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PREFACE
The goal of this book is to propose an alternative approach to address the
problem of the exponential rise of health care costs, and, more importantly, to
address the lingering dilemma of how to establish broadly agreed-upon fundamental
guidelines by which health care can be managed in a manner that is more morally
appropriate.
Although in no way a new concept, the notion that society’s financial resources,
even when it comes to health care, are indeed limited is one with which the general
public has grown increasingly familiar only during the past two decades.
Familiarity, however, does not automatically imply public appreciation for the
strategies that have been implemented to curb the problems of health care. These
strategies have customarily been designed to change the distribution of health care,
such as by limiting patient choices, reducing access, lowering utilization, increasing
premiums, requiring higher deductibles, or shifting financial responsibilities. In
other words, the main focus has been on making the patient, or as the commodity
market would say, the consumer, more responsible.
Scarcity is a reality of life and priorities must be established about how available
resources will be used and, subsequently, how much of these resources will be
allocated to health care. Yet, the actual policies that set limits in health care are
generally met with distrust and challenges to the moral authority of those persons or
entities setting such limits. The legitimacy of these decisions has been widely called
into question. Such a response is, at face value, understandable. Limiting access to
health care services affects the expectations of persons about the quality of their
lives and even about their very existence. At a minimum, implementing limits to
health care creates the perception that some persons will be deprived of essential
goods. As a general rule, perceptions often play an equally important role in
determining what people are willing to accept. Whether a person’s expectations of
health care and medicine in general are justified and legitimate is a separate matter
of great importance, which certainly deserves a more in-depth investigation because
such expectations are relevant to the issue of limit setting.
Limit setting in health care is never an easy task, but when this process takes
place within a marginally regulated, profit-oriented, free-market system (as is the
case in the United States), the question of who should be responsible for what puts
the notion of responsibility at the center of the debate. Common sense would
suggest that we all have an equivocal understanding of what the word responsibility
means. A shared meaning or definition is particularly important because the field of
health care is made up of many different parties. These wide-ranging interest groups
include patients, for-profit and not-for-profit insurers and integrated health care
delivery systems, employers, providers, government, and society as a whole.
Unfortunately, each party interprets its responsibility differently, which makes it
almost impossible to answer the fundamental question of who should be responsible
for what in health care.
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xiv

PREFACE

The hypothesis that I set forth in this book is that an accepted and agreed-upon
shared interpretation of the notion of responsibility would facilitate discussion about
how to distribute health care fairly while reducing public distrust and enhancing
appreciation for the moral authority of such decisions. Setting “fair” limits in health
care that all of us can appreciate as indeed being fair can take place only if we have
a common understanding of the notion of responsibility.
In what follows, I speak to all the parties involved in health care struggling with
the question of who should be considered responsible for what in health care:
patients questioning the legitimacy and fairness of being denied treatment; health
plan managers wondering how to provide adequate care under resource constraints;
providers confronted with situations in which needed care is not covered by the
patient’s health plan; government deliberating about whether to increase or decrease
its presence in health care; and society querying its resource allocation criteria.
I thank Drs. Henk van Luijk and Patricia Werhane, who have offered constructive
criticism as well as support for my pursuit of the ideas expressed in this book over a
long period of time, and also to Geri LaRocoque, Who served as a valuable sounding
board for these ideas early on. I gratefully acknowledge Mayo Clinic for creating
an environment conducive not only to providing excellent patient care but also to
encouraging and facilitating academic endeavors. I appreciate the encouragement
and support of my department chair, Stephen Noll, MD, on this project, as well as
that of my other Mayo colleagues. Chief among the Mayo services that assisted me
in the preparation of this book were the Library Services, especially Kay Wellik,
Diana F. Rogers, and Risa M. Sorensen, and the Section of Scientific Publications,
particularly Kenna Atherton, Mary Ann Clifft, Kristin Nett, Roberta Schwartz, and
LeAnn Stee. I am also appreciative of the many friends and colleagues who have
been willing to listen and respond to the ideas expressed in this book. Finally, I
would like to say a heartfelt thank you to my wife, Sandy, who patiently accepted
this book into our lives from its inception to its publication.

Joseph L. Verheijde, PhD

CHAPTER 1
HEALTH CARE COSTS AND SCARCITY OF HEALTH
CARE RESOURCES

1. INTRODUCTION
The cost and availability of adequate health care have long been the focus of
contentious public and political discussion. Even though government and private
parties allocate substantial financial and technical resources to health care, costs
continue to rise at a rapid pace. These rising costs and the subsequent increases in
health insurance premiums further complicate the already greatly challenged notion
in Western societies of offering citizens a universally accessible health care system.
Numerous factors influence the increasing cost of health care, making it difficult to
maintain an adequate level of accessibility and quality while keeping the cost within
acceptable and sustainable levels. Policy makers have been searching for ways to
ensure the efficient and equitable allocation of health care resources, whereas
clinicians have been exploring ways to improve efficiency in the delivery of care
and to better monitor the efficacy of their interventions. However, in retrospect,
stand-alone efficiency-improvement strategies have proven to be insufficient.
2. DEVELOPMENT OF MANAGED CARE
In the early 1980s, an overhaul of the health care system in the United States was
recognizably imminent. As indemnity insurance carriers struggled to control
escalating costs, managed care quickly became the dominant model of health care
distribution. That change would prove to be profound. According to some ethicists,
the notion of health care redistribution had become synonymous with rationing: for
reasons other than absolute scarcity, no longer would everyone receive all the
services that might be of substantial medical benefit (Aaron and Schwartz 1984).
Many others, whether workers in the field of health care, public policy makers, or
health care consumers, shared that opinion. Another modification introduced by the
switch to managed care stemmed from the basic philosophy underlying the concept
of managed care itself: a business organizational structure combining health care
insurance and delivery of health care services would finance these services
prospectively from a predicted and limited budget (Buchanan 1998). But these
modifications were not all that was new. In an unprecedented step in health care, the
system of managed care empowered health care managers to intervene between
1
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clinicians and patients to authorize what they considered appropriate medical care at
the lowest cost (Dacso and Dacso 1997).
At a minimum, the sea change from indemnity insurance to managed care
presented two major challenges. First, to assure the success of managed care, the
level of service utilization within the insured population had to be diminished
somehow, even when these services would otherwise have been considered
beneficial in individual cases. Second, the successful management of service levels
became one of the main strategies of the health maintenance organization to ensure
its solvency, economic stability, and profitability. Both premises proved to be
controversial. Reducing the level of service utilization suggested that care should be
rationed, although no consensus on that point exists in society. Managing the levels
of health care services available to consumers raised the unanswered question of
whether managed care executives should make the fulfillment of fiduciary
obligations to investors their highest priority, as would executives in any other
industry. If the answer to this question is no, according to what criteria then should
they recalibrate the decision-making apparatus?
To demonstrate the need for a restructuring of health care and to justify these
changes, health care policy makers and health care executives have compiled an
abundance of economic and demographic data. Their findings point to some of the
main factors contributing to the high cost of health care:
a) The rising cost of medical services
b) The growing number of diagnostic procedures
c) The rapid development of medical technology
d) The practice of defensive medicine
e) Increasing demands from consumers
f) The medicalization of society
g) The increased cost of medications
h) The growing number of elderly people
i) Fraud throughout the health care system
In the 1980s and early 1990s, the fees for medical services in general often rose
higher than the rate of inflation, causing deep concern, particularly among
economists and government policy makers. At the same time, the medical
community had been using a growing number of diagnostic procedures to identify
the causes of disease and to monitor the therapeutic progress of patients. This
increased reliance on diagnostic procedures was partly the result of the rapid
development of new medical technologies, which quickly became available in
clinical practice. In 1991, the U.S. medical profession performed about 8.5 million
test procedures compared with only about 3.3 million diagnostic or nonsurgical
procedures in 1980 (National Center for Health Statistics 1993). The use of highly
technical diagnostic and therapeutic interventions, such as radiation, magnetic
resonance imaging, laparoscopic surgery, and body scans, is one of the main driving
forces in the rising cost of health care (Cigich cited in Health-care costs: the painful
truth 2002). In 2001, the total cost of health care in the United States amounted to
about $1.5 trillion, or 14 percent of the gross domestic product (GDP) (National
Center for Health Statistics 2004). At the time, medical economists predicted that,
within a decade, health care payments would total close to $3 trillion, roughly 17
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percent of the total national output. Without intervention, medical care would
account for almost one-third of the U.S. economy.
A second factor contributing to the problems in health care is that clinical
providers have increasingly been confronted with high consumer demands. This
growing demand cannot be attributed exclusively to the new array of diagnostic tests
that have become available. The increased use of services by health care consumers
also relates to changes in consumer attitudes resulting from what is often referred to
as the medicalization of society. In Western culture, the idea that medicine can
alleviate or cure a wide range of physical and mental ailments is widely accepted.
Medicalization affects society in two ways: It reinforces the validity of the basic
assumption of medicine that any patient complaint can be interpreted in medical
terms (which makes people more dependent on medical services for their wellbeing). It also influences the socioeconomic status of medical practitioners because
it reinforces the idea to the general public that medical professional intervention is
critical in the individual’s successful pursuit of long-term goals and values.
A third factor contributing to the increase in health care costs is the growth of the
elderly population. The need for medical services undoubtedly increases with age.
Per capita expenses increase dramatically for persons aged 65 to 85 years. The
medical expenses incurred by a 65-year-old person are double those for a 45-yearold person. By the time the 65-year-old reaches age 85, health care costs will have
increased 7- to 8-fold compared with those for the 45-year-old (Government
Committee on Choices in Health Care, the Netherlands 1992). The effects of an
aging population, however, are most likely to occur after 2021, when many baby
boomers will have reached age 75, at which point they will start to incur more
significant increases in medical expenses. The Center for Studying Health System
Change published data indicating that population aging in 2001 had contributed only
an estimated 0.7 percentage point (less than 10 percent) of the total increase in per
capita health care spending for people under age 65 (Strunk and Ginsburg 2002)
(Fig. 1).
Yet another reason why health care costs have increased dramatically is that the
prices for prescription medications have been on the rise, particularly since the late
1990s. For example, 44 percent of the 1999 increase in health care costs could be
attributed to prescription expenditures (Table 1) (Tracking health care costs: an
upswing in premiums and costs underlying health insurance 2000). Approximately
one-third of this cost resulted from higher drug prices. The rest resulted from the
introduction of new drugs or increased utilization of existing drugs (Tracking health
care costs: an upswing in premiums and costs underlying health insurance 2000).
Not surprisingly, Angell (2004) noted that the profits of pharmaceutical companies
skyrocketed during the 1980s and 1990s. During the same period, the political and
economic clout of these companies also increased. In 2001, the 10 U.S.
pharmaceutical companies in the Fortune 500 list ranked far above all other U.S.
industries in average net return, whether as a percentage of sales (18.5 percent),
assets (16.3 percent), or shareholder equity (33.2 percent). In contrast, the median
net return on sales for all of the other Fortune 500 firms that year was just 3.3
percent. Although pharmaceutical profits dropped slightly the next year, their annual

4

CHAPTER 1

return of 4.6 percent was still above the median for all the other industries that year
(Angell 2004).
Angell’s findings were corroborated by a report from the American Association
of Retired Persons (AARP), which noted that brand-name drug prices had climbed
by 3.4 percent, or three times the rate of inflation, during the first six months of
2004. However, the impact of drug costs on total health care expenditures in 2003
and 2004 was probably diminished somewhat by the increased use of generic drugs,
which tend to be priced lower than their brand-name equivalents. There are also
indications that employers have raised copayments in pharmacy benefit programs.
These increased costs to plan enrollees may have contributed to the decrease in
prescription drug utilization during that same period, from 12.9 percent in the late
1990s to 5.5 percent in early 2004 (Strunk and Ginsburg 2004). Nonetheless, overall
use of prescription medications continues to rise. A 2004 report from the
Department of Health and Human Services concluded that more than 44 percent of
Americans take at least one prescription drug (compared with 39 percent in 1994)
and one in six takes at least three (up from 12 percent in 1994) (National Center for
Health Statistics 2004). No wonder, then, that the fastest growing area of health care
costs has been the cost of prescription medications.
Unfortunately, there are also some less medically obvious reasons for the
disproportionate rise in health care costs. A 1996 report from the U.S. General
Accounting Office (GAO) indicated that 3 to 10 percent of all costs for health care
annually in the United States were probably due to fraud, with an estimated $30
billion to $100 billion lost to fraud in 1995 alone on estimated health care
expenditures of $1 trillion (U.S. GAO 1996). The GAO had already reported that the
Medicare program was at high risk for improper payments because of its sheer size
and vast range of participants. In 1990, Medicare was serving 40 million
beneficiaries and almost 1 million physicians, hospitals, and other providers (U.S.
GAO 2002). By 1992, the GAO estimated that about 10 percent of all health care
dollars spent annually in the United States, both in the private and public sector, was
being lost as a result of fraud and abuse (U.S. GAO 1992). In 1993, the U.S.
Attorney General designated health care fraud as one of the top enforcement
priorities of the U.S. Department of Justice (USDOJ), second only to violent crime
initiatives. A USDOJ report in 1997 highlighted that health care fraud and abuse
siphon billions of dollars away from federal health programs that provide essential
services to millions of elderly, low-income, and disabled Americans (USDOJ 1997).
Yet, effectively addressing health care fraud is exceedingly complicated because
such conduct may be due not only to major changes in the medical marketplace but
also to the social context in which it occurs (Hyman 2001).
Broadly speaking, physicians view such conduct as essential to ensure high-quality
care; program administrators view it as the price of the program; fraud control personnel
view it as criminal conduct; and the public’s views depends greatly on who is
benefiting. Social norms regarding health care fraud vary among these groups as well.
(Hyman 2001, p. 531)

If these estimates are anywhere near correct, the 10 percent rate of fraud and abuse
accounts for a loss of approximately $120 billion yearly. Fraud by health care
providers may include billing for more expensive services than were actually
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provided or charging patients for tests or consultations that were never even offered.
These and other studies (Himmelstein et al. 2004) have also estimated that about 24
percent of the overall annual cost of health care is spent for excessive overhead.
In light of the multitude, complexity, and diversity of factors that influence
spiraling health care costs, revamping health care is no simple task. Clearly, any
proposed solution will affect service distribution. The development of innovative
solutions requires the willingness of all the parties involved, from consumers to
providers to third-party payers (both public and private), to look beyond financial
management strategies alone. Thus far, society appears to have fallen short in
recognizing that medical science is limited in its ability to prolong life and cure
people of various illnesses. To enable the health care field to manage its economics
more effectively, society will eventually have to make choices and implement
substantive access or utilization rules in health care. The rising cost of health care
has already triggered increased awareness among the general public that health care
resources are indeed finite.
However, the task of strategizing about how these limited resources ought to be
allocated is a delicate one. For example, the indiscriminate implementation of a set
of cost-containment measures designed to reduce access to care has great potential
to produce negative effects on individual consumers, particularly those in more
vulnerable social groups (e.g., the elderly and the poor). Those who are affected will
be hindered in their pursuit of good health and the maximization of their well-being.
Nonetheless, indiscriminately limiting access to the health care system puts people
at risk of being excluded from needed medical care. From any vantage point,
rationing strategies reflect the values of a society. Designating the managed care
format as the preferred method for health care delivery, as has been the case in the
United States, complicates matters even more. A substantial number of managed
care organizations (MCOs) in the United States are for-profit business entities
whose company executives have fiduciary obligations. Thus, balancing what many
would consider primary obligations with the interests of the insured population and
of other stakeholders creates an unprecedented challenge for all the parties involved.
2.1 The Concept of Cost
Cost is itself a complicated subject matter. Any discussion of the overall cost of
health care must take into consideration more than financial costs alone. Both
reduced quality of care and a diminished quality of life can prove costly to patients,
as can the weakened relationship between patients and their health care providers
and the loss of compassion on the part of providers and third-party payers.
According to Menzel (1992), the rationing of health care resources for normative
purposes would also carry potential costs for the consumer:
a) The sacrifice of physician loyalty to patients
b) The substitution of misleading and discriminatory numerical measurements of
medicine’s human benefit for more sensitive qualitative judgments
c) The unfair bite that rationing is likely to take first out of poor people’s care before it
affects wealthier patients
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d) The general substitution of public, group standards about life and health for the
values and decisions of individuals. (p. 57)

2.2 Economic Restraints
Despite the implication that cost-containment strategies will have potentially
negative outcomes, basic accounting principles assert that preferences must be
prioritized when the cost of what is desired is high and the only financial resources
available are limited. That simple concept seems quite plausible, until we examine
what we really mean when we talk about the high cost of health care. Jameton
(1983) has posited four explanations of what “expensive” health care means:
a) We cannot afford so much health care because justice requires [that] we spend money
for other things.
b) We are being overcharged for health care.
c) Health care is not worth what we pay for it.
d) There are cheaper ways to deliver health care. (p. 499)

A search for solutions based on these premises would involve the elimination of
unnecessary and inefficient procedures and bureaucracy. Acting on these premises
would also justify setting limitations on excess income and profits, and it would
promote reassessment of the value of the social good of health care whenever
choices must be made about allocating part of the GDP to all the goods competing
for funding. What Jameton (1983) added to the question of how much is too much to
pay for health care is the stipulation that health care does not operate as an isolated
system but rather as an integral part of a free-market economy. A free-market
system implies that when consumers spend more, manufacturers or service providers
will in turn earn more. Jameton distinguished himself from simple pragmatists by
rightly stipulating that the costs to patients in our health care system are
paradoxically also financial benefits to providers, which makes the dollar costs of
the enterprise irrelevant to matters of justice. Whenever dollars are involved, money
is always paid to someone. He contended that society should employ a principle of
justice in health care that would take into consideration the whole picture of justice
for consumers and providers alike. Thus, Jameton positioned the scarcity of health
care resources within the broader arena of social justice, because scarcity and
redistribution are ambiguous terms. Although he added a new dimension to the
problem, his position did not address some theoretical problems that may be harder
to resolve.
Defining the solution to the high cost of health care exclusively in terms of
appreciating health care as a part of a free-market system introduces specific
difficulties. The perspective on social justice prevalent in our economic system may
not provide appropriate moral tools for establishing fair or just redistribution
strategies. The free-market system does not always supply all the right answers, and
health care is too complex to be understood as but another one of the system’s many
economic components.
Jameton’s view implies two suppositions: First, it is theoretically possible to
derive a just concept of justice from the concept of a free-market economy and its
underlying model of morality. Second, his premise about the worth of health care

