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Executive Summary

The health system crisis in the United States is a top issue in the 2008 presiden-
tial and congressional elections. Most conservatives’ solution to this crisis is 

“consumer-directed health care.” This market-oriented model gives individuals 
increased responsibility for their own health care spending by encouraging high-deduct-
ible health insurance purchased in the market offering individual policies. To advance 
this model, they would scale back the role of  employers and government in guarantee-
ing high-quality, efficient, and accessible group coverage. A review of  the research suggests 
that this approach could deepen our nation’s health system crisis in several key ways.

High deductibles could lower access. The conservative plan would replace up-
front insurance with health savings accounts and high-deductible plans. This could:

Discourage the use of  needed care.��  Enrollees in consumer-directed health 
plans were 50 percent more likely to report a cost-related access problem compared 
to those in traditional plans. More than half  of  such enrollees report that the high 
deductible applies to prevention. People with chronic illnesses such as asthma, arthri-
tis, and high cholesterol were two to three times as likely to fail to fill a prescription 
due to cost when enrolled in such plans compared to traditional insurance.

Depress the quality of  care.��  Few people in consumer-driven health plans 
reported access to information on the quality of  their providers. The proportion of  
enrollees reporting that they were very or extremely satisfied with their health plans 
was 37 percent in consumer-driven plans compared to 67 percent in traditional 
group plans.

A shift from group insurance to individual insurance market could diminish 
coverage. The conservative plan to replace employer and public insurance with fully-
insured, individual-market health plans presents a number of  problems. It could:

Undermine what limited protections exist in the individual market.��  Conserva-
tives would promote individual-market insurance, in part, through deregulation. Already, 
coverage in this market provides little protection: Enrollees with low income and high 
costs spend roughly 50 percent of  their income on health costs, or about the same as the 
uninsured. Only five states prevent insurers from denying policies to individuals based on 
their health status. Over 70 percent of  individuals in poor health found it very difficult or 
impossible to find affordable, individual-market coverage. 
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Put millions of  already-insured ��
people at risk of  losing coverage. 
By ending employers’ tax incentive 
to fund health benefits, many of  the 
160 million with employer coverage 
today could lose it. If  they lose it, then 
they may not be able to regain it in the 
individual market. Conservative plans 
allow insurers to deny access to cover-
age for those who have pre-existing 
conditions, who are older, or who have 
some other risk factor. The president’s 
plan, which would replace the cur-
rent tax break with a tax deduction 
for health insurance, could result in 
12 million people with employer-based 
coverage losing it. This loss would 
likely be greater under plans with tax 
credits that make it easier for low-
wage firms to drop coverage. 

Worsen the uninsured problem.��  
Health savings accounts, a mainstay of  
conservatives’ plans, provide greater 
tax breaks to high-income participants. 
Yet 55 percent of  the uninsured do 
not pay taxes due to low income. If  
not paired with market reforms, even 
refundable tax credits could increase 
the number of  uninsured. Accord-
ing to one analysis, President Bush’s 
original tax credit idea could have 
increased the ranks of  uninsured by 
600,000 as those with employer cover-
age lost it and could not regain it in 
the individual market. Even if  conser-
vative tax credits result in a net gain 
in coverage, the composition of  the 
uninsured population would change, 
becoming sicker and harder to insure. 

Lead to higher health system costs. 
Conservatives, trusting the marketplace 
to solve the cost crisis, would disband 
group purchasing and deregulate insur-
ance. This would: 

Do little to affect excessive use and ��
prices. The average U.S. out-of-pocket 
spending per capita on health care is 
already twice as high as in comparable 
nations. People paying for health care 
out of  pocket are typically charged 
higher, not lower, prices than people 
getting group rates—especially given the 
lack of  price transparency. And individ-
ual-market insurers tend to compete by 
seeking low-cost enrollees rather than 
lowering the price and use of  care. 

Raise administrative costs.��  Cur-
rently, Americans pay nearly six times 
as much per capita on administra-
tive health costs as residents of  peer 
nations. This would likely increase 
with a shift to the individual market, 
whose administrative costs range from 
25 percent to 40 percent compared to 
10 percent for group coverage. Shifting 
funds from self-insured to fully-insured 
plans would increase insurers’ power 
and probably profits. Moreover, new 
administrative costs would be gener-
ated in the banking industry that man-
ages accounts: One analysis estimated 
that the cost of  financial fees could be 
over $5 billion over the next five years.

Diminish the effectiveness of  ��
cost savings initiatives. Leaving 
tens of  millions of  Americans unin-
sured perpetuates cost shifting, con-
tributing to higher premiums for the 
insured. One analysis estimated that 
each family pays an extra $922 in pre-
miums to fund uncompensated care. 
This creates a vicious cycle that results 
in more uninsured Americans. It also 
limits the potential of  policies that 
could lower the cost trajectory, such as 
widespread use of  effective prevention 
and management of  chronic disease. 
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In short, conservative health system 
proposals are both radical and danger-
ous, including those offered by Sena-
tor John McCain (R-AZ) and Senator 
Tom Coburn (R-OK). Eliminating the 
current tax subsidy for health insur-
ance and replacing it with a new one 
would dramatically change the way that 
nearly 160 million Americans get cover-
age. Workers could lose employer-based 
coverage without gaining an affordable, 

accessible alternative source of  cover-
age. The impact would be even larger 
if  public programs are scaled back and 
all Americans are expected to join high-
deductible health plans. High-deduct-
ible plans in a de-regulated individual 
insurance market would shift costs to 
the poor and sick. And, its flawed theory 
and design together could actually raise 
health system costs, exacerbating the 
health system crisis. 
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Source: Kaiser/HRET Health Benefits Survey 2007.
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Unsustainable Health System Trends

Concerns about the U.S. health system have surfaced as a top issue in the 2008 
presidential and congressional elections.1 This increased anxiety reflects an ac-
celeration of  the shortcomings and failures in how we organize, deliver, and pay 

for health care. Health care costs are climbing, access is eroding, and quality is erratic. 
This has led policymakers across the political spectrum to craft solutions. 

This paper examines conservative health policy proposals. After reviewing the health 
system’s current problems, it describes conservatives’ theory and specific policy propos-
als. It then reviews the research about these policies’ actual and potential impact. This 
paper neither rebuts the theory nor examines the ethical implications of  “consumer-
driven health care.” Instead, it offers evidence about whether conservatives’ plans could 
improve access, quality, and efficiency of  our health system. 

Unrelenting Health Cost Increases

The United States spent $2.1 trillion on health care in 2006, the last year for which 
complete data are available, or about 16 percent of  our entire economy. This is twice as 
much as was spent in 1996. It is projected to double again in the next decade.2 Ameri-
cans spend the most in the world on health care by any measure. The size and growth 
in costs poses risks to our economy since it siphons off  resources that may be put to 
better use. Although public financing of  the U.S. health system is lower than that in all 
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but one other industrialized nation,3 its 
growth is faster than revenues. As the 
Director of  the Congressional Budget 
Office recently noted, “No other single 
factor will exert as much influence over 
the federal government’s long-term fiscal 
balance as the future growth rate of  costs 
in the health care sector.”4

Health costs strain American businesses, 
which finance about one-fourth of  the 
health system spending.5 Employer-spon-
sored health insurance premiums rose by 
98 percent between 2000 and 2007— 
four times faster than cumulative wage 
increases (see chart, page 4).6 During the 
same period, the percent of  employers 
offering health benefits to workers fell 
from 69 to 60 percent.7 This year, health 
benefit costs may eclipse profits in Fortune 
500 companies.8 Health costs are increas-
ingly limiting businesses’ competitiveness 
nationally and globally. One economist 
estimates that between 28 million to 
42 million jobs are susceptible to out-
sourcing, in part due to U.S. health costs.9

Average Americans may be suffering the 
most. Maintaining health insurance has 
meant forgoing wage increases—income 
that is needed by many, especially now, 

as the economy worsens. The average 
cost of  a family, employer-based insur-
ance policy in 2007 was $12,106, nearly 
the full-year, full-time earnings of  a 
minimum wage job.10 In addition to high 
premiums, people are paying higher 
amounts for deductibles and service use. 
Between 2001 through 2004 alone, the 
number of  non-elderly Americans spend-
ing more than 10 percent of  their income 
on health costs jumped by 6 million or 
about 15 percent (see chart below).11 

Health costs continue to be major source 
of  personal bankruptcy, too, account-
ing for 50 percent of  all bankruptcies 
according to one study.12 The issue also 
affects seniors: rapidly rising premiums 
and cost sharing erode retirement savings. 
One analysis predicts that the typical 
elderly couple would have to save nearly 
$300,000 to pay for health costs not cov-
ered by Medicare alone.13 

Eroding Access to  
Coverage and Care

The high and rising costs of  health 
care and coverage impede access to it. 
In 2006, 47 million Americans, nearly 

Source: Banthin et al., Health Affairs, January/February 2008. High out-of-pocket burden defined as spending more than 10% 
of after-tax family income on premiums and out-of-pocket health spending.
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Source: Rhoades and Cohen. August 2007. The Long-Term Uninsured in America, 2002–2005. U.S. DHHS, AHRQ, Statistical 
Brief #183.

HEALTH CARE COVERAGE
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16 percent of  the population, were unin-
sured, up roughly 8 million since 2000.14 
This includes nearly 9 million children 
who lacked coverage at some point in 
time in 2006. Looking over a two-year 
period, the number swells: fully 82 mil-
lion Americans had at least a temporary 
gap in coverage in either 2004 or 2005 
(see chart below).15 If  trends continue, 
another 7 million will be added to the 
ranks of  the uninsured by 2012.16

While most uninsured have low incomes, 
more middle-income working Americans 
are falling into the same trap. Nearly half  
of  the increase in the uninsured popula-
tion between 2005 and 2006 occurred 
among middle-income families.17 About 
18 million of  the 47 million uninsured 
have a household income that exceeds 
$50,000.18 These trends can be explained 
by the erosion of  employer-based cover-
age. The number of  non-elderly Ameri-
cans covered by employer-based health 
insurance fell from 66 percent to 61 
percent between 2000 and 2006.19 With 
few affordable alternatives, people losing 
employer coverage often become unin-
sured. Almost 80 percent of  the unin-
sured in 2006 lived in working families.20

Lacking health insurance too often 
means less use of  needed care and 
greater risk of  illness or death. About 
25 percent of  uninsured adults report 
delaying or forgoing needed health care 
due to cost—a percentage that is five 
times higher than among insured peo-
ple.21 A recent study found that uninsured 
people who were injured or developed a 
chronic illness were less likely to receive 
initial and follow-up care, impeding 
recovery and accelerating the worsen-
ing of  the condition.22 One review found 
that the risk of  death is typically 25 per-
cent higher for uninsured versus insured 
patients. Roughly 22,000 people die each 
year due to lack of  coverage.23 This is 
higher than number of  people who died 
of  homicide in 2006 (17,034).24

Sporadic Quality of Care

The United States leads the world in 
innovation and has some of  best health 
care providers. But we lack systems to 
promote high quality care across provid-
ers and patients. A landmark study found 
that recommended care is provided only 
52 percent of  the time.25 Medical errors 
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are higher here than in comparable 
nations.26 We lag behind other nations in 
the use of  error-reducing techniques such 
as health information technology.27 And 
the Institute of  Medicine estimated that 
tens of  thousands of  deaths result from 
low-quality care.28

Interaction between Cost, 
Access, and Quality

The problems in the quality, accessibil-
ity, and cost of  health care and coverage 
are interconnected. A recent study found 
that, among 19 industrialized countries, 
the United States had the highest rate of  
deaths due to diseases amenable to health 
care.29 This can partly be attributed to the 
access problems of  our large uninsured 
population which, in turn, is an outgrowth 
of  our high costs. It also stems from weak 
systems to promote continuous, appro-
priate, and affordable care among the 
insured population. A typical physician 
sees patients with dramatically different 
types of  insurance, co-payments, limits on 
coverage, and quality requirements—all 
of  which complicate the receipt as well as 
delivery of  high-quality care. 

The connectedness of  health system 
problems is also visible in our emergency 
system. While designed to treat sudden, 
urgent health needs, emergency rooms 
have become a safety net for uninsured 
and underinsured Americans. As this 
population has grown, so too has the 
strain on this system. Between 1994 and 
2004, emergency department visits rose 
by 26 percent while the number of  emer-
gency departments dropped by 9 per-
cent.30 As a result, between 1997 and 
2004, the average wait for care in emer-
gency departments for people with heart 
attacks increased by 11 percent—even 
though minutes can mean the difference 
between life and death.31 

Quality as well as access suffers. And the 
cost is high. Emergency departments, 
staffed by highly trained professionals, 
are an expensive way to deliver primary 
care to an underserved population. The 
uninsured generally cannot pay for these 
costs, most of  which get passed along to 
the public, adding to a vicious cycle of  
rising costs. This illustrates why reform 
should aim to simultaneously improve 
access, quality, and efficiency. 
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The Conservative Solution to Health 
Reform: The “Ownership Society”

The public pressure to address the health system shortcomings comes from 
Americans across the political spectrum. In a December 2007 survey of  top is-
sues, health care took second only to the war in Iraq among Republican as well 

as Democratic respondents.32 And this pressure is not new. It forced conservatives in 
1993 to develop an alternative to the progressive proposals of  the Clinton Administra-
tion and the then-Democratic Congress. Vestiges of  this conservative plan were a plank 
in the Contract with America that helped elect a Republican majority in Congress in 
1994. And many of  the policies went from theory to practice during the Bush Adminis-
tration, with backing from a Republican Congress between 2002 and 2006.

Theory of Consumer-Driven Health Care

Conservatives’ paradigm for social policy has been dubbed by President Bush as the 
“ownership society.” It aims to scale back public, community, and employer involve-
ment in social programs and to give individuals a greater stake in promoting their own 
welfare.33 It predates President Bush, emerging several decades ago as a “rejection of  
socialism” in favor of  private, free-market solutions.34 Proponents believe in self-motiva-
tion over bureaucracy, and that government programs deny choice and deaden personal 
responsibility. In policy terms, this has taken the form of  school vouchers that replace 
public school support; private accounts that replace Social Security; and outsourced 
workers that replace government employees. 

In health care, the manifestation of  the ownership society is called “consumer-directed 
health care.” Similar to ownership-society application elsewhere, consumer-directed 
health care would cap and turn over public (and employer) funding for health benefits 
to individuals. These individuals would assume the risk and responsibility for purchas-
ing health care and coverage in a competitive marketplace. And, if  the theory works, 
health providers and insurers, competing for patients and enrollees, would lower price 
and raise quality. 

As a Heritage Foundation scholar recently explained: “The conservative alternative to 
‘socialized medicine’ is to enact serious reforms in the current tax and insurance law 
that would expand personal ownership and control of  health insurance and transfer the 
control of  health care dollars to individuals and families.”35 
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The most prominent of  the policy actions 
to achieve this vision are health savings 
accounts. First proposed as medical sav-
ings accounts in the early 1990s,36 HSA 
accounts are designed to allow owners to 
pay for health care costs directly rather 
than through insurance. They are often 
seeded with employer contributions or 
government funding either directly or 
through tax subsidies. The accounts are 
linked to a high-deductible, catastrophic 
health insurance plan that covers costs 
above some threshold (usually around 
$5,000 for a family). 

By replacing up-front insurance coverage 
with direct spending from accounts, pro-
ponents expect that consumers will focus 
on price and quality, use only what health 
care is needed, and purchase the benefits 
that suit their needs. By having control 
over their accounts, consumers will “reap 
the full benefits and bear the full costs of  
decisions they make.”37 

Equally important to achieving the 
conservative vision is vesting individu-
als with decisions about insurance. In 
public health insurance programs such 
as Medicare and Medicaid, this means 
replacing the traditional, defined-benefit 
programs that directly pay health care 
providers with defined contributions to 
fund private health care plans, often with 
high deductibles, that determine pay-
ment and coverage. The rationale is that 
government programs are overly gener-
ous, with too little “skin in the game” for 
enrollees, ill-suited to meet diverse needs, 
and hostile to innovation. Conservatives 
seek to turn over public funding to indi-
viduals in lump-sum amounts to purchase 
private insurance. Ideally, conservatives 
would like this program to take the form 
of  capped tax vouchers for health savings 
accounts with high-deductible plans. 

A shift from employer to individual 
control over health benefits is a plank in 
the conservative plan as well. A central 
theme of  the ownership society is porta-
bility: People frequently change jobs and 
life circumstances and should not be tied 
to a job for health or other benefits. 

Currently, 61 percent of  non-elderly 
Americans receive health coverage in the 
employer-based health system.38 This 
system developed in the early part of  
the 20th century and has been kept in 
place in part because of  the tax advan-
tage it offers. Specifically, individuals can 
exclude employer contributions to health 
benefits from income when it comes to 
paying taxes. The value of  this tax break 
exceeds $200 billion a year. 

Conservatives have long advocated pro-
viding the same tax break to individual 
market insurance and divorcing tax breaks 
from employer coverage. Both policies 
would accelerate the decline in health 
coverage through employers. This would 
build the individual market that conser-
vatives would deregulate directly or by 

“cross-state shopping,” meaning an individ-
ual could purchase insurance in any state, 
including the one with the least regulation.

In summary, conservatives’ unswerv-
ing belief  in markets manifests itself  in 
health savings accounts and individual-
market, high-deductible health insur-
ance policies. Breaking apart the pooled 
purchasing power of  government and 
employers while exposing individuals 
directly to health costs would result in 
greater demand-side power, they argue. 
If  people “own” their health care dollars, 
then they will use care more judiciously. 

This approach also enables “personal-
ized” medicine. Conservatives argue that 
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health care suppliers—insurers, hospitals, 
doctors, and drug companies—would 
be forced to truly compete for customers, 
lowering price and raising quality. Propo-
nents expect this dynamic will yield more 
insured people, lower health system costs, 
and better quality of  care. 

This theory has been challenged since its 
inception but with its partial enactment 
over the past seven years, its practice 
can be assessed as well. President Bush, 
through executive actions and legislation, 
has overseen implementation of  elements 
of  conservative health reform. 

Implementation of Health 
Savings Accounts

High-deductible health plans linked with 
savings accounts have been advanced in 
private as well as public insurance during 
the Bush administration. In June 2002, 
the Internal Revenue Service issued a rul-
ing allowing funds in Health Reimburse-
ment Arrangements to roll over each 
year and grow tax free. In late 2003, as 
part of  the Medicare drug benefit, even 
greater tax incentives were created for 
HSAs. Individuals with HSAs do not pay 
taxes on account deposits, the earnings, 
and withdrawals if  used for health care. 
Unused balances remain available forever 
and keep generating investment income 
until used. No other form of  savings gets 
this level of  tax break. 

As of  2007, 10 percent of  companies that 
provide health benefits to workers also 
offer a consumer-driven health plan (a 
high-deductible health plan with a health 
reimbursement arrangement and/or a 
health savings account-qualified high-
deductible health plan).39 The insurance 
industry estimates that 4.5 million people 

were enrolled in consumer-directed health 
plans in the employer and individual insur-
ance markets in January 2007.40 HSAs 
were promoted in the Federal Employees 
Health Benefits Plan as well. About 26,000 
people were enrolled in these plans in 
2007, and 32 insurers will offer such prod-
ucts to federal employees in 2008.41

The Bush administration also advanced 
consumer-directed health plans in public 
programs. Medical Savings Accounts, or 
MSAs, were made a permanent feature 
of  Medicare in 2003. After three years 
in which no plans offered such policies, 
the administration used its demonstra-
tion authority to loosen program rules in 
2006.42 As of  February 2007, Medicare 
MSA plans were offered in 38 states and 
the District of  Columbia and enrolled 
2,238 beneficiaries.43 In 2008, such plans 
are available in all states.44 Medicare sub-
sidizes both the high-deductible plan and 
the accounts. 

The Bush administration has also encour-
aged states to implement consumer-
directed health plans in Medicaid. 45 It 
pursued a number of  policies related to 
greater control over resources for indi-
viduals with disabilities. The Deficit 
Reduction Act of  2005 created a “Health 
Opportunity Account” demonstration 
program. Under this demonstration, up 
to 10 states could create accounts linked 
to high deductibles (up to $2,500 for 
adults) for Medicaid services. If  the pro-
gram is deemed successful after five years, 
the Secretary of  Health and Human Ser-
vices can extend it nationwide. 

The Bush administration also approved 
demonstration waivers that allow for some 
types of  accounts for health care.46 The 
most recent, in Indiana, would use Med-
icaid funding to cover poor and near-poor 
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adults in high-deductible plans linked to 
$1,100 accounts funded by the state and 
enrollees.47 To date, very few people are 
enrolled in such demonstration plans.

Scaling Back Employer  
and Public Coverage

Parallel to its efforts to expand con-
sumer-directed health plans, the Bush 
administration has scaled back group 
coverage in favor of  individually based 
health insurance purchasing. It has 
proposed numerous policies to provide 
tax and other incentives to move people 
from employer to individual coverage.48 
None have been enacted. Regulatory 
changes, however, have allowed employ-
ers to make defined contributions to 
health reimbursement arrangements. 
Since these contributions may be used 
to purchase individual-market coverage, 
this offers employers a way to limit their 
liability and transition out of  bearing 
responsibility for covering their workers.49 

Conservative success has been greater in 
public programs. Historically, efforts to 

entice seniors to switch from traditional 
Medicare to private plans had limited 
success. To remedy this, the 2003 Medi-
care drug bill built in extra payments (in 
the form of  taxpayer subsidies) for pri-
vate plans that participate in the program. 
Since some of  these extra payments are 
used to enrich benefits, enrollment in 
private plans increased over 60 percent 
between 2003 and 2007 (see chart above).50 

The Medicare drug bill also created 
a premium support demonstration 
for 2010 that will cap funding for the 
traditional program. Since this would 
likely raise premiums for those who 
forgo enrollment in a private plan, it is 
a “stick” to complement the “carrot” of  
extra, subsidized benefits in Medicare 
private plans.51 

In addition, the drug benefit itself  is 
entirely delivered by private plans that 
receive a defined contribution for a 
loosely defined benefit. Medicare is 
prohibited from using its bulk purchas-
ing power to negotiate for drug prices—a 
clear reflection of  conservatives’ faith in 
insurance market competition. 

Source: Congressional Budget Office, Testimony, June 28, 2007.
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In Medicaid and the State Children’s 
Health Insurance Program, or SCHIP, 
the Bush administration pursed two 
tracks: requiring greater use of  private 
insurance and limiting program expan-
sions. First, in July 2001, the administra-
tion announced the Health Insurance 
Flexibility and Accountability waiver ini-
tiative. This initiative expedited approval 
of  so called Section 1115 demonstration 
waivers that included, among other poli-
cies, “premium assistance,” or the use of  
public dollars to purchase private cover-
age.52 Since then, the administration has 
made inclusion of  premium assistance 
a prerequisite of  every major Medicaid 
demonstration waiver.53 

Second, it has limited Medicaid and 
SCHIP expansions. The Deficit Reduc-
tion Act of  2005 allowed states to raise 
cost-sharing and scale back benefits for 
certain beneficiaries.54 This law, plus 
aggressive regulations, also limits enroll-
ment by creating burdensome citizenship 
documentation requirements that states 
and Congress have tried, unsuccessfully, 
to ameliorate. The administration also 
opposed bipartisan Medicaid legislation 
to support states and unemployed people 
during economic slowdowns, insure low-
income people affected by Hurricane 
Katrina, and give states options like cov-
ering low-income young adults and legal 
immigrant children. 

Lastly, President Bush’s veto of  the bipar-
tisan reauthorization of  SCHIP in 2007 
was justified by conservatives because of  
its failure to meet their health policy prin-
ciples. The legislation included policies 
to continue and strengthen the program, 
including incentives to enroll eligible 
but uninsured children. CBO estimated 
that the SCHIP bill would insure nearly 
4 million uninsured children and was 

well targeted.55 The legislation had more 
bipartisan support than the Medicare 
drug benefit by far.56 

The president, however, vetoed it twice, 
calling it “the beginning of  the salvo of  
the encroachment of  the federal govern-
ment on the health care system.”57 His 
formal objection letter stated: “The bill is 
inconsistent with the principle of  choice 
for American consumers and instead 
goes too far in federalizing health care. 
A competitive private market for health 
insurance is better policy than a govern-
ment-run system that would mean lower 
quality, longer lines, and fewer options 
for patients and their doctors.”58 The 
president’s veto was supported by Sen. 
McCain and the other the major Repub-
lican presidential candidates despite hav-
ing a veto-proof  majority in the Senate 
and 42 Republican votes in the House.59 

New Proposals

The proposals by some members of  
Congress and presidential candidates 
would not just advance but propel this 
conservative vision for the U.S. health 
system.60 Proposals such as those from 
Sen. McCain on the campaign trail and 
Sen. Coburn in Congress (S. 1019) would 
expand the already generous incentives 
for HSAs. They would promote “shop-
ping across state lines” for individual-
market health insurance.61 This effectively 
de-regulates insurance since it allows 
people to purchase plans sold in states 
with the least consumer protections.62

The major proposals of  the Republican 
presidential candidates would also cre-
ate more tax incentives for purchasing 
coverage through the individual market. 
Sen. McCain and former New York City 



w w w . a m e r i c a n p r o g r e s s a c t i o n . o r g M A R C H  2 0 0 8

13

mayor Rudolph Giuliani (now out of  the 
race) would repeal the current income 
tax exclusion for employer contribu-
tions to health benefits. McCain would 
replace the exclusion with a refundable 
tax credit of  $2,500 for individuals and 
$5,000 for families—a voucher to pur-
chase coverage through employers or the 
individual market (see chart below). The 
Giuliani plan resembled the president’s 
budget proposal; it would have provided 
a tax deduction of  up to $15,000 for 
health insurance, maintaining a subsidy 
that increases with income but capping 
the amount of  that subsidy. These tax 
policy changes could catalyze a massive 
shift away from employer coverage to 
individual-market coverage.

Beyond promoting consumer-directed 
plans and individual-market coverage, 
the candidates would scale back pub-
lic programs. None support expanding 
Medicaid or SCHIP. Sen. Coburn and 
former Massachusetts Governor Mitt 
Romney (also now out of  the race) would 
block grant Medicaid, allowing the states 
to use the funds to expand private cover-
age. McCain would replace Medicaid 
with private insurance, giving states the 
options of  supplementing the new tax 
credit. McCain supported the president’s 
veto of  the SCHIP reauthorization bill. It 
appears that all the conservative can-
didates support the Medicare policies 
advanced in the Bush administration to 
move Medicare toward a private-insur-
ance-run, defined contribution program. 

Source: Kaiser Family Foundation/HRET, Employer Health Benefits 2007; proposals.

PREMIUM COSTS AND TAX CREDITS

Current Employer Premium

McCain Tax Credit

Coburn Tax Credit

Single

$4,479

$2,500 $2,000

$5,000 $5,000

$12,106

Family
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Impact of Conservatives’ Health  
Reform on Access and Quality

The conservative vision for the health system—a vibrant marketplace with indi-
vidual control through higher out-of-pocket payments and lower employer and 
government involvement—is a radical departure from the current system. In 

2006, 94 percent of  insured Americans were covered by either employer or public pro-
grams.63 A wholesale shift to the individual market would mean a change in coverage 
for roughly 200 million Americans. Similarly, about 95 percent of  covered workers in 
2007 were in traditional group coverage rather than high-deductible plans.64 Evidence 
on the impact of  current trends and conservative proposals can be derived from early 
experiences with consumer-directed care and analogous experiences. This evidence 
raises a number of  concerns.

High Deductibles Could Lower Access and Health

A key plank of  the conservative health platform is greater consumer responsibility and 
risk. Preliminary studies of  consumer-directed health plans suggest that people enrolled 
in such plans do pay for a greater share of  their health care costs. One survey found 
that, among people with employer-sponsored insurance, 23 percent of  those in con-
sumer-directed health plans reported paying more than 10 percent of  their income on 
premiums and cost sharing, compared to only 9 percent of  those in traditional plans 
(see chart, page 15).65 Overall premiums also tend to be lower for employer-based high-
deductible plans since cost is shifted to the deductible. In 2007, the deductibles aver-
aged from $1,556 to $1,923 for single workers and $3,342 to $3,883 for families. While 
employer-based high-deductible plans linked to accounts are a critical component of  
the conservative vision, few employers actually contribute to them. One employer sur-
vey found that nearly half  of  all workers enrolled in consumer-directed plans had no 
employer contributions into these accounts.66 

Early evidence suggests that such plans have lowered health care costs.67 Yet this gain 
may be matched or exceeded by a different type of  cost—reduced access to care and 
diminished health for people in need. 

Discourages Use of Needed Care

Proponents of  consumer-driven health care argue that cost sharing between the insured 
and insurer is needed to encourage cost consciousness, and that tax-subsidized accounts 
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will prevent cost-related access barriers. 
According to most studies, however, cost 
sharing discourages appropriate as well 
as inappropriate care—especially among 
the poor and sick.68 This access pattern 
seems to persist for enrollees in high-
deductible health plans. People enrolled 
in consumer-directed health plans were 
more cost conscious, but were also over 
50 percent more likely to report some 
type of  access problem related to cost.69 
Another survey found that people in high-
deductible health plans were more likely 
than other privately insured adults to 
forgo filling a prescription due to cost.70 

One of  the major debates surrounding 
consumer-driven health care is whether it 
discourages prevention. More than half  
of  enrollees in consumer-directed health 
plans reported having their deductible 
apply to prevention; the rate is higher 
among employer versus individual mar-
ket plans.71 When high-deductible plans 
cover prevention, not surprisingly, its use 
remains the same.72 Yet deductibles and 
co-pays reduced the use of  recommended 
clinical prevention such as Pap smears, 
mammography, and counseling services 
significantly among an insured, employee 
population.73 A recent study of  women 

enrolled in Medicare found that requir-
ing them to pay $10 to $20 for a mam-
mogram could reduce the proportion of  
women seeking them by 8 percent.74 

The implications of  high-deductible 
plans for people with potential or chronic 
health problems are particularly trou-
bling. People with arthritis, heart disease, 
high cholesterol, and asthma were two to 
three times as likely to not fill a prescrip-
tion due to cost when in a high-deduct-
ible plan versus a traditional insurance 
plan.75 Employees in one study were 
roughly twice as likely to discontinue 
the use of  statins and ACE inhibitors 
(used to manage high blood pressure and 
cholesterol) when their drug cost sharing 
was raised.76 Evidence across the board 
suggests that managing chronic illness 
is complicated by high deductibles, cost 
sharing, and limits on benefits—risking 
health and raising costs.77

Depresses the Quality of Care

The early experience with consumer-
directed care shows no real quality gains. 
Little information is given to enrollees 
in such plans on the quality of  care and, 

Source: Commonwealth Fund/EBRI, 2006. Spending includes self-reported premiums and out-of-pocket spending.

ENROLLEES WITH HEALTH SPENDING EXCEEDING 10 PERCENT OF INCOME

All

< $50,000 Income

Traditional

9%

20%

40%

23%

Consumer-Directed Plan
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even when provided, it is not widely 
used.78 A survey of  insured people, irre-
spective of  their plan types, found that 
only 11 percent to 21 percent of  people 
used such information, with no change 
between 2001 and 2005 despite the 
growth of  consumer-driven health plans.79 
In fact, one survey suggests that people in 
consumer-directed health care feel that 
they have less information on quality than 
those in comprehensive health plans.80

Satisfaction is one way to measure the 
quality of  care and coverage. Only about 
37 percent of  people in consumer-driven 
health plans were extremely or very satis-
fied with their health plans, compared to 
67 percent of  those in traditional plans 
(see chart below). A different survey 
found that 44 percent of  people enrolled 
in high-deductible plans were satisfied 
with their out-of-pocket costs compared 
with 69 percent of  those in more tradi-
tional health plans.81 Enrollees were also 
less likely to be satisfied with the qual-
ity of  the actual health care that they 
receive.82 This may reflect the types of  
choices people prefer. Generally, people 
value choice of  providers, not choice 
of  health plans or benefit design. One 
survey found that two-thirds of  people 
would prefer an employer-selected set of  
plans over an employer-funded account 
and choosing insurance on their own.83 

Shift from Group Insurance 
to Individual Insurance 
Market Could Diminish 
Coverage

An explicit goal of  conservative health 
plans is to replace employer-sponsored 
and public health insurance programs 
with private, individual-market coverage. 
As described earlier, employer coverage 

has declined since 2000. This has not 
yielded more individual market enroll-
ment; instead, it has raised the number 
of  uninsured. Past may be prologue. The 
policies espoused by conservatives such as 
President Bush, the Republican presiden-
tial candidates, and their congressional 
allies would destabilize employer-based 
coverage but would do too little to make 
the individual market a viable alternative. 
As described below, this will likely result 
in less—and less reliable—health insur-
ance coverage.

Undermines What Limited 
Protections Exist in the 
Individual Market

About 5 percent of  non-elderly Ameri-
cans are insured in the individual insur-
ance policy marketplace. For more than 
half  of  such enrollees, it is a bridge from 
and to employer-based health insurance.84 
Because of  its small size and nature, 
individuals have little leverage to secure 
high-value products. Coverage is often 
bare-bones; most plans in the individual 
market require a rider for coverage of  
maternity benefits, for example.85 

Source: Commonwealth Fund / EBRI, 2006.

Traditional

37%

67%

Consumer-Directed Plan

ENROLLEES VERY OR EXTREMELY 
SATISFIED WITH THEIR PLAN 
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What’s more, cost sharing in individual 
insurance policies is higher than typical 
group insurance plans. Case in point: 
Older adults with individual insurance 
were nearly three times as likely as those 
in employer coverage to report paying 
more than $100 per month on drugs.86 
People in the poorest health spent nearly 
20 percent of  their income on health 
costs when individually insured, com-
pared to 10 percent of  income for those 
with employer coverage. In fact, both 
the uninsured and individually insured 
who have both low income and high 
costs spend roughly 50 percent of  their 
income on health costs. This suggests 
that individual-market coverage provides 
weak financial protection.87 

States historically have, through regula-
tion, tried to protect consumers in the 
individual market. Yet state-level protec-
tions have declined in the past decade. In 
2007, only five states prevented insur-
ers from denying policies to individuals 
based on their history or characteristics. 
Only 18 states placed boundaries on 
the premiums that could be charged for 
applicants that may be at high risk.88 

As a result, in most states, people with a 
need for health insurance have difficulty 
accessing affordable coverage in the indi-
vidual-insurance market. One study based 
on simulated cases found that conditions 
such as asthma and hay fever could result 
in being denied access to individual-
market insurance.89 A survey found that 
over 70 percent of  people in poor health 
found it very difficult or impossible to find 
affordable, individual-market coverage.90 
Another study using statistical corrections 
for selection bias found that, compared to 
people in excellent health, premiums in 
the individual market are 13 percent to 

16 percent higher for people with mod-
est health problems, and 43 percent to 
50 percent higher for people with major 
health problems.91 

President Bush and Republican presiden-
tial candidates would undermine what few 
state protections exist in the individual 
market by allowing individuals to shop for 
insurance across state borders. Accord-
ing to the Congressional Budget Office, 

“The shift of  individuals expected to have 
relatively low health care costs to out-of-
state insurance coverage would increase 
the price of  coverage offered by insurers 
licensed in-state, and could lead to erosion 
of  the availability of  such coverage by 
insurers located in secondary states.” 

In other words, it would undermine the 
very market that the proposal strives to 
strengthen. It would also result in an esti-
mated 1 million people losing employer-
sponsored insurance as small businesses 
drop that coverage and healthy people 
leave it to buy cheap, out-of-state insur-
ance.92 While this would be offset by 
gains in coverage for some low-cost unin-
sured people, the net result is less insur-
ance for people with health needs. 

Puts Millions of Already- 
Insured People at Risk of  
Losing Coverage

Employer-sponsored insurance covers 
61 percent of  non-elderly Americans. 
Employers contribute to coverage pri-
marily because of  the tax incentive to do 
so. Conservative plans would eliminate 
this incentive and replace it with a tax 
break divorced from employers’ contri-
butions to coverage. 
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Irrespective of  its design, this pro-
posal would mean that all 160 million 
Americans who get the employer tax 
break today would get a different tax 
break under the plan, resulting in “win-
ners” and “losers.” Among people with 
employer-sponsored insurance today, a 
budget-neutral proposal would create 
more losers than winners since the new 
tax break credit goes to all insured people, 
not just those with employer coverage. 
Most experts agree—and many desire—
that the result of  repealing the tax exclu-
sion would be a decline in job-based 
health insurance.93 

Yet, a shift away from employer cover-
age to the individual market would cause 
some currently insured people to lose 
coverage altogether. Employer-based 
insurance charges the same premium to 
all workers and dependents, regardless 
of  age or health risk—effectively pooling 
risk. Replacing employer coverage with 
individual-market coverage that allows 
for risk rating and denial of  applications 
would make it hard for some workers los-
ing employer coverage to re-gain it.94 

The president’s plan to replace the cur-
rent tax break with a tax deduction for 
health insurance could cause 6 million to 
12 million people with employer-based 
coverage to lose it; 1.3 million to 2.3 
million of  these people could become 
uninsured.95 This loss of  employer cover-
age would likely be greater under plans 
with tax credits than tax deductions. Tax 
credits provide a greater subsidy to low-
income workers, making it easier for low-
wage firms to drop coverage. 

Conservative health reform would also 
erode employer coverage by drawing 
healthy workers into the individual insur-
ance market and health savings accounts. 

The combination of  tax breaks and low 
premiums due to medical underwriting 
would make individual-market insurance 
attractive to low-risk workers, even those 
with employer-sponsored coverage today. 
Similarly, health savings accounts have a 
design that appeals more to the healthy 
than to the sick. By raising deductibles, 
they lower premiums. Those with low 
medical expenses save due to the lower 
premium, but those with high expenses 
pay more in proportion to their costs.96 

Reviews have found that people with 
health problems are, as expected, less 
likely to enroll in consumer-directed 
plans when given the choice.97 An analy-
sis of  federal employees found that the 
average enrollee in consumer-driven 
plans was 13 years younger than the 
typical federal employee.98 Similarly, 
individual-market insurance that bases 
premiums on risk is less expensive for 
healthy workers. If  healthy workers leave 
traditional employer-sponsored insurance 
for HSAs or the individual market, then 
those left in employer coverage are sicker, 
on average. This raises premiums for 
employer-sponsored insurance, causing 
even more employers to drop it. 

Worsens the Uninsured Problem

The conservative health tax proposals are 
typically as much about tax fairness and 
promoting certain types of  health insur-
ance as they are about covering the unin-
sured. HSA contributions and earnings 
are deducted from income tax based on 
a person’s tax bracket. The greater the 
income, the greater the tax break. Indeed, 
enrollees in consumer-directed health 
plans generally have higher income.99 
For example, in the Federal Employee 
Health Benefits Plan, 43 percent of  



w w w . a m e r i c a n p r o g r e s s a c t i o n . o r g M A R C H  2 0 0 8

19

people enrolled in HSAs had incomes of  
$75,000 or more, compared to 23 per-
cent of  all federal employees.100 Employ-
ers themselves expect wealthier workers 
to enroll in HSAs.101 

Similarly, President Bush’s health insur-
ance tax deduction of  $7,500 for indi-
viduals and $15,000 for families benefits 
people with high income more than 
those with low income. Two-thirds of  the 
uninsured have income below 200 per-
cent of  the poverty threshold ($21,200 
for a family of  four).102 About 55 percent 
of  the uninsured do not pay taxes due to 
low income.103 Virtually no consumer-
directed plans take into account the 
difference in health cost as a percent of  
income that low-income enrollees face.104

Some conservative plans, like those 
proposed by Sens. McCain and Coburn, 
provide refundable fixed-dollar tax credits. 
This ensures a benefit for people with little 
to no tax liability. However, the wealthiest 
American would get the same tax credit 
as the poorest American. Sen. McCain 
would require states to make some supple-
mental payment for high-risk or low-
income individuals, but the details and 
sufficiency of  this approach are unclear. 
Neither plan would adjust the credit for a 
person living in a high-cost area. 

Some advocates contend that consumer-
directed health plans offer less-expensive 
coverage, thus helping the uninsured gain 
coverage. While premiums do appear to 
be lower, little evidence points to gains in 
coverage. One survey found no signifi-
cant difference in the percent of  previ-
ously uninsured in consumer-directed 
than comprehensive plans.105 This may 
be because of  the design of  HSAs linked 
to high-deductible health plans is not 

appealing to the uninsured—two-thirds 
of  whom have income below 200 percent 
of  the poverty threshold. 

Given the low tax brackets that most 
uninsured face, the tax break associated 
with HSAs would only cover from zero 
to 6 percent of  the premium. The most 
generous estimate of  take up would be 
401,000 people or less than 2 percent 
of  the currently uninsured adult popu-
lation.106 Moreover, given the challenge 
low-income uninsured would face in pay-
ing for the deductible, the perceived value 
of  the insurance to them may be low.107 

The use of  a flat or fixed dollar-amount 
tax credit, such as proposed in Coburn 
and McCain’s health plan, could help peo-
ple with low tax liability but not those with 
high health needs. If  premiums were com-
munity rated—meaning that all enrollees 
were charged the same amount—then a 
flat tax credit would equally benefit low- 
and high-risk enrollees. Conservatives, 
however, oppose rate regulation. As such, 
insurers could, under their plans, base 
rates on the individual enrollees’ risk. This 
means that a fixed credit would cover a 
smaller share of  the premium for a high-
risk than low-risk enrollee. 

In addition, the separation of  low-risk 
workers into health savings accounts 
in the individual market would make 
employer-based coverage for those who 
remain in it more expensive and thus less 
available. This can be seen by looking at 
President Bush’s original tax credit pro-
posal. In his budgets for FY 2001 through 
2007, he proposed a flat $1,000 credit for 
singles, and up to $3,000 for families to 
purchase individual-market coverage. He 
also, in recent years, proposed expanding 
the tax breaks for high-deductible plans 
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linked to health savings accounts. An 
analysis of  his FY 2007 budget proposals 
found that, while 3.8 million previously 
uninsured people might take up HSAs 
and individual-market coverage under 
the proposal, 8.9 million people would 
lose employer-sponsored insurance, and 
4.4 million of  them would become unin-
sured. On net, the number of  uninsured 
Americans could actually rise by 600,000 
under the president’s proposal.108

Even under proposals that could result 
in a net gain in coverage, most analysts 
believe that composition of  the unin-
sured population would change.109 Some 
low-risk uninsured people might gain 
coverage, but high-risk individuals losing 

employer-based coverage could become 
uninsured. Already, nearly half  (45 per-
cent) of  the non-elderly uninsured have 
at least one chronic condition.110 One 
analyst examined the value of  insur-
ance given the person’s age and health. 
He found that tax credits for individual 
coverage may have a low cost per newly 
insured person but have a high cost per 
dollar of  insurance needed, since they 
disproportionately help the healthy.111 

In short, conservative tax and individual 
market policies would do little to help the 
uninsured and could make solving the 
problem more difficult since the remain-
ing uninsured population would be in 
worse health.
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Impact of Conservative Health  
Plans on Health System Costs

A goal of  virtually all health reform plans, conservative or progressive, is to con-
tain the rapid rise of  health care costs. The cost trajectory for public and pri-
vate health spending threatens our budget and economy. Conservatives argue 

that this problem can be solved by creating a vibrant marketplace where individuals 
shop for health services and coverage from competing providers and insurers. But it is 
not clear that this theory works in practice. 

Does Little to Affect Excessive Use and Price

The health care cost equation is, in its simplest form, health care quantity (or use) times 
health care price. Conservatives argue that Americans consume too much and receive 
the wrong type of  care. They believe that increasing cost exposure will reduce this use 
and thus costs. And they are confident that better, more efficient care will be the result.

The situation is not so simple. International comparisons rank the United States lower 
in use of  hospital care, physician care, and prescription drugs than peer nations. The 
United States is a faster adopter of  technology, but after its adoption, its use is not signifi-
cantly different.112 And our citizens already face high cost exposure. While the percent 
of  total spending funded by individuals is lower than other nations, the average out-of-
pocket spending per capita in the United States is twice that of  other industrialized coun-
tries, and higher than all other nations, adjusting for cost of  living (see chart, page 22).113 

International comparisons mask the fact that there are two Americas when it comes to 
health care. Patterns for insured versus uninsured people are markedly different, and 
insured people in the United States may be over-insured. Yet even just focusing on the 
insured population raises questions about whether high-deductible health plans will 
lower high-cost use of  care. After the deductible is reached, people typically pay low to 
no cost sharing for care. People whose spending exceeds the HSA deductible account 
for more than 95 percent of  medical expenditures.114 

As such, the deductible may reduce prevention and chronic care management for 
low-cost people, but will do little to affect the spending for people whose costs quickly 
exceed the deductible. In addition, the experience from flexible health savings accounts 
suggests that these accounts may fund services that would not otherwise be paid for by 
traditional health insurance. This may be especially true in health savings accounts that 
have low penalties for withdrawals for non-health care spending.115 
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There is also evidence that competition 
may not lower prices under a full-blown, 
consumer-driven system. At the individual 
service level, some price competition exists 
in specific instances, for example in generic 
drug substitutes or cosmetic surgery. Price 
information, however, is not easily acces-
sible or usable in the current system. It is 
often not a consideration for a person with 
a clear need for a recommended service.116 

Moreover, evidence suggests that major 
health service providers charge higher, 
not lower, rates to people who pay for 
care out of  pocket. For instance, a recent 
study of  hospital pricing in California 
found that the uninsured paid more for 
hospital care than did Medicare, Med-
icaid, and some commercial insurers.117 
Another found that people who “self  pay” 
at hospitals were charged 2.5 to 3 times 
as much as private insurers and Medi-
care, a gap that has increased since the 
1980s (see chart, page 23).118 The power 
of  suppliers in health care, especially 
for essential health care, casts doubt on 
whether individuals’ shopping for prices 
can successfully lower costs. 

At the insurance level, some competing 
plans that use provider networks, tiered 

cost sharing, and other management 
tools have been able to lower prices as 
well as costs. But this experience is lim-
ited, and some payers in the system are 
skeptical about the potential of  market 
competition to reduce costs.119 

Skepticism is even greater when it comes 
to the individual market. It is hard to 
determine what insurance plans are avail-
able at what cost in the individual market 
today. It would be even harder if  people 
could shop for insurance in any state. 
Since individual insurers have greater 
control over who enrolls than group insur-
ers, they can compete on limiting their 
exposure and avoiding risk. In California, 
for example, one insurer linked employee 
bonuses to cancellation of  policies for 
people who incur high health costs.120 

Insurers also design health benefits to 
attract low-risk individuals. Some cover 
teeth whitening and gym membership 
but have high deductibles and limited 
coverage of  expensive services.121 A 
review of  individual market coverage 
found that insurers were significantly less 
likely to cover prescription drugs or men-
tal health services compared to group 
health insurance plans.122 

Source: Frogner, Commonwealth Fund, 2006. Adjusted for cost of living
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In addition, there has been a consolida-
tion of  the health insurance industry in 
the United States. The largest insurer cov-
ers one-third of  the market in 38 states, 
and one-half  of  the market in 16 states.123 
Insurers are unlikely to lower their premi-
ums even under a full consumer-driven 
model if  they have little to no competi-
tion. Some of  these problems could be 
addressed through antitrust enforcement 
as well as greater rules and oversight of  
insurers’ practices, but conservatives’ 
health plans tend to reject regulation.

Raises Administrative Costs 

If  vigorous competition results in lower 
prices and appropriate use of  care, then 
the attendant administrative costs—mar-
keting, overhead, and the risk premium—
might be offset. If  competition does 
little to reduce costs, however, then such 
administrative costs are wasteful. 

The government estimates that about 
$180 billion will be spent in 2008 on 
public and private insurance adminis-
trative activities.124 A study that pulled 
out the administrative costs embedded 
in each type of  service estimated that 
about 30 percent of  every dollar spent on 
health care in the United States is associ-
ated with administrative costs.125 Com-
pared to other nations, this is two to three 
times higher.126 Adjusting for the ability 
of  nations to spend on health care, a dif-
ferent study estimated that the adminis-
trative cost of  health care in the United 
States is $412 per person, compared to 
$72 per person in peer nations—a six-
fold difference (see chart, page 24).127 

Competition under conservative plans 
would raise administrative costs, since 
advertising, frequent switching of  plans, 

and rapid changes in product design are 
integral to functioning markets. There 
would also be costs to the individual of  
tracking expenditures that qualify for 
funding from the HSA. Moreover, the 
administrative costs of  individual health 
insurance are high. Such costs account 
for 25 percent to 40 percent of  the 
premium dollar compared to roughly 
10 percent for employer-based cover-
age.128 Thus, a shift to an individual-mar-
ket system could add tens if  not hundreds 
of  billions to our health system costs for 
administration alone. 

The same is true in public programs. The 
extra payments that private plans claim 
to need to participate in Medicare raise 
costs by nearly $150 billion over the next 
10 years, according to the Congressio-
nal Budget Office.129 While some of  this 
excess funds extra benefits, the idea that 
the public has to pay more for compe-
tition runs counter to the theory. This 
policy shortens the life of  the Medicare 
Trust Fund and raises the premiums of  
those in the traditional program130 This 
is a clear case of  how conservative health 
care reforms could raise rather than 
lower health costs. 

Source: Anderson, Health Affairs, 2007.

Overall Voluntary Proprietary Government

2.57 2.5

3.26

2.27

MARK-UPS IN HOSPITAL PRICING
Total Charges / Total Costs, 2004



w w w . a m e r i c a n p r o g r e s s a c t i o n . o r g M A R C H  2 0 0 8

24

Another less studied but potentially 
costly effect of  consumer-driven health 
care is the movement of  coverage from 
self-insured companies—in which an 
employer assumes the financial risk for 
providing employee health benefits— 
to the fully-insured individual market, 
in which people pay fixed premiums to 
insurers that bear the financial risk. In 
2007, a majority of  covered workers 
(55 percent) were in self-funded plans.131 

Companies that self-fund their health 
benefits do not create the type of  insur-
ance reserves for this coverage that 
fully-insured plans do, although many 
purchase re-insurance to protect against 
large, unexpected losses. Doubling the 
number of  people in fully-insured indi-
vidual plans would be a boon for the 
insurance industry. It would collect and 
manage premium revenue for tens of  
millions more Americans. This would 
give insurers more power on Wall Street 
as well as in the health system. And it 
could raise administrative costs if  insur-
ers risk premiums for this market exceed 
what self-insured firms had been paying. 

The conservative approach to health 
reform would also create a new health 
care “industry,” and that would be bank-
ing. The management of  accounts (fees, 
start-up costs, and management costs) is 
not cost free.132 As one consulting report 
stated, “Over the next five years, financial 
institutions have the potential to capture 
$3.5 billion in revenues driven by account 
and asset manager fees. Health payment 
processors stand to earn $2.3 billion in 
processing fees over the same period.”133 

A recent article documented the emer-
gence of  health cost credit cards since 
most high-deductible plans are not 
linked with well-funded accounts. Inter-
est rates for some of  these accounts can 
be as high as 27 percent, and a number 
of  major as well as smaller banks are 
entering the market.134 

Diminishes Effectiveness  
of Cost Savings Initiatives

As stated earlier, the problems of  health 
access, quality, and costs are intercon-
nected. So too are the solutions. A failure 
to promote quality affects health care 
costs. Numerous studies support the fact 
that high-quality care can be delivered at 
a lower cost.135 Consumer-driven health 
care’s poor record to date on increasing 
the quality of  care could exacerbate the 
cost problem. 

The further fragmentation of  the 
U.S. health system under conservative 
plans also adds to health system costs. 
Within the public sector alone, there 
are 50 different Medicaid programs, 
state employee health benefit systems, 
and commercial insurance regulatory 
schemes—plus Medicare, the Veterans’ 

Source: McKinsey Global Institute, 2007. Compared to 
OECD nations.

Overall
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Administration, and insurance programs 
for federal employees. This complexity 
adds tens of  billions of  dollars to our sys-
tem costs that are avoided by our com-
petitor nations.136 

Yet complexity would rise, not fall, under 
conservative health reform. It would 
replace employer and public insurance 
programs with individual-market insur-
ance with no uniform standards. As one 
analyst described it, “Indeed, there is 
evidence that encouraging people to join 
such health plans might act as salt on a 
wound, exacerbating some of  the very 
maladies that undermine our health 
care system’s ability to perform at the 
highest level.”137 

Conservative health plans’ tolerance of  
leaving millions of  Americans uninsured 
also has cost implications. Even if  their 
proposals reduce the number of  unin-
sured, the remaining uninsured will have 
greater needs and costs as the healthy 
are preferentially granted access to cov-
erage. This is especially true in voluntary 
proposals with fewer individual-market 
rules than exist today.138 

Because premiums in the individual mar-
ket can be set based on health status, his-
tory, or age, a fixed-dollar tax credit cov-
ers a larger share of  the lower premium 
for healthy than unhealthy uninsured and 
insured workers alike. If  healthy workers 
and uninsured migrate to the individual 
market, the pool of  uninsured would 
become sicker. A sicker pool of  uninsured 
Americans would increase the “cost shift-
ing” that occurs when health providers 
pad the costs of  care for insured people 
to offset the uncollected bills for care for 
the uninsured. One analysis estimated 
that this added $922 to the premium for 
a privately-insured family in 2005.139 

A sicker pool of  uninsured Americans 
would also increase the lost productivity 
that results from lack of  coverage. The 
Institute of  Medicine calculated this 
economic loss at $65 to $130 billion per 
year,140 an amount that would likely grow 
with the erosion of  employer and public 
coverage and the worsening health status 
of  the typical uninsured American. 

Fragmentation and gaps in coverage 
under conservative plans would also 
limit the potential of  policies to bend 
the growth curve in health costs. There 
is widespread, bipartisan agreement that 
improved prevention, chronic disease 
management, health information tech-
nology, and similar policies could reduce 
the growth in the nation’s health costs. 
Complete, routine childhood vaccina-
tions, for example, could save up to 
$40 billion in direct and societal costs 
over time.141 Aggressive, continuous 
management of  diabetes, in one setting, 
resulted in improved health as well as 
costs that were lower by over $1,000 per 
person each year.142 

But the full potential of  these preventive 
policies to realize savings may be con-
strained or even reversed if  one-third of  
the population cycles in and out of  insur-
ance over the course of  two years.143 The 
gains from coordination and appropriate 
care can be quickly lost if  a person for-
goes health care because of  lack of  cover-
age. As one economist wrote, “Covering 
nearly all Americans is a precondition for 
effective measures to limit overall health 
care spending.”144 

In short, applying cost sharing in a 
targeted way rather than through an 
arbitrary high deductible could promote 
access and quality as well as efficiency.145
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Contrary to popular opinion, conservatives’ approach to health care is not to 
ignore it. They have put forth theories and policies. Under President Bush, they 
have put many of  them into place. And contrary to some single-payer advo-

cates, the conservative approach to health care contains some elements that could work. 

There is indeed a critical role for choice in all health reform plans. Individuals should 
have options when it comes to who to see and what to get and what to pay for health 
care. Individuals, like other actors in the system, should also bear some responsibility 
for their own care and the system’s performance. The goal of  reform is to improve the 
health of  individuals, and health involves individual actions—from prevention to seek-
ing care when needed to following a course of  treatment to getting insurance. 

In addition, competition applied in a targeted way can advance health system goals 
in progressive as well as conservative plans. Most progressive plans include competing 
private insurers. And virtually all health plans support greater information and use of  
information technology, both key elements to well-run markets. 

Yet conservatives’ theory on health care is flawed even though some of  its elements may 
be sound. The blunt application of  standard economics to health care has been rejected 
by many economists. As one put it, seeking health care “…isn’t at all like buying 
clothing.”146 Health care is ultimately about preserving life and delaying death; putting 
a price on survival is difficult for many.147 

The need for health care is also defined, in part, by the supplier: physicians. Individuals 
typically initiate a health care visit, but its content and follow-up are largely determined 
by the doctor. Patients have input and choices, but physicians have greater information 
and control in most circumstances. In addition, health care cannot be purchased in 
$1,000 increments; the product is complex and changes rapidly.148 As one commentator 
described it, consumer-driven health care is analogous to buying a car and having the 
parts delivered to your front yard for assembly.

On the insurance side, the conservative theory scales back the social redistribution of  
health care costs that insurance can achieve.149 Its “ownership society” shifts risk from 
groups to individuals by design. As one expert concluded, “A wholesale switch to HSAs 
would redistribute the nation’s overall financial burden of  health care from the budgets 
of  chronically healthy families to those of  chronically ill families.”150 These concerns 
about conservative theory cannot be mitigated by policy design.

Conclusion
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The flaws in the plan to implement the 
theory can be seen by comparing it to a 
Medicare drug benefit that many conser-
vatives claim as a success. 

Under the drug benefit, Medicare con-
tributes an amount to the purchase of  
drugs based on the cost of  coverage, 
not an arbitrary, flat tax credit as in the 
McCain or Coburn plan. The deductible 
for drug plans cannot exceed $275; the 
conservative health reform plans pro-
mote plans whose deductibles are any-
where from four to 20 times this amount. 
Drug plans must offer all applicants 
coverage and charge each one the same 
rate; McCain and Coburn would allow 
individual insurers to deny coverage and 
charge each enrollee a different rate. The 
drug plan has its flaws, but using it as a 
conservative “yardstick,” McCain and 
other conservatives’ health plans seem to 
put ideology over practicality. 

In summary, conservative health propos-
als such as those espoused by President 
Bush and Senator McCain are both 
radical and dangerous. Eliminating the 
current tax subsidy for health insur-
ance and replacing it with a new one 
would dramatically change the way that 
nearly 160 million Americans get cover-
age. Workers could lose employer-based 
coverage without gaining an affordable, 
accessible alternative source of  coverage. 
High-deductible plans in a de-regulated 
individual insurance market would shift 

costs to the poor and sick. And flawed 
theory and design in tandem could actu-
ally raise health system costs, exacerbat-
ing the cost crisis in the health system.

Sound alternatives exist. The Center for 
American Progress has proposed one 
such plan. Our “Progressive Prescrip-
tions” plan would: 

Build on private and public group ��
health coverage

Ensure access through insurance ��
reforms and sliding-scale subsidies

Rein in cost through policies such as ��
prioritized prevention, health infor-
mation technology, and comparative 
effectiveness research

Promote shared responsibility, where ��
individuals, providers, and payers all 
participate in making the system work151 

This solution is similar to what was 
enacted in Massachusetts in 2006 with 
bipartisan support. Already, this plan 
has enrolled 245,000 people, making a 
significant dent in the state’s uninsured 
rate.152 Our progressive health reform 
framework has been adopted by the lead-
ing progressive candidates for president. 
There is a common-sense solution to the 
health system crisis. It can be achieved if  
practicality is prioritized over ideology. 
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