred (West et al. 1996).

Policy makers have followed the public’s lead. They have tried to address the
problem of rising costs while avoiding accusations of rationing (at least for the most
politically active constituencies). When policy makers have addressed rationing,
they have attempted to make it more difficult for providers to limit access to
services, instead of easier. When policy makers have enacted reforms designed to
promote greater attention to quality, they have worried too much about short-term
political consequences and not enough about long-term benefits. And for the most
part, these efforts have had little impact on the problems they were designed to
address.
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Some suggest that many of these challenges will be resolved as technological
advances lower the costs of promoting and preserving health, and warn against
reforms that might suppress the innovation that will cause this to happen. Physician
Lewis Thomas (1983) argued that the current medical care system emphasizes
what he calls expensive “halfway” technologies, such as organ transplants and
dialysis, whose purpose is to treat diseases that cannot be cured or managed.
The future of medicine, according to Thomas, rests with “decisive technologies”
that attack the fundamental underlying causes of illnesses at the molecular level.
For example, HIV interventions have become more effective over time, but they
remain prohibitively expensive and do little to reduce the spread of the disease.
The vaccine that will prevent HIV/AIDS, saving millions of lives and billions of
dollars in the process, remains elusive because researchers do not fully understand
the biological processes underlying the disease. There are reasons to think that
technical evolution may address many of the concerns that seem so problematic
today (Gelijns et al. 2001). The past century, indeed the past decade, has witnessed
dramatic advances in health and our scientific understanding of the human body.
Perhaps technology will soon solve the cost and equity problems that resist simple
solutions today.

Belkin (1997) calls such thinking the “technocratic wish,” because it appeals
to science and objectivity to resolve contentious political issues. As discussed,
we also need to consider whether the innovations that we would like to see are
the things that markets of the future are likely to produce. The answer to this
question is far from obvious, even if our understanding of disease and interventions
expands much more rapidly than past patterns would lead us to expect. There will
be tremendous advances in our understanding of disease and how to treat it, but
the benefits of those advances will be tempered by the same factors that shape
health care decisions today. Market actors will always have limited incentives to
share information, to promote quality, and to supply public goods. Governments
will always have an important role in reshaping market incentives to promote the
public interest or in supplying what markets cannot supply. Despite the best wishes
of the technocrats, politics cannot be avoided. The challenge of politics, on the
other hand, is to persuade governments to focus on the right question: How can
health, as opposed to health care services, be allocated efficiently and equitably?

The Annual Review of Political Scienceis online at
http://polisci.annualreviews.org
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