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EXECUTIVE SUMMARY

expenditures through out of pocket expenditures.  

care expenditures are paid for by the private sector.

expenditures.

from reward, of consumers (patients) from producers 

main factor driving the growth in the wedge.  The wedge 

exchange, mandated minimum coverage, mandated 

percent higher than otherwise by 2019, adding 

care reform based on President Obama’s priorities 

is $62,500 in subsidy expenditures per person 
insured.  

THE PROGNOSIS FOR NATIONAL HEALTH INSURANCE:  
A COLORADO PERSPECTIVE
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INTRODUCTION
“In 2009, health care reform is not a luxury. It’s 
a necessity we cannot defer. Soaring health care 
costs make our current course unsustainable. It is 
unsustainable for our families … It is unsustainable 
for businesses.” 

President Obama is correct when he says that “soaring 

forever.

of reform.1

receive.2

driven by this arrangement have to be addressed before 

economic separation of effort from reward, or consumers 

care the patient is not. The patient is then separated from 

economic wedge is measuring. The wedge measures the 

do not improve efficiency.  

patients from doctors in determining what type of care 

diminished efficiency.

diminish, not increase this wedge.
 

Yet at the same time, the wedge increases incentives to 
consume and spend, since the costs of consumption are 

proceed in the same manner that doctors treat patients.  
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A proper diagnosis begins with the 70 percent of 
Americans who say they are satisfied with their current 

insurance coverage do not make the vast majority of 
Americans worse off.  

wedge.  

The President and his advisors have misdiagnosed the 

wedge.

costs and a significant increase in the costs of administering 

borne by state governments. 

the states.

care reform based on President Obama’s priorities 
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3  The cost to 
reduce the number of uninsured, as estimated by the 

subsidies.  

4

priorities. 

DIAGNOSING THE HEALTH CARE 
INDUSTRY: STRENGTHS 
Before addressing the adverse incentives and outcomes 

5

6  A 

7

“Most Americans like their health care coverage but 
are not happy with the overall cost of health care...

More than eight in 10 Americans questioned in 
a CNN/Opinion Research Corp. survey released 
Thursday said they’re satisfied with the quality of 
health care they receive.  

And nearly three out of four said they’re happy with 
their overall health care coverage.  

But satisfaction drops to 52 percent when it comes to 
the amount people pay for their health care, and more 
than three out of four are dissatisfied with the total 
cost of health care in the United States.8  

For the fifth time in six years, Harris Interactive has 
asked the insured public to rate their own insurance 
plans. Two thirds of them continue to give their plans 
an A or a B, with only 10% giving them a D or an F. 
Substantial but not overwhelming majorities continue 
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to say that they would recommend their own health 
plans to family members who are basically healthy 
(76%) or who have a serious or chronic illness 
(68%).9 

Americans do not make the vast majority of Americans 
worse off.

are insured, and at the same time are satisfied with 

THE HEALTH CARE WEDGE 

system begins with an understanding of incentives to invest 

services respond to the interaction of consumers (patients) 

the patient does not. The patient is then separated from 

economic wedge is measuring. The wedge measures the 

do not improve efficiency. 

patients from doctors in determining what type of care 

diminished efficiency.

One of the most basic axioms of economics examines 
changes in behavior when prices change.  When the 
price of a product increases, consumers have an incentive 

incentive to produce more.  When prices are obscured 

government on the growth of the private sector economy 

sector economy (the government expenditure wedge) is a 

which changes in the path of the government expenditure 

expenditures between 1951 and 1965 ranged from 

there is a change in the rate of expenditure growth 
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Figure 1
Total Federal, State and Local Government 

Expenditure Wedge
1951 - 20071

growing government expenditure wedge has on private 

Private sector expansion was a robust 3.6 percent 
per year during this period.

percentage point rise in the wedge to 50.9 percent.   

to 1 percent per year.

government expenditure wedge started growing 

2.0 percent.

Table 1
Negative Relationship Between

Expenditure Wedge and Private Sector Growth
1950 - 200711

 

Percent 
Change 
Net 
Business 
Output 
(CAGR)

Wedge 
at end of 
period

Change 
Wedge 
(peak to 
trough, 
trough to 
peak)

1950 - 1965 3.6% 32.4% 5.5%

1965 - 1983 2.5% 49.0% 16.6%

1983 - 1988 5.1% 45.7% -3.3%

1988 - 1992 1.0% 50.9% 5.2%

1992 - 2000 4.5% 41.7% -9.2%

2000 - 2007 2.0% 46.1% 4.5%

doorstep. 

Our current third party payer system creates a wedge 

incentives created by the wedge between consumers and 

On the consumer side of the market, the wedge 
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are costs to doctors, however.   One of the most important 

12  

payer is government or an insurance company, the process 
removes competition and patient feedback that drives 
innovation.  

procedures and treatments for the purpose of educating 
doctors and patients about which treatments are effective 

comparative effectiveness research.  

create comparative effectiveness research than the creation 

supported by the President.  

to invest in this research are diminished by the prospect 
of competitors’ benefiting from their private research at 

according to this theory.  

not of the market, but of government.13

provide comparative effectiveness research to their 
members because the benefits of the research can be 

expenditures by consumers reduces their demand for 
comparative effectiveness research.  Because consumers 
do not bear the costs or reap the benefit of ensuring the 

government interventions have deadened the incentives to 
create comparative effectiveness research.

independence came under extreme pressure.  Because 

the best way to create effective comparative effectiveness 
research isn’t to commission it from government but, 
rather, to remove the government obstructions preventing 
its creation. 

CURRENT HEALTH INSURANCE PLANS 
WORSEN THE WEDGE

insurance as the term 

earners) might meet with an accident that prevents him 
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of risk and insurance have been distorted.  The expected 

prices.

from charging different rates for specific drivers who cause 
more accidents, or from charging different rates to groups 

maintenance service.  The cost for routine maintenance 

insurance market, skyrocketing costs of repairs, and an 

THE EMPIRICAL EXISTENCE OF THE WEDGE

expenditures and costs are rising faster than our economy.  

2009.14 

expenditure growth.

Figure 2
National Health Expenditures  

as a Percentage of GDP
1960 - 200715
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The rise of government spending has been at the expense 

were funded by private expenditures.  Beginning in 1966, 

for by the private sector.  

Figure 3
National, Private, and Public Health Expenditures 

as a Percentage of GDP
1960 – 200716

Figure 4
Out-of-Pocket Expenditures as a Percentage of 

Total National Health Expenditures
1960 – 200717

expenditures.  Today, the private sector funds just a bit 

bit more than $1 out of every $10 coming out of the 
consumer’s pocket.

government expenditure wedge trends by government 

higher than the 1960 wedge (35.3 percent compared to 
30.1 percent).  



 10

Figure 5
Total Federal, State, and Local Government 

Health Care Expenditure Wedge Compared to All 
Other Government Expenditures

1960 - 200718

The remaining 9.1 percentage point increase in the 

the rising government expenditure wedge during each 
one of these periods, the importance of which has been 

expenditure wedge rose 16.6 percentage points, 26 

expenditures.  

expenditures.

expenditures.  

the government expenditure wedge higher.  A rising 
government expenditure wedge diminishes growth in the 

decreases in economic growth. 

The adverse incentives created by the growing separation 

has exceeded the growth in prices in the economy each 

Figure 6
Percent Change in Per Capita National Health 
Expenditures Compared to Percent Increase in 

Consumer Prices
1960 - 200719

20 

21  
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these costs.

5.7 percent.  The share of income represented by wages 

wages.  

Figure 7
Percent Change in Health Care Expenditures 
Compared to Change in Wages as a Share of 

Personal Income and Change in Supplements to 
Wages (Health Insurance & Pensions) as a Share 

of Personal Income
1961 – 200722

have been having on monetary wages for American 

$1 in $20) in 1960, by 2007 they were 20.3 percent of 
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Figure 8
Total Federal, State and Local Health 
Expenditures as a Percentage of Total 

Government Expenditures
1960 - 200723

of health care spending;

employer portion of this spending; and, 

individuals’ take-home pay.  

STUDIES DEMONSTRATE THAT 
GOVERNMENT POLICIES ARE THE 
PROBLEM

Research into the causes of the excessive health care 
price increases concludes that government policies are 
the primary reason why prices are growing excessively 
and coverage is so distorted.  Consequently, the most 
effective method of controlling the excessive price 
increases is to remove those policies that are causing 
the excessive price increases in the first place.

The real alternative to today’s health care system 
isn’t the intrusion of federal power into the process, 
as presently proposed in Washington, D.C. The real 
alternative is the removal of government regulation 
and the consequent encouragement of robust 
competition among health care services and insurance 
products. 

market.24   

25

While health insurance provides valuable financial 
protection against high costs associated with medical 
treatment, current benefit designs often blunt 
consumer sensitivity with respect to prices, quality, 
and choice of care setting.  There is well documented 
evidence that individuals respond to lower cost-
sharing by using more care, as well as more expensive 
care, when they do not face the full price of their 
decisions at the point of utilization.  Additionally, 
most insurance benefit designs do not include 
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direct financial incentives to enrollees for choosing 
physicians, hospitals, and diagnostic testing facilities 
that are higher quality and lower cost.26

THE CONSEQUENCES OF RISING HEALTH 
CARE COSTS
Higher expenditure growth can arise for three reasons.  

combination of both rising costs and rising consumption, 

care expenditures.  

Figure 9
Percent Change in Per Capita National Health 
Expenditures Compared to Percent Increase 

in Medical Services Prices and the Quantity of 
Medical Services Consumed

1960 - 200827

price pressures are the markets most affected by the 

of price pressures.

Figure 10
Cumulative Growth in Health Care Prices by 

Category 1998 - 200828
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wedge and adverse incentives created by the current 
system.  When expenditures that are covered by either 
the insurance company or the government increase 

reforms based on President Obama’s priorities, can be 

Figure 11
Growth in Health Expenditures Not Out 
of Pocket As a Share of National Health 
Expenditures Compared to Medical Price 

Inflation
1968 - 200729

DISTRIBUTION OF  
HEALTH CARE SPENDING

care spending is not even.  According to the Agency for 

  …actual spending [on health care] is distributed 
unevenly across individuals, different segments of 
the population, specific diseases, and payers. For 
example, analysis of health care spending shows 
that:

half (49 percent) of total health care expenses.

for 44 percent of total health care expenses.

to seven times as much as patients with only one 
chronic condition.30

31

Figure 12
Percent of Total Health Care Expenditures by 

Percent of the Population
200232

33

…occurred during childhood (under age 20), 13 
percent during young adulthood (20-39 years), 31 
percent during middle age (40-64 years), and nearly 
half (49 percent) occurred after 65 years of age.  
Among people age 65 and older, three-quarters of 
expenses (or 37 percent of the lifetime total) occurred 
among individuals 65-84 and the rest (12 percent of 
the lifetime total) among people 85 and over.  The 
total per capita lifetime expense was calculated to be 
$316,600.34
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conditions being the five most expensive diseases to 
manage.35

other major indicators of major expense.  

Figure 13
Percent of Total Health Care  

Expenditures by Age 
200236

Those who are high spenders in one year, however, are 

Over longer periods of time, a considerable leveling 
of expenses takes place. In a study of Medicare 
enrollees, researchers found that although the top 
1 percent of spenders accounted for 20 percent of 
expenses in a particular year, the top 1 percent of 
spenders over a 16-year period accounted for only 7 
percent of expenses.  The researchers concluded that 
there is a substantial leveling of expenses across a 
population when looking over several years or more 
compared to just a single year.  An acute episode of 
pneumonia or a motor vehicle accident might lead to 
an expensive hospitalization for an otherwise healthy 
person, who might be in the top 1 percent for just 
that year but have few expenses in subsequent years.  
Similarly, many people have chronic conditions, such 
as diabetes and asthma, which are fairly expensive 
to treat on an ongoing basis for the rest of their lives, 
but in most years will not put them at the very top 
of health care spenders.  However, each year some of 
those with chronic conditions will have acute episodes 

or complications requiring a hospitalization or other 
more expensive treatment.37

context from which to interpret the rising expenditure 

incentives are driving the excessive cost increases.  Due 
to the current demographic trends, the adverse incentives 

effective.

PRESIDENT OBAMA’S REFORMS DO NOT 
ADDRESS THE ROOT CAUSES OF THE 
PROBLEM 

One study estimates that the inefficiencies of the current 

 
Examining Medicare records, researchers have found 
that per-beneficiary spending varies widely from 
one area of the country to the next.  In some areas, 
Medicare spends twice as much per senior as it does 
in other areas.  Researchers have also found that 
beneficiaries in high spending areas do not start out 
sicker, do not end up healthier, and are no happier 
with the care they receive, than beneficiaries in 
low-spending areas.  That suggests that a significant 
amount of Medicare spending provides no discernible 
benefit to the program’s intended beneficiaries. Those 
researchers estimate that as much as 30 percent of 
total U.S. medical spending provides no discernible 
value. If so, then Americans spend more than $700 
billion each year, or 5 percent of gross domestic 
product, on medical services of no discernible value.38
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President’s contention that reform is needed.  However, 

the current system.  

As of this writing, neither the President nor the 

the private sector.

coverage.

(guaranteed issue).

body that disseminates comparative effectiveness 

against significant or catastrophic wind damage caused by 

private insurers and the state government.  Under 

that extended these rates.  When combined with other 

order to avoid bankruptcy, these companies have been 

when the next major hurricane comes ashore.

care system.  
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effect of tightening credit standards for condominium 

39  
Whatever the congressmen’s’ motives,  their actions 

insurance company whenever premium price increases 

program.

information to make efficient insurance purchases.   When 
combined with guaranteed issue or some form of 

According to that assessment, enacting the proposal 
would result in a net increase in federal budget 
deficits of about $1.0 trillion over the 2010 – 2019 
period. Once the proposal was fully implemented, 
about 39 million individuals would obtain coverage 
through the new insurance exchanges.  At the same 
time, the number of people who had coverage through 
an employer would decline by about 15 million (or 
roughly 10 percent), and coverage from other sources 
would fall by about 8 million, so the net decrease in 
the number of people uninsured would be about 16 
million.40

41  The cost to reduce the number of 

That assessment is consistent with experience in 

reforms.  The Massachusetts reform embodied the same 

which is an exchange designed to connect 

number of uninsured.  A recent summary of the reforms 

In mid-2008, just 2.6 percent of state residents 
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lacked insurance coverage, down from 9.8 percent in 
2006, according to a state report.

Overall, 439,000 were newly insured. These included 
72,000 added to MassHealth, the state’s Medicaid 
program, which raised eligibility from 100 percent 
to 150 percent of the federal poverty level; and 
176,000 in CommCare, a new subsidized program 
for those between 150 percent and 300 percent of 
poverty. Another 18,000 obtained insurance through 
CommChoice, the new state insurance “connector” 
offering standardized plans to individuals and small 
businesses, while 14,000 more bought individual 
polices on the open market. Many more obtained 
employer-sponsored coverage, particularly among 
lower-income workers.42

reforms are bankrupting the state and creating many 

…escalating costs, growing concerns about 
underinsurance for some low- and middle-income 
groups, and an unintended but severe impact on 
some safety-net providers. If anything, many of these 
issues will be even more pronounced in states with 
higher uninsured rates and fewer available Medicaid 
dollars…

Original budget projections for the Massachusetts 
program were $160 million in fiscal year 2007, $400 
million in FY2008 and $725 million in FY2009. At 
$133 million, actual costs came in lower for 2007, 
but shot up to $625 million in 2008. The state 
funding request for 2009 was $869 million, with 
some estimating that actual costs could reach $1.1 
billion. Much of the increase results from higher 
than expected enrollment in MassHealth and the 
subsidized CommCare programs, possibly because of 
underestimates of how many people would qualify. 
With the state about $4 billion short of a balanced 
budget this year, sustaining these numbers is a huge 
challenge.43

increase in the number of insured.44

were supposed to fade away, with the state using the 

uncompensated care continues to be so high that they 
cannot dispense with their subsidies. The taxpayers end up 

45

… that the reforms would reduce the price of 
individual insurance policies by 25–40 percent... [in 
reality, insurance premiums rose by 7.4 percent in 
2007, 8–12 percent in 2008, and are expected to 
rise 9 percent this year.  By comparison, nationwide 
insurance costs rose by 6.1 percent in 2007, just 
4.7 percent in 2008, and are projected to increase 
6.4 percent this year.  On average, health insurance 
costs $16,897 for a family of four in Massachusetts, 
compared to $12,700 nationally.46

The Massachusetts reform is a case study that 

the adverse incentives driving up costs, it makes these 
incentives worse.  The impact from the worsened 

reform concepts.

the outcomes of the adverse incentives (the symptoms) 

disease).  The President discusses the need for best 
practices (such as an administrative body that disseminates 

fraud and abuse.  As an indication of his commitment to 

effectiveness ‘research.  
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practice sharing initiatives because government programs 

by correcting the adverse incentives that are causing the 

QUANTIFYING THE POTENTIAL  
ECONOMIC IMPACTS
Because the concepts behind the Obama Administration’s 

Administration’s concepts we focus on the impacts from a 

Figure 14
Projected Reduction in Uninsured from $1 

Trillion in Federal Subsidies
2012 – 201947

spent that are insensitive to costs.

48  We estimate 

breakdown of the changes in the connection rate due to 
the new government subsidies.
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Figure 15 
Annual Percentage Change in Connection rate

Due to Increased Health Care Subsidies
2012 – 201949

increases are the exact opposite of what the proponents 

Figure 16
Additional Increase in Health Care Expenditures

Due to Increased Health Care Subsidies
2012 – 201950

another.

state budgets, reduction in workers’ wage growth, and 

another.

Figure 17
Additional Increase in Medical Inflation
Due to Increased Health Care Subsidies

2012 – 201951



 21

Figure 18
Increase in Federal Government Expenditures 

as a Percentage of Total Estimated Government 
Expenditures Due to Increased Health Care 

Subsidies
2012 – 201952

the country.

Figure 19
Increase in Federal Government Deficit with 

Increased Health Care Subsidies
Compared to Current Expected Federal 

Government Deficit
2012 – 2019
(billions $)53

due to the increased government intervention in the 

cause.  

Figure 20
Reduction in GDP and Increase in Government 

Health Care Expenditures
Due to Increased Health Care Subsidies 

Compared to Baseline Scenario
Cumulative Impact by 201954
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THE ECONOMIC IMPACTS OF OBAMA-
STYLE HEALTH CARE ON COLORADO

…although the proposal would not change federal 

outlays for those programs. CBO assumes that states 

to people with income above 150 percent of the 
federal poverty level would be inclined to reverse 
those policies, because those individuals could instead 
obtain subsidies through the insurance exchanges that 
would be financed entirely by the federal government. 

of Medicaid spending.  

based on President Obama’s priorities was passed is $1.3 

Figure 21
Additional Non-Federally Funded Colorado 

State Government Expenditures
Due to Increased Health Care Subsidies

2012 – 2019
(in billions)

expanding Medicaid, the source of funding for Medicaid 

budget. 
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Figure 22
Reduction in Colorado GDP and Increase in 

Colorado Health Care Expenditures
Due to Increased Health Care Subsidies

Compared to Baseline Scenario
Cumulative Impact by 2019

CONCLUDING THOUGHTS

providers have the opposite incentive due to issues such 
as defensive medicine or the government incentives that 

research. 

system begins by addressing the incentives driving the 

system needs to be changed, not enhanced.  One of the 

much of the waste in the system, which is estimated to be 

Begin with individual ownership of 
insurance policies.

Leverage Health Savings Accounts (HSAs).  
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Allow interstate purchasing of insurance.  

Reduce the number of mandated benefits 
that insurers are required to cover.  
Empowering consumers to choose which benefits 

Reallocate the majority of Medicaid 
spending into simple vouchers for low-
income individuals to purchase their own 
insurance.  

Eliminate unnecessary scope-of-practice 
laws and allow non-physician health care 
professionals practice to the extent of 
their education and training.

empowers patients to decide from whom they 

Reform tort liability laws.  Defensive medicine 

patients.
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