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Everyone in America belly aches about healthcare costs. Indeed, 

the US spends about twice the amount on healthcare as other developed 

countries and yet our healthcare statistics do not reflect superior quality 

of care and better health outcomes. And even as we pay a premium price 

for healthcare, Americans use healthcare services on a less regular basis 

than foreigners with fewer doctor’s visits and hospitalizations.  

The annual costs for healthcare have risen much faster than the 

consumer price index (CPI) by one or two percentage points per year. In 

1950, healthcare consumed 4.4 percent of GDP; in 2000, it consumed 14 

percent, and in 2016, it consumed 17.2 percent. Most forecasters predict 

it will continue to gobble up increasing amounts of the American 

pocketbook. At some level America will need to address rising costs in 

order to keep American industry globally competitive.  

The growth in Healthcare services has been a windfall for the 

American economy and a true engine of economic growth. If you 

subtracted the growth in the number of jobs created in healthcare 

services during the past 25 years, you would have had overall negative 

job growth during that time frame. In recent years over 11 percent of 

American workers are employed in just the private sector of health 

services.  

To identify the fat and slack within our healthcare system is not 

rocket science. However, remedies for this bloated system have been 

elusive for as long as I can remember. To start my analysis for potential 

palliation, I will first identify some of the underlying structural and 
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cultural factors that underpin our healthcare system and then address 

some specific steps that could be taken to better manage costs. 

The Underlying Cultural and Structural Influencers within the 

American System 

Price Inelasticity 

Our system of healthcare lacks price elasticity. In a capitalistic 

system competitive forces usually act to deter overpricing and economic 

profit. But in our system, healthcare does not abide by this ‘perfect 

market’ model. Individuals with pressing health problems do not shop 

around for the lowest cost healthcare provider. They are more interested 

in access, perceived quality of care and reputation than whether that 

physician’s office charges 120 dollars or 85 dollars for an office visit. 

There also exists a huge asymmetry in medical knowledge between 

the patient and the doctor. A patient may be an adroit shopper but 

medical diagnoses and treatments are generally a lay person’s blind spot. 

They trust the doctor and are not haggling for a bargain or discount. 

This lack of price elasticity is also aggravated by comprehensive 

health insurance coverage in which the enrollee pays little or nothing 

and often does not see the invoices for billed charges so as to better 

understand healthcare costs.    

I have always been perplexes as to why the patient healthcare 

consumer is not more cost conscious. In my 35 years of urologic 

practice, less than a dozen patients sitting across from me as I discussed 

surgical procedures asked me “Doc, what is it going to cost?” Moreover, 

physicians who direct about 80 percent of all healthcare dollars likewise 

have a very limited appreciation of costs. Even at scientific seminars and 

hospital grand rounds it is rare for cost issues to surface. And with costly 
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new therapies a parallel cost message to the other consequences of 

treatments is usually glossed over.  

In addition to the price inelasticity on this demand side, there is 

minimal price competition on the supply side as new healthcare facilities 

and services come on line. Health care abides by Parkinson’s Law that, 

for our purposes, is that if you have capacity it tends to be utilized. 

When you build duplicate facilities or offer competing services such as 

new specialty clinics, imaging centers and outpatient surgi-centers you 

draw patients not only from existing facilities but also generate new 

demand and referrals. And unfortunately, when a medical service center 

is underutilized and unprofitable, there is a tendency for the doctors and 

administrators to encourage the performance of more testing, treatments 

and return visits on their smaller patient census to pad revenues. 

Misplaced Pay Incentives 

Another structural problem that escalates healthcare costs is the 

current payment system that rewards production in numbers that 

incentivizes the healthcare provider to ‘do more rather than less.’  Due to 

this assembly line model, medical care becomes more of a commodity. 

To illustrate, the hospital systems in Greater Cincinnati that own about 

80 percent of all physician practices mandate or, at least, strongly 

encourage their doctors to stay within the limits of 15 minutes for an 

established-patient visit. Physician incomes and incentive pay is linked 

to this metric and guideline that probably causes physicians to have their 

healthy patients return more often for follow up than their sicker ones, 

because it takes less time to hustle well patients through an encounter 

and stay within the 15 minute time limit.  

Emergency rooms, imaging centers, testing labs and treatment 

facilities are all wedded to this production model that encourages more 
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rather than less. And some patients are complicit in overutilization and 

insist that ‘everything be done’.  

Interest Group Money 

Another cultural/structural barrier to real healthcare reform is the 

money sloshing around in the deep pockets of special interests. Each of 

the major players in the healthcare market has amassed war chests that 

open the political doors to the hearts of elected officials. Each has a 

sizeable cadre of lobbyists that badger, monetarily incentivize, threaten 

and cajole political candidates. Their web of influence and marketing 

extends to all levels of government, trade unions, public agencies, 

nonprofits and the electorate. Their mission is to shield their interests 

from burdensome regulations, budgetary cutbacks, antitrust, unfavorable 

publicity and the potential threats from healthcare reform.  

Few politicians can hold out against these powerful forces. Prime 

examples are in Obamacare or ACA where the pharmaceutical industry 

blocked the ability of Medicare to directly negotiate with the drug 

industry to lower prices; and the healthcare insurance carriers thwarted 

competition from the Public Option of Medicare in the State Exchanges. 

Obamacare probably would not have passed without these compromises 

that have seriously flawed the legislation.  

Other Miscellaneous Factors   

 

In the good old days, religious orders ran and staffed many of 

our hospitals with unpaid nuns and volunteers. Likewise, most 

medical school and residency teaching was provided by volunteer 

physicians practicing in the community. Moreover, interns and 

residents were paid a paltry wage and medical school tuitions and 

textbooks were quite affordable. There was little medical practice 

specialization, advertising was unethical and end of life supportive 
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care was usually provided by the extended family in the home 

setting. 

This has all changed. Today, hospitals are staffed with highly 

paid specialized personnel, the medical schools have large 

permanent faculties, medical school tuitions and books are 

expensive and the average medical school graduate shoulders 

$179,000 in student debt. There are now over 125 medical 

subspecialties each with their own professional organization. 

Marketing ads for drugs and medical services clutter all types of 

media. Today, women have joined the workforce and there are 

fewer extended families to care for aging seniors in the home, and 

as a consequence, more seniors in decline go to nursing homes 

where the care is very expensive. 

In summary, these underlying structural and cultural 

obstacles severely hamper initiatives for real transformational 

change. And the intrinsic paradigms of the current system create 

loud background noise whenever we address specific measures that 

might help to contain costs and improve the healthcare system.  

Now, let’s objectively discuss some specific measure that might 

help to contain costs. 

Process of Managing Healthcare Cost 

Controlling Drug Prices 

A prominent abuser of the system is the pharmaceutical industry. 

These publically held companies focus primarily on shareholder value 

and executive compensation rather than the wellness of Americans. With 

patent protection and reformulations of drugs to extend patents plus tacit 

price fixing they charge the highest price they can or whatever the 

market will allow. There has been a rapid rise in drug costs and they 

consume 10-11 percent of healthcare dollars. In inflation adjusted 

dollars the cost per person over the 16 years between 2000 and 2016 was 

$572 versus $1019. This acceleration in costs are projected to continue 
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as newer biological medications and customized therapies for cancer and 

inflammatory diseases exit the drug pipeline of new remedies. 

Drug companies do not disclose how they price their drugs and 

they enjoy profit margins of about 20 percent. These margins are far 

above the group of companies in the S&P 500. They also spend more 

money on direct to the consumer advertising than they do on research 

and development. 

Of course, it is general knowledge that foreigners pay much less 

for their medications than Americans. For instance, when my daughter 

was visiting from Australia an asthma medication refill cost her $378 

whereas at home it cost only $39. On the surface it looks as if the US 

consumer is subsidizing the drug costs for other nations. But the 

explanation for this disparity hinges on a number of factors. First, 

foreign healthcare systems competitively bid drug prices as a single 

purchasing unit from multiple drug companies. Secondly, they buy more 

generics and are more accepting of outside suppliers of equivalent 

medications and generics made in India, China and so on. 

Some observers suggest that a partial solution to drug costs is to 

tighten the patent laws and push generics drugs. However, in the 

American marketplace it is curious that generics are often as expensive 

as named brands. And in many major classes of drugs such as antibiotics 

and statins the prices for generics cluster very closely around a single 

price point. Those drug companies that can capture a sole supplier status 

on an orphan drug or even an old remedy usually, in an obscene fashion, 

jack up the price. 

The solution to the high cost of drugs is fairly strait forward. You 

need someone with the ‘buyer power’ and agency to achieve ‘most 

favored nation’ status when purchasing drugs. The ‘most favored nation’ 
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objective would be for the buyer to receive the same price discounts, 

rebates and negotiated lowest prices that foreigners, the VA system and 

Medicaid receive. In this way, the American consumer would be 

guaranteed the lowest price. In this new framework it would be 

necessary to develop a ‘competitive’ drug formulary that reflected cost, 

quality and efficacy.  

Today, there is only one medical insurance agency in America that 

is the 1100 pound gorilla with that kind of buyer power to control drug 

prices. That obviously is Medicare. Medicare must be allowed to 

negotiate price with drug companies.  

Solving the Transactional Maze in Healthcare 

When the digital age arrived it was forecast to streamline medical 

processes, enhance the efficiency of the healthcare system and decrease 

healthcare costs. Indeed, IT has a great future in transforming medicine 

with artificial intelligence, big data, improved digital interconnectivity, 

Telemedicine, efficient medical record keeping and so on.  

But, since the introduction of the Electronic Medical Record 

(EMR) and an elaborate coding system of DRGs and CPT codes, 

Information Technology has not lived up to its promise and the 

‘paperless’ office remains a distant dream. And quite to the contrary, 

Information Technology has increased the transactional costs of 

healthcare and, at the same time, made life miserable for the physician 

and other healthcare workers.  

How can you explain this development? I can cite one statistic that 

is telling. During the 36 years between 1970 and 2006 the number of 

physicians practicing medicine in the United State increased by 300 

percent. At the same time there was a 3000 percent increase in the 

number of healthcare administrative personnel. Today, running a 
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healthcare business is complicated and requires more qualified staff to 

handle new services, new facilities, quality oversight, coding, risk 

management, compliance and documentation. Each of these introduces a 

tier of transactional expense. As a result I have never heard an 

administrator mention how IT has decreased the burden of ‘paper’ work 

and paper storage. 

Record keeping software systems such as Epic (used in all Hospital 

systems in Cincinnati) are very costly to purchase, maintain, secure, 

update and tweak to implement and modify to keep up with changing 

requirements and regulations. Mastering the medical coding system is 

complicated and the submission of insurance claims requires many 

transactional steps to cope with significant variations in individual 

insurance plan coverages including copays, uncovered services, balance 

billing, plan maximums and multiple coverages. And insurance claims 

are often denied due to minor errors in submission and often must be 

revised, resubmitted and appealed. To manage this challenge, doctor’s 

offices and clinics need business managers, coding and billing 

specialists and Physician Assistants. All of these jobs require specialized 

training and none are minimum wage positions. 

Most employers, even without a Federal Mandate, provide some 

form of health insurance for full-time employees. This additional layer 

of transactional expense flows to the Human Resource departments. 

Annually, the HR specialists must select a plan, budget for the plan, 

inform employees about the benefits, outline the processes to join and 

COBRA, make payroll deductions and fill out volumes of paperwork.    

From a practical standpoint it is population base medicine with 

capitation and bundled fees for services that will help to solve the 

transactional maze that characterizes medicine today. In this optimal 

model a horizontally integrated system (probably hospital based) would 
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receive a fixed amount per patient per month using cost averaging 

derived from a representative patient population. This approach would 

eliminate a mountain of paperwork and, not surprisingly, realign the 

incentive system to curb unnecessary or marginal medical care and focus 

on wellness.  

Making Sense of Health Insurance and Managed Care Organizations 

In the 1980s, health insurance companies began to flourish and the 

major insurers morphed into Managed Care Organizations with HMOs 

and PPOs. The insurance agencies touted Managed Care as a solution to 

the high cost of healthcare. Unfortunately, managed care companies did 

not have the tools to define quality of care. But their arrival did decrease 

costs by cutting the reimbursements to physicians by about 12 percent. 

Beyond that cost savings, it had no effect but did succeed in introducing 

new transactional expenses.  

Managed Care Organizations have increased the cost of healthcare. 

On average, when a private health insurance company takes your 

premium dollar, 20 percent is applied to administrative expense and five 

percent to profit. Another way of stating this is that just 75 percent of 

your healthcare premium is paid for the provision of healthcare to 

patients and the remainder is ‘non-value-added’ to the system. In 

comparison to the 20 percent administrative expense of private health 

insurance companies, the administrative expense for Medicare runs 

about three percent. This disabuses the notion that government programs 

are always less efficient than private enterprise.  

Reasons for Encouraging Healthy Life Styles 

One argument that explains some of the higher costs of healthcare 

relate to an aging population with more chronic degenerative conditions. 

Indeed, age and, I should add smoking, are risks factors for most all 
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ailments. In response, more and more physicians are focusing on the 

survival benefits of a healthy lifestyle with a holistic and integrative 

medical approach to healthcare.  

It costs a lot to die in our society as some 28 percent of medical 

expenditures for those over age 65 are spent in the last year of life. Of 

note is the fact that over 70 percent of people express a desire to die at 

home in the presence of their loved ones and yet about 75 percent die in 

an institution under the care of strangers.  

Medicine is starting to adopt and promote the benefits of palliative 

care and hospice with the goal of eliminating futile care and providing a 

maximum degree of comfort and quality of life. Death with dignity is 

superior to living with severe pain and misery with little or no hope. 

Providing Universal Access to Health Care 

Before the Affordable Care Act, about 44 million Americans have 

no health insurance, and another 38 million have inadequate health 

insurance coverage. And today medical bills remain the number one 

cause of U.S. bankruptcies. It is troubling, even disgraceful, that the 

United States is the only developed country without a universal 

healthcare program for its citizens. Granted, the uninsured or 

underinsured 25 percent of our population is generally young and 

healthy, but due to cost they often delay seeking medical advice and rely 

on Emergency Rooms as their primary care provider. This delay causes 

disorders to be more costly to treat because they are detected at a more 

advanced stage.  

Moreover, Emergency Rooms are very high cost providers and 

notorious for excessive testing and charges. The solution, of course, is a 

Federal mandate for universal coverage. This would lower healthcare 
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premiums, offer long term savings to the healthcare system and improve 

our nation’s health.  

In America, many individuals are confused about the term 

socialized medicine. In a true socialized medical system the government 

owns everything including the hospitals and clinics, whereas in a single 

payor system that is being considered in America, it is a socialized 

insurance system where the instruments of care are still privately owned.   

Reducing Medical Mistakes 

  According to a recent study by the researchers at Johns Hopkins 

more than 250,000 Americans die each year because of medical 

mistakes. I believe the system is safer than what this statistic implies. 

But mistakes do occur and in most cases they represent ‘process errors’ 

rather than lack of the physician’s skills, knowledge and abilities. The 

hospital systems are increasingly focused on continuous process and 

quality improvement with special emphasis on team based patient care 

and seamless exchange of information.  

Historically, medical malpractice premiums have been a big line 

item for the practicing physician especially in the specialties of 

obstetrics, orthopedics and neurosurgery. However, today most states 

have implemented medical malpractice reforms and capped awards and 

punitive damages and malpractice insurance premiums have declined.  

Maintaining and Improving the Standards of Care 

In the past, physician’s ‘patterns of practice’ and standards of care 

varied considerably and physician decision making often linked to where 

they were trained, personal preferences and intuition. A few physician 

outliers could consume two to three times as much in medical resources 
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treating the same patient population as the average practitioner and there 

were also some physicians that underutilized medical resources.  

Today the standards of care are more precise and this variance in 

patterns of practice is not as pervasive. Still, some disease entities such 

as prostate cancer are over treated and some screening and imaging and 

laboratory testing for minor complaints are still over utilized. Today, the 

hospital systems are increasingly putting physician practice patterns 

under the magnifying glass of performance and comparison with other 

providers. Moreover, standardized algorithms of care for common 

disease entities are being developed that physicians are encouraged and 

even required to follow. This is a positive trend because of the 

burgeoning amount of medical information that exceeds the capacity of 

the human brain to remember. This improvement in standards of care 

may be the entry point for Artificial Intelligence to gain a footing in 

medical diagnosis and treatment. 

Integrating New Technology and Treatments 

Almost daily new pharmaceuticals, tests, techniques and surgical 

instruments arrive on the scene and are approved by the FDA for clinical 

use. Unfortunately, new arrivals usually increase medical costs because 

most innovative products or even ‘new and improved’ modifications of 

existing technologies are very pricey and expand life expectancy by only 

a few months. The suppliers rationalize these exorbitant prices on the 

basis of Research and Development expenses; not to mention patent 

protection and lack of competing products. New discoveries in genetics, 

inflammatory disease and cancer head the list of transformational 

technologies. Collectively these advanced technologies are adding terms 

to the medical lexicon such as precision, tailored and customized 

medical care for each individual patient.  
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Reducing Duplication in the Hospital Systems 

The hospitals are a major part of the problem. Each hospital 

system in Greater Cincinnati has aggressive capital campaigns and 

amazingly deep pockets to expand and build new facilities that 

afford complete geographical coverage for each hospital system. 

Often many similar clinics cluster in one area and offer identical 

services. Moreover, each hospital system boasts of state of the art 

equipment and a superior group of employed physicians.  

According to the flood of marketing materials in the media, 

the five adult hospital systems in Cincinnati have five of the very 

best cardiac and orthopedic units in the nation and each claim to be 

the best in Greater Cincinnati. And how many times have you 

heard on the radio and TV ads that the Cincinnati Children’s 

hospital is ranked number two in the nation by U.S. News and 

World Report. The range of marketing hype and promotional 

hyperbole is astounding coming from a not-for-profit sector of the 

economy. Advertising budgets are primarily directed at retaining 

and growing market share and not cost/effective health care.   

Obviously, not-for-profit hospitals are very profitable and 

objectively are the epitome of social enterprises with revenues and 

assets in the many billions of dollars. Despite their healthy revenue 

streams, hospitals milk millions in donations from foundations, 

corporations, estates, individuals and drug companies that could 

better be applied to other nonprofits that help the needy and 

disadvantaged. The Cincinnati Children’s Hospital is like a 

vacuum sweeper for charitable dollars in the City of Cincinnati. 

Hospitals are run just like big businesses in corporate 

America. I even have difficulty understanding why hospitals 

qualify as 501-C-3 or charitable entities by the IRS. The 

redundancy and duplications in the hospital systems across 

Southwestern Ohio is troubling. And the entire hospital healthcare 

system within the United States lacks any semblance of central or 

regional planning. In our region the Certificates of Need (CON) 
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that used to be featured as a constraint on the duplication of 

facilities has faded into history.  

Competition between hospitals is fierce but this does not boil 

down to lower costs. Insurance carrier pay standardized fees to 

hospitals and this could be considered price fixing as it does not 

relate uniformly to quality or quantity of care.  

Moreover, payroll expense for hospitals equals 80 percent of 

revenues and when a hospital is encountering financial difficulties; 

they can respond by decreasing staffing. They are immune to 

economic forces that cause most businesses to go out of business. 

Having discussed structural problems and more specific cost 

items in our healthcare system, I will suggest some solutions to 

healthcare reform.  

 

My Opinion about the Solutions 

The First Steps in Healthcare Reform: 

1. Reinstate the ACA or Obamacare in its original form to include: 

a. The Federal Mandate. 

b. Coverage of preexisting conditions 

c. Reconfirm a standardized package of healthcare benefits 

Additional Provisions would be drafted by the Congress to include: 

1. Permitting Medicare to negotiate drug prices directly with the 

pharmaceutical companies  

2. Strengthen the State Health Insurance Exchanges and offer the 

Public Option (Medicare) as a competitive offering 

3. Mandate Federally subsidized State Medicaid programs 

 

The Longer Term Approach: The Sticky Wicket 



15 
 

Appoint a healthcare Czar. He or she would convene multiple 

panels and committees of experts with broad nonpartisan 

representation to piece together the ultimate goals and 

objectives of an optimal healthcare plan for Americans that 

would guarantee universal coverage, manage costs and ensure 

quality of healthcare.  

Most everything in transforming healthcare is fraught with 

political risk and nothing would be easy. You would need to get 

some consensus from both political parties and specials interests as 

to the viability of the changes and then sell it to the preponderance 

of the electorate. In the current environment this is like an ice cube 

surviving in hell.  

However, I predict that at some point in the near or distant 

future we will have a single payer capitated system. It will be a 

long slog probably characterized by a thousand Band-Aids to 

palliate the system of waste and inefficiency along the way. 

 

 


