
ISSUE BRIEF

The Government Accountability 
Office (GAO) released a paper 

last month urging the Department 
of Defense (DOD) to centralize the 
management of the Military Health 
System (MHS).1 GAO has long held 
the view that the management struc-
ture for supervising the MHS is too 
de-centralized to impose the disci-
pline necessary to make the system 
efficient. 

Generally speaking, the GAO 
recommendation makes sense. The 
DOD’s health care costs are growing 
so quickly that they are contributing 
to an internal imbalance in defense 
budgets. In the context of forecasted 
defense budgets that are way too low 
to meet U.S. national security com-
mitments, these rising health care 
costs are effectively robbing from 
the accounts that fund new weap-
ons and equipment for the military. 

Accordingly, all proposals that serve 
to reduce the projected growth 
rate in military health care deserve 
appropriate consideration. No stone 
should be left unturned, including 
ones related to the management 
structure for overseeing the MHS.

By the Numbers. The GAO cal-
culates that if the DOD had adopted 
any one of the three centralized 
management plans under consider-
ation by an internal DOD working 
group in 2006—including estab-
lishing a unified medical command, 
establishing two related commands 
(one responsible for operational/
deployable medicine and the other 
for beneficiary care), and desig-
nating one service to provide all 
health services across the DOD—the 
department could realize efficiencies 
of between $281 million and $460 
million (fiscal year 2010 dollars) 
annually.

As the GAO points out in its paper, 
these health care costs have gone 
from $19 billion in fiscal year 2001 
to the $48.7 billion in the request for 
fiscal year 2013 and are projected to 
reach $59 billion by 2016 and $92 bil-
lion by 2030.2

A Question of Timing. The 
Heritage Foundation has proposed 
gradually moving defense health 
coverage away from the existing 

defined-benefit structure and toward 
a defined-contribution structure.3 It 
is only this kind of systemic reform 
that would achieve the efficiencies 
necessary to maintain an overall 
defense budget that is internally bal-
anced while also providing access to 
top-notch health coverage options 
for military service members, retir-
ees, and their families. Management 
reforms by themselves will not solve 
the problem. 

Even if the higher range of the 
GAO estimate proves accurate, the 
efficiencies will save only $2.3 bil-
lion over five years. The Heritage 
Foundation’s systemic reform pro-
posal, by contrast, could save almost 
$22 billion in the same time frame.4

More importantly, the GAO 
proposal assumes that the existing 
defined-benefit approach will be 
preserved. Adopting the kind of cen-
tralized management structure for 
the MHS recommended by the GAO, 
therefore, is all but certain to be sub-
optimal when applied to a defined-
contribution system. 

For example, the Heritage 
plan would provide military ser-
vice members, retirees, and their 
families access to health coverage 
through the Federal Employees 
Health Benefits Plan, the system that 
provides health coverage to federal 
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civilian employees. The GAO recom-
mendation, however, focuses on cen-
tralizing the management structure 
for the MHS under the military com-
mand system. Under the Heritage 
plan, a centralized management 
system that supervises both military 
and civilian health coverage at the 
DOD would be more appropriate and 
effective.

Systemic Reform First. 
Systemic reform of the overall pro-
gram should come first. Only once 
this kind of reform is adopted and 
is beginning to be applied would it 

be appropriate to establish a more 
centralized and effective manage-
ment structure that conforms to the 
design of the emerging defined-con-
tribution system.

Military service members, retir-
ees, and their families deserve access 
to top-notch medical services and 
coverage. Taxpayers deserve an MHS 
that is run in an efficient manner, 
including by operating it through an 
effective management system. While 
achieving these two goals simultane-
ously is not easy, it is possible. The 
solution starts with adopting a basic 

design for the MHS that is based on 
the defined-contribution approach. 
Adopting an MHS management 
structure that is tailored to this 
approach would enhance the efficien-
cy further.
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