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Preface

With the implementation of the Affordable Care Act, the
United States continues its decades-long experiment with a
market-based health care system. Decades ago, health care was
largely financed by private health insurers that largely served as
passive bill payers. Insurers slowly evolved into managed care
organizations, which serve as intermediaries responsible for
protecting their enrollees against financial catastrophe, while, at
the same time, working with providers to hold down the cost of
medical care. Even the government financed Medicare and
Medicaid programs—for the elderly and the poor respectively —
increasingly enroll their members in private insurance plans.

It did not have to be this way. During the twentieth century,
at least six different Presidents tried to centralize the funding of
health care within the federal government. The Economic
Evolution of American Health Care chronicles the failure of these

efforts and the rise of the United States’ market-based healthcare
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system. I show how the eventual dominance of managed care was
neither an accident nor the result of a power grab or corruption,
Rather, managed care organizations represent a sensible way to
solve two related problems—moral hazard and information
asymmetries. Managed care organizations earned a bad reputation
(sometimes well deserved) that led to a consumer backlash, but
research showed that managed care organizations successfully
reduced costs and more than held their own in quality. Today,
there is no viable alternative to managed care, and the Affordable
Care Act affirms their dominant position in the U, S, healthcare
marketplace. The Act has even introduced managed care
principles into the Medicare program.

But the managed care approach is far from perfect, and by
the early 2000s the flaws were readily apparent. Tens of millions
of Americans lacked insurance and costs were again spiraling out
of control. Code Red describes what went wrong with the
managed care revolution, finding that payers and providers
preferred to succeed by exploiting market power rather than
creating value, while government rules and regulations held back
some of the most promising innovations in healthcare delivery and
financing. In Code Red I offer some prescriptions for market-
based health reform, and describe the precursors to the health
insurance exchanges that are central to the Affordable Care Act.

But I also caution against putting all of our eggs into one market-
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based approach—we just do not know enough to be certain as to
what does and does not work. Unfortunately, President Obama
used his political capital on a very specific vision for health
reform, and the resulting problems have preoccupied the U. S.
political debate ever since. As the political winds shift, it now
appears that much of the Affordable Care Act may be undone,
piece by piece, and the United States may have lost its best
chance in a century for truly effective health reform.

Health care is a “normal good”, as economists like to say.
This means that as the Chinese economy continues to grow,
health spending will grow along with it. Chinese medical
providers will surely become among the best in the world,
offering the same state-of-the-art treatments that are routinely
available in Western nations. But this will come at a steep cost,
and more and more Chinese citizens will find themselves just one
illness away from financial catastrophe. It seems likely that China
will follow the same path as the United States, with a burgeoning
private health insurance market and ever increasing healthcare
costs. And, like the United States, China will be looking for
solutions,

If China continues to pursue a market-based health economy,
it will have one huge advantage over the United States—China can
learn from the U. S. mistakes: We now know that incentives

matters, it is important to gather and publicize information about
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cost and quality, and it makes little sense to tie insurance to
employment, Most of all, there is an ongoing need for
experimentation in financing and delivery within a competitive
framework. Some aspects of the Affordable Care Act are worth
exploring, especially insurance exchanges (which can emerge in
the private sector) and cross-subsidies to create risk pools. China
is a hugely diverse nation and perhaps the most important take
away from the American experience is that the market has a way

of rewarding ideas that meet the diverse needs of a population,
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