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Health Care Economics Drive Need 
for Systemwide Reform: An Insurance 
Executive’s Perspective
Mark B. Ganz

Health Care Reform Insights 

The broad objectives of health care reform include achieving universal coverage, reducing 
the growth of health care costs, and improving the quality of medical care. Meaningful 

health care reform must encompass every aspect of the health care system. This discussion 
analyzes health care reform from the perspective of an insurance company.

IntroductIon
Health insurance was born in the logging camps 
and timber mills of the Pacific Northwest. Jobs 
were plentiful—and dangerous. So risky were the 
jobs that workers’ neighbors pooled together their 
scarce and hard-earned wages to prepay for medical 
services if one of them became ill or injured. This is 
the wellspring of modern health insurance, a noble 
concept of people helping people, which our society 
now struggles to achieve.

Today, we face a crisis in health care. A $2.5 tril-
lion segment of the economy, the United States pays 
more per capita on health care than any other coun-
try. Yet, the United States ranks lower on several 
important quality measures. As costs continue to 
increase and the ranks of the uninsured swell, a per-
nicious culture threatens the well-being of the com-
munity: prices are shrouded in mystery, consumers 
are prevented from making value-based decisions, 
and key stakeholders are pitted against each other 
for their piece of the health care pie.

Although the issues are exponentially more com-
plicated today than they were when the first prepaid 
medical plan was formed, there is broad agreement 
that reform is needed. Everyone must have access to 
affordable coverage and quality care; insurers must 
drop pre-existing barriers to coverage; medical care 
must become more efficient and economical; and 
the entire system must be simpler and more trans-
parent. The stakes are high, and solving this crisis 
will demand the best in all of us.

reForm’s recent past
The entire health care sector, one-sixth of the U.S. 
economy, braced itself for health care reform in 
2009. Early on, insurers offered a comprehensive 
health care reform proposal to achieve universal 
coverage, reduce the growth of health care costs, 
and improve the quality of medical care. We knew 
the process would be bumpy, noisy, and conten-
tious. But the spectacle of the past year would have 
boggled the most astute prognosticator.

n The worst recession in 80 years put more 
pressure on already unsustainable, unaf-
fordable public and private insurance sec-
tors, as millions of newly unemployed 
sought help for medical care and employers 
shed jobs and/or reduced coverage.

n Financial markets and auto makers had 
already tapped public resources before the 
economic impact of various reform pack-
ages could even be calculated.

n The drawn-out election results of the 
Senate’s 60th Democratic vote, in favor of 
former comedian Al Franken, made it pos-
sible for the Democrats to forego bipartisan 
reform.

n The public debate became contentious dur-
ing last summer’s town hall meetings. As 
public support for reform dwindled, there 
was a deliberate decision to reframe the 
debate from health care reform to health 
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insurance reform, with the industry cast in 
the villain role.

n The death of the Senate’s long-time health 
care reform champion and chief bipartisan 
bridge builder, Sen. Edward Kennedy, D-
Mass., had a profound impact on the con-
versation and the process.

n When a Republican won the seat held by 
Sen. Kennedy and other Democrats for 
three generations at a critical point in the 
process, the Democrats lost their 60th 
vote. This changed the composition of the 
Senate, and the political calculus of health 
care reform.

n Democrats, who had hoped to finalize a 
bill for President Obama to sign before the 
State of the Union address, did not meet 
their goal. Attempts to forge ahead are tem-
pered with the looming mid-term elections 
this fall.

Regardless of the political landscape, health care 
reform must remain a priority. The current business 
model is economically unsustainable and socially 
unacceptable. But, meaningful reform must encom-
pass far more than the health insurance market.

reForm requIres broad scope
Health insurers are just one part of the picture, but 
we play a pivotal role—pooling assets, spreading 
risk, paying claims—in essence funding the “medi-
cal industrial complex.” At bottom, our reason for 
being is to provide security to people at the most 
vulnerable time of their lives, as they face health 
and medical needs. Losing sight of that is one of 
the root causes of what’s really broken in our health 
care system.

I have heard tales of brokenness from my col-
leagues, my customers, and my own family. One 
such experience was related to me by a bank CEO 
who had recently lost his wife to cancer. He wanted 
to say thank you for our health plan’s compassion 
in helping him navigate through that difficult time. 
I asked him to share some insights from his experi-
ence with the health care system. His overarching 
observations were curious—and sad.

He told me, “The first thing we learned was that 
we had to accept that we were not in control. The 
system was in control.”

He shared several instances where the direct 
or subliminal messages they received were that 
the system’s processes took precedence over their 
wishes—over their simple desires for human com-
fort and understanding.

He wasn’t critical, generally, of the people—he 
found most of them to be caring and committed. But 
he observed them as often trapped within rules and 
processes they could rarely explain or defend.

His observation hit me particularly hard because 
my father—and our family—experienced a similar 
fate during his fight with cancer. My father was a 
family doctor, a talented diagnostician who asked 
many questions and listened carefully to patients’ 
responses. Every specialist he consulted during the 
early years of his illness had a view of the symptom 
limited by his respective discipline. When it was 
too late, the true diagnosis became manifestly clear, 
and his last days were spent in the grip of the sys-
tem. The result: tremendous use of technology—at 
a tremendous expense—but a patient experience 
that was far from tremendous. A dysfunctional set of 
economic rules and control-oriented cultural norms 
consistently caused health care providers to take 
their eye off of him and to focus their attention and 
investments to serve frighteningly logical, but non-
patient-centered, goals.

Even our combined knowledge of the system 
could not prevent this outcome. This outcome had 
nothing to do with bad science or intentions, and 
everything to do with a system that has lost its way. 
True reform must somehow transcend the economic 
and political interests to bring all parties together 
and to recalibrate what we do to put the patient 
back at the center of health care.

If you step back for a minute to consider the les-
son of these stories, it is clear that we have a system 
that has become distorted and breathtakingly inef-
ficient:

n Critical price and quality information 
remains opaque and, thus, inaccessible to 
those consumers who are participating in 
health care decisions.

n Shifting the payment mechanism to the 
insurer from the consumer has eroded 
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the natural tendency to ask, “what does 
this cost,” and “what are my treatment 
options.”

n The opacity of the system has reduced the 
need for the provider to be competitive on 
price and value.

n Industry players focus their attention on 
each other, not the individuals they are sup-
posed to serve.

Every aspect of the health 
care system needs to be reca-
librated to get us all back on 
track, economically and social-
ly. The private and public sec-
tors must work together to 
make this happen, and each 
of us must fight the tendency 
to point to the other guy. This 
is because we all need to make 
essential changes.

key Issues
Clearly we’re looking at more than insurance reform, 
here. Let’s take a deeper look at some key areas, and 
at how the system can recalibrate them.

Economic Model
At the heart of our broken health care system is 
the way Americans access and pay (or don’t pay) 
for health care services—and the way providers are 
paid. For the most part, Americans don’t know—and 
rarely pay—the real price of treatment as they 
receive it.

Taking cost out of the equation tends to remove 
a sense of accountability. It feeds into an over con-
sumption of treatment that researchers say eats up 
one-third of our health care dollars. Our system—
public and private—is costly because it rewards 
procedures, not outcomes.

The result is skyrocketing medical bills that—as 
President Obama has said—strain both government 
and private health plans.

Recalibrating financial incentives to reward 
results, wellness, and prevention, instead of pro-
cedures, would realign doctor-patient health and 
economic interests. Transparency of outcomes data, 
pricing, and other factors of value enable patients 
to exert their rightful leverage in the health care 
marketplace.

Costs
To truly fix what’s broken with the system—access 
and affordability—reforms must focus on bending 

the relentless upward trajectory of costs. Access 
alone shouldn’t be confused with reform. Access to 
a broken system still leaves us with unsustainable 
costs. The dysfunctional economic model feeds the 
upward cost spiral. It is cost that prevents people 
from getting coverage. For health reform to suc-
ceed, Congress must work with the private sector 
to address the underlying cost drivers. If we expand 
access without fixing the economic model, we will 
break the bank. This issue transcends special inter-
ests and partisan politics.

Historically, insurers have attempted to control 
costs through various mechanisms that have (1) 
succeeded only in the short term and (2) become 
wildly unpopular—to wit, health maintenance orga-
nizations. The industry’s cost control strategies 
are consistently trumped by something no act of 
Congress can contain: a consumerist culture that 
insists more is better and that new equals improved, 
and whose usual value-seeking behavior unaccount-
ably crumbles in the face of the “we know what’s 
best for you” culture of the health care system. 

Culture
The health care business model is out of sync with 
virtually every other sector of our economy. If the 
automobile industry operated on the same lines as 
health care, it would not have needed a bailout. But 
auto-makers operated in the free market, where 
consumers had choices, knew what they were and 
how to value them, even without being a mechani-
cal expert.

Health care exerts control we would not tolerate 
in any other area of our lives. The system’s players 
construct complicated rules and processes for deal-
ing with each other, centered on each other and 
struggling for control or advantage among ourselves, 
treating the patient as something to be processed. 
This culture not only has failed to control costs and 
deliver value, I believe it long blinded us to (1) how 
radically we must act to change health care and (2) 
how urgent it is that we act to reframe health care, 
and reform, right now.

Virtually all of the reform proposals that have 
been discussed nationally share a common thrust: 
the goal of expanding coverage while also expanding 
control over other elements of the system:

n controlling the way insurance benefits are 
structured and offered for sale

n controlling the type and amount of reim-
bursement to providers

n controlling access to providers through 
access structures, or networks

n controlling data about quality and who gets 
access to it

“Taking cost out of 
the equation tends 
to remove a sense 
of accountability.”
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n controlling electronic patient records

n even controlling people by requiring them 
to purchase coverage

Many reforms, while containing some innova-
tion, are largely new expressions of the old culture 
that surrounds health care. Worse, they largely fail 
to address root causes like the flawed economic 
rules that govern the system, and the tradition of 
paternalism and opacity that have spawned this 
culture.

We all want an efficient, sustainable system that 
is accessible to all members of the community. 
However, simply expanding coverage in the current 
economic model is not affordable. It’s not sustain-
able. It’s not really even reform. And as federal 
budget experts remind us, getting more people into 
this system will only strain the economy for years 
to come. The question isn’t how to get more people 
into the system, it’s why so many people were driv-
en out of it in the first place.

In the failed reforms of the past few decades, 
we’ve seen repeatedly that culture trumps strat-
egy. And we’re at risk of doing it again. Inherent in 
today’s lexicon of consumer-directed health care, 
we see the control-culture rear its ugly head again. 
We want to manage care, manage disease, manage 
access, manage competition, and the latest: manage 
consumerism—the ultimate oxymoron.

Getting at culture and changing it is not easy. 
It takes time—a long time. But, it can be done—if 
we use that time to identify the cultural norms that 
need to change, and if we are absolutely resolute and 
persistent in driving that change. While Congress 
cannot change the culture, it can change some of 
the rules that have allowed the culture to become 
entrenched. Congress can introduce transparency 
and change financial incentives, for example, that 
people can take up themselves to drive change 
throughout society.

tHe elements oF 
meanIngFul reForm

In order to achieve meaningful reform, the 
public and private sectors must work collab-
oratively to develop solutions that include 
the following elements:

n Costs. Cost is at the heart of reform 
and must be our first priority. This 
includes not only containing costs, 
but clearly identifying how we’ll pay 
for expanded coverage.

n Financial incentives. Reform 
Medicare’s physician payment sys-
tem by paying for quality and by 

creating a more equitable system thereby 
incentivizing value-based purchasing by 
consumers and more effective practice pat-
terns amongst physicians. Export those 
practices to the private market.

n Quality. Evidence is clear that the highest 
levels of Medicare spending do not achieve 
better results than the lowest-spending 
areas. Figure out where the best results are 
achieved and export those practices and 
standards throughout the profession.

n Technology. The expansion of an interop-
erable health information technology 
(HIT) system is critical to transforming 
health care. Interoperable HIT will reduce 
errors and waste while providing real-time 
access to effective, high-quality treatment 
options.

n Comparative effectiveness. An indepen-
dent, national entity should be created to 
compare and contrast the effectiveness of 
health care services. This national enti-
ty must have teeth and establish a clear 
direction regarding how benefits should be 
offered and paid for.

n Transparency. Making health care more 
transparent can drive value into the sys-
tem by giving engaged consumers access to 
understandable and actionable information 
regarding the costs and quality of health 
care goods and services.

n Wellness/prevention. An effective way to 
bend the cost curve is to develop healthy 
lifestyle habits and to take specific, 
prescribed actions to avoid chronic health 
problems, and follow known effective meth-
ods for managing conditions to improve 
health.
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tHe polItIcs 
oF reForm
There was a cal-
culated decision 
made to reframe 
health care reform 
as health “insur-
ance” reform. So 
far, it hasn’t worked. 
This is because most 
Americans aren’t 
convinced that 
reform will help pro-
vide financial relief. 
Far from it—most 

people believe reform as it is currently framed will 
increase their costs. And the Congressional Budget 
Office and Government Accountability Office back 
up that belief.

Insurers want to change the very things people 
don’t like about our current business model:

1. medical underwriting that forces us to limit 
risk and premium cost by excluding some 
people

2. Byzantine rules, complex processes, and 
unresponsiveness

To do that, we need the political process to 
recognize that one of our elementary and essential 
functions—evaluating risk—cannot be reformed 
away. We can stop screening for risk, but we must 
calculate, address, and reduce it, in both public 
and private sector coverage. That is crucial to 
affordability and sustainability.

It is everyday economics, in the daily lives of 
Americans and their employers, that dictates the 
need for reform—not politics. Our Congressional 
representatives are on deck to play a crucial role 
in steering this ship on a new course that will fix 
the broken system and shift the culture. Convening 
the players is an important first step that should go 
beyond wringing concessions. There must be true 
change, not just further manipulation of a dysfunc-
tional system.

The system is dysfunctional not because it 
doesn’t produce revenue—it famously does that. It 
is dysfunctional in that it is unsustainable, unaf-
fordable, inequitable. and unworthy of this nation.

As we’ve seen, powerful economic and political 
forces invested in the current model and culture 
strongly resist change or seek to bargain with it. 
It is important for all of us to see that effectively 

incentivizing those interests in a new way of think-
ing will be essential to the long-term success of any 
reform effort.

We all need the political process to work. It 
won’t be perfect, but there must be a solid founda-
tion laid for ongoing change.

summary and conclusIon
Health care is personal. We all have a story of why 
reform is needed, or we know someone who does 
have such a story. The human factor overlays the 
technical and political complexity of reform, fuel-
ing the urgency for action.

Reform will create uncertainty, not a favorite 
climate for insurers. However, we recognize the 
urgent need (1) to change our own business prac-
tices and (2) to support change among our business 
partners for the betterment of all our customers.

Insurers know the only way to survive—with or 
without reform—is to change. Otherwise, we will 
become extinct or irrelevant. Ultimately, our suc-
cess and survival are tied to staying in touch with 
what people need and delivering it. Those needs 
have changed immeasurably since the days of the 
loggers in Tacoma, Washington, where the seeds of 
the current model were sown. We have to change 
the DNA of our business model and return to our 
roots in community—people helping people.

We have before us a precious opportunity for 
real change. Any reforms we attempt will require 
all the players to redefine their own value proposi-
tion across the board. This is a historic window of 
opportunity and an imperative to fundamentally 
reframe the economic structure and culture. It is 
critical that we make the right diagnosis in order 
to affect a lasting cure.

There is no turning back the clock—on either 
the old economic model of insurance or on reform. 
We can’t get back the simplicity of the days of pool-
ing logger’s pennies to pay for the medical care of 
that time. But we can honor their spirit of commit-
ment to each other and community, their strength, 
and their resolve to get this job done right.
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“The system is dysfunctional 
not because it doesn’t 
produce revenue—it 
famously does that. It is 
dysfunctional in that it is 
unsustainable, unaffordable, 
inequitable. and unworthy 
of this nation.”


