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Access to Healthcare is a Challenge that will
not lend Itself to a Simple Solution

Comprehensive Healthcare reform is a complex issue, espe-
cially when viewed on a national scale by those seeking one-
size-fits-all solutions. The problem is indeed one of national
concern that necessarily relies on federal funds and resources.
But unfortunately, with such entanglements come the inevi-
table federal bureaucracies, guidelines and regulations.

What part should be played by state, regional and local
agencies—and what is to become of individual responsibility?
Is there room in these grand federal schemes for the empow-
erment of patients, for innovations such as regional healthcare
cooperatives, and for the development of localized wellness
and prevention strategies?

Nobody doubts that individuals living healthier lifestyles and
having regular medical checkups can make their small contri-
bution to the overall healthcare solution. But, healthcare pro-
grams offer few incentives for individual responsibility other
than imposing surcharges based on age, or rejecting patients
with pre-existing conditions.

# A Culture of Wellness

If we look to the state, regional and local level, there are
programs that could be implemented to help bring down the
overall cost of healthcare, but once again, there are few if

any incentives. The notion of good health alone tends not to
resonate with healthier individuals—at least not enough to get
them to use greater care. Even in cases where free and subsi-
dized healthcare is available, as in California’s Healthy Families
Program,' parents don't have the information, or are not tak-
ing the time to enroll their children.

Opponents of a comprehensive federal system argue that

the solution cannot lie in another bloated government
bureaucracy—with organizations far removed from local
communities—organizations that are insensitive, unintelligible
and politically inaccessible. Federal programs such as Medi-
care? do fill a critical need, but tend not to be cost-effective or
efficient in the delivery of services. They are a constant source

1 Healthy Families is low cost insurance that provides health, dental and vi-
sion coverage to children who do not have insurance today and do not qualify
for no-cost Medi-Cal.

2 Medicare is a social insurance program administered by the United States
government, providing health insurance coverage to people who are aged 65
and over, or who meet other special criteria.
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of frustration for patients. Socialized programs in the UK and
Canada are also controversial, with substantially longer wait-
ing lists and more limited access to technologies and proce-
dures. Some would call this “rationed” healthcare, which of
itself is a de facto means of cost control. Where healthcare is
delayed, there is a greater chance of saving money if maladies
resolve themselves. There is also a greater possibility that it
will lead to more serious problems or even death.

# Status of the Healthcare Debate

In the broadest sense, healthcare can be broken down into
four major categories: 1) healthcare costs, 2) cost to the

system of uninsured patients, 3) the system for delivery of
healthcare, and 4) public health and policy considerations.

The cost of healthcare is increasing at a rate doubling the
increase in the Consumer Price Index. It is consuming a larger
and larger percentage of personal income. The current slice—
now at 16-17 percent—could easily go to 25 percent or more.
In today’s economy, a typical family of four pays about $15,000
per year for insurance. Yet, the comprehensive component of
medical care—including primary care, x-rays, lab tests and
outpatient care—only accounts for $800-$1,000 per year per
patient. The remainder is consumed in a variety of other ex-
penses, many of which are unrelated to patient health.

# Hospitals under Siege

Hospitals have four basic lines of business. Medicare and
Medi-Cal® are steady and consistent, but unfortunately the
reimbursement does not cover the costs, producing a negative
cash flow for the hospitals and providers.

The third group is the uninsured, the ones most likely to be in
need of care. They represent a tremendous drain on private
hospitals who are often required to care for them without
reimbursement. Typically they show up at an emergency room
for treatment and cannot be denied, even if their problems

3 Medi-Cal is California’s Medicaid program, public health insurance for low-
income individuals including families with children, seniors and persons with
disabilities. It is financed equally by the State and federal government.
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are not emergency in nature. Under federal law, EMTALA,*
anyone presenting themselves at an Emergency Room has to
be treated. While this is a very responsible approach for an
advanced society such as ours, unfortunately there is no provi-
sion for reimbursement or allowance for hospitals to terminate
care. Hospitals receive no payment for these patients and are
forced to cover these unfunded mandates from other sources.
The costs to subsidize the non-paying and underpaying pa-
tients adds significantly to the burden of hospitals and to the
overall cost of healthcare.

The final category are those patients who pay individually or
through their employers for private health insurance provided
by firms such as Anthem/Blue Cross or Kaiser. Even this pool
of patients can create headaches for providers. The bargaining
power of a handful of huge insurance companies in each state
is substantial, and hospitals and healthcare providers are often
forced into contracts that lock-in operating losses. These costs
add to the burden of healthcare delivery and represent an
estimated ten percent hidden tax.

In some cases hospitals have been muscled out of the tradi-
tional system entirely, many opting instead to only provide
boutique medical services in categories that allow enough
margin for profitability. This means limiting access, in most
cases eliminating the burden of providing trauma care, and
avoiding the exposure that comes with operating an ER.

With hospitals’ average operating margins being negative, they
are left to make up shortfalls through foundations and other
resources. Very few are profitable.

# Insurance as a Business

If we accept the premise that insurers are in the health
insurance business, that means they are risk based. They take
the risk and insure against their customers becoming ill—
primarily against the fear that customers have of catastrophic
illness. Accordingly, they cannot be expected to take on poor
risks, or to charge the same premiums for a healthy 30-year
old as they would for an unhealthy 65-year old.

The business model is different in the health maintenance
business. In this model the focus is on keeping individuals
healthy and out of the doctor’s office. Patients pay a fixed
premium to join a health maintenance pool and access a com-
prehensive, but limited array of care. This approach is usually
characterized by lower deductibles and co-pays, with patients
shopping for immediate return on their invested premiums.
Unfortunately, these routine day-to-day matters may not be an
area where insurance can be applied most efficiently—where
a vast bureaucracy stands between doctor and patient even in
matters of primary care, consultation and checkups.

4 The Emergency Medical Treatment and Active Labor Act (42 US.C. §
1395dd, EMTALA) requires hospitals and ambulance services to provide care
to anyone needing emergency treatment regardless of citizenship, legal status
or ability to pay. There are no reimbursement provisions. As a result of the
act, patients needing emergency treatment can be discharged only under their
own informed consent or when their condition requires transfer to a hospital
better equipped to administer the treatment.

The goal in health maintenance should be to keep as many
patients at the primary care level for as long as possible during
their lifetime. On the service delivery side, a balance must be
struck between the costs of regular preventive care and early
diagnoses, and the much greater costs of advanced conditions
that result from neglect and avoidance.

Most health plans and health insurance policies are hybrid
versions of the two models. It may be beneficial to look at
unbundling traditional coverage and services and consider
possible variations and cafeteria-style plans. Support is grow-
ing for bare-bones policies that only cover major illness and
catastrophic losses. These would be coupled with large buyer
pools guaranteeing contract rates to members, who then pay
their own costs for primary medical care. Unfortunately, the
morass of existing regulations may make implementation of
such plans difficult.

Many object to private insurers because they make profits in
the marketplace, but ultimately the same principles of sol-
vency need to apply to government programs if they are to be
sustainable. Business is business, and even in government, the
laws of economics apply. If revenues don’t meet expenses, they
will cease to exist and be of no further use to anyone.

# What is Driving up Costs

Private insurance costs are skyrocketing. New technolo-

gies and medications are a big part of these healthcare cost
increases. Much of this is due to amortization of the R&D for
advancements that are passed along to the healthcare indus-
try and ultimately to the patients. “Wonder drugs” can be
extremely expensive, and it is estimated that bringing a new
drug to market today can range from $500 million to over $2
billion. But on the positive side, the sale of these drugs also
generates capital that can be plowed back into more research,
discoveries and innovation. If profitability is reduced, there

is a very good chance that research on the next generation of
pharmaceuticals will be reduced as well.

“We were not spending nearly as much on high-tech medical
procedures in the past because there were not nearly as many
of them, and we were not spending anything at all on some

of the new pharmaceutical drugs because they didn’t exist”
opines economist Thomas Sowell in a June 2009 editorial. “We
would like to have all these things without the rising costs that
come with them. But only with medical care is such wish-

ful thinking taken seriously, with government [giving] us the
benefits without the costs”

The costs of acquiring and keeping pace with technologies
such as imaging equipment can be staggering. Yet MRI, CT
and PET scans have become routine elements of medical diag-
nosis. New surgical techniques, such as the use of stents and
minimally invasive techniques: laparoscopic and arthroscopic
surgery also signal new, higher “standards” of healthcare. With
today’s flood of information, consumers are instantly made
aware of any new drugs or techniques that might remotely
benefit them. With the inundation of advertising, pharma-
ceuticals and technologies are in high demand from the very
moment they go to market.



State and federal governments have become more and more
aggressive in mandating what must be covered. “While
mandates make health insurance more comprehensive, they
also make it more expensive because mandates require insur-
ers to pay for care consumers previously funded out of their
own pockets” The Council for Affordable Health Insurance
estimates that mandated benefits currently increase the cost
of basic health coverage from a little less than 20% to perhaps
50%. These extended benefits and inclusions are championed
by various healthcare providers and patient populations, all of
whom want to expand the range of coverage and narrow what
they pay for out of pocket. Unfortunately, forcing companies
to load up policies increases the costs to the patient pool, and
in the premiums insurers need to charge.

Hospitals that don't field the latest technologies run the risk

of not being competitive, of losing doctors and staff, or in the
worst case, risking lawsuits. Defensive medicine is an ex-
tremely large hidden cost, with an estimated 83% of doctors
admitting to ordering extra tests as a precaution, solely to keep
from being sued. Doctors practicing cost containment and ef-
ficiency do so at their own peril.

% A Tsunami of Seniors

In the United States, and California in particular, there is a
major bulge—the “Baby Boomers”—reaching that magic age
where priorities change, with the quest for good health dis-
placing other concerns, and where healthcare costs comprise
an ever-greater share of individual budgets. This population
bulge (1946-1964) is 18 years deep, with the average lifespan
from age 60 to age 80 adding another 20 years. Thus, we have
to prepare for a flood of demand that will last the next 40
years. How much of this will be market driven and how much
will be government mandated programming? Judging by citi-
zen sentiment and the current political debate, this is likely to
be a question of degree, with no clear winners.

# 'The Uninsured and Under-Insured

The uninsured and under-insured make up the most impor-
tant pool of concern. There are many situations where work-
place coverage is not possible or simply not provided, such as
with the self-employed, occasional laborers, smaller businesses
and part time employees. Monthly individual plans can run
from $200 to $1,000 or more, and for families this can push
beyond $1,500, even with high deductibles and co-pays.

This problem is compounded by changing economics and
demographics as well, affecting an ever-greater percentage

of the younger population. Healthy young people tend not to
trouble themselves with fears of illness. And, by definition,
the under-employed have little chance of being able to afford
coverage for themselves or their families. Many self-employed
individuals simply don't insure themselves or their employees,
primarily because of budget constraints that are all too com-
mon in smaller companies.

# How Costs are Being Controlled

As with any economic or social system, we can find solutions,
or solutions will be forced upon us. In order to control costs,
some businesses are dropping dependent and family coverage.
Insureds are accepting higher co-payments and higher deduct-
ibles. It is not unusual to have $2,500 to $5,000 deductibles
with the newer, consumer-driven health plans—and they often
provide far fewer benefits. In the worst-case scenario, con-
sumers are dropping coverage altogether, especially if they are
under the illusion that they’re not at risk for illness. This adds
to the problem since insurance companies generally pool the
premiums paid in, and benefits paid out, in order to determine
rates. With the loss of the younger, healthier participants, the
per capita costs of those remaining in the pool increases.

Ninety percent of larger businesses provide coverage com-
pared to only 50% of smaller businesses. Overall in California,
only about 50% of businesses provide coverage, and every year
this is decreasing by one to two percent. The market is also
hobbled by an inability to buy health insurance across state
lines. This decreases competition and limits the creativity that
insurers can use in underwriting and in their marketing strate-
gies. Such arbitrary regulations rarely benefit the consumer.

We are faced with a number questions that will have to be
answered: Can our society afford to provide unlimited care to
every resident, and offer an ever-increasing array of technolo-
gies, pharmaceuticals and heroic procedures? If so, who pays,
and what are the comparative roles of government, non-profits
and the private sector? Can the healthcare industry as we
know it, survive more unfunded government mandates?

As to solutions: What can be done on a state, regional or local
basis to help decrease dependency on federal programs, di-
minish costs, improve access, and assure that efficient and ap-
propriate healthcare will continue be available? Could regional
health insurance cooperatives provide part of the answer?

We will explore more of the issues and approach some solu-
tions—including regional strategies—in Volume II of these

policy papers.
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