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THE UNITED STATES FACES AN AC-
celerating demand for medi-
cal services due to new quality-
enhancing but cost-increasing

drugs and devices, an ever-broaden-
ing social definition of health, and an
ever more informed and assertive con-
sumer. Despite unprecedented pros-
perity, the nation lacks the economic
resources to finance all services that
would provide some benefit to some pa-
tient. The setting of social priorities and
balancing of competing claims is im-
perative. The fundamental question
concerns where and by whom these dif-
ficult decisions will be made. Five can-
didates present themselves: govern-
ment, employers, insurers, physicians,
and consumers. Each has serious limi-
tations as arbitrator of who should get
what, yet of necessity one must be as-
signed the role.

Most industrialized nations rely on
public sector institutions to allocate
scarce resources through a combina-
tion of capacity limits and price con-
trols, but the United States appears no
closer to embracing this approach to-
day than in the past. The indelible po-
litical lesson of the past decade has been
that initiatives to control health care
costs lose votes, while initiatives that
increase costs, through expansions of
coverage, benefits, and access, win
votes. During the same decade, em-
ployers, insurers, and some physician
organizations developed managed care
as a private sector alternative to gov-
ernmental regulation. The managed
care system has achieved considerable
economic success but has proven it-
self a cultural and political failure, un-

leashing a reaction against narrow phy-
sician panels, “gatekeeping,” utilization
review, and capitation. Employers, in-
surers, and physician organizations now
are renouncing managed care func-
tions and seeking new missions as en-
tities that inform, structure, and sup-
port consumer choice.

This article examines the retreat of
employers, insurers, and physicians and
the emergence of the consumer as the
central decision maker in US health
care. A consumer-centered health care
system will have incomplete informa-
tion on quality, inadequate spreading
of insurance risk, and insufficient fi-
nancial subsidies for the poor. Some ob-
servers thus argue that the resurgence
of health care inflation, coupled with
an economic recession, will bring the
public and the private sectors back into
the central role they now abandon. But
the transition to health care consum-
erism builds on deeper social trends, in-
cluding the widespread distrust of big

government and big business, the in-
creasing diversity in health-related at-
titudes and preferences, and the emer-
gence of Internet technology as a source
of information, entropy, and acceler-
ating change.

RETREAT OF THE CARE
MANAGERS
Employers

Employers entered into the financing of
health benefits by historical accident and
remained to purchase employee loy-
alty with pretax dollars.1 When con-
fronted with the explosion in insur-
ance premiums, they shifted their
contracts and herded their employees
into managed care. This strategy
achieved short-term gains, with an un-
precedented slowdown in cost infla-

Author Affiliation: School of Public Health, Univer-
sity of California, Berkeley.
Corresponding Author and Reprints: James C. Rob-
inson, PhD, School of Public Health, University of Cali-
forn ia , Berke ley, CA 94720-7360 (e-mai l :
jamie@socrates.berkeley.edu).

Managed care embodies an effort by employers, the insurance industry, and
some elements of the medical profession to establish priorities and decide
who gets what from the health care system. After a turbulent decade of trial
and error, that experiment can be characterized as an economic success but
a political failure. The strategy of giving with one hand while taking away
with the other, of offering comprehensive benefits while restricting access
through utilization review, has infuriated everyone involved. The protago-
nists of managed care now are in full retreat, broadening physician panels,
removing restrictions, and reverting to fee-for-service payment. Govern-
mental entities are avoiding politically volatile initiatives to balance limited
resources and unlimited expectations. By default, if not by design, the con-
sumer is emerging as the locus of priority setting in health care. The shift to
consumerism is driven by a widespread skepticism of governmental, corpo-
rate, and professional dominance; unprecedented economic prosperity that
reduces social tolerance for interference with individual autonomy; and the
Internet technology revolution, which broadens access to information and
facilitates the mass customization of insurance and delivery.
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tion during the 1990s,2 but has caused
deep damage to the workplace social
compact. Although economists main-
tain that employer contributions to
health insurance would have been added
to wages and salaries,3 employees view
insurance contributions as a supple-
ment to, rather than a substitute for, cash
compensation. The advantages pro-
duced by managed care, in the form of
lower medical inflation, were per-
ceived as accruing to employers, while
the disadvantages, in the form of re-
stricted access, accrued to employees.
Employers now purchase ever less em-
ployee satisfaction at an ever-growing
price and face a threatening wave of liti-
gation if corporate benefit programs, as
well as the insurance firms that admin-
ister them, are judged liable for the
adverse health consequences of cost-
cutting initiatives.

A tight labor market promotes cau-
tion and impedes initiative among cor-
porate health benefit managers, but the
trend in attitudes is clear. Employers are
retreating from managed care con-
straints while simultaneously restrict-
ing coverage and benefits. Enrollment
is shifting from tightly managed health
maintenance organization (HMO)
products to lightly managed alterna-
tives, and even HMOs are relaxing gate-
keeper, utilization review, and other
hallmark functions under pressure from
their customers. Employees are being
asked to pay a greater share of the health
insurance premium, with the conse-
quent rise in the number of individu-
als who are offered but decline employ-
ment-based coverage.4 The increase in
co-payments and benefit exclusions was
muffled by the imperative to retain em-
ployees, but many firms are waiting for
a loosening of labor market condi-
tions to increase cost-sharing and
reduce benefits.

More important than any short-
term restructuring of premiums or
copayments is the change from a pa-
ternalistic corporate culture to one that
defines itself as supporting rather than
restricting employee choice. This shift
has been most visible in the evolution
from defined benefit to defined contri-

bution pension plans, where most pri-
vate corporations now contribute a
specified monthly sum to tax-favored
retirement accounts that are con-
trolled by individual employees rather
than by the firm.5 The advent of Inter-
net technology has accelerated a move
toward the contracting of human re-
sources functions to other companies,
consistent with the business mantra to
focus on core competencies and out-
source everything else. Investment ana-
lysts and human resource managers
now are abuzz with discussions on how
and when, rather than whether, to ap-
ply similar principles to health insur-
ance benefits.6-8 While many employ-
ers remain committed to funding health
insurance, as they remain committed
to funding pensions, the trend is to of-
fer information, options, and partial fi-
nancial support, but to otherwise get
out of the decision-making position in
health care.

Insurers
The managed care industry is the con-
fluence of several distinct sectors, in-
cluding commercial indemnity carri-
ers, prepaid group practices, and the
BlueCross/BlueShield plans. Years of
mergers and acquisitions have churned
these once distinct entities into large and
diversified conglomerates that offer mul-
tiple products across multiple states to
multiple customer segments.9 Some em-
braced the role of managing care, ac-
cepting a predefined capitation budget
for a predefined enrollee population and
establishing criteria for allocating re-
sources and evaluating medical neces-
sity. Plans that could not develop phy-
sician networks, negotiate prices, and
review utilization either sold out or lost
market share to those that could. For a
moment it seemed that insurer-based
managed care was the US route to es-
tablishing priorities and balancing trade-
offs in health care.

The market success of managed care,
measured most commonly through the
rising enrollment in HMO products, ul-
timately proved to be its undoing. Once
the consumer and physician backlash
against managed care began, it quickly

swirled into an unstoppable political
tornado, reaching its peak perhaps in
the recent presidential campaign, dur-
ing which one candidate accused his op-
ponent of herding elderly persons into
private HMOs while the other coun-
tered that his opponent was herding
them into public HMOs. The funda-
mental flaw of managed care, in retro-
spect, was that it sought to navigate the
tensions between limited resources and
unlimited expectations without ex-
plaining exactly how it was so doing.
Enrollees were offered comprehen-
sive benefit coverage with only mini-
mal co-payments, which they inter-
preted as a promise of unrestrained
access to all relevant services. Man-
aged care proposed to control costs
behind the scenes, through volume
price discounts from physicians, gate-
keeper restraints on specialty consul-
tations, drug formularies, prior autho-
rization of tests and admissions, and
retrospective denial of payment for un-
necessary services.10 Consumers expe-
rienced managed care’s cost-control
strategy in the form of barriers to ac-
cess, administrative complexity, and the
well-articulated frustration of their car-
egivers. Controlling health care costs
behind the scenes is difficult even in the
most propitious circumstances; it be-
came volatile in the context of reports
of excessive profits, bureaucratic hassle,
and exorbitant executive earnings.

Proponents of managed care may
win some of the legislative and judicial
battles, but clearly they have lost the
war. The largest firms in the health
insurance industry, and especially the
investor-owned corporations, have
lost the will to fight against US popu-
lar culture and political institutions.
Investment analysts are downgrading
stocks of firms that persist with nar-
row networks and capitation, while
promoting stocks of those that offer
the broadest panels with the least utili-
zation review.11-13 They note that the
core function of an insurance firm is
to predict cost trends and establish
premiums accordingly, not to accept
the prices offered by purchasers and
seek to hold expenditures beneath
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those limits. In the short run, health
plans are outrunning costs by raising
premiums. In the long run, they are
hoping to redefine themselves as enti-
ties that structure and support choices
for individuals, offering information
on coverage and quality, Web-enabled
decision support tools, and actuarially
fair prices for each choice.14 Hereto-
fore, managed care organizations
rarely have managed care but mostly
have managed costs. Henceforth, they
will not even manage costs but only
analyze, explain, and pass those costs
on to the consumer.

Physicians
Historically, physicians and hospitals
have served as social agents for the in-
crease in health care expenditures, add-
ing capacity, technology, and services
in pursuit of higher incomes and bet-
ter clinical outcomes. During the past
decade, a variety of medical groups,
hospital systems, and physician-
hospital entities emerged with a goal of
managing the cost as well as the qual-
ity of care.15,16 They have combined pri-
mary, specialty, hospital, and ancil-
lary services; have been paid through
global or professional services capita-
tion; and have been delegated author-
ity for managed care functions, such
as credentialing, utilization review,
and claims processing. Many have in-
terpreted themselves as the natural
locus for clinical and financial respon-
sibility, in marked contrast with gov-
ernmental, employer, or insurance
entities.

Some physician and hospital organi-
zations have gained prominent posi-
tions in their local communities, but
many others have foundered under the
difficulties inherent in governing com-
plex organizations and managing capi-
tation payment. Attempts to expand pa-
tient volume through price cutting
pulled revenues below costs; the con-
version of self-employed physicians into
salaried employees undermined pro-
ductivity; the amalgamation of pri-
mary, specialty, and institutional phy-
sicians stimulated factionalism; the mix
of professional, administrative, and

community cultures enfeebled gover-
nance. The once rising tide of inte-
grated health care now is ebbing; as
medical groups retrench, the physi-
cian practice management firms are de-
claring bankruptcy, and physician-
hospital organizations are breaking into
their component pieces.17,18 Physician
organizations are retreating from global
capitation to partial capitation, case
rates, or fee-for-service; are renounc-
ing or losing authority for utilization
review and claims processing; and are
quietly abandoning the rhetoric of dis-
intermediating the health insurance
plans.19

No one can predict the future orga-
nizational and payment structures for
physicians and hospitals, but it ap-
pears probable that the structures will
lie on some point intermediate be-
tween vertical integration and global
capitation, on the one hand, and solo
practice and fee-for-service, on the
other. The key point for current pur-
poses is that most physicians and hos-
pitals no longer aspire to the dual role
of agent for society and for the indi-
vidual patient, for managing costs as
well as quality. Physicians want to be
on the side of their patients, advocat-
ing for more resources and better qual-
ity, rather than taking on the social re-
sponsibility for comparing costs and
benefits in a complex and volatile en-
vironment.

POLITICAL RISK AVERSION
Enthusiasm in political circles for dis-
ciplining the health care system has
waxed and waned over the years, but
now is at nadir. Control over health care
costs requires 1 or more of 3 equally
unattractive initiatives. Elected politi-
cians and their administrative appoin-
tees must impose limits on the profes-
sional, institutional, and technological
capacity of the delivery system, limits
on the prices paid to physicians, hos-
pitals, and pharmaceutical manufac-
turers, or limits on which specific ser-
vices physicians can offer to which
specific patients. Each of these strate-
gies requires saying no to socially influ-
ential interests.

The first strategy would require
explicit reductions in how many medi-
cal specialists are trained, how many
inpatient facilities are authorized, and
how many clinical devices are diffused
into the community. A sustained under-
funding of operating expenses could
achieve this goal over time, albeit in a
very unattractive manner, but no mean-
ingful short-term victories against costs
are to be expected, and the political
backlash against a deteriorating infra-
structure likely would reverse the
process.

The second public sector approach
to cost control, a direct attack on phy-
sician fees, hospital payments, and drug
prices, could achieve short-term politi-
cal support if the targeted groups first
were demonized through media ex-
poses, fraud investigations, and lib-
eral use of the presidential bully pul-
pit. But the economic beneficiaries of
cost-control initiatives are quiescent
while the opponents are passionate in
their own defense. Physicians will ar-
gue that quality of care is threatened and
that the best and brightest young people
are avoiding the profession; hospitals
will argue that jobs and community in-
stitutions are at stake; drug and device
manufacturers will argue that the pace
of innovation is slackening.

The third strategy, setting priorities
and queuing for particular patients and
services, is a relatively common prac-
tice in some nations and has been sub-
ject to experiments in the United
States.20,21 But without a doubt, this is
the least attractive strategy for politi-
cians and regulators facing voters who
want to have their cake and eat it too,
who consider as their birthright the un-
limited access to services without pay-
ment of the requisite taxes.

The risk-averse governmental strat-
egy now is bipartisan and beyond real
debate. When budgetary surpluses are
available, the public sector expands cov-
erage, benefits, research subsidies, phy-
sician payments, and patients’ rights.
When budgetary deficits loom, the pub-
lic sector defends itself by cutting pay-
ments to physicians; the voting public
is reassured that no sacrifices on its part
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will be necessary. In neither the fat nor
the lean years does the government
place itself at the center of a discus-
sion over which services are appropri-
ate for which patients, what consti-
tutes adequate quality at what price, and
who should get less so that others can
get more.

CONSUMERISM
The health care system is becoming in-
creasingly consumer driven, not by de-
sign but by default. Some group must
decide who gets what from a limited
pool of economic resources. The United
States has experimented with profes-
sional, governmental, and, most re-
cently, corporate mechanisms for allo-
cating resources and apparently found
none to its liking. The proximate cause
of the shift to consumerism is the wide-
spread backlash against managed care’s
instruments of cost control, including
integrated delivery systems, capita-
tion, and utilization review. This back-
lash, however, is merely the tip of an
iceberg of hostility toward any entity
that would substitute its own priori-
ties for those of the individual citizen.
The new culture of health care con-
sumerism is the volatile confluence of
3 central features of US society: a deeply
rooted political culture, an extended pe-
riod of economic prosperity, and the
phenomenal growth of Internet tech-
nology.

POLITICAL CULTURE
The uproar over managed care will not
be mollified by half-hearted compro-
mises over specialty access and dispute
resolution. It builds on long-standing
traditions of individual autonomy and
skepticism with respect to profes-
sional, governmental, and corporate
dominance in health care. Historical re-
sistance to professional authority, qui-
eted during the middle decades of the
last century, reemerged during the 1960s
as part of the wider questioning of the
role of institutions. Its manifestations in-
clude the women’s health movement, the
surge of complementary medicine, the
application of antitrust law to medi-
cine, the doctrine of informed consent,

the explosion of malpractice litigation,
and the erosion of the traditional phy-
sician-patient relationship.22-25 The con-
temporary flood of health-related infor-
mation from the Internet, direct-to-
consumer pharmaceutical advertising,
and the proliferation of patient support
groups is hastening the displacement of
the physician as the principal source of
decision-making authority in health care.

Employees place a high value on em-
ployment-based health insurance and
protest every effort by employers to cut
coverage or benefits. The inexorable
trend in the contemporary economy,
however, is toward a more transient and
less paternalistic employment relation-
ship. Firms are interested in structur-
ing compensation packages to reward
performance and strengthen incen-
tives, as evidenced most graphically in
the replacement of traditional pension
programs with employer-subsidized but
employee-managed individual retire-
ment accounts. The culture of business
today is one of focusing on core com-
petencies while exiting from periph-
eral activities, such as defining benefit
packages, physician networks, and ap-
propriate care. For the past decade em-
ployers have outsourced health care cost
control to the managed care industry,
and they felt lucky that these contrac-
tual agents stood between them and their
angry employees. Now, as the insurers
decline the role of buffering employers
from employees, firms are looking for
a new approach. Some seek to use their
leverage to identify the best physicians
and practices but are loath to force em-
ployees to act in their own best inter-
est. Rather, the trend is toward provid-
ing data, decision-support tools, and
financial subsidies that permit employ-
ees to make better choices for them-
selves.

Popular attitudes toward governmen-
tal control over health care have moved
in tandem with attitudes concerning the
governmental role more broadly, but the
resistance toward public sector domi-
nance has never lain far beneath the sur-
face. Subsidy programs, such as Medi-
care, enjoy universal popularity but only
as long as the administrative agencies re-

frain from visible incursions into and re-
strictions of individual choices. The po-
litically viable range of cost-control
measures available to public programs
has been limited to cutbacks in pay-
ments to physicians rather than limits
on the demand for clinical services. The
failure of former President Clinton’s
Health Security Act, despite polls sug-
gesting wide support for extension of in-
surance coverage, provides eloquent tes-
timony to the liabilities of any proposal
that may be characterized as a govern-
mental takeover of individual decision-
making authority.26 Politicians of both
parties have learned the lesson well and
now restrict themselves to always-
popular promises to extend coverage,
enrich benefits, and ensure access. None
even whispers that public resources are
limited, that budget surpluses cannot be
spent twice, and that costs cannot be
controlled indefinitely by cutting pay-
ments to physicians, hospitals, and drug
manufacturers.

ECONOMIC PROSPERITY
Economic prosperity provides the per-
sonal incomes and governmental bud-
get surpluses to support more and bet-
ter health care. But good times heighten
rather than attenuate the strains be-
tween the demand and supply for ser-
vices due to their effect on expecta-
tions and the social definition of health
and health care. United States citizens
increasingly believe they have a right
to unrestricted access to ever more
convenient, personalized, and high-
quality services. Needless to say, the
benefits of the economic expansion
have been unevenly distributed and
many citizens feel thankful for those
health care services they can obtain. The
recent economic downturn will have
little immediate impact on the wave of
legislation, regulation, and litigation
that attack every cost-reducing instru-
ment in the managed care toolkit.

Business cycle fluctuations will not
reverse the overall trend toward an ever
more demanding and impatient pa-
tient population. Whereas once health
care and health insurance were under-
stood as activities related to acute in-
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juries and illnesses, they have ex-
panded to include preventive and
mental health services, long-term care,
complementary medicine, and, more
broadly, the ability to maintain psy-
chological, social, spiritual, and sexual
performance far into the golden years.
The revolution of rising expectations,
coupled with the elastic definition of
health, accentuates the sentiment that
health care is a matter of satisfying di-
verse individual preferences rather than
providing a one-size-fits-all solution to
collective needs. Information, deci-
sion support, and subsidies are wel-
comed; channeling, prior authoriza-
tions, and retrospective denials are not.

THE INTERNET REVOLUTION
Internet technology enhances and am-
plifies the cultural changes unleashed
by prosperity, individualism, and ris-
ing social expectations. Each of the 4
key Internet health sectors, including
content, commerce, connectivity, and
care, accelerates the move away from
managed care and toward a health care
system based on individual choice. The
core of the Internet is the rapid, cost-
less, and increasingly universal dis-
semination of text, graphic, and audio
content on a scale heretofore incon-
ceivable. Despite the economic prob-
lems facing the content-oriented “e-
health” companies, actual use of the
Internet continues to grow at an expo-
nential rate, with health and health care
being among the most common sub-
jects searched. The most radical fea-
ture of the Internet medium, how-
ever, is the opportunity it provides for
users to interact with information dis-
tributors and with each other, thereby
opening new channels of peer commu-
nication and community. Use of the In-
ternet is particularly intense for indi-
viduals newly diagnosed with serious
ailments and for those experiencing
chronic disease.27 Patients increas-
ingly arrive in their physicians offices
armed with printouts, citations, etio-
logical theories, referral requests, and
suggested interventions. Most impor-
tant, the Internet stokes the culture of
individual choice, the sentiment that

each person is responsible for manag-
ing his or her own health, relying on
physicians as a valuable, but by no
means unique, source of information
and advice.

As insurance benefit packages incor-
porate more consumer cost sharing
while offering partial coverage of a
broader range of physicians, the indi-
vidual patient will take on an ever more
important role as direct purchaser of
health care services. The rise of con-
sumer as purchaser will be acceler-
ated by any shift among employers to-
ward “defined contribution”programs
and of Medicare toward a choice frame-
work modeled on the Federal Employ-
ees Health Benefits Program (as advo-
cated by President Bush28). The Internet
commerce sector packages informa-
tion with products in a way usually not
available in the offline sector, includ-
ing rich search and comparison shop-
ping prior to purchase and extended in-
formation on use, servicing, and related
products after purchase. The connec-
tivity sector spawned by the Internet,
including electronic links between em-
ployers, insurance plans, pharmacies,
hospitals, and, eventually, physician of-
fices, will enable consumers to track the
administrative and clinical dimen-
sions of their care in a manner that
could not be done previously. Con-
sumers will be able to check adminis-
trative matters, such as eligibility, ben-
efits, coinsurance limits; search for and
switch among plans and physicians;
read up on others’ evaluations of qual-
ity; and make their own contribution
to quality monitoring by reporting ex-
periences with individual physicians,
hospitals, and health plans.

CHALLENGES OF HEALTH
CARE CONSUMERISM
The enhanced role for consumers not
only offers numerous benefits, but also
presents severe potential difficulties to
the health care system. An ideal sys-
tem presumably would allocate deci-
sion-making rights and responsibili-
ties among government, employers,
insurers, and physicians, as well as con-
sumers, with the latter entrusted with

those decisions for which they are ad-
equately informed and supported. But
the headlong retreat of the public and
private sectors from the thankless job
of controlling costs is delegating to the
consumer a very broad array of tasks
for which many are not prepared. The
rising informational, cultural, finan-
cial, and political challenges are by no
means limited to consumerism and
plague both managed care and highly
regulated health systems. Neverthe-
less, they will contribute new forms of
dissatisfaction and ultimately insti-
gate new forms of social backlash.

Four problems will plague a con-
sumer-driven health care system. First,
despite the widespread dissemination
of information, consumers will face sig-
nificant obstacles in understanding the
quality and even the true price of health
insurance and health care services.
Variations in utilization, cost, and out-
comes challenge the analytic capabili-
ties of governmental, corporate, in-
surer, and physician organizations and
are daunting for even the most sophis-
ticated and Internet-enabled con-
sumer. Second, consumers vary enor-
mously in their financial, cognitive, and
cultural preparedness to navigate the
complex health care system. The new
paradigm fits most comfortably the edu-
cated, assertive, and prosperous and
least comfortably the impoverished,
meek, and poorly educated. Third, the
consumer era will complicate the pool-
ing of insurance risk between consis-
tently healthy citizens and those who
are chronically ill. Risk-adjusted sub-
sidies by government and employers
can foster risk-spreading, but the req-
uisite actuarial methods are only em-
bryonic. Finally, the emerging era will
make transparent and render difficult
the redistribution of income from rich
to poor that otherwise results from the
collective purchasing and administra-
tion of health insurance. The prolifera-
tion of insurance products and physi-
cian networks likely will accentuate the
contemporary allocation of care based
on ability to pay, partially mitigated
through tax exemptions and refund-
able tax credits.
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COMMENT
Managed care embodies an effort by em-
ployers, insurers, and some physician
organizations to establish priorities, bal-
ance competing goals, and decide who
should get what from the US health care
system. After a turbulent decade of trial
and error, that experiment can be char-
acterized as a partial economic suc-
cess and total political failure. The strat-
egy of giving with one hand while
taking away with the other, of offering
consumers comprehensive benefits
while restricting access through utili-
zation review, obfuscates the work-
ings of the system, undermines trust be-
tween patients and physicians, and has
infuriated everyone involved.

The protagonists of the managed care
system now are in full retreat, broaden-
ing panels, removing restrictions, re-
verting to fee-for-service, and gener-
ally getting out from between consumers
and the services they want to consume.
The retreat from managed care pro-
motes access but also removes the brakes
on health care cost inflation. The indi-
vidual consumer and patient is the last
candidate for the difficult but neces-
sary role of balancing resources and ex-
pectations. Lest the prediction of a con-
sumer-driven future seem unrealistic, it
is worth reviewing briefly the roles de-
sired by physicians, insurers, employ-
ers, and government in the brave new
world after managed care.

The natural role of the physician is
as the agent of the patient, offering in-
formation, advice, service, and sup-
port. Physicians want to advocate for
more social resources to be devoted to
health care, not for a balancing of their
individual patients’ needs with the other
economic priorities of the nation. Bed-
side cost-benefit analysis does not come
easily to the individual physician any
more than population-based care based
on incomplete clinical and actuarial data
comes easily to the physician organi-
zation. After the contemporary period
of retrenchment has passed, medical
groups are likely to reemerge as mecha-
nisms that permit physicians to share
administrative services, on-call respon-
sibilities, information technology, and

disease management initiatives. But it
is unlikely that they will again shoul-
der the burden of financial responsi-
bility for populations of restive, asser-
tive, and choice-oriented consumers.

The natural role of the insurer is to
pool risks, predict cost trends, and set
premiums accordingly. Insurers lack the
clinical skills and the ethical authority to
distinguish the experimental from the ac-
cepted therapy, the appropriate from the
inappropriate procedure, the qualified
from the unqualified physician, or the pa-
tient who is truly ill from the worried
well. Health insurers cannot control the
major epidemiological, technological,
and cultural sources of health care uti-
lization any more than property and ca-
sualty insurers can control the major
causes of fire, theft, and collision. Health
plans will continue to play significant
roles as entities that design, price, and
market insurance products that consum-
ers are willing to buy. But never again will
they succumb to the bait-and-switch
gambit used by government and employ-
ers, who exhorted them to control health
care costs and then vilified them for us-
ing the marketplace mechanisms that
were at their disposal. After a decade of
confusion, insurers finally have identi-
fied their true customer, the individual
consumer. Though subsidized by gov-
ernmental programs and employment
fringe benefits, the consumer is the ul-
timate locus of price-sensitive and qual-
ity-conscious choice. Insurers want to
stop frustrating and start facilitating those
choices.

The natural role of the employer is to
manufacture automobiles, distribute
newspapers, and sell coffee. Their cen-
tral role in the financing and design of
the health care system developed
through a combination of historical ac-
cidents, tax loopholes, and the pater-
nalism of a passing era of lifetime em-
ployment. No one today would design
a health insurance system that places in-
dustrialists, entrepreneurs, and conve-
nience store owners in charge of adju-
dicating health benefits on behalf of
employees. Most large and many small
employers will continue to subsidize
health insurance for their employees.

Group insurance offers administrative
efficiencies, risk-spreading opportuni-
ties, and volume discounts on a scale
never to be matched by individual pa-
tients shopping alone in the complex
health care market. But employers will
no longer seek to control the costs of
fringe benefits by herding employees
into health plans they disdain, to phy-
sicians they distrust, or to procedures
they dislike. Information and incen-
tives will replace paternalism and con-
trol as the primary instruments of cor-
porate health benefits policy.

The natural role for the govern-
ment in a democracy is to do what the
people want rather than what the people
could, would, or should want. Casual
empiricism and harsh political reality
suggest that the people of this nation
want the government to finance care for
the poor, underwrite research and train-
ing, limit fraud and abuse, facilitate
standards for quality measurement, en-
sure technology compatibility, and pro-
tect data confidentiality, but other-
wise not dictate who gets what and from
whom. The American people want to
direct their own health care, with clini-
cal advice from their physicians, finan-
cial subsidy from employers and pub-
lic programs, information from the
Internet and offline sources, and the
support of their families and friends.
Public health insurance initiatives will
expand to the extent private initia-
tives contract, but the likelihood of a
national, uniform, one-size-fits-all pro-
gram becomes more remote with each
passing year. The centralization of fi-
nance and authority would concen-
trate on Washington, DC, all the ten-
sions between limited resources and
unlimited expectations that today are
diffused among multiple targets. While
predictions in politics are as risky as in
economics, the public sector strategy
appears similar to its private sector
counterpart, supporting and subsidiz-
ing rather than controlling and chan-
neling the idiosyncratic choices of in-
dividual citizens.

The natural role for the consumer
in a market economy is to make in-
formed, price-sensitive choices based on
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personal preferences and subject to in-
dividual budgetary constraints. This
paradigm is poorly matched to the spe-
cial features of health care. Individual
patients often lack the information and
willpower to shop effectively across the
array of physicians and procedures. Dif-
ferences in health and wealth require
insurance mechanisms that spread ac-
tuarial risk across the population and
foster cross-subsidies from rich to poor.
A purely consumer-driven health care
system would be grossly inefficient as
well as grotesquely inequitable. Gov-
ernment, employers, insurers, and phy-
sicians will continue to influence health
care decision making to a much greater
extent that they do in most other eco-
nomic sectors. But the attempt by pub-
lic and private sector entities to allo-
cate limited resources has proven itself
incompatible with US cultural proclivi-
ties and institutional structures. The
consumer era in health care is emerg-
ing due to the rejection of governmen-
tal, corporate, and professional domi-
nance rather than due to a judicious
evaluation of the alternative.

British Prime Minister Winston
Churchill once remarked that Ameri-
cans could be counted on to do the right
thing, after having exhausted the alter-
natives. If the right thing for health care
is defined as an approach without po-
tential problems of equity, efficiency,
and clinical quality, then consumer-

ism fails the test. Of course, all other
candidates for setting priorities and
managing care, including govern-
ment, employers, insurers, and physi-
cians, also fail the test. But if the right
thing is defined as the approach most
compatible with the nation’s social cul-
ture and political institutions, the can-
didate that remains standing after other
contestants are vanquished, then con-
sumerism is not only the likely but in-
deed the right thing for US health care.
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