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TODAY’S TALK

 What is health care in the US?
 Cost-Value tradeoff in US
 What Did Obama Inherit?

 Sources of Health Care
 Employer Based
 Medicare
 Medicaid/CHIP
 Self-Purchase

 Problems/ “Holes” in “system”



What is health care?
Commodity? - Something you buy 
Right?  - Something you need and 

thus society should help you get



Market System Social Justice System
Views health care as an economic 
good

Views health care as a social 
resource

Assumes free market conditions for 
health services delivery

Requires active government 
involvement in health services delivery

Assumes that markets are more 
efficient in allocating health resources 
equitably

Assumes that the government is more 
efficient in allocating health resources 
equitably

Private solutions to social 
problems

Public solutions to social 
problems

Access to medical care viewed as 
an economic reward for personal 
effort and achievement

Equal access to medical services 
viewed as a basic right

Individual responsible for own 
health

Rationing based on ability to pay

Collective responsibility for 
health

Planned rationing of health care
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THE IDEOLOGICAL DIVIDE

 Country divided: almost 50/50
 Or at least 50/50 among VOTERS

 Deep rooted

 The appropriate role of government is fiercely 
debated
 About ALL issues, not just health care





POINT #1

 We don’t agree about what health care is:
 Is health care a “right” for everyone and thus 

should it be ensured by the government?
 Is health a commodity to be bought and sold in a 

“Market”?

 Our country is equally divided (or at least voters 
are equally divided) between believers of each 
ideology – understanding the other’s perspective 
is not easy



COST OF U.S. HEALTH CARE AT A GLANCE

 2016
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TOTAL = $3.35 trillion
SHARE OF GDP = 17.8%
PER CAPITA, PER YEAR = $10,345
Source: U.S. Department of Health and Human Services, Centers for Medicare and 
Medicaid Services (CMS), Office of the Actuary.





OVERALL US SPENDING
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Source: Kaiser Family Foundation analysis of 2013 OECD data: "OECD Health Data: Health expenditure and financing: Health expenditure indicators", 
OECD Health Statistics (database).  doi: 10.1787/data-00349-en (Accessed on June 25, 2014).  Notes: Because 2012 data was unavailable, 2011  were used 
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Total health expenditures per capita, U.S. dollars, PPP adjusted, 2012



POINT #2

 The US spends  A REAL LOT of money on health 
care – over $3.35 TRILLION 

 We spend more than any other country
 Yet… we aren’t as “healthy” as the other 

countries
 Higher infant mortality
 Lower life expectancy

 By spending so much on Health Care we can’t 
spend as much elsewhere
 Taxes have to go up



”WHERE DOES THE $$ COME
FROM?

Three options:
Employers
Government
Individuals



CURRENT “SYSTEM”
 Employer Based Coverage
 Government Based Coverage

 As Employer
 Medicare
 Medicaid  (Medi-Cal)
 SCHIP  (Healthy-Families)

 Individual Purchase
 Uninsured



EMPLOYER BASED COVERAGE IN US

58% receive coverage from Employer
 Result of Accident(s) of history
 Easy and Established
 PRE-TAX (Fringe Benefit)

Employers concerned with growing costs
 Evolution in types of coverage

 From Indemnity Managed Care  PPO  HSA+HDHP





EMPLOYER BASED COVERAGE IN US

Employers concerned with growing costs
 Push more and more costs onto employees

 Premiums, Deductibles, Co-Payments, Coinsurance, Drop 
Coverage

Health Care in US is mainly for profit:
 Utilization Controls 
 MLR, HEDIS and CAHPS measurements

Provider payments  incentives
 FFS, Capitation, Bundled Payments, Reference Pricing, 

Pay for Performance, Salary



EMPLOYER HEALTH BENEFITS (2018)
152 Million Americans (approx. 58%) 

received health insurance benefits from 
their employer

 The average annual premium for employer-
sponsored  health insurance*:

 Individual:  $6,896/yr +3%,  share of cost: $1,186
 Family:  $19,616/yr +5%, share of cost: $5,547

*KFF.Org 2018 Annual Employer Benefit survey



MEDICARE

 Health coverage and insurance for those 65 years 
and older

 Social Security Act amended in 1965 – created 
Title XVIII  

 Covers 59 million Americans
49 million over 65
10 million disabled  (1972  disabled & ESRD, ALS)

 Cost $675 billion or 15% of federal budget in 2016

KFF, Medicare– data from OMB and CMS office of the DHHS  Actuary



MEDICARE PROGRAM

 Medicare Part A 
 Medicare Part B
 Medicare + Choice Medicare Advantage
 Medicare Part D







PART A FUNDING

 Funded by 2.9% payroll tax
 Worker’s contribution is matched by employers (1.45% 

from employees, 1.45% from employers)*
 $$ deposited into “Medicare trust fund”
 Workers “pay in”  Seniors “take out”

 One portion of population supports another
 Beneficiary Deductibles

 Deductible for each hospital stay in 2018: $1,340

* ACA increased by 0.9% for individuals earning >$200,000 and couples earning 
over $250,000



PART B FUNDING

Federal government pays 75% (out of general 
fund)

Beneficiaries pay 25%
 In 2018:

Premium of $134.00*
Deductible of $183
Coinsurance of 20-35%

*As of 2009, beneficiaries with higher incomes pay higher monthly 
premiums:  (i.e., those earning over $85,000/individual and 
$170,000/couple pay premiums ranging from $146.90 to $335.70 per 
month).  



PART C
 In order to save $$, in 1980s Federal 

government started letting Medicare 
beneficiaries enroll into HMOs  (with plan 
taking risk)
 Paid plans 95% of what would have paid for the 

beneficiary in traditional, FFS Medicare
 The average amount from both Parts A and B

 HMOs were required to offer ALL that was offered 
under Medicare; could offer more



PART D – MMA
The Medicare Prescription Drug, and 

Modernization Act (MMA) passed in 
November 2003

 Voluntary outpatient prescription drug insurance
 Effective 2006
 Provided via private drug/prescription plans or through 

Medicare Advantage plans
 In 2017, 57 Million Medicare beneficiaries had purchased 
 $$ comes from premiums (set to cover 25%), general funds 

and state funds
 Low income automatically enrolled if not done so by choice
 Penalized if don’t buy in at first opportunity; pay 1% 

penalty per month delayed unless have previous coverage
 MMA prohibits Medicare from negotiating drug prices



BENEFICIARY COSTS PER YEAR (2018)

 Hospital deductible per stay ($1,340)
 Outpatient care –
 Part B premium  ($134+)
 Part B deductible ($183)
 20% coinsurance for all charges under Part B (except 

primary care)  (+15% for non par doctor)
 Prescription drug coverage
 Part D premium ($250.24)
 Part D deductible ($405)
 Part D cost sharing

 25% of all costs bet $405  $3,750
 100% costs bet $3,750  $8,418 (up to total $5000)
 5% costs > $8,418

 And then: Dental Care, glasses, hearing aids, etc.





MEDICAID

 Enacted in 1965 (same time as Medicare)
 Amendment to Social Security Act – Title XIX
 Covers certain categories of the poor
 Entitlement – must cover all that meet 

qualifications
 Financed by both Federal and State governments 
 Managed by State governments
 Overseen by Federal government



FMAP
Federal Matching Assistance Program 
States with lower per capita income 

receive a higher matching rate than do 
states with higher per capita incomes

Minimum is 50%  (e.g., CT, NY, CA, CO)
Mid is 50-70% (e.g., KS, NV, WI, FL)
Up to >70% (e.g., MS, NM, WV, AK)

 63% on average

Largest flow of federal $$ to states



MEDICAID SERVICES

States must provide “mandatory”:
 Hospital care,  Nursing home care, Physician care, 

Laboratory and X-ray services, Immunizations and 
preventive medicine for children, Family planning 
services, etc. 

State may provide additional “optional” 
services:
 Prescription drugs, Institutional care for mental illness, 

Home and community based services for frail elderly, 
Personal care for individuals with disabilities, Dental 
and vision care, etc.



MEDICAID ELIGIBILITY
Beneficiaries are “categorically eligible”

Mandatory Categories
 Low income families • Low income elderly (SSI)
 Pregnant Women • Disabled (SSI)

Optional Categories
 Pregnant Women and children up to 1 year 
 Elderly, blind and disabled not eligible for SSI
 Children up to 21 years in “higher” low-income families

Must cover ALL in category with no waiting list

*Each category has defined income level as percent of FPL



STATE MEDICAID PROGRAMS

States have to decide:
1. Who to cover
2. What to offer
3. How to deliver services
4. How to administer the program
5. How much to pay providers for services



MEDI-CAL 2016

 Who:
 13.5 million people (33% of all Californians)

 50% women and children*         (*includes undocumented children)
 28% ACA expansion adults
 15% seniors
 6% others

 What:
 All optional benefits 
 State only benefits (e.g., abortion, emergency Medi-Cal)

 How:
 80% managed care

 Pay:  LOW



MEDICAID PAYMENT VS MEDICARE
(2016)

State % Of Medicare Payment 
US AVERAGE 0.66
Alaska 1.29
Arizona 0.81
California 0.52
Connecticut 0.90
Florida 0.56
Massachusetts 0.79
New Jersey 0.45
New York 0.57
North Dakota 1.41
Pennsylvania 0.67
Rhode Island 0.38
Texas 0.65





TRADITIONAL INSURANCE MODEL

 Insurance is based on the concept of random 
hazard (e.g., car accident, house fire)

 Purchase insurance as protection against 
likelihood of a “random event” happening

 If sure thing (likelihood = 100%), insurance 
would cost full price of event, plus extra for 
administration (and even profit)



HEALTH INSURANCE ≠ INSURANCE

 Likely all people will use health care

 Use of health care is not random
 In fact, if insured more likely to use:  Moral Hazard



RISK POOLS

 Insurers strive to maintain risk pools with a 
population with health status similar to the 
general population –“balanced risk pool”

 But, those who buy it likely need it more – “adverse 
selection”

 If get “sicker” population than “average” - “adverse 
risk”

 Insurers want to get healthier members – try to 
“Cherry pick”



UNDERWRITING

 Underwriting: process of determining a person’s 
risk 
 Offer insurance?
 At what cost? 
 What terms?
 Goal:  obtain/maintain a predictable and stable level 

of risk within their risk pools
  risk assessment



UNDERWRITING (CONT)

 Variables looked at:
 Health history
 Age
 Gender
 Occupation
 Geographic location
 Genetic makeup?

 An estimated 52 Million Adults have pre-existing 
conditions (KFF.org, 12/12/16)



HOLES IN OUR SYSTEM



EMPLOYER BASED INSURANCE

 Limitations:
 Must be employed
 Must have health insurance offered at work
 Must meet requirements for offered insurance

 # hours work per week
 Length of employment

 Must “accept” health insurance
 Must pay share of costs

 Must stay employed with SAME employer



MEDICARE

Limitations:
 Must be

 At least 65 years of age  or
 Disabled or
 Have ESRD or ALS

 Must pay 
 Premiums for Part B and/or Part D
 Copayments/coinsurance/deductibles in Parts A, B, D

 Is really confusing



MEDICAID AND SCHIP  
Limitations:
 Must be eligible

 Categorically
 Financially

 Must stay eligible on an ongoing basis
 Must meet administrative burdens

 Show source document to prove legality
 Ongoing eligibility/asset tests

 Must be a legal resident 
 Wait 5-years after legal immigration



SELF PURCHASED
Limitations

 Must meet insurance company’s eligibility
 Underwriting

 No pre-existing conditions
 Clean health history

 No genetic predispositions
 Clean family bill of health

 Must pay premiums, deductibles, co-insurance
 Must stay healthy 

 Not surpass cap 
 Not be dropped due to “mistake”



Number of Nonelderly Uninsured Americans,
2005 – 2011

SOURCE:  DeNavas-Walt C, Proctor B, and Smith J. “Income, Poverty, and Health Insurance Coverage in the United States: 2011”. 
United States Census Bureau. Issued September 2012. 



POINT #3
 We’re paying a lot for care in a manner that 

doesn’t encourage savings 
 We have a confusing “system”
 We have almost 50 million uninsured
 The cost of having so many uninsured effects 

ALL of us. 



HOW CAN WE FIX THIS?
 3 camps

 Markets work
 Fix the market
 Make consumers/patients  more responsible
 Get government out

 Markets work, in part
 Need combination of market and government (what we 

have)
 Fix part of each that don’t work

 Markets don’t work
 No profit
 Government takeover

 Single Payer
 National Health care





QUESTIONS???
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