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Expanding Choice 
through Defined 
Contributions: 
Overcoming a 
Non-Participatory 
Health Care 
Economy
Robert E. Moffit

The Patient Protection and Affordable Care Act 
of 2010 (the Affordable Care Act) is the law of 
the land. But it faces an uncertain future. 

During congressional deliberations on the 2,700-
page legislation leading up to its enactment, from Feb-
ruary to March 2010, not one major survey recorded 
majority support for the legislation.1 Since its enact-
ment, popular opposition to the Affordable Care Act 
has hardened, and was a significant factor in the 2010 
congressional election, in which Democrats lost 63 
seats and Republicans regained the majority in the 
House of Representatives.2 Ballot initiatives in Mis-
souri and Ohio, showcasing popular opposition to the 
individual mandate, passed in 2010 with overwhelm-
ing majorities. While the United States Supreme 
Court in National Federation of Independent Business 
et al. v. Sebelius, 132 S. Ct. 2566 ( 2012), declared the 
mandate on the states to expand Medicaid unconsti-
tutionally coercive, the majority of the Justices also 
upheld the individual mandate as a permissible tax. 
The new law thus emerged as a central topic in the 
2012 election.

This was predictable. During 2010, pollster and 
analyst Scott Rasmussen noted that voter support 
for repeal of the new law ranged from a high of 63 
percent in May 20103 to a low of 52 percent in June 
2010.4 Meanwhile, the Zogby interactive poll of April 
21, 2010 found that of the voters opposed to the law, 
the largest cohort was among those who believed 
that it would give the government too much control 
over personal health care decisions.5 Jacob Hacker, a 
professor of political science at Yale University and a 
champion of the Affordable Care Act, summarized the 
predicament of congressional leaders and their allies 
who have helped to make the new health law the sig-
nature achievement of the Obama Administration: 
“Reformers won the war in 2010, but they lost the bat-
tle for public opinion. Americans were convinced that 
reform was needed but not that government could do 
it. Reformers cannot afford to lose the second battle 
for public opinion.”6 

Whatever their objections or reservations about the 
Affordable Care Act, Americans still want health care 
reform. Since the last great debate on President Bill 
Clinton’s health plan in 1993 and 1994, public opin-
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ion polling consistently registered strong approval for 
major health care changes,7 but as Professor Robert 
Blendon of the Harvard University School of Pub-
lic Health and others have emphasized, support for 
specific proposals (such as a single-payer financing, 
employer mandates, individual tax credits, or specific 
Medicare changes) invariably declines when necessary 
trade-offs are clarified.8 Voters may favor expanded 
access, for example, but may be less inclined to sup-
port it if they believe that the financial costs to them, 
in the form of taxes, are too high. Moreover, while 

health care reform, depending on how it is presented, 
is a positive good, many other desirable domestic 
goods also compete for the public’s attention, such as 
a robust and growing economy, expansion of employ-
ment, a reasonable level of taxation, and a reduction 
in deficits and debt. 

The Next Debate 
Professor Hacker’s “second battle” for public opinion 
is well underway. It appears that the United States is 
poised to enter yet another debate on health reform. 
Continued congressional efforts to repeal the Afford-
able Care Act and “replace” it with “market-based” 
reforms will doubtless reflect a very different philo-
sophical approach. 

In concrete “market-based” proposals, a central 
theme will be the primacy of personal choice, and 
the maximization of that choice over the selection of 
health plans, benefits, and medical providers and their 
services. As a practical matter, the best mechanism to 
effect that expansion of choice would be through a 
defined contribution system of financing. Such financ-
ing would guarantee greater personal control over the 
dollars and decisions in the health care economy; it 
would provide a level of personal control that Ameri-
cans do not exercise today. 

This transformation of health insurance financing, 
assuming it would be governed by a light and ratio-
nal regulatory regime, would open up possibilities 

for new and innovative insurance products and deliv-
ery models. For example, health insurance contracts 
could become long-term arrangements, reflecting life 
changes and health conditions, rather than simply 
annual or short-term contracts. Persons would also be 
able to enroll in plans that specialize in “personalized” 
medical care, or plans more closely tailored to their 
personal wants and needs. Even more importantly, 
persons would also be able to choose health insurance 
or plan options that accommodate or are at least com-
patible with their ethical, moral, or religious convic-

tions on the provision of medical care, particularly in 
sensitive matters pertaining to the beginning and the 
end-of-life. 

Health Care: America’s Non-Participatory 
Economy 
Health care is a huge and growing sector of the Ameri-
can economy, expected to account for roughly one-fifth 
of the Gross Domestic Product (GDP) by 2020.9 The 
Affordable Care Act, despite major cuts to Medicare 
providers, expands federal entitlements and increases 
health spending above what it would have otherwise 
been.10 

The new law is imposed on a strange “market.” 
While advocates of a “single payer” system often criti-
cize the American “market” in health care and health 
insurance, the reality is that there is no normal market 
in American health care. At least, there is little that 
broadly resembles a free market where individuals as 
consumers of medical goods and services, particularly 
health insurance, are the key decision-makers in the 
system. Of course, millions of health care transactions 
made daily by millions of individuals in consultation 
with medical professionals focus on diagnosis and 
treatment of complex medical conditions. But those 
specific decisions are circumscribed by general over-
arching determinations – insurance guidelines on 
clinical practice or government reimbursement rules 
– that are imposed on doctors and, ipso facto, patients, 

In concrete “market-based” proposals, a central theme will be the primacy of 
personal choice, and the maximization of that choice over the selection of health 
plans, benefits, and medical providers and their services. As a practical matter, 

the best mechanism to effect that expansion of choice would be through a defined 
contribution system of financing. Such financing would guarantee greater 

personal control over the dollars and decisions in the health care economy; it 
would provide a level of personal control that Americans do not exercise today. 
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and which profoundly influence the financing and 
delivery of medical services. But in stark contrast to 
virtually every other sector of the economy, health care 
remains a non-participatory economy; individuals 
rarely exercise very much economic power as consum-
ers over these third-party decision-makers. 

Health insurance is the major financing mechanism 
of the health care sector of the economy. By 2009, 
health insurance accounted for slightly more than 71 
percent of all health care spending, up from 56 per-
cent in 1980, and a mere 27 percent in 1960. Likewise, 
personal out-of pocket spending as a percentage of the 
total measured only a bit above 12 percent, compared 
to 23 percent in 1980, and 48 percent in 1960.11 

Third-party payment arrangements are thus the 
norm in both the public and private sectors. The offi-
cers of third-party institutions, at the direction of, or in 
consultation with, employers or government officials, 
make the key decisions. While employee compensa-
tion has risen rapidly in recent years, its allocation in 
the form of health benefits has resulted in a decrease 
in wages and other compensation. Individuals, either 
as employees or the beneficiaries of government pro-
grams, are mostly the passive recipients of those key 
decisions. Conflict invariably arises over third-party 
reimbursement for medical services, which is often 
governed by complex formulas. It is common, for 
example, for doctors and patients alike, to have trou-
ble with insurance companies in paying their claims. 
And, there is, as a practical matter, often little recourse 
for enrollees who dispute an insurance company’s ver-
dict. Much of the same is true for Medicare or Medic-
aid denials or delays. 

Since the 1960s, with the enactment of Medicare 
and Medicaid, the role of government as a spending 
agent has increased sharply. Christopher Conover, 
professor of health policy at Duke University, observed 
that “between 1966 and 2007, the entire increase in the 
size of government relative to the economy resulted 
from the growth in tax-financed health spending.”12 

Under the Affordable Care Act, the role of the fed-
eral government in health care will accelerate, promot-
ing greater enrollment in Medicaid as well as heavily 
subsidized coverage in state-based health insurance 
exchanges within the first 10 years of the law’s imple-
mentation.13 Under the Affordable Care Act, American 
health care will no longer be merely a mixed economy, 
but one that is progressively dominated by the federal 
government.

The locus of key decision-making is the central issue 
in health policy. Some top analysts favor government 
control. Economist Paul Krugman, for instance, notes 
that “for decades we’ve been lectured on the evils of 
big government and the glories of the private sector. 

Yet health reform is a job for the public sector which 
already pays most of the bills directly or indirectly 
and sooner or later will have to make key decisions 
about medical treatment.” Citing the experiences in 
cost-sharing and the decisions of fallible individuals, 
Krugman adds, “Moreover, it’s neither fair nor realis-
tic to expect ordinary citizens to have enough medi-
cal expertise to make life or death decisions about 
their own medical treatment.…So, cost-sharing, like 
HMOs, is a detour from real health reform. Eventu-
ally, we’ll have to accept that fact that there’s no magic 
in the private sector, and that health care – including 
the decision about what treatment is provided – is a 
public responsibility.”14

Krugman’s confident declaration begs the obvious 
question whether it is fair or realistic to expect gov-
ernment officials to have the medical expertise – and 
moral responsibility — to make life or death decisions 
about the medical treatment of millions of strang-
ers. Consider, also the provision of health insurance. 
Already, federal officials have issued rules governing 
medical loss ratios and what constitutes acceptable 
levels of coverage. By 2014, federal officials will decide 
health insurance benefit offerings, the levels of accept-
able coverage, insurance rules, cost-sharing, and 
deductible limits. For individuals and employers who 
then fail to purchase the prescribed coverage, the law 
will impose fines or tax penalties. In tandem with state 
insurance officials, federal officials are authorized to 
oversee insurance rates in every state of the union. In 
exercising broad regulatory authority, they will be able 
to impose and waive rules in such areas as the medi-
cal loss ratios — the amounts that must be allocated 
to medical payments and administration — and the 
coverage limitations for private health plans. The law 
also imposes mandates on states to establish health 
insurance exchanges, encourages Medicaid expansion 
and helps to finance reinsurance programs. In set-
ting up the state exchanges, the federal government 
will establish them within the states if state officials 
cannot or will not do so. In short, the Affordable Care 
Act engineers a massive transfer of regulatory author-
ity over insurance transactions from state to federal 
authorities. 

Under the Affordable Care Act, private health insur-
ance will be private in name only. As Sara Rosenbaum, 
a prominent specialist in health care policy and law at 
George Washington University, says: 

The law fundamentally transforms health insur-
ance from a product designed to preserve profit-
ability in the face of rampant adverse selection 
to a regulated industry whose long term strength 
and stability are essential to the public interest 
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and that, in its restructured form, will therefore 
take on certain characteristics of a public utility.15 

This new layer of federal decision-making is being 
overlaid on top of a health insurance market that is 
already highly concentrated and heavily regulated. 
Today, just a dozen companies are responsible for 
covering two-thirds of Americans.16 So, the range of 
real consumer choice is already severely limited. Presi-
dent Obama himself emphasized the non-competitive 
character of American insurance markets:

My guiding principle is, and always has been, 
that consumers do better when there is choice 
and competition. That’s how the market works. 
Unfortunately, in 34 states, 75 percent of the 
insurance market is controlled by five or fewer 
companies. In Alabama, almost 90 percent is 
controlled by just one company; and without 
competition, the price of insurance goes up and 
the quality goes down. And it makes it easier for 
insurance companies to treat their customers 
badly — by cherry picking the healthiest individ-
uals and trying to drop the sickest, by overcharg-
ing small businesses that have no leverage and 
by jacking up rates.17 

In current third-party payment, there is also little 
transparency. One cannot have effective competition 
among plans or providers if the information on cost 
remains elusive or opaque. Today’s third-party pay-
ment and group insurance tax subsidies shield indi-
viduals from the true cost of their care. Too many 
Americans do not even know what they pay in reduced 
compensation, through employment-based insurance, 
for their own health coverage, let alone the medical 
goods and services that are fully or partially financed 
through insurance. The structural result of this con-
sumer insulation is inherently inflationary. The Gov-
ernment Accountability Office reports that a variety 
of reasons exist for this information blockage, includ-
ing legal obstacles preventing disclosure of negotiated 
rates between insurers and medical professionals.18 
Meanwhile, in most third-party arrangements, physi-
cians and other medical professionals are paid on the 
basis of elaborate fee schedules. Medicare fee sched-
ules especially influence provider payment in private 
insurance. This is inherently problematic for persons, 
acting as patients of physicians, as well as consumers 
of insurance; medical professionals are often paid for 
services with little regard to differences in skills, their 
performance in delivering value or quality, or discern-
ible benefit to their patients. In effect, under existing 

third-party arrangements, doctors and other medical 
professionals may be paid too much, or too little. 

Congressional sponsors of the Affordable Care Act 
try to solve quality problems mainly by instituting 
health care “delivery reforms.” While Medicare is the 
main arena for this experimentation, it is expected that 
private sector practice will follow suit. Because of the 
way that Medicare is organized, however, federal offi-
cials are confined to promoting innovations through 
a recalibration of administrative payment formulas, 
bonuses, or penalties for doctors and hospitals depend-
ing on their compliance with federal guidelines on the 
provision of quality care, “gain sharing” through the 
newly created accountable care organizations (ACOs), 
and local demonstration projects for payment or deliv-
ery reforms. The goal is to secure better value for health 
care dollars. The hope of congressional sponsors is that 
top-down federal quality and value-purchasing strate-
gies will yield significant savings. 

This is questionable. The Congressional Budget 
Office (CBO) has determined that most of these mea-
sures would have little or no effect on spending.19 The 
Medicare trustees also recently observed that “the 
ability of new delivery and payment methods to sig-
nificantly lower cost growth rates is very uncertain 
at this time, since specific changes have not yet been 
designed, tested or evaluated.”20 

Under the Affordable Care Act, the non-competitive 
character of America’s health insurance market will 
doubtless be reinforced by a growing centralization 
of health care financing, especially with the creation 
of “multi-state” health plans administered by the U.S. 
Office of Personnel Management (OPM), the agency 
that administers the Federal Employees Health Ben-
efits Program (FEHBP). In the FEHBP today, the fed-
eral government does not sponsor a special plan or set 
of plans to compete on a national or state level against 
all other private plans, including plans sponsored by 
unions and employee organizations. But under Sec-
tion 1334 of the Affordable Care Act, OPM would take 
on this new role outside of the FEHBP, and would 
sponsor at least two national plans that would oper-
ate under special rules and compete against all private 
plans in the statutorily required state-based exchanges 
beginning in 2014. Moreover, only persons enrolling 
in health plans offered through the exchanges, includ-
ing the OPM-sponsored plans, would be eligible for 
taxpayer subsidies to offset the cost of their insurance. 

The continuing consolidation of health insurance 
markets will be accompanied by the consolidation 
of health care delivery, an unwelcome trend that is 
already well under way. Between 1994 and 2000 
alone, there were 900 hospital mergers, while state 
certificate-of-need (CON) laws continued to block or 
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restrict entry of new suppliers.21 That trend is sure to 
continue under the Affordable Care Act, which will 
accelerate the decline of single-physician practices 
and the growth in hospital ownership of medical prac-
tice, particularly with the creation of accountable care 
organizations (ACOs). 

A potentially countervailing force to this anti-com-
petitive consolidation is the emergence of high deduct-
ible health plans, often called “Consumer-Directed 
Health Plans” (CDHPs). These would include health 
savings account plans, as authorized under the Medi-
care Modernization Act of 2003. These CDHPs are 
growing rapidly, especially in small and midsize firms, 
i.e., companies with fewer than 200 workers. Accord-
ing to a 2011 survey of plan offerings in the 12 largest 
insurance markets in the United States, 31 percent of 
all employees in all firms were enrolled in CDHPs.22 

The future of these plans is, however, uncertain. 
Much will depend on the implementation of the 
Affordable Care Act in 2014, particularly the regula-
tion of “qualified” health insurance plans through the 
state-based health insurance exchanges. The Congres-
sional Research Service (CRS) has noted that, without 
qualifying federal regulations to the contrary, “…the 
exchange could have the ability to make a determina-
tion that any or all of the private health plans seeking 
certification are not in the interest of qualified indi-
viduals and employers.”23 In other words, instead of 
choice and competition, the new law would create a 
legal framework for a potential government monopoly. 

Defined Contribution: Three Consumer-
Driven Exceptions to the Non-Participatory 
Economy 
Three major national exceptions stand in contrast 
to the conventional defined-benefit health insurance 
that characterizes most public and private programs: 
(1) The Federal Employees Health Benefits Program 
(FEHBP); (2) the Medicare Advantage (MA) Program 
(a system of competing private health plans for retir-
ees, Medicare Part C); and (3) the Medicare prescrip-
tion drug program (a system of competing private 
drug plans for retirees, Medicare Part D).

While these three programs differ markedly from 
one another, they have one thing in common: indi-
viduals and families control the flow of dollars in these 
programs. Because they are defined-contribution 
programs, they are each driven by the power of per-
sonal choice – and enrollees are empowered to direct 
their dollars to health plans that offer the best qual-
ity, service, or benefit options. Each plan operates in 
an intensely competitive environment in which plans 
and providers must continually deliver value to sat-
isfy policyholders and patients, or lose market share. 

These are markets where consumers can — and do —
fire their insurance companies. 

A variety of health policy analysts and prominent 
economists, such as the late Nobel laureate Milton 
Friedman, have long proposed direct consumer con-
trol of financing for the private sector. These govern-
ment health programs are today the closest approxi-
mations to consumer-driven markets for health 
insurance. Notwithstanding their limitations, they are 
also health insurance models that hold great promise 
for reforming the huge and financially troubled fed-
eral entitlement programs, such as Medicare fee-for-
service (FFS) and Medicaid, while revolutionizing the 
overregulated and uncompetitive private health insur-
ance markets in the several states. With fundamen-
tal policy changes to facilitate defined-contribution 
financing in the private sector – such as tax and regu-
latory reforms and effective risk-adjustment – indi-
viduals would be able to own and control their por-
table health insurance policies just like any other type 
of insurance policy, and health insurance companies 
would be compelled to compete directly for consum-
ers’ dollars. 

FEHBP
Created in 1960, the FEHBP is the largest group 
health insurance program in the world. It is a con-
sumer-driven system of hundreds of competing pri-
vate health plans, including national and local plans, 
serving about 8 million federal workers, retirees, and 
their dependents. 

As an employer, the government pays a per capita 
amount to health plans chosen by federal workers and 
retirees. The payment is market-based and equal to 72 
percent of the average weighted premium of national 
plans competing in the program; it is annually capped 
at a specific dollar amount. In no case, however, does 
the federal government pay more than 75 percent of 
the premium cost of any given plan. If enrollees want to 
purchase a plan that costs more than the government 
contribution, they may do so, but they are responsible 
for paying the full cost above the government’s contri-
bution. Unlike MA and Medicare Part D, there is no 
risk-adjustment mechanism in the FEHBP to combat 
adverse selection. For reasons unique to the program 
— e.g., the ability of a wide variety of competing health 
plans to manage risk, the role of the government con-
tribution in spreading risk — risk-segmentation has 
not posed a significant problem in the FEHBP. 

The Affordable Care Act will have an indirect impact 
on the governance and functioning of the FEHBP. But 
members of Congress and most congressional staff are 
to be transitioned out of the program and enrolled in 
the state-based health insurance exchanges beginning 
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in 2014. Administration officials and executive branch 
employees will remain enrolled in the FEHBP. 

Medicare Part C 
Created under the Medicare Modernization Act of 
2003, MA is also a system of private health plans 
that compete on regional and local levels. It is the 
successor to the flawed Medicare+Choice program, 
and an attractive alternative for seniors and disabled 
people who would otherwise enroll in the traditional 
Medicare fee-for-service (FFS) program. Today, MA 
has 11.5 million enrollees, roughly one quarter of the 
entire Medicare population. 

There are a variety of MA plans, including local and 
regional PPOs, local HMOs, private fee-for-service 
plans (PFFS), and special needs plans (SNPs) that 
serve Medicare “dual-eligibles” and persons who live 
in nursing homes, as well as MA prescription drug 
plans. 

The government’s per capita payment is also based 
on a system of competitive bidding. Plans submit bids 
to provide Medicare benefits in designated geographic 
areas (at the county level). If the plan bids exceed the 
established Medicare benchmark payment for Parts 
A and B benefits for that geographic area, then the 
enrollees in that plan would pay a higher premium. 
If the plan bids fall below the Medicare benchmark, 
then the plan is legally required to rebate 75 percent 
of the difference to enrollees in the form of lower pre-
miums or richer health benefits. The remaining 25 
percent of the savings from a bid below the Medicare 
payment benchmark is earmarked as savings for the 
program. Most of the Advantage bids fall below the 
Medicare benchmark, and they are legally required 
to offer richer benefits or premium reductions. But 
enrollees choosing less expensive plans cannot get 
cash rebates. 

Under the Affordable Care Act, Congress authorized 
a reduction in MA plan payments initially amounting 
to $136 billion in ten years, as well as “bonus” pay-
ments for high-quality health plans. Analysts Robert 

A. Book and Michael Ramlet conclude that “by 2017, 
seniors will have, on average, only one third as many 
choices as before, and the choices that remain will 
have substantially lower levels of benefits.”24 
Medicare Part D
The Medicare prescription drug program, Part D, was 
also created under the Medicare Modernization Act 
of 2003. It is a national program of competing drug 
plans, including MA plans and “stand alone” prescrip-
tion drug plans (PDPs). An estimated 17.6 million 
beneficiaries are enrolled in PDPs. Like MA and the 
FEHBP, the government per capita payment is based 
on a system of market-based competitive bidding. 

In Medicare Part D, the government (mostly federal, 
some state) contributes roughly 75 percent of the pre-
mium cost for prescription coverage; the enrollees pay 
the remainder. Under the Affordable Care Act, Con-
gress has enriched drug coverage, closing specific cov-
erage gaps. But these changes will also incur higher 
costs for taxpayers.25 

High Performance: The Record of Defined-
Contribution Programs 
Taken together, the experience with these three varia-
tions of defined-contribution programs has been over-
whelmingly positive, particularly compared to con-
ventional government health programs. 

The FEHBP’s solid record spans more than five 
decades, and its performance in combining a wide 
range of benefits with cost control is particularly 
impressive. The performance of the newer Medicare 
Parts C and D programs is promising, especially for 
patient access to a broad range of benefits and ser-
vices, high quality care and enrollee satisfaction. 

Access and Benefits 
All three defined-contribution programs guarantee 
access to a wide range of health plans, physicians, 
medical professionals, goods, and services. All three 
programs provide protection against catastrophic ill-
ness, giving enrollees peace of mind. 

Under the Affordable Care Act, Congress authorized a reduction in  
MA plan payments amounting to $136 billion in ten years, as well as  

“bonus” payments for high-quality health plans. Analysts Robert A. Book and 
Michael Ramlet conclude that “by 2017, seniors will have, on average,  
only one third as many choices as before, and the choices that remain  

will have substantially lower levels of benefits.”
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fehbp
In the FEHBP, the overwhelming majority of plans 
available to federal workers and retirees are local, 
though every enrollee routinely has access to one to 
two dozen national health plans. Since the 1980s, 
200 to 300 plans have participated annually in the 
program. There are, and have been, a wide variety 
of delivery options, including traditional FFS plans, 
PPOs, HMOs, and, since 2005, the new consumer-
driven health plans (CDHPs). As with conventional 
employer-based health insurance where the employer 
offers multiple plans, a single carrier can offer more 
than one plan. But the FEHBP has more robust car-
rier competition: about 100 carriers provide various 
health plan options.26 

Because there are national as well as local health 
plans, the FEHBP is a vehicle for strong health plan 
competition even in rural areas. FEHBP enrollees 
in 87 percent of rural counties in the United States 
have chosen among six or more health plans. Given 
the wide variety of options for contracting with 
medical professionals, it is not surprising that 99 
percent of American physicians accept national 
FEHBP plans.27 

FEHBP coverage, subject to annual negotiations 
with insurers, is routinely comprehensive, but there is 
no government standardization of health benefits and 
prices. There are a wide variety of plans and options 
with different premiums, co-payments, and deduct-
ibles. Each of these coverage components is subject to 
change from year to year, reflecting new payment sys-
tems, innovations in delivery, and the inclusion of new 
services or medical technologies. Plans rapidly incor-
porate new benefits, such as acupuncture, hospice and 
preventive care services, and coverage while traveling 
abroad. Since its inception, the broad history of the 
FEHBP has been one of a continuous improvement of 
health benefit offerings. 

medicare advantage
Likewise, the coverage in MA is comprehensive. 
There are several MA plan types. With PPO coverage, 
enrollees have a network of physicians and hospitals 
available to them, and out-of-network referrals are 
unnecessary, though patients may have to pay more 
for those services. In the case of HMOs, patients are 
able to rely on a network of doctors and hospitals 
and other medical professionals; referrals to see spe-
cialists in or out of network are commonly required. 
(Out-of-network services may not be reimbursed.) 
Medicare patients who enroll in PFFS plans may be 
able to receive care from any doctor or hospital will-
ing to accept the plan’s terms and conditions of reim-
bursement. PFFS plans may have networks of doctors 

for some or all of their services, but those doctors may 
not accept the plans’ terms and conditions of payment 
in any given instance. MA plans are also participants 
in the Medicare prescription drug program. Enroll-
ees can also enroll in “special needs plans” — getting 
coverage targeted to patients with chronic disease or 
disabilities. 

Beyond the mandatory provision of Medicare 
Parts A and B, the MA health plans routinely offer 
catastrophic coverage and drug coverage. As Wash-
ington economist Walton Francis has noted, “Pro-
tection against catastrophic expense is the keystone 
of true insurance. It has come to Medicare through 
MA, silently and with little fanfare, and, arguably, 
at a bargain rate.”28 MA plans also routinely offer 
case management services, disease management 
programs, nurse help hotlines, vision and hearing 
services, and preventive services and tests. They 
provide working models of coordinated care for 
Medicare patients, who disproportionately suffer 
from chronic diseases. 

Because of the way that the MA payment formula 
is set, the plans are legally required to rebate any sav-
ings from lower-than-benchmark bids to patients 
in reduced premiums or enhanced benefits. Medi-
care patients enrolled in these plans normally secure 
reduced out-of pocket costs, including reduced Medi-
care Parts B and D premiums, and cost sharing for 
primary care visits, and certain types of cancer screen-
ings. This combination of improved benefits and lower 
out-of-pocket costs saves each Medicare beneficiary 
almost $90 per month.29 For beneficiaries with higher 
health care costs, the savings could be even greater. 

medicare part d
In Medicare Part D, competing plans offer a compre-
hensive range of brand- name and generic prescrip-
tion drugs. The range of available drugs in Medicare 
Part D is much greater than that offered by the Vet-
erans Administration (VA) health program, and it is 
on par with the wide range of drug coverage available 
through the FEHBP. In 2008, the Lewin Group, a top 
econometrics firm based in northern Virginia, con-
ducted a comparative analysis of the range of drugs 
provided in the plans with the highest enrollment 
under Medicare, the FEHBP, and the VA. Of the top 
281 drugs covered under Medicare Part D, 183 (65 
percent) were available through the VA, while 273 (97 
percent) were available through the FEHBP.30 In its 
analysis of 569 million drug prescriptions, the Lewin 
Group found that 99 percent of total scripts and 100 
percent of brand name scripts were covered in the 
FEHBP, while the VA covered 72 percent of the total, 
and just 41 percent of the brand scripts.31 Not surpris-
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ingly, roughly two of five Medicare-eligible VA enroll-
ees get their prescriptions through Medicare Part D, 
not the VA health plan.32 

Cost Control
In the common parlance of health policy analysts, the 
phrase “cost control” too often connotes a third-party 
initiative to restrict supply of medical goods and ser-
vices, either through direct price-fixing or through 
subtle modifications of the complex payment formulas 
that govern the reimbursement of providers. 

Cost control in the defined-contribution programs 
is very different. Unlike traditional Medicare, federal 
officials allow MA and Medicare Part D plans to con-
tract with providers without interference. In sharp 
contrast to traditional Medicare or Medicaid, the 
FEHBP has no centralized administrative pricing for 
plans or medical services. Competing plans negotiate 
their own contracts and reimbursement arrangements 
with medical providers. Unlike either of these giant 
entitlements, and unlike the Affordable Care Act, the 
FEHBP is a model of public administrative efficiency 
and private sector flexibility; it is governed by a sparse 
statute and less than 100 pages of rules in the Code of 
Federal Regulations. 

fehbp 
Without all the paraphernalia of central planning 
and price regulation that characterizes the federal 
entitlement programs, the FEHBP has a remarkable 
record of cost control. In 2012, FEHBP premiums are 
projected to increase by just 3.8 percent, while con-
ventional employment-based insurance is projected 
to increase by more than 5.4 percent.33 More impor-
tant, FEHBP actual premiums often end up being 
lower than the official projections once the health 
plans enter into the crucible of direct competition 
with each other on national and local levels. Examin-
ing the FEHBP premiums in the 1990s, for example, 
the National Bipartisan Commission on the Future of 
Medicare found that FEHBP premiums were invari-
ably lower than advertised before the intense competi-
tion ensued. In 1990, the projected premium increase 
was a hefty 13.3 percent — the actual increase was 8 
percent. In 1992, the projection was 8 percent — the 
real increase was 7.3 percent. In 1994, the projection 
was 3 percent — the real increase 2.7 percent. In 1995, 
OPM officials projected a premium cut of 3.4 percent 
— the reality was an even deeper cut of 3.8 percent.34 

Historically, the FEHBP has outperformed con-
ventional private sector health insurance in cost con-
trol. During the 1980s, for example, FEHBP premi-
ums rose by 12 percent, while private employer-based 
plans rose by 14 percent.35

Comparisons to Medicare have been more complex. 
From 1975 to 1993, Medicare slightly outperformed 
the FEHBP on cost growth — with Medicare costs 
increasing by 8.3 percent, and the FEHBP’s costs 
increasing by 9.1 percent.36 But as Washington health 
care economist Walton Francis has shown, Medicare’s 
marginally better performance over this period did 
not reflect differences in benefit offerings, notably 
the richer and steadily improving benefits of FEHBP 
plans, including prescription drug coverage. In fact, 
Medicare did not implement a prescription drug ben-
efit until 2004. Adjusting for benefit improvements, 
including prescription drug coverage, the congressio-
nal Joint Economic Committee found that, over two 
decades, the FEHBP annually outperformed Medi-
care by an average of 5.8 percent to 6.7 percent.37 
More recently, between 2002 and 2009, Medicare 
has slightly outperformed FEHBP by an average of 
5.4 percent to 6.6 percent.38 The reasons: continuous 
FEHBP benefit expansions, tax changes for federal 
employees that undercut their cost consciousness, 
and tougher Medicare provider payment reductions. 
Medicare provider payment reductions required by 
the Affordable Care Act over the next 10 years are 
breathtaking, but both the CBO and the Medicare 
Actuary have expressed skepticism about the sustain-
ability of such large reductions.39 

medicare advantage 
In 2011, MA premiums decreased an average of 7 
percent, while enrollment increased by 10 percent. 
Jonathan Blum, deputy administrator of the Centers 
for Medicare and Medicaid Services (CMS), observed, 
“We’re seeing a very competitive landscape. The plans 
seem to want to compete hard for their beneficiaries.”40 

Official assessments of MA (conducted by the CBO, 
the Medicare Payment Advisory Commission, and the 
Government Accountability Office) show that on a 
per capita basis, the government spends more on MA 
than it spends on traditional Medicare. That is why 
some critics insist that MA has failed at cost control. 

In reality, the situation is more complicated. The 
increased MA spending also tracks increases in ben-
efits that the plans provide for Medicare patients. As 
noted, MA plans provide a richer body of integrated 
benefits, including prescription drugs and other desir-
able benefits that traditional Medicare does not cover. 
The statute guarantees higher spending. If plan bids 
come in below the traditional Medicare payment 
benchmarks, as most do, they must, by law, provide 
rebates in the form of lower premiums or richer ben-
efits to seniors. Enrollees who choose lower cost plans 
cannot get cash rebates. If the Medicare benchmarks 
are too high, then this is a structural deficiency of 
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traditional Medicare’s administrative pricing, which 
overprices services in some areas of the country and 
underprices them in others. Nonetheless, MA pay-
ments are tied to this flawed system of administra-
tive pricing, which contributes to excessive Medicare 
spending. 

Even so, some evidence suggests that MA enrollment 
offsets significant taxpayer costs. For example, there is 
little doubt that MA has contributed to a reduction in 
Medicaid expenditures. In an early assessment of the 
impact of the MA program, researchers found in 2005 

that plans enrolled a disproportionate number of low-
income and minority beneficiaries, providing them an 
additional $3 billion annually in benefits; but empha-
sized that this growth in MA enrollment also reduced 
Medicaid costs.41 

Just as the flawed payment formula for MA plans 
surely contributes to excess Medicare spending, so 
does the existing system of Medigap coverage. In the 
case of Medigap plans — which provide wraparound 
coverage for Medicare — there is no doubt that these 
plans drive excess utilization of Medicare services and 
thus higher costs. Medigap and other supplemental 
insurance plans often provide direct payment of Medi-
care’s deductible and cost-sharing arrangements, pro-
viding first-dollar coverage for traditional Medicare 
benefits, under Medicare Part A and B. As the Medi-
care Payment Advisory Commission recently reported, 
“By effectively eliminating any of FFS Medicare’s price 
signals at the point of service, supplemental coverage 
generally masks the financial consequences of benefi-
ciaries’ choices about whether to seek care and which 
types of providers and therapies to use.”42 Thus, there 
is “an insurance effect” that contributes to excessive 
spending in the traditional Medicare program. Cost 
estimates of this flawed arrangement range between 
$45 billion to $75 billion annually.43

Unfortunately, no comprehensive econometric 
analysis clearly delineates the interaction of MA with 

Medigap or other supplemental insurance, which 
shows a net savings or loss to the taxpayers. The best 
that can be said about MA is that it is generous to ben-
eficiaries, and unquestionably has higher per capita 
costs than traditional Medicare, but that MA plans 
also provide richer benefits than traditional Medicare. 
To the extent that MA reduces the cost of providing 
Medicaid or the more expensive Medigap or other 
supplemental coverage, MA would be a cost-saver, not 
a cost-driver.

medicare part d
More than 1,100 private prescription drug plans are 
competing for the business of Medicare beneficiaries 
in 34 regions (encompassing the entire country). In 
terms of cost control, the competitive private delivery 
system has been an indisputable success. While pre-
miums are going up in virtually every other sector of 
the health care economy, the projected monthly pre-
scription drug premium is projected to be only $30.00 
in 2012 compared to $30.76 in 2011.44 As former CMS 
Administrator Donald Berwick said,, “It’s a competi-
tive market and we’re seeing effects of good competi-
tion among Part D plans.”45 

The larger picture is even more impressive. From 
2004 to 2013, based on the Medicare Actuary’s com-
parison of the original projections of the program’s 
cost with its actual costs, Medicare Part D has come in 
at 41.8 percent below the original estimates, yielding a 
total savings of $264.6 billion.46 There is no cost con-
trol performance that comes even close to this in any 
other sector of the health care economy. 

Quality
Many medical specialists and health analysts have dif-
ferent ideas of how to define and measure quality. But 
there seems to be broad agreement that quality of care 
exists when patients are diagnosed correctly, and are 
prescribed the right remedy at the right time. 

Unfortunately, no comprehensive econometric analysis clearly delineates 
the interaction of MA with Medigap or other supplemental insurance, which 
shows a net savings or loss to the taxpayers. The best that can be said about 

MA is that it is generous to beneficiaries, and unquestionably has higher  
per capita costs than traditional Medicare, but that MA plans also provide 
richer benefits than traditional Medicare. To the extent that MA reduces 
the cost of providing Medicaid or the more expensive Medigap or other 

supplemental coverage, MA would be a cost-saver, not a cost-driver.
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fehbp 
Quality ratings of plans in the FEHBP are often car-
ried out by independent, private, or consumer-ori-
ented organizations, such as the National Associa-
tion of Retired Federal Employees and Consumers’ 
Checkbook. Enrollees are surveyed annually on the 
quality of plans (not the medical care itself ), such as 
receiving treatment quickly, quality of communication 
between patients and doctors, and timeliness of pay-
ing claims. While these FEHBP “quality ratings” are 
routinely high, they are patient opinions of the service 
they receive from health plans, not the outcomes from 
interaction with medical professionals. 

medicare advantage
MA has been subjected to more intensive, though 
limited, academic analysis on the topic of the qual-
ity of care. Recent research shows, however, that MA 
patients received higher quality health care than those 
enrolled in traditional Medicare. Using 11 “process” 
measures of quality from the Healthcare Effective-
ness Data and Information Set (HEDIS), researchers 
examined quality in Medicare and MA.47 They found 
that MA patients scored clearly higher than patients 
in traditional Medicare on 8 of the 11 criteria (slightly 
better on one, and worse on two).48 

Under the Affordable Care Act, federal officials have 
launched a program to reduce the number of hospi-
tal re-admissions. By focusing on better care coordi-
nation, the objective is to improve patient outcomes, 
reduce avoidable hospitalizations, and increase sav-
ings. Examining data from 2005 and 2006, researchers 
from the Center for Policy and Research at America’s 
Health Insurance Plans (AHIP) found that heart and 
diabetes patients enrolled in MA had equal or lower 
average rates of hospital admissions, re-admissions, 
and emergency room visits than patients enrolled in 
traditional Medicare. In seven of eight health plans, 
MA diabetes patients had lower rates of potentially 
avoidable admissions. This outcome was also true for 
MA heart patients in six of eight health plans.49 

medicare part d
The broad range and availability of drugs for Medicare 
beneficiaries is having a positive effect – protecting 
their health and improving their medical conditions. 
The enrollment of heart-failure patients in Medicare 
Part D, for instance, was associated with improved 
access to medicines and higher rates of adherence to 
prescription schedules.50 Medicare Part D coverage is 
associated with reduced hospitalization and nursing 
home care; and recent research shows that access to 
and appropriate usage of prescription drugs correlates 

with a decline in other medical spending, including 
hospital emergency room spending.51

Enrollee Satisfaction 
In the non-participatory health care economy, employ-
ees’ personal preferences are often irrelevant. For the 
large number of working Americans who do not have 
a choice of health plans, enrollment changes are nor-
mally the result of employer decisions or changes in 
employment status, such as loss of a job or change in 
jobs. Moreover, a loss or change of health plans often 
results in a loss or change of regular doctors or special-
ists, and disrupts the continuity and compromises the 
quality of care. 

A strong relationship exists between enrollees’ abil-
ity to choose a health plan and enrollees’ satisfaction. 
A major survey conducted by the Commonwealth 
Fund and the Kaiser Family Foundation in 1997 
showed that “…having a choice of plans is linked to 
satisfaction with services, choice of physicians, and 
insurance plans. This result holds most strongly for 
those covered by managed care plans.”52 Among work-
ing Americans who had no choice of plan, researchers 
found the highest levels of dissatisfaction (“somewhat 
or very dissatisfied”) with plans, choice of doctors and 
their care. For example, among managed care enroll-
ees with no plan choice, 22 percent were dissatisfied 
compared with 14 percent who had a plan choice. 
Among fee-for-service enrollees with no plan choice, 
14 percent registered dissatisfaction compared with 8 
percent who had a plan choice.53 Commonwealth Fund 
researchers also found that “managed care enrollees 
who do not have a choice of plans are 40 percent more 
likely to say that they do not have a regular doctor than 
managed care enrollees who have a choice: 28 percent 
of those with no choice did not have a regular doctor, 
compared with 20 percent of managed care enrollees 
with a choice.”54

In maximizing personal plan choice, the govern-
ment’s diverse set of defined-contribution programs 
have routinely registered very high rates of enrollee 
satisfaction. With over five decades of experience, 
federal employees and retirees have routinely regis-
tered high rates of satisfaction with their health plans. 
Data from Fiscal Years 2006 through 2010 shows that 
FEHBP enrollee satisfaction averaged 76.8 percent 
compared to what OPM officials designated as the 
average “industry standard” of 62.6 percent.55 In 2003, 
84 percent of beneficiaries enrolled in Medicare pri-
vate plans said they were satisfied with their coverage, 
but by 2007 that overwhelming majority had climbed 
to 90 percent, with 53 percent saying that they were 
“very satisfied,” and 37 percent saying that they were 
“somewhat satisfied.”56 In Medicare Part D, according 
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to a 2011 survey, conducted by KRC Research, nearly 
9 out of 10 enrollees were satisfied, and more than 
half were very satisfied; more than 8 out of 10 said the 
program offers good value and was delivering on its 
promises. Interestingly, the greatest satisfaction (98 
percent) was found among enrollees with incomes of 
less than $15,000 annually, while those with disabili-
ties registered a satisfaction rate of 95 percent.57 

Reopening the Debate: Realigning Reform 
with Personal Choice 
It is certain that Congress will renew the debate over 
the Affordable Care Act. In 2011, the majority of the 
House of Representatives voted to repeal the law, and 
it was upheld in the United States Senate only by a 
narrow partisan margin. So, health reform will remain 
a central issue on the national agenda for the foresee-
able future. 

If the Affordable Care Act is one day “repealed 
and replaced,” to borrow a popular phrase from Con-
gressman and vice-presidential candidate Paul Ryan 
( R-WI), the philosophical direction of health policy 
will likely be very different from the “progressive” ide-
ological cast of current law. Instead of a centralization 
of financing and regulatory power in federal agencies 
at the expense of private sector employers and state 
officials, the next stage of reform will doubtless repeal 
existing mandates, reinforce limits on federal power, 
and focus on devolving decision-making back to indi-
viduals, states, and employees in the private sector. 
The Heritage Foundation, among others, has outlined 
such a broad policy agenda in Saving The American 
Dream, a comprehensive proposal for budgetary and 
fiscal reform.58 

The expansion of personal choice in health cover-
age is best achieved through the establishment of a 
defined-contribution system of financing in both the 
private and the public sectors. Congress can draw on a 
treasure trove of policy work and practical experience 
in the transformation of the health insurance markets, 
based on the experience of the FEHBP, the MA pro-
gram, and Medicare Part D. 

In all three cases, an emerging body of sound com-
parative information exists, and, to the credit of both 
public and private sector officials, the quality of the 
information is improving. In an even more robust 
information-driven environment, such a comprehen-
sive reform at the level of the insurance market would, 
very quickly, impact care delivery. Plans would be 
subject to new consumer pressures focused on their 
own performance on price, quality, and benefits. Indi-
viduals would have new opportunities to compare and 
contrast plan performance. This initial level of plan 
competition would have an impact at a deeper level: 

competition and improved performance among doc-
tors and hospitals, as providers who contract with 
competing plans, at the crucial level of care delivery. 

If Congress were to realign health care reform with 
personal choice, it could take certain initial and prac-
tical steps:

1. Create an individual federal tax credit for health 
insurance and establish equity for all taxpayers in the 
tax treatment of health insurance. There is an emerg-
ing consensus among liberals and conservatives on a 
crucial element of health policy: the current tax treat-
ment of health insurance is both economically ineffi-
cient and unfair. This consensus has been reflected in 
limited, but nonetheless bipartisan initiatives.59 

The estimated total value of the federal tax benefits 
for health insurance in 2010 amounted to $269.4 bil-
lion.60 The best option is to replace this huge system 
of tax breaks for health insurance with a national tax 
credit for health coverage. This credit would be non-
refundable, meaning that the tax break for purchasing 
health insurance would only be available to taxpayers, 
not to those who do not file income taxes. It would 
be universally applicable to any state licensed health 
insurance plan, and the credit could offset the cost of 
coverage, dollar for dollar, of either employer or non-
employer health insurance. 

Administratively, the tax credit would be “assign-
able” and “advanceable” to the plan of a person’s choice 
— the credit would be available when premiums are 
due, meaning that the enrollee would not have to wait 
until the end of the taxable year to get the tax relief. 
Staying true to the primacy of personal choice, there 
would be no mandate to purchase a health insurance 
policy, let alone a federally standardized benefits pack-
age, detailing the medical treatments and procedures 
that must be included. Instead, the tax credit would 
apply to private health plans that meet the definition 
of “creditable coverage” under the Health Insurance 
Portability and Accountability Act of 1996. For good 
measure, policymakers may wish to require cata-
strophic coverage in insurance offerings as a condition 
for health plans’ eligibility for a tax credit, while leav-
ing the details of benefit combinations and co-pay-
ments determined entirely by health plans respond-
ing to consumer wants and needs. Whoever refused to 
choose a health plan would, of course, not receive the 
thousands of dollars of annual tax relief dedicated to 
health insurance. 

The credit should not be designed to insulate a 
person from the true costs of insurance, such as cali-
brating the level of subsidies to ensure that insurance 
costs do not exceed certain specified percentage of a 
person’s income. Such economic insulation and lack 
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of transparency drives up costs. Rather, the credit 
would facilitate transparency of prices and costs and 
stimulate intense plans and provider competition. 
To achieve that objective, the best option would be to 
provide a basic, flat dollar credit amount; the value 
of the basic tax credit should be designed to be equal 
to or greater than current tax breaks for group health 
insurance. Senator John McCain (R-AZ) offered such 
a proposal during the 2008 Presidential election: a 
credit of $5000 for family and $2500 for individual 
coverage in 2008 dollars. In the case of the McCain 
tax credit proposal, the value of the credit would have 
exceeded the value of the existing tax exclusion for 

virtually all income groups, and, based on the Lewin 
Group’s estimate, would have increased the ranks of 
the insured by 21 million.61 

A national tax credit could be indexed annually to 
price increases — either general inflation or medical 
inflation, or a blend or combination of both. And in 
the interests of fiscal austerity, a necessity for Amer-
ica’s foreseeable future, the flat credit could also be 
reduced, or phased out entirely, for the wealthiest 
individuals. 

2. Create a national system of direct financial assis-
tance for low-income, non-taxpaying Americans in 
order to mainstream them into the private health 
insurance market. Under the Affordable Care Act, in 
2014 Medicaid coverage will expand, even though the 
program remains one of the most poorly performing 
components of the American welfare state. 

This policy should be reversed. Instead of expanding 
Medicaid coverage, low-income, non-disabled persons 
— who make up the bulk of the population that is the 
focus of the new law — should instead be given strong 
financial support to secure access to a new competitive 
private health insurance market. They would thus be 
included in the same private market that serves the 
rest of their fellow citizens. Enabling these individu-
als and families to buy private coverage at competitive 
prices would guarantee them superior access to physi-

cians, better quality of care, and reduced reliance on 
overcrowded emergency rooms. 

Existing and projected Medicaid funding for these 
populations would be replaced with direct financial 
assistance. Administratively, this assistance would 
function like the federal tax credit: a direct government 
payment to the health plan of a person’s choice, rather 
than the issuance of certificates (or vouchers) to per-
sons that are redeemable at cash value for the purchase 
of health insurance. The funds would be allocated on 
the basis of income, with the lowest-income receiv-
ing the largest amount of assistance. In a recent Heri-
tage Foundation proposal, for example, families with 

incomes at or below 133 percent of the federal poverty 
level would qualify for a federal subsidy of $9000 annu-
ally in 2011 dollars.62 At the same time, the assistance 
would be carefully designed to minimize disincentives 
to work. In other words, the economic incentives would 
be exactly the opposite of the perverse incentives that 
today govern Medicaid and discourage work and dis-
enrollment from welfare. Traditional Medicaid would 
be preserved as a safety-net for the low-income dis-
abled, and those who need nursing or custodial care.63

A national tax credit for health insurance for all tax-
payers combined with a new subsidy program for low-
income Americans — many of whom are currently 
enrolled in Medicaid — would spur the emergence of 
a new and powerfully competitive market for health 
insurance. By removing barriers to interstate sales of 
health insurance, the new consumer-driven health 
insurance market would be national as well as state 
and regional. Just like life insurance, health insurance 
policies would be personally owned and portable. 
With direct (and equal to or larger than current) tax 
breaks to offset the cost of health insurance, and with 
generous financial assistance for low-income persons 
funded from the pool of existing health spending, cov-
erage would be continuous and much more affordable 
for millions of Americans than it is today, especially 
for those who get coverage in the individual market. 
Equity in tax policy would revitalize the individual 
market for millions of Americans for whom it is a 

A national tax credit for health insurance for all taxpayers combined with 
a new subsidy program for low-income Americans — many of whom are 

currently enrolled in Medicaid — would spur the emergence of a new and 
powerfully competitive market for health insurance. By removing barriers 

to interstate sales of health insurance, the new consumer-driven health 
insurance market would be national as well as state and regional. 
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weak or undesirable alternative to traditional group 
health insurance. It would also compel insurers and 
providers to compete directly for consumers’ business 
on the basis of price and quality.

The result of these policy changes would be a robust 
and rational system of personal choice, where indi-
viduals and families would have direct control over 
the flow of their dollars into the system. Intense com-
petition would drive innovation in both the design of 
health insurance and the delivery of care, and inno-
vation would drive increases in productivity, thereby 
lowering costs and restraining or even lowering pre-
mium increases. Based on the record of consumer-
driven options in the FEHBP, MA, and Medicare Part 
D, enrollee satisfaction would be very high. 

3. Congress should transform the entire Medicare 
program into a premium-support system. As noted, 
there is already a working premium-support system 
of financing in Medicare Part D, the prescription 
drug program. The best policy would be to take this 
successful model and apply it to the entire Medicare 
program. 

Congress would have to unify the disjointed parts 
of the Medicare FFS program (Parts A and B and D) 
into one plan, with one premium and one trust fund; 
add catastrophic protection as a benefit; and give the 
Medicare administrator the managerial flexibility to 
enable the traditional program to compete effectively 
with private health plans.

As is the case for Medicare Part D, the per capita 
government payment to health plans should be based 
on a system of competitive bidding on a regional basis. 
Using the FEHBP model, the government contribu-
tion should be based, at least initially, on a percentage 
(say, 88 percent) of the average weighted premium of 
health plans competing to provide a basic set of ben-
efits (traditional Medicare benefits, plus catastrophic 
coverage and prescription drugs).64 This generous 
government payment would apply to all plans equally, 
including traditional Medicare and private health 
plans, even employment-based plans (assuming 
employer consent), that retiring workers (either pub-
lic or private) would like to keep in retirement. After 
an initial phase in of the program, the government 
payment could be switched to an average of the lowest 
three or five plan bids in a region or even on a national 
level. For beneficiaries who enrolled in a plan offering 
benefits at that bidding level, the government could 
pay 100 percent of the premium costs, thus securing 
to beneficiaries the full savings of choosing an efficient 
health plan. 

These financing changes would not, “privatize” 
Medicare any more than similar financing has “priva-

tized” Medicare’s prescription drug program. Medicare 
would remain a public program, and would require 
sound public administration. This new administration 
should be vested in a neutral agency, such as an inde-
pendent board or commission, which could enforce 
consumer protection, marketing, and common insur-
ance and rating rules, and ensure fiscal solvency and 
the adequacy of health plan benefits, thus affirming a 
“reasonable” relationship exists between health plans’ 
benefit offerings and their rates. This is, in effect, what 
the Office of Personnel Management does today in its 
administration of the FEHBP. 

Conclusion
Today, federal and state government officials, employ-
ers, and managed care executives are mostly respon-
sible for financing the provision of health care in 
America. They control the flow of dollars in the health 
sector of the economy. For most Americans, health 
care financing is not a matter of personal responsibil-
ity — it is the responsibility of others. 

The continuation of the status quo, or the further 
expansion of government control, is often justified by 
those who insist that health, unlike other goods and 
services in a market, is somehow “different” and there-
fore should be subject to public provision or much 
greater regulation than other goods and services. It 
is a fact, of course, that as a matter of public policy, 
Americans do treat health care differently. Current 
law, for instance, guarantees a legal right to medical 
treatment to anyone who enters a hospital emergency 
room, regardless of his or her ability to pay for the ser-
vices. That is why, as a practical matter, very little real 
debate exists between liberals and conservatives in 
Congress over certain policy questions: whether gov-
ernment should guarantee assistance to persons who 
are poor, disabled, or sick; or whether government 
should encourage, sponsor, or subsidize special high 
risk pools or protect persons from exclusion from cov-
erage because of a medical condition. Disputes instead 
center on details. 

Congress should place control of health care dollars 
and decisions in the hands of individuals and families. 
To use the ancient Roman formulation, most health 
care decision-making is and should be within the realm 
of the res privata, private affairs, not the res publica, 
public affairs. The proposition that health care is pri-
marily a matter of personal freedom and responsibility 
does not logically negate social obligations to others 
who need assistance. As a practical matter, the issue is 
not if, but how, those social obligations should be ful-
filled, either by public or private agencies. The policy 
questions revolve around the trade-offs most Ameri-
cans are prepared to make in fulfilling them, particu-
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larly in the amount of financial assistance and level of 
government regulation. 

The most effective way to establish the primacy of 
personal freedom and responsibility in health care 
is to foster defined-contribution financing of health 
insurance. It would ignite a “creative disruption” of 
a dysfunctional third-party payment system. Where 
the primacy of personal choice is established, as it is 
in sub-markets where defined-contribution financing 
is the norm — the FEHBP, MA, and Medicare Part D 
— the result would be superior cost control, greater 
patient access to a broad array of benefit options, 
higher quality care, and high levels of enrollee satis-
faction. Personal choice, therefore, can be the key to 
radically improving America’s health care system – an 
improvement that millions of Americans deserve and 
need. 
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