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History and Background 

 

 When I started work on what became Consumer Choice Health Plan, in 1977, the 

American health care financing and delivery system was almost entirely based on the 

traditional fragmented, uncoordinated, unaccountable free choice “Fee-for-Service 

Indemnity” model. 1This model was created and fiercely defended by the organized 

medical profession in the United States.2  Its principles included: 

• “Free choice of doctor” at all times: the insurer that pays the bills has no 

bargaining power with the doctor because it cannot influence patient choice of doctor. 

• “Free choice of treatment,” i.e. nobody “interferes” with the doctor’s treatment 

decisions and recommendations.  This means no monitoring of compliance with practice 

guidelines, no utilization management, no quality management and no peer review.  

• “Fee-for-service payment”: the doctor can always earn more by doing and 

prescribing more treatments (and more costly treatments) whether or not they benefit the 

health of the patient.  This creates a conflict of interest. 

                                                 
1 A.C.Enthoven, “Consumer-Choice Health Plan,” in two parts, New England Journal of Medicine 298: 
650-658& 709-720 (March 23 and March 30), 1978.                            
2 C.D.Weller, “’Free Choice’ as a Restraint of Trade in American Health Catre Delivery and Insurance,” 
Iowa Law Review 69/No.5, July 1984. 
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• “Direct doctor-patient negotiation of fees”:  The patient is in a weak position to 

bargain or shop because he depends on the good will of the doctor and lacks information 

about what others charge, or how capable they are, or how many visits or procedures they 

would take to solve a given problem.  (The doctor-patient negotiation of fees has been 

superseded by Medicare fee schedules and by the wide access Preferred Provider 

Organizations, actually just discount fee for service, in the private sector.) 

• “Solo (or small single-specialty group) practice”, that is professional autonomy, 

not teamwork.  

 

This model was designed to prevent economic competition among doctors.3 It had 

many cost-increasing incentives.   Doctors and hospitals could actually earn more money 

by doing a poor job of caring for people with ambulatory sensitive diagnoses, thus 

leading to more hospitalization. There was no business case for prevention. It contained 

practically no system of accountability for quality or cost.  There was no system for 

coordinating care. There was no system for the creation and maintenance of 

comprehensive longitudinal medical records. One doctor usually could not see what 

another had done or prescribed, nor could he or she usually see test results ordered by 

others. Diagnostic tests were duplicated needlessly. Then, as now, specialists who 

practiced in hospitals are independent of the hospitals and are paid fee-for-service.  

Physicians could order costly hospital services with no responsibility for their value for 

money. 

 The health insurance industry complied with this model and offered “free choice” 

indemnity insurance, sometimes supplemented by “major medical” insurance for 

expenses exceeding the indemnity payments. Providers created Blue Cross and Blue 

Shield nonprofit insurance plans and favored them with lower prices to make sure they 

had strong market positions relative to commercial insurers and to enforce the fee for 

service model.4 Usually, by state law, insurers were not allowed to discriminate among 

providers, and therefore not contract with them selectively.  These laws were later 

overturned to allow selective provider contracting. 

                                                 
3 Ibid. 
4 Ibid. 
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In these circumstances, employers typically contracted with a single insurance carrier, 

either for risk bearing insurance services or for administrative services only (ASO) for 

self-insured employers.  Insurance became experience rated. 

 Health insurance for persons other than retired, disabled, poor, or military 

veterans was and remains mostly based on employment. Employers purchased or 

supplied health insurance for their employees.  And, with a few exceptions like some 

public employers, employers contracted with a single insurance carrier. Insurance 

companies developed no core competence to compete for individual employees within a 

group. Their core competence included estimating and pricing insurance risks, techniques 

for avoiding risks, and processing claims. Their business model was, and remains, 

insurance at the group level and not the individual level.   In fact, they have enforced this 

preference by having minimum participation requirements, charging higher premiums in 

groups that offered choices of carrier or even refusing to be a part of competition at the 

individual level. The insurance companies had no core competence in organizing better 

medical care.  

 Health expenditures, though modest by today’s standards, were rising at rates that 

employers and public officials considered to be unacceptable.  President Nixon kept the 

health sector under price controls for several years in the 1970s, and President Jimmy 

Carter spent his whole term trying to get Congress to authorize price controls on 

hospitals. 

 However, there were alternatives to free choice fee for service, and there was 

evidence that they were more efficient than the traditional model.  Perhaps the most 

important was Prepaid Group Practice (PGP).  A group of physicians, working 

together, agree to provide comprehensive health care services, for a fixed prospective per 

capita payment, to a defined population of members who have enrolled as the result of a 

free choice.5  This model has many advantages and potentials, to which I will return later, 

not the least of which is that it aligned the incentives of providers with the needs of their 

patients for high quality affordable care.  

                                                 
5 A.C.Enthoven and L.A. Tollen, Toward a 21st Century Health System: The Contributions and Promise of 
Prepaid Group Practice,” Jossey Bass, San Francisco 2004. 



 4

To compete with Prepaid Group Practice, doctors in traditional practice created the 

Individual Practice Association (IPA).  In an IPA, the physician continues to practice in 

his or her office on a fee-for-service basis.  The Association agrees to provide, or arrange, 

comprehensive health services for an enrolled population largely for a fixed prospective 

periodic per capita payment. To reconcile fee-for-service with the fixed payments, the 

physicians agree to a fee schedule, to peer review of the appropriateness of services, to 

various peer-created cost controls, and to some financial risk.  

 Also, there were the beginnings of Capitated Primary Care Networks (CPCN), in 

which members agreed to get all their specialty care only on referral by their primary care 

physician (PCP) gatekeepers.   The PCPs received per capita payments for being the PCP 

and for all primary care services and they shared in the risk for specialist and hospital 

services.6   

Finally, there were the beginnings of Network (HMOs) that linked together multi-

specialty group practices that contracted on the basis of per capita prepayment. There was 

evidence that multi-specialty group practices hospitalized their patients much less than 

the traditional model.7  

So in all four of these models, we had some provider accountability for cost, and 

significant deviation from the traditional model. I refer to the large multi specialty group 

practices that accept responsibility for delivering or arranging comprehensive services 

with some per capita prepayment as “Integrated Delivery Systems” (IDS). 

For the PGPs and IPAs to be allowed to compete for individual employee choices, the 

Congress had to pass a law, the Health Maintenance Organization (HMO) Act,8 

mandating that employers offer them and overriding state laws to the contrary. This 

provision of the law was allowed to lapse in the 1980s. 

 In all these cases, someone, usually the primary care physician, accepted 

responsibility for coordinating the patient’s care and most doctors had some incentive, 

however weak in some cases, to control expenditures. In all these cases, delivery systems 

                                                 
6 A.C. Enthoven, Health Plan, Beard Books, Washington DC, 2002. 
7  A. Scitovsky and L. Benham, and N. McCall, “Use of Hospital Services Under Two Prepaid Plans, 
Medical Care, 18:1 (January 1980): 30-41.  M.Corbin and A. Krute, “Some Aspects of Medicare 
Experience with Group Practice Prepayment Plans,”  Social Security Bulletin, March 1975, 3-11. F.T. 
Nobrega, et.al. “Hospital Use in a fee for service System, Journal of the American Medical Association 
247: 806-810, 1982. 
8 Signed by President Nixon in 1973.  
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were being created that could compete with the traditional non-system. The important 

thing about them was the delivery system, not the insurance carrier, because the delivery 

system is where the outcomes are determined and most of the money is spent.  

 In 1976, Jimmy Carter, in his campaign for President, promised to bring us 

universal health insurance, and his administration retained me to develop a concept and a 

plan for how to do this. (Carter had not the faintest idea what fulfilling his promise would 

entail.) The main thing that I had in mind was to open up the market to the alternative 

delivery systems, including new models not yet invented, a market in which consumers 

would be fully cost-conscious at the margin, and then to let consumer choice drive the 

inflationary traditional model to a small enough share that employers and governments 

could base their payments on the premiums of the competing alternative models.  

 A key part of this plan was individual, responsible (i.e. cost conscious) choice of 

health care financing and delivery plan.  Understandably, people want to be able to 

choose their own doctor, especially their primary care physician. But a key feature in 

these alternative systems, or any system that can be efficient, is that the system selects 

doctors.  So the individual must be permitted to select his system of care, and pick one in 

which he can find a doctor he likes.  In the 1990s, American employers lost sight of that 

very important principle, and they assigned many people to HMOs, some good and some 

not, and they brought on the anti-managed care backlash.9   

There were at least two large-scale, well established and successful employment- 

based health insurance systems that did offer choices, with some individual responsibility 

for costs: the Federal Employees’ Health Benefits Program (FEHBP) and the California 

state Public Employees Retirement System (CalPERS). Some other states also did this for 

their employees. The alternative delivery systems did very well in these employee-

                                                 
9 The term “HMO” came to be applied to any insurance arrangement that covered comprehensive care 
services with limited copayments by the patients, and that accepted responsibility to arrange delivery of the 
services.  Some of them were traditional insurance companies, “Carrier HMOs” and some were based on 
multi specialty group practices, “Delivery System HMOs.” Good ones emphasized improving the quality of 
care and service; “not good” ones did not organize care delivery and emphasized restrictions on services to 
save money.  For information on the backlash, see “The Managed Care Backlash and the Task Force in 
California,” Health Affairs 17:4, July/August 1998, 95-110. 
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insurance systems, and these models demonstrated that multiple choice at the individual 

level was feasible.10     

What Happened to Consumer Choice Health Plan in America? 

 

 What happened to Consumer Choice Health Plan?  Some politicians embraced it 

and introduced legislation to enact it.11  The Clintons appeared to embrace the ideas, but 

they didn’t trust markets, and they produced (without Congressional participation) an 

extremely complex bill that had in it, among other defects, federal price controls on what 

the health insurance plans could charge.12 Also, they produced an all-encompassing 

1342-page bill that addressed practically all the problems in health care, at a time when a 

more incremental approach would have been more understandable and acceptable. 

 I coined the term “managed competition” 13 and tried to adapt the ideas to the 

employment-based setting.  In the early 1990s, Stanford University adopted the principles 

of managed competition14 soon followed by the University of California.  Now, 75% of 

Stanford Employees and 81% of University of California employees have chosen HMOs 

based on multi-specialty group practices, either Kaiser Permanente, the leading PGP, or 

network models. Ten years later, Wells Fargo and Hewlett-Packard adopted the same 

ideas, and 78% of Wells Fargo’s California employees have chosen HMOs.  

 But most employers do not offer cost-conscious individual choice. And the 

insurance industry continues to oppose individual choice within groups. One survey 

reported that 77% of employed insured Americans were offered a single carrier.15 Of 

those offered a choice, in most cases, the employer pays systematically more on behalf of 

plans with higher premiums. A frequent policy is to pay 80-100% of the premium of the 

plan of the employee’s choice. It is often the case that Unions have bargained 

                                                 
10 They did not have risk-adjustment in those days and that led to some spirals of adverse selection. I 
described the need for and a concept for risk adjustment in my 1978 articles.   
11 Congressmen Richard Gephardt and David Stockman circa. 1980. 
12 A.C.Enthoven and S.J. Singer, “The Clinton Health Plan: A Single Payer System in Jackson Hole 
Clothing,” Health Affairs, 13:81-95, Spring 1994. 
13 A.C.Enthoven, “The History and Principles of Managed Competition,” Health Affairs 12:24-48, 
Supplement 1993. also Theory and Practice of Managed Competition in Health Care Finance, The 
Professor Dr. F. deVries Lectures in Economics, North Holland 1988. 
14 A.C. Enthoven and B. Talbott, “Stanford University’s Experience with Managed Competition,” Health 
Affairs 23:6;  136-140, November December 2004. 
15 M.S. Marquis and S.H. Long, “Trends in Managed Care and Managed Competition, 1993-1997,” Health 
Affairs 18:6;75-88, November/December 1999. 
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successfully for 100% payment. Another survey found that in the 500 largest companies 

in the USA, less than 10% of employees face a choice of insurance company and a fixed 

dollar contribution.16  

 Risk adjustment has spread slowly in the private sector. The Federal 

government’s Medicare program now uses risk adjustment for its participating HMO 

plans. But the Federal Employees Plan and the California Public Employees do not risk-

adjust premiums.  The University of California risk adjusts based on pharmacy data and 

we are phasing it in at Stanford.  

 So understanding and acceptance of managed competition has not spread widely. 

The United States is still very far from universal health insurance based on regulated 

competition in the private sector. We are far behind the Dutch. In fact, we appear to be 

locked into an unsustainable path on which National health expenditures (NHE) grow 

about 2.5 percentage points faster per year than the GDP.  National health expenditures 

reached 16% of GDP in 2004 and the government’s actuaries predict that we will reach 

20% by 2015.17 Compared to other countries, our health expenditures are running out of 

control.18 One consequence of that is that we now have about 47 million without health 

insurance, as health insurance prices itself out of the market.19 In addition, we have 

numerous quality failures.20 

 The main barrier to progress in creating competition is, ironically, the private 

sector employers. Employers, acting individually, or collectively, or in concert with 

government, have been unable to conceive and execute any strategy to address effectively 

the problem of unsustainable expenditure growth. Employers have not been able to create 

competition in the market so that more efficient delivery systems can emerge and 

compete and take market share from the traditional model that still accounts for most of 

                                                 
16 J. Maxwell and P. Temin, “Managed Competition versus Industrial Purchasing of Health Care among the 
Fortune 500,” Journal of Health Politics, Policy and Law, 27: 1; 5-30, 2002.  
17 C. Borger, et.al. “Health Spending Projections Through 2015: Changes on the Horizon,” Health Affairs 
Web Exclusive 22 February 2006. 
18 G.F.Anderson, et.al. “Health Care Spending and Use of Information Technology in OECD Countries,” 
Health Affairs 25:3, May/June 2006 819-831. 
19 U.S.Census Bureau, Income, Poverty, and Health Insurance Coverage in the United States:2005, U.S. 
Government Printing Office, Washington D.C.2006, Current Population Reports, P60-231.  The document 
reports that 46.6 million Americans went all year with no health insurance in 2005. 
20 Institute of Medicine of the National Academy of Sciences,  To Err is Human, Washington D.C. 2001 
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health care delivery.21 Alternative delivery systems are not allowed to market their 

superior efficiency in the form of lower premiums.  The great diversity of interests, 

circumstances and views about health insurance among employers, plus their short-term 

orientation, precludes collective action to create a market open to competition from 

efficient systems.  The employment-based model assigns to employers the role of 

managers of health insurance purchasing, which is not their core competence. While 

unions are a small and declining share of the American work force, they are strong in 

some places and have enforced the cost-unconscious model.  

 What about the future?  The picture is not encouraging.  The Bush Administration 

and the Congress have chosen to pursue a policy of creating tax incentives to encourage 

people to accept health insurance policies with high deductibles, such as in the range of 

$1,000 to $2,500.  The idea is to create financial incentives for people to make cost 

conscious choices at the level of individual services and to induce them to stay away 

from the doctor, if possible. This policy will fail, primarily for two reasons. 

  First, health expenditures are very concentrated on relatively few people. The 

20% who account for the most spending in a given year account for 80% of the total. 22  

In 2002, a patient qualified for the top 20 per cent if expenses on his behalf exceeded 

$3,219.  Thus, an even higher than 80% share of spending will be beyond the deductibles 

if they are set at $2500 or below. So for the great majority of expenditures, these 

deductibles will provide no incentive to moderate spending.  

The second reason is that about 83% of health expenditures are on the 133 million 

Americans who have one or more chronic conditions. Most of these people, plus others 

(such as those hospitalized early in the year, or anticipating elective surgery or pregnancy 

and delivery) will have good reason to expect they will exceed their deductibles, so that 

the expected marginal cost of more services will be near zero even from the first dollar. 

Most of those with chronic disease should not be kept away from the health care system.  

They should be encouraged, strongly, to contact their health care providers and receive 

disease management services. The incidence of obesity among American adults now 

                                                 
21 I count here people covered through preferred provider insurance or “PPOs” as a minimal variation on 
the traditional model.  PPO care is fragmented, uncoordinated, accountable only for prices charged, fee for 
service. 
22 Agency for Health Research and Quality (AHRQ) Research in Action Issue 19, AHRQ Publication 06-
0060, Washington D.C. 2006 
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exceeds 30%, and these people must be urged by their doctors to modify their diets and 

lifestyles, and, supported by their health care delivery systems, lose weight. Our present 

traditional health care delivery non-system is oriented to treatment of acute episodes of 

care, and not to the promotion and maintenance of health and management of chronic 

conditions.  

 I see two thin rays of hope.  First, there is still some interest in market-based 

universal health insurance, and it is conceivable that failure of the Bush policies and 

disillusionment with all the superficial reforms that have been tried will lead people to 

consider more fundamental change. For example, the State of Wisconsin has been losing 

jobs, and there is growing concern about how health care costs are contributing to this. A 

group of citizens and legislators there is creating and discussing The Wisconsin Health 

Plan23, a model of universal health insurance for all its citizens. Under the proposal, a 

special payroll tax would be enacted and its proceeds would be translated into “Health 

Insurance Premium Credits”, fixed-dollar amounts available for use by every resident, 

only to purchase insurance through the Private Health Insurance Purchasing Corporation, 

and sufficient to pay for enrollment in the low priced plan in the system. The Purchasing 

Corporation is an exchange that will do risk adjustment and market health insurance to all 

individuals in the state. It is a good managed competition model.  It would make more 

sense for the Federal Government to create universal health insurance for the whole 

country because it controls such a high proportion of the health care money, and all 

Americans ought to have health insurance, but our Federal Government is now frozen in 

a partisan impasse, and since the Clinton plan crashed and burned, no politician is willing 

even to mention the idea of comprehensive reform. However, individual states may show 

the way. In Canada, the Province of Saskatchewan introduced universal health insurance 

before the Federal Government did. 

 The second ray of hope is that Prepaid Group Practices, particularly Kaiser 

Permanente, continue to improve and to grow, and to demonstrate solutions to the 

problems of poor quality and fragmentation of health care that beset the rest of our health 

care system. They do it through incentives alignment, organization and a culture of 

teamwork and service to patients. 

                                                 
23 See www.wisconsinhealthproject.org 
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HEALTH CARE REFORMS IN THE NETHERLANDS 

 

 First, let me offer my enthusiastic congratulations on the Dutch people on their 

achievement of universal mandatory private health insurance based on regulated 

competition in the private sector. Congratulations on creating the original vision reflected 

in the Dekker report, and then, through research and education, developing and sustaining 

the vision over 17 years.  I am very impressed that enough Dutch people understand 

enough Health Economics to make that possible. That is a tribute to the quality and 

effectiveness of Dutch health economists as educators.   I am also impressed that you can 

sustain a rational policy development process over so many years, and with changes in 

political party control in Parliament. 

 You are in the lead in implementing National Health Insurance based on regulated 

competition in the private sector. 

Congratulations also on identifying the preconditions for competition, the need 

for risk adjustment, for a language for defining units of production, the diagnosis-

treatment-combinations, and consumer information, and doing the hard work to develop 

workable solutions.  Again, as far as I can tell, the Dutch are in the lead. 

Of course, competition among health insurers, as such, is not the goal. That can 

lead to improved customer service. But insurers spend only a comparatively small part of 

the total cost of health insurance on their own operations.  They deliver the money, but 

they do not deliver the care.  Most of the money is spent on and by the delivery system, 

and that is where the outcomes are determined.   

So the next important next step for you is to think creatively about how the 

competing insurers can get traction with the delivery system and lead it in the direction of 

higher quality and value for money. (Higher quality and lower cost often go together, as 

in the cases, for example, of improvement of the outpatient treatment of chronic 

conditions to reduce the need for acute hospitalization,24 and the case of reducing errors 

                                                 
24 See A B Bindman, et.al. “The Impact of Medicaid Managed Care on Hospitalizations for Ambulatory 
Sensitive Diagnoses,” Health Services Research 40:1 (2005)19-38. 
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of commission—wrong drug doses25—or omission, such as forgetting to prescribe beta-

blockers to heart attack patients, errors that research is showing are very frequent in the 

USA.)26 

So the next step is to explore how competing insurers can engage doctors and 

hospitals in the creation of efficient and improving health care delivery systems. 

How might this happen? The path has been very well delineated by Professor van 

de Ven in his 1996 article on Market-Oriented Health Care Reforms: Trends and Future 

Options27 where he explains  “…the third-party purchasers could start to concentrate on 

the contracts with the primary care physicians. Contracts with other providers (specialist 

care and institutional care) could then be a natural complement to these contracts and 

could in fact be supportive to the conditions agreed upon in the contracts between the 

purchaser and the primary care physicians.  Coordinated care contracts between third-

party purchasers and the consumer of care could provide the consumer with monetary 

incentives to go to efficient providers.”  I think he is exactly right.  I can elaborate on his 

statement, but I cannot improve on it. 

One of the first things for insurers to do would be to build systems of outpatient 

primary care centers.  They should screen their insured members for chronic conditions 

and create the infrastructure (nurses, diagnostic tests, dieticians) to manage chronic 

conditions optimally using evidence-based practice guidelines, and supported by the 

latest and best in Health Information Technology (HIT), with systems for electronic 

health records and computerized caregiver support tools, like the EPIC system that Kaiser 

Permanente and the Palo Alto Medical Foundation are rolling out in California and many 

other large multi-specialty group practices are doing across America.28  The ability to 

review one’s own health records through the Internet and to consult with one’s physicians 

                                                 
25 The Institute of Medicine of the National Academy of Sciences July 2006 Report, Preventing Medication 
Errors (Washington D.C. 2006) found, for example, that “When all types of errors are taken into account, a 
hospital patient can expect on average to be subjected to more than one medication error each day.”  
“…there are at least i.5 million [adverse drug events] that occur in the United States each year. The true 
number may be much higher.” 
26 E.A.McGlynn, et.al. “The Quality of Health Care Delivered to Adults in the United States,” New 
England Journal of Medicine 348:26, June 26, 2003, 2635-2645. 
27 W.P.P.M. van de Ven, “Market-Oriented Health Care Reforms:Trends and Future Options,” Soc. 
Sci.Med. 43:5, pp. 655-666, 1996. 
28 G.C. Halvorson, “Epilogue: Prepaid Group Practice and Computerized Caregiver Support Tools, pp. 247-
264 in A. C. Enthoven and L.A. Tollen, Toward a 21st Century Health System, op.cit. 
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through secure email is a big plus for patients. Insurers should establish standards for 

excellent customer service such as guaranteed same-day appointments and electronic 

appointment scheduling. With good electronic records, they should be able to eliminate 

what Tony Blair called “The clip board problem,” that people have to fill out long forms 

repeatedly.  In fact, patients should be able to register on line.  Insurers should seek to 

share risk for the total cost of care in such a way as to reward the primary care physicians 

for working more effectively to reduce patients’ need for hospital.  Insurers could make 

their primary care centers preferred providers for the patients they insure and give them 

secure access to their electronic health records and to secure email communications with 

their doctors. (Email can reduce the demand for doctor visits and improve patient 

satisfaction.) As these centers prove themselves, insurers can gradually increase the 

incentives for the people they insure to use them.  

Insurers can, if they have not already done so, require hospitals to submit 

electronic information for the patients’ comprehensive records, and make compliance 

with that a condition of payment. (Part of the idea would be to capture diagnostic test 

results to help avoid duplication.) 

An important thing for insurers to do is to create and compile patient-reported 

outcome measures so that patients can have a way of knowing whether doctors are 

producing satisfactory outcomes.29 

As a next step, as van deVen has suggested, insurers could bring into their centers 

office-based secondary care specialists such as dermatologists, opthalmologists, 

cardiologists, etc. so that their patients can enjoy “one stop shopping” and so the primary 

care physicians can enjoy the educational benefits of collaboration with specialists. Some 

American systems use “circuit riders” who regularly visit  each of several centers on a 

planned day of the week (“Tuesday morning there is Dermatology in Delft.”) so people 

could have scheduled specialty care at a location convenient to where they live or work. 

Such a process of expansion of risk sharing and also internalization of specialists 

could gradually build something resembling a Prepaid Group Practice, with all the 

advantages of coordination, integration, and incentives alignment that they offer.  The 

Netherlands has the population to support several such systems. 

                                                 
29 The University of York, “Health Policy Matters,” Issue 9, March 2004 
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Insurers interested in following this route might do well to seek advice from 

successful American Prepaid Group Practices.30  

An efficient and effective delivery system is an important and worthwhile goal.  

But it will not be simple or easy.   

In this context, I would like to offer some advice to insurers based on American 

experience, both successes and failures.  First, insurers’ core business competence is not 

likely to include management and development of health care delivery systems. It 

probably does not include strength in customer service in health care. Their 

organizational culture may be poorly suited to this new kind of business. For example, 

the leading for profit commercial insurance companies in the U.S.A. refer to money spent 

on health services as “medical losses” rather than “health services delivered to members.” 

In dealing with physicians, insurers should always remember that physicians are 

professionals, meaning that they have strong loyalties to the principles, values and 

standards of their profession, including putting the health of their patients first.  Many of 

our insurance companies had a hard time learning or understanding this.  Some of them 

aren’t there yet. Insurance companies must treat physicians with respect.  They should 

remember that people care much more about their doctors than they care about their 

insurance companies.  Seek to partner with doctors in arrangements that are mutually 

advantageous and that appeal to their professional values (such as keeping people well 

and keeping care affordable).  Do not make the grievous error that some American 

insurance companies made when they tried to push doctors around and tried to tell them 

how to practice medicine.  Any successful insurer/delivery system combination must win 

the loyalty, commitment, and responsible participation of doctors. So the insurer partner 

should deal with doctors transparently and fairly.   

The culture of some American insurance companies had a very long way to go to 

adapt to the age of managed care.  Some American insurance companies went so far as to 

hire physicians as CEOs as well as in other key positions. Medical directors became 

important executives.  Some successful entrepreneurial health insurance companies were 

created by physicians.   

The Future 

                                                 
30 For example, Kaiser Permanente International provides advice. Contact molly.porter@kp.org. 
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 Where might this all lead?  All of the economically advanced countries are facing 

a combination of: 

• Expanding technological possibilities for medical care to improve the length and 

quality of our lives, increasing medical expenditures, and the desires of patients and their 

families to have access to them; 

• Rising consumer demands for convenient, user-friendly, patient-centered health 

care services; 

• High and rising error rates as knowledge expands and complexity of choices and 

technologies increases. 

 

Most countries will be seeking systematic solutions to these problems. We will all 

need what apparently only competing integrated delivery systems can give us.  

Here is a list of things that we need them to do to improve quality and cut cost: 

1. Emphasize primary care, disease prevention, and early detection and treatment, 

practices that would generate positive externalities for whole societies. Improve care 

management for chronic disease; train and deploy teams of non-physicians for this work. 

2. Create knowledge management institutions like Minnesota’s Institute for Clinical 

Systems Improvement and Kaiser Permanente’s Care Management Institute that form 

teams of physicians and researchers to translate science into up to date clinical practice 

guidelines.31 Guidelines need to be developed with the participation of practicing 

physicians, with multi-specialty perspectives to avoid over emphasis on any one 

specialty, and to give appropriate attention to finding less costly ways to produce the 

same outcomes. This is a costly endeavor. Unless there are quite large organizations 

attempting it, the costs probably must be spread over several organizations as they are in 

Minnesota. Perhaps Dutch insurers could sponsor a joint venture. 

3. Select and train physicians and other health professionals for quality and 

willingness to work in teams.  Have programs to be sure they are proficient, well 

informed and up to date. Train non-physician personnel to maximize the services they 

can perform appropriately, reserving physicians for where they are needed. Deploy health 

                                                 
31 The Veterans Health Administration has created its “Quality Enhancement Research Initiative.” The 
Institute of Medicine of the National Academy of Sciences, Crossing the Quality Chasm, Washington DC 
2001 p. 97. 
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professionals in the appropriate numbers and specialties needed to care for enrolled 

populations. Pay physicians salaries and bonuses based on measured patient satisfaction, 

indicators of productivity, quality, and teamwork, in order to align provider incentives 

with the interests of patients in high quality affordable care. 

4. Deploy health information technology (HIT).  Use it for electronic medical 

records, with diagnostic test results and procedures recorded and conveniently available 

for every doctor so that the doctor caring for a patient has a complete picture of the 

patient’s medical history before seeing the patient. Also, use IT to create convenient 

caregiver support tools such as reminders, alerts, and summaries of relevant guidelines, 

so that the value of each encounter can be maximized.32 

5. Continually evaluate and redesign work processes to improve efficiency and take 

full advantage of IT.  It is worth noting that the Integrated Delivery Systems in America 

are far ahead of the solo practice sector in the deployment of HIT.33 It will be far more 

difficult for solo doctors to have comprehensive patient records because they have not 

generated the capital, and they lack a business case for it because they do not share in 

responsibility for total system cost and quality.  

6. Concentrate complex procedures in regional centers of excellence.  Delivery 

systems may create their own centers, or sub contract the work to centers outside their 

systems, based on rational “make-buy” calculations. 

7. Evaluate new technologies and use them where beneficial to patients, not 

otherwise. Back off of “flat of the curve” medicine, that is practices in which the 

marginal benefit in health outcomes is very small relative to the cost.  There can be little 

doubt that today there is a great deal of “flat of the curve” medicine in American 

medicine today.34 35  

                                                 
32 G.C. Halvorson .  op.cit. 
33 Shortell,S.and Schmittdiel J. “Prepaid Groups and Organized Delivery Systems: Promise, Performance, 
and Potential,”  in Enthoven and Tollen op.cit. 
34 E S  Fisher , D E Wennberg  et.al. “The implications of Regional Variations in Medicare Spending: Part 
1: The Content, Quality, and Accessibility of Care,” and Part 2: Health Outcomes and Satisfaction with 
Care.” Annals of Internal Medicine, Feb 18, 2003 , 273-351. 
35 David Eddy documented an example in which Kaiser Permanente, in Southern California, developed 
guidelines to identify patients who really needed low osmolality contrast agents, so that they could stop 
using them on most patients who didn’t need them. Eddy, DM, Clinical Decision Making: From Theory to 
Practice, Jones and Bartlett Publishers, Sudbury ,MA, 1996. Chapter 22 “Applying Cost-effectiveness 
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8. Practice Continuous Quality Improvement 36 to review and redesign care 

processes and to innovate with better practices.37  

9. Integrate services through the continuum of care, at home, the doctor’s office, and 

the hospital inpatient and outpatient settings.  Deliver care in the least costly appropriate 

setting, considering total system costs, not just costs and revenues associated with one 

setting.  Integrated delivery systems can engage such planning in a way that is impossible 

for disaggregated providers.  Also in the IDS, resources can be transferred smoothly from 

one setting to another within the system’s total budget.  An important source of efficiency 

gain is the alignment of physician and hospital incentives, all oriented to the best total 

results.  

 

I believe that well-structured competition in the private sector is the only institution 

known to mankind that can move quickly with such innovations, and motivate and 

sustain such a process of continuous improvement.  This makes consumer choice of 

health plan definitely the right choice.  I hope that I do not disappoint you by saying you 

still have considerable work ahead of you to transform your present success with 

insurance into effective, competitive, ever improving health care delivery systems. 

 

 

 

                                                                                                                                                       

 

  

  

  

 

 

                                                                                                                                                 
Analysis, pp. 199-218. A similar process took place for Cox-2 inhibitors. Kaiser Permanente used them 
sparingly and also followed the Cox-2 patients.  
36 D Berwick  and S Jain “ Systems and Results: The Basis for Quality Care in Prepaid Group Practice” in 
Enthoven and Tollen op.cit. 
37 A C Enthoven AC and V Keston . “Total Hip Replacement: A Case History of Improving Quality While 
Reducing Cost,” Health Care Management Review 23:1. Winter 1998, 7-17. 


