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The History of Health Care Financing 
in America

A Tale of Unintended Consequences



Sense of Urgency
• Election 2024

• DPC is becoming visible

• Messaging is critical
– Current messaging nonproductive and 

confrontational

• History allows for more effective messaging



Separate but Connected…

Health Care Financing Health Care≠

HC Financing Affects
Health Care



United States vs Western Europe

• How did we get to where we are?

• How did they get to where they are?

• Why are we so different ??



Common Origins

• The Progressive Era – 1890s to 1920s
• Improvement of society – Europe and U.S.
• Social safety nets
• In health care financing:

– Sickness Funds – were death & disability
– The was no medical care available
– Largely from employer, union, guild



1920s:  Effective Care = Higher Cost

• Flexner report 1910
– Scientific reform to medicine
– Reformed medical education

• Real advancements lead to effective treatments
– Discovery of insulin, Abx
– First cardiac catheterization



Health Insurance was a Good Start

• Insurance based financing model is well suited for 
risk-event care.

• Insurance companies had no interest in health 
insurance
– Adverse selection – only the sick buy insurance
– Moral hazard – insurance vs patient



Employer-Based Health Insurance

• Made coverage affordable
• Solved the adverse selection problem

• Acute (hospital) care only
• Closed provider network
• Lose job, lose insurance
• Price of care became invisible



World Wars Create Divergence



World Wars Create Divergence

• Stabilization Act of 1942
• Wages frozen, benefits were not
• Insurance benefits non taxable (IRS 1943)

• Revenue Act of 1942
• Excess wartime profits taxed at 90%

• Insurance becomes THE method of finance
– Non risk products added to coverage



World Wars Create Divergence

• WW I
• Depression
• WW II
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Middle Decades of 20th Century

• Explosive growth in medical capabilities
• US Life expectancy increases from 53 years 

(1920) to 71 years (1970) to 79 years (2020)

• New medicine creates non-risk event care
– Preventative care
– Chronic care



Risk Financing and non-Risk Care

• Insurance is a method of financing risk
• Transactions occur ONLY after an event.
• Works well only for RARE and expensive 

events

• Chronic / preventative care is not risk-
event based.



Insurance and Chronic Care

• With time the problem becomes worse

• Insurance becomes a “middleman,” raising 
expenses with no added value.
– Pharmacy benefit managers
– Group purchasing organizations



The Middlemen Consolidate

• Became independent for-profit entities
• Complex fee structures – rebates etc
• 1987 – exempted from 1972 anti-

kickback law
• 1990s – DOJ eases merger rules



Health Care has a 73% Overhead



Medicare / Medicaid – Economic Effects

• Paid whatever the physician charged!
• Added 19 million patients to the demand pool

– …with a third party paying
• No downward pressure on prices
• Health spending skyrocketed



Changes in Payment Methods

• 1973 – HMO Act

• 1983 - Government sets the price (hospitals)
– Diagnosis related groups
– Prospective payment systems

• 1989  - Medicare Fee Schedule (for MDs)
• 1997 – Sustainable growth rate (SGR)
• 2003 – Medicare Part D (Rx)
• 2009 – Meaningful Use for EMRs – quality measures
• 2010 – Obamacare (ACA)
• 2015 – MACRA and Quality Measures (MIPS)



Medicare for All?
• “Today, at a time when every other major 

country on earth guarantees health care to all 
of their people, it is time for the United States 
to fulfill that goal.”

• Medicare For All Act of 2023
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How can so many countries be wrong?

• Why should we switch from our 
mistake to their mistake?



How Should We Message?

• Health Care and HC financing are not the 
same.  The narrative needs to focus on 
financing.

• The insurance finance model is poorly suited 
to non-risk based care, making it far more 
expensive and significantly less effective.

• Additional consequences (PBMs, GPOs)



How Should We Message? (2)

• The DPC finance model is far better than the 
insurance model for chronic disease care,  as well 
as lower levels of acute care

• DPC financially supports non risk event / pre-
risk-event care

• A mature system would use different finance 
models for different situations



How Should We Message? (3)

• HC financing systems are accidents of history

• Neither the U.S. system nor the European HC 
financing systems show any promise to fix the 
cost problem

• We will not fix this overnight.

• Hero / villain narratives are nonproductive




